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Insurance Commlissioner
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Title 114, Series 44

MINIMUM RESERVE STANDARDS FOR INDIVIDUAL AND
GROUP HEALTH INSURANCE CONTRACTS

Title 114, Series 44

STATEMENT OF CIRCUMSTANCES

On March 2, 1995, the West Virginia Legislature passed House
Bill 2505 amending West Virginia Code § 33-7-9, Standard
Valuation Law. ) :

The purpose of this rule is te establish minimum reserve
standards for individual and group health insurance, except for
craedit health insurance.




APPENDIX B
FPISCAL, NOTE FOR PROPOSED RULES
Rule Title: Title 114, Series 44

Minimum Reserve Standards for Individual and Group
Health Insurance Contracts

Type of Rule: _X TLegislative Interpretive Procedural
Agency: INSURANCE COMMISSION=ZR
Address: Post Office Box 50540

2018 Washington Street, East
Charleston, West Virginia 25305-0540

1. Effect of Proposed Rule

ANNUATL FISCAL YEAR
Increase Decrease ] Current | Next I Thereafter
ESTIMATED TOTAL None
COET
PERSONAL SERVICES None
CURRENT EXPENSE
REPATIRS AND None
ALTERNATIONS
EQUIPMENT None
QTHER None
2. Explanation of above estimates:

There will be no additional impact upon state, local or
faederal government.

3. Objectives of these rules:
The cbjective of this rule is to establish the minimum

resarve standards for individual and group health (accident
and sickness) insurance coverages. '




Rule Title: Minimum Reserve Standards for Individual and Group
Health Insurance Contracts

4. Explanation of Overall Economic Impact of Proposed Rule.
A, Econcmic Impact on State Government.
None.
B. Economic Impact on Peolitical Subdivisions; Specific

Industrieg; Specific groups of Citizens.

None.

c. Economic Impact on Citizens/Public at Large.

This rule shall have no direct economic impact upon
citizens or the public at large. This rule will
protect the public in that it establishes minimum
reserve standards for individual and group health
insurance.

Date: é/? 2 /‘?\S/

Signature of Agency Head or Authorized Representative

o




TO: LEGISLATIVE RULE-MAKING REVIEW COMMITTEE
FRCOM: OFFICE OF THE INSURANCE COMMISSIONER
DATE: July 28 , 1995

LEGISLATIVE RULE TITLE: Minimum Reserve Standards for Irndividual
and Group Health Insurance Contracts
(Title 114, Series 44)

1. Authorizing statute(s) citation _W. Va. Code §§ 33-2-10

and 33-7-9(m]}

2. a. Date filed in State Register with Notice of Hearing:

June 27, 1585

b. What other notice, including advertising, did you give of
the hearing?

None
a. Date of hearing(s): Comment pericd ended on July
27, 1395
d. Attach list of persons who appeared at hearing, comments

received, amendments, reasons for amendments.

Attached ZX No comments received

e. Date you filed in State Register the agency approved
proposed Legislative Rule following public hearing: (be
axact)

July 28, 19585

£. Name and phone number of agency person to contact for
additional information:

Donna S. Quesenberry

Associate Counsgel

(304) S558-0401




If the statute under which you promulgated the submitted rules
requires certain findings and determinations to be made asg a
condition precedent to thelr promulgation:

a. Give the date upon which you filed in the State Reglster
a notice of the time and place cf a hearing for the
taking of evidence and a general description of the
issues tc be decided. '

Not _applicable

b. Date of hearing: Not applicable

. Oon what date did you file in the State Register the
findings and determinations reguired together with the
reasong therefor?

Not applicable

d. Attach findings and determinations and reasons:

Attached Not applicable




Insurance Commissioner
Legislative Rule
Title 114, Series 44

MINIMUM RESERVE STANDARDS FOR INDIVIDUAL AND
GROUP HEALTH INSURANCE CONTRACTS

Title 114, Series 44

BRIEF SUMMARY OF RULE

This proposed rule sstablishes minimum reserve standards for
individual and group health insurance, except for credit health
insurance. These reserves, which are for the protection of
policvholders, are actuarially determined to be the minimum
amount regquired to cover the estimated costs to provide health

coverage to policyheolders.
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LEGISLATIVE RULE
INSURANCE COMMISSIONER
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FILED
LEGISLATIVE RULE w28 3us PH 'S5

INSTURANCE COMMISSIONER

114CSR44

SERTES 44 £ WEST VIRGIHIA

QFFICE OF

MINIMUM RESERVE STANDARDS FOR INDIVIDUAL ANILEGREIBBY OF STATE
HEALTH INSURANCE CONTRACTS

§ 114-44-1. Authority.

1.1. Scope. -- This legislative rule establishes minimum
ragserve standards for all individual and group health [accident and
sickness] insurance coverages, exceph credit insurance.

1.2. Authority. -- West Virginia Code §§ 33-2-10 and
33-7-9{(m) . : -

1.3. Filing date. --
1.4, Effective date. --

§ 114-44-2. Purpose.

2.1. The purpose of this rule is to_ establish the minimum
reserve standards for individual and group health (accident and
sickrmess) insurance ccverages.

§ 11l4-44-3, Introduction.

3_.1. When an insurer determines that adeguacy of its health
insurance reserves reguires reserves in excess of the minimum
standards specified herein, such increased reserves shall ke held

and shall be congidered the minimum reserves for that insurer.

2.2. With respect te any block of contracts, or with respect
to an insurer’s health business ag a whole, a prospective gross
premium valuation is the ultimate test of reserve adequacy as of a
given valuation date. Such a gross premium valuation will take
into account, for contracts in force, in a claims status, or in a
continuation of benefits status on the valuation date, The present
value as of the valuation date of: all expected benefits unpaid,
all expected expenses unpaid, and all unearned or expected
premiums, adjusted for future premium increases reagonably expected
to be put into effect. o -

3.3. Suzh a gross premium valuation is to be performed
whenever a significant doubt exists as to reserve adequacy with
respect to any major block of contracts, or with respect to the

insurer’s health business as a whole. In the event inadequacy is
found to exist, immediate loss recognition shall be made and the
regerves restored to adeguacy. Adegquate reserves (inclusive of

claim, premium and contract reserves, if any) shall be held with
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regpect to all contracts, regardless of whether contract reserves
are reguired for such contracts under these standards.

3.4. Whenever minimum reserves, as defined in these standards,
exceed reserve reguirements as determined by a prospective gross.
premium wvaluation, -~ such minimum zreserves remain the minimum
regquirement under these standards. _ '

§ 114-44-4,. Categories of Reserves.

4.1. The following sections set forth minimum standards for
three categories of health insurance reserves:

Section 6. Claim Resgerxves
Secition 7. Premium Reserves
Section_ 8. _ Contract Reserves

4.2. Adeguacy of an insurer’s health insurance reserves is to
be determined on the basis of all three categories combined.
However, these standards emphasize the importance of determining
appropriate reserves for each of the three categories separately.

§ 114-44-5. Appendices.

5.1. These standards contain two appendices which are an
integral part of the standards, and one additional "supplementary"
appendix which is not part of the standards as such, but is
included for explanatory and illustrative purposes only.

5.2. Appendix A. Specific minimum standards with respesct to
morbidity, mortality and interest, which apply to claim reserves
according to year of incurral and to contract reserves according to
vegr of issue.

Appendix B. Glossary of Technical Terms used.
Appendix C. (Supplementary) Waiver of Premium Reserves.
§ 114-44-6. Claim Reserves.

6.1. Ceneral.

. Claim reserves are required for all incurred but
unpaid claims on all health insurance policies.

b. Apprepriate claim expense reserves are reguired with
respect to the estimated expense of settlement of 21l incurred but
unpaid claims.
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c. All such reserves for prior valuation vears are to
be tesgted forx adequacy and reasonableness along the lines of claim
runcff schedules iIn accordance with the statutory financial

statement including consideration of any residual unpaid liability.
§.2. Minimum Standards for Claim Reserves.
a. Digability Income.

A, Interest. The maximum interest rate for claim
regerves 1s specified in Appendix A.

B. Morbidity. Minimum standards with respect to
morbidity are those specified in Appendix 24; except that, at the
cption of the insurer:

(a) For claims with a duraticon Irxrom date of
digablement o©f less than twc years, reservas may be basaed on the
insurer’s experience, if such experience is considered cradible, or
upon other assumptions designed to place a sound valus on the
liakbilities.

(b) For group disability income c¢laims with a
duration. from date of disablement of more than two (2) years but
less than £ive (3) years, reserves may, with the approval of the
commissioner, be based on the insurer’s experience for which the
insurer maintains underwriting and claim administration control.
The request for such approval of a plan of modification to the
ragerve basis must include:

(A} An analysis of the credibility of the
experience; - -

(B A description of how all of the’
insurer’'s experience is proposed to be used in setting resexves;

(C) A description and quantification of
the margins to ke included; -

(D) 2 summary of the financial impact
that the proposed plan of modlflcatlon would have had on the
insu?er s last filed annual statement

(B) A copy of the approval of the
proposed plan of modification by the commissionexr of the state of
domicile; and
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() Any other information deemed
necessary by the commissicner. : :

C. Duration cf Disaklement. For contracts with an
elimination periocd, the duration of disablement should be measured
as dating fxrom the time that benefits would have begun to accrue
had there been no slimination peried. -

L. All Other Benefits.

A, Interest. The maximum interest rate for claim
reserves-is specified in Appendix A.

BE. Morbidity or other Contingency. The resgserve
should be based on the insurexr’s experience, if such experience is
conzidered credible, or upon other assumptions designed to place a
sound value on the liabilities. ,

§.3. Claim Reserve Methods CGenerally.

Any generally accepted or reascnable actuarial method or
combination of methods may be used o estimate all <¢laim
liabilities. The methods used for estimating liabilities generally
may be aggregate methods, or various reserve items may be
separately valued. Approximations based on groupings and averages
may alsc be employed. Adeguacy of the claim reserves, however,
shall be determined in the aggregate.

§ 1i4-44-7. Premium Reserves.
7.1. General. .
a. Unearned premium reserves are reguired for all
contracts with respect to the pericd of coverage for which

premiums, other than premiums paid in advance, have been vaid
beyend the date of valuation.

b. If premiums due and unpaid are carried as an asset,
such premiums must be treated as premiums in force, subject to
unearned premium reserve determinatiocn. The wvalue of unpaid

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

a. The gross premiums paid in advance for a period of
coverage commencing after the next premium due date which follows
the date of wvaluation may be appropriately discounted to the
evaluation date and shall be held either as a separate liability or

Page 4
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as an addition to the unearned premium reserve which would
otherwise be required as a minimum.

7.2. Minimum Standards for Unearnsd Premium Reserves.

a. The minimum unearned premium reserve with respect to
any contract is the pro rata unearned modal premium that applies to
the premium period beyond the wvaluation date, with such premium
determined on the basis of:

A. The valuation net modal premium on the contract
regerve pasis applying to the contract; or

B. The gross medal premium for the contract if no
contract reserve applies.

b. Howevar, in no svent may the sum of the unearned
premium and contract reserves for azll contracts ¢f the insurer
subject to contract reserve regulirements be less than the gross
modal unearmnad premium regerve on all such contracts, as cof the
date of wvaluation. Such regerve ghall never be legs than the
expected c¢laims for the period Dbeyond the wvaluation date.
represented by such unearned premium reserve, to the extent not
provided for elsewhere. )

7.3, Premium Reserve Methods Generzlly.

The insurer may employ suitable approximations and estimates;
including, but neot limited te groupings, averages and aggregate
estimation; in computing premium reserves. Such approximations or
estimates should be tested pericpdically to determine thelr
continuing adeguacy and reliability.

§ 11l4-44-8. Contract Regerves.
B.1l. General.

a. Contract reserves are reguired, unless otherwise
specified in varagraph 8.1.b for:

A. All individual and group ceontracts with which
level premiums are usged; or :

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 valus cof any
appropriate future valuation net premiums at that time. The values
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specified in this subparagraph B shall be determined on the basis
specified in subsection 8.2.

-

b. Contracts not requiring a contract reserve are:

A, Contracts which cannot be continued after one
vear from issue; or

E. Contracts already in force on the effsective
date of these standards for which neo contract reserve was requlred
under the immediately preceding standards.

. The contract reserve 1s in addition to c¢laim
regerves and premlum reserves.

a. The methods and procedures for contract reserves
should be consistent with those for eclaim reserves for any
contract, or else appropriate adjustment must be made when
necessary to assure provisicn for the aggregate lwabllﬂby The
definition of the date of incurral must be the same in both
detarminations.

8.2, Minimum Standards for Contract Reserves.

a. Basis
A. Morbidity or - other Contingency. Minimum
standards with respect to morbidity are those set forth in Appendix
A. Valuation net premiums used under each contract must have a

structure consistent with the gross premium structure at issue of
“he contract as this relates to advancing age of insured, contract
duration and period for which gross premiums have besen calculated.

Contracts fovv&ﬁgﬂltabulaz'morbﬁdﬁty'standards
are not specified in Appendix A shall be valued using tables
established £for xreserve purposes by a qualﬂfﬂed actuary and
acceptable to the commissioner.

B. Interest. The maximum interest rate 1is
specified in Appendix A.

C. Termination Rates. Termination rates used in
the computation of reserves shall be on the basis of a mortality
table as specified in Appendix A except as noted in the following
paragraprh.

Under contracts for which premium rates are not
guaranteed, and where the effects of Iinsurer underwriting are
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gpecifically used by pclicy duration in the wvaluation morbidity
standard or for return of premium or other deferred cash bensfits,
total texrmination rates may be used at ages and durations where
these exceed specified mortality table rates, but not in excess of
the lesser of: - }

{a) Eighty percent of the total termination
rate used in the calculaticon <¢f the gross premiums, or

{b) Eight percent.

Where a morbidity standard specified in Appendix A is on an
aggrega;e,ba51s, such morbidity standard may be adjusted to reflect
the effect _of insurer underwriting by policy duration. The
adjustments must be appropriate to the underwriting and be
acceptable to the commissioner.

D. Reserve Method.

(a) For insurance except long-term care and
return of premium or other deferred cash benefits, the minimum
regerve is the reserve calculated on the two-year full pre11m1nary
tarm method; that is, under which the terminal reserve is zero at
the first and also the second contract anniversary.

(b) TFor long-term care insurance, the minimum
reserve ig the reserve caWCuTaued on the one-year -uT1 preliminary
term method. o

{¢) TFor return of premium or other deferred
cash benefits, the minimum reserve is the reserve calculated as
follows:

On the one year preliminary term method if such benefits are
provided at any time before the twentleth anniversary;

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

The prellmlnary term method may be applied only in relation to

the date of igsue of a contract. Reserve adjustments introduced
later, as a result of rate increases, revisions in assumpticns
(e.g., projected inflation rates) 0V7_or other reasons, are to be

applied immediately as of the effective date of adoption of the
adjusted basis.

E. Negat1ve Reserves. Negative reserves on any
benefit may be offset against positive reserves for other benefits
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in the same contract, but the total contract reserve with respect
to all benefits combined may not be less than zero.

8.3. Alternative Valuation Methods and Assumptions Generally.

Provided the contract reserve on all contracts to which an
alternative method or basis is applied is not less in the aggregate
than the amount deterxmined according to the applicable standards
gpecified above; an insurer may use any reasconable zssumptlons as
to interest rates, termination and/or mortality rates, and rates of
morbidity or other contingency. Also, subject to the preceding
condition, the insurer may employ methods other than the methods
stated above in determining a sound value of its liabilities undexr
guch contracts, including, but not limited to the following: the
net level premium method; the one-year full preliminary term
method; progpective valuation on the basis of actual gross preamiums
with reasonable allowance for future expenses; the use of
approximations such as those invelving age groupings, groupings of
several vears of issue, average amounts of indemnity, grouping of
similar contract formg; the computaticon of the reserve for one
contract benefit as a percentage ¢, or by other relation to, the
aggregate contract reserves exclusive of the benefit or benefits so
valued; and the use of a composite annual claim cost for all or any
combination of the benefits included in the contracis valued.

g.4. Tests For Adequacy and Reasonableness of Contract
Reserves. : i :

a. Annually, an appropriate review shall be made of the
insurer’s prospective contract liabilities on contracts valued by
tabular zresexrves, to determine the continuing adeguacy and
reasonableness of the tabular reserves giving consideration to
future grosgs premiums. The insurer shall make appropriate
increments to such tabular reserves if such tests indicate that the
basis of such reserves is no longer adeguate; subject, however, to
the minimum standards of subsection 8.2.

b. In the event a company has a contract or a group of
related similar contractg, fdér which future gross premiums will be
restricted by contract, insurance department regulations, or for
other reasonsg, such that the future gross premiums reduced by
expenses for administration, commissions, and taxes will be
insufficient to cover future claims, the company shall establish
contract resexves for such shortfall in the aggregate.
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§ 114-44-3. Reingurance.

Increases to, or credits against reserves carried, arising
because of reinsurance assumed or reinsurance ceded, must be
determined in a manner consistent with these minimum reserve
standards and with all applicable provisions of the reinsurance
contracts which affect the insurer’s liabilities.

§ 114-44-10. Severability.

10.1 If any provision of this rule or the application of this
rule to any person or circumstances is for any reason held to be
invalid, the remainder of .the rule and the application of the
provisions to other persons or circumstances shall not be affected
by the holding.

Page S
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APPENDIX A. SPECIFIC STANDARDS TFOR MORBIDITY, INTEREST AND
MORTALITY
I. MORBIDITY
A, Minimum worbidity standards for valuation of

specified individual gcontract health insurance benefits arse as
follows: - o -

(1) Disability ZIncome Benefits Due to Accident or
Sickness. -

{a) Contract Reserves:

Contracts issued on or after January 1, 1965 and pricr o
January 1, 1586: )

The 1964 Commissioriers Disability Table (64
CDT) .

Contracts issused on cor after January 1, 1387:

The 1585 Commissioners Individual Disability
Tables A (85CIDR); or

The 1985 Commissgionsrs Indiwvidusl Disability
Tables B (85CIDB).

Contracts issued during 1%86 thrcocugh 159%96:

Optional use of either the 13564 Table oxr the
15385 Tables.

Each insurer shall elect, with respect to zl11 individual
contractes issued in any one statement yesr, whether it will use
Tables A or Tables 3 as tChe minimum standard. The insurer may,
however, élect to use the othexr tabkles with respect to any
subsegquent statement year. - :

(b} Claim Resexves:
The minimum moxrbidity standard in effect for contract resexrves

on currently issued contracts, as of the date the c¢laim isg
incurred. — _ -
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(2) FEospital BRenefits, Surgical Benefits and Maternity
Benefits (Scheduled benefits or fixed time period benefits only).

(a) Contract Reserves:

Contracts issued on or after Jahuary 1, 1555, and before
Januatry 1, 1982: .

The 1956 Intercompany Hospital-Surgical Tabkles.
Contracts issued on or after January 1, 1882:

The 1574 Medical Expense Tables, Table A, Transactions of
the Society of Actuaries, Volume XXX, pg. 63. Refer to
the paper (in the same volume, pg. 9) to which this table
iz appended, including its discussions, for methods of
adjustment for benefits not directly valued in Table A:
"Development of the 1874 Medical Expense Benefits, "
Houghton and Wolf. '

(b} Claim Reserves:
No svecific standard. See (5).

(3) Cancer Expense Benefits {(Scheduled benefits or fixed time
period benefits only). )

(a) Contract Reserves:
Contracis issued on or after Janudry 1, 1986:
The 1985 NAIC Cancer Claim Cost Tables.

(k) Claim Regerves: _
No specific standard. See (5).

{4) Accidental Death Benefits.
(a} Contract Reserves:
Contracts issued on or after January 1, 1565:
The 1959 Accidental Death Benefits Table.
(b) Claim Reserves:
Actual amount incurred.

{(5) ocher Individusl Contract Benefits.
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(a} Contract Reserves:

For all octher individual contract bensfits, morbidity
agsumptions are to be determined as vprovided in the xesexve
standards.

(b Claim Reserves:

For all benafitz other than disability, c¢laim réserves
are to be. determined as provided in the standards.

B. Minimum morbidity standards for valuation of specified
group contract health insurance benefits are as follows:

(1} Disability Income Benefits Due to Accident or Sickness.
{a) Contract Reserves:
Contracts issued prior to Jeanuary 1, 18927:

The same basis, if any, as that employed by the insurer
ag of December 31, 13856;

Contracts issusd on oxr after January 1, 13997:

The 1987 Commigsioners Group Disability Income Table (87CGDT) .
(b} Claim Reserves:

For claims incurred on or after January 1, 1957:

The 1987 Commissioners Group Disability Income Table (87CGDT) ;

For claims incurred prior to January 1, 1887:

Use of the 87CGDT is optional.

(2} Other Group Contract Benefits.
(a) Contract Reserves:

For all other group contract benefits, morbidity assumptions
are to be determined as provided in the reserve standards.

(b} Claim Reserves:

For all benefitg othex than disability, c¢laim reserves ars to
be determined as provided in the standaxds.
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II. INTEREST

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

B. For claim reserves on policies that require 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 ¢laim incurral date.

C. For claim reserves on pelicies not reguiring
contract reserves, Lhe maximum interest rate is the maximum rate
permitted by law in the wvaluation cof single premium immediate
annuities ilgsued on the same date as the claim incurral date,
reduced by cone hundred basig points.

ITII. MORTALITY

A. Except as provided in subsecticn B, the mortality
basis used shall be according to a table (but without use of
selection factors) permitted by law for the valuation of whole life
insurance lssued on the same date as the health insurance contract.

B. Other mortality tables adopted by the NAIC and
promulgated by the commissioner may be used in the calculation of
the minimum reserves if appropriate for the type of benefits and if
approved by the commissgioner. The reguest for. such approval must
included the proposed mortality table and the reascon that the
standard specified in subseciion A is inappropriate.
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APPENDIX B. GLOSSARY OF TECHNICAL TERMS USED.

Ag used in this valuation standard, the following terms have
the following meaning: )
ANNUAL-CIL.AIM CGST. The net annual cost per unit of benefit before
the addition of expenses, including claim settlement expenses, and
a margin for profit or contingencies. For example, the annual
¢laim cost for a $100 monthly disgability benefit, for a maximum
digability benefit period of one year, with an elimination period
of one week, with respect tc a male at age 35, 1n a certain
occupation might be $12, while the gross premium for this benefit
might be $18. The additional $6 would cover expenses and profit oxr
contingencies. : .

CLAIMS ACCRUED. That portion of claims incurred on or prior to the
valuation date which result in liakility of the insurer Zor the
payment of benefits for medical services which have been rendered
on or prior to the valuation date, and for the payment of benefits
for days of hospitalization and days of disability which have
occurred on or prior to the valuation date, which the insurer has
not paid as of the valuation date, but for which it is liable, and
will have to pay after the valuation date. This liability is
sometimes referred to as a liability for "accrued" benefits. = A
claim reserve, which represents an estimate of this accrued claim
liabilizy, must be established.

CLAIMS REPQRTED. When an insurer has been informed that a claim
has been incurred, if the date reported 1s on or prior to the
valuation date, the c¢laim is considered as a reported claim for

annual statement purposes,

CLAIMS UNACCRUED. That portion of claims incurred on or pricr to
the valuation date which result in liability of the insurer for the
payment of benefits for medical services expected to be rendered
after the valuation date, and for benefits expected to be payabie
for days of hospitalization and days of disability occurring aftex
the valuation date. This liability is sometimes referred to as a
liakility £or unaccrued “benefits. 2 claim zreserve, which
represents an estimate of the unaccrued claim payments expected to
be made (which may or may not be discounted with interest), must be

astablished.

CLAIMS UNREPORTED. When an insurer has not been informed, on oxr
before the wvaluation date, concerning a c¢laim that has been
incurred on or prior to the valuation date, the claim is considered

as an unreported claim for annual statement purposes.
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DATE OF DISARTEMENT. The earliest date the insured is considered
ag being disabled under the definition of disability in the
contract, based on a doctor’s evaluation or other evidence.
Normally this date will coincide with the staxt of any elimination
period. . -

ELIMINATION PERIOD. A specified number of days, weeks, or months
starting at the beginning of each oerﬂod of loss, during which no
benefits are payable.

GROSE _PREMIUM. The amount of premium charged by the insurer. It
includes the net opremium (based ©n wlaim-cost} for the risk,
together with any loading for expenses, vrofit or contingencies.

GROUP_ INSURANCE. ‘"The term group Iinsurance includes blanket
insurance and franchise insurance and any other forms of group
insurance. S , - -

LEVEL PREMIUM. A premium calculated t¢ remain unchanged throughout
either the lifetime of the peclicy, or for some shorter projected
pericd of ysars. The premium nesd net be guarvantead; in which
case, although it is calculated to remain level, 1t may be changed
if any of the assumvtions on which it was based are revised at a
later time.

Generally, the annual claim costs are expected tTo increase each
vear and the i1nsurer, instead of charging premiums that
correspondingly increase each vear, charges a premium calculated to
remain level for a pericd cof years or for the lifetime of the
contract. In this case the benefit porfticn ¢f the premium is more
than needed to provide for the cost of benefits during the earlier
vears of the policy and less than the actual cost in the later
vaars. The bullding of a prospective contract reserve,ls a natural
result of level premiums.

LONG-TERM _CARE__ INSURANCE. Any iInsurance policy or rider
advertised, marketed, offered or designed tc provide coverage for
not less than twelve (12) consecutive months for each covered
person on an expense incurred, indemnity, prepaid or cother basis;
for w©ne or .mcre necessary or medically necessary diagnostic,
preventive, therapeutic, rehabilitative, maintenance oxr personal
care gervicesg, provided in a setting other than an acute care unit
of a hospital. Such term alsc includes a Dol*cy or rider which
provides for payment of benefits based upon cognltlve impairment or
the loss of functional capacity. Long-term care insurance may be
issuad by insurers; fraternal benefit societies; nonprofit health,

hospital, and medical service corporations; prepaid health plans;
health maintenance organizations or any similar organization to the
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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 is cffered primarily to provide basic
Medicare supplement coverage, basic hospital expense coverage,

basic medical-surgical .expense coverage, hospital confinement
indemnity coverage, major medical expense coverage, disability
income or related assef-protection & coverage, accldent only

coverage, - specified disease or specifled accldent coverage, or
limited benefit health coverage. '

MODAL PREMIUM. This refers to the premium paid on a contract based
on a premium term which could be annual, semi-annual, quarterly,
monthly, or weekly. Thus 1f the annual premium 1s $100 and 1if,
instead, monthly premiums of $9 are paid then the modal premium is

59,

NEGATIVE RESERVE. Normally the terminal reserve 1s a positive
value. However, if the values of the benefits are decreasing with
advancing adge or duration it could be a negative value, called a
negative reserve. ' '

PRELIMINARY TERM RESERVE METEOD. Under this method of valuation
“he valuation net premium for each vyear £falling within the
preliminary term period is exactly sufficlent to cover the expected
incurred claims of that vear, so that the terminal reserves will be
zero at the end of the vear. As of the end of the preliminary term
period, a new constant valuation net premium (or stream of changing
valuation premiums) becomes avplicable such that the present value
of all such premiums is equal to the present value of all claims
expected to be incurred following the end of the preliminary term
period. R .

PRESENT VALUE OF AMOUNTS NOT YET DUE ON CLAIMS. The reserve for
Telaims unaccrued" (gee definition), which may be discounted at
interest. _

RESERVE . The term "ressrve" is used to .include all items of

benefit liability, whether. in the nature of  incurred claim
liability or in the nature of contract lisbility relating to future
pericds of coverage,  and whether the liability is accrued or
unaccrued. - '

An insurer under its contracts promises benefits which result in:

(a)Claims which have been incurred, that is, for which the
ingurer has become cbligated to make payment, on or prior toc the
valuation date. On these claims, payments expected to be made

after the valuation date for accrued and unaccrued benefits are
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liabilities of the insurer which should be provided £or by
establishing—<laim reserves; or

(bYClaims which are expected to be incurred after the wvaluation
date. 2Any present l'ab'lity of the insursr for these future claims
should be provided for by the establﬂshment of contract reserves
and unearned premium reserves.

TERMINAT RESZRVE. This is the regerve at the end of a contract
vear, and is defined as the present value of benefits expected to
be incurred after that contract vear minus the present wvalus of
future wvaluation net premiums.

UNEARNED PREMIUM RESERVE. This xeserve values that portion of the
premium pa1a or due to the insurer which is applicable to the
periocd of coverage extending beyvond the valuation date. Thus if an
annual premium of $§120 was paid 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 on a valuation net premium basis.

VALUATION NET MODAT, PREMITM. This is the modal fraction of the
valuatlon net annual premium that corresponds to the gross modal
premium in effect on any contract to which contract ressrves apply.
Thus if the mode of paymenft in effect is quaruerlv, ‘the wvaluation
net medal p?emlum is the gquarterly egquivalent of the valuation net
annual premium.
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APPENDIX C. RESERVES FOR WAIVER OF PREMITM {(Supplementary
explanatory material)

Waiver of~ premium regerves inveolve  several special
considerations. First, the disability valuation tables promulgated
by the NAIC are based on exposures that include contracts on
premium wailver as in-Iforce contracis. Hence, contract reserves
based on these tables are NOT reserves on "active lives" but rather .
reserves on contracts "in force." This is true for the 1964 CDT and
for both the 1585 CIDA and CIDR tables.

Accordingly, tabular reserves using any ci these tables should
value regerves on the following basis:

Claim zreserves should include reserves for 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 contracts, valuing as a minimum the
unearned modal valuation net premium being waived.

Contract reserves should include recognition of the
waiver of premium benefit in addition to other contract
benefits provided for, valuing as a minimum the valuation
net premium to be walved.

If an insurer is, instead, valuing reserves on what is truly
an active life table, or if a specific valuation table is not being
used but the insurer’s gross premiums are calculated on a basis
that includes in the projected exposure only those contracts for
which premiums are being paid, then it may not be necessary Lo
provide specifically for waiver of premium reserves. Any ingurer
using such a true "active life" basis should carefully consider,
nowever, whether or not additiocnal liability should be recognized
on acccount of premiums waived during pericds of disability or
during claim continuation. ' :
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Attachment to Ouestion 2(d)

One comment to the proposed rule was received during the
comment period, a copy of which is attached hereto. 1In essence,
the comment received from Arthur C. Guy of UNUM Life Insurance
Company of America supports the adoption of minimum reserve

standards for individual and group health insurance contracts but
urges adoption of the NAIC model as amended in 19983.

One comment to the proposed rule was received after the
comment period ended. This comment from William C. Weller of the
Health Insurance Assocliation of America is attached hereto. The
proposed NAIC model changes suggested by HIAA are consistent with
those comments received from UNUM.

1. Section 6 of the Proposed Rule

UNUM has requested that section 6.2.a.B of the proposed rule
be changed to conform with the NAIC model as amended in 1893.
The proposed language allows for reserves for disability income
claims with a duration of more than two years but less than five
years to be based on the insurer's experience and identifies data
to be used in analysis of the credibility of the experience. We
are in agreement with this recommendation and have amended the
language under section 6.2.a.B. to read as follows:

§ 1ll4-44-6. Claim Reserves.
6.2. Minimum Standards for Claim Reserves.
a. Disability Income.

A. Interest. The maximum interest rate for claim
reserves is specified in Appendix A.

B. Morbidity. Minimum standards with respect to
morbidity are those specified in Appendix A; except that, at the
option of the insurer:

(a) For claims with a duration from date of
disablement of less than two years, reserves may be based on the
insurer's experience, if such experience is considered credible,
or upon other assumptions designed teo place a sound value on the
liabilities.

(b) TFor group disability income claims with
a duration from date of disablement of more than two (2) years
but less than five (5) vears, reserves may, with the approval of
the commissicner, be based on the insurer's experience for which
the insurer maintains underwriting and claim administration
control. The request for such approval of a plan of modification
to the reserve basis must include:




() An analysis of the credibility of
the experience;

(B) A description of how all of the
insurer's experience l1ls proposed to be used in setting reserves;

(C) A description and gquantification of
the margins to be included;

(D) A summary of the financial impact
that the proposed plan of modification would have had on the
insurer's last filed annual statement;

(E) A copy of the approval of the
proposed plan of modification by the commissioner of the state of
domicile; and

(F) Any other information deemed
necessary by the commissioner.

2. APPENDIX A of the Propeosed Rule

UNUM has requested that Appendix A, II.B. of the proposed
rule be changed to conform with the NAIC model as amended in
1993. The proposed language provides that for claim reserves on
policies not regquiring contract reserves, maximum interest rate
is the maximum rate permitted by law in valuation of single
premium immediate annuities, reduced by one hundred basis points.
We are in agreement with this recommendation and have amended in
language under Appendix X, II. B to read as follows:

AFPPENDIX A. SPECIFIC STANDARDS FOR MORBIDITY, INTEREST AND
MORTALITY

ITI. "INTEREST

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.

B. For claim reservaes on policies that require
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 claim incurral date.

C. For claim reserves on policies not requiring
contract reserves, the maximum interest rate is the maximum rate
permitted by law in the valuation of single premium immediate
annuities issued on the same date as the c¢laim incurral date,
reduced by one hundred basis points.




3. APPENDIX A of the Proposed Rule

UNUM has regquested that Appendix A, III of the proposed rule
be changed to conform with the NAIC model as amended in 1993.
The proposed language provides for use of other mortality tables
in calculation of minimum reserves if appropriate for the type of
benefits and if approved by the Commissioner. We are in
agreement with this recommendation and have amended the language
in Appendix A, III to read as follows:

AFPENDIX A. EPECIFIC STANDARDS FOR MORBIDITY, INTEREST AND
MORTALITY

ITr. MORTALITY

A. Except as provided in subsection B, the mortality
basis used shall be according to a table (but without use of
selection factors) permitted by law for the valuation of whole
life insurance issued on the same date as the health insurance
contract. ' : )

B. Other mortality tables adopted by the NAIC and
promulgated by the commissioner may be used in the calculation of
the minimum reserves if appropriate for the type of benefits and
if approved by the commissioner. The request for such approval
must included the proposed mortality table and the reason that
the standard specified in subsection A is inappropriate.
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Donna S. Quesenberry

West Virginia Insurance Commission
P.O. Box 50540

2019 Washington Street, East
Charleston, West Virginia 25305-0540
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Re: Title 114, Series 44
Minimum Reserve Standards for Individual and Group
Health Insurance Contracts

Dear Ms, Quesenberry:

The UNUM Life Insurance Company of America supports the adoption of minimum
reserve standards for individual and group health insurance contracts but urges adoption
of the NAIC model as amended in1993.

Three changes were made at that time as follows:
NAIC Model Section West Virginia Proposed Section Substance

2.B. (1) (b) (1) & (i1) 114-44-6.2 a. B. - Allows for reserves for
disability income claims with
a duration of more than two
years but less than five years
to be based on the insurer's
experience; Identifies data to
be used in analysis of the
credibility of the experience.

Appendix A, II. B. & C. Appendix A, II. B. Provides that for claim
. o reserves on policies not

requiring contract reserves,
maximum interest rate is
maximum rate permitted by
law in valuation of single
premium immediate annuities,
reduced by one hundred basis
points.

Uxsun LiFe Insrrance Coneany oF AMERICA
2211 Congress Street
Porzland, Maine nytzz
207-770-2211




Appendix A, IIT. A. & B.  Appendix A, It Provides for use of other
mortality tables in calculation
of minimum reserves if
appropriate for the type of
benefits and if approved by
the Commissioner.

For your convenience, I have enclosed a copy of the model regulation with the relevant
sections highlighted on pages 10-2, 10-3 and 10-10. We would be pleased to provide
technical supporting material related to the model changes outlined above if that would be
helpful.

We urge that these changes, incorporated in the model in 1993, be included in the
proposed regulation. We appreciate this opportunity to express our views.

Sincerely,

Ot (]

Arthur C. Guy /
Director o
Government Relations

WYARESY] Doe.




—

sMedel Regulauon Service - Guly 1993

MINIMUM RESERVE STANDARDS FOR INDIVIDUAL AND GROUP

HEALTH INSURANCE CONTRACTS
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Section 1.

A,

Introduction

Claim Reserves

Premium Reserves

Contract Raserves

Reinsurance

Specific Standards for Morbidity, Interest and Morcality
Glossary of Technical Terms Used

Reserves for Walver of Premium

Introduction
Scope

These standards apply to all individual and group health {accident and sickness]
insurance coverages except credit insurance.

When an insurer determines that adequacy of its health insurance reserves requires
reserves in excess of the minimum standards specified herein, such increased
reserves shall be held and shall be considerad the minimum reserves for th
insurer.

With respect to any block of comtracts, or with respect to an insurer’s healdh
business as a whole, a prospective gross premium valuation is the ultimarte test of
reserve adequacy as of a given valuation date. Such a gross premium valuation wiil
take into account, for contracts in force, in a claims status, or in a contiruation of
benefits status on the valuation date, the present value as of the valuzation date of
all expected benefits unpaid, all expected expenses unpaid, and all unearmed or
expected premiums, adjusted for future premium increases reasonably sxpected to
be put into effect.

Such a gross premium valuation is to be performed whenever a significant doubt
exists as to reserve adequacy with respect to any major block of contracts, or with
respect to the insurer’'s health business as a whole. In the event inadequacy is found
to exist, immediate loss recognition shall be made and the reserves restored o
adegquacy. Adsgquate reserves {inclusive of claim, premium and contract reserves, if
any) shal]l be held with respect to all coniracts, regardless of whether contract
reserves are required for such contracts under these standards.

Whenever minimum reserves, as defined in these standards, exceed reserve
Teguirements as determined by a prospective gross premium valuation, such
minimum reserves remain the minimum requirement under these standards.

Categories of Reserves

The following sections set forth minimurm standards for three categories of health
insurance reserves:

Copyright NAIC 1693 N ' 10-1




Section 2,

10-
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A

Actiden: and Health Reserve Standards

Section 2. Claim Reserves
Section 3. Premium Reserves
Section <. Conrtract Reserves

Adequacy of an insurer’s health insurance reserves is to be determined on the basis
of all three categories combined. However, these standards emphasize the
importance of determining appropriate reserves for each of the three categories
separately.

Appendices

These standards contain iwo appendices which are an integral part of the standards,
and one additional “supplementary” appendix which is not part of the standards as
such, but is included for explanatory and illustrative purposes only.

Appendix A. Specific minimum standards with respect to morbdidity, mortality and
interest, which apoly to claim reserves according to vear of incurral and to contract
reserves according to year of issue. '

Appendix B, Glossary of Technical Terms used.

Appendix C. (Supplementary) Waiver of Premium Reserves.

Claim Reserves

General

(L Claim reserves are required for all incurred but unpaid claims on all health
insurance policies,

2 Appropriate claim expense reserves are required with respect o the
estimated expense of settlement of all incurred but unpaid claims.

(3) ATl such reserves for prior valuation vears are to be tested for adequacy and
reasonableness along the lines of claim runoff schedules in accordance with
the statutory financial statement including consideration of any residual
unpaid liability,

Minimum Standards for Claim Raserves

(L Disability Income

{a) Interest. The maximum interest rate for claim reserves is specified
in Appendix A.
=) Morbidity. Minimum standards with respect to morbidity are those

specified in Appendix A, except that, at the option of the insurer:

(1) For claims with a duration from date of disablement of
less than two years, reserves may be based on the
insurer’s experience, if such experience is considered
credible, or upen other assumptions designed to place a
sound value on the liabilities.




(i)

Mcdel Regulauon Service - July 1853

For group disability income claims with a durartien from
date of disablement of more than two {2} years but less
than five (5) years, reserves may, with the approval of
the commissioner, be based on the insurer’s experience
for which the insurer maintains underwriting and claim
administration control. The request for such approval of
a plan of modification to the reserve basis must include:

© An analysis of the credibility of the experience;

A description of how all of the insurer’s experience I
proposed to be used in serting reserves;

A description and quantification of the margins to be
included;

A summary of the financial immpact that the propesed
plan of modification would have had on the insurer’s
iast filed annual statement;

A copy of the approval of the propesed plan of
modification by the commissicner of the state of
domicile; and

Any other information deemed necessary by the
comrmissioner.

Drafting Note: For experience to be considered credible for purposes of (i), the company should be able to provide claim
termination patterns over no more than six (6) vears reflectng at least 5,000 claims terminations during the third through Sfth
claims durations on reasenably similar applicable policy forma.

For claim reserves to reflect “sound values™ and/or reasonable marging, reserve tables based on gredible sxperiznce should be
adjusted regulariy to maintain reasorable margins. Demonstrations may be required by the commissianer of the state of
damicile based on published literature (e.g., Goldman, TSA XLID,

(c)

(2) All Other Benefits

{a)

(o)

Copyright NAIC 1993

Interest.
in Appendix A.

Duration of Disablement. For contracts with an elimination period,
the duration of disablement should be measured as dating from the
time that benefits would have begun to acerue had there been no
elimination perioad.

The maximum interest rate for claim reserves is specified

Morbidity or other Corntingency. The reserve should be based on the
insurer's experience, if such experience is considered credibie, or

upon cther assumptions designed to place a sound value on the
Habilities,

10-3




Section 3.

104

A,

Accident and Health Reserve Standards

Claim Reserve Methods Generally

Any generally accepted or reasonable actuarial method or combinartion of methods
may be used to estimate all claim liabilides. The methods used for estimating
liabilities generally may be aggregaie methods, or various reserve items may be
separately valued. Approximations based on groupings and averages may alsc ke
employed. Adeguacy of the claim reserves, however, shall be determined in the
aggragate.

Premium Reserves

Geperal

(1)

(33

Unearned premium reserves are reguired for all contracts with respect to
the pericd of coverage for which premiums, other than premiums paid i
advance, have been paid beyond the date of valuation.

If premiums due and unpaid are carried as an asset, such premiums must be
treated as premiuzms in force, subject to unearned premium reserve
determination. The value of unpaid commissions, premium taxes, and the
cost of collection associated with due and unpaid premiums must be carried
as an offsetting liability.

The gross:premiums paid in advance for a period of coverage commencing
after the next premium due date which follows the date of valuation may be
appropriately discounted to the valuation date and shall be heid either 25 2
separate liability or as an addition to the unearned premium reserve which
would otherwise be required as a minimum.

Minimum Standards for Unearned Premium Reserves

(1)

(2)

The minimum unearned premium reserve with respect to any contract is the
pro rata unearned medal premium that applies to the premium period
beyond the valuation date, with such premium determined on the basis of:

(a) The waluation net modal premium on the contract reserve basis
applying to the contract; or

(b) The gross modal premium for the confract if no contracti reserve
applies,

However, in no event may the sum of the unearned premium and contract
reserves for all contracts of the insurer subject to contract reserve
requirements be less thar the gross modal unearned premium reserve on ail
such conftracts, as of the date of valuation. Such reserve shall never be less
than the expected. claims for the period beyond the valuation date
represented by such unearned premium reserve, to the extent not provided
for elsewhere.

N
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Section 4.

Al

Mlodel Reguiation Service - July 1993
Premium Reserve Methods Generally

The insurer may employ suitable approximations and estimates; including, bur no:
limited to groupings, averages and aggregate estirmation; in computing premium
reserves. Such aporoximations or estimates should be tested periodicaliv to

determine their continuing adequacy and reliability.

Contract Reserves

General
(1) Contract reserves ars réquired, unless otherwise specified in Sestion 43.2)
for:
(a) All individual and group contracts with which level premiums are
used; or
(b) All individual and group contracts with respect to which, due to the
gross premium pricing structure at issue, the value of the future
benefits at any time exceeds the value of anv appropriate future
valuation net premiums at that time. The values specified in this
Subparagraph (b) shall be determined on the basis specified in
Section 4B.
(2) Contracts ndt requiring 2 contact reserve are:
(a) Contracts which cannoc be continued after one year from issue; or
(b) Contracts already in force on the effective date of these standards for
which no contract reserve was required under the immediately
oreceding standards.
{3) The contract reserve is in addition to claim reserves and premium reserves.
(43 The methads and procedures for contract reserves should he consistent with

those for claim reserves for any contract, or else appropriate ad; usgmen
must be made when necessary to assure provision for the aggregate liability.
The definition of the date of incurral must be the same in beth
determinations.

Minimum Standards for Contract Reserves

(1) Basis e
(a) NMorbidity or other Contingency. Minimum standards with respec: to
morbidity are those set forth in Appendix A. Valuation net
premiums used under each contract must have a structure consistent
with the gross premium structure at issue of the contract as this
relates to advancing age of insured, contract duration and period for
which gross premiums have been calculated.

Contracts for which tabular morbidity standards are not specified in
Appendix A shall be valued using tables established for reserve
purposes by a qualified actuary and acceptable to the Commissioner.
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Acciden: and Health Reserve S:andards

Drafting Note: The consistency between the gross premium structure and the valuation net premiumm is recuired only at
issue, because the impact on such consisteney after issue of regulatery restrictions on premium rate increases is sull under

study,

10-6

{b}
{c)

(d)

Interest. The maxdimum interest rate is specified in Appendix A.

Termination Rates. Termination rates used in the computation of
reserves shall be on the basis of a mortality table as specified in
Appendix A except as noted in the following paragraph.

Under contracts for which premiurn rates are not guarantsed. and
where the effects of insurer underwriting are specifically used by
policy duration in the valuation morbidity standard or for return of
premium or other deferred cash benefizs, total termination rates may
be used at ages and durations where these exceed specified mortality
table rates, but not in excess of the lesser of:

{i) Eighty percent of the total terminazion rate used in the
calculation of the gross premiums, or

(i1 Eight percent.

Where a morbidity standard specified in Appendix A is or an
aggregate basis, such morbidity standard may be adjusted o reflect
the effect of insurer underwriting by policy duration. The
adjustments must be appropriate to the underwriting and he
acceptable to the Commissioner.

Reserve Method.

(1 For Insurance except long-term czre and return of
premium or other deferred cash benefits, the minimum
reserve is the reserve calculated on the two-year full
preliminary term method; that is, under which the
terminal reserve is zero at the first and also the sacond
confract anniversary.

(ii; For long-term care insurance, the minimum reserve is
the reserve calculated on the one-year full preliminery
term method.

(i) . For return of premium or other deferred cash benefits,
the minimum reserve is the reserve calculated as follows:

Or the one year preliminary term 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 or after the twentieth anniversary.




Section 5.
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The preliminary term method may be appiied only in relation to the
date of issue of a contract, Reserve adjustments introduced lazer, as
a result of rate increzses, revisions in assumpticns {e.g., projected
inflation rates) or for other reasons, are to be applied immediately as
of the effactive date of adoption of the adjusted basis.

(e) Negative Reserves. Negarive reserves on any benefit may be offses
against positive reserves for other benefits in the same contract, but

- the total contract reserve with respect to all benefits combined may
nat be less than zero.

Alternative Valuation Metheds and Assumprtions Generally

Provided the contract reserve on all contracts to which an alternative method or
basis is applied is not less in the aggregate than the amount determined according to
the applicable standards specified above; an insurer may use any reasonable
assumptions as to interest rates, termination and/or mortality rates, and rates of
morbidity or other contingency. Also, subject to the preceding condition, the insurer
may employ methods other than the methods stated above in determining a sound
value of its liabilities under such contracts, including, but not lmited to the
following: the net level premium method; the one-year full preliminary term
method; prospective valuation on the basis of actual gross premiums with reasonable
allowance for future expenses; the use of approximations such as those involving age
groupings, groupings of several years of issue,” average amounts of indemnity,
grouping of similar contract forms; the computation of the reserve for one contract
benefit as 2 percentage of, or by other relation to, the aggregate contracr reserves
exclusive of the benefit or benefits so valued; and the use of a composite annual
claim cost for all or any combination of the benefits included in the contracts valued.

Tests For Adeguacy and Reasonableness of Contract Rezserves

Annually, an appropriate review shall be made of the insurer's prospective contract
Labilities on conrracts valued by tabular reserves, to determine the continuing
adequacy and reasonableness of the tabular reserves giving consideration o future
gross premiums. The insurer shall make appropriate increments to such tabular
reserves if such tests indicate that the basis of such reserves is no longer adequate;
subject, however, to the minimum standards of Section 4B.

In the event a company has a contract or a group of related similar contracts, for
which future gross premiums will be restricted by contract, insurance department
regulations, or for other reasons, such that the future gross premiums reducad by
expenses for administration, commissions, and taxes will be insufScient %o cover
future claims, the company shall establish contract reserves for such shortfall in rhe
aggregate. '

Reinsurance

Increases to, or credits against reserves carried, arising because of reinsurance assumed or
reinsurance ceded, must be determined in a manner consistent with these minimum reserve
standards and with all applicable provisions of the reinsurance contracts which affect the insurer’s

liabilities.
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Accidant and Health Reserve Standards

APPENDIX A. SPECIFIC STANDARDS FOR MORRBIDITY, INTEREST AND
MORTALITY
L MORBIDITY
A Minimum mornidity standards for valuation of specified individual contract health

10-8

insurance benefits are as follows:
(1) Disability Income Benefits Due to Accident or Sickness.
{a} Contract Reserves:

Contracts issued on or after January 1, 1865 ahd prior to January 1,

[YEAR]:
The 1964 Commissioners Disability Table (84 CDT).
Contracts issued on or after January 1, [YEAR!:
The 1985 Commissioners Individual Disability Tzbles A
(85CIDA); or

The 1985 Commissioners Individual Disability Tables B
(85CIDB).

Contracts issued during [YEAR or YEARS!:
Optional use of either the 1964 Table.or the 1985 Tables.

Bach insurer shall elect, with respect to all individual contrac:s
issued in any one statement year, whether it will use Tables A or
Tables B as the minimum standard. The insurer may, however,
elect to use the other tables with respect to any subsequent
statement year.

B Claim Reserves:

The minimum morbidity standard in effect for contract reserves on
currently issued contracts, as of the date the claim is incurred.

(2) Hospital Benefits, Surgical Benefits and Maternity Benefits (Scheduled
benefits or fixed time peried benefits only).

(a} Contract Reserves:

Contracts issued on or after January 1, 1955, and before January 1,
1982:
The 1956 Intercompany Hospital-Surgical Tables.

Contracts issued on or after January 1, 1882:

The 1974 Medical Expense Tables, Table A, Transactions of
the Society of Actuaries, Volume XXX, pg. 63. Refer to the
paper (in the same volume, pg. 9) to which this table is
appended, including its discussions, for metheds of
adjustment for benefits mot directly valued in Table A:
“Development of the 1974 Medical Expense Benefits,”
Houghton and Welf.
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{b} Clairn Reserves: _
No specific standard. See (5).

Cancer Expense Benefits (Scheduled benefits or fixed time period benefits
only).

{a) Contract Reserves:

Contracts issued on or after January 1, 1886:
The 1985 NAIC Cancer Claim Cost Tables.

&) Claim Reserves:

No specific standard. See (3).
Accidental Death Benefits.
(a) Contract Reserves:

Contracts issued on or after Januarv 1, 1965:
The 1958 Accidental Death Benefits Table.

(b) Claim Reserves:

Actual amount incurred,

(&) Other Individual Contract Benefits.

(a) Contract Reserves:
‘For all other individual contract benefits, morbidity assumptions are
to be determined as provided in the reserve standards.

(b} Claim Reserves:
For all benefits other than disability, ¢laim reserves are to be
determined as provided in the standards.

B. Minimum morbidity standards for valuation of specified group contract health

insurance benefits ars as follows:

(1)

Copyright NAIC 1993

Disability Income Benefits Due to Accident or Sickness.
(a) Contract Reserves:
Contracts issued prior to January 1, {[YEAR]:
The same basis, if any, as that employed by the insurer as of
January 1, [SAME YEAR!;
Contracts issued on or after January 1, [YEAR]:

The 1987 Commissioners Group Disability Income Table
(87TCGDT.
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(b} Claim Reserves:
For claims incurred on or after January 1, [YEAR]:
The 1887 Commissioners Group Disability Income Table

(87CGDTY

For claims incurred prior to January 1, {(YEAR]:
Use of the 87CGDT is optional.

(2) Other Group Contract Benefits.
{a) Contract Reserves:

For all other group coatract beneflits, morbidity assumptions are to
-- -~ be determined as provided in the reserve standards.

(b} Claim Reserves:

For all benefits other than disability, claim reserves are to be
determined as provided in the standards.

INTEREST

Al

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. :

For claim reserves on policies that require contract reserves, the maximum interest
rate is the maxdimum rate permitted by law in the valuation of whole life insurance
issued on the same date as the claim incurral date.

For claim reserves on policies not requiring contract reserves, the maximum interest
rate is the maximum rate permitted by law in the valuation of single premium
immediate annuities issued on the same date as the claim incurral date, reduced by
one hundred basis points.

MORTALITY

A

Except as provided in Subsection B, the mortality basis used shall be according to a
table (but without use of selection factors) permitted by law for the valuation of
whole life insurance issued on the same date as the health insurance contract.

Other mortality tables adopted by the NAIC and promulgated by the commissicner
may be used in'the calculation of the minimum reserves if appropriate for the type of
benefits and if approved by the commissioner. The request for such approval must
include the proposed mortality table and the reason that the standard specified in
Subsection A is inappropriate.
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APPENDIX B. - GLOSSARY OF TECHNNICAL TERMS USED
As used in this valuation standard, the following terms have the following meaning;

ANNUAL-CLAIM COST. The net annual cost per unit of benefit before the addition of expenses,
including claim settlement expenses, and a margin for profit or contingencies. For example, the
annual claim cost for a $100 monthly disability benefit, for a maximum disability benefit period of
one year, with an elimination period of one week, with respect to a male at age 35, in 2 certain
occupation might be 312, while the gross premium for this benefit might be $18. The additional $6
would cover expenses and profit or contingencies.

CLAIMS ACCRUED. That portion of claims incurred on or prior to the valuation date which result
in lizbility of the insurer for the payment of bénefits for medical services which have been rendered
on or prior to the valuation date, and for the payment of benefits for days of hospitalization and
days of disability which have occurred on or prior to the valuation date, which the insurer has not
paid as of the valuation date, but for which it is Hable, and will have to pay after the valuation date.
This liability is sometimes referred to as a Hability for “accrued” benefits. A claim reserve, whick
represents an esiimate of this accrued claim liability, must be established.

CLAIMS REPORTED. Whern an insurer has been informed that a claim has been incurred, if the
date reported is on or prior to the valuation date, the claim is considered as a reported claim for
annual statement purposes.

CLAIMS UNACCRUED. That portion of claims incurred on or prior to the valuation date which
result in liability of the insurer for the payment of benefits for medical services expected to be
rendered after the valuation date, and for berefits expected to be payable for days of hospitalization
and days of disability ocowmrring after the valuation date. This liability is somesimes referred to as a
liability for unaccrued benefits. A claim reserve, which represents an estimate of the unaccrued
claim payments expected to be made (which may or may not be discounted with interest), must be
established. - R ;

CLAIMS UNREPORTED. When an insurer has not been informed, on or before the valuation date,
concerning a claim that has been incwrred on or prior to the valuation dare, the claim is considered
as an unreported claim for annual statement purposes.

DATE OF DISABLEMENT. The earliest date the insured is considered as being disabled under the
definition of disability in the contract, based on a doctor’s evaluation or other evidence. Normaily
this date will coincide with the start of any elimination period.

ELIMINATION PERIOD. A specified number of days, weeks, or months staxting at the beginning
of each period of loss, during which no benefits are payable.

GROSS PREMIUM. The amount of premium charged by the insurer. It includes the net premium
(based on claim-cost) for the risk, together with any Ioading for expenses, profit or contingencies.

GROUP INSURANCE. The term group insurance includes blanket insurance and franchise
insurance and any other forms of group insurance.

LEVEL PREMIUM. A premium calculated to remain unchanged throughout either the lifetime of
the policy, or for some shorter projected period of years. The premium need not be guaranteed; in
which case, aithough it is calculated to remain level, it may be changed if any of the assumprtions on
which it was based are revised at a later time.

Copyright NAIC 1893~ o . y - : ' 10-11
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Generally, the annual claim costs ars expected to increase each year and the insurer, instead of
charging premiums that correspondingly increase each year, charges a premium calculated o
remain level for a period of years or for the lifetime of the contract. In this case the benefit portion
of the premium is more than needed to provide for the cost of benefits during the earlier years of the
policy and less than the actual cost in the later years. The building of 2 prospective contract reserve
is a natural result of level premiums.

LONG-TERM CARE INSURANCE. Any insurance policy or rider advertised, marketed, offered or
designed to provide coverage for not less than twelve (12) consecutive months for each covered
person on an expense incurred, indemnity, prepaid or other basis; for one or more necessary or
medically necessary diagnostic, preventive, therapeutic, rehabilitative, maintenance or personal
cars services, provided in a setting other than an acute care unit of a hospital. Such zerm also
includes a policy or rider which provides for payment of benefits based upon cognitive impairment
or the loss of functional capacity. Long-term care insurance may be issued by insurers; fraternal
benailt societies; nonprofit health, hospital, and medical service corporations; prepaid health plans;
health maintenance organizations or any similar organization to the extent they are otherwise
authorized to issue life or health insurance. Long-term care insurance shall not include any
insurance policy which is offered primarily to provide basic Medicare supplement coverage, basic
hospital expense coverage, basic medical-surgical expense coverage, hospital confinement indemnity
coverage, major medical expense coverage, disability income or related asset-protection coverage,
accident only coverage, specified disease or specified accident coverage, or limited benefit health
coverage, ' oo T

MODAL PREMIUM. This refers to the premium paid on a contract based on 2 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 89 are paid then the modal premium is $9.

NEGATIVE RESERVE. Normally the terminal reserve is a positive value. However, if the values

of the benefits are decreasing with advancing age or duration it could be a negative value, called a ]

negative reserve,

PRELIMINARY TERM RESERVE METHOD. Under this method of valuation the valuation net
premium for each year falling within the preliminary term pericd is exactly sufficient to cover the
expected incurred claims of that year, so that the terminal reserves will be zero at the end of the
year. As of the end of the preliminary term period, a new constant valuation net premium (or
stream of changing valuation premiums) becomes applicable such that the present value of zll such
premiums is equal to the present value of all claims expected to be incurred following the end of the
preliminary term period. -

PRESENT VALUE OF AMOUNTS NOT YET DUE ON CLAIMS. The reserve for “claims
unaccrued” (see definition), which may be discounted at interest.

REESERVE. The term “reserve” is used to include all items of benefit liability, whether in the
nature of incurred claim liability or in the nature of contract liability relating to future periods of
coverage, and whether the liability is accrued or unacerued.

An insurer under its contracts promises benefits which result in:

(a) Claims which have been incurred, that is, for which the insurer has become
obligated to make payment, on or prior to the valuation date. On these claims,
payments expected to be made afier the valuation date for accrued and unaccrued
benefits are liabilities of the insurer which should be provided for by establishing
claim reserves; or
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(b) Claims which are expecied to be imecwrred after the valuation 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.

TERMINAI RESERVE. This is the reserve at the end of a contract year, and is defined as the
present value of benefits expected to be incurred after that contract year minus the presernt value of
future valuation net premiums.

UNEARNED PREMIUM RESERVE. This reserve values that portion of the premium paid or due
{0 the insurer which is applicable to the period of coverage extending beyond the valuation date.
Thus if an annual premium of $120 was paid 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 on a valuation net premium basis.

VALUATION NET MODAL PREMIUM. This is the modal fraction of the valuation net annual
premium that corresponds to the gross modal premium in effect on any contract to which contract
reserves apply. Thus if the mode of payment in effect is gquarterly, the valuation net modal
premium is the quarterly equivalent of the valuation net annual premium.

APPENDIX C. RESERVES FOR WAIVER OF PREMIUM
{(Supplementary explanatory material)

Waiver of premium reserves involve several special considerations, First, the disability valuation
tables promulgated by the NAIC are based on exposures that include contracis on premium waiver
as in-force contracts. Hence, contract reserves based on these tables are NOT reserves on “active
lives” but rather reserves on contracts “in force.” This is true for the 19684 CDT ard for both the
“1985 CIDA and CIDB tables.

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

Claim reserves should include reserves for 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 contracts,
valuing as a minimum the unearned modal valuation net premium being waived.

Contract reserves should include recognition of the waiver of premium benefit in addition to
other contract benefits provided for, valuing 25 a minimum the valuation net premium to be
waived.

If an insurer is, instead, valuing reserves on what is truly an active life table, or if a specific
valuation table is not being used but the insurer’s gross premiums are calculated on a basis that
includes in the projected exposure only those contracts for which premiums are being paid, then it
may not be necessary to provide specifically for waiver of premium reserves. Any insurer using
such a true “active life” basis should carefully consider, however, whether or not additional liability

should be recognized on account of premiums waived during periods of disability or during elaim
continuation. : ‘
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Legislative History (all references are to the Proceedings of the NAIC).

1988 Proc. I 9, 23-25, 851-658, 705 fadopted new model).

1988 Proc. IT 13, 23-24, 467, 875 (adopted technical amendment).
1991 Proc. IT 25, 58, 719, 1257-1284 (amended and reprinted).

1883 Proc. I8, 136, 820, 1460-1462 (amended).

1853 Proc, Ist Quarter 3, 34, 266, 438-446 (amended and reprinted).

The following has been superseded by the model above:
Reserve Standards for Individual Healtk Insurance Policies

1841 Proc. 160-182 (adopted).

1957 Proe. 175, 77, 78-85, 107 (umended).

1959 Proc. I 30 (reaffirmed).

1965 Proc. I 71, 73-86, 88 (adopted 1964 Commissioners Disability Table).

1981 Proc. II 27, 35, 558, 561, 778, 781, 823-826 (amended).

1985 Proe. IT 11, 23, 564, 5687-569, 608-612 (cancer tables added).

1986 Proc. 1 601-605 (Contains amendments adopted in June 1985 but omitted from that Proceedings).
1886 Proc. I 8, 23, 547, 557.558, 666 (Appendix A amended).
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Health Insuranes Association of America

Pt
July 23, 1995

Ms. Donna S. Quensenberry RE C Eil VE D
Associate Counsel o o
e . HL 2 8 1995
West Virginia Insurance Commission iUl £
PO Box 50540
. LEGAL DIVISION
2019 Washington Street, East W. VAL INS. pepT,

Charleston, WV 25305

Dear Ms. Quensenberry y

Mmy
Sl

The Health insurance Association of America (HIAA) is a Washington, D.C.
based trade association of the nation's leading commercial insurance carriers.

HIAA supports the adopticn by the states of the NAIC Model relating to Minimum
Reserves for Health [nsurance on which Rule Series 44 is based. Consequently, the
following recommended changes are primarily designed to bring the proposed wording
into compliance with the model.

. Effective Dates and Scope

Since this is a new regulation for West Virginia, it does not seem appropriate to atiempt
to adopt reserve standards for policies which may be several years to decades old.
Especially for contract and claim reserves, arequirement to use a specific table should
be prospective. Note that since the majerity of companies are subject {0 these tables in
other states, that use of a January 1, 1996 date for West Virginia would not result in
significant changes for most companies. In addition, the model does require that the
reserve be adequate {using a gross premium valuation for testing) . Therefore, we
recommend that specific tables in Appendix A be limited to the those that would apply
after a January 1, 1996 effective date which would be specified in 114-44-1.4.

1. NAIC Mcdel Changes

It appears to us that you may have relied upon an oider version of the NAIC modei
which does not include several recent changes. Changes which have been approved
by Plenary in December, 1992 are in the atiached version. They involve Claim
Reserves (additional use of company specific data in certain situations, interest rate
basis} and Coniract Reserves (mortality tables specified).

555 13th Streer, NW Suite 600 East, Washington DC 20004-1109 202/824-1600




If the West Virginia model is to be applied to policies issued before the effective date,
you should aiso be aware that the NAIC is currently considering a clarification in
114-44-8.2D so that minimum reserves for LTC policies issued before the adoption of
the one-year full preliminary term method would be based on the two year method.

-

HIAA appreciates the opportunity to comment on the regulations. Please give
me a call if you would like to discuss our comments with me. | c¢an be reached at

202-824-1703.

Sincerely,

William C. Weller, FSA, MAAA
Senior Actuary

c/c. Randy Cox
Lynne Fritter
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Section 1. Introductiecn
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Appendix B. Glossary of Technical Terms Used

Appendix C. Reserves for Waiver of Premium

saction 1. Introducticn

A. Scope

These standards apply teo all individual and group health [accident
and sickness] insurance coverages except credit insurance.

When an insurer determines that adeguacy of its health insurance
regerves reguires resarves in excess of the minimum standards
specified herein, such increased reserves ghall be held and shall
be considered the minimum resarves for that insurer.

With respect <to any bleck of contracts, or with respect to an
insurer's health business as a whole, a prospective gross premium
valuation is the ultimate test of r=serve adequacy as of a given
valuaticn date. Such a gross premium valuation will take into
account, for contracts in force, in a claims status, eor in a
ceontinuation of benefits status on the valuation date, the present
value as of the wvaluation date of: all expected benefits unpaid,
all expected expenses unpaid, and all unearned or expected premiums,
adjusted for future premium increases reascnably expected tc be put
inte effect.

such a gross premium valuation is to be performed whenever a
gignificant doubt exists as to reserve adegquacy with respect to any
majer bleck ¢f contracts, or with respect to the insurer's heslth
business as a whole. In the event inadeguacy is found to exist,
irmediate loss recognition shall be made and the reserves restored
to adegquacy. Adequate reserves (inclusive of claim, premium and
contract reserves, if any) shall be held with respect to all -

Copyright © 1952 by HAIC




S8ection 2.

A.

contracta, regardless of whether contract regerves are required for
such contracts under these standards.

Whenaver minimum regerves, asz defined in these atandards, excead
reserve reguirements as determined by a prospective gross pramium
valuaticn, such ninimum reserves remain the minimum requirement
under these standards.

Categories of Raserves

The following secticns set forth minimum standards for thres
categories of heslth insurance resarves:

Section 2. <Claim Reserves
Section 3. Premium Resarves
Secticn 4. Contract Reserves

Adequacy of an insurer's health insurance reserves is to be
determined on the bagis of all three categories cocmbined. Howsver,
these standards emphasize the importance of determining appropriate
reserves for each of the three categeries separately.

Appendices

Thesa gtandards contain twe appendices which are an integral part of
the standards, and cne additional "supplexentary” appendix which i=s
not part ¢f the standards as such, but i= included for explanatory
and illustrative purposes only.

Appendix A. Specific minimum standards with respect to merbidity,

mortality and interest, which apply to claim reserves according %o
vear of incurral and to contract reserves according to year of

issue.

Appendix B. Glcssary of Technical Terms used.

Appendix C. (Supplemsntary) Waiver of Premium Reserves.
Claim Reserves

General

(1) Claim reserves are regquired for all incurred but uﬁpaid claims
on all health insurance policies.

{2) Appropriate claim expense reserves are raquired with respect
to the estimated expense of sgettlement of all incurred but
unpaid claims.

(3) All such reserves for prior valuation years are to be tested
for adequacy and reasconablen=ss aleng the lines of claim
runoff schedules in accordance with the statutory financial

copyTight @ 1992 by WALC 2




statement including consideration of any residual unpaid

liability.
B. Minimum Standards for Claim Reserves
(1) Disability Inccme
(&) Interest. The maximum interest rate for claim regerves

is specified in Appendix A.

[§-! Morbidity. Minimum standards with respect to morbidity
are thogse specified in Appendix As—, except that, at the
option of the insurer—;

iy For c¢laims with a duration froem date of
digablamant of lessgs than two years, regerves
may be based on the insurer's experience, 1if
such experience is considered credible, or upon
other agsumptions designed to place a sound
value on the liabilities.

QHIQEI‘ 2n fgm date of disablement of gora &ban
two years but less thap five vyears regarves
itn ti ” : —
i b ! ] whi
p . ; p s -
i Y ] - ) J I' E:’_‘]:ﬁ: ;;: E!I;h
approval of a plan of modi fication to the
] : oolude:
- 3 s 5 T4 i
- a' 1 £ 1 L) '
bl L] 'S - K -
reReIves;
- 9 3 A m ot F A - -
- : : -
T =3 a ification wou
on the insurer's last filed annual
- - -
- 7 - 1
< £+ 3 - *
state of domicile; and
- 3 1y
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Section 3.

A.

{c) Duration of Disablemant. For contracts with an
elimination period, the duration ¢f disablement should
be measured as dating from the time that benefits would
have begun to accrue had there been no elimination
period.

{(2) All Other Benefits

(a) Interest. The maximum interest rate for claim regarves
ie specified in Appendix A.

(b) Morpidity or other Contingency. The regerve shcould be
bagsed cn the insurer’'s experience, if such experisnce is
consicdered credible, or upon other assumptions designed
to place a gound value on the lisbhilities.

Claim Reserve Methods Generally

Any generally accepted or reascnable actuarial methed or ccmbinaticn
of methods may be used to estimate all claim liabilities. The
methods used for estimating liabilities generally may bes aggregate
methods, or wvarious reserve itams may be saparately valued.
Approximations based on groupings and averages may alsco be emplcoyed.
Adequacy of the claim resarves, however, shall be determined in the
aggregate.

Premium Regaerves

Gensral

(1) Unearned premium reserves are required for all contracts with
respect to the period of coverage for which premiums, other

than premiume paid in advance, have been paid beyond the date
of valuation.

(2} If premiums due and unpaid are carried as an asset, such
premiums must Le treated as premiums in force, subject to
unearned premium reserve determination. The wvalue of unpaid

commissions, prexium taxes, and the cost of ccllaction
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B.

saection 4.

A.

associated with due and unpaid premiums must be carried as an
offsetting liability.

{3} The gross premiume paid in advance for a period of covarage
commencing a‘fter the next premium due date which folleows the
date of valuation may be appropriately discounted to the
valuation date and shall be held either as a separate
liabilicy or as an addition to the unearned premium reserve
which would otherwise be required as a minimum.

Minimum Standards feor Unearned Premjum Reserves

{13} The minimum unearned premium reserve with respect to any
contract is the pro rata unearned modal premium that applies
to the premium pericd beyond the valuation date, with such
prerium determined en the basis of:

(a) The valuaticn net modal premium on the contract reserve
basis applying tc the contract; or

{b) The gross modal premium for the ceontract if no contract
reserve applies.

(2) However, in no avent may the sum of the unearned premium and
contract reserves for all contracts of the insurer subject to
contract reserve regquiremsnts be leas than the gress modal
unearned premiuz reserve on all such contracts, as of the date
of wvaluation. Such reserve =ashall never be less than the
expected claims for the period beyond the wvaluation date
represented by such unearned premium reserve, to the extent
not provided for elsewhere.

Premium Reperve Methods Generally

The insurer may emplecy suitable approximations and estimates;
including, but not limited to groupings, averages and aggregate
estimation; in camputing premium reserves. Such approximations or
estimates should be tested periodically to determine their
continuing adequacy and reliability.

Contract Reserves

Genaral

(1) Contract reserves are required, unless otherwise specified in
Saction 4A(2) for:

(&) All individual and group contracte with which level
preniums are used; or

(B All individual and group contracts with respect o
which, due to the gross premium pricing structure at
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(2)

(3)

issne, the value of the future benefits at any time
exceads the value of any appropriate future wvaluaticn
net premiums at that time. The values specified in this
Subparagraph (b) shall be determined on the basis
specifiad in Section 4B.

Contracts not reguiring a contract reserve are:

(&) Ceontracts whick cannot be continued after cne year from
issue; or

{Db) Contracts already in force on the effective date of
these standards £for which no contract reserve was
required under the immediately preceding standards,

The contract reserve ip in addition to claim reserves and
prezium reserves.

(4) The methods and preocedures for contract regarveg should be
consistent with those for claim resarves for any contract, or
else appropriate adjustment must be made when nacessgary to
assure provision for the aggregate liability. The definition
©f the date of incurral must be the same in both
determinations.

3. Minimum Standards for Contract Reserves

(1 Dasis

(&) Morbidity or other Ceontingency. Minimum standards with
respect to merbidity are those set forth in Appendix A.
Valuation net premiums used under each contract must
have a structure consistent with the gross premium
structure at issue of the contract ag this relates to
advancing age of insured, contract duration and pericd
for which gross premiums have bean calculated.

Contracts for which tabular morbidity standards are nct
specified in Appendix A shail be valued using tables
established for reserve purposes by a qualified actuary
and acceptable to the Commissicner.

Drafting Xote: The consistency between the gross premium structure and the

valuation net premium is reguired only at issue, because the impact on such

conglstency after
8till under study.

Copyright € 1992 by XaIC

issue of regulatory restrictions on premium rate increases is

(b} Interest. The maximum interest rate is specified in
Appendix A.
(e) Termination Rates. Termination rates used in the

computation o©of reserves shall be on the basis of a
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mertality table as specified in Appendix A except as
noted in the following paragraph.

Under contracts for whieh pramium rates are nect
guaranteed, and where the effects of insurer
underwriting are specifically used by policy duration in
the wvaluation morbidity standard or for return eof
premium or other deferred cash benefits, total
termination rates may be used at ages and durations
where these exceed specified mortality table ratez, but
not in excess of the lesser of:

(1) Eighty percent of the total termination rate
used in the calculation c¢f the gross premiums,
or

(1i) Eight percent.

Whare a morbidity siandard specified in Appendix A is eon
an aggregate basis, such morbidity standard may be
adjusted to reflect the effect of insurer underwriting
by poliecy duration. The adjustments must be appropriate
te the underwriting and ©be acceptable to  the
Cermmissicner.

Regerve Method.

(i} For insurance except long-term care and return
of premium or other deferred cash benefits, the
minimum reserve is the reserve calculated on
the two-year full preliminary term method; that
is, under which the tearminal reserve is zeroc at
the first and alss the seceond contract
anniversary.

(i) For long-term care insurance, the minimum
reserve is the reserve calculated on the cne-
vear full preliminary term method.

(iiiy For return of premium or cther deferred cash
benefits, the ninimum reserve is the reserve
calculated ag fellows:

On the one year preliminary term methed if such
benefits are provided at any time befcre the
twentieth anniversary;

on the two year preliminary term methed if such
benefits are only provided on or after 1the
twentieth anniversary.




The prelirminary term method may be applied only in
relation to the date of issue of a contract. Reserve
adjustments introduced later, as a result of rate
increases, revisions in assumptions (e.g., projectad
inflation rates) or for other reasons, are to be applied
immediately as of the effective date of adoption of the
adjusted basis.

{e) Negative Reserves. Kegative reserves on any benefit may
be offset against positive reserves for other benefits
in the sams contract, but the total contract reserve
with respect tec all benefits combined may not be less
than zero.

C. Alternative Valuation Methods and Assumptions Generally

Provided the contract reserve on all contracts to which an
alternative method or basis is applied is not less in the aggregata
than the amount determined according to the applicable standards
specified above; an insurer may Use any reagcnable agsumptions as to
interest rates, termination and/or mortality rates, and rates of
morbidity or other contingency. Alac, subject to the preceding
cendition, the insurer may employ methods other than the meathods
stated abeve in determining a scund value of its liabilities under
such contracts, including, but not limited to the following: the
net level premium methed; the one-year full prelimirary term method;
prospective valuatien on the bagis of actual grose premiumg with
reasonable allowance for future expenses; the use of approximations
such as those invelving age groupings, groupings of several years of
issue, average amounts of indemnity, grouping of similar contract
forme; the ccmputatidh of the reserve for one contract benefit as a
percentage of, or by other relation to, the aggregate contract
regerves exclugive of the benefit or benefits so valued; and the use
of a composite annual claim cost for all or any cambination of the
benefits included in the contracts wvalued.

D. Tests For Adeguacy and Reascnableness of Contract Researves

Annually, an apprepriate review shall be made of the insurer's
prospective contract liabilities on contracts valued by tabular
regerves, to determine the continuing adequacy and reasonableness
of the <tabular reserves giving consideration to future gross
premiums. The insurer shall make appropriate increments to such
tabular reserves if sguch tests indicate that the basis of such
reserves is no lenger adequate; subject, however, to the minimum
standards of sSection 43.

In the event a campany has a contract or a group of related similar
contracts, for which future gross premiums will be restricted by
contract, insurance department regqulations, or for other reascns,
such that the future grogss premiums reduced by expenses for
adminigtration, commissions, and taxes will be insufficient to cover
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future claims, the company shall establigh contract reserves for
such shoxrtfall in the aggregate.

Section 5. Relnsurancae

Increases to, or credits against resgerves carried, arising because of
reinsurance agsumed or reinsurance ceded, must be determined in a manner
consigtent with these minimum reserve standards and with all applicable
previsiens of the reinsurance contracts which affect the insurer’'s liabilities.

APPERDIX A. SPECIFIC STANDARDS FOR MORBIDITY, INTEREST AND MORTALITY

I. HORBIDITY

A. Minimum morbidity standards for valuation of specified individual
contract health insurance benefitas are as follows:

(1} Disability Inccme Benefits Due te Accident or Sickness,

{a) Contract Reserves:

Contracts issued on cor after January 1, 1%65 and prior
to January 1, [YRAR]:
The 1964 Commiseicners Disability Table {64 CDT).

Contracts issued on or after January 1, [YEAR]:
The 1985 Comnissioners Individual Disability
Tables A (85CIDA); or

The 1985 Commisgioners Individual Disability
Tables B (BSCIDRB).

Centracts issued during [YRAR or YEARS]:
Opticonal use of either the 1964 Table or the 1985
Tables.

Each insurer sghall elect, with respect to all individual
contractes issued in any one statement year, whether it
will use Tables A or Tables B az the minimum standard.
The insurer may, howsver, alect to use the other tables
with respect to any subsequent statement yeaxr.

{b} Claim Raserves:
The minimur morbidity standard in effect for contract
resarves on currently issued contracts, as of the date

the claim iz incurred.

(2) Hospital Benefitg, Surgical Benefits and Maternity Benefits
{Scheduled benefits or fixed time pericd benefits only).
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(&) Contract Resgerves:
Contracts issued on or after January 1, 1355, and before
January 1, 1982:
The 15356 Intercompany Hospital-Surgical Tables,
Contracts issued on or after January 1, 1982:
The 1974 KMedical Expense Tables, Table A&,
Transactions of the Socliety of Actuaries, Volume
XXX, pg. 63. Refer to the paper (in the same
volume, pg. 9) to which this table ia appended,
including its discusasicns, for  methods of
adjustmant for benefits not directly valued in
Table A: "Develcopment of the 1974 Medical Expense
Benafitg,” Boughton and Welf.
{b) Claim Regerves:
¥o specific standard. See (5).

(2) Cancer Zxpense Banafits (Scheduled benefits cor fixed time
pericd benefits only).

(a) Contract Resgerves:

Contracts issued on or after January 1, 158&:
The 1985 NATC Cancer Claim Cost Tables.

{b) Claim Reserves:
No specific standard. See (5).
(4) Accidental Death Benefits.
{a) Contract Reserves:

Contracts issusd on or after January 1, 15965:
The 1955 Accidental Death BeneiZits Table.

(b) Claim Reserves:
Actual azmcunt incurred.
(5) Cther Individual Contract Benefita.
(a) Contract Reserves:
For all other individual contract benefits, morbidity
assumptions are te be determined as provided in the

regerve standards.

(b) Claim Reserves:
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For all benefits other than disability, c<¢laim reserves
are to be deatermined as provided in the standards.

B. Minimum morbidity standards for valuation of specified group
contract health insurance benefits are as followa:

(1} Disability Incocme Benefits Due to Accident or Sickness.
(aj) Contract Reserves:
Contracts issued prior to January 1, [YEAR]:
The sams bagis, if any, as that employed by the
insurer as of January 1, [SAME YEAR];
Contracts issued on or after January 1, [YEAR]:
The 1987 Commissioners Group Disability Income
Table {87CGDT).
() Claim Reserves:
For claims incurred on or after January 1, [YEBAR]:
The 1987 Commissioners Group Disability Inccoos

Table (87CGDT);

For claima incurred prior to January 1, [YEAR]:
Use of the 87CGDT is optioconal.

{2) Other Group Contract Benefitsg.
fa) Contract Reserves:
For all other group contract benefits, morbidity
assumptions are to be deternined as provided in the
regserve standards.

(b) Cilaim Reserves:

Tor all bepefits other than disability, claim reserves
are to be determined as provided in the standards.

II. INTEREST

A. For contract reserves the maximum interegt rate is the maximum rate
permitted by law in the valuaticn of whole life insurance issued on
the same date 2g the health insurance contract.

B. For claim reserves op policies that rIeguire contract reserves, the
maximum intersst rate is the maximum rate permitted by law in the
valuation of whole life insurance issued on the sama date as the
claim incurral date.
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III. MORTALITY

A. Except ag provided in Subgection B, tFhe mortality basis used shall

be according to a table (but without use of selection factors)
permitted by law for the valuation of whole life insurance issued on
the game date as the health insurance contract.

APPENDIX B. GLOSSARY OF TECHRICAL TERMWS USED

As used in this wvaluation standard, the following %terms have the following
meaning:

ANNUAL~CLAIM COST. The net annual cost per unit of benefit before the additien
of expenses, including claim settlement expenses, and a margin for profit or
contingencies. TFor example, the annual claim cost for a $100 monthly disability
benefit, for a maximum disahility benefit period o©f one year, with an
eliminaticn pericd of cne week, with respect to a male at age 35, in a certain
occupation might be §12, while the gross premium for this benefit might be $18.
The additicnal $6 would cover expenses and profit or contingencies.

CLAIMS ACCRUED. That perticn of claims incurred on or prior to the valuation
date which result in liability of the insurer fer the payment of benefits for
medical services which have been rendersd on or prior to the valuation date, and
for the payment of benefits for days of hospitalization and days of disability
which have occurred on or prior to the valuation date, which the insurer has not
paid as of the valuation date, but for which it is liable, and will have to pay
after the valuation date. This liability is scmetimas referred toc as a
liability for "accrued” benefits. A claim reserve, which represents an estimate
cf this accrued claim liability, must be established.

CLAIMS REPORTED. When an insurer has been informed that a claim has been
incurred, if the date reported is on or prior to the valuation date, the claim
is considered as a reported claim for annual statement purposes.

CLAIME UNACCRUED. That porticn of claims incurred oo or prior to the valuation
date which result in liability of the insurer for the payment of benefits for
naedical services expected to be rendsred after the valuation date, and for
benefits expected to be payable for days of hospitalization and days of
disability occurring after the wvaluaticn date. This liability is sometimes
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raferrad to as a liability for unaccrued benefits. A claim reserve, which
represents an estimate of the unaccrued claim payments expected to De made
(which may or may not be discounted with interest), must be established.

CLAIMS UNREPORTED. When an insurer has not been infeormed, on or before the
valuation date, concerning a claim that has bean incurred on or pricr to the
valuation date, the claim is considersd as an unreported claim for annual
statement purpcses,

E _OF I T. The earliiest date the insured is considersd as being
dizabled under the definition of disability in the contract, based on a doctor's
evaluation or other evidence. Normally thig date will coincide with the start
of any elimination periocd.

ELIMINATION PERIOD. A specified number of days, weeks, or months starting at
the beginning of each period of loss, during which no benefits are payable.

GROSS PREMIUM. The amount of premium charged by the insurer. It includes the
net premium (based on claim-cost) for the risk, together with any loading for
expenseg, profit or contingencies.

GROUP INSURANCE. The term group insurance includes blanket insurance and
franchise insurance and any other forms of group insurance.

&REVEL PREMITM. A premium calculated to remain unchanged throughout either the
lifetime of the policy, or for scme shorter projected period of years. The
premium need not be guaranteed; in which case, although it is calculated to
remain level, it may be changed if any of the assunmptions on which it was based
are revised at a later time,

Generally, the annual claim costs are expacted to increase each year and the
insurer, instead of charging premiums that correspondingly increase each year,
charges a premium calculated tec remain level for a pericd of years or for the
lifetime of the contract. 1In this case the benefit portion of the premium is
more than needed to provide for the cost of benefits during the earlier years of
the policy and less than the actual cost in the later years. The building of a
prospective contract reserve is a natural result of level premiums,

WONG=TERM CARE INSURANCE. Any insurance policy or rider advertised, marketed,

coffered or designed to provide coverage for not less than twelve (12}
consecutive months for each covered person on an expense incurred, indemnity,
prepaid or other basis; for cne or pore necessary or medically necessary
diagnostic, preventive, therapeutic, rehabilitative, maintenance or perscnal
care services, provided in a setting other than an acute care unit of a
hospital. Such term alsoc includes a policy or rider which provides for paynant
©of benefits based upon cognitive impairment or the loss of functional capacity.
Long-term care insurance may be issued by insurers; fraternal benefit societies;
ronprofit health, hospital, and medical service corporations; prepaid health
plans; health maintenance organizations or any similar organization to the
extent they are otherwise authorized to issue life or health insurapnce. Long-
term care insurance shall not include any insurance policy which is cffered
primarily to provide basic Medicare supplement coverage=, basic hecgpital expense
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coverage, basic medical-surgical expense coverage, hespital confinement
indemnity coverage, major medical expense coverage, disability income or relatad
asset-protection coverage, acscident only coverage, specifiad diseage or
specified accident coverage, or limited benefit health coverage.

MODAL PREMIUM. This refers to the premium paid on a contract based on a premium
term which could be annual, semi-annual, guarterly, monthly, or weekly. Thus if
the annual premjum is $100 and if, instead, monthly premiums of $9 are paid then
the modal premium is §9.

NEGATIVE RESERVE. Normally the terminal reserve is a positive value., Eowaver,
if the values of the benefits are decreasing with advancing age or duraticn it
could be a negative value, called a negative researve.

I z VB . Under this method of wvaluation the valuation
net premium for each year falling within the preliminary term period is exactly
sufficlent to cover the =sxpscted incurred claims of that year, sc that the
terminal reserves will be zero at the end of the year. As of the end of the
preliminary term periocd, a new constant wvaluation net premium (or stream of
changing valuation premiums) becomss applicable such that the present value of
all such premiums is equal te the present value of all claims expacted to be
incurred folloewing the end of the preliminary term period.

PRESENT VALUZ OF AMOUNTS NOT VvET DUR ON CLAIMS. The resarve for "claims
unaccrued” {see definition), which may be discounted at inter=st.

EESERVE. The term "reserve” is used to include all items of benefit liability,
whether in the nature of incurred claim liability or in the nature of contract
liability relating to future periods of coverage, and whether the liability is
accrued or unaccrued.

An insurer under its contracts promises benafits which result in:

(a) Claims which have been incurred, that is, for which the insurer
has become obligated te make payment, on or pricor to the vaiuation
date, On these c<laims, payments expected to be made after the
valuation date for accrued and unaccrued benefits are liabilities of
the insurer which should be provided for by establishing claim
reserves; or

{b) Claime which are expected to be incurred after the valuaticn date.
Any present liability of the insurer for these future claims should
be provided =£or by the establishment of contract reserves and
unearned premium reserves,

ZRMINAL . This is the resarve at the end ¢f a contract year, and is
defined as the present value of benefits expected to be incurred after that
ceontract year minus the present value of future valuation net premiums.

USEARNZD PREMIUM RESERVE. This reserve values that portion of the premium paid

or due to the insurer which is applicable to the period of coverage extending
beyond the wvaluaticn datae, Thus 1f an annual premium of $120 was paid on

[y
i~
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November 1, $20 would be earned as of December 31 and the remaining $100 would
be unesarned. The unearned premium rezerve could be on a gross basis as in this
exanmple, or on a valuation net premium basis.

VALUATION NET MODAL PREMIUM. This is the modal fraction of the valuation net

annual premium that corresponds tc the gross modal premium in effect on any
coentract toc which contract reserves apply. Thus if the mode of payment in
effect is quarterly, the valuation rnet modal premium is the quarterly eguivalent
of the valuation net annual premium.

APPERDIX C. RESERVES FOR WAIVER OF PREMIUM {Supplementary explanatory matarial)

Waiver of premium raserves invelve meveral special considerations. First, the
digability valuaticon tables premulgated by the NAIC are based on exposures that
inciude contracts on premium waiver as in-force contracts. Hence, contract
reserves based on these tables are NOT reserves on ~active lives™ but rather
regerves on contracts "in force.” This is true for the 1964 CDT and for beth the
1385 CIDA and CIDB tables,.

Accordingly, tabular reserves using any of these tables sheould value ressrves cn
the following basis:

Claim regerves should include reserves for premiums expected to be waived,
valuing as a minimum the valuation net premium being waived.

Fremium reserves should inslude contrastis con premium waiver ag in-force
contracts, valuing as a minimum the unearned modal valuation net premium
being waived.

Contract reserves should iInclude recognition of the waiver of premium
benefit in additien to other contract benefits provided for, valuing as a
ninimum the valuation net premium te be waived.

If an inascrer is, instead, valuing reserves on what is truly an active life
table, or if a specific valuation table is not being used but the insurer'sz
gross premiums are calculated on a basis that includes in the projected exposure
only those contracts for which premiums are being paid, then it may not be
necessary tec provide sgpecifically for waiver of premium reserves. Any insurer
using such a +true “active 1l1life” basisg should carefully conaider, however,
whether or not additional liability should be recognized on account of premiums
waived during periods of disability or during claim continuation.

drafes'\misc\anres?
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