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STATE OF WEST VIRGINIA
Offices of the Insurance Commissioner

Legal Division

CECIL H. UNDERWOOD July 30, 1998 HANLEY C. CLARK
Governor ! Insurance Comnissioner
HAND DELIVERED
Ms. Judy Cooper, Director
Administrative Law Division o = 4
Office of Secretary of State o e e
- [yl Lo
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Charleston, West Virginia 25305 T T H
J’"'\,J P?_.— -)\;yw“»‘«
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Dear Ms. Cooper: ﬁf:-’: =
G
Enclosed please find for filing one (1) copy of the following: o e
>
1) Notice of a Comment Period on a Proposed Rule:
2) Brief Summary;
3) Statement of Circumstances:
4) Fiscal Note;
5) The Proposed Rule Entitled "Valuation of Life Insurance
Policies" (Series 49),
Please contact me if further information is required.
Sincerely, , //“ /
, ! . B / £ //;/
AT - /
B. Keith Huffman <:
General Counsel
BKH/ksb
Enclosures

P.O. Box 50540
Charleston, West Virginia 25305-0540

Telephone (304) 558-0401
Facsimile (304) 558-1362

"We are an Equal Opportunity Employer”



STATE OF WEST VIRGINIA

Offices of the Insurance Commissioner Legal Division
CECIL H. UNDERWOOD HANLEY C. CLARK
Governor Insurance Commissioner

CONSENT TO PROPOSAL OF RULE

To Whom It May Concern:

Pursuant to West Virginia Code § 5F-2-2(a)(12), the undersigned hereby grants
consent to proposal of the following legislative rule proposed by the Insurance
Commissioner of the State of West Virginia: Title 114, Series 49, relating to the valuation

of life insurance policies (amendments).

Dated this _ 29thday of July , 1998,

(ol C“QA;

Robln\'Cfapehart
Secretary of Tax and Revenue

P.0O. Box 50540 "We are an Equal Opportunity Employer” Telephone (304) 558-0401
Charleston, West Virginia 25305-0540 Facsimile (304) 558-1362



Insurance Commissioner
Legislative Rule
Title 114, Series 49

VALUATION OF LIFE INSURANCE POLICIES
TITLE 114, SERIES 49
(LEGISLATIVE RULE REPEALING AN EXISTING RULE)

BRIEF SUMMARY OF AMENDMENT

The legislative rule designated Title 114, Series 49 sets forth a method for calculating

reserves for certain term life insurance policies (specifically, those guaranteeing premiums for more
than five years). The rule is based upon an NAIC (National Association of Insurance
Commissioners) model regulation labeled the “Triple-X” regulation. Consequently, the legislative
rule here will be referred to simply as “Triple X.”

Triple X requires higher reserves for the policies it covers. Once implemented, the rule

would have the following effects.

In preparing annual statements and any other descriptions of their financial condition, life
insurers selling such policies would have to use the new method to calculate their reserve
liabilities. See W. Va. Code §§ 33-4-14 (requiring the filing of a “true statement of financial
condition”) and 33-7-5(c)(1) (requiring that “in any determination of the financial condition
of the insurer,” reserves calculated according to West Virginia law be treated as liabilities).
This would be true both of domestic life insurers (i.e., those incorporated in the state of West
Virginia) and foreign life insurers (i.e., those domiciled in some other state but 1ssuing
policies on the lives of West Virginia residents).

To obtain an unqualified actuarial opinion, life insurers (again, both domestic and forei an)
would have to maintain reserves at the higher levels required by Triple-X. W. Va. Code §
33-7-9(c)(2)(A); 114 CSR 41 §§114-41-6.2.£..C and 114-41-7.2.£..C. In general, an actuarial
opinion must accompany each life insurer’s annual statement of financial condition, and must
be supplied at such other time as the Commissioner finds it necessary to assess an insurer’s
financial condition. W. Va. Code § 33-7-9(c)(1); 114 CSR 41 § 114-41-1.1. Although an
insurer maintaining lesser reserves could obtain a qualified opinion (see 114 CSR 41 §§ 114-
41-6.2.i and 7.4), the insurer nonetheless would have to increase its reserves afterwards to
the higher level. 114 CSR 41 § 114-41-4.5.b.

When assessing the financial condition of a life insurer, the Insurance Commissioner would
recognize a reserve liability at the higher level required by Triple-X. See W. Va. Code § 33-
7-5(¢)(1). If the insurer has not established reserves at that level, the Commissioner
consequently might find that the insurer is impaired or insolvent.



Insurance Commissioner
Title 114, Series 49

. Upon increasing its reserves to the higher levels required by Series 49, a life insurer almost
certainly will increase its premiums for policies covered by that rule. Reserves, after all,
represent funds that are not available to the insurance company for general use, so that an
increase in reserves is tantamount to a reduction of profits.

Triple X does not apply only to those policies covering West Virginia residents. Instead, the
rule applies to all policies of the type indicated (i.e., term life insurance with a premium guaranteed
for more than five years). Instead, the rule applies to all policies of that type written after the
effective date of the rule, regardless of the state of residence of the person whose life is insured under
the policy.

For reasons described in detail under "Statement of Circumstances," implementing Triple X
in West Virginia before comparable rules have been implemented in other states threatens to
destabilize the market for term life insurance policies (and specifically for those policies covered by
Triple X) in this state. This emergency rule, therefore, repeals Triple X in its entirety. Once the rule
is repealed, reserves for all term life insurance polices will be calculated using the method described
in W. Va. Code § 33-7-9. That method was used to calculate such reserves prior to the promulgation
of Triple X. Should a significant number of states implement versions of Triple X in the future, an
appropriate rule will be promulgated.



Insurance Commissioner
Legislative Rule
Title 114, Series 49
VALUATION OF LIFE INSURANCE POLICIES
TITLE 114, SERIES 49
(LEGISLATIVE RULE TO REPEAL AN EXISTING RULE)

STATEMENT OF CIRCUMSTANCES

The legislative rule designated as Title 114, Series 49 in the Code of State Rules has an
effective date of January 1, 1998. (For the reasons given in the "Brief Summary" for this emergency
rule, that rule, officially titled “Valuation of Life Insurance Policies,”will be referred to here as
“Triple X.”) As described in detail in the Brief Summary of this legislative rule, implementing
Triple X will place a significant burden on many insurers that offer term life insurance. T hese
insurers will be forced to follow a different method to calculate reserves for term life insurance
policies (and, because such calculations are done by computer, to develop or purchase new software
capable of using that new method); to state these new reserves on all statements of financial
condition filed with the Commissioner; and to maintain reserves for the policies at the higher rate
called for by the new method. Because this increase in reserves reduces the amount of funds
available to the insurer, most if not all insurers will want to raise the premiums for those policies to
which the new method applies. To do so, an insurer would have to prepare an application for the
new rates and file that application with the Commissioner.

Were this new method required by most other states, insurers would be compelled to make
these changes in order to remain in business. If West Virginia requires this method before other
states, however, insurers subject to that requirement -- and especially smaller insurers -- well may
conclude that it is preferable to cease operating in West Virginia in order to avoid the burdens
described above. (See attached letters from term life insurers and trade groups representing such
insurers.) The Commissioner has the duty of promoting an adequate market for insurance in this
state. Ideally, there should be a number of insurers selling each type of insurance. More insurers
means increased competition among insurers, a greater range of choices for consumers, and reduce
reliance on any one insurer.

It is important to note that, once Triple X goes into effect, an insurer may not avoid those
requirements simply by refusing to write new policies in West Virginia. Instead, the insurer would
have to surrender its West Virginia license. Triple X requires that the new reserving method be used
for all policies, regardless of their situs, that are written when the rule is in effect. Even an insurer
that writes no policies on West Virginia residents must calculate, report and maintain reserves at the
higher Triple X level on new policies covering other states’ residents. This last requirement is
especially serious. To obtain unencumbered funds despite the higher reserves, an insurer would have



Legislative Rule
Title 114, Series 49

to raise its premiums on all new policies. By doing so, the insurer well may cease to be competitive
with insurers that offer equivalent policies but are not subject to West Virginia’s requirements.
Insurance Commissioner

The danger of implementing Triple X prematurely has been obvious for some time. The rule
18 based on a model regulation promulgated by the National Association of Insurance Commissioners
(NAIC). The drafters of that model regulation anticipated that some form of the model would be
adopted in most, if not all, member states simultaneously. (At present, insurance regulators from all
fifty states belong to the NAIC.) At the time that West Virginia’s Triple X rule was adopted (early
in 1997), it appeared that it would be adopted in a significant number of states by January 1, 1998.
Since that time, however, other states have hesitated to adopt Triple X rules with definite effective
dates. Instead, those other states have chosen to use the following language to specify an effective
date.

The applicability date of this [rule] is January 1 of the calendar year immediately
following the adoption of substantially similar requirements by states with an
aggregate population of at least fifty-one percent (51%) of the total population of the
United States of America, according to the most recent General Federal Census.

Because it was first used by the state of Illinois, this language has come to be known as the “Illinois
language.” While it prevents a Triple X rule from being implemented prematurely, the Illinois
language defers implementation for an indefinite period of time -- and by doing so, renders obsolete
those rules with definite effective dates.

Further, the NAIC - the group that originally developed and espoused Triple X - is currently
considering changes to that mode] rule. Should those changes be adopted by the NAIC and accepted
by a large number of states, Triple X in the form that currently exists in West Virginia may never
become widespread.

To avoid implementing Triple X in advance of other states, and by doing so threatening the
market for certain term life insurance policies in West Virginia, this emergency repeals Triple X in
its entirety. If a significant number of states implement Triple X (either the current version or some
newer version developed by the NAIC), the Commissioner will promulgate an appropriate version
of the rule.



APPENDIX B
FISCAL NOTE FOR PROPOSED RULES
Rule Title: Valuation of Life Insurance Policies

Title 114, Series 49 (Legislative Rule Repealing
Existing Rule)

Type of Rule: X Legiglative Interpretive Procedural
Agency: Insurance Commissioner
Address: Post Office Box 50540

1124 Smith Street, Greenbrooke Building
Charleston, West Virginia 25305-0540

1. Effect of Proposged Rule

ANNUAL FISCAL YEAR

Increase Decrease Current Next Thereafter
N S

ESTIMATED TOTAL

COSsT S None
PERSONAL SERVICES None
CURRENT EXPENSE None
REPATIRS AND

ALTERNATIONS None
EQUIPMENT None
OTHER None

2. Explanation of above estimates:

This rule, which repeals an existing rule designated Title
114, Serieg 49 in the Code of State Rules, affects the
accounting standards used by insurers in valuing life
ingsurance policies and computing related values (such as
reserves associated with such policiesg) when preparing
financial statements for submission to the Insurance
Commigsioner. The frequency, timing and contents of the
statements (and consequently, the time and effort required
for an insurer to prepare them or for the Commissioner's
staff to review them) is not altered significantly.



Insurance Commissioner
Title 114, Serieg 49

3. Objectives of these rulesg:

The objective of this rule is to repeal in its entirety the
rule degignated Title 114, Series 49 in the Code of State
Rules. That action is necessary to prevent that rule being
implemented in West Virginia before it has been implemented
in a significant number of other states. As described in
detail in the "Statement of Circumstances" for this role,
premature implementation threatens to disrupt the market for
term insurance in West Virginia.

4. Explanation of Overall Economic Impact of Proposed Rule.
A. Economic Impact on State Government.
None. See answer to gquestion 2.
B. Economic Impact on Political Subdivisions; Specific

Industries; Specific groups of Citizens.

None. See answer to gquestion 2.
C. Economic Impact on Citizens/Public at Large.
None. The rule does not apply to and has no direct

impact upon the public at large.

Date: /)/Q7/7f_
[ !

Signature of Agency Head o thorized Representative
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