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SUBJECT: Requirements for Issuance of Vanable Life
: Insurance in Cahforma !

‘This bulletin amends Bulletin 87-3 to. authon'ie and regulate group variable life msurance
pohcres in addition to the prevrously authonzed mdrvrdual variable life insurance policies.
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R may ‘be’ 1ssued ‘or 1ssued for dehvery, THHRIS state ‘as ‘permitted by Chapter 73176 thé Statites -

of 1984."? Section 10506.3(b) was amended in 1992 (Stats. 1992, Chapter 973, SB 1492),
. effective September 26, 1992, to authorize the Commissioner to amend the Bulletin on or before
July 1, 1993 to mclude reasonable provisions relating to requirements for group variable life
insurance," which that legislation explicitly authorized through amendments to Insurance Code
Sectmn 10506 subpart (a) and the addmon of new subpart ().

By authority. of Insurance Code Section 10506 3, Bulletm 87-3 has been issued to set forth
standards’ apphcable to variable life insurance, mcludmg but not limited to flexible premrum
variable life insurance policies, and to enable insurers to issie such policies in California. It is
hereby amended to include prov1s1ons relating to group vanable life insurance.

~ Except as amended to include group variable hfe insurance and to otherwxse reﬂect statutory
changes, the requirements in this Bulletm remam unchanged from the prior version dated
January 31, 1989. :

2. Bu_xpos The purpose of Bulletin 87-3 as hereby amended is to modify the ex1st1ng, variable

life insurance regulations so as to permit the isspance in California of flexible premium variable

life insurance, to authorize group variable life insurance explicitly, and to allow insurers a -

somewhat greater flexibility in investment policy for variable life insurance separate: accounts,
pending promulgatxon by the Insurance Department of formal amendments to vanous provrslons

o the terms of this Bulletm

3. Effective Date. Bulletin 87-3 has been in effect since March 27, 1987 and remains in force,

_except as amended hereinafter. All amendments are effective immediately. Insurers already

. qualified to issue variable life insurance in this State, as well as insurers which have previously
filed apphcattons for variable life insurance qualification that contemplate issuance of group

variable life insurance policies, should take the opportunity to review their ’ operatlons or

proposed operatlons in light of this Bulletin, |

4. Duration. As prescribed by Insurance Code Section 10506. 3(b), thlS Bulletin wﬂl remain
in force until the process of promulgating formal regulatory amendments has been completed and -
the amended regulations have become final and effective. In the interim, as also specified by
Section 10506.3(b), this Bulletin possesses the same force and effect as duly-promulgated
regulations, and will.be so administered and enforced by the Insurance Commissioner.

2 Chapter 731 of Stats. 1984 amended variable contract separate account investment limitations in Insurance
Code Section 10506(a) which were considered inconsistent with the types of investments commonly employed in
regard to newly-developed pohcles of variable life insurance termed *flexible premium variable life insurance. "
The apparent intent of this amendment was to remove percexved statutory impediments to amendment of existing.
regulations which govern variable life insurance in Article 11.1 of Title 10, California Code of Regulations, Section
2534 et seq. (Ruling 189) to authorize flexible premium: variable life insurance policies in California.
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. -“Bffect on Existing Regulau_qn As contemplated by.the érms of Section 10506 3, this

" Bulletin supersedes ‘the ‘existing’ regiilations o

_the basic statutes pertammg to this business. Please note, iowever, that the Bulletin does not
repeat statutory provisions. Therefore, Insurance Code Section 10506 et seg. should also be
reviewed.

6. Comparison to NAIC Model Regulatro In many respects partrcularly regardmg mdwrdual

policy form requirements, this Bulletin follows the substance- of the Model Variable L1fe.

~ Insurance Regulation promulgated by the Nat10na1 Association of Insurance Commissioners
- (NAIC) in 1982. The Bulletin does not, however, follow the model NAIC regulation in all
respects. In addition to expressly authorizing ; and regulating group variable life insurance, the

Bulletin differs significantly from that model regulatron in many other areas, such as materials ,

to be filed when applying for variable life insurance qualification, computation of cash values
for flexible premium policies, standards for investment of domestic insurers’ separate account
assets, and mandatory disclosures to applicants and policyholders.

" Consequently, insurers which believe that their proposed variable life insurance .policies or :

separate account operations comply with the NAIC model regulation should not antomatically
- assume that they likewise comply with this Bulletm They should venfy complianceswith the
~ Bulletin’s provisions.

7. Inguiries. Speciﬁc questions regarding this Bulletin should be referred to the Legal Division,
Corporate Affairs Bureau, California Insurance Department, 45 Fremont Street, San Francrsco,
'Ca]rforma 94105 Telephone:  (415) 904-5 665 - o

IR REQUIREMENTS FOR VARIABLE, LIFE INSURANCE
POLICIES AND SEPARATE ACCOUNTS

L Definitions. As used in this Bulletm A
(@) “Affiliate" of an insurer means any person, directly or indirectly, controlling,
_ controlled by, or under common control with such insurer; any person who regularly furnishes

investment advice to such insurer with respect to its separate accounts for which a speclﬁc fee .
or commission is charged; or any director, officer, partner, or employee. of any such insurer, -
‘controlling or controlled person, or person provrdmg investment advice or any member of the :

" immediate family of such person. : "

(b) "Agent" means any person corporauon, partnershrp, or other legal entity which
is licensed by this State as a life insurance agent

-

t1n rema.ms 1n effect ~It e
- constitutes a- complete - set of. gu1deimes for it forms of vanable hfe insurance, supplementmg,' S
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' pohcy and the person applying fot or consentmg to coverage under a group master policy.

(d). "Assumed investment rate" means the rate of mvestment return which would be
required to be credited to a variable life insurance policy, after deduction of charges for taxes,
investment expenses; and mortality and expense: ‘guarantees to maintain the variable death benefit -
equal at all times to the amount of death benefit, other than ificidental insurance benefits, which .
would be payable under the plan of insurance 1f the death benefit did not vary accordmg to the
_investment experience of the separate account

(e) . "Benefit base" means the amount to whlch the net mvestment return is apphed

® "Comnussroner" means the Insurance Commrssmner of this State.

® "Control" (mcludmg the terms contro]hng,',' "controlled by" and "under commion
control with") means the possession, direct or indirect, of the power to direct or caise the
direction of the management and policies of a person, whether through the ownership. of votmg '
‘securities, by contract other that a commercial contract for goods or non-management.services,

or otherwise, unless the power is the result of an official position with or corporate office held - -

by the person. Control shall be presumed to exist if any person, directly or indirectly, owns,
controls, holds with the power to vote, or holds proxies representing more than (10) percent of ‘
the voting securities of any other person, - This presumption may be rebutted by a showing made

_ to the satisfaction of the Commissioner that control does not exist in fact. The Commissioner .. .. . .

may determine, after furnishing all persons in interest notice and opportunity to be:heard .and
making specific findings of fact to support such determination, that control exists in fact,
notvnthstandmg the absence of a presumptlon to that effect.

- )] "Flexible prermum pohcy" means any vanable life insurance pohcy other than a
scheduled premium- pohcy as specified in subsectlon () of this Section. -

. (@ “General account" means all assets of the insurer other than assets in separate A
accounts established pursuant to Section 10506 iof the Insurance Code of this Stite, or pursuant
to the corresponding section of the insurance laws of the state of domicile of a foreign insurer,
whether or not for variable life insurance.

{)] "Inc1denta1 insurance beneﬁt" .means all msurance benefits in a variable life
insurance policy, other than the variable death beneﬁt and the minimum death benefit, including
- but not limited to accidental death and dismemberment benefits, dlsablhty benefits, guaranteed
insurability options, family i mcome, or term nders ' _

k) "May"- is permissive.

dT-V. dual ‘polici€s, . the person applying 3 for an et
1t,means the person; applymg for a group master " "




s j’ffthan ihcidenitdl -insurance Bengfits, pa
' the investment Performance of the Separafe’ account

SN T

s !

O "Minimum death benefit means the amount of the guaranteed death benefit, other
"yable undér'a vanable 11fe insurance pohcy regardless of
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(m) "Net investment return" means the rate of i mvestment return in'a separate account
to be applied to the benefit base. . : -

(m) "Person" means an individual, corporatlon partnersh1p, association, trust, or fund.

(o) "Pohcy“ means an individual pohcy, a group master pohcy anda certificate 1ssued
under a group master policy. :

)] "Pohcyholder" means the owner or holder of an mdmdual policy, the holder of
a group master policy and the holder of a certlﬁcate issued thereunder.

@ "Pohcy processing day” means the day on which charges authonzed in the pohcy "

are deducted from the policy’s cash value.

(r) "Scheduled premlum pohcy means any variable life insurance pohcy under which
both the amount and timing of premmm payments are fixed by the insurer. :

(s). "Separate account" means a separate account estabhshed under Section 10506 of

. the Insurance Code of this State for variable life insurance or under the corresponding section -

of the insurance laws of the state of dom1c1le of a foreign insurer.
(®  "Shall" is mandatory.

(u) "Variable death benefit" means the amount of death benefit, other than incidental
insurance benefits, payable under a variable life insurance policy dependent on the investment -
performance of the separate account, which the insurer would have toipay in the absence of any
minimum death benefit.

(v) _ "Variable life insurance policy" means any individual policy, or group master .
policy issued only to groups referred to in Chapter 2 (commencing with Section 10200 of Part.
2 of Division 2 of the Insurance Code) and individual certificates issued thereunder, which’
prov1des for life insurance the amount or duration of which varies according to the investment
expenence of any separate account or accounts established and maintained by the insurer for
such insurance as provided for in Section 10506 of the Insurance Code of this State or in the
corresponding section of the insurance laws of the state of domicile of a foreign insurer. '

N
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,_ vanable life insurance in this Staté or havmg authonty to issue variable hfe insurance in this

State.

(a) Licensing -and Approval to do. Business in This State.

policy unless

(1) The insurer is licensed to dov a lit‘e i_nsurance.business in this State;

2) The insurer has obtained the written:approval of the Commissioner for the issuance

of- vanable life insurance policies in tlus State: The Commissioner shall grant such written .

approval only after he has found that: :
A The plan of operation for the i 1ssuance of variable life insurance. policies conforms
to apphcable provmons of this Bulletin; ' :

(B) The general character reputatlon, and expenence of the management and: those
persons or firms proposed to supply consulting, investment, administrative, or custodial services
to-the insurer, are such as to reasonably assure: competent operation of the vanable life:i insurance
busmess of the insurer in this State, and :

(C) The present and foreseeable future ﬁnanc1a1 condmon of the insurer and its method

of operation in connection with the issuance of such policies is not likely to render its operation
hazardous to the public or its pohcyholders in .tlus State The Commxssmner shall consider,
"among other thmgs : ,

- i

(i) The hrstory of operatlon and financial condltlon of the insurer;

@i) . The quahﬁcatrons, fitness, character respons1b1hty, reputatmn, 1and expenence'
. of the officers and directors and other management of the insurer and those: persons or firms’

proposed to supply consultmg, investment, admuustrahve or custodlal services to the insurer;

@iii) The apphcable law and regulatlons under which the insurer is authorized in its

state of domicile to issue variable life insurance policies. The state of entry of an alien insurer

shall be deemed its state of dOIﬂlCllB for this purpose, and

M~

@v) . If the insurer is-a subsidiary of or is affiliated by common management or
ownership with another company, its relationship to such other company and the degree to which
the requesting insurer, as well as the other company, meet these standards, '

: -6-

An insurer shall not dehver or issue for dehvery in this State any vanable hfe insurance -
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T )_}3) Among the factors the Comnussmner may consider in determmmg whether an

“insrer’s ‘method of operation ifi: Connection . with' variable’ Tife;insiirinde "separate accounts e
‘“dsséts, invéstments and policies waiild be hazardous to pohcyholders are: the following:

1.  The amount and type of assets that are not readily marketable Readily marketable
assets are cash or assets having a readily ascertamable market value and which can be marketed

before the close of the next busmess day.

2. | Investments where ultimate loss could equal or exceed the initial amount iﬁvested.
3.  The extent of borrowing to 'acquﬁe investments.
. (b) Filing for Approual to do Business in This State..

The Commissioner shall require that an lnsurer, before it delivers or issues for delivefy
any variable life insurance policy in this State, file with this Department the following

information for the consideration of the Commissioner in making the determination required by.

subsection (2)(2) of this Section. Insurers may satlsfy the requirements of subsections:(b)(1),
(2), (3) and (4) of this Section by filing current copies of the proposed variable life:insurance
policy and all presently-effective prospectuses and statements of additional information as
described in Section 6 of the Bulletin ‘which pertam to the insurer’s variable life: insurance

__-policy, separate account, and-any investment comparues or other funds or pools of assets servmg
as investments for the separate account . _ ST

(1)  Copies of, and a general descnptxon of, all the vanable hfe insurance policies it
intends to issue; .

(2) A general description of the methods of operation of the variable hfe insurance
business of the insurer; including methods of distribution of policies and the names of those
persons or firms proposed to supply consultmg, mvestment admnustratlve, custodial . or,

~ distribution services to the insurer;

-(3) With respect to any separate account maintained by an insurer for variable life -

- insurance policy, a statement of the investment policy the insurer intends to follow for.the.

investment of the assets held in such separate account, and a statement of procedures for
changing such investment policy. The statement of investment policy shall include a descnpuon -
of the investment objectives intended for the separate account; -

(4) A description of any mvestment adv1sory services contemplated as requued by
Section 5(j) of this Bulletm, ‘ :




(5) A statement of

agny

(5) The statement requrred by subsectton (i)(l) of thlS Section;

Insurer’s: actuary descnbmg the mortahty and expense nsks
which the insurer will bear under the policy; | :

(7)  The statements required by subsections (b)(3) and (b)(6) of Section 3;

@ If requested by the Commissioner, a copy of the statutes and regulations' of the

)

state of domicile of the insurer under which 1t is authorizéd to issne variable life i msurance,

policies;

-9 I requested by the Commissroner, biographrcal data with respect to officers and
dlrectors of the insurer, or any other persons w1th authonty in the management of the separate
account or ifs assets and investments, on the National Assoc1at10n of Insurance Commlssmners
Uniform Biographical Data Form, : - ! ~

(10) If requested by the Commissioner, .a ﬁve—year_ actuarial projection, in such form _
and detail as the Commissionet. may prescribe, based on reasonable and realistic assumptions

described in the projection, which demonstrates that the insurer’s current level of capital and
surplus will be sufficient to maintain, .at a11 times, an unimpaired combmed cap1tal and surplus

of at least $10,000,000; and

(11) Ifrequested by the Commissioner, such additional information and documentation
concerning the insurer and its variable life operations 'separate accounts, assets and investments

- as the Commissioner shall deem necessary. . | .

©) Standards of Suitability.

Every'-insurer secking approval to enter into the variable life insurance business in this

State shall establish and maintain a written statement, specifying the-Standards of Suitability to
be used by the insurer. Such Standards of Suitability shall specify that no recommendations shall
be made to an applicant to purchase a variable life insurance policy and that no variable life

insurance pohcy shall be issued in the absence of reasonable grounds to believe that the purchase

of such pohcy is not unsuitable for such apphcant on the basis of information'furnished after
reasonable "inquiry of such applicant concerning the .applicant’s insurance and investment

. objectives, financial situation and needs, and any other mformatton known to the insurer or to

the agent making the recommendatmn

(d)  Use of Sales Materials.

An insurer authorized to transact variable life insurance business in this State shall not

use any sales material, advertising material, or descriptive literature or other materials of any

~ kind in connection with its variable life insurance business ‘in this State which is false,
misleading, deceptive, or inaccurate. Variable life insurance sales material, advertising material, .

s

et




© - and descriptive htcrature shall be subJect to the .additional requu'ements contained in the -
"":‘."--""_:Cahforma Code of Regulations, Title, 10, Chapter 5 Subch' .

requirements are reasonably apphca e

C e

© Requuements Applicable to Contfacmal Services.

: Any contract with suppliers of consultmg, investment, administrative, sales, maiketing,
custodial, or other services which are material w1th respect to. variable life insurance operations

~shall be in writing and provide that the supplier of such servicés shall furnish the Commissioner .
with any information or reports in connection with such services which the Commissioner may

request in order to ascertain whether the variable lifé insurance operations of the insurer are -
being conducted in a manner consistent with this Bulletin and any other apphcable law or,
regulations. ' _ ' '

()  Reports to the Commissioner.

: Ahy insurer authorized to transact the. busihess of variable life insurance in this State shall E
submit to the Commissioner, 'in addition to any other materials which may be requlred by this.
Bulletin or any other applicable laws or regulatmns :

(1) An Annual Statement of the busmess of its separate account or accounts in such
form as may be prescribed by the National Assbciation of Insurance Commissioners; .

AR  Prior to the use in tlus State any mformatlon furnished to applicants as. prov1ded )
for in Section 6; ,

(3)  Prior to the use in this State the form of any of the Reports to Pohcyholders as
‘provided for in Sectlon 8; and
(4) Such additional information and documentation ctheming its variable life
insurance operations or its separate accounts as the Commissioner shall deem necessary. -

Any material submitted to the Commissioner under this Section shall be. disapproved if

it is found to be false, misleading, deceptive, or inaccurate in any material respect and, if

~ previously distributed, the Commissioner shall require the distribution of amended material.

(g) ° Authority of Commissioner to DSisapprov'e. )
* Any material specified in this Bulletin shall be subject to disapproval by the

p . Commissioner if, at any time, it is found by hlm not to comply with the standards estabhshed
in this Bulletin. -

2,.7 msofaras such'__#._,ﬂ." ' ’



requirements:

1

'The Commlssroner shall not approve any variable hfe 1nsurance form ﬁled pursuant to thrs
_Bulletin, whether an individual policy, group master policy or certificate, unless it conforms to

the requlrements of this Sectlon

@ Fﬂmg of Variable Life Insurance Policies. All variable life insurance pohcres,
and all riders, endorsements, applications and ‘other documents which are to be attached to or

- be made a part of the policy, and which relate to the variable nature of the policy, shall be filed

with the Commissioner and approved by him pnor to dehvery or issuance for delivery in tlus
State. '

(1)  The procedures and requirements for such filing and approval shall be, to 'the, |
extent appropriate and not inconsistent with thrs Bulletin, the same as those otherwise applicable
to other life insurance pol1c1es ' ' , - .

(2) The Comm1ss1oner may approve variable life insurance pohcres and related forms
with provisions the Commissioner deems to be not less favorable to the policyholder. and the
beneficiary than those required by this Bulletm

ot

(b). Mandatory Policy Beneﬁt and Desrgn Reqmrements Variable life. insurance
policies delivered or issued for delivery in this: State shall comply with the following'minimum

(1) Mortahty and expense risks shall be borne by- the insurer. The mortality and
expense charges shall be subject to the ma:umums stated in the contract. . '

(2) For scheduled premium p011c1es, a minirium death benefit shall be provided in an
amount at least equal to the initial face amount of the policy so long:as premrums are duly paid
(sub_]ect to the prov1s1ons of Section 3[c] [2] of th1s Bulletm) ' -

(3) The policy shall reflect the mvestment expenence of one or more separatel

accounts established and maintained by the insuréer. The insurer must demonstrate that the
reflection of investment experience in the vanable hfe insurance policy is actuarially sound

(4)  Each variable life insurance pohcy shall be cred1ted w1th the full amount of the
net investment return applied to the benefit base :

o) Any changes in variable death beneﬁts of each vanable life insurance pohcy shall
be determined at least annually. :

(6) The cash value of each variable life insurance policy shall be determinable at Jeast '

monthly. The method of computatron of cash values and other non-forfeiture benefits, as

-13:(_)_
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descnbed either in the policy-orin & statement mamtamed on file by the insurer and prov1ded .
0. Tequest: o pohcyholders apphcants and: the Commissioner;; shall: be ine accordance w1th
actuanal procedures that recogmze the vanable ‘nature of the policy... . -

(A) For scheduled premium variable hfe insurance policies, the method of computation
must be such that, if the net investment return credited to the policy at all times from the date

. of issue should be equal to the assimed investment rate with premiums and benefits determined

accordingly under the terms of the policy, then the resulting cash values must at least equal the
minimym values required by Section 10160 through 10167 {excluding Section 10165) of the
California Insurance Codé (Standard Non-forfelture Law) fora general account policy with such
- premiums and benefits. .
. (B) For flexible premium variable life policies the method of computation must be
such that the cash values are calculated consisterit with the provisions of Sections 10163 through
10164.1 of the California Insurance Code. The Commissioner may prescnbe such methods or.
standards concerning calculation of cash values as are deemed necessary in order for such
calculations to comply with the requlrements of this subsectlon :

" (C) . The assumed investment rate shall not, exceed the maximum interest rate. permitted.
under Sections 10163.1 and 10163.2 of the California Insurance Code. If the policyzdoes not
contain an assumed investment. rate, the computation of cash value shall be basedwon the
maximum interest rate permitted under these sectxons of the California Insurance Code. '

(D) The method of computatlon may dlsregard incidental minimum guarantees as to
 the dollar amounts payable. Incidental minimum guarantees include, for example, but are not
to be limited to, a guarantee that the amount payable at death or maturity shall be at least equal
to the amount that otherwise would have been payable if the net investment return credited to =~ =
the plan at all times from the date of issue had been equal to the assumed mvestment rate for
scheduled premmm vanable life i msurance plans ~ :

)] The computation of values requ1red for each variable life insurance policy may
" be based upon such reasonable and necessary approx1mat10ns as are acceptable to the

- Commissioner.

(c) Mandatory Policy Provisions. Every vanable life insurance pohcy filed for
approval in thxs State shall contam at least the followmg

o8] The cover page or pages correspondmg to the cover page of each such pohcy shall
contain: : - :

@A) A prormnent ‘'statement, in either contrastmg color or in boldface type that the
amount or duration of death beneﬁt may be vanable or fixed under specified conditions;
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B A promment statement, in either rcontrastmg color or in boldface type that cash
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(C)  Astatement descnbmg any minimum death benefit required pursuant to subsection
(b)(2) of this Section; . , K

(D) The method, or a reference to the pohcy prov131on which descnbes the method
~for determlrung the amount of insurance payable at death;

® " To the extent perrmtted by state law, acaptioned prov1s1on that the pohcyholder'
. may return the-variable life insurance policy within 10 days of rece1pt of the policy and receive -
- arefund equal to the sum of (A) the difference between the premiums paid (including any policy

i s:i'alues -may. incredse or. decrease in- accordance w1th the . expenence of the. Separate account-
... subjegt to. any specified, mnumum guarantees ‘

fees or other charges and the amounts allocated to any separate accounts under the policy) and -

(B) the value of the amounts allocated to any separate accounts under the policy, on the date the. -
returned policy is received by the insurer or its agent. Until such time as state law authorizes
the return of payments as calculated in the preceding sentence, the amount of the refund shall

be the total of all premium payments for such pohcy, and

(F) - Such other items as are currently requu'ed for, fixed beneﬁt life 1nsurance'pol1c1es

: and wluch are not inconsistent with this Bulletm

(2)(A) For scheduled premium policies,_a prcvision for a grace period of not less than -

thirty-one (31) days from the premium due date which shall provide that when the premium is
.. paid within the grace period, pohcy values will be the same, except for the deductron of any
overdue prem1ums as if the premmm were pa1d on or before the due date. :

B) For flex1b1e premium pol1c1es, a provision for a grace penod begmnmg on the
pohcy processmg day when the total charges authorized by the policy that are necessary to keep
- the policy in force until the next policy processing day exceed the amounts available under the

pohcy to pay such charges in accordance with the terms of the pohcy Such grace period shall -

end on a date not less than sixty-one (61) days after the mailing date of ithe: Report to' _

Pohcyholders required by subsection (c) of Sectmn 8 of thlS Bulletm

" The death benefit payable durmg the. grace penod will equal the death benefit in effect‘
. immediately pnor to such penod less any overdue charges. If the policy processing days occur.

monthly, the insurer may requ1re the payment of not more than 3 times the charges which were

due on the policy processing’ day on which ithe amounts available under the policy were

insufficient to pay all ch'arges authorized by the pohcy that are necessary to keep such policy in
- force unt11 the next poh'cy processmg day. _

i
)

(3)  For scheduled premium policies, a provision that the policy will be reinstated at

any time within two ye:lars from the date of default upon the written apphcatron of the insured.
. and evidence of 1nsurab1hty, including good health, satrsfactcry to the i msurer, unless the cash

_1i2;



https://provisi.on

-surrender value has been paid or the period of extended i msurance has expired, upon the payment

of an amount not exceeding the greater of:

(A) All overdue premiums w1th interest at a rate, not exceeding the policy’s loan
 interest rate in effect for the period during and after the lapse of the policy and any indebtedness
in effect at the end of the grace period- followmg the date of default with interest at a rate not
exceeding the policy’s loan interest rate in effect for the pcnod during and after the lapse of the

policy; or

(B) 110% of the increase in cash value resultmg from remstatement plus all overdue
premiums for incidental insurance benefits w1th interest at a rate not exceeding the policy’s loan
mterest rate in effect for the period during and after the lapse of the policy.

@ A full descnptmn of the benefit base and iof the method of calculation and |
apphcauon of any factors used to adjust: vanable benefits under the policy.

G A provmon designating the sepdrate account to be used and stated that: -

(A) Theassets of such separate account shall be available to cover the liabiliies ofithe
general account of the insurer only to the extent that the assets of the separate account exceed
the liabilities of the separate-account arising under the variable life insurance p011c1es supported
by the separate account. - :

(B) The assets of such separate account shall be valued at least as often as any pOhcy ~. -

 benefits vary but at least monthly.

(6) A provision specifying what documents constltute the entire msurance contract :
- under state law,

(7) A designation of the officers who . are empowered to make an agreement or’
representation on behalf of the insurer and an indication that statements by the insured, or on
his behalf, shall be considered as representatlons and not warranties; :

(8) . An 1dent1ﬁcat10n of the owner of the i insurance pohcy,

(9) A provision setting forth cond1t10ns or requlrements as to the des1gnat10n, or
change of designation, of a beneficiary and a provrston for disbursement of benefits in the

absence of a beneficiary designation;

(10) A statement of any _conditions or requirements concerning the assignment of the
policy; L -
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@ 1) A descnptmn of any adJustments in pohcy values to be made in the event of
mlsstatement of age or sex of the msured -

(12) A~prov1s10n that the pohcy shall lbe mcontestable by the insurer- after it has been e

in, force for two years during the lifefime of the insured; provided, however, that any increase
in the amount of the policy’s death benefits subsequent to the policy’s issue date, which increase
occurred upon a new application or request of the owner and was subJect to satlsfactory proof
of the insured’s insurability, shall be incontestable after any such increase has been in-force,
during the lifetime of the msured for two years from the date of issue of such i mcrease,

(13) A provision statlng that the mvestment policy of the separate. account shall not be
changed without the approval of the Insurance Commissioner of the state of domicile of the -
insurer, and that the approval process is on ﬁle with the Commissioner of this State, .

(14) A provision that payment of variable death benefits in excess of any minim'um.
death benefits, cash values, policy loans, partial withdrawals (except when used to pay
premiums) or partial surrenders, may be deferred .

~(A) For up to six months from the date of request, if such payments are based on
policy values which do not depend on the 1nvestment performance of the separate account; or :

(B) Otherwise, for any penod dunng Wthh the New York Stock Exchange is closed -
for trading (except for normal holiday closing) or when the Securities and Exchange Commission
has determined that a state. of emergency exmts which may make such payment impractical;,

(15) If settlement optlons are provided, at Ieast one such optlon shall be provided on
a fixed basxs only; , '

(16) . A description of the basis for computing the cash value and the surrender value
under the pohcy shall be included; :

(17) Premlums or charges for mcrdental msurance beneﬁts shall be stated separately, .

(18) Any other pohcy provrsron requlred by t'ms Bulletm

(19)  Such other items as are currently requued for fixed beneﬁt life insurance pohmes

" and are not inconsistent with this regulatlon,

(20) A provision for non-forfeiture insurance benefits. The insurer may establish a
reasonable minimum cash value below which any non-foifeiture insurance options will not be
available. Each paid-up non-forfeiture benefit option shall be such that its present value at least

- equals the cash surrender value provided by-the policy on the effective date of the election of

such benefit optlon The present value shall be based on the non-forfeiture mortality and mterest
basis specified in the pohcy for determmmg the account value.
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(d  Policy Loan Provision. Every variable life insurance policy other than term

L. - .insurance pohcles and “pureen wment pohmes, delivered or issued for. delivery in this State. . :
. . shall contain provisions yhich. &8 riot less fayorable to, the pohcyholder than the followmg e

1) A prov1s1on for pohcy loans after the pohcy or certificate has been in force for
one full year, which provides the following:

(A) At least 75% of the policy cash 'surr’ender value may be borrowed;

B) The amount borrowed shall bear interest at a rate not to exceed that permitted by
state insurance law;

(C) . Any indebtedness shall'be dedueted from the proceeds payable on death';

(D)  Any indebtedness shall be deducted from the cash surrender value upon surrender
or in determining any non-forfeiture benefit; .

(B Forscheduled premium policies, whenever the indebtedness exceeds the cash value - |
plus the value of any dividends retained, the insurer shall give notice of any intent to.cancel the
policy if the excess indebtedness is not repaid within thirty-one (31) days after therdate of

" mailing of such notice.

For flexible premium policies, whenever the total cha.rges authorized by the policy that
are necessary to keep the policy in force until the next following plan processing day exceed the

amounts available under the policy to pay such charges, a report must be sent to the policyholder

containing the information specxﬁed by Section 8, subsection (c) of this Bulletin.

13)] The policy may prov1de that 1f at any time so long as premiums are duly paid,
the variable death benefits is less than it would have been if no loan or withdrawal had ever been

- made, the policyholder may increase such variable death benefit up to what it would have been

if there had been no loan or withdrawal by. paying an amount not exceeding 110% of the .

' _correspondmg increase in cash value and by, furnishing such evidence of 1nsurab111ty as the

insurer may request;

(G) .The policy may specify a reasoiiable minimum amount which may be borrowed
at any time but such minimum shall not apply to any automatic premium loan provision; .

# No pohcy loan provision is required if the policy is under extended insurance'non-
forfeiture option 4 '

(D  The policy loan provisions shall be constructed so that variable life insurance

policyholders who have not exercised such provisions are not disadvantaged by the exercise
thereof; :
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) ~ Amounts pa1d to the policyholders upon the exercise of any pohcy loan prov1s1on
sha]l be ‘withdrawn-from the separate account, and shall be retumed fo the. separate account upon
repayment except that a stock insurer may. prov1de the. amounts “for policy. loans from.the
general account. -

(e) ‘Other Policy Provisions. -The foﬁowing provisions may in substance be included
in a variable life insurance policy or related form delivered or issued for delivery in this State:

‘(1) . An exclusion for suicide within two years of the issue date of an individual pohcy.' -
or group certificate; provided, however, that to 'the extent of the increased death benefits only,
the policy may provide an exclusion for suicide within two’ years of any increase in death

_ benefits which result from an apphcatlon of- the owner subsequent to the policy’s issue date;

(2)° Incidental insurance benefits may be offered on a fixed or vanable basxs,

3) Pohc1es issuedona part1c1pat1ng bas15 shall offer to pay dividend amounts m cash
In addition, such pohcxes may offer the followmg d1v1dend opttons . ‘

- (A). The amount of the dividend may ‘be credited agamst premium payments;;.

(B) The amount of the dividend may be apphed to proV1de amounts of add1tmna1 ﬁxed.

' _ or variable benefit life i msurance,

(C) The amount of the d1v1dend may be dep031ted in the general accountata spec1ﬁed'

 minimum rate of interest;

(D) The amount of the dlvxdend may be apphed to prov1de pa1d—up amounts of fixed
benefit one-year term insurance; ;

- (B) The amount of the dividend may be depoaited as a variable deposit iri a separate ‘
account. L - L , i _

(4) A provision allowing the pohcyholder to elect in writing in the apphcatwn for the

policy or thereafter an automatic premium loan on a basis not less favorable. than that required '

of policy loans under subsection (d) of this Section, except that a restriction that no more than
_two consecutive premiums can be paid under th1s provision may be imposed; :

(5) A provision allowing the pohcyhplder to-make partial withdrawals;

(6) * Any other policy provision approved by the Commissioner.




4. Keserve Liabilities fgr Vanable Llfe Inguranc

(a) Reserve 11ab111t1es for vanable hfe insurance: pohmes shall be estabhshed under :

‘ "'Sechon 10489 et seq. of the Califorhia Insurance Code (Standard Valuation T:aw) in accordance

with actuarial procedures that recogmze the vanable nature of the benefits provided and any
mortality guarantees : :

(®)  For scheduled premium policies, reserve liabilities for the guaranteed minimum
death benefit shall be the reserve needed to provide for the contingency of death occurring when
the guaranteed minimum death benefit exceeds the death benefit that would be paid-in the -
absence of the guarantee, and shall be maintained in the general account of the insurer and shall .
be not less than the greater of the following minimum Teserves: :

(1) The aggregate total of the term costs, if any, covering a period of one full year
from the valuation date, of the guarantee on each variable life insurance contract, assuming an
immediate one-third depreciation in the current value of the assets of the separate account "
followed by a net investment return equal to the assumed investment rate or '

2) The aggregate total of the “attained age level" reserves on each variable life
insurance policy. The "attained age level” reserve on each variable life insurance policy shall
not be less than zero and shall equal the "residue," as described in paragraph (A),. of‘the;prior

“year’s “attained age level" reserve on the policy, with any such "residue,” increased or

decreased by a payment computed on an attained age basis as described in paragraph (B) below.

(A) - The "residue” of the prior year’s "attained age level” reserve on each variable life
insurance policy shall not be less than zero and shall be determined by adding interest at the
valuation interest rate to such prior year’s reserve, deducting the tabular claims based on the .
“excess," if any, of the guaranteed minimum death benefit over the death benefit that would be
_payable in the absence of such guarantee, and dividing the net result.by the tabular probability
of survival, The "excess" referred to in the preceding sentence shall be based on the:actual level
of death benefits that would have been in effect.during the preceding year in the absence of the .
guarantee, taking appropriate account of the reserve assumptmns regarding the distribution of.
death claim payments over the year

(B) The payment referred to-in subsectlon (b)(2) of this Section shall be computed SO
that- the present value of a level payment of that amount each year over the future premiums™
paying period of the policy is equal to (A) minus (B) minus (C), where (A) is the present value -
of the future guaranteed minimum death benefits, (B) is the present value of the future death
benefits that would be payable in the absence of such guarantee, and (C) is any "residue," as
described in paragraph (A), of the prior year’s "attained age level" reserve on such variable life
insurance policy. If the policy is paid-up on a variable basis, the payment shall equal (A) minus
(B) minus (C). The amounts of future death, benefits referred to in (B) shall be computed
assuming a net investment return of the separate account which may differ from the assumed
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mvestment rate and/or the valuatlon interest- but In no event may excwd the maximum mterest
rate pennltted for the valuatxon of life i msurance pohcres :

K)) The valuatron mterest rate and mortahty table used in computmg the two minimum
' reserves described in subparts (b)(1) and (b)(2) above shall conform to permissible standards for
the valuation of life insurance policies. In determining such minimum reserve, the company may
employ suitable approxrmahons and est1mates, including, but not hmrted to groupings and
averages. )

- (c)  For flexible premium poh01es, reserve liabilities for any guaranteed nummum_.
death benefit shall be maintained in the general account. of the insurer and shall be not less than

- the aggregate total of the term costs, if any, covermg the period provided for in the guarantee.

not otherwise prov1ded for by the reserves held:in the separate account assuming an immediate
one-third depreciation in the current value of the assets of the separate account followed by a.
net investment return equal to the valuatron 1nterest rate. o

The valuation interest rate and mortahty table used in computing thlS additional reserve,
 if any, shall conform to permissible standards for the valuation of life insurance policies. ~In

determining such minimum reserve, the company may employ suitable approximations and . "

estimates, mcludmg but not 11m1ted to groupings and averages.

@ Reserve liabilities for all fixed incidental insurance beneﬁts and any guarantees
associated with the fixed aspects of variable incidental insurance benefits shall be maintained in
the general account, and reserve liabilities for all variable aspects of the variable:incidental
insurance benefits shall be maintained in-a  separate account, in amounts determined in
accordance with the actuarial procedures appropnate to such beneﬁt

{

S. Separate Accounts, ‘
-The following requirements apply to the establishment and admlmstratlon of variable life
insurance separate accounts by any domestic insrer, and by any foreign insurer unless and until
its state of domicile has adopted the National Association of Insurance Commissioners (NAIC) _
Variable Life Insurance Model Regulation oriTequirements more restrictive ‘than the NAIC -
- Model Regulation, and further provided that either the insurer's state of domicile has
implemented the NAIC Guideline accompanying Article VI, Section 3(b) of the Model
Regulation, or the insurér makes an undertaking to comply with this NAIC Guideline: .

(@) Establishment and Administration of Separate Accounts. An insurer 1ssu1n:g; '

variable life insurance in this State shall establish one or more separate accounts pursuant to '

Section 10506 of the Insurance Code of this State
0 If no law or other regulation provrdes for the custody of separate accounts assets

and if such insurer is not the custodian of such $eparate account assets, all contracts for custody :
~ of such assets shall be 1n writing and the Comm1ss1oner shall have authonty to review and
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approve both the terms of any such contract and the proposed custodian prior to the transfer of
: _the CllStOdy Lo et E N [ NP S
- @ Such insurer shall not w1thout pnor written approval of the Commissioner, .~
: employ in any ‘material connection with the handhng of separate account assefs any person who:

(A) Within the last ten years has been convicted of any felony or a misdemeanor .
arising out of such person’s conduct involving embezzlement, fraudulent conversion, or
misappropriation of funds or securities or mvolvmg violation of Sechons 1341, 1342 or 1343
of Title 18, United States Code; or

'
: ~

(B) Within the last ten years has been found by any state regulatory authority to have
violated or has acknowledged violation of any provision of any state msurance law mvolvmg'
fraud, deceit, or knowing misrepresentation; or :

(C) 'Within the last ten years has been found by federal or state regulatory authorities-
to have violated or has acknowledged violatiori of any provision of federal or state securities
laws involving fraud, deceit, or knowing mlsrepresentatlon :

, (3) All persons with access to the cash securities, or other assets of the.separate
account shall be under bond m the amount of not less than the following amounts:ﬂfor each :
separate account:

TOTAL ASSETS . ) MINIMUM AMOUNT OF BOND |
. Undersioooes . .- 810000 ' )
| But Not | .
More Than More Than
$100,000 - $600,000 ' s$10, 060. plus 4% of assets over 106,000
600,000 1,200,000 30 000 plus 3 1/3% of assets over 600 000 .
1,200,_600~ o '3,200,0010' “ 50,000 plus 2 1/2% of assets over 1,200, 000
3,200,000 - ‘4,450,000 ' _ 100,000 plus 2% of assets over 3,200,000 '
4,450,000 6,450,000 ' 125,000 plus 1 1/4% 'assats over 450,000 .
6,450,000 | 90,450,00‘6 . i 156,000 plus 5/8% of aesets over 6,450,000
- 90,450,900 | 350,450,00(5 ' 675,000 plus 3/8%-of assets -over 90,450,000
350,450,000 1,070,450, 000 1,625,000 plus 3/16% assets over 350,450,000 |
1,070,450,000 m—— ‘3,075,000 plus 3/32% of assets over 1,070,450,000

until total bond equals 5,000,000
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®) Amounts in the Separate Account The insurer shall maintain in such ‘separate

. .. .account assets-with.a value at least equal to the greater of the-valuation reserves for the variable
. portion of the variable life insurance policies or the benefit base for such policies.

(c)  Investments by the Separate Account.

(1) No sale, exchange, or other transfer of assets may be made by-an insurer or any of
its affiliates between any of its separate accounts or between any other investment account and
one or more of its separate accounts unless:

(A) In case of a transfer into a separate account, such transfer is made solely to -

f establish the account or to support the operation of the policies with respect ‘to the separate

account to Wthh the transfer is made; and

(B) Such transfer, whether into or from a separate account, is made by a transfer of
cash; but other assets may be transferred if approved by the Commissioner in advance.

(2) . A variable life ingurance separate account shall be deemed to have sufficient net -
investment income and readily marketable asséts to meet anticipated obligations under policies -
funded by the account as required by Section 10506(a) of the Insurance Code of this: State if, and =
only if, an insurer can demonstrate to the satisfaction of the Commissioner that the:sum-of the
miarket value of readily marketable assets in' the account at the date of valuatién plus the -

- - anticipated net investment income for the calendar year following the date of valuation exceeds

by at least 15% the anticipated death benefits, surrenders, withdrawals, and other such
obligations payable during the same penod For the purposes of this demonstration, "readily
marketable assets” has the same meamng as in Section 2(a)(2)(D)1 of this Bulletin; "net
investment income" excludes capital gains and losses; and the value of the anticipated death
benefits, surrenders, withdrawals and other such obligatioris payable during the calendar year
following the date of valuation shall not be estimated at less than 10% of the market value of -

the account assets at the date of valuatlon

If a variable life insurance separate account is d1v1ded into separate series, portfolios or
other investment subdivisions, each series, portfoho or investment subd1v1s10n shall separately

. comply in full with this subsection. .

(d Limitations on Ownership.

(1) A separate account shall not purchase or otherwise acquire the securities of any

 issuer, other than securities issued or guaranteed as to principal and interest by the United States,

if immediately after such purchase or acquisition the value of such investment, together with

- prior investments of such separate account in such security valued s required by these

regulations, would exceed 10% of the value of the assets of the separate account. Except as
provided in subsection (d)(3) of this Section, the Commissioner may waive this limitation in
writing if he believes such waiver will not rendér the operation of the separate account hazardous
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to the public or the msurer or its pohcyholders in this State

2 No separate account §hall purchase or otherwme acqu1re the voting securmes of any

"~ issuer if as a result of such acquisition the insurer and its separate acgourits, in the aggregate,

will own more than 10% of the total issued and ¢utstanding voting securities of such issuer. The .

Commissioner may waive this limitation in writing if he believes such waiver will not render
the operation of the separate account hazardous to the public or the insurer or its policyholders

in this State, or jeopardize the mdependent operation of the issuer of such securmes

(3) Notwithstanding the percentage hmltatlon specified in paragraph (d)(l) above,

separate accounts may invest in shares of investment companies registered pursuant to the
Investment Company Act of 1940, or other pools of investment assets if approved in writing by.
the Commissioner, provided that the investments and investment policies, valuation methods,
management, service agreements, charges standards of conduct and conflict of interest
limitations of such investment companies or assét pools comply with the provisions of subsection,
(c) of this Section, and other apphcable portions of this Bulletin and the Insurance Code of th1s
State .

(e)  Valuation of Sepat;atc Account Assets The assets of the separate account shall

. be valued at least as often as variable benefits are determined, but in any event at least:monthly. -

| ()  Separate Account Investment Pohcy The investment policy of a separate account

operated by a domestic insurer filed under Section 2(b)(3) of this Bulletin shall not be changed
without first filing such change with the Insurance Comrnissioner.

(1) Any change ﬁled pursuant to th1s Sectlon shall be effecuve sucty (60) days ‘after -

the date it was filed with the Commissioner, unless the Commissioner notifies the insurer before
the end of such sixty (60) day period of his disapproval of the proposed change. At any time

the Commissioner may, after notice and public hearing, disapprove any change that has become

effective pursuant to this Section. '
(2 - The Commissioner may d1sapprcve the change if he determines that the change
would be detrimental to the interests of the pubhc or the insurer or its pohcyholders part1c1pat1ng

in such separate account.

(g) Charges Against Separate Account. The insurer must disclose in writing, prior

to or contemporaneously with delivery of the policy, all charges that may be made against the

separate account, including, but not limited to, the following:

¢)) Taxes or reserves for taxes attnbutable to investment gams and income of the .

separate account;

" (2)  Actual cost of reasonable brokerage fees and 51m11ar direct acqmsmon and sale
costs mcurred in the purchase or sale of separate account assets; - =



(3)  Actuarially determmed costs of i msurance (tabular costs) and the release of separate
account habxhtxes : A

(4) - Charges for adnin'nstratlve expenses and mvestment management expenses,
mcludmg mtemal costs attributable to the investment management of assets of the separate
account;

6 A charge, at rate specified in the policy, for mortality and expense guarantees;
©6) Any amounts in excess of those requn*ed to be held in the separate accounts;
()] ..Charges for incidental i msurance beneﬁts

h) Standards of Conduct. Every i insurer seekmg approval to enter into the vanable -
life insurance business in this State shall adopt by formal .action of its Board of Directors a
- written statement specifying the- Standards of Conduct of the insurer, its officers, directors,.
employees, and affiliates with respect to the purchasé or sale of investments' of separate
accounts. Such Standards of Conduct shall be binding on the insurer and those to whom it .
refers. A code or codes of ethics meeting the requuements of Section 17.j. under the Investment -
Cornpany Act of 1940 and apphcable rules ‘and regulations thereunder, shall: satisfy the :

- prov1smns of this section, :

o Conﬂicts of Interest. Rules under any provision of ‘the Insurance Code of this

State or any regulation applicable to the officers and directors of insurance’ companies with
respect to conflicts of interest shall also apply to members of any separate account’s-committee
or other similar body, and to the officers and directors or members of any board, committee or
other similar body of any investment company ‘or pool described in subsection (d)(3) of this
Section, The Board of Directors of the i insurer shall be responsible for all acts concerning the
separate account. - Co .

) " () Investment Adv1sory Semces toa Separate Account. An insurer shall not enter mto ,

- a contract undef which any person undertakes, for a fee, to regularly furnish inyestment advice-
to such.insurer with respect to its separate accounts maintained for vanable life. insurance
policies, unless: : .

: (1)  Theperson prov1dmg such adv1ce is reglstered as an investment adv1sor under the .
_ Investment Advice Act of 1940; or

(2)  The person providing such advme is an investment manager under the Employee .-
Retirement Income Security Act of 1974 with respect to the assets of each employee benefit plan
-allocated to the separate account; or

(3) The insurer has filed with the Commxssmner and continues to file annually, the
,followmg 1nformat10n and statements concernmg the proposed advisor:
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(A) The name and form ef organization, state of organization, and its principal place
of business; ) N R ,
@) The names and addresses of 1ts partners, - officers, d1rectors, and persons *

performing similar functions or, if such an mvestment adv1sor be an individual, of such
individual; :

(C) A written Standard of Conduct complying in substance with the requirements of
subsection (h) of this Section which has been adopted by the investment advisor and is applicable
to the investment advxsor its officers, directors, and afﬁhates,

o) A statement provided by the proposed adv1sor as to whether the adv1sor or any

| ;ierson associated therew1th

()] Has w1thm the last ten years been convicted of or has acknowledged commission
of any felony or misdemeanor arising out of such person’s conduct as an employee, salesman,

‘officer or director of an insurance company, a banker, an insurance agent, a securities broker,

or an investment advisor involving embezzlement, fraudulent conversion, or misappropriation -
of funds or securities, or involving the v1olat10n of Sectlons 1341, 1342, or 1343 of Title 18 of.
the United States Code,

.(zz') Has permanently or temporarily been enjloined by order, judgmient, or decree of -
any court of competent jurisdiction from acting as an investment advisor, underwriter, broker,
or dealer, or as an affiliated person or as an employee of any ‘investment company, bank, ‘or

insurance company, or from engagmg in or contmumg any conduct or practice in'connection

with any such activity;

(iii) Has been found by federal or state regulatory ahthonties to have willfully violated

: or has acknowledged willful violation of any.provision of federal or state secuntles laws or

+

insurance laws or of any rule or regulation under any such laws; or

@) Has been censured, denied an investment adv1sor regtstratlon, had a reg15trat10n
as an investment advisor revoked or suspended, or been barred or suspended -from being
associated with an. mvestment advisor by order of federal or state regulatory authorities; and

(4) Such investment advisory contract shall be in writing and provide that it may be
terminated by the insurer without penalty to the insurer or the separate account upon no more .
than sixty (60) days’ written notice to the investment advisor. :

The Commlssmner may, after notice and ‘opportunity for hearing, by order require such
investment advisory contract to be terminated if he deems continued operation thereunder to be
hazardous to the public or the insurer or the insurer’s policyholders.
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6. Igfgmiat_i_o_n Eurmshgg tg Apphcant .

: 'Except as herein prov1ded ‘an insurer dehvermg or-issuing for dehvery in this State any vanable o
' life insurance policies “shall ‘deliver to the applicant for the pohcy, ‘and. obtdir ‘a wiittern "
‘acknowledgement of receipt from such apphcant coincident with or prior to the execution of the
‘application, the following information. Where a group policy will be non-contnbutory and -
owned by a trust for the benefit of employees and/or retirees, the mformatxon required in this
-Section need not be glven to each prospective cerhﬁcateholder

The requirements of th1s Section shall be deemed to have been satisfied to the extent that .

.a disclosure containing the information required by this Section is delivered to the applicant,

either in the form of (1) a prospectus included in a registration statement which satisfies the

« requirements of the Securities Act of 1933 and which was declared effective by the Securities -

and Exchange Commission,. together with any prospectus and any statement of additional
information prepared pursuant to requ1rements of the Securities and Exchange Corr'umssmn_.
concerning any investment company described in subsection (d)(3) and ()(3)(A) of Section 5 of -
this Bulletin, which has been declared effective; or (2) all information and reports required by

the Employee Retirement Income Security Act of 1974 if the policies are exempted from the .

registration requirements of the Securities Act of 1933 pursuant to Sectxon 3(a)(2) thereof

(@ A summary explanahon, in non-ftechmcal terms, of the principal features of the

- policy, including a description of the manner:in which the variable benefits will reflect the

investment experience of the separate account and the factors which affect such variation. Such
explanation must include notlces of the prov1smn requued by subsections (c)(1)(E) and (c)(6) of
Section 3. .

| . (b) A statement of the investment policy' of the Separate account inCluding'

(1) A description of the investment objectives intended for the separate account and

. the pnnc1pa1 types of mvestments mtended to be made; and

(2) . Any restrictions or hmltatlons on the manner in wh1ch the. operations of the"'-
separate account are mtended to be conducted S _ - :

(©) A statement of the net investmerit retum of the separate account for each of the

last ten years or such lesser period as the separate account has been in’ existence;

(d)  Astatement descnbmg, asan approxlmate percentage of an annual gross premium
for each year and for the life of the policy, all.commissions or equivalent payments to be paid

"to all agents-or other pefsons as a result of the proposed sale for each year of the policy for

which such payments are to be made. As uséd in this subsection, "commissions” means all
monies .and other valuable cons1derat10n including’ but not limited to prizes, bonuses pa1d
directly or indirectly- to, for, or on behalf of the selling agent as compensation for services in

En
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the sale of variable 11fe msuranee,
@ A statement of the annual taxes, brokerage fees, and s1m11ar costs and charges
during the previous year;

® A summary of the method to be used in valuing assets held by the-separate
account; . '

" " expressed 45 4 dollar ‘amoiirt and as an annual pereentage levred against the separate account.: .-

(8) A summary of the federal income tax aspects of the policy apphcable to the -

insured, the policyholder, and the beneﬁcrary, ,

(h) Ilustrations of benefits payable under the variable life insurance contract. Such
illustrations shall be prepared by the insurer and shall not include projections of past investment
experience into the future or attempted predictions of future investments experience, provided
that nothing contained herein prohibits use of hypothetical assumed rates of return to illustrate
possible levels of benefits if it is made clear that such assumed rates are hypothetical only. .

| Any sales illustration shown or furnished in connection. with the sale of variable life
insurance must conform with the following requiremerits, except that these requirements only , -

- apply to the variable portion of policies with fixed and variable funding options. Subpart*(9) of
" this subsection specifically pertains to vanable life insurance contracts offermg both fixed and -

variable funding optmns

(1) _ The hypothetical interest rates used 4o illustrate accumulated policy values must

' be an annual effective gross rate after brokerage expenses and prior to any deduction for taxes,

expenses and policy charges.

(2) If the illustrations of accumulated contract values are shown, then, for the highest

. interest rate used, one illustration must be based solely upon guarantees contained in the policy

being illustrated. (For example, if the illustration includes the effect of mortality charges and
administrative charges which are below the guaranteed maximums for such charges,
illustration must be prepared which involves the effect of the maximum charges.)

3 Except for illustrations contained in a prospectus pertarmng to the policy bemg
illustrated, the pattern of premium payments used in an illustration should be the initial pattern
requested by the proposed policyholder at 1ncept10n or upon changes in face amount requested
by the pohcyholder :

(4)  If the illustrated policy provrdes for multiple investment options, the 111ustrat10n
may either use an asset charge which is reasonably representative, or use the asset charge of a
particular option. The illustration should clearly identify the asset charge and either label it
"hypothetical” or identify the option. , :

. .:25-




(3)  The illustration must disclose the transactlon charges which will be levied agamst
.. the contract because of transactions. requested in accordance with rights and-privileges specified

. {- in the contract, -Any. charge for the exercise of a right or pnvﬂege upon which the illustration
. «is based must be reflected in the illustrated values. The nature of any-other such charges must

be disclosed in a clear statement accompanying such illustrations.- (For example a charge to

‘ sw1tch from one investment optlon or death beneﬁt option to another.)

(6) A clear statement must be made following the table of illustrated accumulated

. values, that use of hypothetical investment results does not in any way represent actual results
or suggest that such results will be achieved, and also must indicate that the policy values which

actually arise will differ from those shown whenever the actual investment results differ from
the hypothetical rates illustrated. Assumptlons upon which ﬂlustratrons are based must be clearly ‘
disclosed. :

- (D Any sales illustration to a prospectrve pohcyholder must accurately reﬂect the '

- policy bemg presented. - Misleading statements captmns orother m1srepresentat10ns are

prohibited.

(8) The requested sales illustration must be pnnted clearly and legibly on paper An

.ﬂlustraﬂon displayed on a computer screen may be used in. addmon to, but not as: ai substitute

for, a paper copy.

'(9) + Variable life insurance contracts’ offering both fixed and variable funding options
shall comply with the following requirementS' - :

(A) . Ilustrations of the vanable fundmg optlon must comply with this subsectlon 6(h) o

(B) - Hlustrations of the fixed fundmg option must show accumulated policy values on
the basis of guaranteed rates. One or more additional rates may also be shown, but such rates
may not exceed current rates ~ :

(C) A summary illustration may be given in wh1ch results from comparable illustrated
and hypothencal interest rates are combined. Such summary must cross-reference to the

accompanying separate illustrations of the ﬁxed and variable funding options. .

7. Applications.

" Except as provided in subsection (d) herein, the application for a variable life insurance policy

shall contain:

(@. A prominent statement that the death benefit may be vanable or fixed under

specified conditions;
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(b) A prominent statement that cash ‘values .may mcrease or decrease in accordance
with- the expenence of the separate account (subJect to any spec1ﬁed minimum guarantees),

(c) ‘Questions desxgned to ehc1t mformatmn Whlch enables the msurer to determine
the sultabmty of variable life insurance for the applicant.

(d) Where a group policy will be non-contributory and owned by a trust for the benefit
of employees and/or refirees, (a) and (b) need not be disclosed to each prospective certificate-
holder in the application and the questions under (c) need not be asked of each prospectwe
certificateholder.

8. l_tepg. rts to Policyholders.-

Except as provided in subsection (d) herein, any insurer delivering or issuing for delivery in this
State any variable life insurance policy shall mail to each variable life insurance policyholder at

his or her last known address the following reports. The requirements of this Section shall be

deemed to have been satisfied by so mailing to each such policyholder the information requlred '

by this Section in the form of copies of reports dlsclosures or filings submltted to the:Securities - L

and Exchange Comtmsswn

(@ _-An annual statement of the cash surrender value, death benefit, any partial

withdrawal or policy loan, any interest charge, and any optional payments allowed pursuant. to
Section 3(d) under the policy. Such statement shall be furnished within thirty days after the
policy anniversary date or any other specifiéd date in each policy year. . All information

contained therein must be computed as of a date not more than sixty (60) days prior to the

maﬂmg of the statement. This statement shall state that, in accordance with the mvestment
_experience of the separate account, the cash values and the variable death benefit may increase
or decrease, and shall prominently identify’ any value described therein which may be
recomputed prior to.the next statement required by this subsection. If the policy guarantees that
‘the variable death benefit on the next policy anniversary date will not be less than the variable
death benefit spemﬁed in such statement, the statement shall be modified to so indicate. For
flexible prennum policies, the report must contain a reconciliation of the change since the
previous report in cash value and cash surrender value, if different, because of payments made

(less deductions for expense charges), withdrawals, investment experience, insurance charges ,

and any other charges made against the cash’ value. "In addition, the report must show the

projected cash value and cash surrender value, if different, as of one year from the end of the

period covered by the report assuming that: (i) planned periodic premiums, if any, are paid as
scheduled; (ii) guaranteed costs of insurance are deducted; and (iii) the net return is equal to the

guaranteed rate or, in the absence of a gua:anteed rate, is not greater than zero. If the projected

- value is less than zero, a warning message must be included that states that the policy may be
in danger of terminating without value in the next 12 months unless additional premium is paid.
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- (0) Annually, a statement of statements mcludmg

(1) A summnary of the ﬁnancral statement of the separate account based on the annual o
statement Iast filed with the Commissioner; "' . ’

) The net investment return of the separate account for the last year and, for each

'year after the first, a comparison of the investment rate of the separate account during the last

year with the investment rate of the separate account during the last year with the mvestment_
rate during prior years, up to a total of not less than five years when available;

(3) Alst of investments held by the separate account as of a date not earlier than the

_ end of the last year for which an annual statement was filed with the Commissioner;

(4) Any charges, taxes and brokerage' fees levied against the separate ac'countdurin'g
the previous year, each expressed as a dollar amount-and as a percentage of the assets of the. -
separate account, and the total amount expressed as a dollar amount and as a percentage;

(5) A statement of the portfolio tumover rate, as defined. herem, dunng the preceding. -
ﬁscal year of investments allocated to the separate account.

(A)  The rate shall be calculated by drvrdmg (A) the lesser of purchases or sales of

| portfolio secuntles for the particular fiscal year by (B) the monthly average of the value of the '
~ portfolio securities owned by the separate account during the particular fiscal year. Such
-monthly average shall be calculated by totalmg the values of the portfolio securities as of the

beginning and end of the first month of the particular fiscal year and as of the end of each of
the succeeding eleven months, and dividing the sum by 13, except that the average value of
securities for which market quotations aré not available may be based upon the value of such

- securities as of the end of the precedmg fiscal quarters

B) Forthe purposes of this item, there shall be excluded from both the numerator and

“the denominator all U.S. Government securities (short-term and long-term) and all other
. securities whose maturities at the time of acqu1smon were ‘one year or less. ‘ Purchases shall -

include any cash paid upon the conversion of one portfolio security into another. . Purchases shall-
also include the cost of rights or warrants purchased Sales shall include the net “proceeds of the -
sale of rights or warrants. Sales shall also 1nclude the net proceeds of redemptlons of portfolio. -

. securities by call or maturity. .

: )

(C) Thei insurer shall show, in addmon to the calculated portfoho turnover rate, both
the amount of the purchases and the amount of the sales (calculated as prescribed in [B] above) _
and the monthly average (but not the individual monthly figures) of the value of the portfoho
securities owned by the separate account during the fiscal year. - N

(D) The insurer may, if it wrshes make any statement or explanatron with respect to

any significant variations in the - portfoho turnover rate dunng the three fiscal years next
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preceding; L

(6) A statemeiit of any change, smce the Tast report “in the investment obJectwe and S

orientation of the separate account, ir -any investmeént restriction or material quantitative or
qualitative investment requirement apphcable to the separate account, or in-the investment ~

'adv1sor of the separate account;

n The name of each broker or dealer handling portfolio transactions on behalf of the
separate account in which the insurer or an affiliate has any material direct or indirect interest,
and the nature of such transactions and the amount of compensation received by each such
broker or dealer from business ongmatmg w1th the separate account during the preceding fiscal
year; ' . .

(8)  The names and principal occupatxons of each principal executwe ofﬁcer and each

'dn'ector of the i msurer, and

(9)  The names of all parents of the insdrer' and the basis of contro! of the insurer, and
the name of any person who is known to own, of record or beneficially, 10% or more of the -
outstanding voting securities of the company. ’

(©  For flexible premium pohc1es a report must be sent to the pohcyholder if the -
amounts available under the policy on any processing day to pay the charges authorized by the
policy are less than the amount necessary to keep the pohcy in force until the next following
policy processing day. The report must indicate the minimum payment required under the terms
of the pohcy to keep it in force and the length of the grace period for payment of such amount.

(d) Where a group pohcy is non-contnbutory and owned by a trust for the benefit of
employees and/or retirees, the reports requued in this Section need not be made to each
certlﬁcateholder v :

9. Qualifications of Agents for the Sale of Variable Life Insurance.,

(2) Authorization to Sell Variable Life Insurance. No person may sell or offer for sale

- in this State any variable life insurance policy unless such person is a life agent and has filed

with the Commissioner, in a form satisfactory to the Commissioner, evidence that such person
holds any license or authorization which may be reqmred for the solicitation or sale of vanable
life insurance. :

(b) Reports of Disciplinary ‘Actions. Any person qﬁaliﬁed in this State under this Section .
to sell or offer to sell variable life insurance shall immediately report to the Commissioner: :

(1) Any suspension or revocation of his agent’s license in any other state or territory of
the United States;
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(2) The 1mposmon of any d1smp1mary sanctlon including suspensmn or expulsmn from

. “membership, suspension, or revocation-of or denial of registration, imposed upon h1m by any
' ¢ “natiénal securities exchange, or national securities association; or any federal state or temtonal‘_ S
*agency with jufisdiction ‘over securities or variable life i insurance; '

(3) Any judgement or injunction entered against him on the basis of conduct deemed to

.- - have involved fraud, deceit, nusrepresentatlon, or v101at10n of any insurance or securities law

or regulation,

(¢) Refusal to Qualify Agent to Sell Va;.riable Life Insurance: Suspension, Revocation,

" or Nonrenewal of Qualification. The Commissioner may reject any application or suspend or
- revoke or refuse to renew any agent’s authority under this Section to sell or offer to sell variable .

life insurance upon any ground that would bar such applicant or such agent from being licensed
to sell other life insurarice contracts in this State. The rules governing any proceeding relating
to the suspension or revocation of an agent’s license shall also govern any proceeding for
suspension or revocation of an agent’s authority to sell or offer to sell variable life insurance.

10.  Seveérability Provision.

Jf any provision of this Bulletin or the appliCat.ion'the'reof to any person or circumstance is for °
any reason held to be invalid, the remainder of the Bulletin and the application of such provision

to other persons or circumstances shall not be affected thereby

J OHN GARAMENDI
Insurance Commissioner
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