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TITLE 14. INSURANCE

STATE CORPORATION COMMISSION

REGISTRAR’S NOTICE: The State Corporation Commission is exempt from the Administrative Process Act in accordance with § 2.2-4002 A 2 of the Code of Virginia, which exempts courts, any agency of the Supreme Court, and any agency that by the Constitution is expressly granted any of the powers of a court of record.
Title of Regulation:  14 VAC 5-321. Use of the 2001 CSO Mortality Table in Determining Reserve Liabilities and Nonforfeiture Benefits (adding 14 VAC 5-321-10 through 14 VAC 5-321-60).

Statutory Authority:  §§ 12.1-13 and 38.2-223 of the Code of Virginia.
Effective Date:  July 1, 2004. 
Agency Contact:  Jarrett D. Goodwin, Principal Insurance Analyst, State Corporation Commission, P.O. Box 1157, Richmond, VA 23218, telephone (804) 371-9365, FAX (804) 371-9511, toll-free 1-800-552-7945, or e-mail jgoodwin@scc.state.va.us.

Summary:

The regulation authorizes life insurers to use the 2001 Commissioners Standard Ordinary (CSO) Mortality Table in determining reserve liabilities and nonforefeiture benefits for certain life insurance policies.  14 VAC 5-321-20 defines significant terms.  14 VAC 5-321-30 makes use of the 2001 CSO Mortality Table mandatory for policies issued on and after January 1, 2009, and authorizes insurers to elect to use the table prior to that time for policies issued on and after July 1, 2004.  Provisions at 14 VAC 5-321-40 require that actuarial opinions concerning use of the 2001 CSO Mortality Table be based on an asset adequacy analysis. This section also addresses use of the tables when establishing rates for smokers and nonsmokers. Provisions at 14 VAC 5-321-50 explain the relationship and application of rules at 14 VAC 5-319 when using the 2001 CSO Mortality Table. 14 VAC 5-321-60 addresses the use of gender-blended tables.  Promulgation of the regulation, which is based on a model regulation adopted in 2002 by the National Association of Insurance Commissioners, is anticipated by § 38.2-3130 and other cited sections of Title 38.2 of the Code of Virginia. Technical revisions modified the proposed rules to clearly give insurers the option of using the tables on and after the July 1, 2004, effective date.

AT RICHMOND, MARCH 17, 2004

COMMONWEALTH OF VIRGINIA

At the relation of the

STATE CORPORATION COMMISSION

CASE NO. INS-2003-00272

Ex Parte:  In the matter of Adopting Rules

Governing Use of the 2001 CSO Mortality 

Table in Determining Reserve Liabilities 

And Nonforfeiture Benefits

ORDER ADOPTING RULES

By Order to Take Notice entered herein January 6, 2004, all interested persons were ordered to take notice that subsequent to March 12, 2004, the Commission would consider the entry of an order adopting rules proposed by the Bureau of Insurance entitled "Use of  the 2001 CSO Mortality Table in Determining Reserve Liabilities and Nonforfeiture Benefits," to be designated as Chapter 321 of Title 14 of the Virginia Administrative Code, and which set forth new rules at 14 VAC 5-321-10 through 14 VAC 5-321-60, unless on or before March 12, 2004, any person objecting to the adoption of the proposed rules filed a request for a hearing on the proposed rules with the Clerk of the Commission.  The Order to Take Notice also required all interested persons to file their comments in support of or in opposition to the proposed rules on or before March 12, 2004.  

The proposed rules create a new chapter in the Virginia Administrative Code (14 VAC 5‑321) that authorizes life insurers to use the 2001 Commissioners Standard Ordinary (CSO) Mortality Table in determining reserve liabilities and nonforfeiture benefits for certain life insurance policies. This new chapter is based on a model regulation adopted in 2002 by the National Association of Insurance Commissioners.

Monumental Life Insurance Company ("Monumental") filed its comments on the proposed rules with the Clerk on January 27, 2004.  Monumental recommended that the new table be permitted for use as of July 1, 2004, the effective date of the proposed rules, rather than January 1, 2005, as set forth in the proposed rules at 14 VAC 5-321-30 A, 14 VAC 5-321-40 A, 14 VAC 5-321-40 B, and 14 VAC 5-321-60 A.
On March 11, 2004, the Bureau received a comment letter from the American Council of Life Insurers, which stated its support of the proposed rules and recommended their adoption. 
The Bureau has reviewed the comments and recommends that, in accordance with Monumental's comment letter, the proposed rules be modified at 14 VAC 5-321-30 A, 14 VAC 5-321-40 A, 14 VAC 5-321-40 B, and 14 VAC 5-321-60 A by deleting the date of January 1, 2005, and inserting July 1, 2004, in its place.   
THE COMMISSION, having considered the proposed rules, the filed comments, and the Bureau's response to and recommendation regarding the filed comments, is of the opinion that the attached rules, which reflect the recommendation of the Bureau, should be adopted.  
THEREFORE, IT IS ORDERED THAT: 
(1)  The rules entitled "Use of the 2001 CSO Mortality Table in Determining Reserve Liabilities and Nonforfeiture Benefits," to be designated as Chapter 321 of Title 14 of the Virginia Administrative Code, which set forth new rules at 14 VAC 5-321-10 through 14 VAC 5-321-60, and which are attached hereto and made a part hereof, should be, and they are hereby, ADOPTED to be effective July 1, 2004. 
(2)  AN ATTESTED COPY hereof shall be sent by the Clerk of the Commission to the Bureau of Insurance in care of Deputy Commissioner Douglas C. Stolte, who forthwith shall give further notice of the adoption of the rules by mailing a copy of this Order, including a copy of the attached rules, to all persons licensed or authorized by the Commission pursuant to Title 38.2 of the Code of Virginia to write or reinsure any form of life insurance, and certain interested parties designated by the Bureau of Insurance.  
(3)  The Commission's Division of Information Resources forthwith shall cause a copy of this Order, including a copy of the attached rules, to be forwarded to the Virginia Registrar of Regulations for appropriate publication in the Virginia Register of Regulations and shall make available this Order and the attached rules on the Commission's website, http://www.state.va.us/scc/caseinfo.htm.
(4)  The Bureau of Insurance shall file with the Clerk of the Commission an affidavit of compliance with the notice requirements of paragraph (2) above.
CHAPTER 321.

USE OF THE 2001 CSO MORTALITY TABLE IN DETERMINING RESERVE LIABILITIES AND NONFORFEITURE BENEFITS.
14 VAC 5-321-10. Authority.

This chapter is promulgated by the commission, pursuant to § 38.2-223 of the Code of Virginia and in accordance with §§ 38.2-3130, 38.2-3131, 38.2-3206, 38.2-3207, 38.2-3208, 38.2-3209, and 38.2-4120 of the Code of Virginia and 14 VAC 5-319-40, to approve, recognize, permit, and prescribe the use of the 2001 Commissioners Standard Ordinary (CSO) Mortality Table by and for insurers transacting the business of insurance in this Commonwealth.

14 VAC 5-321-20. Definitions.

The following words and terms when used in this chapter shall have the following meanings unless the context clearly indicates otherwise:

"2001 CSO Mortality Table" means that mortality table, which is included in the Proceedings of the NAIC (2nd Quarter 2002), consisting of separate rates of mortality for male and female lives, developed by the American Academy of Actuaries CSO Task Force from the Valuation Basic Mortality Table developed by the Society of Actuaries Individual Life Insurance Valuation Mortality Task Force, and adopted by the NAIC in December 2002. Unless the context indicates otherwise, the "2001 CSO Mortality Table" includes both the ultimate form of that table and the select and ultimate form of that table and includes both the smoker and nonsmoker mortality tables and the composite mortality tables. It also includes both the age-nearest-birthday and age-last-birthday bases of the mortality tables. The 2001 CSO Mortality Table may be accessed via the American Academy of Actuaries' website, http://www.actuary.org/life/cso_0702.htm.

"2001 CSO Mortality Table (F)" means that mortality table consisting of the rates of mortality for female lives from the 2001 CSO Mortality Table.

"2001 CSO Mortality Table (M)" means that mortality table consisting of the rates of mortality for male lives from the 2001 CSO Mortality Table.

"Commission" means the State Corporation Commission.

"Composite mortality tables" means mortality tables with rates of mortality that do not distinguish between smokers and nonsmokers.

"NAIC" means the National Association of Insurance Commissioners.

"Smoker and nonsmoker mortality tables" means mortality tables with separate rates of mortality for smokers and nonsmokers.

14 VAC 5-321-30. 2001 CSO Mortality Table.

A. At the election of the insurer for any one or more specified plans of insurance and subject to the conditions stated in this chapter, the 2001 CSO Mortality Table may be used as the minimum standard for policies issued on or after [ January July ] 1, [ 2005 2004 ], and before the date specified in subsection B of this section to which subsections A and B of 14 VAC 5-319-40 and subdivision 3 of § 38.2-3130 and § 38.2-3209 of the Code of Virginia are applicable. If the insurer elects to use the 2001 CSO Mortality Table, it shall do so for both valuation and nonforfeiture purposes.

B. Subject to the conditions stated in this chapter, the 2001 CSO Mortality Table shall be used in determining minimum standards for policies issued on and after January 1, 2009, to which subdivision 3 of § 38.2-3130 and § 38.2-3209 of the Code of Virginia and subsections A and B of 14 VAC 5-319-40 are applicable.

14 VAC 5-321-40. Conditions.

A. For policies issued on or after [ January July ] 1, [ 2005 2004 ], with each plan of insurance with separate rates for smokers and nonsmokers an insurer may use:

1. Composite mortality tables to determine minimum reserve liabilities and minimum cash surrender values and amounts of paid-up nonforfeiture benefits;

2. Smoker and nonsmoker mortality tables to determine the valuation net premiums and additional minimum reserves, if any, required by § 38.2-3141 of the Code of Virginia and use composite mortality tables to determine the basic minimum reserves, minimum cash surrender values, and amounts of paid-up nonforfeiture benefits; or

3. Smoker and nonsmoker mortality tables to determine minimum reserve liabilities and minimum cash surrender values and amounts of paid-up nonforfeiture benefits.
B. For policies issued on or after [ January July ] 1, [ 2005 2004 ], with plans of insurance without separate rates for smokers and nonsmokers the composite mortality tables shall be used.

C. For the purpose of determining minimum reserve liabilities and minimum cash surrender values and amounts of paid-up nonforfeiture benefits, the 2001 CSO Mortality Table may, at the option of the insurer for each such plan of insurance, be used in its ultimate or select and ultimate form, subject to the restrictions of 14 VAC 5-321-50 and 14 VAC 5-319 relative to use of the select and ultimate form.

D. When the 2001 CSO Mortality Table is the minimum reserve standard for any plan for an insurer, any actuarial opinion in the annual statement filed with the commission shall be based on an asset adequacy analysis that meets the standards and satisfies requirements for an asset adequacy analysis performed pursuant to § 38.2-3127.1 B of the Code of Virginia and rules governing actuarial opinions and memoranda at 14 VAC 5-310.

14 VAC 5-321-50. Applicability of the 2001 CSO Mortality Table to 14 VAC 5-319.

A. The 2001 CSO Mortality Table may be used in applying rules at 14 VAC 5-319, concerning life insurance reserves, in the following manner, subject to the transition dates for use of the 2001 CSO Mortality Table in 14 VAC 5-321-30.

1. When applying 14 VAC 5-319-30 B 2, the net level reserve premium is based on the ultimate mortality rates in the 2001 CSO Mortality Table.

2. When determining "contract segmentation method" as defined by 14 VAC 5-319-10, all calculations are made using the 2001 CSO mortality rate, and, if elected, the optional minimum mortality standard for deficiency reserves stipulated in subdivision 4 of this subsection.  The value of "qx+k+t‑1" is the valuation mortality rate for deficiency reserves in policy year k+t, but using the unmodified select mortality rates if modified select mortality rates are used in the computation of deficiency reserves.

3. When applying 14 VAC 5-319-40 A, the 2001 CSO Mortality Table is the minimum standard for basic reserves.

4. When applying 14 VAC 5-319-40 B, the 2001 CSO Mortality Table is the minimum standard for deficiency reserves. If select mortality rates are used, they may be multiplied by X percent for durations in the first segment, subject to the conditions specified in subdivisions 1 c, 1 d, 2, and 3 of 14 VAC 5-319-40 B. In demonstrating compliance with those conditions, the demonstrations may not combine the results of tests that utilize the 1980 CSO Mortality Table with those tests that utilize the 2001 CSO Mortality Table, unless the combination is explicitly required by regulation or necessary to be in compliance with relevant Actuarial Standards of Practice.

5. When applying 14 VAC 5-319-50 C, the valuation mortality table used in determining the tabular cost of insurance shall be the ultimate mortality rates in the 2001 CSO Mortality Table.

6. When applying 14 VAC 5-319-50 E 4, the calculations specified in 14 VAC 5-319-50 E shall use the ultimate mortality rates in the 2001 CSO Mortality Table.

7. When applying 14 VAC 5-319-50 F 4, the calculations specified in 14 VAC 5-319-50 F shall use the ultimate mortality rates in the 2001 CSO Mortality Table. 

8. When applying 14 VAC 5-319-50 G 2, the calculations specified in 14 VAC 5-319-50 G shall use the ultimate mortality rates in the 2001 CSO Mortality Table.

9. When applying 14 VAC 5-319-60 A 1 b, the one-year valuation premium shall be calculated using the ultimate mortality rates in the 2001 CSO Mortality Table. 

B. Nothing in this section shall be construed to expand the applicability of 14 VAC 5-319 to include life insurance policies excepted from regulation pursuant to 14 VAC 5-319-30 B.

14 VAC 5-321-60. Gender-blended tables.

A. For any ordinary life insurance policy delivered or issued for delivery in this Commonwealth on and after [ January July ] 1, [ 2005 2004 ], that utilizes the same premium rates and charges for male and female lives or is issued in circumstances where applicable law does not permit distinctions on the basis of gender, a mortality table that is a blend of the 2001 CSO Mortality Table (M) and the 2001 CSO Mortality Table (F) may, at the option of the insurer for each plan of insurance, be substituted for the 2001 CSO Mortality Table for use in determining minimum cash surrender values and amounts of paid-up nonforfeiture benefits. No change in minimum valuation standards is implied by this subsection.

B. When applying subsection A of this section, the insurer may choose from among the blended tables developed by the American Academy of Actuaries CSO Task Force and adopted by the NAIC in December 2002.

C. It shall not, in and of itself, be a violation of § 38.2-508 or § 38.2-508.2 of the Code of Virginia concerning respectively, unfair discrimination and discrimination prohibited, for an insurer to issue the same kind of policy of life insurance on both a sex-distinct and sex-neutral basis.

DOCUMENT INCORPORATED BY REFERENCE

2001 CSO Mortality Table, December 2002, National Association of Insurance Commissioners.
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Volume 20, Issue 16
Virginia Register of Regulations


Monday, April 19, 2004

1
Volume 20, Issue 16
Virginia Register of Regulations


Monday, April 19, 2004

2
Volume 20, Issue 16
Virginia Register of Regulations


Monday, April 19, 2004

3

