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LEGISLATIVE RULE
INSURANCE COMMISSIONER

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

§ 114-44-1. Authority.

1.1. Scope. -- Thig legislative zruls. sstablishes minimum
reserve standards for all individual and group health [accident and
sickness] insurance ccoverages, except credit insurance.

1.2. Authority. -- West Virxginia Code §§ 33-2-10 and
33-7-3(m) . :

1.3. Filing date. --
i1.4. Effective date. --.

§ 1li4-44-2, Purpose,

2.2. The purpcse of this rule is to establish the minimum
reserve standards for individual and group health (accident and
sickness) insurance coverages,

§ 114-44-3. Scope.

3.1. When an insurer dekermines that the adeguacy of its’
health insurance reserves reguires reserves in excess of the
minimum standards specified in this rule, the increased reserves
shall be held and shall be considered the minimum resarves for that
insurer: _

3.2. With respect to any block of contracts, or with respect
Lo an insurer's health business as a whole, a prospective gross
premium valuation is the nltimate test of reserve adequacy as ¢f a
given valuation date. The gross premium valuation shall take inteo
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
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premiums, adjusted for future premium increases reasconably sxpected
to be. put into efiect.

3.3. The insurer is to perform a gross premium wvaluatiocon
whenever a significant doubt exists as tc reserve adeguacy with
respect toc any major block of contracts, or with respect to the
insurer's health business as a whole. In the évent inadequacy is
found to exist, immediate loss recognition shall be made and the
reservas restored to adeguacy. Adegquate reserves (inclusive of
claim, premium and contract reserves, if any) shall be held with
regpect to all coatracts, regardless of whether contract reserves
are raguired for the contracts under the standards in this rule.

3.4, Whenever minimum reserves, as defined in this rule,
exceed resgerve reguirements as determined by a prospective gross
premium wvaluation, the mlanum reserves remain the minimum
requirement under this rule.

§ 11l4-44-4, Categories of Reserves.

4.1. This rule estabkblishes minimum standards for three
categories of health insurance reserves: claims ressrves, premium
regerves and contract reserves.

4.2. The adequacy of an insurer's heslih insurance reservas is
to be determined on the basis cof all thrse categories combined.
However, this rule emphasizes the importance of determining
appropriate reserves for each of the three categories separately.

§ 114-44-5. Appendices.

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

a. Appendix A sets forth specific minimum standards
with respect to morbidity, mertality and interest, which apply to
claim reserves according to vyear of incurral and to contract
reserves according to year oI issue,

b. Appendix B sets forth a glossary of technical terms
used.
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. Appendix C 1is a supplementary appendix which
establishes standards for reserves teking intc consideration
waiver of premium.

§ 114-44-6. Claim Reserves.

5.1, Generazl.

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

b. Appropriate claim expense reserves are reguired with
respect to the estimated expense of settlement of all incurred but
unpaid claims. :

c. All claim reserves for prior valuation years are to
be tested for #&dequacy and reasonableness along the lines cf claim
runoff schedules in accordance with the scatutory financial
statement including consideration of any residual unpaid liability.

6€.2. Minimum Standards for Claim Reserves.
a. Disability Income. )

A. Interest. The maximum interest rate for claim
reserves is specified in Apperidix A I this rule.

B. Morbidity. Minimum standards with respect to-
morbidity are those specified in Appendix A of this rule; except
that, at the coption 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 the experience is considered credible, or
upon other assumptions designed tc place a scund value on the
liabilities; and :

FPage 3
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(b) For group disability income claims with a
duration 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 reguest for appreoval of z plan of medification to the reserve
basis must include:

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

(B} A descripticn of how all of the
insurer's experience is proposed to be used in getting reserves;

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

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

(2} A copy of the approval of the
proposad plan of modification by the commissioner of the state of
domicile;: and

{(F) 2&Any other information considered
necessary by the commissioner. S

C. Duration of Disablement. For contracts with an
elimination periocd, the duraticn of disabklsament should be measured
as dating fxom the time that benefits would have begun tTo accrue
had there been no elimination period.

b. 211 Other Benefits.

A, Interest. The maximum interest rate for claim
regerves 1g specified in Rppendix A of this rule.
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2. Morbidity or other Contingency. The reserve
ghould be based on the ingurer's experience, if the experience is
considersd credible, or upon other assumptions designed tc place a
sound value on the liabilities.

£§.3. Claim Reserve Methods Generally.

a. The insurer may use any genserally accepted or
reascnable actuarial method or combination of methods to estimate
all claim liabilities. The methods used for estimating liabilities
generally may be aggregate methoeds, or variocus reserve items may be
separately valued. Approximations based on groupings and averages
may also be employed. Adegquacy of the claim reserves, however,
shall be determined in the aggregate.

§ 114-44-7. Premium Reserves.

7.1. General.

a. Unearned premium reserves are reguired feor all
gontracts with respect to the pericd cf coverage for which

premiums, other than premiums paid in advance, have been paid
beyond the date of wvaluation.

b. If premiums due and unpaid are carried as an asset,
the premiums wmust be treazted as premiums in force, subject to
unearnad premium reserve determination. | The wvalue of unpaid

commissions, premium taxes, and the cost of cecllection associated
with due and unpaid premiums must be carried as zan offsetting
liakility.

c. 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
aevaluation date and shall be held either as a separate liability or
as an addition to - the uneszrnad premium reserve which would
otherwise be required as =z minimunm. : -

7.2. Minimum Standards for Unearned Premium Reserves. .
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&. The minimum unearned premium reserve with respect to
any contract iz the pzro rata unearned modal premium that applies tc
thae premium period beyond the waluation date, with the premium
determined oh the basis of:

A. The valuation net modal premium on the contract
reserve basis applying to the contract; cr -

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

b. However, in no event may the sum of the unearn=d
pramium and contract reserves Ior all contracts of the insurer
subject to contract reserve reguirements be less than the gross
modal unearned premium reserve on all such contracts, as of the
date of wvaluation. The reserve shall never be less than the
expacted <¢laims “for -‘the periocd beyond the valuation date
represented by the unearned premium reserve, to the extent nct
provided for slgewhere.

7.3. Premium Reserve Methods Generally.

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

approximations or estimates should be tested periocdically to
determine their continuing adsguacy and reliability. )

§ 114-44-8. Contract Reserves.
8.1. General.

a. . Contract reserves are reguired, unless otherwise
speciftied in paragraph » of this subsection for:

A 211 individual and group contracts with which
level premiums are used; or -
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B. A1l individual and group ccontracts with respect
to which, due to the gress premium pricing structure at issue, the
value of the future benefits at any time exceeds the value of any
appropriate future wvaluation net premiums at that time. The values
specified in this subparagraph shall be determined on the basgis
specifiad in subsection 8.2 cf this rule.

b. Contracts not requiring a contract reserve are:

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

B. Contracts already in force on the effective
date of this rule for which no contract reserve was previcusly
required.

¢. .. The contract reserve 1is 1in addition to <¢laim
reserves and premium regerves.

4. The methods and procedures Ifor contract reserves
shoulid be consistent with those for c<¢laim reserves for any
contract, or else -appropriate adjustment must be made when
necessary to assure provision IZor the aggregate liability. The
definition of the date of incurral must be the same in both
determinations. - - '

8.2. Minimum Standards for Contract Regarves.

a. Basis -
2. Morbidity or other Contingency. The minimum
standards with respect to morbkidity are those set forth in Appendix
A cf this rule. Valuation net premiums used under each contract

must nave 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 besgen calculated. .. Contracts for which tabular wmorbidity
standards are not specifisd in Appendix A of this rule shall be
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valued using tables established for reserve purpcses by a qualified
actuary and acceptahle to the commissioner. o

-
0

B. Interest. The maximum interest rate
specified in Appendix A of this rule.

c. Termination Rates. Termination rates used in
the computaticn of reserves shall be on the basis of a mortality
table as specifiad in Appendix A of this rule except as noted in
the feollowing part. .

(a) Under contracts £for which premium rates
are not guaranteed, and where the effects of insurer underwriting
are specifically used by policy duration in the valuation morbidity
standard or for return of premium cr other deferred cash benefits,
total termination rates may be usad at ages and durations where the
rates exceed specified mortality table rates, but not in excess of
the lesser of: -

(A} Eighty percent of the total
termination rate used in the calculation of the gross premiums, or

{3) Eight percent.
(b) Where a morbidity standard specified in

Appendix A of this rule is on an aggregate basis, the morbidity
standard may Dbe adjusted to reflect the effect of i1osurer

underwriting by volicy duration. The adjustments must be
appropriate to the underwritin and Dbe acceptable to the
commissioner. ' '
D. Raserve Method.
{a} For i1nsurance except long-term care and

raturn of premium or other deferred cash benefits, tThe minimum
reserve 1s the reserve calculated on the two-year £full preliminary
term methed; that is, under which the terminal reserve is zeroc at
the first and also the second contract anniversary.
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(k) TFor long-term care insurance, the minimum
reserve i1s the reserve calculated on the cne-year full preliminary
term method. T

{(c) For return of premium or other dsferred
cash benefits, the minimum reserve is the reserve calculated as
follows:

(A) On the one year preliminary term
method i1f the benefits are provided at any time before the
twentieth anniversary; ’

() On the two vyear preliminary term
methed 1f the benefits are only provided on ¢or zafter the twentieth
anniversary. '

(C) The preliminary term method may be
applied only in relation to the date of issue of a c<ontract.
Reserve adjustments introduced later, as a Trssult of rate
ingcreazses, revigions in assumpticns {(e.g., projected inflaticn
rates) or for other reasons, are to be applied immediately as of
the sffective date of adoption 9f the adjusted basis.

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

8.3. lternative Valuation Methods and Assumptions Generally.

a. 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 specifiied in subsectiion 8.2 of this rule; an insurer may
use any rsasonable assumptions as to interest rates, termination
and/or mortality xrates, and rates o©of morbkbidity o©or other
contingsncy. Also, subject to the preceding condition, the insurer
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 contracts, including, but not. limited to the following: the
net level prsmium methed; the one-year full preliminary term
method; prospective valuation con the basis of actual gross premiums
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 forms; the computation of the reserve for one
contract benefit as a. percentage of, or by cother 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 contracts valued.

g.4. Tests For Adeguacy and Reasonablaness of 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 reasconableness of the tabular reserves giving
consideration to future gross premiums. The insurer shall make
appropriate Iincrements to th tabular reserves 1if the tests
indicate that the basis of the reserves is no longer adequate

;
subject, however, teo the minimum standards of subsection 8.2 of
this rule.

b. In the svent a company has a contract or a group of

reiated similar contracts, for which future gross premiums will be.

restricted by contract, Insurance Commissioner’s rules, or for
other reasons, such that the future gross premiums reduced by
expenses for administration, commissions, and taxes will ke

insufficient teo cover future claims, the company shall estabplish

contraci reserves for the shortfall in the aggregate.
§ 1l1l4-44-5. Reinsurance.

2.1. Increases Lo, or credits against reserves carried,
arising because coi reinsurance assumed or reinsurance ceded, must
be determined in a manner consistent with the minimum reserve

standards set forth in this rule and with all applicable provisions
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©f the reinsurance contracts which affect the insurer's

liabilities.
§ 114-44-10C. Severakility.

10.1. If any provision of this zrule or the applicaticn of this
rule to any person or circumstances is for any reason held to be
invali&, the remainder of the rule and the application of the
provisions to_other persons or circumstances shall not be affected

by the_holding.
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APPENDIX A. SPECIFIC STANDARDS FOR MORBIDITY, INTEREST ANTD
MORTALITY
I. MORBIDITY
A. Minimum morbidity standards for wvaluation of

specified individual c¢ontract ‘health insurance benefits are as
follows:

(1) ©Disakility Income Benefits Due to Accident or

Sickness.
(a) Contract Reserves:

Contracts issued on or after January 1, 1965 and prior to
January 1, 1%86:

The 1964 Commissioners Disability Table (64 CDT).
Contracts issusd on or afiter January 1, 1387:

The 1985 Commissioners Individual Disability Table
A (85CIDA)}; or

The 1985 (Commissiconers Individuzl Disability Table
B (BECIDRE).

Contracts issued during 1986 through 193&:

Optional use of elther the 1%64 Table or the
1985 Tables.

Each insurer shall elect, with respect to all individual
contracts issued. in any one statement vear, whether it will use
Table A or Table B as the ninimum standard. The insurer may,
however, elect to use the other tables with respect to any
subseguent statement year.
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(b) Claim Reserves;:
The minimum merbidity standard in effsct for contract reserves
on currently issued contracts, as of the date the claim is

incurred.

{(2) Hospltal Benefits, Surgical Benefitg and Maternity
Berefits {(Scheduled benefits or fixed time pericd benefits only).

(a) Contract Reserves:

Contracts issued on or after January 1, 1955, and before
Jancary 1, 1982:

The 13956 Intercompany EHospital-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, iIncluding its discussions, for methoeds of
adjustment for benefits neot directly wvalued in Table A:

"Development of &the 1974 Medical Expense Benefits,”
Houghton and Wolf.

(b) Claim Resarves:
No specific standard. &ee (5).

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

{a) Contract Reserves:
Contracts issued on or after January 1, 1%86:
The 188 NAIC Cancer Claim Cost Tables.

(b} Claim Reserves:

Page 13




Insurance Commigsioner

Legislative Rule
Title 114, Seriez 44

No specific standard. See (3).

{4) Accidental Death Benefits.

(a) Contract Reserves:

Contracts issued on or after January 1, 1965:

“The 185% Accidental Death Renefits Table.

(k) Claim Reserves:

Actual amount incurred.

{5) Other Individual Contract Benefits.

Contract Reserves:

(a)
contract beneiits, wmorbidity

For all other individual
assumptions are to be determined as provided in the reserve

standards.

{(b) Clzim Reserves:

For all benefits other than disability,
o be determined azs provided in the standards.

c¢laim reserves

=
ars .

Minimum morbidity standards for valuation of specified

B.
group contract health insurance benefits are as follows:

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

{a) Contract Reserves:
1897

Contracts issued prior to January 1,
if any, as that employed by the insurer

The same basis, i
1996,

as of December 31,

td

]

0
o
{-t
fins
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Contracts issued on or after January 1, 15397:
The 1%87 Commissioners Group Disability Income Table (87CGDT).
(b} Claim Reseyves:
For claims incurred on or after January 1, 1$57:
The 1987 Commigsioners Group Disability Income Table (87CGEDT) ;
For  claims incurred prior tfto Jadnuary 1, 19%7:
Use of the 87CGDT is opticnal..
(2) Other Group Contract Benefits.
(a)} Contract Reserves:

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

(p) Claim Resarves:

cr all benefits other than disability, claim resexves are to
pe determined as provided in the standards!

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

E. For claim reserves on policies that reguire contract
reserves, the maximum Interest rate is the maximum rate permitted
by law in the wvaluation of whole life insurance issued on the same
date. as the c¢laim incurral date. ;

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

ITI. MORTALITY

A. Except &as provided in paragraph 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 moxtality tables adopted by the National
Association of Insurance . Commissioners and promulgated by the
commissioner may be used in the calculation of the minimum reserves
if apprcpriate fZor the type of benefits and if approved by the
commissicner.  The request for such approval must include the
proposed mortality table and the reascon that the standard specified
in paragraph A is inappropriate. -
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APPENDIX B. GLCSSARY OF TECHNICAL TERMS USED.

As usgsed in this rule, the following terms have the following
meaning:

AN L -CLATM . The net annual ceost per unit of benefit before
the addition of expenses, including claim settlement expensesg, and
a margin foxr profitc or. contingencies. For example, the annual

claim cost for a $100 monthly disability benefit, for a maximum
disability benefit period of cone year, with an elimination periocd
of one week, with respect to a male at age 35, 1in a certain
occupation might be $12, while the gross pramium 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 liakility cf the insurer for 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 oF prior to the wvaluation 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
liakility, must be established;

CLATMS REPQORTED. When an insurer has been informed that a claim
has been incurred, 1f the date reported is on of'prior tc the
valuation date, the claim is considered as a reported claim for
annual statement purposes; :

LAT T E . That portion cf claims incurrsd on cr prior to
the valuation date which result in lizbility of the insurer for the
payment of benefits for medical services expected to be rendered
after the valuation date, and for penefits expected Lo be payable
for days of hospitalization and days of disability occurring after
the valuation date. This liability 1s scometimes r=ferred to as a
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liability for wunaccrued benefits. A ¢laim 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

established;

A REPORTED. When an insurer has not been informed, on or

before the valuation date, concerning a claim that has been
incurred on or pricr tc the valuation date, the claim is considered
as an unreported claim for &amrual statement purposes;
DATE QF SABIEMENT. The earliest date the insured is ceonsidered
as being diszabled under the definiticn c¢f -disability in the
contract, based on a doctor's evaluation or other evidence.
Notmally this date will cecincide with the start of any eliminaticn
period;

ELIMINATION PERIQD. A specified number cf days, weeks, or months
starting at the beginning of each periocd of loss, during which no
benefits are pavable;

GRCSS BZEMITIM. 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 expenses, profit or contingencies;

ROUP NSURANCE. The term groupr insurance includes blanket
insurance and. franchise insurance and any other forms of group
ingurance;

LEVEL PREMIUM. A premium calculated to remain unchanged throughout
either the lifetime of the peolicy, or for some shorter projected
period of vyears. The premium need not be guaranteed; in which

case, alithough it is calculated to remain level, it may be changed
if any of the assumptions on which it was based are revisgsed at a
later time. . ' -

Generally, the annual claim costs are expected to increase each
yvear and thes insurer, instead of charging premiums that
correspondingly increase each year, charges a premium calculated to
remain level £for a period of vyears or for the lifetime of the
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contract. In this case the benefit portion of the premium is more
than needed to provide for the cost of benefits during the earlisr
vears of the policy and less than the actual cost in the later
vearz. The building of a prospective contract resexve is a natural
result cf level premiums; '

NEG-TERM : Z. Any insurance policy or rider
advertised, marketed, cffered or designed to provide coverage for
not less than twelve (12) consecutive months for each covered
person on an sexpense incurred, indemnity, prepaid oxr other basis;
for one or more necessary o©or medically necessary diagnostic,
preventive, therapeutic, zrehabilitative, maintenance or personal
care services, provided in a setting other than an acute care unit
of a hospital. Such term also includes a policy ox 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; fratermal benefit societies; nonprofit health,
hospital, and medical service corporations; prepaid health plans;
health maintenance organizaticns 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 peolicy 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 expehse coverage, disability
income or- related asset-protection c<overage, accident only
coverage, specified disease or specified accident coverage, or
limited benefit health coverage;

MCDAL PREMIUM. This refers to the premium paid on a contract based
on a premium. term which cculd be annual, semi-annuzal, guartcerly,
monthly, or weekly. Thus if the annual premium is $100 and if,
instead, monthly premiums of 39 zre pald then the modal premium is
$2;

NEGATIVE RESERVE. Normally the terminal reserve is a positive
ralue.  However, i1f the wvaluss of the benefits are decreasing with
advancing age or duration it could be a negative wvalue, called a
negative reserve;
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RELIMINARY TERM RISER METHQOD. Under this method of wvaluation
the waluation net premium for each year falling withi the
preliminary texm period is exactly sufficient toc cover the expected
incurred claimg of that yesar, sc that the terminal ressrves will be
zero at the end of the year. As of the end of the preliminary term
veriod, a new constant valuation net premium (or stream of changing
valuation premiums) becomes applicable such that the present valus
of all such premiums is eqgual to the present value of all claims
expected to be incurrsed following the end of the preliminary term
period; '

PRESENT VALUT AM TS NOT Y= Mg. The regerve for
"elaims unaccrued" (see definition), which may be discounted at
interest;

EESERVE. The term "reserve" 1s used to inciude =zll items of
benefit liability, whether in the nature of incurred claim
liability or in the nature of contract liability relating to future
pericds of coverage, and whether the liability is accrued or
unaccrued. o ) '

An insurer under its contracts promises benefits which result in:

(2)Claims which have been incurred, that 1s, for which the
insurer has become ocbligatsd to maks payment, ©n or priox to the
valuagtion date. On these claims, payments expected to be . made
after the valuation date for accrued and unaccrued benefits are
liabilities of the insurer which should ke provided for by
establishing claim reserves; or

(b) Claims which are expected to be incurred after the wvaluation
date. -Any present liability of the insurer for these future claims
should be providad for by the establishment of contract reserves
and urisa¥ned premium reserves;

reserve at the end of a contract .
ent value of benefits expected to

TERMIN RESERVE. This is th
Tres
t vyear minus the present wvalue of

vear, and is defined as the
be incurred after that contra
future wzluation net premiums;

2
=
c
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EARNED PREMIT RESE . This reserve wvalues that portion of the
premium paid or due to the insurer which 1is applicable to the
period of coverage extending beyond the valuation date. Thus if an
annual prsamium of S120 wis paid on Novembsr 1, $20 would be earned
as cf December 31 and the remaining $100 would be unearned. The
unearned premium reserve could be on a gross basis as in this
example, of ol a valuatlon net premium basis;

VALUATION _NET PRE . This is the modal Efraction of the
valuation net annual premium that corresponds to the gross modal
premium in effect on any cohtract to which contract reserves apply.
Thus 1if the mode of payiiernt in effect is quarterly, the valuation
net modal premium is the guarterly equivalent of the wvaluation net
annual premium.
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APPENDIX C. RESERVES FOR WAIVER OF PREMIUTM (Supplementary
explanatory material)

Waiver o©f premium reserves inveolve  several  special
considerations. First, the disakility valuation tables promulgated
by the NAIC are based on exposures .that include contracts on
premium waiver as in-force contracts. Hence, contract ressrves
based on these tables are NOT reserves on "active lives" but rather
regerves on contracts "in feorce.” This is true for the 1864 CDT and
for both the 1985 CIDA and. CIDE 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 wvaluation
net premium being waived. o '

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

Contract reserves should include -recognition o©If the
waiver of premium benefit in addition te other contract
benefits provided for, valuing as a minimum the valuation
net premium to be waived. i

If an insurer is, instead, wvaluing 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 net 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 wailved during pericds of disability or
during claim ‘continuation.
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4263 -
EBY_ _Delegates Douglas, Gallagher, Faircloth, Compton
S TR e = S nsnetd, Lompt L]
Linch and Rigge )
(lntrodu_ced _January 25, 1996 , referred to the

Committee on _Banking and Insurance then the Judiciary )

!

A BILL to amend and reenact section four, article seven,
chapter sixty-four of the cede of West Virginia, one
thousand nine hundred thirty-one, as amended, relating

.to authorizing the insurance commissioner to
Spromulgate legislative rules relating to minimum

reserve standards for individual and group health
_.. insurance contracts.

Be it enacted by the Legislature of West Virginia:

That section four, article seven, chapter sixty-four
of the code of West Virginia, one thousand nine hundred
thirty-one, as amended, be amended and reenacted, to read

as follows: L L

ARTICLE 7. AUTHORIZATION FOR DEPARTMENT OF TAX AND REVENUE
TC PROMULGATE LEGISLATIVE _RULES.

§64-7-4, Insurance commissioner.
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(a) The legislative rules filed in the state register
on the seventeenth day of August, one thousand nine hundred

ninety-three, authorized under the authority of sections

1
»

four and five, article twentv-eicht, chapter thirty-three,
of this code, modified by the insurance COmmiésiongr fo
meet the objections of the législative rule-making Feview
committee and refiled in <the state register ofi the
seventeenth day of June, one thousand nine hundred
ninety-four, relating to the insurance cofmtissioner

(individual accident and sickness insurance minimuzm

.standards, 1i4 CSR 12), areiaéthorized.

~{b) The legislative rules filed in the state register
on the fifteenth day of August, one thousand nine hundred

ninety-four, authorized under the authority of section ten,

article two, chapter thirtv-three, of this code, modified

by the insurance commissioner to meet the objections of the
legislative rule-making revieﬁ committee and refiled in the
state register on the twenty;eighth day of November, cré
thousand nine hundred nin;ty—foufi relating to the
insurance commissioner (regulétion of credit life insurarnce
and credit accident and sicknéss insurance, 1i4 CSE 6), are

authorized.

{c) The legislative rules filed in the state régis¥er

on the twelfth day of August, one thousand nine hundred

s
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ninety-four, authorized under the authority of section ten,
article two, chapter thirtv-three, of this code, meocdified
by the insurance commissioner tec meet the objections of the
legislative rule-making review committee and refiled in the
state register on the twenty-third day of November, one
thousand nine hundred ninety-four, relating to the
insurance commissioner (credit for reinsurance, 114 CSR
40), are authorized.

{d) The legislative rules filed in the state register
on_the twenty-eighth day of July, one thousand nine hundred

ninetyv-five, authorized under the autherity of section

nine, article seven, chapter thirtv-three, of this code,

modified by the insurance commissioner +to meet the

objections of the legiglative rule-making review committes

and refiled in the state register on the twenty~seventh day

of  November, one thousand nine hundred ninetv-five,

relating to the insurance commissicner {(ninimum reserve

standards for individyal and group health insurance

caontracts, 114 CSR 44), are authorized.

NOTE: The purpose of this bill is to authorize the
Insurance Commissioner to promulgate legislative rules
relating to minimum reserve standards for individual and
group health insurance contracts.

Strike-throughs indicat language that _ﬁbuld ke
stricken from the present law, and underscoring indicates
new language that would be added.
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SENATE BILL No._ /<2

(By Senatocrs Ross, Anderson, Boley,
Buckalew, Grubb and Macnaughtan)

{ Introduced January 29,1996; referred
tc the Committee on

BANKING AND INSURANCE

“THE JUDICIARY Jq

W

A BILL to amend and reenact section four, article seven,
.chapter sixty-~four of the code of West Virginia, one
thousand nine hundred thirty-one, as amended, relating
to authorizing the insurance commissioner to
promulgate legislative rules relating to minimum
reserve standards for individual and group health
insurance contracts.

Be it enacted bv the Legislature of West Virginia:

That section four, article seven, chapter sixty-four
of the cocde of West Virginia, one thousand nine hundred
thirty-one, as amended, be amended and reenacted, to read

as follows:

ARTICLE 7. AUTHORIZATION FOR DEPARTMENT OF TAX AND REVENUE
TO_PROMULGATE LEGISLATIVE RULES,.

§64-7-4. Insurance commissioner.
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(a) The legislative rules filed in the state register
on the seventeenth day of August, one thousand nine hundred

ninety-three, authorized under the authority of sections

four and five, article twentv-eight, chapter thirtv-three,

of this code, modifigd by the insurance commissioner to
meet the objections of the legislative rule-making review
committee and refiled in the state register on ‘the
seventeenth day of June, one thousand nine hundred
ninety-four, relating to the insurance commissioner
(individual accident and sickness insurance minimum
standards, 114 CSR 1i2), are authorized.

(b) The legislative rules filed in the state register
cn the fifteenth day of August, one thousand nine hundred

ninety-four, authorized under the authority of secticn ten.,

article two, chapter thirtv-three, of this code, meodified

by the insurance commissioner to meet the objections of the
legislative rule-making review committee and refiled in the

state register on the twenty-eighth day of November, one

.thousand nine hundred ninety-four, relating +to the

insurance commissioner (regulation of credit life insurance
and credit accident and sickness insurance, 114 CSR &), are
authorized. -

(c) The legislative rules filed in the state register

on the twelfth day of August, one thousand nine hundred
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nirnety~four, authorized under the authority of section ten,
article twe, chapter thirtv-~three, of this code, modified

by the insurance commissioner to meet the objections of the
legislative rule-making review committee and refiled in the
state register on the twenty-third day of HNovember, one
thousand nine hundred ninety-four, relating o the
insurance commissicner (credit for reinsurance, 114 CSR
40), are authorized.

{d) The legisliative rules filed in the state register
on _the twentv-eighth day of July, one thousand nine hundred
ninety-five, authorized under the authority of gection
nine, article seven, chapter thirty-three, of this code,

modified by  the insurance commissioner to meet the

obiections of the legislative rule-making review committee

and refiled in the state register on the twenty-seventh day

of November, one thousand nine hundred ninetvy-five,

relating to the insurance commissioner (minimum reserve

standards  for individual and group health insurance

contracts, 114 CSR 44), are anthorized.

NOTE: The purpose of this bill is to authorize the
Insurance Comnissiconer to promulgate legislative rules
relating to minimum reserve standards for individual and
group healih insurance contracts.

'Striké-throughs indicate 1anguage that would be
stricken from the present law, and underscoring indicates
new language that would ke added.
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STATE OF WEST VIRGINIA

Offices of the Insurance Commissioner Legal Division
GASTON CAPERTON 7 7 HANLEY C. CLARK
GDVemOT [msurance Ccmmlssloner

HAND DELIVERED , S o ]

Ms. Judy Cooper, Director
Adminigtrative Law Divigsion. o
Qffice of Secretary oI State
State Capitol o
CnarleSEOn, West Vlvg nia 2530&

Dear Ms. Coocpar: - .

Artached foxr filing with your office is the "final filing"
form for the rule Series 44 titled "Minimum Reserve Standards for
Individual and Group Health Insurance Contracts." This rule was
authorized -in Senate Bill 171 a“d,passed by the Legislature on
March 7, 1996, .

We are also providing yvouxr ciffice with a computer disk
gontaining the aforemention@ﬁhrule_and a hard copy of the
promulgation history of that rule. The filing date and.effective
date have already been inserted onto the computer disk.

If vou have any guestlons zbout the enclosed forms or the

compucer disk, please do not hesgitate to <zll me.

Sincerely, R B )
7 - //:.,' %

,ﬁ?,44¢ﬁ”"WW%%%ﬂ

B. th Huffman

General Counsel
BKH/sar
Attachment - : - , , .
P.O. Box 50540 B "We are an Equal Opportunity Employer” Telephone (304) 558-0401

Charleston, West Virginia 25305-0540 ; Facsimile (304} 558-0412




RN Dear Ms. Coover:

STATE OF WEST VIRGINIA

Offices of the Insurance Commissioner Legal Division
GASTON CAPERTCN 7 HANLEY C. CLARK
Governor Insurance Cormunissioner

April 2, 1996

HAND DELIVERED

Ms. Judy Coopex, Director o . -
Adaministrative Law Division
ffice of Secretary of State
State Capitol
Charleston,; West Vizginia 23305

Attached for filing with your office is the "final £iling"
form for ths rule Series 44 titled "Minimum Reserve Standards for
Individua7 and Group Health Insurande Contracts." This rule wasg
authorized in Senate B1ill 171 and Dassea Dy the Jeglslature orl
March 7, 19S%¢.

We are also providing -your office with a computer disk
containing the aforementicned rule and a hard copy of the
promulgati on n*s;o*y of that rule. The filing date and effective
date have already been inserted onto the computer disk.

If vou have any cuesticonsg about the enclecsed forms or the
computer disk, please do not hesitaie to call me.

SlncereWy, Az///

2. Keith Huffman
Gensrzal Counsel

BKd/sax
Attachmant

P.O. Box 50540 L "We are an Equal Opportunity Employer” Telephone (304} 358-0401
Charlestor, West Virginia 25305-0540 ) Facsimile (304) 538-0412




KEN HECHLER

WILLIAM H. HARRINGTON
Secretary of State

Chief of Staff
MARY P. RATLIFF

JUDY COCPER
Deputy Secretary of State

Director, Administrative Law

STEPHEN N. REED PENNEY BARKER
Deputy Secretary of State

STATE OF WEST VIRGINIA Supervisor, Corporations

CATHERINE FREROTTE

Executive Assistant SECRETARY OF STATE (Plus all the volunteer
reloon (304) 555-6000 o Building 1, Suite 157-K R E help we can get)
g'ephane: (304) 558-6000. 1900 Kanawha Blvd., East i -3
e eeaa0g o B000 Charleston, WV 25305-0770 CE VED
APR 23 199
TO:_Donna ien ar
LEGAL Divisiony
AGENCY: _Insurance Commisgsion W. VA, S perr,

FROM: JUDY COOPER, DIRECTCOR, ADMINISTRATIVE LAW DIVISION

DATE: April 19, 1996

THE ATTACHED RULE FILED BY YOUR AGENCY HAS BEEN ENTERED INTO OUR
COMPUTER SYSTEM. PLEASE REVIEW, PROOF AND RETURN IT WITH ANY
CORRECTIONS. IF TEERE ARE NO CORRECTIONS, PLEASE SIGN THIS MEMO
AND RETURN IT TO THIS QOFFICE. YOU WILL BE SENT A FINAL VERSION OF
THE RULE FOR YOUR RECORDS.

PLEASE RETURN EITHER THE CORRECTED RULE OR THIS FORM WITHIN TEN
(10} WORKING DAYS OF THE DATE YOU RECEIVED THIS REQUEST. CALL IF
YOU HAVE ANY QUESTIONS.

SERIES: 44 TITLE: 114 sSUrandce migsion
3 =
_ £ =
* THE ATTACHED RULE HAS BEEN REVIEWED AND IS CORRECT. ma - -7
2 =
SIGNED: o2 —
=E ~ I
TITLE OF PERSON SICGNING: oh = Ty
et — @
DATE: =5 =
M P
o <o
E A S S b I i S I S T T R TN R i R g
* THE ATT D RULE HAS BEEN REVIEWED AND NEEDS CORRECTING. THE
CORRECTAO [ EZ; /)Z\fKED
STIGNED
TITLE OF PERSON SIGNING: %S/gocbq,-\—c Comae ’ ]
DATE: 5D IIOHV
NOTE: IF YOU ARE NOT THE PERSON WHO HANDLES THIS RULE, PLEASE

FORWARD TO THE CQRRECT PERSON.




WILLIAM H. HARRINGTON

KEN HECHLER
Chief of Statf

Secrefary of State

JUDY COOPER

MARY P. RATLIFF
Directar, Administrative Law

Deputy Secretary of State

STEFHEN N, REED . . PENNEY BARKER
Deputy Secretary of State i Supervisor, Corporations
STATE OF WEST VIRGINIA

CATHERINE FREROTTE - e =

Executive Assistant B SECRETARY OF STA_TE (Plus all the volunteer
roleoh (304) 558-5000 Building 1, Suite 157-K help we can gst)
| elepione: 1aus) 998 - 1900 Kanawha Bivd., East -
Corporations: (304} 558-8000 Charleston, WV 25305-0770

FAX: (304) 558-0900

March 12, 1996

Donna S Quesenberry

Insurance - . - -
PC Box 50540 B

2019 Washington Street East '

Charteston, WV 25305-0540 ' -

SB 171 authorizing, Title 114, Series 44, Minimum Reserve Standards for Individual & Group
Health Insurance Contracts passed the Legislature on March 7, 1996. It is now awaiting the Governor's

signature.

You have sixty (60) days afier the Governor signs 8B 171 to final file the legisiative rule with the
Secretary of State's office. To final file your legislative rule, fill in the blanks on the enclosed form #8, the "Final
Filing" form and file the form with cur office with a promulgation history of the rule. Authorization for your
legislative rule is cited in SB 171 Section 84-7-3(g) . The agency may set the effective date of the legislative
rule up to ninety (20) days from the date the legisiative rule is final filed with the Secretary of State's office,
Please have an authorized signature on the bottom line.

“**MPORTANT: IF YOUR AGENCY HAS COMPLETED THE LEGISLATIVE RULE ON A WORD
PERFECT OR WORD PERFECT COMPATIBLE COMPUTER SYSTEM THAT USES A 3 1/2" DISK, YOU
MUST SUBMIT A CLEAN COPY WITH ALL UNDERLINING AND STRIKE-THROUGHS, HEADERS OR
FOOTERS REMOVED, TO QUR OFFICE WHEN FINAL FILING THE RULE, REMEMBER, THE TEXT OF
THE COMPUTER FILED RULE MUST BE IDENTICAL - WORD FOR WORD, COMMA FCR COMMA, WITH
ALL UNDERLINING, STRIKE-THROUGHS, HEADERS OR FOOTERS REMOVED, AS THE HARD COPY
AUTHORIZED BY THE LEGISLATURE. NOTICE: ALL ELECTRONIC FILINGS NOT COMPLYING WITH
THIS WILL BE REJECTED AND SENT BACK TO THE AGENCY TO BE RESUBMITTED!

After the final rule is entered into the data base, the rule will be sent back to the agency for review and
proofing. The agency has ten (10) working days t¢ send a confirmation or corrections to the Secretary of
States. [f the agency fails to return this within ten (10) working days, the rule will be filed in the data base with a
disclaimer attached stating that the agency failed to review the rule. Following confirmation, corrections or
faillure to review, as the case may be, the Secretary of State shall submit to the agency a final version of the rule

for their records.

If you have any questions or need any assistance, please do not hesitate to contact our cffice.

Thank you,
Administrative Law Division




