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ORDER OF THE DEPARTMERT

Adopting Rules

Purgusnt to authority vested in the Commissiomer of Insurance by
section 200.03 (2), Wis. Stets., the Commissioner of Insurance hereby
adopts & rule as follows:

Bection Ing 2.02 of the Wisconsin Adwiniebtrative Code is repealed
and recrested and adopted as recresbed Lo read:

Ins 2.02 Stock life insurence corporations writing parbvicipating
policies. (1) PURPOSE. The repeal of the rule previously in effect
and the adoption of this rule is for the purpose of revising the formal
interpretation of certain statutes consistent with statutes and business
methods nov in ezistence. This rule implements and interprets applicable
statutes including sections 201.045, 201.34, 201.50, 201.5h, 206.13, 206.27
to 206.32, 206.36, 206.48, 206.51 (1), and 207.04 (1) (a), Wis. Stats.

{2) SCOPE. This rule shell apply to stock insurance corporatioms
when transscting the kinds of insursnce suthorized by section 201.04 (3),
Wis. Btats., in the form of partielpeting polieciles.

(3) LIMITATION OF PROFITS INURING TO THE BENEFIT OF STOCKHOLDERS.

The protection of the interest of the public purchasing perticipating
policies and contracts issued by stock 1ife insursnce carpora£iens reguires
& reagonable limltation of the prafiﬁs on parvicipabting business that shell
be made avellable to stockholders. In consideretion of the amount of life
insurence customarily trensscted in relation to the capitsal coombribution

of stockholders and to safeguard the interest of pollicybolders 1n this



state, no profits on participating policlies and conbrects in exmeﬁé”
of the larger of (a) 10% of such profits or (k) 50¢ per year per
$1,000 of participeting life insurance in fovee at the end of the
year shell inure to the benefit of stockholders.

T8, Ho stock life losurance corvporation
doing business in this staete in which policybolders are entitled to
ghare in the surplus shell be licensed or relicensed to transsct
siness in this state unless the curporation shell file an sgreement
(evidenced by e resolution of its bosrd of directors or other eppropriate
body having the power to bind such corporation and its stockholders) to
the effect thetb:

{2) mno profits on participsting policies and conbtracts in excess
of the larger of

1. 10% of such profits or

2. 50¢ per year per $1,000 of participating life insurance in force

gt the end of the year
shall inure to the benefit of stockholders

(b) the profits on its perticipating policies and contrects shall
be sscerteined annuelly by allocating to such policles and combtrects
specific ltems of gain, expense, or loss stiributeble to such policies
end contracte and an eguitable proportion of the general gains or outlays
of the company

{c) such profits as shall inure to the benefit of stockholders
shall be determined and apportioned snnuelly

(d) the sgreement shell remein in effect sc long as any outstanding
perticipeting policles or cowntracts of such compsny are held by persons
resident in Wisconsin except as the appliceble regulrements of statute
or administrative rule may be modified or superseded by subsequent.

enactnents.



Hote: Before issulng s new oy renewal license to transact ilnsurance
in this stalbe, the commissioner of insurance is requirved by sectious
201,045 and 201.3%, Wis. Stats., to be satisfied thet the methods and
practices of the lnsurer adequately safeguard the interests of its
policyholders and the people of this state. BSection 206.13, Wis. Stats.,
provides for the issusnce of participating life lnsurance policles by
sbock companies.

The nature of participabing policiez 1s thal the prewmium cherge
ineludes an sdditlonsl losding which ascts as the safety factor to
provide for various contingencies thel may develop during the term
of the policy. The additionsl premium thus collected iz then returned
to the policybolder in the form of dividends. BSection 201.36, Wis. Stats.,
provides for the snnuel apportionment amd return of such sums after making
provision for required reserves and lisbilities.

In respect to those policies in which the policyholder is entitled
to shere in the surplus, section 206.36, Wis. Stats., provides for the
payoent of esuthorized dividends on capitel stock from the surplus
sccumuleations of the perticipeting business of the company. Section
201.54, Wis. Stats., authorizes dlstribution of sevings, eernings, or
surplus to sny cless of policyholder by filing & schedule thereof with
the commissioner in those cases where such a distribubtion wes not
gpecified in the policy. In such ceses the commlssioner hes en obligation
0 be sabtisfied that the methods and practices of the company sare such as
to sefegusrd the inbterest of the pollicybholders.

The principal portlon of the sarninge on participating polieles
is due to the addibional loading ilp the premiuvm chsrged for the policy.
It would be e misrepresentation of the participating provisions of
any such policy or contract if & substentisl portion of the profits
scorulng from such policies or comtracts were not to be reburned to
the policyholders. Sections 206.51 (1) and 207.04 (1) (=), Wis. Stats.,
prohaiblt the mlsrepresentation of the dividends or shere 1n surplus
to be received on any policy.

It is evident that o stock insurence corporetion should not have
complete freedom in determiming the amounts that ere 10 be removed from
the funds secumulated or belonging to the particlipating cless of
policyholders end used for the bepefit of stockholders, A reasonable
limitation in the amounts thet shell inuve to the benefit of stockholders
is necesssry for the fair and equitable tresiment of stock life insurance
corporations, stockholders, and policyholders. We find thet section 216 {6)
of the Hew York insurence statutes provides for & limitetion coupereble
to that stated in the rule. The record in thet stete indicates such &
limitation to be ressonsble and workeble and we belleve it to be a
proper safeguard of the interests of the people of this state,



Thevrule contained herein shall teke effect on September 1, 1962,
as provided in section 227.026 (1), Wis. Staebs.

Dated:

July 27, 1962

Departuent of Insurance
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Deputy Commissioner of Insurance




