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(1) Agency
Insurance Department

(2) Agency Number: 11
Identification Number: 259

€1

lndepeqdent Regulatory
Review Commission

—

IRRC Number:

3Z I

(3) PA Code Cite:
31 Pa. Code Chapter 84a
(4) Short Title:
Minimum Reserve Standards for Individual and Group Health and Accident Insurance Contracts
(5) Agency Contacts (List Telephone Number and Email Address):
Primary Contact:
Richard L. Hendrickson, Department Counsel
1341 Strawberry Square
Harrisburg, PA 17120
(717) 787-2567
rilienclricLa pa.uov
Jodi A. Frantz, Deputy Chief Counsel
1341 Strawberry Square
Harrisburg, PA 17120
(717) 787-2567
md fnintza pa. uov
Secondary Contact:
Kimberly Sheaffer, Office Manager
1341 Strawberry Square
Harrisburg, PA 17120
(717) 787-2567
kinshcafpa. “O\’

(6) Type of Rulemaking (check applicable box):

E Proposed Regulation
Final Regulation

U Final Omitted Regulation

U Emergency Certification Regulation:
U Certification by’ the Governor
U Certification by the Attorney General

(7) Briefly explain the regulation in clear and nontechnical language. (100 words or less)
Chapter 84a sets forth minimum reserving standards for claims reserves, contract reserves, and premium
reserves. Reserves are held by insurers for incurred but unpaid claims, expected future claims, and for
unearned premium to ensure that a health insurer has the financial wherewithal to uphold its contractual
obligations. This final-form rulemaking incorporates updates to the National Association of Insurance
Commissioners rNAIC) Model Regulation #10 and accomplishes three primary’ goals. First, the
amendments clarify that the regulation applies to individual and group health and accident insurance policies
that were issued prior to January 1, 2017. Second, the amendments indicate that the claim reserve
requirements for all claims incurred on or after January’ 1. 2017, are as described in the NAIC Valuation
Manual. And third, the amendments specify the use of new valuation tables for certain individual disability’
and group disability policies and claims. Reserve methodologies in the Actuarial Guidelines would be
required for policies and claims valued with the new valuation tables.
(8) State the statutory authority for the regulation. Include specific statutory citation.
Sections 206, 506, 1501 and 1502 of The Administrative Code of 1929 (71 P.S. § 66, 186,411 and 412),
regarding the general rulemaking authority of the Pennsylvania Insurance Department (Department”);
paragraphs (c)(1) and (2) of section 7124 of the act ofJune 30, 2016 (P.L. 399, No. 59) (40 Pa.C.S. §
7124(c)(l)-(2fl. regarding minimum reserve standards for accident and health insurance contracts. For
additional reference, the operative date of the Valuation Manual referred to in the statutory’ provision
granting the Department’s authority to promulgate the regulation was January’ 1,2017 (see 46 Pa. B.
5867).
(9) Is the regulation mandated by any federal or state law or court order, or federal regulation? Are there
any relevant state or federal court decisions? If yes, cite the specific law, case or regulation as well as,
any deadlines for action.
These amendments are not mandated by any federal or state law or court order or federal regulation.
There are no relevant state or federal court decisions.

(10) State why the regulation is needed. Explain the compelling public interest that justifies the
regulation. Describe who will benefit from the regulation. Quantify the benefits as completely as
possible and approximate the number of people who will benefit.
The Department’s adoption of the new standards will help to ensure the solvency of health insurance
companies by requiring adequate and accurate reserves based on the most recent industry standards as
described in the Valuation Manual. Additionally, it would make consistent the reserve standards
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applicable to policies issued both before and after January 1, 2017. Since the rulemaking concerns the
solvency requirements applied to health insurers, the public will benefit to the extent the rulemaking
promotes a financially sound insurance industry that is subject to consistent standards and that has the
ability to fulfill its contractual obligations under insurance policies.

(11) Are there any provisions that are more stringent than federal standards? If yes, identify the specific
provisions and the compelling Pennsylvania interest that demands stronger regulations.
There are no federal standards applicable to the substance of these amendments.

(12) How does this regulation compare with those of the other states? How will this affect
Pennsylvania’s ability to compete with other states?
Forty-two (42) states have adopted the NAIC’s model law concerning health insurance reserve standards.
The adoption of the amendments will allow the Commonwealth to adopt the most up-to-date reserving
standards, along with Connecticut, New York, and Oregon, who have already adopted the amendments in
this rulemaking.
(13) Will the regulation affect any other regulations of the promulgating agency or other state agencies?
If yes, explain and provide specific citations.
These amendments will not affect other regulations of the Department or other state agencies.
(14) Describe the communications with and solicitation of input from the public, any advisory
council/group, small businesses and groups representing small businesses in the development and
drafting of the regulation. List the specific persons and/or groups who were involved. (“Small business”
is defined in Section 3 of the Regulatory Review Act, Act 76 of 2012.)
The Department circulated an exposure draft of the regulation to the Insurance Federation of
Pennsylvania, Inc., the American Council of Life Insurers. America’s Health Insurance Plans, and Life
Insurance Company of North America. Comments received were carefully considered in developing the
proposed rulemaking.
Notice of proposed rulemaking was published at5O Pa. B. 5260 (September 26, 2020), with a 30-day
public comment period. Stateside Associates and the Insurance Federation of Pennsylvania (IFP)
submitted comments during the public comment period. All comments were taken into consideration.
Madison Hetzner, a senior regulatory associate with Stateside Associates, submitted a comment noting
that the regulation is located in the life insurance part of the insurance regulations and inquiring whether
the rulemaking would affect health insurers. This final-form rulemaking applies to all entities with the
authority to issue individual and group health and accident insurance coverages, including single
premium credit health and accident insurance coverage. The entities include licensed insurers as defined
in section 201-A of the Insurance Department Act of 1921 (40 P.S. § 65.1-A) and entities doing the
business of insurance pursuant to the Insurance Company Law of 1921 (40 P.S. § 341-999.2707).
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The IFP expressed support for the proposed rulemaking without any additional comments.
The Independent Regulatory Review Commission had no objections, comments, or recommendations.
However. IRRC did separately note that there was a transcription error in the Annex in Appendix A,
Section (l)(a)(1)(ii) under Month 10. The adjustment factor included in the proposed rulemaking, which
was unchanged from the current provision in 31 Pa. Code § 84a Appendix A, was 0.633. The same
adjustment factor in the NAIC Model Regulation #10 is 0.663. The Legislative Reference Bureau will be
correcting this transcription error upon publication of the final-form rulemaking so that the correct
adjustment factor of 0.663 will appear in 31 Pa. Code § 84a, Appendix A. As such, this non-substantive
edit has not been noted in the Annex.

(15) Identiv the types and number of persons, businesses, small businesses (as defined in Section 3 of
the Regulatory’ Review Act, Act 76 of 2012) and organizations which will be affected by the regulation.
How are they affected?
This final-form rulemaking will affect consumers who purchase a policy subject to this regulation in that
it will allow the Department to ensure the companies issuing the policies remain financially solvent,
which will promote market stability. Additionally, this final-form rulemaking will affect foreign and
domestic life, property, and casualty insurers, including fraternal benefit societies, that hold a certificate
of authority to write life insurance contracts and/or accident and health insurance contracts in the
Commonwealth. The Department has identified approximately 1,003 licensees that fall within this
definition. Of these licensees, 24 domestic licensees qualify as small businesses. The definition of small
business in this context is a life and health insurer who earns less than $38.5 million in direct written
premium annually. For property and casualty insurers, the threshold for being considered a small
business is having less than 1,500 employees.

(16) List the persons. groups or entities, including small businesses, that will be required to comply with
the regulation. Approximate the number that will be required to comply.
This final-form rulemaking will affect foreign and domestic life, property, and casualty insurers,
including fraternal benefit societies, that hold a certificate ofauthority to write life insurance contracts
and/or accident and health insurance contracts in the Commonwealth. The Department has identified
approximately 1.003 licensees that fall within this definition. Of these licensees, 24 domestic licensees
qualify as small businesses. The definition of small business in this context is a life and health insurer
who earns less than S38.5 million in direct written premium annually. For property and casualty’ insurers,
the threshold for being considered a small business is having less than 1,500 employees.

(17) Identify’ the financial, economic and social impact of the regulation on individuals, small businesses,
businesses and labor communities and other public and private organizations. Evaluate the benefits
expected as a result of the regulation.
Although it is not possible to quantify the exact cost that would be incurred by an insurer implementing
the standards in the updates to the regulation, the final-form rulemaking may have some adverse fiscal
impact on insurance companies marketing individual and group health and accident and single premium
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credit health and accident policies. Specifically, insurers may be required to expend the time and
resources necessary to ensure that policies issued prior to January I, 2017, are compliant with the updates
to the regulation, that claim reserves are calculated according to the Valuation Manual for claims incurred
after January 1,2017, and that the appropriate valuation tables are used for certain individual disability
and group disability policies. To the extent that an instirers current practices do not comply with the
regulation, an insurance company would need to put procedures in place to effect compliance. Moreover,
insurers may incur costs to upgrade their technological and actuarial sen’ices. Costs of compliance with
the amendments will vary by insurer.
The amendments will strengthen insurer solvency by providing for more consistent and updated reserve
standards for all appLicable policies. Specifically, the final-form rulemaking will benefit consumers by
ensuring that insurers will be financially able to pay benefits on individual and group health and accident
policies as well as single premium credit health and accident policies. Consumers are engaging with
healthcare services at a steadily increasing rate. Commensurate with this pattern and the expected
lifespan of individuals, health insurers wilL need to maintain the ability to pay claims more frequently and
for a longer duration of time. By using the most current standards and creating a more consistent standard
of review, the final-form rulemaking will promote health insurers ability to meet their long—term
contractual obligations.

(18) Explain how the benefits of the regulation outweigh any cost and adverse effects.
Any costs incurred by insurers in complying with this rulemaking would be outweighed by the benefit to
consumers of holding policies from, and submitting claims to, a more financially solvent and stable
insurer. Additionally, insurers are already familiar with the standards in the regulation and the Valuation
Manual, which should mitigate the costs of any necessary adjustments to procedures.
(19) Provide a specific estimate of the costs and/or savings to the regulated community associated with
compliance, including any legal, accounting or consulting procedures which may be required. Explain
how the dollar estimates were derived.
Because costs ofcompliance with the rulemaking will vary from insurer to insurer, it is not feasible for
the Department to quantify the exact cost that would be incurred by an insurer implementing the new
requirements. Costs will vary based upon the insurer’s existing reserving practices. as well as the
insurers necessity to update current systems to accommodate the new requirements.
(20) Provide a specific estimate of the costs and/or savings to the local governments associated with
compliance, including any legal, accounting or consulting procedures which may be required. Explain
how the dollar estimates were derived.
This mlemaking will not impose any costs and/or savings to local governments.
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(21) Provide a specific estimate of the costs and/or savings to the state government associated with the
implementation of the regulation, including any legal, accounting, or consulting procedures which may
be required. Explain how the dollar estimates were derived.
This rulemaking will not impose any costs and/or savings to state government.
(22) For each of the groups and entities identified in items (19)-(21) above, submit a statement of legal,
accounting or consulting procedures and additional reporting, recordkeeping or other paperwork,
including copies of forms or reports, which will be required for implementation of the regulation and an
explanation of measures which have been taken to minimize these requirements.
This rulemaking does not impose any additional reporting, recordkeeping or paperwork upon the
regulated community. It is possible that actuarial services may be required for implementation of the
new requirements, but it is not possible to quanti’ the extent to which they may be required. These
requirements will be minimized by’ the current applicability and familiarity with the underlying standards
in the regulation as well as the standards in the Valuation Manual.
(22a) Are forms required for implementation of the regulation?
There are no forms required for implementation of the regulation.
(22b) If forms are required for implementation of the regulation, attach copies of the forms here. If
your agency uses electronic forms, provide links to each form or a detailed description of the information
required to be reported. Failure to attach forms, provide links, or provide a detailed description of
the information to be reported will constitute a faulty delivery of the regulation.
There are no forms required for the implementation of this regulation.
(23) In the table below, provide an estimate of the fiscal savings and costs associated with
implementation and compliance for the regulated community, local government, and state government
for the current year and five subsequent years.
Current
FY +1
FY +2
FY ±4
FY +5
FY +3
FY
Year
Year
Year
Year
Year
Year
SAVINGS:
S
S
S
S
S
S
Regulated
Community**
Local Government*

0

0

0

0

0

0

0

0

0

0

0

0

State Government*

0

0

0

0

0

0

TotalSavings

0

0

0

0

0

0

COSTS:

0

0

0

0

0

0

Regulated
Community**
Local Government*

0

0

0

0

0

0

0

0

0

0

0

0
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State Govcrnment*

0

0

0

0

0

0

TotalCosts

0

0

0

0

0

0

REVENUE LOSSES:

0

0

0

0

0

0

Regulated
Community **
Local Government*

0

0

0

0

0

0

0

0

0

0

0

0

State Government*

0

0

0

0

0

0

Total Revenue Losses

0

0

0

0

0

0

*As explained above, there are no expected costs, savings, or revenue losses that would be incurred by
local or state government as a result of these amendments.
As explained above, because costs of compliance with the rulemaking will vary from insurer to
insurer, it is not feasible for the Department to quantify the exact cost that would be incurred by an
insurer implementing the new requirements. Costs will vary based upon the insurer’s existing reserving
practices, as well as the insurer’s necessity to update current systems to accommodate the new
requirements. It is not expected that this rulemaking will result in any loss of revenue to the regulated
community.

(23a) Provide the past three-year expenditure history for programs affected by the regulation.

Program

N/A***

FY -3
N/A***

FY -2
N/Att

FY -1

Current FY
N/A***

***There is no program” operated by the Department that will be affected by this regulation. Rather.
the regulatory activities that are necessary to ensure compliance with this regulation are dispersed
throughout the Department and the DepartmenCs Office of Insurance Product Regulation and
Administration.
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(24) For any regulation that may have an adverse impact on small businesses (as defined in Section 3 of
the Regulatory Review Act, Act 76 of 2012), provide an economic impact statement that includes the
fo I lowinz:
(a) An identification and estimate of the number of small businesses subject to the regulation.
(b) The projected reporting. recordkeeping and other administrative costs required for compliance
with the proposed regulation, including the type of professional skills necessary for preparation of
the report or record.
(c) A statement of probable effect on impacted small businesses.
(d) A description ofany less intrusive or less costly alternative methods of achieving the purpose of
the proposed regulation.

Identification and Estimate a/Sinai! Business Subject to the Regulation

The Department reviewed siandards set forth by 13 CFR § 121.201 and the U.S. Small Business
Administration Table of Small Business Size Standards Matched to North American Industry’
Classification System (NAICS) Codes to determine the applicability of this rulemaking to Pennsylvania
small businesses. The standards for small business classification vary by type of business written as
follows;
Subsector 524— Insurance Carriers and Related Activities
NALCS Codes

524113
524114
524126
524127
524128

524130
524210
524291
524292

NAICS Industry Description

Direct Life Insurance Carriers
Direct Health and Medical
Insurance Carriers
Direct Property and Casualty
Insurance Carriers
Direct Title Insurance Carriers
Other Direct Insurance (except
Life, Health and
Medical) Carriers
Reinsurance Carriers
Insurance Agencies and
Brokerages
Claims Adjusting
Third Party Administration of
Insurance and Pension Funds
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Size Standards in millions of
dollars / Size Standards in
number of employees
S38.5
$38.5
1,500 employees

$38.5
$38.5

$38.5
$7.5
$20.5
$32.5
—

524298

All Other Insurance Related
Activities

S 15.0

Based upon the limited information available to the Department, the Department has identified the
following numbers of domestic companies that may meet the definition ofsrnall business:’ 15 Fraternal
Benefit Societies and 9 Direct Life Insurance Carriers.
Projected costc ofcomplianee and probable

L’fJect on impacted

small businesses

The rulemaking does not impose any reporting or recordkeeping requirements on the regulated
community. An insurer may incur administrative cost in attaining compliance with the final-form
rulemaking and may need to employ actuarial services as necessary to determine to what extent reserving
processes may need to be adjusted. However, because insurers utilize actuarial services in the normal
course of business, it is not possible to quantify the extent of additional services required, if any.
Additionally, the rulemaking is not anticipated to have an effect on small businesses.
Alternative methods
The Department is unaware of any less intrusive or less costly alternative methods for achieving the
purpose of the amendments, which is to provide updated and consistent requirements for the minimum
reserves that insurers must maintain for health and accident insurance policies and claims.
(25) List any special provisions which have been developed to meet the particular needs of affected
groups or persons including, but not limited to, minorities, the elderly, small businesses, and farmers.
Because the Department is not aware of any alternative methods for achieving the purpose of the
amendments, no provisions were developed to meet the particular needs for minorities, the elderly, small
businesses, or farmers.
(26) Include a description of any alternative regulatory provisions which have been considered and
rejected and a statement that the least burdensome acceptable alternative has been selected.
No alternative regulatory’ provisions were considered. There is no less burdensome acceptable alternative
to the adoption of new reserving standards for use in determining the minimum reserves that insurers
must maintain for health and accident insurance policies and claims.
(27) In conducting a regulatory flexibility analysis, explain whether regulatory methods were considered
that will minimize any adverse impact on small businesses (as defined in Section 3 of the Regulatory
Review Act, Act 76 of 2012), including:
a) The establishment of less stringent compliance or reporting requirements for small businesses;
b) The establishment of less stringent schedules or deadlines for compliance or reporting
requirements for small businesses;
c) The consolidation or simplification of compliance or reporting requirements for small businesses;
d) The establishment of performance standards for small businesses to replace design or operational
standards required in the regulation; and
e) The exemption of small businesses from all or any part of the requirements contained in the
regulation.
9

The Department did not consider regulatory methods to minimize adverse impact on small businesses.
The reserving standards required by the amendments are necessary to ensure financial solvency and
wherewithal to pay claims regardless of the size of the insurer issuing the policy. Consumers that
purchase health and accident policies from smaller insurers should be provided the same assurances that
their benefits be paid as those who contract with larger insurers. Also, it should be noted that the
Department does not have the statutory authority to grant an exemption of small businesses from all or
any part of the requirements of the amendments.
(28) If data is the basis for this regulation, please provide a description of the data, explain in detail how
the data was obtained, and how it meets the acceptability standard for empirical, replicabLe and testable
data that is supported by documentation, statistics, reports, studies or research. Please submit data or
supporting materials with the regulatory package. If the material exceeds 50 pages. please provide it in a
searchable electronic format or provide a list of citations and internet links that, where possible, can be
accessed in a searchable format in lieu of the actual material. If other data was considered but not used,
please explain why that data was determined not to be acceptable.
Data is not the basis for this final-form regulation.

(29) Include a schedule for review of the regulation including:
A. The length of the public comment period:

30 days

B. The date or dates on which any public meetings or hearings
will be held:

None

C. The expected date of delivery of the final-form regulation:

Sprinu 2021

D. The expected effective date of the final-form regulation:
form in the Pe,msvh’aniu Bulleti,,
E. The expected date by which compliance with the final-form
regulation vill be required:
forni in the Pennsvhaniu Bulletin
F. The expected date by which required permits, licenses or other
approvals must be obtained:

I0

Upon publication as final-

Upon publication as final

N/A

(30) Describe the plan developed for evaluating the continuing effectiveness of the regulations after its
implementation.
The Department reviews each of its regulations for continued effectiveness on a triennial basis.
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INSURANCE DEPAWI’MENT
31 Pa. Code Chapter 84a
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RULES AND REGULATIONS
TITLE 31- INSURANCE

INSURANCE DEPARTMENT
31 Pa. CODE CH. 84a
Minimum Reserve Standards for Individual and Group Health and Accident Insurance
Contracts
[Pa.B.
ISaturday,

I
202_I

Preamble

The Insurance Department (Department) amends Chapter 84a (relating to minimum reserve
standards for individual and group health and accident insurance contracts) of Title 31 (relating
to insurance) of the Pe;i;isyh’ci;itcr Code to read as set forth in Annex A. This final-form
rulemaking is made under the Depanments general rulemaking authority as set forth in sections
206, 506, 1501 and 1502 of The Administrative Code of 1929 (71 P.S. § 66, 186,411 and 412)
and the Insurance Cornmissioners (Commissioner) authority to set forth minimum valuation and
reserve standards in paragraphs (c)(1) and (2) of section 7124 of the act of June 30, 2016 (P.L.
399. No. 59), known as the Standard Valuation Law (40 Pa.C.S. § 7124(c)(1)-(2)).
Purpose

Chapter 84a of Title 31 of the Pennsvh’unio Code governs the minimum reserve standards to
which insurers issuing individual and group health and accident insurance contracts must adhere.
Among other standards, the regulation establishes standards for claim reserves, contract reserves,
and premium reserves. These standards are in place to ensure that insurers maintain sufficient
financial wherewithal to support long-term solvency. Chapter 84a, originally adopted in 1993, is
based on the National Association of Insurance Commissioners (NAIC) Health Insurance
Reserves Model Regulation (#10).
The purpose of this final-form rulemaking is to update Pennsylvania’s standards to align with
the most recent updates to the NAIC Health Insurance Reserves Model Regulation, which were
incorporated in 2017. These updates clarify that the minimum reserve standards contained in
Chapter 84a apply to individual and group health and accident insurance covemges, including
single premium credit health and accident insurance, issued prior to January 1,2017. The
amendments specie’ the use of new valuation tables for certain individual disability and group
disability policies and claims. By incorporating these standards for coverages issued prior to
January’ 1. 2017, the Department promotes the continuity of applicable reserving standards for
those older coverages issued prior to the operative date of the NAIC Valuation Manual.
Moreover, the amendments indicate that the claim reserve requirements for all claims incurred on or
after January’ 1, 2017, are as described in the NAIC Valuation Manual. As indicated in Department

Notice 2016-10 entitled “Principle-Based Reserving Operative Date’S published at 46 Pa. B. 5867
(September 10, 2016), the operative date of the NAIC Valuation Manual was January 1,2017.
(‘ainments and Responses

Notice of proposed rulemaking was published at 50 Pa. B. 5260 (September 26, 2020), with a
30-day public comment period. Stateside Associates and the Insurance Federation of Pennsylvania
(IFP) submitted comments during the public comment period. All comments were taken into
consideration.
Madison Hetzner, a senior regulatory associate with Stateside Associates, submitted a comment,
noting that the regulation is located in the life insurance pan of the insurance regulations and
inquiring whether the rulemaking would affect health insurers. This Imal-foim rulemaking applies
to all entities with the authority to issue individual and group health and accident insurance
coverages, including single premium credit health and accident insurance coverage. The entities
include licensed insurers as defined in section 201-A of the Insurance Department Act of 1921(40
P.S. § 65.1-A) and entities doing the business of insurance pursuant to the Insurance Company Law
of 1921 (40 P.S. § 341-999.2707).
The IFP expressed support for the proposed rulemaking without any additional comments.
The Independent Regulatory Review Commission (IRRC) had no objections, comments, or
recommendations. However, IRRC did separately note that there was a transcription error in the
Annex in Appendix A, Section (I)(a)(1)(ii) under Month 10. The adjustment factor included in the
proposed rulemaking, which was unchanged from the current provision in 31 Pa. Code § 84a
Appendix A, was 0.633. The same adjustment factor in the NAIC Model Regulation #10 is 0.663.
The Legislative Reference Bureau will be correcting this transcription error upon publication of the
final-form rulemaking so that the correct adjusnent factor of 0.663 will appear in 31 Pa. Code §
84a, Appendix A. As such, this non-substantive edit has not been noted in the Annex.
Affected Parties

This final-form rulemaking applies to all entities with the authority to issue individual and
group health and accident insurance coverages, including single premium credit health and
accident insurance coverage.The entities include licensed insurers as defined in section 201-A of
the Insurance Department Act of 1921 (40 P.S. § 65.1-A) and entities doing the business of
insurance pursuant to the Insurance Company Law of 1921 (40 P.S. § 341-999.2707).
Fiscal Impact

State Gover;zni ent
There will not be any fiscal impact to the Department as a result of this rulemaking.
General Pith/ic

The final-form rulemaking will have no fiscal impact upon the general public.
Political Subdh’Lcions
The final-form rulemaking will have no fiscal impact upon political subdivisions.
Pm v/c Sector
The final-form rulemaking will have no fiscal impact upon the private sector, except for a
possible minimal impact to the regulated entities affected.
Paperwork

The final-form rulemaking would not impose additional paperwork on the Department or the
regulated community because no additional filing is required to be made by insurers that must
comply with this proposed rulemaking.
Effectiveness/Sunset Date

The final-form rulemaking will become effective immediately upon publication in the
Pennsylvania Bulletin. The Department continues to monitor the effectiveness of regulations on
a triennial basis; therefore, no sunset date has been assigned.
(‘ontact Person

Questions or comments regarding the proposed rulemaking may be addressed in writing to
Richard L. Hendrickson, Department Counsel, Insurance Department, 1341 Strawberry Square,
Harrisburg, PA 17120, within 30 days following the publication of this notice in the
Peinzsyli’crnia Bulletin. Questions and comments may also be c-mailed to nhcndrickapa.zo or
faxed to (717) 772-1969.
Regulatori’ Ret/eu’

Under section 5(a) of the Regulaton’ Review Act (71 P.S. § 745.5(a)), on September 10,
2020 the Department submitted a copy of the notice of proposed rulemaking. published at 50
Pa. B. 5260 (September26, 2020), to IRRC and to the Chairpersons of the House Insurance
Committee and the Senate Banking and Insurance Committee for review and comment.
,

Under section 5(c) of the Regulatory Review Act, (71 P.S. § 745.5(c)). IRRC and the House
and Senate Committees were provided copies ofcomments received as well as other documents
when requested. In preparing the final-form rulemaking, the Department has considered all
comments from IRRC and the public.

Under section 5.10.2) of the Regulatory Review Act (71 P.S. § 745.5a0.2)), on
this final-form rulemaking was deemed approved by the House and Senate Committees. Under
3

section 5.1(e) of the Regulatory’ Review Act (71 P.S. 745.5a(e)). IRRC met on
and approved the final-form rulemaking.
Findings

The Commissioner finds that:
(1) Public notice of proposed rulemaking was given under sections 201 and 202 of the Act of
July31. 1968 (P.L. 769. No. 240) and the regulations thereunder, I Pa. Code § 7.1 and 7.2.
(2) A public comment period was provided as required by law and all comments were
considered.
(3) This final-form rulemaking does not enlarge the purpose of the proposed rulemaking
published at 50 Pa. B. 5260.
(4) This final-form rulemaking adopted by this order is necessary and appropriate for the
administration and enforcement of the authorizing statutes.
Order

The Commissioner, acting under the authorizing statutes, orders that:
(a) The regulations of the Department, 31 Pa. Code Chapter 84a, are amended to read as set
forth in Annex A. with ellipses referring to the existing text of the regulations.
(b) The Department shall submit this final-form rulemaking to IRRC and the House and
Senate Committees as required by law.
(c) The Department shall submit this final-form rulemaking to the Office of General Counsel
and Office of Attorney General for approval as to legality and form as required by law.
(d) The Department shall certify’ this final-form rulemaking, as approved for legality and
form, and deposit them with the Legislative Reference Bureau, as required by law.
(e) This final-form rulemaking shall take effect immediately upon publication of the
Pennsylvania Bulletin.

Jessica K.A ltnicrii
Insurance Comnzissioner
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Annex A
TITLE 31. INSURANCE
PART IV. LIFE ENSURANCE
CHAPTER 84A. MINIMUM RESERVE STANDARDS FOR INDIVIDUAL AND
GROUP HEALTH AND ACCIDENT INSURANCE CONTRACTS

§

84a.1. Purpose.

{This chapter implements sections 301.1 and 311.1 of The Insurance Department Act of
1921 (40 P.S. § 71.1 and 93) which authorizes the Commissioner to promulgate
regulations specifying appropriate reserve standards.] The purpose of this chapter is to set
forth the minimum standards of valuation required bv4O Pa.C.S. 7124(cfll) and (2)
(relatin2 to minimum standard for accident and health insurance contracts).

§

84a.2. Applicability and scope.

(a) This chapter shall take effect for annual statements for the year 1993.
(b) The minimum reserve standards of this chapter apply to individual and group health and
accident insurance coverages, including single premium credit health and accident
insurance, (writteni issued prior to January 1, 2017. by life insurance companies [andi:
property insurance companies, casualty insurance companies and fraternal benefit societies.
Monthly premium credit health and accident insurance is not subject to this chapter, but instead
is subject to the reserve standards in Chapter 73 (relating to credit life and credit accident and
health insurance).
(c) When an insurer determines that adequacy of its health and accident insurance reserves
requires reserves in excess of the minimum standards specified in this chapter, the increased
reserves shall be held and shall be considered the minimum reserves for that insurer.
(d) With respect to a block of contracts, or with respect to an insurer’s health and accident
business as a whole, a prospective gross premium valuation is the ultimate test of reserve
adequacy as of a given valuation date. The gross premium valuation will take into account, for
contracts in force, in a claims status, or in a continuation of benefits status on the valuation date,
the present vaLue as of the valuation date of expected benefits unpaid, expected expenses unpaid
and unearned or expected premiums, adjusted for thmre premium increases reasonably expected
to be put into effect.
(e) The gross premium valuation is to be performed whenever a significant doubt exists as to
reserve adequacy with respect to a major block of contracts, or with respect to the insurer’s health
and accident business as a whole. If inadequacy is found to exist, immediate loss recognition
shall be made and the reserves restored to adequacy. Adequate reserves, inclusive of claim,
premium and contract reserves, if any, shall be held with respect to all contracts, regardless of
whether contract reserves are required for the contracts under this chapter.

Whenever minimum reserves, as defined in this chapter, exceed reserve requirements as
determined by a prospective gross premium valuation, the minimum reserves remain the
minimum requirement under this chapter.

(fl

(g) Minimum standards for three categories of health and accident insurance reserves are
established. These categories are claim reserves, premium reserves and contract reserves.
(h) Adequacy of an insurers health and accident insurance reserves is to be determined on the
basis of the three categories of subsection (g) combined. These minimum standards emphasize
the importance of determining appropriate reserves for each of the three categories separately.

§

84a.3. Definitions.

The following words and terms, when used in this chapter, have the following meanings,
unless the context clearly indicates othenvise:
Atinjial-claini cost—The net annual cost per unit of benefit before the addition of expenses,
including claim settlement expenses, and a margin for profit or contingencies. For example, the
annual claim cost fora $100 monthly disability benefit, fora maximum disability benefit period
of 1 year, with an elimination period of 1 week, with respect to a male at age 35, in a certain
occupation might be $12, while the gross premium for this benefit might be $18. The additional
$6 would cover expenses and profit or contingencies.
Claims accnwd—The portion of claims incurred on or prior to the valuation date which result
in liability of the insurer for the payment of benefits for medical services which have been
rendered on or prior to the valuation date, and for the payment of benefits for days of
hospitalization and days of disability which have occurred on or prior to the valuation date,
which the insurer has not paid as of the valuation date, but for which it is liable, and will have to
pay after the valuation date. This liability is sometimes referred to as a liability for “accrued’
benefits. A claim reserve, which represents an estimate ofthis accrued claim liability, shall be
established.
Claims reported—A claim that has been incurred on or prior to the valuation date is
considered as a reported claim for annual statement purposes if the date the claim is reported to
the insurer is on or prior to the valuation date.
Claims unaeerued—The portion of claims incurred on or prior to the valuation date which
result in liability of the insurer for the payment of benefits for medical services expected to be
rendered after the valuation date, and for benefits expected to be payable for days of
hospitalization and days of disability occurring after the valuation date. This liability is
sometimes referred to as a liability for unaccwed benefits. A claim reserve, which represents an
estimate of the unaccmed claim payments expected to be made, which may or may not be
discounted with interest, shall be established.
Claims unreported—A claim incurred on or prior to the valuation date is considered as an
unreported claim for annual statement purposes if the insurer has not been informed of the claim
on or before the valuation date.

Commissioner—The Insurance Commissioner of the Commonwealth.
Credit ulsura?zce—Insurance which falls within the regulatory scope of the ModeL Act for the
Regulation of Credit Life Insurance and Credit Accident and Health Insurance (40 P.S. §
1007.1—1007.15).
Date of disah/enwnt—The earliest date the insured is considered as being disabled under the
definition ofdisabilitv in the contract, based on a doctors evaluation or other evidence. Normally
this date will coincide with the start ofan elimination period.
Departineit f—The Insurance Department of the Commonwealth.
Elimination period—A specified number of days, weeks or months starting at the beginning of
each period of loss. during which no benefits are payable.

Gross pren;ium—T he amount of premium charged by the insurer, which includes the net
premium based on claim-cost for the risk, together with loading for expenses, profit or
contingencies.
Group insurance—The term includes blanket insurance and other forms of group insurance.
Group long-term care insurance—A long-term care insurance policy that is delivered or

issued for delivery in this Commonwealth and issued to one or more employers or labor
organizations, or to a trust or to the trustees of a hind established by one or more employers or
labor organizations, or a combination thereof, for employees or former employees or a
combination thereof or for members or former members or a combination thereof, of the labor
organizations.
Group Ion c’-tcrn, disabilltv income contract—A group contract providing group disability
income coverage with a maximum benefit duration longer than 2 years that is based on a
group pricing structure. The term does not include any of the following:
(i) Group short-term disability (coverage with benefit periods of 2 years or less in
maximum duration).
(ii) Voluntary group disability income coverage that is priced on an individual risk
structure and generally sold in the workplace.
Level premium—A premium calculated to remain unchanged throughout either the lifetime of
the policy, or for some shorter projected period of years. The premium need not be guaranteed;
in which case, although it is calculated to remain level, it may be changed if any of the
assumptions on which it was based are revised at a later time. The annual claim costs are
expected to increase each year and the insurer, instead of charging premiums that
correspondingly increase each year, charges a premium calculated to remain level for a period of
years or for the lifetime of the contract. In this case the benefit portion of the premium is more
than needed to provide for the cost of benefits during the earlier years of the policy and less than
the actunl cost in the later years. The building of a prospective contract reserve is a natural result
of level premiums.

Loizg-wim care b;s,tnmce—An insurance contract advertised. marketed. offered or designed
to provide coverage for at least 12 consecutive months for each covered person on an expense
incurred, indemnity, prepaid or other basis: for firnctionallv necessary or medically necessary
diagnostic, preventive, therapeutic, rehabilitative, maintenance or personal care services.
provided in a setting other than an acute care unit ofa hospital:

(i) The term includes a policy or rider that provides for payment of benefits based upon
cognitive impairment or the loss of functional capacity.
(ii) The tent does not include an insurance contract which is offered primarily to provide
basic Medicare supplement coverage, basic hospital expense coverage, basic medical-surgical
expense coverage, hospital confinement indemnity coverage, major medical expense coverage,
disability income coverage, accident only coverage, specified disease coverage or specified
accident coverage.
Modal prenihnn—T he premium paid on a contract based on a premium term that could be
annual, semiannual, quarterly, monthly or weekly. For example, if the annual premium is SlOO
and if, instead, monthly premiums of S9 are paid the modal premium is S9.

!W?gatne resen’e—A terminal reserve which is a negative value.
Operative date—The effective date of the approval by the Commissioner for an insurer to use
the 1980 CSO Mortality Table to calculate nonforfeiwre values and reserves for life insurance
contracts.
PreIi,niiiarv tern: resene method—A reserve method under which the valuation net premium
for each year falling within the preliminary’ term period is exactly sufficient to cover the
expected incurred claims of that year, so that the terminal reserves will be zero at the end of the
year. As of the end of the preliminary term period, a new constant valuation net premium, or
stream of changing valuation premiums, becomes applicable so that the present value of the net
premiums is equal to the present value of the claims expected to be incurred following the end of
the preliminary tent period.
Present value of’anzo:ints not yet due on claims—The reserve for claims unaccmed, which
may be discounted at interest.
Rating block—A grouping of contracts based on common characteristics, such as a policy
form or forms having similar benefit designs.

Resen’e—The term used to include all items of benefit liability’, whether in the nature of
incurred claim liability or in the nature of contract liability relating to future periods of coverage,
and whether the liability is accrued or unaccmed. An insurer under its contract promises benefits
which result in claims which have been incurred, that is, for which the insurer has become
obligated to make payment, on or prior to the valuation date and in claims which are expected to
be incurred after the valuation date. For the incurred claims, payments expected to be made after
the valuation date for accrued and unaccwed benefits are liabilities of the insurer which should
be provided for by establishing claim reserves. For the expected claims, present liability of the

insurer for these friture claims should be provided for by the establishment of contract reserves
and unearned premium reserves.
Terinhial resen’e—The reserve at the end of a contract year. It is the present value of benefits
expected to be incurred after that contract year minus the present value of ftiture valuation net
premiums.
Unearned preinhan reserve—The reserve that values that portion of the premium paid or due
to the insurer which is applicable to the period of coverage extending beyond the valuation date.
Thus if an annual premium ofSl2O was paid on November 1, $20 would be earned as of
December 31 and the remaining $100 would be unearned. The unearned premium resent could
be on a gross basis as in this example, or on a valuation net premium basis.
Vah,cuio,i net modal prenzumi—The modal fraction of the valuation net annual premium that
corresponds to the gross modal premium in effect on a contract to which contract reserves apply.
For example, if the mode of payment in effect is quarterly, the valuation net modal premium is
the quarterly equivalent of the valuation net annual premium.
Vorksite dtcabi!itv policies—Individual short-term disability policies that are sold at the
worksite through employer-sponsored enrollment that cover normal pregnancy, and that
have benefit periods up to 24 months. The term does not include any of the following:
(i) Personal disabilth’ policies sold to an individual and not associated with employersponsored enrollment
(ii) Business overhead expense, disability buvout, or key person policies, in whatever
manner those policies are sold.

§ 84a.4. Claim reserves.
[(a) Genera! reqnirenents.

(1) Claim reserves are required for incurred but unpaid claims on health and accident
insurance contracts.
(2) Appropriate claim expense reserves are required with respect to the estimated
expense of settlement of incurred but unpaid claims.
(3) The reserves for prior valuation years are to be tested for adequacy and
reasonableness along the lines of claim runoff schedules in accordance with the statutory
financial statement including consideration of residual unpaid liability.
(b) Mini,nznn stan clards for
premiznn

clam, reserves of disability income benefitv, excluding single
credit health and accident insurance.

(1) The maximum interest rate for claim reserves is specified in Appendix A (relating to
specific standards for morbidity, interest and mortality).
(2) Minimum standards with respect to morbidity are those specified in Appendix A;
except that, at the option of the insurer:

(i) For claims incurred on or after January 1, 2067, assumptions regarding claim
termination rates for the period less than 2 years from the date of disablement may be
based on the insurer’s experience, if the experience is considered credible, or upon other
assumptions designed to place a sound value on the liabilities.
(ii) For group disability income claims incurred on or after January 1,2007,
assumptions regarding claim termination rates for the period of 2 or more years but less
than 5 years from the date of disablement may, with the approval of the Commissioner, be
based upon the insurer’s experience for which the insurer maintains underwriting and
claim administration control if the experience is considered credible. For an insurer’s
experience to be considered credible, the insurer shall be able to provide claim termination
patterns over no more than 6 years reflecting at least 5,000 claim terminations during the
third through fifth claim durations on reasonably similar applicable policy forms. Reserve
tables based on credible experience shall be adjusted regularly to maintain reasonable
margins. Demonstrations may be required by the Commissioner based on published
literature. The request for approval of a plan of modification to the reserve basis must
include the following:
(A) An analysis of the credibility of the experience.
(B) A description of how the insurer’s experience is proposed to be used in setting
reserves.
(C) A description and quantification of the margins to be included.
(D) A summary of the financial impact that the proposed plan of modification would
have had on the insurer’s last filed annual statement.
(E) A copy of the approval of the proposed plan of modification by the Commissioner of
the state of domicile.
(F) Other information deemed necessary by the Commissioner.
(iii) For claims incurred prior to January 1,2007, each insurer may elect one of the
following as the minimum standard.
(A) For claims with a duration from the date of disablement of less than 2 years,
reserves may be based on the insurer’s experience, if the experience is considered credible,
or upon other assumptions designed to place a sound value on the liabilities. For group
disability income claims with a duration from the date of disablement of more than 2 years
but less than 5 years, reserves may, with the approval of the Commissioner, be based upon
the insurer’s experience for which the insurer maintains underwriting and claim
administration control if the experience is considered credible. For an insurer’s experience
to be considered credible, the insurer shall be able to provide claim termination patterns
over no more than 6 years reflecting at least 5,000 claim terminations during the third
through fifth claim durations on reasonably similar applicable policy forms. Resene tables
based on credible experience shall be adjusted regularly to maintain reasonable margins.

Demonstrations may be required by the Commissioner based on published literature. The
request for approval of a plan of modification to the reserve basis must include the
following:
(I) An analysis of the credibility of the experience.
(II) A description of how the insurer’s experience is proposed to be used in setting
reserves.
(III) A description and quantification of the margins to be included.
(Ii’) A summary of the financial impact that the proposed plan of modification would
have had on the insurer’s last filed annual statement.
(V) A copy of the approval of the proposed plan of modification by the Commissioner of
the state of domicile.
(VI) Other information deemed necessary by the Commissioner.
(B) The standards as defined in subparagraph (i) and (ii) applied to all open claims. If
reserves are calculated on the standards defined in subparagraph (i) and (ii), future
calculations must be on that basis.
(3) For contracts with an elimination period, the duration of disablement shall be
measured, as dating from the time that benefits would have begun to accrue had there been
no elimination period.
(c) Mini,nu,n standards for claim reserves of other benefits, in chiding single prembun
credit health and accident insurance.
(1) The maximum interest rate for claim reserves is specified in Appendix A.
(2) Minimum standards with respect to morbidity and other contingencies shall be
based on the insurer’s experience, if the experience is considered credible, or upon other
assumptions designed to place a sound value on the liabilities.
(d) Claim reserve nzethods.A reasonable actuarial method or combination of methods
may be used to estimate claim liabilities. The methods used for estimating liabilities
generally may be aggregate methods, or various reserve items may be separately valued.
Approximations based on groupings and averages may also be employed. Adequacy of the
claim reserves shall be determined in the aggregate.I
(a) General requirements.
(1) Claim reserves are required for incurred but unpaid claims on health and accident
insurance contracts. When reserving for contracts with an elimination period, the duration
of disablement commences on the date that benefits would have begun to accrue bad there
been no elimination period.

(2) Appropriate claim expense reserves are required with respect to the estimated
expense of settlement of incurred but unpaid claims.
(3) The reserves for prior valuation years are to be tested for adequacy and
reasonableness along the lines of claim runoff schedules in accordance with the statutory
financial statement including consideration of residual unpaid liability.
(4) For claim reserves on policies that require contract reserves, the claim incurral date
constitutes the “issue date” for determining the table and interest rate for claim reserves.
(5) The maximum interest rate for claim reserves is specified in Appendix A (relating to
specific standards for morbidity, interest and mortality).
(6) The requirements for claims reserves on all claims incurred on or after January 1.
2017 will be as described in the Valuation Manual based on the incurred date of the claim.

(b) Minin,u,n morbidity standards for cluing reserves of individual disability income
benefits, excludint’ sin 21e premium credit health and accident insurance.
(1) For claims incurred prior to January 1.2007. each insurer may elect any of the
following standards to use as the minimum morbidity standard for claim reserves:

(i) The minimum morbidity standard in effect for claim reserves as of the date the claim
was incurred.
(ii) The standards as defined in paragraphs (2) or (3) applied to all open claims. Once an
insurer elects to calculate reserves for all open claims on the standard defined in either
paragraph (2) or (3), all future valuations must be on that basis.
(2) For claims incurred on or after January 1. 2007. and prior to the effective date for
the company as determined in paragraph (5), the minimum standards with respect to
morbidity are those specified in Appendix A, except that, at the option of the insurer,
assumptions regarding claim termination rates for the period less than 2 years from the
date of disablement may be based on the insurer’s experience, if such experience is
considered credible, or upon other assumptions designed to place a sound value on the
liabilities.
(3) For claims incurred on or after January 1,2020, the minimum standards with
respect to morbidity are those specified in Appendix A, including all of the following (as
derived in accordance with Actuarial Guideline L):
(i) The use of the insurer’s own experience.
(ii) An adiustment to include an own experience measurement margin.
(iii) The application of a credibility factor.
(4) In determining the minimum reserves in accordance with paragraph (3), the
provisions in subparagraphs (i), (ii) and (iii) of paragraph (3) are not applicable to any of
the following circumstances:

(i) Where the insurer meets the Own Experience Measurement Exemption provided in
Actuarial Guideline L.
(ii) Where. for worksite disability policies with benefit periods of up to 2 years. the
insurer chooses to base its disabled life reserves on the insurer’s experience, if such
experience is considered credible, or on other assumptions and methods designed to place a
sound value on the liabilities.

(5) An insurer may begin to use the minimum reserve standards in paragraph (3) at a
date earlier than January 1,2020, but not prior to January 1,2017.
(6) An insurer may, within 3 years of January 1,2020, or an earlier date the insurer
elects under paragraph (5), apply the new standards in paragraph (3) to all open claims
incurred prior to the effective date for paragraph (3) for the insurer. Once an insurer elects
to calculate reserves for all open claims based on paragraph (3), all future valuations must
be on that basis.
(c) 3’fin ju,,,,,, morbidity standards for claini reserves of group dis’abilltv income benefits.

exciudinu si,,.gle

preiniuni

credit health and accident insurance.

11) For claims incurred prior to January 1,2007, each insurer may elect any of the
following standards to use as the minimum morbidity standard for claim reserves:
(i) The minimum morbidity standard in effect for claim reserves as of the date the claim
was incurred.
(ii) After the effective date selected by the company in paragraph (2), the standards as
defined in paragraph (2). applied to all open group long term disability income claims.
Once an insurer elects to calculate reserves for all open claims on a more recent standard.
all future valuations must be based on that more recent standard.
(iii) The standards as defined in paragraph (3), applied to all open group disability
income claims. Once an insurer elects to calculate reserves for all open claims on a more
recent standard, all future valuations must be based on that more recent standard.
(2) For group long-term disability income claims incurred on or after January 1, 2007,
but before the effective date selected by the company in paragraph (4), and group disability
income claims incurred on or after January 1, 2007. that are not group long-term disability
income, the minimum standards with respect to morbidity are those specified in Appendix
A except that at the option of the insurer:
(i) Assumptions regarding claim termination rates for the period less than 2 years from
the date of disablement maybe based on the insurer’s experience, if the experience is
considered credible, or upon other assumptions designed to place a sound value on the
liabilities.
(ii) Assumptions regarding claim termination rates for the period 2 or more years but
less than 5 years from the date of disablement may. with the approval of the Commissioner,

be based on the insurer’s experience for which the insurer maintains underwriting and
claim administration control. The request for such approval of a plan of modification to the
reserve basis must include:
(A) An analysis of the credibility of experience.
(B) A description of how all of the insurer’s experience is proposed to be used in setting
reserves.
(C) A description and quantification of the margins to be included.
(D) A summary of the financial impact that the proposed plan of modification would
have had on the insurer’s last filed annual statement.
(E) A copy of the approval of the proposed plan of modification by the commissioner of
the state of domicile.
(F) Any other information the Commissioner deems necessary to review the plan of
modification.
(iii) Each insurer may elect any of the following standards to use as the minimum
morbidity standard for group long term disability income claim reserves:
(A) The minimum morbidity standard in effect for claim reserves as of the date the
claim was incurred.
(B) The standards as defined in paragraph (3), applied to all open claims. Once an
insurer elects to calculate reserves for all open claims on a more recent standard, all future
valuations must be on that basis.
(3) For group long-term disability income claims incurred on or after January 1,2017,
the minimum standards with respect to morbidity must be based on the 2012 GLTD
termination table or subsequent table with consideration of all of the following:

(fl The insurer’s own experience computed in accordance with Actuarial Guideline
XLVII. as included in the most current version of the NAIC Accountinz Practices and
Pro cedures Manual.

(ii) An adiustment to include an own experience measurement margin derived in
accordance with Actuarial Guideline XLVII, as included in the most current version of the
N A IC A ccountinu Practices and Procedures Man hal.
(iii) A credibility factor derived in accordance with Actuarial Guideline XLVII, as
included in the most current version of the NAIC Accountinu Practices and Procedures

Manual.
(4) An insurer may begin to use the minimum reserve standards in paragraph (3) for
dates earlier than January 1, 2017, but not prior to October 1,2014. The date the insurer
selects between January 1. 2017. and October 1, 2014. to begin to use the minimum reserve
standards in paragraph (3) will be considered the effective date.

(5) An insurer may apply the standards in paragraph (3) to all open claims incurred
prior to the effective date of paragraph (3) for the insurer. Once an insurer elects to
calculate reserves for all open claims based on paragraph (3), all future valuations must be
on that basis.

(d) Minimum ,norbidth, standards for other health insurance claim reserves, hscludi,i2
single premhnn credit health and accident insurance. The minimum standards with respect
to morbidity and other contingencies must be based on the insurer’s experience, if the
experience is considered credible, or upon other assumptions designed to place a sound
value on the liabilities.
(e) claim reserve methods. An insurer may use a generally accepted actuarial reserving
method or combination of methods to estimate claim liabilities.
(I) Methods used for estimating liabilities generally may be aggregate methods or
various reserve items may be separately valued.
(2) Approximations may be based on groupings and averages.

(3) Adequacy of the claim reserves shall be determined in the aggregate.

§

84a.5. Premium reserves.

(a) General reqztiicnients.
(I) Unearned premium reserves are required for all contracts, except single premium credit
health and accident insurance contracts, with respect to the period of coverage for which
premiums, other than premiums paid in advance, have been paid beyond the date of valuation.
(2) If premiums due and unpaid are carried as an asset, the premiums shall 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
shall be carried as an offsetting liability.
(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.

§
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84a.6. Contract reserves.

(b) &iininzzun standcndsJhr contract reserves.
(I) j’forbidity or othcr conrzngeizcv.

(i) Minimum standards with respect to morbidity are those in Appendix A (relating to specific
standards for morbidity, interest and mortality). VaLuation net premiums used under each
contract shall have a structure consistent with the gross premium structure at issue of the contract
as this relates to advancing age of the insured, contract duration and period for which gross
premiums have been calculated.
(ii) Contracts for which tabular morbidity standards are not specified in Appendix A shall be
valued using tables established for reserve purposes by a qualified actuary and acceptable to the
Commissioner. The morbidity tables shall contain a pattern of incurred claim costs that reflect
the underlying morbidity and may not be consncted for the primary’ purpose of minimizing
reserves.
(iii) If a morbidity standard specified in Appendix A is on an aggregate basis, the morbidity
standard may be adjusted to a select and ultimate basis to reflect the effect of insurer
underwriting by policy duration. The adjustments shnll be appropriate to the underwriting and be
acceptable to the Commissioner.
(iv) In determining the morbidity assumptions, the actuary shall use assumptions that
represent the best estimate of anticipated future experience, but may not incorporate any
expectation of thture morbidity improvement for contracts issued on or after January 1, 2007.
Morbidity improvement is a change in the combined effect of claim frequency and the present
value of future expected claim payments given that a claim has occurred from the current
morbidity tables or experience that will result in a reduction to reserves. The actuary can reflect
the morbidity impact for a specific known event that has occurred and can be evaluated and
quanti fled.
(2) Maximum interest rate. The maximum interest rate is specified in Appendix A.
(3) Teimbiation rates.
(i) Termination rates used in the computation of reserves shall be on the basis of a mortality
table as specified in Appendix A except as noted in subparagraphs (ii), (iii), (iv) and (v).
(ii) Total termination rates may be used at ages and durations when these exceed specified
mortality table rates, but not in excess of the lesser of 80% of the total termination rate used in
the calculation of the gross premiums or 8%.
(iii) For long-term care individual contracts and group certificates issued on and after January
1, 1999, termination rates in addition to the specified mortality table rates may be used. The
termination rates other than mortality may not exceed the following:
(A) For policy years I through 4, the lesser of 80% of the voluntary’ lapse rate used in the
calculation of gross premiums and 8%.
(B) For policy years 5 and later, the Lesser of 100% of the voluntary lapse rate used in the
calculation of gross premiums and 4%.

(iv) For long-term care individual contracts and group certificates issued on and after January
1,2007, the following termination rates in addition to the mortality table rates specified in
Appendix A may be used.
(A) For policy year 1, the lesser of 80% of the voluntary lapse rate used in the calculation of
gross premiums and 6%.
(B) For policy years 2 through 4, the lesser of 80% of the voluntary lapse rate used in the
calculation ofgross premiums and 4%.
(C) For policy years 5 and later, the lesser of 100% of the voluntary lapse rate used in the
calculation of gross premiums and 2%, except for group long-term care insurance where the 2%
shall be 3%.
(v) For single premium credit disability insurance, termination rates may not be used.

(4) IReservedl Reserve methods.
(i) For health and accident insurance except long-term care and return of premium or other
deferred cash benefits, the minimum reserve is the reserve calculated on the 2-year full
preliminary term method; that is, under which the terminal reserve is zero at the first and also the
second contract anniversarv.
*

*

*

*
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Appendix A
SPECIFIC STANDARDS FOR MORBIDITY, INTEREST AND MORTALITY
I. MORBIDITY.

(a) Minimum morbidity standards for valuation of specified individual contract health and
accident insurance benefits are as follows:
(I) Disability income benefits due to accident or sickness.

(i) Contract resent’s.
(A) Contracts issued on or after January 1. 1965, and prior to January I, 1986: The 1964
Commissioners Disability Table (64 CDT).
(B) Contracts issued on or after January 1, 1993, and before January 1,2020: The 1985
Commissioners Individual Disability Tables A (85 CIDA) or The 1985 Commissioners
Individual Disability Tables B (85 CIDB).
(C) Contracts issued on or after January 1, 1986, and prior to January 1, 1993: Optional use of
either the 1964 Table or the 1985 Tables.
(D) Each insurer shall elect, with respect to all individual contracts issued in any one
statement year, whether it will use Tables A or Tables B as the minimum standard. The insurer
may elect to use the other tables with respect to a subsequent statement year.

(E) Contracts issued on or after January 1. 2026: The 2013 WI Valuation Table with
modifiers as described in Actuarial Guideline L.
(F) An insurer may begin to use the 2013 IDI Valuation Table with modifiers at a date
earlier than January 1. 2020. but not prior to January 1, 2017.
(C) Within 3 years of 2020 or the earlier date an insurer begins to use the 2013 IDI
‘aluation Table, the insurer may elect to apply that morbidity standard for all policies
issued subject to other valuation tables. This may be done if the following conditions are
met:
(I) The insurer applies the morbidity standard to all inforce policies and incurred
claims.
(II) The insurer elects or has elected to apply the 2613 IDE Valuation Table to all claims
incurred regardless of incurral date.
(Ill) The insurer maintains adequate policy records on policies issued prior to 2020 that
allow the insurer to apply the 2013 IDI Valuation Table appropriately.
(IV) Once an insurer elects to calculate reserves for all inforce policies based on the
current morbidity standard, all future valuations must be on that basis.
(ii)

Clabu
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(A) Claims incurred on or after January 1, 2007, arid prior to January 1, 2020: The 1985
Commissioners Individual Disability Table A (85CIDA) with claim termination rates multiplied
by the following adjustment factors:
Duration Adjustment Factor
Week 1

0.366

2

0.366

3

0.366

4

0.366

5

0.365

6

0.365

7

0.365

8

0.365

9

0.370

10

0370

11

0.370

12

0.370

13

0.370

Month 4

0.391

5

0.371

6

0.435

7

0.500

8

0.564

9

0.613

10

0.633

11

0.712

12

0.756

13

0.800

14

0.844

15

0.888

16

0.932

17

0.976

18

1.020

19

1.049

20

1.078

21

1.107

22

1.136

23

1.165

24

1.195

Year 3

1.369

4

1.204

5

1.199

6 and later 1.000
The 85 CIDA so adjusted for the computation of claim reserves shall be known as The 1985
Commissioners Individual Disability Table C (85 CIDC).
1(B) Claims incurred prior to January 1,2007: Optional use of either the minimum
morbidity standard in effect for contract reserves on contracts issued on the same date the
claim is incurred, or 85 CIDC, applied to all claims.
(C) If reserves for all claims are calculated on 85 CIDC, future calculations must be on
85 CIDC.J
(B) For claims incurred on or after January 1,2020, the 2013 101 Valuation Table with
modifiers and adjustments for company experience as prescribed in the Actuarial
Guideline L, except for worksite disability policies with benefit periods of 24 months or
less.
(C) For worksite disability policies, claim reserves may be calculated using claim runout analysis or claim triangles or other methods that place a sound value on the reserves
that are appropriate for the business and risks involved.
(D) For claims incurred prior to January I. 2020. each insurer may elect any of the
following standards to use as the minimum standard for claims incurred:
(I) The minimum morbidity standard in effect for contract reserves on currently issued
contracts, as of the date the claim is incurred.
(11) The standard as defined in Clause (A) or (B) applied to all open non-worksite
claims, if the insurer maintains adequate claim records to allow the insurer to apply the
standard defined in Clause (A) or (B) appropriately. Once an insurer elects to calculate
reserves for all open claims on the standard defined in Clause (A) or (B), all future
valuations must be on that basis. This option, with respect to Clause (B), may be selected
only if the insurer maintains adequate claims records for all claims incurred to usc the
2013 IDI Valuation Table appropriately.
(2) Hospital benefits, surgical benefits and maternity benefits (scheduled benefits or fixed
time period benefits only).
(i) Crnitract resenes.
*

*

*

*

*

(ii) Claim reserves. Claim reserves are to be determined as provided in I 84a.4(c)(2)I
84a.4(d) (relating to cLaim reserves).

(3) Cancer expense benefits (scheduled benefits or fixed time period benefits only).

&

(i) Contract reserves. Contracts issued on or after January 1, 1986: The 1985 NAIC Cancer
Claim Cost Tables.
(ii) Claim resen’es. Claim reserves are to be determined as provided in
84a.4(d).

84a.4(c)(2)I fi

(4) Accidental death benefits.
(i) Contract rc’sen’es. Contracts issued on or after January 1, 1965: The 1959 Accidental
Death Benefits Table.
(ii) C/alp, reserves. Actual amount incurred.
(5) Single Premium Credit Health and Accident Insurance.
(i) Contract reserves:
*

*

*

*

*

(ii) Claim Reserves: Claim reserves are to be determined as defined in ( 84a.4(c)(2)I &
84a.4(d).
(6) Other individual contract benefits.
(i) Contract reserves. For other individual contract benefits, morbidity assumptions are to be
determined as provided in § 84a.6(b)(1)(ii) (relating to contract reserves).
(ii) Claim iesenes. For benefits other than disabiLity, claim reserves are to be determined as
provided in
84a.4(c)(2)j 84a.4(d).
(b) Minimum morbidity standards for valuation of specified group contract health and
accident insurance benefits are as follows:
(1) Disability income benefits due to accident or sickness.
(I) Where tile regulation references this Appendix.

[0)1 LAI Contract reserves.
I(A)I ff1 Certificates issued prior to January 1. 1993: The same basis, if any, as that employed
by the insurer as of January 1, 1993.
((B)( LIE Certificates issued on or after January 1, 1993: The 1987 Commissioners Group
Disability Income Table (87CGDT).

lOiN (B)

Clai,;i

reserves.

((MI (I) For claims incurred on or after January 1, 1993: The 1987 Commissioners Group
Disability Income Table (87CGDT).

[(B)I (II) For claims incurred prior to January 1, 1993: Claim reserves are to be determined as
provided in

84a.4(c)(2)j

84a.4(d) (relating to claim reserves).

(ii) Where the regulation does not reference this Appendix, the minimum morbidity
standards are set forth in Actuarial Guideline XLVII.
(2) Single Premium Credit Health and Accident Insurance.
*

*

*

*

*

(ii) Claim reserves. Claim reserves are to be determined as defined in
84a.4(d).

[ 84a.4(c)(2)J

(3) Other group contract benefits.

(i) Contract resefl,Lw. For other group contract benefits, morbidity assumptions are to be
determined as provided in § 84a.6(b)( 1 )(ii) (relating to contract reserves).
(ii) C/al,;; resent’s. For benefits other than disability, claim reserves are to be determined as
provided in
84a.4(e)(2)I 84a.4(d).
II. INTEREST
(a) Contract reserves.
(I) The maximum interest rate is the maximum rate permitted by [section 301 of The
Insurance Department Act of 1921 (40 P.S. § 71)140 Pa.C.S. S 7111—7127 (relating to
valuation of reserves for contracts and policies) in the valuation of whole life insurance issued
on the same date as the health and accident insurance contract and with a guarantee duration of
more than 20 years.
(b) Claim reserves.
(I) For claim reserves on policies that require contract reserves, the maximum interest rate is
the maximum rate permitted by jsection 301 of The Insurance Department Act of 1921 (40
P.S. § )I 40 Pa.C.S.
7111—7127 in the valuation of whole life insurance issued on the
same date as the claim incurral date and with a guarantee duration equal to the maximum benefit
period.
[(2) For claim reserves on policies not requiring contract reserves, the maximum interest
rate is the maximum rate permitted by section 301 of The Insurance Department Act of
1921 in the valuation of single premium immediate annuities issued on the same date as the
claim incurral date, reduced by 100 basis points.1
(2) For claim reserves on policies not requiring contract reserves, the maximum interest
rate (I) shall be the calendar year statutory valuation interest rates as defined by:
I=.02+.8*(R_.03)
Where R is the average, over a period of 12 months, ending June30 of the calendar year
of the claim incurral date, of the monthly average of the composite yield on seasoned
corporate bonds, as published by Moody’s Investors Service, Inc. and the results rounded
to the nearer 1/4 of 1%.

III. MORTALITY.
(a) For individual contracts and group certificates issued prior to the insurer’s operative date,
the mortality basis used shall be according to a table permitted by law for the valuation of whole
life insurance issued on the same date as the health and accident insurance individual contract or
group certificate.
*

*

*

*

*

(d) Other mortality tables adopted by the National Association of Insurance Commissioners
(NAIC) and promulgated by the Commissioner may be used in the calculation of the minimum
reserves if appropriate for the type of benefits and if approved by the Commissioner. The request
for approval shall include the proposed mortality table and the reason that the standard specified
in subsection (c) is inappropriate.
(ci For single premium credit insurance using the 85CIDA table, no separate mortality
shall be assumed.

Stephen Hoffman
From:
Sent:
To:

Humma, Jonathan <jhumma@pasen.gov>
Friday, July 9, 2021 9:57 AM
Hendrickson, Richard

Cc:

Sheaffer, Kimberly; Frantz, Jodi (Insurance)

Subject:

RE: Delivery of Insurance Department final-form regulation 11-259

Good morning Richard. I’m confirming receipt of this email and attachment. Thank you for advising the committee of
this final-form rulemaking.
Sincerely,
Jonathan Humma, Executive Director
Senate Banking & Insurance Committee
Chairman John DiSanto, District 15
168 Main Capitol, Harrisburg, PA 17120
717-787-6801, www.SenatorDiSanto.com
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Review Commission
From: Hendrickson, Richard <rihendrick@pa.gov>
Sent: Friday, July 9, 2021 9:46 AM
To: Humma, Jonathan <jhumma@pasen.gov>
Cc: Sheaffer, Kimberly <kimsheaffe@pa.gov>; Frantz, Jodi (Insurance) <jodfrantz@pa.gov>
Subject: Delivery of Insurance Department final-form regulation 11-259
Importance: High

Good Morning,
Please provide email confirmation that you have received this email and its attachment. Please find attached the finalform rulemaking package for Insurance Department Regulation # 11-259 (Chapter 84a Minimum Reserve Standards for
Individual and Group Health and Accident Insurance Contracts). This final-form regulation updates Pennsylvania’s
standards to align with the most recent updates to the National Association of Insurance Commissioners (NAIC) Health
Insurance Reserves Model Regulation (#10).
By correspondence dated November 25, 2020, the Independent Regulatory Review Commission (IRRC) indicated that
the final-form regulation would be deemed approved if it was delivered without revisions and the committees do not
take any action. The attached final-form regulation does not contain any substantive revisions from the proposed
regulation, which was published at 50 Pa. B. 5260 (September 26, 2020).
Thanks,
Richard
Richard L. Hendrickson, Esq. I Department Counsel
Pennsylvania Insurance Department
Governor’s Office of General Counsel
1341 Strawberry Square I Harrisburg, PA 17120
Office: 717.787.2567 Fax: 717.772.1969
rihendrickpa.gov I www.insurance.pa.gov I www.ogc.pa.gov
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Stephen Hoffman
From:
Sent:
To:
Cc:
Subject:

Mahjoubian, Micah <Micah.Mahjoubian@pasenate.com>
Friday, July 9, 2021 10:05 AM
Hendrickson, Richard
Sheaffer, Kimberly; Franz Jodi (Insurance)
Re: Delivery of Insurance Department final-form regulation 11-259

Senator Street and I have received the Insurance Department final—form regulation 11—259. Thank you.

Micah Mahjoubian
Policy Director
Office of Senator Sharif Street
Democratic Executive Director
State Government Committee
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Independent Regulatory
Review Commission

215—432—1068 (cell)
215—227—6161 (district office)
717—787—6735 (Harrsiburg office)
www.senatorsharifstreet.com
Pronouns: He/Him/His

From: Hendrickson, Richard <rihendrick@pa.gov>
Sent: Friday, July 9, 2021 9:45:55 AM
To: Mahjoubian, Micah <Micah.Mahjoubian@pasenate.com>
Cc: Sheaffer, Kimberly <kimsheaffe@pa.gov>; Frantz, Jodi (Insurance) <jodfrantzpa.gov>
Subject: Delivery of Insurance Department final-form regulation 11-259
• EXTERNAL EMAIL•
Good Morning,
Please provide email confirmation that you have received this email and its attachment. Please find attached the finalform rulemaking package for Insurance Department Regulation #11-259 (Chapter 84a Minimum Reserve Standards for
Individual and Group Health and Accident Insurance Contracts). This final-form regulation updates Pennsylvania’s
standards to align with the most recent updates to the National Association of Insurance Commissioners (NAIC) Health
Insurance Reserves Model Regulation (#10).
By correspondence dated November 25, 2020, the Independent Regulatory Review Commission (IRRC) indicated that
the final-form regulation would be deemed approved if it was delivered without revisions and the committees do not
take any action. The attached final-form regulation does not contain any substantive revisions from the proposed
regulation, which was published at 50 Pa. B. 5260 (September 26, 2020).
Thanks,
1

Richard

Richard L. Hendrickson, Esq. I Department Counsel
Pennsylvania Insurance Department
Governors Office of General Counsel
1341 Strawberry Square I Harrisburg, PA 17120
Office: 717.787.2567 Fax: 717.772.1969
rihendrick@pa.gov I www.insurance.pa.gov I www.ogc.pa.gov
PRIVILEGED AND CONFIDENTIAL ATrORNEY-CLIENT COMMUNICATION
ATTORNEY WORK PRODUCT
Tile information transmitted is intended artly for the person or entity to whom itis addressed arid may contain confidento? and/or p’:e;leced ‘natural Any use of this

information other that, by the intended recipient is prol’ibited If you receive this messoqe in error please send a reply e ala,) to the sender and delete the material
from any arid all computers Unintended transmissions shall not constitute wovrr of the net arney cl:ent ar ony other oriud000

This message and any attachment may contain privileged or confidential information intended solely for the
use of the person to whom it is addressed. If the reader is not the intended recipient then be advised that
forwarding, communicating, disseminating, copying or using this message or its attachments is strictly
prohibited. If you receive this message in error, please notify the sender immediately and delete the
information without saving any copies.
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Stephen Hoffman
From:
To:
Sent:
Subject:

Jessica Valen <JValen@pahousegop.com>
Hendrickson, Richard
Friday, July 9,2021 2:35 PM
Read: Delivery of Insurance Department final-form regulation 11-259

Your message
To:
Subject: Delivery of Insurance Department final-form regulation 11-259
Sent: Friday, July 9,2021 6:35:34 PM (UTC+O0:00) Monrovia. Reykjavik
was read on Friday, July 9. 2021 6:35:29 PM (UTC+00:00) Monrovia. Reykjavik.
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Stephen Hoffman
From:
Sent:
To:

Cohn, Alan J. <ACohn@pahouse.net>

Cc:

Frantz, Jodi (Insurance); Sheaffer, Kimberly: Keller, Joseph

Subject:

Re: Delivery of Insurance Department final-form regulation 11-259

Friday, July 9, 2021 11:53 AM
Hendrickson, Richard

Received

Alan
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Sent from my iPhone

On Jul 9, 2021, at 9:46 AM, Hendrickson, Richard <rlhendrlck@pa.gov> wrote:

Independent Regulatory
Review Commission

Good Morning,
Please provide email confirmation that you have received this email and its attachment. Please find
attached the final-form rulemaking package for Insurance Department Regulation U 11-259 (Chapter 84a

Minimum Reserve Standards for Individual and Group Health and Accident Insurance Contracts). This
final-form regulation updates Pennsylvania’s standards to align with the most recent updates to the
National Association of Insurance Commissioners (NAIC) Health Insurance Reserves Model Regulation
(#10).
By correspondence
indicated

dated November 25, 2020, the Independent Regulatory Review Commission (IRRC)

that the final-form regulation would be deemed approved if it was delivered without revisions

and the committees do not take any action. The attached final-form regulation does not contain any
substantive revisions from the proposed regulation, which was published at 50 Pa. B. 5260 (September
26, 2020).

Thanks,
Richard

Richard L. Hendrickson, Esq.

I

Department Counsel
Pennsylvania Insurance Department
Governor’s Office of General Counsel
1341 Strawberry Square I Harrisburg, PA 17120
Office: 717.787.2567
Fax: 717.772.1969
rihendrickpa.gov I www.insurance.pa.gov I www.ogc.pa.gov
PRiViLEGED AND CONFIDENTIAL ATtORNEY-cLIENT cOMMuNIcATIoN
ATtORNEY WORK PRODUCt
The information transmitted is intended only for the person or entity to whoiri it is addresed and may co,,tain confidential and/or privile god
niateno?. Any use of this information other than by the intended recipient is prohibited If you receive this message iii error, please send a reply
email to the sender arid delete the moterialfrormm any and all computers. Unintended transmissions shut? not co,,ct,turt’ waiver of the attorney
client or any ct/mar privilege.
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