
SUBCHAPTER FF.  Credit Life and Credit Accident and Health Insurance 
Division 11.  Policy and Claims Reserves
28 TAC §3.6101 and §3.6102
SUBCHAPTER GG.  Minimum Reserve Standards for Individual and Group Accident and Health Insurance
28 TAC §§3.7001, 3.7002, 3.7003, and 3.7006
1.  INTRODUCTION.  The Texas Department of Insurance proposes amendments to §§3.6101, 3.6102, 3.7001, 3.7002, 3.7003, and 3.7006, concerning the minimum reserve requirements for credit life and credit accident and health insurance.  The proposed amendments are necessary to implement House Bill (HB) 1761, 81st Legislature, Regular Session, effective June 19, 2009, which amended the Insurance Code §425.058(l), relating to the minimum reserve requirements for credit life and credit accident and health insurance.  In accordance with §425.058(l), the proposed amendments (i)  establish the minimum reserve requirements for credit life insurance policies and certificates issued on or after January 1, 2009, based, in part, on the 2001 CSO Male Composite Ultimate Mortality Table for male and female insureds; (ii)  establish the minimum reserve requirements for single premium credit accident and health insurance policies and certificates issued on or after January 1, 2009, based, in part, on the 1985 Commissioners Individual Disability Table A (85CIDA); and (iii)  enumerate the additional reserve requirements for all credit insurance contracts in the aggregate if the contract reserve is less than the net premium refund liability.  The proposed amendments also are necessary to (i)  clarify the minimum reserve standards for credit life insurance policies and single premium credit accident and health insurance policies issued before January 1, 2009, and for all non-single premium credit accident and health policies; (ii)  delete subsection (c) in §3.6102 because it is obsolete as the result of the adoption of more current actuarial opinion requirements in other Department rules; (iii)  update statutory citations in existing rules to conform to the non-substantive revision of the Insurance Code; and (iv)  correct citation style errors.  

The following is a discussion of each of the proposed amendments.

Policy Reserves for Credit Life Insurance Contracts.  The proposed amendments to §3.6101(a) are necessary to clarify that the minimum policy reserve requirements in existing §3.6101(a) continue to apply to credit life insurance contracts issued prior to January 1, 2009.  The proposed amendments to §3.6101(a) are also necessary to clarify that Subchapter EE of Chapter 3 does not apply to credit life insurance.  Additionally, the proposed amendments to §3.6101(a) are necessary to implement §425.058(l)(4) of the Insurance Code, which prescribes the policy reserve requirements related to net refund liability for all credit insurance contracts.  In accordance with §425.058(l)(4), the proposed amendments to §3.6101(a) delete the outdated net refund liability requirements in existing §3.6101(a) and replace them with the new net refund liability requirements in proposed new §3.6101(c).  The proposed amendments to §3.6101(a) to add paragraphs (1) – (4) are necessary to implement the Insurance Code §425.058(l)(2).  Pursuant to §425.058(l)(2), the Commissioner is statutorily required to adopt minimum reserve standards which include mortality based on either the 2001 CSO Male Composite Ultimate Mortality Table for male and female insureds, or another CSO Mortality Table approved by the National Association of Insurance Commissioners (NAIC) on or after January 1, 2009, for use on credit life policy reserves.  Because the NAIC has only approved the 2001 CSO Male Composite Ultimate Mortality Table and has not approved another CSO Mortality Table on or after January 1, 2009, for use on credit life policy reserves, the Commissioner is required under §425.058(l)(2) to adopt rules that include mortality based on the 2001 CSO Male Composite Ultimate Mortality Table for male and female insureds.  Therefore, in accordance with §425.058(l)(2)(A) of the Insurance Code, proposed new §3.6101(a)(1) establishes the 2001 CSO Male Composite Ultimate Mortality Table as the appropriate mortality table to use in determining the minimum standard valuation of reserves for credit life policies and certificates issued on or after January 1, 2009, for both male and female insureds.  Also in accordance with §425.058(l)(2)(A), proposed new §3.6101(a)(2) establishes that where the credit life insurance policy or certificate insures two lives, the minimum standard shall be twice the mortality in the 2001 CSO Male Composite Ultimate Mortality Table based on the age of the older insured.  The 2001 CSO Male Composite Ultimate Mortality Table is one of the tables adopted by reference in existing §3.9103(d), and is available from the Actuarial Division, Texas Department of Insurance, 333 Guadalupe, Austin, Texas.  Proposed new §3.6101(a)(3) and (4) are necessary to establish the appropriate interest rate and method to be used in determining the minimum standard valuation of reserves for credit life policies and certificates issued on or after January 1, 2009.  The proposed amendments to §3.6101(a)(1) - (4) are consistent with §425.058(l)(1), (2), and (5) of the Insurance Code and with Appendix A-818 of the March 2009 version of the NAIC’s Accounting Practices and Procedures Manual, which is adopted by reference in §7.18 of Title 28 of the Texas Administrative Code.  Further, the minimum reserve requirements specified in the proposed amendments to §3.6101(a)(1) - (4) are substantially similar to the current requirements adopted by the NAIC in its model regulation entitled Determining Reserve Liabilities for Credit Life Insurance Model Regulation.  

Policy Reserves for Single Premium Accident and Health Insurance Contracts.  The proposed amendments to §3.6101(b) are necessary to implement the Insurance Code §425.058(l)(3).  Section 425.058(l)(3) requires the Commissioner to establish by rule the minimum reserve standards for single premium credit accident and health contracts issued on or after January 1, 2009, based, in part, on either the 1985 Commissioners Individual Disability Table A (85CIDA), or another Commissioner’s Disability Table approved by the NAIC on or after January 1, 2009, for use on credit accident and health policy reserves.  The proposed amendments to §3.6101(b) specify that the policy reserve requirements for single premium credit accident and health insurance contracts issued on or after January 1, 2009, are prescribed in §§3.7001, 3.7004, 3.7005, and 3.7006.  The minimum reserve requirements specified in these proposed amendments to §3.6101(b) are consistent with §425.058(l)(3) and (5) of the Insurance Code, and are substantially similar to the current minimum reserve requirements adopted by the NAIC in its model regulation entitled Health Insurance Reserves Model Regulation.  The proposed amendments to §3.6101(b) also clarify that the minimum reserve requirements for credit accident and health insurance contracts issued after December 31, 1980, and before January 1, 2009, continue to be those minimum reserve requirements in existing §3.6101(b).  The proposed amendments to §3.6101(b) also provide that for non-single premium credit accident and health insurance contracts issued on or after January 1, 2009, the minimum reserve requirements are those specified in existing §3.6101(b).  

Net Refund Liability for All Credit Insurance Contracts.  A proposed amendment to §3.6101 is necessary to add new subsection (c) to require an additional reserve for all credit contracts in the aggregate if the contract reserve is less than the net premium refund liability.  The reserve requirements in proposed new §3.6101(c) implement §425.058(l)(4) of the Insurance Code, which (i)  requires an insurer to establish an additional reserve liability that is equal to the excess of the net refund liability over the contract reserve recorded for all credit insurance contracts, if the net premium refund liability exceeds the aggregate recorded contract reserve; and (ii)  provides that the net refund liability may include consideration of commission, premium tax, and other expenses recoverable.  Proposed new §3.6101(c) simply sets forth these statutory provisions and does not impose any new or additional requirements to those in the statute.  Further, proposed new §3.6101(c) replaces a similar requirement in existing §3.6101(a) that was applicable only to all credit life insurance contracts in the aggregate.  This §3.6101(a) requirement is proposed for deletion.

Claims Reserves for All Credit Life Insurance Contracts and Credit Accident and Health Insurance Contracts.  The proposed amendments to §3.6102(a) are also necessary to implement the Insurance Code §425.058(l)(3).  The proposed amendments to §3.6102(a) are necessary to require that the claims reserves for single premium credit accident and health insurance contracts issued on or after January 1, 2009, comply with the claim reserve requirements specified in §3.7002.  The minimum reserve requirements specified in these proposed amendments to §3.6102(a) are consistent with §425.058(l)(3) and (5) of the Insurance Code, and are substantially similar to the current minimum reserve requirements adopted by the NAIC in its model regulation entitled Health Insurance Reserves Model Regulation.  An amendment is also proposed to §3.6102(a) to provide that claim reserves for all other credit accident and health insurance contracts and credit life insurance contracts must be based upon appropriate consideration for liability under each of the categories specified in existing §3.6102(a)(1) - (4).  

Minimum Reserve Standards for Single Premium Credit Accident and Health Insurance Contracts Issued on or after January 1, 2009.  The proposed amendment to §3.7001(a)(1) is needed to clarify that the Subchapter GG standards apply to all individual and group accident and health insurance coverages, including single premium credit accident and health insurance contracts issued on or after January 1, 2009, but not to other types of credit insurance.  This proposed amendment is also necessary to implement the Insurance Code §425.058(l)(3).  The minimum reserve requirements specified in the proposed amendment to §3.7001(a)(1) are consistent with §425.058(l)(3) and (5) of the Insurance Code, and are substantially similar to the current minimum reserve requirements adopted by the NAIC in its model regulation entitled Health Insurance Reserves Model Regulation.

Claims Reserves for Credit Accident and Health Insurance Contracts.  It is also necessary to add a new paragraph (4) to §3.7002(a) to implement the Insurance Code §425.058(l)(3).  Proposed new §3.7002(a)(4) specifies that the claim reserves for single premium credit accident and health insurance contracts issued on or after January 1, 2009, must comply with the claim reserve requirements in §3.7002.  The minimum reserve requirements specified in proposed new §3.7002(a)(4) are consistent with §425.058(l)(3) and (5) of the Insurance Code and are substantially similar to the current minimum reserve requirements adopted by the NAIC in its model regulation entitled Health Insurance Reserves Model Regulation.  Proposed new §3.7002(a)(4) also clarifies that the claim reserves for all other credit accident and health insurance contracts must comply with the claim reserve requirements in §3.6102 of this chapter (relating to Claim Reserves).

Premium Reserves for Single Premium Credit Accident and Health Insurance Contracts.  Proposed new §3.7003(a)(2) is necessary to exclude single premium credit accident and health insurance, both individual and group contracts, from the Subchapter GG unearned premium reserve requirements.  Proposed new §3.7003(a)(2) is necessary to implement the Insurance Code §425.058(l)(3), is consistent with §425.058(l)(3) and (5) of the Insurance Code, and is substantially similar to the current minimum reserve requirements adopted by the NAIC in its model regulation entitled Health Insurance Reserves Model Regulation.  Existing §3.7003(a)(2) and (3) are proposed to be re-designated as §3.7003(a)(3) and (4) without changes to the existing text.  

Specific Minimum Standards with Respect to Morbidity and Mortality for Single Premium Credit Accident and Health Insurance Contracts.  Proposed new §3.7006(a)(1)(E)(i)(I) and proposed new §3.7006(a)(2)(B)(i)(I) adopt by reference the 1985 Commissioners Individual Disability Table (85CIDA) as the morbidity table to be used for determining the minimum standard of reserves for single premium credit accident and health insurance contracts, both individual and group, issued on or after January 1, 2009.  These proposed amendments are also necessary to implement the Insurance Code §425.058(l)(3).  Proposed new §3.7006(a)(1)(E)(i)(II) and proposed new §3.7006(a)(2)(B)(i)(II) also are necessary to clarify that the minimum contract reserve requirements for single premium credit accident and health insurance contracts issued prior to January 1, 2009, are the requirements specified in §3.6101(b).  Proposed new §3.7006(a)(1)(E)(ii) and proposed new §3.7006(a)(2)(B)(ii) are necessary to require that the claim reserves for single premium credit disability policies issued on or after January 1, 2009, are to be determined in accordance with existing §3.7002(c).  Existing §3.7006(a)(1)(E) and §3.7006(a)(2)(B) are proposed to be re-designated as §3.7006(a)(1)(F) and §3.7006(a)(2)(C) without changes to the existing text.  The proposed amendments to §3.7006(c)(1) and (4) are necessary to provide that for single premium credit accident and health insurance using the 85CIDA table, no separate mortality shall be assumed.  The minimum reserve requirements specified in the proposed amendments to §3.7006(a)(1) and (2) and (c)(1) and (4) are consistent with §425.058(l)(3) and (5) of the Insurance Code, and are substantially similar to the current minimum reserve requirements adopted by the NAIC in its model regulation entitled Health Insurance Reserves Model Regulation.  


Actuarial opinions and memorandum requirements.  The proposed deletion of §3.6102(c), concerning actuarial opinion requirements, is necessary because it is superseded by Chapter 3, Subchapter Q, concerning actuarial opinion and memorandum requirements for life insurance companies, and §7.65(e)(1)(E), concerning actuarial opinion requirements for property and casualty insurers.  

Obsolete statutory citations.  Proposed amendments are also necessary to update obsolete statutory citations to the Insurance Code as a result of the enactment of the non-substantive revision of the Insurance Code.  This will result in easier use and readability of the rules.  Amendments are proposed to §3.6101(a) and §3.7003(b)(1) to update statutory citations to conform with the non-substantive revised Insurance Code.  The proposed amendment to §3.6101(a) replaces the statutory reference to “Article 3.53” with “Chapter 1153.”  Article 3.53 was repealed in the nonsubstantive Insurance Code revision, Acts 2001, 77th Legislature, Chapter 1419, §2, effective June 1, 2003.  Article 3.53 was re-adopted as Chapter 1153 in the same nonsubstantive Insurance Code revision.  The proposed amendment to §3.7003(b)(1) replaces the statutory reference to “Article 6.01” with “§862.102.”  Article 6.01 was repealed in the nonsubstantive Insurance Code revision, Acts 2001, 77th Legislature, Chapter 1419, §2, effective June 1, 2003.  Article 6.01 was re-adopted as §862.102 in the same nonsubstantive Insurance Code revision.   


Other non-substantive amendments.  An amendment to the first sentence in §3.6101(a) is proposed to replace the word “title” with “subchapter” to conform to current Texas Register citation style.  Proposed amendments are also necessary throughout the proposed amended sections to change references to "%" to "percent" to conform to current Department citation style.
2.  FISCAL NOTE.  Mr. Danny Saenz, Senior Associate Commissioner, Financial Program, has determined that, for each year of the first five years the proposed amendments will be in effect, there will be no fiscal implications for state or local government as a result of enforcing or administering the proposed amendments.  There will be no measurable effect on local employment or the local economy as a result of the proposal.
3.  PUBLIC BENEFIT/COST NOTE.  Mr. Saenz also has determined that for each year of the first five years the proposed amendments are in effect, the anticipated public benefit will be (i)  improved standards of reserves for credit life and credit accident and health insurance, which will enhance the solvency of insurance companies writing these lines of insurance in Texas; and (ii)  more uniform reserve standards for insurance companies writing credit insurance in Texas, which may result in lower regulatory compliance costs for these insurance companies.  Additionally, the proposed amendments may also result in less surplus strain for insurance companies that write credit life insurance policies issued on or after January 1, 2009.  This is because the Department expects the level of reserves may decrease somewhat on new business for credit life insurance because the 2001 CSO Male Composite Ultimate Mortality Table, which is proposed in §3.6101(a)(1) and (2), reflects mortality improvements from those reflected in the prior table prescribed in existing §3.6101(a) and in the Insurance Code §425.058(l) prior to its amendment pursuant to HB 1761.  Mortality tables used for reserves are based on studies of insured mortality which has improved (i.e., decreased) over time.  Improved mortality generally produces lower reserves.  Any lower reserves are deemed appropriate reserves for the risks involved in this business.  Appropriate reserves benefit both the company and the consumer by avoiding costs of holding excess reserves.

Analysis of Potential Costs for Persons Required to Comply with the Proposal.  As explained more fully in the paragraphs that follow, the Department does not anticipate any additional cost to persons as a result of the proposed amendments.  Any costs to such persons required to comply with the proposed amendments for each year of the first five years the proposed amendments will be in effect are primarily the result of the enactment of HB 1761, and not the result of the adoption, enforcement, or administration of the proposed amendments.  The proposed amendments establish new minimum reserve requirements for credit life and single premium credit accident and health insurance contracts issued on or after January 1, 2009.  These new minimum reserve requirements replace the minimum reserve requirements in existing §3.6101(a) and (b) and §3.6102(a).  An insurance company required to comply with the minimum reserve requirements in these proposed amendments would incur costs substantially similar to the costs currently incurred to comply with the existing minimum reserve requirements in existing §3.6101(a) and (b) and §3.6101(a).

§3.6101(a).  The Department does not anticipate any additional cost to persons required to comply with the proposed amendments to §3.6101(a).  Section 425.058(l)(2) of the Insurance Code requires the Commissioner to establish by rule the minimum reserve standards for credit life insurance contracts issued on or after January 1, 2009.  The Commissioner is statutorily required to adopt minimum reserve standards which include mortality based on either the 2001 CSO Male Composite Ultimate Mortality Table for male and female insureds, or another CSO Mortality Table approved by the National Association of Insurance Commissioners (NAIC) on or after January 1, 2009, for use on credit life policy reserves.  Because the NAIC has only approved the 2001 CSO Male Composite Ultimate Mortality Table and has not approved another CSO Mortality Table on or after January 1, 2009, for use on credit life policy reserves, the Commissioner is required under §425.058(l)(2) to adopt rules that include mortality based on the 2001 CSO Male Composite Ultimate Mortality Table for male and female insureds.  Therefore, in accordance with §425.058(l)(2)(A) of the Insurance Code, proposed new §3.6101(a)(1) establishes the 2001 CSO Male Composite Ultimate Mortality Table as the appropriate mortality table to use in determining the minimum standard valuation of reserves for credit life policies and certificates issued on or after January 1, 2009, for both male and female insureds.  Also in accordance with §425.058(l)(2)(A), proposed new §3.6101(a)(2) establishes that where the credit life insurance policy or certificate insures two lives, the minimum standard shall be twice the mortality in the 2001 CSO Male Composite Ultimate Mortality Table based on the age of the older insured.  Proposed new §§3.6101(a)(1) and (2) do not impose any new or additional requirements to those in §425.058(l)(2).  Therefore, any cost to persons required to comply with these proposed amendments for each year of the first five years the proposed amendments will be in effect result from the legislative enactment of HB 1761, which amended the Insurance Code §425.058(l), and not as a result of the adoption, enforcement, or administration of these proposed amendments.  Additionally, in accordance with the Insurance Code §425.058(l)(2), proposed new §3.6101(a)(3) and (4) establish the appropriate interest rate and method to be used in determining the minimum standard valuation of reserves for credit life policies and certificates issued on or after January 1, 2009.  Proposed new §3.6101(a)(3) simply replaces the interest rate of up to 5.5 percent currently required under existing §3.6101(a) with the calendar year interest rates as defined in the Insurance Code §§425.060 – 425.063.  The minor costs for insurance companies to comply with the interest rate requirements in new §3.6101(a)(3) are substantially similar to the minor costs to comply with the interest rate requirements in existing §3.6101(a).  Proposed new §3.6101(a)(4) establishes the commissioners reserve method as defined in the Insurance Code §§425.064 as the appropriate method.  The commissioners reserve method is the method currently being used by insurance companies for credit life insurance contracts.  Thus, proposed new §3.6101(a)(3) and (4) do not result in any additional costs of compliance, and any costs result from the legislative enactment of HB 1761, and not from the adoption, enforcement, or administration of these proposed amendments.    


The proposed amendment to §3.6101(a) that provides that Subchapter EE does not apply to credit life insurance is a non-substantive amendment that does not impose any additional requirements and therefore, does not result in any additional costs to persons required to comply with the proposed amendment.

§§3.6101(b), 3.6102(a), 3.7001(a)(1), 3.7002(a)(4), 3.7003(a)(2), 3.7006(a)(1)(E)(i)(I) and (ii), 3.7006(a)(2)(B)(i)(I) and (ii), and 3.7006(c)(1) and (4).  The Department does not anticipate any additional cost to persons required to comply with the proposed amendments to §§3.6101(b), 3.6102(a), 3.7001(a)(1), 3.7002(a)(4), 3.7003(a)(2), 3.7006(a)(1)(E)(i)(I) and (ii), 3.7006(a)(2)(B)(i)(I) and (ii), and 3.7006(c)(1) and (4) that implement §425.058(l)(3) of the Insurance Code.  Section 425.058(l)(3) requires the Commissioner to establish by rule the minimum reserve standards for single premium credit accident and health contracts issued on or after January 1, 2009.  The Commissioner is statutorily required to adopt minimum reserve standards which include morbidity based on either the 1985 Commissioners Individual Disability Table A (85CIDA), or another Commissioner’s Disability Table approved by the NAIC on or after January 1, 2009, for use on credit accident and health policy reserves.  Because the NAIC has only approved the 85CIDA and has not approved another Commissioner’s Disability Table on or after January 1, 2009, for use on single premium credit accident and health policy reserves, the Commissioner is required under §425.058(l)(3) to adopt rules that include morbidity based on the 85CIDA.  Therefore, in accordance with §425.058(l)(3)(A) of the Insurance Code, the proposed amendments to §§3.6101(b), 3.7001(a)(1), 3.7006(a)(1)(E)(i)(I), 3.7006(a)(2)(B)(i)(I), and 3.7006(c)(1) and (4) establish the minimum reserve standards for single premium credit accident and health contracts issued on or after January 1, 2009, based upon the 85CIDA.  As a result, any cost to persons required to comply with these proposed amendments to §§3.6101(b), 3.7001(a)(1), 3.7006(a)(1)(E)(i)(I), 3.7006(a)(2)(B)(i)(I), and 3.7006(c)(1) and (4) result from the legislative enactment of HB 1761, which amends the Insurance Code §425.058(l), and not as a result of the adoption, enforcement, or administration of these proposed amendments.  


Furthermore, these proposed amendments do not impose any new or additional costs to those required to comply with the statutory requirements in §425.085(l)(3)(A).  Additionally, in accordance with the Insurance Code §425.058(l)(3), the proposed amendments to §§3.6102(a), 3.7001(a)(1), 3.7002(a)(4), 3.7006(a)(1)(E)(ii), and 3.7006(a)(2)(B)(ii) establish the appropriate minimum claim reserves standards to be used for single premium credit accident and health insurance contracts issued on or after January 1, 2009.  Any cost to persons required to comply with these proposed amendments to §§3.6102(a), 3.7001(a)(1), 3.7002(a)(4), 3.7006(a)(1)(E)(ii), and 3.7006(a)(2)(B)(ii) result from the legislative enactment of HB 1761, which amended the Insurance Code §425.058(l), and not as a result of the adoption, enforcement, or administration of these proposed amendments.  


Further, the claim reserve requirements in the proposed amendments to §§3.6102(a), 3.7001(a)(1), 3.7002(a)(4), 3.7006(a)(1)(E)(ii), and 3.7006(a)(2)(B)(ii) simply replace the current claim reserves requirements in existing §3.6102(a) for single premium credit accident and health insurance contracts issued on or after January 1, 2009.  The costs to insurance companies to comply with the claims reserve requirements in these proposed amendments are substantially similar to the costs to comply with the claim reserve requirements in existing §3.6102(a).  Therefore, the Department does not anticipate any additional cost to persons required to comply with the proposed amendments to §§3.6102(a), 3.7001(a)(1), 3.7002(a)(4), 3.7006(a)(1)(E)(ii), and 3.7006(a)(2)(B)(ii).  


Also, new §3.7003(a)(2) simply provides that the unearned minimum premium reserve requirements of Subchapter GG do not apply to single premium credit accident and health insurance, both group and individual.  Thus, proposed new §3.7003(a)(2) does not result in any anticipated additional costs for persons required to comply with this proposed amendment.

§3.6101(a) and (b) and §3.6102(a).  The proposed amendments to §3.6101(a) and (b) and §3.6102(a) also clarify the existing minimum reserve requirements for credit life insurance contracts issued prior to January 1, 2009, and for all credit accident and health insurance contracts except single premium credit accident and health insurance contracts issued on or after January 1, 2009.  These non-substantive amendments do not impose any additional requirements and therefore, do not impose any additional costs on persons required to comply with the proposed amendments. 

§3.6101(c).  The Department does not anticipate any additional cost to persons required to comply with proposed new §3.6101(c).  Section 425.058(l)(4) of the Insurance Code (i)  requires an insurer to establish an additional reserve liability that is equal to the excess of the net refund liability over the contract reserve recorded for all credit insurance contracts, if the net premium refund liability exceeds the aggregate recorded contract reserve; and (ii)  provides that the net refund liability may include consideration of commission, premium tax, and other expenses recoverable.  Proposed new §3.6101(c) simply sets forth these statutory provisions and does not impose any new or additional requirements to those in the statute.  Therefore, any cost to persons required to comply with proposed new §3.6101(c) for each year of the first five years the proposed amendments will be in effect result from the legislative enactment of HB 1761, which amended the Insurance Code §425.058(l), and not as a result of the adoption, enforcement, or administration of proposed new §3.6101(c).
4.  ECONOMIC IMPACT STATEMENT AND REGULATORY FLEXIBILITY ANALYSIS FOR SMALL AND MICRO BUSINESSES.  In accordance with the Government Code §2006.002(c), the Department has determined the proposed amendments will not have an adverse economic effect on small business or micro business insurance companies that are required to comply with the proposal.  As outlined in detail in the Public Benefit/Cost Note analysis part of this proposal, the proposed amendments do not impose any new requirements or costs with which businesses, including small and micro businesses as defined by the Government Code §2006.001(1) and (2), must comply.  Any costs to persons required to comply with these proposed amendments are the result of the enactment of HB 1761, and not the result of the adoption, enforcement, or administration of the proposed amendments.  In accordance with the Government Code §2006.002(c), the Department has therefore determined that a regulatory flexibility analysis is not required because the proposal will not have an adverse impact on small or micro business insurance companies.

However, even if the proposed amendments or the statutory requirements reiterated in the proposed amendments should result in an adverse economic impact on small or micro business insurance companies, the Department, in accordance with the Government Code §2006.002(c-1), has determined that the Department is not required to prepare a regulatory flexibility analysis as required in §2006.002(c)(2) of the Government Code.  Section 2006.002(c)(2) requires a state agency, before adopting a rule that may have an adverse economic effect on small businesses, to prepare a regulatory flexibility analysis that includes the agency’s consideration of alternative methods of achieving the purpose of the proposed rule.  Section 2006.002(c-1) of the Government Code requires that the regulatory flexibility analysis “. . . consider, if consistent with the health, safety, and environmental and economic welfare of the state, using regulatory methods that will accomplish the objectives of applicable rules while minimizing adverse impacts on small businesses.”  Therefore, an agency is not required to consider alternatives that, while possibly minimizing adverse impacts on small and micro-businesses, would not be protective of the health, safety, and environmental and economic welfare of the state.

The proposed amendments to §§3.6101, 3.6102, 3.7001, 3.7002, 3.7003, and 3.7006 are authorized by the following Insurance Code statutes:  §421.001(c) and §425.058(l).  The primary purpose of these statutes is to require insurance companies writing credit life or credit accident and health insurance contracts to maintain appropriate levels of minimum reserve liabilities relative to the type of insurance policies being written.  These minimum reserve requirements will ensure the financial solvency of the insurance companies for the protection of policyholders, enrollees, creditors, and the general public from the harmful effects of carrier insolvency.  The legislative intent of §421.001(c) and §425.058(l) is that all policyholders or enrollees benefit from the minimum reserve requirements, and not just those policyholders or enrollees that purchase insurance contracts from large insurance companies that do not qualify as small or micro businesses under the Government Code §2006.001(a)(1) and (2).   

The purpose of the proposed amendments to §§3.6101, 3.6102, 3.7001, 3.7002, 3.7003, and 3.7006 is to protect the economic welfare of (i)  insurance companies writing credit life and credit accident and health insurance contracts, (ii)  consumers that purchase insurance contracts issued by these insurance companies, (iii)  other persons and entities that would be adversely affected by an insurance company insolvency against the risk that an insurance company may become insolvent and unable to pay its insureds’ claims and other obligations as they become due, and (iv)  the public and the state of Texas generally.

The requirements in the proposed amendments to §§3.6101, 3.6102, 3.7001, 3.7002, 3.7003, and 3.7006 that insurance companies establish and maintain minimum reserves at levels at or above the minimum reserves required by the reserve standards in the proposed amendments are consistent with and necessary to implement the legislative intent of §421.001(c) and §425.058(l) of the Insurance Code.  This intent is to ensure the financial solvency of an insurance company, regardless of size, for the protection of the economic interests of all policyholders and not just the economic interests of those policyholders insured by large insurance companies.  

Therefore, the Department has determined, in accordance with §2006.002(c-1) of the Government Code, that because the purpose of the proposed amendments to §§3.6101, 3.6102, 3.7001, 3.7002, 3.7003, and 3.7006 and the authorizing statutes of the Insurance Code is to protect carrier and consumer economic interests and the state’s economic welfare, there are no additional regulatory alternatives to the minimum reserve standards and requirements that will sufficiently protect the economic interests of carriers and consumers and the economic welfare of the state.
5.  TAKINGS IMPACT ASSESSMENT.  The Department has determined that no private real property interests are affected by this proposal and that this proposal does not restrict or limit an owner’s right to property that would otherwise exist in the absence of government action and, therefore, does not constitute a taking or require a takings impact assessment under the Government Code §2007.043.

6.  REQUEST FOR PUBLIC COMMENT.  To be considered, written comments on the proposal must be submitted no later than 5:00 p.m. on October 26, 2009, to Gene C. Jarmon, General Counsel and Chief Clerk, Mail Code 113-2A, Texas Department of Insurance, P. O. Box 149104, Austin, Texas 78714-9104.  An additional copy of the comments must be simultaneously submitted to Danny Saenz, Senior Associate Commissioner, Financial Program, Mail Code 305-2A, Texas Department of Insurance, P. O. Box 149104, Austin, Texas 78714-9104.  Any request for a public hearing should be submitted separately to the Office of the Chief Clerk before the close of the public comment period.  If a hearing is held, written and oral comments presented at the hearing will be considered.
7.  STATUTORY AUTHORITY.  The amendments are proposed under the Insurance Code §§421.001(c), 425.058(l), and 36.001.  Section 421.001(c) requires the Commissioner to adopt each current formula recommended by the National Association of Insurance Commissioners for establishing reserves for each line of insurance.  Section 425.058(l)(1) provides that notwithstanding any other law, the minimum reserve requirements applicable to a credit life policy issued under Chapter 1153 before January 1, 2009, are met if, in the aggregate, the reserves are maintained at 100 percent of the 1980 Commissioner’s Standard Ordinary Mortality Table, with interest that does not exceed 5.5 percent.  Section 425.058(l)(2) provides that for credit life policy reserves on contracts issued to be effective on or after January 1, 2009, the reserve requirements shall be based on the minimum reserve standards established by the Commissioner by rule.  The Commissioner shall adopt the rules based on either the 2001 CSO Male Composite Ultimate Mortality Table for male and female insureds; or another CSO Mortality Table approved by the National Association of Insurance Commissioners on or after January 1, 2009, for use on credit life policy reserves.  Section 425.058(l)(3) provides that for a single premium credit accident and health contract issued on or after January 1, 2009, the reserve requirements shall be based on minimum reserve standards established by the Commissioner by rule.  The Commissioner shall adopt the rules based on either the 1985 Commissioners Individual Disability Table A (85CIDA), or another Commissioner’s Disability Table approved by the National Association of Insurance Commissioners on or after January 1, 2009, for use on credit accident and health policy reserves.  Section 425.058(l)(4) provides that for all credit insurance contracts, if the net premium refund liability exceeds the aggregate recorded contract reserve, the insurer shall establish an additional reserve liability that is equal to the excess of the net refund liability over the contract reserve recorded.  Section 425.058(l)(4) further provides that the net refund liability may include consideration of commission, premium tax, and other expenses recoverable.  Section 425.058(l)(5) provides that in addition to the rules required to be adopted under this subsection, the Commissioner may adopt other rules to implement this subsection.  Section 36.001 provides that the Commissioner may adopt any rules necessary and appropriate to implement the powers and duties of the Texas Department of Insurance under the Insurance Code and other laws of this state.

8.  CROSS REFERENCE TO STATUTE.  The following statutes are affected by this proposal:  

Rule




Statute

§§3.6101, 3.6102, 3.7001,



3.7002, 3.7003, and 3.7006
Insurance Code §412.001(c) and §425.058(l)
9.  TEXT.
SUBCHAPTER FF.  CREDIT LIFE AND CREDIT ACCIDENT AND HEALTH INSURANCE 

DIVISION 11.  POLICY AND CLAIM RESERVES

§3.6101.  Policy Reserves.


(a)  Except as provided in §3.6102 of this subchapter [title] (relating to Claims Reserves), the minimum reserves for premium refunds required by these rules and the payment of benefits under outstanding credit life insurance policies and certificates issued prior to January 1, 2009, may not be less in the aggregate than 130 percent [%] of the reserves computed on the 1958 CSO Mortality Table with interest not to exceed 5.5 percent [%]; or, at the option of the company, such reserves may be maintained at 100 percent [%] of the reserves computed on the 1941 CSO Mortality Table or the 1958 CET Mortality Table with interest not to exceed 5.5 percent [%]; or 150 percent [%] of the 1980 CSO Mortality Table with interest not to exceed 5.5 percent [%]; provided, however, notwithstanding any other law or rule, the minimum reserve requirements for policy reserves applicable to credit life policies and certificates issued prior to January 1, 2009, under [Article 3.53 of] the Insurance Code Chapter 1153 or these rules are met if, in aggregate, the reserves are maintained at 100 percent [%] of the 1980 CSO Mortality Table, with interest not to exceed 5.5 percent [%].  [Such policy reserves, in aggregate, must not be less than the premium refund liability, which may include consideration of commission, premium tax, and other expenses recoverable.]  Subchapter EE of this chapter (relating to Valuation of Life Insurance Policies) shall not apply to credit life insurance.  For credit life insurance policies and certificates issued on or after January 1, 2009, the minimum reserve requirements are as follows: 


(1)  The minimum standard for both male and female insureds shall be the 2001 CSO Male Composite Ultimate Mortality Table.  This table contains rates of mortality that do not distinguish between smokers and nonsmokers and is one of the tables contained in the 2001 CSO Mortality Table adopted by reference in §3.9103(d) of this chapter (relating to 2001 CSO Mortality Table).  


(2)  Where the credit life insurance policy or certificate insures two lives, the minimum standard shall be twice the mortality in the 2001 CSO Male Composite Ultimate Mortality Table based on the age of the older insured.



(3)  The interest rates used in determining the minimum standard of valuation shall be the calendar year valuation interest rates as defined in the Insurance Code §§425.080 - 425.083.



(4)  The method used in determining the minimum standard for valuation shall be the commissioners reserve method as defined in the Insurance Code §425.064.

(b)  The policy reserve requirements for single premium credit accident and health insurance contracts issued on or after January 1, 2009, are prescribed in §§3.7001, 3.7004, 3.7005, and 3.7006 of this chapter (relating to Introduction; Contract Reserves; Reinsurance; and Specific Standards for Morbidity, Interest, and Mortality).  The policy reserve requirements for credit accident and health insurance contracts issued [or disability insurance which has an effective date] after December 31, 1980, and before January 1, 2009, and for non-single premium credit accident and health insurance contracts issued on or after January 1, 2009, may not be less than the product rounded to the next higher dollar of the gross presumptive single premium rate per $100 of insured indebtedness for the term of the indebtedness remaining as of the valuation date times the number of hundreds of dollars of indebtedness outstanding as of the valuation date (herein called the rule of anticipation) or, as an alternative and at the option of the insurer, the mean of the gross unearned premium calculated by the "sum of the digits" (rule of 78) and the pro rata methods.  The reserve for such insurance which has an effective date prior to January 1, 1981, may not be less than the gross unearned premium calculated by the sum of the digits (rule of 78) method.

(c)  Pursuant to the Insurance Code §425.058(l)(4), for all credit insurance contracts, if the net premium refund liability exceeds the aggregate recorded contract reserves, the insurer shall establish an additional reserve liability that is equal to the excess of the net refund liability over the contract reserve recorded.  The net refund liability may include consideration of commission, premium tax, and other expenses recoverable. 

§3.6102.  Claims Reserves.

(a)  The insurer shall set up adequate reserves for claims on credit life and credit accident and health insurance, in addition to the policy reserves already described in §3.6101 of this subchapter (relating to Policy Reserves).  Claim reserves for single premium credit accident and health insurance contracts issued on or after January 1, 2009, must comply with the claim reserve requirements in §3.7002 of this chapter (relating to Claim Reserves).  Claim reserves for all other credit accident and health insurance contracts and credit life insurance contracts [Such claim reserves] shall be based upon appropriate consideration for liability under each of the following categories:



(1) – (4)  (No change.)  

(b)  (No change.)


[(c)  An actuary of the insurer will be expected to take into appropriate consideration all of the above categories when furnishing the required actuarial opinion with respect to the aggregate reserve for life policies and contracts (Exhibit 8 of the annual statement blank), and the policy and contract claims liability-end of current year (Exhibit 11, Part 1, of the annual statement blank).]

SUBCHAPTER GG.  MINIMUM RESERVE STANDARDS FOR INDIVIDUAL AND GROUP ACCIDENT AND HEALTH INSURANCE

§3.7001.  Introduction.  


(a)  Scope and general standards. 



(1)  These standards apply to all individual and group accident and health insurance coverages, including single premium credit accident and health insurance contracts issued on or after January 1, 2009.  All other [except] credit insurance is not subject to these standards.  



(2) – (5)  (No change.)

(b) – (c)  (No change.)
§3.7002.  Claim Reserves.  

(a)  General.


(1) – (3)  (No change.)  


(4)  Claim reserves for single premium credit accident and health insurance contracts issued on or after January 1, 2009, must comply with the claim reserve requirements in this section.  Claim reserves for all other credit accident and health insurance contracts must comply with the claim reserve requirements in §3.6102 of this chapter (relating to Claims Reserves). 


(b) - (c)  (No change.)
§3.7003.  Premium Reserves.

(a)  General. 


(1)  (No change.) 



(2)  Single premium credit accident and health insurance, both individual and group, is excluded from the unearned premium reserve requirements of this subchapter.



(3) [(2)]  If premiums due and unpaid are carried as an asset, such premiums must be treated as premiums in force, subject to unearned premium reserve determination.  The value of unpaid commissions, premium taxes, and the cost of collection associated with due and unpaid premiums must be carried as an offsetting liability. 



(4) [(3)]  The gross premiums paid in advance for a period of coverage commencing after the next premium due date which follows the date of valuation may be appropriately discounted to the valuation date and shall be held either as a separate liability or as an addition to the unearned premium reserve which would otherwise be required as a minimum. 


(b)  Minimum standards for unearned premium reserves. 



(1)  The minimum unearned premium reserve with respect to any contract is an amount which is not in excess of the amount or inconsistent with the methods established by the Insurance Code[,] §862.102 [Article 6.01].  The minimum standard shall be the pro rata unearned modal premium that applies to the premium period beyond the valuation date, with such premium determined on the basis of: 




(A) - (B)  (No change.)


(2)  (No change.)

(c)  (No change.)

§3.7006.  Specific Standards for Morbidity, Interest, and Mortality.

(a)  Morbidity.


(1)  Minimum morbidity standards for valuation of specified individual contract health insurance benefits are as follows.




(A) – (D)  (No change.)




(E)  Single premium credit accident and health.




(i)  Contract reserves.






(I)  For contracts issued on or after January 1, 2009:







(-a-)  for plans having less than a 30-day elimination period, the 1985 Commissioners Individual Disability Table A (85CIDA) with claim incidence rates increased by 12 percent.  







(-b-)  for plans having a 30-day and greater elimination period, the 85CIDA for a 14-day elimination period with the adjustment specified in item (-a-) of this subclause.






(II)  For contracts issued prior to January 1, 2009, the minimum contract reserve requirements are specified in §3.6101(b) of this chapter (relating to Policy Reserves).




(ii)  Claim reserves.  Claim reserves are to be determined in accordance with §3.7002(c) of this subchapter (relating to Claim Reserves).
 


(F) [(E)]  Other individual contract benefits. 





(i)  Contract reserves.  For all other individual contract benefits, morbidity assumptions are to be determined as provided in the reserve standards.





(ii)  Claim reserves.  For all benefits other than disability, claim reserves are to be determined as provided in the standards.



(2)  Minimum morbidity standards for valuation of specified group contract health insurance benefits are as follows.




(A)  (No change.)




(B)  Single premium credit accident and health.




(i)  Contract reserves.






(I)  For contracts issued on or after January 1, 2009:







(-a-)  for plans having less than a 30-day elimination period, the 1985 Commissioners Individual Disability Table A (85CIDA) with claim incidence rates increased by 12 percent.  







(-b-)  for plans having a 30-day and greater elimination period, the 85CIDA for a 14-day elimination period with the adjustment specified in item (-a-) of this subclause.






(II)  For contracts issued prior to January 1, 2009, the minimum contract reserve requirements are specified in §3.6101(b) of this chapter.




(ii)  Claim reserves.  Claim reserves are to be determined in accordance with §3.7002(c) of this subchapter.



(C) [(B)]  Other group contract benefits.





(i)  Contract reserves.  For all other group contract benefits, morbidity assumptions are to be determined as provided in the reserve standards.





(ii)  Claim reserves.  For all benefits other than disability, claim reserves are to be determined as provided in the standards.

(b)  (No change.)


(c)  Mortality.


(1)  Except as provided in paragraphs (2), [and] (3), and (4) of this subsection, the mortality basis used must 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. 



(2) - (3)  (No change.)  



(4)  For single premium credit accident and health insurance using the 85CIDA table, no separate mortality shall be assumed.
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