WEST VIRGINIA
SECRETARY OF STATE FIL
ADMINISTRATIVE LAW DIVISION Nov 27 0 s oy +
FH *95
Form #4
TSESRELAE ST STt
NOTICE OF RULE MODIFICATION OF A PROPOSED RULE
AGENCY: Insurance Commissioner TITLE NUMBER: 114
AMENDMENT TO AN EXISTING RULE: YES No_ X
IF YES, SERIES NUMBER OF RULEBEINGAMENDED: .. —
TITLE OF RULE BEING AMENDED:
IF NO, SERIES NUMBER OF NEW RULE BEING PROPOSED: _S8Zies 24
Individual and Group Health Insurance Contracts -
THE ABOVE PROPOSED LEGISLATIVE RULE, FOLLOWING REVIEW BY THE LEGISLATIVE RULE
MAKING REVIEW COMMITTEE IS HEREBY MODIFIED AS A RESULT OF REVIEW AND COMMENT
BY THE LEGISLATIVE RULE-MAKING REVEEW COMMITTEE. THE ATTACHED MODIFICATIONS ARE
FILED WITH THE SECRETARY OF STATE.
buthorized 8i gnat
N




-

114CSR44

LEGISLATIVE RULE
INSTRANCE COMMISSIONER

SERIES 44

MINIMUM RESERVE STANDARDS FOR INDIVIDUAL AND GROUP

Section

Appendix A.

Appendix B.

Appendix . C.

HEATL,TH INSURANCE CONTRACTS

Authority.

Purpose.

Scope.

Categories of Reserves.
Appendices.

Claim Reserves

Premium Reserves
Contract Reserves
Reinsurance ~
Severability

Specific Standards for Morbidity,
Mortality

Glossary of Technical Terms Used

Reserves  for Waiver of Premium
explanatory material)

Intereszt and

(Supplementary




114C5SR44

LEGISLATIVE RULE
INSURANCE COMMISSIONER

SERIES 44
MINIMUM RESERVE STANDARDS FOR INDIVIDUAL AND GROUP
HEALTH INSURANCE CONTRACTS

§ 114-44-1. Authority.

1.1. Scope. -- This legislative rule establishes minimum
regserve standards for all individual and group health [accident and
sickness] insurance coverages, except c¢redit insurance.

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

1.3. Piling date. --
1.4. Effective date. --
§ 114-44-2. Purpose.

2.1. The purpose of this rule is tc establish the minimum
reserve standards for individual and group health (accident and
sickness) insurance coverages.

§ 114-44-3. Scope.

3.1. When an insurer determines that the adeqguacy of 1its
health insurance reserves reguires reserves 1in excess of the
minimum standards specified in this rule, the increased reserves
shall be held and shall be considered the minimum reserves for that

insurer.

3.2. With respect to any block of contracts, or with respect
to an insurer's health business as a whole, a prospective gross
premium valuation is the ultimate test of reserve adeguacy as of a
given valuation date. The gross premium valuation shall take into
account, for contracts in forece, in a c¢laims status, or in a
continuation of benefits status on the valuation date, the present
valus as of the valuation date of: all exvected benefits unpaid,
all expected expenses unpaid, and all unearned or expected
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premiums, adjusted for fuiure premium increases reasonably expected
Lo be put inte effect. T

3.3. The insurer is to perform a gross premium wvaluation
whnenever a significant doubt exists as to reserve adecuacy 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
raservas restored to adeguacy. hdeguate reserves {(inclusive of
claim, premium and contract reserves, 1f any) shall be held with
respect to all contracts, regardless of whether contract reserves
gre required for the contracts under the standards in this rule.

3.4. Whenever wminimum reserves, ag defined in this rule,
exceed reserve regulrements as determined by a prospective gross
premium valuation, the minimum reserves remain the minimum
reguirement under this rule.

§ 11l4-44-4. Categories of Reserves.

4.1. This zrule establishes minimum standards for three
categories of health insurance reserves: claims ressarves, premnium
reserves and contract reserves.

4.2. The adequacy of an insurer's health insurance reserxrves is
to be determined on the basis of all three categories combined.
However, this zrule emphasizes the importance of determining
appropriate resexrves fox each of the three categories separately.

§ 114-44-5. Appendices.

5.1. This rule contains two appendices which are an integral
part of the standards, and one additional "supplementary" appendix
which i1s not part of the standards as such, but is included for
explanatory and illustrative purposes only.

a. Appendix A sets forth specific minimum standards
with respect to meorbidity, mortality and interest, wiich apply to
claim reserves according to year of incurral and to contract
reserves according Lo year of issue. '

b. . Appendix B sets forth a glossary of technical terms
usged. : ,
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c. Lppendix C is a2 supplementary avpendix which
establishes standards for reserveg taking intfo consideration
walver of premium. .

§ 1l4-44-5. Claim Reserves.
£.1. General.

a. Claim reserves are reguired £for ali incurred but
unpaid claims on all health insurance policies.

b. Appropriate claim expense regerves are regquirad with
raespect .to the estimated expense of settlement of 21l incurred but
unpaild <laims. -

¢. . All claim reserves for prior valuation years are to
be tested for adequacy and reasonableness along the lines of claim
runcff schedules in accordance with the statutory financial
statement including consideration of any residual unpaid liability.

§.2. Minimum Standards for Claim Ressrves.

a. Disability Income.

A, Interest. The maximum interest rate for claim
ressrves is spacified in Appendix A of this rule.

B. Morbidity. Minimum standards with respect to
morbidity are those specifled in Abpendlx L of this rule; except

that, at the option of the insurer:

{a) For claims with a duration from date of
digableament <f less than two vears, reserves may be based on the
insurer's experience, 1f the experience is considered credible, or
upon other assumptions deSLgred te plagce a scund value on the
liabilities; and : -
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(b) For group disability income claims with a
duration from date of disablement of more than twe (2) years but
less than five (5) vyears, reserves may, with the approval of the
commissioner, be kased on the insursr's experience for which the
insurer maintains underwriting and claim administration control.
The raguest for approval of a plan of modification te the ressrve
basis must include: - -

(A) An analysis of the credibility of the
experience;

(B) A description c¢f how =211 of the
insurer's experience 1s proposed to be used in setting reserves;

(C) A description and guantification 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
propesed plan of modification by the commissioner of the state of
domicile; and : -

(F) &Any other information c¢onsidered
necesgsary by the commissioconer.

C. 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 accrue
had thers been no eliminaticn psriod.

E. All Other Benefits.

A, Interest. The maximum interest rate for claim
reserves 1s sgpecifisd in Appendix A of this rule.
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B. Morbidity or other Contingency. The reserve
should be based cn the insurer's experience, if the experience is
considerad credible, or upon other assumptions designed to place a
sound value on the liabilities.

£.3. Claim Reserve Methods Generally.

a. The insurer may use any generally accepted or
raggeonakle aztuarial method ¢or combination of methoeds toe estimate
a2ll claim ligbilities. The metheds used for estimating liabilities
generally may be aggregate methods, or various reserve items may be
separately valued. Approximations based on groupings and averages
may also be employved. Adeguacy of the claim reserves, howsver,
shall be detexrmined in the aggregate.

§ 114-44-7. Premium Reserves.
7.1. General.
a. Unearned premium reserves are regquired Ffor all
contracts with respect to the periocd of coverage for which

premiums, other than premiums pald in advance, have been wvpaid
beyend the date of valuation.

b. If premiums due and unpaid are csarried as an asset,
Che premiums must be treated as premiums in force, subject to
unearnsed premiunm reserve determination. The wvalue of unpzid

commissions, premium taxes, and the cost of collectiion assoclatad
with due and unpaild premiums must be carried as an offgetting
liability.

c,. The gross prxemiums paid in advance for a pericd of
coverage commencing after the next vremium due date which follows
the date of wvaluation may be appropriately discounted  to the.
avaluation date and shall be held elther as a separate liability or
as an additicon to the unearned premium reserve which would
otherwige be regquired as a minimum.

7.2. Minimum Standards for Unearnsed Premium Reserves.
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a.. The minimum unearned premium resserve with respect to
any contract is the pro rata unearned modal premium that applies to
the premium veriod bayond the valuaticn date, with the premium
determined on the basis cf:

L. The valuation net modal premium on the contract
reserve basis applying to the contract; or

3. The gross modal premium for the contract if no
contract raserve applies.

b. However, in nc event may the sum of the unearned
premium and contract .reserves for all contracts of the insurer
subject tTo c<contract reserve requirements be less than the gross
modal unearmed premium reserve on all such contracts, as of the
date of wvaluation. The reserve 'shall never be less tThan the
expaectad. <¢laims for the period beyond the valuaticon date
represented by the unearned premium reserve, to the extent not
provided for-elsewhere.

7.3. Premium Reserve Methods Generally.

a. The insurer may employ suitable approximations and
estimates; including, but not limited to groupings, averages and
aggregabse estimaticon; 3in computing premium reserves. The

approximations or estimates should be tested pericdically to
determine their continuing adeguacy and reliability.

§ 114-44-8, Contract Regerves.
2.1. General. )
2. Contract zresgerves are reguired, unlesgs otherwise

specified in paragrazph b cf this subgection for:

A 211 individual and group ceontractis with which
level premiums are used; or

Page &




Ingsurance Commissioner
Legislative Rule
Title 114, Series 44

E. All individual and group contracts with respect
to which, due to the gross premium vricing structure at issue, the
value of the future benefits at any time exceeds the value of any
appropriate future valuation net premiums at that time. The values
gpecified in this subparagraph shall be determinec on the pasis
specified in subsection 8.2 of this rule.

b. Contracis not reguiring a contract reserxrve are:

A. Contracts which cannct be continued after cns
vear from issue; or

B. Contracts already in force on the effective
date of. thig rule for which no contract resexrve was previcusly
reguired. . ) _

c. The contract rezserve i1is i1in addition to claim
regerves and-premium reserves.

d. The methods and procedures for contract reserves
should be consistent with these for c¢laim reserves for any
contract, or else appropriate adjustment nust be made when
necegsary to assure provisicn for the aggregate liability. The
dafinition of the date of incurral must be the same in both
determinations. : -

8.2. Minimum Standards for Corntract Reserves.

a. Basis
A. Morbidity or other Contingency. The minimum
standards with respect to morbidity are those set forth in Appendix
& of this rule. 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 the
insured, contract duration and the period for which gross premiums
have been calculated. Contracts for which tabular morbidity
standards are not specified in Appendix A of this rule shall be

Page 7




Insurance Commissioner
Legislative Rule
Title 114, Series 44

valusd using tables established for ressrve purposes by a gqualified
actuary and acceptable to the commissiconer.

B.. Interest. The maximum Interssgt rate  is
specified in Rppendix A of this rule.

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 of this rule exXcept asz noted in

the following part.

(a} Under contracts for which premium rates
are nct guaranteed, and where the effects of insurer underwriting
ars specifically used by pelicy duration in the valuation merbidity
gtandard or for return of premium or other deferred cash benefits,
Cotal termination rates m&y be used at ages and duratlons whers the
ates exgeed specified wmortality table rates, but not in excess of

.

he legser of: .. -

[ 3

(A) Eighity  percent of the total
termination rate used in the calculation of the gross premiums, or

(B} Eight percent.

(b} Where a morbidity standard specified in
Appendix A <of this rule is on an aggregate basis, the morkidity
standard may be adjusted to reflect the effect of insurer
underwriting by volicy duration. The adjustments must ke
appreopriate to the underwriting and be acceptable to the
commissioner. o -

D. Regerve Method.

(a) TFor insurance except long-term care and
return of premium or other deferrsdd cash benefits, the minimum
reserve is the reserve calculated con the two-year full preliminary
term methed; thatb i1s, under which the terminal reserve is zero at
the first and also the second contract anniversary.
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) For long-term care insurance, the minimum
reserve 1s the regerve calculated on the one-year full preliminary
term method.

(¢} For return of premium or other deferred
casn benefits, the minimum reserve is the reserve calculated as
follows:

(A) On the one year preliminary term
method i1f the bernefits are provided at any time before the

twentieth anniversary;

()  On the two year preliminary term
method Lf the benefits are crily provided on ox after the twentieth
anniversary.

(C) The preliminary term meifhocd may be
applied only in relaticon to the date of issue of a contract.
Ragerve adjustiments introduced later, as a wesult of rate
increases, revisions in assumptions (e.g., projected inflation
rates) or for other reasons, are to be applied ilmmediately as of
the eifective date of adecption of the adjusted bagis.

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

8.2. Alternative Valuation Methcds and Assumptions Generally.

a.. Provided the contract reserve on all contracts to
which an alternatilve metfhod or basisz i1s applied is not less in the
aggregate than the amount determined according tc the applicable
standards specified in subsection 8.2 of this rule; an insurer may
use any reasonable assumptions as to interest rates, termination
and/or  mortality rates, and <rates o©of worbidity or ather
contingency. Alsc, subject to the preceding condition, the insurexr
may employ methods other than the methods stated in subsection 8.2
of this rule in determining a sound value of its liabilities under
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the c<¢ontracts, including, but not limited to the following: the
net level premium method; the one-year £full preliminary term
method; prospective valuation on the basis of actual gross premiums
ith . reasonable allowance for future expenses; the use of
approximaticons 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 resarve for one
contract benefit as a percentage of, or by cther relation to; the
aggregate- contract reserves exclusive of the kenefit ox benefits so
valued; and the use of a COﬂDOSWte annual cldim cost for all or any
combination of the benefits included in the contracts valued.

8.4. Tests For Adeguacy and Reascnableness o©f Contract
Reserves.

a. Annually, the insurer shall wmake an appropriate
review of the insurer's prospective contract liabilities on
contracts valued by tabular reserves, to determine the continuing
adequacy and reastnableness of _the tabular reserves giving
consideration to future gross premiums. The insurer shall make
approvriate increments to the tabular reserves .1f the tests
indicate that the basis cof the zeserves 1s no longer adeguate;
subject, howevear, to ths minimum standards of subsecticn 8.2 of
this xule. . :
b. In the event a company has a contract or a group of
related similar contracts, for which future gross premiums will he
restricted by contract, Insurance Commissioner’s rules, or for
cther reasons, such that the Ifuture gross premiums reduced by
expenses for administration, commissions, and taxes .will be
insufficient to cover future claims, the company shall establish
contract reserves for the shortfall in the aggregate.

§ 114-44-9. Reinsurance.
9.1. Increases to, or credits against reserves carried,
arising because of reinsurance assumed or reinsurance ceded, must

be determined in a maianer cdonsi stent with the minimum reserve
standards set forth in this rule and with all applicable provisions
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of the reinsurance  contracts which affect the insurer's
liabilities.

§ 114-44-190. Severability.

10.%2. If any provision of this .rule or the application of this
rule to any person oxr circumstances is for any redson held to be
invalid, the remainder of the rule and the applicaticn of the
provisions to cother verscns or circumstances shall not be affected
by the holding. 7 =
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APPENDIX A. SPECIFIC STANDARDS FOR MORBIDITY, INTEREST AND
MORTALITY
I. MORBIDITY
A. Minimum wmorbidity standards for wvaluation of

specified individual contract health insurance Dbenefits are =as
follows: ' ' '

(1) Digability Income Benefits Due to Accident or
Sickness. —

(&) Contradct Reserves:

Contracts issued on or aiter January 1, 18265 and priocr to
January 1, 198%:

The 1964 Commissicners Disability Table (564 CDT).
Contracts issued on or after January i, 1997:

The 1983 Commissioners Individual Digalkility Table
A (85CIDA); or

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

Contracts issued during 1885 through 19896:

Optional use of either the 1364 Table or the
1985 Tables. T .

Each dnsurer shall elect, with respect o all individual
contracts issued in any cne statement year, wnhether it will uss
Table A or Table B as the minimum standard. The insurer may,
however,” elect fo use tha other tables with respect to any
Subseguernt siatement year.
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(b) Claim Regerveg:

The minimum morbidity standard in effect for contract reserves

on currently issued contracts, as o©f the date the claim is
incurrad.
{2} Hospital BRBenefits, Surgical Benefits and Maternity

Benefits (Scheduled bensfits or fixed time veriocd benefits only) .

{a) Contract Reserves:___

Contracts issued on or after January 1, 1835, and befors

Janusry 1, 13882:

The 135¢ Intercompany Hospital-Surgical Tables.
Contracts issued on or after January 1, 1382:

The 1974 Medical Expense Tables, Table A, Transactions of
the Society of Actuaries, Volume XXX, pg. 63. Refer To
the paper {(in the same wvolume, pg. %) to which this table
is appended, including its discussions, for methods of
adjustment fox benefits noit directly wvalued in Takle A:
"Development of the 1874 Medical ‘Expense Benefits,"
Eoughton and Wolf.
{b) Claim Reserves: 7
No speacific standard. See (5).

(3) Cancer EZxpense Benefits (Scheduled benefits or fixed time
period penefits only) . :

{a) Contract Reserves:
Contracts issued on or after January 1, 1286:
The 1985 NAIC Cancer Claim Cost Tables.

(b)Y Claim Reserves:
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No specific standard. See (5},
(4} Accidental Death Benefits.
(a) Contract Reserves:
Contracts issued on or after January 1, 1365:
The 1838 Accidental Death BRenefits Table.
() Ciaim Reserves:
Actual amount incurred.
{5) Other Individual Contract Benefits.
{a} Contract Ressrves:
For all other individual contract benefits, morkidity
assumptions are to be datermined as provided in the reservs
standards.

(o) Claim Reserves:

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

3. Minimum morbidity standards for wvaluation of specified
sroup contract health insurance benefits are as fcllows:

{1) Disability Income Benefits Due to Accident or Sickness.
{a) Contract Resexves:

Contradts issued prior to January 1, 1997:

The same basis, 1 any, as that employed by the ilnsurer

as of December 21, 199&;
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Contracts issued on or after January 1, 1997:

The 1387 Commissicners CGroup Disability Ingcome Table (37CGEDT) .,
(b) Claim Reserves:

For claims incurred on ox after January 1, 1897:

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

For claims incurred pricr to January 1, 1%97:

Use of the 87CGDT is opticnal.

{2} Other Group Contract Benefits.
{a} Contract Reserves:

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

(b} Claim Reserveas:

Tor.all benefits other than disability, clalm reserves are to
he determined zs provided in the standards.

II. INTEREST

A, For contract reserves the maximum interest rate is
the maximum rate permitted by law in the valuation of whole 1ife
insurance issued on the same date ag the health insurance contract.

B. For claim reserves on policles that regquire contract
reserves, the maximum intersst 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 rniot zrequiring
contract reservesg, Lhe maximum interest rate is the maximum rate




Insurance Commisgioner
Legisglative Rule
Title 114, Series 44

permitted by law in the valuaticn of single premium immediate
annuities issued on the same date as the clailimm incurral date,
reduced by one hundred basis points.

ITI. MCRTALITY
A, Except as provided in paragraph 2, the mortality
basis used shall be according to a table (but without use of

saelection factors) permitted by law for the valuation of whole life
insurance issued on the game date as the health insurance contract.

B. Cther mwmortality tables adopted by the National
Association of Insurance Commissioners and promulgated Dy the
commissioner may be used in the calculation of the minimum reserves
if appropriate for the type of benefits and i approved by the
commissioner. The request for such approval must include the
proposed mortality table and the reason that the standard speciified
in paragrach A is inappropriace.
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APPENDIX B. GLOSSARY OF TECEHNICAL TERMS USED.

used in this rule, the following terms have the following

ANNUAL-CLATM COST. The net annual cost per unit of benefitc before
the addition of expenses, including c¢laim settlement sxpenses, and
a margin for profit or contingencies. For example, the annual
claim cost for a $100 wonthly disability benefit, for a maximunm
digability benefit veriod of one year, with an elimination period
of one week, with respect to a male at age 33, in a certain
cccupation might be $12, while the gross premium for this benefit
might-be $i8. The additional $6 would cover expenses and profit or
contingencies; : -

CLATMS ACCRUED. That portion of dlaims incurred om or pricr to the
valuation date which result in liability of the insurer for the
payment of benefits for medical services which have been rendersd
cn ox. prior to the valuaticn date,_aﬁﬁ¥for the payment oI bensfits
for days of hospitalization and days of disability which have
occcurred on cor 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
liability, must be estaklished; ’

AT ZEPORTED. When an insurer has been informed that a claim.
has been incurred, 1f the date repcrted is on or pricr to thse
valuation date, the claim 1= considered as a reported claim for
annual statement purposes;

LAIMS TN RUED. That porticn of claims incurred on or prior to
the valuation date which resulf in liability of the insurer for the
payment of benefits Tor medical services expected to be rendered
after the valuation date, and for benefits expected to be payable
for davs of hospitalization and davs of dissbilitv occurring after =
the valuation date.. Thisg liakility 1z sometbimes referred to as a
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liability for unaccrued benefits. A ¢laim reserve, which
represents an estimate of the unaccrued claim payments expected to
re.made {(which may or may not be discounted with interest), must be
established;

LAIMS UNREZPORTS When an insurer has not been informed, on or
pefore ithe valuation dabe, concerning a <laim that has been’
incurred on or prior to the valuatign date, the claim is considered

as an unrsported claim for annual statement purpcesss;

DATE OF DISABLEMENT. The earliest date the insured is considered
as being disabled under the definition of disability in the
contract, based on a dector's evaluation ox othexr evidance’
Normally this date will coincide with the stare o_ any ellmlnatlon
pericd; . Co -

ELIMINATION PERICD. A specified number of days, weeks, or months
star ti ng at -the beginning cf each bevlod of loss, during which no
benefits are payable;

ROSS PREMIUM. The amount of nremium charged by the insurer. It
includes the net premium (based on claim-cost) =for the risk,

together with any loading for axpenses, profit or contingencies;

P INGT Z. . The term group insurance includes Dblanket

insurance and Zfranchise insurance and any other forms of group
ingurance; : _

LEVEL PREMIUM. A premium calculated to remain unchanged throughout

ither the lifetime of the policy, or for some shorter projected
period of vyears. The premium need not be guaranteed; in which
casge, although it is calculated to vemalﬂ level, it nay be changesd
if any of the assumptions on which it was based are revised at a
later time.

Generally, The annual claim costs are expected to increasge each
vear and Che insurerx instead of charging premiums that
correspondingly increase each vear, charges a pfemlum calculated to
ramain level for =a period of vears or for the lifetime of the
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contract” In this case the benefit portion of tThe premium is more
than needed Lo provide for the cost of benefits during the earlier
vears of the policy and less than the actual cost in the later
vears. The. building of a prospective contract réserve is a natural
result of level premiums; ' ' -

LONG-TERM _C ING NCE. Any insurance policy or rider
advertised, marketéd, coifered or designed to provide coverage for
not . less than twelve (12) consecutive menths f£or each coverad
perscn on an expense incurred, indemnity, prepaid or other basis;
for oné - cr mors necessary or ‘ﬂ&dLC&llY’ necessary diagnostic,
oraventive, therapeultic, rehabilitacive, maintenance ‘or perscnal
care services, provided in a setting other than an acute care unit
of a hecsespital. 8uch term also includes a policy cor 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 benefit 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. Leng-term care inguxénce ~ghall net iInclude any
insurance policy which 1s offered primaxily to provide basic..
Medicare supplement coverage, basic "hospital expense coverage,
pagic medical-surgical expense coverage, hospital confinement
indemnity coverage, major medlcal expense coverage, disability
income or related asset-protection coverage, accident only
coverage, specified disease or specified accident covevage, or
limited beneiit heaith,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 premium 1s $100 and 1ZI,

instead, monthly premiums of $9 are pald then the modal premium is

$9;

N IVE RESERVE. Normally the terminal reserve is a positive
value. However, if the wvalues ¢f the benefits ars decreasing with
advancing age or duraticon it_could be a negative value, called a
negative resarve;
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RELITMINARY TEC RE VI MIZTHCD . Under this method of wvaluation
the wvaluaticon net premium for each year £alling within the
preliminary term period is exactly sufficient to cover the expected
incurred claims of that vear, so that the terminal reserves will be
zero at the end of the year. 2As of the end of the preliminary term
reriod, a new constant valuation net premium {(or stream of changing
valuation premiums) becomes applicable such that the present value
of all such premiums is equal to the present.value of ali claims
expected to be incurred following the end of the preliminary term
period; ’ ' R
DRESENT V F TS NOT DUE ON ATMS. The raegerve for
"claims unaccrued" (see deifinition}), which may be discounted at
interest; _

RESERVE. The term "reserve" 1s used tc include all icems of
benefit liability, whether in the mnature o0f incurred claim
liability or in the nature of contract liability relating te Zuture
pericds of ‘coverayg; and whether the liability i1s accrued or
unaccrued. . ' S

An insurer under its contracts promises benefits which result in:

(2)Claimes  which have peen incurred, that is, for which the
insurer has kecome obligated to make payment, on or priocr to the
valuation date. On these claims, payments axpected tc be made
after the wvaluation date for accrued and unaccrued benefits are
lisbilities ~of £he insurer which should be provided for by
eztablishing claim resexrves; or

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

and unearned premlum reserves;

IZRMINAT, RESERVE. This is the reserve at the end of a contradt
year, and is defined as the present value of benefits expectad to
be incurred after that contract year minus the present value of
future wvaluation net premiums;
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MIUM RESERVE. This reserve values that portiocn of the
premium paid or due to the insurer which is applicable to .ths
period cof coverage extending beyoend the valuation date. Thus if an
annual premium of $120 was paid on November 1, $20 would be sarned
as of December 31 and the remaininhg $100 would be unearned. The
unearned premium reserve could bz on a2 gross basis as in this
example, or on a valuation net premium basis;

- ) This is the modal fracticn of the
valuation net annual premium that correspeonds to the gross modal
premium in effect on any contract to which contract reserves apply.
Thus if the mode of payment in effect is guarterly, the valuation
net modal premium is the quarterly equivalent of the valuation net .
annual premium.
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APPENDIX C,. RESERVES FOR WAIVER OF PREMIUM (Supplementary
explanatory material)

Waiver of premium reserves invelve . several special
considerations. First, the disability wvaluation tables promulgated
Dy the NRIC are based on exposures that include contracts on
premium walver as in-forZe contracts., Hence, ConLraci regservsas
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 both the 1985 CIDA and CIDB tables. i

Accordingly, tabular reserves using any of thege tables sheuld
value reserves on the folleowing basis:

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

Premium reBerves should include contracts on premium
walver as in-force contrazcts, valuing as a2 minimum the
unearned modal wvaluation net premium being waived.

Contract reserves should include recognition of the
waiver of premium benefit in addition to other contract
benefits provided Zor, valuing as a minimum the valuation
net premium o ke waived. .

If an insurer is, instead, valuing reserves on what is truly
an active 1life 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 sxposure only those contracts for
which premiums are being paid, then it may not be necessary to
provide specifically for walver of premium feserves. Any insurer
using such a true "active life" basis should carefully consider,
however, whether or not additional liability should be recognized
cn account of premiums walved during periocds of disability or
during claim comntinuaticn.
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STATE OF WEST VIRGINIA _
Offices of the Insurance Commissioner

GASTON CAPERTON ' HANLEY C. CLARK
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T

et Gavernor

Tnsurance Commussioner
November 27, 1995

HAND DELIVERED

Ms. Judy Cooper, Director
Administrative Law Divisgion
Office of Secretary of State
State Cavitel

Charleston, West Virginiz 2830F

Dear Ms. Ccoper: i
Enclosed please f£ind for Ziling one (1) copy oI the
following: :

(1) DNotice of Rule Modification of a Prcposed Rule and
Filing with the Legislative Rule-Making Review
Committee;

(2) The propozed rule entitled "Minimum Reserve
Standards for Iandividual and Group Health
Insurance Coniracts" (Series 44).

Please contact me 1f further information is required.
Very truly yours,

(Do Lol

Conna S. Que 1hery
Associate Counsel

LS8G/sar N )
Enclogures

3118 20 M]V.LE]HOHS
VIHGSEIA L3 A8 20 108440

Ghid Sh 2 [7 MY

2019 Washington Street, East Telaphone 1304 55

8-33
P.O. Box 30340 "We are an Egual Opportunizy Employer” Facsimile (304) 55804
Charleston, West Virginia 25305-0540




West Virginia Legislature
Legislative Rule-Making Review Commiﬁr%?t%%ma*% 07 §TA

of W

Room MB47-State Capitol
Charleston, West Virginia 25305
(304) 347-4840

Senstor Mike Ross, Co-Chair Debra A. Graham, Counsel

e Vickie Douglas, Co-Chair Joe Altizer, Associate Cqunsel
pelegar 7 ’ Marie Nickerson, Admr. Assistant
November 15, 1995

NOTICE OF ACTION TAKEN BY TLEGISLATIVE RULE-MARING REVIEW COMMITTE

TO: Ken Hechler, Secretary of State, State Register

TO:
Mr. B. RKeith Huffman
General. Counsel
Office of Insurance Commissioner
2019 Washington &t., East
Charleston, WV 25305

FROM: Legislative Rule-Making Review Committee

PROPOSED RULE: Minimum Reserve Standards for Individual and Group Health
Insurance Contracts

The Legislative Rule-~Making Review Committee recommends that the West Virginia

Legislature:
1. Authorize the agency tc promulgate the Legislative Rule
(a) as originally filed
(b) as modified by the agency _ X
2. Authorize the agency to promulgate part of the Legislative
rule; a statement of reasong for such recommendation is
attached.
3. Authorize the agency to promulgate the Legislative rule

with certain amendments; amendments and a statement of
reasons for such recommendation is attached.

4. Authorize the agency te promulgate the Legislative rule
as modified with certain amendments; amendments and a
statement of reasons for such recommendation is attached.

5. Recommends that the rule be withdrawn; a statement of
reasons for such recommendation is attached.

Pursuant to Code 29A-3-11(c), this notice has been filed in the state
Register and with the agency preposing the rule.

cc: Donna S. Quesenberry
Associate Counsel




