CHAPTER 69

Department of Insurance

(Statutory Authority: 1976 Code §§ 1-23-10 et seq., 1-23-110 et seq., 34-29-10 et seq., 34-31-10 et seq.,
37-4-101 et seq., 38-1-20(34), 38-3-60, 38-3-110 et seq., 38-5-80, 38-9-180, 38-9-200, 38-23-10 et
seq., 38-33-10 et seq., 38-33-200, 38-38-550, 38-39-10 et seq., 38-43-10 to 38-43-80, 38-43-100,
38-43-106, 38-43-110, 38-45-50, 38-47-10 et seq., 38-47-40, 38-49-10 et seq., 38-50-90, 38-55-50,
38-57-20 et seq., 38-63-10, 38-65-10, 38-69-10, 38-69-330, 38-71-730, 38-73-330, 38-73-730,
38-73-735, 38-73-760, 38-77-530, 38—78-110 1975 Act No. 306)

69-1. Adjustment of Claims Under Unusual Circumstances.

(Statutory Authority: 1976 Code Sections 1-23-110 et seq., 38-3-110 et seq., and 38-49-20 et seq.)

1. Licensed Adjusters or motor vehicle physical damage appraisers in South Carolina are author-
ized to adjust claims or appraise automobiles under the physical damage insurance coverage for
unlicensed companies under the following circumstances:

(a) Where the insured has an accident in South Carolina but is not a resident, being in a status of
a transient.

(b) Where the insured is a new resident in the State and has an unexpired policy of an unlicensed
company purchased before he moved into the State.

2. The law provides the conditions under which a Non-Resident Adjuster or motor vehicle physical
damage appraiser may be licensed. In the event of a catastrophe where there are insufficient Licensed
Adjusters or motor vehicle physical damage appraisers in South Carolina to handle claims expeditious-
ly, Non-Resident Adjusters or motor vehicle physical damage appraisers will be permitted to enter the
State to handle the adjustments arising out of the catastrophe without being required to be licensed in
South Carolina, provided that the Adjuster or motor vehicle physical damage appraiser exhibits
evidence of an Adjuster’s or motor vehicle physical damage appraiser’s License in his home state and
remains in the State only for the period that is necessary to assist in the adjustments or appraisals.

3. An unusual circumstance or catastrophe exists when, due to a specific, infrequent, and sudden
natural or manmade disaster or phenomenon, there have arisen losses to property in South Carolina
that are covered by insurance, and the losses are so numerous and severe that resolution of claims
related to such covered property losses will not occur expeditiously without the authorization of
emergency adjusters or motor vehicle physical damage appraisers by the Department due to the
magnitude of the catastrophic damage.

4. The Department will determine and announce when an emergency or catastrophe exists and
also will determine and announce the expiration of the period of emergency or catastrophe.

HISTORY: Amended by State Register Volume 25, Issue No. 6, eff June 22, 2001; SCSR 42-5 Doc. No. 4803, eff
May 25, 2018.

69-3. Definitions.

1. Except as may be otherwise set forth by the Statutes of this State, the following words and
phrases, whenever and wherever they appear in matters under the cognizance of this Commission,
shall have the meaning ascribed herein:

Accepting insurer—The Company that agrees to insure the risk.

Acquisition cost—That portion of premium, or part of a rate, representing the costs of securing lines
of insurance.



Adjustor—A person who determines the extent of insured losses and assists in settling, or attempts to
settle claims, usually representing the insurer.

Admitted assets—Those assets of an insurer which conform to the regulations of the South Carolina
Insurance Commission.

Advisory organization—An organization that formulates policy and principles without the authority
to apply them.

Affiliate—A corporation of which a majority of the capital stock is owned or controlled by any or all
of the stockholders, directors or officers of another corporation, who also own or control a majority of
the stock of such other corporation.

Agent—As defined in § 38-43-10 of the S. C. Code of Laws, 1976.

Alien insurer—An insurer formed under the laws of a country other than the United States of
America, its States, Commonwealths, Territories or insular possessions.

All risks—A term commonly used in insurance to denote the coverage of damage or loss of property
from all hazards except depreciation, deterioration and wear and tear.

Ancillary state—Any state other than a domiciliary state.

Appraisal—Estimate of value made by qualified, impartial and disinterested persons, duly appointed
for such purpose.

Articles—Articles of incorporation and all amendments thereto.

Assessment—An apportionment or call made on the entire membership of a mutual company or
association for definite contributions or payment of money on account of losses sustained by particular
members.

Assigned risk—The protection of a specific insurance risk that has been directed to a given insurer
by qualified authority.

Assuming insurer—The company, party to a reinsurance transaction, which assumes insurance,
annuity and endowment risks.

Authorized insurer—An insurer duly licensed to do business in this State.

Average rate—A composite unit measuring the various perils of more than a single subject of
insurance and usually at separate locations, expressed in dollars and cents per $100.00 of protection.

Basic rate—The foundation unit expressed in monetary amounts to which fractional amounts are
added to accurately develop the correct final rate for the insurance exposure.

Blanket coverage—Insurance which contemplates that the risk is shifting, fluctuating or varying, and
which covers a class of property or persons rather than any particular thing or persons.

Board of directors—Synonymous with board of trustees, and means the body having power and
responsibility for the management and control of a corporation, fraternal benefit association or other
association, by whatever name called, and the advisory body having similar powers in reference to a
reciprocal insurer or Lloyds underwriters.

Broker—As defined in § 38-45-10, S. C. Code of Laws, 1976.

Brokerage—Any arrangement or agreement whereby any agent can be held to be the agent of the
insured and not of the insurer, or whereby an agent is permitted to solicit or place any class of
insurance other than those authorized to be issued in South Carolina by such agent’s insurer.

Bureau—An organization designed to render specific services in regard to insurance.

Capital—The aggregate amount paid in on the shares of capital stock of a corporation issued and
outstanding, and equal to the par or declared value of the stock issued.

Capital stock—The aggregate amount of the par or declared value of all shares of capital stock.

Ceding company—The Company, party to a reinsurance transaction, whose insurance, annuity and
endowment risks or obligations are assumed.

Certificate of insurance—A memorandum copy, complete or abbreviated, of an insurance contract.

Charter—The basic instrument, by whatever name called, prescribing the powers, purposes and
organization of a corporation.



Chief Insurance Commissioner—The chief officer of the Insurance Department, appointed by the
Insurance Commission.

Co-insurance—A stipulation or requirement that the insured undertakes to be his own insurer to the
extent that he fails to maintain insurance of a given percentage of the value of the property against loss
or damage.

Commission—That part of the premium paid to the agent as compensation for his services.

Corporation—Except as otherwise indicated, “corporation” means a corporation formed or existing
under the laws of this State.

Debit—A defined geographical area assigned to a particular agent, usually for the writing of
industrial insurance.

Debit agent—One who collects weekly, bi-weekly or monthly premiums from a number of policy-
holders, generally small policies, in a designated territory, and generally industrial insurance.

Decreasing interest insurance—Same as decreasing balance insurance. Insurance written on a risk,
generally in connection with a loan, wherein the coverage decreases commensurate with the decrease
of obligation.

Department—The Insurance Department of this State; also, the Insurance Commission of this State.

Deputy—The first, or other deputy chief insurance commissioner of this State, so appointed by the
Chief Insurance Commissioner.

Deviation—A departure, either in rate or coverage, from the prevailing standards.

Dividends—The excess of premiums collected, over costs of insurance, returned or credited to the
policyholder.

Domestic insurer—An insurer formed under the laws of this State.

Domiciliary state—The State in which an insurer is incorporated or organized, or in the case of an
insurer incorporated or organized in a foreign country, the State in which such insurer, having become
authorized to do business in such State, has designated as its domiciliary State and/or State of entry
into the United States.

Earned premium—That portion of the gross premium absorbed, at a given time, by costs of
administration, risk, and profit.

Fire insurance and Allied lines—Insurance providing indemnity to the insured in case of loss or
damage occasioned by fire and such other forms of property insurance as are undertaken by fire
insurance companies in addition to marine and inland marine insurance.

Foreign domesticated insurer—A foreign insurer licensed to do business in this State.

Foreign insurer—An insurer, not an alien insurer, formed under laws other than the laws of this
State.

Fraternal Benefit Association—As defined in § 38-37-10, S. C. Code of Laws, 1976.

General Assets—All property, real, personal, or otherwise, not specifically mortgaged, pledged,
deposited, or otherwise encumbered for the security or benefit of specified persons or a limited class or
classes of persons and as to such specifically encumbered property the term includes such property or
its proceeds in excess of the amount necessary to discharge the sum or sums secured thereby. Assets
held in trust and assets held on deposit for the security or benefit of all policyholders, or all
policyholders and creditors in the United States, shall be deemed general assets.

Gross Premium—The whole amount of the money consideration, given at fixed intervals during the
lifetime of a policy of insurance, in exchange for the insurance set forth in the policy.

Group Insurance—A form of personal insurance which is issued to members of an organized body
qualified, and not specifically prohibited, to be an insured, in which individual insurances are placed
upon the persons of each member of that group, but in which the group acts as an entity in the
payment of premiums, inception of the contract, and the like.

Holding company—Has the same meaning as parent corporation. (See “subsidiary”.)

Incorporator—A person, natural or corporate, who signs the articles of incorporation.



Insurance—A contract whereby one undertakes to indemnify another or pay a specified amount
upon determinable contingencies.

a. Accident Insurance—Insurance against loss or damage due to unexpected injury to the person
insured and resulting in disability or death.

b. Casualty Insurance—Those forms of indemnity providing for payment for loss or damage,
resulting from accidental or some unanticipated contingency, except fire and the elements.

c. Credit Insurance—An indemnity to merchants or traders against the insolvency of customers
to whom they extend credit and under the Small Loan Act, various insurances on the lives, property
and health of borrowers to the extent of the amount loaned and unrepaid.

d. Fidelity Insurance—Insurance against loss from the want of honesty, integrity or fidelity of
employees or others in a position of trust.

e. Fire Insurance—A contract of indemnity against loss by fire and lightning.

f.  Group Insurance—See specific heading.

g. Health Insurance—A contract of indemnity against expense and loss of time resulting from
disease.

h. Industrial Insurance—A plan of insurance under which policies of insurance are issued in
consideration of weekly, bi-weekly or monthly payments.

i. Inland Marine Insurance—A contract of indemnity against loss suffered in connection with
inland land or water transportation or with communications equipment.

j- Liability Insurance—Insurance against loss or liability on account of bodily or property injury
sustained by others.

k. Life Insurance—A contract whereby in consideration of the payment of premiums the insurer
engages to pay a certain sum upon the death of the insured.

1. Marine Insurance—A contract of indemnity against loss from marine perils.

m. Reciprocal Insurance—See specific heading.

n. Surety Insurance—An insurance contract whereby one, for a consideration, agrees to indemni-
fy another against losses arising from the want of integrity, fidelity or solvency of employees and
persons holding positions of trust, or against insolvency of losses from nonpayments of notes and
other evidence of indebtedness, or against other breaches of contract. As generally used, this
insurance is synonymous with guaranty insurance.

Insurance rate—The mathematical figure per $100 of insurance which determines the premium.

Insurer—Any legal entity, engaged or attempting to engage in the business of making insurance or
surety contracts.

Level insurance—Insurance in which the amount of insurance benefit does not decrease during its
term.

License—A certificate of authority, issued by a qualified public agency, to act within prescribed limits.

Lien-endorsement coverage—An endorsement added to an automobile physical damage policy
indemnifying a lending agency against loss resulting from prior existing liens.

Lodge—As set forth in § 38-37-20, S. C. Code of Laws, 1976.

Member—One who holds a contract of insurance or is insured in an insurance company other than
a stock corporation.

Minimum surplus—The minimum amount by which the admitted assets of an insurer, over and
above the capital stock, must exceed its liabilities, in order to be licensed to do business in this State.

Multiple line insurance—A policy of insurance insuring more than one class of risk.

Net premium—That portion of the gross premium remaining after adjustments of debits, credits

and dividends.

Non-Recording insurance—An insurance contract protecting a lender from loss occasioned by his
failure to record a mortgage given as security for the loan made.




Officer—Any person charged with active management and control, in an executive capacity, of the
affairs of a corporation.

Parent corporation—See “subsidiary”.
Person—Any legal entity.

Policy—A contract of insurance.
Policyholder—Holder of a contract of insurance.

Preferred claim—Any claim with respect to which the law of a State or of the United States accords
priority of payment from the general assets of the insurer.

Premium—Money or any other thing of value paid or given in consideration of a contract of
insurance.

Premium reserves—A fund set aside for the payment of future benefits under a policy.

Reciprocal insurance exchange—A group or association of persons cooperating through an attorney-
in-fact for the purpose of insuring themselves and each other.

Reinsurance—The assumption of a portion of the risk on a policy by another insurer.

Renewal license—A license which becomes effective immediately following the termination of a
license previously issued and in force, and which differs from such previous license only in respect to
the date of expiration.

Return premium—Return to the policyholder of the unearned portion of a premium upon
cancellation, or adjustment in rate, of a policy.

Shareholder—A holder of record of shares of stock in a corporation.

Short rate—A penalty rate, using percentages slightly higher than would result from pro-rata
calculations.

Single interest insurance—Insurance in which the benefit amount decreases during its term in
accordance with predetermined scale.

Specific insurance—A contract of insurance which definitively describes the thing insured and the
amount of insurance applying thereto.

Subsidiary—A corporation of which the majority of the capital stock is owned or controlled by
another corporation, called the “parent corporation”.

Surplus to policyholders—The excess of total admitted assets over the liabilities of an insurer which
shall be the sum of all capital and surplus accounts minus any impairment thereof.

Unauthorized insurer—Any insurer not authorized to do business in this State.

Unearned premium—That portion of the gross premium, at a given time, that is unearned or
unexhausted by the earned premium.

Unearned premium reserve—Funds, equal to the unearned premium, set aside for contingencies.

69-4. Life, Accident and Health Insurance—Reserve Tabulations.

Each and every domestic insurance company having life and/or accident and health insurance in
force shall submit, with the annual statement required by this Department, a copy of the valuation
tabulation used in the determination of its reported life and accident and health reserve. If the
tabulation is a summarization, each company shall be prepared to support each and every phase of the
summary by detailed cards, listings, or some form of acceptable running inventory. This detailed
information shall be maintained until verification of the valuation has been made by a representative or
representatives of this Department.

Each company shall take the necessary steps to acquire and maintain, in its home office, the
necessary reserve tables for proper calculation of reserves on all contracts in force as of the applicable
valuation date. If the insurance is of such a nature that no appropriate mortality or morbidity tables
have been published, the company may use methods and approximations warranted by company
experience and approved by the Chief Insurance Commissioner.



69-5. Policy Approvals.

On January 1, 1962, and thereafter, every industrial life insurance policy or contract submitted to
this Department for approval by a domestic insurance company, must be accompanied by the
appropriate net premium and terminal reserve, except in those instances where the applicable net
premiums and terminal reserves have been published.

Every ordinary life policy or contract must be accompanied by the appropriate net premium,
terminal and mean reserves, except in those instances when such premiums and reserves have been
otherwise published.

If such premiums and reserves are not submitted because of publication, the name of the publication
together with a statement that the company possesses and maintains a copy of the publication must be
submitted in writing to this Department.

No approval of any industrial life policy or contract or any ordinary life policy or contract will be
given except upon compliance with this Regulation.

69-5.1. Minimum Standards for the Readability of Commonly Purchased Insurance Poli-
cies.

A. Purpose: The purpose of this Regulation is to establish minimum standards of readability
applicable to all commonly purchased personal policies, contracts and certificates of insurance
delivered or issued for delivery in this State.

This Regulation is not intended to increase the risk assumed by insurance companies or other
entities subject to this Act or to supersede their obligation to comply with the substance of other
insurance legislation applicable to such forms of insurance policies. This Regulation is not intended to
impede flexibility and innovation in the development of policy forms or content or to lead to the
standardization of policy forms or content.

A policy is a legal document. Revision of the policy to make it more readable must not lead to its
devaluation as a legal document. The policy must comply with all statutory and regulatory require-
ments.

B. Definitions—As used in this Regulation:
(1) “Director” is as defined in Section 38-1-20.

(2) “Policy” or “Policy Forms” means any policy, certificate, rider, amendment, endorsement,
contract, plan or agreement of personal insurance, and any renewal thereof including homeowners,
dwelling fire, automobile, accident and health, life and all other forms of personal insurance
delivered or issued for delivery in this State by any company subject to this Regulation; any
certificate, contract or policy issued by a fraternal benefit society, and any certificate issued pursuant
to a group insurance policy delivered or issued for delivery in this State. The Director may add other
policies as he deems advisable.

(3) “Company” or “Insurer” means any life and health, accident, property and casualty, title or
marine insurance company, reciprocal, county mutuals, fraternal benefit society, nonprofit health
services corporation, nonprofit hospital service corporation, nonprofit medical service corporation,
prepaid health plan, dental care plan, vision care plan, pharmaceutical plan, health maintenance
organization, and all similar type organizations.

C. Applicability:
This Regulation shall apply to all policies delivered or issued for delivery in this State by any

insurer on or after the date such forms must be approved under this Regulation, but nothing in this
Regulation shall apply to:

(1) Any policy which is a security subject to federal jurisdiction;
(2) Any group policy; however, this shall not exempt any certificate issued pursuant to a group

policy delivered or issued for delivery in this State or mass marketed certificates subject to approval
by this Department;

(3) Any group annuity contract which serves as a funding vehicle for pension, profit-sharing, or
deferred compensation plans;



(4) Commercial, fleet vehicle and incidental personal coverages which are a part of a commercial
policy;

(5) Any life, accident and health form used in connection with, as a conversion from, as an
addition to, in exchange for, or issued pursuant to a contractual provision for, a policy delivered or
issued for delivery on a form approved or permitted to be issued prior to the date such forms must
be approved under this Regulation;

(6) Renewal of a life or accident and health policy delivered or issued for delivery prior to the date
such forms must be approved under this Regulation;

(7) Surety or fidelity bonds.
D. Minimum Policy Readability Standards:

(1) In addition to any other requirements of law, no policy forms of personal insurance except as
stated in Section C, shall be delivered or issued for delivery in this State on or after the dates such
forms must be approved under this Regulation unless:

(a) The text achieves a minimum score of 40 on the Flesch Reading Ease Test or an equivalent
score on any other comparable test as provided in subsection (3) of this Section;

(b) It is printed, except for specification pages, schedules and tables, in not less than ten point
type, one point leaded;

(c) The style, arrangement and overall appearance of the policy give no undue prominence to
any portion of the text of the policy or to any endorsement or riders; and

(d) It contains a table of contents or an index of the principal sections of the policy, if the policy
has more than 3,000 words or if the policy is printed on more than three pages.

(2) For the purposes of this Section, a Flesch Reading Ease Test Score shall be measured by the
following method:

(a) For a policy containing 10,000 words or less of text, the entire policy shall be analyzed. For a
policy containing more than 10,000 words, the readability of two 100-word samples per page may
be analyzed instead of the entire form. The samples shall be separated by at least 20 printed lines.

(b) The number of words and sentences in the text shall be counted and the total number of
words divided by the total number of sentences. The figure obtained shall be multiplied by a factor
of 1.015.

(c) The total number of syllables shall be counted and divided by the total number of words.
The figure obtained shall be multiplied by a factor of 84.6.

(d) The sum of the figures computed under (b) and (c) subtracted from 206.835 equals the
Flesch Reading Ease Test Score for the policy form.

(e) For purposes of this Section, the following procedures shall be used:

(1) A contraction, hyphenated word, numbers and letters when separated by spaces shall be
counted as one word;

(2) A unit of words ending with a period, semicolon, or colon, but excluding headings and
captions shall be counted as a sentence;

(3) A syllable means a unit of spoken language consisting of one or more letters of a word as
divided by an accepted dictionary. Where the dictionary shows two or more equally acceptable
pronunciations of a word, the pronunciation containing fewer syllables may be used.

(f) The term “text” as used in this Section shall include all printed matter except the following:

(1) The name and address of the insurer; the name, number or title of the policy; the table of
contents or index; captions and sub-captions; specification pages, schedules or tables;

(2) Any policy language which is drafted to conform to the requirements of any federal law,
regulation or agency interpretation; any policy language required by any collectively bargained
agreement; any medical terminology; any words which are defined in the policy; and any policy
language required by law or regulation; provided, however, the insurer identifies the language
or terminology excepted by this subsection and certifies, in writing, that the language or
terminology is entitled to be excepted by this subsection.



(3) Any other reading test may be approved by the Director for use as an alternative to the Flesch
Reading Ease Test if it is comparable in result to the Flesch Reading Ease Test.

(4) Any non-English language policy delivered or issued for delivery in this State shall be deemed
to be in compliance with Section D(1) of this Regulation if the insurer certifies that the policy is
translated from an English language policy which complies with Section D(1) of this Regulation.

(5) Filings subject to this Section shall provide the actual score or be accompanied by a
certification signed by an officer of the insurer or filing organization stating that the policy form
meets the minimum requirements of Section D(1). Such certification shall state that the policy form
meets the minimum reading ease test score on the test used or that the score is lower than the
minimum required but should be approved in accordance with Section E. To confirm the accuracy
of any certification or score, the Director may require the submission of further information to verify
the certification or score in question. If it is necessary to alter coverage, such change must be noted
and explained upon submission for filing.

(6) At the option of the insurer, riders, endorsements, and other forms made a part of the policy
may be scored as separate forms or as part of the policy with which they may be used.

E. Powers of the Director: The Director may approve a policy which does not meet the minimum
Flesch Reading Ease Test Score required herein whenever, in his sole discretion, he finds such
approval:

(1) will provide a more accurate reflection of the readability of a policy form;
(2) is warranted by the nature of a particular policy, or
(3) is warranted by certain policy language which is drafted to conform to the requirements of any

State law, regulation or agency interpretation.

F. Approval of Forms: A policy meeting the requirements of Section D(1) shall be approved,
notwithstanding the provisions of any other law which specify the content of policies, if the policy
provides the policyholders and claimants protection not less favorable than they would be entitled to
under such laws.

G. Effective Dates:

This regulation, as amended, becomes effective upon publication in the State Register.

H. Penalties: Any insurer who violates the provisions of this regulation shall be subject to the
penalties set forth in Section 38-2-10 of the Code of Laws of South Carolina 1976, as amended.

HISTORY: Added by State Register Volume 3, eff July 13, 1979. Amended by SCSR 44-6 Doc. No. 4931, eff June
26, 2020.

69-6. Brokers’ Licenses.

1. No person shall be licensed as an insurance broker to represent citizens of this State for the
placing of insurance unless such person, at the time the initial or renewal application is made for an
insurance broker’s license, possesses a valid, current insurance agent’s license for that line of business
for which the brokerage authority is intended to apply, and has been so licensed as such an insurance
agent for not less than two (2) years.

2. Every broker’s license issued shall be restricted to those lines of business for which specific
application is made and must be supported by record of prior issuance of agent’s license for such lines
of business. The limits of authority of all broker’s licenses shall be plainly set forth on the face of the
license.

69—7. Minimum Reserve Standards for Individual and Group Accident and Health Insur-
ance Contracts.

SECTION I. Introduction.
A. Scope.

1. These standards apply to all individual and group accident and health insurance coverages
except credit insurance.



2. When an insurer determines that adequacy of its accident and health insurance reserves
requires reserves in excess of the minimum standards specified herein, such increased reserves
shall be held and shall be considered the minimum reserves for that insurer.

3. With respect to any block of contracts, or with respect to an insurer’s accident and health
business as a whole, a prospective gross premium valuation is the ultimate test of reserve adequacy
as of a given valuation date. Such a 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 all expected benefits unpaid, all expected expenses unpaid, and
all unearned or expected premiums, adjusted for future premium increases reasonably expected
to be put into effect.

4. Such a gross premium valuation is to be performed whenever a significant doubt exists as to
reserve adequacy with respect to any major block of contracts, or with respect to the insurer’s
accident and health business as a whole. In the event 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 such contracts under these standards.

5. Whenever minimum reserves, as defined in these standards, exceed reserve requirements as
determined by a prospective gross premium valuation, such minimum reserves remain the
minimum requirement under these standards.

B. Categories of Reserves.

1. The following sections set forth minimum standards for three categories of accident and
health insurance reserves:

a. Section II. Claim Reserves.
b. Section III. Premium Reserves.
c. Section IV. Contract Reserves.

2. Adequacy of an insurer’s accident and health insurance reserves is to be determined on the
basis of all three categories combined. However, these standards emphasize the importance of
determining appropriate reserves for each of the three categories separately.

C. Appendices.

1. These standards contain two appendices which are an integral part of the standards, and
one additional “supplementary” appendix which is not part of the standards as such, but is
included for explanatory and illustrative purposes only.

2. Appendix A. Specific minimum standards with respect to morbidity, mortality, and interest,
which apply to claim reserves according to year of incurral and to contract reserves according to
year of issue.

3. Appendix B. Glossary of Technical Terms Used.
4. Appendix C. (Supplementary) Waiver of Premium Reserves.
SECTION II. Claim Reserves.
A. General.

1. Claim reserves are required for all incurred but unpaid claims on all accident and health
insurance policies.

2. Appropriate claim expense reserves are required with respect to the estimated expense of
settlement of all incurred but unpaid claims.

3. All such 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 any residual unpaid liability.

B. Minimum Standards for Claim Reserves.
1. Disability Income.

a. Interest. The maximum interest rate for claim reserves is specified in Appendix A.



b. Morbidity. Minimum standards with respect to morbidity are those specified in Appendix
A; except that, at the option of the insurer: (i) For claims with a duration from date of
disablement of less than two years, reserves 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. (i) For group disability income claims with a duration from the date of
disablement of more than two years but less than five years, reserves may, with the approval of
the Director of Insurance, be based upon 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:

(I) An analysis of the credibility of the experience;

(IT) A description of how all of the insurer’s experience is proposed to be used in setting
reserves;

(ITT) A description and quantification of the margins to be included;

(IV) 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; and

(VI) Any other information deemed necessary by the Director of Insurance.

DRAFTING NOTE: For experience to be considered credible for purposes of (ii), the
company should be able to provide claim termination patterns over no more than six (6) years
reflecting at least 5,000 claim terminations during the third through fifth claim durations on
reasonably similar applicable policy forms.

For claim reserves to reflect “sound values” and/or reasonable margins, reserve tables based on
credible experience should be adjusted regularly to maintain reasonable margins. Demonstrations may
be required by the commissioner of the state of domicile based on published literature (e.g. Goldman,
TSA XLII).

c. Duration of Disablement. For contracts with an elimination period, the duration of
disablement should be measured as dating from the time that benefits would have begun to
accrue had there been no elimination period.

2. All Other Benefits.

a. Interest. The maximum interest rate for claim reserves is specified in Appendix A.

b. Morbidity or Other Contingency. The reserve should be based on the insurer’s experi-
ence, if such experience is considered credible, or upon other assumptions designed to place a
sound value on the liabilities.

C. Claim Reserve Methods Generally.

1. Any generally accepted or reasonable actuarial method or combination of methods may be
used to estimate all claim liabilities.

2. 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, however, shall be determined in the aggregate.

SECTION III. Premium Reserves.
A. General.

1. Unearned premium reserves are required for all 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, such premiums must be treated as
premiums in force, subject to unearned premium reserve determination. The value of unpaid
commissions, premium taxes, and the cost of collection associated with due and unpaid premiums
must be carried as an offsetting liability.

3. The gross premiums paid in advance for a period of coverage commencing after the next
premium due date which follows the date of valuation may be appropriately discounted to the



valuation date and shall be held either as a separate liability or as an addition to the unearned
premium reserve which would otherwise be required as a minimum.

B. Minimum Standards for Unearned Premium Reserves.

1. The minimum unearned premium reserve with respect to any contract is the pro rata
unearned modal premium that applies to the premium period beyond the valuation date, with
such premium determined on the basis of:

a. The valuation net modal premium on the contract reserve basis applying to the contract;
or

b. The gross modal premium for the contract if no contract reserve applies.

2. However, in no event may the sum of the unearned premium and contract reserves for all
contracts of the insurer subject to contract reserve requirements be less than the gross modal
unearned premium reserve on all such contracts, as of the date of valuation. Such reserve shall
never be less than the expected claims for the period beyond the valuation date represented by
such unearned premium reserve to the extent not provided for elsewhere.

C. Premium Reserve Methods Generally.
1. The insurer may employ suitable approximations and estimates including, but not limited to
groupings, averages, and aggregate estimation, in computing premium reserves.
2. Such approximations or estimates should be tested periodically to determine their continu-
ing adequacy and reliability.
SECTION IV. Contract Reserves.
A.  General.
1. Contract reserves are required, unless otherwise specified in Section IV.A.2. for:
a. all individual and group contracts with which level premiums are used; or
b. all individual and group contracts with respect to which, due to the gross premium
pricing structure at issue, the value of the future benefits at any time exceeds the value of any
appropriate future valuation net premiums at that time. The values specified in this subpara-
graph b. shall be determined on the basis specified in Section IV.B.
2. Contracts not requiring a contract reserve are:
a. contracts which cannot be continued after one year from issue; or
b. contracts already in force on the effective date of these standards for which no contract
reserve was required under the immediately preceding standards.
3. The contract reserve is in addition to claim reserves and premium reserves.

4. The methods and procedures for contract reserves should be consistent with those for claim
reserves for any contract, or else appropriate adjustment must be made when necessary to assure
provision for the aggregate liability. The definition of the date of incurral must be the same in
both determinations.

B. Minimum Standards for Contract Reserves—DBasis.
1. Morbidity or Other Contingency.

a. Minimum standards with respect to morbidity are those set forth in Appendix A.
Valuation net premiums used under each contract must have a structure consistent with the
gross premium structure at issue of the contract as this relates to advancing age of insured,
contract duration, and period for which gross premiums have been calculated.

b. 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
Director of Insurance.

2. Interest. The maximum interest rate is specified in Appendix A.
3. Termination Rates.

a. 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 the following paragraph.



b. Under contracts for which premium rates are not guaranteed, and where the effects of
insurer underwriting are specifically used by policy duration in the valuation morbidity standard
or for return of premium or other deferred cash benefits, total termination rates may be used at
ages and durations where these exceed specified mortality table rates, but not in excess of the
lesser of:

(1) Eighty percent of the total termination rate used in the calculation of the gross
premiums, or

(2) Eight percent.

c. Where a morbidity standard specified in Appendix A is on an aggregate basis, such
morbidity standard may be adjusted to reflect the effect of insurer underwriting by policy
duration. The adjustments must be appropriate to the underwriting and be acceptable to the
Director of Insurance.

4. Reserve Method.

a. For insurance except long-term care and return of premium or other deferred cash
benefits, the minimum reserve is the reserve calculated on the two-year full preliminary term
method; that is, under which the terminal reserve is zero at the first and also the second
contract anniversary.

b. For long-term care insurance, the minimum reserve is the reserve calculated as follows:

(1) For individual policies and group certificates issued on or before December 31, 1997,
reserves calculated on the two-year full preliminary term method.

(2) For individual policies and group certificates issued on or after January 1, 1998,
reserves calculated on the one-year full preliminary term method.

c. For return of premium or other deferred cash benefits, the minimum reserve is the
reserve calculated as follows:

(1) On the one year preliminary term method if such benefits are provided at any time
before the twentieth anniversary.

(2) On the two year preliminary term method if such benefits are only provided on or after
the twentieth anniversary.

d. The preliminary term method may be applied only in relation to the date of issue of a
contract. Reserve adjustments introduced later as a result of rate increases, revisions in
assumptions (e.g., projected inflation rates) or for other reasons, are to be applied immediately
as of the effective date of adoption of the adjusted basis.

5. Negative Reserves. Negative reserves on any benefit may be offset against positive reserves
for other benefits in the same contract, but the total contract reserve with respect to all benefits
combined may not be less than zero.

C. Alternative Valuation Methods and Assumptions Generally.

1. Provided the contract reserve on all contracts to which an alternative method or basis is
applied is not less in the aggregate than the amount determined according to the applicable
standards specified above, an insurer may use any reasonable assumptions as to interest rates,
termination and/or mortality rates, and rates of morbidity or other contingency.

2. Also, subject to the preceding condition, the insurer may employ methods stated above in
determining a sound value of its liabilities under such contracts, including, but not limited to the
following:

a. The net level premium method;

b. The one-year full preliminary term method;

c. Prospective valuation on the basis of actual gross premiums with reasonable allowance for
future expenses;

d. The use of approximations such as those involving age groupings, groupings of several
years of issue, average amounts of indemnity, grouping of similar contract forms;

e. The computation of the reserve for one contract benefit as a percentage of, or by other
relation to, the aggregate contract reserves exclusive of the benefit or benefits so valued; and



f. The use of a composite annual claim cost for all or any combination of the benefits
included in the contracts valued.

D. Tests for Adequacy and Reasonableness of Contract Reserves.

1. Annually, an appropriate review shall be made of the insurer’s prospective contract liabilities
on contracts valued by tabular reserves, to determine the continuing adequacy and reasonableness
of the tabular reserves giving consideration to future gross premiums. The insurer shall make
appropriate increments to such tabular reserves if such tests indicate that the basis of such reserves
is no longer adequate; subject, however, to the minimum standards of Section IV.B.

2. In the event a company has a contract or a group of related similar contracts, for which
future gross premiums will be restricted by contract, insurance department regulations, or for
other reasons, such that the future gross premiums reduced by expenses for administration,
commissions, and taxes will be insufficient to cover future claims, the company shall establish
contract reserves for such shortfall in the aggregate.

SECTION V. Reinsurance.

Increases to, or credits against reserves carried, arising because of reinsurance assumed or
reinsurance ceded, must be determined in a manner consistent with these minimum reserve
standards and with all applicable provisions of the reinsurance contracts which affect the insurer’s
liabilities.

SECTION VI. Appendix A. Specific Standards for Morbidity, Interest and Mortality.

A.  Morbidity.

1. Minimum morbidity standards for valuation of specified individual contract accident and
health insurance benefits are as follows:

a. Disability Income Benefits Due to Accident or Sickness.
(1) Contract Reserves:

(a) Contracts issued on or after January 1, 1963, and prior to January 1, 1968:
Conference Modification of Class III Disability Table.

(b) Contracts issued on or after January 1, 1968, and prior to January 1, 1990: The 1964
Commissioners Disability Table (64 CDT).

(c) Contracts issued on or after January 1, 1992: The 1985 Commissioners Individual
Disability Tables A (85CIDA); or the 1985 Commissioners Individual Disability Tables B
(85CIDB).

(1) 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.

(2) The insurer may, however, elect to use the other tables with respect to any
subsequent statement year.

(d) Contracts issued during 1990 or 1991: Optional use of either the 1964 Table or the
1985 Tables.

(2) Claim Reserves: The minimum morbidity standard in effect for contract reserves on
currently issued contracts, as of the date the claim is incurred.
b. Hospital Benefits, Surgical Benefits, and Maternity Benefits (Scheduled benefits or fixed
time period benefits only).
(1) Contract Reserves:

(a) Contracts issued on or after January 1, 1963, and before January 1, 1990: Thel956
Intercompany Hospital-Surgical Tables.

(b) Contracts issued on or after January 1, 1992: The 1974 Medical Expense Tables,
Table A, Transactions of the Society of Actuaries, Volume XXX, page 63. Refer to the paper
(in the same volume, page 9) to which this table is appended, including its discussions, for
methods of adjustment for benefits not directly valued in Table A: “Development of the
1974 Medical Expense Benefits,” Houghton and Wolf.

(c) Contracts issued during 1990 or 1991: Optional use of either the 1956 Tables or the
1974 Tables.



(2) Claim Reserves: No specific standard. See Section VI.A.1.e.
c. Cancer Expense Benefits (Scheduled benefits or fixed time period benefits only).

(I) Contract Reserves: Contracts issued on or after January 1, 1992: The 1985 NAIC
Cancer Claim Cost Tables.

(2) Claim Reserves: No specific standard. See Section VI.A.1.e.
d. Accidental Death Benefits.

(1) Contract Reserves: Contracts issued on or after January 1, 1968: The 1959 Accidental
Death Benefits Table.

(2) Claim Reserves: Actual amount incurred.
e. Other Individual Contract Benefits.

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

(2) Claim Reserves: For all benefits other than disability, claim reserves are to be deter-
mined as provided in the standards.

2. Minimum morbidity standards for valuation of specified group contract accident and health
insurance benefits are as follows:

a. Disability Income Benefits Due to Accident or Sickness.
(1) Contract Reserves:
(a) Contracts issued prior to January 1, 1992: The same basis, if any, as that employed by
the insurer as of January 1, 1992;
(b) Contracts issued on or after January 1, 1992: The 1987 Commissioners Group
Disability Income Table (87CGDT).
(2) Claim Reserves:
(a) For claims incurred on or after January 1, 1992: The 1987 Commissioners Group
Disability Income Table (87CGDT);
(b) For claims incurred prior to January 1, 1992: Use of the 87CGDT is optional.
b. Other Group Contract Benefits.

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

(2) Claim Reserves: For all benefits other than disability, claim reserves are to be deter-
mined as provided in the standards.

B. Interest.

1. For contract reserves, the maximum interest rate is the maximum rate permitted by law in
the valuation of whole life insurance issued on the same date as the accident and health insurance
contract.

2. For claim reserves, on policies that require contract reserves, the maximum interest rate is
the maximum rate permitted by law in the valuation of whole life insurance issued on the same
date as the claim incurral date.

3. For claim reserves on policies not requiring contract reserves, the maximum interest rate is
the maximum rate permitted by law in the valuation of single premium immediate annuities
issued on the same date as the claim incurred date, reduced by one hundred basis points.

C. Mortality.
1. Except as provided in subsection 2, the mortality basis used shall be according to a table (but

without use of selection factors) permitted by law for the valuation of whole life insurance issued
on the same date as the accident and health insurance contract.

2. Other mortality tables adopted by the NAIC and promulgated by the Director of Insurance
may be used in the calculation of the minimum reserves if appropriate for the type of benefits and
if approved by the Director of Insurance. The request for such approval must include the



proposed mortality table and the reason that the standard specified in Subsection 1 is inappropri-
ate.

SECTION VII. Appendix B. Glossary of Technical Terms Used.

A. Annual-Claim 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 for a $100 monthly disability benefit, for a maximum disability benefit period of
one year, with an elimination period of one 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.

B. Claims Accrued. That 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 of this accrued claim liability, must be established.

C. Claims Reported. When an insurer has been informed that a claim has been incurred, if the
date reported is on or prior to the valuation date, the claim is considered as a reported claim for
annual statement purposes.

D. Claims Unaccrued. That 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 unaccrued benefits. A claim reserve, which represents an estimate of the unaccrued claim
payments expected to be made (which may or may not be discounted with interest), must be
established.

E. Claims Unreported. When an insurer has not been informed, on or before the valuation date,
concerning a claim that has been incurred on or prior to the valuation date, the claim is considered
as an unreported claim for annual statement purposes.

F. Date of Disablement. The earliest date the insured is considered as being disabled under the
definition of disability in the contract, based on a doctor’s evaluation or other evidence. Normally,
this date will coincide with the start of any elimination period.

G. 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.

H. Gross Premium. The amount of premium charged by the insurer. It includes the net
premium (based on claim-cost) for the risk, together with any loading for expenses, profit, or
contingencies.

I. 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 is based are revised at a later time.

1. Generally, 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 actual cost in the later years.

2. The building of a prospective contract reserve is a natural result of level premiums.

J. Long-Term Care Insurance. Any insurance policy or rider advertised, marketed, offered or
designed to provide coverage for not less than twelve (12) consecutive months for each covered
person on an expense incurred, indemnity, prepaid or other basis; for one or more necessary or
medically necessary diagnostic, preventive, therapeutic, rehabilitative, maintenance or personal care
services, provided in a setting other than an acute care unit of a hospital. Such term also includes a
policy or rider which provides for payment of benefits based upon cognitive impairment or the loss



of functional capacity. Long-term care insurance may be issued by insurers; fraternal benefit
societies; nonprofit health, hospital, and medical service corporations; prepaid health plans; health
maintenance organizations or any similar organization to the extent they are otherwise authorized to
issue life or health insurance. Long-term care insurance shall not include any insurance policy 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 or related asset-protection coverage, accident only coverage,
specified disease or specified accident coverage, or limited benefit health coverage.

K. Modal Premium. This refers to the premium paid on a contract based on a premium term
which could be annual, semi-annual, quarterly, monthly, or weekly. Thus, if the annual premium is
$100 and if, instead, monthly premiums of $9 are paid, then the modal premium is $9.

L. Negative Reserve. Normally the terminal reserve is a positive value. However, if the values of
the benefits are decreasing with advancing age or duration it could be a negative value, called a
negative reserve.

M. Preliminary Term Reserve Method. Under this method of valuation, 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 such that the present value of all such
premiums is equal to the present value of all claims expected to be incurred following the end of the
preliminary term period.

N. Present Value of Amounts Not Yet Due on Claims. The reserve for “claims unaccrued” (see
definition), which may be discounted at interest.

O. Reserve. The term “reserve” is 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 unaccrued.

1. An insurer under its contracts 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. On these claims, payments expected to be made after the valuation date for
accrued and unaccrued benefits are liabilities of the insurer which should be provided for by
establishing claim reserves; or

2. An insurer under its contracts promises benefits which result in claims which are expected to
be incurred after the valuation date. Any present liability of the insurer for these future claims
should be provided for by the establishment of contract reserves and unearned premium reserves.

P. Terminal Reserve. This is the reserve at the end of a contract year, and is defined as the
present value of benefits expected to be incurred after that contract year minus the present value of
future valuation net premiums.

Q. Unearned Premium Reserve. This reserve 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 of $120 was paid on November 1, $20 would be earned as of December 31
and the remaining $100 would be unearned. The unearned premium reserve could be on a gross
basis as in this example, or on a valuation net premium basis.

R. Valuation Net Modal Premium. This is the modal fraction of the valuation net annual
premium that corresponds to the gross modal premium in effect on any contract to which contract
reserves apply. Thus, if the mode of payment in effect is quarterly, the valuation net modal premium
is the quarterly equivalent of the valuation net annual premium.

SECTION VIII. Appendix C. Reserve for Waiver of Premium—(Supplementary explanatory
material).

A. Waiver of premium reserves involve several special considerations. First, the disability valua-
tion tables promulgated by the NAIC are based on exposures that include contracts on premium
waiver as in-force contracts. Hence, contract reserves based on these tables are not reserves on
“active lives” but rather reserves on contracts “in force.” This is true for the 1964 CDT and for both
the 1985 CIDA and CIDB tables.



B. Accordingly, tabular reserves using any of these tables should value reserves on the following
basis:

1. Claim reserves should include reserves for premiums expected to be waived, valuing as a
minimum the valuation net premium being waived.

2. Premium reserves should include contracts on premium waiver as in-force contracts, valuing
as a minimum the unearned modal valuation net premium being waived.

3. Contract reserves should include recognition of the waiver of premium benefit in addition
to other contract benefits provided for, valuing as a minimum the valuation net premium to be
waived.

C. 1If an insurer is, instead, valuing reserves on what is truly an active life table, or if a specific
valuation table is not being used but the insurer’s gross premiums are calculated on a basis that
includes in the projected exposure only those contracts for which premiums are being paid, then it
may not be necessary to provide specifically for waiver of premium reserves. Any insurer using such
a true “active life” basis should carefully consider, however, whether or not additional liability should
be recognized on account of premiums waived during periods of disability or during claim
continuation.

HISTORY: Amended by State Register Volume 15, Issue No. 3, eff March 22, 1991; State Register Volume 21,
Issue No. 6, Part 2, eff June 27, 1997.

69-8. Reserves for Mortgage Guaranty Insurance.

This Regulation shall apply to all insurers writing mortgage guaranty insurance in South Carolina.
Mortgage guaranty insurance is defined for the purposes of this Regulation as the insurance of
mortgage lenders against loss by reason of nonpayment of mortgage indebtedness by borrowers, and
should not be confused with other kinds of insurance written incidental to mortgage loan transactions
such as mortgage redemption life insurance, hazard insurance covering improvements to real proper-
ty, and credit accident and health coverages.

1. Unearned premium reserves for mortgage guaranty insurance shall be computed in accordance
with §§ 38-5-60, 38-9-170 and 38-9-180 which specify that such reserves are to be computed by the use
of annual or more frequent pro rata fractions.

2. In addition to the unearned premium reserve, every mortgage guaranty insurer writing business
in this State must establish and maintain a contingency reserve, computed as hereinafter described, for
the further protection of such companies and their policyholders against the adverse effects of
economic cycles and other causes of excessive loss experience. The contingency reserve shall be
credited not less frequently than annually, as of the end of each calendar year, with an amount equal to
fifty per cent of the premiums earned during the year, computed in accordance with §§ 38-5-60,
38-9-170 and 38-9-180. Each such amount credited to the contingency reserve shall be carried as a
liability for fifteen years following the year for which the credit is established, unless used to pay
mortgage guaranty losses as hereinafter provided.

3. If for any year the incurred losses and loss expenses for mortgage guaranty insurance shall
exceed forty per cent of the premiums earned on such business, the contingency reserve may be
charged with the amount of such excess if such charge is approved by the Chief Insurance
Commissioner. Any such annual charges shall be treated so as to reduce or remove the amounts
originally credited to said reserve on a first-in, first-out basis.

4. Annual statements reflecting mortgage guaranty insurance transactions by licensed insurers must
be prepared in compliance with this Regulation to meet the requirements of § 38-13-100.

69-9. Proxies, Consents and Authorizations of Domestic Insurers.
Effective Date: The following regulation shall be effective on and after April 1, 1966.

Section 1. Application of Regulation— This regulation is applicable to all domestic insurers
having one hundred or more stockholders; provided, however, that this regulation shall not apply
to any insurer if ninety-five per cent or more of its stock is owned or controlled by a parent or an
affiliated insurer and the remaining shares are held by less than five hundred stockholders. A
domestic insurer which files with the Securities and Exchange Commission forms of proxies,
consents and authorizations complying with the requirements of the Securities and Exchange Act of



nineteen hundred thirty-four and the Securities and Exchange Acts Amendments of nineteen
hundred sixty-four and Regulation X-14 of the Securities and Exchange Commission promulgated
thereunder shall be exempt from the provisions of this regulation.

Section 2. Proxies, Consents and Authorizations— any director, officer or employee of such
insurer subject to Section 1 hereof, or any other person, shall solicit, or permit the use of his name to
solicit, by mail or otherwise, any proxy, consent, or authorization in respect of any stock of such
insurer in contravention of this regulation and Schedules A and B hereto annexed and hereby made
a part of this regulation.

Section 3. Disclosure of Equivalent Information— or authorizations in respect of a stock of a
domestic insurer subject to Section 1 hereof are solicited by or on behalf of the management of such
insurer from the holders of record of stock of such insurer in accordance with this regulation and
the Schedules thereunder prior to any annual or other meeting, such insurer shall, in accordance
with this regulation and/or such further regulations as the Commissioner may adopt, file with the
Commissioner and transmit to all stockholders of record information substantially equivalent to the
information which would be required to be transmitted if a solicitation were made.

Section 4. Definitions.

1. The definitions and instructions set out in Schedule SIS, as promulgated by the National
Association of Insurance Commissioners, shall be applicable for purposes of this regulation.

2. The terms “solicit” and “solicitation” for purposes of this regulation shall include:

(a) any request for a proxy, whether or not accompanied by or included in a form of proxy;
or

(b) any request to execute or not to execute, or to revoke, a proxy; or

(c) the furnishing of a proxy or other communication to stockholders under circumstances
reasonably calculated to result in the procurement, withholding or revocation of a proxy.

3. The terms “solicit” and “solicitation” shall not include:
(a) any solicitation by a person in respect of stock of which he is the beneficial owner;

(b) action by a broker or other person in respect to stock carried in his name or in the name
of his nominee in forwarding to the beneficial owner of such stock soliciting material received
from the company, or impartially instructing such beneficial owner to forward a proxy to the
person, if any, to whom the beneficial owner desires to give a proxy, or impartially requesting
instructions from the beneficial owner with respect to the authority to be conferred by the proxy
and stating that a proxy will be given if the instructions are received by a certain date;

(c) the furnishing of a form of proxy to a stockholder upon the unsolicited request of such
stockholder, or the performance by any person of ministerial acts on behalf of a person soliciting
a proxy.
Section 5. Information to Be Furnished to Stockholders.

1. No solicitation subject to this regulation shall be made unless each person solicited is
concurrently furnished or has previously been furnished with a written proxy statement contain-
ing the information specified in Schedule A.

2. If the solicitation is made on behalf of the management of the insurer and relates to an
annual meeting of stockholders at which directors are to be elected, each proxy statement
furnished pursuant to Subsection 1 hereof shall be accompanied or preceded by an annual report
(in preliminary or final form) to such stockholders containing such financial statements for the last
fiscal year as are referred to in Schedule SIS under the heading “Financial Reporting to
Stockholders.” Subject to the foregoing requirements with respect to financial statements, the
annual report to stockholders may be in any form deemed suitable by the management.

3. Two copies of each report sent to the stockholders pursuant to this Section shall be mailed
to the Commissioner not later than the date on which such report is first sent or given to
stockholders or the date on which preliminary copies of solicitation material are filed with the
Commissioner pursuant to Subsection 1 of Section 7, whichever date is later.

Section 6. Requirements as to Proxy.



1. The form of proxy (a) shall indicate in bold face type whether or not the proxy is solicited
on behalf of the management, (b) shall provide a specifically designated blank space for dating the
proxy and (c) shall identify clearly and impartially each matter or group of related matters
intended to be acted upon, whether proposed by the management or stockholders. No reference
need be made to proposals as to which discretionary authority is conferred pursuant to Subsection
3 hereof.

2. Means shall be provided in the proxy for the person solicited to specify by ballot a choice
between approval or disapproval of each matter or group of related matters referred to therein,
other than elections to office. A proxy may confer discretionary authority with respect to matters
as to which a choice is not so specified if the form of proxy states in bold face type how it is
intended to vote the shares or authorization represented by the proxy in each such case.

3. A proxy may confer discretionary authority with respect to other matters which may come
before the meeting, provided the persons on whose behalf the solicitation is made are not aware a
reasonable time prior to the time the solicitation is made that any other matters are to be
presented for action at the meeting and provided further that a specific statement to that effect is
made in the proxy statement or in the form of proxy.

4. No proxy shall confer authority (a) to vote for the election of any person to any office for
which a bona fide nominee is not named in the proxy statement, or (b) to vote at any annual
meeting other than the next annual meeting (or any adjournment thereof) to be held after the
date on which the proxy statement and form of proxy are first sent or given to stockholders.

5. The proxy statement or form of proxy shall provide, subject to reasonable, specified
conditions, that the proxy will be voted and that where the person solicited specifies by means of
ballot provided pursuant to Subsection 2 hereof a choice with respect to any matter to be acted
upon, the vote will be in accordance with the specifications so made.

6. The information included in the proxy statement shall be clearly presented and the
statements made shall be divided into groups according to subject matter, with appropriate
headings. All printed proxy statements shall be clearly and legibly presented.

Section 7. Material Required to Be Filed.

1. Two preliminary copies of the proxy statement and form of proxy and other soliciting
material to be furnished to stockholders concurrently therewith shall be filed with the Commis-
sioner at least ten days prior to the date definitive copies of such material are first sent or given to
stockholders, or such shorter period prior to that date as the Commissioner may authorize upon a
showing of good cause therefor.

2. Two preliminary copies of any additional soliciting material relating to the same meeting or
subject matter to be furnished to stockholders subsequent to the proxy statements shall be filed
with the Commissioner at least two days (exclusive of Saturdays, Sundays or holidays) prior to the
date copies of this material are first sent or given to stockholders or a shorter period prior to such
date as the Commissioner may authorize upon a showing of good cause therefor.

3. Two definitive copies of the proxy statement, form of proxy and all other soliciting material,
in the form in which this material is furnished to stockholders, shall be filed with, or mailed for
filing to, the Commissioner not later than the date such material is first sent or given to the
stockholders.

4. Where any proxy statement, form of proxy or other material filed pursuant to these rules is
amended or revised, two of the copies shall be marked to clearly show such changes and shall be
so filed with the Commissioner as herein provided.

5. Copies of replies to inquiries from stockholders requesting further information and copies of
communications which do no more than request that forms of proxy theretofore solicited be
signed and returned need not be filed pursuant to this Section.

6. Notwithstanding the provisions of Subsections 1 and 2 hereof and of Subsection 5 of Section
10, copies of soliciting material in the form of speeches, press releases and radio or television
scripts may, but need not, be filed with the Commissioner prior to use or publication. Definitive
copies, however, shall be filed with or mailed for filing to the Commissioner as required by
Subsection 3 hereof not later than the date such material is used or published. The provisions of



Subsections 1 and 2 hereof and Subsection 5 of Section 10 shall apply, however, to any reprints or
reproductions of all or any part of such material.

Section 8. False or Misleading Statements—No solicitation subject to this regulation shall be made
by means of any proxy statement, form of proxy, notice of meeting, or other communication, written
or oral, containing any statement which at the time and in the light of the circumstances under
which it is made, is false or misleading with respect to any material fact, or which omits to state any
material fact necessary in order to make the statements therein not false or misleading or necessary
to correct any statement in any earlier communication with respect to the solicitation of a proxy for
the same meeting or subject matter which has become false or misleading.

Section 9. Prohibition of Certain Solicitations—No person making a solicitation which is subject
to this regulation shall solicit any undated or postdated proxy or any proxy which provides that it
shall be deemed to be dated as of any date subsequent to the date on which it is signed by the
stockholder.

Section 10. Special Provisions Applicable to Election Contests.

1. Applicability—This Section shall apply to any solicitation subject to this regulation by any
person or group for the purpose of opposing a solicitation subject to this regulation by any other
person or group with respect to the election or removal of directors at any annual or special
meeting of stockholders.

2. Participant or Participant in a Solicitation

(a) For purposes of this Section, the term “participant” and “participant in a solicitation”
include: (i) the insurer; (ii) any director of the insurer, and any nominee for whose election as a
director proxies are solicited; (iii) any other person, acting alone or with one or more other
persons, committees or groups in organizing, directing or financing the solicitation.

(b) For the purpose of this Section, the terms “participant” and “participant in a solicitation”
do not include: (i) a bank, broker, or dealer who, in the ordinary course of business, lends
money or executes orders for the purchase or sale of stock and who is not otherwise a
participant; (ii) any person or organization retained or employed by a participant to solicit
stockholders or any person who merely transmits proxy soliciting material or performs ministe-
rial or clerical duties; (iii) any person employed in the capacity of attorney, accountant, or
advertising, public relations or financial adviser, and whose activities are limited to the
performance of his duties in the course of such employment; (iv) any person regularly
employed as an officer or employee of the insurer or any of its subsidiaries or affiliates who is
not otherwise a participant; or (v) any officer or director of, or any person regularly employed
by any other participant, if such officer, director, or employee is not otherwise a participant.
3. Filing of Information Required by Schedule B.

(a) No solicitation subject to this Section shall be made by any person other than the
management of an insurer unless at least five business days prior thereto, or such shorter period
as the Commissioner may authorize upon a showing of good cause therefor, there has been filed
with the Commissioner, by or on behalf of each participant in such solicitation, a statement in
duplicate containing the information specified by Schedule B and a copy of any material
proposed to be distributed to stockholders in furtherance of such solicitation. Where prelimi-
nary copies of any materials are filed, distribution to stockholders should be deferred until the
Commissioner’s comments have been received and complied with, or until fifteen days have
elapsed whichever shall first occur.

(b) Within five business days after a solicitation subject to this Section is made by the
management of an insurer, or such longer period as the Commissioner may authorize upon a
showing of good cause therefor, there shall be filed with the Commissioner by or on behalf of
each participant in such solicitation, other than the insurer, and by or on behalf of each
management nominee for director, a statement in duplicate containing the information specified
by Schedule B.

(c) If any solicitation on behalf of management or any other person has been made, or if
proxy material is ready for distribution, prior to a solicitation subject to this Section in
opposition thereto, a statement in duplicate containing the information specified in Schedule B
shall be filed with the Commissioner by or on behalf of each participant in such prior



solicitation, other than the insurer, as soon as reasonably practicable after the commencement of
the solicitation in opposition thereto.

(d) If, subsequent to the filing of the statements required by paragraphs (a), (b) and (c) of this
Subsection, additional persons become participants in a solicitation subject to this rule, there
shall be filed with the Commissioner, by or on behalf of each such person, a statement in
duplicate containing the information specified by Schedule B, within three business days after
such person becomes a participant, or such longer period as the Department may authorize
upon a showing of good cause therefor.

(e) If any material change occurs in the facts reported in any statement filed by or on behalf
of any participant, an appropriate amendment to such statement shall be filed promptly with the
Commissioner.

(f) Each statement and amendment thereto filed pursuant to this paragraph shall be part of
the public files of the Commissioner.

4. Solicitations Prior to Furnishing Required Written Proxy Statement—Notwithstanding the
provisions of Subsection 1 of Section 5, a solicitation subject to this Section may be made prior to
furnishing stockholders a written proxy statement containing the information specified in Sched-
ule A with respect to such solicitation, provided that:

(a) The statements required by Subsection 3 hereof are filed by or on behalf of each
participant in such solicitation.

(b) No form of proxy is furnished to stockholders prior to the time the written proxy
statement required by Subsection 1 of Section 5 is furnished to such persons; provided,
however, that this paragraph (b) shall not apply where a proxy statement then meeting the
requirements of Schedule A has been furnished to stockholders.

(c) At least the information specified in paragraphs (b) and (c) of the statements required by
Subsection 3 hereof to be filed by each participant, or an appropriate summary thereof, are
included in each communication sent or given to stockholders in connection with the solicita-
tion.

(d) A written proxy statement containing the information specified in Schedule A with respect
to a solicitation is sent or given stockholders at the earliest practicable date.

5. Solicitations Prior to Furnishing Required Written Proxy Statement—Filing Require-
ments—T'wo copies of any soliciting material proposed to be sent or given to stockholders prior to
the furnishing of the written proxy statement required by Subsection 1 of Section 5 shall be filed
with the Commissioner in preliminary form at least five business days prior to the date definitive
copies of such material are first sent or given to such persons, or such shorter period as the
Commissioner may authorize upon a showing of good cause therefor.

6. Application of This Section to Report—Notwithstanding the provisions of Subsections 2
and 3 of Section 5, two copies of any portion of the report referred to in Subsection 2 of Section 5
which comments upon or refers to any solicitation subject to this Section, or to any participant in
any such solicitation, other than the solicitation by the management, shall be filed with the
Commissioner in preliminary form at least five business days prior to the date copies of the report
are first sent or given to stockholders.

Schedule A

Information Required in Proxy Statement

Item 1 Revocability of Proxy—State whether or not the person giving the proxy has the power to
revoke it. If the right of revocation before the proxy is exercised is limited or is subject to compliance
with any formal procedure, briefly describe such limitation or procedure.

Item 2 Dissenters’ Right of Appraisal—Outline briefly the rights of appraisal or similar rights of
dissenting stockholders with respect to any matter to be acted upon and indicate any statutory
procedure required to be followed by such stockholders in order to perfect their rights. Where such
rights may be exercised only within a limited time after the date of the adoption of a proposal, the
filing of a charter amendment, or other similar act, state whether the person solicited will be notified
of such date.



Item 3 Persons Making Solicitations Not Subject to Section 10

1. If the solicitation is made by the management of the insurer, so state. Give the name of any
director of the insurer who has informed the management in writing that he intends to oppose
any action intended to be taken by the management and indicate the action which he intends to
oppose.

2. If the solicitation is made otherwise than by the management of the insurer, state the names
and addresses of the persons by whom and on whose behalf it is made and the names and
addresses of the persons by whom the cost of solicitation has been or will be borne, directly or
indirectly.

3. If the solicitation is to be made by specially engaged employees or paid solicitors, state (a)
the material features of any contract or arrangement for such solicitation and identify the parties,
and (b) the cost or anticipated cost thereof.

Item 4 Interest of Certain Persons in Matters to Be Acted Upon—Describe briefly any substantial
interest, direct or indirect, by stockholders or otherwise, of any director, nominee for election for
director, officer, and, if the solicitation is made otherwise than on behalf of management, each
person on whose behalf the solicitation is made, in any matter to be acted upon other than elections
to office.

Item 5 Stocks and Principal Stockholders

1. State, as to each class of voting stock of the insurer entitled to be voted at the meeting, the
number of shares outstanding and the number of votes to which each class is entitled.

2. Give the date as of which the record list of stockholders entitled to vote at the meeting will
be determined. If the right to vote is not limited to stockholders of record on that date, indicate
the conditions under which other stockholders may be entitled to vote.

3. If action is to be taken with respect to the election of directors and if the persons solicited
have cumulative voting rights, make a statement that they have such rights and state briefly the
conditions precedent to the exercise thereof.

Item 6 Nominees and Directors—If action is to be taken with respect to the election of directors,
furnish the following information in tabular form to the extent practicable, with respect to each
person nominated for election as a director and each other person whose term of office as a director
will continue after the meeting:

1. Name each such person, state when his term of office or the term of office for which he is a
nominee will expire, and all other positions and offices with the insurer presently held by him, and
indicate which persons are nominees for election as directors at the meeting.

2. State his present principal occupation or employment and give the name and principal
business of any corporation or other organization in which such employment is carried on.
Furnish similar information as to all of his principal occupations or employments during the last
five years, unless he is now a director and was elected to his present term of office by a vote of
stockholders at a meeting for which proxies were solicited under this regulation.

3. If he is or has previously been a director of the insurer, state the period or periods during
which he has served as such.

4. State, as of the most recent practicable date, the approximate amount of each class of stock
of the insurer or any of its parents, subsidiaries or affiliates other than directors’ qualifying shares,
beneficially owned directly or indirectly by him. If he is not the beneficial owner of any such
stocks, make a statement to that effect.

Item 7 Remuneration and Other Transactions With Management and Others—Furnish the
information reported or required in Item 1 of Schedule SIS under the heading “Information
Regarding Management and Directors” if action is to be taken with respect to (a) the election of
directors, (b) any remuneration plan, contract or arrangement in which any director, nominee for
election as a director, or officer of the insurer will participate, (c) any pension or retirement plan in
which any such person will participate, or (d) the granting or extension to any such person of any
options, warrants or rights to purchase any stocks, other than warrants or rights issued to
stockholders, as such, on a pro-rata basis. If the solicitation is made on behalf of persons other than



the management, information shall be furnished only as to Item 1A of the aforesaid heading of
Schedule SIS.

Item 8 Bonus, Profit Sharing and Other Remuneration Plans—If action is to be taken with
respect to any bonus, profit sharing, or other remuneration plan, of the insurer furnish the following
information:

1. A brief description of the material features of the plan, each class of persons who will
participate therein, the approximate number of persons in each such class, and the basis of such
participation.

2. The amounts which would have been distributable under the plan during the last calendar
year to (a) each person named in Item 7 of this schedule, (b) directors and officers as a group, and
(c) all other employees as a group, if the plan had been in effect.

3. If the plan to be acted upon may be amended (other than by a vote of stockholders) in a
manner which would materially increase the cost thereof to the insurer or to materially alter the
allocation of the benefits as between the groups specified in paragraph 2 of this item, the nature of
such amendments should be specified.

Item 9 Pension and Retirement Plans—If action is to be taken with respect to any pension or
retirement plan of the insurer, furnish the following information:

1. A brief description of the material features of the plan, each class of persons who will
participate therein, the approximate number of persons in each such class, and the basis of such
participation.

2. State (a) the approximate total amount necessary to fund the plan with respect to past
services, the period over which such amount is to be paid, and the estimated annual payments
necessary to pay the total amount over such period; (b) the estimated annual payment to be made
with respect to current services; and (c) the amount of such annual payments to be made for the
benefit of (i) each person named in Item 7 of this schedule, (ii) directors and officers as a group,
and (iii) employees as a group.

3. If the plan to be acted upon may be amended (other than by a vote of stockholders) in a
manner which would materially increase the cost thereof to the insurer or to materially alter the
allocation of the benefits as between the groups specified in sub-paragraph 2(c) of this item, the
nature of such amendments should be specified.

Item 10 Options, Warrants, or Rights—If action is to be taken with respect to the granting or
extension of any options, warrants or rights (all referred to herein as “warrants”) to purchase stock
of the insurer or any subsidiary or affiliate, other than warrants issued to all stockholders on a pro-
rata basis, furnish the following information:

1. The title and amount of stock called for or to be called for, the prices, expiration dates and
other material conditions upon which the warrants may be exercised, the consideration received or
to be received by the insurer, subsidiary or affiliate for the granting or extension of the warrants
and the market value of the stock called for or to be called for by the warrants, as of the latest
practicable date.

2. If known, state separately the amount of stock called for or to be called for by warrants
received or to be received by the following persons, naming each such person:

(a) each person named in Item 7 of this schedule, and
(b) each other person who will be entitled to acquire five per cent or more of the stock called
for or to be called for by such warrants.

3. If known, state also the total amount of stock called for or to be called for by such warrants,
received or to be received by all directors and officers of the company as a group and all
employees, without naming them.

Item 11 Authorization or Issuance of Stock

1. If action is to be taken with respect to the authorization or issuance of any stock of the

insurer, furnish the title, amount and description of the stock to be authorized or issued.

2. If the shares of stock are other than additional shares of common stock of a class
outstanding, furnish a brief summary of the following, if applicable: dividend, voting, liquidation,



preemptive, and conversion rights, redemption and sinking fund provisions, interest rate and date
of maturity.

3. If the shares of stock to be authorized or issued are other than additional shares of common
stock of a class outstanding, the Commissioner may require financial statements comparable to
those contained in the annual report.

Item 12 Mergers, Consolidations, Acquisitions and Similar Matters

1. If action is to be taken with respect to a merger, consolidation, acquisition, or similar matter,
furnish in brief outline the following information:

(a) The rights of appraisal or similar rights of dissenters with respect to any matters to be
acted upon. Indicate any procedure required to be followed by dissenting stockholders in order
to perfect such rights.

(b) The material features of the plan or agreement.

(c) The business done by the company to be acquired or whose assets are being acquired.

(d) If available, the high and low sales prices for each quarterly period within two years.

(e) The percentage of outstanding shares which must approve the transaction before it is
consummated.

2. For each company involved in a merger, consolidation or acquisition, the following financial
statements should be furnished:

(a) A comparative balance sheet as of the close of the last two fiscal years.

(b) A comparative statement of operating income and expenses for each of the last two fiscal
years and, as a continuation of each statement, a statement of earning per share after related
taxes and cash dividends paid per share.

(c) A pro forma combined balance sheet and income and expenses statement for the last fiscal
year giving effect to the necessary adjustments with respect to the resulting company.
Item 13 Restatement of Accounts—If action is to be taken with respect to the restatement of any
asset, capital, or surplus of the insurer, furnish the following information:
1. State the nature of the restatement and the date as of which it is to be effective.

2. Outline briefly the reasons for the restatement and for the selection of the particular
effective date.

3. State the name and amount of each account affected by the restatement and the effect of the
restatement thereon.

Item 14 Matters Not Required to Be Submitted—If action is to be taken with respect to any
matter which is not required to be submitted to a vote of stockholders, state the nature of such
matter, the reason for submitting it to a vote of stockholders and what action is intended to be taken
by the management in the event of a negative vote on the matter by the stockholders.

Item 15 Amendment of Charter, By-Laws, or Other Documents—If action is to be taken with
respect to any amendment of the insurer’s charter, by-laws or other documents as to which
information is not required above, state briefly the reasons for and general effect of such amendment
and the vote needed for its approval.

Schedule B

Information to be Included in Statements Filed By or on Behalf of a Participant
(Other Than the Insurer) in a Proxy Solicitation in an Election Contest

Item 1 Insurer—State the name and address of the insurer.
Item 2 Identity and Background
1. State the following:
(a) Your name and business address;

(b) Your present principal occupation or employment and the name, principal business and
address of any corporation or other organization in which such employment is carried on.



2. State the following:
(a) Your residence address;

(b) Information as to all material occupations, positions, offices or employments during the
last ten years, giving starting and ending dates of each and the name, principal business and
address of any business corporation or other business organization in which each such occupa-
tion, position, office or employment was carried on.

3. State whether or not you are or have been a participant in any other proxy contest involving
this company or other companies within the past ten years. If so, identify the principals, the
subject matter and your relationship to the parties and the outcome.

4. State whether or not, during the past ten years, you have been convicted in a criminal
proceeding (excluding traffic violations or similar misdemeanors) and, if so, give dates, nature of
conviction, name and location of court, and penalty imposed or other disposition of the case. A
negative answer to this sub-item need not be included in the proxy statement or other proxy
soliciting material.

Item 3 Interest in Stock of the Insurer

1. State the amount of each class of stock of the insurer which you own beneficially, directly or
indirectly.

2. State the amount of each class of stock of the insurer which you own of record but not
beneficially.

3. State with respect to the stock specified in 1 and 2 the amounts acquired within the past two
years, the dates of acquisition and the amounts acquired on each date.

4. If any part of the purchase price or market value of any of the stock specified in paragraph
3 is represented by funds borrowed or otherwise obtained for the purpose of acquiring or holding
such stock, so state and indicate the amount of the indebtedness as of the latest practicable date. If
such funds were borrowed or obtained otherwise than pursuant to a margin account or bank loan
in the regular course of business of a bank, broker or dealer, briefly describe the transaction and
state the names of the parties.

5. State whether or not you are a party to any contracts, arrangements or understandings with
any person with respect to any stock of the insurer, including but not limited to joint ventures,
loan or option arrangements, puts or calls, guarantees against loss or guarantees of profits,
division of losses or profits, or the giving or withholding of proxies. If so, name the persons with
whom such contracts, arrangements, or understandings exist and give the details thereof.

6. State the amount of stock of the insurer owned beneficially, directly or indirectly, by each of
your associates and the name and address of each such associate.

7. State the amount of each class of stock of any parent, subsidiary or affiliate of the insurer
which you own beneficially, directly or indirectly.

Item 4 Further Matters

1. Describe the time and circumstances under which you became a participant in the solicita-
tion and state the nature and extent of your activities or proposed activities as a participant.

2. Describe briefly, and where practicable state the approximate amount of, any material
interest, direct or indirect, of yourself and of each of your associates in any material transactions
since the beginning of the company’s last fiscal year, or in any material proposed transactions, to
which the company or any of its subsidiaries or affiliates was or is to be a party.

3. State whether or not you or any of your associates have any arrangement or understanding
with any person
(a) with respect to any future employment by the insurer or its subsidiaries or affiliates; or

(b) with respect to any future transactions to which the insurer or any of its subsidiaries or
affiliates will or may be a party.

If so, describe such arrangement or understanding and state the names of the parties thereto.

Item 5 Signature—The statement shall be dated and signed in the following manner:



I certify that the statements made in this statement are true, complete, and correct to the best of
my knowledge and belief.

Date Signature of participant or authorized
representative

69-10. Premium Service Companies.

1. Every premium service agreement which confers upon a premium service company authority to
cause a policy of insurance covering lives, property or interests situate in South Carolina to be
terminated shall be deemed made in South Carolina and such policy shall be so terminated only in
accordance with the provisions of Chapter 39 of Title 38, Code of Laws of South Carolina, 1976, and
the Regulations pursuant thereto.

2. The provisions of this Regulation do not apply to premiums financed under revolving charge
account arrangements by a licensee which is a subsidiary of an insurer or group of affiliated insurers
where maximum charges do not exceed 7% per annum on the amount actually financed. Such
revolving charge account arrangements shall be submitted to the Commissioner for approval or
disapproval by specific order for each such arrangement.

3. No licensee nor other person acting for or in behalf of the licensee shall retain the original policy
in connection with any premium service agreement, and any such retention of the original contract
shall be deemed cause for the revocation of, or refusal to renew, the license of such licensee.

4. Every application for a license or renewal of the license as a premium service company shall be
made on the form prescribed by the Chief Insurance Commissioner which shall be completed and filed
in accordance with the instructions of the Commissioner accompanied by all required supporting
documents and the applicable fee.

5. In the case of an original application for a license, the application shall be signed by:
(a) The sole proprietor, if the applicant is a sole proprietor; or
(b) A general partner, if the applicant is a partnership;

(c) The chief executive officer and the secretary if the applicant is a corporation or other business
entity whose ownership is manifested by shares. Such original application shall be accompanied by
the certified resolution of the board of directors or similar governing body of the corporation or
other entity.

6. In the case of the renewal of an existing license or a change in such license, reference may be
made to the earlier application and only those sections of the application form where changes are
necessary need be completed, provided the signators to the original application certify under the pains
and penalties of perjury that no change has occurred which would require an answer differing from
that contained in the original application.

7. Licenses hereunder are hereby declared personal and issued by reason of special confidence in
the licensee so licensed. No license may be transferred, directly or indirectly, nor shall such license be
used for, or in behalf of, any person, firm or corporation whatsoever other than the licensee. Any such
transfer, attempted transfer or use shall be void and shall be deemed sufficient grounds for the
revocation of, or refusal to renew, the license.

8. Every corporation, or similar business entity, partnership, or proprietor doing business under a
name, other than his or its own, shall file, and keep on file, with the Commissioner, the names and
addresses of officers, directors, partners and proprietors and shall designate therein the name and
address of the person upon whom service of process may be made.

9. No foreign corporation or similar business entity shall be licensed as a premium service company
unless it shall first become domesticated in South Carolina. Certification of such domestication by the
Secretary of State of South Carolina shall accompany the application of each such foreign corporation
or similar business entity.

10. Transfer or assignment to another, or a series of transfers or assignments within a 6 month
period, of 10% or more of the premium service agreements of a licensee shall be deemed a bulk
transfer or assignment. No licensee shall effect a bulk transfer or assignment of premium service
agreements unless it shall first file the proposed agreement with, and secure the approval of, the



Commissioner who shall grant such approval only if he is satisfied that such arrangements are just and
equitable, that provision has been made for adequate notice to the insureds and insurers, that all funds
due or payable to insureds and insurers have been paid or adequately secured, that the transferee or
assignee has expressly assumed the obligations of the transferor or assignor arising out of such
premium service agreements and/or that the transferor or assignor has provided indemnity or security
with respect to such obligations.

11. Death of a proprietor shall terminate the license. Death or withdrawal of a partner shall
suspend the license if the licensee is a partnership; provided, however, that if notice of such death or
withdrawal is furnished to the Commissioner within 10 days of the event and the Commissioner is
satisfied, by examination or otherwise, that the interests of insureds and insurers have been adequately
protected, he may reinstate the suspended license.

Appointment of referee, receiver or trustee incident to bankruptcy or insolvency proceedings against
the licensee shall suspend the license which may be reinstated only if the Commissioner finds that such
proceedings have terminated and that the interests of insureds and insurers have been adequately
protected.

12.  The Commissioner shall be notified by registered or certified mail not later than 10 days after
the event upon the occurrence of any of the following:

(a) When a partner dies or withdraws from a partnership which is a licensee, or when a new
partner is admitted.

(b) When an officer, director or person owning or controlling 10% or more of the stock of a
corporation or similar business entity, which is a licensee, ceases to be such, or, when a person
becomes an officer, director or person owning or controlling 10% or more of the stock of such
licensee.

(c) When any licensee, or any person who is a partner, officer, director or who owns 10% or more
of the shares of the licensee is arrested, indicted or convicted with respect to any State or Federal
offense involving moral turpitude other than a misdemeanor resulting from the operation of a motor
vehicle.

(d) When a licensee suffers a revocation or suspension of license or is refused a license as a
premium service company, premium finance company, insurance agency, or agent, in any other
jurisdiction.

(e) When a voluntary or involuntary petition of bankruptcy or prayer for the appointment of a
receiver or trustee is filed against the licensee or when the licensee enters into any assignment for
the benefit of creditors or composition among creditors.

In the event of any of the foregoing, the Commissioner may conduct such examination and
investigation as he deems necessary or appropriate for the protection of insureds and insurers, the
expense of which shall be borne by the licensee. Without limitation upon the generality, he may
require any of the affected persons to respond to interrogatories under oath or appear before him to
testify under oath and may require such other or further disclosure as he deems necessary or
appropriate.

13. Every premium service company shall, prior to their use, file the following forms with the
Commissioner and receive his written approval:

(a) Insurance premium service agreement.

(b) Payment book.

(c) Notice of overdue payment.

(d) Request for cancellation.

(e) Notice to insurer that premium is financed under premium service agreement.

(f) Such other forms, other than advertising material and rate charts, as the licensee prepares or
uses for delivery or mailing to insureds, insurers or insurance agents. This section does not apply to
individual correspondence.

14. Forms filed with the Commission for approval shall be so filed in duplicate, one copy of which
will be returned to the licensee endorsed with the approval or disapproval of the Commissioner.



15. No form, the filing of which is required hereunder, shall be used prior to its approval, and use
of any such form which has not been approved, or which has been disapproved, shall constitute
grounds for the revocation, suspension or refusal of renewal of the license or for the imposition of such
penalty in lieu thereof as the Commissioner deems appropriate.

16. The records of the licensee relating to its business as a premium service company shall be kept
entirely separate and distinct from records of any other business conducted by the licensee, and all
items of accounts, whether real or nominal, control or subsidiary, in connection with its premium
service company business shall be maintained separately and distinctly from accounts reflecting other
business conducted by the licensee. Records and accounts with respect to premium service company
business done in this State need not be maintained separately and distinctly from records of such
business done in other states. Upon violation of this provision, the Commissioner may suspend the
license of the licensee until such time as he has become satisfied, as a result of examination at the
expense of the licensee, that proper separation and distinction of accounts has been made and will be
maintained.

17. To comply with § 38-39-50(b), every licensee shall maintain on file each premium service
agreement, or a duplicate original or photocopy thereof, and every original document relating thereto,
all of which must bear an identifying account number.

Every such licensee shall maintain records which will readily disclose, as to each premium service
agreement:

(a) Date of contract or acquisition.
b) Name of the insured.
¢) Account number.

d) Name of agent or producer of record.

f) Amount of service charge.
g) Time balance.

(
(
(
(e) Principal balance at inception.
(
(
(h) Initial charge.

(

i) Number, interval and amount of payments.

(j) Exact disbursement of proceeds including the date, amount and purpose of all payments and
names of all persons to whom any part of proceeds was paid, credited or allocated.

(k) Date of notice to insured that cancellation would be requested.
(') Date of request for cancellation to insurer and requested cancellation date.
(m) Amount of return premium and its disposition.
18. The service charge in connection with a premium service agreement shall be applied only to
the difference between the down payment and the total premium and shall not apply as to the initial
charge which may be added only after computation of the service charge.

19. No notice of intent to request cancellation shall be given in advance of an actual default on the
premium service agreement. Upon the occurrence of such default, the licensee may notify the insured
by mail of its intention to request cancellation of the policies which are the subject of the agreement not
less than 10 days after the date of mailing unless all payments then in default are received before the
end of such 10 day period.

20. Not less than 5 days after the expiration of such period, if the default has not been cured, the
licensee may mail a request for cancellation to the insurer, which request shall be accompanied by the
profter of the original or a photocopy of its authorization if such original or photocopy was not earlier
furnished to the insurer, in which event reference may be made thereto.

The licensee shall mail a copy of the request for cancellation to the insured, and with respect to a
policy of automobile liability insurance, such copy shall expressly and prominently inform the insured
of his statutory duty to replace such insurance on or before the date of cancellation.

21. Every insurer, upon receipt of such request for cancellation, shall, subject to Section 22 hereof,
cancel such contract as of the date requested and shall within a reasonable time, not more than 30
days, cause the gross return premium, if any, to be computed and paid or credited to, or for, the



account of the licensee. A copy of the statement relating to such return premiums shall be furnished by
the insurer to the insured.

22. Where a valid statutory, regulatory or contractual provision requires that notice be given a
particular period of time before cancellation shall become effective, the insurer shall not be required to
effect cancellation prior to the elapse of the period of time prescribed by such statute, regulation or
contract; the running of such time shall commence the second business day following receipt by the
insurer of the request for cancellation.

23.  Any excess of return premium over the amount to which the licensee is properly entitled under
the premium service agreement shall be held and accounted for by the licensee in its fiduciary capacity
and shall be promptly paid, and in no event more than 30 days after its receipt, to the insured.

Failure so to pay such funds to insureds or the commingling of such fiduciary funds with other funds
of the licensee for longer than 30 days shall constitute sufficient grounds for the revocation, suspension
or refusal of renewal of the license or the imposition of such lesser penalty as the Commissioner may
deem appropriate.

24. This Regulation applies to a life insurance contract assigned to a licensee in connection with a
premium service agreement and surrendered by such licensee for return by the insurer of any cash
surrender value to the licensee; provided, however, that with respect to a life insurance contract, the
licensee may retain, and the insurer may require surrender of, the original insurance contract.

25. In the event of cancellation of a premium service agreement by the insured, refund of the
unearned service charge shall be in accordance with the customary short rate tables as used by
insurers, copies of which are attached to and form a part of this Regulation.

26. No licensee shall sell or offer for sale, in connection with a premium service agreement or an
application or request for such agreement, any insurance, commodity, or service of whatsoever nature
as an inducement, condition, or consideration for entering into any such agreement.

The violation of this section shall constitute sufficient grounds for the revocation, suspension or
refusal to renew the license.

27. No premium service agreement shall include, nor relate to, any subject other than the
financing of premium with respect to the specific insurance policy or policies identified therein; and
every agreement, undertaking or understanding relating to, affecting, or touching upon such premium
service agreement shall be expressly incorporated therein so as to become a part thereof.

28. Each licensee shall furnish to the Commissioner, not later than March 1 of each year, on forms
prescribed by him, an Annual Report on all business conducted under the license.

A special report shall be filed with the Commissioner each 6 months setting forth for each month of
that period the following with totals:

(a) Number of premium service agreements written.
b) Total premiums thereunder.
¢) Principal balances thereunder.

d) Total service and initial charges.

(
(
(
(e) Number of policies cancelled pursuant to request.

29. No licensee shall accept or act pursuant to a premium service agreement which is not complete,
nor shall any licensee or other person acting in its behalf complete, alter, vary or sign any such
agreement except pursuant to the express, written instructions of the insured, a copy of which shall be
retained and kept on file.

30. No premium service company, nor any employee, agent, or other person, acting in its behalf,
shall give or offer to give any monies, supplies or services of whatsoever nature to any agent, producer
of record or any other person as an inducement to such agent, producer or person to place premium
service agreements with such premium service company; nor shall any such premium service company
make or offer any rebate or other advantage or benefit to any borrower as an inducement to the
effecting of a premium service agreement. Nothing herein shall preclude a premium service company
from distributing advertising pieces or gifts containing the name and address of such premium service
company and costing not more than one dollar.



31. Manifestly, in enacting the Premium Service Company Act of 1967, the General Assembly was
responding to a vital public need, particularly with respect to the financing of premiums referable to
automobile insurance, generally, and assigned risks, in particular. The legislation discloses a clear
legislative design to erect safeguards around the financing of premiums for the protection not only of
the insuring public but of the insurers themselves. In view of the General Assembly’s obvious
recognition of the public interest in connection with the subject of the financing of premiums, serious
questions must arise as to whether any insurer which refuses recognition to premium service
arrangements complying with the Act is serving the public trust implicit in its being licensed by South
Carolina.

One Month Short Rate Table

Percent Percent

Days of One Days of One

Policy Month Policy Month

in Force Premium in Force Premium
| R 11% ig --------------------------- 23
§ """""""""""""" ;'(7) 16. . 63
"""""""""""""" 17. .. ..., 6D
o 24 18 . e 68
SRR TR EEERPPERRPEERREE 27 19 e 70
6o 30 Q0. ot 73
T 34 2 76
S 37 2 78
O 40 122, T 81
10 . o 43 24 84
L1 47 b2 S 86
12,00 50 4 RRCELERECREEEEERERRERRES 89
13 53 2T 92
b2 S 94
20 97

B0 . 100

Two Month Short Rate Table

Percent Percent

Days of Two Days of Two

Policy Month Policy Month

in Force Premium in Force Premium
8% 19. . 42
e 11 20 . 43
< 14 1225 45
A 17 2 47
L5 2 19 2 e 48
[ 2 20 24 50
720 22 D22 T 52
8 24 26 . 53
O 25 2 55
10 . 27 2 57
8 29 20 58
12 30 B0 . 60
13 32 5 61
4. 34 B 63
15 35 1. T 64
16. .o 37 2 65
17 38 K7 J 67
18 . 40 B0 . 68



Percent

Days of Two
Policy Month
in Force Premium
< B 69
B 71
3O . 72
0. . 73
A 75
42 76
A3 77
A4 . 79
A 80
6. . 81

Three Month Short Rate Table

Percent

Days of Three

Policy Month

in Force Premium

6%
e 7
< 2 9
A 12
L5 16
[ 2 17
72 18
S Z 19
O 20
10, 21
1. 22
12, 23
I 24
4. . 26
15, 27
16, . 28
17 29
18 . 30
19. . 31
20 . 32
20 33
2 34
2 36
24 37
b2 T 38
26 . 39
2 A 40
28 41
20 42
30 . . 43
3 44
B 46
B 47

Percent
Days of Two
Policy Month
in Force Premium
AT 83
A8 . 84
49 . 85
BO . 87
Bl 88
B 89
L5 T 91
B 92
B 93
157 2P 95
B 96
B8 97
B 99
60 .. . 100

Percent
Days of Three
Policy Month
in Force Premium
34 48
1 T 49
B0 . 50
3 51
B 52
39 . 53
0. 54
S 56
42 . 57
A3 58
A4 . 59
A5 60
A6 . . 61
47-48 . 62
L 63
B0 65
B1-b2 .. 66
B 67
B 68
1515 JP 69
B6-D7 70
B8 71
B 73
60-61 ........ ... .. 74
B2 . 75
B3 . 76
64 .. 77
6566 .......... .. 78
67 79
68 . 81
69-70 ... 82
T 83



Percent Percent

Days of Three Days of Three
Policy Month Policy Month
in Force Premium in Force Premium
A T 85 80 . 91
TATE 86 8l . 92
76 87 82 93
g7 89 S8 01
8D
P79 L 90 86 . 97
87-88 .. 98
8 . 99
90-92 ... 100

Four Month Short Rate Table

Percent Percent

Days of Four Days of Four

Policy Month Policy Month

in Force Premium in Force Premium
| 7% 4445 47
D 8 46, 48
S 10 AT 49
Ao 11 A8 . 50
D 13 49, 51
B e 14 5051 . 52
T o 16 B 53
8 17 5 54
O 18 B 55
10 19 Bh.. 56
11-12 . 20 56-57 ...l 57
18 21 58 . 58
V4. o 22 59 i 59
15 e 23 60.. .o 60
16-17 oo 24 gé—GQ ---------------------- gé
o I g 665 L 63
90 . 97 2$~6é ----------------------- gg
L. B g o6
TEY e TO=T1 oo 67

Q4 . 30

55 31 T 68
~~~~~~~~~~~~~~~~~~~~ 7374 ... .. ......... 69
26 .......................... 32 75_76 ...................... 70
D 33 7 71
28-29 ... 34 78—79 79
B0 . 35 80 73
Bl 36 81-82 i 74
3 37 83 75
33-34 ... 38 84-85 . 76
5. 39 86 . e 77
30 . . 40 8788 . 78
B 41 80 . 79
38 42 90-91 ........ ... 80
3940 ... 43 02 . 81
1. 44 03-94 ... 82
42 45 05 83



Percent Percent

Days of Four Days of Four
Policy Month Policy Month
in Force Premium in Force Premium
O8 . 85 107 91
99-100 ... 86 108-109 ..................... 92
(0] 87 O oo 93
< 111-112 ..o 94
}8?} 103 e Sg 113-114 ... ... ... ... 95
""""""""""""" 115, ... .. 96
105106 ..................... 90 116-117 97
118. . o 98
119-120 ... 99
121-122 ... . 100

Five Month Short Rate Table

Percent Percent
Days of Five Days of Five
Policy Month Policy Month
in Force Premium in Force Premium
) 6% 153 44
e 8 B2-B3 . 45
1 2 9 B 46
A 10 BH=B6 47
L5 Z 11 B 48
[ 2 12 B8-59 ... 49
T 14 60-61 ......... ... ... 50
S 15 62 . 51
O 16 63 . 52
10, 17 64-65 ... 53
11-12 .o 18 S?'gg ----------------------- gg
13, 19 00 L.Leiiieeiie e
14_ 1 5 ...................... 20 69 .......................... 56
16 21 ;0—;1 ---------------------- 57
1718 929 72‘ S REREETERTERRRRPRE 58
19 23 Ao 5
20-91 94 TH-T6 o 60
S TT=T8 61
2 25
T 62
2394 L 26 8081 s
2526 . 27 o s o
2 28 oy or Tt
84-85 ... ... 65
b2 T 29
86-87 ... . 66
20-30 ... 30 88-89 . .. ... 67
3 1 .......................... ;S 1 90_9 1 ...................... 68
32—33 ...................... 32 92_93 ................ 69
34 .......................... 33 94_95 ...................... 70
35-36 ... 34 06 . .o 71
37-38 ... 35 97-98 ... 79
39, 36 99-100 ..., 73
4041 ..o 37 101-102 ... 74
42 38 108=104 . ... 75
A3 e 39 105106 ..................... 76
44-45 40 107-108 ... ... ... ... 77
4647 ... 41 109-110 . ......... ... .. ...... 78
48 . 42 111-112 ... .. 79



Percent

Days of Five
Policy Month
in Force Premium
114-115-116 ................. 81
117 . 82
118119 ... ... . 83
120-121 ... 84
122123 ... . 85
124-125 ... ... 86
126127 ... 87
128-129 ... ... ... . 88

Six Month Short Rate Table

Percent

Days of Six

Policy Month

in Force Premium

) 6%
e 7
< 8
A 9
5 10
[ 2 11
/R 12
2 13
O 14
10, . 15
8 16
12 . 17
13-14 ... .. ... .. 18
15-16 ......... .. ... ....... 19
17-18 20
19-20 ... 21
21 22
22-23 23
24-25 24
26-27 .. 25
28-29 ... 26
30-31 ... ... 27
3 28
33-34 ... 29
3536 ... 30
37-38 .. 31
3040 ... 32
S 33
42-43 34
44-45 ... 35
46-47 ... 36
48-49 ... 37
50-B1 ... .. 38

Percent
Days of Five
Policy Month
in Force Premium
130-131 ..................... 89
132-133 ... ... 90
1834, .. 91
135136 ..................... 92
137-138 ... 93
139-140 ..................... 94
141-142 ... .. 95
143144 . .................... 96
145146 ..................... 97
147-148 .. ... .. 98
149-150 ..................... 99
151-152 ... 100

Percent
Days of Six
Policy Month
in Force Premium
B3=b4 ... 40
BHh=B6 ... 41
B7-B8 . 42
5960 ...... ... 43
61-62 ... ... 44
63 . 45
64-65 ... 46
66-67 ........ .. 47
6869 ... 48
T0-71 ..o 49
T2-73 50
T4 . 51
T5-T6 .. 52
T7T-78 53
79-80 ... 54
81-82 ... . 55
8 . 56
84-85 ... 57
86-87 ... 58
8889 ... 59
90-91 ... ... 60
92-93 ... 61
94-95 ... 62
96-98 ... ... 63
99-100 ............. . 64
101-102 ... 65
103-104 ..................... 66
105-107 ... 67
108-109 ..................... 68
110-111 ... 69
112-114 ... ... . ... 70
115116 ............. ... ... 71
117-118 .. o 72
119-120 ... ..o 73



Percent

Days of Six
Policy Month
in Force Premium
121-123 ... 74
124-125 ... 75
126127 ... 76
128130 ........... .. ... .. 77
131-132 ... 78
133134 . .................... 79
135136 ..................... 80
137-139 ... ... . 81
140-141 ..................... 82
142-143 ... .. ... 83
144-145 ... ... ... .. ... 84
146-148 ..................... 85

Seven Month Short Rate Table

Percent

Days of Seven

Policy Month

in Force Premium

1o 6%
D 7
B 8
4o 9
BB 10
T 11
. 12
O 13
10 .. 14
O 15
12-13 ... 16
4. 17
15-16-17 ................... 18
18 . 19
19-20-21 ... ... ... ol 20
22-23 21
24-25 22
26-27 23
28-29-30 ...l 24
Bl 25
32-33-34 ... .. 26
35-36 ... 27
37-38 28
3940 ... 29
41-42 ..o 30
43-44 ..o 31
45-46 ... 32
47-48 ... 33
49-50-51 ........ ... ... 34
B2-B3 . 35
B4-Bb . 36
5657 37

Percent
Days of Six
Policy Month
in Force Premium
149-150 ....... ... .. ... .... 86
151-152 ... . 87
158155 ... ... 88
156-157 ... ... 89
158-159 ... .. ... ... ... 90
160-161 ..................... 91
162-164 ..................... 92
165-166 ..................... 93
167-168 ... 94
169-171 .. ... 95
172-173 .. 96
174-175 .. ... 97
176-177 ... . 98
178-180 .. ..o 99
181-184 ..................... 100

Percent
Days of Seven
Policy Month
in Force Premium
B8DH9 ... 38
60-61 ........... .. .. ... ... 39
62-63 ... ... 40
64-65-66 ................... 41
67 . 42
68-69-70 ................... 43
T1-72 44
7374 45
T5-T6 .. 46
777879 ... . 47
80 . . 48
81-82-83 ................... 49
84-85 ... .. 50
86-87 ... 51
88-89 ... ... 52
90-91 ... ... 53
92-93 ... 54
94-95 ... 55
96-97 ... 56
98-99-100 .................. 57
101-102 ... 58
103-104 ..................... 59
105106 ..................... 60
107-108-109 ................. 61
110-111 ... 62
112-113-114 ................. 63
115116 ....... ... .......... 64
117-118-119 ................. 65
120-121-122 .. ....... ... ... 66
123-124-125 .. ............... 67
126127 ... . 68

128-129-130 ................. 69



Percent Percent

Days of Seven Days of Seven

Policy Month Policy Month

in Force Premium in Force Premium
131-182-133 ................. 70 168-169-170 ................. 84
134-135 ... ... 71 171-172 ... oo 85
136-137-138 ................. 72 173-174-175 ................. 86
139-140 ..o 73 176-177-178 ................. 87
141-149-143 ... 74 179-180-181 ................. 88
144-145-146 75 182183 ... ... ... 89
184-185-186 ................. 90
147-148-149 ... 76 187188 .« 91
150-151 ... .o 77 189-190-191 . .. ... ... ... . .. 99
152-153-154 ................. 78 192-193 ... 93
155-156-157 ................. 79 194-195-196 ................. 94
158-159 ....... ... 80 197-198-199 ................. 95
160-161-162 ................. 81 200-201-202 ............ ... 96
163164 ... ..o 82 203—20§—205 ~~~~~~~~~~~~~~~~~ 97
206207 ... ... 98
165-166-167 ................. 83 908-209_910 T 99

211-212-213 ................. 100

Eight Month Short Rate Table

Percent Percent

Days of Eight Days of Eight

Policy Month Policy Month

in Force Premium in Force Premium
) 6% 61-62 ... 36
e 7 63—64—65 . . o 37
34 8 66-67-68 ................... 38
b 9 69-70 ... 39
P 10 T1=TQ 40
/R 11 TRTATE 41
8-9. . ... 12 7677 .. 42
10, 13 T8-T79-80 . ... 43
11-12 oo 14 81-82 ... 44
13 15 83-84 ... .. 45
14. . . 16 85-86-87 ... 46
1516 ... 17 88-89-90 ............ ... . ... 47
17-18-19 ................... 18 91-92 ... 48
20-21 ... 19 93-94 ... 49
22-23-24 .. ... 20 95-96-97 ... 50
25-26 ... 21 98-99 ... 51
2728 22 100-101-102 . ................ 52
29-30-31 ................... 23 103-104 ........... ... ...... 53
32-33-34 ... 24 105-106 ...............o.... 54
3536 ... 25 107-108-109 ................. 55
37-38 .. 26 110-111 ... 56
394041 ................... 27 112-113-114 . ................ 57
42-43 28 115-116 ..., 58
44-45-46 ........ ... ... 29 117-118 ... 59
47-48 ... 30 119-120-121 ................. 60
49-50 .. 31 122-123-124 . ................ 61
51-52-53 .. ... ... 32 125-126-127 ................. 62
5455 . 33 128-129-130 . ................ 63
56-57-58 .. .. 34 131-182-133 ................. 64
5960 ... 35 134-185-136 ................. 65



Days

Policy

in Force
137-138-139
140-141-142
143-144-145
146-147-148

149-150-151-152
1563-154 ...........
155-156-157-158
159-160 ...........
161-162-163-164
165-166 ...........
167-168-169-170

171-172-173
174-175-176
177-178-179
180-181-182
183-184-185

Percent Percent
of Eight Days of Eight
Month Policy Month
Premium in Force Premium
.......... 66 186-187-188 ................. 82
,,,,,,,,,, 67 189-190-191 ................. 83
.......... 68 192-193-194 ................. 84
.......... 69 195-196-197 ................. 8b
............. 70 198-199-200 ................. 86
71 201-202-203 ................. 87
""""" 204-205-206 ................. 88
~~~~~~~~~~~~~ 72 907-208-209 . ...\ 89
---------- 73 910-211-212 ................. 90
............. 74 218-214-215 ................. 91
.......... 75 216-217-218 ................. 92
............. 76 219-220-221 ................. 93
__________ 717 222-223-224 .. ............... 9
.......... 78 225-226-227-228............. 95
.......... 79 229-230 ........... ... 96
30 231-232-233-234 .. ........... 97
""""" 31 235-236 ..................... 98
""""" 237-238-239-240............. 99
241-242-243 .. ... ... ....... 100
Nine Month Short Rate Table
Percent Percent
of Nine Days of Nine
Month Policy Month
Premium in Force Premium
.......... 5% 63-64-65 ................... 34
.......... 7 66-67-68 ... ... .. .. .. ..... 35
.......... 8 69-70 ...................... 36
.......... 9 71-72-73 ... ... ... .... 37
.......... 10 74-75-76 ................... 38
.......... 11 77T-78-79 ... ... ... ....... 389
.......... 12 80-81-82 ................... 40
.......... 13 83-84-85 ................... 41
.......... 14 86-87 ..., 42
.......... 15 88-89-90 ................... 43
.......... 16 91-92-93 ................... 44
.......... 17 94-95 ...................... 4b
.......... 18 96-97-98 ................... 46
.......... 19 99-100-101 ................. 47
.......... 20 102-103% ..................... 48
.......... 21 104-105-106 ................. 49
.......... 22 107-108-109 ................. 50
.......... 23 110-111-112 ................. bl
.......... 24 113-114-115 ................. 52
.......... 25 116-117 ..................... b3
.......... 26 118-119-120 ................. b4
.......... 27 121-122-123 ................. b5
.......... 28 124-125 ..................... b6
.......... 29 126-127-128 ................. b7
.......... 30 129-130-131 ................. b8
.......... 31 132-133 ..................... B9
.......... 32 134-135-186 ................. 60
.......... 33 137-138-139-140............. 61l



Percent Percent

Days of Nine Days of Nine

Policy Month Policy Month

in Force Premium in Force Premium
141-142-143 . ................ 62 203-204-205 ................. 80
144-145-146-147 . . ........... 63 206-207-208 ............... .. 81
148-149-150 .. ............... 64 209-210-211 ................. 82
151-152-153-154 ... .......... 65 212-213-214-215............. 83
155-156-157 . ..o 66 216-217-218 ... .....covnnen 84
158-159-160 ................. 67 219-220-221-222............. 85
223-224-225-226............. 86
161-162-163 ................. 68 997-998-999 .. ... .......... 87
164-165-166-167............. 69 930-231-232 ................. 88
168-169-170-171............. 70 933-934-935 ... ... .......... 89
172-173-174 . ................ 71 236-237-238-239............. 90
175-176-177-178 . . ........... 72 240-241-242 . ................ 91
179-180-181 ................. 73 243-244-245-246 . ............ 92
182-183-184 .. ............... 74 247-248-249 . .. ... 93
185-186-187 ..., 75 250-251-252-253 .. ........... 94
188 186190101 ... 76 9254-255-256 .. ... ............ 95
257-258-259 .. .. ... .. ... 96
192-193-194-195 .. ........... 77 560-961_269-963 97
196-197-198 ................. 78 264—265—266....::::::::::::: 98
199-200-201-202............. 79 967-268-269-270 . . .o 99

271-272-273-274 . ............ 100

Ten Month Short Rate Table

Percent Percent

Days of Ten Days of Ten

Policy Month Policy Month

in Force Premium in Force Premium
) 5% 6263 ... 31
e 6 64-65-66-67 ................ 32
1 2 7 68-69 .. ... 33
4-D . 8 70-71-72 ... .. ..l 34
6—7 . 9 73-74-75-76 ................ 35
R 10 TT-T8 36
9-10..... . 11 79-80-81-82 ................ 37
11-12 .. 12 83-84-85 ... ... ... .. ..... 38
13, 13 86-87 ... 39
14-15 ... . 14 88-89-90-91 ................ 40
1617 ... 15 92-93-94 ............ ... 41
18. 16 95-96-97 ... ... 42
19-20-21 ................... 17 98-99-100 .................. 43
22-23-24 ... ... ... 18 101-102-103 ................. 44
25-26-27 . ... ... 19 104-105-106 .. ............... 45
28-29-30 ... 20 107-108-109 ................. 46
31-32-33 ... ... ... .. ... 21 110-111-112 ................. 47
34-35-36 ......... ... ... 22 118-114-115 . ................ 48
37-38-39 ... 23 116-117-118 .. ............... 49
40-41-42 ... 24 119-120-121-122............. 50
43-44-45 ... 25 123-124 . ............ .. ...... 51
46-47-48 ... ... 26 125-126-127 . ................ 52
49-50-51-52 ................ 27 128-129-130 ................. 53
B3-B4 ... 28 131-132-133 ................. 54
B5-B6-D7 ... 29 134-135-136-137 ............. 55
58-59-60-61 ................ 30 138-139 .......... ... .. ...... 56



Percent
Days of Ten Days
Policy Month Policy
in Force Premium in Force
140-141-142 .. ............... 57 213-214-215-216-217
143-144-145-146 . ............ 58 218-219-220 ..........
147-148 ... ... . 59 221—222—222—2?4
c 225-226-227 ..........
}gg_}gg_}gé_}gé """"""" g? 228-229-230-231-232
157-158-159 .. ............... 62 283334350 aaicaas
236-237-238-239
160-161-162-163 .. ........... 63 540-941-949
164-165-166-167............. 64 943-944-945-946-247
168-169-170-171............. 65 948-949-950-251
172-173-174 . ................ 66 252-253-254 ..........
175-176-177-178 .. ........... 67 255-256-257-258
179-180-181-182............. 68 259-260-261-262
183-184-185-186............. 69 263-264-265-266
187-188-189-190 . . ... ........ 70 267-268-269 . .........
191-192-193 . ...\ 71 270-271-272-273
. 974-275-276-277
194_195_196_197 ............. 72 278_279_280_281
198—199—200_201 ............. 73 282_283_284_285
202-203-204-205............. 74 986-287-988 . ... ......
206-207-208 .............. ... 75 289-290-291-292
209-210-211-212............. 76 293-294-295-296
297-298-299-300
301-302-303-304
Eleven Month Short Rate Table
Percent
Days of Eleven Days
Policy Month Policy
in Force Premium in Force
) 5% 58-59-60 ............
e 6 61-62-63 ............
34 ... 7 64-65-66-67 .........
L5 Z 8 68-69-70 ...........
6-7 . 9 71-72-73 ... ..
8-9. . . 10 74-75-76 ...........
10-11 ... ..o 11 77-78-79-80 ........
12-13 ... 12 81-82-83 ...........
) 5 13 84-85-86 ...........
16. . . 14 87-88-89-90 ........
17-18 . 15 91-92-93 ...........
19-20 ... 16 94-95-96 ...........
21-22-23 ... ... 17 97-98-99-100 . ......
24-25-26-27 . ... ... .. .. 18 101-102-103-104
28-29 .. 19 105-106 .............
30-31-32-33 ................ 20 107-108-109-110
34-35-36-37 ................ 21 111-112-113-114
38-39 ... 22 115-116 .............
40-41-42-43 ................ 23 117-118-119-120
44-45-46-47 .. .............. 24 121-122-123-124
48-49 ... 25 125-126 .............
50-51-52-H53 ................ 26 127-128-129-130
54-55-56-57 ... ... .......... 27 131-132-133-134

Percent
of Ten
Month
Premium

Percent
of Eleven
Month
Premium



Percent
Days of Eleven
Policy Month
in Force Premium
135-136-137 ................. 51
138-139-140 ................. 52
141-142-143 ................. 53
144-145-146-147 .. .. ......... 54
148-149-150 ................. 55
151-152-153 ................. 56
154-155-156-157 ............. 57
158-159-160 ................. 58
161-162-163 ................. 59
164-165-166-167............. 60
168-169-170-171............. 61
172-173-174-175. . ........... 62
176-177-178-179-180 ........ 63
181-182-183 ................. 64
184-185-186-187-188 ........ 65
189-190-191-192............. 66
193-194-195-196............. 67
197-198-199-200............. 68
201-202-203-204............. 69
205-206-207-208-209 ........ 70
210-211-212-213............. 71
214-215-216-217 ............. 72
218-219-220-221............. 73

Days
Policy
in Force

222-223-224-225........
226-227-228-229........

230-231-232-233-234

235-236-237-238........
239-240-241-242........

243-244-245-246-247

248-249-250 ............

251-252-253-254-255

256-257-258 ............

259-260-261-262-263

264-265-266-267 .. ... ...
268-269-270-271........

272-273-274-275-276

277-278-279-280........
281-282-283-284........
285-286-287-288........
289-290-291-292........
293-294-295-296........

297-298-299-300-301

302-303-304 ............

305-306-307-308-309

310-311-312-313........
314-315-316-317........

318-319-320-321-322

323-324-325 ............

326-327-328-329-330
331-332-333-334-335

One Year Short Rate Table

Percent

Days of One

Policy Year

in Force Premium

) 5%
e 6
3 7
BB 8
T=8 9
9-10. .. ..o 10
11-12 .. 11
13-14 ... ... ... 12
1516 ... 13
17-18 . 14
19-20 ... 15
21-22 . 16
23-25 17
2629 ... 18
30-32 ... 19
33-36 ... 20
3740 ... 21
41-43 .. 22
44-47 o 23

Days
Policy
in Force

Percent
of Eleven
Month
Premium

Percent
of One
Year
Premium



Percent Percent

Days of One Days of One
Policy Year Policy Year
in Force Premium in Force Premium
125-127 .. 45 238241 ... 73
128-131 ... .. 46 242-246 .. .. ... 74
132-135 ... ... 47 247250 ... 75
136138 ... ... .. .. ........ 48 251265 ... 76
139-142 ... ... ... 49 256260 ....... ... 77
143-146 ..................... 50 261-264 ........ ... ... 78
147-149 ... .. ... .. 51 266269 ... 79
150153 ... ... 52 270-273 ... . 80
154-156 ......... ... .. .. .... 53 274-278 ... 81
157-160 ......... ... .. 54 279-282 ... .. 82
161-164 ..................... 55 283-287 ... 83
165-167 .......... ... .. 56 288-291 ... ... 84
168-171 ... 57 292296 . ... . 85
172-175 ... 58 297-301 ......... .. ... 86
176178 .. ... 59 302-305 ... 87
179-182 ... 60 306-310 ........... .. ........ 88
183-187 ..o 61 311-314 ... ... ... 89
188-191 ..................... 62 315-319 ... ... ... .. 90
192196 ..................... 63 320-323 ... 91
197200 ... 64 324-328 ... 92
201-205 ... . 65 329-332 ... 93
206209 ... 66 333-337 .. ... 94
210-214 ........... ... .. 67 338-342 ... .. 95
216-218 ... ... 68 343-346 ... ... 96
219223 ... 69 347-351 .. ... 97
224-228 ... 70 352-355 ... 98
229-232 ... ... 71 356-360 ..................... 99
233-237 .. 72 361-365 ............. ... ... 100

69-11.1. Regulation of Credit Insurance.

This regulation replaces Regulation 69-11 and provides one comprehensive regulation for all
insurance sold in connection with the Consumer Finance Act or the Consumer Protection Code, as
amended.

A. Background and Purpose. 1976 Code §§ 34-29-10 et seq. is known as the Consumer Finance
Act and provides that accident and health or property insurance sold in conjunction with consumer
loans, as defined in Act 988, shall be subject to rules and regulations adopted by the South Carolina
Insurance Commission. Such rules and regulations are contained in Regulation 69-11 issued October
13, 1967. 1976 Code Title 37 is known as the South Carolina Consumer Protection Code. Act 686 of
1976 amended Act 1241 in many particulars, but neither Act 1241 nor Act 686 amended any of the
insurance or provisions of 1976 Code §§ 34-29-10 et seq., except to provide that such sections shall
apply only to restricted loans and restricted lenders, as defined in Act 686. It is the purpose of this
Regulation to replace Regulation 69-11 and provide one comprehensive regulation for all insurance
sold in connection with the Consumer Finance Act (1976 Code §§ 34-29-10 et seq) or the Consumer
Protection Code (1976 Code Title 37 as amended by Act 686 of 1976).

B. Definitions. For the purpose of this Regulation definitions of words or phrases herein relating to
types of loans and other financial transactions on which insurance is permitted and relating to all types
of lenders and financial organizations that are subject to the types of supervision or regulation as
defined in the Consumer Finance Act or the Consumer Protection Code, shall be those definitions set
forth in said Act and said Code, respectively.

C. Provisions Applicable to Restricted Loans and Restricted Lenders.

(1) Forms.



(a) General: All forms of policies, certificates, or other evidence of insurance used in South
Carolina or covering South Carolina lives, property or interests must be filed with and approved
by the Chief Insurance Commissioner before use in this State. Forms offered for filing and
approval must be submitted in duplicate and, if approved for use in the State, one counterpart of
each form will be marked as approved and returned to the insurer affected to serve as evidence of
compliance with the Act and § 38-61-20 of the 1976 Code. Filing and approval of forms as
required hereunder shall be deemed prima facie evidence of compliance with the provisions of the
South Carolina Consumer Finance Act by the insurer and the agent.

The Chief Insurance Commissioner shall disapprove any form if it contains provisions which are
unjust, unfair, inequitable, misleading, deceptive or which encourages misrepresentation of
coverage or is contrary to any provision of the South Carolina Code of Laws or any rule or
regulation issued thereunder.

(b) Life Insurance: Where the borrower pays for the cost of credit life insurance written
individually or under a group contract, no form will be approved unless the insurer can
demonstrate that the coverage provided in such form bears a reasonable and bona fide relation to
the hazard or risk of loss to be assumed by the insurer proposing to issue such form of contract.

No form providing level term life insurance will be approved unless the insurer offering such
form can demonstrate to the satisfaction of the Commission that the coverage provided thereun-
der is a lawful requirement of the Act.

If individual life insurance policies do not state the reserve method used by the insurer, the
insurer must notify the Insurance Department of its reserve method pursuant to §§ 38-5-60,
38-9-170, and 38-9-180 of the 1976 Code.

(c) Accident and Health Insurance: All coverages must be written on forms providing for a
maximum three (3) day waiting period for a covered disability with benefits to be retroactive to the
first day of disability.

(d) Property Insurance: Property insurance must cover the property of a borrower used to
secure a loan, and the amount of insurance must not exceed the reasonable value of the property
insured.

Single interest coverage and dual interest coverage may be offered pursuant to the Act, but the
borrower must have the option to purchase either single interest or dual interest. If the lender
does not represent an insurer writing dual interest property insurance, a reasonable effort must be
made by the lender to obtain dual interest property insurance for the account of the borrower if
he requests such coverage. When a borrower specifically requests dual interest coverage, he may
also request a term of coverage to exceed the term of the secured loan.

No insurer or agent may lawfully issue a policy or charge an insurance premium to cover
property securing a loan if such a property is not eligible for coverage under the forms approved
for use by such insurer in this State.

(e) Non-Filing Insurance: Non-filing insurance is authorized under the provisions of the South
Carolina Consumer Protection Code, and such coverage may be written on forms and rates as
approved by the Chief Insurance Commissioner, provided that the premiums payable for such
insurance in lieu of perfecting a security interest do not exceed the fees and charges authorized by
law.

(2) Basic Statistical Plan. To comply with 1976 Code § 34-29-160, which specifies that credit
accident and health and credit property insurance rates shall be deemed excessive if the loss ratio
resulting from their use may reasonably be expected to be less than fifty percent, the Commission
has adopted a Basic Statistical Plan to be used by all insurers writing insurance pursuant to the Act.
The data specified in the Basic Statistical Plan shall be filed under oath by March 1 of each year for
the business of the preceding calendar year, and shall be submitted both as part of the Annual
Statement, on forms prescribed by the Chief Insurance Commissioner, and as a separate document,
sworn to by an officer of the company. The data required are:



Direct Losses

Direct Direct Paid Direct
Premiums Premiums (Deducting Losses
Line of Insurance Written Earned Salvage) Incurred
Accident & Health (1) (2) 3) (4)

(1) Group and Individual
Accident and Health

Property

(1) Automobile Fire and Theft
Single Interest

(2) Automobile Collision
Single Interest

(3) Household Goods
Single Interest

(4) Household Goods
Dual Interest

The definitions of Direct Premiums Written, Direct Premiums Earned, Direct Losses Paid
(Deducting Salvage) and Direct Losses Incurred shall be the definitions applicable to the Annual
Statement.

The Commission may take all reasonable steps to insure the accuracy of the data submitted.
Failure of the entries submitted as part of the Annual Statement to agree with the corresponding
entries submitted as a separate document will be prima facie evidence of inaccuracy. Other
indications of possible inaccuracy may be investigated.

(3) Compilation of Statistics by Commission—Determination of Rates. As soon as practicable after
March 1 of each year, after satisfying itself of the accuracy of the data submitted under the Basic
Statistical Plan, the Commission will compile the total earned premiums and incurred losses for all
insurers submitting data, for each line of insurance, for the preceding calendar year. These totals,
together with such corresponding totals for previous calendar years as are available, will be adjusted
to a common rate base, to determine the rate for each line of insurance which may reasonably be
expected to produce a loss ratio of not less than fifty percent for the following calendar year. In
making this determination the Commission shall give due consideration to past and prospective loss
experience and to all other relevant factors within and outside of this State.

(4) Promulgation of Tentative Rates by Commission. On or before August 1 of each year, the
Commission shall notify all insurers writing credit insurance under 1976 Code §§ 34-29-10 et seq, of
the rates which it believes may reasonably be expected to produce a loss ratio of not less than fifty
percent in the following calendar year. Every insurer which feels aggrieved by any of the rates so
promulgated shall have fifteen days to request a public hearing with respect to such rate or rates.
Following such hearing or hearings, the Commission shall either modify its previous determination
or reaffirm it. Such modification or reaffirmation shall be made before October 1.

(5) Promulgation of Final Rates by Commission. On or before October 1 of each year, the
Commission shall notify all insurers of the rates which shall become effective on new policies issued
on or after January 1 of the following year.

(6) Filing of Rates by Insurers. On or before December 1 of each year, each insurer shall notify
the Commission of its intention to use rates no higher than the final rates promulgated by the
Commission for the lines of insurance which it writes.

D. Provisions Applicable to Lenders and Financial Organizations and to Loans and Other Financial
Transactions Subject to Article 4 of the Consumer Protection Code [1976 Code Title 37, Chapter 4].
(1) Application. These provisions are applicable to insurance provided or to be provided in
relation to a consumer credit sale, a consumer credit lease, or a consumer loan, other than as
excepted in 1976 Code § 37-4-102, Subsection (2) of the Consumer Protection Code.
(2) Forms.

(a) General: All forms of policies, certificates or other evidence of insurance used in South
Carolina or covering South Carolina lives, property or interests must be filed with and approved



by the Chief Insurance Commissioner before use in this State. Forms offered for filing and
approval must be submitted in duplicate, and if approved for use in the State, one counterpart of
each form will be marked as approved and returned to the insurer affected to serve as evidence of
compliance with the South Carolina Consumer Protection Code and § 38-61-20 of the 1976 Code.
Filing and approval of forms as required hereunder shall be deemed prima facie evidence of
compliance with the provisions of the South Carolina Consumer Protection Code by the insurer
and the agent.

The Chief Insurance Commissioner shall disapprove any form if it contains provisions which are
unjust, unfair, inequitable, misleading, deceptive or encourages misrepresentation of coverage, or
is contrary to any provision of the South Carolina Code of Laws or any rule or regulation issued
thereunder.

(b) Life Insurance: Where the borrower pays for the cost of credit life insurance written
individually or under a group contract, no form will be approved unless the insurer can
demonstrate that the coverage provided in such form bears a reasonable and bona fide relation to
the hazard or risk of loss to be assumed by the insurer proposing to issue such form of contract.

If individual life insurance policies do not state the reserve method used by the insurer, the
insurer must notify the Insurance Department of its reserve method pursuant to §§ 38-5-60,
38-9-170 and 38-9-180 of the 1976 Code.

(¢c) Accident and Health Insurance: All coverages of credit accident and health insurance
written hereunder must be written on forms providing for either a fourteen (14) or thirty (30) day
retroactive coverage.

(d) Property Insurance: Property insurance must cover the property of a borrower used to
secure a loan, and the amount of insurance must not exceed the reasonable value of the property
insured.

No insurer or agent may lawfully issue a policy or charge an insurance premium to cover
property securing a loan if such property is not eligible for coverage under the forms approved for
use by such insurer in this State.

(e) Non-Filing Insurance. Non-filing insurance is authorized under the provisions of the South
Carolina Consumer Protection Code, and such coverage may be written on forms and rates as
approved by the Chief Insurance Commissioner, provided that the premiums payable for such
insurance in lieu of perfecting a security interest do not exceed the fees and charges authorized by
law.

(3) Basic Statistical Plan. To comply with 1976 Code § 37-4-203(4) of the South Carolina
Consumer Protection Code, which provides that premium rates and premium rate levels for credit
accident and health insurance shall be calculated to produce and maintain a ratio of losses incurred
to premiums earned, or reasonably expected to be earned, of approximately fifty percent, the
Commission has adopted a Basic Statistical Plan to be used by all insurers writing such insurance
under the Code. The data specified in the Basic Statistical Plan shall be filed under oath by March 1
of each year for the business of the preceding calendar year, and shall be submitted both as a part of
the Annual Statement, and on separate forms prescribed by the Chief Insurance Commissioner,
sworn to by an officer of the company.

The Commission may take all reasonable steps to insure the accuracy of the data submitted.
Failure of the entries submitted as a part of the Annual Statement to agree with the corresponding
entries submitted on the separate forms prescribed by the Chief Insurance Commissioner will be
deemed prima facie evidence of inaccuracy. Other indications of possible inaccuracy may be
investigated.

(4) Compilation of Statistics by Commission—Determination of Rates. As soon as practicable after
March 1 of each year, after satisfying itself of the accuracy of the data submitted under the Basic
Statistical Plan, the Commission will compile the total earned premiums and incurred losses for all
insurers submitting data, for such credit accident and health insurance, for the preceding calendar
year. These totals, together with such corresponding totals for previous calendar years as are
available, will be adjusted to a common rate base, to determine the rate for each plan of benefits and
class of business for credit accident and health insurance which may be calculated to produce and
maintain a ratio of losses incurred, or reasonably expected to be incurred, to premiums earned, or



reasonably expected to be earned, of approximately fifty percent. In making this determination, the
Commission shall give due consideration to past and prospective loss experience and to all other
relevant factors within and outside of this State.

(5) Promulgation of Tentative Rates by Commission. On or before August 1 of each year, the
Commission shall notify all insurers writing credit accident and health insurance through Supervised
Lenders under the South Carolina Consumer Protection Code, of the rates which it believes may
reasonably be expected to produce and maintain a ratio of losses incurred, or reasonably expected to
be incurred, to premiums earned, or reasonably expected to be earned, of approximately fifty
percent in the following calendar year. Every insurer which feels aggrieved by any of the rates so
promulgated shall have fifteen days to request a public hearing with respect to such rate or rates.
Following such hearing, or hearings if more than one, the Commission shall either modify its
previous determination or reaffirm it. Such modification or reaffirmation shall be made before
October 1.

(6) Promulgation of Final Rates by Commission. On or before October 1 of each year, the
Commission shall notify all insurers of the rates which shall become effective on new policies of credit
accident and health insurance issued hereunder on or after January 1 of the following year.

(7) Filing of Rates by Insurers. On or before December 1 of each year, each insurer shall notify
the Commission of its intention to use rates no higher than the final rates of credit accident and
health insurance promulgated by the Commission for the plan of benefits of such insurance which it
writes.

(8) Implementation of this Regulation. The Basic Statistical Plan applicable to all credit insurance
sold in conjunction with Restricted loans, as defined in B., shall be the Basic Statistical Plan
prescribed by C.(2). This Plan shall be used for the recording of statistics by insurers for calendar
year 1977, to be reported by March 1, 1978.

The Basic Statistical Plan applicable to all credit insurance sold in conjunction with Supervised
Loans, as defined in B., shall be in conformance with D.(3), and as promulgated by Order 01-77.

The South Carolina Insurance Commission will notify all interested insurers by Order of any
change in either Basic Statistical Plan applicable to the business of a calendar year by July 1 of the
preceding calendar year.

69-12. Variable Contracts.

PART A—VARIABLE ANNUITIES
Article I: Authority.

Part A of this Regulation, applicable to variable annuities, is promulgated under the authority of S.
C. Code § 38-67-40 (1976).

Article II: Definitions.
As used in Part A of this Regulation:

(1) The term ‘“variable annuity” shall mean any policy or contract which provides for annuity
benefits which vary according to the investment experience of any separate account or accounts
maintained by the insurer as to such policy or contract, as provided for in S. C. Code § 38-67-10 (1976)
or pursuant to the corresponding section of the insurance laws of the state of domicile of a foreign or
alien insurer.

(2) “Agent” shall mean any individual licensed by the Commissioner as a life insurance agent.
(3) “Commissioner” shall mean the Chief Insurance Commissioner of South Carolina.
Article ITI: Qualification of Insurance Companies to Issue Variable Annuities.

(1) No insurance company shall deliver or issue for delivery variable annuities within this State
unless (a) it is licensed or organized to do a life insurance or annuity business in this State, and (b) the
Commissioner is satisfied that its condition or method of operation in connection with the issuance of
such contracts will not render its operation hazardous to the public or its policyholders in this State. In
this connection, the Commissioner shall consider among other things:

(1) The history and financial condition of the company;

(i)) The character, responsibility and fitness of the officers and directors of the company;



(ili) The law and regulation under which the company is authorized in its state of domicile to issue
variable annuities.

(2) If the company is a subsidiary of an admitted life insurance company, or affiliated with such
company by common management or ownership, it may be deemed by the Commissioner to have
satisfied the provisions of clause (b) of Paragraph (1) hereof if either it or such admitted life company
satisfies the aforementioned provisions; provided, further, that companies licensed and having a
satisfactory record of doing business in this State for a period of at least three years may be deemed to
have satisfied the Commissioner with respect to clause (b) of Paragraph (1) above.

(3) Before any company shall deliver or issue for delivery variable annuities within this State it shall
submit to the Commissioner (a) a general description of the kinds of variable annuities it intends to
issue, (b) if requested by the Commissioner, a copy of the statutes and regulations of its state of
domicile under which it is authorized to issue variable annuities, and (c) if requested by the
Commissioner, biographical data with respect to officers and directors of the company on such forms
as the Commissioner may approve.

Article IV: Separate Account.

A domestic company issuing variable annuities shall establish one or more separate accounts
pursuant to S. C. Code § 38-67-10 (1976), subject to the following provisions of this Article:

(I)(a) Except as may be provided with respect to reserves for guaranteed benefits and funds referred
to in Paragraph (1)(b), (i) amounts allocated to any separate account and accumulations thereon may
be invested and reinvested without regard to any requirements or limitations prescribed by the laws of
this State governing the investments of life insurance companies, and (ii) the investments in such
separate account or accounts shall not be taken into account in applying the investment limitations
otherwise applicable to the investments of the company.

(b) Reserves for (i) benefits guaranteed as to dollar amount and duration, and (i) funds
guaranteed as to principal amount or stated rate of interest may be maintained in a separate
account, if a portion of the assets of such separate account at least equal to such reserve liability is
invested in accordance with the laws and regulations of this State governing the investments of life
insurance companies. Such portion of the assets also shall not be taken into account in applying the
investment limitations otherwise applicable to the investments of the company.

(c) With respect to 75% of the market value of the total assets in a separate account, no company
shall purchase or otherwise acquire the securities of any issuer, other than securities issued or
guaranteed as to principal or interest by the United States, if immediately after such purchase or
acquisition the market value of such investment, together with prior investments of such separate
account in such security taken at market, would exceed 10% of the market value of the assets of said
separate account; provided, however, that the Commissioner may waive such limitation if, in his
opinion, such waiver will not render the operation of such separate account hazardous to the public
or policyholders in this State.

(d) Unless otherwise permitted by law or approved by the Commissioner, no company shall
purchase or otherwise acquire for its separate accounts the voting securities of any issuer if as a result
of such acquisition the insurance company and its separate accounts, in the aggregate, will own more
than 10% of the total issued and outstanding voting securities of such issuer; provided, that the
foregoing shall not apply with respect to securities held in separate accounts, the voting rights in
which are exercisable only in accordance with instructions from persons having interest in such
accounts.

(e) The limitations provided in Paragraphs (1)(c) and (1)(d) above shall not apply to the
investment with respect to a separate account in the securities of an investment company registered
under the Investment Company Act of 1940, provided that the investments of such investment
company comply in substance with Paragraphs (1)(c) and (1)(d) hereof.

(2) Unless otherwise approved by the Commissioner, assets allocated to a separate account shall be
valued at their market value on the date of valuation, or if there is no readily available market, then as
provided under the terms of the contract or the rules or other written agreement applicable to such
separate account; provided, that unless otherwise approved by the Commissioner, the portion, if any,
of the assets of such separate account equal to the company’s reserve liability with regard to the



benefits and funds referred to in clauses (i) and (ii) of Paragraph (1)(b) shall be valued in accordance
with the rules otherwise applicable to the company’s assets.

(3) If and to the extent so provided under the applicable contracts, that portion of the assets of any
such separate account equal to the reserves and other contract liabilities with respect to such account
shall not be chargeable with liabilities arising out of any other business the company may conduct.

(4) Notwithstanding any other provisions of law, a company may

(a) with respect to any separate account registered with the Securities and Exchange Commission
as a unit investment trust, exercise voting rights in connection with any securities of a regulated
investment company registered under the Investment Company Act of 1940 and held in such
separate accounts in accordance with instructions from persons having interests in such accounts
ratably as determined by the company, or

(b) with respect to any separate account registered with the Securities and Exchange Commission
as a management investment company, establish for such account a committee, board, or other body,
the members of which may or may not be otherwise affiliated with such company and may be elected
to such membership by the vote of persons having interests in such account ratably as determined by
the company. Such committee, board or other body may have the power, exercisable alone or in
conjunction with others, to manage such separate account and the investment of its assets.

A company, committee, board or other body may make such other provisions in respect to any such
separate account as may be deemed appropriate to facilitate compliance with requirements of any
federal or state law now or hereafter in effect; provided that the Commissioner approves such
provisions as not hazardous to the public or the company’s policyholders in this State.

(5) No sale, exchange or other transfer of assets may be made by a company between any of its
separate accounts or between any other investment account and one or more of its separate accounts
unless, in the case of a transfer into a separate account, such transfer is made solely to establish the
account or to support the operation of the contracts with respect to the separate account to which the
transfer is made, and unless such transfer, whether into or from a separate account, is made (a) by a
transfer of cash, or (b) by a transfer of securities having a valuation which could be readily determined
in the marketplace, provided that such transfer of securities is approved by the Commissioner. The
Commissioner may authorize other transfers among such accounts, if, in his opinion, such transfers
would not be inequitable.

(6) The company shall maintain in each separate account assets with a value at least equal to the
reserves and other contract liabilities with respect to such account, except as may otherwise be
approved by the Commissioner.

(7) Rules under any provision of the insurance laws of this State or any regulation applicable to the
officers and directors of insurance companies with respect to conflict of interest shall also apply to
members of any separate accounts committee, board or other similar body. No officer or director of
such company nor any member of the committee, board or body of a separate account shall receive
directly or indirectly any commission or any other compensation with respect to the purchase or sale of
assets of such separate account.

Article V: Filing of Contracts.

The filing requirements applicable to variable annuities shall be those filing requirements otherwise
applicable under existing statutes and regulations of this State with respect to individual and group life
insurance and annuity contract form filings, to the extent appropriate.

Article VI: Variable Annuity Contracts.

(1) Any variable annuity providing benefits payable in variable amounts delivered or issued for
delivery in this State shall contain a statement of the essential features of the procedures to be followed
by the insurance company in determining the dollar amount of such variable benefits. Any such
contract, including a group contract and any certificate in evidence of variable benefits issued
thereunder, shall state that such dollar amount will vary to reflect investment experience and shall
contain on its first page a clear and prominent statement to the effect that the benefits thereunder are
on a variable basis.

(2) Tllustrations of benefits payable under any variable annuity shall not include projections of past
investment experience into the future or attempted predictions of future investment experience;



provided that nothing contained herein is intended to prohibit use of hypothetical assumed rates of
return to illustrate possible levels of benefits.

(3) No individual variable annuity contract calling for the payment of periodic stipulated payments
to the insurer shall be delivered or issued for delivery in this State unless it contains in substance the
following provision or provisions which in the opinion of the Commissioner are more favorable to the
holders of such contracts:

(a) A provision that there shall be a period of grace of 30 days or of one month, within which any
stipulated payment to the insurer falling due after the first may be made, during which period of
grace the contract shall continue in force. The contract may include a statement of the basis for
determining the date as of which any such payment received during the period of grace shall be
applied to produce the values under the contract arising therefrom;

(b) A provision that, at any time within one year from the date of default, in making periodic
stipulated payments to the insurer during the life of the annuitant and unless the cash surrender
value has been paid, the contract may be reinstated upon payment to the insurer of such overdue
payments as required by the contract, and of all indebtedness to the insurer on the contract,
including interest. The contract may include a statement of the basis for determining the date as of
which the amount to cover such overdue payments and indebtedness shall be applied to produce the
values under the contract arising therefrom;

(4) Any variable annuity contract delivered or issued for delivery in this State shall stipulate the
investment increment factors to be used in computing the dollar amount of variable benefits or other
variable contractual payments or values thereunder, and may guarantee that expense and/or mortality
results shall not adversely affect such dollar amounts. In the case of an individual variable annuity
contract under which the expense and mortality results may adversely affect the dollar amount of
benefits, the expense and mortality factors shall be stipulated in the contract.

In computing the dollar amount of variable benefits or other contractual payments or values under
an individual variable annuity contract:
(a) The annual net investment increment assumption shall not exceed 5% except with the
approval of the Commissioner.

(b) To the extent that the level of benefits may be affected by future mortality results, the
mortality factor shall be determined from the Annuity Mortality Table for 1949, ultimate, or any
modification of that table not having a lower life expectancy at any age, or, if approved by the
Commissioner, from another table.

“Expense” as used in this Paragraph, may exclude some or all taxes, as stipulated in the contract.

(5) The reserve liability for variable annuities shall be established pursuant to the requirements of S.
C. Code § 38-9-180 (1976) (the Standard Valuation Law) in accordance with actuarial procedures that
recognize the variable nature of the benefits provided and any mortality guarantees.

Article VII: Nonforfeiture Benefits.

(1) This Article shall not apply to any (i) reinsurance, (ii) group annuity contract purchased in
connection with one or more retirement plans or plans of deferred compensation established or
maintained by or for one or more employers (including partnerships or sole proprietorships),
employee organizations, or any combination thereof, or other than plans providing individual
retirement accounts or individual retirement annuities under Section 408 of the Internal Revenue
Code, as now or hereafter amended, (iii) premium deposit fund, (iv) investment annuity, (v) immediate
annuity, (vi) deferred annuity contract after annuity payments have commenced, (vii) reversionary
annuity, or to any (viii) contract which is to be delivered outside this state through an agent or other
representative of the company issuing the contract.

(2) To the extent that any variable annuity contract provides benefits which do not vary in
accordance with the investment performance of a separate account before the annuity commencement
date, such contract shall contain provisions which satisfy the requirements of Chapter 69 of Title 38 of
1976 Code, (the Standard Nonforfeiture Law for Deferred Annuities) and shall not otherwise be
subject to this Article.

(3) In the case of a contract issued one hundred eighty (180) days after the effective date of this
regulation, no variable annuity contract, except as stated in Paragraphs (1) and (2), shall be delivered



or issued for delivery in this state unless it contains in substance the following provisions, or
corresponding provisions which in the opinion of the Commissioner are at least as favorable to the
contractholder, upon cessation of payment of considerations under the contract:

(a) That upon cessation of payment of considerations under a contract, the company will grant a
paid-up annuity benefit on a plan described in the contract that complies with Paragraph (7). Such
description will include a statement of the mortality table, if any, and guaranteed or assumed interest
rates used in calculating annuity payments.

(b) If a contract provides for a lump sum settlement at maturity, or at any other time, that upon
surrender of the contract at or prior to the commencement of any annuity payments, the company
will pay in lieu of any paid-up annuity benefit a cash surrender benefit as described in the contract
that complies with Paragraph (8). The contract may provide that the company reserves the right, at
its option, to defer the determination and payment of any cash surrender benefit for any period
during which the New York Stock Exchange is closed for trading (except for normal holiday closing)
or when the Securities and Exchange Commission has determined that a state of emergency exists
which may make such determination and payment impractical.

(c) A statement that any paid-up annuity, cash surrender or death benefits that may be available
under the contract are not less than the minimum benefits required by any statute of the state in
which the contract is delivered and an explanation of the manner in which such benefits are altered
by the existence of any additional amounts credited by the company to the contract, any indebted-
ness to the company on the contract or any prior withdrawals from or partial surrenders of the
contract.

(4) The minimum values as specified in this Article of any paid-up annuity, cash surrender or death
benefits available under a variable annuity contract shall be based upon nonforfeiture amounts meeting
the requirements of this paragraph.

The minimum nonforfeiture amount on any date prior to the annuity commencement date shall be
an amount equal to the percentages of net considerations (as specified in Paragraph 5) increased (or
decreased) by the net investment return allocated to the percentages of net considerations, which
amount shall be reduced to reflect the effect of:

(1) any partial withdrawals from or partial surrenders of the contract;
(i) the amount of any indebtedness on the contract, including interest due and accrued;

(i) an annual contract charge not less than zero and equal to (a) the lesser of thirty dollars
($30.00) and 2% of the end of year contract value less (b) the amount of any annual contract charge
deducted from any gross considerations credited to the contract during such contract year; and

(iv) a transaction charge of ten dollars ($10.00) for each transfer to another separate account or to
another investment division within the same separate account.

“Net investment return” means the rate of investment return to be credited to the variable annuity
contract in accordance with the terms of the contract after deductions for tax charges, if any, and for
asset charges either at a rate not in excess of that stated in the contract, or in the case of a contract
issued by a non-profit corporation under which the contractholder participates fully in the invest-
ment, mortality and expense experience of the account, in an amount not in excess of the actual
expense not offset by other deductions. The net investment return to be credited to a contract shall
be determined at least monthly.

The annual contract charge of thirty dollars ($30.00) and the transaction charge of ten dollars
($10.00) referred to above will be adjusted to reflect changes in the Consumer Price Index in
accordance with Paragraph (6).

(5) The percentages of net considerations used to define the minimum nonforfeiture amount in
Paragraph (4) shall meet the requirements of this paragraph.

(a) With respect to contracts providing for periodic considerations, the net considerations for a
given contract year used to define the minimum nonforfeiture amount shall be an amount not less
than zero and shall be equal to the corresponding gross considerations credited to the contract
during that contract year less an annual contract charge of thirty dollars ($30.00) and less a
collection charge of one dollar and twenty-five cents ($1.25) per consideration credited to the
contract during that contract year less any charges for premium taxes. The percentages of net



considerations shall be sixty-five percent (65%) for the first contract year and eighty-seven and one-
half percent (87 %:%) for the second and later contract years. Notwithstanding the provisions of the
preceding sentence, the percentage shall be sixty-five percent (65%) of the portion of the total net
consideration for any renewal contract year which exceeds by not more than two times the sum of
those portions of the net considerations in all prior contract years for which the percentage was sixty-
five percent (65%).

(b) With respect to contracts providing for a single consideration, the net consideration used to
define the minimum nonforfeiture amount shall be the gross consideration less a contract charge of
seventy-five dollars ($75.00) and less any charge for premium taxes. The percentage of the net
consideration shall be ninety percent (90%).

The annual contract charge of thirty dollars ($30.00), the collection charge of one dollar and
twenty-five cents ($1.25) per collection, and the single consideration contract charge of seventy-five
dollars ($75.00) referred to above, will be adjusted to reflect changes in the Consumer Price Index in
accordance with Paragraph (6).

(6) Demonstration that a contract’s nonforfeiture amounts comply with this Article shall be based on
the following assumptions:

(a) Values should be tested at the ends of each of the first twenty (20) contract years;
(b) A net investment return of 7% per year should be used;

(c) If the contract provides for transfers to another separate account or to another investment
division within the same separate account, one transfer per contract year should be assumed;

(d) In determining the state premium tax, if any, applicable to the contract, the state of residence
should be assumed to equal the state of delivery;

(e) With respect to contracts providing for periodic considerations, monthly considerations of
$100 should be assumed for each of the first 240 months;

(f) With respect to contracts providing for a single consideration, a $10,000 single consideration
should be assumed; and

(g) The following contract charges should be used:

(1) For contracts filed in 1980 or earlier, the annual contract charge of thirty dollars ($30.00)
referred to in Paragraphs (4) and (5), the charge of ten dollars ($10.00) per transfer referred to in
Paragraph (4), the collection charge of one dollar and twenty-five cents ($1.25) per consideration
referred to in Paragraph (5), and the contract charge of seventy-five dollars ($75.00) referred to in
Paragraph (5)(b).

(2) For contracts filed in 1981 or later, the above contract charges multiplied by the ratio of (i)
the Consumer Price Index for June of the calendar year preceding the date of filing, to (ii) the
Consumer Price Index for June, 1979.

(h) If the contract provides for allocation of considerations to both fixed and variable accounts,
100% of the considerations should be assumed to be allocated to the variable account.

As used herein, the Consumer Price Index means such Index for all urban consumers for all items
as published by the Bureau of Labor Statistics of the United States Department of Labor or its
SUCCESsor.

If publication of the Consumer Price Index ceases, or if such Index otherwise becomes unavailable
or is altered in such a way as to be unusable, the Commissioner will substitute an index he deems to
be suitable.

(7) Any paid-up annuity benefit available under a variable annuity contract shall be such that its
present value on the annuity commencement date is at least equal to the minimum nonforfeiture
amount on the date. Such present value shall be computed using the mortality table, if any, and the
guaranteed or assumed interest rates used in calculating the annuity payments.

(8) For variable annuity contracts which provide cash surrender benefits, the cash surrender benefit
at any time prior to the annuity commencement date shall not be less than the minimum nonforfeiture
amount next computed after the request for surrender is received by the company. The death benefit
under such contracts shall be at least equal to the cash surrender benefits.



(9) Any variable annuity contract which does not provide cash surrender benefits or does not
provide death benefits at least equal to the minimum nonforfeiture amount prior to the annuity
commencement date shall include a statement in a prominent place in the contract that such benefits
are not provided.

(10) Notwithstanding the requirements of this Article, a variable annuity contract may provide
under the situations specified in (a) or (b) below that the company, at its option, may cancel the annuity
and pay the contractholder its accumulated value and by such payment be released of any further
obligation under such contract:

(a) if at the time the annuity becomes payable the accumulated value is less than $2,000, or would
provide an income the initial amount of which is less than $20 per month; or

(b) if prior to the time the annuity becomes payable under a periodic payment variable annuity
contract no considerations have been received under the contract for a period of two (2) full years
and both (i) the total considerations paid prior to such period, reduced to reflect any partial
withdrawals from or partial surrenders of the contract and (ii) the accumulated value, amount to less
than $2,000.

(11) For any variable annuity contract which provides, within the same contract by rider or
supplemental contract provision, both annuity benefits and life insurance benefits that are in excess of
the greater of cash surrender benefits or a return of the gross considerations with interest, the
minimum nonforfeiture benefits shall be equal to the sum of the minimum nonforfeiture benefits for
the annuity portion and the minimum nonforfeiture benefits, if any, for the life insurance portion
computed as if each portion were a separate contract. Notwithstanding the provisions of Paragraph (4),
additional benefits payable (a) in the event of total and permanent disability, (b) as reversionary
annuity or deferred reversionary annuity benefits, or (c) as other policy benefits additional to life
insurance, endowment, and annuity benefits, and considerations for all such additional benefits shall be
disregarded in ascertaining the minimum nonforfeiture amounts, paid-up annuity, cash surrender and
death benefits that may be required by this Article. The inclusion of such additional benefits shall not
be required in any paid-up benefits, unless such additional benefits separately would require minimum
nonforfeiture amounts, paid-up annuity, cash surrender and death benefits.

Article VIII: Required Reports.

(1) Any company issuing individual variable annuities shall mail to the contractholder at least once
in each contract year after the first at his last address known to the company, a statement or statements
reporting the investments held in the separate account. The company shall submit annually to the
Commissioner a statement of business of its separate account or accounts in such form as may be
approved by the Commissioner.

(2) Any company issuing individual variable annuities shall mail to the contractholder at least once
in each contract year after the first at his last address known to the company a statement reporting as
of a date not more than four months previous to the date of mailing. In the case of an annuity contract
under which payments have not yet commenced, the report shall contain (a) the number of
accumulation units credited to such contract and the dollar value of a unit, or (b) the value of the
contractholder’s account.

Article IX: Foreign Companies.

If the law or regulation in the place of domicile of a foreign company provides a degree of
protection to policyholders and the public which is substantially equal to that provided by these
regulations, the Commissioner, to the extent deemed appropriate by him in his discretion, may
consider compliance with such law or regulation as compliance with these regulations.

Article X: Qualifications of Agents for the Sale of Variable Annuities.

(I)(@) No person may sell or offer for sale in this state any variable annuity contract unless such
person is an agent and has filed with the Commissioner, in a form satisfactory to the Commissioner,
evidence that such person holds any license or authorization which may be required for the solicitation
or sale of variable annuity contracts by any federal or state securities law.

(b) Any examination required by the Commissioner for the purpose of determining the eligibility
of any person for licensing as an agent shall, after the effective date of this regulation, include such
questions concerning the history, purpose, regulation, and sale of variable annuity contracts as the
Commissioner deems appropriate.



(2) Any person qualified in this state under this Article to sell or offer to sell variable annuity
contracts shall immediately report to the Commissioner:

(a) Any suspension or revocation of his agents license in any other state or territory of the United
States;

(b) The imposition of any disciplinary sanction, including suspension or expulsion from member-
ship, suspension, or revocation of or denial of registration, imposed upon him by any national
securities exchange, or national securities association, or any federal, state, or territorial agency with
jurisdiction over securities or variable annuity contracts;

(¢) Any judgment or injunction entered against him on the basis of conduct deemed to have
involved fraud, deceit, misrepresentation, or violation of any insurance or securities law or regula-
tion.

(3) The Commissioner may reject any application or suspend or revoke or refuse to renew any
agent’s qualification under this Article to sell or offer to sell variable annuity contracts or impose
monetary penalties upon any ground that would warrant similar disciplinary action arising out of the
agent’s sale of other life insurance contracts in this state. The rules governing any proceeding relating
to the suspension or revocation of an agent’s license shall also govern any proceeding for suspension or
revocation of an agent’s qualification to sell or offer to sell variable annuity contracts.

PART B—VARIABLE LIFE INSURANCE

Article I: Authority.

Section 1. Authority.

Part B of this Regulation, applicable to variable life insurance, is promulgated under the authority of
S. C. Code § 38-67-40 (1976).

Article IT: Definitions.

As used in Part B of this Regulation:

Section 1. Affiliate.

“Affiliate” of an insurer means any person, directly or indirectly, controlling, controlled by, or under
common control with such insurer; any person who regularly furnishes investment advice to such
insurer with respect to its separate accounts for which a specific fee or commission is charged; or any
director, officer, partner, or employee of such insurer, controlling or controlled person, or person
providing investment advice or any member of the immediate family of such person.

Section 2. Agent.
“Agent” means any individual licensed by the Commissioner as a life insurance agent.
Section 3. Assumed Investment Rate.

“Assumed investment rate” means the rate of investment return which would be required to be
credited to a variable life insurance policy, after deduction of charges for taxes, investment expenses,
and mortality and expense guarantees to maintain the variable death benefit equal at all times to the
amount of death benefit, other than incidental insurance benefits, which would be payable under the
plan of insurance if the death benefit did not vary according to the investment experience of the
separate account.

Section 4. Benefit Base.

“Benefit base” means the amount to which the net investment return is applied.
Section 5. Commissioner.

“Commissioner” means the Chief Insurance Commissioner of South Carolina.
Section 6. Control.

“Control” (including the terms “controlling”, “controlled by” and “under common control with”)
means the possession, direct or indirect, of the power to direct or cause the direction of the
management and policies of a person, whether through the ownership of voting securities, by contract
other than a commercial contract for goods or non-management services, or otherwise, unless the
power is the result of an official position with or corporate office held by the person. Control shall be
presumed to exist if any person, directly or indirectly, owns, controls, holds with the power to vote, or



holds proxies representing more than ten (10) percent of the voting securities of any other person.
This presumption may be rebutted by a showing made to the satisfaction of the Commissioner that
control does not exist in fact. The Commissioner may determine, after furnishing all persons in interest
notice and opportunity to be heard and making specific findings of fact to support such determination,
that control exists in fact, notwithstanding the absence of a presumption to that effect.

Section 7. Flexible Premium Policy.

“Flexible premium policy” means any variable life insurance policy other than a scheduled premium
policy as defined in this Article.

Section 8. General Account.

“General account” means all assets of the insurer other than assets in separate accounts established
pursuant to S. C. Code § 38-67-10 (1976) or pursuant to the corresponding section of the insurance
laws of the state of domicile of a foreign or alien insurer, whether or not for variable life insurance.

Section 9. Incidental Insurance Benefit.

“Incidental insurance benefit” means all insurance benefits in a variable life insurance policy, other
than the variable death benefit and the minimum death benefit, including but not limited to accidental
death and dismemberment benefits, disability benefits, guaranteed insurability options, family income,
or term riders.

Section 10. May.
“May” is permissive.
Section 11. Minimum Death Benefit.

“Minimum death benefit” means the amount of the guaranteed death benefit, other than incidental
insurance benefits, payable under a variable life insurance policy regardless of the investment
performance of the separate account.

Section 12. Net Investment Return.

“Net Investment Return” means the rate of investment return in a separate account to be applied to
the benefit base.

Section 13. Person.
“Person” means an individual, corporation, partnership, association, trust, or fund.
Section 14. Policy Processing Day.

“Policy processing day” means the day on which charges authorized in the policy are deducted from
the policy’s cash value.

Section 15. Scheduled Premium Policy.

“Scheduled premium policy” means any variable life insurance policy under which both the amount
and timing of premium payments are fixed by the insurer.

Section 16. Separate Account.

“Separate account” means a separate account established pursuant to S. C. Code § 38-67-10 (1976),

or pursuant to the corresponding section of the insurance laws of the state of domicile of a foreign or
alien insurer.

Section 17. Shall.
“Shall” is mandatory.
Section 18. Variable Death Benefit.

“Variable death benefit” means the amount of the death benefit, other than incidental insurance
benefits, payable under a variable life insurance policy dependent on the investment performance of
the separate account, which the insurer would have to pay in the absence of any minimum death
benefit.

Section 19. Variable Life Insurance Policy.

“Variable life insurance policy” means any individual policy which provides for life insurance the
amount or duration of which varies according to the investment experience of any separate account or
accounts established and maintained by the insurer as to such policy, pursuant to S. C. Code § 38-67-10



(1976), or pursuant to the corresponding section of the insurance laws of the state of domicile of a
foreign or alien insurer.

Article ITI: Qualification of Insurer to Issue Variable Life Insurance.

The following requirements are applicable to all insurers either seeking authority to issue variable
life insurance in this state or having authority to issue variable life insurance in this state.

SECTION 1. Licensing and Approval to do Business in this State.

An insurer shall not deliver or issue for delivery in this state any variable life insurance policies
unless:

(a) the insurer is licensed or organized to do a life insurance business in this state;

(b) the insurer has obtained the written approval of the Commissioner for the issuance of variable
life insurance policies in this state. The Commissioner shall grant such written approval only after he
has found that:

(1) the plan of operation for the issuance of variable life insurance policies is not unsound;

(2) the general character, reputation, and experience of the management and those persons or
firms proposed to supply consulting, investment, administrative, or custodial services to the insurer
are such as to reasonably assure competent operation of the variable life insurance business of the
insurer in this state; and

(3) the present and foreseeable future financial condition of the insurer and its method of
operation in connection with the issuance of such policies is not likely to render its operation
hazardous to the public or its policyholders in this state. The Commissioner shall consider, among
other things:

(A) the history of operation and financial condition of the insurer;

(B) the qualifications, fitness, character, responsibility, reputation and experience of the officers
and directors and other management of the insurer and those persons or firms proposed to
supply consulting, investment, administrative, or custodial services to the insurer;

(C) the applicable law and regulations under which the insurer is authorized in its state of
domicile to issue variable life insurance policies. The state of entry of an alien insurer shall be
deemed its state of domicile for this purpose; and

(D) if the insurer is a subsidiary of, or is affiliated by common management or ownership with
another company, its relationship to such other company and the degree to which the requesting
insurer, as well as the other company, meets these standards.

SECTION 2. Filing for Approval to do Business in this State.

The Commissioner may, at his discretion, require that an insurer, before it delivers or issues for
delivery any variable life insurance policy in this state, file with this Department the following
information for the consideration of the Commissioner in making the determination required by
Section 1, subsection (b) of this Article:

(a) copies of and a general description of the variable life insurance policies it intends to issue;

(b) a general description of the methods of operation of the variable life insurance business of the
insurer, including methods of distribution of policies and the names of those persons or firms
proposed to supply consulting, investment, administrative, custodial or distributive services to the
insurer;

(c) with respect to any separate account maintained by an insurer for any variable life insurance
policy, a statement of the investment policy the issuer intends to follow for the investment of the assets
held in such separate account, and a statement of procedures for changing such investment policy. The
statement of investment policy shall include a description of the investment objectives intended for the
separate account;

(d) a description of any investment advisory services contemplated as required by Section 10 of
Article VI;

(e) a copy of the statutes and regulations of the state of domicile of the insurer under which it is
authorized to issue variable life insurance policies;



(f) biographical data with respect to officers and directors of the insurer on forms approved by the
Commissioner; and

(g) a statement of the insurer’s actuary describing the mortality and expense risks which the insurer
will bear under the policy.

SECTION 3. Standards of Suitability.

Every insurer seeking approval to enter into the variable life insurance business in this state shall
establish and maintain a written statement specifying the Standards of Suitability to be used by the
insurer. Such Standards of Suitability shall specify that no recommendation shall be made to an
applicant to purchase a variable life insurance policy and that no variable life insurance policy shall be
issued in the absence of reasonable grounds to believe that the purchase of such policy is not unsuitable
for such applicant on the basis of information furnished after reasonable inquiry of such applicant
concerning the applicant’s insurance and investment objectives, financial situation and needs, and any
other information known to the insurer or the agent making the recommendation.

SECTION 4. Use of Sales Materials.

An insurer authorized to transact variable life insurance business in this state shall not use any sales
material, advertising material, or descriptive literature or other materials of any kind in connection
with its variable life insurance business in this state which is false, misleading, deceptive, or inaccurate.

SECTION 5. Requirements Applicable to Contractual Services.

Any material contract between an insurer and suppliers of consulting, investment, administrative,
sales, marketing, custodial, or other services with respect to variable life insurance operations shall be
in writing and provide that the supplier of such services shall furnish the Commissioner with any
information or reports in connection with such services which the Commissioner may request in order
to ascertain whether the variable life insurance operations of the insurer are being conducted in a
manner consistent with these regulations, and any other applicable law or regulations.

SECTION 6. Reports to the Commissioner.

Any insurer authorized to transact the business of variable life insurance in this state shall submit to
the Commissioner, in addition to any other materials which may be required by this regulation or any
other applicable laws or regulations:

(a) an Annual Statement of the business of its separate account or accounts in such forms as may be
approved by the Commissioner; and

(b) prior to its use in this state, any information furnished to applicants as provided for in Article
VII; and

(c) prior to its use in this state, the form of any of the Reports to Policyholders as provided for in
Article IX; and

(d) such additional information concerning its variable life insurance operations or its separate
accounts as the Commissioner shall deem necessary.

Any material submitted to the Commissioner under this Section shall be disapproved if it is found to
be false, misleading, deceptive, or inaccurate in any material respect and, if previously distributed, the
Commissioner shall require the distribution of amended material.

SECTION 7. Authority of Commissioner to Disapprove.

Any material required to be filed with and approved by the Commissioner shall be subject to
disapproval if at any time it is found by him not to comply with the standards established in this
regulation.

Article IV: Insurance Policy Requirements.

Policy Qualification. The Commissioner shall not approve any variable life insurance form filed
pursuant to this regulation unless it conforms to the requirements of this Article.

SECTION 1. Filing of Variable Life Insurance Policies.

All variable life insurance policies, and all riders, endorsements, applications and other documents
which are to be attached and made a part of the policy, and which relate to the variable nature of the
policy, shall be filed with the Commissioner and approved by him prior to delivery or issuance for
delivery in this state.



(a) The procedures and requirements for such filing and approval shall be, to the extent appropri-
ate and not inconsistent with this regulation, the same as those otherwise applicable to other life
insurance policies.

(b) The Commissioner may approve variable life insurance policies and related forms with provi-
sions the Commissioner deems to be not less favorable to the policyholder and the beneficiary than
those required by this regulation.

SECTION 2. Mandatory Policy Benefit and Design Requirements.

Variable life insurance policies delivered or issued for delivery in this state shall comply with the
following minimum requirements.

(a) Mortality and expense risks shall be borne by the insurer. The mortality and expense charges
shall be subject to the maximums stated in the contract.

(b) For scheduled premium policies, a minimum death benefit shall be provided in an amount at
least equal to the initial face amount of the policy so long as premiums are duly paid [subject to the
provisions of Section 4(b) of this Article];

(c) The policy shall reflect the investment experience of one or more separate accounts established
and maintained by the insurer. The insurer must demonstrate that the reflection of investment
experience in the variable life insurance policy is actuarially sound.

(d) Each variable life insurance policy shall be credited with the full amount of the net investment
return applied to the benefit base.

(e) Any changes in variable death benefits of each variable life insurance policy shall be determined
at least annually.

(f) The cash value of each variable life insurance policy shall be determined at least monthly. The
method of computation of cash values and other non-forfeiture benefits, as described either in the
policy or in a statement filed with the Commissioner of the state in which the policy is delivered, or
issued for delivery, shall be in accordance with the actuarial procedures that recognize the variable
nature of the policy. The method of computation must be such that, if the net investment return
credited to the policy at all times from the date of issue should be equal to the assumed investment rate
with premiums and benefits determined accordingly under the terms of the policy, then the resulting
cash values and other non-forfeiture benefits must be at least equal to the minimum values required by
Chapter 63 of Title 38 of the 1976 Code (the Standard Nonforfeiture Law for Life Insurance) for a
general account policy with such premiums and benefits. The assumed investment rate shall not
exceed the maximum interest rate permitted under the Standard Nonforfeiture Law of this state. If the
policy does not contain an assumed investment rate, this demonstration shall be based on the
maximum interest rate permitted under the Standard Nonforfeiture Law. The method of computation
may disregard incidental minimum guarantees as to the dollar amounts payable. Incidental minimum
guarantees include, but are not limited to, a guarantee that the amount payable at death or maturity
shall be at least equal to the amount that otherwise would have been payable if the net investment
return credited to the policy at all times from the date of issue had been equal to the assumed
investment rate.

(g) The computation of values required for each variable life insurance policy may be based upon
such reasonable and necessary approximations as are acceptable to the Commissioner.

SECTION 3. Mandatory Policy Provisions.
Every variable life insurance policy filed for approval in this state shall contain at least the following:
(a) The coverage page or pages corresponding to the cover page of each such policy shall contain:

(1) A prominent statement in either contrasting color or in boldface type that the amount or
duration of death benefit may be variable or fixed under specified conditions;

(2) A prominent statement in either contrasting color or in boldface type that cash values may
increase or decrease in accordance with the experience of the separate account subject to any
specified minimum guarantees;

(3) A statement describing any minimum death benefit required pursuant to Section 2(b) of this
Article;



(4) The method, or a reference to the policy provision which describes the method, for determin-
ing the amount of insurance payable at death;

(5) A captioned provision that the policyholder may return the variable life insurance policy
within 10 days of receipt of the policy by the policyholder, and receive a refund of premiums. Unless
otherwise provided by state law, the policy may provide that the refund shall equal the total of all
premium payments for the policy, or shall equal the sum of (A) the difference between the premiums
paid including any policy fees or other charges and the amounts allocated to any separate accounts
under the policy and (B) the value of the amounts allocated to any separate accounts under the
policy, on the date the returned policy is received by the insurer or its agent.

(6) Such other items as are currently required for fixed benefit life insurance policies and which
are not inconsistent with this regulation.

(b)(1) For scheduled premium policies, a provision for a grace period of not less than thirty-one days
from the premium due date which shall provide that when the premium is paid within the grace
period, policy values will be the same, except for the deduction of any overdue premium, as if the
premium were paid on or before the due date.

(2) For flexible premium policies, a provision for a grace period beginning on the policy
processing day when the total charges authorized by the policy that are necessary to keep the policy
in force until the next policy processing day exceed the amounts available under the policy to pay
such charges in accordance with the terms of the policy. Such grace period shall end on a date not
less than 61 days after the mailing date of the Report to Policyholders required by Section 3 of
Article IX.

The death benefit payable during the grace period will equal the death benefit in effect
immediately prior to such period less any overdue charges. If the policy processing days occur
monthly, the insurer may require the payment of not more than 3 times the charges which were due
on the policy processing day on which the amounts available under the policy were insufficient to
pay all charges authorized by the policy that are necessary to keep such policy in force until the next
policy processing day.

(c) For scheduled premium policies, a provision that the policy will be reinstated at any time within
two years from the date of default upon the written application of the insured and evidence of
insurability, including good health, satisfactory to the insurer, unless the cash surrender value has been
paid or the period of extended insurance has expired, upon the payment of any outstanding
indebtedness arising subsequent to the end of the grace period following the date of default together
with accrued interest thereon to the date of reinstatement and payment of an amount not exceeding
the greater of:

(1) All overdue premiums with interest at a rate not exceeding the policy loan interest rate in
effect for the period during and after the lapse of the policy and any indebtedness in effect at the
end of the grace period following the date of default with interest at a rate not exceeding the policy
loan interest rate in effect for the period during and after the lapse of the policy; or

(2) 110% of the increase in cash value resulting from reinstatement plus all overdue premiums for
incidental insurance benefits with interest at a rate not exceeding the policy loan interest at a rate
not exceeding the policy loan interest rate in effect for the period during and after the lapse of the
policy.

(d) A full description of the benefit base and of the method of calculation and application of any
factors used to adjust variable benefits under the policy;

(e) A provision designating the separate account to be used and stating that:

(1) The assets of such separate account shall be available to cover the liabilities of the general
account of the insurer only to the extent that the assets of the separate account exceed the liabilities
of the separate account arising under the variable life insurance policies supported by the separate
account.

(2) The assets of such separate account shall be valued as often as any policy benefits vary, but at
least monthly.

(f) A provision specifying what documents constitute the entire insurance contract under state law;



(g) A designation of the officers who are empowered to make an agreement or representation on
behalf of the insurer and an indication that statements by the insured, or on his behalf, shall be
considered as representations and not warranties;

(h) An identification of the owner of the insurance contract;
(i) A provision setting forth conditions or requirements as to the designation, or change of

designation, of a beneficiary and a provision for disbursement of benefits in the absence of a
beneficiary designation;

(j) A statement of any conditions or requirements concerning the assignment of the policy;

(k) A description of any adjustments in policy values to be made in the event of misstatement of age
or sex of the insured;

(I') A provision that the policy shall be incontestable by the insurer after two years from the date of
issue, provided, however, that any increase in the amount of the policy’s death benefits subsequent to
the policy issue date, which increase occurred upon a new application or request of the owner and was
subject to satisfactory proof of the insured’s insurability, shall be incontestable after two years from the
date of issue of such increase;

(m) A provision stating that the investment policy of the separate account shall not be changed
without the approval of the Commissioner of the state of domicile of the insurer, and that the approval
process is on file with the Commissioner of this state;

(n) A provisions that payment of variable death benefits in excess of any minimum death benefits,
cash values, policy loans, or partial withdrawals (except when used to pay premiums) or partial
surrenders may be deferred:

(1) For up to six months from the date of request, if such payments are based on policy values
which do not depend on the investment performance of the separate account, or

(2) Otherwise, for any period during which the New York Stock Exchange is closed for trading
(except for normal holiday closing) or when the Securities and Exchange Commission has deter-
mined that a state of emergency exists which may make such payment impractical.

(0) If settlement options are provided, at least one such option shall be provided on a fixed basis
only;

(p) A description of the basis for computing the cash value and the surrender value under the policy
shall be included;

(@) Premiums or charges for incidental insurance benefits shall be stated separately;

(r) Any other policy provision required by this regulation;

(s) Such other items as are currently required for fixed benefit life insurance policies and are not
inconsistent with this regulation.

(t) A provision for nonforfeiture insurance benefits. The insurer may establish a reasonable mini-
mum cash value below which any nonforfeiture insurance options will not be available.

SECTION 4. Policy Loan Provisions.

Every variable life insurance policy, other than term insurance policies and pure endowment
policies, delivered or issued for delivery in this state shall contain provisions which are not less
favorable to the policyholder than the following:

(a) A provision for policy loans after the policy has been in force for three (3) full years which
provides the following:

(1) At least 75% of the policy’s cash surrender value may be borrowed.

(2) The amount borrowed shall bear interest at a rate not to exceed that permitted by state
insurance law.

(3) Any indebtedness shall be deducted from the proceeds payable on death.
(4) Any indebtedness shall be deducted from the cash surrender value upon surrender or in
determining any nonforfeiture benefit.

(5) For scheduled premium policies, whenever the indebtedness exceeds the cash surrender value,
the insurer shall give notice of any intent to cancel the policy if the excess indebtedness is not repaid



within thirty-one days after the date of mailing of such notice. For flexible premium policies,
whenever the total charges authorized by the policy that are necessary to keep the policy in force
until the next following policy processing day exceed the amounts available under the policy to pay
such charges, a report must be sent to the policyholder containing the information specified by
Section 3 or Article IX.

(6) The policy may provide that if, at any time, so long as premiums are duly paid, the variable
death benefit is less than it would have been if no loan or withdrawal had ever been made, the
policyholder may increase such variable death benefit up to what it would have been if there had
been no loan or withdrawal by paying an amount not exceeding 110% of the corresponding increase
in cash value and by furnishing such evidence of insurability as the insurer may request.

(7) The policy may specify a reasonable minimum amount which may be borrowed at any time but
such minimum shall not apply to any automatic premium loan provision.

(8) No policy loan provision is required if the policy is under the extended insurance nonforfei-
ture option.

(9) The policy loan provisions shall be constructed so that variable life insurance policyholders
who have not exercised such provisions are not disadvantaged by the exercise thereof.

(10) Amounts paid to the policyholders upon the exercise of any policy loan provision shall be
withdrawn from the separate account and shall be returned to the separate account upon repayment
except that a stock insurer may provide the amounts for policy loans from the general account.
SECTION 5. Other Policy Provisions.

The following provision may in substance be included in a variable life insurance policy or related
form delivered or issued for delivery in this state:

(a) An exclusion for suicide within two (2) years of the issue date of the policy; provided, however,
that to the extent of the increased death benefits only, the policy may also provide an exclusion for
suicide within two (2) years of any increase in death benefits which result from an application of the
owner subsequent to the policy issue date;

(b) Incidental insurance benefits may be offered on a fixed or variable basis;
(c) Policies issued on a participating basis shall offer to pay dividend amounts in cash. In addition,
such policies may offer the following dividend options:
(1) the amount of the dividend may be credited against premium payments;

(2) the amount of the dividend may be applied to provide amounts of additional fixed or variable
benefit life insurance;

(3) the amount of the dividend may be deposited in the general account at a specified minimum
rate of interest;

(4) the amount of the dividend may be applied to provide paid-up amounts of fixed benefit one-
year term insurance;

(5) the amount of the dividend may be deposited as a variable deposit in a separate account.

(d) A provision allowing the policyholder to elect in writing in the application for the policy or
thereafter an automatic premium loan on a basis not less favorable than that required of policy loans
under Section 4 of this Article, except that a restriction may be imposed that no more than two
consecutive premiums can be paid under this provision.

(e) A provision allowing the policyholder to make partial withdrawals;
(f) Any other policy provision approved by the Commissioner.
Article V: Reserve Liabilities for Variable Life Insurance.

(1) Reserve liabilities for variable life insurance policies shall be established under S. C. Code
§ 38-9-180 (1976) (the Standard Valuation Law) in accordance with actuarial procedures that recog-
nize the variable nature of the benefits provided and any mortality guarantees.

(2) For scheduled premium policies, reserve liabilities for the guaranteed minimum death benefit
shall be the reserve needed to provide for the contingency of death occurring when the guaranteed
minimum death benefit exceeds the death benefit that would be paid in the absence of the guarantee,



and shall be maintained in the general account of the insurer and shall not be less than the greater of
the following minimum reserve:

(a) The aggregate total of the term costs, if any, covering a period of one full year from the
valuation date, of the guarantee on each variable life insurance contract, assuming an immediate
one-third depreciation in the current value of the assets in the separate account followed by a net
investment return equal to the assumed investment rate; or

(b) The aggregate total of the “attained age level” reserved on each variable life insurance
contract. The “attained age level” reserve on each variable life insurance contract shall not be less
than zero and shall equal the “residue”, as described in Paragraph (1), of the prior year’s “attained
age level” reserve on the contract, with any such “residue”, increased or decreased by a payment
computed on an attained age basis as described in Paragraph (2) below.

(1) The “residue” of the prior year’s “attained age level” reserve on each variable life insurance
contract shall not be less than zero and shall be determined by adding interest at the valuation
interest rate to such prior year’s reserve, deducting the tabular claims based on the “excess”, if
any, of the guaranteed minimum death benefit over the death benefit that would be payable in the
absence of such guarantee, and dividing the net result by the tabular probability of survival. The
“excess” referred to in the preceding sentence shall be based on the actual level of death benefits
that would have been in effect during the preceding year in the absence of the guarantee, taking
appropriate account of the reserve assumptions regarding the distribution of death claim pay-
ments over the year.

(2) The payment referred to in Subsection 2(b) of this Article shall be computed so that the
present value of a level payment of that amount each year over the future premium paying period
of the contract is equal to (A) minus (B) minus (C), where (A) is the present value of the future
guaranteed minimum death benefits, (B) is the present value of the future death benefits that
would be payable in the absence of such guarantee, and (C) is any “residue”, as described in
Paragraph (1), of the prior year’s “attained age level” reserve on such variable life insurance
contract. If the contract is paid-up, the payment shall equal (A) minus (B) minus (C). The amounts
of the future death benefits referred to in (B) shall be computed assuming a net investment return
of the separate account which may differ from the assumed investment rate and/or the valuation
interest but in no event may exceed the maximum interest rate permitted for the valuation of life
contracts.

(c) The valuation interest rate and mortality table used in computing the two minimum reserves
described in (a) and (b) above shall conform to permissible standards for the valuation of life
insurance contracts. In determining such minimum reserve, the company may employ suitable
approximations and estimates, including but not limited to groupings and averages.

(3) For flexible premium policies, reserve liabilities for any guaranteed minimum death benefit shall
be maintained in the general account of the insurer and shall not be less than the aggregate total of the
term costs, if any, covering the period provided for in the guarantee not otherwise provided for by the
reserves held in the separate account assuming an immediate one-third depreciation in the current
value of the assets of the separate account followed by a net investment return equal to the valuation
interest rate.

The valuation interest rate and mortality table used in computing this additional reserve, if any, shall
conform to permissible standards for the valuation of life insurance contracts. In determining such
minimum reserve, the company may employ suitable approximations and estimates, including but not
limited to groupings and averages.

(4) Reserve liabilities for all fixed incidental insurance benefits and any guarantees associated with
variable accidental insurance benefits shall be maintained in the general account and reserve liabilities
for all variable aspects of the variable incidental insurance benefits shall be maintained in a separate
account, in amounts determined in accordance with the actuarial procedures appropriate to such
benefit.

Article VI: Separate Accounts.

The following requirements apply to the establishment and administration of variable life insurance
separate accounts by any domestic insurer:

Section 1. Establishment and Administration of Separate Accounts.



Any domestic insurer issuing variable life insurance shall establish one or more separate accounts
pursuant to S. C. Code § 38-67-10 (1976).

(a) If no law or other regulation provides for the custody of separate account assets and if such
insurer is not the custodian of such separate account assets, all contracts for custody of such assets shall
be in writing and the Commissioner shall have authority to review and approve of both the terms of
any such contract and the proposed custodian prior to the transfer of custody.

(b) Such insurer shall not without prior written approval of the Commissioner employ in any
material in connection with the handling of separate account assets any person who:
(1) within the last ten years has been convicted of any felony or a misdemeanor arising out of such
person’s conduct involving embezzlement, fraudulent conversion, or misappropriation of funds or
securities or involving violation of Sections 1341, 1342 or 1343 of Title 18, United States Code; or

(2) within the last ten years has been found by any state regulatory authority to have violated or
has acknowledged violation of any provision of any state insurance law involving fraud, deceit, or
knowing misrepresentation; or

(3) within the last ten years has been found by federal or state regulatory authorities to have
violated or has acknowledged violation of any provision of federal or state securities laws involving
fraud, deceit, or knowing misrepresentation.

(c) All persons with access to the cash, securities, or other assets of the separate account shall be
under bond in such amounts as the Commissioner may in his discretion prescribe.

(d) The assets of such separate accounts shall be valued at least as often as variable benefits are
determined but in any event at least monthly.

SECTION 2. Amounts in the Separate Account.

The insurer shall maintain in each separate account assets with a value at least equal to the greater of
the valuation reserves for the variable portion of the variable life insurance policies or the benefit base
for such policies.

SECTION 3. Investments by the Separate Account.

(a) No sale, exchange, or other transfer of assets may be made by any insurer or any of its affiliates
between any of its separate accounts or between any other investment account and one or more of its
separate accounts unless:

(1) in case of transfer into a separate account, such transfer is made solely to establish the account
or to support the operation of the policies with respect to the separate account to which the transfer
is made; and

(2) such transfer, whether into or from a separate account, is made by a transfer of cash; but
other assets may be transferred if approved by the Commissioner in advance.

(b) The separate account shall have sufficient net investment income and readily marketable assets to
meet anticipated withdrawals under policies funded by the account.

SECTION 4. Limitations on Ownership.

(a) A separate account shall not purchase or otherwise acquire the securities of any issuer, other than
securities issued or guaranteed as to principal and interest by the United States, if immediately after
such purchase or acquisition the value of such investment, together with prior investments of such
account in such security valued as required by these regulations, would exceed 10% of the value of the
assets of the separate account. The Commissioner may waive this limitation in writing if he believes
such waiver will not render the operation of the separate account hazardous to the public or the
policyholders in this state.

(b) No separate account shall purchase or otherwise acquire the voting securities of any issuer if as a
result of such acquisition the insurer and its separate accounts in the aggregate, will own more than
10% of the total issued and outstanding voting securities of such issuer. The Commissioner may waive
this limitation in writing if he believes such waiver will not render the operation of the separate
account hazardous to the public or the policyholders in this state or jeopardize the independent
operation of the issuer of such securities.

(c) The percentage limitation specified in Subsection (a) of this Section shall not be construed to
preclude the investment of the assets of separate accounts in shares of investment companies registered



pursuant to the Investment Company Act of 1940 or other pools of investment assets if the investments
and investment policies of such investment companies or asset pools comply substantially with the
provisions of Section 3 of this Article and other applicable portions of this regulation.

SECTION 5. Valuation of Separate Account Assets.

Investments of the separate account shall be valued at their market value on the date of valuation, or
at amortized cost if it approximates market value.

SECTION 6. Separate Account Investment Policy.

The investment policy of a separate account operated by a domestic insurer filed under Section 2(c)
of Article II shall not be changed without first filing such change with the Commissioner.

(1) Any change filed pursuant to this Section shall be effective sixty days after the date it was filed
with the Commissioner, unless the Commissioner notifies the insurer before the end of such sixty-day
period of his disapproval of the proposed change. At any time the Commissioner may, after notice and
public hearing, disapprove any change that has become effective pursuant to this Section.

(2) The Commissioner may disapprove the change if he determines that the change would be
detrimental to the interests of the policyholders participating in such separate accounts.
SECTION 7. Charges Against Separate Account.

The insurer must disclose in writing, prior to or contemporaneously with delivery of the policy, all
charges that may be made against the separate account, including, but not limited to, the following:

(1) taxes or reserves for taxes attributable to investment gains and income of the separate account;

(2) actual cost of reasonable brokerage fees and similar direct acquisition and sale costs incurred in
the purchase or sale of separate account assets;

(3) actuarially determined costs of insurance (tabular costs) and the release of separate account
liabilities;

(4) charges for administrative expenses and investment management expenses, including internal
costs attributable to the investment management of assets of the separate account;

(5) a charge, at a rate specified in the policy, for mortality and expense guarantees;
(6) any amounts in excess of those required to be held in the separate accounts;

(7) charges for incidental insurance benefits.

SECTION 8. Standards of Conduct.

Every insurer seeking approval to enter into the variable life insurance business in this state shall
adopt by formal action of its Board of Directors a written statement specifying the Standards of
Conduct of the insurer, its officers, directors, employees, and affiliates with respect to the purchase or
sale of investments of separate accounts. Such Standards of Conduct shall be binding on the insurer
and those to whom it refers. A code or codes of ethics meeting the requirements of Section 17(j) under
the Investment Company Act of 1940 and applicable rules and regulations thereunder shall satisfy the
provisions of this Section.

SECTION 9. Conflicts of Interest.

Rules under any provision of the insurance laws of this state or any regulation applicable to the
officers and directors of insurance companies with respect to conflicts of interest shall also apply to
members of any separate account’s committee or other similar body.

SECTION 10. Investment Advisory Services to a Separate Account.

An insurer shall not enter into a contract under which any person undertakes, for a fee, to regularly
furnish investment advice to such insurer with respect to its separate accounts maintained for variable
life insurance policies unless:

(1) the person providing such advice is registered as an investment adviser under the Investment
Advice Act of 1940; or

(2) the person providing such advice is an investment manager under the Employee Retirement
Income Security Act of 1974, with respect to the assets of each employee benefit plan allocated to the
separate account; or



(3) the insurer has filed with the Commissioner and continues to file annually the following
information and statements concerning the proposed advisor:

(a) the name and form of organization, state of organization, and its principal place of business;

(b) the names and addresses of its partners, officers, directors, and persons performing similar
functions or, if such an investment advisory be an individual, of such individual;

(c) a written Standard of Conduct complying in substance with the requirements of Section B of
this Article which has been adopted by the investment advisor and is applicable to the investment
advisor, its officers, directors, and affiliates;

(d) a statement provided by the proposed advisor as to whether the advisor or any person
associated therewith:

(1) has been convicted within ten years of any felony or misdemeanor arising out of such
person’s conduct as an employee, salesman, officer or director of an insurance company, a banker,
an insurance agent, a securities broker, or an investment advisor involving embezzlement,
fraudulent conversion, or misappropriation of funds or securities, or involving the violation of
Sections 1341, 1342, or 1343 of Title 18 of United States Code;

(i) has been permanently or temporarily enjoined by an order, judgment or decree of any court
of competent jurisdiction from acting as an investment advisor, underwriter, broker or dealer, or
as an affiliated person or as an employee of any investment company, bank, or insurance
company, or from engaging in or continuing any conduct or practice in connection with any such
activity;

(i) has been found by federal or state regulatory authorities to have violated or have
acknowledged violation of any provision of federal or state securities laws or state insurance laws
or of any rule or regulation under any such laws; or

(iv) has been censured, denied an investment advisor registration, had a registration as an
investment advisor revoked or suspended, or been barred or suspended from being associated
with an investment advisor by order of federal or state regulatory authorities; and

(4) such investment advisory contract shall be in writing and provide that it may be terminated by
the insurer without penalty to the insurer or the separate account upon no more than sixty days’
written notice to the investment advisor.

The Commissioner may, after notice and opportunity for hearing, by order require such investment
advisory contract to be terminated if he deems continued operation thereunder to be hazardous to the
public or the insurer’s policyholders.

Article VII: Information Furnished to Applicants.

An insurer delivering or issuing for delivery in this state any variable life insurance policies shall
deliver to the applicant for such policy, and obtain a written acknowledgment of receipt from such
applicant coincident with or prior to the execution of the application, the following information. The
requirements of this Article shall be deemed to have been satisfied to the extent that a disclosure
containing information required by this Article is delivered, either in the form of (1) a prospectus
included in the requirements of the Securities Act of 1933 and which was declared effective by the
Securities Exchange Commission; or (2) all information and reports required by the Employee
Retirement Income Security Act of 1974 if the policies are exempted from the registration require-
ments of the Securities Act of 1933 pursuant to Section 3(a)(2) thereof.

(1) A summary explanation, in non-technical terms, of the principal features of the policy, including
a description of the manner in which the variable benefits will reflect the investment experience of the
separate account and the factors which affect such variation. Such explanation must include notices of
the provision required by Article IV, Sections 3(a)(5) and 3(f).

(2) A statement of the investment policy of the separate account, including:
(a) a description of the investment objectives intended for the separate account and the principal
types of investments intended to be made; and

(b) any restrictions or limitations on the manner in which the operations of the separate account
are intended to be conducted.



(3) A statement of the net investment return of the separate account for each of the last ten years or
such lesser period as the separate account has been in existence.

(4) A statement of the charges levied against the separate account during the previous year.
(5) A summary of the method to be used in valuing assets held by the separate account.

(6) A summary of the federal income tax aspects of the policy applicable to the insured, the
policyholder, and the beneficiary.

(7) Ilustrations of benefits payable under the variable life insurance contract. Such illustrations shall
be prepared by the insurer and shall not include projections of past investment experience into the
future or attempted predictions of future investments experience, provided that nothing contained
herein prohibits use of hypothetical assumed rates of return to illustrate possible levels of benefits if it is
made clear that such assumed rates are hypothetical only.

Article VIII: Applications.

The application for a variable life insurance policy shall contain:

(I) a prominent statement that the death benefit may be variable or fixed under specified
conditions;

(2) a prominent statement that cash values may increase or decrease in accordance with the
experience of the separate account (subject to any specified minimum guarantees);

(3) questions designed to elicit information which enables the insurer to determine the suitability of
variable life insurance for the applicant.

Article IX: Reports to Policyholders.

Any insurer delivering or issuing for delivery in this state any variable life insurance policies shall
mail to each variable life insurance policyholder at his or her last known address the following reports:

(1) Within thirty days after each anniversary of the policy, a statement or statements of the cash
surrender value, death benefit, any partial withdrawal or policy loan, any interest charge, any optional
payments allowed pursuant to Section (4) of Article IV under the policy computed as of the policy
anniversary date. Provided, however, that such statement may be furnished within thirty days after a
specified date in each policy year so long as the information contained therein is computed as of a date
not more than sixty days prior to the mailing of such notice. This statement shall state that, in
accordance with the investment experience of the separate account, the cash values and the variable
death benefit may increase or decrease, and shall prominently identify any value described therein
which may be recomputed prior to the next statement required by this Section. If the policy guarantees
that the variable death benefit on the next policy anniversary date will not be less than the variable
death benefit specified in such statement, the statement shall be modified to so indicate. For flexible
premium policies, the report must contain a reconciliation of the change since the previous report in
cash value and cash surrender value, if different, because of payments made (less deductions for
expense charges), withdrawals, investment experience, insurance charges and any other charges made
against the cash value. In addition, the report must show the projected cash value and cash surrender
value, if different, as of one year from the end of the period covered by the report assuming that: (i)
planned periodic premiums, if any, are paid as scheduled; (ii) guaranteed costs of insurance are
deducted; and (iii) the net return is equal to the guaranteed rate or, in the absence of a guaranteed
rate, is not greater than zero. If the projected value is less than zero, a warning message must be
included that states that the policy may be in danger of terminating without value in the next 12
months unless additional premium is paid.

(2