ACTUARIAL SERVICES

CHAPTER 4

ACTUARIAL SERVICES

Authority
N.J.S.A. 17:1C-6e.

Source and Effective Date

R.1996 d.4, effective November 30, 1995.
See: 27 NJ.R. 3557(a), 28 N.J.R. 165(a).

Executive Order No. 66(1978) Expiration Date
Chapter 4, Actuarial Services, expires on November 30, 2000.

Chapter Historical Note

Chapter 4, Actuarial Services, was filed and became effective prior to
September 1, 1969.

1972 Revisions: Subchapter 2, Replacement of Life Insurance Policy,
was originally filed and became effective April 1, 1972 as R.1972 d.21.

1973 Revisions: Subchapter 7, Procedure for the Regulation of
Consent to Higher Rate Filings, was filed March 23, 1973 as R.1973
d.82, effective April 15, 1973, for automobile insurance; and effective
July 1, 1973, for all other lines of insurance. See: 4 N.J.R. 220(a), 5
N.J.R. 113(b).

1974 Revisions: Subchapter 8, Charitable Annuities, was adopted as
new rules by R.1974 d.258, effective September 20, 1974. See: 6
N.J.R. 315(a), 6 N.J.R. 399(c).

1976 Revisions: Subchapter 11, Life Insurance Solicitation, was
adopted as new rules by R.1976 d.329, effective October 18, 1976. See:
8 N.J.R. 336(a), 8 N.IL.R. 517(a).

1977 Revisions: Subchapter 13, Group Student Health Insurance,
was adopted as new rules by R.1977 d.309, effective August 22, 1977.
See: 9 N.JR. 343(c), 9 N.J.R. 438(d). Subchapter 14, Home Health
Care Insurance Coverage, was adopted as new rules by R.1977 d.476,
effective December 15, 1977. See: 9 N.J.R. 479(f), 10 N.J.R. 16(d).

1978 Revisions: Subchapter 15, Alcoholism bBenefits, was adopted as
new rules by R.1978 d.165, effective May 22, 1978. See: 10 N.J.R.
162(a), 10 N.J.R. 257(a).

1979 Revisions: Subchapter 20, Blindness; Partial Blindness or other
Physical or Mental Impairments; Unfair Discrimination, was adopted
as new rules by R.1979 d.434, effective December 6, 1979. See: 11
N.J.R. 384(a), 11 N.J.R. 627(f).

1980 Revisions: Subchapter 16, Minimum Standards for Individual
Health Insurance; Subchapter 17, Health Insurance Solicitation; and
Subchapter 18, Individual Health Insurance Rate Filings, were adopted
as new rules by R.1980 d.176, effective April 21, 1980. See: 11 N.J.R.
348(a), 12 N.J.R. 342(c). On June 12, 1980, the New Jersey Legislature
adopted Senate Concurrent Resolution 110 disapproving Subchapters
16, 17 and 18 pursuant to N.J.S.A. 17B:26-45d. On August 5, 1980,
the Department of Insurance readopted Subchapters 16, 17 and 18 in
their entirety, with amendments to N.J.A.C. 11:4-16.8(b), 11:4-17.6 and
11:4-17.7, as R.1980 d.343. See: 12 N.J.R. 420(c), 12 N.J.R. 538(b).
Subchapter 21, Limited Death Benefits Forms, was adopted as new
rules by R.1980 d.265, effective June 18, 1980. See: 12 N.J.R. 279(b),
12 N.J.R. 423(c).

1982 Revisions: The existing text of Subchapter 2, Replacement of
Life Insurance Policy, was repealed and new rules were adopted as
R.1982 d.16, effective February 1, 1982 (operative June 1, 1982). See:
13 N.J.R. 18(¢), 14 N.J.R. 158(d).
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1983 Revisions: Pursuant to Executive Order No. 66(1978), Subchap-
ter 15, Alcoholism Benefits, expired on May 22, 1983.

1984 Revisions: Subchapter 22, Individual Life Insurance: Use of
Gender Blended Mortality Tables, was adopted as new rules by R.1984
d.478, effective November 5, 1984. See: 16 N.J.R. 1452(a), 16 N.J.R.
3040(a). Pursuant to Executive Order No. 66(1978), Subchapter 6,
Reserve Standards for Individual Health Insurance Policies, was rea-
dopted as R.1984 d.512, effective November 5, 1984. See: 16 N.J.R.
2225(a), 16 N.J.R. 3039(a).

1985 Revisions: Subchapter 23, Medicare Supplement Policies and
Contracts, was adopted as new rules by R.1985 d.70, effective February
19, 1985 (operative June 19, 1985). See: 16 N.J.R. 2945(a), 17 N.J.R.
460(a). Pursuant to Executive Order No. 66(1978), Subchapter 20 was
readopted as R.1985 d.161, effective April 1, 1985. See: 17 N.J.R.
168(a), 17 N.J.R. 820(a). Pursuant to Executive Order No. 66(1978),
Subchapters 16, 17 and 18 were readopted as R.1985 d.221, effective
April 15, 1985. See: 17 N.J.R. 554(a), 17 N.J.R. 1129(a). Subchapter
21 was readopted as R.1985 d.325, effective June 3, 1985. See: 17
N.J.R. 891(a), 17 NJ.R. 1660(a). Subchapter 24, Smoker and Non-
smoker Mortality Tables, was adopted as new rules by R.1985 d.617,
effective December 2, 1985. See: 17 N.J.R. 2348(a), 17 N.J.R. 2907(a).
Subchapter 26, Annuity Mortality Tables, was adopted as new rules by
R.1985 d.616, effective December 2, 1985. See: 17 N.J.R. 2349(a), 17
NJ.R. 290(a)

1986 Revisions: Subchapter 15, Alcohohsm Bcncﬁts, was adopted as
new rules by R.1986 d.228, effective June 16, 1986. See: 18 N.J.R.
607(a), 18 N.J.R. 1302(a).

1988 Revisions: Subchapter 19, Optional Coverage for Pregnancy
and Childbirth Benefits, was adopted as new rules by R.1988 d.455,
effective September 19, 1988. See: 20 N.J.R. 43(a), 20 N.J.R. 2377(c).
Subchapter 28, Group Coordination of Benefits, was adopted as new
rules by R.1988 d.499, effective October 17, 1988. See: 20 NJ.R.
1773(b), 20 N.J.R. 2581(a)

1989 Revisions: Subchapter 29, Homeowners Comparison Survey,
was adopted as new rules by R.1989 d.50, effective January 17, 1989.
See: 20 N.LR. 2181(a), 21 N.J.R. 164(a). Subchapter 31, Term Life
Insurance Comparison Survey, was adopted as new rules by R.1989
d.122, effective February 21, 1989. See: 20 N.J.R. 2990(a), 21 N.J.R.
566(a). Subchapter 32, Health Service Corporation Notice of In-
creased Rates, was adopted as R.1989 d.522, effective October 2, 1989.
See: 21 N.J.R. 973(b), 21 N.JR. 3173(c). Subchapter 33, Excess
Interest Reserve Adjustment, was adopted as new rules by R.1989
d.523, effective October 2, 1989. See: 21 N.J.R. 1308(a), 21 N.J.R.
3175(c). Subchapter 34, Long-Term Care Insurance, was adopted as
new rules by R.1989 d.571, effective November 6, 1989. See: 21 N.J.R.
1964(a), 21 N.J.R. 3465(a).

1990 Revisions: Subchapter 25 regarding Medicare supplement inter-
im standards, was adopted as new rules by R.1990 d.214, effective April
16,1990. See: 22 N.J.R. 320(a), 22 N.J.R. 1266(b).

1991 Revisions: Pursuant to Executive Order No. 66(1978), Chapter
4 was readopted as R.1991 d.3, effective November 30, 1990. As part
of R.1991 d.3, Subchapter 1, Contracts on a Variable Basis, was
repealed effective January 7, 1991. See: 22 N.J.R. 1689(a), 23 N.J.R.
111(a). Subchapter 35, Annual Medicare Supplement Policy Survey,
was adopted as new rules by R.1991 d.122, effective March 4, 1991.
See: 22 N.J.R. 1226(b), 23 N.J.R. 698(a). Subchapter 23, Medicare
Supplement Policies and Contracts, was changed to Minimum Stan-
dards for Medicare Supplement Coverage by R.1991 d.345, effective
July 1, 1991. See: 23 N.J.R. 1264(a), 23 N.I.R. 2014(a). Notice of
Action on Petition for Rulemaking: Regulation of Authority on Group
Health Insurance Contracts. See: 23 N.J.R. 2546(c). Denial of
Petition for Rulemaking: Declaration of Authority to Regulate Group
Health Insurance Contracts. See: 23 N.J.R. 3827(a).

1993 Revisions: Subchapter 25 was repealed by R.1993 d.26, effec-
tive January 4, 1993. See: 24 N.J.R. 12(a), 25 N.J.R. 141(a).
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1994 Revisions: Subchapter 37, Selective Contracting Arrangements
of Insurers, was adopted as new rules by R.1994 d.45, effective January
18,1994. See: 25 N.J.R. 4554(b), 26 N.J.R. 381(a).

1995 Revisions: Subchapter 9, Personal Lines Insurance: Prospective
Loss Costs Filing Procedures, was adopted as new rules by R.1995
d.406, effective August 7, 1995. See: 27 N.JL.R. 1356(b), 27 N.J.R.
2931(a). Subchapter 30, Accelerated Death Benefits, was adopted as
new rules by R.1995 d.521, effective September 18, 1995. See: 27
N.J.R. 2046(a), 27 N.J.R. 3613(c). Subchapter 40, Life/Health/Annuity
. Forms, was adopted as new rules by R.1995 d.569, effective November
6, 1995. See: 27 N.J.R. 2857(a), 27 N.J.R. 2867(a), 27 N.J.R. 4317(a).
An administrative correction, published November 20, 1995, restored
comments to the notice of adoption of Subchapter 40 which were
inadvertently omitted. See: 27 N.J.R. 4728(a).

1996 Revisions: Pursuant to Executive Order No. 66(1978), Chapter
4 was readopted as R.1996 d.4, effective November 30, 1995. As part
of R.1996 d.4, Subchapter 5, Amendment to Instructions to Life and
Accident and Health Annual Statement Blank; Subchapter 10, Expense
Experience; Subchapter 32, Health Service Corporation Notice of
Increased Rates; Subchapter 35, Annual Medicare Supplement Policy
Survey; and Exhibits A and B of the Appendix to Subchapters 16 and
23 were repealed effective January 2, 1996. See: Source and Effective
Date. See, also, section annotations.
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11:4-42.11 Provisions concerning exclusions and limitations for the
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tions

11:4-42.12 Provisions for payment of benefits payable for automobile
related injuries

11:4-42.13 Conversion of group life insurance coverage to an individ-

ual life insurance policy

11:4-43.1

APPENDIX
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Waiver of surrender charges

Surrender charges for individual deferred annuities

SUBCHAPTER 44. STANDARDS FOR CONTRACTS ON
A VARIABLE BASIS

11:4-44.1 Purpose and scope

11:4-44.2 Definitions

11:4-44.3 Standards for variable contracts

11:4-44.4 Prohibited provisions

11:4-44.5 Standards for individual market value adjusted annuities

11:4-43.2
11:4-43.3
11:4-43.4
11:4-43.5
11:4-43.6
11:4-43.7

SUBCHAPTER 45. PERIODIC REPORTS

11:4-45.1 Purpose and scope

11:4-45.2 Definitions

11:4-453 General requirements

11:4-45.4 Flexible factor forms; reporting requirements

11:4-455 Individual variable annuity forms; reporting requirements

11:4-45.6 Individual variable life insurance; periodic report require-
ments

11:4-45.7 Penalties

SUBCHAPTER 46. (RESERVED)

SUBCHAPTER 47. ACTUARIAL REQUIREMENTS FOR
FLEXIBLE-FACTOR POLICY FORMS

11:4-47.1 Purpose and Scope

11:4-47.2 Definitions

11:4-47.3 General requirements

11:4-47.4 Pricing assumptions—actuarial certification

11:4-47.5 Nonforfeiture benefits—actuarial memorandum

11:4-47.6 Recordkeeping

11:4-47.7 Penalties

APPENDIX
SUBCHAPTER 48. UNFAIR DISCRIMINATION

11:4-48.1  Purpose and scope

11:4-482  Definitions

11:4-48.3  General requirements

11:4-48.4  Persistency bonus

11:4-485  Tiered factors

11:4-48.6  Conversion credits

11:4-48.7  Non-smoker only coverage

11:4-48.8  Policy benefits determined by ownership

11:4-48.9  Forgiveness of surrender charge

11:4-48.10 Discounts and reductions in premium in individual health
insurance

SUBCHAPTER 1. (RESERVED)

SUBCHAPTER 2. REPLACEMENT OF LIFE
INSURANCE POLICY

11:4-2.1 Purpose
(a) The purpose of this subchapter is:
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1. To regulate the activities of insurers and agents
with respect to the replacement of existing life insurance;

2. To protect the interests of life insurance policyown-
ers by establishing minimum standards of conduct to be
observed in the replacement or proposed replacement of
existing life insurance by:

i. Assuring that the policyowner receives informa-
tion with which a decision can be made in his or her
own best interest;

ii. Reducing the opportunity for misrepresentation
and incomplete disclosures; and

iii. Establishing penalties for failure to comply with
the requirements of this subchapter.

11:4-2.2 Definitions

“Cash dividend” means the current illustrated dividend
which can be applied toward payment of the gross premium.

“Conservation” means any attempt by the existing insurer
or its agent to continue existing life insurance in force when
existing insurer has received a Comparative Information
Form as required by N.J.A.C. 11:4-2.5(a)3iv from a replac-
ing insurer. A conservation effort does not include routine
administrative procedures like late payment reminders, late
payment offers or reinstatement offers.

“Direct-response sales” means any sale of life insurance
where the insurer does not utilize an agent in the sale or
delivery of the policy.

- “Existing insurer” means the insurance company whose
policy is or will be changed or terminated in such a manner
as described within the definition of “replacement”.

“Existing life insurance” means any life insurance in force
including life insurance under a binding or conditional
receipt or a life insurance policy that is within an uncondi-
tional refund period, but excluding life insurance obtained
through the exercise of a dividend option.

“Generic name” means a short title which is descriptive of
the premium and benefit patterns of a policy or a rider.

“Replacement” means any transaction in which new life
insurance is to be purchased, and it is known or should be
known to the proposing agent, or to the proposing insurer if
there is no agent, that by reason of such transaction, existing
life insurance has been or is to be:

1. Lapsed, forfeited, surrendered, or otherwise termi-
nated;

2. Converted to reduced paid-up insurance, continued
as extended term insurance, or otherwise reduced in value
by the use of nonforfeiture benefits or other policy values;
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3. Amended so as to effect either a reduction in
benefits or in the term for which coverage would other-
wise remain in force or for which benefits would be paid;

4, Reissued with any reduction in cash value; or

5. Pledged as collateral or subjected to borrowing,
whether in a single loan or under a schedule of borrowing
over a period of time for amounts in the aggregate
exceeding 25 percent of the loan value set forth in the

policy.

“Replacing insurer” means the insurance company that
issues a new policy which is a replacement of existing life
insurance.

“Sales Proposal” means individualized, written sales aids
of all kinds, excluding Comparative Information Forms and
Policy Summaries, which are used by an insurer, agent or
broker in comparing existing life insurance to proposed life
insurance in order to recommend the replacement or con-
servation of existing life insurance. Sales aids of a generally
descriptive nature, which are maintained in the insurer’s
advertising compliance file, shall not be considered a Sales
Proposal within the meaning of this definition.

11:4-2.3 Exemptions

(a) Unless otherwise specifically included, this subchapter
shall not apply to:

1. Annuities;
2. Individual credit life insurance;

3. Group life insurance, group credit life insurance,
and life insurance policies issued in connection with a
pension, profit-sharing or other benefit plan qualifying for
tax deductibility of premiums, provided, however, that as
to any plan described in this subsection, full and complete
disclosure of all material facts shall be given to the
administrator of any plan to be replaced;

4. Variable life insurance under which the death bene-
fits and cash values vary in accordance with unit values of
investments held in a separate account;

5. An application to the existing insurer that issued
the existing life insurance and a contractual change or
conversion privilege is being exercised;

6. Existing life insurance that is a non-convertible
term life insurance policy which will expire in five years or
less and cannot be renewed; or-

7. Proposed life insurance that is to replace life insur-
ance under a binding or conditional receipt issued by the
same company.

11:4-2.4 Duties of agent

(a) Each agent shall submit to the replacing insurer with
or as part of each application for life insurance:

Next Page is 4-6.1



ACTUARIAL SERVICES

11:4-48.10

2. Savings in administration and issuance expenses
means any net savings arising from the process of conver-
sion, and not normal new business processing. Savings
which do not justify conversion credits include differences
in anticipated experience with respect to costs controlled
by the policyholder such as persistency, loan utilization
and selection of policy options.

11:4-48.7 Non-smoker only coverage

The Department shall not approve life insurance policy
forms intended for sale to non-smokers. Insurers may
decline or not offer insurance to smokers if underwriting
considerations based on mortality risk exposure would result
in such smokers being ineligible. Insurers shall not decline
or refuse to offer insurance to smokers if non-smokers
having elevated mortality at least equal to that of smokers
are accepted.

11:4-48.8 Policy benefits determined by ownership

The Department shall not approve provisions in life insur-
ance policy forms under which the level of premiums or
benefits varies depending solely upon who retains the own-
ership rights of the policy.

11:4-48.9 Forgiveness of surrender charge

A policy shall not provide credits for a surrender charge
imposed under another contract for the reason that such
credits unfairly discriminate among contractholders based
on the source of funding.

11:4-48.10 Discounts and reductions in premium in
individual health insurance

(a) In addition to the discounts based solely on savings in
expenses due to the method of premium collection as
permitted by N.J.S.A. 17B:30-14d and the discounts based
solely on the amount of insurance issued to a particular
insured as permitted by N.J.S.A. 17B:30-14e, reductions in
premiums for individual health insurance policies based on
class as described below are permitted if either of the
following conditions are met:

1. A reduced premium may be charged under one
individual health policy form based on savings in ex-
penses, improved morbidity or increased persistency re-
sulting from differing marketing or underwriting methods
utilized for a particular class of individuals who present
the same underlying hazard. Such classes may include
associations, employers and large cases. Savings in ex-
penses may include a reduction in commissions or other
compensation as applied to all policies within the particu-
lar class. Each reduction in premium shall be considered a
separate class (for example, 10 percent, 15 percent and 20
percent employer-based reductions in premium shall each
be considered a separate class); or

2. The reduction in premium is based on additional
requirements applied to the discounts allowed by N.J.S.A.
17B:30-14d and 17B:30-14e. For example, list bill dis-
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counts with minimum premium requirements, or list bill
discounts which vary based on level of participation are
considered a separate class subject to the requirements of
this section. Each reduction in premium shall be consid-
ered a separate class.

(b) The submission of individual health insurance policy
forms which provide reductions in premiums to members of
particular classes shall include the following:

1. An actuarial memorandum which shall contain a
separate section for each class for which reduced rates are
available under the form. The actuarial memorandum
shall include the following:

i. A complete description of the class of applicants
eligible for the reduced premium;

ii. The objective basis for the premium differential
which shall include the different expense, morbidity and
persistency assumptions that are used to calculate the
reduced premium for the class;

iii. The anticipated loss ratio for the class which
shall not be less than the minimum anticipated loss
ratio required by N.J.A.C. 11:4-18.5. Any variation
from the anticipated loss ratio for the form for regular
issues shall be based upon differences in expense and
persistency assumptions, and shall be consistent with
the objective basis for the differential; and

iv. A certification that the loss experience for each
class for which reduced premiums are available under
the policy form will be maintained separately from the
other experience under the policy form for purposes of
determining future rate adjustments;

2. A separate rate sheet which sets forth the following
information for each class for which reduced rates are
available under the form:

i. The amount of reduction in rates when issued to
a member of the class as compared to the rate for
regular issues;

ii. All riders currently submitted to, pending with,
or approved by the Department, which will be used
with the form, together with any reduction in premium
for the rider when issued to a member of the class as
compared to the rate for the rider when issued to an
individual who is not a member of the class; and

ili. Any discounts allowed by N.J.S.A. 17B:30-14d
and 17B:30-14e which will be used with the form, and
the basis for the discount; and

3. Questions in the application form pertaining to
membership in every class for which a reduced premium
is offered. The use of different applications for different
classes shall be permitted so long as all applications
include questions pertaining to membership in every class
for which a reduced premium is available.
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(c) If an individual is placed in a class at issue which is
eligible for a reduced premium not available to members of
the general public, such premium classification shall not be
changed after issue. The schedule page and form shall
include only the premium for that class and shall not
contain any reference to the premium for regular issues.
The provisions of this paragraph shall not preclude the
termination of any discount allowed by N.J.S.A. 17B:30-14d
or 17B:30-14e when the individual no longer meets the
requirements for such discount.

(d) If an individual is not placed in a class for which he
or she is eligible based on the information disclosed in the
application, the insurer shall refund to the individual the
amount of any overpayment of premium arising from such
misclassification.
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(e) Insurers submitting different policy forms with essen-
tially identical benefits but with different premiums based
on membership in a class, shall be subject to the provisions
of (b) through (d) above. At the time of submission, the
insurer shall state whether the form submitted is a reduced
premium version of another form which has been filed by, is
pending with, or is expected to be submitted to the Depart-
ment.
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