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PROCEEDI NGS
COW SSI ONER REDMER:  Once agai n, |
apol ogi ze for being late. Good afternoon. [|'m Al
Redrmer, and this is our third public hearing on

specific carrier rate increases for long-termcare

I nsurance for this year. |1'mgoing to apol ogi ze
again in advance, | have to be in Annapolis at 3:30.
So, if we're still going, I'"'mgoing to slip out at

2:30 and turn it over to Cathy and Bob to follow up.
Today's hearing wll focus on several
rate increase requests now before the Maryl and
| nsurance Adm nistration in the individual |ong-term
care market. These include requests fromthe
Maryl and Life and Health Insurance Guaranty
Corporation on behalf of a Penn Treaty Network
Anerica | nsurance Conpany, proposing increases of 10
percent to 88.9 percent, phased in at no nore than
15 percent annually.
Metropolitan Life | nsurance Conpany
proposi ng increases of 15 percent. MedAnerica
| nsurance Conpany proposing increases of 15 percent.

CMFG Life I nsurance Conpany proposing

DTI Court Reporting Sol utions - Washington, DC

1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 08/28/2017 Page 6

1 increases of 15 percent. And Continental Casualty
2 Conpany proposing increases of 32.25 percent, phased
3 in at 15 percent annually over two years.

4 In the group |ong-termcare nmarket, we

5 have requests from Metropolitan Life Insurance

6 Conpany proposing increases of 15 percent, and

7 MedAnerica I nsurance Conpany proposing increases of

8 15 percent.

9 Col l ectively these requests effect about
10 8,165 Maryl and policyhol ders. The goal of today's
11 hearing is for insurance conpany officials to
12 explain their reasons for the rate increases.

13 W will also listen to comments from

14 consuners, producers or other interested parties.
15 And we're here to listen, ask questions fromthe
16 carriers and consuners regarding the specific rate
17 increase request.

18 | would Iike to pause at this noment and
19 introduce the folks who are here with ne fromthe
20 Maryland I nsurance Adm nistration. Wth ne at the
21 table is Todd Switzer, our Chief Actuary. Jeff Ji,

22 Senior Actuary. Adam Zi nmerman, Actuarial Analyst.
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1 To nmy right is Cathy Gason, Chief of

2 Staff. And to ny left is Bob Morrow, our Associate
3 Commi ssioner of Life and Health.

4 Also we've got a Craig Premfromthe

5 office of the actuary, Nancy Miehl berger, Al exa --

6 M5, QUG G Cugig.
7 COW SSI ONER REDMER:  That's exactly how
8 | was going to pronounce it. And welcone aboard,

9 Alexa, good to see you, glad to have you.

10 Let ne first go over a couple of

11 procedures. First, outside there is a handout with
12 all of our contact information onit. So, | would
13 suggest that you feel free to take a copy that you
14 can follow up with any further questions or

15 comments.

16 Secondly, the hearing is intended as a

17 question and answer forum between the Mryl and

18 Insurance Adm nistration and the carriers. And then
19 to get additional feedback from again consuners,

20 producers, advisers, or interested parties.

21 We have accepted sone comments in

22 advance. W will be posting all of the comments on
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1 our website, and we will continue to take -- keep
2 the record open for additional comrents until
3 Tuesday, Septenber the 5th.
4 The transcript of today's neeting as well
5 as all witten testinony submtted will be posted on
6 the website. The transcript and witten testinony
7 wll be available on the MA s |ong-term care page
8 as well as the quasi legislative -- legislation
9 hearing's page.
10 The long-term care page can be found at
11 the M A website by clicking on the |ong-termcare
12 tab located under the quick Iinks section on the
13 left -hand side of the hone page.
14 As a rem nder, we do have a Court
15 Reporter here today to docunent the hearing. So,
16 when you're called if you could please state your
17 nane and affiliation clearly for the record.
18 |f you're dialing in, thank you for
19 joining us. W ask that you please nute your phones
20 wunless you're going to speak. Also any time before
21 speaking if you could restate your nane and

22 organization, that would be hel pful.
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1 We're going to be asking the carriers to
2 come up individually to speak regarding their rate
3 request. And we have an aid from Senat or

4 Klausneier's office. Thank you for joining us.

5 Carriers are going to be called in

6 al phabetical order. And then we will ask interested
7 stake hol ders to speak.

8 So, any questions about the process?

9 Ckay. If not, let's start with CMFG Life |nsurance
10 Conpany.

11 MR SVEDBERG  Good afternoon. M nane
12 John Svedberg, director and actuary representing

13 product managenent for CMFG Life long-termcare

14 business. | would like to thank Comm ssi oner Redner
15 for this opportunity to discuss our current

16 long-termcare filings pending wth the Maryl and

17 I nsurance Adm nistration.

18 CMFG sol d |l ong-term care insurance

19 nationally from 1993 t hrough 2010, and specifically
20 in Maryland from 1997 through 2010. The conpany's
21 two current pending filings wth the |Insurance

22 Adm nistration covers policies sold between 2002
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t hrough 2010 and covered just over 1,650
pol i cyhol ders.

Nati onw de CMFG Life currently provides
coverage for 29,000 policyholders. Once again, we
appreci ate today's opportunity to discuss the
conpany's decision to file for the current rate
I ncreases. This decision did not cone lightly, and
we understand the difficulties these rate increases
can be to our policyhol ders.

To provide nore context, | will discuss
the factors that led to the request as well as the
options CMFG Life makes avail able to help inpacted
policyhol ders mtigate the inpact of any rate
| ncr eases.

CMFG Life is currently requesting a
15 percent rate increase for Maryland policies sold
under both the conpany's 2002 product version and
t he 2006 product version. This request is governed
by Maryl and's regul ated 15 percent request cap.

The conpany has received two prior
15 percent rate increases for the 2002 product,

specifically in 2014 and 2016. The 2006 product

DTI Court Reporting Sol utions - Washington, DC

1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 08/28/2017 Page 11

N

o o1 A~ W

10
11
12
13
14
15
16
17
18
19
20
21
22

received a prior 15 percent increase in 2015.

Wthout the regul ated cap, the maxi mum
rate increase all owed under Maryland's 5885 rate
stabilization standard woul d range from 139 percent
to 145 percent.

The assunptions reviewed to determ ne
t hese expected | oss ratios are standard key
assunptions within the long-termcare industry -
nortality, policy |apse rates and norbidity. Any
portfolio interest rate assunption relies upon the
regul atory statutory valuation rate used for active
i fe policyhol der reserves and, therefore, does not
specifically rely upon the conpany's portfolio
I nterest rates.

Conpany experience was used to the extent
It was statistically credible and suppl enented by
fitting wth industry data. Overall nortality and
| apse rates have been | ower than original pricing
assunptions. This results in nore policyhol ders
available to initiate clains and drive aggregate
cl aim costs higher.

Morbidity rates have been higher than
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1 original pricing assunptions. As nore experience

2 energes, we continue to see increases in the slope
3 of the claimcost curve. So, as policyhol ders grow
4 older, incidence and claimcost increase which

5 ultimately drive increases in the expected lifetinme
6 loss ratios.

7 Again these factors indicate a nuch

8 higher rate increase, 139 to 145 percent, than the
9 15 percent requested by CMFG Life.

10 Additionally it is inportant to note that
11 CVWFG Life is not trying to get back to origina

12 lifetime loss ratios or mninmum |l oss ratios under
13 rate stabilization. Instead we are hoping to

14 achieve only the rate increases needed to bring

15 target ratios at or near 100 percent, thereby

16 sharing the cost with policyhol ders.

17 As we inplement rate increases, CMFG Life
18 comuni cates options available to the policyhol der
19 to help mtigate the increase. Available options
20 include reducing the maxi mumdaily or nonthly
21 Dbenefit, reducing the benefit period, increasing the

22 elimnation period, renove or reduce optional riders
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1 including inflation protection options, exercise a

2 nonforfeiture rider if purchased, or exercise the
3 contingent benefit upon | apse option if it's

4 eligible.

5 CMFG Life has a dedicated long-termcare
6 custoner service on hand to hel p policyhol ders

7 clearly understand these options and hel p them make
8 an informed decision that best suits their needs.

9 We feel that even with the rate

10 increases, our long-termcare product continues to

11 provide needed benefits at a reasonable cost to the
12 policyhol ders.

13 | would like to thank M. Redmer for this
14 opportunity to participate in today's hearing, and

15 would be happy to take your questions.

16 COW SSI ONER REDMER: Thank you. | have

17 got a couple. \What -- what happens to the reserves
18 fromthose policies that are | apsed or where the

19 policyhol der dies?

20 MR SVEDBERG  So, the reserves are

21 calculated in the aggregate across the entire

22 policy. So, that would -- and rel ease of the
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reserves would go towards the overall outl ook of the
bl ock of busi ness.

COW SSI ONER REDMER:  And, so, when the
pricing was put together in 2006, it was based on a
series of projections anong different factors. As
we get to the results of 2016 and to '17, where --
where is the big differential between the actual
experience and what the projections were?

MR. SVEDBERG Are you talking -- you
menti oned 2006 specifically.

COW SSI ONER REDMER: On, that bl ock, or
even tal k about the 2002 bl ock. But, you know, 11
years is not that long. W had -- we had poor
pricing decisions for a couple decades before that.
So, you're creating the pricing in 2006 based on
assunmed interest rates and | apse rates and nortality
and all those kinds of things.

So, where were the big msses in
projections anong the different factors between what
you're seeing in 2017 and what you were projecting
in 20067

MR. SVEDBERG  The primary source has
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been within the norbidity. As | nentioned before in
ny comments, the slope of the norbidity curve has

st eepened and expectations around both the incidence
and the claimcosts have increased.

COW SS| ONER REDVER:  And for 2016, what
was your actual loss ratio for those two bl ocks?

MR. SVEDBERG  So, the 2002 product from
a historical standpoint, the incurred ratio is 45
percent. And for the 2006 filed product, the
incurred ratio is at 15 percent.

And considering that those are stil
relatively early in their life cycle, the trajectory
shows that it's going to be quite a bit higher.

COW SSI ONER REDMER:  Thank you.  Any
questions?

MR SWTZER Are the 1,700 or so nenbers
in Maryland all of your policies in Mryland?

MR. SVEDBERG W have a small bl ock of
policies fromour 1997 product series. | nentioned
t hat these covered only 2002 through 2010. W did
sell in 1997 through 2010. So, there are -- there

is a small block of policies where we have received
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rate increases, and we are at the -- we don't
anticipate to ask rate increases on that bl ock.

MR SWTZER So, the 1,600 is roughly
what percentage of all of your Mryland busi ness,
pl ease, just roughly?

MR SVEDBERG | would have to say well
over 80 percent.

MR SWTZER  Ckay.

MR JI: | have a question. |If the
assunption, future assunption you | ook at that nmaybe
five years later --

THE REPORTER:  Speak up.

MR JlI: ['"Mtalking about assunption,
your future assunptions, when you do study you found
di fferent assunptions, you will update assunptions
li ke norbidity. So, will that effect your future
rate increase requests?

MR. SVEDBERG So, let nme -- let nme echo
back | think what your questionis. 1Is you're
wondering if in the future if we see a further
deterioration of norbidity, would we be com ng back

for a rate I ncrease?
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1 MR JI: Yes.
2 MR. SVEDBERG W have an expectation
3 that if it's outside of a -- a -- an acceptable, the

4 provision for adverse experience, yes, we would have
5 to entertain that idea.

6 MR JlI: Do you have a source |ike how

7 much woul d be source?

8 MR. SVEDBERG W typically anticipate if
9 there is, a 10 percent.

10 MR JlI: Thank you.

11 M5. GRASON. |'ve got one. So, we see

12 that you're asking for 15 percent in accordance with
13 the Maryland regulation. If there was no 15 percent
14 rate cap, is that still what you woul d be asking

15 for? O do your nunbers show that your block --

16 MR. SVEDBERG No, we prefer to -- to

17 have this conpleted as quick as possible and get the
18 policyholders to a point to where they know where

19 they are going to be at. And, so, we would have

20 asked for a higher rate.

21 M5. GRASON. Any idea how much nore?

22 MR. SVEDBERG | don't have that handy.
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M5. GRASON. Ckay. Thank you.

COW SSI ONER REDMER: Al l right. Thanks.
| appreciate it. Next up is Continental Casualty.

MR LAMONT: Good afternoon. M nane is
Seth Lanont. | currently serve as the Assistant
Vice President of Governnent Relations for CNA

| appear before you today in regard to
the long-termcare rate filing of Continental
Casual ty Conpany, which is a principal underwiting
subsidiary of CNA Financi al .

We're grateful for this opportunity to
explain our rate need in greater detail. As the MA
Is aware, long-termcare represents a substanti al
portion of CNA's overall business. As of 2016 the
LTC book accounted for approxinmately 8 percent of
CNA's total gross premumwitten and roughly 42
percent of the conpany's reserving obligation.

The fact that LTC reserves conprise such
a substantial portion of the conpany's total
reserves is reflective of the long tail nature of
t hi s business and serves to highlight the fact that

rate increases are vital to any future policyhol der
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1 obligations.

2 Wiile the reasons for our rate need are

3 not necessarily unique, we respectfully request that
4 the MA and policyhol ders recogni ze these increases
5 are vital to insuring that adequate reserves are

6 available to CNA in order to satisfy future clains.
7 As we have said on a nunber of occasions,
8 CNAis conmtted to neeting policyhol der

9 obligations. The conpany harbors no illusions of
10 profiting fromthis business, rather we seek to

11 insure that we have adequate reserving limts.

12 In addition to our efforts to insure that
13 we are capturing adequate rates, we have al so nade
14 significant investnents in our |long-termcare

15 operations.

16 Despite the fact that CNA's long-term

17 care business is conprised solely of closed lots, we
18 continue to actively manage the business to insure
19 that clains are processed in an appropriate and

20 tinely manner.

21 To reiterate, the conpany's goal wth

22 respect to this rate increase is to break even from
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a financial perspective while nmeeting our

pol i cyhol der obligations. That is why our rate
filing is calculated at a hundred percent lifetinme

|l oss ratio. CNA's current Preferred Solution to

| ong-termcare insurance filing originally requested
an increase of 175 percent on policies that include
an automatic benefit inflation rider only. Any

| ncreases approved on this block of business would
ef fect approxinmately 4,000 Maryl and poli ci es.

| ncluded in the conpany's filing is a
freeze and drop option whereby a policyholder wll
be afforded the option of dropping their inflation
rider in order to avoid the rate increase inits
entirety.

Pol i cyhol ders who choose this freeze and
drop option will retain their current |evel of
i nflation-adjusted benefits.

Upon el ecting to avail thensel ves of the
freeze and drop option, the policyholder's new
prem um woul d be based on their original issue age
w thout the inflation option.

Notably CNA intends to offer the freeze

DTI Court Reporting Sol utions - Washington, DC

1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 08/28/2017 Page 21

10
11
12
13
14
15
16
17
18
19
20
21
22

and drop option regardl ess of the magnitude of any
rate increase approved. In fact this and other
benefit reduction options are available to CNA

pol i cyhol ders on an ongoi ng basi s.

O her benefit reduction options avail abl e
to policyholders to avoid a proposed rate increase
I ncl ude reducing the maxi num benefit period,
reducing the daily benefit, increasing the
elimnation period and droppi ng any other optional
rider.

In addition to the aforenenti oned
options, CNA also offers our policyhol ders the
opportunity to discontinue paying premuns and
retain a lifetinme benefit anmount equivalent to the
nom nal sumof their lifetine prem um paid to-date.

For the experts in the room this is
referred to as the contingent nonforfeiture option,
I's being offered to all insureds regardl ess of issue
age or rate increase anount.

Anecdotal |y we observe that certain
pol i cyhol ders who have chosen this option to be

reasonably satisfied with their decision.
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1 As | appear before you today, CNA's rate
2 need is not owng to factors unique to CNA but

3 rather erroneous assunptions that were nade at the
4 outset by the industry as a whole in our originally
5 filed and approved rates.

6 As nost of you are aware, both nacro

7 oriented assunptions as well as nore mcro oriented
8 assunptions put into place at the outset with

9 respect to long-termcare rates have proved

10 erroneous.

11 From a macro perspective, interest rates
12 have been at or near historically lowlevels for

13 nearly a decade.

14 Froma mcro perspective, persistency

15 remains the key driver of our collective rate need
16 going forward. At the outset as an industry, we

17 projected that four tinmes as many policyhol ders

18 would allow their policies to | apse annually than
19 did soinreality.
20 Long-term care insurance was originally
21 priced as a | apse-supported product which neans that

22 original premuns could be lower for the block if
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sone policyhol ders were assunmed to voluntarily | apse
their policy at sone point in the future w thout
ever going on claim

In rough terns the originally filed and
approved rates across the industry during the md to
| ate ' 90s assuned a 4 percent |apse rate, and
experience has shown that |apse rate to be closer to
1 percent and in some cases |ess than one percent.

This greater than expected persistency
had led to dramatically increased anticipated clains
cost as significantly nore policyhol ders have chosen
to retain their policies than was originally
anticipated. This persistency inpact -- inpact to
rates driven not only by policyhol der |apses but
also lower nortality than expected.

Wiile this is a positive froma societal
perspective, this leads to a larger required rate
need to support additional expected future clains.

Despite a cunul ative rate increase of
nore than 50 percent since the inception of the
current rate action programin 2013, policyhol der

reaction has been a lapse rate of .9 percent with
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1 just 64 policyholders having | apsed.

2 In our view this denonstrates that even

3 in the face of significant increases, policyholders
4 continue to find substantial value in retaining the
5 benefits that are offered under our Preferred

6 Solution long-termcare policies.

7 As noted, long-termcare is significant

8 to CNA froman enterprise perspective with 42

9 percent of our total conpany reserves being devoted
10 to these anticipated liabilities.

11 The conpany renains conmtted to neeting
12 policyhol der obligations fromboth a financial and
13 operational perspective. Policyholders are being
14 afforded a nunber of options to reduce their

15 benefits to avoid the proposed prem um i ncrease.

16 CNA's current experience is not unique

17 but rather on par with that of our peers in terns of
18 the challenges resulting especially fromthe filed
19 and approved original rates and | apse assunptions.
20 Despite significant upward adjustnent in
21 premuns in recent years, the |lapse rate on CNA

22 Preferred Solution policies for the State of
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Maryl and continue to be under 1 percent which again
I ndi cates the policyholders continue to see value in
retaining their coverage.

COW SSI ONER REDMER:  Thank you, Set h.
Any questions for Seth?

MR SWTZER So, you nentioned LTC being
8 percent of gross revenues.

MR, LAMONT: Yes.

MR SWTZER 42 percent of reserves. In
| ooki ng at net incone for '16, |I'mwondering if
there is any internal discussions of subsidizations
across lines. It seens the net inconme overall, we
see problens in LTC, is there any subsidization
across any lines discussed within -- as you | ook at
these LTC i ssues?

MR LAMONT: | don't think cross
subsi di zation of policyholders is sonething that's
under active consideration by our managenent. In
terms of itens where | suppose it could be slight, |
nmean, to the extent that the adm nistrative expense
of the long-termcare, admnistering long-termcare

policies is not necessarily supported by rate, there
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1 is -- there is sone in that respect. But | wouldn't
2 say that there is an active discussion at the
3 leadership | evel concerning cross subsidization as

4 Dbetween policyhol ders.

5 MR SWTZER  Thanks.
6 COW SSI ONER REDMER:  Anybody el se?
7 MR JI: | heard you said the total rate

8 increase can be 175 percent; is that right?

9 MR LAMONT: So, that's what we

10 originally filed. Just the inflation, for those
11 policyholders with inflation protection of which
12 there are 3,984.

13 MR JlI: How has that been decided, that

14 anount, 1757?

15 MR. LAMONT: How has it been arrived at?
16 MR JlI: No, decided, determ ned?
17 COW SSI ONER REDVER: How di d you cone up

18 with 175?

19 MR LAMONT: It was -- it was determ ned
20 that the inflation protection was the primary driver
21 for the rate increase. And, so, that was | oaded

22 into the -- into the rate request for those
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1 policyhol ders.

2 MR JlI: So, you are talking about the

3 lapse assunption is very inportant for this product.
4 |If we originally we were able to approve your total
5 of 175 rate increase, what is the inpact to your

6 |apse? Have you ever |ooked at that?

7 MR. LAMONT: How nuch | apse we woul d

8 anticipate with the 1757

9 MR JI: The inpact to lapse if we

10 approve the total rate increase you originally

11 requested.

12 MR LAMONT: | don't know that that

13 analysis has been conpleted. | can tell you that
14 sone years ago we got 116 percent out of the State
15 of Ohio roughly, and we saw the lapse -- | think it
16 was in the 5 to 7 percent range. | wouldn't -- |
17 wouldn't think the |apse would be extraordinarily
18 high even at those |evels.

19 MR JI: GCkay. Thank you.

20 M5. GRASON. Fol l ow ng up on ny

21 colleague, the Chief Actuary's question about cross

22 subsidizations anong different lines, | oversee the
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1 governnent relations operation for the MA, and

2 that's a question | get fromlegislators al nost

3 every time we talk about |ong-term care.

4 | f you have any feedback on this now, |

5 would love to hear it. If not, | would |ove to hear
6 your subsequent thoughts or frankly any of the

7 carriers out there, is there a public policy

8 reason -- well, | know that the law right now does

9 not ponder cross subsidizations, |ike we can't

10 require you to, but is there a public policy reason
11 fromthe carriers' perspective why that shouldn't be
12 happeni ng?

13 So, in other words if a -- if a statutory
14 conpany is doing quite well as a whole, and one |line
15 of business such as the long-termcare is doing

16 poorly, what would be the public policy reasons
17 against cross subsidizations in your view?
18 MR, LAMONT: | think it would be the | aw
19 for one. | nean, not excessive, inadequate or
20 wunfairly discrimnatory. As a general rule, since
21 the inception of insurance regulation, rates have

22 been made by line. And to ny know edge cross
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subsi di zation is seen as highly undesirable.

So, | think there is a very strong | egal
argunent against it.

M5. GRASON: Certainly, there is a | egal
argunment bases on the current statutes. | don't
think we could require a conpany to cross subsidize
based on the current law. But | was just talking
to a legislator this norning and the sane question
came up.

You know, is that a tool in the tool kit?
| know that the history of insurance regulation is
different, but I'm/looking for tal king points
because - -

MR. LAMONT: | would say froma --
froma practical standpoint, depending on the
financial condition of the particul ar conpany when
you -- | could see a |legislator saying, well, such
and such conpany had a good quarter, and it should
be cross subsidized. But when you | ook at a
situation that CNA has faced with 42 percent of the
reserves being in the LTC space, sinply devoting

sonme portion of earnings to cross subsidization, |
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don't -- | don't think would carry the day in terns
of mtigating the issue. | don't think it would be
adequat e.

That woul d be the key -- the key
stunbling block particularly for conpani es that have
a greater challenge froma reserving perspective
with respect to this |ine.

MR MORROW Let ne go back to
persistency real quick. You said that you expected
the lapse to be far greater than it was. 4 percent
and you got about 1 percent over years. Wat's the
reason for that? What have you figured out was the
result of people staying on?

MR LAMONT: Wiy is it so nmuch [ower? |
don't know that there is data sounding that. |
think it's just the policyhol ders see a trenendous
value in holding onto the product. Particularly for
sone of these ol der products, the benefits are very
rich. The policyhol ders are guaranteed renewabl e.
So, the policyholders have an ability to continue
wth us with no additional health screening.

So, there are a lot of incentives to hang
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1 onto the policy. You know, not the |east of which,
2 | don't want to go as far as to nake a

3 representation of where this is priced versus the

4 market, but | think an argunment can be nmade in

5 general that many of these price -- these products
6 that you will hear about today are priced

7 significantly bel ow what they could be replaced at.
8 So, to the extent that a policyhol der

9 goes to a financial advisor and says, should I hang
10 onto this policy? And | would rather speak of this
11 in general terns rather than a Continental product,
12 the answer is going to be yes. Because the

13 replacenent cost is going to be 2 or 300 percent if
14 the person can pass health screening.

15 So, | nean, | think that's a substanti al
16 reason why you see very |low | apse rates.

17 That and | think that's howit's been fromthe

18 outset. It was assuned that it would be the sanme as
19 a termpolicy, and | think people contenplate their
20 incapacity to a greater extent than they even
21 contenplate their own dem se.

22 And for that reason they want to hang

DTI Court Reporting Sol utions - Washington, DC
1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 08/28/2017 Page 32

1 onto it as a part of an overall financial plan and
2 as a primary vehicle for asset protection.

3 MR MORROW Thank you.

4 COW SSI ONER REDMER:  Anybody el se?

5 Seth, thank you.

6 MR LAMONT: Thank you.

7 COW SSI ONER REDVMER:  Ckay. Let's go to
8 the Maryland Life and Health Insurance Guaranty

9 Fund.

10 M5. HOFFMAN.  Thank you for letting ne
11 speak here today. M nane is Beth Hoffrman, and | am
12 the Executive Director of the Maryland Life and

13 Health I nsurance CGuaranty Corporation. The

14 corporation was created by the legislature and

15 exists to protect Maryland resident policyhol ders
16 when a life, health or annuity conpany licensed in
17 Maryland is declared insolvent and/or |iquidated by
18 the court. An order of liquidation or finding of
19 insolvency statutorily triggers the corporation to
20 provide coverage up to certain limts to Maryl and
21 residents for their life, health or annuity

22 contracts.
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1 The coverage in Maryland is $300,000. On
2 March 1st, 2017 the Commonweal th Court in

3 Pennsylvania found Penn Treaty and its subsidiary,

4 America Network, insolvent and ordered it into

5 liquidation.

6 At that tine the corporation was

7 triggered to provide coverage for approximtely 900
8 Maryland residents.

9 Alittle background history for Penn

10 Treaty and American Network. In the late 1990s the
11 conpany experienced rapid growh in their long-term
12 care business. And given what we know now, the

13 mjority of that business was significantly under
14 priced.

15 It is the contracts issued in this

16 tinefranme that we're seeking premumrate increases
17 for. It's inportant to note that during the period
18 between 2001 and 2008 the conpany sought a nunber of
19 rate increases across the country on the basis that
20 expected clainms experience was anticipated to exceed
21 original assunptions.

22 The conpani es were not able to secure al
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the increases they deened necessary, and as a
consequence of that inability and a significant
deterioration of their financial position, the
Pennsyl vani a | nsurance Conm ssioner placed Penn
Treaty in rehabilitation in January of 2009.

At that tine through our national
organi zation, Novac, a task force was forned to
study the business and financial condition of Penn
Treaty and Anmerican NetworKk.

As part of that study, Long-Term Care
G oup was hired as the task force's actuaria
consultant. And with ne today is Brian Uery who is
the principal consulting actuary for Long-Term Care
G oup.

Based on the extensive analysis of the
conpany's policies and their premumrates by the
task force and the actuarial consultant, the
corporation is seeking approval for their requested
premumrate increases based on the followng -- a
nunber -- the follow ng nunber of factors.

The first is the objective is to charge

pol i cyhol ders going forward a rate that should have
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1 been charged since issuance if the policy had been
2 issued at the $300,000 coverage limt and the

3 actuary had known at issuance what they know now
4 about the experience of the bl ock.

5 The second, the approved rate increases
6 wll bring premumfor these policies nore in |line
7 wth market rates so that policyhol ders of Penn

8 Treaty and ANET are not in a better position than
9 policyhol ders of an insolvent conpany.

10 And third, the target premumrate for
11 each, Penn Treaty and Anmerican Network policy

12 represents the rate policyhol ders shoul d have been
13 paying since the policy was issued assum ng a nunber
14 of factors.

15 For exanple, current know edge about

16 actuarial assunptions based on the experience of the
17 Dblock, a 60 percent clains ratio at the tine of

18 issuance, and benefits capped at the $300, 000

19 coverage Iimt in Maryland for Long-Term Care
20 G@uaranty Association liability coverage.
21 |f the rate increases are approved, each

22 policyholder will be given the option of accepting
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the rate increases or nodifying the policy based on
benefit reduction choices.

One of the choices will be to drop the
inflation benefit rider at current |evels and
adjusting the premumto reflect the benefit going
forward without the inflation benefit rider.

Anot her option wll be to convert the
policy to a paid up policy, where the policy's
i fetinme maxi num benefit would reduce to a specified
anmount cal cul ated for that policyhol der and the
inflation benefit rider associated with term nating.
The policyhol der would not pay prem uns for that
going forward for that option.

And the third option wll be a one tine
cash buyout option for the policyhol der.

We are seeking approval for rate
I ncreases for approximately 536 contracts in
Maryl and.

So, | appreciate the opportunity to speak
to you today. |f you have any questions, | would be
happy to answer it with Brian.

COW SSI ONER REDMER: Any questions for
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1 Beth?

2 Beth, what's the current loss ratio, do
3 you know?

4 MR ULERY: | have got that as this

5 involves ne. For Maryland specifically, 2016 |oss

6 ratio in Maryland was 203.5 percent.

7 COW SSI ONER REDMER: 2307

8 MR, ULERY: 203.

9 COW SSI ONER REDVER: Ckay.

10 MR SWTZER | see you nentioned it

11 started at 900 and it's down to about five hundred.
12 MS. HOFFMAN:  Well, we have

13 responsibility for about 900 contracts, but we're
14 only seeking rate increases for 536 because

15 that's -- those are the -- fromthe tinme period of
16 the late '90s, and the old block -- the old conpany
17 bl ock of business.

18 | think they had a corrective action plan
19 in the early 2000s, and they adopted that corrective
20 action plan. So, we were able to get sone nore

21 capital and shore up that business. And then they

22 Dbegan witing new business after that was |ifted.
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1 So, in the new business, those seemto be
2 priced accurately. Wat we're seeking rate

3 increases for are the policies that were prior to

4 the corrective action plan and are the nost

5 significantly under priced.

6 MR. SWTZER  Thanks.

7 MR JlI: So, what is the rate in other
8 states?

9 MS. HOFFMAN:  Well, there is a national

10 premumrate increase strategy going on, and | know
11 a nunber of other states are now requesting rate

12 increases. | don't know what their percentages are.
13 But | do know that New Jersey just issued rate

14 increases for their ANET -- Penn Treaty wasn't

15 [licensed in New Jersey but Anmerican Network was.

16 And | think there are sone rate increase approval s
17 in the 400 percent range.

18 MR ULERY: So, the request varies by

19 whether the policy's have inflation or not, and it
20 varies by original issue age. In New Jersey the

21 highest rate increase that was approved was 410

22 percent.
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MR JlI: Thank you.

COW SSI ONER REDMER:  Anybody el se?

MR ZI MVERMAN:  So, | have one questi on.
So, assuming the rate increases are approved as
filed, under noderately adverse conditions are there
any additional increases expected?

MR ULERY: Well, the original request in
Maryl and was a simlar structure and by inflation
type and by issue age and so on, and there were
sone -- the highest increase was 90 percent that was
requested. But there were a |l ot of categories or
buckets that had zero, but the overall aggregate
average request is probably in the 30 to 32 percent
range.

And if that was approved, ny
understanding is that there is no intention for
addi ti onal requests.

M5. HOFFMAN: Right. There is no
intention for an additional request.

MR ZI MVERVAN:  Ckay.

AUDI ENCE MEMBER: It's very difficult to

hear frankly.
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COW SSI ONER REDMER:  Sorry. W'l --

AUDI ENCE MEMBER: The people with no
m crophones today for sone reason, but if people
could talk up and really -- I'"man older guy sitting
back here, it would be helpful. | don't know about
t he younger people in the room Their hearing may
be worse than m ne since they wal k around with i Pods
or whatever

COW SSI ONER REDVER:  Bet h, coul d you
repeat that |ast part.

M5. HOFFMAN. We don't anticipate --
there are no plans to ask for additional rate
I ncreases for this block of business. W expect
t hat we woul d hopefully get the rate increases and
we' ve wor ked since 2009 to price themgoing forward
what they shoul d have been pri ced.

So, | do not anticipate that there wll
be another request for a rate increase on this bl ock
of busi ness.

COW SSI ONER REDMER:  Got you.  Thank
you. Anybody else? Al right.

MS. HOFFMAN:  Thank you.
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COW SSI ONER REDVER:  Ckay.

PERSON ON PHONE: M. Redner, could you
pl ease nove the m crophone perhaps on the table in
front of the Reporter, it's very hard to hear on the
line as well.

COW SSI ONER REDMVER: Ckay. On the
phone we will go to MedAnerica Life Insurance
Conpany.

MR. KINNEY: Yes, thank you. And good
afternoon. M nane is Patrick Kinney. |'m managing
actuary for long-termcare pricing at MedAnerica
| nsurance Conpany. M. Redner, admnistration staff
and guests, thank you for the opportunity to appear
via phone today regarding our long-termcare premum
rate increase filing.

Qur office actually noved over the
weekend, and | needed to be here this norning to get
settled in. So, thank you for accomvdati ng ne.

Today' s hearing concerns our requested
premumrate increases on individual and group
product issued prior to Septenber 1st, 2005. W

refer to these forns as our Prem er and pre-Prem er
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seri es.

The policies were issued in Maryland from
1996 through 2005. As of year end 2016, there are
93 individual policyholders and 2 group certificate
hol ders who will be affected by the rate increase if
approved.

None of these policy forns are marketed
any longer in Maryland or any other jurisdiction,

In early 2016 MedAnerica ceased sales of LTC
policies nationw de. However, we remain commtted
to provide promsed LTC benefits to the over 100, 000
peopl e across the country including over 400 in
Maryl and, who rely on us to continue their coverage
|l ong into the future.

We believe that premumrate increases
are necessary now to assure our ability to pay out
LTC clainms in the long term

Li ke nost insurance carriers who sold LTC
policies, MedAnerica has experienced significantly
unfavorabl e changes in policy persistency, norbidity
and interest since the tine the earlier generation

policies were priced and issued.
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Thi s adverse experience threatens the
financial health of MedAnerica especially since we
are a nono-line LTC conpany with no other insurance
products to offset projected shortfalls from
| ong-term care coverage.

Qur rate increase request for the Prem er
and pre-Premier policy formis a followup to the
cunmul ative rate increases previously approved by the
Adm ni stration.

For the individual product, rate
I ncreases were approved in 2010, 2012 and 2014, for
a cumul ative total of 39 percent. For the group
product, one 15 percent increase was filed in 2010.

Qur nost current projection with
experience under these policy forns indicated the
need for a rate increase varying by benefit period.

In our filings we provided actuari al
justification for cunulative rate increases of 135
percent on limted benefit period plan design and
299 percent for policies with a lifetine benefit
peri od.

After adjusting for the prior cumulative
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I ncreases, our original request was for increases
rangi ng from 68 percent to over 200 percent.

Al t hough MedAnerica recogni zes that the
annual rate increases are currently limted to
15 percent under the Maryl and regul ation, the
actuarial nenoranda associated with the rate filings
presents the experience, analysis and projections
justifying the full rate increases we believe to be
necessary.

We feel that this transparency provides
regulators with a nore conplete picture of the
financial risks of the conpany. Because the
Adm ni stration has denonstrated flexibility in
approving larger rate increases if acconpanied by a
so-cal l ed |l andi ng spot approach, our original intent
was to file proposed | anding spots for these ol der
policy fornms that may have all owed approval of a
phased-in rate increase greater than 15 percent in
t ol d.

However, the | anding spot design we had
devel oped in other jurisdictions was unable to

produce an actuarially equivalent reduction in
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benefits for Maryland policyhol ders that would fully
offset the rate increase.

In the interest of noving forward with a
feasi ble rate increase, we have amended our filing
to request only a flat 15 percent rate increase at
this time, with the intent of filing future
I ncreases to alleviate continued poor experience on
t hese policy forns.

W're in the process of preparing
responses to the Admnistration's information
request from August 8th in order to proceed on this
basi s.

Simlar to prior increases, MedAnerica
wi Il offer insureds affected by the prem umincrease
the option of reducing their policy benefits to
provide flexibility of choice for those insureds who
W sh to maintain a premum|evel reasonably simlar
to what they are paying prior to the rate increase.

We're noreover offering a contingent
nonforfeiture to all insureds affected by the rate
| ncr ease.

|'' m happy to answer any questions you nay
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have at this tine.

COW SSI ONER REDMER: Thank you, Patri ck.
| only have one. And | was a little curious
wondering if you can give us a little nore detail as
to why the landing spots in other states didn't
appear to work in Maryl and.

MR. KINNEY: |t depends on the popul ation
t hat was covered, the age of the various policies,
when they were issued during the tine period. And
t he anount of the rate increase was such that in
order to achieve a full offset, you know, we weren't
able to offset the high levels of rate increase for
the lifetinme benefit policies and provide an
inflation | evel that would, you know, that woul d be
above zero basically.

COWM SSI ONER REDMER:  Anybody el se?

MR JI: | have another, sanme question,
regarding the landing spot. | have another filing
with ne that were able to offer the | anding spot.
Can you tell nme what did you do differently for that
filing?

MR. KINNEY: That was a nore recent
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policy formthat had different enrollnment in it and
different rate increase. So, these ol der policies,
you know, given where their inflation is, we just
weren't able to come up with a feasible
inflation-oriented | anding spot and, you know, not
necessarily the full offset on the premumfor all

t he policyhol ders.

MR JlI: Thank you.

MR SWTZER So, did | hear correctly
that total in Maryland there are about 400 nenbers,
and the filings that we have are of 95, so about a
quarter of the total pool in Mryland.

MR KINNEY: The current filings. That
Jeff alluded to there are other filings that we have
pending wth Maryland for another 200, 260 or so
policyhol ders. So, out of the total of over 400, we
have, |ooks |ike, just about a little bit under 400
out of 420-some for whom we have filed increases.

| don't have the exact nunbers in front
of me, but between these filings and the earlier
pending filings we filed for, all the products that

we intend to file for in Mryl and.
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1 W have do sone policy periods that were
2 issued in nore recent years that are not in need of
3 arate increase at this tine.

4 MR SWTZER So, nost of it, but not al
5 of it. On the |anding spot idea, would the conpany
6 be -- consider the idea of if -- if you had a

7 landing spot where -- trying to find the right mx
8 for custoners, for the carriers a blend of, say, if
9 vyou had a 15 percent and a -- trying to find a

10 landing spot wth inflation down at zero, trying to
11 find -- maybe com ng down on the increase and nmaybe
12 inflation doesn't go fromfive in illustrated

13 nunbers down to zero, but three or sonething, to mx
14 benefit reductions with rate increases to find a

15 balance, is that a scenario that could be

16 consi dered?

17 MR KINNEY: Yes, we've been able to do
18 that in other jurisdictions depending on the |evel
19 of rate increase that has been offered. You know,
20 with rate increases of well over a hundred percent
21 that we originally requested and the inflation

22 reduction, it just wasn't going to get us there.
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MR. SWTZER  Thank you.

COW SSI ONER REDMER: Anybody el se? Al
right. Thank you very nmuch. | appreciate it.

MR. KINNEY: You're wel cone.

COW SSI ONER REDVMER:  Next we will go to
Met ropol i tan.

MR TREND:. (Good afternoon, Conmm ssioner
Redner and nenbers of the Maryl and I nsurance
Adm ni stration panel, MetLife |long-term
pol i cyhol ders and other interested nenbers of the
public.

My name is Jonathan Trend. | am Vice
President, Actuary at Metropolitan Life Insurance
Conpany. | have oversight responsibility for
actuarial nenoranda and acconpanyi ng docunents t hat
support the applications.

|'ma fellow of the Society of Actuaries,
a nenber of the Anerican Acadeny of Actuaries, and
have over 19 years of experience with long-termcare
I nsurance and risks, assunptions and benefits that
are characteristic of that coverage.

Also wwth ne is TomReilly. Tomis
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MetLife's Assistant Vice President of LTC Product
Managenent and Conpliance. W wel cone the
opportunity to present our views on MetLife's

| ong-termcare insurance rate filings currently
before the Maryl and | nsurance Adm nistration and
answer your questions.

Thank you also for providing this forum
for Maryland citizens including our valued custoners
to express their views and comments on the filings.

Qur brief presentation will include a
description of the steps we have taken to mtigate
the inpact of the proposed increases. W also hope
to provide a greater understanding why the increases
are necessary, and the process MetLife uses to
eval uate the underlying assunptions and risks that
we're required to assess before filing for an
i ncrease with the Adm nistration.

Pl ease keep in mnd that this
presentation will highlight and expound upon certain
areas relating to MetLife's conprehensive filings
made with the Adm nistration on April 11th,

April 27th, and July 26th of 2017.
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1 The filings present the full and conplete
2 actuarial basis for the requested rate increases and
3 constitute MetLife's official request and represent
4 both individual and group LTC busi ness.

5 MetLife's decision to file for rate

6 increases was made only after careful and indepth

7 analysis of the experience relating to the policies
8 that are the subject of these filings. W are

9 proposing these increases in |ight of the

10 information that has emerged over the years these

11 policies have been in force, including clains

12 experience and persistency and the changes in

13 assunptions underlying these policies since they

14 were first issued.

15 MetLife believes that the rate filings

16 made with the Admnistration clearly denonstrate the
17 increases are needed because the experience relating
18 to these policies has been and is expected to remain
19 materially worse than initially anticipated. This
20 is also ny professional opinion.
21 W believe that the proposed prem um

22 schedul es are not excessive nor unfairly
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1 discrimnatory and the benefits provided are

2 reasonable in relation to the proposed prem uns

3 based on the lifetime loss ratio being in excess of
4 the mninmumrequirenment set by Maryland insurance
5 law.

6 | am now going to turn the presentation
7 over to ny colleague, TomReilly, who wll provide
8 an overview of the scope of MetLife's applications
9 for rate increases.

10 MR REILLY: Good afternoon. Thank you
11 for the opportunity to speak with you about our

12 findings. As background to our filings, | think it
13 woul d be helpful to briefly explain the scope of the
14 applications that are the subject of today's

15 hearing. MetlLife is seeking approval on two

16 segnments of our long-termcare insurance business.
17 COW SSI ONER REDMER:  Excuse ne, Todd.

18 Can you speak up?

19 MR REILLY: Sure.
20 THE REPORTER: Thank you.
21 MR REILLY: The first segnment includes

22 policy forms associated with MetLife's individual
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| ong-term care business. The policy fornms were
| ssued between 2009 and 2012.

The increase percentage that MetLife is
requesting on these fornms is 15 percent.
Approximately 289 insureds fromthis business may be
| npacted by the rate increase.

The second segnent includes policy forns
associated with MetLife's AARP |long-term care
busi ness specifically its original plan, its Flex
Choice plan and its Flex Choice Plus plan issued
bet ween 2000 and 2008. The increase percentage that
MetLife is requesting on these forns is 23.12
percent broken up in phases of 10 percent in Year 1,
10 percent in Year 2 and 1.75 percent in Year 3.

Approximately 1,495 insureds fromthe
AARP business may be inpacted by this rate increase.

Jonathan wi Il now address the actuari al
aspects of the filings.

MR TREND: As previously nentioned,
MetLife believes that the applications denonstrate
that the requested increases are justified and neet

all Maryland requirenents for approval.
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To assist you with a review, | wll
briefly speak to the application and why we believe
t he requested increases are reasonable.

| will start by referring you to specific
portions of the filings that denonstrate that the
|l oss ratio on the Maryland policies after
application of the requested increase will remain
far in excess of the mnimumloss ratio required for
rate revisions under Mryl and insurance | aw

The termloss ratio is throughout our
testinmony, and it is here defined as the ratio of
incurred clains, nonies paid to clainmants, to earned
prem uns, the nonies we collect from our
pol i cyhol ders.

Ref erences to past, future and lifetine
loss ratio or simlar qualifiers indicate the
inclusion of EBIS and the tine value of nobney on the
cal cul ations which is a required and accept ed
actuarial practice.

As part of the in force managenent of the
busi ness, MetLife nonitors the performance of the

busi ness by conpl eting periodic anal yses of the
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persistency rates, how many policyhol ders keep their
coverage; nortality rates, how |l ong policyhol ders
live;, and norbidity rates, the frequency and
severity of clainmns.

The findings fromthese anal yses were
used in projecting the future performance of in
force business to determi ne the affect of experience
on the projected lifetinme loss ratio.

The reason we study these paraneters is
because they bear directly on projected | evels of
clainms and prem uns over the lifetinme of the
pol i cies.

As explained in the nenoranda, overal
actual persistency rates have been higher than that
assunmed when the policies were priced.

Mortality rates have been | ower than that
assuned in pricing, and norbidity |evels have
general |y been higher than that assumed in the
original pricing.

The conbine result of the past experience
and future projections based on current assunptions

wthout a rate increase are |loss ratios that far
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1 exceed the m ninmumrequirenent.

2 In fact the current projected lifetine

3 loss ratio for Maryland range from86 to 117

4 percent. This neans that our current rate bases

5 have us paying out from86 to $117 in benefits for
6 every $100 we collect in prem um

7 Even after rate increases at the |levels

8 requested in our applications, the loss ratio for

9 Maryland policies will range from78 to 111 percent.
10 Again well in excess of the m ninumrequirenent.

11 It is inportant to note that our

12 applications do not attenpt to recover past |osses.
13 Tomw || now concl ude our testinony.

14 MR, REILLY: Please be assured that while
15 MetLife believes the requested increases are

16 necessary, justified and permtted under Maryl and
17 insurance |aws and regul ati ons, we al so understand
18 that any approved increases nay cause Sone

19 policyhol ders to consider cancelling their coverage.
20 MetLife's experience shows that the vast
21 mgjority of policyholders choose to maintain their

22 coverage even in the face of rate increases.
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1 For all policyholders including those who
2 may consider ending their coverage because of an

3 approved rate increase, we will offer themmultiple
4 options that are available to nodify their coverage
5 to keep their premuns at a level simlar to their
6 current prem uns.

7 In addition concurrent with the rate

8 increase request, we've requested approval of the

9 endorsenent to provide a nonforfeiture benefit so
10 that all policyhol ders who choose to stop paying

11 premuns in response to rate increases can still

12 maintain paid-up coverage.

13 This neans for these policies every

14 premumdollar previously paid m nus any benefits
15 already received will be available as a benefit if
16 the insured goes on claim

17 In closing we feel the val ue provided by
18 these coverages is significant, and we are proud of
19 the service we have provided to MetLife

20 policyholders especially at the tinme of claim

21 Since entering the long-termcare

22 insurance market, MetLife has paid out approxi mately
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four billion dollars in clains.

Thank you for the opportunity to testify
I n support of MetLife's application. W
respectfully request that the Adm nistrati on approve
our filings as submtted. This conclude our
prepared remnarKks.

COW SSI ONER REDMER: Thank you. And |
apol ogi ze, | may have mssed this. You nentioned a
couple of loss ratios, that they were projected | oss
rati os.

MR TREND: Yes, those are lifetine from
original issue to the end of our projection period.

COW SSI ONER REDVER:  And what is the
current loss ratio?

MR TREND: On these forns our |ast

actual s are for the cal endar year 2015 in our

filing.

COW SSI ONER REDMER:  Unh- huh.

MR TREND: And they vary -- we have five
filings before you. But from-- in the -- for

Maryl and specific business, between 10 and 105

percent .
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1 COW SSI ONER REDMER:  Ckay.
2 MR. TREND. And nationwi de the range is

3 from7 to 88 percent.

4 COW SSI ONER REDMER:  Ckay.

5 MR. TREND. Again it varies by policy

6 form

7 COW SSI ONER REDMER:  Thank you.  Anybody

8 else have a question?

9 MR JI: Talk about the I anding spot,

10 ask if you offer the landing spot for the rate

11 increases, and you say you cannot do that. So maybe
12 you explain the reason.

13 MR TREND. Sure. So, the reason we

14 chose not to pursue that is really two fold. One is
15 related to the level of increased request bel ow 20
16 percent in respect of the 15 percent regul ation.

17 And secondarily we had very few

18 policyholder in Maryland with the inflation benefit
19 feature. So, that landing spot would only really

20 inpact a relatively small nunmber of our consuners.
21 MR JlI: Thank you.

22 MR SWTZER | see that the total in
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1 Mryland |I have about 11,000 nenbers. And | heard
2 that these filings we're discussing here of about
3 1,800. So, do | have that right, about a fifth or

4 so of the total ?

5 MR TREND: That's correct.

6 MR SWTZER So, the rest of the 80

7 percent are doing a little better, | presune.

8 MR. TREND:. Yeah, |ast year we were here

9 and we did request a rate increase on sone of the

10 earlier blocks.

11 MR SWTZER And here on the biggest

12 piece, the 1,500 nmenbers issued between 2000 and

13 2008, just curious roughly when -- given a long-tine
14 horizon product, early loss ratios will be |ow, but

15 when the actual you expect to start to deviate, the

16 actual started to be above the expected, do you have
17 a sense of when that started?

18 MR TREND: Yes, so, our assunptions have

19 evolved over the years since MetLife entered the

20 long-termcare space, and typically consistently as

21 the other carriers testified to with |ower |apse

22 rates, lower nortality rates and claimcosts have

DTI Court Reporting Sol utions - Washington, DC
1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 08/28/2017 Page 61

N

o o1 A~ W

10
11
12
13
14
15
16
17
18
19
20
21
22

been a little bit nore than expected, but generally
higher. So, it's been an evolution over of the
years.

In our |ater product series over tine
refl ected that change in assunptions, typically
| eadi ng to higher original premuns.

We nonitor the experience annually as |
testified to to see howit's evolving. So, we have
seen duration over the years. Each year we assess
t he experience, calculate the appropriate rate
basi s, and then managenent nmakes a decision as to
whet her it's prudent to pursue a rate increase or
not .

MR SWTZER. So, early on it started to
deviate, the actual to expected?

MR. TREND: Broadly for our conpany, we
really started seeing significant deviations that
| ead us to explore in force rate increases in the
| at e 2000s.

MR. SWTZER  Thanks.

MR. TREND: |In fact, you know, the

conpany chose to stop witing new business, and
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1 thereafter to manage the in force block at the

2 approximate tinme. But it's a continuum It was not
3 acliff type situation.

4 MR SWTZER Sure. Thank you.

5 MR MORROW You nmentioned there's

6 individual and group business in here. Do you have

7 a breakdown of the nunbers?

8 MR REILLY: Sure. On the group it's

9 14 -- let nme see.

10 MR, TREND:. 1, 495.

11 MR REILLY: 1,495, 289 is individual.
12 MR MORROW So, you do still have sone

13 individual business. That didn't all nobve over to

14 Bright House?

15 MR. TREND:. Correct.
16 MR. REILLY: Correct.
17 MR MORROW |Is there any -- is there any

18 reason all that business didn't nove over? |Is it
19 any different the business you kept versus the

20 business that left?

21 MR TREND:. |It's really the origin of the

22 legal entities. So, the business that noved to the

DTI Court Reporting Sol utions - Washington, DC
1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 08/28/2017 Page 63

10
11
12
13
14
15
16
17
18
19
20
21
22

new y spun off Bright House entity was actually
originally witten by The Travel ers, and was assuned
In a transaction nmany years ago.

And when the conpany decided to spin off
the Bright House entity, we did it by legal entity.
So, those products were housed in what is now Bright
House, fornerly MetLife USA, fornmerly Metropolitan
| nsurance Conpany of Connecticut, fornerly
Travel ers.

The busi ness we're discussing today is
all witten on Metropolitan Life |Insurance Conpany
paper, and we expect to maintain that business as is
I n perpetuity.

MR MORROWN So, wll we see different
fol ks up here when Bright House asks for a rate
| ncrease?

MR TREND: Correct.

MR MORROW Thank you.

MS. GRASON. The sane kind of broad
policy questions as before. Wat would your
t houghts be if the legislature were to pose the

guestion about cross subsidization? Certainly Met
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1 is a household nane, you know, you guys are kind of
2 known for having big business, great profits as a
3 general statement. Wiy can't those profitable

4 Dbl ocks subsidize the nonprofitable LTC?

5 MR TREND: Full disclosure, I'mnot a
6 public policy guy. |[|'man actuary.
7 COW SSI ONER REDMER:  Woul d you |i ke ne

8 to swear himin?

9 MR TREND: | will nake a couple of broad
10 statenents with that caveat. You know, one is

11 obviously the current environment regulation and

12 history and legal entity set-up really doesn't

13 anticipate that in any neaningful way.

14 But conceptually, ny viewis it's already
15 happened. Metropolitan Life |Insurance Conmpany to
16 your point is a broadly diversified mx of products.
17 W report our statutory blue book. It's there for
18 all to see. And all the assets of that entity are
19 available to pay all the obligations of that entity
20 regardl ess of product line.

21 So, in one sense it's happening already.

22 W don't have long-termcare shareholders and life
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shar ehol ders and annuity sharehol ders. W' re one
conpany. So, to sone extent it's happening, but
obviously the regulatory framework as it exists
requi res each product to neet its conpliance and
financi al obligations kind of on a standal one basi s.

MR SWTZER Just augnenting a little
bit Cathy's thought, when we |look at all 22 carriers
in 2016 and | ook at those publically avail able net
I ncome nunbers, it's a 7.7 percent positive nunber.
| know that varies a |lot by carrier, but it's a
pretty healthy nunmber. And we're just trying to see
the whole picture. LTC being 8 percent -- 4 percent
for all 22 carriers of the total book. And just
seei ng what the context is.

MR TREND: Sure. Understood. Thank
you.

COW SSI ONER REDMER:  Any questions?

ALl right. Thank you.

MR TREND: Thank you.

COW SSI ONER REDMER:  That takes care of
the carriers. W wll now nove to interested stake

hol ders, and we will go first to M. Cohen. Thank
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1 you for joining us.

2 MR. COHEN:. Good afternoon, ny nane is
3 Irv Cohen. 1'ma resident of Mntgonery County for
4 60 sone odd years. | also own a long-termcare

5 policy originally witten by Travelers. Thank you
6 for telling nme alittle bit about it.

7 | have addressed -- | want to thank you

8 for the opportunity to address the panel. | have

9 Dbeen here before, as you know, and | have certain
10 points that I'mgoing to nake. But this has been a
11 nost enlightening session, frankly.

12 It's nice, | think, to hear that it's

13 okay to discrimnate but not unfairly discrimnate.
14 That kind of blows ne away. And | wonder how t hat
15 would sit in a court of law | would be interested
16 in know ng who you discrimnate agai nst and who you
17 discrimnate for.

18 | was shocked to hear that the design of
19 the policies, especially for the one that | perhaps
20 had, have been having for the last 20 years and |'ve
21 Dbeen paying -- by the way ny prem uns have gone up

22 500 percent in the neantinme. They were designed so
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the | apses woul d support |ower premuns. And this
cones now back to the whole question which is really
the heart of what we are tal king about in that is,
who is to bear the risks and the rewards of the
policy design performance and the actual performance
with respect to the various el enents of the total
structure of the policy's econom cs.

Now, | will share with you a persona
observation. M famly was in the produce business
for three generations. And if ny father purchased a
trailer |oad of potatoes at a certain price and then
di scovered hal fway through he was | osing noney on
t hat deal, he could not go back to those who had
purchased the potatoes earlier and ask themto pay
nmor e noney.

And that's precisely what's being asked
here. They didn't do it the right way for a | ot of
reasons, maybe to buy market share, maybe because it
was being tied in wth a life policy or regular
health policy or for any other business reasons, but
right now!l feel and a | ot of people Iike ne who may

be here today or not, | don't know, but in other
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sessions they have been present, they feel like it's
tails | |ose, heads you win type of situation.

Now, why are the |apse rates low? | can
tell you why mine is low | have so nmuch invested
in this policy, |I've got as nmuch invested in this as
ny grandchild' s tuition at University of Maryl and
this year. So, | really got to think |ong and hard
before | wal k away fromthat investnent.

And why did | make that investnent 20
sone odd years ago? Because | thought that there
was sonebody | ooking at the policies, MA | thought,
that the policies were fair, they were structured
fairly and | was being treated fairly.

And now | find I'm not being treated
fairly. M premumnotices that canme |ast week
added up to $16,000. Now, | have a lifetime
benefit. Yeah, that's a pretty good deal. And you
all know it is, because you stopped selling it.

But why do | bear that |oss? You
desi gned the policy to make noney. Wen you nade
nmoney on the policies did I, like | have inny life

I nsurance policies, get a premumrebate? D d | see
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anything fromit?

Wio is | ooking at the admnistrative
costs? Wio is looking at when this book of business
was purchased from Travel ers what the pricing was?
How much of that bad deal you made with Travelers is
baked into ny policy now because you don't have the
cash fl ow?

There is sonething wong here. Terribly
wong. And I'mglad to sit and talk about it. [|'m
not an actuary. |I'mretired lawer. |I'mglad to
say it's retired, but there cones a tine when it
gets to be so obnoxious that it really, if you will,
shocks the consci ousness of ny court.

| sit here and | listen to this, well, we
made a m stake. W under priced the product. W
did this. W didthat. W did the other thing.
Vel l, who the heck are the experts? The consuner
who was told by the agent, oh, yeah, there is this
provision in here where they can increase the
prem um but they never have.

And here we are, we've heard people cone

intine and tine again, oh, after two years ny
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1 premuns are going up and they are going up every

2 year. And we're not tal king about a retired | awer.
3 You're talking about a retired, mddle class, blue

4 collar person who is depending upon this to not to

5 becone a burden on his famly.

6 And we can chuckl e about sone of these

7 things, but that's a real problem Wen nom and pop
8 have to go to their kids and say, we screwed up. W
9 Dbelieved the insurance conpany, we believed the

10 regulators were watching ny back. And it turned out
11 nobody was watching their back.

12 So, yeah, | can get pretty enotional

13 about this because | see sone of those people. |

14 live in Leisure Wrld. 7,000 people live in Leisure
15 World. Mst of themdo not have this policy. Most
16 of them a lot of themare governnent enployees, and
17 | was with some of themlast night and, boy, you

18 should have heard them bitching about 800 percent

19 increases.
20 | said, well, you didn't live in Maryl and
21 and get a Maryland policy with only 15 percent.

22 You're very unfortunate. |'mreally upset today
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1 when | hear about this.

2 The problemis | think you' re not | ooking
3 at the right things. | read through the study of

4 conpany financial data that you put out, and |'m

5 just going to point out one item No. 6. It sets
6 out a process that | would suggest to you is

7 i nadequat e.

8 The study totally fails to address the

9 issue of the use of the premuns that were paid by
10 policyholders |like nyself for 20 years. Wat

11 actually happened to those prem uns?

12 My nother-in-law then age 72 purchased a
13 policy, never becane a claimand she died. And all
14 the premuns that | paid for her because | knew I
15 was her safety net, never saw themagain. They are
16 gone. \Wiat happened to those? What was the actual
17 use? How did the carrier reserve it for the future
18 clains? Wat did they do with the noney? What good
19 deals did they make, what bad deals did they make?
20 Wiat officers or high ranking | awers and
21 accountants got paid what? O had fancy, you know,

22 conferences in the Caribbean? | don't know.
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In other regulated industries, you would
know. Utility couldn't bake those costs into their
rate base and get a return onit. And in nany ways
this is a quasi utility type of situation.

What's appropriate, what's fair, what's
reasonabl e to charge the policyhol der for? Wat
ri sks should the policyhol der be taking? And should
t he policyhol der be given full disclosure at the
front end, not five years in when he's paid prem uns
for five years.

| ' maghast. |'mupset. People | speak
to are upset. And | think they have every reason to
be upset because | don't think they' ve been treated
fairly. They have not been treated fairly. Wen a
wor ki ng guy goes and he buys a policy for a couple
t housand dollars a year, and then he finds two years
| ater a 15 percent increase. And that gets
conpounded year after year after year.

When he says, listen, | can't afford it
any nore. But he will hang onto it. He will give
up a vacation. He will give up going to ball ganes

wth his kids and grandchildren. He will do a | ot
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of things because he doesn't want to becone a burden
to his famly. And that's the reason he bought the
policy.

But what happens when the policy is gone
and the famly is scattered across the United
St ates, who does he becone a burden to? Everybody
here who is a citizen of the State of Maryland is
payi ng a piece of what his policy should have paid
for. And that's outrageous.

Medi cai d does not carry the day for nost
people. I'mvery active at the Charles E. Smth
Life Communities in Washington. And | can tell you
If we had to pay and nake a, quote, profit on what
Medi cai d pays, we couldn't do it.

W depend on the generosity of our
| nvestors, our community nenbers. So, you pay
taxes. | pay taxes. And we're paying for all of
t his nonsense that's gone on where | think a |ot of
peopl e believe the policyhol ders have been screwed
and the carriers have been active participation --
participants in it. Thank you for the opportunity.

COW SSI ONER REDMER:  Thank you. And we
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appreciate your com ng back out. Any questions for
M. Cohen?

MR MORROW | just want to thank himfor
his letter of August 21st.

MR COHEN:  Sure.

M5. GRASON. All right. And this is
Cathy Grason, |I'll be stepping in to concl ude our
meeting as the Conmm ssioner has to step out.

| believe we got everybody that signed
up here in person. |s there anyone el se present
with us today that wi shes to speak that has not
signed up? Any folks on the phone that wanted to
testify?

Hearing none, | wanted to thank everyone
for comng out today to participate, the fol ks that
dialed in. The transcript fromtoday's hearing w ||
be posted on the M A website in the next few weeks.
| believe our next hearing is scheduled toward the
end of the year. You can keep your eyes on our
website for that information as well.

Thank you very mnuch.

(Whereupon at 2:26 the hearing concluded.)

DTI Court Reporting Sol utions - Washington, DC

1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 08/28/2017 Page 75

o b~ W

10
11
12
13
14
15
16
17
18
19
20
21
22

STATE OF MARYLAND
COUNTY OF HOMRD SS:

|, Susan Farrell Smth, Notary Public of
the State of Maryland, do hereby certify that
above-captioned matter came on before ne at the tine
and pl ace herein set out.

| further certify that the hearing was
recorded stenographically by nme and that this
transcript is a true record of the proceedings.

| further certify that | am not of
counsel to any of the parties, nor an enpl oyee of
counsel, nor related to any of the parties, nor in
any way interested in the outconme of this action.

As witness ny hand and notarial seal this

10t h day of Septenber, 2017.

Susan Farrell Smth
Notary Public

(My Conmi ssion expires February 8, 2020)
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 1                 P R O C E E D I N G S

 2            COMMISSIONER REDMER:  Once again, I

 3  apologize for being late.  Good afternoon.  I'm Al

 4  Redmer, and this is our third public hearing on

 5  specific carrier rate increases for long-term care

 6  insurance for this year.  I'm going to apologize

 7  again in advance, I have to be in Annapolis at 3:30.

 8  So, if we're still going, I'm going to slip out at

 9  2:30 and turn it over to Cathy and Bob to follow up.

10            Today's hearing will focus on several

11  rate increase requests now before the Maryland

12  Insurance Administration in the individual long-term

13  care market.  These include requests from the

14  Maryland Life and Health Insurance Guaranty

15  Corporation on behalf of a Penn Treaty Network

16  America Insurance Company, proposing increases of 10

17  percent to 88.9 percent, phased in at no more than

18  15 percent annually.

19            Metropolitan Life Insurance Company

20  proposing increases of 15 percent.  MedAmerica

21  Insurance Company proposing increases of 15 percent.

22            CMFG Life Insurance Company proposing

�
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 1  increases of 15 percent.  And Continental Casualty

 2  Company proposing increases of 32.25 percent, phased

 3  in at 15 percent annually over two years.

 4            In the group long-term care market, we

 5  have requests from Metropolitan Life Insurance

 6  Company proposing increases of 15 percent, and

 7  MedAmerica Insurance Company proposing increases of

 8  15 percent.

 9            Collectively these requests effect about

10  8,165 Maryland policyholders.  The goal of today's

11  hearing is for insurance company officials to

12  explain their reasons for the rate increases.

13            We will also listen to comments from

14  consumers, producers or other interested parties.

15  And we're here to listen, ask questions from the

16  carriers and consumers regarding the specific rate

17  increase request.

18            I would like to pause at this moment and

19  introduce the folks who are here with me from the

20  Maryland Insurance Administration.  With me at the

21  table is Todd Switzer, our Chief Actuary.  Jeff Ji,

22  Senior Actuary.  Adam Zimmerman, Actuarial Analyst.
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 1            To my right is Cathy Grason, Chief of

 2  Staff.  And to my left is Bob Morrow, our Associate

 3  Commissioner of Life and Health.

 4            Also we've got a Craig Prem from the

 5  office of the actuary, Nancy Muehlberger, Alexa --

 6            MS. GUGIG:  Gugig.

 7            COMMISSIONER REDMER:  That's exactly how

 8  I was going to pronounce it.  And welcome aboard,

 9  Alexa, good to see you, glad to have you.

10            Let me first go over a couple of

11  procedures.  First, outside there is a handout with

12  all of our contact information on it.  So, I would

13  suggest that you feel free to take a copy that you

14  can follow up with any further questions or

15  comments.

16            Secondly, the hearing is intended as a

17  question and answer forum between the Maryland

18  Insurance Administration and the carriers.  And then

19  to get additional feedback from again consumers,

20  producers, advisers, or interested parties.

21            We have accepted some comments in

22  advance.  We will be posting all of the comments on
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 1  our website, and we will continue to take -- keep

 2  the record open for additional comments until

 3  Tuesday, September the 5th.

 4            The transcript of today's meeting as well

 5  as all written testimony submitted will be posted on

 6  the website.  The transcript and written testimony

 7  will be available on the MIA's long-term care page

 8  as well as the quasi legislative -- legislation

 9  hearing's page.

10            The long-term care page can be found at

11  the MIA website by clicking on the long-term care

12  tab located under the quick links section on the

13  left -hand side of the home page.

14            As a reminder, we do have a Court

15  Reporter here today to document the hearing.  So,

16  when you're called if you could please state your

17  name and affiliation clearly for the record.

18            If you're dialing in, thank you for

19  joining us.  We ask that you please mute your phones

20  unless you're going to speak.  Also any time before

21  speaking if you could restate your name and

22  organization, that would be helpful.
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 1            We're going to be asking the carriers to

 2  come up individually to speak regarding their rate

 3  request.  And we have an aid from Senator

 4  Klausmeier's office.  Thank you for joining us.

 5            Carriers are going to be called in

 6  alphabetical order.  And then we will ask interested

 7  stake holders to speak.

 8            So, any questions about the process?

 9  Okay.  If not, let's start with CMFG Life Insurance

10  Company.

11            MR. SVEDBERG:  Good afternoon.  My name

12  John Svedberg, director and actuary representing

13  product management for CMFG Life long-term care

14  business.  I would like to thank Commissioner Redmer

15  for this opportunity to discuss our current

16  long-term care filings pending with the Maryland

17  Insurance Administration.

18            CMFG sold long-term care insurance

19  nationally from 1993 through 2010, and specifically

20  in Maryland from 1997 through 2010.  The company's

21  two current pending filings with the Insurance

22  Administration covers policies sold between 2002
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 1  through 2010 and covered just over 1,650

 2  policyholders.

 3            Nationwide CMFG Life currently provides

 4  coverage for 29,000 policyholders.  Once again, we

 5  appreciate today's opportunity to discuss the

 6  company's decision to file for the current rate

 7  increases.  This decision did not come lightly, and

 8  we understand the difficulties these rate increases

 9  can be to our policyholders.

10            To provide more context, I will discuss

11  the factors that led to the request as well as the

12  options CMFG Life makes available to help impacted

13  policyholders mitigate the impact of any rate

14  increases.

15            CMFG Life is currently requesting a

16  15 percent rate increase for Maryland policies sold

17  under both the company's 2002 product version and

18  the 2006 product version.  This request is governed

19  by Maryland's regulated 15 percent request cap.

20            The company has received two prior

21  15 percent rate increases for the 2002 product,

22  specifically in 2014 and 2016.  The 2006 product
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 1  received a prior 15 percent increase in 2015.

 2            Without the regulated cap, the maximum

 3  rate increase allowed under Maryland's 5885 rate

 4  stabilization standard would range from 139 percent

 5  to 145 percent.

 6            The assumptions reviewed to determine

 7  these expected loss ratios are standard key

 8  assumptions within the long-term care industry -

 9  mortality, policy lapse rates and morbidity.  Any

10  portfolio interest rate assumption relies upon the

11  regulatory statutory valuation rate used for active

12  life policyholder reserves and, therefore, does not

13  specifically rely upon the company's portfolio

14  interest rates.

15            Company experience was used to the extent

16  it was statistically credible and supplemented by

17  fitting with industry data.  Overall mortality and

18  lapse rates have been lower than original pricing

19  assumptions.  This results in more policyholders

20  available to initiate claims and drive aggregate

21  claim costs higher.

22            Morbidity rates have been higher than
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 1  original pricing assumptions.  As more experience

 2  emerges, we continue to see increases in the slope

 3  of the claim cost curve.  So, as policyholders grow

 4  older, incidence and claim cost increase which

 5  ultimately drive increases in the expected lifetime

 6  loss ratios.

 7            Again these factors indicate a much

 8  higher rate increase, 139 to 145 percent, than the

 9  15 percent requested by CMFG Life.

10            Additionally it is important to note that

11  CMFG Life is not trying to get back to original

12  lifetime loss ratios or minimum loss ratios under

13  rate stabilization.  Instead we are hoping to

14  achieve only the rate increases needed to bring

15  target ratios at or near 100 percent, thereby

16  sharing the cost with policyholders.

17            As we implement rate increases, CMFG Life

18  communicates options available to the policyholder

19  to help mitigate the increase.  Available options

20  include reducing the maximum daily or monthly

21  benefit, reducing the benefit period, increasing the

22  elimination period, remove or reduce optional riders
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 1  including inflation protection options, exercise a

 2  nonforfeiture rider if purchased, or exercise the

 3  contingent benefit upon lapse option if it's

 4  eligible.

 5            CMFG Life has a dedicated long-term care

 6  customer service on hand to help policyholders

 7  clearly understand these options and help them make

 8  an informed decision that best suits their needs.

 9            We feel that even with the rate

10  increases, our long-term care product continues to

11  provide needed benefits at a reasonable cost to the

12  policyholders.

13            I would like to thank Mr. Redmer for this

14  opportunity to participate in today's hearing, and

15  would be happy to take your questions.

16            COMMISSIONER REDMER:  Thank you.  I have

17  got a couple.  What -- what happens to the reserves

18  from those policies that are lapsed or where the

19  policyholder dies?

20            MR. SVEDBERG:  So, the reserves are

21  calculated in the aggregate across the entire

22  policy.  So, that would -- and release of the
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 1  reserves would go towards the overall outlook of the

 2  block of business.

 3            COMMISSIONER REDMER:  And, so, when the

 4  pricing was put together in 2006, it was based on a

 5  series of projections among different factors.  As

 6  we get to the results of 2016 and to '17, where --

 7  where is the big differential between the actual

 8  experience and what the projections were?

 9            MR. SVEDBERG:  Are you talking -- you

10  mentioned 2006 specifically.

11            COMMISSIONER REDMER:  Oh, that block, or

12  even talk about the 2002 block.  But, you know, 11

13  years is not that long.  We had -- we had poor

14  pricing decisions for a couple decades before that.

15  So, you're creating the pricing in 2006 based on

16  assumed interest rates and lapse rates and mortality

17  and all those kinds of things.

18            So, where were the big misses in

19  projections among the different factors between what

20  you're seeing in 2017 and what you were projecting

21  in 2006?

22            MR. SVEDBERG:  The primary source has
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 1  been within the morbidity.  As I mentioned before in

 2  my comments, the slope of the morbidity curve has

 3  steepened and expectations around both the incidence

 4  and the claim costs have increased.

 5            COMMISSIONER REDMER:  And for 2016, what

 6  was your actual loss ratio for those two blocks?

 7            MR. SVEDBERG:  So, the 2002 product from

 8  a historical standpoint, the incurred ratio is 45

 9  percent.  And for the 2006 filed product, the

10  incurred ratio is at 15 percent.

11            And considering that those are still

12  relatively early in their life cycle, the trajectory

13  shows that it's going to be quite a bit higher.

14            COMMISSIONER REDMER:  Thank you.  Any

15  questions?

16            MR. SWITZER:  Are the 1,700 or so members

17  in Maryland all of your policies in Maryland?

18            MR. SVEDBERG:  We have a small block of

19  policies from our 1997 product series.  I mentioned

20  that these covered only 2002 through 2010.  We did

21  sell in 1997 through 2010.  So, there are -- there

22  is a small block of policies where we have received
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 1  rate increases, and we are at the -- we don't

 2  anticipate to ask rate increases on that block.

 3            MR. SWITZER:  So, the 1,600 is roughly

 4  what percentage of all of your Maryland business,

 5  please, just roughly?

 6            MR. SVEDBERG:  I would have to say well

 7  over 80 percent.

 8            MR. SWITZER:  Okay.

 9            MR. JI:  I have a question.  If the

10  assumption, future assumption you look at that maybe

11  five years later --

12            THE REPORTER:  Speak up.

13            MR. JI:  I'M talking about assumption,

14  your future assumptions, when you do study you found

15  different assumptions, you will update assumptions

16  like morbidity.  So, will that effect your future

17  rate increase requests?

18            MR. SVEDBERG:  So, let me -- let me echo

19  back I think what your question is.  Is you're

20  wondering if in the future if we see a further

21  deterioration of morbidity, would we be coming back

22  for a rate increase?
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 1            MR. JI:  Yes.

 2            MR. SVEDBERG:  We have an expectation

 3  that if it's outside of a -- a -- an acceptable, the

 4  provision for adverse experience, yes, we would have

 5  to entertain that idea.

 6            MR. JI:  Do you have a source like how

 7  much would be source?

 8            MR. SVEDBERG:  We typically anticipate if

 9  there is, a 10 percent.

10            MR. JI:  Thank you.

11            MS. GRASON:  I've got one.  So, we see

12  that you're asking for 15 percent in accordance with

13  the Maryland regulation.  If there was no 15 percent

14  rate cap, is that still what you would be asking

15  for?  Or do your numbers show that your block --

16            MR. SVEDBERG:  No, we prefer to -- to

17  have this completed as quick as possible and get the

18  policyholders to a point to where they know where

19  they are going to be at.  And, so, we would have

20  asked for a higher rate.

21            MS. GRASON:  Any idea how much more?

22            MR. SVEDBERG:  I don't have that handy.
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 1            MS. GRASON:  Okay.  Thank you.

 2            COMMISSIONER REDMER:  All right.  Thanks.

 3  I appreciate it.  Next up is Continental Casualty.

 4            MR. LAMONT:  Good afternoon.  My name is

 5  Seth Lamont.  I currently serve as the Assistant

 6  Vice President of Government Relations for CNA.

 7            I appear before you today in regard to

 8  the long-term care rate filing of Continental

 9  Casualty Company, which is a principal underwriting

10  subsidiary of CNA Financial.

11            We're grateful for this opportunity to

12  explain our rate need in greater detail.  As the MIA

13  is aware, long-term care represents a substantial

14  portion of CNA's overall business.  As of 2016 the

15  LTC book accounted for approximately 8 percent of

16  CNA's total gross premium written and roughly 42

17  percent of the company's reserving obligation.

18            The fact that LTC reserves comprise such

19  a substantial portion of the company's total

20  reserves is reflective of the long tail nature of

21  this business and serves to highlight the fact that

22  rate increases are vital to any future policyholder
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 1  obligations.

 2            While the reasons for our rate need are

 3  not necessarily unique, we respectfully request that

 4  the MIA and policyholders recognize these increases

 5  are vital to insuring that adequate reserves are

 6  available to CNA in order to satisfy future claims.

 7            As we have said on a number of occasions,

 8  CNA is committed to meeting policyholder

 9  obligations.  The company harbors no illusions of

10  profiting from this business, rather we seek to

11  insure that we have adequate reserving limits.

12            In addition to our efforts to insure that

13  we are capturing adequate rates, we have also made

14  significant investments in our long-term care

15  operations.

16            Despite the fact that CNA's long-term

17  care business is comprised solely of closed lots, we

18  continue to actively manage the business to insure

19  that claims are processed in an appropriate and

20  timely manner.

21            To reiterate, the company's goal with

22  respect to this rate increase is to break even from
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 1  a financial perspective while meeting our

 2  policyholder obligations.  That is why our rate

 3  filing is calculated at a hundred percent lifetime

 4  loss ratio.  CNA's current Preferred Solution to

 5  long-term care insurance filing originally requested

 6  an increase of 175 percent on policies that include

 7  an automatic benefit inflation rider only.  Any

 8  increases approved on this block of business would

 9  effect approximately 4,000 Maryland policies.

10            Included in the company's filing is a

11  freeze and drop option whereby a policyholder will

12  be afforded the option of dropping their inflation

13  rider in order to avoid the rate increase in its

14  entirety.

15            Policyholders who choose this freeze and

16  drop option will retain their current level of

17  inflation-adjusted benefits.

18            Upon electing to avail themselves of the

19  freeze and drop option, the policyholder's new

20  premium would be based on their original issue age

21  without the inflation option.

22            Notably CNA intends to offer the freeze
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 1  and drop option regardless of the magnitude of any

 2  rate increase approved.  In fact this and other

 3  benefit reduction options are available to CNA

 4  policyholders on an ongoing basis.

 5            Other benefit reduction options available

 6  to policyholders to avoid a proposed rate increase

 7  include reducing the maximum benefit period,

 8  reducing the daily benefit, increasing the

 9  elimination period and dropping any other optional

10  rider.

11            In addition to the aforementioned

12  options, CNA also offers our policyholders the

13  opportunity to discontinue paying premiums and

14  retain a lifetime benefit amount equivalent to the

15  nominal sum of their lifetime premium paid to-date.

16            For the experts in the room, this is

17  referred to as the contingent nonforfeiture option,

18  is being offered to all insureds regardless of issue

19  age or rate increase amount.

20            Anecdotally we observe that certain

21  policyholders who have chosen this option to be

22  reasonably satisfied with their decision.
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 1            As I appear before you today, CNA's rate

 2  need is not owing to factors unique to CNA but

 3  rather erroneous assumptions that were made at the

 4  outset by the industry as a whole in our originally

 5  filed and approved rates.

 6            As most of you are aware, both macro

 7  oriented assumptions as well as more micro oriented

 8  assumptions put into place at the outset with

 9  respect to long-term care rates have proved

10  erroneous.

11            From a macro perspective, interest rates

12  have been at or near historically low levels for

13  nearly a decade.

14            From a micro perspective, persistency

15  remains the key driver of our collective rate need

16  going forward.  At the outset as an industry, we

17  projected that four times as many policyholders

18  would allow their policies to lapse annually than

19  did so in reality.

20            Long-term care insurance was originally

21  priced as a lapse-supported product which means that

22  original premiums could be lower for the block if
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 1  some policyholders were assumed to voluntarily lapse

 2  their policy at some point in the future without

 3  ever going on claim.

 4            In rough terms the originally filed and

 5  approved rates across the industry during the mid to

 6  late '90s assumed a 4 percent lapse rate, and

 7  experience has shown that lapse rate to be closer to

 8  1 percent and in some cases less than one percent.

 9            This greater than expected persistency

10  had led to dramatically increased anticipated claims

11  cost as significantly more policyholders have chosen

12  to retain their policies than was originally

13  anticipated.  This persistency impact -- impact to

14  rates driven not only by policyholder lapses but

15  also lower mortality than expected.

16            While this is a positive from a societal

17  perspective, this leads to a larger required rate

18  need to support additional expected future claims.

19            Despite a cumulative rate increase of

20  more than 50 percent since the inception of the

21  current rate action program in 2013, policyholder

22  reaction has been a lapse rate of .9 percent with
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 1  just 64 policyholders having lapsed.

 2            In our view this demonstrates that even

 3  in the face of significant increases, policyholders

 4  continue to find substantial value in retaining the

 5  benefits that are offered under our Preferred

 6  Solution long-term care policies.

 7            As noted, long-term care is significant

 8  to CNA from an enterprise perspective with 42

 9  percent of our total company reserves being devoted

10  to these anticipated liabilities.

11            The company remains committed to meeting

12  policyholder obligations from both a financial and

13  operational perspective.  Policyholders are being

14  afforded a number of options to reduce their

15  benefits to avoid the proposed premium increase.

16            CNA's current experience is not unique

17  but rather on par with that of our peers in terms of

18  the challenges resulting especially from the filed

19  and approved original rates and lapse assumptions.

20            Despite significant upward adjustment in

21  premiums in recent years, the lapse rate on CNA

22  Preferred Solution policies for the State of
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 1  Maryland continue to be under 1 percent which again

 2  indicates the policyholders continue to see value in

 3  retaining their coverage.

 4            COMMISSIONER REDMER:  Thank you, Seth.

 5  Any questions for Seth?

 6            MR. SWITZER:  So, you mentioned LTC being

 7  8 percent of gross revenues.

 8            MR. LAMONT:  Yes.

 9            MR. SWITZER:  42 percent of reserves.  In

10  looking at net income for '16, I'm wondering if

11  there is any internal discussions of subsidizations

12  across lines.  It seems the net income overall, we

13  see problems in LTC, is there any subsidization

14  across any lines discussed within -- as you look at

15  these LTC issues?

16            MR. LAMONT:  I don't think cross

17  subsidization of policyholders is something that's

18  under active consideration by our management.  In

19  terms of items where I suppose it could be slight, I

20  mean, to the extent that the administrative expense

21  of the long-term care, administering long-term care

22  policies is not necessarily supported by rate, there
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 1  is -- there is some in that respect.  But I wouldn't

 2  say that there is an active discussion at the

 3  leadership level concerning cross subsidization as

 4  between policyholders.

 5            MR. SWITZER:  Thanks.

 6            COMMISSIONER REDMER:  Anybody else?

 7            MR. JI:  I heard you said the total rate

 8  increase can be 175 percent; is that right?

 9            MR. LAMONT:  So, that's what we

10  originally filed.  Just the inflation, for those

11  policyholders with inflation protection of which

12  there are 3,984.

13            MR. JI:  How has that been decided, that

14  amount, 175?

15            MR. LAMONT:  How has it been arrived at?

16            MR. JI:  No, decided, determined?

17            COMMISSIONER REDMER:  How did you come up

18  with 175?

19            MR. LAMONT:  It was -- it was determined

20  that the inflation protection was the primary driver

21  for the rate increase.  And, so, that was loaded

22  into the -- into the rate request for those
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 1  policyholders.

 2            MR. JI:  So, you are talking about the

 3  lapse assumption is very important for this product.

 4  If we originally we were able to approve your total

 5  of 175 rate increase, what is the impact to your

 6  lapse?  Have you ever looked at that?

 7            MR. LAMONT:  How much lapse we would

 8  anticipate with the 175?

 9            MR. JI:  The impact to lapse if we

10  approve the total rate increase you originally

11  requested.

12            MR. LAMONT:  I don't know that that

13  analysis has been completed.  I can tell you that

14  some years ago we got 116 percent out of the State

15  of Ohio roughly, and we saw the lapse -- I think it

16  was in the 5 to 7 percent range.  I wouldn't -- I

17  wouldn't think the lapse would be extraordinarily

18  high even at those levels.

19            MR. JI:  Okay.  Thank you.

20            MS. GRASON:  Following up on my

21  colleague, the Chief Actuary's question about cross

22  subsidizations among different lines, I oversee the
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 1  government relations operation for the MIA, and

 2  that's a question I get from legislators almost

 3  every time we talk about long-term care.

 4            If you have any feedback on this now, I

 5  would love to hear it.  If not, I would love to hear

 6  your subsequent thoughts or frankly any of the

 7  carriers out there, is there a public policy

 8  reason -- well, I know that the law right now does

 9  not ponder cross subsidizations, like we can't

10  require you to, but is there a public policy reason

11  from the carriers' perspective why that shouldn't be

12  happening?

13            So, in other words if a -- if a statutory

14  company is doing quite well as a whole, and one line

15  of business such as the long-term care is doing

16  poorly, what would be the public policy reasons

17  against cross subsidizations in your view?

18            MR. LAMONT:  I think it would be the law

19  for one.  I mean, not excessive, inadequate or

20  unfairly discriminatory.  As a general rule, since

21  the inception of insurance regulation, rates have

22  been made by line.  And to my knowledge cross
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 1  subsidization is seen as highly undesirable.

 2            So, I think there is a very strong legal

 3  argument against it.

 4            MS. GRASON:  Certainly, there is a legal

 5  argument bases on the current statutes.  I don't

 6  think we could require a company to cross subsidize

 7  based on the current law.  But I was just talking

 8  to a legislator this morning and the same question

 9  came up.

10            You know, is that a tool in the tool kit?

11  I know that the history of insurance regulation is

12  different, but I'm looking for talking points

13  because --

14            MR. LAMONT:  I would say from a --

15  from a practical standpoint, depending on the

16  financial condition of the particular company when

17  you -- I could see a legislator saying, well, such

18  and such company had a good quarter, and it should

19  be cross subsidized.  But when you look at a

20  situation that CNA has faced with 42 percent of the

21  reserves being in the LTC space, simply devoting

22  some portion of earnings to cross subsidization, I
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 1  don't -- I don't think would carry the day in terms

 2  of mitigating the issue.  I don't think it would be

 3  adequate.

 4            That would be the key -- the key

 5  stumbling block particularly for companies that have

 6  a greater challenge from a reserving perspective

 7  with respect to this line.

 8            MR. MORROW:  Let me go back to

 9  persistency real quick.  You said that you expected

10  the lapse to be far greater than it was.  4 percent

11  and you got about 1 percent over years.  What's the

12  reason for that?  What have you figured out was the

13  result of people staying on?

14            MR. LAMONT:  Why is it so much lower?  I

15  don't know that there is data sounding that.  I

16  think it's just the policyholders see a tremendous

17  value in holding onto the product.  Particularly for

18  some of these older products, the benefits are very

19  rich.  The policyholders are guaranteed renewable.

20  So, the policyholders have an ability to continue

21  with us with no additional health screening.

22            So, there are a lot of incentives to hang
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 1  onto the policy.  You know, not the least of which,

 2  I don't want to go as far as to make a

 3  representation of where this is priced versus the

 4  market, but I think an argument can be made in

 5  general that many of these price -- these products

 6  that you will hear about today are priced

 7  significantly below what they could be replaced at.

 8            So, to the extent that a policyholder

 9  goes to a financial advisor and says, should I hang

10  onto this policy?  And I would rather speak of this

11  in general terms rather than a Continental product,

12  the answer is going to be yes.  Because the

13  replacement cost is going to be 2 or 300 percent if

14  the person can pass health screening.

15            So, I mean, I think that's a substantial

16  reason why you see very low lapse rates.

17  That and I think that's how it's been from the

18  outset.  It was assumed that it would be the same as

19  a term policy, and I think people contemplate their

20  incapacity to a greater extent than they even

21  contemplate their own demise.

22            And for that reason they want to hang
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 1  onto it as a part of an overall financial plan and

 2  as a primary vehicle for asset protection.

 3            MR. MORROW:  Thank you.

 4            COMMISSIONER REDMER:  Anybody else?

 5  Seth, thank you.

 6            MR. LAMONT:  Thank you.

 7            COMMISSIONER REDMER:  Okay.  Let's go to

 8  the Maryland Life and Health Insurance Guaranty

 9  Fund.

10            MS. HOFFMAN:  Thank you for letting me

11  speak here today.  My name is Beth Hoffman, and I am

12  the Executive Director of the Maryland Life and

13  Health Insurance Guaranty Corporation.  The

14  corporation was created by the legislature and

15  exists to protect Maryland resident policyholders

16  when a life, health or annuity company licensed in

17  Maryland is declared insolvent and/or liquidated by

18  the court.  An order of liquidation or finding of

19  insolvency statutorily triggers the corporation to

20  provide coverage up to certain limits to Maryland

21  residents for their life, health or annuity

22  contracts.

�

0033

 1            The coverage in Maryland is $300,000.  On

 2  March 1st, 2017 the Commonwealth Court in

 3  Pennsylvania found Penn Treaty and its subsidiary,

 4  America Network, insolvent and ordered it into

 5  liquidation.

 6            At that time the corporation was

 7  triggered to provide coverage for approximately 900

 8  Maryland residents.

 9            A little background history for Penn

10  Treaty and American Network.  In the late 1990s the

11  company experienced rapid growth in their long-term

12  care business.  And given what we know now, the

13  majority of that business was significantly under

14  priced.

15            It is the contracts issued in this

16  timeframe that we're seeking premium rate increases

17  for.  It's important to note that during the period

18  between 2001 and 2008 the company sought a number of

19  rate increases across the country on the basis that

20  expected claims experience was anticipated to exceed

21  original assumptions.

22            The companies were not able to secure all
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 1  the increases they deemed necessary, and as a

 2  consequence of that inability and a significant

 3  deterioration of their financial position, the

 4  Pennsylvania Insurance Commissioner placed Penn

 5  Treaty in rehabilitation in January of 2009.

 6            At that time through our national

 7  organization, Novac, a task force was formed to

 8  study the business and financial condition of Penn

 9  Treaty and American Network.

10            As part of that study, Long-Term Care

11  Group was hired as the task force's actuarial

12  consultant.  And with me today is Brian Ulery who is

13  the principal consulting actuary for Long-Term Care

14  Group.

15            Based on the extensive analysis of the

16  company's policies and their premium rates by the

17  task force and the actuarial consultant, the

18  corporation is seeking approval for their requested

19  premium rate increases based on the following -- a

20  number -- the following number of factors.

21            The first is the objective is to charge

22  policyholders going forward a rate that should have
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 1  been charged since issuance if the policy had been

 2  issued at the $300,000 coverage limit and the

 3  actuary had known at issuance what they know now

 4  about the experience of the block.

 5            The second, the approved rate increases

 6  will bring premium for these policies more in line

 7  with market rates so that policyholders of Penn

 8  Treaty and ANET are not in a better position than

 9  policyholders of an insolvent company.

10            And third, the target premium rate for

11  each, Penn Treaty and American Network policy

12  represents the rate policyholders should have been

13  paying since the policy was issued assuming a number

14  of factors.

15            For example, current knowledge about

16  actuarial assumptions based on the experience of the

17  block, a 60 percent claims ratio at the time of

18  issuance, and benefits capped at the $300,000

19  coverage limit in Maryland for Long-Term Care

20  Guaranty Association liability coverage.

21            If the rate increases are approved, each

22  policyholder will be given the option of accepting
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 1  the rate increases or modifying the policy based on

 2  benefit reduction choices.

 3            One of the choices will be to drop the

 4  inflation benefit rider at current levels and

 5  adjusting the premium to reflect the benefit going

 6  forward without the inflation benefit rider.

 7            Another option will be to convert the

 8  policy to a paid up policy, where the policy's

 9  lifetime maximum benefit would reduce to a specified

10  amount calculated for that policyholder and the

11  inflation benefit rider associated with terminating.

12  The policyholder would not pay premiums for that

13  going forward for that option.

14            And the third option will be a one time

15  cash buyout option for the policyholder.

16            We are seeking approval for rate

17  increases for approximately 536 contracts in

18  Maryland.

19            So, I appreciate the opportunity to speak

20  to you today.  If you have any questions, I would be

21  happy to answer it with Brian.

22            COMMISSIONER REDMER:  Any questions for
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 1  Beth?

 2            Beth, what's the current loss ratio, do

 3  you know?

 4            MR. ULERY:  I have got that as this

 5  involves me.  For Maryland specifically, 2016 loss

 6  ratio in Maryland was 203.5 percent.

 7            COMMISSIONER REDMER:  230?

 8            MR. ULERY:  203.

 9            COMMISSIONER REDMER:  Okay.

10            MR. SWITZER:  I see you mentioned it

11  started at 900 and it's down to about five hundred.

12            MS. HOFFMAN:  Well, we have

13  responsibility for about 900 contracts, but we're

14  only seeking rate increases for 536 because

15  that's -- those are the -- from the time period of

16  the late '90s, and the old block -- the old company

17  block of business.

18            I think they had a corrective action plan

19  in the early 2000s, and they adopted that corrective

20  action plan.  So, we were able to get some more

21  capital and shore up that business.  And then they

22  began writing new business after that was lifted.
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 1            So, in the new business, those seem to be

 2  priced accurately.  What we're seeking rate

 3  increases for are the policies that were prior to

 4  the corrective action plan and are the most

 5  significantly under priced.

 6            MR. SWITZER:  Thanks.

 7            MR. JI:  So, what is the rate in other

 8  states?

 9            MS. HOFFMAN:  Well, there is a national

10  premium rate increase strategy going on, and I know

11  a number of other states are now requesting rate

12  increases.  I don't know what their percentages are.

13  But I do know that New Jersey just issued rate

14  increases for their ANET -- Penn Treaty wasn't

15  licensed in New Jersey but American Network was.

16  And I think there are some rate increase approvals

17  in the 400 percent range.

18            MR. ULERY:  So, the request varies by

19  whether the policy's have inflation or not, and it

20  varies by original issue age.  In New Jersey the

21  highest rate increase that was approved was 410

22  percent.
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 1            MR. JI:  Thank you.

 2            COMMISSIONER REDMER:  Anybody else?

 3            MR. ZIMMERMAN:  So, I have one question.

 4  So, assuming the rate increases are approved as

 5  filed, under moderately adverse conditions are there

 6  any additional increases expected?

 7            MR. ULERY:  Well, the original request in

 8  Maryland was a similar structure and by inflation

 9  type and by issue age and so on, and there were

10  some -- the highest increase was 90 percent that was

11  requested.  But there were a lot of categories or

12  buckets that had zero, but the overall aggregate

13  average request is probably in the 30 to 32 percent

14  range.

15            And if that was approved, my

16  understanding is that there is no intention for

17  additional requests.

18            MS. HOFFMAN:  Right.  There is no

19  intention for an additional request.

20            MR. ZIMMERMAN:  Okay.

21            AUDIENCE MEMBER:  It's very difficult to

22  hear frankly.
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 1            COMMISSIONER REDMER:  Sorry.  We'll --

 2            AUDIENCE MEMBER:  The people with no

 3  microphones today for some reason, but if people

 4  could talk up and really -- I'm an older guy sitting

 5  back here, it would be helpful.  I don't know about

 6  the younger people in the room.  Their hearing may

 7  be worse than mine since they walk around with iPods

 8  or whatever.

 9            COMMISSIONER REDMER:  Beth, could you

10  repeat that last part.

11            MS. HOFFMAN:  We don't anticipate --

12  there are no plans to ask for additional rate

13  increases for this block of business.  We expect

14  that we would hopefully get the rate increases and

15  we've worked since 2009 to price them going forward

16  what they should have been priced.

17            So, I do not anticipate that there will

18  be another request for a rate increase on this block

19  of business.

20            COMMISSIONER REDMER:  Got you.  Thank

21  you. Anybody else?  All right.

22            MS. HOFFMAN:  Thank you.

�

0041

 1            COMMISSIONER REDMER:  Okay.

 2            PERSON ON PHONE:  Mr. Redmer, could you

 3  please move the microphone perhaps on the table in

 4  front of the Reporter, it's very hard to hear on the

 5  line as well.

 6            COMMISSIONER REDMER:   Okay.  On the

 7  phone we will go to MedAmerica Life Insurance

 8  Company.

 9            MR. KINNEY:  Yes, thank you.  And good

10  afternoon.  My name is Patrick Kinney.  I'm managing

11  actuary for long-term care pricing at MedAmerica

12  Insurance Company.  Mr. Redmer, administration staff

13  and guests, thank you for the opportunity to appear

14  via phone today regarding our long-term care premium

15  rate increase filing.

16            Our office actually moved over the

17  weekend, and I needed to be here this morning to get

18  settled in.  So, thank you for accommodating me.

19            Today's hearing concerns our requested

20  premium rate increases on individual and group

21  product issued prior to September 1st, 2005.  We

22  refer to these forms as our Premier and pre-Premier
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 1  series.

 2            The policies were issued in Maryland from

 3  1996 through 2005.  As of year end 2016, there are

 4  93 individual policyholders and 2 group certificate

 5  holders who will be affected by the rate increase if

 6  approved.

 7            None of these policy forms are marketed

 8  any longer in Maryland or any other jurisdiction.

 9  In early 2016 MedAmerica ceased sales of LTC

10  policies nationwide.  However, we remain committed

11  to provide promised LTC benefits to the over 100,000

12  people across the country including over 400 in

13  Maryland, who rely on us to continue their coverage

14  long into the future.

15            We believe that premium rate increases

16  are necessary now to assure our ability to pay out

17  LTC claims in the long term.

18            Like most insurance carriers who sold LTC

19  policies, MedAmerica has experienced significantly

20  unfavorable changes in policy persistency, morbidity

21  and interest since the time the earlier generation

22  policies were priced and issued.
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 1            This adverse experience threatens the

 2  financial health of MedAmerica especially since we

 3  are a mono-line LTC company with no other insurance

 4  products to offset projected shortfalls from

 5  long-term care coverage.

 6            Our rate increase request for the Premier

 7  and pre-Premier policy form is a follow-up to the

 8  cumulative rate increases previously approved by the

 9  Administration.

10            For the individual product, rate

11  increases were approved in 2010, 2012 and 2014, for

12  a cumulative total of 39 percent.  For the group

13  product, one 15 percent increase was filed in 2010.

14            Our most current projection with

15  experience under these policy forms indicated the

16  need for a rate increase varying by benefit period.

17            In our filings we provided actuarial

18  justification for cumulative rate increases of 135

19  percent on limited benefit period plan design and

20  299 percent for policies with a lifetime benefit

21  period.

22            After adjusting for the prior cumulative

�

0044

 1  increases, our original request was for increases

 2  ranging from 68 percent to over 200 percent.

 3            Although MedAmerica recognizes that the

 4  annual rate increases are currently limited to

 5  15 percent under the Maryland regulation, the

 6  actuarial memoranda associated with the rate filings

 7  presents the experience, analysis and projections

 8  justifying the full rate increases we believe to be

 9  necessary.

10            We feel that this transparency provides

11  regulators with a more complete picture of the

12  financial risks of the company.  Because the

13  Administration has demonstrated flexibility in

14  approving larger rate increases if accompanied by a

15  so-called landing spot approach, our original intent

16  was to file proposed landing spots for these older

17  policy forms that may have allowed approval of a

18  phased-in rate increase greater than 15 percent in

19  told.

20            However, the landing spot design we had

21  developed in other jurisdictions was unable to

22  produce an actuarially equivalent reduction in
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 1  benefits for Maryland policyholders that would fully

 2  offset the rate increase.

 3            In the interest of moving forward with a

 4  feasible rate increase, we have amended our filing

 5  to request only a flat 15 percent rate increase at

 6  this time, with the intent of filing future

 7  increases to alleviate continued poor experience on

 8  these policy forms.

 9            We're in the process of preparing

10  responses to the Administration's information

11  request from August 8th in order to proceed on this

12  basis.

13            Similar to prior increases, MedAmerica

14  will offer insureds affected by the premium increase

15  the option of reducing their policy benefits to

16  provide flexibility of choice for those insureds who

17  wish to maintain a premium level reasonably similar

18  to what they are paying prior to the rate increase.

19            We're moreover offering a contingent

20  nonforfeiture to all insureds affected by the rate

21  increase.

22            I'm happy to answer any questions you may
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 1  have at this time.

 2            COMMISSIONER REDMER:  Thank you, Patrick.

 3  I only have one.  And I was a little curious

 4  wondering if you can give us a little more detail as

 5  to why the landing spots in other states didn't

 6  appear to work in Maryland.

 7            MR. KINNEY:  It depends on the population

 8  that was covered, the age of the various policies,

 9  when they were issued during the time period.  And

10  the amount of the rate increase was such that in

11  order to achieve a full offset, you know, we weren't

12  able to offset the high levels of rate increase for

13  the lifetime benefit policies and provide an

14  inflation level that would, you know, that would be

15  above zero basically.

16            COMMISSIONER REDMER:  Anybody else?

17            MR. JI:  I have another, same question,

18  regarding the landing spot.  I have another filing

19  with me that were able to offer the landing spot.

20  Can you tell me what did you do differently for that

21  filing?

22            MR. KINNEY:  That was a more recent

�

0047

 1  policy form that had different enrollment in it and

 2  different rate increase.  So, these older policies,

 3  you know, given where their inflation is, we just

 4  weren't able to come up with a feasible

 5  inflation-oriented landing spot and, you know, not

 6  necessarily the full offset on the premium for all

 7  the policyholders.

 8            MR. JI:  Thank you.

 9            MR. SWITZER:  So, did I hear correctly

10  that total in Maryland there are about 400 members,

11  and the filings that we have are of 95, so about a

12  quarter of the total pool in Maryland.

13            MR. KINNEY:  The current filings.  That

14  Jeff alluded to there are other filings that we have

15  pending with Maryland for another 200, 260 or so

16  policyholders.  So, out of the total of over 400, we

17  have, looks like, just about a little bit under 400

18  out of 420-some for whom we have filed increases.

19            I don't have the exact numbers in front

20  of me, but between these filings and the earlier

21  pending filings we filed for, all the products that

22  we intend to file for in Maryland.
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 1            We have do some policy periods that were

 2  issued in more recent years that are not in need of

 3  a rate increase at this time.

 4            MR. SWITZER:  So, most of it, but not all

 5  of it.  On the landing spot idea, would the company

 6  be -- consider the idea of if -- if you had a

 7  landing spot where -- trying to find the right mix

 8  for customers, for the carriers a blend of, say, if

 9  you had a 15 percent and a -- trying to find a

10  landing spot with inflation down at zero, trying to

11  find -- maybe coming down on the increase and maybe

12  inflation doesn't go from five in illustrated

13  numbers down to zero, but three or something, to mix

14  benefit reductions with rate increases to find a

15  balance, is that a scenario that could be

16  considered?

17            MR. KINNEY:  Yes, we've been able to do

18  that in other jurisdictions depending on the level

19  of rate increase that has been offered.  You know,

20  with rate increases of well over a hundred percent

21  that we originally requested and the inflation

22  reduction, it just wasn't going to get us there.
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 1            MR. SWITZER:  Thank you.

 2            COMMISSIONER REDMER:  Anybody else?  All

 3  right.  Thank you very much.  I appreciate it.

 4            MR. KINNEY:  You're welcome.

 5            COMMISSIONER REDMER:  Next we will go to

 6  Metropolitan.

 7            MR. TREND:  Good afternoon, Commissioner

 8  Redmer and members of the Maryland Insurance

 9  Administration panel, MetLife long-term

10  policyholders and other interested members of the

11  public.

12            My name is Jonathan Trend.  I am Vice

13  President, Actuary at Metropolitan Life Insurance

14  Company.  I have oversight responsibility for

15  actuarial memoranda and accompanying documents that

16  support the applications.

17            I'm a fellow of the Society of Actuaries,

18  a member of the American Academy of Actuaries, and

19  have over 19 years of experience with long-term care

20  insurance and risks, assumptions and benefits that

21  are characteristic of that coverage.

22            Also with me is Tom Reilly.  Tom is
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 1  MetLife's Assistant Vice President of LTC Product

 2  Management and Compliance.  We welcome the

 3  opportunity to present our views on MetLife's

 4  long-term care insurance rate filings currently

 5  before the Maryland Insurance Administration and

 6  answer your questions.

 7            Thank you also for providing this forum

 8  for Maryland citizens including our valued customers

 9  to express their views and comments on the filings.

10            Our brief presentation will include a

11  description of the steps we have taken to mitigate

12  the impact of the proposed increases.  We also hope

13  to provide a greater understanding why the increases

14  are necessary, and the process MetLife uses to

15  evaluate the underlying assumptions and risks that

16  we're required to assess before filing for an

17  increase with the Administration.

18            Please keep in mind that this

19  presentation will highlight and expound upon certain

20  areas relating to MetLife's comprehensive filings

21  made with the Administration on April 11th,

22  April 27th, and July 26th of 2017.
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 1            The filings present the full and complete

 2  actuarial basis for the requested rate increases and

 3  constitute MetLife's official request and represent

 4  both individual and group LTC business.

 5            MetLife's decision to file for rate

 6  increases was made only after careful and indepth

 7  analysis of the experience relating to the policies

 8  that are the subject of these filings.  We are

 9  proposing these increases in light of the

10  information that has emerged over the years these

11  policies have been in force, including claims

12  experience and persistency and the changes in

13  assumptions underlying these policies since they

14  were first issued.

15            MetLife believes that the rate filings

16  made with the Administration clearly demonstrate the

17  increases are needed because the experience relating

18  to these policies has been and is expected to remain

19  materially worse than initially anticipated.  This

20  is also my professional opinion.

21            We believe that the proposed premium

22  schedules are not excessive nor unfairly
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 1  discriminatory and the benefits provided are

 2  reasonable in relation to the proposed premiums

 3  based on the lifetime loss ratio being in excess of

 4  the minimum requirement set by Maryland insurance

 5  law.

 6            I am now going to turn the presentation

 7  over to my colleague, Tom Reilly, who will provide

 8  an overview of the scope of MetLife's applications

 9  for rate increases.

10            MR. REILLY:  Good afternoon.  Thank you

11  for the opportunity to speak with you about our

12  findings.  As background to our filings, I think it

13  would be helpful to briefly explain the scope of the

14  applications that are the subject of today's

15  hearing.  MetLife is seeking approval on two

16  segments of our long-term care insurance business.

17            COMMISSIONER REDMER:  Excuse me, Todd.

18  Can you speak up?

19            MR. REILLY:  Sure.

20            THE REPORTER:  Thank you.

21            MR. REILLY:  The first segment includes

22  policy forms associated with MetLife's individual
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 1  long-term care business.  The policy forms were

 2  issued between 2009 and 2012.

 3            The increase percentage that MetLife is

 4  requesting on these forms is 15 percent.

 5  Approximately 289 insureds from this business may be

 6  impacted by the rate increase.

 7            The second segment includes policy forms

 8  associated with MetLife's AARP long-term care

 9  business specifically its original plan, its Flex

10  Choice plan and its Flex Choice Plus plan issued

11  between 2000 and 2008.  The increase percentage that

12  MetLife is requesting on these forms is 23.12

13  percent broken up in phases of 10 percent in Year 1,

14  10 percent in Year 2 and 1.75 percent in Year 3.

15            Approximately 1,495 insureds from the

16  AARP business may be impacted by this rate increase.

17            Jonathan will now address the actuarial

18  aspects of the filings.

19            MR. TREND:  As previously mentioned,

20  MetLife believes that the applications demonstrate

21  that the requested increases are justified and meet

22  all Maryland requirements for approval.

�

0054

 1            To assist you with a review, I will

 2  briefly speak to the application and why we believe

 3  the requested increases are reasonable.

 4            I will start by referring you to specific

 5  portions of the filings that demonstrate that the

 6  loss ratio on the Maryland policies after

 7  application of the requested increase will remain

 8  far in excess of the minimum loss ratio required for

 9  rate revisions under Maryland insurance law.

10            The term loss ratio is throughout our

11  testimony, and it is here defined as the ratio of

12  incurred claims, monies paid to claimants, to earned

13  premiums, the monies we collect from our

14  policyholders.

15            References to past, future and lifetime

16  loss ratio or similar qualifiers indicate the

17  inclusion of EBIS and the time value of money on the

18  calculations which is a required and accepted

19  actuarial practice.

20            As part of the in force management of the

21  business, MetLife monitors the performance of the

22  business by completing periodic analyses of the
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 1  persistency rates, how many policyholders keep their

 2  coverage; mortality rates, how long policyholders

 3  live; and morbidity rates, the frequency and

 4  severity of claims.

 5            The findings from these analyses were

 6  used in projecting the future performance of in

 7  force business to determine the affect of experience

 8  on the projected lifetime loss ratio.

 9            The reason we study these parameters is

10  because they bear directly on projected levels of

11  claims and premiums over the lifetime of the

12  policies.

13            As explained in the memoranda, overall

14  actual persistency rates have been higher than that

15  assumed when the policies were priced.

16            Mortality rates have been lower than that

17  assumed in pricing, and morbidity levels have

18  generally been higher than that assumed in the

19  original pricing.

20            The combine result of the past experience

21  and future projections based on current assumptions

22  without a rate increase are loss ratios that far
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 1  exceed the minimum requirement.

 2            In fact the current projected lifetime

 3  loss ratio for Maryland range from 86 to 117

 4  percent.  This means that our current rate bases

 5  have us paying out from 86 to $117 in benefits for

 6  every $100 we collect in premium.

 7            Even after rate increases at the levels

 8  requested in our applications, the loss ratio for

 9  Maryland policies will range from 78 to 111 percent.

10  Again well in excess of the minimum requirement.

11            It is important to note that our

12  applications do not attempt to recover past losses.

13            Tom will now conclude our testimony.

14            MR. REILLY:  Please be assured that while

15  MetLife believes the requested increases are

16  necessary, justified and permitted under Maryland

17  insurance laws and regulations, we also understand

18  that any approved increases may cause some

19  policyholders to consider cancelling their coverage.

20            MetLife's experience shows that the vast

21  majority of policyholders choose to maintain their

22  coverage even in the face of rate increases.
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 1            For all policyholders including those who

 2  may consider ending their coverage because of an

 3  approved rate increase, we will offer them multiple

 4  options that are available to modify their coverage

 5  to keep their premiums at a level similar to their

 6  current premiums.

 7            In addition concurrent with the rate

 8  increase request, we've requested approval of the

 9  endorsement to provide a nonforfeiture benefit so

10  that all policyholders who choose to stop paying

11  premiums in response to rate increases can still

12  maintain paid-up coverage.

13            This means for these policies every

14  premium dollar previously paid minus any benefits

15  already received will be available as a benefit if

16  the insured goes on claim.

17            In closing we feel the value provided by

18  these coverages is significant, and we are proud of

19  the service we have provided to MetLife

20  policyholders especially at the time of claim.

21            Since entering the long-term care

22  insurance market, MetLife has paid out approximately
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 1  four billion dollars in claims.

 2            Thank you for the opportunity to testify

 3  in support of MetLife's application.  We

 4  respectfully request that the Administration approve

 5  our filings as submitted.  This conclude our

 6  prepared remarks.

 7            COMMISSIONER REDMER:  Thank you.  And I

 8  apologize, I may have missed this.  You mentioned a

 9  couple of loss ratios, that they were projected loss

10  ratios.

11            MR. TREND:  Yes, those are lifetime from

12  original issue to the end of our projection period.

13            COMMISSIONER REDMER:  And what is the

14  current loss ratio?

15            MR. TREND:  On these forms our last

16  actuals are for the calendar year 2015 in our

17  filing.

18            COMMISSIONER REDMER:  Uh-huh.

19            MR. TREND:  And they vary -- we have five

20  filings before you.  But from -- in the -- for

21  Maryland specific business, between 10 and 105

22  percent.
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 1            COMMISSIONER REDMER:  Okay.

 2            MR. TREND:  And nationwide the range is

 3  from 7 to 88 percent.

 4            COMMISSIONER REDMER:  Okay.

 5            MR. TREND:  Again it varies by policy

 6  form.

 7            COMMISSIONER REDMER:  Thank you.  Anybody

 8  else have a question?

 9            MR. JI:  Talk about the landing spot, I

10  ask if you offer the landing spot for the rate

11  increases, and you say you cannot do that.  So maybe

12  you explain the reason.

13            MR. TREND:  Sure.  So, the reason we

14  chose not to pursue that is really two fold.  One is

15  related to the level of increased request below 20

16  percent in respect of the 15 percent regulation.

17            And secondarily we had very few

18  policyholder in Maryland with the inflation benefit

19  feature.  So, that landing spot would only really

20  impact a relatively small number of our consumers.

21            MR. JI:  Thank you.

22            MR. SWITZER:  I see that the total in
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 1  Maryland I have about 11,000 members.  And I heard

 2  that these filings we're discussing here of about

 3  1,800.  So, do I have that right, about a fifth or

 4  so of the total?

 5            MR. TREND:  That's correct.

 6            MR. SWITZER:  So, the rest of the 80

 7  percent are doing a little better, I presume.

 8            MR. TREND:  Yeah, last year we were here

 9  and we did request a rate increase on some of the

10  earlier blocks.

11            MR. SWITZER:  And here on the biggest

12  piece, the 1,500 members issued between 2000 and

13  2008, just curious roughly when -- given a long-time

14  horizon product, early loss ratios will be low, but

15  when the actual you expect to start to deviate, the

16  actual started to be above the expected, do you have

17  a sense of when that started?

18            MR. TREND:  Yes, so, our assumptions have

19  evolved over the years since MetLife entered the

20  long-term care space, and typically consistently as

21  the other carriers testified to with lower lapse

22  rates, lower mortality rates and claim costs have
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 1  been a little bit more than expected, but generally

 2  higher.  So, it's been an evolution over of the

 3  years.

 4            In our later product series over time

 5  reflected that change in assumptions, typically

 6  leading to higher original premiums.

 7            We monitor the experience annually as I

 8  testified to to see how it's evolving.  So, we have

 9  seen duration over the years.  Each year we assess

10  the experience, calculate the appropriate rate

11  basis, and then management makes a decision as to

12  whether it's prudent to pursue a rate increase or

13  not.

14            MR. SWITZER:  So, early on it started to

15  deviate, the actual to expected?

16            MR. TREND:  Broadly for our company, we

17  really started seeing significant deviations that

18  lead us to explore in force rate increases in the

19  late 2000s.

20            MR. SWITZER:  Thanks.

21            MR. TREND:  In fact, you know, the

22  company chose to stop writing new business, and

�

0062

 1  thereafter to manage the in force block at the

 2  approximate time.  But it's a continuum.  It was not

 3  a cliff type situation.

 4            MR. SWITZER:  Sure.  Thank you.

 5            MR. MORROW:  You mentioned there's

 6  individual and group business in here.  Do you have

 7  a breakdown of the numbers?

 8            MR. REILLY:  Sure.  On the group it's

 9  14 -- let me see.

10            MR. TREND:  1,495.

11            MR. REILLY:  1,495, 289 is individual.

12            MR. MORROW:  So, you do still have some

13  individual business.  That didn't all move over to

14  Bright House?

15            MR. TREND:  Correct.

16            MR. REILLY:  Correct.

17            MR. MORROW:  Is there any -- is there any

18  reason all that business didn't move over?  Is it

19  any different the business you kept versus the

20  business that left?

21            MR. TREND:  It's really the origin of the

22  legal entities.  So, the business that moved to the
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 1  newly spun off Bright House entity was actually

 2  originally written by The Travelers, and was assumed

 3  in a transaction many years ago.

 4            And when the company decided to spin off

 5  the Bright House entity, we did it by legal entity.

 6  So, those products were housed in what is now Bright

 7  House, formerly MetLife USA, formerly Metropolitan

 8  Insurance Company of Connecticut, formerly

 9  Travelers.

10            The business we're discussing today is

11  all written on Metropolitan Life Insurance Company

12  paper, and we expect to maintain that business as is

13  in perpetuity.

14            MR. MORROW:  So, will we see different

15  folks up here when Bright House asks for a rate

16  increase?

17            MR. TREND:  Correct.

18            MR. MORROW:  Thank you.

19            MS. GRASON:  The same kind of broad

20  policy questions as before.  What would your

21  thoughts be if the legislature were to pose the

22  question about cross subsidization?  Certainly Met
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 1  is a household name, you know, you guys are kind of

 2  known for having big business, great profits as a

 3  general statement.  Why can't those profitable

 4  blocks subsidize the nonprofitable LTC?

 5            MR. TREND:  Full disclosure, I'm not a

 6  public policy guy.  I'm an actuary.

 7            COMMISSIONER REDMER:  Would you like me

 8  to swear him in?

 9            MR. TREND:  I will make a couple of broad

10  statements with that caveat.  You know, one is

11  obviously the current environment regulation and

12  history and legal entity set-up really doesn't

13  anticipate that in any meaningful way.

14            But conceptually, my view is it's already

15  happened.  Metropolitan Life Insurance Company to

16  your point is a broadly diversified mix of products.

17  We report our statutory blue book.  It's there for

18  all to see.  And all the assets of that entity are

19  available to pay all the obligations of that entity

20  regardless of product line.

21            So, in one sense it's happening already.

22  We don't have long-term care shareholders and life
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 1  shareholders and annuity shareholders.   We're one

 2  company.  So, to some extent it's happening, but

 3  obviously the regulatory framework as it exists

 4  requires each product to meet its compliance and

 5  financial obligations kind of on a standalone basis.

 6            MR. SWITZER:  Just augmenting a little

 7  bit Cathy's thought, when we look at all 22 carriers

 8  in 2016 and look at those publically available net

 9  income numbers, it's a 7.7 percent positive number.

10  I know that varies a lot by carrier, but it's a

11  pretty healthy number.  And we're just trying to see

12  the whole picture.  LTC being 8 percent -- 4 percent

13  for all 22 carriers of the total book.  And just

14  seeing what the context is.

15            MR. TREND:  Sure.  Understood.  Thank

16  you.

17            COMMISSIONER REDMER:  Any questions?

18            All right.  Thank you.

19            MR. TREND:  Thank you.

20            COMMISSIONER REDMER:  That takes care of

21  the carriers.  We will now move to interested stake

22  holders, and we will go first to Mr. Cohen.  Thank
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 1  you for joining us.

 2            MR. COHEN:  Good afternoon, my name is

 3  Irv Cohen.  I'm a resident of Montgomery County for

 4  60 some odd years.  I also own a long-term care

 5  policy originally written by Travelers.  Thank you

 6  for telling me a little bit about it.

 7            I have addressed -- I want to thank you

 8  for the opportunity to address the panel.  I have

 9  been here before, as you know, and I have certain

10  points that I'm going to make.  But this has been a

11  most enlightening session, frankly.

12            It's nice, I think, to hear that it's

13  okay to discriminate but not unfairly discriminate.

14  That kind of blows me away.  And I wonder how that

15  would sit in a court of law.  I would be interested

16  in knowing who you discriminate against and who you

17  discriminate for.

18            I was shocked to hear that the design of

19  the policies, especially for the one that I perhaps

20  had, have been having for the last 20 years and I've

21  been paying -- by the way my premiums have gone up

22  500 percent in the meantime.  They were designed so
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 1  the lapses would support lower premiums.  And this

 2  comes now back to the whole question which is really

 3  the heart of what we are talking about in that is,

 4  who is to bear the risks and the rewards of the

 5  policy design performance and the actual performance

 6  with respect to the various elements of the total

 7  structure of the policy's economics.

 8            Now, I will share with you a personal

 9  observation.  My family was in the produce business

10  for three generations.  And if my father purchased a

11  trailer load of potatoes at a certain price and then

12  discovered halfway through he was losing money on

13  that deal, he could not go back to those who had

14  purchased the potatoes earlier and ask them to pay

15  more money.

16            And that's precisely what's being asked

17  here.  They didn't do it the right way for a lot of

18  reasons, maybe to buy market share, maybe because it

19  was being tied in with a life policy or regular

20  health policy or for any other business reasons, but

21  right now I feel and a lot of people like me who may

22  be here today or not, I don't know, but in other
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 1  sessions they have been present, they feel like it's

 2  tails I lose, heads you win type of situation.

 3            Now, why are the lapse rates low?  I can

 4  tell you why mine is low.  I have so much invested

 5  in this policy, I've got as much invested in this as

 6  my grandchild's tuition at University of Maryland

 7  this year.  So, I really got to think long and hard

 8  before I walk away from that investment.

 9            And why did I make that investment 20

10  some odd years ago?  Because I thought that there

11  was somebody looking at the policies, MIA I thought,

12  that the policies were fair, they were structured

13  fairly and I was being treated fairly.

14            And now I find I'm not being treated

15  fairly.  My premium notices that came last week

16  added up to $16,000.  Now, I have a lifetime

17  benefit.  Yeah, that's a pretty good deal.  And you

18  all know it is, because you stopped selling it.

19            But why do I bear that loss?  You

20  designed the policy to make money.  When you made

21  money on the policies did I, like I have in my life

22  insurance policies, get a premium rebate?  Did I see
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 1  anything from it?

 2            Who is looking at the administrative

 3  costs?  Who is looking at when this book of business

 4  was purchased from Travelers what the pricing was?

 5  How much of that bad deal you made with Travelers is

 6  baked into my policy now because you don't have the

 7  cash flow?

 8            There is something wrong here.  Terribly

 9  wrong.  And I'm glad to sit and talk about it.  I'm

10  not an actuary.  I'm retired lawyer.  I'm glad to

11  say it's retired, but there comes a time when it

12  gets to be so obnoxious that it really, if you will,

13  shocks the consciousness of my court.

14            I sit here and I listen to this, well, we

15  made a mistake.  We under priced the product.  We

16  did this.  We did that.  We did the other thing.

17  Well, who the heck are the experts?  The consumer

18  who was told by the agent, oh, yeah, there is this

19  provision in here where they can increase the

20  premium but they never have.

21            And here we are, we've heard people come

22  in time and time again, oh, after two years my
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 1  premiums are going up and they are going up every

 2  year.  And we're not talking about a retired lawyer.

 3  You're talking about a retired, middle class, blue

 4  collar person who is depending upon this to not to

 5  become a burden on his family.

 6            And we can chuckle about some of these

 7  things, but that's a real problem.  When mom and pop

 8  have to go to their kids and say, we screwed up.  We

 9  believed the insurance company, we believed the

10  regulators were watching my back.  And it turned out

11  nobody was watching their back.

12            So, yeah, I can get pretty emotional

13  about this because I see some of those people.  I

14  live in Leisure World.  7,000 people live in Leisure

15  World.  Most of them do not have this policy.  Most

16  of them, a lot of them are government employees, and

17  I was with some of them last night and, boy, you

18  should have heard them bitching about 800 percent

19  increases.

20            I said, well, you didn't live in Maryland

21  and get a Maryland policy with only 15 percent.

22  You're very unfortunate.  I'm really upset today
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 1  when I hear about this.

 2            The problem is I think you're not looking

 3  at the right things.  I read through the study of

 4  company financial data that you put out, and I'm

 5  just going to point out one item.  No. 6.  It sets

 6  out a process that I would suggest to you is

 7  inadequate.

 8            The study totally fails to address the

 9  issue of the use of the premiums that were paid by

10  policyholders like myself for 20 years.  What

11  actually happened to those premiums?

12            My mother-in-law then age 72 purchased a

13  policy, never became a claim and she died.  And all

14  the premiums that I paid for her because I knew I

15  was her safety net, never saw them again.  They are

16  gone.  What happened to those?  What was the actual

17  use?  How did the carrier reserve it for the future

18  claims?  What did they do with the money?  What good

19  deals did they make, what bad deals did they make?

20  What officers or high ranking lawyers and

21  accountants got paid what?  Or had fancy, you know,

22  conferences in the Caribbean?  I don't know.
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 1            In other regulated industries, you would

 2  know.  Utility couldn't bake those costs into their

 3  rate base and get a return on it.  And in many ways

 4  this is a quasi utility type of situation.

 5            What's appropriate, what's fair, what's

 6  reasonable to charge the policyholder for?  What

 7  risks should the policyholder be taking?  And should

 8  the policyholder be given full disclosure at the

 9  front end, not five years in when he's paid premiums

10  for five years.

11            I'm aghast.  I'm upset.  People I speak

12  to are upset.  And I think they have every reason to

13  be upset because I don't think they've been treated

14  fairly.  They have not been treated fairly.  When a

15  working guy goes and he buys a policy for a couple

16  thousand dollars a year, and then he finds two years

17  later a 15 percent increase.  And that gets

18  compounded year after year after year.

19            When he says, listen, I can't afford it

20  any more.  But he will hang onto it.  He will give

21  up a vacation.  He will give up going to ball games

22  with his kids and grandchildren.  He will do a lot
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 1  of things because he doesn't want to become a burden

 2  to his family.  And that's the reason he bought the

 3  policy.

 4            But what happens when the policy is gone

 5  and the family is scattered across the United

 6  States, who does he become a burden to?  Everybody

 7  here who is a citizen of the State of Maryland is

 8  paying a piece of what his policy should have paid

 9  for.  And that's outrageous.

10            Medicaid does not carry the day for most

11  people.  I'm very active at the Charles E. Smith

12  Life Communities in Washington.  And I can tell you

13  if we had to pay and make a, quote, profit on what

14  Medicaid pays, we couldn't do it.

15            We depend on the generosity of our

16  investors, our community members.  So, you pay

17  taxes.  I pay taxes.  And we're paying for all of

18  this nonsense that's gone on where I think a lot of

19  people believe the policyholders have been screwed

20  and the carriers have been active participation --

21  participants in it.  Thank you for the opportunity.

22            COMMISSIONER REDMER:  Thank you.  And we
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 1  appreciate your coming back out.  Any questions for

 2  Mr. Cohen?

 3            MR. MORROW:  I just want to thank him for

 4  his letter of August 21st.

 5            MR. COHEN:  Sure.

 6            MS. GRASON:  All right.  And this is

 7  Cathy Grason, I'll be stepping in to conclude our

 8  meeting as the Commissioner has to step out.

 9             I believe we got everybody that signed

10  up here in person.  Is there anyone else present

11  with us today that wishes to speak that has not

12  signed up?  Any folks on the phone that wanted to

13  testify?

14            Hearing none, I wanted to thank everyone

15  for coming out today to participate, the folks that

16  dialed in.  The transcript from today's hearing will

17  be posted on the MIA website in the next few weeks.

18  I believe our next hearing is scheduled toward the

19  end of the year.  You can keep your eyes on our

20  website for that information as well.

21            Thank you very much.

22      (Whereupon at 2:26 the hearing concluded.)
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 1  STATE OF MARYLAND

 2  COUNTY OF HOWARD SS:

 3            I, Susan Farrell Smith, Notary Public of

 4  the State of Maryland, do hereby certify that

 5  above-captioned matter came on before me at the time

 6  and place herein set out.

 7            I further certify that the hearing was

 8  recorded stenographically by me and that this

 9  transcript is a true record of the proceedings.

10            I further certify that I am not of

11  counsel to any of the parties, nor an employee of

12  counsel, nor related to any of the parties, nor in

13  any way interested in the outcome of this action.

14            As witness my hand and notarial seal this

15  10th day of September, 2017.

16

17                           _____________________

18                             Susan Farrell Smith

19                          Notary Public

20  (My Commission expires February 8, 2020)
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 1                 P R O C E E D I N G S



 2            COMMISSIONER REDMER:  Once again, I 



 3  apologize for being late.  Good afternoon.  I'm Al 



 4  Redmer, and this is our third public hearing on 



 5  specific carrier rate increases for long-term care 



 6  insurance for this year.  I'm going to apologize 



 7  again in advance, I have to be in Annapolis at 3:30.  



 8  So, if we're still going, I'm going to slip out at 



 9  2:30 and turn it over to Cathy and Bob to follow up.



10            Today's hearing will focus on several 



11  rate increase requests now before the Maryland 



12  Insurance Administration in the individual long-term 



13  care market.  These include requests from the 



14  Maryland Life and Health Insurance Guaranty 



15  Corporation on behalf of a Penn Treaty Network 



16  America Insurance Company, proposing increases of 10 



17  percent to 88.9 percent, phased in at no more than 



18  15 percent annually.



19            Metropolitan Life Insurance Company 



20  proposing increases of 15 percent.  MedAmerica 



21  Insurance Company proposing increases of 15 percent.



22            CMFG Life Insurance Company proposing 
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 1  increases of 15 percent.  And Continental Casualty 



 2  Company proposing increases of 32.25 percent, phased 



 3  in at 15 percent annually over two years.



 4            In the group long-term care market, we 



 5  have requests from Metropolitan Life Insurance 



 6  Company proposing increases of 15 percent, and 



 7  MedAmerica Insurance Company proposing increases of 



 8  15 percent.



 9            Collectively these requests effect about 



10  8,165 Maryland policyholders.  The goal of today's 



11  hearing is for insurance company officials to 



12  explain their reasons for the rate increases.



13            We will also listen to comments from 



14  consumers, producers or other interested parties.  



15  And we're here to listen, ask questions from the 



16  carriers and consumers regarding the specific rate 



17  increase request.



18            I would like to pause at this moment and 



19  introduce the folks who are here with me from the 



20  Maryland Insurance Administration.  With me at the 



21  table is Todd Switzer, our Chief Actuary.  Jeff Ji, 



22  Senior Actuary.  Adam Zimmerman, Actuarial Analyst.
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 1            To my right is Cathy Grason, Chief of 



 2  Staff.  And to my left is Bob Morrow, our Associate 



 3  Commissioner of Life and Health.



 4            Also we've got a Craig Prem from the 



 5  office of the actuary, Nancy Muehlberger, Alexa --



 6            MS. GUGIG:  Gugig.



 7            COMMISSIONER REDMER:  That's exactly how 



 8  I was going to pronounce it.  And welcome aboard, 



 9  Alexa, good to see you, glad to have you.



10            Let me first go over a couple of 



11  procedures.  First, outside there is a handout with 



12  all of our contact information on it.  So, I would 



13  suggest that you feel free to take a copy that you 



14  can follow up with any further questions or 



15  comments.



16            Secondly, the hearing is intended as a 



17  question and answer forum between the Maryland 



18  Insurance Administration and the carriers.  And then 



19  to get additional feedback from again consumers, 



20  producers, advisers, or interested parties.



21            We have accepted some comments in 



22  advance.  We will be posting all of the comments on 
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 1  our website, and we will continue to take -- keep 



 2  the record open for additional comments until 



 3  Tuesday, September the 5th.



 4            The transcript of today's meeting as well 



 5  as all written testimony submitted will be posted on 



 6  the website.  The transcript and written testimony 



 7  will be available on the MIA's long-term care page 



 8  as well as the quasi legislative -- legislation 



 9  hearing's page.



10            The long-term care page can be found at 



11  the MIA website by clicking on the long-term care 



12  tab located under the quick links section on the 



13  left -hand side of the home page.



14            As a reminder, we do have a Court 



15  Reporter here today to document the hearing.  So, 



16  when you're called if you could please state your 



17  name and affiliation clearly for the record.



18            If you're dialing in, thank you for 



19  joining us.  We ask that you please mute your phones 



20  unless you're going to speak.  Also any time before 



21  speaking if you could restate your name and 



22  organization, that would be helpful.
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 1            We're going to be asking the carriers to 



 2  come up individually to speak regarding their rate 



 3  request.  And we have an aid from Senator 



 4  Klausmeier's office.  Thank you for joining us.



 5            Carriers are going to be called in 



 6  alphabetical order.  And then we will ask interested 



 7  stake holders to speak.



 8            So, any questions about the process?  



 9  Okay.  If not, let's start with CMFG Life Insurance 



10  Company.



11            MR. SVEDBERG:  Good afternoon.  My name 



12  John Svedberg, director and actuary representing 



13  product management for CMFG Life long-term care 



14  business.  I would like to thank Commissioner Redmer 



15  for this opportunity to discuss our current 



16  long-term care filings pending with the Maryland 



17  Insurance Administration.



18            CMFG sold long-term care insurance 



19  nationally from 1993 through 2010, and specifically 



20  in Maryland from 1997 through 2010.  The company's 



21  two current pending filings with the Insurance 



22  Administration covers policies sold between 2002 





�                                                               10



 1  through 2010 and covered just over 1,650 



 2  policyholders.



 3            Nationwide CMFG Life currently provides 



 4  coverage for 29,000 policyholders.  Once again, we 



 5  appreciate today's opportunity to discuss the 



 6  company's decision to file for the current rate 



 7  increases.  This decision did not come lightly, and 



 8  we understand the difficulties these rate increases 



 9  can be to our policyholders.



10            To provide more context, I will discuss 



11  the factors that led to the request as well as the 



12  options CMFG Life makes available to help impacted 



13  policyholders mitigate the impact of any rate 



14  increases.



15            CMFG Life is currently requesting a     



16  15 percent rate increase for Maryland policies sold 



17  under both the company's 2002 product version and 



18  the 2006 product version.  This request is governed 



19  by Maryland's regulated 15 percent request cap.



20            The company has received two prior       



21  15 percent rate increases for the 2002 product, 



22  specifically in 2014 and 2016.  The 2006 product 
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 1  received a prior 15 percent increase in 2015.



 2            Without the regulated cap, the maximum 



 3  rate increase allowed under Maryland's 5885 rate 



 4  stabilization standard would range from 139 percent 



 5  to 145 percent.



 6            The assumptions reviewed to determine 



 7  these expected loss ratios are standard key 



 8  assumptions within the long-term care industry - 



 9  mortality, policy lapse rates and morbidity.  Any 



10  portfolio interest rate assumption relies upon the 



11  regulatory statutory valuation rate used for active 



12  life policyholder reserves and, therefore, does not 



13  specifically rely upon the company's portfolio 



14  interest rates.



15            Company experience was used to the extent 



16  it was statistically credible and supplemented by 



17  fitting with industry data.  Overall mortality and 



18  lapse rates have been lower than original pricing 



19  assumptions.  This results in more policyholders 



20  available to initiate claims and drive aggregate 



21  claim costs higher.



22            Morbidity rates have been higher than 





�                                                               12



 1  original pricing assumptions.  As more experience 



 2  emerges, we continue to see increases in the slope 



 3  of the claim cost curve.  So, as policyholders grow 



 4  older, incidence and claim cost increase which 



 5  ultimately drive increases in the expected lifetime 



 6  loss ratios.



 7            Again these factors indicate a much 



 8  higher rate increase, 139 to 145 percent, than the   



 9  15 percent requested by CMFG Life.



10            Additionally it is important to note that 



11  CMFG Life is not trying to get back to original 



12  lifetime loss ratios or minimum loss ratios under 



13  rate stabilization.  Instead we are hoping to 



14  achieve only the rate increases needed to bring 



15  target ratios at or near 100 percent, thereby 



16  sharing the cost with policyholders.



17            As we implement rate increases, CMFG Life 



18  communicates options available to the policyholder 



19  to help mitigate the increase.  Available options 



20  include reducing the maximum daily or monthly 



21  benefit, reducing the benefit period, increasing the 



22  elimination period, remove or reduce optional riders 
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 1  including inflation protection options, exercise a 



 2  nonforfeiture rider if purchased, or exercise the 



 3  contingent benefit upon lapse option if it's 



 4  eligible.



 5            CMFG Life has a dedicated long-term care 



 6  customer service on hand to help policyholders 



 7  clearly understand these options and help them make 



 8  an informed decision that best suits their needs.



 9            We feel that even with the rate 



10  increases, our long-term care product continues to 



11  provide needed benefits at a reasonable cost to the 



12  policyholders.



13            I would like to thank Mr. Redmer for this 



14  opportunity to participate in today's hearing, and 



15  would be happy to take your questions.



16            COMMISSIONER REDMER:  Thank you.  I have 



17  got a couple.  What -- what happens to the reserves 



18  from those policies that are lapsed or where the 



19  policyholder dies?



20            MR. SVEDBERG:  So, the reserves are 



21  calculated in the aggregate across the entire 



22  policy.  So, that would -- and release of the 
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 1  reserves would go towards the overall outlook of the 



 2  block of business.



 3            COMMISSIONER REDMER:  And, so, when the 



 4  pricing was put together in 2006, it was based on a 



 5  series of projections among different factors.  As 



 6  we get to the results of 2016 and to '17, where -- 



 7  where is the big differential between the actual 



 8  experience and what the projections were?  



 9            MR. SVEDBERG:  Are you talking -- you 



10  mentioned 2006 specifically.



11            COMMISSIONER REDMER:  Oh, that block, or 



12  even talk about the 2002 block.  But, you know, 11 



13  years is not that long.  We had -- we had poor 



14  pricing decisions for a couple decades before that.  



15  So, you're creating the pricing in 2006 based on 



16  assumed interest rates and lapse rates and mortality 



17  and all those kinds of things.



18            So, where were the big misses in 



19  projections among the different factors between what 



20  you're seeing in 2017 and what you were projecting 



21  in 2006?   



22            MR. SVEDBERG:  The primary source has 
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 1  been within the morbidity.  As I mentioned before in 



 2  my comments, the slope of the morbidity curve has 



 3  steepened and expectations around both the incidence 



 4  and the claim costs have increased.



 5            COMMISSIONER REDMER:  And for 2016, what 



 6  was your actual loss ratio for those two blocks?



 7            MR. SVEDBERG:  So, the 2002 product from 



 8  a historical standpoint, the incurred ratio is 45 



 9  percent.  And for the 2006 filed product, the 



10  incurred ratio is at 15 percent.



11            And considering that those are still 



12  relatively early in their life cycle, the trajectory 



13  shows that it's going to be quite a bit higher.



14            COMMISSIONER REDMER:  Thank you.  Any 



15  questions?  



16            MR. SWITZER:  Are the 1,700 or so members 



17  in Maryland all of your policies in Maryland?  



18            MR. SVEDBERG:  We have a small block of 



19  policies from our 1997 product series.  I mentioned 



20  that these covered only 2002 through 2010.  We did 



21  sell in 1997 through 2010.  So, there are -- there 



22  is a small block of policies where we have received 
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 1  rate increases, and we are at the -- we don't 



 2  anticipate to ask rate increases on that block.



 3            MR. SWITZER:  So, the 1,600 is roughly 



 4  what percentage of all of your Maryland business, 



 5  please, just roughly?  



 6            MR. SVEDBERG:  I would have to say well 



 7  over 80 percent.



 8            MR. SWITZER:  Okay.



 9            MR. JI:  I have a question.  If the 



10  assumption, future assumption you look at that maybe 



11  five years later --



12            THE REPORTER:  Speak up.



13            MR. JI:  I'M talking about assumption, 



14  your future assumptions, when you do study you found 



15  different assumptions, you will update assumptions 



16  like morbidity.  So, will that effect your future 



17  rate increase requests?



18            MR. SVEDBERG:  So, let me -- let me echo 



19  back I think what your question is.  Is you're 



20  wondering if in the future if we see a further 



21  deterioration of morbidity, would we be coming back 



22  for a rate increase?  
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 1            MR. JI:  Yes.



 2            MR. SVEDBERG:  We have an expectation 



 3  that if it's outside of a -- a -- an acceptable, the 



 4  provision for adverse experience, yes, we would have 



 5  to entertain that idea.



 6            MR. JI:  Do you have a source like how 



 7  much would be source?  



 8            MR. SVEDBERG:  We typically anticipate if 



 9  there is, a 10 percent.



10            MR. JI:  Thank you.



11            MS. GRASON:  I've got one.  So, we see 



12  that you're asking for 15 percent in accordance with 



13  the Maryland regulation.  If there was no 15 percent 



14  rate cap, is that still what you would be asking 



15  for?  Or do your numbers show that your block -- 



16            MR. SVEDBERG:  No, we prefer to -- to 



17  have this completed as quick as possible and get the 



18  policyholders to a point to where they know where 



19  they are going to be at.  And, so, we would have 



20  asked for a higher rate.



21            MS. GRASON:  Any idea how much more?  



22            MR. SVEDBERG:  I don't have that handy.
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 1            MS. GRASON:  Okay.  Thank you.



 2            COMMISSIONER REDMER:  All right.  Thanks.  



 3  I appreciate it.  Next up is Continental Casualty.



 4            MR. LAMONT:  Good afternoon.  My name is 



 5  Seth Lamont.  I currently serve as the Assistant 



 6  Vice President of Government Relations for CNA.



 7            I appear before you today in regard to 



 8  the long-term care rate filing of Continental 



 9  Casualty Company, which is a principal underwriting 



10  subsidiary of CNA Financial.



11            We're grateful for this opportunity to 



12  explain our rate need in greater detail.  As the MIA 



13  is aware, long-term care represents a substantial 



14  portion of CNA's overall business.  As of 2016 the 



15  LTC book accounted for approximately 8 percent of 



16  CNA's total gross premium written and roughly 42 



17  percent of the company's reserving obligation.



18            The fact that LTC reserves comprise such 



19  a substantial portion of the company's total 



20  reserves is reflective of the long tail nature of 



21  this business and serves to highlight the fact that 



22  rate increases are vital to any future policyholder 
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 1  obligations.



 2            While the reasons for our rate need are 



 3  not necessarily unique, we respectfully request that 



 4  the MIA and policyholders recognize these increases 



 5  are vital to insuring that adequate reserves are 



 6  available to CNA in order to satisfy future claims.



 7            As we have said on a number of occasions, 



 8  CNA is committed to meeting policyholder 



 9  obligations.  The company harbors no illusions of 



10  profiting from this business, rather we seek to 



11  insure that we have adequate reserving limits.



12            In addition to our efforts to insure that 



13  we are capturing adequate rates, we have also made 



14  significant investments in our long-term care 



15  operations.



16            Despite the fact that CNA's long-term 



17  care business is comprised solely of closed lots, we 



18  continue to actively manage the business to insure 



19  that claims are processed in an appropriate and 



20  timely manner.



21            To reiterate, the company's goal with 



22  respect to this rate increase is to break even from 
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 1  a financial perspective while meeting our 



 2  policyholder obligations.  That is why our rate 



 3  filing is calculated at a hundred percent lifetime 



 4  loss ratio.  CNA's current Preferred Solution to 



 5  long-term care insurance filing originally requested 



 6  an increase of 175 percent on policies that include 



 7  an automatic benefit inflation rider only.  Any 



 8  increases approved on this block of business would 



 9  effect approximately 4,000 Maryland policies.



10            Included in the company's filing is a 



11  freeze and drop option whereby a policyholder will 



12  be afforded the option of dropping their inflation 



13  rider in order to avoid the rate increase in its 



14  entirety.



15            Policyholders who choose this freeze and 



16  drop option will retain their current level of 



17  inflation-adjusted benefits.



18            Upon electing to avail themselves of the 



19  freeze and drop option, the policyholder's new 



20  premium would be based on their original issue age 



21  without the inflation option.



22            Notably CNA intends to offer the freeze 
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 1  and drop option regardless of the magnitude of any 



 2  rate increase approved.  In fact this and other 



 3  benefit reduction options are available to CNA 



 4  policyholders on an ongoing basis.



 5            Other benefit reduction options available 



 6  to policyholders to avoid a proposed rate increase 



 7  include reducing the maximum benefit period, 



 8  reducing the daily benefit, increasing the 



 9  elimination period and dropping any other optional 



10  rider.



11            In addition to the aforementioned 



12  options, CNA also offers our policyholders the 



13  opportunity to discontinue paying premiums and 



14  retain a lifetime benefit amount equivalent to the 



15  nominal sum of their lifetime premium paid to-date.



16            For the experts in the room, this is 



17  referred to as the contingent nonforfeiture option, 



18  is being offered to all insureds regardless of issue 



19  age or rate increase amount.



20            Anecdotally we observe that certain 



21  policyholders who have chosen this option to be 



22  reasonably satisfied with their decision.
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 1            As I appear before you today, CNA's rate 



 2  need is not owing to factors unique to CNA but 



 3  rather erroneous assumptions that were made at the 



 4  outset by the industry as a whole in our originally 



 5  filed and approved rates.



 6            As most of you are aware, both macro 



 7  oriented assumptions as well as more micro oriented 



 8  assumptions put into place at the outset with 



 9  respect to long-term care rates have proved 



10  erroneous.



11            From a macro perspective, interest rates 



12  have been at or near historically low levels for 



13  nearly a decade.



14            From a micro perspective, persistency 



15  remains the key driver of our collective rate need 



16  going forward.  At the outset as an industry, we 



17  projected that four times as many policyholders 



18  would allow their policies to lapse annually than 



19  did so in reality.



20            Long-term care insurance was originally 



21  priced as a lapse-supported product which means that 



22  original premiums could be lower for the block if 
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 1  some policyholders were assumed to voluntarily lapse 



 2  their policy at some point in the future without 



 3  ever going on claim.



 4            In rough terms the originally filed and 



 5  approved rates across the industry during the mid to 



 6  late '90s assumed a 4 percent lapse rate, and 



 7  experience has shown that lapse rate to be closer to 



 8  1 percent and in some cases less than one percent.



 9            This greater than expected persistency 



10  had led to dramatically increased anticipated claims 



11  cost as significantly more policyholders have chosen 



12  to retain their policies than was originally 



13  anticipated.  This persistency impact -- impact to 



14  rates driven not only by policyholder lapses but 



15  also lower mortality than expected.



16            While this is a positive from a societal 



17  perspective, this leads to a larger required rate 



18  need to support additional expected future claims.



19            Despite a cumulative rate increase of 



20  more than 50 percent since the inception of the 



21  current rate action program in 2013, policyholder 



22  reaction has been a lapse rate of .9 percent with 
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 1  just 64 policyholders having lapsed.



 2            In our view this demonstrates that even 



 3  in the face of significant increases, policyholders 



 4  continue to find substantial value in retaining the 



 5  benefits that are offered under our Preferred 



 6  Solution long-term care policies.  



 7            As noted, long-term care is significant 



 8  to CNA from an enterprise perspective with 42 



 9  percent of our total company reserves being devoted 



10  to these anticipated liabilities.



11            The company remains committed to meeting 



12  policyholder obligations from both a financial and 



13  operational perspective.  Policyholders are being 



14  afforded a number of options to reduce their 



15  benefits to avoid the proposed premium increase.



16            CNA's current experience is not unique 



17  but rather on par with that of our peers in terms of 



18  the challenges resulting especially from the filed 



19  and approved original rates and lapse assumptions.



20            Despite significant upward adjustment in 



21  premiums in recent years, the lapse rate on CNA 



22  Preferred Solution policies for the State of 
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 1  Maryland continue to be under 1 percent which again 



 2  indicates the policyholders continue to see value in 



 3  retaining their coverage. 



 4            COMMISSIONER REDMER:  Thank you, Seth.  



 5  Any questions for Seth? 



 6            MR. SWITZER:  So, you mentioned LTC being 



 7  8 percent of gross revenues.



 8            MR. LAMONT:  Yes.



 9            MR. SWITZER:  42 percent of reserves.  In 



10  looking at net income for '16, I'm wondering if 



11  there is any internal discussions of subsidizations 



12  across lines.  It seems the net income overall, we 



13  see problems in LTC, is there any subsidization 



14  across any lines discussed within -- as you look at 



15  these LTC issues?  



16            MR. LAMONT:  I don't think cross 



17  subsidization of policyholders is something that's 



18  under active consideration by our management.  In 



19  terms of items where I suppose it could be slight, I 



20  mean, to the extent that the administrative expense 



21  of the long-term care, administering long-term care 



22  policies is not necessarily supported by rate, there 
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 1  is -- there is some in that respect.  But I wouldn't 



 2  say that there is an active discussion at the 



 3  leadership level concerning cross subsidization as 



 4  between policyholders.



 5            MR. SWITZER:  Thanks.



 6            COMMISSIONER REDMER:  Anybody else?  



 7            MR. JI:  I heard you said the total rate 



 8  increase can be 175 percent; is that right?  



 9            MR. LAMONT:  So, that's what we 



10  originally filed.  Just the inflation, for those 



11  policyholders with inflation protection of which 



12  there are 3,984.



13            MR. JI:  How has that been decided, that 



14  amount, 175?  



15            MR. LAMONT:  How has it been arrived at?



16            MR. JI:  No, decided, determined?



17            COMMISSIONER REDMER:  How did you come up 



18  with 175?  



19            MR. LAMONT:  It was -- it was determined 



20  that the inflation protection was the primary driver 



21  for the rate increase.  And, so, that was loaded 



22  into the -- into the rate request for those 
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 1  policyholders.



 2            MR. JI:  So, you are talking about the 



 3  lapse assumption is very important for this product.  



 4  If we originally we were able to approve your total 



 5  of 175 rate increase, what is the impact to your 



 6  lapse?  Have you ever looked at that? 



 7            MR. LAMONT:  How much lapse we would 



 8  anticipate with the 175?  



 9            MR. JI:  The impact to lapse if we 



10  approve the total rate increase you originally 



11  requested.



12            MR. LAMONT:  I don't know that that 



13  analysis has been completed.  I can tell you that 



14  some years ago we got 116 percent out of the State 



15  of Ohio roughly, and we saw the lapse -- I think it 



16  was in the 5 to 7 percent range.  I wouldn't -- I 



17  wouldn't think the lapse would be extraordinarily 



18  high even at those levels.



19            MR. JI:  Okay.  Thank you.



20            MS. GRASON:  Following up on my 



21  colleague, the Chief Actuary's question about cross 



22  subsidizations among different lines, I oversee the 
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 1  government relations operation for the MIA, and 



 2  that's a question I get from legislators almost 



 3  every time we talk about long-term care.



 4            If you have any feedback on this now, I 



 5  would love to hear it.  If not, I would love to hear 



 6  your subsequent thoughts or frankly any of the 



 7  carriers out there, is there a public policy 



 8  reason -- well, I know that the law right now does 



 9  not ponder cross subsidizations, like we can't 



10  require you to, but is there a public policy reason 



11  from the carriers' perspective why that shouldn't be 



12  happening?



13            So, in other words if a -- if a statutory 



14  company is doing quite well as a whole, and one line 



15  of business such as the long-term care is doing 



16  poorly, what would be the public policy reasons 



17  against cross subsidizations in your view?  



18            MR. LAMONT:  I think it would be the law 



19  for one.  I mean, not excessive, inadequate or 



20  unfairly discriminatory.  As a general rule, since 



21  the inception of insurance regulation, rates have 



22  been made by line.  And to my knowledge cross 
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 1  subsidization is seen as highly undesirable.



 2            So, I think there is a very strong legal 



 3  argument against it.



 4            MS. GRASON:  Certainly, there is a legal 



 5  argument bases on the current statutes.  I don't 



 6  think we could require a company to cross subsidize 



 7  based on the current law.  But I was just talking  



 8  to a legislator this morning and the same question 



 9  came up.



10            You know, is that a tool in the tool kit?  



11  I know that the history of insurance regulation is 



12  different, but I'm looking for talking points 



13  because --



14            MR. LAMONT:  I would say from a -- 



15  from a practical standpoint, depending on the 



16  financial condition of the particular company when 



17  you -- I could see a legislator saying, well, such 



18  and such company had a good quarter, and it should 



19  be cross subsidized.  But when you look at a 



20  situation that CNA has faced with 42 percent of the 



21  reserves being in the LTC space, simply devoting 



22  some portion of earnings to cross subsidization, I 
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 1  don't -- I don't think would carry the day in terms 



 2  of mitigating the issue.  I don't think it would be 



 3  adequate.



 4            That would be the key -- the key 



 5  stumbling block particularly for companies that have 



 6  a greater challenge from a reserving perspective 



 7  with respect to this line.



 8            MR. MORROW:  Let me go back to 



 9  persistency real quick.  You said that you expected 



10  the lapse to be far greater than it was.  4 percent 



11  and you got about 1 percent over years.  What's the 



12  reason for that?  What have you figured out was the 



13  result of people staying on?  



14            MR. LAMONT:  Why is it so much lower?  I 



15  don't know that there is data sounding that.  I 



16  think it's just the policyholders see a tremendous 



17  value in holding onto the product.  Particularly for 



18  some of these older products, the benefits are very 



19  rich.  The policyholders are guaranteed renewable.  



20  So, the policyholders have an ability to continue 



21  with us with no additional health screening.



22            So, there are a lot of incentives to hang 
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 1  onto the policy.  You know, not the least of which, 



 2  I don't want to go as far as to make a 



 3  representation of where this is priced versus the 



 4  market, but I think an argument can be made in 



 5  general that many of these price -- these products 



 6  that you will hear about today are priced 



 7  significantly below what they could be replaced at.



 8            So, to the extent that a policyholder 



 9  goes to a financial advisor and says, should I hang 



10  onto this policy?  And I would rather speak of this 



11  in general terms rather than a Continental product, 



12  the answer is going to be yes.  Because the 



13  replacement cost is going to be 2 or 300 percent if 



14  the person can pass health screening.



15            So, I mean, I think that's a substantial 



16  reason why you see very low lapse rates.  



17  That and I think that's how it's been from the 



18  outset.  It was assumed that it would be the same as 



19  a term policy, and I think people contemplate their 



20  incapacity to a greater extent than they even 



21  contemplate their own demise.



22            And for that reason they want to hang 
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 1  onto it as a part of an overall financial plan and 



 2  as a primary vehicle for asset protection.



 3            MR. MORROW:  Thank you.



 4            COMMISSIONER REDMER:  Anybody else?  



 5  Seth, thank you.



 6            MR. LAMONT:  Thank you.



 7            COMMISSIONER REDMER:  Okay.  Let's go to 



 8  the Maryland Life and Health Insurance Guaranty 



 9  Fund.



10            MS. HOFFMAN:  Thank you for letting me 



11  speak here today.  My name is Beth Hoffman, and I am 



12  the Executive Director of the Maryland Life and 



13  Health Insurance Guaranty Corporation.  The 



14  corporation was created by the legislature and 



15  exists to protect Maryland resident policyholders 



16  when a life, health or annuity company licensed in 



17  Maryland is declared insolvent and/or liquidated by 



18  the court.  An order of liquidation or finding of 



19  insolvency statutorily triggers the corporation to 



20  provide coverage up to certain limits to Maryland 



21  residents for their life, health or annuity 



22  contracts.
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 1            The coverage in Maryland is $300,000.  On 



 2  March 1st, 2017 the Commonwealth Court in 



 3  Pennsylvania found Penn Treaty and its subsidiary, 



 4  America Network, insolvent and ordered it into 



 5  liquidation.



 6            At that time the corporation was 



 7  triggered to provide coverage for approximately 900 



 8  Maryland residents.



 9            A little background history for Penn 



10  Treaty and American Network.  In the late 1990s the 



11  company experienced rapid growth in their long-term 



12  care business.  And given what we know now, the 



13  majority of that business was significantly under 



14  priced.



15            It is the contracts issued in this 



16  timeframe that we're seeking premium rate increases 



17  for.  It's important to note that during the period 



18  between 2001 and 2008 the company sought a number of 



19  rate increases across the country on the basis that 



20  expected claims experience was anticipated to exceed 



21  original assumptions.



22            The companies were not able to secure all 
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 1  the increases they deemed necessary, and as a 



 2  consequence of that inability and a significant 



 3  deterioration of their financial position, the 



 4  Pennsylvania Insurance Commissioner placed Penn 



 5  Treaty in rehabilitation in January of 2009.



 6            At that time through our national 



 7  organization, Novac, a task force was formed to 



 8  study the business and financial condition of Penn 



 9  Treaty and American Network.



10            As part of that study, Long-Term Care 



11  Group was hired as the task force's actuarial 



12  consultant.  And with me today is Brian Ulery who is 



13  the principal consulting actuary for Long-Term Care 



14  Group.



15            Based on the extensive analysis of the 



16  company's policies and their premium rates by the 



17  task force and the actuarial consultant, the 



18  corporation is seeking approval for their requested 



19  premium rate increases based on the following -- a 



20  number -- the following number of factors.



21            The first is the objective is to charge 



22  policyholders going forward a rate that should have 
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 1  been charged since issuance if the policy had been 



 2  issued at the $300,000 coverage limit and the 



 3  actuary had known at issuance what they know now 



 4  about the experience of the block.



 5            The second, the approved rate increases 



 6  will bring premium for these policies more in line 



 7  with market rates so that policyholders of Penn 



 8  Treaty and ANET are not in a better position than 



 9  policyholders of an insolvent company.



10            And third, the target premium rate for 



11  each, Penn Treaty and American Network policy 



12  represents the rate policyholders should have been 



13  paying since the policy was issued assuming a number 



14  of factors.



15            For example, current knowledge about 



16  actuarial assumptions based on the experience of the 



17  block, a 60 percent claims ratio at the time of 



18  issuance, and benefits capped at the $300,000 



19  coverage limit in Maryland for Long-Term Care 



20  Guaranty Association liability coverage.



21            If the rate increases are approved, each 



22  policyholder will be given the option of accepting 
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 1  the rate increases or modifying the policy based on 



 2  benefit reduction choices.



 3            One of the choices will be to drop the 



 4  inflation benefit rider at current levels and 



 5  adjusting the premium to reflect the benefit going 



 6  forward without the inflation benefit rider.



 7            Another option will be to convert the 



 8  policy to a paid up policy, where the policy's 



 9  lifetime maximum benefit would reduce to a specified 



10  amount calculated for that policyholder and the 



11  inflation benefit rider associated with terminating.  



12  The policyholder would not pay premiums for that 



13  going forward for that option.



14            And the third option will be a one time 



15  cash buyout option for the policyholder.



16            We are seeking approval for rate 



17  increases for approximately 536 contracts in 



18  Maryland.



19            So, I appreciate the opportunity to speak 



20  to you today.  If you have any questions, I would be 



21  happy to answer it with Brian.



22            COMMISSIONER REDMER:  Any questions for 
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 1  Beth?  



 2            Beth, what's the current loss ratio, do 



 3  you know?  



 4            MR. ULERY:  I have got that as this 



 5  involves me.  For Maryland specifically, 2016 loss 



 6  ratio in Maryland was 203.5 percent.



 7            COMMISSIONER REDMER:  230? 



 8            MR. ULERY:  203.



 9            COMMISSIONER REDMER:  Okay.



10            MR. SWITZER:  I see you mentioned it 



11  started at 900 and it's down to about five hundred.



12            MS. HOFFMAN:  Well, we have 



13  responsibility for about 900 contracts, but we're 



14  only seeking rate increases for 536 because 



15  that's -- those are the -- from the time period of 



16  the late '90s, and the old block -- the old company 



17  block of business.



18            I think they had a corrective action plan 



19  in the early 2000s, and they adopted that corrective 



20  action plan.  So, we were able to get some more 



21  capital and shore up that business.  And then they 



22  began writing new business after that was lifted.
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 1            So, in the new business, those seem to be 



 2  priced accurately.  What we're seeking rate 



 3  increases for are the policies that were prior to 



 4  the corrective action plan and are the most 



 5  significantly under priced.



 6            MR. SWITZER:  Thanks.  



 7            MR. JI:  So, what is the rate in other 



 8  states?  



 9            MS. HOFFMAN:  Well, there is a national 



10  premium rate increase strategy going on, and I know 



11  a number of other states are now requesting rate 



12  increases.  I don't know what their percentages are.  



13  But I do know that New Jersey just issued rate 



14  increases for their ANET -- Penn Treaty wasn't 



15  licensed in New Jersey but American Network was.  



16  And I think there are some rate increase approvals 



17  in the 400 percent range.



18            MR. ULERY:  So, the request varies by 



19  whether the policy's have inflation or not, and it 



20  varies by original issue age.  In New Jersey the 



21  highest rate increase that was approved was 410 



22  percent.
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 1            MR. JI:  Thank you.



 2            COMMISSIONER REDMER:  Anybody else?



 3            MR. ZIMMERMAN:  So, I have one question.  



 4  So, assuming the rate increases are approved as 



 5  filed, under moderately adverse conditions are there 



 6  any additional increases expected?  



 7            MR. ULERY:  Well, the original request in 



 8  Maryland was a similar structure and by inflation 



 9  type and by issue age and so on, and there were 



10  some -- the highest increase was 90 percent that was 



11  requested.  But there were a lot of categories or 



12  buckets that had zero, but the overall aggregate 



13  average request is probably in the 30 to 32 percent 



14  range.



15            And if that was approved, my 



16  understanding is that there is no intention for 



17  additional requests.



18            MS. HOFFMAN:  Right.  There is no 



19  intention for an additional request.



20            MR. ZIMMERMAN:  Okay.



21            AUDIENCE MEMBER:  It's very difficult to 



22  hear frankly.
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 1            COMMISSIONER REDMER:  Sorry.  We'll --



 2            AUDIENCE MEMBER:  The people with no 



 3  microphones today for some reason, but if people 



 4  could talk up and really -- I'm an older guy sitting 



 5  back here, it would be helpful.  I don't know about 



 6  the younger people in the room.  Their hearing may 



 7  be worse than mine since they walk around with iPods 



 8  or whatever.  



 9            COMMISSIONER REDMER:  Beth, could you 



10  repeat that last part.



11            MS. HOFFMAN:  We don't anticipate -- 



12  there are no plans to ask for additional rate 



13  increases for this block of business.  We expect 



14  that we would hopefully get the rate increases and 



15  we've worked since 2009 to price them going forward 



16  what they should have been priced.



17            So, I do not anticipate that there will 



18  be another request for a rate increase on this block 



19  of business.



20            COMMISSIONER REDMER:  Got you.  Thank 



21  you. Anybody else?  All right.



22            MS. HOFFMAN:  Thank you.
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 1            COMMISSIONER REDMER:  Okay.



 2            PERSON ON PHONE:  Mr. Redmer, could you 



 3  please move the microphone perhaps on the table in 



 4  front of the Reporter, it's very hard to hear on the 



 5  line as well.



 6            COMMISSIONER REDMER:   Okay.  On the 



 7  phone we will go to MedAmerica Life Insurance 



 8  Company.



 9            MR. KINNEY:  Yes, thank you.  And good 



10  afternoon.  My name is Patrick Kinney.  I'm managing 



11  actuary for long-term care pricing at MedAmerica 



12  Insurance Company.  Mr. Redmer, administration staff 



13  and guests, thank you for the opportunity to appear 



14  via phone today regarding our long-term care premium 



15  rate increase filing.



16            Our office actually moved over the 



17  weekend, and I needed to be here this morning to get 



18  settled in.  So, thank you for accommodating me.



19            Today's hearing concerns our requested 



20  premium rate increases on individual and group 



21  product issued prior to September 1st, 2005.  We 



22  refer to these forms as our Premier and pre-Premier 
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 1  series.



 2            The policies were issued in Maryland from 



 3  1996 through 2005.  As of year end 2016, there are 



 4  93 individual policyholders and 2 group certificate 



 5  holders who will be affected by the rate increase if 



 6  approved.



 7            None of these policy forms are marketed 



 8  any longer in Maryland or any other jurisdiction.  



 9  In early 2016 MedAmerica ceased sales of LTC 



10  policies nationwide.  However, we remain committed 



11  to provide promised LTC benefits to the over 100,000 



12  people across the country including over 400 in 



13  Maryland, who rely on us to continue their coverage 



14  long into the future.



15            We believe that premium rate increases 



16  are necessary now to assure our ability to pay out 



17  LTC claims in the long term.



18            Like most insurance carriers who sold LTC 



19  policies, MedAmerica has experienced significantly 



20  unfavorable changes in policy persistency, morbidity 



21  and interest since the time the earlier generation 



22  policies were priced and issued.
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 1            This adverse experience threatens the 



 2  financial health of MedAmerica especially since we 



 3  are a mono-line LTC company with no other insurance 



 4  products to offset projected shortfalls from 



 5  long-term care coverage.



 6            Our rate increase request for the Premier 



 7  and pre-Premier policy form is a follow-up to the 



 8  cumulative rate increases previously approved by the 



 9  Administration.



10            For the individual product, rate 



11  increases were approved in 2010, 2012 and 2014, for 



12  a cumulative total of 39 percent.  For the group 



13  product, one 15 percent increase was filed in 2010.



14            Our most current projection with 



15  experience under these policy forms indicated the 



16  need for a rate increase varying by benefit period.



17            In our filings we provided actuarial 



18  justification for cumulative rate increases of 135 



19  percent on limited benefit period plan design and 



20  299 percent for policies with a lifetime benefit 



21  period.



22            After adjusting for the prior cumulative 
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 1  increases, our original request was for increases 



 2  ranging from 68 percent to over 200 percent.



 3            Although MedAmerica recognizes that the 



 4  annual rate increases are currently limited to     



 5  15 percent under the Maryland regulation, the 



 6  actuarial memoranda associated with the rate filings 



 7  presents the experience, analysis and projections 



 8  justifying the full rate increases we believe to be 



 9  necessary.



10            We feel that this transparency provides 



11  regulators with a more complete picture of the 



12  financial risks of the company.  Because the 



13  Administration has demonstrated flexibility in 



14  approving larger rate increases if accompanied by a 



15  so-called landing spot approach, our original intent 



16  was to file proposed landing spots for these older 



17  policy forms that may have allowed approval of a 



18  phased-in rate increase greater than 15 percent in 



19  told.



20            However, the landing spot design we had 



21  developed in other jurisdictions was unable to 



22  produce an actuarially equivalent reduction in 





�                                                               45



 1  benefits for Maryland policyholders that would fully 



 2  offset the rate increase.



 3            In the interest of moving forward with a 



 4  feasible rate increase, we have amended our filing 



 5  to request only a flat 15 percent rate increase at 



 6  this time, with the intent of filing future 



 7  increases to alleviate continued poor experience on 



 8  these policy forms.



 9            We're in the process of preparing 



10  responses to the Administration's information 



11  request from August 8th in order to proceed on this 



12  basis.



13            Similar to prior increases, MedAmerica 



14  will offer insureds affected by the premium increase 



15  the option of reducing their policy benefits to 



16  provide flexibility of choice for those insureds who 



17  wish to maintain a premium level reasonably similar 



18  to what they are paying prior to the rate increase.



19            We're moreover offering a contingent 



20  nonforfeiture to all insureds affected by the rate 



21  increase.



22            I'm happy to answer any questions you may 
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 1  have at this time.  



 2            COMMISSIONER REDMER:  Thank you, Patrick.  



 3  I only have one.  And I was a little curious 



 4  wondering if you can give us a little more detail as 



 5  to why the landing spots in other states didn't 



 6  appear to work in Maryland.



 7            MR. KINNEY:  It depends on the population 



 8  that was covered, the age of the various policies, 



 9  when they were issued during the time period.  And 



10  the amount of the rate increase was such that in 



11  order to achieve a full offset, you know, we weren't 



12  able to offset the high levels of rate increase for 



13  the lifetime benefit policies and provide an 



14  inflation level that would, you know, that would be 



15  above zero basically.



16            COMMISSIONER REDMER:  Anybody else?



17            MR. JI:  I have another, same question, 



18  regarding the landing spot.  I have another filing 



19  with me that were able to offer the landing spot.  



20  Can you tell me what did you do differently for that 



21  filing?  



22            MR. KINNEY:  That was a more recent 
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 1  policy form that had different enrollment in it and 



 2  different rate increase.  So, these older policies, 



 3  you know, given where their inflation is, we just 



 4  weren't able to come up with a feasible 



 5  inflation-oriented landing spot and, you know, not 



 6  necessarily the full offset on the premium for all 



 7  the policyholders.



 8            MR. JI:  Thank you.



 9            MR. SWITZER:  So, did I hear correctly 



10  that total in Maryland there are about 400 members, 



11  and the filings that we have are of 95, so about a 



12  quarter of the total pool in Maryland.



13            MR. KINNEY:  The current filings.  That 



14  Jeff alluded to there are other filings that we have 



15  pending with Maryland for another 200, 260 or so 



16  policyholders.  So, out of the total of over 400, we 



17  have, looks like, just about a little bit under 400 



18  out of 420-some for whom we have filed increases.



19            I don't have the exact numbers in front 



20  of me, but between these filings and the earlier 



21  pending filings we filed for, all the products that 



22  we intend to file for in Maryland.
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 1            We have do some policy periods that were 



 2  issued in more recent years that are not in need of 



 3  a rate increase at this time.



 4            MR. SWITZER:  So, most of it, but not all 



 5  of it.  On the landing spot idea, would the company 



 6  be -- consider the idea of if -- if you had a 



 7  landing spot where -- trying to find the right mix 



 8  for customers, for the carriers a blend of, say, if 



 9  you had a 15 percent and a -- trying to find a 



10  landing spot with inflation down at zero, trying to 



11  find -- maybe coming down on the increase and maybe 



12  inflation doesn't go from five in illustrated 



13  numbers down to zero, but three or something, to mix 



14  benefit reductions with rate increases to find a 



15  balance, is that a scenario that could be 



16  considered?  



17            MR. KINNEY:  Yes, we've been able to do 



18  that in other jurisdictions depending on the level 



19  of rate increase that has been offered.  You know, 



20  with rate increases of well over a hundred percent 



21  that we originally requested and the inflation 



22  reduction, it just wasn't going to get us there.
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 1            MR. SWITZER:  Thank you.



 2            COMMISSIONER REDMER:  Anybody else?  All 



 3  right.  Thank you very much.  I appreciate it.



 4            MR. KINNEY:  You're welcome.



 5            COMMISSIONER REDMER:  Next we will go to 



 6  Metropolitan.



 7            MR. TREND:  Good afternoon, Commissioner 



 8  Redmer and members of the Maryland Insurance 



 9  Administration panel, MetLife long-term 



10  policyholders and other interested members of the 



11  public.



12            My name is Jonathan Trend.  I am Vice 



13  President, Actuary at Metropolitan Life Insurance 



14  Company.  I have oversight responsibility for 



15  actuarial memoranda and accompanying documents that 



16  support the applications.



17            I'm a fellow of the Society of Actuaries, 



18  a member of the American Academy of Actuaries, and 



19  have over 19 years of experience with long-term care 



20  insurance and risks, assumptions and benefits that 



21  are characteristic of that coverage.



22            Also with me is Tom Reilly.  Tom is 





�                                                               50



 1  MetLife's Assistant Vice President of LTC Product 



 2  Management and Compliance.  We welcome the 



 3  opportunity to present our views on MetLife's 



 4  long-term care insurance rate filings currently 



 5  before the Maryland Insurance Administration and 



 6  answer your questions.



 7            Thank you also for providing this forum 



 8  for Maryland citizens including our valued customers 



 9  to express their views and comments on the filings.



10            Our brief presentation will include a 



11  description of the steps we have taken to mitigate 



12  the impact of the proposed increases.  We also hope 



13  to provide a greater understanding why the increases 



14  are necessary, and the process MetLife uses to 



15  evaluate the underlying assumptions and risks that 



16  we're required to assess before filing for an 



17  increase with the Administration.



18            Please keep in mind that this 



19  presentation will highlight and expound upon certain 



20  areas relating to MetLife's comprehensive filings 



21  made with the Administration on April 11th,      



22  April 27th, and July 26th of 2017.
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 1            The filings present the full and complete 



 2  actuarial basis for the requested rate increases and 



 3  constitute MetLife's official request and represent 



 4  both individual and group LTC business.



 5            MetLife's decision to file for rate 



 6  increases was made only after careful and indepth 



 7  analysis of the experience relating to the policies 



 8  that are the subject of these filings.  We are 



 9  proposing these increases in light of the 



10  information that has emerged over the years these 



11  policies have been in force, including claims 



12  experience and persistency and the changes in 



13  assumptions underlying these policies since they 



14  were first issued.



15            MetLife believes that the rate filings 



16  made with the Administration clearly demonstrate the 



17  increases are needed because the experience relating 



18  to these policies has been and is expected to remain 



19  materially worse than initially anticipated.  This 



20  is also my professional opinion.



21            We believe that the proposed premium 



22  schedules are not excessive nor unfairly 
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 1  discriminatory and the benefits provided are 



 2  reasonable in relation to the proposed premiums 



 3  based on the lifetime loss ratio being in excess of 



 4  the minimum requirement set by Maryland insurance 



 5  law.



 6            I am now going to turn the presentation 



 7  over to my colleague, Tom Reilly, who will provide 



 8  an overview of the scope of MetLife's applications 



 9  for rate increases.



10            MR. REILLY:  Good afternoon.  Thank you 



11  for the opportunity to speak with you about our 



12  findings.  As background to our filings, I think it 



13  would be helpful to briefly explain the scope of the 



14  applications that are the subject of today's 



15  hearing.  MetLife is seeking approval on two 



16  segments of our long-term care insurance business.



17            COMMISSIONER REDMER:  Excuse me, Todd.  



18  Can you speak up?



19            MR. REILLY:  Sure.



20            THE REPORTER:  Thank you.



21            MR. REILLY:  The first segment includes 



22  policy forms associated with MetLife's individual 
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 1  long-term care business.  The policy forms were 



 2  issued between 2009 and 2012.



 3            The increase percentage that MetLife is 



 4  requesting on these forms is 15 percent.  



 5  Approximately 289 insureds from this business may be 



 6  impacted by the rate increase.



 7            The second segment includes policy forms 



 8  associated with MetLife's AARP long-term care 



 9  business specifically its original plan, its Flex 



10  Choice plan and its Flex Choice Plus plan issued 



11  between 2000 and 2008.  The increase percentage that 



12  MetLife is requesting on these forms is 23.12 



13  percent broken up in phases of 10 percent in Year 1, 



14  10 percent in Year 2 and 1.75 percent in Year 3.  



15            Approximately 1,495 insureds from the 



16  AARP business may be impacted by this rate increase.



17            Jonathan will now address the actuarial 



18  aspects of the filings.



19            MR. TREND:  As previously mentioned, 



20  MetLife believes that the applications demonstrate 



21  that the requested increases are justified and meet 



22  all Maryland requirements for approval.
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 1            To assist you with a review, I will 



 2  briefly speak to the application and why we believe 



 3  the requested increases are reasonable.



 4            I will start by referring you to specific 



 5  portions of the filings that demonstrate that the 



 6  loss ratio on the Maryland policies after 



 7  application of the requested increase will remain 



 8  far in excess of the minimum loss ratio required for 



 9  rate revisions under Maryland insurance law.



10            The term loss ratio is throughout our 



11  testimony, and it is here defined as the ratio of 



12  incurred claims, monies paid to claimants, to earned 



13  premiums, the monies we collect from our 



14  policyholders.



15            References to past, future and lifetime 



16  loss ratio or similar qualifiers indicate the 



17  inclusion of EBIS and the time value of money on the 



18  calculations which is a required and accepted 



19  actuarial practice.



20            As part of the in force management of the 



21  business, MetLife monitors the performance of the 



22  business by completing periodic analyses of the 
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 1  persistency rates, how many policyholders keep their 



 2  coverage; mortality rates, how long policyholders 



 3  live; and morbidity rates, the frequency and 



 4  severity of claims.



 5            The findings from these analyses were 



 6  used in projecting the future performance of in 



 7  force business to determine the affect of experience 



 8  on the projected lifetime loss ratio.



 9            The reason we study these parameters is 



10  because they bear directly on projected levels of 



11  claims and premiums over the lifetime of the 



12  policies.



13            As explained in the memoranda, overall 



14  actual persistency rates have been higher than that 



15  assumed when the policies were priced.



16            Mortality rates have been lower than that 



17  assumed in pricing, and morbidity levels have 



18  generally been higher than that assumed in the 



19  original pricing.



20            The combine result of the past experience 



21  and future projections based on current assumptions 



22  without a rate increase are loss ratios that far 
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 1  exceed the minimum requirement.



 2            In fact the current projected lifetime 



 3  loss ratio for Maryland range from 86 to 117 



 4  percent.  This means that our current rate bases 



 5  have us paying out from 86 to $117 in benefits for 



 6  every $100 we collect in premium.



 7            Even after rate increases at the levels 



 8  requested in our applications, the loss ratio for 



 9  Maryland policies will range from 78 to 111 percent.  



10  Again well in excess of the minimum requirement.



11            It is important to note that our 



12  applications do not attempt to recover past losses.



13            Tom will now conclude our testimony.



14            MR. REILLY:  Please be assured that while 



15  MetLife believes the requested increases are 



16  necessary, justified and permitted under Maryland 



17  insurance laws and regulations, we also understand 



18  that any approved increases may cause some 



19  policyholders to consider cancelling their coverage.



20            MetLife's experience shows that the vast 



21  majority of policyholders choose to maintain their 



22  coverage even in the face of rate increases.
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 1            For all policyholders including those who 



 2  may consider ending their coverage because of an 



 3  approved rate increase, we will offer them multiple 



 4  options that are available to modify their coverage 



 5  to keep their premiums at a level similar to their 



 6  current premiums.



 7            In addition concurrent with the rate 



 8  increase request, we've requested approval of the 



 9  endorsement to provide a nonforfeiture benefit so 



10  that all policyholders who choose to stop paying 



11  premiums in response to rate increases can still 



12  maintain paid-up coverage.



13            This means for these policies every 



14  premium dollar previously paid minus any benefits 



15  already received will be available as a benefit if 



16  the insured goes on claim.



17            In closing we feel the value provided by 



18  these coverages is significant, and we are proud of 



19  the service we have provided to MetLife 



20  policyholders especially at the time of claim.



21            Since entering the long-term care 



22  insurance market, MetLife has paid out approximately 
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 1  four billion dollars in claims.



 2            Thank you for the opportunity to testify 



 3  in support of MetLife's application.  We 



 4  respectfully request that the Administration approve 



 5  our filings as submitted.  This conclude our 



 6  prepared remarks.



 7            COMMISSIONER REDMER:  Thank you.  And I 



 8  apologize, I may have missed this.  You mentioned a 



 9  couple of loss ratios, that they were projected loss 



10  ratios.



11            MR. TREND:  Yes, those are lifetime from 



12  original issue to the end of our projection period.



13            COMMISSIONER REDMER:  And what is the 



14  current loss ratio?  



15            MR. TREND:  On these forms our last 



16  actuals are for the calendar year 2015 in our 



17  filing.



18            COMMISSIONER REDMER:  Uh-huh.



19            MR. TREND:  And they vary -- we have five 



20  filings before you.  But from -- in the -- for 



21  Maryland specific business, between 10 and 105 



22  percent.
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 1            COMMISSIONER REDMER:  Okay.



 2            MR. TREND:  And nationwide the range is 



 3  from 7 to 88 percent.



 4            COMMISSIONER REDMER:  Okay.



 5            MR. TREND:  Again it varies by policy 



 6  form.  



 7            COMMISSIONER REDMER:  Thank you.  Anybody 



 8  else have a question?



 9            MR. JI:  Talk about the landing spot, I 



10  ask if you offer the landing spot for the rate 



11  increases, and you say you cannot do that.  So maybe 



12  you explain the reason.



13            MR. TREND:  Sure.  So, the reason we 



14  chose not to pursue that is really two fold.  One is 



15  related to the level of increased request below 20 



16  percent in respect of the 15 percent regulation.



17            And secondarily we had very few 



18  policyholder in Maryland with the inflation benefit 



19  feature.  So, that landing spot would only really 



20  impact a relatively small number of our consumers.



21            MR. JI:  Thank you.



22            MR. SWITZER:  I see that the total in 
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 1  Maryland I have about 11,000 members.  And I heard 



 2  that these filings we're discussing here of about 



 3  1,800.  So, do I have that right, about a fifth or 



 4  so of the total?  



 5            MR. TREND:  That's correct.



 6            MR. SWITZER:  So, the rest of the 80 



 7  percent are doing a little better, I presume.



 8            MR. TREND:  Yeah, last year we were here 



 9  and we did request a rate increase on some of the 



10  earlier blocks.



11            MR. SWITZER:  And here on the biggest 



12  piece, the 1,500 members issued between 2000 and 



13  2008, just curious roughly when -- given a long-time 



14  horizon product, early loss ratios will be low, but  



15  when the actual you expect to start to deviate, the 



16  actual started to be above the expected, do you have 



17  a sense of when that started?  



18            MR. TREND:  Yes, so, our assumptions have 



19  evolved over the years since MetLife entered the 



20  long-term care space, and typically consistently as 



21  the other carriers testified to with lower lapse 



22  rates, lower mortality rates and claim costs have 
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 1  been a little bit more than expected, but generally 



 2  higher.  So, it's been an evolution over of the 



 3  years.



 4            In our later product series over time 



 5  reflected that change in assumptions, typically 



 6  leading to higher original premiums.



 7            We monitor the experience annually as I 



 8  testified to to see how it's evolving.  So, we have 



 9  seen duration over the years.  Each year we assess 



10  the experience, calculate the appropriate rate 



11  basis, and then management makes a decision as to 



12  whether it's prudent to pursue a rate increase or 



13  not.



14            MR. SWITZER:  So, early on it started to 



15  deviate, the actual to expected?  



16            MR. TREND:  Broadly for our company, we 



17  really started seeing significant deviations that 



18  lead us to explore in force rate increases in the 



19  late 2000s.



20            MR. SWITZER:  Thanks.



21            MR. TREND:  In fact, you know, the 



22  company chose to stop writing new business, and 
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 1  thereafter to manage the in force block at the 



 2  approximate time.  But it's a continuum.  It was not 



 3  a cliff type situation.



 4            MR. SWITZER:  Sure.  Thank you.



 5            MR. MORROW:  You mentioned there's 



 6  individual and group business in here.  Do you have 



 7  a breakdown of the numbers?  



 8            MR. REILLY:  Sure.  On the group it's 



 9  14 -- let me see.



10            MR. TREND:  1,495.



11            MR. REILLY:  1,495, 289 is individual.



12            MR. MORROW:  So, you do still have some 



13  individual business.  That didn't all move over to 



14  Bright House?  



15            MR. TREND:  Correct.



16            MR. REILLY:  Correct.



17            MR. MORROW:  Is there any -- is there any 



18  reason all that business didn't move over?  Is it 



19  any different the business you kept versus the 



20  business that left?  



21            MR. TREND:  It's really the origin of the 



22  legal entities.  So, the business that moved to the 
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 1  newly spun off Bright House entity was actually 



 2  originally written by The Travelers, and was assumed 



 3  in a transaction many years ago.



 4            And when the company decided to spin off 



 5  the Bright House entity, we did it by legal entity.  



 6  So, those products were housed in what is now Bright 



 7  House, formerly MetLife USA, formerly Metropolitan 



 8  Insurance Company of Connecticut, formerly 



 9  Travelers.



10            The business we're discussing today is 



11  all written on Metropolitan Life Insurance Company 



12  paper, and we expect to maintain that business as is 



13  in perpetuity.



14            MR. MORROW:  So, will we see different 



15  folks up here when Bright House asks for a rate 



16  increase?  



17            MR. TREND:  Correct.



18            MR. MORROW:  Thank you.



19            MS. GRASON:  The same kind of broad 



20  policy questions as before.  What would your 



21  thoughts be if the legislature were to pose the 



22  question about cross subsidization?  Certainly Met 
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 1  is a household name, you know, you guys are kind of 



 2  known for having big business, great profits as a 



 3  general statement.  Why can't those profitable 



 4  blocks subsidize the nonprofitable LTC?  



 5            MR. TREND:  Full disclosure, I'm not a 



 6  public policy guy.  I'm an actuary.



 7            COMMISSIONER REDMER:  Would you like me 



 8  to swear him in?  



 9            MR. TREND:  I will make a couple of broad 



10  statements with that caveat.  You know, one is 



11  obviously the current environment regulation and 



12  history and legal entity set-up really doesn't 



13  anticipate that in any meaningful way.



14            But conceptually, my view is it's already 



15  happened.  Metropolitan Life Insurance Company to 



16  your point is a broadly diversified mix of products.  



17  We report our statutory blue book.  It's there for 



18  all to see.  And all the assets of that entity are 



19  available to pay all the obligations of that entity 



20  regardless of product line.



21            So, in one sense it's happening already.  



22  We don't have long-term care shareholders and life 
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 1  shareholders and annuity shareholders.   We're one 



 2  company.  So, to some extent it's happening, but 



 3  obviously the regulatory framework as it exists 



 4  requires each product to meet its compliance and 



 5  financial obligations kind of on a standalone basis.



 6            MR. SWITZER:  Just augmenting a little 



 7  bit Cathy's thought, when we look at all 22 carriers 



 8  in 2016 and look at those publically available net 



 9  income numbers, it's a 7.7 percent positive number.  



10  I know that varies a lot by carrier, but it's a 



11  pretty healthy number.  And we're just trying to see 



12  the whole picture.  LTC being 8 percent -- 4 percent 



13  for all 22 carriers of the total book.  And just 



14  seeing what the context is.



15            MR. TREND:  Sure.  Understood.  Thank 



16  you.



17            COMMISSIONER REDMER:  Any questions?  



18            All right.  Thank you.



19            MR. TREND:  Thank you.



20            COMMISSIONER REDMER:  That takes care of 



21  the carriers.  We will now move to interested stake 



22  holders, and we will go first to Mr. Cohen.  Thank 





�                                                               66



 1  you for joining us.



 2            MR. COHEN:  Good afternoon, my name is 



 3  Irv Cohen.  I'm a resident of Montgomery County for 



 4  60 some odd years.  I also own a long-term care 



 5  policy originally written by Travelers.  Thank you 



 6  for telling me a little bit about it.



 7            I have addressed -- I want to thank you 



 8  for the opportunity to address the panel.  I have 



 9  been here before, as you know, and I have certain 



10  points that I'm going to make.  But this has been a 



11  most enlightening session, frankly.



12            It's nice, I think, to hear that it's 



13  okay to discriminate but not unfairly discriminate.  



14  That kind of blows me away.  And I wonder how that 



15  would sit in a court of law.  I would be interested 



16  in knowing who you discriminate against and who you 



17  discriminate for.



18            I was shocked to hear that the design of 



19  the policies, especially for the one that I perhaps 



20  had, have been having for the last 20 years and I've 



21  been paying -- by the way my premiums have gone up 



22  500 percent in the meantime.  They were designed so 
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 1  the lapses would support lower premiums.  And this 



 2  comes now back to the whole question which is really 



 3  the heart of what we are talking about in that is, 



 4  who is to bear the risks and the rewards of the 



 5  policy design performance and the actual performance 



 6  with respect to the various elements of the total 



 7  structure of the policy's economics.



 8            Now, I will share with you a personal 



 9  observation.  My family was in the produce business 



10  for three generations.  And if my father purchased a 



11  trailer load of potatoes at a certain price and then 



12  discovered halfway through he was losing money on 



13  that deal, he could not go back to those who had 



14  purchased the potatoes earlier and ask them to pay 



15  more money.



16            And that's precisely what's being asked 



17  here.  They didn't do it the right way for a lot of 



18  reasons, maybe to buy market share, maybe because it 



19  was being tied in with a life policy or regular 



20  health policy or for any other business reasons, but 



21  right now I feel and a lot of people like me who may 



22  be here today or not, I don't know, but in other 
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 1  sessions they have been present, they feel like it's 



 2  tails I lose, heads you win type of situation.



 3            Now, why are the lapse rates low?  I can 



 4  tell you why mine is low.  I have so much invested 



 5  in this policy, I've got as much invested in this as 



 6  my grandchild's tuition at University of Maryland 



 7  this year.  So, I really got to think long and hard 



 8  before I walk away from that investment.



 9            And why did I make that investment 20 



10  some odd years ago?  Because I thought that there 



11  was somebody looking at the policies, MIA I thought, 



12  that the policies were fair, they were structured 



13  fairly and I was being treated fairly.



14            And now I find I'm not being treated 



15  fairly.  My premium notices that came last week 



16  added up to $16,000.  Now, I have a lifetime 



17  benefit.  Yeah, that's a pretty good deal.  And you 



18  all know it is, because you stopped selling it.



19            But why do I bear that loss?  You 



20  designed the policy to make money.  When you made 



21  money on the policies did I, like I have in my life 



22  insurance policies, get a premium rebate?  Did I see 
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 1  anything from it?



 2            Who is looking at the administrative 



 3  costs?  Who is looking at when this book of business 



 4  was purchased from Travelers what the pricing was?  



 5  How much of that bad deal you made with Travelers is 



 6  baked into my policy now because you don't have the 



 7  cash flow?  



 8            There is something wrong here.  Terribly 



 9  wrong.  And I'm glad to sit and talk about it.  I'm 



10  not an actuary.  I'm retired lawyer.  I'm glad to 



11  say it's retired, but there comes a time when it 



12  gets to be so obnoxious that it really, if you will, 



13  shocks the consciousness of my court.



14            I sit here and I listen to this, well, we 



15  made a mistake.  We under priced the product.  We 



16  did this.  We did that.  We did the other thing.  



17  Well, who the heck are the experts?  The consumer 



18  who was told by the agent, oh, yeah, there is this 



19  provision in here where they can increase the 



20  premium but they never have.



21            And here we are, we've heard people come 



22  in time and time again, oh, after two years my 
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 1  premiums are going up and they are going up every 



 2  year.  And we're not talking about a retired lawyer.  



 3  You're talking about a retired, middle class, blue 



 4  collar person who is depending upon this to not to 



 5  become a burden on his family.



 6            And we can chuckle about some of these 



 7  things, but that's a real problem.  When mom and pop 



 8  have to go to their kids and say, we screwed up.  We 



 9  believed the insurance company, we believed the 



10  regulators were watching my back.  And it turned out 



11  nobody was watching their back.



12            So, yeah, I can get pretty emotional 



13  about this because I see some of those people.  I 



14  live in Leisure World.  7,000 people live in Leisure 



15  World.  Most of them do not have this policy.  Most 



16  of them, a lot of them are government employees, and 



17  I was with some of them last night and, boy, you 



18  should have heard them bitching about 800 percent 



19  increases.



20            I said, well, you didn't live in Maryland 



21  and get a Maryland policy with only 15 percent.  



22  You're very unfortunate.  I'm really upset today 
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 1  when I hear about this.



 2            The problem is I think you're not looking 



 3  at the right things.  I read through the study of 



 4  company financial data that you put out, and I'm 



 5  just going to point out one item.  No. 6.  It sets 



 6  out a process that I would suggest to you is 



 7  inadequate.



 8            The study totally fails to address the 



 9  issue of the use of the premiums that were paid by 



10  policyholders like myself for 20 years.  What 



11  actually happened to those premiums?



12            My mother-in-law then age 72 purchased a 



13  policy, never became a claim and she died.  And all 



14  the premiums that I paid for her because I knew I 



15  was her safety net, never saw them again.  They are 



16  gone.  What happened to those?  What was the actual 



17  use?  How did the carrier reserve it for the future 



18  claims?  What did they do with the money?  What good 



19  deals did they make, what bad deals did they make?  



20  What officers or high ranking lawyers and 



21  accountants got paid what?  Or had fancy, you know, 



22  conferences in the Caribbean?  I don't know.
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 1            In other regulated industries, you would 



 2  know.  Utility couldn't bake those costs into their 



 3  rate base and get a return on it.  And in many ways 



 4  this is a quasi utility type of situation.



 5            What's appropriate, what's fair, what's 



 6  reasonable to charge the policyholder for?  What 



 7  risks should the policyholder be taking?  And should 



 8  the policyholder be given full disclosure at the 



 9  front end, not five years in when he's paid premiums 



10  for five years.



11            I'm aghast.  I'm upset.  People I speak 



12  to are upset.  And I think they have every reason to 



13  be upset because I don't think they've been treated 



14  fairly.  They have not been treated fairly.  When a 



15  working guy goes and he buys a policy for a couple 



16  thousand dollars a year, and then he finds two years 



17  later a 15 percent increase.  And that gets 



18  compounded year after year after year.



19            When he says, listen, I can't afford it 



20  any more.  But he will hang onto it.  He will give 



21  up a vacation.  He will give up going to ball games 



22  with his kids and grandchildren.  He will do a lot 
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 1  of things because he doesn't want to become a burden 



 2  to his family.  And that's the reason he bought the 



 3  policy.



 4            But what happens when the policy is gone 



 5  and the family is scattered across the United 



 6  States, who does he become a burden to?  Everybody 



 7  here who is a citizen of the State of Maryland is 



 8  paying a piece of what his policy should have paid 



 9  for.  And that's outrageous.



10            Medicaid does not carry the day for most 



11  people.  I'm very active at the Charles E. Smith 



12  Life Communities in Washington.  And I can tell you 



13  if we had to pay and make a, quote, profit on what 



14  Medicaid pays, we couldn't do it.



15            We depend on the generosity of our 



16  investors, our community members.  So, you pay 



17  taxes.  I pay taxes.  And we're paying for all of 



18  this nonsense that's gone on where I think a lot of 



19  people believe the policyholders have been screwed 



20  and the carriers have been active participation -- 



21  participants in it.  Thank you for the opportunity.



22            COMMISSIONER REDMER:  Thank you.  And we 





�                                                               74



 1  appreciate your coming back out.  Any questions for  



 2  Mr. Cohen?



 3            MR. MORROW:  I just want to thank him for 



 4  his letter of August 21st.



 5            MR. COHEN:  Sure.



 6            MS. GRASON:  All right.  And this is 



 7  Cathy Grason, I'll be stepping in to conclude our 



 8  meeting as the Commissioner has to step out.



 9             I believe we got everybody that signed 



10  up here in person.  Is there anyone else present 



11  with us today that wishes to speak that has not 



12  signed up?  Any folks on the phone that wanted to 



13  testify?



14            Hearing none, I wanted to thank everyone 



15  for coming out today to participate, the folks that 



16  dialed in.  The transcript from today's hearing will 



17  be posted on the MIA website in the next few weeks.  



18  I believe our next hearing is scheduled toward the 



19  end of the year.  You can keep your eyes on our 



20  website for that information as well.



21            Thank you very much.



22      (Whereupon at 2:26 the hearing concluded.)
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 1  STATE OF MARYLAND



 2  COUNTY OF HOWARD SS:



 3            I, Susan Farrell Smith, Notary Public of 



 4  the State of Maryland, do hereby certify that 



 5  above-captioned matter came on before me at the time 



 6  and place herein set out.  



 7            I further certify that the hearing was 



 8  recorded stenographically by me and that this 



 9  transcript is a true record of the proceedings.



10            I further certify that I am not of 



11  counsel to any of the parties, nor an employee of 



12  counsel, nor related to any of the parties, nor in 



13  any way interested in the outcome of this action.



14            As witness my hand and notarial seal this 



15  10th day of September, 2017.



16            



17                           _____________________



18                             Susan Farrell Smith



19                          Notary Public    



20  (My Commission expires February 8, 2020)



21



22





�


In the Matter Of:

LONG-TERM CARE RATE HEARING

HEARING
August 28, 2017

DTI Court Reporting Sol utions - Washington, DC
1- 800- 292- 4789 www. deposi tion. conf washi ngt on-dc. ht m



http://www.deposition.com



HEARI NG - 08/28/2017 Page 1

© o0 ~N o o M~ w N P

=
o

11
12
13
14
15
16
17
18
19
20
21
22

MARYLAND | nsurance Adm ni stration
200 ST. PAUL PLACE, SU TE 2700

BALTI MORE, MARYLAND 21202

LONG TERM CARE RATE HEARI NG

TRANSCRI PT OF LONG TERM CARE RATE HEARI NG
Bef ore COVWM SSI ONER AL REDVMER
Bal ti nore, Maryl and
Monday, August 28, 2017

1: 06 p. m

Job No.: WDC- 133717
Pages: 1 - 75

Reported by: Susan Farrell Smth

DTI Court Reporting Sol utions - Washington, DC

1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m



http://www.deposition.com



HEARI NG - 08/28/2017 Pages 2..5
Page 2 Page 4
1 Hearing held in the hearing room of: 1 APPEARANCES: (Conti nuing)
2 2 JEFF Jl:
3 3 jeff.ji @uaryland. gov
4 4 Senior Actuary
5 Maryl and | nsurance Admi nistration 5
6 200 st. Paul Place 6 TODD SW TZER
7 24t h Fl oor 7 todd.swtzer @uaryl and. gov
8 Bal ti nore, Maryland 21202 8 Chief Actuary
9 410. 468. 2000 9
10 10 JOE SVI ATKO
11 11 Communi cati ons
12 12
13 13
14 14
15 15
16 Pursuant to Public Notice, before Susan 16
17 Farrell Smith, Notary Public for the State of 17
18 Maryl and. 18
19 19
20 20
21 21
22 22
Page 3 Page 5
1 APPEARANCES: 1 PROCEEDINGS
2 AL REDMER 2 COMMISSIONER REDMER: Once again, |
3 al.redner @aryl and. gov 3 apologize for being late. Good afternoon. I'm Al
4 Insurance Conmi ssioner 4 Redmer, and thisis our third public hearing on
5 5 specific carrier rate increases for long-term care
6 BOB MORROW 6 insurance for thisyear. 1'm going to apologize
7 bob. morrow@aryl and. gov 7 againin advance, | haveto bein Annapolis at 3:30.
8 Associate Conmissioner, Life & Health 8 So, if we're still going, I'm going to SIIp out at
9 9 2:30 and turn it over to Cathy and Bob to follow up.
10 CATHERI NE GRASON: 10 Today's hearing will focus on severa
11 catherine. grason@maryl and. gov 11 rate increase requests now before the Maryland
12 Cnief of Staff 12 Insurance Administration in the individual long-term
13 Director of Regulatory Affairs NAIC 13 care market. These include requests from the
14 14 Maryland Life and Health Insurance Guaranty
15 ADAM ZI MVERVAN 15 Corporation on behalf of a Penn Treaty Network
16 adam zi mrer man@rar yl and. gov 16 AmericaInsurance Company, proposing increases of 10
17 Actuarial Analyst Il 17 percent to 88.9 percent, phased in at no more than
18 18 15 percent annually.
19 LINDSEY ROMELL: 19 Metropolitan Life Insurance Company
20 Public Affairs Office 20 proposing increases of 15 percent. MedAmerica
21 21 Insurance Company proposing increases of 15 percent.
22

22 CMFG Life Insurance Company proposing
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Page 6
1 increases of 15 percent. And Continental Casualty

2 Company proposing increases of 32.25 percent, phased
3 inat 15 percent annually over two years.

4 In the group long-term care market, we

5 have reguests from Metropolitan Life Insurance

6 Company proposing increases of 15 percent, and

7 MedAmerica lnsurance Company proposing increases of
8 15 percent.

9 Collectively these requests effect about

10 8,165 Maryland policyholders. The goal of today's
11 hearing isfor insurance company officials to

12 explain their reasons for the rate increases.

13 Wewill aso listen to comments from

14 consumers, producers or other interested parties.

15 And we're hereto listen, ask questions from the

16 carriers and consumers regarding the specific rate

17 increase request.

18 | would like to pause at this moment and

19 introduce the folks who are here with me from the

20 Maryland Insurance Administration. With me at the
21 tableis Todd Switzer, our Chief Actuary. Jeff Ji,

22 Senior Actuary. Adam Zimmerman, Actuarial Analyst.

Page 8
1 our website, and we will continue to take -- keep

2 therecord open for additional comments until

3 Tuesday, September the 5th.

4 The transcript of today's meeting as well

5 asall written testimony submitted will be posted on
6 thewebsite. The transcript and written testimony

7 will be available on the MIA's long-term care page
8 aswell asthe quasi legidative -- legislation

9 hearing's page.

10 The long-term care page can be found at

11 the MIA website by clicking on the long-term care
12 tab located under the quick links section on the

13 left -hand side of the home page.

14 Asareminder, we do have a Court

15 Reporter here today to document the hearing. So,
16 when you're caled if you could please state your
17 name and affiliation clearly for the record.

18 If you're dialing in, thank you for

19 joining us. We ask that you please mute your phones
20 unless you're going to speak. Also any time before
21 speaking if you could restate your name and

22 organization, that would be helpful.

Page 7

1 To my right is Cathy Grason, Chief of

2 Staff. Andtomy leftisBob Morrow, our Associate
3 Commissioner of Life and Health.

4 Also we've got a Craig Prem from the

5 office of the actuary, Nancy Muehlberger, Alexa--

6 MS. GUGIG: Gugig.

7 COMMISSIONER REDMER: That's exactly how
8 | was going to pronounceit. And welcome aboard,

9 Alexa, good to see you, glad to have you.

10 Let mefirst go over a couple of

11 procedures. First, outside there is a handout with

12 dl of our contact information on it. So, | would

13 suggest that you feel free to take a copy that you

14 can follow up with any further questions or

15 comments.

16 Secondly, the hearing isintended as a

17 question and answer forum between the Maryland
18 Insurance Administration and the carriers. And then
19 to get additional feedback from again consumers,

20 producers, advisers, or interested parties.

21 We have accepted some commentsin

22 advance. We will be posting all of the comments on

Page 9
1 We're going to be asking the carriersto

2 come up individually to speak regarding their rate

3 request. And we have an aid from Senator

4 Klausmeier's office. Thank you for joining us.

5 Carriersare going to be called in

6 alphabetical order. And then we will ask interested

7 stake holdersto speak.

8 So, any questions about the process?

9 Okay. If not, let's start with CMFG Life Insurance

10 Company.

11 MR. SVEDBERG: Good afternoon. My name
12 John Svedberg, director and actuary representing

13 product management for CMFG Life long-term care
14 business. | would like to thank Commissioner Redmer
15 for this opportunity to discuss our current

16 long-term care filings pending with the Maryland

17 Insurance Administration.

18 CMFG sold long-term care insurance

19 nationally from 1993 through 2010, and specifically
20 in Maryland from 1997 through 2010. The company's
21 two current pending filings with the Insurance

22 Administration covers policies sold between 2002
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Page 10

1 through 2010 and covered just over 1,650

2 policyholders.

3 Nationwide CMFG Life currently provides

4 coverage for 29,000 policyholders. Once again, we
5 appreciate today's opportunity to discuss the

6 company's decision to file for the current rate

7 increases. Thisdecision did not come lightly, and
8 we understand the difficulties these rate increases

9 can beto our policyholders.

10 To provide more context, | will discuss

11 the factorsthat led to the request as well asthe

12 options CMFG Life makes available to help impacted
13 policyholders mitigate the impact of any rate

14 increases.

15 CMFG Lifeiscurrently requesting a

16 15 percent rate increase for Maryland policies sold
17 under both the company's 2002 product version and
18 the 2006 product version. Thisrequest is governed
19 by Maryland's regulated 15 percent request cap.

20 The company has received two prior

21 15 percent rate increases for the 2002 product,

22 specifically in 2014 and 2016. The 2006 product

Page 12
1 origina pricing assumptions. As more experience

2 emerges, we continue to see increases in the slope

3 of the claim cost curve. So, as policyholders grow
4 older, incidence and claim cost increase which

5 ultimately drive increases in the expected lifetime

6 lossratios.

7 Again these factors indicate a much

8 higher rate increase, 139 to 145 percent, than the

9 15 percent requested by CMFG Life.

10 Additionally it isimportant to note that

11 CMFG Lifeisnot trying to get back to original

12 lifetime loss ratios or minimum loss ratios under
13 rate stabilization. Instead we are hoping to

14 achieve only the rate increases needed to bring

15 target ratios at or near 100 percent, thereby

16 sharing the cost with policyholders.

17 Asweimplement rate increases, CMFG Life
18 communicates options available to the policyhol der
19 to help mitigate the increase. Available options

20 include reducing the maximum daily or monthly
21 benefit, reducing the benefit period, increasing the
22 elimination period, remove or reduce optional riders

Page 11
1 received aprior 15 percent increase in 2015.

2 Without the regulated cap, the maximum

3 rateincrease alowed under Maryland's 5885 rate
4 stabilization standard would range from 139 percent
5 to 145 percent.

6 The assumptions reviewed to determine

7 these expected loss ratios are standard key

8 assumptions within the long-term care industry -
9 mortality, policy lapse rates and morbidity. Any
10 portfolio interest rate assumption relies upon the
11 regulatory statutory valuation rate used for active
12 life policyholder reserves and, therefore, does not
13 gpecifically rely upon the company's portfolio

14 interest rates.

15 Company experience was used to the extent
16 it was statistically credible and supplemented by
17 fitting with industry data. Overall mortality and
18 lapse rates have been lower than original pricing
19 assumptions. Thisresultsin more policyholders
20 availableto initiate claims and drive aggregate
21 claim costs higher.

22 Morbidity rates have been higher than

Page 13
1 including inflation protection options, exercise a

2 nonforfeiturerider if purchased, or exercise the

3 contingent benefit upon lapse option if it's

4 digible.

5 CMFG Life has a dedicated long-term care

6 customer service on hand to help policyholders

7 clearly understand these options and help them make
8 aninformed decision that best suits their needs.

9 Wefeel that even with the rate

10 increases, our long-term care product continuesto
11 provide needed benefits at a reasonable cost to the
12 policyholders.

13 I would like to thank Mr. Redmer for this

14 opportunity to participate in today's hearing, and
15 would be happy to take your questions.

16 COMMISSIONER REDMER: Thank you. | have
17 got acouple. What -- what happens to the reserves
18 from those policiesthat are lapsed or where the

19 policyholder dies?

20 MR. SVEDBERG: So, the reserves are

21 caculated in the aggregate across the entire

22 policy. So, that would -- and release of the
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Page 14
1 reserves would go towards the overall outlook of the

2 block of business.

3 COMMISSIONER REDMER: And, so, when the
4 pricing was put together in 2006, it was based on a

5 series of projections among different factors. As

6 we get to the results of 2016 and to '17, where --

7 whereisthe big differential between the actua

8 experience and what the projections were?

9 MR. SVEDBERG: Areyou taking -- you

10 mentioned 2006 specifically.

11 COMMISSIONER REDMER: Oh, that block, or
12 even talk about the 2002 block. But, you know, 11
13 yearsisnot that long. We had -- we had poor

14 pricing decisions for a couple decades before that.

15 So, you're creating the pricing in 2006 based on

16 assumed interest rates and |lapse rates and mortality
17 and al those kinds of things.

18 So, where were the big missesin

19 projections among the different factors between what
20 you're seeing in 2017 and what you were projecting
21 in 20067

22 MR. SVEDBERG: The primary source has

Page 16
1 rateincreases, and we are at the -- we don't

2 anticipate to ask rate increases on that block.

3 MR. SWITZER: So, the 1,600 is roughly

4 what percentage of al of your Maryland business,

5 please, just roughly?

6 MR. SVEDBERG: | would have to say well

7 over 80 percent.

8 MR. SWITZER: Okay.

9 MR. JI: | have aquestion. If the

10 assumption, future assumption you look at that maybe
11 fiveyearslater --

12 THE REPORTER: Speak up.

13 MR. J: I'M talking about assumption,

14 your future assumptions, when you do study you found
15 different assumptions, you will update assumptions
16 like morbidity. So, will that effect your future

17 rate increase requests?

18 MR. SVEDBERG: So, let me -- let me echo
19 back | think what your questionis. Isyou're

20 wondering if in the future if we see a further

21 deterioration of morbidity, would we be coming back
22 for arateincrease?

Page 15
1 been within the morbidity. As| mentioned beforein

2 my comments, the slope of the morbidity curve has

3 steepened and expectations around both the incidence
4 and the claim costs have increased.

5 COMMISSIONER REDMER: And for 2016, what
6 was your actua lossratio for those two blocks?

7 MR. SVEDBERG: So, the 2002 product from
8 ahistorical standpoint, the incurred ratio is 45

9 percent. And for the 2006 filed product, the

10 incurred ratio is at 15 percent.

11 And considering that those are till

12 relatively early in their life cycle, the trgjectory

13 showsthat it's going to be quite a bit higher.

14 COMMISSIONER REDMER: Thank you. Any
15 questions?

16 MR. SWITZER: Arethe 1,700 or so members
17 in Maryland al of your policiesin Maryland?

18 MR. SVEDBERG: We have asmall block of
19 policiesfrom our 1997 product series. | mentioned
20 that these covered only 2002 through 2010. We did
21 sell in 1997 through 2010. So, there are -- there

22 isasmall block of policies where we have received

Page 17

1 MR. JI: Yes.

2 MR. SVEDBERG: We have an expectation
3 that if it'soutside of a-- a-- an acceptable, the

4 provision for adverse experience, yes, we would have
5 to entertain that idea.

6 MR. JI: Do you have a source like how

7 much would be source?

8 MR. SVEDBERG: Wetypically anticipate if
9 thereis, a 10 percent.

10 MR. JI: Thank you.

11 MS. GRASON: I'vegot one. So, we see

12 that you're asking for 15 percent in accordance with
13 the Maryland regulation. If there was no 15 percent
14 rate cap, isthat till what you would be asking

15 for? Or do your numbers show that your block --
16 MR. SVEDBERG: No, we prefer to -- to

17 have this completed as quick as possible and get the
18 policyholdersto a point to where they know where
19 they aregoing to be at. And, so, we would have

20 asked for a higher rate.

21 MS. GRASON: Any idea how much more?
22 MR. SVEDBERG: | don't have that handy.
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1 MS. GRASON: Okay. Thank you. 1 afinancial perspective while meeting our
2 COMMISSIONER REDMER: All right. Thanks.| 2 policyholder obligations. That iswhy our rate

3 | appreciateit. Next up is Continental Casualty.

4 MR. LAMONT: Good afternoon. My nameis
5 Seth Lamont. | currently serve as the Assistant

6 Vice President of Government Relations for CNA.

7 | appear before you today in regard to

8 thelong-term carerate filing of Continental

9 Casuaty Company, which isa principal underwriting
10 subsidiary of CNA Financial.

11 We're grateful for this opportunity to

12 explain our rate need in greater detail. Asthe MIA
13 isaware, long-term care represents a substantial

14 portion of CNA's overall business. As of 2016 the
15 LTC book accounted for approximately 8 percent of
16 CNA'stotal gross premium written and roughly 42
17 percent of the company's reserving obligation.

18 The fact that LTC reserves comprise such

19 asubstantial portion of the company's tota

20 reservesisreflective of the long tail nature of

21 thisbusiness and servesto highlight the fact that

3 filing is calculated at a hundred percent lifetime

4 lossratio. CNA's current Preferred Solution to

5 long-term care insurance filing originally requested
6 anincrease of 175 percent on policies that include
7 an automatic benefit inflation rider only. Any

8 increases approved on this block of business would
9 effect approximately 4,000 Maryland policies.

10 Included in the company'sfiling isa

11 freeze and drop option whereby a policyholder will
12 be afforded the option of dropping their inflation
13 rider in order to avoid therate increasein its

14 entirety.

15 Policyholders who choose this freeze and

16 drop option will retain their current level of

17 inflation-adjusted benefits.

18 Upon electing to avail themselves of the

19 freeze and drop option, the policyholder's new

20 premium would be based on their original issue age
21 without the inflation option.

22 rateincreases are vital to any future policyholder 22 Notably CNA intends to offer the freeze
Page 19 Page 21
1 obligations. 1 and drop option regardless of the magnitude of any
2 While the reasons for our rate need are 2 rateincrease approved. In fact thisand other
3 not necessarily unique, we respectfully request that | 3 benefit reduction options are available to CNA
4 the MIA and policyholders recognize these increases| 4 policyholders on an ongoing basis.
5 arevital to insuring that adequate reserves are 5 Other benefit reduction options available
6 availableto CNA in order to satisfy future claims. 6 to policyholdersto avoid a proposed rate increase
7 Aswe have said on a number of occasions, 7 include reducing the maximum benefit period,
8 CNA is committed to meeting policyholder 8 reducing the daily benefit, increasing the

9 obligations. The company harbors no illusions of
10 profiting from this business, rather we seek to

11 insure that we have adequate reserving limits.

12 In addition to our efforts to insure that

13 we are capturing adequate rates, we have also made
14 significant investments in our long-term care

15 operations.

16 Despite the fact that CNA's long-term

17 care businessis comprised solely of closed lots, we
18 continue to actively manage the businessto insure
19 that claims are processed in an appropriate and

20 timely manner.

21 To reiterate, the company's goal with

22 respect to thisrate increase isto break even from

9 elimination period and dropping any other optional
10 rider.

11 In addition to the af orementioned

12 options, CNA also offers our policyholders the
13 opportunity to discontinue paying premiums and
14 retain alifetime benefit amount equivalent to the
15 nominal sum of their lifetime premium paid to-date.
16 For the expertsin the room, thisis

17 referred to as the contingent nonforfeiture option,
18 isbeing offered to al insureds regardless of issue
19 age or rate increase amount.

20 Anecdotally we observe that certain

21 policyholders who have chosen this option to be
22 reasonably satisfied with their decision.
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1 As | appear before you today, CNA's rate 1 just 64 policyholders having lapsed.

2 need is not owing to factors unique to CNA but

3 rather erroneous assumptions that were made at the
4 outset by the industry as awhole in our originally
5 filed and approved rates.

6 As most of you are aware, both macro

7 oriented assumptions as well as more micro oriented
8 assumptions put into place at the outset with

9 respect to long-term care rates have proved

10 erroneous.

11 From amacro perspective, interest rates

12 have been at or near historically low levelsfor

13 nearly a decade.

14 From a micro perspective, persistency

15 remains the key driver of our collective rate need
16 going forward. At the outset as an industry, we
17 projected that four times as many policyholders
18 would allow their policiesto lapse annually than
19 did soin redlity.

20 Long-term care insurance was originally

21 priced as alapse-supported product which means that
22 original premiums could be lower for the block if

2 In our view this demonstrates that even

3 intheface of significant increases, policyholders

4 continue to find substantial value in retaining the

5 benefitsthat are offered under our Preferred

6 Solution long-term care policies.

7 Asnoted, long-term care is significant

8 to CNA from an enterprise perspective with 42

9 percent of our total company reserves being devoted
10 to these anticipated liabilities.

11 The company remains committed to meeting
12 policyholder obligations from both afinancial and
13 operational perspective. Policyholders are being
14 afforded a number of optionsto reduce their

15 benefits to avoid the proposed premium increase.
16 CNA's current experience is not unique

17 but rather on par with that of our peersin terms of
18 the challenges resulting especially from the filed
19 and approved original rates and |apse assumptions.
20 Despite significant upward adjustment in

21 premiumsin recent years, the lapse rate on CNA
22 Preferred Solution policies for the State of

Page 23
1 some policyholders were assumed to voluntarily |apse

2 their policy at some point in the future without

3 ever going on claim.

4 In rough terms the originally filed and

5 approved rates across the industry during the mid to
6 late'90s assumed a4 percent lapse rate, and

7 experience has shown that |apse rate to be closer to
8 1 percent and in some cases less than one percent.

9 This greater than expected persistency

10 had led to dramatically increased anticipated claims
11 cost as significantly more policyholders have chosen
12 to retain their policies than was originally

13 anticipated. This persistency impact -- impact to
14 rates driven not only by policyholder lapses but

15 aso lower mortality than expected.

16 While thisis a positive from a societal

17 perspective, thisleadsto alarger required rate

18 need to support additional expected future claims.
19 Despite a cumulative rate increase of

20 more than 50 percent since the inception of the

21 current rate action program in 2013, policyholder
22 reaction has been alapse rate of .9 percent with

Page 25
1 Maryland continue to be under 1 percent which again

2 indicates the policyholders continue to see value in
3 retaining their coverage.

4 COMMISSIONER REDMER: Thank you, Seth.
5 Any questions for Seth?

6 MR. SWITZER: So, you mentioned LTC being
7 8 percent of gross revenues.

8 MR. LAMONT: Yes.

9 MR. SWITZER: 42 percent of reserves. In

10 looking at net income for '16, I'm wondering if

11 thereisany internal discussions of subsidizations
12 acrosslines. It seemsthe net income overal, we
13 seeproblemsin LTC, isthere any subsidization

14 across any lines discussed within -- as you look at
15 these LTC issues?

16 MR. LAMONT: | don't think cross

17 subsidization of policyholdersis something that's
18 under active consideration by our management. In
19 terms of items where | suppose it could be dight, |
20 mean, to the extent that the administrative expense
21 of the long-term care, administering long-term care
22 policiesis not necessarily supported by rate, there
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1 is-- thereissomein that respect. But | wouldn't

2 say that thereis an active discussion at the
3 leadership level concerning cross subsidization as
4 between policyholders.

5 MR. SWITZER: Thanks.
6 COMMISSIONER REDMER: Anybody else?
7 MR. JI: | heard you said the total rate

8 increase can be 175 percent; isthat right?

9 MR. LAMONT: So, that's what we

10 originally filed. Just theinflation, for those

11 policyholderswith inflation protection of which
12 there are 3,984.

13 MR. JI: How has that been decided, that
14 amount, 175?

15 MR. LAMONT: How hasit been arrived at?
16 MR. J: No, decided, determined?
17 COMMISSIONER REDMER: How did you come up

18 with 1757

19 MR. LAMONT: It was-- it was determined
20 that the inflation protection was the primary driver
21 for the rateincrease. And, so, that was loaded

22 into the -- into the rate request for those

Page 28
1 government relations operation for the MIA, and

2 that'saquestion | get from legislators almost

3 every time we talk about long-term care.

4 If you have any feedback on this now, |

5 would loveto hear it. If not, | would love to hear
6 your subsequent thoughts or frankly any of the

7 carriers out there, isthere a public policy

8 reason -- well, | know that the law right now does
9 not ponder cross subsidizations, like we can't

10 require you to, but isthere a public policy reason
11 from the carriers' perspective why that shouldn't be
12 happening?

13 So, in other wordsif a-- if astatutory

14 company isdoing quite well asawhole, and one line
15 of business such as the long-term care is doing

16 poorly, what would be the public policy reasons
17 against cross subsidizationsin your view?

18 MR. LAMONT: | think it would be the law
19 for one. | mean, not excessive, inadequate or

20 unfairly discriminatory. Asageneral rule, since
21 theinception of insurance regulation, rates have
22 been made by line. And to my knowledge cross

Page 27
1 policyholders.
2 MR. JI: So, you are talking about the
3 lapse assumption is very important for this product.
4 1f we originally we were able to approve your tota
5 of 175 rate increase, what is the impact to your
6 lapse? Haveyou ever looked at that?
7 MR. LAMONT: How much lapse we would
8 anticipate with the 1757
9 MR. JI: Theimpact to lapseif we
10 approve thetotal rate increase you originally
11 requested.
12 MR. LAMONT: | don't know that that
13 analysis has been completed. | can tell you that
14 some years ago we got 116 percent out of the State
15 of Ohio roughly, and we saw the lapse -- | think it
16 wasinthe5to 7 percent range. | wouldn't -- |
17 wouldn't think the lapse would be extraordinarily
18 high even at those levels.
19 MR. JI: Okay. Thank you.
20 MS. GRASON: Following up on my
21 colleague, the Chief Actuary's question about cross
22 subsidizations among different lines, | oversee the

Page 29
1 subsidization is seen as highly undesirable.

2 So, | think thereisavery strong legal

3 argument against it.

4 MS. GRASON: Certainly, thereisalega

5 argument bases on the current statutes. | don't

6 think we could require a company to cross subsidize
7 based on the current law. But | wasjust talking

8 to alegidator this morning and the same question

9 came up.

10 Y ou know, isthat atool in the tool kit?

11 | know that the history of insurance regulation is
12 different, but I'm looking for talking points

13 because --

14 MR. LAMONT: | would say from a--

15 from apractical standpoint, depending on the

16 financial condition of the particular company when
17 you -- | could see alegidator saying, well, such

18 and such company had agood quarter, and it should
19 be cross subsidized. But when you look at a

20 situation that CNA has faced with 42 percent of the
21 reserves being in the LTC space, smply devoting
22 some portion of earnings to cross subsidization, |
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1 don't -- | don't think would carry the day in terms

2 of mitigating theissue. | don't think it would be

3 adequate.

4 That would be the key -- the key

5 stumbling block particularly for companies that have
6 agreater challenge from areserving perspective

7 with respect to thisline.

8 MR. MORROW: Let me go back to

9 persistency real quick. You said that you expected
10 thelapseto be far greater than it was. 4 percent

11 and you got about 1 percent over years. What's the
12 reason for that? What have you figured out was the
13 result of people staying on?

14 MR. LAMONT: Why isit so much lower? |
15 don't know that there is data sounding that. |

16 think it's just the policyholders see a tremendous
17 vauein holding onto the product. Particularly for
18 some of these older products, the benefits are very
19 rich. The policyholders are guaranteed renewable.
20 So, the policyholders have an ability to continue
21 with uswith no additional health screening.

22 So, there are alot of incentives to hang

Page 32
1 ontoit asapart of an overal financia plan and

2 asaprimary vehicle for asset protection.
3 MR. MORROW: Thank you.

4 COMMISSIONER REDMER: Anybody else?

5 Seth, thank you.

6 MR. LAMONT: Thank you.

7 COMMISSIONER REDMER: Okay. Let'sgoto

8 the Maryland Life and Health Insurance Guaranty

9 Fund.

10 MS. HOFFMAN: Thank you for letting me
11 speak heretoday. My nameis Beth Hoffman, and | am
12 the Executive Director of the Maryland Life and

13 Health Insurance Guaranty Corporation. The

14 corporation was created by the legislature and

15 existsto protect Maryland resident policyholders
16 when alife, health or annuity company licensed in
17 Maryland is declared insolvent and/or liquidated by
18 the court. An order of liquidation or finding of

19 insolvency statutorily triggers the corporation to

20 provide coverage up to certain limitsto Maryland
21 residentsfor their life, health or annuity

22 contracts.

Page 31

1 onto the policy. You know, not the least of which,
2 | don't want to go as far asto make a

3 representation of where thisis priced versus the

4 market, but | think an argument can be made in

5 general that many of these price -- these products
6 that you will hear about today are priced

7 significantly below what they could be replaced at.
8 S0, to the extent that a policyholder

9 goesto afinancia advisor and says, should | hang
10 onto this policy? And | would rather speak of this
11 in genera termsrather than a Continental product,
12 the answer is going to be yes. Because the

13 replacement cost is going to be 2 or 300 percent if
14 the person can pass health screening.

15 So, | mean, | think that's a substantial

16 reason why you see very low lapse rates.

17 That and | think that's how it's been from the

18 outset. It was assumed that it would be the same as
19 aterm policy, and | think people contemplate their
20 incapacity to a greater extent than they even

21 contemplate their own demise.

22 And for that reason they want to hang

Page 33
1 The coverage in Maryland is $300,000. On

2 March 1st, 2017 the Commonwealth Court in

3 Pennsylvaniafound Penn Treaty and its subsidiary,

4 America Network, insolvent and ordered it into

5 liquidation.

6 At that time the corporation was

7 triggered to provide coverage for approximately 900
8 Maryland residents.

9 A little background history for Penn

10 Treaty and American Network. Inthe late 1990s the
11 company experienced rapid growth in their long-term
12 care business. And given what we know now, the

13 majority of that business was significantly under

14 priced.

15 It is the contractsissued in this

16 timeframe that we're seeking premium rate increases
17 for. It'simportant to note that during the period

18 between 2001 and 2008 the company sought a number of
19 rate increases across the country on the basis that

20 expected claims experience was anticipated to exceed
21 origina assumptions.

22 The companies were not able to secure dl
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1 theincreases they deemed necessary, and asa

2 consequence of that inability and a significant

3 deterioration of their financial position, the

4 Pennsylvanialnsurance Commissioner placed Penn
5 Treaty in rehabilitation in January of 20009.

6 At that time through our national

7 organization, Novac, atask force was formed to

8 study the business and financia condition of Penn

9 Treaty and American Network.

10 As part of that study, Long-Term Care

11 Group was hired as the task force's actuarial

12 consultant. And with metoday isBrian Ulery whois
13 the principal consulting actuary for Long-Term Care
14 Group.

15 Based on the extensive analysis of the

16 company's policies and their premium rates by the
17 task force and the actuarial consultant, the

18 corporation is seeking approval for their requested
19 premium rate increases based on the following -- a
20 number -- the following number of factors.

21 Thefirst isthe objectiveisto charge

Page 36
1 therate increases or modifying the policy based on

2 benefit reduction choices.

3 One of the choices will be to drop the

4 inflation benefit rider at current levels and

5 adjusting the premium to reflect the benefit going

6 forward without the inflation benefit rider.

7 Another option will be to convert the

8 policy to apaid up policy, where the policy's

9 lifetime maximum benefit would reduce to a specified
10 amount calculated for that policyholder and the

11 inflation benefit rider associated with terminating.
12 The policyholder would not pay premiums for that
13 going forward for that option.

14 And the third option will be aonetime

15 cash buyout option for the policyholder.

16 We are seeking approval for rate

17 increases for approximately 536 contractsin

18 Maryland.

19 So, | appreciate the opportunity to speak

20 toyou today. If you have any questions, | would be
21 happy to answer it with Brian.

22 policyholders going forward arate that should have | 22 COMMISSIONER REDMER: Any questions for
Page 35 Page 37

1 been charged since issuance if the policy had been 1 Beth?

2 issued at the $300,000 coverage limit and the 2 Beth, what's the current loss ratio, do

3 actuary had known at issuance what they know now
4 about the experience of the block.

5 The second, the approved rate increases

6 will bring premium for these policies morein line

7 with market rates so that policyholders of Penn

8 Treaty and ANET are not in a better position than

9 policyholders of an insolvent company.

10 And third, the target premium rate for

11 each, Penn Treaty and American Network policy

12 represents the rate policyholders should have been
13 paying since the policy was issued assuming a number
14 of factors.

15 For example, current knowledge about

16 actuarial assumptions based on the experience of the
17 block, a 60 percent claims ratio at the time of

18 issuance, and benefits capped at the $300,000

19 coverage limit in Maryland for Long-Term Care

20 Guaranty Association liability coverage.

21 If the rate increases are approved, each

22 policyholder will be given the option of accepting

3 you know?

4 MR. ULERY': | have got that asthis

5 involves me. For Maryland specifically, 2016 loss
6 ratioin Maryland was 203.5 percent.

7 COMMISSIONER REDMER: 230?

8 MR. ULERY: 203.

9 COMMISSIONER REDMER: Okay.
10 MR. SWITZER: | see you mentioned it

11 started at 900 and it's down to about five hundred.
12 MS. HOFFMAN: Wédll, we have

13 responsibility for about 900 contracts, but we're
14 only seeking rate increases for 536 because

15 that's -- those are the -- from the time period of

16 thelate '90s, and the old block -- the old company
17 block of business.

18 | think they had a corrective action plan

19 in the early 2000s, and they adopted that corrective
20 action plan. So, we were able to get some more
21 capital and shore up that business. And then they
22 began writing new business after that was lifted.
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1 So, in the new business, those seem to be 1 COMMISSIONER REDMER: Sorry. Well --
2 priced accurately. What we're seeking rate 2 AUDIENCE MEMBER: The people with no

3 increasesfor are the policies that were prior to
4 the corrective action plan and are the most
5 significantly under priced.

6 MR. SWITZER: Thanks.

7 MR. JI: So, what isthe rate in other

8 states?

9 MS. HOFFMAN: WEéell, thereis a national

10 premium rate increase strategy going on, and | know
11 anumber of other states are now requesting rate

12 increases. | don't know what their percentages are.
13 But | do know that New Jersey just issued rate

14 increasesfor their ANET -- Penn Treaty wasn't

15 licensed in New Jersey but American Network was.
16 And | think there are some rate increase approvals
17 in the 400 percent range.

18 MR. ULERY: So, the request varies by

19 whether the policy's have inflation or not, and it

20 varies by original issue age. In New Jersey the

21 highest rate increase that was approved was 410

3 microphones today for some reason, but if people

4 could talk up and really -- I'm an older guy sitting

5 back here, it would be helpful. | don't know about

6 the younger peopleintheroom. Their hearing may

7 be worse than mine since they walk around with iPods
8 or whatever.

9 COMMISSIONER REDMER: Beth, could you
10 repeat that last part.

11 MS. HOFFMAN: We don't anticipate --

12 there are no plansto ask for additional rate

13 increases for this block of business. We expect

14 that we would hopefully get the rate increases and

15 we've worked since 2009 to price them going forward
16 what they should have been priced.

17 So, | do not anticipate that there will

18 be another request for arate increase on this block

19 of business.

20 COMMISSIONER REDMER: Got you. Thank
21 you. Anybody else? All right.

22 percent. 22 MS. HOFFMAN: Thank you.

Page 39 Page 41
1 MR. JI: Thank you. 1 COMMISSIONER REDMER: Okay.
2 COMMISSIONER REDMER: Anybody else?| 2 PERSON ON PHONE: Mr. Redmer, could you

3 MR. ZIMMERMAN: So, | have one question.
4 So, assuming the rate increases are approved as

5 filed, under moderately adverse conditions are there
6 any additional increases expected?

7 MR. ULERY: Wéll, the original request in

8 Maryland was asimilar structure and by inflation

9 type and by issue age and so on, and there were

10 some -- the highest increase was 90 percent that was
11 requested. But there were alot of categories or

12 buckets that had zero, but the overall aggregate

13 average request is probably in the 30 to 32 percent
14 range.

15 And if that was approved, my

16 understanding isthat there is no intention for

17 additional requests.

18 MS. HOFFMAN: Right. Thereisno

19 intention for an additional request.

20 MR. ZIMMERMAN: Okay.

21 AUDIENCE MEMBER: It'svery difficult to
22 hear frankly.

3 please move the microphone perhaps on the table in

4 front of the Reporter, it's very hard to hear on the

5 line aswell.

6 COMMISSIONER REDMER: Okay. Onthe

7 phone we will go to MedAmerica Life Insurance

8 Company.

9 MR. KINNEY: Yes, thank you. And good

10 afternoon. My nameis Patrick Kinney. 1'm managing
11 actuary for long-term care pricing at MedAmerica

12 Insurance Company. Mr. Redmer, administration staff
13 and guests, thank you for the opportunity to appear

14 viaphone today regarding our long-term care premium
15 rateincrease filing.

16 Our office actually moved over the

17 weekend, and | needed to be here this morning to get
18 settled in. So, thank you for accommodating me.

19 Today's hearing concerns our requested

20 premium rate increases on individual and group

21 product issued prior to September 1st, 2005. We

22 refer to these forms as our Premier and pre-Premier
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1 series. 1 increases, our original request was for increases
2 The policies were issued in Maryland from 2 ranging from 68 percent to over 200 percent.

3 1996 through 2005. As of year end 2016, there are

4 93 individual policyholders and 2 group certificate

5 holders who will be affected by the rate increase if

6 approved.

7 None of these policy forms are marketed

8 any longer in Maryland or any other jurisdiction.

9 Inearly 2016 MedAmerica ceased salesof LTC

10 policies nationwide. However, we remain committed
11 to provide promised LTC benefits to the over 100,000
12 people across the country including over 400 in

13 Maryland, who rely on usto continue their coverage
14 long into the future.

15 We believe that premium rate increases

16 are necessary now to assure our ability to pay out

17 LTCclamsinthelong term.

18 Like most insurance carrierswho sold LTC

19 policies, MedAmerica has experienced significantly
20 unfavorable changesin policy persistency, morbidity
21 and interest since the time the earlier generation

22 policies were priced and issued.

3 Although MedAmerica recognizes that the

4 annual rate increases are currently limited to

5 15 percent under the Maryland regulation, the

6 actuarial memoranda associated with the rate filings
7 presents the experience, analysis and projections

8 justifying the full rate increases we believe to be

9 necessary.

10 We fedl that this transparency provides

11 regulators with a more complete picture of the

12 financial risks of the company. Because the

13 Administration has demonstrated flexibility in

14 approving larger rate increases if accompanied by a
15 so-called landing spot approach, our original intent
16 wasto file proposed landing spots for these older
17 policy formsthat may have alowed approval of a
18 phased-in rate increase greater than 15 percent in
19 told.

20 However, the landing spot design we had

21 developed in other jurisdictions was unable to

22 produce an actuarially equivalent reduction in

Page 43
1 This adverse experience threatens the

2 financial health of MedAmerica especially since we
3 areamono-line LTC company with no other insurance
4 products to offset projected shortfalls from

5 long-term care coverage.

6 Our rate increase request for the Premier

7 and pre-Premier policy form is afollow-up to the

8 cumulative rate increases previously approved by the
9 Administration.

10 For theindividual product, rate

11 increases were approved in 2010, 2012 and 2014, for
12 acumulative total of 39 percent. For the group

13 product, one 15 percent increase was filed in 2010.
14 Our most current projection with

15 experience under these policy formsindicated the
16 need for arate increase varying by benefit period.
17 In our filings we provided actuaria

18 justification for cumulative rate increases of 135

19 percent on limited benefit period plan design and

20 299 percent for policies with alifetime benefit

21 period.

22 After adjusting for the prior cumulative

Page 45

1 benefits for Maryland policyholders that would fully
2 offset the rate increase.

3 In the interest of moving forward with a

4 feasiblerate increase, we have amended our filing

5 to request only aflat 15 percent rate increase at

6 thistime, with theintent of filing future

7 increases to aleviate continued poor experience on
8 these policy forms.

9 We'rein the process of preparing

10 responsesto the Administration's information

11 request from August 8th in order to proceed on this
12 basis.

13 Similar to prior increases, MedAmerica

14 will offer insureds affected by the premium increase
15 the option of reducing their policy benefitsto

16 provide flexibility of choice for those insureds who
17 wish to maintain a premium level reasonably similar
18 to what they are paying prior to the rate increase.
19 We're moreover offering a contingent

20 nonforfeiture to all insureds affected by the rate

21 increase.

22 I'm happy to answer any guestions you may
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1 have at thistime.

2 COMMISSIONER REDMER: Thank you, Patrick.
3 1 only haveone. And | wasalittle curious

4 wondering if you can give us alittle more detail as
5 to why the landing spotsin other states didn't

6 appear to work in Maryland.

7 MR. KINNEY': It depends on the population
8 that was covered, the age of the various policies,

9 when they were issued during the time period. And
10 the amount of the rate increase was such that in

11 order to achieve afull offset, you know, we weren't
12 ableto offset the high levels of rate increase for

13 thelifetime benefit policies and provide an

14 inflation level that would, you know, that would be
15 above zero basically.

16 COMMISSIONER REDMER: Anybody €lse?
17 MR. JI: | have another, same question,

18 regarding the landing spot. | have another filing

19 with me that were able to offer the landing spot.

20 Can you tell me what did you do differently for that
21 filing?

22 MR. KINNEY: That was a more recent

Page 48
1 We have do some policy periods that were

2 issued in more recent years that are not in need of
3 arateincrease at thistime.

4 MR. SWITZER: So, most of it, but not all

5 of it. On thelanding spot idea, would the company
6 be-- consider theideaof if -- if you had a

7 landing spot where -- trying to find the right mix

8 for customers, for the carriers ablend of, say, if

9 you had a 15 percent and a-- trying to find a

10 landing spot with inflation down at zero, trying to
11 find -- maybe coming down on the increase and maybe
12 inflation doesn't go from five inillustrated

13 numbers down to zero, but three or something, to mix
14 benefit reductions with rate increasesto find a

15 balance, isthat a scenario that could be

16 considered?

17 MR. KINNEY: Yes, we've been ableto do
18 that in other jurisdictions depending on the level
19 of rateincrease that has been offered. Y ou know,
20 with rate increases of well over a hundred percent
21 that we originally requested and the inflation

22 reduction, it just wasn't going to get us there.

Page 47
1 policy form that had different enrollment in it and

2 different rate increase. S0, these older policies,

3 you know, given where their inflation is, we just

4 weren't able to come up with afeasible

5 inflation-oriented landing spot and, you know, not
6 necessarily the full offset on the premium for all

7 the policyholders.

8 MR. JI: Thank you.

9 MR. SWITZER: So, did | hear correctly

10 that total in Maryland there are about 400 members,
11 and thefilings that we have are of 95, so about a
12 quarter of the total pool in Maryland.

13 MR. KINNEY: The current filings. That
14 Jeff aluded to there are other filings that we have
15 pending with Maryland for another 200, 260 or so
16 policyholders. So, out of the total of over 400, we
17 have, looks like, just about alittle bit under 400
18 out of 420-some for whom we have filed increases.
19 | don't have the exact numbersin front

20 of me, but between these filings and the earlier

21 pending filings wefiled for, al the products that
22 weintend to file for in Maryland.

Page 49
1 MR. SWITZER: Thank you.

2 COMMISSIONER REDMER: Anybody else? All
3 right. Thank you very much. | appreciate it.

4 MR. KINNEY: You'rewelcome.

5 COMMISSIONER REDMER: Next wewill goto
6 Metropolitan.

7 MR. TREND: Good afternoon, Commissioner

8 Redmer and members of the Maryland Insurance

9 Administration panel, MetLife long-term

10 policyholders and other interested members of the

11 public.

12 My nameis Jonathan Trend. | am Vice

13 President, Actuary at Metropolitan Life Insurance

14 Company. | have oversight responsibility for

15 actuarial memoranda and accompanying documents that
16 support the applications.

17 I'm afellow of the Society of Actuaries,

18 amember of the American Academy of Actuaries, and
19 have over 19 years of experience with long-term care
20 insurance and risks, assumptions and benefits that

21 are characteristic of that coverage.

22 Also with meis Tom Reilly. Tomis
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1 MetLife's Assistant Vice President of LTC Product

2 Management and Compliance. We welcome the

3 opportunity to present our views on MetLife's

4 long-term care insurance rate filings currently

5 before the Maryland Insurance Administration and

6 answer your questions.

7 Thank you also for providing this forum

8 for Maryland citizens including our valued customers
9 to express their views and comments on the filings.
10 Our brief presentation will include a

11 description of the steps we have taken to mitigate

12 the impact of the proposed increases. We also hope
13 to provide a greater understanding why the increases
14 are necessary, and the process MetLife usesto

15 evaluate the underlying assumptions and risks that
16 we'rerequired to assess before filing for an

17 increase with the Administration.

18 Please keep in mind that this

19 presentation will highlight and expound upon certain
20 areasrelating to MetLife's comprehensive filings

21 made with the Administration on April 11th,

22 April 27th, and July 26th of 2017.
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1 discriminatory and the benefits provided are

2 reasonablein relation to the proposed premiums

3 based on the lifetime loss ratio being in excess of

4 the minimum requirement set by Maryland insurance
5 law.

6 | am now going to turn the presentation

7 over to my colleague, Tom Reilly, who will provide
8 an overview of the scope of MetLife's applications

9 for rate increases.

10 MR. REILLY: Good afternoon. Thank you
11 for the opportunity to speak with you about our

12 findings. As background to our filings, | think it

13 would be helpful to briefly explain the scope of the
14 applications that are the subject of today's

15 hearing. MetLifeis seeking approval on two

16 segments of our long-term care insurance business.
17 COMMISSIONER REDMER: Excuse me, Todd.
18 Can you speak up?

19 MR. REILLY: Sure.
20 THE REPORTER: Thank you.
21 MR. REILLY: The first segment includes

22 policy forms associated with MetLife's individual

Page 51
1 The filings present the full and complete

2 actuaria basisfor the requested rate increases and

3 congtitute MetLife's official request and represent

4 both individual and group LTC business.

5 MetLife'sdecision to file for rate

6 increases was made only after careful and indepth

7 analysis of the experience relating to the policies

8 that are the subject of thesefilings. We are

9 proposing theseincreasesin light of the

10 information that has emerged over the years these
11 policies have been in force, including claims

12 experience and persistency and the changesin

13 assumptions underlying these policies since they

14 were first issued.

15 MetLife believes that the rate filings

16 made with the Administration clearly demonstrate the
17 increases are needed because the experience relating
18 to these policies has been and is expected to remain
19 materially worse than initialy anticipated. This

20 isalso my professional opinion.

21 We believe that the proposed premium

22 schedules are not excessive nor unfairly
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1 long-term care business. The policy forms were

2 issued between 2009 and 2012.

3 Theincrease percentage that MetLifeis

4 requesting on these formsis 15 percent.

5 Approximately 289 insureds from this business may be
6 impacted by the rate increase.

7 The second segment includes policy forms

8 associated with MetLife's AARP long-term care

9 business specifically its original plan, its Flex

10 Choice plan and its Flex Choice Plus plan issued

11 between 2000 and 2008. The increase percentage that
12 MetLifeisrequesting on these formsis 23.12

13 percent broken up in phases of 10 percentin Year 1,
14 10 percentin Year 2 and 1.75 percent in Year 3.

15 Approximately 1,495 insureds from the

16 AARP business may be impacted by this rate increase.
17 Jonathan will now address the actuarial

18 aspects of the filings.

19 MR. TREND: As previously mentioned,

20 MetLife believesthat the applications demonstrate

21 that the requested increases are justified and meet

22 dl Maryland reguirements for approval.
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1 To assist you with areview, | will

2 briefly speak to the application and why we believe
3 the requested increases are reasonable.

4 | will start by referring you to specific

5 portions of the filings that demonstrate that the

6 lossratio on the Maryland policies after

7 application of the requested increase will remain

8 far in excess of the minimum loss ratio required for
9 rate revisions under Maryland insurance law.

10 Theterm lossratio is throughout our

11 testimony, and it is here defined as the ratio of

12 incurred claims, monies paid to claimants, to earned
13 premiums, the monies we collect from our

14 policyholders.

15 References to past, future and lifetime

16 lossratio or similar qualifiersindicate the

17 inclusion of EBIS and the time value of money on the
18 calculations which is arequired and accepted

19 actuaria practice.

20 As part of the in force management of the
21 business, MetLife monitors the performance of the
22 business by completing periodic analyses of the

Page 56
1 exceed the minimum requirement.

2 In fact the current projected lifetime

3 lossratio for Maryland range from 86 to 117

4 percent. This meansthat our current rate bases

5 have us paying out from 86 to $117 in benefits for
6 every $100 we collect in premium.

7 Even after rate increases at the levels

8 requested in our applications, the lossratio for

9 Maryland policies will range from 78 to 111 percent.
10 Again well in excess of the minimum requirement.
11 It isimportant to note that our

12 applications do not attempt to recover past losses.
13 Tom will now conclude our testimony.

14 MR. REILLY: Please be assured that while
15 MetLife believes the requested increases are

16 necessary, justified and permitted under Maryland
17 insurance laws and regulations, we also understand
18 that any approved increases may cause some

19 policyholdersto consider cancelling their coverage.
20 MetLife's experience shows that the vast

21 majority of policyholders choose to maintain their
22 coverage even in the face of rate increases.
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1 persistency rates, how many policyholders keep their

2 coverage, mortality rates, how long policyholders
3 live; and morbidity rates, the frequency and

4 severity of claims.

5 The findings from these analyses were

6 used in projecting the future performance of in

7 force business to determine the affect of experience
8 on the projected lifetime loss ratio.

9 The reason we study these parametersis

10 because they bear directly on projected levels of
11 claims and premiums over the lifetime of the

12 policies.

13 As explained in the memoranda, overall

14 actual persistency rates have been higher than that
15 assumed when the policies were priced.

16 Mortality rates have been lower than that
17 assumed in pricing, and morbidity levels have

18 generally been higher than that assumed in the

19 original pricing.

20 The combine result of the past experience
21 and future projections based on current assumptions
22 without arate increase are loss ratios that far
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1 For all policyholdersincluding those who

2 may consider ending their coverage because of an
3 approved rate increase, we will offer them multiple
4 options that are available to modify their coverage
5 to keep their premiums at alevel similar to their

6 current premiums.

7 In addition concurrent with the rate

8 increase request, we've requested approval of the
9 endorsement to provide a nonforfeiture benefit so
10 that al policyholders who choose to stop paying
11 premiums in response to rate increases can still

12 maintain paid-up coverage.

13 This means for these policies every

14 premium dollar previously paid minus any benefits
15 aready received will be available as a benefit if
16 theinsured goeson claim.

17 In closing we feel the value provided by

18 these coveragesis significant, and we are proud of
19 the service we have provided to MetLife

20 policyholders especiadly at the time of claim.

21 Since entering the long-term care

22 insurance market, MetLife has paid out approximately
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1 four billion dollarsin claims.

2 Thank you for the opportunity to testify

3 insupport of MetLife's application. We

4 respectfully request that the Administration approve

5 our filings as submitted. This conclude our

6 prepared remarks.

7 COMMISSIONER REDMER: Thank you. And |
8 apologize, | may have missed this. Y ou mentioned a
9 couple of lossratios, that they were projected |oss

10 ratios.

11 MR. TREND: Yes, those are lifetime from

12 original issue to the end of our projection period.

13 COMMISSIONER REDMER: And what is the
14 current loss ratio?

15 MR. TREND: On these forms our last

16 actualsare for the calendar year 2015 in our

17 filing.
18 COMMISSIONER REDMER: Uh-huh.
19 MR. TREND: And they vary -- we have five

20 filings beforeyou. But from -- in the -- for
21 Maryland specific business, between 10 and 105
22 percent.

Page 60

1 Maryland | have about 11,000 members. And | heard
2 that these filings we're discussing here of about

3 1,800. So, do | have that right, about afifth or

4 so of thetotal ?

5 MR. TREND: That's correct.

6 MR. SWITZER: So, therest of the 80

7 percent are doing alittle better, | presume.

8 MR. TREND: Yeah, last year we were here
9 and we did request arate increase on some of the

10 earlier blocks.

11 MR. SWITZER: And here on the biggest

12 piece, the 1,500 members issued between 2000 and
13 2008, just curious roughly when -- given along-time
14 horizon product, early loss ratios will be low, but
15 when the actual you expect to start to deviate, the
16 actual started to be above the expected, do you have
17 asense of when that started?

18 MR. TREND: Yes, so, our assumptions have
19 evolved over the years since MetLife entered the

20 long-term care space, and typically consistently as
21 the other carriers testified to with lower lapse

22 rates, lower mortality rates and claim costs have

Page 59
1 COMMISSIONER REDMER: Okay.

2 MR. TREND: And nationwidetherangeis
3 from 7 to 88 percent.

4 COMMISSIONER REDMER: Okay.

5 MR. TREND: Again it varies by policy

6 form.

7 COMMISSIONER REDMER: Thank you. Anybody

8 else have aquestion?

9 MR. JI: Talk about the landing spot, |

10 ask if you offer the landing spot for the rate

11 increases, and you say you cannot do that. So maybe
12 you explain the reason.

13 MR. TREND: Sure. So, the reason we

14 chose not to pursue that isreally two fold. Oneis
15 related to the level of increased request below 20
16 percent in respect of the 15 percent regulation.

17 And secondarily we had very few

18 policyholder in Maryland with the inflation benefit
19 feature. So, that landing spot would only really

20 impact arelatively small number of our consumers.
21 MR. JI: Thank you.

22 MR. SWITZER: | seethat thetotal in
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1 been alittle bit more than expected, but generally

2 higher. So, it's been an evolution over of the

3 years.

4 In our later product series over time

5 reflected that change in assumptions, typically

6 leading to higher original premiums.

7 We monitor the experience annually as|

8 testified to to see how it'sevolving. So, we have

9 seen duration over the years. Each year we assess
10 the experience, calculate the appropriate rate

11 basis, and then management makes a decision asto
12 whether it's prudent to pursue arate increase or

13 not.

14 MR. SWITZER: So, early on it started to
15 deviate, the actual to expected?

16 MR. TREND: Broadly for our company, we
17 really started seeing significant deviations that
18 lead usto explorein force rate increasesin the
19 late 2000s.

20 MR. SWITZER: Thanks.

21 MR. TREND: Infact, you know, the

22 company chose to stop writing new business, and
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1 thereafter to manage the in force block at the

2 approximate time. But it'sacontinuum. It was not
3 acliff type situation.

4 MR. SWITZER: Sure. Thank you.

5 MR. MORROW: Y ou mentioned there's

6 individual and group businessin here. Do you have
7 abreakdown of the numbers?

8 MR. REILLY: Sure. Onthegroup it's

9 14 -- let me see.

10 MR. TREND: 1,495.

11 MR. REILLY: 1,495, 289 isindividual.

12 MR. MORROW: So, you do still have some
13 individual business. That didn't all move over to

14 Bright House?

15 MR. TREND: Correct.

16 MR. REILLY: Correct.

17 MR. MORROW: Isthere any -- isthere any
18 reason all that business didn't move over? Isit

19 any different the business you kept versus the
20 businessthat left?

21 MR. TREND: It'sreally the origin of the
22 legal entities. So, the business that moved to the

Page 64
1 isahousehold name, you know, you guys are kind of

2 known for having big business, great profitsasa

3 general statement. Why can't those profitable

4 blocks subsidize the nonprofitable LTC?

5 MR. TREND: Full disclosure, I'm not a

6 public policy guy. I'm an actuary.

7 COMMISSIONER REDMER: Would you like me
8 to swear himin?

9 MR. TREND: | will make a couple of broad
10 statementswith that caveat. Y ou know, oneis

11 obviously the current environment regulation and
12 history and legal entity set-up really doesn't

13 anticipate that in any meaningful way.

14 But conceptually, my view isit's already

15 happened. Metropolitan Life Insurance Company to
16 your point isabroadly diversified mix of products.
17 Wereport our statutory blue book. It'sthere for

18 al to see. And al the assets of that entity are

19 availableto pay all the obligations of that entity

20 regardless of product line.

21 So, in one sense it's happening aready.

22 We don't have long-term care shareholders and life
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1 newly spun off Bright House entity was actually

2 originaly written by The Travelers, and was assumed
3 in atransaction many years ago.

4 And when the company decided to spin off

5 the Bright House entity, we did it by legal entity.

6 So, those products were housed in what is now Bright
7 House, formerly MetLife USA, formerly Metropolitan
8 Insurance Company of Connecticut, formerly

9 Travelers.

10 The business we're discussing today is

11 all written on Metropolitan Life Insurance Company
12 paper, and we expect to maintain that businessasis
13 in perpetuity.

14 MR. MORROW: So, will we see different

15 folks up here when Bright House asks for arate

16 increase?

17 MR. TREND: Correct.
18 MR. MORROW: Thank you.
19 MS. GRASON: The same kind of broad

20 policy questions as before. What would your
21 thoughts beif the legislature were to pose the
22 question about cross subsidization? Certainly Met
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1 shareholders and annuity shareholders. We're one

2 company. So, to some extent it's happening, but

3 obvioudy the regulatory framework asit exists

4 requires each product to meet its compliance and

5 financial obligations kind of on a standalone basis.
6 MR. SWITZER: Just augmenting alittle

7 bit Cathy's thought, when we look at all 22 carriers
8 in 2016 and look at those publically available net

9 income numbers, it'sa 7.7 percent positive number.
10 | know that varies alot by carrier, but it'sa

11 pretty healthy number. And we'rejust trying to see
12 the whole picture. LTC being 8 percent -- 4 percent
13 for al 22 carriers of the total book. And just

14 seeing what the context is.

15 MR. TREND: Sure. Understood. Thank

16 you.

17 COMMISSIONER REDMER: Any questions?
18 All right. Thank you.

19 MR. TREND: Thank you.

20 COMMISSIONER REDMER: That takes care of

21 thecarriers. We will now move to interested stake
22 holders, and we will go first to Mr. Cohen. Thank
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1 you for joining us.
2 MR. COHEN: Good afternoon, my nameis
3 Irv Cohen. I'm aresident of Montgomery County for
4 60 some odd years. | aso own along-term care
5 policy originally written by Travelers. Thank you
6 for telling me alittle bit about it.
7 | have addressed -- | want to thank you
8 for the opportunity to address the panel. | have
9 been here before, as you know, and | have certain
10 pointsthat I'm going to make. But this has been a
11 most enlightening session, frankly.
12 It'snice, | think, to hear that it's
13 okay to discriminate but not unfairly discriminate.
14 That kind of blows me away. And | wonder how that
15 would sitin acourt of law. | would be interested
16 in knowing who you discriminate against and who you
17 discriminate for.
18 | was shocked to hear that the design of
19 the policies, especially for the one that | perhaps
20 had, have been having for the last 20 years and I've
21 been paying -- by the way my premiums have gone up
22 500 percent in the meantime. They were designed so
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1 sessionsthey have been present, they feel likeit's

2 tails| lose, heads you win type of situation.

3 Now, why are the lapse rates low? | can

4 tell youwhy mineislow. | have so much invested

5 inthispolicy, I've got as much invested in this as

6 my grandchild's tuition at University of Maryland

7 thisyear. So, | really got to think long and hard

8 before | walk away from that investment.

9 And why did | make that investment 20

10 some odd years ago? Because | thought that there
11 was somebody looking at the policies, MIA | thought,
12 that the policies were fair, they were structured

13 fairly and | was being treated fairly.

14 And now | find I'm not being treated

15 fairly. My premium notices that came last week

16 added up to $16,000. Now, | have alifetime

17 benefit. Yeah, that's a pretty good deal. And you
18 all know it is, because you stopped selling it.

19 But why do | bear that loss? You

20 designed the policy to make money. When you made
21 money onthe policiesdid I, like | havein my life
22 insurance policies, get a premium rebate? Did | see
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1 the lapses would support lower premiums. And this

2 comes now back to the whole question which isreally
3 the heart of what we are talking about in that is,

4 who isto bear the risks and the rewards of the

5 policy design performance and the actual performance
6 with respect to the various elements of the total

7 structure of the policy's economics.

8 Now, | will share with you a personal

9 observation. My family wasin the produce business
10 for three generations. And if my father purchased a
11 trailer load of potatoes at a certain price and then

12 discovered hafway through he was losing money on
13 that deal, he could not go back to those who had

14 purchased the potatoes earlier and ask them to pay
15 more money.

16 And that's precisely what's being asked

17 here. They didn't do it the right way for alot of

18 reasons, maybe to buy market share, maybe because it
19 was being tied in with alife policy or regular

20 health policy or for any other business reasons, but
21 right now | feel and alot of people like me who may
22 beheretoday or not, | don't know, but in other
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1 anything from it?
2 Who islooking at the administrative
3 costs? Who islooking at when this book of business
4 was purchased from Travelers what the pricing was?
5 How much of that bad deal you made with Travelersis
6 baked into my policy now because you don't have the
7 cash flow?
8 Thereis something wrong here. Terribly
9 wrong. And I'mglad to sit and talk about it. I'm
10 not an actuary. I'mretired lawyer. I'm glad to
11 say it'sretired, but there comes atime when it
12 getsto be so obnoxiousthat it really, if you will,
13 shocks the consciousness of my court.
14 | sit hereand | listen to this, well, we
15 made amistake. We under priced the product. We
16 didthis. Wedid that. We did the other thing.
17 Weéll, who the heck are the experts? The consumer
18 who wastold by the agent, oh, yeah, thereisthis
19 provision in here where they can increase the
20 premium but they never have.
21 And here we are, we've heard people come
22 intime and time again, oh, after two years my
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1 premiums are going up and they are going up evergy
2 year. Andwe're not talking about aretired lawyer.
3 You'retaking about aretired, middle class, blue
4 collar person who is depending upon this to not to
5 become a burden on his family.
6 And we can chuckle about some of these
7 things, but that'sareal problem. When mom and pop
8 haveto go to their kids and say, we screwed up. We
9 believed the insurance company, we believed the
10 regulators were watching my back. And it turned out
11 nobody was watching their back.
12 So, yeah, | can get pretty emotional
13 about this because | see some of those people. |
14 livein Leisure World. 7,000 peoplelivein Leisure
15 World. Most of them do not have this policy. Most
16 of them, alot of them are government employees, and
17 1 was with some of them last night and, boy, you
18 should have heard them bitching about 800 percent
19 increases.
20 | said, well, you didn't livein Maryland
21 and get aMaryland policy with only 15 percent.
22 You'revery unfortunate. 1'm really upset today

Page 72
1 In other regulated industries, you would

2 know. Utility couldn't bake those costs into their

3 rate base and get areturn onit. And in many ways
4 thisisaquasi utility type of situation.

5 What's appropriate, what's fair, what's

6 reasonable to charge the policyholder for? What

7 risks should the policyholder be taking? And should
8 the policyholder be given full disclosure at the

9 front end, not five yearsin when he's paid premiums
10 for five years.

11 I'm aghast. 1'm upset. People | speak

12 to areupset. And | think they have every reason to
13 be upset because | don't think they've been treated
14 fairly. They have not been treated fairly. When a
15 working guy goes and he buys a policy for a couple
16 thousand dollars ayear, and then he finds two years
17 later a 15 percent increase. And that gets

18 compounded year after year after year.

19 When he says, listen, | can't afford it

20 any more. But hewill hang onto it. He will give
21 up avacation. Hewill give up going to ball games
22 with hiskids and grandchildren. Hewill do alot
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1 when | hear about this.

2 The problem is| think you're not looking

3 at theright things. | read through the study of

4 company financial datathat you put out, and I'm

5 just going to point out oneitem. No. 6. It sets

6 out aprocess that | would suggest to you is

7 inadequate.

8 The study totally fails to address the

9 issue of the use of the premiums that were paid by

10 policyholderslike myself for 20 years. What

11 actually happened to those premiums?

12 My mother-in-law then age 72 purchased a

13 policy, never became aclaim and she died. And all
14 the premiumsthat | paid for her because | knew |

15 was her safety net, never saw them again. They are
16 gone. What happened to those? What was the actual
17 use? How did the carrier reserve it for the future

18 claims? What did they do with the money? What good
19 deals did they make, what bad deals did they make?
20 What officers or high ranking lawyers and

21 accountants got paid what? Or had fancy, you know,
22 conferencesin the Caribbean? | don't know.
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1 of things because he doesn't want to become a burden

2 to hisfamily. And that'sthe reason he bought the

3 policy.

4 But what happens when the policy is gone

5 and the family is scattered across the United

6 States, who does he become a burden to? Everybody
7 herewho isacitizen of the State of Maryland is

8 paying a piece of what his policy should have paid

9 for. And that's outrageous.

10 Medicaid does not carry the day for most

11 people. I'mvery active at the Charles E. Smith

12 Life Communitiesin Washington. And | can tell you
13 if we had to pay and make a, quote, profit on what
14 Medicaid pays, we couldn't do it.

15 We depend on the generosity of our

16 investors, our community members. So, you pay

17 taxes. | pay taxes. And we're paying for all of

18 this nonsense that's gone on where | think alot of

19 people believe the policyholders have been screwed
20 and the carriers have been active participation --

21 participantsinit. Thank you for the opportunity.

22 COMMISSIONER REDMER: Thank you. And we
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1 appreciate your coming back out. Any questions for

2 Mr. Cohen?

3 MR. MORROW: | just want to thank him for
4 hisletter of August 21st.

5 MR. COHEN: Sure.

6 MS. GRASON: All right. Andthisis

7 Cathy Grason, I'll be stepping in to conclude our

8 meeting as the Commissioner has to step out.

9 | believe we got everybody that signed

10 up herein person. Isthere anyone else present

11 with ustoday that wishes to speak that has not

12 signed up? Any folks on the phone that wanted to
13 testify?

14 Hearing none, | wanted to thank everyone
15 for coming out today to participate, the folks that
16 dialed in. The transcript from today's hearing will
17 be posted on the MIA website in the next few weeks.
18 | believe our next hearing is scheduled toward the
19 end of the year. Y ou can keep your eyes on our
20 website for that information as well.

21 Thank you very much.

22 (Whereupon at 2:26 the hearing concluded.)
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