L CB File No. R149-99

NOTICE OF WORKSHOPSTO SOLICIT COMMENTS
ON PROPOSED REGULATIONS

September 21, 1999

The Department of Businessand Industry, Division of Insurance (Division) isproposing new
regulations pertaining to the calculation of reserves for term life insurance (Triple X), provider
sponsored organizations (PSOs), motor clubs, insurance for rental cars, insurance for home
protection, and amendments to chapter 683A of NAC concerning the licensing of agents and
administrators. A workshop has been set for 10:00 am., on October 27, 1999, at the offices of the
Division, 1665 Hot Springs Road, Suite 152, Carson City, Nevada. The purpose of theworkshopis
to solicit comments from interested persons on the following general topics addressed in the
proposed regulations.

1. New regulationsfor the calculation of reservesfor term lifeinsurance, rules
for a minimum standard for the valuation of plans, and tables of select
mortality factorsand rulesfor their use. ThisregulationisalsoknownasTriple
X.

2. New regulationsfor provider sponsor ed or ganizations (PSOs) to establish the
requirements necessary for a PSO to operatein the state of Nevada and offer
the Medicaret+Choice program (Medicare Part C).

3. New regulations affecting property and casualty insurance, including a
definition of emergency for insurance for home protection, standards for
insurance on vehicles leased for the short term (rental cars), standards
applicable to motor clubs, fees charged for the renewal of policies, and an
amendment totherequirementsfor licensing of titleagentsand escrow officers.

4. Amendments to regulations for chapter 683A of NAC concerning the
licensing of agentsand administrators, therecovery fund, continuing education,
limited licenses, and agentsfor utilization review.

A copy of this notice and the proposed regulations will be on file at the State Library, 100
Stewart Street, Carson City, Nevada, for inspection by members of the public during business hours.
Additional copies of the notice and the proposed regulations will be available at the offices of the
Division, 1665 Hot Springs Road, Suite 152, Carson City, Nevada 89706, and 2501 East Sahara
Avenue, Suite 302, LasVegas, Nevada 89104, and in all countiesinwhich an office of theagency is
not maintained, at the main public library, for inspection and copying by members of the public
during business hours. This notice and thetext of the proposed regul ations are also availablein the
State of Nevada Register of Administrative Regulationswhichis prepared and published monthly by
the Legislative Counsel Bureau pursuant to NRS 233B.0653 and on the Internet at
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http://www.leg.state.nv.us. Copieswill also be mailed to members of the public upon request. A
reasonable fee may be charged for copiesif it is deemed necessary.

ThisNotice of Workshop to Solicit Comments on Proposed Regul ations has been sent to all
persons on the agency’s mailing list for administrative regulations and posted at the following

locations:

Department of Business and Industry
Division of Insurance

1665 Hot Springs Road, Suite 152
Carson City, NV 89706

Legislative Counsel Bureau
Capitol Complex
Carson City, NV 89710

State Capitol
Capitol Complex
Carson City, NV 89710

County Clerk
Courthouse
Carson City, NV 89710

Carson City Library
900 North Roop Street
Carson City, NV 89701

LasVegas Library
833 Las Vegas Blvd. North
LasVegas, NV 89101

Elko County Library
720 Court Street
Elko, NV 89801

Eureka Branch Library
10190 Monroe Street
P.O. Box 293

Eureka, NV 89316

Battle Mountain Branch Library

Department of Business and Industry
Division of Insurance
2501 East Sahara Avenue, Suite 302
LasVegas, NV 89104

Blasdel Building
Capitol Complex
Carson City, NV 89710

Capitol Press Room
State Capitol Basement
Carson City, NV 89710

Nevada State Library & Archives
Capitol Complex
Carson City, NV 89710

Churchill County Library
553 South Maine Street
Fallon, NV 89406

Douglas County Library
1625 Library Lane

P.O. Box 337

Minden, NV 89423

Goldfield Public Library
Fourth & Cook Street
P.O. Box 430

Goldfield, NV 89013

Humboldt County Library

85 East 5™ Street
Winnemucca, NV 89445

Lincoln County Library
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P.O. Box 141
Battle Mountain, NV 89820

Lyon County Library
20 Nevin Way
Y erington, NV 89447

Tonopah Public Library
171 Central Street

P.O. Box 449

Tonopah, NV 89049

Storey County Library
95 South R Street

P.O. Box 14

Virginia City, NV 89440

White Pine County Library
950 Campton Street
Ely, NV 89301

93 Main Street
P.O. Box 330
Pioche, NV 89043

Mineral County Library
First & A Street

P.O. Box 1390
Hawthorne, NV 89415

Pershing County Library
1125 Central Avenue
P.O. Box 781

Lovelock, NV 89419

Washoe County Library
301 South Center Street
P.O. Box 2151

Reno, NV 89505

Clark County Library
1401 East Flamingo Road
LasVegas, NV 89119

Members of the public who are disabled and require special accommodations or
assistance at the hearing are requested to notify the Commissioner's secretary in
writing at 1665 Hot Springs Road, Suite 152, Carson City, Nevada 89706, or by
calling no later than 5 working days prior to the hearing, (702) 687-4270.

DATED this day of , 1999.

ALICEA. MOLASKY-ARMAN
Commissioner of Insurance
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NOTICE OF INTENT TO ACT UPON REGULATIONS

Notice of Hearing for the Adoption of Regulations
of the Department of Business and Industry, Division of Insurance

The Department of Business and Industry, Division of Insurance (Division) will hold a public
hearing at 10:00 a.m., on October 27, 1999, immediately following a public workshop, at the
offices of the Division, 1665 Hot Springs Road, Suite 152, Carson City, Nevada. The purpose of
the hearing is to receive comments from all interested persons regarding the adoption of
regulations pertaining to the valuation of life insurance policies.

REGULATIONSFOR THE VALUATION OF LIFE INSURANCE POLICIES
INCLUDING THE USE OF NEW SELECT MORTALITY TABLES

The following information is provided pursuant to the requirements of NRS 233B.060:

1. The proposed regulation is needed to ensure the financial stability of life insurance
companies by establishing a methodology for calculating reserves on term life policies.

2. The proposed regulation provides tables of select mortality factors and rules for their use,
and rules concerning a minimum standard for the valuation of insurance plans.

3. Estimated economic effect of the regulation:
On the business which it is to regulate:
The proposed regulation may have an immediate and long-term financial impact on
insurance companies with inadequate reserves to cover future insurance benefits and may
require an increase in those reserves.
On the public:
The proposed regul ation should have no direct economic impact on the public, though it may
result in an increase in the cost of some term life insurance products.

4, The Division expects some additional expense to enforce the proposed regulation.

5. TheDivisionisnot aware of any overlap or duplication of the regulation with any state, local
or federal regulation.

6. The proposed regulation does not establish any new fees.

Persons wishing to comment upon the proposed action of the Division may appear at the
scheduled public hearing or may addresstheir comments, data, viewsor arguments, inwritten form,
to the Division, 1665 Hot Springs Road, Suite 152, Carson City, Nevada 89706. Written
submissions must be received by the Division on or before October 21, 1999. If no person who is
directly affected by the proposed action appears to request time to make an oral presentation, the
Division may proceed immediately to act upon any written submissions.

A copy of this notice and the proposed regulation will be on file at the State Library, 100
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Stewart Street, Carson City, Nevada, for inspection by members of the public during business hours.
Additional copies of the notice and the regulation to be amended will be available at the offices of
the Division, 1665 Hot Springs Road, Suite 152, Carson City, Nevada 89706, and 2501 East Sahara
Avenue, Suite 302, Las Vegas, Nevada89104, and in al countiesin which an office of theagency is
not maintained, at the main public library, for inspection and copying by members of the public
during business hours. This notice and the text of the proposed regulation are also available in the
State of Nevada Register of Administrative Regulationswhich is prepared and published monthly by
the Legidative Counsel Bureau pursuant to NRS 233B.0653 and on the Internet at
http://lwww.leg.state.nv.us. Copieswill also be mailed to members of the public upon request. A
reasonable fee may be charged for copiesif it is deemed necessary.

Upon adoption of any regulation, the agency, if requested to do so by an interested person,
either before adoption or within 30 days thereafter, will issue a concise statement of the principal
reasons for and against its adoption, and incorporate therein its reason for overruling the
consideration urged against its adoption.

This notice of hearing has been posted at the following locations:

Department of Business and Industry Department of Business and Industry
Division of Insurance Division of Insurance
1665 Hot Springs Road, Suite 152 2501 East Sahara Avenue, Suite 302
Carson City, NV 89706 Las Vegas, NV 89104
Legidative Counsel Bureau Blasdel Building
Capitol Complex Capitol Complex
Carson City, NV 89710 Carson City, NV 89710
State Capitol Capitol Press Room
Capitol Complex State Capitol Basement
Carson City, NV 89710 Carson City, NV 89710
County Clerk Nevada State Library & Archives
Courthouse Capitol Complex
Carson City, NV 89710 Carson City, NV 89710
Carson City Library Churchill County Library
900 North Roop Street 553 South Maine Street
Carson City, NV 89701 Falon, NV 89406
LasVegas Library Douglas County Library
833 Las Vegas Blvd. North 1625 Library Lane
LasVegas, NV 89101 P.O. Box 337
Minden, NV 89423

Elko County Library Goldfield Public Library
720 Court Street Fourth & Cook Street
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Elko, NV 89801

Eureka Branch Library
10190 Monroe Street
P.O. Box 293

Battle Mountain Branch Library
P.O. Box 141
Battle Mountain, NV 89820

Lyon County Library
20 Nevin Way
Y erington, NV 89447

Tonopah Public Library
171 Central Street

P.O. Box 449

Tonopah, NV 89049

Storey County Library
95 South R Street

P.O. Box 14

Virginia City, NV 89440

White Pine County Library
950 Campton Street
Ely, NV 89301

P.O. Box 430
Goldfield, NV 89013

Humboldt County Library
85 East 5™ Street
Winnemucca, NV 89445

Lincoln County Library
93 Main Street

P.O. Box 330

Pioche, NV 89043

Mineral County Library
First & A Street

P.O. Box 1390
Hawthorne, NV 89415

Pershing County Library
1125 Central Avenue
P.O. Box 781

Lovelock, NV 89419

Washoe County Library
301 South Center Street
P.O. Box 2151

Reno, NV 89505

Clark County Library
1401 East Flamingo Road
LasVegas, NV 89119

Members of the public who are disabled and require special accommodations or assistance at the
hearing are requested to notify the Commissioner's secretary in writing at 1665 Hot Springs Road,
Suite 152, Carson City, Nevada 89706, or by calling no later than 5 working days prior to the
hearing, (702) 687-4270.

DATED this day of , 19

ALICE A. MOLASKY-ARMAN
Commissioner of Insurance
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L CB File No. R149-99

PROPOSED REGULATION OF THE DIVISION OF INSURANCE
OF THE DEPARTMENT OF BUSINESS AND INDUSTRY

REGULATION CONCERNING THE VALUATION OF LIFE INSURANCE POLICIES
INCLUDING THE INTRODUCTION AND USE OF NEW SELECT MORTALITY FACTORS

Authority: NRS 679B.130

Section 1. Chapter 681B of NAC is hereby amended by adding thereto the provisions set forth as

sections 2 through 17, inclusive, of this regulation.

Sec. 2. “Basicreserves’ means reserves calculated in accordance with NRS 681B.130.

Sec.3. “Contract segmentation method” meansthemethod of dividing theperiod fromissueto
mandatory expiration of a policy into successive segments, with the length of each segment being
defined as the period from the end of the prior segment (from policy inception, for the first
segment) to the end of thelatest policy year asdetermined below. All calculationsaremadeusing
the 1980 CSO valuation tables, as defined in section 7 of thisregulation, (or any other valuation
mortality table adopted by the National Association of | nsurance Commissioners(NAIC) after the
effective date of this regulation and promulgated by regulation by the commissioner for this
purpose), and, if elected, the optional minimum mortality standard for deficiency reserves
stipulated in subsection 2 of section 15 of this regulation.

Thelength of a particular contract segment shall be set equal to the minimum of the valuet for
which G isgreater than R; (if G; never exceeds R; the segment length is deemed to be the number

of yearsfrom the beginning of the segment to the mandatory expiration date of the policy), where
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G; and R; are defined as follows;

GI:)x+k+t

Gt:

GI:)x+k+t-1

where:

t=

GPykit1 =

where:

original issue age;
the number of years from the date of issue to the beginning of the
segment;
1,2, ..; tisreset to 1 at the beginning of each segment;
Guaranteed gross premium per thousand of faceamount for year t of
thesegment, ignoring policy feesonly if level for the premium paying
period of the policy.
Ox+k+t
, However, R; may beincreased or decreased by
Ocrkett-1 one percent in any policy year, at the company=s
option, but R; shall not be less than one;
X, k and t are as defined above, and
Ox+k+t-1 = valuation mortality rate for deficiency reserves in policy
year k+t but using themortality of Section 15 2.(b)

if Section 15 2.(c)iselected for deficiency reserves.

However, if GPx.k+t isgreater than 0 and GPx.k++-1 ISequal to 0, G; shall be deemed to be 1000. |f

GPy+k+t and GPx+k+t-1 are both equal to 0, G; shall be deemed to be 0.

Sec. 4. “Deficiency reserves’ means the excess, if greater than zero, of minimum reserves
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calculated in accordance with NRS 681B.150 over basic reserves.

Sec.5. “Guaranteed grosspremiums’ meansthe premiumsunder apolicy of lifeinsurancethat

are guaranteed and determined at issue.

Sec.6. “Maximumvaluation interest rates’ meanstheinterest ratesdefinedin NRS 681B.125
(Computation of Minimum Standard by Calendar Year of Issue) that are to be used in

determining the minimum standard for the valuation of life insurance policies.

Sec. 7. “1980 CSO valuation tables’ means the Commissioners 1980 Standard Ordinary
Mortality Table (1980 CSO Table) without ten-year selection factors, incorporated into the 1983
amendmentsto NRS681B, and variations of the 1980 CSO Table approved by the NAI C, such as

the smoker and nonsmoker versions approved in December 1983.

Sec. 8. “Scheduled gross premium” means the smallest illustrated gross premium at issue for
other than universal lifeinsurance policies. For universal lifeinsurance policies, scheduled gross
premium meansthe smallest specified premium described in subsection 3 of section 17, if any, or

else the minimum premium described in subsection 4 of section 17.

Sec.9. 1. “Segmented reserves’ meansreserves, calculated using segments produced by the
contract segmentation method, equal to the present value of all future guaranteed benefitslessthe
present value of all future net premiums to the mandatory expiration of a policy, where the net
premiums within each segment are a uniform percentage of the respective guaranteed gross
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premiums within the segment. The uniform percentage for each segment is such that, at the
beginning of the segment, the present value of the net premiums within the segment equals:

(&) The present value of the death benefits within the segment, plus

(b) The present value of any unusual guaranteed cash value (see subsection 7 of section 17)
occurring at the end of the segment, less

(c) Any unusual guaranteed cash value occurring at the start of the segment, plus

(d) For thefirst ssgment only, the excess of the Item (i) over Item (ii), asfollows:

(i) A net level annual premium equal to the present value, at the date of issue, of the
benefitsprovided for in thefirst ssgment after thefirst policy year, divided by the present value, at
the date of issue, of an annuity of one per year payable on the first and each subsequent
anniversary within thefirst ssgment on which apremiumfallsdue. However, thenet level annual
premium shall not exceed the net level annual premium on the nineteen-year premiumwholelife
plan of insurance of the same renewal year equivalent level amount at an age one year higher
than the age at issue of the policy.

(if) A net one year term premium for the benefits provided for in the first policy year.

2. Thelength of each segment is determined by the “ contract segmentation method”, as
defined in this section.

3. Theinterest ratesused in the present value calculationsfor any policy may not exceed the
maximum valuation interest rate, determined with a guarantee duration equal to the sum of the

lengths of all segments of the policy.

4. For both basic reserves and deficiency reserves computed by the segmented method,
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present values shall include future benefits and net premiumsin the current segment and in all

subsequent segments.

Sec.10. “Tabular cost of insurance” meansthe net single premium at the beginning of apolicy
year for one-year term insurance in the amount of the guaranteed death benefit in that policy

year,

Sec.11. *“Ten-year select factors’ meansthe select factorsadopted with the 1983 amendmentsto

NRS 681B.

Sec.12. 1. *“Unitaryreserves’ meansthe present value of all future guaranteed benefitsless
the present value of all future modified net premiums, where:

(@) Guaranteed benefits and modified net premiums are considered to the mandatory
expiration of the policy; and

(b) Modified net premiums are a uniform percentage of the respective guaranteed gross
premiums, where the uniform percentage is such that, at issue, the present value of the net
premiums equalsthe present value of all death benefitsand pure endowments, plusthe excess of
Item (i) over Item (ii), asfollows:

(i) A net level annual premium equal to the present value, at the date of issue, of the
benefits provided for after thefirst policy year, divided by the present value, at the date of issue, of
an annuity of one per year payable on thefirst and each subsequent anniversary of the policy on
which apremiumfallsdue. However, the net level annual premium shall not exceed the net level
annual premium on the nineteen-year premiumwholelife plan of insurance of the samerenewal
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year equivalent level amount at an age one year higher than the age at issue of the policy.
(if) A net oneyear term premium for the benefits provided for in the first policy year.
2. Theinterest ratesused in the present value calculationsfor any policy may not exceed the
maximum valuation interest rate, determined with a guarantee duration equal to thelength from

issue to the mandatory expiration of the policy.

Sec.13. “Universal lifeinsurancepolicy” meansany individual lifeinsurance policy under the
provisions of which separately identified interest credits (other than in connection with dividend
accumulations, premium deposit funds, or other supplementary accounts) and mortality or

expense charges are made to the policy.

Sec. 14. Thisregulation shall apply to all lifeinsurance policies, with or without nonforfeiture
values, issued on or after the effective date of thisregulation, subject to the following exceptions
and conditions:

1. Exceptions:

(&) Thisregulation shall not applyto anyindividual lifeinsurance policy issued on or after the
effective date of thisregulation if the policy isissued in accordance with and as a result of the
exercise of a reentry provision contained in the original life insurance policy of the same or
greater face amount, issued before the effective date of this regulation, that guarantees the
premium rates of the new policy. This regulation also shall not apply to subsequent policies
issued as aresult of the exercise of such a provision, or a derivation of the provision, in the new
policy.

(b) Thisregulation shall not apply to any universal life policy that meets all the following
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requirements:

(i) Secondary guarantee period, if any, isfive (5) yearsor less,

(i1) Specified premium for the secondary guarantee period is not less than the net level
reserve premium for the secondary guarantee period based on the CSO valuation tablesasdefined
in section 7 and the applicable valuation interest rate; and

(ili) Theinitial surrender chargeisnot less than 100 percent of the first year annualized
specified premium for the secondary guarantee period.

(c) Thisregulation shall not apply to any variable lifeinsurance policy that providesfor life
insurance, theamount or duration of which variesaccording to theinvestment experience of any
separate account or accounts.

(d) Thisregulation shall not applyto any variableuniversal lifeinsurance policy that provides
for lifeinsurance, theamount or duration of which variesaccording to theinvestment experience
of any separate account or accounts.

(e) Thisregulation shall not apply to a group lifeinsurance certificate unless the certificate
provides for a stated or implied schedule of maximum gross premiums required in order to
continue coverage in force for a period in excess of one year.

2. Conditions:

(a) Calculation of theminimum valuation standard for policieswith guaranteed nonlevel gross
premiumsor guaranteed nonlevel benefits (other than universal lifepolicies), or both, shall bein
accordance with the provisions of section 16.

(b) Calculation of the minimum valuation standard for flexible premium and fixed premium
universal lifeinsurance policies, that contain provisionsresulting in the ability of a policyholder

to keep a policy in force over a secondary guarantee period shall be in accordance with the
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provisions of section 17.

Sec. 15. 1. At the election of the company for any one or more specified plans of life
insurance, the minimum mortality standard for basic reserves may be calculated using the 1980
CSO valuation tableswith select mortality factors (or any other valuation mortality table adopted
by the NAIC after the effective date of this regulation and promulgated by regulation by the
commissioner for this purpose). |f select mortality factors are elected, they may be:

(8) Theten-year select mortality factorsincorporated into the 1983 amendmentsto NRS 681B;

(b) The select mortality factorsin the Appendix; or

(c) Any other table of select mortality factors adopted by the NAI C after the effective date of
thisregulation and promulgated by regulation by the commissioner for the purpose of calculating
basic reserves.

2. Deficiency reserves, if any, are calculated for each policy as the excess, if greater than
zero, of the quantity A over the basic reserve. The quantity A is obtained by recalculating the
basic reserve for the policy using guaranteed gross premiumsinstead of net premiumswhen the
guaranteed gross premiumsare lessthan the corresponding net premiums. At the election of the
company for any one or more specified plansof insurance, the quantity A and the corresponding
net premiumsused in the determination of quantity A may be based upon the 1980 CSO valuation
tables with select mortality factors (or any other valuation mortality table adopted by the NAIC
after the effective date of thisregulation and promulgated by regulation by the commissioner). |f
select mortality factors are elected, they may be:

(8) Theten-year select mortality factorsincorporated into the 1983 amendmentsto NRS 681B;

(b) The select mortality factorsin the Appendix of thisregulation;
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(c) For durationsin thefirst segment, X percent of the select mortality factorsin the Appendix
, subject to the following:

(i) X may vary by policy year, policy form, underwriting classification, issue age, or any
other policy factor expected to affect mortality experience;

(i) X shall not be less than twenty percent (20%);

(iif) X shall not decrease in any successive policy years,

(iv) X is such that, when using the valuation interest rate used for basic reserves, the
actuarial present value of future death benefits, calculated using the mortality rates resulting
from the application of X, isgreater than or equal to the actuarial present value of future death
benefits calculated using anticipated mortality experience without recognition of mortality
improvement beyond the valuation date;

(v) Xissuch thatthemortality ratesresulting from the application of X areat least asgreat
astheanticipated mortality experience, without recognition of mortality improvement beyond the
valuation date, in each of thefirst five (5) years after the valuation date;

(vi) The appointed actuary shall increase X at any valuation date whereit is necessary to
continue to meet all the requirements of subsection 2(c);

(vii) The appointed actuary may decrease X at any valuation date as long as X does not
decreasein any successive policy yearsand aslong asit continuesto meet all therequirements of
subsection 2(c);

(viii) The appointed actuary shall specifically take into account the adverse effect on

expected mortality and lapsation of any anticipated or actual increasein gross premiums.

(ix) If Xislessthan 100 percent at any duration for any policy, thefollowing requirements
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shall be met:

(1) Theappointed actuary shall annually preparean actuarial opinion and memorandum
for the company in conformance with the requirements of sections 100 to 245 of NAC 681B; and

(2) Theappointed actuary shall annually opinefor all policies subject to thisregulation
as to whether the mortality rates resulting from the application of X meet the requirements of
subsection 2(c). This opinion shall be supported by an actuarial report, subject to appropriate
Actuarial Standards of Practice promulgated by the Actuarial StandardsBoard of the American
Academy of Actuaries. The X factorsshall reflect anticipated future mortality, without recognition
of mortality improvement beyond the valuation date, taking into account relevant emerging
experience.

(d) Any other table of select mortality factors adopted by the NAI C after the effective date of
thisregulation and promulgated by regulation by the commissioner for the purpose of calculating
deficiency reserves.

3. Thissubsection applies to both basic reserves and deficiency reserves. Any set of select
mortality factorsmay be used only for thefirst segment. However, if thefirst segmentislessthan
ten (10) years, the appropriate ten-year select mortality factors incorporated into the 1983
amendmentsto NRS 681B may be used thereafter through the tenth policy year from the date of
issue.

4. Indetermining basic reservesor deficiency reserves, guaranteed gross premiumswithout
policy fees may be used where the cal culation involves the guaranteed gross premium but only if

the policy feeis a level dollar amount after the first policy year. In determining deficiency

reserves, policy fees may be included in guaranteed gross premiums, even if not included in the
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actual calculation of basic reserves.

5. Reserves for policies that have changes to guaranteed gross premiums, guaranteed
benefits, guaranteed charges, or guaranteed creditsthat are unilaterally made by theinsurer after
issue and that are effective for more than one year after the date of the change shall be the
greatest of the following: (a) reserves calculated ignoring the guarantee, (b) reserves assuming
the guarantee wasmade at issue, and (c) reserves assuming that the policy wasissued on the date
of the guarantee.

6. Thecommissioner may require that the company document the extent of the adequacy of
reservesfor specified blocks, including but not limited to policiesissued prior to the effective date
of this regulation. This documentation may include a demonstration of the extent to which
aggregation with other non-specified blocks of businessisrelied upon in the formation of the
appointed actuary opinion pursuant to and consistent with the requirements of section 175 of

NAC 681B.

Sec.16. 1. Basicreservesshall be calculated asthe greater of the segmented reservesand the
unitary reserves. Both the segmented reservesand the unitary reservesfor any policy shall usethe
same valuation mortality table and selection factors. At the option of theinsurer, in calculating
segmented reservesand net premiums, either of the adjustmentsdescribed in subparagraph (a) or
(b) below may be made:

(&) Treat theunitary reserve, if greater than zero, applicable at the end of each segment asa

pureendowment and subtract theunitary reserve, if greater than zero, applicable at the beginning

of each segment from the present value of guaranteed lifeinsurance and endowment benefitsfor
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each segment; or

(b) Treat the guaranteed cash surrender value, if greater than zero, applicable at the end of
each segment asa pure endowment; and subtract the guaranteed cash surrender value, if greater
than zero, applicable at the beginning of each segment from the present value of guaranteed life
insurance and endowment benefits for each segment.

2. (a) Thedeficiency reserve at any duration shall be calculated:

(i) On a unitary basis if the corresponding basic reserve determined by subsection 1 is
unitary;

(if) On a segmented basisif the corresponding basic reserve determined by subsection 1is
segmented; or

(iii) Onthesegmented basisif the corresponding basic reserve determined by subsection 1is
equal to both the segmented reserve and the unitary reserve.

(b) Thissubsection shall apply to any policy for which the guaranteed gross premium at any
duration islessthan the corresponding modified net premium calculated by the method used in
determining the basic reserves, but using the minimum valuation standards of mortality (specified
in section 3 and rate of interest.

(c) Deficiencyreserves, if any, shall becalculated for each policy asthe excessif greater than
zero, for the current and all remaining periods, of the quantity A over the basic reserve, where A
is obtained asindicated in section 3.

(d) For deficiency reserves determined on a segmented basis, the quantity A is determined

using segment lengths equal to those determined for segmented basic reserves.

3. Basic reserves may not be less than the tabular cost of insurance for the balance of the
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policy year, if mean reserves are used. Basic reserves may not be less than the tabular cost of
insurance for the balance of the current modal period or to the paid-to-date, if later, but not
beyond the next policy anniversary, if mid-terminal reserves are used. The tabular cost of
insurance shall use the same valuation mortality table and interest rates as that used for the
calculation of the segmented reserves. However, if select mortality factorsare used, they shall be
theten-year select factorsincorporated into the 1983 amendmentsto NRS 681B. |1 n no case may
total reserves (including basic reserves, deficiency reserves and any reserves held for
supplemental benefitsthat would expire upon contract termination) belessthan theamount that
the policyowner would receive (including the cash surrender value of the supplemental benefits, if
any, referred to above), exclusive of any deduction for policy loans, upon termination of the
policy.

4. (a) For any policy with an unusual pattern of guaranteed cash surrender values, the
reservesactually held prior to thefirst unusual guaranteed cash surrender valueshall not beless
than the reserves calculated by treating the first unusual guaranteed cash surrender valueas a
pure endowment and treating the policy asan n year policy providing terminsuranceplusapure
endowment equal to the unusual cash surrender value, where n isthe number of yearsfrom the
date of issue to the date the unusual cash surrender value is scheduled;

(b) The reserves actually held subsequent to any unusual guaranteed cash surrender value
shall not be lessthan the reserves calculated by treating the policy as an n year policy providing
term insurance plus a pure endowment equal to the next unusual guaranteed cash surrender
value, and treating any unusual guaranteed cash surrender value at theend of the prior segment
asa net single premium, where:

(i) nisthe number of yearsfrom the date of the last unusual guaranteed cash surrender
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value prior to the valuation date to the earlier of:

(1) The date of the next unusual guaranteed cash surrender value, if any, that is
scheduled after the valuation date; or

(2) The mandatory expiration date of the policy; and

(i) Thenet premiumfor agiven year duringthen year periodisequal to the product of the
net to gross ratio and the respective gross premium; and
(ili) Thenettogrossratioisequal to Item (1) divided by Item (2) asfollows:

(1) The present value, at the beginning of the n year period, of death benefits payable
during the n year period plusthe present value, at the beginning of the n year period, of the next
unusual guaranteed cash surrender value, if any, minus the amount of the last unusual
guaranteed cash surrender value, if any, scheduled at the beginning of the n year period.

(2) The present value, at the beginning of the n year period, of the scheduled gross
premiums payable during the n year period.

(c) For purposes of this subsection, a policy is considered to have an unusual pattern of
guaranteed cash surrender valuesif any future guaranteed cash surrender value exceedsthe prior
yea’ s guaranteed cash surrender value by more than the sum of:

(i) One hundred ten percent (110%) of the scheduled gross premium for that year;

(i) Onehundred ten percent (110%) of oneyear’ saccrued interest on the sum of the prior
year’ sguaranteed cash surrender value and the scheduled gross premium using thenonforfeiture
interest rate used for calculating policy guaranteed cash surrender values; and

(iii) Five percent (5%) of thefirst policy year surrender charge, if any.

5. Optional Exemption for Yearly Renewable Term Reinsurance. At the option of the
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company, the following approach for reserves on YRT reinsurance may be used:

(a) Calculate the valuation net premium for each future policy year as the tabular cost of
insurance for that future year;

(b) Basic reserves shall never be less than the tabular cost of insurance for the appropriate
period, as defined in subsection 6 (f) (iii);

(c) Deficiency reserves:

(i) For each policy year, calculate the excess, if greater than zero, of the valuation net
premium over the respective maximum guaranteed gross premium; and

(i1) Deficiencyreservesshall never belessthan the sum of the present values, at the date of
valuation, of the excesses determined in accordance with subparagraph (i) above.

(d) For purposesof thissubsection, the calculationsuse the maximum valuation interest rate
and the 1980 CSO mortality tableswith or without ten-year select mortality factors, or any other
table adopted after the effective date of this regulation by the NAIC and promulgated by
regulation by the commissioner for this purposs;

(e) A reinsurance agreement shall be considered YRT reinsurance for purposes of this
subsection if only the mortality risk isreinsured;

(f) If the assuming company chooses this optional exemption, the ceding company’s
reinsurancereserve credit shall belimited to theamount of reserve held by the assuming company
for the affected policies.

6. Optional Exemption for Attained-Age-Based Yearly Renewable Term Life Insurance
Poalicies. At theoption of the company, thefollowing approach for reservesfor attained-age-based
YRT life insurance policies may be used:

(a) Calculate the valuation net premium for each future policy year as the tabular cost of
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insurance for that future year;

(b) Basic reserves shall never be less than the tabular cost of insurance for the appropriate
period, as defined in subsection (f) (iii);

(c) Deficiency reserves:

(i) For each policy year, calculate the excess, if greater than zero, of the valuation net
premium over the respective maximum guaranteed gross premium;

(if) Deficiencyreservesshall never belessthan the sum of the present values, at the date of
valuation, of the excesses determined in accordance with subparagraph (i) above;

(d) For purposesof thissubsection, the calculationsuse the maximum valuation interest rate
and the 1980 CSO valuation tables with or without ten-year select mortality factors, or any other
table adopted after the effective date of this regulation by the NAIC and promulgated by
regulation by the commissioner for this purposs;

(e) A policyshall beconsidered an attained-age-based YRT lifeinsurance policy for purposes
of this subsection if:

(i) The premium rates (on both the initial current premium scale and the guaranteed
maximum premium scale) are based upon the attained age of the insured such that the rate for
any given policy at a given attained age of the insured is independent of the year the policy was
issued; and

(i) The premium rates (on both the initial current premium scale and the guaranteed
maximum premium scale) arethe sameasthe premium ratesfor policiescovering all insureds of

the same sex, risk class, plan of insurance and attained age;

(f) For policies that become attained-age-based YRT policies after an initial period of
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coverage, the approach of this subsection may be used after the initial period if:

(i) The initial period is constant for all insureds of the same sex, risk class and plan of
insurance; or

(i) Theinitial period runsto a common attained age for all insureds of the same sex, risk
class and plan of insurance; and

(iii) After theinitial period of coverage, the policy meetsthe conditionsof subparagraph (e)
above; and

(g) If this election is made, this approach shall be applied in determining reserves for all
attained-age-based YRT life insurance policies issued on or after the effective date of this
regulation.

7. Exemption from Unitary Reserves for Certain n-Year Renewable Term Life Insurance
Polices. Unitary basic reservesand unitary deficiency reserves need not be calculated for a policy
if the following conditions are met:

(&) Thepolicy consistsof a seriesof n-year periods, including thefirst period and all renewal
periods, where n isthe same for each period, except that for the final renewal period, n may be
truncated or extended to reach the expiry age, provided that thisfinal renewal periodislessthan
10 years and less than twice the size of the earlier n-year periods, and for each period, the
premium rateson both theinitial current premium scale and the guaranteed maximum premium
scale are level,

(b) Theguaranteed gross premiumsin all n-year periodsare not lessthan the corresponding
net premiums based upon the 1980 CSO Table with or without the ten-year select mortality
factors, and

(c) Thereareno cash surrender valuesin any policy year.
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8. Unitary basicreservesand unitary deficiency reservesneed not be calculated for apolicy if
the following conditions are met, based upon the initial current premium scale at issue:

(a) Atissue, theinsured isage twenty-four (24) or younger;

(b) Until theinsured reachestheend of thejuvenile period, which shall occur at or beforeage
twenty-five (25), the gross premiums and death benefitsarelevel, and thereareno cash surrender
values; and

(c) After the end of the juvenile period, gross premiums are level for the remainder of the

premium paying period, and death benefits are level for the remainder of thelife of the palicy.

Sec.17. 1. Policieswith a secondary guarantee include:

(&) A policy with a guarantee that the policy will remain in force at the original schedule of
benefits, subject only to the payment of specified premiums;

(b) A policy in which the minimum premium at any duration is less than the corresponding
oneyear valuation premium, calculated using the maximum valuation interest rate and the 1980
CSO valuation tableswith or without ten-year select mortality factors, or any other table adopted
after the effective date of this regulation by the NAIC and promulgated by regulation by the
commissioner for this purpose; or

(c) A policy with any combination of subparagraphs (a) and (b).

2. A secondary guarantee period isthe period for which the policy isguaranteedtoremainin
force subject only to a secondary guarantee. When a policy contains more than one secondary
guarantee, the minimum reserve shall be the greatest of the respective minimum reserves at that
valuation date of each unexpired secondary guarantee, ignoring all other secondary guarantees.
Secondary guaranteesthat areunilaterally changed by theinsurer after issue shall be considered
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to have been madeat issue. Reservesdescribed in subsections7 and 8 below shall berecal culated
from issue to reflect these changes.

3. Specified premiums mean the premiums specified in the policy, the payment of which
guarantees that the policy will remain in force at the original schedule of benefits, but which
otherwise would be insufficient to keep the policy in force in the absence of the guarantee if
maximum mortality and expense charges and minimum interest credits were made and any
applicable surrender charges were assessed.

4. For purposes of this section, the minimum premium for any policy year isthe premium
that, when paid into a policy with a zero account value at the beginning of the policy year,
produces a zero account value at the end of the policy year. The minimum premium calculation
shall usethe policy cost factors (including mortality charges, loads and expense charges) and the
interest crediting rate, which are all guaranteed at issue.

5. Theone-year valuation premium meansthe net one-year premium based upon theoriginal
schedule of benefitsfor a given policy year. The one-year valuation premiumsfor all policy years
are calculated at issue. The select mortality factors defined in subsections 2. (b), (c) & (d) of
section 15 may not be used to calculate the one-year valuation premiums,

6. Theone-year valuation premium should reflect the frequency of fund processing, as well
as the distribution of deaths assumption employed in the calculation of the monthly mortality
chargesto the fund.

7. Basic reserves for the secondary guarantees shall be the segmented reserves for the
secondary guarantee period. In calculating the segments and the segmented reserves, the gross
premiums shall be set equal to the specified premiums, if any, or otherwise to the minimum

premiums, that keep the policy in force and the segments will be determined according to the
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contract segmentation method as defined in section 3.

8. Deficiency reserves, if any, for the secondary guarantees shall be calculated for the
secondary guarantee period in the same manner as described in subsection 2 of Section 16 with
gross premiums set equal to the specified premiums, if any, or otherwise to the minimum
premiums that keep the policy in force.

9. The minimum reserves during the secondary guarantee period are the greater of:

(&) Thebasicreservesfor the secondary guarantee plusthe deficiency reserve, if any, for the
secondary guarantees; or

(b) The minimum reserves required by other rules or regulations governing universal life

plans.
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