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2003 SENATE ST ANDINO COMMITTEE MINUTES 

BILL/RESOLUTION NO. 2235 

Senate Industry, Business and Labor Committee 

□ Conference Committee 

Hearing Date O 1-28·03 

Ta e Number Side A 
1 xxxx 

Side B 

Minutes:Chairman Mutch opened the hearing on SB 2235. All Senators present. 

,,,_"'\ SB 2235 relates to minimum nonforfeiture amounts of annuity contracts. 

Testimony in support of SB 2235 

Meter# 
1000 

Senator Michael Every introduced the bill. He stated that he signed on because he supported the 

bill and then introduced Constance Hofland, an attorney with the law firm of Zuger Kinnis & 

Smith of Bismarck. She represents the American Council of Life Insurers in support of SB 2235. 

See written testimony. 

Senator Mutch: Will this alter the existing contracts? 

Hofland: It is changing the minimum nonforfeiture. 

Senator Espegard: What would huppen to the annuity contract if this was left alone? 

Hofland:The expense could be higher than the return on the annuity. 

Senator Espegard: Would this make a difforence for the consumer? 
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Bill/Resolution Number 2235 

,~ Hearing Date 1-28-03 

Hofland: It would make a difference if the life insurance company decide not to offer the 

product. 

Senator Espegard: My point is, this is not helping the consumer, it is just making the product 

look better to the consumer. 

Hofland:They could still offer them with higher rates. It keeps the produc.t more reasonable. 

Senator Krebsbach: Does it sunset in 2 years? 

Hofland: Yes, 

No further questions from the committee 

Testimony in opposition or neutral to SB 2235. 

Michael Fh:, Director of the Life and Health Division of the Insurance Dept., said the Insurance 

........ ,\ Dept. is neutral. This bill would only impact annuity policies issumi between July 1, 2003 and 

July 11 2005. At that point (2 years later) it does revert back to the 3% interest rate, The 3% is the 

minimum, however n company can determine them at what ever they want. 

The commissioner was asked to introduce the bill, but he thought it was not the right time. His 

input to the committee is that it is a temporary solution. 

No further question from the committee 

Hearing closed. 

Senator Espegard moved to amend. Senato'r Every seconded. 

Roll Call Vote: 7 Yes, 0 No. 0 Absent. 

Senator Every moved a DO PASS AS AMENDED. Senator Espegard seconded. 

Roll Call Vote: 6 Yes, 0 No. 1 Absent. 

Carrier: Senator Every 
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Roll Call Vote #: ' 

2003 SENATE ST ANDING CO1\1MITTEE ROLL CALL VOTES 

Senate 
~?! BILL/RESOLUTION NO, ,,,d36 . 
~~ of. Comm1ttee 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken bo ~-R..:,_JS_~-=----------------
Motion Made By 1 V~-:::..,1-· _____ Seconded By _ '; 

Senators Ye.Jt No Senators Yet, No 
.. Sen. Duane Mutch, Chainnan '1 ✓/ Sen. Michael Everv j~ v ,.. Sen. Jerry K1ein, Vice Chainnan I ✓ ,; Sen. Joe] Heitkamp ' 

~ \./ 
.., Sen. Duaine Espegard lO ✓ ., - Sen, Karen Krebsbach Z::_ \/~ 
.. Sen, Dave Nething 3 \/ 

-

·-
-

Tota] (Yes) "1 _ _,__ ________ No Q 
Absent ..l,,Q-"'------------ ________________ _ 
Floor Assignment 

If the vote is on an amendment, briefly indicate intent: 
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Adopted by the Industry, Business and Labor 
Committee 

January 28, 2003 

PROPOSED AMENDMENTS TO SENATE BILL NO. 2235 

Page 1, line 7, replace "June 30' with "July 31',(and replace "July-{. with "August j, 
Renumber accordlngly 
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Date:~ 
Roll Call Vote #-,.,. 

2003 SENATE ST ANDING COMMITTEE ROLL CALL VOTES 

Senate 
BILL/RESOLUTION NO, ;(c;).-3<;-

Committee 

0 Check here for Conference Committee 

Legislative Council Amendment Number -!.~------------------

Action Taken Move to 1tm(rcl 
Motion Made By ~ 8~econded By -,~E.-::...L1t.=.e.;.....,t1t.£+1-----

Senators Yes No Senators Yes No 
Sen. Duane Mutch, Chainnan Sen, Michael Every ~ 
Sen, Jerry Klein, Vice Chainn'U) Sen. Joel Heitkamp (f 
Sen. Duaine Espe~ard 
Sen, Karen Krebsbach 
Sen. Dave Nethin~ 

Total (Yes) _·J.....___ ______ No fl_ ________ _ 
Absent _ll, _________________________ _ 
Floor Assignment 

If the vote is on nn amendment, briefly indicate intent: 
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Senate 

2003 SENATE STANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. -~3r-

C?- C7 ~ Committee 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken J)o f/q-ss B c; A m-e V1 dg d 
Motion Made By __________ Seconded By ___________ _ 

Senators Yes No Senators 
Sen. Duane Mutch, Chai·man ✓ Sen. Michael Everv 
Sen. Jerry Klein1 Vice Chainnan X. Sen, Joel Heitkamp 
Sen, Duaine Espegard ';>(. 
Sen. Karen Krebsbach X. 
Sen. Dave Nething X 

- --
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·--

Total (Yes) ------=ilQ.;..__ ____ No Q 
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REPORT OF STANDING COMMITTEE (410) 
January 28, 2003 3 :00 p.m. 
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Module No: SR•16-1222 
carrier: Every 

Insert LC: 30569.0101 Tltle: .0200 

r~ REPORT OF STANDING COMMITTEE 
SB 2235: Industry, Busln,,s and Labor Committee (Sen. Mutch, Chairman) recommendo 

AMENDMENTS AS FOLLOWS and when so e.mendad, recommends DO PASS 
(7 YEAS1 0 NAYS, 0 ABSENT AND NOT VOTING). SB 2235 was placed on the Sixth 
order on the calendar. 

Page 1, llne 7, replacP "June 30 11 with 0July 31" and replaoe 11Julytt with "August" 

Renumber a~cordlngfy 
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2003 SENA TE ST ANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO, 

Senate 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken be ~ QbV'le.{,(r 

l-235 Committf~e 

Motion Made By ···--
Seconded By __ , ________ _ 

Senator& Yts No Senaton Yes No 
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VO~ VO tu., No -Total (Yes) 
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Absent 
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2003 HOUSE STANDING COMMITTEE MINUTES 

BILURESOLUTION NO. SB 2235 

House Industry, Business and Labor Committee 

□ Conference Committee 

Hearing Date March 5, 2003 

Ta eNwnber Side A Side B Meter# 
2 X 14.8-36.4 

Minutes: Chairman Keiser op .... ..__. 

,·•~ Senator Every introduced and testified in support of SB 2235 which reduces the 3% fixed rate 

for annuity contracts and lowers it to a rate of t'.5%. 

Pat ·ward, of Zuger, KJrm.1s & Smith Law Firm, representing the American Council of Life 

Insurers, testified in support of SB 2235 and presented an amendment. (See attached), The 

purpose of the amendment is to tie the rate to an index which provides a more durable solution. 

Rep. Kiehl: What is the annual contract charge of$50 for, item B? 

Mike Fix~ Director for Life and Health Division of the North Dakota Insurance 

Department, took the podium to answer questions from the committee. He stated that in the 

current statute, the charge is $75 for a single premium contract and $25 for a periodic payment 

contract. That is for calculating the amount of minimum cash values, it is not a direct charge, 

Chairman Keiser: What would be 11 new adjustable rate, using the new fonnula? 

\ Fix: The rate is the lesser of 3% or the fo1mula. It would be between 2 & 3 %. 
".._.) 
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Hearing Date March 5, 2003 

Rep. Ruby: What rate of interest growth will insurance companies realize from this? They'll pay 

3%, what rate of return will they get? 

Fix: That depends on the pricing structure and the competition. A 1 % margin is necessary to be 

competitive in the market. 

Rep. Kai.per: We're talking here about the minimum interest rate that can be credited, this has 

nothing to do with what is called, in the insurance industry, the cuttent interest rate whhlh is 

credited. The current interest rate is sort of what the market will bear and what the competition 

dictates. This just says you must pay something but the minimum will be tied to the index, 

correct? 

Fix: This defines the rate used to detennine minimum cash values. There's also a guaranteed rate 

t~ that is in the policy. 

Rep. Ekstrom: Page 3 of the amendment, section 2, must each of the A,B,C and D factors be 

met, or a combination? 

Fix: All of them have to be met. The five year treasury rate, take off 125 days at point, 

theoretically to cover expenses, but it can't be less than 1 %. 

Rep. Klem: I'm looking at #D on page 2, explain that to us, please. 

Fix: Those are reductions from net considerations, the premiums come in1 you can take off 

withdrawals, annuaI fees, etc. 

Rep. Ekstrom: What if interest rates go up? 

Fix: It's the lesser of 3% in this formula, if rates go up, you can still base the minimum 

nonforfeiture value on 3%. Companies would lose competitively, they would hllVe to charge 

higher rates. That's the consumer protectio11 aspect. 

dt deli td to Modern information syattffil for t11tcroftl•tno end J 
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Chairman Keiser: How easy would it be for someone to transfer funds from one annuity to 

another? From one to another with a higher rate ofinterest retum? 

Fix: That's easy but you'd have to mention that you are replacing an existing annuity product, A 

disadvantage is that you'd be paying surrender <Jharges and paying acquisition charges, The 

Insurance Department took a neutral position on this when it was over in the Senate because we 

knew it was a temporary stopgap. We wanted to see a durable solution. We now support this with 

the amendment that has been prepared. 

As there was no one else to testify either in support of or in opposition to SB 2235, the hearing 

was closed. 

Rep. Frometh moved to adopt the amendments. Rep, Ekstrom seconded the motion. A voice 

,.~ vote carried the motion to adopt the amendments, 

\ 

. ._) 

I 
I 

It was decided to defer voting on SB 2235 until the proposed amendment language is folded into 

the bill for clearer understanding and comprehension by the committee. 
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2003 HOUSE STANDING COMMITTEE MINUTES 

B1LL/RBSOLUTION NO. SB 2235 

House Industry, Business and Labor Committee 

□ Conference Committee 

Hearing Date March 19,2003 

Ta eNumber 
1 

Minutes: Chairman Keiser en 

Side A SideB 
X 

Meter# 
9,5-18.7 

Jennifer Clark, IBL liaison at Leglslative Council, appeared to walk the committee through 

the amendments she drafted for SB 2235. Any changes she made to the version of the 

runendments as they were proposed in committee are not substantive in nature. She consulted 

Mike Fix, Actuary for the ND Department of Insurance, for information. She did three things: 

adhered to form and style consistent with Legislative Council guidelines, clarified language so 

that lay persons could understand the bill and addressed problems as to the way the language was 

laid out, specifically the provision dealing with to whom these changes apply and when the 

contracts are issued etc. The way the amendment originally read would not appear appropriately• 

in the Century Code. As far as substance is concerned, the intent remains the same. There f s now 

a subsection 1 which is the body of existing law, it applies for an annuity contract issued before 

the effective date of this act, August 1, 2003. Subsection 2 is the new legislation and this 

1 ~ language applies for all contracts issued after July 31, 2005. So essentially that's the effective 

Yht mfol'otret)hfc f1n19tt on thf1 film ere accurate repl'oducttona of records delivered to Modern lnfol'fflltton syattfl\l for rnlcrofttri,fng end j 
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Hearing Date March 19, 2003 

date of this session's biJJs, August 1. The provision that des it a11 together and affects policies 

issued after August 1, 2003 is the provision in Subsection 3. That essentially states that there are 

three time periods here: policies prior to effective date of this act, policies issued after iho 

effective date of next session's act, and the policies issued during the interim. This language says 

this: policies already issued go under subsection 1, policies issued 2005 go under subsection 2, 

policies issued during interim, that company has a choice between offering the policy under the 

old provision or the new provision, as long as they are consistent on a contt'act form by contract 

fonn basis. I'd be happy to answer any questions. 

Rep, Kasper: Please clarify subsection 3 for us. 

Clark: It's pretty straightforward, that's the gut of the bill, as to whom it applies and when. For 

,...-'"""\ an annuity contract issued before August 1, 2003, those are covered by existing Jaws. A policy 

issued between August 1, 2003 and July 31, 2005, the interim, those policies can meet either one 

of the calculation provisions. As long as they are consistent, you have a fonn, they can pick and 

choose for different people. Finally, as of August 1, 2005, choices will be closed, at that point in 

time, all policies issued henceforth will have to be written under the new provisions, The 

companies will have had sufficient time to revise and approve their fonns and obtain 

authorization from the Commissioner at the Department of Insurance. 

Chairman Keiser: So, is the primary reason for going through all these steps to give the 

insurance companies the opportunity to transition into the new minimum rate? 

Mike Fix, Actuary for North Dakota Department of Insurance: That's correct. Section 5 of 

the original amendment references the dates August 1, 2003 and August 1, 200S. Ms. Clark 

The 111tcroar1phtc fmeott on tht• ftl111 •r• •ccur11te reproducttont of rtcorda delivered to Modetn lnformef. !r-, systems fer mtcrofflMfnc, 8f'd 
were fftmed fn the r~utar couree of bu1fne11, The photoaraphlc proceae meets etendarda of the ANrfca,1 Hetfonal stendarda rnatftute 
(ANSI) for archival mtcroftlm, NOTICE1 11 the fllrnad t111t1r,ie above f• lena legtble than this Notice H , .. due to the l'llut.lftv of the 
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clarified that language. Section 1 is the current statute, It would be unrealistic to expect insurance 

companies to have all their policies revised and printed by August 1, 2003, 

Chairman Keiser: And instead of using 1.5%, we'll index it to the minimum, as the Department 

of Insurance requested? 

Rep. Froseth moved to adopt the amendments .. 0202. 

Rep. Ekstrom seconded the motion. 

A voice vote carried adoption of tbfs amendments. 

Rep. Sevenon moved a Do Pass As Amended. 

Rep. Ekstrom seconded the motion. 

Results of the roll call votes were: 9-0 .. 5. 

Rep. Kasper wlll carry this on the floor. 

J 
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Adopted by the Industry, Business and Labor 
Committee 

March 10, 2003 

PROPOSED AMENDMENTS TO ENGROSSED SENATE BILL NO. 2236 

Page 1, llne 1, replace 11create 11 with NamendN 

Page 1, line 4, replace II A new subsection to seotlonN with wsaotlon 11 

Page 1, line 5, replace 11createdN with "amended 11 

Page 1, remove llnes 6 through 10 

Page 1, after llne 6, replace the remainder of the bill with: 

26.1-34-02. Minimum nonforfelture amount defined. The minimum values as 
specified In sections 26.1-34-03 through 26.1-34-06 and section 26.1-34·08 of any paid-up 
annuity, cash surrender, or death benefits available under an annuity contract must be based 
upon minimum nonforfelture amounts as defined In this section: 

1. >,•Jlth rea~eot to aAn~lty eoAtMeto ~fei.1ldlF1fl fer fleMl&lo eonelderatloRa, the The 
minimum nonforfelture amount at any time at or prior to the commencement of any 
annuity payments must be equal to an accumulation up to such time at a rate§ of 
lnterest.1. ef tli:lroe ~0FE1ent ,-er ~oar ef ~ereentegee .as Indicated In Subsection g_,_ of 
the net considerations, as hereinafter defined, paid prior to such time, decreased 
by the sum of .oaraaraphs <a}through (d) below: ~ 

iL Any prior withdrawals from or partlal surrenders of the contract accumulated 
at aratei of Interest of tRroe r:toreent ,-er year as Indicated In Subsection ~ 
and 

b:. An annual contract charge ot fifty dollars. accumulated at rates of Interest as 
Indicated In Subsection 2: and 

~ Any premium tax paid by the company for the contract. accumulated at rates 
of Interest as indicated lo Subsection 2: and 

d. :T4he amount of any Indebtedness to the company on the contract, Including 
Interest due and accrued: aAd lnereaoed ey ar1y eMletlAg addltleAal ameuAte 
eredltea ey tho eoMrmnv to tho oontraet. 

The net considerations tor a given contract year used to define the minimum 
nonforfelture amount must be an amount Rot Iese thaA zero and mt:Jot equal tRe 
eorroet:1endlAg groea eer1oldoratl0As to eighty-seven and one half percent of the 
gross considerations credited to the contract during that contract year .1. leee an 
aAnual eentraet ehargo ef thl,4)1 aellare aAd loee a oelleetlen oAar-§e ef oAe dellar 
and twen~ fli.ie oente fer eaeh oeflelae,etleA eredlted tEJ the eoAt,eet dt:Hln9 that ==~~=~e!at~C ~==;==~;==~:t:f::'nt ef 
poreent ef the net eer1oldoratlono 4er O~o oooond and later oontraet yeara1 
NewJitli:lotaAdlng tho J)reeodlng oentenee, U:te ~eroeAtage FAuot ee al~/ five poreor1t 
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2. The Interest rate used In determining minimum nonforlelture amounts shall be an 
annual rate of Interest determined as the lesser of three percent per annum and 
.tb.uollowlng, which shall be specified lo the contract If the Interest rate wlll be 
!§i8t 

.fL The flve-v_ear constant maturity rate reported by the federal reserve as thQ 
..d.B.m .. or average over a period. rounded to the nearest one twenMh of one 
oeoent or as specified In the contract, no longer than fifteen months prior to 
the contract Issue date or redetermination date under Subsection 2 (d); 

12.t Reduced by one hur~red twenty five basis points: and 

2-t. Where the resultlng Interest guarantee In not less than one percent: and 

~ The Interest rate shall appJyJor an lnltlal period and may be redetermined for 
additional periods. The redetermination date basis and period, If any, shaJI be 
.mated In the contract. The basis means the date or average over a specified 
period that produces the value of the flveMyear constant maturity treasury rate 
.tQ be used at each redetermination date. 

3. Notwithstanding the provisions of Subsection 1 and 2 ot this section, during the 
period or term that a contract provides substantive participation In an equity 
Indexed benlflt. It may Increase the reduction described lo Subsection 2(b) of thl.s 
section by .LIP- to an addltlonal one hundred basis points to reflect the value of th~ 
.eaulty Index benlf!t. The present value at the contract Issue date, and at each 
redetermination date thereafter, or the additional reduction shall not exceed tbe 
market value of the benlflt. The commissioner may regulre a demonstration that 
the present value of the redl!Qt!QJlJtoes not exceed the market value of the benlfJt 
w.lsloa such a dttmonstratlon acceptable to the commissioner. the commissioner 
may disallow or llmlt the additional reduction. 

4. The commlsslone~ adopt ruJes to Implement the provisions of Subsection~ 
.and to provide for further adiysto,ents to the oaloulat!on of minimum nooforfeiture 
amounts for contracts that provide substantive participation In an eaulty Index 
benlflt and for other contracts that the commissioner determines are justified. 

5. After August 1, 2003, a compaoy..rnay elect to apply the provisions of this Act to 
~ontraots on a QQntract form-byMoontract form basis before August 1. 200D. 
lo au other Instances, this Act shall become effective, with respect to annuity 
contracts Issued by the oom.Q.{iny, after August 1, 200s. 
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House INDUSTRY BUSINESS & LABOR Committee 

0 Check here for Conference Committee 

Legislative Council Amendment Number -~ 5 lo 2. I 0 ;to~ 7i ¼ 
Action Taken Tu,;; ) A_:_~ ~ 
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Chainnan Keiser V/ Boe .:7) 
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/ Thome / 
Froseth V. Zaiser ' v 
Johnson ✓. 
Kasper ✓ 

.. 
Klein 
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Ruby / 
Tieman ✓ 

'"'----

No 

.. 
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• ' 
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REPORT OF STANDING COMMmEE (410) 
March 20, 2003 9:26 a.m. 

Module No: HR-50-5289 
Carrier: Kasper 

Insert LC: 30569.0202 Title: .0300 

·~ REPORT OF STANDING COMMITTEE 
SB 2235, as engrossed: Industry, Buslneu and Labor Committee (Rep. Keiser, 

Chairman) recommends AMENDMENTS AS FOLLOWS and when so amended, 
recommends DO PASS (9 YEAS, 0 NAYS, 5 ABSENT AND NOT VOTING), 
Engrossed SB 2235 was placed on the Sixth order on the calendar. 

Page 1, line 1, replace Noreate" with •amend 11 and replace 11enact a new subsection to" with 
11reenact 11 

Paga 1, llne 4, replace 11A new subsection to seotlon 11 with 11AMENDMENT. Section• 

Page 1, llne 5, replace 11oreated" wlth 11amended11 and replace •enacted' with 11reenacted 11 

Page 1, replace llnes 6 through 1 o with: 

1126.1-34-02. Minimum nonfortelture amount defined. The minimum values 
as specified In sections 26.1-34-03 through 26, 1-34-06 and section 26.1-34-08 of any 
paid-up annuity, cash surrender, or death boneflts available under an annuity contract 
must be based upon minimum nonforfelture amounts as defined In this section +.1. 

(2) DESI<, (3) COMM 

1. For an annuity contract Issued before August 1. 2003: 

lh With respect to annuity contracts providing for flexible considerations, 
the minimum nonforfelture amount at any time at or prior to the 
commencement of any annuity payments must be equal to an 
accurnulatlon up to suoh time at a rate of Interest of three percent per 
year of percentages of the net considerations, as hereinafter defined, 
paid prior to such time, decreased by the sum of any prior 
withdrawals from or partial surrenders of the contract accumulated at 
a rate of Interest of three percent per year and the amount of any 
Indebtedness to the company on the contract, Including Interest due 
and accrued; and Increased by any existing additional amounts 
credited by the company to the contract. The net considerations for a 
given contract year used to define the minimum nonforfelture amount 
must be an amount not less than zero and must equal the 
corresponding gross considerations credited to the contract during 
that contract year less an annual contract charge of thirty dollars and 
less a collection charge of one dollar and twenty-five cents for each 
consideration credited to the contract during that contract year. The 
percentages of net considerations must be sixty-five percent of the 
net conslderatton for the first contract year and eighty-seven and 
one-half percent of the net considerations for the second and later 
contract years. Notwithstanding the preceding sentence, the 
peroentage must be sixty-five percent of the portion of the total net 
consideration for any renewal contract year which exceeds by not 
more than two times the sum of those portions of the net 
considerations In all prfor contract years for which the percentage 
was sixty-five percent. 

21' ~ With respect to contracts providing for fixed scheduled 
considerations, minimum nonforf elture amounts must be calculated 
on the assumption that considerations are paid annually In advance 
and must be defined as for contracts with flexible considerations 
which are paid annually, with two exceptions: 

a,. ill The portion of the net consideration for the first contract year to 
be accumulated Is the sum of sixty-five percent of the net 
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(2) DESK, (3) COMM 

Insert LC: 30569.0202 Tltle: .0300 

consideration for the first contract year plus twenty-two and 
one-half percent of the excess of the net consideration for the 
first contract year over the lesser of the net considerations for 
the second and third contraot years. 

The annual oontraot charge Is the lesser of thirty dollars or ten 
percent of the gross annual considerations. 

3r 2s. With respect to contracts providing for a single consideration, 
minimum nonforfelture amounts must be defined as for contracts with 
flexible considerations except that the percentage of net 
consideration used to determine the minimum nonforfelture amount 
must equal ninety percent and the net consideration must be the 
gross consideration less a contract charge of seventy-five dollars, 

2. For an annuity contract Issued after July 31, 2005; 

~ The minimum nonforfelture amount at any time at or befor~ 
commencement of any annuity payments must be equal to an 
accumu!atlon uo to such time at rates of Interest. as provided under 
subdivision o, of the net considerations, as defined under 
m;bdlvls!on b, paid before such time, decreased by the sum of: 

ill Any prior withdrawals from or partial surrenders of the contract 
accumulated at rates of Interest as provided under 
subdivision o: 

00 An annual contract charge of fifty dollars. accumulated at rates 
of Interest as provided under subdivision o: 

W Any premium tax paid bv the company for tho contract.\ 
accumulated at rates of Interest as provided under 
subdivision o: and 

~1 Jhe amount of any Indebtedness to ttie company on the 
contract, Including Interest due arulaccrued. 

~ The net considerations for a given contract year used to define the 
minimum nonforfeltura amount under subdivision a must be an 
amount egual to eighty-seven and one-half percent of the gross 
considerations credited to the contract during that contraot year. 

The Interest rate used In determining minimum nonforfeiture amounts 
must be determined as the lesser of: 

ill Three percent per annum: or 

The flye .. year constant maturity rate reported by ttte federal 
reserve as of a date or average over a period, reduced by one 
hundred twenty.five basis points. The rate calculated under 
this paragraph may not be less than one percent. must be 
specified In the contraot, and must be determined no more than 
fifteen months before the contract Issue date or redemption 
~ 

£1i The Interest rate used In determining minimum nonforfelture amounts 
applies for an loltlal period and may be ridetermlned for addltlonal 
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Insert LC: 30589.0202 Title: .0300 

periods, The redetermination date basis and period, lf any, must be 
stated In the contract, The basis Is the date or average over a 
specified period thgt produces the value of the five-year constant 
maturity treasury rate to be used at eaQh redetermination date. 

1-i Notwithstanding subdivisions a, b. o, and d, during the period or term 
that a contract provides substantive partfcloatlon lo an egutty Indexed 
benef It, the contract may increase the reduotlon of one hundred 
twenty-five basis points under paragraph 2 of subdivision c by an 
amount not to exceed one hundred basis points. In order to reflect the 
value of the eauity Index benefit. The present vatue at the contract 
Issue date, the fcresent value at each redetermination date. or the 
addttlonal reduct on may not exceed the market value of the benefit. 
The commissioner may reau!re a demonstration that the present 
value of the reduction does not exceed the market value of the 
benefit. Lacking such a demonstration acceptable to the 
commissioner. the commissioner may disallow or Umlt the additional 
reduction. 

t The commissioner may adopt rules to Implement thu;u:ovlslons of 
subdivision e and to proylde further adjustments to the calculatlon of 
mini mum nootorfelturft amounts for contracts that 01:ovlde substantive part~p~~n in an ~ulty Index benefit and for other contracts If the 
... Qo&.:_m.u.m1,.1.1,13l!lxi_sl~Q.nu.::ieiu..r..llld1.xetUi!teJ.Llrm1nes that adjustments are iustlfled. 

~ For an annuity contract Issued after July 31 , 2003, and before August 1, 
;:mo5, on a contract form by contract form basis, a company may eleot..tQ 
apply the provisions of subsection 1 or subsection 2, • 

Renumber accordingly 
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2003 SENATE STANDING COMMITTEE MINUTES 

BILL/RESOLUTION NO. 2235 

Senate Industry, Business and Labor Committee 

J. Conference Committee 

Hearing Date 04-07-03 

Ta Number Side A SideB Meter# 

Minutes:Chainnan J, Klein opened the conference committee on SB 2235. Senators Kleint 

Mutch and Every were present. Representatives Kaspert and Ekstrom were present. Rep. M.Klein 

Michael Fix explained the amendments, He stated that the American Cowicil of Life Insurers 

approached us months ago about changing the nonforfeiture law for annuity to put in a durable 

solution for interest rates. The ACLI suggested just putting in and changing the rate from 3% to 

1.5%. That is being done in a number of states throughout the country. As a temporary solution, 

there is a standard definition of interest rates that will be used, That is the one page bill that WM 

seen in the Senate mt committe~. That was amended to change the affective date. By the time it 

got to the House the ACLI had come up with a durable solution, which eliminated the need to go 

to 1.5%, The interest rates will be based on a five year tenn. When it was in legislative council, 

the dates were wrong, so we amended them. The main change here is the durable solution that 

the ACLI crune up with after it was heard in the Senate and before it was heard in the House. 
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Senate Industry, Business and Labor Committee 
Bill/Resolution Number 223 S 
Hearing Date 04-07-03 

Senator Every: So basically what we did here is eliminate the temporary solution and make a 

permanent solution? 

Michael: Yes, that in exactly what we did, 

Sonator Klein: Did everyone agree on this? 

Rep. Ekstrom: Yes, we questioned Mr. Fix on this at length. We had total concurrence. 

Senator Mutch: So the minimum nonforfeiture amount is in the contract? 

Michael: This defines it. 

Senator Mutch: The minimum is based on the 5 year average? 

~llchael: Yes, but it can't go below 1 %. 

Senator Every moved that the Senate Accede to the House amendments. Rep. Ekstrom 

seconded. 

Roll Call Vote: 5 yes. 0 no, l absent, 
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Date: 4, 01..-03, 
Roll Call Vote#: \ 

2003 SENATE ST ANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. 

Senate Industry, Business, and Labor 3t22 cJ,Q ?:6 Committee 

D Check here for Conference Committee ~ 
Legislative Council Amendment Num~ b__~__;;.,. __ 1() _ __:_ ___ ____:=--~~!.--

Action Taken 
1 

{?-

1'.1otton Made By 1;;-=---~~'"7'f----- Seconded By Eksfrcnr, 
Senators Yes No Reuresentadvt, Y~s No 
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REPORT OF CONFERENCE! COMMITTEE (420) 
April 7, 2003 10:68 a.m. Module No: SR-62-8938 

Insert LC:. 

REPORT OF CONFERENCE COMMITTEE 
SB 2236, aa engroased: Your oonferenoe committee (Sens. Klein, Mutch, Every and 

Reps, Kasper, M. Klein, Ekstrom) recommends that the SENATE ACCEDE to the 
House amendments on SJ pages 906-908 and place SB 2235 on the Seventh order. 

Engrossed SB 2235 was placed on the Seventh order of business on the calendar. 
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J_abor Committee 

My name Is Constance Hofland, I work with Patrick Ward. I am an attorney with 

the law firm of Zuger Klrmls & Smith of Bismarck. We represent the American 

Council of Ufe Insurers In support of SB 2235. The American Council of Life 

Insurers Is the nation's largest life Insurance trade association. The 305 ACLI 

member companies licensed to do business In North Dakota account for 80% of 

premiums In our state. 

Senate BIii 2235 Is a temporary measure to provide a more reasonable Interest 

rate for minimum nonforfelture amounts of annuity contracts, a rate that better 

reflects current Interest rates. The changa Is needed to enable Insurers to 

continue to offer products with short .. term gusrantees in thfs market, without 

Incurring excessive costs. 

Current law in North Dakota and many other states mandates a 3% minimum 

Interest rate guarantee for purposes of determining the cash value of Individual 

fixed annuity products. At the time of Its establishment with high Interest rates, 

the 3% minimum was thought to be the ultimate low rate. 

Today the situation Is much different, and the 3% rate Is no longer a reasonable 

"minimum." In the current low Interest rate environment, the 3% rate forces 
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Insurers to choose between offerlr1g a contractual minimum rate In excess of 

actual market rates, which creates severe flnancfal pressures, or else withdraw 

products with short-term guarantees from the market. Putting a 1.5% minimum 

Interest rate In place wlll help guarantee the range of annuity products currently 

offered In North Dakota will not be lost. 

This proposed measure Is temporary to provide a stop-gap percentage rate 

during the time NAIC Is developlng a durable solutlon. In earty 2002 the NAIC 

Executive Committee supported a temporary change to the 1.5% minimum 

Interest rate, untlf a more durable solutlon Is developed by the Life and Health 

Actuarlal Task Force (LAHATF). Work on the durable solutlon Is In progress and 

wlll llkely take the form of a minimum nonforfelture rate that Is an Index, tied to an 

actual market rate, such as the Constant Maturity Treasury rates, Therefore, the 

minimum nonforfefture rate will move In relation to the actual market rate, 

providing a la sting solution that adjusts with changing Interest rates. Also, the 

Index rate Is expected to have a slmllar minimum rate of 1 %. However, In the 

Interim, before a durable solutlon Is agreed upon by the NAIC, we need a 

reasonable rate to avoid Increase In costs and possible discontinuation of 

offerl ng pollcles In North Dakota because of the associated costs. 

We urge passage of SB 2235. The Interest rate adjustment Is Important so fixed 

anr1ulty products can remain competitive and responsive to consumers flnanclal 

security needs. 
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Testimony of Patrick Ward In Support t;>f SB 2235 In the Industry. Business and 

Labor Committee 

My mi~me Is Patrick Ward. I am an attorney with the law firm of Zuger Klrmls & 

Smith of Bismarck. We represent the American Council of Life Insurers In 

support of SB 2235, The American Council of Life Insurers Is the nation's largest 

life Insurance trade association. The 305 ACLI member companies licensed to 

do business In North Dakota account for 80% of premiums In our state. 

Senate Bill 2235 was Initially proposed as a tomporary measure to provide a 

more reasonable Interest rate for minimum nonforfelture amounts of annuity 

contracts, a rate that better reflects current Interest rates. However, now, 

because the NAIC has developed a durable Interest rate solution, we offer a 

proposed amendment to Incorporate the minimum nonforfelture rate portion of 

the standard nonforfelture law Into SB 2235. 1'he change Is needed to enable 

Insurers to continue to offer products with short-term guarantees In this market, 

without Incurring excessive costs. 

Current law In North Dakota and many other states mandates a 3% minimum 

Interest rate guarantee for purposes of determining the cash value of Individual 

fixed annuity products. At the time of Its establishment with high Interest rates, 

the 3% minimum was thought to be the ultimate low rate. 
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Today the situation Is much different, and the 3% rate Is no longer a reasonable 

wmlnlmum." In the current low Interest rate environment, the 3% rate forces 

Insurers to choose between offering a contractual minimum rate In excess of 

actual market rates, which creates severe financial pressures, or else withdraw 

products with shortwterm guarantees from thd market. Putting a more reasonable 

mini mum Interest rate In place wlll help guarantee the range of annuity products 

currently offered In North Dakota will not be lost. 

() 

In ear1y 2002 the NAie Executive Committee supported a temporary change to 

the 1.5% minimum Interest rate, until a more durable solution Is developed by the 

Life and Health Actuarial Task Force (LAHATF). Work on the durable solution fs 

concluded and takes the form of a minimum nonforfelture rate that Is an Index, 

tied to the Constant Maturity Treasury Rate. Therefore, the minimum 

nonforfelture rate will move In relation to the actut=\I market rate, providing a 

lastln1J solution that adjusts with changing interest rates. 

We urge passage of SB 2235 with proposed amendments. The Interest rate 

adjustment Is Important so fixed annuity products can remain competitive and 

responslWi to consumer's financial security needs. 
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AMENDMENT TO SB 2235 

Page 1, line 1, replace 11create and enact a new subsection to" with ,.revise" 

Page 1, replace lines 4 through 11 with: 

26.1-34.02. Minimum nonforfelture amount defined. The minimum values 

as speclfled In sections 26.1-34-03 through 26.1-34-06 and section 26.1-34-08 of 

any pald .. up annuity, cash surrender, or death benefits available under an annuity 

contract must be based upon minimum nonforlelture amounts as defined In this 

section: 

1. With re&peot to annuity oontraci& providing for flexible 

oonslderatl~~~ The minimum nonforfelture amount at any time 

at or prior to the C!ommencement of any annuity payments must be 

equal to an accumulatlon up to such time at a rate.§ of lnterest.1 Gf 

three peroent per year of peroontagos as Indicated In Subsection 2, 

of the net considerations, as hereinafter defined, paid prior to such 

time, decreased by the sum of paragraphs (a) through (d) below: 

~ Any prlo.r withdrawals from or partial surrenders of the 

contract accumulated at a rate.§. of Interest of threepercent 

per yeaf! as Indicated In Subsection 2; and 

b. 

c. 

An annual contract charge of $50~ccumulated at rates of 

Interest as Indicated In Subsection 2i 

Any pr~rrilum tax paid by the company for the contract, 

accumulated at rates of Interest as Indicated In Subsection 2: 

and 
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2. 

The amount of any Indebtedness to the company on the 

contract, Including Interest due and accrued: and lnGFeased 

by any existing addltlonal amounts credited by the sompany 

to the sontraot. 

The net considerations for a given contract year used to define the 

minimum nonforfelture amount must be an amount not less than 

zero and must equal the corresponding gross considerations to 

eighty-seven and one-half percent (87. 5%) of the gross 

considerations credited to the contract during that contract year.!. 

less an annual contract charge of thirty dollars and less a collection 

charge of one dollar and t\i4.4enty-fi~'e oents for each oonsideratlon 

credited to the oontraot during that contract year. The peroentages 

of net considerations muat be sixty five peroen~ of the net 

consideration f-Or the first contract year and eighty seven and one 

half percent of the net considerations for the sesond and later 

contract years. Notwithstanding the preceding sentenGe, the 

percentage must be sixty.five percent of the portion of the total net 

consideration for any renewal contract year which exceeds by not 

mere-than two times the sum of those portions of the -Aet 

consideration In all prior contract years for which the percentage 

was sixty fi>.te perGeAt-r 

\Nith Feep&ct to contracts providing for fixed scheduled 

considerations, minimum nonforfeltura amounts must be oaloulated 
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3. 

on the assumption that oonsldeFatlons aFe paid annually In advanGe 

aAd- must be defined as foF oontraGts with flexible consldeFatlons 

which aFe paid annually, with two exoeptl<>A&¾ 

a. 

b. 

The portion of the net oonslderatlon foF the first contract yeaF 

to be acoumulated Is the sum of slx-tydflve peroent of the net 

oonslderatlon for the first -0ontraot year pll:IF, twenty two and 

one half percent of the e>ecess of the net oonslderatlon for 

the first oontraot year over the lesser of the net 

considerations for the second and third contract years. 

The annual contract charge Is the lesser of thirty dollars or 

ten peroent of the gross annual considerations. 

With respect to contracts providing for a single consideration, 

minimum nonforfeltura amounts must be defined as for contracts 

with fle>dble considerations except that the percentage of. -Aet 

consideration Ysed to deteFmlne the mlnlmt:Jm nonforfelture amount 

must equal ninety percent and the net consideration must be the 

gross conslderatloA less a contract charg$ of seventy five dollar&. 

The Interest rate used In determining minimum no.nforfelture amounts shall 

be an annual rate of Interest determined as the lesser of three percent 

{3%) per annum and the following, which shall be sQeclfled In the contract 

If the Interest rate will be reset: 

!L__ The five-year Constant Maturity Rate rePQrted by the Federal 

Reserve as of a date, or average over a period, rounded to the 
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3. 

b. 

c. 

d. 

ne1:3rest 1120th of one percent. specified In the contract no longer 

than fifteen (16) months prior to the contract Issue date or 

redetermination date undEtr Subsection 2..(gt 

Reduced by 125 basis polo.tf3; 

Where the resulting lntere:~t guarantee Is not less than one percent 

(1%): and 

The Interest rate shall ap_gly for an Initial period and may be 

redetermined for addltlom•I periods. The redetermination date, 

basis and period, If any, shall be stated In the contract. The basis 

Is the date or average ovE-r a specified period that produces the 

value of the five-year Constant Maturity .Treasury Rate to be used 

at each redetermination datie. 

Notwithstanding the provisions of Subsections 1 and 2 above, during the 

period or term that a contract provides substantive participation In an 

equity Indexed benefit, It may Increase the reduction described In 

Subsection 2(b) above by up to ~m additional 100 basis points to reflect 

the value of the equity Index benefit. The present value at the contract 

Issue date, and at each redetermination date Jhereafter, or the addltlQtlfil 

reduction shall not exceed the market value of the benefit. The 

commissioner may require a demonstration that the present value of the 

reduction does no exceed the market value of the benefit. Lacking such a 

demonstration that Is accegtable to the commissioner, the commissioner 

rnay disallow or llmlt the addltlonal reduction. 
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4. 

5. 

The commissioner may adopt rules to Implement the provisions of 

Subsection 3 and to provide for further adjustments to the caloutatlon of 

minimum nonforfelture amounts for contracts that provide substantlvo 

participation In an equity Index benefit and for other contracts that the 

commissioner determines adjustments are justified, 

Effective Date. After August 1 ,. 2003. a company may elect to apply the 

provisions of this Act to annuity contracts on a contract form-by-contract 

form basis before August 1, 2005. In all other Instances, this Act shall 

become operative with respect to annuity contracts Issued by the 

company after August 1, 2005. 
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