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1 PROCEEDI NGS

2 COW SSI ONER REDMER: Al'l right, 1've got 9:00
3 sow wll go ahead and get started. Wl come to

4  everybody that's here and on the phones. |'m Al Redmer
5 of the Maryland Insurance Adm nistration and this is our
6 first public hearing on specific carrier rate increases
7 for long-termcare insurance market for 2019, and |

8 appreciate you being here especially with such

9 chall engi ng weat her conditions.

10 Today's hearing will focus of several rate

11  increase requests now before the insurance

12 administration in the individual |ong-termcare market,
13 these include requests from Transanerica Life

14 I nsurance Conpany, proposing increases of 32.25 percent
15 to 42.33 percent dependent upon the policy form

16  Genworth Life Insurance, Conpany proposing increases of
17 15 percent, and Physician Mitual |nsurance Conpany,

18 proposing increases of between 0 and 15 percent, again,
19  depending on the policy form
20 In the group long-termcare market, these
21 include requests from Continental Casualty Conpany,

22  proposing increases of 15 percent, and Transanerica Life
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| nsurance Conpany, proposing increases of 32.25 percent.
These requests affect about 9,500 Maryl and
pol i cyhol ders, and the goal of today's hearing is for
I nsurance conpany representatives to explain their
reasons for the rate increases. W wll also listento
comrents from consumers or other interested parties, and
we're here to listen, ask questions of the carriers and
consuners regarding the specific rate increase requests.
|'d like to first introduce the folks that are
with me fromthe Insurance Admnistration. To ny
I mredi ate left is Jeff Ji, one of our actuaries. To ny
I mrediate right is Bob Morrow, associate conm ssioner of
Life and Health. To his right is Todd Switzer, our
chief actuary, and all the way down at the end there is
Adam Zi mrer man, our actuary. Also fromthe MAin
attendance today is Mchelle MCoy, assistant chief of
Life and Health conplaints, in the event we ever get
Life and Health conplaints, and the chief of Life and
Heal th conplaints, Mary Gaen. Al so Tracy Inmand Joe
Svodka from our conmmuni cations team as well as Nancy
Muiehl berger fromthe Ofice of Chief Actuary.

Before we get started, |'mjust going to go over
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a few procedures for today. First of all, out in the
little hallway there is a handout that has all of our
contact information on it, please make sure to pick one
up. If you'd like to speak today please sign up on the
sheet and include your nane and contact information,

Secondly, with the exception of the MA team
this hearing's not a Qand A session. W're going to
hear comments frominterested parties. W have sone
t hat have been received and reviewed in advance of the
meeting, and please continue to submt any conments
until next Tuesday, February the 19th. Again, the MA
wi Il continue to keep the record open until the 19th for
additional witten testimony. The transcript of today's
meeting as well as all witten testinony submtted will
be posted on the MA's website on the long-termcare
page, as well as the quasi-|egislation hearings page.
The long-termcare page can be found on the MA website
by clicking on the "long-termcare" tab |ocated under
"Quick Links" section the left hand side of the hone
page.

As a rem nder, we do have a court reporter here

today to document the hearing, so when you're called to
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1 speak please state your name and affiliation clearly for
2 the record. |If you are dialing into the hearing through
3 the conference call line please nute your phones unless
4 you're going to speak. CQbviously, please do not place
5 us on hold, use the mute function instead. And then

6 finally, we'll be asking the carriers to come up

7 individually to speak regarding their rate requests.

8 We'll do it in alphabetical order. Afterwards
9 any interested stakehol ders or policyhol ders, and fol ks
10 dialing inwll be invited to speak. So, with that,

11 again, | appreciate you being here, and if you don't

12 mnd, let's start with Continental Casualty conpany.

13 Todd's got a few renmarks. Todd, open your remnarks.

14 MR SWTZER Good norning. | appreciate all of
15 your time and |l ook forward to benefiting froman open
16 dialogue. | encourage everyone to voice everything on
17 their mnd. | went through a nunber of inquires from
18 long-termcare Maryland menbers. There was a good

19  nunber, nore than average this time. | want to bring
20 out a few that stood out that kind of had themes to them
21 and build on those. Last time as opening remarks |

22 wanted to facilitate the dial ogue, encourage people to
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1 talk and say everything that is going on in this market
2 towards solutions.

3 | nmentioned for sone context that the average
4  cost of assisted living in 2018 was $56,000 a year, just
5 to get sonme tangible facts around everything that we

6 talked about. On the custoner side you can see the

7 benefit of the benefit, the very valuable benefit to

8 have. On the insurer's side you can see that if the

9 estimate of how many people who require that type of
10 care, that variance is very sensitive there, or the

11  assunptions are, so you need coverage.

12 So, I'd like to also, while not giving a ful
13 viewas it is, as you well know our charge is to make
14 sure that rates are not excessive, not inadequate, not
15 discrimnatory, but to build perhaps at that each of
16 these quarterly neetings a little window into how we
17 inplenment that charge and sonme of the dial ogue we have
18 with carriers. So, here's a quote fromone of our

19 seniors in Maryland. | hope they are on the line. It
20 goes like this, it was several pages.
21 Here's one line: Wat can an insurer do to

22  prevent the rates from becom ng unaffordabl e? Remenber
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that an insured nust pay premuns for years, is al nost

bl ocked into the policy in spite of rate increases,
because we don't want to | ose the investment, for which
t hey' ve been paying premunms for many years. They go on
to say, does the MA consider this, what is our role and
several other good points.

Anot her excerpt about a 12-page comment is are
aggregate premuns paid by the policyhol der, how are
those considered? Could you please give us accurate,
under st andabl e and adequate information as to how the
filings are reviewed, how are assets |ooked at, what are
key econom ¢ assunptions? Please make it understandabl e
in plain English, how capital investnments are
consi dered, what kind of rate of return is considered,
et cetera.

So, on the one hand, as you know, we have
Maryl and seniors who, at one tinme, for exanple, in the
'80s or so, paid $1,500 representative. In sone cases
it's 300 percent higher, $4,500. On the other end, you
have prom nent insurers that have seen financial
strength ratings such as standard in cores, where the

strongest rating's extremely strong. Best, where the
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hi ghest rating' s superior, Mody's, where the highest
rating i s exceptional drop three.

One -- four steps to weak, to poor, to poor and
not positioned where you want a carrier to be. So,
we're trying to find the bal ance and al ong those |ines |
have a few slides that I'd just like to try to speak to
these questions or start to. Again, not an exhaustive
| ook at what the MA and ny teamintend. Adam hel ped a
lot wth these slides, we worked together, and Jeff, but
to give sone facts to hopefully encourage a good
di al ogue here. This slide up hereis froma filing
currently under review.

|"mgoing to try to use this pointer that we got
for our cat, it's not working. This is kind of the life
cycle of a long-termcare policy or one viewof it. The
bl ue bars are enrollnent and this goes fromkind of the
life of the policy. Their carriers are projecting out
50, 75 years, a difficult task, and you have enrol | nent
that actually starts at 0 and it goes fromthe year 2002
to 2065, a long time. But there's enrollment, it starts
at 0, clinmbs up, drops down.

But along with, obviously when the menbership
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goes up that's when the premuns cone in. So there's a
build up of prem umyou need from other, again, other
policies |like health insurance where you' re going year
to year. But the other one I'Il ask you to look at is
the curve and that's the loss ratio and it's a bit
technical but it's basically -- it is the percentage of
the premumdollar paying clains. So, in this exanple
the red is what was intended at the start in 2002, hit
about -- the loss is 60 cents on the dollar.

This particular exanple has 70, but the point is
in the early years the clainms, as you' d expect, are very
low, in some cases 0. By the policy I'd say 55 don't
need clainms till hopefully 60, 70, 80 and what |'m
getting to -- one point of this, there's lots of points,
but is when the prem umbuilds up you can earn interest
on that premumand that's sonething that was -- a | ot
of talk is made about the loss ratio, the clainms and
I ncome.

But unlike, in my opinion, lots of other
products this is a really inportant one you need to
mention. So, Adam if you would. This is bond rates,

corporate bond rates, high grade, AA, AAA and you can
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see that in the '80s tinmes were good. It had 14 percent
bonds rates. Today they're closer to 25-year and
5-year, we could do 10-year, others, but you get the
i dea. They're down around 4 or 5, and one of our
commentators said do you consider this. W do, and how.

Vel |, one, back when clainms were | ow, when
things were building up and we know the conpany has to
front capital to fund the program but focusing on the
prem um what was earned back then, because it affects
the future very nuch. That's one question, that, how do
we consider that and |'m-- one conpany said, well, in
the '80s we asked what did you nake in 19 -- | forget
the year, 10 years ago, it was about 7 percent. The
ot her question is where are they going and this seens to
indicate, | nean, you draw your own opinion, that maybe
they' re com ng up.

| know there were some articles in the Wl
Street Journal |ast week, two of them about bonds
rallying. Don't want to be too foolish and too --
there's a lot of risk, who knows what the future will
do, but are they comng up. Because just a couple of

basis points increasing bonds rates, that neans
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something. It's not the whole story but it's part of
it. So, what is this translated into, again, this is
abbreviated but in 2018 nmy team | ooked at 49 long-term
care filings.

The average requested increase | ooked at
t wo-year period, about 42 percent, and what we approved,
again, two-year was 65. Yes, a |lot of that was the cap,
the | egal 15 percent per year, but over two years 15
percent twi ce is about 32 percent and it could of been
more, again, we're trying to find the balance. But that
tries to put some nunbers to a lot of the questions that
more than one Maryl and senior asked. To try, again, to
make it a little nore tangible. An average premumis
$2, 700.

What was requested was 38, that's 42 percent or
$1,100 a year increase. Wat was approved was $3, 100,
so that's 446 increase, so $689 less. There's lots of
protections in place. W're talking about trying to
find nore solutions. Past |osses can't be recouped, but
we're trying to find a proper pace of correction, we're
trying to consider the financial stability of the

conpany as part of our charge, and this is alittle bit
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-- had nore details down there at the ranges of how
those actually played out to try to, again, speak to the
questi ons.

This tries to look -- well, it does, |ooks at
enrol I nent in long-termcare insurance over time and
what it says is nenbership back in 2004, how many
Maryl anders had long-termcare insurance, and to ne it
speaks to affordability. That we reached a peak in
about 2012, 154,000, and it started to decline. |It's
just they're either letting their coverage go, they're
not buying it anynore, they can't afford it, and | don't
think -- | don't want to interject too nuch opinion, but
it doesn't seemto be good for anyone.

And 21 percent of Marylanders over 65 had
| ong-term care coverage back in 2010, today it's down to
15 percent and it seens to be headed in that kind of
direction. So, again, trying to benefit for all the
smart people in the roomand on the phone to think about
these things and to work at it. Next slide, please.
Anot her protection for consumers, new business rates
versus renewal rates. The zigzag line is for the sane

coverage today and the protection is you can't have your
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renewal rates higher than your new business rates for
conpar abl e benefits.

Through your benefit period, 5 percent conpound
inflation, 90-day elimnation period, same age, 55.
Today if you bought it new, perhaps thisis alittle
confort for consumers, but it does speak to value. You
paid $5,600 for it but what you're actually paying as a
renewi ng nenber, who bought it a long time ago, anywhere
from$1,900 to $3,900 to $2,500, there's some val ue
there. That's just one dinension but a real dinension.
And on average the renewal rates or the new business
rates, rather, are 111 percent higher than the renewal
rates.

Bear with ne on this one, but another one tal ked
about assunptions and again, this is a filing that we
are working on for the carrier, and we asked when you,
on day one, price this policy what were you shooting
for. |f everything played out exactly the way you
want ed what woul d have happened. And they said, well,
over 75 years we're taking out a good amount of risk,
our internal rate of return would of been 20 percent.

We woul d of nade 20 percent on our investment. But here
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1 we are today and the three yellow nunbers are the three
2 different -- and a question | didn't highlight but it

3 was asked about, sensitivity tested bond rates, but if

4 they stay where they are today at 4 and a half percent.
5 Well, if you, MA, don't approve anything we

6 wll lose 10 percent, this is for 1,200 nenbers that's

7 what the dollars are, but I'mgoing to focus on the

8 percent because the theory is nore of what |'mat. The
9 request was for a double-digit increase, the | aw doesn't
10 allowthat in one year but just considering that, what
11 would that do. That woul d have them nake 5 percent

12 instead of 20, and what about what the 15 cap, they nake
13  -- they break even, 0.2.

14 So, the conpanies, a lot, have stepped up, taken
15 accountability and said we're not earning -- paying to
16  nmake the 20 anynore but what is the rate bal ance and
17 we're having a dialogue to try to bring in everything;
18 clainms income, investnent expenses. And the other thing
19 I'Il try to bring out -- I'll bring out here, if bonds
20 are 5 percent and we approve 15 percent, the projected
21 gain wll be 4.6, positive 4.6. 5.5 would be positive

22 8.8. Those are pretty aggressive but just to get an
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I dea of how nuch a half of point can nean.

So, my last one, | think is -- well, tw nore.
Anot her aspect we look at is, you know, a |ot of
insurers get conpound inflation protection. As the
consunmer price index goes up they hold steady with that
to make sure their benefit doesn't |ose value. The
green line is 5 percent, a fair nunber of Marylanders
have. Another thing we try to discuss with the carriers
I's you see the red and blue, one is for the nation, one
is for Maryland, what CPl has actually been. |It's been
bel ow 5 percent.

In some cases there's a little bit of over
I nsurance, that when they go they've indexed up higher
than CPl is indexed up and what does that mean when a
claimis filed and, nore inportantly, if it isn't the
2.2 percent that it is today, at one time it was 15.9 in
the '80s, what will it do in the future. But what has
happened in the past is another conversation that is on
the list. So, to build on what the Conm ssioner said,
the last one before we ask Continental Casualty to cone
up, is yes.

In the yellow for the four carriers in here
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today, and two of themare anmong the top five in terns
of volune covering Maryland seniors in the market, 9500
menbers are affected by today's discussion. To put that
in context, the four carriers represented here today
have 48,000 total long-termcare, so that's about 20
percent. For Physicians Mitual it's all of them
Nationally would be 1.8 mllion, so Maryland, the whole
picture, is kind of the scope.

In terms of colum 13, the cunmulative lifetine
rate increase, you have anywhere fromcarriers having
one prior rate increase to sone having six prior rate
I ncreases, such that before these filings are decided
upon the cunul ative increases have been anywhere from 15
percent to 163 percent, and what it wll be -- what it
woul d be as filed in colum 15. To ny last point,
colum 20, even with the increase, again, just |ooking
at clains and inconme, the clains page is over a dollar,
you got $1 premium and paying nmore than $1 in clains for
the lifetime of the policy. So, | hope that gives a
little background and gives us a platformto the first
carrier talking about the filings, thanks.

COW SSI ONER REDMVER:  Thank you, Todd. So,
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1 let's -- anybody have any questions for Todd?
2 MR GGG Just one question. |'m M chael
3 @gig, GUGI-Gfor Transamerica. Todd, wll these

4 slides be available online on the Agency's page?

5 MR. SWTZER Yes.

6 MR GUE G That would be great, thank you very
7 much.

8 MR ZI MMERMAN. |s any carrier going to need

9 this screen for their presentation?

10 MR. LAMONT: Good nmorning. Seth Lanont, CNA.

11 My nane's Seth Lamont. | currently serve as assi stant
12 vice president of governnent relations for CNA |

13  appear before you today regarding the long-termcare

14 rate filing of Continental Casualty Conpany, which is a
15 principle underwiting subsidiary of CNA Financial. W
16 are grateful for the opportunity to explain our rate

17 need in greater detail.

18 As | appear before you today, CNA's rate need is
19 not owing to factors unique to CNA, but rather erroneous
20 assunptions that were nade at the outset by the industry
21 as a whole in our originally filed and approved rates.

22 As nost are aware, both macro-oriented assunptions as

Epi g Court Reporting Solutions - Washi ngton, DC
1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 02/11/2019 Page 21

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

wel | as nore mcro-oriented assunptions put into place
at the outset with respect to long-termcare rate have
proved erroneous. Actual persistency versus original
expectations renmains a key driver of our collective rate
need goi ng forward.

Long-termcare insurance was originally priced
as a | apse-supported product, which means that original
premuns could be |ower for the block if a portion of
I nsured were assuned to voluntarily lapse their policies
at some point in the future wthout every claimng
benefits. In rough terns, the originally filed and
approved rates across the industry in some instances
assumed greater than 10 percent |apse rate, and
experience has shown that [apse rates to be less than 1
per cent.

This greater than expected persistency has |led
to dramatically increased anticipated claimcosts as
significantly nore insureds have chosen to retain their
policies than was originally contenplated and those
policyhol ders will be around to make clainms in the
future. This persistency inpact driver -- excuse ne,

this persistency inpact is driven not only by fewer
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1 insured | apses, but lower than expected nortality.

2 Wilethisis a positive froma societal perspective,

3 this leads to a greater rate need to support the

4 additional future clains.

5 As MAis aware, long-termcare represents a

6 substantial portion of CNA's overall business. As of

7 2017, the LTC book accounted for approxi mately 40

8 percent of the conpany's total reserves. The fact that
9 LTC reserves conprise such a substantial portion of the
10 conpany's total reserves is reflective of the

11 long-tailed nature of this business and serves to

12 highlight the fact that rate increases are vital to

13 nmeeting future insured obligations. Wile the reasons
14 for our rate need are not necessarily unique, we

15 respectfully request that MA and insured alike

16  recognize that these increases are vital to ensuring

17 that adequate reserves are available in order to pay for
18 future benefits.

19 National |y, CNA has approxi mately 185,000 group
20 insureds who remt roughly 200 mllion in aggregate

21  premumon an annualized basis. In Maryland, we have

22 approximately 1,800 insureds in our G.TC bl ock for a
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prem um an aggregate prem um of approximtely 2
mllion. Following the initiation of our group rate
action in 2015, which requested a 95.5 percent increase
nationwi de, we have attained a national average increase
of 65 percent. Wiich has resulted in an average annua
prem um of approxi mately $1, 100.

As a part of this rate increase program we have
recei ved 15 percent of rate relief fromMA to date,
ranki ng Maryland 39th nationw de. As a part of the
filing process and at the request of the Maryland
| nsurance Adm nistration, we have reduced our rate
request fromthe original nationw de 95.5 percent,
downward of 15 percent to conply with state statues,
whi ch woul d result in an aggregate average increase of
$17 per month for Maryland insureds. This anount is far
| ess than achi eved nationw de to date.

G ven the substantial difference between rate
indications in the 100 percent range and the current MA
offer of 5 percent, Maryland insureds will ultimtely
pay nore for their coverage in subsequent rate requests
due to the cost of waiting over time. Conpared with

nati onw de, Maryland insureds have substantially richer
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benefits largely attributable to the concentration of
insureds with automatic inflation protection, which

i ncreases benefits at 5 percent per year. Approxinately
one-third of Marylanders in the group long-termcare

bl ock enjoy this benefit conpared with just 13 percent
of insureds nationw de.

Based on this, although not fully credible, if
the rate indication were based on Maryl and experience
and projections alone, the rate indication would be
greater than the nationwi de rate indication. Gven the
substantially richer benefits enjoyed by a nunber a
Maryl and insureds, it is reasonable to conclude that
Maryl and insureds enjoy substantially greater benefits
for a relatively nodest amount of additional prem um
Lastly, it's noted that any reserves -- any reserves
rel eases associated with an insured | apse are put back
into the overall reserve for the benefit of remaining
I nsur eds.

W have said on a number of occasions, CNAis
commtted to neeting insured obligations. Qur primry
focus in this regard is maintaining adequate reserving

levels in order to neet insured obligations. W have
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al so made significant investnents in our long-termcare
claimoperations to manage this significant risk and
I nprove the overal |l customer experience.

Despite the fact that CNA's |ong-termcare
business is conprised solely of closed blocks, we
continue to actively manage the business to ensure that
clains are processed in an appropriate and tinely
manner. To reiterate, the Conpany's goal with respect
to this rate request is to ensure that we have adequate
premumto fund reserves, which are ultimately used to
pay future clains.

The relatively lower attained age in CNA's group
| ong-term care bl ock represents a significant
opportunity for the conpany to amass additional reserves
for the purpose of nmeeting future claimobligations. By
contrast, with ol der blocks of business it should be
noted that with an average attai ned age of 64, conpared
with 79 for our individual |ong-termcare bl ock, many
group long-termcare insureds are in the workforce and
in a position to pay the additional $17 per nmonth with a
15 percent increase for the significant benefits

associated with their certificates.
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1 Gven that we're in the life cycle of the group
2 business we -- given where we are in the life cycle of
3 the group business we desire to partner with regul ators,
4 including the Maryland I nsurance Adm nistration, in

5 taking corrective action now allow the future tine

6 horizon to conmpound the reserves, which necessarily

7 allows the conpany to request |ower rate increases in

8 the future versus what we would require otherwise if

9 raterelief were deferred. The later in time insureds
10 pay these increases the greater the nagnitude of the

11  overall increase. Sinply put, if the MA offers |ess
12 now Maryland insureds nmay ultinately end up paying nore
13 nationwide -- nore than nationw de due to the cost of
14 waiting associated with deferring corrective action.

15 Benefit reduction options available to our

16 insureds -- excuse me. Benefit reduction options are
17 available to our insureds to mtigate the inpact of the
18 proposed rate increase. Those include reducing the

19  maxi mum benefit period, reducing the daily benefit,

20 increasing the elimnation period, and/or dropping any
21 other optional rider, such as automatic inflation.

22 For instance, insureds should be aware that
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under the automatic inflation rider, their benefits
inflated at 5 percent per annumfor the life of the
policy. They may find, in their judgement, that their
benefits are currently sufficiently inflated. |If
insureds with automatic inflation riders were to el ect
to drop their riders, the insured would enjoy
substantial decrease in premumfromtheir current
premum | evels and maintain -- all the while maintaining
their currently inflated benefits.

In addition to the aforenentioned options, CNA
also offers our insureds the opportunity to discontinue
paying premuns while naintaining a lifetime benefit
amount equivalent to the nomnal sumof their lifetine
premuns paid to date. Known to the experts in the room
as the contingent non-forfeiture option, this is being
offered to all insureds regardless of issue age or rate
I ncrease anount. Thereby, going above and beyond what
was outlined in the NAIC nodel bulletin.

As noted, long-termcare is significant to CNA
froman enterprise perspective with 40 of our total
reserves being devoted to these anticipated liabilities.

The conpany remains conmtted to neeting insured
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obligations fromboth a financial and operationa
perspective. Qur group long-termcare block is
significantly younger than nost individual blocks with
an average age in the md-60s. By correcting this

m spricing of the business earlier in the product life
cycle, the rate indications are |ess than they woul d be
if the rate increase were del ayed.

The conpoundi ng effect of taking corrective
action now can hel p position the business for financial
sustainability. Insureds are being offered a nunber of
options to reduce their benefits in order to mtigate
the inpact of the proposed premumincrease. CNA's
current experience is not unique, but rather on par with
that of our peers in terns of the challenges resulting
especially fromthe originally filed and approved rates
and | apse assunptions. Despite significant upward
adjustnents in long-termcare prem uns in recent years
the rate of term nations remains extraordinarily |ow,
whi ch indicates that insureds recognize the substantia
val ue inherent in retaining their coverage. Thank you
for your time today.

COW SSI ONER REDMER:  Seth, thank you.
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appreciate that. | know that you have addressed this
but for the other carriers that are going to speak, I'd
i ke you to nention whether you are still accepting new
business and if you're accepting new business in

Maryl and as well. The only question | have for you,
Seth, is you are offering these, I'll call them|anding
spots for folks to reduce or change coverage to avoid

i ncreases. To what extent do fol ks exercise those
options?

MR LAMONT: It varies frombook to book. 1'd
say it's probably in the 5 to 10 percent range.

COW SSI ONER REDMER:  Ckay.

MR LAMONT: Cenerally. |1'mnot prepared to
comment on exactly what it would be for each individual
line, but inthe 5 to 10 percent range.

COW SSI ONER REDMER:  Sure.  Thank you. Any
questions for Seth?

MR SWTZER Al so thank you. So, you nentioned
that the conpany is pursing 95.5 percent increase
nationw de, 65 percent so far outside of Maryland, 15
percent Maryland. On the investnment side of things,

goi ng back to some things that | was thinking about and
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bringing up, even if evidence was convincing that
I nvestment vehicles were yielding a better return in the
next 5, 10, 20 years, would the conpany consider al
other factors being equal reducing that 95.5, again, in
l'ight of investnment returns if there is -- the conpany
was convinced that those could be better than expected?

MR. LAMONT: To the extent that, you know, the
assunptions were changed | think that m ght be a
reasonabl e tact for us to take, you know, to conpare our
investment mx. | don't want to get too heavily into
details wth, you know, what you presented in terns of
corporate bonds. M understanding is that we're fairly
heavily invested in nunicipal bonds, which | inmagine are
a bit safer. You know, just ny opinion, not
particularly a statenent on behal f of the conpany, so |
think the Maryland I nsurance Adm nistration should
consi der the, you know, the conpany's present investnent
m x rather than just general returns in the narket,
because, you know, these are |ong-term conmtnents.

MR SWTZER Right, | didn't nmean to suggest --
this was one exanple, a case study, so it's not an

exhaustive presentation of our considerations. Thank
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you.

MR LAMONT: Thanks.

MR JI: M questionis wthout the future
assunption change, you disclose a schedule of the future
rate increase and then how do you determ ne that
schedul e?

MR LAMONT: The schedule of future rate
I ncrease?

MR Jl: Yes.

MR LAMONT: | wouldn't say that that's top of
mnd for me but, | nmean, in terms of the schedul e of
future rates increases, | think it's offset by, you
know, the relief we've been given to date. That's about
as deeply as | can go into that.

MR Jl: Gkay. Thank you.

MR MORRON  You nentioned there's an assunption
for a 10 percent |apse on these policies and we
typically have conpanies nmention they've got a 5 percent
| apse that's been assumed. Just wondering what's
different about these policies that there was a 10
percent | apse assuned?

MR. LAMONT: Yeah, the 10 percent figure is just
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a general comment for the industry, not for this
particular product. | think, you know, the ratio by and
large is nore like 4 or 5 percent assunption to 1, but
some were as high as 10 percent, is ny understanding.
It's nore of a general comment.

MR MORROW (Ckay. So, the assunption on these
policies was not 10 percent?

MR, LAMONT: Correct.
MORROWN  Cl oser to 57

LAMONT:  Yes.

® 3 3

MARRON  Ckay. Thank you.

COW SSI ONER REDMER:  Anybody el se? Al right,
Seth, thank you.

MR LAMONT:  Thanks.

COW SSI ONER REDMER:  Let's go to Genworth.

MR SCARPA: Morning, nmy name is Joe Scar pa.

|"ma vice president in. GCenworth's long-termcare

cl osed bl ock business unit. |1'mjoined by Janala
Arland, 'l introduce further in a few mnutes. But,
first, Conm ssioner Redner, | want to thank you and the

Maryl and | nsurance Adm nistration for holding today's

hearing and providing Genworth and our policyholders a
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1 forumto discuss our long-termcare insurance policies.
2 1'dalsolike to thank all the policyholders who are

3 either present or on the phone this nmorning for your

4 interest and participation today.

5 As some background, Genworth has been selling

6 long-termcare insurance to the State of Maryland since
7 1978. W currently provide coverage for nore than

8 30,000 Maryland residents and approximately 1.1 mllion
9 policyhol ders nationwi de. Comm ssioner Redner, to

10 answer your question, we're currently accepting new

11 business in Maryland and nost other states. W are here
12 today to speak specifically about our current long-term
13 care premumrate increase filing which is pending with
14 the Maryland Insurance Adm nistration,

15 We understand how difficult prem umincreases

16 are for our policyholders so we welcone this opportunity
17 to provide information that explains why rate increases
18 are needed. W also want to discuss the various options
19 we offer our policyholders, including our staple prem um
20 option, and the ways we assist themto nake informed
21  choices about their specific long-termcare insurance

22 needs. As | nentioned, |'mjoined today by Jamal a
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Arland, the actuary |eader for Genworth's |long-termcare
cl osed bl ock enforced pricing who will provide sone
basic information about our current premumrate filing.
Jamal a.

M5. ARLAND: Thank you, Joe. Good nmorning to
the Maryl and I nsurance Adm nistration and policyhol ders
present and on the phone. M nanme is Jamala Arland and
|"ma vice president responsible for Genworth's
| ong-termcare closed block enforced pricing. |1'malso
an actuary in good standing with the Society of
Actuaries and the American Acadeny of Actuaries.
Genworth is currently seeking a rate increase of 15
percent, the maxi num annual increases permtted in the
State of Maryland, for one of our policy forns in the
Privileged Choice Sel ect series.

The policy formnunmber is 7035. This policy
formwas available for purchase in Maryland between
April 2002 and Cctober 2005. This rate increase wll
I mpact approxi mately 5,400 policies in Maryland. This
policy formhas received four prior rate increases of
simlar magnitude. \Wen Genworth priced this long-term

care insurance policy formwe utilized professional
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actuarial judgenent in devel opi ng assunptions that

| ooked as long into the future as 60 years. GCenworth
enpl oys our best efforts to conplete a thorough

prof essi onal assessnent at the time of original pricing
and as we eval uate the bl ocks on an ongoi ng basis.

As experience energes over time we continue to
refine our experience data analysis to informour
assunption setting. The need for rate increases is
primarily driven by clains that are projected to be
hi gher than expected based on our current experience and
assunptions conpounded by policy persistency rates that
have been higher than expected. The first assunption
where we see experience energe after policy pricing is
persi stency and you can think of this as how nmany
policyholders will keep their policy in force.

Persi stency includes consideration for nortality, so how
| ong policyholders will live, and last, which is how
many policyholders will decide to termnate their
coverage before they use or exhaust their benefits.

W see persistency begin to emerge in the first
year of the policy and voluntary | apse rates generally

reach an ultimate | evel by duration 10. As the bl ock
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1 ages the second assunption where we see experience

2 enmerge is norbidity, and you can think of this as how
3 people age and the condition of their health as their
4 age. There are two conponents of norbidity, the

5 incidents, which is the likelihood of a policyhol der

6 having an eligible long-termcare event and going on

7 claimand severity, which is how nmuch the claimwl|

8 cost and howlong it wll |ast.

9 The incidents experience begins to emerge when
10 policy clainms start which generally takes 10 to 20

11  policy durations fromissue. Severity assunptions --
12 severity experience begins to emerge as policy clains
13 termnate, which make experience on claimtermnation
14 rates take longer to energe than any other of the

15 actuarial assunptions. It should be noted that in

16 addition to conducting regular experience reviews

17  CGenworth developed a nulti-year rate action plan in 2014
18 which continues to be the supportable basis of prior
19 approved rate actions, this current pending rate action,
20 and future expected rate actions on this policy form
21 This objective of this nulti-year rate action

22 plan is to get closer to a break even point. GCenworth
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wi || not nake noney on these policies. As such we are
taking a significant share in the cost of the
deteriorating claimexperience. W believe that

achi evenent of this multi-year rate action plan wll
allow us to continue to serve our policyholders well
into the future. Wile we are currently seeking a
premumrate increase of 15 percent on this block of

I nsurance, which is the maxi num annual increase
permtted in Maryland, our current projected clains
experience actually justifies a greater increase. As a
result we expect that we will be requesting additiona
rate increases on these policies in the future.

MR SCARPA: Thank you, Jamala. W understand
that prem umincreases are a tremendous burden for our
policyhol ders. W know this because we talk to our
custoners every day. In fact, nmore than 230, 000
pol i cyhol ders have called us to discuss their rate
i ncreases over the last 2 years. At Genworth, we have a
dedi cated team of over 45 specially trained customner
service representatives whose sole purpose is to take
calls related to rate premumincreases. |In fact, our

customer service center was recently awarded the Contact
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1 Center of the Year in 2018 and has received world class
2 customer experience certifications for the |ast severa
3 years fromSQM a leading custoner experience

4 benchmarking firm

5 Qur customer service representatives are ready
6 and willing to hel p each policyhol der understand their
7 options so he or she can determ ne the best course of

8 action for their individual situation. The vast

9 mgjority of those conversations |lead to options where
10 the long-termcare policy remains in place. W also

11  have a website that permts policyholders to |earn nore
12 about their options and we have a web-based tool that
13  financial advisors can utilize to access infornation and
14 to help themexplain options to their clients, our

15  policyhol ders.

16 When faced with a prem umincrease we continue
17 to offer policyholders a variety of options. Qur

18 policyhol ders can choose to pay the full anount of the
19 premiumincrease and maintain their current |evel of
20 protection or they can nake custom benefit adjustments
21 in lieu of paying higher premuns to find the right

22  balance of affordability and protection for their

Epi g Court Reporting Solutions - Washi ngton, DC
1- 800- 292- 4789 www. deposi ti on. conf washi ngt on-dc. ht m


http://www.deposition.com

HEARI NG - 02/11/2019 Page 39

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

I ndi vi dual situation.

M. Switzer, you read into coments, a comment
froma policyholder along the Iines of, what can
insurers do to help balance affordability and
protection. Well, one of the ways we try to do that is
by allow ng these -- offering these custom benefit
adj ustnents, but in addition to that one of the things
pol i cyhol ders can do is elect our Stable Prem um option,
whi ch was previously approved by the Maryland I nsurance
Admi ni stration.

This option is designed to have a reduced but
still neaningful set of benefits that mtigates the
i npact of current planned and future prem umincreases,
and provides the stability of a premumrate guarantee
until at |east 2028. W spent a lot of tine and effort
i n designing and developing this alternative. Conducted
a lot of research to try and understand what's a
meani ngful set of benefits in terms of cost of care that
woul d help mtigate the inpact of rate increases and
al so provide a, you know, a neaningful option for
pol i cyhol ders.

So, we do understand the chal l enges of
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affordability and protection, trying to bal ance that
froma policyhol der perspective. W also understand
full well the financial challenge that you referred to
as a carrier on our long-termcare insurance policies
and we're really working hard to try and find the right
bal ance al ternatives, and as Jamal a nentioned, sharing
in the cost of deteriorating claimexperience. Finally,
for policyholders who can no |onger afford or want to
pay any future premuns at all, in addition to the

regul atory required contingent non-forfeiture option, we
also voluntarily offer a non-forfeiture option called
the Optional Limted Benefit that equals a paid-up
policy.

Wth this option if the policyhol der becones
claimeligible Genworth will reinmburse eligible expenses
up to the amount of prem um paid by the policyhol der
mnus any clains that we previously paid. In addition,
he or she would still have access to the care
coordi nation services that our conpany provides. From
our overall nationw de experience on the rate increases
that we have inplemented since 2012 we have seen over 75

percent of our policyhol ders choose to pay higher
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prem uns.

Wi ch suggest that they recognize the val ue of
the coverage of a |ong-termcare insurance policy. So,
as we concl ude our remarks today we hope that our
comrents have denonstrated how we actively nmanage our
business to try to ensure that we will be here for our
pol i cyhol ders when they need us nost, to make sure that
we're available to provide the answers that they need
and to pay eligible clains if and when those needs
shoul d ari se.

To date through 2018, Genworth has paid over 18
billion dollars on al nost 280,000 clainms to our
policyhol ders for eligible long-termcare benefits. W
remain commtted to working with the Maryland I nsurance
Adm nistration to inplenment actuarially justified rate
I ncreases in a reasonabl e and responsi bl e manner keepi ng
in mnd policyhol der interests and concerns.
Conmi ssi oner Redmer, we appreciate the opportunity to
participate in today's hearing. W' d be happy to answer
any questions fromyou or nmenbers of your staff.

COW SSI ONER REDMER:  Joe, Janul a, thank you for

being here, | appreciate it. | just have a couple of
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questions. Janala, you nmentioned that w thout the 15
percent cap you would of sought a nuch | arger increase.
What increase would you have sought do you think w thout
t he cap?

MS5. ARLAND: So, in terms of our nmulti-year rate
action plan for this policy series, 7035, we've broken
it into three rounds. The first round starting in 2017,
the second round in 2020, and a third round in 2023, and
our objective there is to try to balance both the cost
of waiting but also the inpact to policyholders. The
first round, the 2017 round, is a 72 percent rate
increase for lifetime policyholders and a 55 percent
rate increase to policyholders with [imted benefit
periods, and Maryland specifically, the original filing
that we had submtted -- I'msorry, the rate increase
for lifetime policyholders was 57 percent and for
policyhol ders with limted benefit periods 35 percent,
but we adjusted that to 15 percent at the request of the
Department consistent with the regul ation.

COW SSI ONER REDMER:  Thank you. | know t hat
anecdotal ly nmost carriers do an excellent job working

with clients once they go on claimand trying to manage
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the care and expenses. I'minterested inis Genworth
doi ng anything proactive with fol ks that have not gone
on clain? Do you try to anticipate or identify those
fol ks whose health has deteriorated sonewhat and try to
manage it before they actually go on clainf

MR SCARPA: So, we don't have direct access to
i ndi vidual policyholder health status or any of that
kind of stuff, right. W are starting to | ook at ways
to just try and provide opportunities that woul d provide
better outcones for both policyholders as well as
Genworth. So, we are piloting a fewthings. | think
it's probably premature for us to talk about those, but
we're piloting a fewthings in that area but we're
starting to think about that.

COW SSI ONER REDMER: Al right, thank you.
And, lastly, the voluntary options that you do offer,
appreciate you doing that for Maryland citizens and |'m
curious, simlar to ny question to CNA, to what extent
are these stable prem umoptions taken advantage of?

MR SCARPA: Yes, so the stable prem um option
specifically was filed in the filing right before the

one that's currently pending and recently approved in
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the fall. W actually don't have any experience on that
yet. We're just starting to inplenent that, that

prem umincrease, because of some things that needed to
get inplemented on our sides and changes we had to nake
to the non-forfeiture endorsenent that you guys
requested, so we don't have any specific experience with
that one yet at least in the State of Mryl and.

W are -- and it's fairly early on in other

states as well -- we are seeing people elect it but we
don't have enough data yet, | don't think, to really
quote election rates. | can say that overall, you know,

probably about, you know, sonewhere in the order of 12,
15i sh percent and, again, it varies by policyhol der
form choose to adjust their benefits in some shape or
form Md to high single digits elect one of the
non-forfeiture options and the remainder paid full rate
I ncrease.

COVMM SSI ONER REDMER  Okay.  Thank you.
Questions? Todd.

MR SWTZER |'d like to add ny thanks and
t hank you for being open to new business in Maryland.

You nentioned that Genworth will break even, not nake
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any noney on this business, is that inconclusive of
I nvest nent i ncome?

M5. ARLAND: So, when we think about investnent
income in the consideration of the rate increase
options, one of the conplications when we're |ooking at
a particular policy formis that Genworth specifically,
and | believe nost insurance carriers nmanagi ng
I nvestnent portfolios usually at a legal entity |evel,
sonetimes there's individual portfolios for specific
products, product series or product blocks, but not at a
product |evel.

So, internms of attributing particular assets or
particular investnent incone to a particular block or a
policy series of insurance is extrenmely difficult to do.
We do use sensitivity analysis looking at different rate
| evel s and we al so consider the regulations in terns of
the interest rates for discounting that are either
required by rate stability and kind of how the rate
stability provisions kind of are translated to abrachial
bl ocks, which this block is with the 2014 NAC nodel
regul ati on.

So, kind of considering what was the rate that
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we had assuned in the original pricing relative to the
rate that we used for discounting in the request for
rate increases, and even if we do an analysis, you know,
with different levels of rate increases we haven't cone
across a scenario considering historical investnent
performance where investment yields would result in a
break even scenario for this block. So, we do consider
historical investnment returns and al so potenti al
sensitivities for the future, but we do not expect
interest rates to be a lever that would lead to this
bl ock being beyond break even.

MR SWTZER  Thank you. One question about the
Chi na Cceanwi de nerger, |'ve tried to keep up with
reading the articles and on the proceedings there, so |
may not have covered everything | read in an article
| ast week. But ny question is in |looking at the
Securities and Exchange, you mentioned sone of the
forms, the form 10A back in Novenber of '17. There was
a statenent that China Cceanwi de has no future
obligation and has expressed no intention to contribute
additional capital to support our |egacy long-termcare

benefits. | understand fromthe |last article that the
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purchase price of 1.5 billion with the first installnent
of 500 mllion, | understand, on March 31st of this
year. |s the statenment that | just read, has anything
changed with that, am| up to date?

MR. SCARPA: So, maybe just to try to explain a
little further and clarify. So, the actual purchase
price is, | believe it's $5.44 a share, which | think is
alittle over 2 billion dollars that China Cceanw de
woul d pay to sharehol ders for buying the conmpany. In
addition to the purchase price, China Cceanw de has
commtted to provide an additional 1.5 billion of
capi t al

So, that 1.5 billion that you nentioned is
addi tional capital beyond the purchase price that
they're going to provide over the next couple of years.
But your statement is accurate in terms of we have
commtted to -- we've pledged 175 mllion of capital
that would go directly into the Genworth Life Insurance
Company upon conpl etion of the Oceanw de transacti on,
but beyond we expect the -- our U S. life insurance
business to rely on its consolidated statutory capita

as it exists today, prudent nanagement of our enforce
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bl ocks, and actuarially justified rate increases to pay
future clainms. The other, probably, point | would raise
Is that we do have about 1.5 billion dollars of debt
that will be maturing over the next three years.

MR SWTZER  Thanks.

COW SSI ONER REDMER:  |"'m sorry, Joe. Can you
go through that again? | heard 1.5 billion and then
heard 175 billion.

MR SCARPA:  Yeah, so China Cceanwide wll be
contributing 1.5 billion dollars of capital to Genworth.
Genworth has about 1.5 billion dollars of debt that wll
be maturing over the next two to three years. Genworth
has pledged 175 mllion of capital specifically into the
Genworth Life Insurance Conpany.

COW SSI ONER REDMER:  So the end result is we
take care of the debt and we add 175 m|lion?

MR SCARPA:  Yes.

COW SSI ONER REDMER:  Got it. Any other
questions? Al right, thank you.

MR SCARPA: Thank you.

COW SSI ONER REDMER:  And if we go to Physicians

Mut ual .
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MR LEHVMAN. M nane is Mark Lehman, assi stant
vice president and actuary in charge of the managenent
of Physicians Mitual |nsurance Conpany's long-termcare
business. | want to start off by apol ogizing for not
being able to make it there in person. It was ny
intention to be there and we ran into some flight
cancel | ations yesterday that forced us to nmake a
testinmony through the phone, so | apol ogize for that.

COW SSI ONER REDMER:  Under st ood.

MR LEHVAN. | would |ike to thank Comm ssi oner
Rednmer for the opportunity to discuss our long-termcare
filings currently pending with the Maryland | nsurance
Adm nistration. | was extended the sane offer a year
ago and | was happy to attend and discuss the long-term
care filings that were pending at that time. At |ast
year's hearing | mentioned that w thout Maryland' s 15
percent regulatory cap Physicians Mitual would have
requested rate increases averaging 92 percent taken over
mul tiple years.

| almost nmentioned in an effort to achieve
equi tabl e rates nationw de Physicians Miutual woul d

continue to request long-termcare rate increases until
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1 Maryland premumrates becanme equitable in relation to
2 premumrates in other states. The currently pending

3 filings represent Physicians Mutual continuing efforts
4 to achieve equitable rates in Maryland. Physicians

5 Mitual's sold long-termcare insurance in the State of
6 Maryland from 1999 to 2007 and currently provides

7 coverage for just over 250 Maryland policyhol ders.

8 Physi ci ans Miutual exceeded the long-termcare

9 sales nationally at the end of 2012 and currently

10  provides coverage for over 24,000 policyholders. The
11  need for the rate increase is continued to be driven by
12 four key assunptions that despite being based on actual
13 findings and data available at the time have not

14 materialized conmensurate with the policy forns as

15 original pricing assunptions. The four key assunptions
16 are norbidity, nortality, |apse rates, and interest

17 rates.

18 Morbidity rates have been higher than what were
19 originally priced into the products primarily as a

20 result of policyholders remaining on claimstatus for a
21 longer tine period than what was originally assuned.

22 Mortality rates have been | ower than what were original
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priced into the products. The result for long-termcare
insurance is that nore policyholders are living |onger
and filing more clains which in turn drives the
aggregate clai ns expense even higher. As nore and nore
pol i cyhol ders have recogni zed the value that they have
received with their long-termcare policy |apse rates
have continued to decline.

Wiile it is a good thing that nore people have
more -- have long-termcare coverage it has served to
drive clainms expense higher in the aggregate. Finally,
the length and period of sustained |ow interest rate has
played a role in the underperformnce of the conmpany's
| ong-term care bl ock of business. Physicians Mitual is
requesting rate increases in Maryland that average
between 0 and 15 percent across the conpan