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STATE OF WEST VIRGINIA

Offices of the Insurance Commissioner Legal Division
CASTONCATERION  sugust 20, 1996 AL cLame

HAND DELIVERED

Ms. Judy Cooper, Director
Administrative Law Division

Office of the Secretary of State

State Capitol

Charleston, West Virginia 25305 = _

Dear Ms. Cooper:
Enclosed please find for filing one (1) copy of the following:

(1) Notice of Agency Approval of a Proposed Rule and Filing with the
Legislative Rule-Making Review Committee;

(2) Consent to Proposed Rule;

(3) Fiscal Note;

{4) Brief Summary of the Rule;

(5) ~  Statement of Circumstances;

(6) Legislative Rule-Making Review Committee Questionnaire; and

(7) The agency-approved rule entitled “Valuation of Life Insurance Policies,”
{Series 49).

Please contact me if further information is required.

Very truly yours,

imothy Hry#ick
Associate Counsel

TH/avn

Enclosures

G timicooperd9 . wpd)

P.Q. Box 50540 "Weare an Equal Opportunity Employer” Telephone (304) 535-0401
Charleston, West Virginia 25305-0340 Facsimile {304) 5338-0412



STATE OF WEST VIRGINIA
Offices of the Insurance Commissioner Legal Division

GASTON CAPERTON HANLEY C. CLARK

Covernor insurance Coemmissicner

CONSENT TQ PROPOSAL COF RULE

To Whom It May Concern:

Pursuant to West Virginia Code 3 S5F-2-2{a) (12), the
undersigned hereby grants consent to the proposal of the
following rule proposed by the Insurance Commissioner of the
State of West Virginia: Title 114, Series 49, relating to
Valuation of Life Insurance Policies. -

Facsimile (304) 558-0412

Signed this 31st day of - May , 1996.
S .
James Paige, III
Secret of Tax and Revenile
P.O. Box 50540 "We are an Equal Opportunity Employer” Telephone (304) 353-0401

Charleston, West Virginia 25305-0540




APPENDIX 3

FISCAL NOTE FOR PROPOSED RULES

Ruls Title: Valuation of Life Insurance Policies
Title 114, Series 4%
Tvepe of Rule: X Legislative Interpretive Procedural
Agency: . Insurance Commissioner
Address —Post Office Box 50540
1124 sSmith Street, Grezenbrocke Building
Charlesten, West Virginia 25305-0540
1. Effect of Proposed Rule B,
ANNUAT, FISCAL YEAR
Iincrezse Decraase Current Nextc IThereafter
ESTIMATED TOTAL"
CO8T S 3 Nona
PERSONAL SERVICES None
CURRENT EXPENSE None
REPAIRS AND 'i
ALTERNATIONS None
EQUIPMENT ] Nona
OTHER None
2. Explanation of above estimates:

This rule establishes accounting standards tc be used by
insurers in valuing life insurance policies and computing
related values (such as reserves associated with such
policies) when preparing financial statements for submission
to the Insurance Commissioner. The frequency, timing and
contents (and conseguently, the time and effort reguired to
prepare or review them) is not significantly affected by
this rule. :

3. Opjectives of these rules:

The objective of this rule is to adopt the model regulation
on this topic that has been approved by the National
Association of Insurance Commissiconers (NAIC,. Adcption of
the mcdel regulation is rnecessary to ensurs the continued
accreditation of this agency by the NAZIC.




Rule Title: Valuation of Life Insurance Policies

Title 114, Series 49

4. Explanaticn cf Overall Econcmic Impact of Propos=2d Rule.

A.

Date:

Econcmic Impact on Stakte Government.

None. See answer tc Question 2.

Economic Impact on Political Subdivisions; Specific
Industries; Specific groups of Citizens.

Nore. See answer to question 2.
Economic Idpact on Citizens/Public at Large.

Neone. The rule does not app
3

¥y to, and has no direct
impact upon, the public at r

1
arge.

5/ 30/at. o |

Signature of Agency Head or Authorized Representative




Insurance Commissioner :
Legislativa. Rule ) - :
Title 114, Series 43 - S o

VALUATION OF LIFE INSURANCE POLICIES

W. Va. Code § 33-7-95 presciribes, inter alia, a
“commissioner’s reserve valuation method” to be used by insurers
in valulng life insurance peolicies and the reserves associated
with such policies. See W. Va. Code § 33-7-8(g), (h), (k) and
{m). The values thus derived are included in the annual
statements submitted to the Insurance Commissioner by the
insurers as reguired by W. Va. Code § 33-4-14, and are certified
by a qualified actuary as regquired by W. Va. Code § 33-7 5({c).
W. Va. Ccde § 33-7-% 1s substantially identical to the mcdel
Standard Valuation Law promulgated by the National Asscciation of
Insurance Commissioners (NAIC) . :

This rule expands upon the descripticn of the .
commissioners reserve valuation method sef forth in W. Va. Code
§ 32-7-9. Snec1flca71y, the rule provides tables of mortality
factors for use in valuing IE fe insu¥ince policies, and provides
standards for calculating Minimum Fegerves for &certain types of
policies.. The rule is substantially identical to the model
regulation on_ “Valuation of Life Insurance” promulgated by the
NAIC, and adoption cof the rule is necessary to preserve this
agency’s accreditation by the NAIC. .

W. Va. Cocde § 33-7-% contemplates that the commissioner by
rule may identify mortality tables cther than those listed in the
section, for use in valuing policies. See W. Va. Code
8§ 33-7-9(d)(l)(iii)[allowing the use of “any ordinary mortality
table, adopted after [1589] by the [NAIC and] approved by
regulation promulgated by the commissioner”]. Also, W. Va. Code
§ 33-2-10 empowers the Commissioner “to promulgate and adopt such
rules and regulations relating to insurance as ars necessary Lo
dlscharge his duties and exercise his powers and to effectuate
the provisions of this chapter and to protect and safeguard the
interests of policyholders and the public of this State.”




Insurance Commissioner
Legislative Rule ] ; . : -
Titie 114, Series 49

VALUATION OF LIFE INSURANCE POLICIES

Title 114, Series 49

STATEMENT OF CIRCUMSTANCES

This rule expands upon the description of the
commissioners reserve valuation methed set forth in W. Va. Code
§ 33-7-9. Specifically, the rule provides tables of mortality
factors for use in valuing life insurance policies, and provides
standards for calculating minimum reserves for certain types of
policies. The rule is substantially identical to the model
regulation on_"“Valuation of Life Insurance” promulgated by the
NAIC, and adoption of the rule is necessaxy to preserve this
agency’s accreditation by the NAIC.

W. Va. Code § 33-7-9 ccntemplates that the commissioner by
rule may identify mortality tables othker than those listed in the
section, for use in valuing policies. See W. Va. Code o
§ 33-7-9(d) (1) (iii) [allowing the use of “any ordinary mortality
table, adoptéd after [1989] by the [NAIC and] approved by
regulation promulgated by the commissicnex”]. Also, W. Va. Code
§ 33-2-10 empowers The Commissicner “to promulgate and adept such
rules and regulations relating to insurance as are necessary to
discharge his duties and exercise his powers and to effectuate
the provisions of this chapter and to protect and safeguard the
interests of policvholders and the public of this State.”




LEGISLATIVE RULE-MAXING REVIEW COMMITTEE
INSURANCE COMMISSIONER

TO:
FROM: CFFICE OF THE
DATE : AUGUST 20, 1886 )

LEGCISLATIVE RULE TITLE: VALUATION |
(Series 49)
1. Authorizing statutel(s) citation - W.Va. Code § 33-2-10,
2. a. Date filed in State Register with Notice of Hearing:
May 31, 1995
b. What other notice, including advertising, did you givs of
the hearing? - :
Nene =~ - = _ - T
¢. _Date of hearingl(s): Comment period ended on
July I, 1888 - -
d.. httach list of persons who appeared at hearing, comments
raecgaeived, amendmenis, reasons for amendments.
. No comments received_ XX
approved
(be

Attached
Date you £filed ia State Register the agency
proposed L2dgislative Rule.following public hearing:

axact)
12996 il

Aucust 20,
Name &nd phone number of ageicy person to ccentact Ior

information:

Ih

dditcicnal



Timothy Hrynick

Aszociste Coungel

(304) 558-0401

If the statute under which you promulgated the submitted rules
regquireg certain findings and determinations to be made asg 3
cendition precedent to thel¥ promulgation:

a.

Give the date yopon which vou filed in the State Register
a notice of the_ time and place of a hearing for the
taking of “evidence and a geheral description. of the
issues to be decided.

Not spolicable

Date of hearing: Not applicable

On what date. did wyou f£ile in the State Register toxe
findings and determinations required together with
- -

reasons thersferz2 L -

Not applicable

attach findings and determinations and reasons:

“tacned Not applicable




§114-49-1.

§114-489-2.
§114-42-3.

§114-459-4.

§114-4%5-5.

§ll14-49-6.

§114-49-7.

R I T S
O O
114CRS49 fug 200 2 wo T
TITLE 114 '
LEGISLATIVE RULE
INSURANCE COMMISSIONER Grggr nreE "-TE'T jren
CRETARY LF S27e7E
SERIES 49

VALUATION OF LIFE INSURANCE POLICIES

_ General. : - —

Applicability.

Definitions. - o

General Calculation Requirements for Basic Reserves

and Premium Deflciency Reserves. o

Calculation of _ Minimum Valuaticn "Standard for

Policies with Cuaranteed Nonlevel Premiums or
Guaranteed Nonlevel Benefits (Other Than Universal
Life Insurance Policiles).

Calculatiorn of Minimum Valuation Standard for
Flexible Zremium and Fixed Premium Universal Life
Instrance - Policies That Contaln Provisions
Resulting in the Ability of a Policyowner to Keep a
Policy in Force Over a Secondary CGuarantee Period
of More Than Five Years. .

Severability.
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TITLE 114
LEGISLATIVE RULE i e riT
INSURANCE COMMISSIONER O S CrpnT oF 8

SERIES 495
VALUATION OF LIFE INSURANCE POLICIES
§114-49-1. General.
1.1. Scope.. - == .- == e
a. . The purpose of this rule’is to . provide:

L. Tables ©f select mortality factors and ruleg

for their use; — ° . A

2. Rules concerning a minimum standard for the
valuation of plahs with #Adlevel premiums or benefits; and

3. Rules cohcerning a minimum standard for the
valuation of plans with secondary guarantees.

b. The mechod Zor calculating basic reserves Jdefined
in this rule will constitute the Commissioner!/s Regerve Valuation
Method for policiegs €0 wWhich this rule is. apvlicable..

1.2. Avthority. -- This zrule is issued under the authority

of W.Va. Code §33-2-10.. ~ S

1.3. Filing Date. --
1.4. Effective Date. -- . - : -
§ll4-45-2, Applicability.

2.1. This rule shall apply to all life insurance policies,
with .cr without nonforfeliture values, issued on or after the
effective date of this rule, subject to the following exceptions
and conditions. L

2.2. Excéptions.

a. This rule shall not apply to any individual life
insurance pollcy issued on cor after the effective date of this
rule 1if the policy is issued in accordance with and as a result
of the exercise of a reentry provision contained in the original
life insurance policy of the same or greater face amount, lssued
before the effective date of this rule, that guarantees the
premium rates. of the new policy. This rule also shall not apply
to subsequent policies issued as a result of the exercise of such
a provision, or g derivation of the pzdvision, in the new policy.




Insurance Commissioner 7. .
Legislative Rule  _ - L , . -
Title 114, Series 49” o ’

vl

b.. This rule shall not apply tc any variable life
insurance polligy that provides for life insurance, the amount or
duration of which varies accordﬂng to Lhe lnvestmﬂnt experience

of any separate acgcount ox acéourts. . _

c. This rule shall not apply & any variable .
universal life insurance . policy that provides for l1ife insurance,

the amount or duraticon of which varies accarding to the - ..

invegtment experience of any separate account or accounts.

d. This rule shall not apply to group life insurance
certifiicates unless the ¢ertificates prov‘de,for a stated or
implied schedule of maximum gross Qiemﬂums reguired in oxrder to
contcinue coverage in Zdxce for a pericod in excess oif one year.

2.3, Conditions. : . : Lo T

a. -~ Calculaticn <f the minimum valuatidn standard ‘or
volicies with guaranteed nonlevel premiums or guaranteed nonleve
benefits (other than universal lifes insurance policies), or bo;h

-

ghall be in acgordance with the provisions.of section 5 of this
rule. . _ ) _ T LT I

. Calculation of the minimum valuation standard for
fTexible premium apd’fixed p;emium universal l“fe_*psufance
Dotlcvholder to keep a . policy in force over a secoréa}y guarantee
Derlod of more than five (5) years shall bé in accordance with
the vrovisions of section 6 of this Tule. . ..

§114-49=-3, Definitions.

32.1. “Baslc reserves” means reserves calculated in
accordance with the principles cof W. Va. Code §33-7-35(g).

3.2. “Ccontract segmentaticn method” means the method of
dividing the period from issue to mandatory explration of a

pol cy into Suctéssive segmentg, with.the length of each segment

being defined as the perlod from the end of the pricr segment
(from policy incepticn, for the first segment) to the end of the
latest policy vear as détermined below. All talculations are
made using the 1980 CSO valuation tables, as defined in
subsecticn 3.5 of this rule, (or &y other wvaluation mortality
table adopted by the National Association of Insurance
Commissionexs affer the effective date of this rule and.
promulgdted by rule by the commissioner for this purpose), and,

Page 2




Insurance Conmissionsr
Legislative Rule,
Titcle 114, Serié

zg -
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elacted, the optional

deficiency reserves étipuTated in subsection 4.
a particular contract sogmenL shal
the value t for which G

the segment length is deemed to be the niimber
of the segment to the mandatory

Lhe Doilcy)

The length of
the minimum Qf
never excesds R
yvears from the Seginning
explration date, of
follows: _

minimum mortali
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original issues age;

the number of vears from the
date of issue to the
beginning of the segment;

1, 2, t
at the beginn

segment ;-

to 1

1s reasget
ing of each

. e oa oy

Guarantesd greoss premium Der
thousand of face amount,
ignoring policy fees only if
level for the premium pay ng
veriod cf. the pollcy, for

vear t of the segment.

dowever, R_ may be
increased Sr decreassd

by on& percanit any pclicy
vear, at the company’s
opticn, but R, shall not
be less than Sne; -

are as defined zbove; and
valuation mortality rats for
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Insurance Commissioner - oo oo
Legislative Rule 5 : . .
Title 1i4, Series 49 . ) , _

deficiency resesrves in
policy vear k+t.

3.3. “Deficiency reservées” means the excessg, if greater than
zero, of minimum reserves calculated in accordance with the
principles of W.Va. Code §33-7-3(K) over basic ressrves.

3.4, “Maximum valuation interesst rates” means the interest
rates defined in W.Va. Code 833-7Z-2(£) {2) that are to be used in

determﬂplpg the minimum standard fox the valuaticn of life
insurance pcelicies. s

3.5.-"1980 CSU dluaticn takles” means the. commissioner’s
1980 standard crdinary mortality table (158C CSO Table), withcut
ten- vmar'se?ecb mortalitv ‘aétﬁrs _‘ncorPO?ated iﬁto the 1280
W. Va. Code §33:42,7(d}(1}, and varlatlons of the 1080 CSO Table
approved by the Natiocnal Association of Insurarice Commissioners,
such as the smoker ana popsmoker veT51ons aDDfoved in December
1983. : ol T I -

3.6. “Scheduled gross premium” means the smallest
illustrated gross premium at isgsue. for other than universal 1ife
insurance policies.. For universal 1ife iasurance policies,
schedulead grosé‘ﬁ?ém{ﬁﬁ’means the smallest specified premium
described in subdivision ¢ of subsection .1 of thisg rule, 1if
any, or 2lse the minimum premium described in subdivision 4 of
subsection 6.1 of thig rule.

3.7. “Segmented_resgerves” means reserves, calculated using
segmernts produced by‘Lne,COFLVact segmentation method, egual to
the present value cf all future guavan;ead benefits Tess the
present value of_ all future net premiums to the mandatory
expiration of a pelicy, where the net premﬂums within each
segment are a uniform De?centage of thé respective gross premiums

within the segment. . e A -

a. The uniform percentage for each segment is such
that, at the beginning of the segment, the present wvalue cof tha
net premiums within the segment eqgua )

1. The Present Value o* the death benefits
within the segments - plus '

Page 4




Ingurance Commissioner L oL
Legiglative Rule
Title 114, Series 49

2. The present value of any unusual guaranteed
cash surrender wvalue (see subsection 5.4 of ;hls rule) occurring
at the wnd of the segment+ : less

3. Any unusual guaranteed cash value cccourring
at the start of the segment+ = plus

4. For. the first segment only, the excess of the
quantity described in subparagzaph A of this paragraph, over the

quantity described in subparagraph B of this paragraph+.

A, A net level annual premium egual to the
present value, at the date of issue, of the benefits provided for
in the first segment after the first policy vear, divided by the
pregent value, at the date of issue, of an appuﬂuy of one per .
vear pavable on the first and each subsegquent anniversary within
the first segment on which a vremium falls due. However, The net
lavel annual prem'um shall not exceed tHe net level annual
premium on the nineteen- year premium whole 1ife plan of ipsuvarce
of the same renswal vear egquivalent level amount at an age on

vear higher than the age at issue of the policy.

B. A net one- veav term Dremium for the

b. The length oi_each segment is determined by the
contract segmentation method, as defined in this section.

<. The interest rates used in the present value
calculations for any pélicy may not exceed the maximum valuation
interest rate, determined with a guarantee duraticn egual to the
sum of the lengths of all Segnients of the policy.

d. For both basic reserves and deficiency reserves
computed by the segmented method, present values must include
future benefits and rwei premiums in the current segment and in
2ll sUbseguent segments. _ —.

3.8. “Tabular cost of insurance” means the net single
prem um at the beginning of a policy year for one-year term
ingurance in the amoupu of the cuaranteed dea;hzbenefit in that

policy vear. : -

3.9. “Ten-year select mortallty factors” means the select
ty factors incorporated into tlHe 1980 amendments to the

Page 5




Insurance Cofmissioner - =

Legizglative Rule _
Title 114, Séries 4% — . —7° 0

NAIC Standard Valuation Law and réferred to in W, Va. Code §33-7-3(d) (1)

3.10. "Unitaxy resarves” means the present value of
all future guaranteed benef1ts less the Dresent value of all

future modified net premiums, where: .
a. Cuaranteed benefits and modified net premiums
are considered to the mandatory expiration of the policy; and

b. Modified net premiums are a uniform percentage
cf the respertive guaranteed gross premiums, where the uniform
percentage is such that, at -ggg@L_thgnp?esent value of the net ,

premiumg egquals the, p¥Fecent valug of zall Jdeath berefits and pure
endownients,  plus the extess of tge;quantlty described in
varagraph 1 of this subdivision, over the gquantity described in

paragrapn 2 of this subdivision.. : T ,

1. A net level annual premium equal to the
present wvalue, at the date of issue, of the benefits provided for
after the first policy vear, divided by the present value, at the.
date of issue, of an annuity of one ver year payakle on the first
and each subsegquent anniversary of the policy on which a premium
fzlls dus. However, the net level annual premium shall not
exceaed .the net level ahnhual premium on the nineteen-yeay premium
whole life pian of insurance Jf the same renewal year eguivalent
lewvel amount at an age one year 11gber than Lbe .dge at 1ssue of

the DOTLCY -

2. A nmet_one-year tevm premium for the benefits
provided foxr in the first peolicy vear

<. - The interest ratesg used in the presgent wvalue
calculationsg for any poéllcy may not exceed the maximum valuation
interest rate, determined with a guarantee duration &gual to the.
length from issue to the mandatory expiraticn of the pollcy

3.11. _ “Universal life insu¥ance policy” means any
individual life insurance-policy under the provisions c¢f which
separately identified interest. credits (other than in connection
with dividend accumulations, premium deposit. Fupds, or other ,
supplementary accounts) and mortality or expense charges are made

To the peolicy.

§114-45-4, General calculation requirements for basice
reserves and premium defilciency reserves.

Page 6




Insurance Commissicner = .
Legislative Rule _ . - Ll
Title 114, Sexrlies 49 - ) o

4.1. At the electlon of the. .company for any one or more
specified plans ¢f.life insurance, the minimum mo*"alltv standard
for bas*c_reseTves may be ca7culated uging the 1980 CS8O¥aluation
tables with Select mortality factors (or any other. valuation
mortallgy table adopted by the National Asscociation of Insurance
Commissioners.after the effective date of this rule.and
promulgated by rule by the commissioner for this purpose). If
gselect mortality factors are elected, they may be:

a. The ten-vear .select wmortality factors
incorporated into the 1980 amendments to the NAIC Standard
Valuation Law and ré&ferred to in W. Va. Code §33-7-9{d) (1) {4ii};

or . I

b. One hundred fifiy percent (150%) of the base
gelect mortality factors in Appendix A of this rule; or

c. One hundred fifty percent (150%) of the base
select“mo*'ajlty factords in Anbendlx & of this rule for the first
ten (i0) policy vears; then 1_rearfy graded from the resulting
tenth year factor to l00.percent at policy year sixteen (16); or

d. Any other table of select mortality factors
qdop;vd by the National Association of Insurance Commissioners
afrer the effective date of this rule and promulgated by rule by
the commissioner for the purpdse of _calculating basic reserves.

4.2, Deficiency reserves, if any, are calculated for each
policy as. the excess, 1f greater than Zero, of the cguantity 2
cver the basic reserxve.. The quantity A is obtai ned by
vecaTCLlatlng the basic reserve, for the policy using guaranteed
gross premiums instead of net premiums when the gua?anteed gross
premiums are less than the corresponding net premiums. AL the
election of thefcommapy fTor any one or more SDeCWEWed,UTans of
insurance, the guantity 2A.and the corresponding net premiums used
in the determination of_ gquantity A may be based .upen thes 1980 CSO
valuation tables with select mortality factexs (ozr any other
valuation mortality table adopted by the National Associaticon of
insurance Commissicners affter the effective date of this rule and

promulgated by rule by the comm1SSLODe*) If select mortality
facteors are elected, they may be: - :
a. - The ten-year select mortality factors
the 1980 _amendments tg the NAIC Standard -

inco*porated int
ah

c
Valuation Law and referred to iin W. Va. Code §33-7-9{d) (1) (ii);

Page 7




Insurance Commissioner : -

Legisliative Rule =~ B , o
Title 114, Series 49

b. One hundred Lfwenty percent (120%) of tqe base
select mortality factors in Apvendix A of this rule;

c. One hundred. twenty percent (120%) of the bass
select mortality factors in Appendix & of this rule for the first =
ten (10} policy vears; then linearly graded from the resulting
tenth vear factor to 100 bercent af policy year sixtéen (16);

d. Any other table of select mortality factors
adooted by the. National Association _of Insurance Commissioners
after the effective date of this »ule and promulgated by rule by
the commiggioner for the purpose of calculatlng deficiency

reéserves. —- - - - —

segment as determined by the contract seghentation method for the
basic reserves ig not greater than five (5) vears (safe harbozr),
then for that length of time measured from issue, for either the
unitary method or the contract segmentation method, gross
premiums need not be substituted for net premiums even 1f the
gross premiums are less than the net premiums. For subsequent
periods, gross premiums must be substituted for net premiums if

the gross premiums are less than the corrssponding net premiums.

£.3. Notwithstanding the above, if the length of the first

4.4. For any ptlicies for.which the company chooses Lo use
the safe harbor, the company must demonstrate annually ta the
satisfaction of the commigsioner, by submitting a statement of
actuarial opinion signed by the appointed actuary, that the
reserves held for all such policies are adeguate. :

4.5. In applying percerntages to the base select mortality
factors, do not round any reésult and sSet egual to 100 any result
that exceeds 100 oo T - ' I

4.5, This section applies tc both basic reserves and
deficiency reserves. BAny set of base select mortality factors
may be used only for the first segment. However, if the first
segment is less than tén (10) years, the appropriate ten-year
select mortality factors may be used thereafter through the tenth
policy year from the date of issue.”

£.7. In determining basic reserves or defic;eﬁcy reserves,
gross premiums without policy fees may be used where the ,
calculation inveolves the gross premrum but only if the policy fee
is a2 level dollar amount for the entire premium-paying period of
the policy. In determining deficiency reserves, policy fees may

Page 8




Insurance Commissioner . ST L -

LegﬁSWative Rule Lo — e . -
Title 114, Series 49 . _.

be included in gross premiums even 1f not 1pcluded in tqe actual -
calculation of basic reserves. = o

§114-48-5. Calculation of minimum wvaluation standard for
pelicies with guaranteed nonlevel premiums or
guaranteed nonlevel benefits (other than universal
life insurance policies).

5.1. Bagsic Reserves. -- Basgic reserves shall be calculated
as the greater of the segmented reserves and the unitary

regerves. Both the segmented reserveg and the unitary regerves

for. any policy must use the same va'uat1on mO?tallty table and

select ﬂoruallty factors. At the option of the Ainsurer, in

calculating segmented reserves and nef premiums, either the

adjustments descrlbed ln Subd’VWSlOﬂS a apd b of uhls'subsectlon _ -

subsec ilon may be made-' . . . . _

a. Treat the unitary reserve, LI greater than zerc,
applicable at the end.cf esach segment as a pure endowment; and

b. Subtract the unitary reserve, if greater than
zaxro, avplicable at the beginning of each segmenu,f?om T

the - - _
prese 1t value of guaranteed life. iristfrance” and endowment benefits
for each segment.

c. Treat the guaranteed cash surrender value, if
greater than zero, applicable at the end of each segment as a

pure endowment; and .

d. Subtract the guaranteed cash surrender value, 1I
greater than zero, avplicable at the_ggg_nn ng of each segment

from the present value of gua*aﬁteed life insurance “and endowment
penefits for each segment. L _

5.2. Deficiency Resexves.

a. qu deflclepcy regerve at any duration sbaTT

be calculated: - . S o __
1. On a unit xy bagis i1f the corresponding
basic reserve determined bv_subsection 5.1 of this rule is

unitary; cr . v = .

("‘QJ
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2. Cn & segmented basis 1if£ the
co*respond ng basic reservg determlnea by subsectlon 5.1 c¢f this
rule is segmented; cr - ST '
3. On ke a sé@ﬁented'bas*s if the
corresponding basic.reserve determined by subsectionm 5.1 of this
rule is sgqual to koth tbe segmen;ed eserve and the unitary

regserve. _—— = e - — = — .

b. This gubdivision shall apply to any policy
for which the guaranteed gross premium at any duration is less
than the corresponding modified net premium calculated by the
methed used in determining the basic reserves, but using the
minimum valuation standards of mortality (spec1fled in subsection
4.2 of this rule) and rate of interest..

c. Deficiency reserves, 1f any, shall be
calculated f£ar each peclicy as the excess, 1f greatar than zero,
for the current and all remalining oerlods, cfi the guantity A over
the basic¢ regerve, wherse quantity A is obtained as indicated in
subsgsection 4.2 of this.rule. - o - -

4. For de‘ic;bncy ragerves determined on a
segmented basis, the quantity A is determined using _segment
lengths equal to those determined for ségmented basic reserves.

5.3. Minimum Value, --.Basic  Xegerves may not be iless than
the tabular cost of insurance for the balance of the volicy year
if mean reserves are used.” Basic reserves mayv not be less than

the tabular cost of insurance for the balance of the current
modal pericd <¢r to the pald -to-date, if later, but not beyvond the
next policy annlversary, 1: mid-terminal reserves are used. The
tabular cost of insurance must use the same valuation mortalwty
table, select mortality factors and interest rates as that used
for the calculation of both the segmented and the unitary
regerves. In no case may total resgerves {(including basic
reserves, deficiency reserves and any reserves neld fozr
supplemental benefits that would expire upon contract
termination) be less than the amount that the policvowner would
receive (including the cash surrender value of _the supplemental

benefits, 1f any, referred to above), exclusive of any deduction

for policy _loans, upon termination..of the pclicy.

5.4. Unusual pPattern o7 guaranteed ¢ash sSurrender values.
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a. For any pelicy with an unusual pattern of
Uua*anteed cash surrender values, the reserveg actuzlly held
prior to the first uﬁusualggua*anteed,cash surrender value shall
not ke less than the reserves calculated by treating the first
unusual guaranteed. cash surrender wvalue as a pure sendowment and
treating the policy as an n-yéar dlicy providiag term insurance
plus a pure endowment egquidl to the unusual cash surrender value,

where n is the number of vea?s,from the date of issue to the date
the unusual cash surrende:_vaiue ig scheduled.

b. The reserves actually held subseguent to any
unusual guaranteed cash surxender value shall nct ke less than
the reserves calculated by treating the policy as an n-vear .
pelicy providing term insurance plus a pure endowment egual to -
the next unusual guaranteed cash surrender value, and treating

any unusual guaranteed cash surrender value at the end of the
prior gegment as a net single premium, where:

1 The value of n is the number of wyears £from

-

the dats of the last urusual guaranteed.cash surrender value

orior to the valuation date to the earlier of: - B

A, The date of the next unusual guaranteed
cash surrender xalue, 1f an¥y, that is scheduled after the
valuation date; ox T :

B. The mandatory expiration date of the o
policy; and o

2. The net premium for a given vear during the
n-year period i1s equal to the product cf the net to gress ratio L
and the resvective gross premium; and

3. The net ta .grogs ratio is equal to the .
quantity degcribed in suooaracfapn A of this paragraph divided by

the quantity described in subparagraph B of this paragraph+.

A. The present value, at the beginning of .
the n-yvear psriod, of death benefits payable during the n-vyear
period plus the present value, a2t the bedinning of the n-year
veriod, of the.next unusual guaranteed cash surrender value, if _
any, minus the amount of the last unusual guaranteea cash
surrender value, if any, scheduled at the begwnﬁ ng of the n-vear
period. . - L .
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B. The present value, at the beginning of
the n-vear pericd, of tqe scbequled gxoss Dremlums payvable during
the n-year period. -~ - - - = . .= o :

. For purposes of this subsection, a policy is
considered to have an unusuml Vatiérn of guaranteed cash

surrender values 1f any future guatranteed cash surrender value
exceeds the p“lOT vears guaranieed cash surrender valus by mor=s

than the sum of: . - B} S = -

1. Cne hundred ten percent (110%} c<f the
gchaduled gross premium fox that vear; and

2. One hundred ten percent (110%) of one year’s
accrued interest on the sum of the prior year’s guaranteed cash_
surrender value and the scheduled gross premium using the
nonforfeiture interxest rate used for caldulating polidy’
guaranteed cash surrender values;_ Znd

3. Five percent (5%) of the first policy yvesr _

surrender charge, if any. B

5.5. Opticnal exemptich for yearly renewable Term (YRT)

reinsurance. -- AL the optlon of the company, the. fellowing
approach for reserves on YRT relnSurance may be used.

a. Calculate the wvaluation net premium Ioxr each
future policy vear as the tabular ccst cI insurance for that

future v=aar. : _— -
b. Basic reserves shall_ nhever be lezs than the

tabular cost of insurance for the appropriate period, as defined
in subsection 5.3 of this rule. . .. _

C. Deficiency reserves. .

1. For each policy vear, calculate the excess,
if greater than zero, of the valuation net premium over the
regpective wmaximum guarantesd gross premium.

2. Deficlency reserves shall never be less than
the sum of the pVesg"L values, at the date of waluation, of the
axcesses determined in acco*dance w1th pa?ac*aph 1 of this
subdivision. : = - - =
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d. For purposes O0f this subseciion, the calculaticns
use. the maxinum valuatilon interest rate and the 1%80 S0
To?uallty takbles with or without ten-year select mortality
factors, or any other table adopted af;e* the effisctive date of
*his rule by the Na;wopal Assoc1atlon of Insurance CommLSSLOners

e. A reinsurande Sgreemeht shall ke considered YRT
reinsurance for purposes of this subsection- if: =

1.. The reinsurance prémium rates (on both the
initial current vremium scale and the guaranteed maximum premium
gcale) for any given year are 1‘aemeﬁaent"o both EBé”premﬂum

rates and the plan of the original poliicy; and
2. Only the mortality risk is reinsured. -

5.6. Opticnal exemption for attained-age<based yearly

renewable term (YRT) life insurance policies. -- Az the option of

the company, the fcollowing approach for.reserves .for attailned-
age-based YRT life insurance policies may be used.

a. Calculate the wvaluation net premium for each
future pOllCV year as the tabu lav COS; of Lnsurance for that
future yesaxr. - - e

b. Baglc Feserves shall never be lesgs than the
tabular cost of insurance for the apovropriate perlod as defined
in subsection 5.3 ©f this rule.

<. Deficiency reserves.

i. Foreach Dolicy vear, calculate ths excess,
if greater than zerco, of the valuation net vpremium over the
respective maximum guaranteed gross premium.

2. Defidiency reserves tshall never ke less than
the sum of the present wvalues, at the date of wvaluation, of the
excesses determined in accordance with paragraph 1 of this
subdivigion.

d.  For plurposes of this subsection, the calculations
nge the. maximum valuation interest rate and the 1580 CSO
valuation tables with or without ten-year select mortality
factors, or any other table adopted after the effective date of
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thig rule by the National Assocciation of Ingurance Commissionexrs
and DromuTgabed by rule by the commissioner for this purpose.

e, A policy shall be considered an atrained-age-based
YRT life insurancé policy for purposes &f trhis subksgection if:

1. The premium Tates (on both the initcial
current premium scale and the guara“beed maximum premium scale)
are based upon the attained age <f the insured such that ths rate
Zor any gilven volicy at) a given attained age of the insursd is
independent of the year the policy was issued; and

2. The premium rates (on both the initial
current. premium scale and thé guaranteed maximum premium scale)
are the same asg the premium rates for policies covering all
insureds of the gsame sex, risk class, plan of insurance and
attained ags. : = :

policies that become attained-age-based YRT

£ Tor
Life insurance volicies after ah initial period of coverags, the
aopfoacn of this paragraph may be used after the initial Daflod
if: — _ I o
1. The initial period is constant for all

ingurasds ©of the same sex, risk class and plan of ingurance; oz

2. The initial veriod runs to a commeon attained
acge Zoxr all insureds cf the same sex, risk class and vlan of
insurance; and

3. Lftex the initial period of coverage, the
policy meets the cvonditions. of subdivision.s of subsection 5.&5=e

of this subseetien rule. ~

g. If thig election is made, this approach must be.
applled in detEiminific resexrves for all affaired-ace-based VRT

life insurarce D071c1es izssusd on or after the effective date of
this rule. ) : : - - o

5.7. Exemption Ixem uhifary reservés for certain n-vear
rerewable term life insurance policies.. -- UD*ta?y basic resexrves
apd unitary deficiency reéservesa need not be cal cu\atea for a
policy 1f the following~éonditi ons are mef=-.

2. The policy con ELi ts of a series of ri-year periods,
including the first period an renewal veriods, where n is

D_.
|_|
(=
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the same for sach pericd, and for each n-year period, the premium
rates on boih the initial curreat premium scale and the
guaranteed maximum premium scale are level; and

b. The cuarapLeed grossg premiums in all n-year
pericds are not less th han. the corresponding net premiums based

upon the 1980 CSO Table Wlth:OV w1thou_ the ten-year select

mortality factors; and

<. There are no cash. surrender value in any policy

Year. T S s
5.8. Exemption from unitaxy reserves for certaln juvenile

policies. --"Unitary basic reserves and unl“*ty deFlclency
reserves need.not _be calculated for a _pelicy if The i follow1ng
conditiong are met, bkased.upon the 1nltlal current premium scale
at issue: S = R ) T

a. At issue, the insured is age twenty-four (24) or
younger; and o R '

L. Until the insured reaches the end of the juvenile

period, which must cccur at or before age twepby five (25}, the
gross premiums and death benef

cash gsurrender valuesg; and - -

_tsé;;@ Weve ' an there are no

C. After the end of the jUVenile period, gross
premiums are level for the remainder of the premium paying
period, and death benefits are level for the remainder of the
life_of the policy.

114-49-6. Calculation of minimum valuation standard for flexible
premium and fixed premium universal life insurance
policies that contain provisions resulting in the
ability of a policyowner to keep a pelicy in force over
a secondary guarantee period of more than five years.

6.1. General. _ S .

a. Policies with a sgecondaxry guarantes incliude:

1. A pelicy with a guarantee that the policy
will remain. in force at the origwnal gschedule of benefits over a
periocd exceeding five (5) years, SuDJECL onTy to the payment of
specified premiums; ' '
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2. 4 policy in which the minimum premium at any
future duration beyond the end of the f£ifth policy veéar ig less
than the corvesnondﬁng one year valuation premium, calculated
ugine the maximum valuation interest ra;e-and the .1880 CS0O
valuation tables with or without ten-year select mortality
facteors, or any other Table adopted after.the effective date cf ~__ L
this rule by the National Association of  IngUrance Commissioners
promulgated by rule by the commissioconer for this purpose; or

3. A peolicy with any combination of the features
desczibed in paragraphs I and 2 of this subdivision. -

b. A sgecondary guarantes period is the TOngest period _
for which the policy is guaranteed o remain in force subject .
only to a secondary guarantee. ~Sacondary guarantees that are
unilaterally extended by the ilnsurer after issue shall be
considered Lo have bean made at issue. . Reserves described in
subgections 6.2 and 6.2 ¢f this rules must be recalculated from

izsus to reflect the extensions. .

c. Specified premiums mean the premiums specified in
the policy, the payment of which guarantees that the pclicy will
remaln in force at the . criginal schéedule cf benefits, but which
ctherwise would be insufficient to keep the volicy in force in
the absence of the guarantee 1f maximum mertality and expense
charges and minimum intexest credits were made and any applicable
surrender charges were gssessed. o

d. For purposes of th 1ls subdivision, the minimum
premium for any DOl’CY vyear 1s the premium that, when paid intec a
policy with a zero account vaWue at the beglnnlng of the policy
vear, p*oauces 4 _zero Accdunt value at the end of tqe_pollcy
vear. The minimum premium ca7culatlon nmust use the policy cost _ o
factors (including mortality charges, ldads and expense charges) .
and the _ntevesL crediting rate, Whlch are all guaranteed at

lssue.

f

e. The one-véar valuation premium means the net one-
year oremium baged upon the original schedule of benefits for a
given policy vear. The one- yea?'valuatlop premiumns for all
pelicy years are calculated at issue, The selegt mortality
factors defined in subdivisions b, ¢ and d, of £his subsection
4.2 of this rulefmay not be used to calculate Lhe one-year
valuatlion premiums.

Page 16




Insurance Commissiconexr "~ — - .
Legiglative Rule . ; R o ) o .

Title 1i4, Series 49 T )

£.2. Basic reserves Idr the seccondary guarantees. -- Basic
reserves for the secondary guarantees shall be the segmented
regserves for._ the secondary guaranitée périod. In calculating the
segmenteg. and the segmented reserves, the gross. premiums shall be
set egual to the specified premiums, if any, or otherwise to the
minimum premiums+ that keep the pelicy in force., and the segments
will be determined according to the contrxact segmentation methed
as defined in subsection 3.2 of this rule.

6.3. Deficiency reserves for the secondary guarantees. --
Deficiency reserves, if any, for. the secondary guarantees shall
be calculated for the secondary guarantee period in the same
manner as described in subsection 5.2_0;,th;s rule with gross
premiums set equal to the specified premiums, 1f any, or
otherwise to the minimum pramiums tThat keep the policy in Zorce.

5.4, Minimum resgerves. -- The minimum reserves during the

secondary guarantee pericd are the greater of:

a. The basic reserves Zor the secondary guarantes .

plus the deifiicilency reserve, if anv;_for the secc:dafy
guarantees; or -

. The minimum reserves required by other rules or
rules governing universal life plans. -

5114-45-7. Severability.

If any vprovision of this. rule, or their application to any
perscn or circumstance, is held invalid, that determinaticn shall
not affect other provisions or applications of this rule which
can be given effect without the invalid provision or application,

and to.that end the provisionms of this rule are separable.
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Appendix A _

This Appendix contains select mortalify factors that ars the
bases to which the respective percentages of subdivisicons b and c .
of subsection 4.1 of this rule and subdivisions b and ¢ of
gubsection 4.2 of this rule are applied.

The six tables of basge select mortality factors arxe: (1)
male aggregate, (2Z]_ male nconsriokers, (3} male smcker, (4} female
aggregate, (5) fTemale nonsnoker, and (6) female smoker. =

These tables apply to both age last birthday and age nearest
birtnday mortality tabkles. )

Tor sex-blended mortality tables, compute base select
mortality factors in the same proportion as the underliying
mortalityv. For example, for the 1¥80 CS0-B Table, the calculated
base select moxrtality factors are €ighty percent (80%) of the
appropriate male table, plus_ twenty percent (20%) of the
appropriate female tsble in this appendix. : -
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