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MINIMUM RESERVE STANDARDS FOR INDIVIDUAL AND
GROTUP EEALTH INSURANCE CONTRACTS

Title 114, Series 44

STATEMENT OF CIRCUMSTANCES

House

W
')
0
l'll

On March 2, 1955, the West Virginia Legislature pa
3111 2505 aménding West Virginia Code § 33-7-9, St a
Valuation Law. -

The purpose of this ruls is to establish minimum resszve
standards for individudal and croug health insurance, sxcezt for

credit health insurance.
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Rule Title: Minimum Reserve Standards for Individual and Group
Health Insurance Contracts

4. Explanation of QOverall Economic Impact of Propesed Rule,
A, Economic Impact on State Government,
None.
B. Economic Impact on Political Subdivisicons; Specific

Industries; Specific groups of Ciltizens.

None. = -

C. Economic Impact on Citizens/Public at Large.

This rule shall hawvs nc direct economic impact upeon

citizens or the puklic z: large. This zrule will
protect the puklic In that it establishss minimum
reserve standards Isr individual and grcup health

insurancs.

Date: 4/2 7 /?3/

Signature of Agency Head or Authorized Representative

A ot %%Zm e G/
/
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MINIMUM R=ZESERVE STANDARDS FOR INDIVIDUAL AND
GROUP HEALTH INSURANCE CONTRACTS

Title 114, Ssrieg 44

BRIEF SUMMARY QOF RULE

This propossd rule establishes minimum reserve standards for
indivicdual and group health insurance, except Ior cradit health

ingsurance. Thess zsssarves, which are for the greotecticn of
policvholiders, ars adtuarizlly determined to bs tihs minimum
amount raguired tc cover the estimated costs to provide aealith
coverage o policyholders.
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Appendix A.

114CSR44

LEGISLATIVE RULE
INSURANCE COMMISSIONER

SERIES 44

HEALTH INSURANCE CONTRACTS

]

Autnority.
Purpose.
Introduction.

Catagories of Reserves.

Clzaim Eeserves
Premium Reserves

Contracit Reserves

Reinsurancs

Spezific Standards <for Morbidity,
Morzality

Glcssaxry of Tachrnizal Tsrms Used
Rezzrves for Wailver oI Fremium
exp_anatory materizl)

nterest
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LEGISLATIVE RULE Fi L E D

INSURANCE COMMISSIONER
SERIES 44 Jw 21 o o PH '8

MINIMUM RESERVE STANDARDS FCR INDIVIDUAL AND GROUP
EEALTE INSURANCE CONTRACTS OFF!

§ 1i4-44-1. Authority.

1.1. Scope. -- This legislative rule estaklishss wminimunm
rasexrve standarcas for all individual and group healiin [accident and
sickness] insurance coveragses, except credit insurance.

1.2. Authority. -- Wast Virgiria Code §8 33-2-10 and
9 . o )

211 the minimum

e of this rule i3 to eszabli
g 1z (accident and

individual and group z=

|
ragerve standax z T
gickness) Insurancs coverages.

§ 114-44-3, Introduction.

32.1. When an insuxer determines tha: adeguagcy oI 1is n=zlth
insurance ragerves reguires reservas in ax s inimum
standards spaciils el e nelc
and srall ks consi =¥,

3.2. With respect tc any block of ceonirects, -r with respect
to an insurer’s Zealth kusiness as a2 wnsle, 3 prospeciive gross
rramium valuaticn is the ultimate test of ressxrve zdeguacy 33 0f 2
given valuation date.  Such a gross prenium valuzztion will taks
inte accouni, for contracts in force, in a clzims status, or in &
continuation of bensefits status on the valuaticon dzce, the prasent

’ =

value as oI the valuation date of: zll expected keneiits unpaid,
a1l expected expensses unpaid, and all unsarnsd or expected
pramivms, adiusted for future premium incrszses reascnably expacted
tc be put into effsct. - T

3.3 Such =a gross  premium ricrmed
whenevar a signifiicant doubt exis cv with
rzsoect to any malior blcck of con 22 ths
insUrer’s hesalth Dusiness as_a whols, in gquacy is
found to exist, immedlate losgs recegniticn shzll e made and ths
reserves restored to adeguacy. | Adsguats ressrves (incliusive cof
claim, premium and contraci reserves, 1f any! shall be held with




Insurance Commissioner
Legislative Rule
Title 114, Series 44

regpect to all contracts, regardless of whether contract reserves
are regquired for such centracts under these standards.

3.4 . Whenever minimum reserves, as defined in these standards,
excead reserve reguirements as determined by a prospective gross
premium valuation, such mnminimum reserves remain the minimum
requirement under these standards.

§ llz2-44-4, Categories of Reserves.

4.1, The Ffollowing sections sa2t forth minimum standards for

three categories of health insurance reserves:

Secticon &§. Claim Reservas ,

Section 7. Premium Reserves

Secticn 8. Contract Ressrves

z.2. Adeguacy of an insursr’s health insurances reserves is Lo
ba datermired oa =he basis of all three catsgories combined.
Howes 2y, these standards smphasizs the imporzancs of determining
apprcgriate ressrves for sach of ths three categcries separately.

§ 114-44-5,. _ Appendices.

Z.1. Thess standards cecntain two appendicss which are an
integral part of ths standards, and one additional "supplemsntary”
apperdix whick is nect part of <he standards =s suchk, but is
inclufad for explanatory and Zllusirative purpesss only.

.2, Appendix A. Spscifiz minimum standards with respsct to
~orpiiity, morzzlizy and intsresz, which aprly -—: claim resexrveas
accoriing ¢ vear ¢ incurral and i3 coniract resesrves according to
vear 2L Issus. o

ippendix 3. Glossary of Tachmical TarmE ussI.

ippendix C. (Supplementary) Walver of Premium Reserves.

§ il4-44-5. Claim Reserves.

a. Cizlinm res=zrves are reguired Zor =11 Iocurrad Dut
2apand claims cn oall health insurance policies. )

im erxcense raserves zre rsguired wiih
se ¢ settlement of z11 inpcurrad buc

Page 2
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c. A1l such reserves for prior valuation years are to
re tested for adequacy and reascnableness along the lines of claim
runoff schedules in accordance with the statutory financial
statement including consideration of any residual unpaid liability.

6£.2. Minimum Standards for Claim Reserves.

lity Iacome.

-

a. Disakhi

2. Interesc. The maximum interest rate Zor claim
resarves is specified in Appendix A.

B. Morbidity. Minimum standards with respect to
moxbidity are those SPECl;lEd in Appendix A; except that, at the
option of the insurer, £OF ‘claims with a duration from date of
‘ sablement of less than two years, reserves may ks based on the
ur c*’s experience, if such experience is considered credible, ox
on other assumptions designed to place a sound value on the

Hoo-
g -
U)

C. Duraticr of Disablement.  For coniracis with an
eliminatcian z,__od, tha durztion of disablilement sheuld be measurad
z2s dating from the time that benefits would zave kagun to accrue
had thevre bsen ne elimination pericd.

L. 231 Other Bernelits.
n. Interest The maximum interest rate for claim
reserves is specified in Appendix A.
E. Vﬁvoﬂc'-j or other Ccntingsncy. Tre ressarve
shcula be based on the ‘nsurer’s experiencs, iZ such expsrisncts is
e, oY upon other assumptions Zesizrnad To place &

nsidarad cradilkl
scund value on the |

5.2. Claim Ressrvs Methods CGenerally.

Any generally acceptsd or reasonable actuarial methed or
combinazion of methods wmay ks used to astimate 11 z2lainm
iiabilities. The methods used for estimating liabilities generally

may be aggrsgate metheds, or various reserve I1tems maY be
separatsly valued. Anpvox**atﬂ01s based cn grc:o;::s ané averages
may 2150 be =mployed. uacy of the clair reserves, howzaver,
skall ke detsrmined in :
§ 114-44-7. Premium Reserves.

7.1. Gederal.

5}
O

0y
1]
I
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2. Unearned premium rsserves are regquired for all
contracts with respect to the pericd of coverage fcor which
premiums, other than premiums paild in advance, have bean paid
beyvond the date of valuation.

b. If premiums due and unpaid are carried as an asset,
such premiums must be treated as premiumg in force, =subject to
unearned premium rsserve defsrminacion. The wvalue of unraid

commissions, premium taxes, and the cost of collection associated
~th due and unpaid premiums must be carried as an offsetting
liability.

c. The cross premiums paid in advance for a pericd of
coverage commencing after the next premium due date which follows
the date of wvaluation may be appropriately discounted to the
avaluation date and shall be held either as a separate liabilitcy or
as an addition to the unearned premium reserve which would
ciherwise be reguirad as a minimum.

I

7.2. Minimum Szandards for Unezrned Premium

lum reserva with respact to

that applies Lo
h

such premiurm

a. The min*muﬂ.un== ned oremi pt
¥y ceontract is the pro rata u"uarﬂgd modal premium
. = . :

3
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=
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termined on the basis o,L

A The valuation rn=t modal prazmium. on ths coniract
»agexve basis applying to the contrzct; or

=. The gross modal premium for ths comzract 1f =o
= X
=

aprlies.

o, Howerar,

in no e&vent may the sum 2f ths unzarnsd
ium _and contract ressrves_:I e

—

crem fox all cort*ac;s of the insurer
subject Cc contradi reserve rsguirsments be less than cths gross
modal unearried premium rsserve on all such ,on__aCts, as =f tha
z2te of waluaticn. Such ressrve Shall never ba less than ths
xpected claims Ior the pericd bevond the wvaluation date

] ol
represenge: by such unearnad premium reservs, to the sxtant nct
j b :

ovided f£ar sls=swhare.

7.3. Premium Rssexve Methods Generally.

Tne insuxer may smzlosy s;_ba -2 auo foximatlo:s and sstlinates;
including, but not avar s and aggrega:ts
sstimztion; in compuzin roximations o
zstimzates sheould termine their
continuing adecguacy
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§ 1i4-44-8. Contract Reserves.
8.1. General.

a. Contract reserves are regquired, unless otherwise
in varagraph 8.1.b Zor:

[N

spacifie
A, 211 individual and group contracts with which
ieval premiums arse used; or ' N

B. 211 individual and group contracts with respect
to which, due tc the gross premium pricing structure at issue, the
value of the future benefits at any time exceeds the value of any
aon*oprlate future valuation net premiums at that time. The values
specified in this subparagraph B shall be determined on the basis
specified in subsection 8.2.

. Contracts not regquiring a contract reserve are:

a. Contracts which cannot be continuad aizaer coe
yvear from ilssue; or

3. Contracts alrsady in force on thz eflzctive
date of these stancdards for which no Corntract reserve wag rsgulred
snder the immediatsely preceding standards.

c. The contraci reserve iz in additien te c¢lzim
regerves and premium reserves. .

d. The methods ard procedures for cérntractiti rzservss
should be consiszant with Thoss for cizim rsservaes Ior any
contract . or elss approprizte adjua,reﬁt must Dbe mads whar
wecessary to assurs provisicn for the aggregate iiszility Ths
definiticn of the date of. incurral must be the same 11 bcin
feterminations. R . _ _

8.2. Minimum Scandards I<r Cchtract Reserves.
a. Eagis

a. Morbidity or. other Contingsncy. Minimum
standards with resgesct To mofbidity are those get forth in 2ppendix
2. Valustion net oremiums yssd under each contract must have a
structure consisternz wizh the grecss vremium structurs zt Izsus cf
zhe contract as tﬁ‘ relates ¢ advancing ags of insursd, ceontract
durzzion and pericd ZIdr which gross pramiums have beern calculatad.
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Contracts for which tabular morbidity standards
are not specified in Appendix A shall be wvalued using tables
established for reserve purposes by a gqualified actuary and
acceptable to the commissicner.

B. Interestc. The maximum interest rate is
gpecified in Appendix 2. '
C. Terminaz-ion Zates. Termination rates uged in
the computation of reserves shall be on the basis of a mortality
i

table as specified in Appendix A except as noted in the following
paragrari.

Under contracts Zfor which premium rates are not
cqaraﬂteed and where the effects of insurer underwriting are
speci chlTy used by pollﬂy'du?a_lor in the wvzluazion morbidity
standard or for return of premium or other deferred cash benefits,
total termination rates may be used at ages and d,‘““‘01s wners
th se exceea,speCLE,ed nort“lluv gab\e ratas, but noct in excess of

tha lesser cf:

(a} Eighty percsnt of the total termination
»ace used in the calculaticn of the gross premiums, or
(bi Zight parcent.

‘n 2ppendix A is on an
be adiuszed o reflect

1oy duraticn. The
ne undsrwriting and be

Where a morbidity standar
agoregate basis, such morbidity stancar
the effsct of insurer undsywr?
adjustmants must be approvris
acceptable to the commisslcrexr.

resarve L
term meIn
the firxst an

raserve 1
“erm meth

cash cenetf

follows: -

Page 6
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On the one year prelimifary teim method if such benefits are
provided at any time before the twentieth anniversary;

On the two year preliminary term method if such benefits are
only provided on cor after the twentieth anniversary.

prelimirary term method may be applied only in relation to
dissus &f a2 ceontraci. Regerve adjustmanis introduced
iz £ increases, revisions in zassumptions
inflation rates) c¢x for cther reasons, are Lo bs
ef

fective date of azdoption of ths

=, Negative Reserves. Negative raserves on any
benefit may be ofiset agiinst positive reserves for other benefits
in the same contract, but the tcotal contract reserve with respect
to all penefits combined may not be less than zerc.

8.3. Alternative Valuaticon Methods and Assumptions Generally.

Provided tha ceontract ressrve on all contracis to which an
zlternative methed or basis 1s zpplised is not lass In the aggragats
than the amount Zstermined according to Tne applicable standards
gpecified above; an insurer may use any rszasonable assumdptions as
to Ilnzerest rates, termination and/or meortality ratss, and razss i
Torbidity or othar contingency. 2Blso, subjsct tc the prsceding
conditicon, the izsurer may employ metheds other than the methods
szated akove in Zatermining a scund value of its lizkpilities undax
such ¢ontracos, lncluding, but not limitsed te the Zoilcowing: the
rat lewvel yremium Tethed; tha one-year full ctreliminary term
method; prosctedtive valuation o the basis of zactusl gress premiums
with reascrable allowancs =IZor  future expansaes; ths  uss =z
zporoximaticns such as. thess invelving ags groupinss, groupings of
geveral ysars of issue, avsrags amounts of incdemnizy, grouping of
similar cont: s; ©TA2 compuzation of the r=serve fcr one
consract o perceniagse of, or oy othsr relation to, the
zggregata erves exciusive of the kbarnefi: or keneiics so
valuad; an a ccmposite annual c¢laim cos: for all or any
combinatio nefits inzcluded in the contracts valued

3 zl 2n apcroprizte review shall be made of the
insurer’s prd Ve ntract _iabilitiss on contracts valued by
zakbular rass T deZermine <Thea continuing adsguacy and
reagonableress ¢ ths tarular ressrves giving ccnsideration o
future gross preEniums. _ The insurer shall waxe appropriate

ly]
v
W
1]
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increments to such tabular reserves 1f such tests indicate that the
basis of such reserves is no longer adequate; subject, however, to
zhe minimum standards of subsection 8.2.

b. In the event a company has a contract or a group of
relatzed similar contracts, for which future gross premiums will be
restricted by contract, insurance department regulaticns, or for
cther reasons, such that ths future gross premiums reduced by
experses for administration, cormissions, and taxes will Dbe
insufficient to cover future claims, the company shall establish
contract reserves for sucn shortfall in the aggregate.

§ 114-44-9. Reinsurance.

increases to, or credits against reserves carried, arising
recause of reinsurance assumed or relinsurance ceded, must be
determined irn a manner consistent with these minimum reserve
standards and with all zpplicable provisions of the reinsurancs
contracts which affect the insurexr’'s liabilities.

§ 114-44-10. Severability.
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10.1 If any provision of this rule : r
»ule to any person or clrcumsctances is Zor any reason held to De
invalid, the remainder of th2 rule and ¢ aprlication of the
provisicns to other persons or circumstances shall not be affected
by ths holding. : : -
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APPENDIX A. SPECIFIC ESTANDARDS FOR MORBIDITY, INTEREST AND

MORTALITY

I. MORBIDITY

A. Mirnimun mexbidity standards Zfor valuation of
specified individual contract health insurancs Tenefits ars as
follows: ' :

(1) Disability Income Benefits Due to Accident or
Sickness.

(a) Contract Reserves:
Contracts issued on or after January 1, 1%63 and prior to
Januaxy 1, 1986: .
The 19%5< Commissioners Disability Table (64
coT)
Contracts issusd on or alter Januarxy 1, 1557:

The 1963 Ccmmissioners Individual Disabilicy

Tables = (83CIDR); or

The 19832 Ccommissioners Individual Disablility

Tables 2 (83CIDZ).

Ccntracts ilzsusd curing 15985 through 138%8¢
Cptiomnal us2s of either the 1964 Tao_s or the
1585 Tarles
Each insurer shzll elsct, with respect to =211 Individual
statement vear, whethsr it will use
_‘I

contracts issued In any on

however elect to use the other tapbles with rsspect o

— ’
subpssgusnt statemsnt vear.

a i
the minimum standard. Th= insurer may,

Th2 minimum worbidicy standard in effect Ior coniract ressrves
on currantly issusd concracts,  as of the date the claim 1is

0
i)
[8]

Y

D
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(2} Eospital Beneiits, Surgical Benefits and Maternity
Benefits (Scheduled benefits or fixed time pericd benefits only).

{a} Contract Reserves:

Contracts issued on or after January 1, 1%35, and before
January 1, 1982: s -

The 193& Intercompany Hospital-Surgical Tablss.

Centracts issued on or after January 1, 1582:

The 1974 Medical Expense Tables, Table A, Transactions of

the Scociety o Actuaries, Volume XXX, pg. £3.
the paper (in the same volume, og. 9) to which
is appended, including its discussions,

-

Refer to
this table

-.L:ethOdS of

for =

adjustment for benefits not directly wvalued in Table A:

"Development of the 1974 Medical Expense 3Benaiits,"
EdSughton and Wolf.
{h) Claim Reserves:
No specific standard. Ses (3.
(3) Cancer Expense Benefitg {Scheduled panefiis or fixsd time

pericd benefits only).

{a) Contract Raserves:
Contracis issusd on or after January 1, 1%3%;
Tha 1385 NAIC Cancer Claim Cost Tarles.
{h) Claim Ressrves: .
Ne specific standard. Se=s (5)
{4} Acecidental Death Bern=iits.,
(a) Ceontract FEasarves
Contracts issusd on or after January 1, 196F -
The 133¢ Accidental Desatn Bensfits Tabls.
‘n)  Zlaim Ressrves:
Actual amcunt Incurrsd
(3) Other Individuzl Contract Benzfits.
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(a) Contract Reserves:

For all other individual contract benefits, morbidity
assumptions are to be determined as provided in the reserve
standards. ' R T

(b} Claim Reserves:

For 21l menefits cther Zhan disability, claim reserves
are o be determinad ag provided In the standarcs

3. Minimum morbidity standards for valuation of specified
sroup contract health insurance benefits are as fcllows:
(1) Disability Income Zsnefits Due to Accident or Sickness.
(a) Contract Reserves:
Contracts issued prior o January 1, 1887:

The same basis, 1f an zs that employed by the insurer

as of December 31,

Contracis issuisd on or zIter January I, 1857:

The 1987 Comrissicners Group ~isability Incoms Table (87CGDT) .
{p) Clzim Reserves:

Tor claims incurred &n zr afTer January I, 1597

The 2987 Commissicners Group Tigability Incoms Table (87CGDT) ;

-

)

Tor zlaims inzurred p¥ITF te January I, 189

Use of the 87CGDT.is copztiona..
(2} Other Group Ccriract Beneiits.
(a) Conzract Reserres:
Tor all cther group conTwrac:t benefits, morbidity assumptions
sre =5 bs dezsrminsd as proviied In the reserve siandards.
() Cleim Reasserves:

Tor 51l nenefits other than Zisability, claim ressrves are Lo
termined as crovided in The standards.
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IT. ZINTEREST . e

A, For contract reserves the maximum interest rate is
the maximum rate permitted by law in the valuation of whole life
insurance issued on the same date as the health insurance contract.

2, Fo» claim reserves the maximum interest rate is the
maximum rate permitted by law in the wvaluation of whele life
imsurance issted cn the same dste as the claim incurral date.

ITII. MCRTALITY

The mortality basis used shall be according to a table
(but without use cof selection factors) permitted by law for the
valuaticen of whole life insurance issued on the same date as the
hezlth insurance contract.
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APPENDIX B. GLOSSARY OF TECHNICAL TERMS USED.

2s usgsed in this wvaluation standard, the following texms have
the following meaning:

LVVUA_ CLA M COST. Tre n2t annual cost per unit of bensfit before
zne addition of expenses, ’HCLLQLPG claim settlement expenses, and
2 mar g’p for profit orf_ont;ngenci s. For examzie, the annual
claim cost Zor a 51 0o menthly disabilicy benefit, for a maximum
disapility benefit perloq of one vear, with an elimination pericad
cf on= week, with respect to a male zat age 35, in a certain

ccoupsaticn might pe 512 while the gross premium for this benefit
might be $S18. The. additi onal 55 would cover expenses and profit cor
contingencies. ' )

-y

thn Q0

CoAIMS ACCRUED. That.porxtion cf claims incurred on or prior to
zluz-icon date which resuit iIn lizkilicy of the insursr for .
vment of benefits for madical se*wlcec which have been rende
crior to the valuation date, and fcr the payment of benef
zvs of hospizalization and days of disability which hav
cn or prior to the wvaluation date, which cthe iasurer has
25 of,*he valuatlicn ca,e, zut f2r which 1z is Ziakle, and
re to pay after the valuaZion date. This liabilizy 1
s referred to as g _izbhilitv fczr "accrued" beneflts. &

reserve, wnich reprssents an estimate of this accrued clain
dhs must be established.
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_AIMS UNACCRUZD. T o
—ne vziuatior date whi 5 z tr=
YIS cf benefits fc ical s o TC. encderad
zer the wvaluation date, and for nenefilts expsctsd Lc be payabls
Izr cays o* 1oso‘tallzat'g" nd days of disability occurring after
This liapility is sometimes referred to as a

1“‘u==cn:'r'uec bensfits 3 ¢laim =xsserve, which

scimats of the unaccrued zlzim paymsnis sexpacted Lo

may —mot b=z diszounzad with inzerest), must -2

_ﬁhen an insursr has not peen inf

dETe, corceEraing a 'aiw o

k2 va_uation daca, the claim is consider
ﬁ
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DATE OF DISARLEMENT. The earliest date the insured is considered
as »peing disabled under the definition of disability in the
contract, based on a doctor’s evaluation or other evidence.
Normally “hls date will. c01n01de with the start of any elimination

period.

SLIMINATICN PERICD. A .specified number of days, weeks, or months
starzing at the beglnning of each period of loss, during which zno
nenszZits are pavable.

EROSS PREMIUM. The amount coi premium charged by the insurer. It
includes the net premium (based on claim-cost) Zor the visk,
Together withh any Tcading for expenses, profit or contingencies.

GROUP INSURANCE. The term group insurance inciudes bklanket
insurance and franchise insurance and any other forms of group
insurancs. : . e -

ILEVED PREMIUM. & premium ca'c :lated to remain uncnangad throughout
2it k=f -nz lifetine of zhé clicy, or for some shortar projectaed
vericd c©I yezrs. The ﬁfemﬂﬁm r*=d not be guaranteed; in which
case, although it is calculatzd tS remain 1e*el it may be changsad
1f zny of the assumotions on which it was based are revised at a
_ater tims . , )

Jenerally, the annual claim costs are esxpected to increase each
vear . and the LInsurer, 1“s:e;d of cba ging premiums that
~orraspordiingly increase each vear, charges z premium calculated to

’
remain Level IZor a period 0f vyears or for the _1fe:ime of the
; . Cha .

zontract. In this case the ksnefi:z porction of prarium 1s more
—hzn nesdad to provide Iox the cosz. of benafits during the earliar
earzs of zhe policy and less than the actual cost in the lacser
VEE TS Tha puilding of a prosoective contract reserve 1s a natural
~estult of levsl premiums -

ONG-TERM CARF  SNSURANCH. Pjv irsu*a:ce pclicy cr ridsr
zdvertised, marketed, offered or dsdigned to provide coverage Zor
not less than twelve (12) conseuut,ve months for sach coversd
cerson on an expense incurred, indemnity, prepald or other basis;
Sor one or  TO0rYs nacessary or ::Eically necessary diagnostic,
Trevantive, therapeutic, rehazbillizative, maintenance Or personal
cars services, provided in a setting cther than an acufe care uni
cf 2 hoszizal. _Such tsrm alsc Includes a peolicy c¢r rider which
orovodes Ioxr paywment of sete:;té ‘kzsed upon cognitive impairment or
-ne loss of functicral capacity. Long-term carse insurance may bhe

issuad by insurers; fratsrnal bensfit socistles; nonprofitc hea__“,
nospita., and medical ssrvices corporations; prepaid r=aTtF plans
naglih malntenance organizations or any similar crcanization to :ne
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extent they are otherwise authorized to issue life or health
insurance. Long-term care insurance shall not include any
insurance policy which 1s offered primarily tc provide basic
Madicare supplement coverage, basic hospital expense coverage,
basic wmedical-surgical expense coverage, hospital confinement
indemnity coverage, major medical expense coverage, disability
income or related asset-protection c¢overage, accident only
coverage, pecified "disease or specified accidsnt coverage, or
limited beﬁefit hezlth coverage.

MODAL PREMIUM. This refers to the premium paid on a contract kased
cn a premium term which could be annual, semi-annual, quarterly,
monthly, or weekly. Thus if the annual premium is $100 and if,
instead, monthly premiums of $9 are paid then the medal premium is

$9.

NEGATIVE RESERVE. Normally the terminal reserve is a Dositﬁve
value. However, 1 the values of the benefits ars decveaSLng with
advancing age or duration it gould be a negative wvalue, called a
negative reserve.

PRELIMINARY TERM RESERVE METHOD. Under this method oI vaTLation
the wvaluation net premium £or each vyear £aliing within the
praliminary term pericd is exactly sufficient to cover the expected
incurred c¢laims of That year, 8o that the terminal reserves will he
zerc at. the end of the year. 2As of the end of the preliminary term
period, a new constant valuation net premium (or stream of changing
valuation premiums) becomes apvlicabkle such that the present value
of all such premiums is egual to the present value cf z2ll claims
expected te e incurred following the snd of the preliliminary term
riocd. ' _ ' :

DPRESENT VALUE OF AMOQUNTS NOT VET DUE ON CLATMS. The reserve Ior .

"oclzims unaccrued" (gee definiticn), which may be discounted at
interest.

RESERVE. The term M"reserve" 1s used to include all items of
benefit liability, whether in the nature of incurred claim
lizbility or in the nature of contract liakility relating to future
pariods of coverage, and whetner the liabiiity is accrued or
unaccrued.

An insursr under iTs contracts promises benefits which result in:

(a)Claims wnich have been incurred, that Is, for which the
insurer has becoms obligated to make oayme“b, on or pricr Lo the
valuation date. Cn these claims, payments expected Lo be maae

after the wvaluation date Tor accrued and unaccrused bensfits are
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liabilities of the insurer which should be provided for by
establishing claim reserves; or

(b} Claims which are expected to be incurred after the wvaluation
date. Any present liability of the insurer for these future claims
should be provided for by the establishment of contract reserves
and unearned premium reserves.

TERMINAL, RESERVE. This 1s the reserve at the end of a contract
vear, and 1s defined as the present value of benefits expected to
be incurred after that contract vear minus the present value of .
future valuation net premiums.

UNZARNED PREMIUM RESERVE. This reserve values that portion of the
premium pald or due to the insurer which is applicable tc the
veriod of coverage extending beyond the valuation date. Thus if an

annual premium of $120 was pald on November 1, $20 would be earned

as of December 31 and the remaining $100 would be unearned. The
unearned premium reserve could be on a gross basis as in this
example, or cn a2 valuaticn net premium basis.

VALUATION N=T MODAT, PREMITM. This is the modal Iraction of the

valuation net annual premium that corresponds to the gross modal

premium in effect on any contract to mqlch contract reserves apply.

Tth if the meode oFf Dayment in effect is gquarterly, the wvaluation

net medal premlum is the gquarterly equvaWent of the valuaticn net
*ma'I premnium.
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APDENDIX C. RESERVES FOR WAIVER OF PREMIUM (Supplementary
explanatory material)

Waiver of premium reserves inveolve several special
considerations. First, the disability valuazion tables promulcated
by the NAIC. are based on exposures that include contracts on
premium walver as in-force contracts. Hence, contract reserves
based on these tables are NOT ressrves on "active livas" but rather
reserves on contracts "in force.” This is true for the 1%64 CDT and
for both the 1985 CIDA and CIDB tables.

Accordingly, tabular reservas using any of these tables should
valiue reserves on the following basis:

Claim reserves should incliude reserves £or premiums

expected to be waived, valuing as a minimum the valuation

net premium being waived.

Premium reserves should include contracts on premium
waiver as in-force centracts, valuing as a minimum the
unearned modal valuation net premium being waived.

Contract ressrves should Include recognition of the
waiver of premium benefit in additicon to other contract
benefits provided for, valuing as a minimum the valuation
nat prenium to be waived.

Tf an insurer is, instead, valuing reserves on what is truly
an zctive 1ife tabls, cor if a specific valuation tabkle is not being
used but the insurer’s gross pramiums are calculatsd on & basi
that includss in the projecied =xpPdsure only those contracts for
which premiums are being vaild, then it may not Dbe necessary to
orovide specifically for walver sf premium ressrves. Any insurer
using such a true "active 1ife" basis should carefully consider,
however, whether or not additional liability should be recognized
on account of premiums waived during periods of disability or
during c¢laim continuation.
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