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1 Hearing held at:

2

3 BALTI MORE COUNTY PUBLI C LI BRARY
4 PERRY HALL BRANCH

5 9685 Honeygo Boul evard

6 Meeti ng Room

7 Perry Hall, Maryland 21128

8 (410) 887-5195

9

10 Pursuant to agreenent, before Cari M
11 | nkenbrandt, Registered Professional Reporter and

12 Notary Public in and for the State of Maryl and.
13
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1 PROCEEDI NGS

2 MR. REDVER  Good afternoon. Wl cone.
3 W've got at |east one person still on the way,
4 but we're going to go ahead and get started

5 because we only have this roomfor alimted

6 anount of tine.

7 My nane is Al Redner. | am Maryland's
8 | nsurance Conm ssioner. And this is our first

9 public hearing on specific carrier rate increases
10 for long-termcare. W held an informational

11 public neeting back in April where we invited

12 consuners, carriers and other interested parties
13 to provide comments on the state of long-termcare
14 insurance in Maryland. Based on the feedback from
15 consuners and Governor Hogan's enphasis on

16 transparency, we had decided to have public

17 hearings for the foreseeable future on any future
18 rate increase requests fromlong-termcare

19 carriers.

20 Today's hearing will focus on several

21 rate increase requests now before the Maryl and

22 | nsurance Adm nistration, and these include
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1 requests from Genworth | nsurance Conpany,

2 proposing an average rate increase of 15 percent;
3 John Hancock I nsurance Conpany, proposing average
4 rate increases from13.7 percent to 14.7 percent,
5 depending on the policy; Metropolitan Life

6 | nsurance Conpany, proposing average rate

7 increases of 15 percent; Principal Life |Insurance

8 Conpany, proposing average rate increases of 15

9 percent; The Prudential |nsurance Conpany of

10  Anerica, proposing average rate increases from

11 12.8 percent to 15 percent; Transanerica Life

12 I nsurance Conpany, proposing average rate

13 increases from®65 percent to 70 percent; UNUM Life
14 | nsurance Conpany of America, proposing average

15 rate increases of 13 percent; MedAnerica |nsurance
16  Conpany, proposing average rate increases of 15

17 percent.

18 These requests in aggregate affect about
19 35, 000 Maryl and policyhol ders, and the goal is to

20 hear from insurance conpany executives to explain

21 the reasons for the rate increases, and we wl|

22 also be listening to cooments from consuners. W
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1 are here to listen, ask sone clarifying questions

2 fromthe carriers and consuners regardi ng the

3 specific rate increase requests.

4 |"d also |like to highlight what the

5 Maryl and | nsurance Adm nistration has done since
6 our neeting in April and what we're planning to

7 do. The M A is proposing additional |ong-term

8 care regulations that will inpact consuner options
9 in the event of a long-termcare prem umincrease.
10  The proposed regul ations will update the

11 regul ations to be consistent with the 2014 changes
12 to the National Association of |Insurance

13  Conmi ssioners' long-termcare nodel regul ation.

14  These changes provide greater value to many

15 consuners who decide to |apse their policy

16 followng a rate increase.

17 A long-termcare insurance work group is
18 being fornmed. The work group participants wll

19 i ncl ude nenbers of the Maryland | nsurance

20 Admnistration, long-termcare insurance brokers,

21 as well as state |legislators, consuner protection

22 groups, and trade organizati ons.
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1 The goal s of the working group are to

N

devel op reconmendations to i nprove the current
state of the long-termcare insurance narketpl ace
in Maryland, specifically devel oping ways to

establish nore transparency for long-termcare

o o1 A~ W

consuners during the rate revi ew process,

7 reviewi ng the pros and cons of the existing

8 15 percent rate cap on increases, and review ng
9 potential work-arounds of the 15 percent rate cap
10 and determ ning ways to inprove conmunication
11 bet ween long-termcare carriers and their

12  policyhol ders.

13 Additionally, the MA, Maryl and

14 | nsurance Adm nistration, is engaged in national
15 discussions on the challenges in the long-term
16 care insurance marketplace, and we sit on the

17 newy fornmed national association's Long-Term Care

18 | nnovati on Subgroup as an interested party.

19 Wth that not-so-brief introduction, I'd
20 | i ke to introduce sone of the folks fromthe

21 | nsurance Adm nistration that are with ne here

22 this afternoon.
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To ny imrediate left is our chief
actuary, Sarah Li. To ny imediate right is Cathy
Grason, our Director of Regulatory Affairs. To
her right is Adam Zi nmernman; Adamis an actuari al
anal yst. And Cathy and Adam are cochairing our
| ong-term care work group. Also, in attendance is
Joy Hatchette; she's our Associate Comm ssioner of
Consuner Education and Advocacy. Nancy Egan, our
Director of CGovernnment Relations and External
Affairs.

M5. EGAN. Back here. Hi everyone.

MR. REDVER  Tracy Imm the Director of
Public Affairs; Joe Sviako, our Public Information
Oficer; Theresa Mrfe, our Assistant Chief Market
Conduct; Lisa Larson is our Regul ations and
Hearings Admi nistrator; N ck Cavey, Assistant
Director of Government Relations and External
Affairs; and Jet Ji, an actuary; and M chael
Patte, who does regulations and | egislative work.

We're going to go over a couple of
procedures for today. First, sonewhere -- oh,

back over here we have a hand out with all of our
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contact information on it. Please take a copy.
That way if you have any foll owup coments,
qguestions or observations, we'd |ove to hear from
you.

W are going to start with fol ks that
have signed up to speak. So if you haven't signed
up, please nmake sure that you do.

Second, the hearing is -- it's not going
to be a debate. W're going to be collecting
i nformation and aski ng questions. Additionally,
we w il be posting all of the witten coments on
our website.

The Maryl and | nsurance Adm ni stration
will continue to keep the record open for
addi tional comrents until Thursday, Novenber the
3rd, and a transcript of today's neeting as well
as all witten testinony submtted wll be posted
on our website.

As a rem nder, we do have a court
reporter here today to docunent the hearing, so
when you're called up to speak, please state your

name and any affiliation that m ght be
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appropri ate.

For folks that are dialing in, please
keep your phones on nute, and once again, | want
to thank you for joining us.

And | will reintroduce Sarah Li, our
Chi ef Actuary, to speak to you regarding our rate
revi ew process.

LONG TERM CARE | NSURANCE
RATE REVI EW PROCESS- MARYLAND

M5. LI: Hello. | wll speak briefly on
the MA |long-termcare insurance rate review
process.

UNI DENTI FI ED SPEAKER:  Speak up.

M5. LI: | will speak up.

MR. REDVMER  She's not going to get nuch
| ouder, folKks.

(Laughter.)

M5. LI: There are five steps when
reviewing the long-termcare rate planning. |
will go over the details, but I wll list the five
steps first.

So the first step is carriers submt
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1 rate change request. And the second step is we

2 have filings assigned, and we start the initial

3 actuarial review process. And the third step is
4  peer review process. And the fourth step is that
5 we have public hearings. And then the |ast step
6 is we make final decisions. So I'mgoing to go
7 over all these five steps in detail, and then if
8 anybody has any questions, | can take questions.
9 So the first step is for insurers to

10 submt a rate request through the electronic

11 filing system Al carriers that are doing

12 business in Maryland' s individual and group

13 long-termcare market, they submt their rate
14  change request to the Maryland | nsurance

15 Admnistration, and then the anal yst checks the
16 submtted rate filing to make sure all required
17 docunents are submtted.

18 And the next step is, after confirmng
19 all the required docunents are submtted, the
20 filing is assigned to an initial reviewer. The
21 reviewer starts the review ng process.

22 Sol wll go into as nuch detail on what
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1 we look into for the initial rate review process.

2 \Wien we receive the filing, there are four

3 controls we need to | ook into, and these four

4 controls are the laws and regul ations that are

5 witten in our COVAR and insurance articles.

6 So the first rule is the rate increase

7 cap. That cap in Maryland is a 15 percent rate

8 increase cap. So any rate increase, any renewal

9 rate increase can't be nore than 15 percent of the
10 premumcharged fromthe prior 12 nonths. There
11 IS an exception. This exception is that if

12 carriers can denonstrate that their utilization is
13 greatly in excess of the utilization that the

14 carriers price, then, you know, we can consi der

15 nore than 15 percent rate increase as an

16 exception. So that's the first standard we | ook
17 I nto.

18 The second rule or standard we have in
19 pl ace is the new business cap. So any renewal

20 premumcan't be nore than the rate for the

21 simlar new business rate, except for difference

22 that's attributed to benefits. So that's new
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busi ness cap.

And then the third rule we are | ooking
intois that for any policies that were sold
bef ore Cctober 1st, 2002, the lifetine loss ratio
cannot be | ess than 60 percent. The loss ratio is
the ratio of the clains over premum \Wat that
states is if less than 60 percent of the prem um
paid is used to pay for a claim then carriers
cannot cone in and ask for any rate increase. So
that's for policies issued prior to Cctober 1st,
2002.

And for policies issued after
Oct ober 1st, 2002, the policy has to satisfy the
specific 58/85 rule. Wat that states is the
claimcap for these policies cannot be I ess than
58 percent of the initial premum and 85 percent
of the rate increase prem um

So we have to check these four rules,
make sure each of these rate filings follow these
four rules. If there is any exception, we need to
ask the conpany why these rules are not foll owed.

So besides these rules, there are
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multiple other factors that we | ook into.
Carriers, they usually submt their actuari al
menorandum  So we | ook, just for sonme exanpl es,
what we're looking into in the actuari al
menorandum we're looking into the lifetine
proj ections of earned premumand |ifetine
projections of incurred clains, and we | ook into
t he met hod and assunptions used to project the
prem uns and clains. These assunptions include
but are not limted to the nortality assunption,
nor bi dity assunption, and interest rates.
VWhat ever assunption is used, they have to be
supported either by their own experience, if their
experience is credible, or if their experience is
not credible, they have to present us with simlar
I ndustry experience to support these assunptions.
We al so ook into the disclosures of the
anal ysis perfornmed to determne why a rate
adj ustnent is necessary, which pricing assunptions
were not realized and why. And we also ook into
the rate change history nationw de, because

Maryland is different than the other states with

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 - 10/ 27/ 2016 Page 17

1 the rates being highly capped.

2 So this is the initial rate review

3 process. After we go through all this initial

4 rate review process, then we nove on to the next
5 rate revi ew process step. That's the peer review
6 process. So the initial rate reviewer in this

7 process, he or she will generate a rate review

8 summary formand send it to us or other actuari al
9 staff to trigger the peer review process. Mre
10 questions may be generated by peer reviewers, and
11 they wll be sent to the rate filing conpany by
12 the initial reviewer.

13 So either on the initial rate review
14 process or a peer review process, we have internal
15 time limts that we set for ourselves; that is,
16 for the initial rate reviewer, any response that
17 we receive frominsurance carriers, we wll

18 respond to those responses no nore than seven

19 business days. So in other words, we receive

20 carriers' rate filing. W try to send out our

21 first objections or questions, set of questions

22 wthin seven business days, and the peer review
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process, we try to limt that process to three
days.

The next step in the rate review process
Is public hearing. So we hear what carriers have
to say about the rate filings and we hear what
consuners have to say about the rate filings, and
we take these comments into our consideration for
the rate review

And the final process, final step in the
rate review process is that we nmake a final
decision. After considering the information
provided in the hearing and any additional public
comrents, the insurance conmm ssioner nakes the
final decision.

So that concludes the rate review
process.

Sol wll nowturn it over to A

MR. REDVER  Thank you, Sarah.

As you could tell, the rate review
process that we engage in is robust and very
t hor ough.

| will add that the lawis pretty clear
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on the criteria that we had to use in order to
approve or not approve a rate increase. The |aw
says that rate increases have to be actuarially
justified. A carrier can't just say, "W need
it." They have to provide the actuari al
justification, and that actuarial work is scrubbed
and chal | enged, as Sarah just nentioned. The
rates cannot be excessive. So we cannot allow
carriers to charge rates that are nore than what
Is actuarially justified. The law al so says that
we cannot allow rates to be inadequate. Law
prevents us fromallowing rates to be | ess than
what are necessary to run the business so that we
don't put insurance carriers in financial stress.
And then finally, the rates cannot be unfairly

di scrim natory.

So wth that, before we get into the
carriers, with us today is Van Dorsey, who i s our
Princi pal Counsel fromthe Attorney Ceneral's
Ofice.

So wth that, before we get into the

carriers, | would like to introduce Robert Eaton,
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who is a consulting actuary with MIliman who w ||
present sone information describing pricing and
rate increase concepts that are used for |long-term
care around the country.

(The audi o/ vi sual equi prent being set up.)

MR COHEN. Wile we're waiting for a
mracle, will the remarks be nade part of the
record? Because frankly, |I had a great deal of
difficulty --

MR. REDMER  Yes.

MR . COHEN. -- both noise-w se and
ot herw se --

MR. REDMER  Yeabh.

MR . COHEN. -- follow ng everything.
This is the first tinme that | heard of any of
this. Perhaps it was made public in another
forum

MR. REDMER. W have a court reporter,
so all the remarks today will be captured and
di ssem nated on our website.

MR |. COHEN: But does that information

I nvol ve the rate review process?
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MR. REDVER: What Sarah just discussed
w Il be part of the record, yes.

MR |. COHEN. |'mjust wondering. You
tal ked about getting remarks from consunmers. |I'm
a consuner of two of the policies fromone of the
conpani es you nentioned. How do | get notice from
t he conpany that they've applied for an increase?

MR REDMER At this point nost carriers
do not.

MR |. COHEN. That's a problem

MR. REDVER  That is a problem and
that's one of the things that our internal work
group is going to be looking at is how to nake
this nore open and transparent. So because we
can't solve that imediately, we decided to do
t hese public hearings as our effort to get the
word out that these proposed rate increases are
bei ng di scussed.

MR |. COHEN: Do | have to file a FOA
request in order to get their file, or wll that
be given to nme just as a matter of asking?

Because | have in the past asked for FO A request,
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1 and | really have not received anything near the

2 i nformation she just gave.

3 M5. LI: The rate review process?

4 MR |. COHEN: Yes, mm'am

5 M5. LI: This was prepared for the

6 hearing, but if you want, we will post the

7 information, as Al just said, on our website.
8 MR |I. COHEN. | understood that you

9 were telling us what the process is now and has
10 been. So I'masking you, when | filed a FOA

11 request with respect to ny carrier and asked for

12 everything in the file, | never received anything.
13 MR REDMER So the rate filing itself?
14 MR |. COHEN. | never got any

15 information at all. How am| supposed to, as a

16 consuner, participate in the very detail ed process
17 if I"'mnot noticed by the carrier and when | file

18 a FO A request nothing happens?

19 M5. LI: W can talk to you after this.
20 | wll nake sure you get the information.
21 MR REDMER  What information is

22 publicly available regarding the proposed rate
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I ncrease?

M5. LI: So the process with that is you
file a POA request, and then we | ook into what
you requested, and then we notify in a courtesy
emai|l to the insurance conpany, and then they w ||
| et us know what information is confidential,
what's not, and then we wll get that to you.

That has al ways been the process.

MR |. COHEN: For ne it hasn't
happened.

M5. LI: Sorry about that.

M5. GRASON: Sir, | can also add. One
of the things our working group is looking at is
whet her we can post actuarial nenoranda as well as
a sunmary docunent of sone of these rate issues on
our website. So we are |ooking at that for future
application as well.

MR. REDVMER  One nore question, then
we're going to nove on

Yes, sir.

MR FRITZ: Follow ng up on his question

and Ms. Grason's comment, is the loss ratio and
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t he conponents of the loss ratio confidential or
not confidential information fromthe insurance
conpany? In other words, if we do a FO A request,
can we determ ne the conponents that allow themto
say yes, we are within the 58 percent or 60
percent tolerance limt, or is that sonething that
we can't find out, it's never reported by the
State to anyone and therefore it's only internal?
So that's a big difference to understand what
really is going onin rate requests for long-term
cust oners.

M5. LI: Right. So that's on a
case-by-case basis. So we |ook into what carriers
present to us, and then we decide what is
confidential, what's not confidential.

THE REPORTER: |'msorry. Wuld anyone
like to identify thensel ves, who just spoke?

MR FRITZ: Yes. Marshall Fritz,
consuner.

MR. COHEN. Irving Cohen, consuner.

MR. REDVER  Ckay. Robert.
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LONG- TERM CARE | NSURANCE:
BASI C PRI CI NG AND RATE | NCREASE CONCEPTS

MR. EATON. Thank you, Conmm ssioner and
folks fromthe Maryl and | nsurance Adm nistration
for having ne.

You nmentioned ny enployer. | currently
work for a consulting conpany, but |'m here today
on behalf of the Society of Actuaries. Last year
| was elected to the Society of Actuaries'

Long- Term Care Section Council, and one of the

m ssions of the Society of Actuaries is to pronote
education on a lot of these topics. So today |I'm
here not on behalf of ny enployer or any of the
conpani es that m ght be there, but |I'mhere on
behal f of the Society and, you know, the remarks
that we're making are neant to be educational and
to really provide a foundation for the discussion
that we're going to have today.

MR. REDVER  Excuse ne a second.

Can you hear himin the back okay?

(Uni dentified audi ence nmenbers responded

affirmatively.)
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MR EATON. So statenents of facts and
opi nions, you know, are those fromnme and, unless
expressed to the contrary, they're not opinions of
the Society of Actuaries. This is a presentation
that | and sone of ny coll eagues on the Long- Term
Care Section Council have put together. The
Soci ety of Actuaries does not endorse or approve
and assunes no responsibility for the content, the
accuracy, or conpleteness of the information
present ed.

Yes, nma'am

UNI DENTI FI ED FEMALE SPEAKER: Just for
everyone that's calling in, a copy of this
presentation is on the MA website, so if you're
not doi ng Facebook stream ng, you can actually see
it on the website in there wth the coments.

MR. EATON. So as | nentioned earlier,

t he purpose of today's presentation is to provide
an explanation of a few things: long-termcare

I nsurance benefit features; we're also going to
tal k about the pricing of long-termcare

I nsurance, as we as actuaries have done for

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 - 10/ 27/ 2016 Page 27

N

o o1 A~ W

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

conpanies that are offering long-termcare
i nsurance; we're going to talk a little bit about
the reserves that conpanies wll hold as they
continue to manage |long-termcare policies; we'l]l
talk a little bit about premiumrate increases, of
course, that being the reason for this hearing.

And | should say that this explanation
Is meant to be sinplified and is not neant for a
techni cal audience. That's really the point here
Is to make sure that you have a general
under standi ng of the insurance that's being
priced.

W'l | go through long-termcare
i nsurance 101. So |long-term care insurance
benefits, nost of you know, working with conpanies
or as consuners, the long-termcare insurance pays
out upon disability, and many long-termcare
policies also require the recei pt of LTC services,
SO0 not just upon the incidence of disability, but
when you receive services, for instance, in a
nur si ng hone or soneone hel ping you in your hone.

So long-termcare insurance benefits,
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they are not intended to be a lunp sum You know,
a benefit is paid each day or in sone cases each
nonth up to a maxi mum benefit per day. There is
typically a limt on the total ampount paid out.
Many policies do not pay during the entire
disability episode. Mst policies won't start
paying until the disability has |lasted for a
certain anmount of tine.

By | aw, policies nust cover the
pol i cyhol der for their entire life. The concept
Is sonetinmes called guaranteed renewabl e
I nsurance. So the option to automatically
i ncrease benefits is offered at the purchase, and
that option to increase your benefits is intended
to keep pace wth the cost of care.

So we'll tal k now about the chance of
usi ng your benefits as a policyholder. There is a
| ower chance of use of benefits as a policyhol der
when you are, for instance, a married couple and
per haps you have sonebody who is there that may be
able to take care of you in the event of a

| ong-term care need. There's also a | ower chance
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of using long-termcare benefits right after you
pur chase coverage, after perhaps you' ve been
underwitten through them There is a higher
chance of use of long-termcare policies where

i ndividuals are living al one and as individuals
age into their later years. So given this dynamc
that | just discussed, a person's chance of using
benefits in any given year increases each year
after they purchase the policy. So typically,
clains over the lifetinme of a policy wll tend to
increase for long-termcare policies.

So by |aw, insurance conpanies are
required to establish premuns by policy issue age
that will be payable for the person's lifetinme and
are not expected to increase during the person's
lifetime. The premuns are expected to be at a
| evel anount over the course of your life.

However, as we just tal ked about and as we saw in
the previous slide, clains are intended to

i ncrease over the life of the policy. So here,
purchasing the policy on the far |eft-hand side

and paying level premuns while your clains or the
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1 expectation of your clains increases over tine.

2 So by law, insurance conpani es set aside
3 a portion of the premumcollected in the earlier
4 years in order to pay out the claimin the later

5 years. This is due to the cash flow m snatch.

6 That portion of premuns that are set aside to pay

7 for clains in later years, that's called the

8 reserve that the insurance conpany wll establish.
9 And here you see the prem umcollected during the
10 first period of time when prem uns are greater

11 than clainms, those are intended to kind of fund
12 this reserve. Insurers use those to fund the

13 clains that are higher than the premuns in the
14 | ater years of the policy.

15 So setting the premuns aside, prem um
16 dol lars are used for a nunber of purposes by the
17 insurance conpany. One of the first purposes is
18 the policy admnistration, so maintaining the

19 prem um policy, the paper that it's witten on,
20 the folks who adm nister the policy and file the
21 clainms. Premiuns are also used to fund agent

22 comm ssions, the folks who sold you a long-term
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care insurance policy. Premuns are also used to
pay state and federal taxes. And another use of
premuns is distribution to sharehol ders, as

profit in sone cases. And then finally, the rest

of the premmumw ||l be used to set into the
reserve fund which will pay which, prem uns which
wll pay out clains in later years of the policy.

So one anal ogy that we can nake here is
that the reserve that long-termcare insurance
carriers are setting aside is alnost |ike a
savi ngs account that we m ght have, where the
prem uns that we're depositing, so these in that
case woul d be the premuns after the
adm nistration, after the taxes are paid, after
t he sharehol ders deposits are nmade, the net
prem uns are deposited into the reserve, and the
benefits are paid fromthose reserves.

So i ke any good savi ngs account that
you woul d have, it earns interest over tine. So
the reserve is there for, held for the benefit of
all of the policyholders. 1It's only used to pay,

t hough, the benefits to those who becone di sabl ed

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 - 10/ 27/ 2016 Page 32

N

o o1 A~ W

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

in the end. So the reserve is not used to pay for
anybody who does not end up using benefits.

That's a key feature of long-termcare, if you
don't end up needing |long-termcare benefits, no
portion of the reserve, in nost cases, wll accrue
to you.

So in this exanple of the savings
account, the net premuns are |ike schedul ed
deposits. You may have nonthly or quarterly or
annual prem um paynents, and the schedul ed deposit
anount, the premumrate, is determned at the
very begi nning of the establishnent of the account
or when you purchase your |ong-termcare policy.

So the net premuns are set up in order
to pay a benefit anmount, and the net prem uns are
put into reserve, and they will earn interest. So
i f you think about what's going into your savings
account and what's com ng out of your savings
account into your long-termcare reserve, there's
the benefits that are com ng out and the interest
that's being paid in along with the prem uns that

you're paying in, and if any of these estimtes
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are different than you initially assuned, the
account, the reserve, may not have enough to cover
future w thdrawal .

So that is kind of the backdrop for
| ong-term care policies and the financing and why
conpanies will set premuns at the |levels that
they do. All of the premuns that are set
antici pate these basic concepts: assunptions about
t he anount of premuns that are going in and
assunpti ons about the anount of benefits paid out.

So we'll tal k about what can go wong in
this case of the reserves and the savings account
that we just discussed. So for starters, the
interest rates can change in the econony. Changes
in the economc conditions in the |ast 20 years,
as you know, led to a dramatic drop in interest
rates. Many conpanies in the |ate '80s and early
'90s assuned interest rates of 6 or 8 percent to
be earned on these reserves. Rates have now
dropped, as you probably know, to 3 or 4 percent.

| can think of a simlar situation when

ny parents purchased their house in the late '80s
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and early '90s, their nortgage rate, which | know
now was a | ot higher than when ny wife and |
purchased our first house a couple of years ago.
That interest rate has al so dropped and, you know,
that's simlar to interest rates throughout the
econony. So the interest rates that have inpacted
us as consuners al so has inpacted conpani es.

So let's also tal k about not just
interest rates but withdrawals fromthe account
and sone of the reasons why assunptions that were
made initially when a prem umwas priced, when a
| ong-termcare policy was priced m ght change.

The anount of funds wi thdrawn are
dependent on three key things. The first one is
t he nunber of people who keep their policies up to
t he poi nt when benefits are being picked. So when
policies are issued, at the very begi nning you nay
have 20 or so, in this kind of depiction, there's
20 or so people right at the beginning, and none
of them have | ong-term care insurance needs right
away. In the later years, though, sone of them

will need to use their long-termcare policy. So
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here we've kind of listed those who are insured
but don't need long-termcare, and then the three
people on the right are the people who did need

| ong-termcare. So the assunption m ght | ook
sonething like this.

And again, this is kind of a high Ievel
exanple. Most conpanies wll make their own
assunpti ons about these sorts of policyhol ders'
behavior. But in reality, what appears to have
happened | argely in the insurance industry is,
when policies are issued, fewer people ended up
foregoing their policy and |l apsing their policy
and stopping to pay premuns, |eaving there to be
nore i nsurance policyholders in the [ater years.

Moreover, we find that nore peopl e have
collected claims, in sonme cases, than we
previously estimated. So the nunber of people
keeping their policies is really inportant to
consi der when under standi ng the dynam cs of
| ong-termcare rate i ncreases and why a conpany
m ght need to request a rate increase.

And we've seen this dynamic in the
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i ndustry in general. So not with any specific
conpany, but largely, if you |ook at the Society
of Actuaries' Long-Term Care Section has an
experience study where they reviewed |l ong-term
care policy persistency, so how many people
maintain their long-termcare policies. 1In
general, many nore peopl e have kept their

| ong-termcare policy than were originally
estimated when the policies were originally
priced.

One nore thing to renenber is, of these
additional three people that we now have in this
di agram sonme of them are there because they chose
to maintain their policies |onger than the
I nsurance conpany assumed, but sonme of themare
t here because they ended up living | onger than
what was originally assuned. Mortality, we would
refer to that as inproved nortality. People are
living | onger today, generally, than they have
been ten, 20, 30 years ago. And so there are nore
peopl e having |l ong-termcare policies or holding

onto their long-termcare policies today for both
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of these reasons. People are holding onto their
policy | onger and then al so people are dying at
| ower rates, which is generally a good thing.

So the second reason we mght wthdraw
fromthe savings account -- or second inpact on
t he savings account is, of the people who nmaintain
their policies, the nunber of people who end up
using their long-termcare policies mght be
di fferent than you expect.

So initially, you assune, again, the
sane group of people and perhaps you assune that
three out of the initial group m ght need to use
| ong-term care benefits, but the reality m ght be
that even if there are ten people holding onto
their policies, it may be that nore people end up
needi ng long-termcare benefits. So in this case,
it doesn't have as nmuch to do with how many peopl e
are in a policy, it has to do with how many people
end up going on claimand needing |ong-termcare
benefits.

Experience here does not |ean |argely

one way or the other. |It's generally m xed. For
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any conpany, it may be different than they
initially expected. There hasn't been, like the
pol i cyhol der persistency assunption, there hasn't
been a large industry directional trend. So this
is mxed and may vary by conpany.

So the third thing to consider when
| ooki ng at the paynments from your |ong-termcare
reserve, or the savings account that we set up, is
the anmount that's actually paid out to people. So
remenber at the beginning we discussed that these
are not |unp sum paynents that get paid out right
as you have a disability. Rather, these are
schedul es of nonthly paynents to be paid as you
m ght have disability.

So the anobunt of these paynents that the
I nsurance conpany nmay pay to people using
| ong-termcare will not necessarily be known in
advance. |It's going to depend on the nunber of
days for which you need |ong-termcare. So for
instance, if you're in a nursing home for six
nont hs or eight nonths or a year, the nunber of

days that you're in that nursing hone is an anount
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that can vary, and it's hard to kind of place an
estimate on.

The intensity of care, the anmpunt that
you m ght need |long-termcare reinbursenent for in
an assisted living facility is not the sane that
you m ght need in a nursing hone, and those aren't
the sane as the anounts of reinbursenent that you
m ght need if you had sonebody com ng into your
honme to help you, like a hone health aide or a
nurse comng into your hone.

And then finally, it's going to depend
on the cost of care. You know, when you go on
claim the cost of care in ten years wll be
different than it is today, and in 15 years it's
going to be different than that. And so there's a
nunber of noving factors in determ ning how nuch
t he actual long-termcare claimanmount really wll
be.

One key consideration here is the anount
that the insurance conpany will expect to pay.
That's based on past observation and the

hi storical data that people are able to collect as
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they're determning the level premumfor this
i nsurance policy.

So ot her general observations that the
Soci ety of Actuaries has noted in conpleting their
experience studies is the length of tine that
peopl e have stayed in the nursing hone has not
changed drastically over the last ten or 20 years.
W do notice that nore people are going into an
assisted living facility. In an assisted living
facility, assisted care facility, people tend to
live a lot longer than in a nursing hone. So this
I's one dynamc that's led to nore benefits being
pai d out nmaybe on average nati onw de.

So now let's go into what happens when
the estimates that an insurance conpany m ght
make, what happens when these are not realized.

So | want to kind of maintain the savings plan
exanpl e where we're going to set ourselves a goal.
The original goal is to save $10,000 in ten years.
So let's say | have a goal: [I'magoing to put ny
child into college. It doesn't cost $10,000 to

put nmy child into college, it costs a |ot nore,
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but in this exanple, let's say I'mtrying to raise
$10,000 in ten years, and |'mgoing to schedul e
sone paynents in order to do so, and so this m ght
be what ny bank account |ooks like. | start out
with the amount that | saved in the current year,
the kind of lighter red here, and then every year,
every additional year | get nore and nore noney,
and this is all increasing with the anmount of
interest that the bank will give ne.

In this exanple right here, kind of for
sinplicity, |I've assuned just no interest rate
here. So we're just collecting the sanme anount
every year. So here, the anmpbunt that |'m
contributing every year is $1,000, and it's being
added to the savings account, and then by the end
of ten years | collect the $10, 000.

So let's think of this exanple where |I'm
trying to save $10,000, but after six years |
|l earn that | need to pay $12,000 for my child's
college. So here's the first six years where |'ve
made these contributions to this account. |'ve

got $6, 000, having contributed $1,000 every year,
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but I have a new goal. After the sixth year, |
need $12,000 by the tenth year, and so | actually
have to make catch-up saving contri butions.

So in this case, if you think about it,
if my goal is 12,000 and ny initial goal was
10,000, that's only a 20 percent increase in ny
goal , but because | didn't realize this goal until
six years into the future, | actually don't need a
20 percent increase in the anount of savings, |
need a bigger increase. | need a 50 percent
i ncrease in the anount of savings in order to neet
this goal. So ny catch-up contributions there
means that | have to pay $1,500 a nonth instead of
just $1,200 a nonth if | had scheduled it fromthe
very first day. So with hindsight, as |I nentioned
earlier, wth hindsight, | would have just
schedul ed ten even deposits of $1,200 and, you
know, this would be -- this is all defined as kind
of the hindsight deposit schedul e.

So here's the application of this
exanple and how it should work. At a given point

intime, for a long-termcare insurance policy,
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t he savings account anpbunts to you have future net
prem uns that you expect to collect from
pol i cyhol ders, and you al so have what's called a
reserve fund that we've been tal king about, in
this case the savings account, and all of those
are being bal anced agai nst the need to provide
future benefits to policyhol ders and custoners who
bought a | ong-term care plan.

So this nodel here shows the two sides
are in balance. The future paynents that I'm
scheduled to put into the reserve fund, plus the
current reserve fund that | have, in this exanple
they match exactly, and the two sides of this
equation are in bal ance.

So let's tal k about when those sides
m ght be out of balance. For instance, if the
future benefits, as we discussed, m ght be greater
than what's currently planned for in prem um
deposits and in the reserve fund, if the future
benefits are greater, the two sides are going to
be out of balance. And again, going back to that

savi ngs account concept, if | find out after a
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nunber of years that the anount of schedul ed
prem um paynents plus the anount of the reserve
that |'ve built up are not going to be enough to
meet nmy goal, this is going to be a situation
where, you know, here we're out of bal ance and
there's nore future benefits to be paid than we
have schedul ed.

So in the exanple that | just gave, a
premumincrease i s needed in order to put the two
si des back into balance. So here we have the sane
schedul ed premuns that we'll collect in the
future in addition to the reserve which is being
built up over tine, and on top of that a catch-up
premumrate increase is needed in order to
bal ance out the future benefits that are required
to be paid by the conpany. So in this case,
bal ance is restored fromthese rate increases
bei ng col | ect ed.

So let's have yet another exanple, where
in this case we have a reserve fund, a reserve
whi ch has been built up by prem uns being paid

into the policy over tine. W have future net
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prem uns, future prem uns which are intended to be
paid, and also a premumrate increase. But in
this case the premumrate increase is really not
sufficient in order to bring balance to our
equati on here.

In this case, if a premiumrate increase
iIs not enough to collect all of the funds to pay
the future benefits, then other funding may be
used. O her funding may be used froma onetine
deposit fromthe conpany's surplus, which is
ultimately from ot her policyhol ders or other
sharehol ders of the conpany. So that noney nust
cone from sonewhere

So we presented sone exanples. W
presented an exanple of a savings account where
funds are paid in in order to neet a goal. W've
t al ked about an exanpl e where our goal, the anount
t hat we needed to be funded changed over tine and
how we had to respond to that. W also talked a
little bit about how prem uns and prem uns that
have been paid in and are expected to be paid in

and the reserve funds that acconpany ny goals are
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1 used to pay future benefits, and then what happens

2 when our expectation of future benefits changes,
3 what are the ways that we m ght fund those

4 increased future benefits.

5 So this has been a presentation that |
6 and sone of the other menbers of the Society of

7 Actuaries have put together and we've presented

8 here in Maryland, but also in Maine and | think

9 anot her couple of states.

10 ' m happy to answer questions on just

11 the material that | presented here. Questions

12 that are kind of outside of this scope, you know,
13 |I'Il probably defer to the Conmm ssioner or someone
14 else. But if anybody has questions about the

15 slides directly.

16 Yes, sir.

17 MR FRITZ: Yes. Marshall Fritz. |

18 have | ooked at the slides, and | have a comment.
19 Slide 17 and 18 are simlar, and you expl ai ned

20 sonmething that's not simlar. It doesn't cone out
21 in the words you used, nor do | quite see howit

22 fits in, both talking in terns of those who are
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1 hol ding long termand then getting benefits.

2 kay. So --

3 MR. EATON. Would it be hel pful for ne
4 to go back to the slides?

5 MR FRITZ: Yes. | will coment on

6 18 -- well, both of them

7 MR. EATON. Okay. Here's slide 17.

8 MR FRITZ: Okay. So ny first coment
9 is the later years, inreality, well, thisis a

10 generic approach you used; however, in the

11 Genworth nodel, that [ater year ratio of 6 percent
12 over the long term we don't know how | ong, but

13 let's say ten, 20, 30 years, is woefully higher

14 retention than they assuned, based on what they
15 stated. In the 1997 NAIC report, which is part of
16 that regulation set -- | think it's 1331, but |

17 won't testify on that comment -- suggests that

18 they knewin the '90s that they were assum ng too
19 hi gh a dropout rate, and they were adjusting

20 because of that, but it doesn't seemto have cone
21 into your nodel as successfully nor into the way

22 Genworth i s doi ng business.
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But between 17 and 18, | don't quite
under stand why you have three nore people in 17 in
| ater year reality than 18. It's subtle, but your
captions don't help ne. So maybe we shoul dn't
waste tinme, but you should | ook at that and see if
you can explain it in a different way that brings
out the captions.

MR. EATON. | guess |'d start by saying
| don't speak for Genworth or any of the
conpani es.

MR FRITZ: | understand. This is a
generi c nodel.

MR EATON. Yes, exactly.

MR FRITZ: |1'mjust saying that it
assunes a pretty reasonabl e dropout rate, but that
may not correspond to reality.

MR. EATON:. Do you mind if | respond
just real quickly. So in this case, you know, we
started with -- in this exanple there's, say, 20
peopl e that began with their policy, and after a
nunber of years we only expected ten of themto be

remai ni ng, so, you know, say 50 percent of the
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1 people are expected to, you know, |ose their

2 policy over the course of, I'mgoing to just say
3 20 years or so. That could be for a nunber of

4 reasons. People will die naturally. People wll
5 use their policies and then naybe exhaust their
6 policy benefits. Oher people will decide that

7 they no | onger want their policy. You know, we

8 m ght refer to that as a | apse or a term nation.
9 So in this exanple, where | thought that
10 there would be, you know, ten people after 20

11 years, here, you know, in this kind of

12 illustration, there's actually just 30 percent

13 nore than that initial ten people.

14 And again, | can't comment on sone of
15 the other itens you' ve been tal king about, but

16 that's generally correct, you know, that the

17 reason that there are nore people here is because
18 nore people have kept their policies than we

19 expected and people are living | onger.

20 MR. REDVER  Yes, sir.
21 MR. LYON: | have a question, | believe
22 related to this -- tell me if I"'mwong -- but not
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1 addr essed.

2 If all of these approaches to bring

3 back, the situation back into bal ance do not work,
4 the conpany is unable to fulfill its obligations
5 under the policy, bankruptcy, whatever, what

6 protection, if any, do we consuners in the state

7 of Maryl and have?

8 MR. REDVER Sure. Currently, a

9 Pennsyl vani a donesti c conpany, Sentry (phonetic),
10 is going through that. In Maryland, there are, |
11 think it's alittle over 800 policyhol ders that

12 have policies with Sentry, and in Maryland we have
13 a guarantee fund that is used to guarantee a | evel
14  of benefits for the consuner.

15 MR LYON: Is that the Maryland Life and
16 Heal t h | nsurance Guarantee corporation?

17 MR. REDVER  Yes, sir, it is.

18 MR LYON: M particular policy says

19 that that corporation nmay not provide coverage for
20 our policies in the state of Maryland. |If

21 coverage is provided, it nay be subject to

22 substantial limtations or exclusions and require
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continued residency in Maryland. That's a whole
lot of ifs, if | may.

MR REDMER  There are ifs.

MR LYON: So that doesn't sound |ike we
have much of a guarantee.

MR. REDVER Well, there is a guarantee,
but | don't want to take the tine during a rate
hearing to discuss the guarantee fund. So we do
have our contact information, and we're happy to
follow up with you on the specifics of the
guar ant ee fund.

MR. LYON. Fair enough. Thank you.

MR REDMER  Any ot her questions about
Robert's overvi ew?

UNI DENTI FI ED FEMALE SPEAKER: Can we get
your nane again.

MR. LYON. Robert Lyon, L-Y-ON.

MR. REDVER  Robert, thank you very
much. Appreciate it.

MR LYON: M conpany's nane is
Genwort h.

MR REDVER So with that, we're going
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1 to nove into the carriers. W are a little bit

2 behi nd schedule, so | don't want to keep you from
3 saying anything that you want to say, but to the
4 extent that you can be brief, we would appreciate
5 it.

6 W are going to start with Genworth,

7 El ena Edwards and Jamal a Murray.
8 M5. GRASON: And if you could, kindly,
9 speak into the phone with your testinony. That

10 would be hel pful. Thank you.

11 MR. REDMER  Thanks for joining us.
12 CENVWORTH | NSURANCE COVPANY TESTI MONY
13 M5. EDWARDS: Good afternoon. My nane
14 is Elena Edwards, and |'m a senior vice president

15 of Genworth's |ong-term care business.

16 Commi ssi oner Redner, thank you for

17 hol di ng today's hearing and for inviting Genworth

18 to participate. | was also able to participate in
19 the hearing that you held in April where | offered
20 sone general information across our long-termcare
21 operations the need for our premiumrate increases

22 and the future of our long-termcare product. But
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1 today |I'mhappy to return to speak and to speak

2 specifically to our current long-termcare prem um
3 rate increase filings which are pending today with
4 the Maryland | nsurance Adm nistration.

5 But before | do that, 1'd also like to

6 say the consuners who are here today, thank you

7 for being here. Thank you for your interest and

8 participation.

9 Genworth has been selling long-termcare
10 insurance in the state of Maryland since 1978, and
11 we currently provide coverage for nore than 31, 000
12 residents of this great state and for nore than
13 1.2 mllion policyhol ders nationw de.

14 W understand how difficult these |arge
15 premumrate increases are for all of our

16 custoners, and so we welcone this opportunity to
17 give you nore information that explains why we

18 need these rate increases. W also want to

19 di scuss all of the options that we offer to our
20 policyholders so they can continue to nake

21 infornmed choices that address their specific

22 needs.
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And |1'm al so pleased to introduce Janal a
Arland, who is our long-termcare in-force
actuarial |eader, and she's going to provide sone
basi ¢ informati on about our current premumrate
filing.

M5. ARLAND: Thank you, El ena.

Good afternoon to the Maryl and I nsurance
Adm ni stration and to our consuners who are
present and |istening on the phone.

My nanme is Jamala Murray Arland. |'m an
actuary in good standing with the Society of
Actuaries and the Anmerican Acadeny of Actuaries,
and ny teamand | put together the actuari al
justification and support that is filed with the
Maryl and | nsurance Adm nistration to support
Genworth's rate action. | appreciate the
opportunity to discuss our pending rate increases
and the actuarial justification.

Genworth is currently seeking rate
I ncreases of 15 percent on our Choice 2 and 2.1
policy forms. For custonmers who are | ooking at

their policy forns, that relates to policy form
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nunber 7042 and 7044.

This rate increase of 15 percent is the
maxi mumrate increase permtted in the state of
Maryl and. The rate action request applies to both
st and-al one individual long-termcare policies
sold in Maryland and al so those sold through a
program associ ated with the American Associ ation
of Retired People, the AARP. This particular rate
increase wll| inpact about 11,000 Maryl and
pol i cyhol ders.

The need for rate increases is primarily
driven by projected clains which are higher than
expected and conpounded by persistency which is
hi gher than expected.

As Robert Eaton expl ai ned, underlying
the pricing of long-termcare insurance are the
actuarial assunptions that |ook as |ong as 50
years into the future. Wen this product was
priced, and even today as we nonitor the
experience in our in-force block, Genworth | ooks
at three main risk factors, the first being

interest rate risk. However, for interest rate
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ri sk, because this particular filing, the interest
rates underlying this filing are dictated by
regul ation, interest rate is not a key driver in
this filing that we are discussing today.

The second major risk is norbidity, and
you can think about this as the condition of
heal th as people age and how that relates to the
clains that we expect to see on our long-termcare
I nsurance policy.

The second el enent is persistency, and
you can think about this as the |ikelihood of a
policy to remain in force. Now, when it cones to
persi stency, there are two key things that we
t hi nk about, the first being nortality, which is
how | ong a custoner is expected to live. The
second factor is lapse, and that is how many
custoners decide to termnate their coverage
before the benefits are exhausted.

Al t hough we enpl oyed our best efforts to
conpl ete thorough assessnents of these risks at
the time of pricing, our nortality and | apse have

materialized differently than we originally
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1 assuned. Because nore policyhol ders are expected

2 to persist, our best view of norbidity is also
3 different than originally assuned. As such

4 follow ng actuarial standards of practice and

5 conplying with the regul ati ons governi ng these
6 products in the state of Maryland and in accord

7 wth our contracts with policyholders, we are

8 attenpting to adjust premumrates as soon as

9 possi bl e, because we know that the |onger we wait
10 to pursue these rate actions the greater the rate
11 increase wll be. In fact, experience has shown
12 that the rate increase approxi mately doubles for
13 every five years that no action is taken.

14 It is our intent to learn fromthe past,
15 act early in these policy fornms and seek to avoid
16 nore significant rate increases as the average

17 attained age of our policyholders is higher.

18 Wiile we are currently seeking the

19 maxi mum rate i ncrease on these forns in Mryl and
20 of 15 percent on both the AARP and non- AARP

21 policies, our current view of future clains

22 actually justify the higher rate increase of
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approximately 48 percent. As a result, we expect
for these policies, that they will be subject to
addi tional rate actions in the future.

M5. EDWARDS: Thanks, Janal a.

I"d i ke to now speak briefly to the
financial performance of our |long-termcare
pol i ci es.

Li ke nost |ong-termcare insurance
conpani es, Genworth has policies in force that are
chal  enged. On our three generations of our ol der
products and one series of our newer products,
Genworth has | ost several billion dollars
collectively. On the three ol der generation
products, we expect |osses to continue for the
next several years. W've agreed with regulators
that we'll never recover any of the | osses on our
t hree ol der generation products. They are, in
fact, sunk costs for our conpany. The prem um
rate request that we're currently seeking for our
newer policies that Jamala referenced, our Choice
2 and 2.1 policy series, will not be used to

of fset | osses on our ol der generation products.
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I"d also |ike to quickly touch on the
policy value of our policies. Long-termcare
policies offer trenmendous val ue to our
pol i cyhol ders, even after significant rate
I ncreases. Qur policyholders often have several
times, many nultiples of the premuns -- the
benefits are many nmultiples of the prem uns that
they have paid in and will pay in the future.

But | want to go back to say that we
understand that these premumrate increases are a
t remendous burden on our policyhol ders, because we
do talk to our custoners every day. As a matter
of fact, over the last two years we've taken over
200,000 calls fromcustoners into our custoner
servi ce departnent, and they've tal ked to us about
the rate increases over those two years.

And we currently offer a nunber of
options and try to give a |lot of optionality to
our policyholders as they face into these rate
I ncreases. Qur custoner service representatives,
we put the nost know edgeabl e and | ongest tenured

associ ates on the phones to take these calls
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because we know how i nportant they are, and
they're waiting, ready, and wlling to help
explain the options and take people through them
so that they can determ ne the best course of
action, because each policyhol der thensel ves knows
what that course of action should be for their
situation. And we al so have a website that we put
up for policyholders to help them understand both
the increases and what their options are.

And then our policyhol ders can choose
really a few things. One, they can choose to pay
the full rate increase and keep the |evel of
benefit that they've attained. Second, they can
make benefit adjustnents, instead of paying the
hi gher premuns, to find the right bal ance for
them of both affordability and protection that
they need for their given situation. And third,
for policyhol ders who can no | onger pay any
premuns or don't want to pay any prem uns goi ng
forward, we voluntarily offer a non-forfeiture
option that equals, really, a paid-up policy. And

with this option, if the policyhol der becones
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1 claimeligible, Genworth will reinburse the

2 eligible expenses up to the premumthat's been

3 paidin mnus any clains that have been paid.

4 From our overall nationw de experience,
5 since 2012 to current day, what we've see on the
6 options that we've offered is that over 80 percent

7 of our custoners choose to pay the higher prem um
8 and that suggests that they really do understand

9 the value of the coverage and the benefits that

10 they currently have.

11 W're attenpting to actively manage our

12 business to ensure that we're here when our

13 policyhol ders need us nost, and that's to deliver

14 on our promse at that tinme in claim Toward that
15 end, we remain commtted to work with the Maryl and
16 | nsurance Adm nistration to inplenment actuarially
17 justified rate increases in a reasonable and

18 responsi ble manner, keeping consuner interests and
19 concerns top of m nd.

20 Conm ssi oner Redner, again, we

21 appreciate the opportunity to participate in your

22 heari ng today, and we'd be happy to take any
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questions that you or your staff have.

MR. REDVER  Thank you.

The policies, the generation of policies
that are subject to this rate request, do you know
when they were sold, by chance, as far as the
years?

M5. EDWARDS: Yes, Choice 2 and 2.1 are
the policy series and they started in 2003 and
went through around 2013.

MR. REDMER 2003 to 20132

M5. EDWARDS:  Uh- huh.

MR. REDVER. One of the things | had
heard from sone producers, brokers as well as
consuners, is with our rate cap at 15 percent, you
get a couple of 15 percent increases in a row and
it's tough to make | ong-term decisions, |long-term
pl ans, because you don't know when the end is
going to conme. Have you considered or would it be
attractive to offer a onetine increase of sone
| arger nunber where you conmt to that that's
either it permanently or that's it for five years

or ten years or whatever?
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M5. EDWARDS: We're always happy to work
with you and your departnent to | ook at the full
actuarially justified anobunt and to work with you
to inplenment that over tine or a nunber of years
but be very clear and transparent to all the
pol i cyhol ders so they understand what's com ng or
to doit all upfront. But as you nentioned, we
could do it over several years, and over those
years we'd use what we would call a | ockout, pay
for these nunber of years, there will be no other
rate increases. So we're always happy to work
with you and your departnent on that product.

MR. REDVER  Sarah.

M5. LI: Thank you for being here.

You said that 48 percent rate increase
was actually justified for this rate filing. Even
t hough these two policy forns were issued after
Oct ober 1st of 2002, when you say 48 percent was
justified, 48 percent is the |east anount that you
need to satisfy the 58/ 85 test, or do you have
ot her ways to conme up with the 48 percent?

M5. ARLAND: In determning the 48
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percent that we believe is actuarially justified
for these two policy forns, we did conply. You
tal ked about in your remarks, Sarah, about the
58/ 85 test, the new business rate cap. Those two
provi sions are accounted for in determning this
justified rate increase.

So a couple things that we look at in
determining this rate increase are we can nake
sure that this rate increase would not exceed the
rates that we currently offer today on a new
policy sold, and we also conplied wth the 58/85
test, and we also applied an additional limting
factor on that test for ourself, to self-limt, in
that the 58 conponent of that test is the |oss
ratio that you think about for the original
premumlevel. So 58 percent of the prem uns that
are collected on the original |evel go toward
clainms, paid clains. W actually Iimt ourselves
to a higher anmount than that 58 percent on the
original premuns. Then for any additional rate
i ncreases that are approved, we |imt ourselves to

85 percent. So 85 percent of every dollar
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collected on the additional rate increase anount
wll go towards paying clains. And those two
conponents were considered in determning this
justified rate increase of approxi mtely

48 percent.

M5. LI: Thank you.

MR. REDVER  Thank you.

John Hancock.

JOHN HANCOCK | NSURANCE COVPANY TESTI MONY

M5. ROCHE: (Good afternoon. My nane is
Mari e Roche, and |'m assistant vice president at
John Hancock responsible for insurance contracts
and | egislative services.

Thank you, Conm ssioner Redner, staff of
the I nsurance Adm nistration, as well as the
attendees and fol ks on the phone. W're very
pl eased to be here today to talk to you about rate
I ncreases generally as well as specifically John
Hancock's currently pending filing.

Hancock has been witing | ong-termcare
since 1987. M goal today is to talk alittle bit

about the need for prem um adj ustnents, how we can
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or how Hancock mtigates the inpact of the rate

i ncreases on our policyholders as well as to the
specifics of our filing and what we can do to help
educat e our consuners.

As you've heard, long-termcare is a
| ong-duration policy. People buy themin their
50s, 40s and 50s and then claimin their 80s and
90s. And long-termcare usage as well as expenses
are extrenely difficult to predict for many
decades in the future. Medical advances, famly
patterns, people, you know, children working,
provider utilizations are all things that are
extrenely or are virtually inpossible to be able
to predict.

What we're seeing, again is good news,
people are living |l onger, but in many instances
people are living longer, but they're also living
frail, inafrailer state, neaning that they are
going to need long-termcare, and they wll also
claimlonger. And these are sone of the el enents
t hat have caused the need for rate increases.

And one of the things that, the nost
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1 inportant thing | think that any carrier,

2 i ncl udi ng Hancock, can do is help to mtigate the
3 inpact of rate increases on our policyhol ders.

4 And we understand that these prem umincreases are
5 extrenely difficult for our policyhol ders and have
6 taken sonme significant steps to mtigate the

7  burden.

8 For exanple, on our pre-rate

9 stabilization bl ocks of business, so the earlier
10 bl ocks of business witten from 1991 to the early
11  2000s --

12 MR REDMER  Excuse ne for interrupting.
13 Are they the policies that are subject to the rate

14  request increase?

15 M5. ROCHE: Yes.
16 MR. REDVER  Thank you.
17 M5. ROCHE: And I'Il get to that

18 specifically, but one of the things we have

19 proactively applied, the tenets of rate

20 stabilization to our pre-rate stabilization bl ock,
21 and that includes the 58/85 block ratio as well as

22 the new business cap, so it's also applied on the
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earlier ones. And we also voluntarily adm nister
a contingent non-forfeiture benefit as well.

And again, in 2010, Hancock pioneered a
uni que and innovative alternative as a mtigation
option, and it was called the inflation reduction
| andi ng spot whereby the inflation index or
i ndi vi dual s who had 5 percent conpounded,

5 percent sinple inflation on a prospective basis,
that 5 percent index is reduced based upon a fixed
amount by policy series. And | think that the
inmportant thing to that type of mtigation option
Is that the benefits, existing benefits, including
past accruals, are retained by the policyhol der,
and then only future inflation increases are
reduced. This option, unfortunately, is not
avai l able in Maryl and, because of the 15 percent
cap. Wen we offer these inflation |anding spots,

the requested rate increases need to be approved

in full.

MR REDMER  Excuse ne. There are
states where you offer that as an option, | take
it; right?
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1 M5. ROCHE: In the vast mgjority of

2 states, we do offer that.

3 MR. REDMER:  Ckay.

4 M5. ROCHE: As to our --

5 UNI DENTI FI ED FEMALE SPEAKER: Can you
6 explain that better.

7 MR REDVER |I'msorry. W don't have

8 tinme to |let the audience ask questions of the

9 carriers. However, we've got our contact

10 information. At the conclusion of this, you can
11 ask questions. |If you prefer, you can send
12 questions to us and we'll be happy to facilitate

13 answers on your behalf.
14 Wth that, | have a question. Could you

15 answer that. Explain that better.

16 (Laughter.)
17 M5. ROCHE: kay. So what the inflation
18 | andi ng spot does, let's assune that you have

19 5 percent conpound inflation and your policy
20 benefits are inflating for 5 percent over a period
21 of tinme. So let's assune your daily benefit is

22 100, and now because of inflation over a period of
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years, let's just pick a nunber, your daily
benefit is now, over a series of years, is now at
$150.

What we allow in other states is, for
exanple, an individual to reduce that 5 percent
conpound to maybe 4 percent or 3.5 percent
conmpound inflation. So rather than prospectively
your benefits increasing at 5 percent, it
increases at 4 or 3.5 percent, but the
starting-off point for that daily benefit is still
$150. And so again, the inflation or the reduced
inflation index would apply on a nove-forward
basi s.

I's that hel pful ?

(Unidentified femal e speaker noti oned

affirmatively.)

Ckay. Thank you.

Ckay. The other thing that | wanted to
tal k about, clearly, is our current pending
filing. This subm ssion was nade in August 2016
and remains pending. It covers 13 policy series

t hat have been issued over time in the state of
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Maryl and fromthe tinme period of 1991 to 2004.
Those were the issue dates for the policies that
are being increased.

And as you have heard, Maryland is
unique in that the Maryl and regul ati on has capped
rate increases to a maxi num of 15 percent. One of
the other things that 1'd like to take note of is
that capping rate increases has a result of,
meani ng for consuners, that the ultimate rate
I ncrease that consuners wll pay over tine wll,
in fact, be higher. So we think that that's an
I nportant consideration.

In our outstanding filing, the average
needed rate increase that we believe that we were
actually able to justify is 46 percent. So we
woul d anticipate additional rate increases in the
future.

I n addi tion, Hancock continually
nmonitors its experience over the years, and we are
in the process of conducting a deep dive on
experience. That's done every few years, and the

results of that study is ongoing, and the results
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may require future rate increases as well.

But getting back to the rate increase at
hand, if Hancock is, in fact, capped at
15 percent, the average increase for the pending
rate increase is 14.2 with increases that range
from.2 to 15 percent based upon policy series.
And the reasons for needing these increases are,
agai n, the experience that we are seeing at ol der
ages. Again, people are claimng |onger, and the
clains are -- they're claimng |onger, but people
are also living a longer period of tinme where
they're nost likely to claim

The other thing that | wanted to nention
Is that we -- you know, another inportant thing,
in addition to mtigating or providing our
pol i cyhol ders w th neani ngful options to help
mtigate the rate increase, is our ability to
educat e our consuners, and we believe that the
type of conmunication that is needed is that al
consuners need to be infornmed of the anpbunt of the
rate increase, the timng, as well as in clear,

easy to understand | anguage the mtigation options

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 - 10/ 27/ 2016 Page 73

1 avai l able to them

2 And one of the things over the past few
3 years the NAIC has been working on is new

4 disclosure on rate increases, which we fully

5 support.

6 Agai n, we commend the departnent's

7 thoughts about inplenenting the nost current

8 version of the NAIC. W are supportive of that.

9 W believe that it wll provide added protections
10 to consunmers as well as clear disclosures.

11 And we respectfully ask that -- we

12 bel i eve that we have actuarially, from an

13 actuarially justification perspective, have

14 justified the increases that we have requested and
15 that the department woul d provide disposition on

16 our subm ssi on.

17 MR. REDVER  Thank you.

18 Sar ah.

19 M5. LI: So you said that you can --
20 MR. REDVER  Let everybody el se hear
21 you.

22 M5. LI: So you said that you can
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justify 46 percent rate increase.

M5. ROCHE: Unh- huh.

M5. LI: GCkay. Over the past few nonths
we have received a couple conplaints with regard
to your policies, and in the process of
i nvestigating these conplaints, we realized that
your conpany did not inplenent the rate increase
for the last three years. Current point, it seens
|ike to us you are still inplenenting... business.
|s there any system problens or is that --

M5. ROCHE: |'mnot aware, and |
apol ogi ze, of any operational aspect. | do know
that there may have been a delay in inplementing a
few policy series, but not overall. And I'Il be
happy to do sone investigation, and I'l|l get back
to you in the next few days.

M5. LI: That would be good. Thank you.

MR. REDVER  Thank you, Marie.

My understanding is MedAnerica is not
represented. They're going to provide witten
testinony. |Is that right?

MR. ZI MVERVAN:  MedAnerica and Princi pal
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1 Life provided witten comments which will be

2 posted to our website.

3 MR REDMER  Thanks, Adam

4 Met ropol it an.

5 METROPOLI TAN LI FE | NSURANCE COMPANY

6 MR TREND: Good afternoon, Conm ssioner

7 Redmer, Ms. Li, Ms. Grason, M. Zi mrerman, Met

8 Life long-termcare policyhol ders and ot her

9 interested parties.

10 My nane is Jonathan Trend. | ama vice
11 presi dent and actuary at Metropolitan Life

12 I nsurance Conpany, and | have overall

13 responsibility for the actuarial nenoranda and

14  acconpanyi ng docunents that support the

15 application. I'ma fellow of the Society of

16 Actuaries and a nenber of the Anmerican Acadeny of
17 Actuaries and have over 18 years of experience in
18 | ong-term care insurance and the ri sks,

19 assunptions and benefits that are characteristic

20 of that coverage.

21 Also with me is TomReilly. Tomis

22 Metropolitan Life Insurance Conpany's director of
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1 | ong-term care product managenent and conpli ance.

N

W are here today on behal f of
Metropolitan Life Insurance Conpany, Met Life
| nsurance Conpany USA, TIAA-CREF Life Insurance

Conmpany, and Teachers | nsurance and Annuity

o o1 A~ W

Associ ation of Anerica. During the presentation,
7 we wll refer to all these conpanies collectively
8 as Met Life.

9 W wel cone the opportunity to present

10 our views on Met Life's long-termrate filings

11 currently before the Maryland | nsurance

12 Adm nistration and to answer your questions.

13  Thank you also for providing this forumfor

14  Maryland citizens, including our valued custoners,

15 to express their views and comments on the

16 filings.

17 Qur brief presentation will include a

18 description of the steps we have taken to mtigate

19 the inpact of the proposed increase. W also hope

20 to provide a greater understanding of why the

21 increases are necessary and the process Met Life

22 uses to eval uate the underlying assunptions and
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risks that we are required to assess before filing
for an increase with the adm nistration

Pl ease keep in mnd that this
presentation wi Il highlight and expound upon
certain areas relating to Met Life's conprehensive
filing mde with the Adm nistration on May 25t h,
and June 23rd, 2016. The filings present the full
and conpl ete actuarial basis for the requested
rate increase that constitute Met Life's official
request .

Met Life's decisionto file for rate
I ncreases was nmade only after careful and in-depth
anal ysis of the experience relating to these
policies that are the subject of these failings.
W are proposing these increases in |light of the
information that has energed over the years these
policies have been in force, including claim
experience and persistency and the changes and
assunptions underlying these policies since they
were first issued.

Met Life believes that the rate filings

made with the Adm nistration clearly denonstrate
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1 that the increases are needed because the

2 experience relating to these policies has been and
3 is expected to remain materially worse than

4 initially anticipated. This is also ny

5 professional opinion.

6 We believe that the proposed prem um

7 schedul es are not excessive nor unfairly

8 discrimnatory and the benefits provided are

9 reasonable in relation to the proposed prem uns

10 based on the lifetine loss ratio being in excess
11 of m nimum requirenent set by Maryland i nsurance
12 | aw.

13 "' mnow going to turn the presentation
14 over to ny colleague TomReilly who will provide
15 an overview of the scope of Met Life's

16 applications for rate increases.

17 MR REILLY: Good afternoon and thank

18 you for the opportunity to speak about our

19 filings.
20 As a background to our filing, | think
21 it would be helpful to briefly explain the scope

22 of the applications that are the subject to
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t oday' s heari ng.

Met Life is seeking approval on two
segnents of our long-termcare insurance business.
The first segnment includes policy fornms associ ated
with the Met Life Insurance Conpany USA. Policies
were i ssued between 1990 and 2001. The increase
that Met Life is requesting on these forns is
15 percent. Approximately 3,918 insureds from
t his business may be inpacted by the rate
I ncr ease.

The second segnent includes policy forns
I ssued by Teachers Insurance and Annuity
Associ ation of Anerica and Tl AA-CREF Life
| nsurance Conpany, their individual business which
Met Life acquired in 2004. After acquiring this
busi ness, Met Life did not market or sell new
policies associated wth future business. These
policy forms were issued between 1991 and 2004.
The increase percentages that Met Life is
requesting on these forns is 15 percent.

Approxi mately 839 insureds fromthe Teachers

busi ness ny be inpacted by this rate increase.
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Jonathan will now address the actuari al
aspects of the filings.

MR. TREND: As previously nentioned, Met
Life believes that the applications denonstrate
that the requested increases are justified and
meet all Maryl and i nsurance requirenments for
approval .

To assist you with your review, | wll
briefly speak to the applications and why we
bel i eve the requested increases are reasonable.

Il wll start by referring you to
specific portions of the filings that denonstrate
that the loss ratio on the Maryland policies after
application of the requested increase will remain
far in excess of the mninmum/|oss required for
rate revi sions under Maryland insurance | aw.

The termloss ratio used throughout our
testinony is here defined as the ratio of incurred
clainms, the noneys we pay to claimants; the term
prem uns, the noneys we collect fromthe
pol i cyhol ders.

As part of the in-force managenent of
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t he business, Met Life nonitors the perfornmance of
t he busi ness by conpl eting periodic anal yses of
persi stency rates, how many policyhol ders keep
their policies; nortality rates, how | ong
policyhol ders live; and norbidity rates, the
frequency and severity of clains.

The findings fromthese anal yses were
used in projecting the future perfornmance of
in-force business to determ ne the effect of
experience on projected lifetinme loss ratio. The
reason we study these paraneters is because they
bear directly on projected |levels of clains and
prem uns over the lifetine of the policies.

As expl ained in the nmenorandum overal
actual persistency rates have been higher than
t hat assunmed when the policies were priced;
nortality rates have been | ower than that assuned
at pricing; and norbidity | evels have generally
been hi gher than that assumed at pricing.

The conbi ned result of past experience
and future projections based on current

assunptions without a rate increase are | oss
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1 ratios that far exceed the m ni mum requirenents.

2 In fact, the current projected lifetine |oss

3 ratios in Maryland range from 117 to 173 percent.
4 This nmeans that our current rate bases have us

5 paying out between $117 and $173 in benefits for
6 every $100 we collect in premuns. Even after

7 rate increases at the levels requested in our

8 applications, the loss ratios for the Mryl and

9 policies wll range from 111 to 170 percent,

10 again, well in excess of the m nimumrequirenent.
11 It is inportant to note that our

12 applications do not attenpt to recover past

13 | osses.

14 Tomw Il now concl ude our testinony.
15 MR. REILLY: Thanks Jonat han.

16 Pl ease be assured that while Met Life

17 believes the requested increases are necessary,

18 justified, and permtted under Maryland's

19 i nsurance | aws and regul ati ons, we al so understand
20 that many of these increases may cause sone

21 policyholders to consider canceling coverage. Mt

22 Life's experience shows that the vast majority of

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 - 10/ 27/ 2016 Page 83

N

o o1 A~ W

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

pol i cyhol ders choose to maintain their coverage,
even in the face of rate increases. For al

pol i cyhol ders, including those who may consi der
endi ng their coverage because of any of these rate
increases, we wll offer themnultiple options
where available to nodify their coverage to keep
their premuns at a level simlar to their current
prem uns.

In addition, currently the rate increase
request, we have requested approval and
endorsenent to provide a nonforfeiture benefit so
that all policyhol ders who choose to stop paying
premuns in response to a rate increase can still
mai ntai n sone pai d-up coverage. This neans that
for these policies, every prem umdollar
previously paid, mnus benefits al ready received,
will be available as a benefit if the insured goes
into claim

In closing, we feel the value provided
by these coverages is significant, and we are
proud of the service we have provided to Met Life

pol i cyhol ders, especially at tinme of claim Since
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entering the long-termcare insurance market, Met
Life has paid out over 6 billion in clains.

Thank you for the opportunity to testify
in support of Met Life's applications. W
respectfully request that the adm nistration
approve the filings as submtted.

Thi s concl udes our remarks. We'd be
happy to take your questi ons.

MR. REDMER  Thanks for com ng out.
Sir.

M5. LI: Thank you. M. Trend, w thout
15 percent cap, what would be the rate increase?

UNI DENTI FI ED FEMALE SPEAKER: Can you
speak | ouder, please.

M5. LI: Wthout 15 percent cap, what
woul d be your justified rate increase?

MR. TREND: |t would vary by policy
form | nmentioned in ny opening remarks our
filings address a variety of... and policy forns,
so it would range, but certainly be substantially
hi gher than 15 percent.

M5. LI: So in followup, you nentioned
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that the rate, the 15 percent rate increase, the
| oss ratio, lifetine loss ratio noved by only
5 percent, 5 to 6 percent?

MR. TREND: Thereabouts.

M5, LI: Okay. So if... Met Life USA
policies, they were issued between 1990 and 2001,
and the loss ratio is running between 111 percent
and 170 percent, so you woul d expect a cap of
15 percent increase in future years; is that
correct?

MR. TREND: For that block, the Met Life
USA bl ock, yes. A loss ratio is extraordinarily
more than the m nimum requirenment, but expectation
Is that Met Life USA would continue to apply for
mul tiple rounds of 15 percent rate increases, and
that precipitates that lifetinme loss ratio to
sonet hi ng nore reasonabl e.

MS. LlI: Thank you.

MR. REDMER:  Thank you.

Prudenti al .
THE PRUDENTI AL | NSURANCE COMPANY OF AMERI CA TESTI MONY

MR BURNS: (Good afternoon. Pete Burns.
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1 |*"'mvice president and actuary at Prudenti al

N

responsible for the rate increase, loss ratio rate
i ncrease filing.
| want to take the time to thank the

Maryl and Departnent of |nsurance and Conm ssi oner

o o1 A~ W

Redmer for giving me the opportunity to speak on

7 behal f of Prudential and explain why the rate

8 increases are needed as well as to help explain

9 what Prudential is doing to mtigate those rate

10 increases to the policyhol ders.

11 Prudential is currently seeking approva
12 of average rate increases between 12.8 percent and
13 15 percent for four of our individual |long-term
14 care policies that were sold in Maryl and between
15 the years 2000 and 2012. W currently have 1, 952
16 policyholders in Maryland that own one of these

17 inpacted policies. And the average anount of the
18 rate increase is expected to be $37 per nonth.

19 Prior rate increases in Maryland that we
20 have sought in the past have not been sufficient.
21 That's why we're here to seek another rate

22 increase currently. The prior rate increases have
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resulted in a vast majority of the policyhol ders
continuing to pay the premum |In fact, we've
seen, for each rate increase, we've seen about

94 percent of Maryland policyhol ders continuing to
pay that prem umw thout any sort of benefit
reduction. Cbviously there are sone peopl e that
are taking benefit reduction as well as sone
peopl e that are deciding to stop paying prem uns.

Sone of the primary factors, just
echoi ng what's already been said that, you know,
the prem umincreases, the primary factors being
voluntary | apse rates, nortality, norbidity and,
of course, investnent earnings needed for, you
know, for the policy reserves has significantly
been | ess than what was anti ci pat ed.

For Prudential, the primary drivers for
rate increases has been around nortality and
voluntary | apse rates. And as you know and has
been expl ai ned, you know, what we see is the | apse
of ... policies, so premuns and the reserves that
were set aside need to be sufficient to help fund

to pay those clains for the remaining
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pol i cyhol ders that do go on claimin those |ater
years.

Fromthe | apse standpoint, when
Prudential first got into the long-termcare
busi ness, for these individual policies, the
assunption was closer to around 5 percent, and
today it's at 1 percent or even | ower.

Mortality rates, of course, continue to
fall as well, and obviously it's inportant and has
that inpact to where there's a |lot nore
policyhol ders available to claimon those benefits
at the ol der attained ages.

Due to the inproved voluntary | apse
rates and nortality, it is assuned that a
significant nunber of policyholders will remain in
force at these ol der attained ages when they're
nore likely to go in claim and of course that's
good because that's what the coverage is al
about, to provide that coverage when they need it
the nost. But unfortunately, it was not
anticipated that -- Prudential didn't anticipate

the | evel of policyholders that woul d be around at
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1 that tine and was just not included in the

2 original pricing.

3 The current rate increase request is

4 intended to partially but not fully offset some of
5 our adverse experience. W do anticipate that

6 future rate increases will be likely in the

7 future.

8 Al so, Prudential understands the

9 chal l enges that sone of the policyholders are

10 going to face. In an effort to nake this

11 difficult situation a little bit easier, to help
12 mtigate sone of these difficulties, Prudenti al
13 does offer, you know, with the notification

14 | etters, offer a nunber of options to reduce

15 benefit coverage as well as offering a 1-800

16 nunber to call in to a custoner representative to
17 hel p handl e the situation. The tele-center, |
18 want to point out, is 100 percent dedicated to
19 Prudential long-termcare matters.

20 Sone of the voluntary options that

21 Prudential offers to mtigate the rate increases

22 are, you know, reducing policy benefits, such as
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1 daily and lifetime maxinmuns; renove optional

2 riders that provide additional benefits; stop

3 paying premuns and exercise a nonforfeiture

4 benefit. And | will add that Prudential is now
5 offering a nonforfeiture benefit to all of those
6 that let lapse as a result of the rate increase.

7 So those, obviously, are sone of the options.

8 | do want to point out that

9 Prudential -- the mgjority of Maryl and

10  policyhol ders have sonme form of cash benefit.

11 That's sonething that's not always preval ent anong
12 other carriers. | want to point this out because,
13 you know, the cash benefit is alittle bit

14 different than the typical reinbursenent policies
15 or benefits. It pays insureds a daily benefit

16 maximum or in sone cases we have what's called a
17 cash alternative where we'll pay a partial anount
18 of that benefit, but it pays as long as the

19 claimant is benefit eligible and has an approved
20 plan of care in place. Wth this, the

21  policyhol der does not have to submt proof of

22 receiving the LTC services, provided they were
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benefit eligible before. But the insured wll
have the option, with this rate increase, that
they can offset that 15 percent rate increase by
electing to -- actually, in sone cases they can
actually get a bigger than 15 percent reduction by
electing to reduce -- to elimnate this cash
benefit to keep the sane dollar anount that they
currently have. It's just an option, it's
voluntary, but it's an option to basically say,
you know, we'll still pay, we'll still pay for

your benefits, but it's going to be under the

rei mbursement nodel. You'll need to provide proof
of receiving the services. W'IlIl pay up to the
dai |l y maxi mum anount of reinbursenents... expenses

up to the daily maxi numanmount. So it's an offer
to help offset the rate increase.

In fact, policyhol ders, of course, can
also elect to pay the increased prem um and keep
all their existing benefits.

As stated in this testinony, Prudenti al
does understand the chal |l enges of the policyhol der

when rates are increased. Rate increases are
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1 needed to help ensure that future premuns in

2 conbi nation with existing reserves wll be

3 adequate to fund the anticipated clains. And by
4 providing different options, we wll assist

5 policyholders with opportunities to mnimze the
6 inpact of the rate increase.

7 And we appreciate the departnent's tine

8 and attention to this matter. And we are

9 avai | able for further discussion.

10 MR. REDVMER: Keith, thank you. You're
11 | ucky. We're getting behind on tinme, so any

12 followup questions wll cone by email.

13 For you and any of the other carriers,
14 Marie from Hancock nentioned an option that's not
15 available in Maryland, reduction of the inflation
16 i ndex. |If any of you are offering anything

17 outside of Maryland that you can't do in Mryl and
18 but would like to, we'd like to hear about it, not

19 today, but please follow up with us.

20 Next, Tim from TransAmeri ca.
21 TRANSAVMERI CA LI FE | NSURANCE COWVPANY TESTI MONY
22 MR. KNEELAND: Good afternoon. Thank
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you Comm ssioner and all of your staff, and

especially the custoners that are here.

This is a challenging topic, as |I'Il get
into alittle bit. | understand that. W get
that. In the end, | understand and we understand

t hat our biggest commtnent to all of our
policyholders is to nmake sure we pay every
qualified claimfor the rest of eternity on these
policies that are in force. And for us, thisis a
very serious topic, not just for us but for the
i ndustry, because, as the question was asked
earlier about what protections are there if an
I nsurance conpany can't neet its obligation,
that's a very serious issue. It's inportant for
us to be able to keep that on the table.

["mgoing to try to not be redundant.
There's been a | ot of good information shared here
already. I'll make sure | cover the areas that
t he Conm ssioner specifically requested. However,
| think it's also inportant to think a little bit
about an equally inportant issue, which is the

rol e that insurance conpanies take on in this
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capitalistic society that we have.

Approxi mately 25 to 30 years ago
conpani es started working on trying to solve a new
i ssue that was arising: Qur baby boomers were
aging and they were going to create a whole
different set of circunstances that this country
had never seen before, and one of them was going
to be the care. Wll, what's going to happen?
Qur famlies don't all live together. Children
nove away. |It's not the sanme as it used to be.
So as insurance conpani es, many of us, over 120,
chose to step up and to be able to start offering
a type of coverage that was known at that point in
time as nursing hone insurance. This evolved to
be very expansive and offer a |ot of care for
chronic care.

And we did those things know ng that
there's two types of policy forns. One is
specific to this issue. One is a noncancel able
policy and one is a guaranteed renewabl e policy.
A noncancel abl e policy says that an insurance

conpany is going to not only guarantee that that
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policy will stay in force for the lifetinme of the
custoner as long as they pay their premum but it
al so says that the premuns are guaranteed. That
is not what these policies are, and our policies
wer e guar ant ee renewabl e.

The state of Maryland and every ot her
state approved the guaranteed renewabl e policy
form To ny know edge, there was none or al nost
no long-termcare i ssued on a noncancel abl e basi s.
And | think it's inportant for us to understand
t hat, because w thout that provision you woul dn't
have seen insurance conpanies, nost |ikely, enter
this realm W would not have taken on this risk.
It would have becone a conpletely societal issue
rather than an issue that would be sol ved or
attenpted to be aided by the private sector.

It's also inportant because as risks
cone noving toward, things that we haven't even
t hought about yet, things that may not apply to
our ol dest custoners today or even to ny
generation -- I'"'mat the end of the baby booner

generation -- but they wll affect our kids. They
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w |l affect our grandkids. W want a strong
I nsurance industry that is still wlling to take
on those risks and to face those and to offer the
i nsurance, but in order to be able to do that, we
need to have predictability in this insurance.

| mean no disrespect to the people that
are inpacted by this. Four of our policyhol ders
that are going to have rate increases are ny nom
my dad, nmy nother-in-law and ny father-in-law |
never understood just exactly what this neant to
t hose people until | was sitting down with ny
father-in-law and nother-in-law. As a side note,
that's a whole different discussion, as you'd
expect, your nother-in-law tal king about this.
And | tal ked about the needs, and | tal ked about
the conditions, but I rem nded themthat we are
going to pay every dine on this when that tine
cones, because for nost of our policyhol der they
don't ever let go of these policies, and they do
claim And it's inportant that we and all of our
ot her conpanies are there to be able to pay those

claims. And that's why it's such an inportant
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di scussion, not just for us but for our country.

When | talked to ny father-in-law, we
too offer the sane | anding spot as John Hancock
does. W cannot offer it in Maryland, but it is
why we're an outlier and why we ask for the full
amount that we feel we need on this bl ock of
busi ness, either 65 or 70 percent. Because we
feel that, just as nme sitting down talking to ny
not her-in-law and father-in-law, we have to be
transparent. W have to tell you everything that
we know at this point intinme. And we said if you
can allow us to have these rate increases, we wll
not conme back for additional rate increases unless
t hi ngs deteriorate beyond this point.

And the challenge is is that as we | ook
at the things that have inpacted and we | ook at
t he things that have changed, when we first sold
these policies, they were sold in the early -- in
the late '80s, and | was one of the people selling
those policies for the first 20 years of ny
career. And we went and we | ooked at the

facilities that were being covered back in the
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| ate '80s and early '90s, and they were cold
sterile wings on hospitals or nearby hospitals,
and they've evolved, and |I'm gl ad.

I"mat the end of the baby boom era.
It's quite likely that my wife and | or one of us
will be in one of those facilities, and we're gl ad
that they're nuch nicer than they ever were, but
it also is inpacting behavior. That's sonething
that hasn't conme up in the discussions. Yes,
people are living longer. Yes, norbidity is
getting worse. Yes, people keep their policies.
But the other thing is they think about claimng
different. |It's a different discussion to go into
an assisted living facility or one of the very
nice facilities that exist today than it was back
when perhaps your parents or your grandparents
were | ooking at these facilities. So it's
i nportant for us to be able to understand that.

In addition to being transparent -- and
|"mreally excited, Conm ssioner, that you started
of f by saying that your desire and the governor's

desire is to be transparent. That's why we filed
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what we filed, because we believe that our
custoners need to know everything that we know
t oday.

Is thisis it? | don't know. W don't
know what a m|lion hundred-year-olds are going to
| ook and act like in this country. | w sh we did.
Maybe we don't want to know. But the reality of
it isis things are going to continue to evol ve.
People are likely to continue to |live |onger.

WIl there be quality of life or will there just
be nore longevity? W don't know, and those are
factors that we have to keep on our toes.

We have people that wake up every day
j ust thinking about how do we nmake sure that in
addition to the $1.7 mllion that we pay every day
in clains -- because we are still selling new
policies, we are still trying to help the states
fix this problem-- we want to be able to nake
sure that for the next 70 years while we're paying
these clains we are on top of it and we know the
best information that is available at this point

in tine.
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In conclusion, we get the challenge. W
get how big an issue this is. W get that this is
nore than an inconveni ence, and that's why for us
flexibility and all of the options that all the
ot her carriers have tal ked about, we have provided
all of those. W' ve gone above that in that we
al so understand that quite often as an issue for
not just the insureds, | spend a lot of tine each
quarter on the phones taking -- they don't let ne
talk, but listening to the calls that conme into
the clains center to understand what are the
I ssues for our people, for our custoners, because
this is adifficult tinme, and quite often it's the
daughter-in-law that's nmaki ng these di scussi ons.
And so for us not only do we have to be able to
provide flexibility and transparency, but we have
to provide education in a usable form

So we've created a website that is
specific to every state so that every insured in
that state can go in and identify thensel ves and
make their own decisions, or better yet, in a

confidential setting that is secure and only
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avai |l able to them they can sit down with their
famly nmenbers and they can nmake a deci sion about
what are the best options for us.

Hi storically, under 3 percent of our
peopl e ever took nonforfeiture, which neans they
just say, | want a paid-up policy equal to ny
prem uns. Most of our people, the vast mgjority,
pay the increase. Mny of themw || change their
benefits. W want to make sure they do it with
full know edge, which is why we provide cost of
care information across the country as well as
allowng themto get online and set an appoi nt nent
w th one of our many very well trained call center
people after they' ve been able to review this
information with their famly and decide what's
best for them

We woul d |i ke the Comm ssioner and the
staff to think about our filing and consider it
beyond the 15 percent, allow ng us, even though
we've offered to inplenent it over the course of
five years, to be able to allow our custoner to be

abl e to make downgrade decisions with all of the
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1 facts that they have.

2 MR. REDMER: Thank you, Tim

3 UNUM

4 UNUM LI FE | NSURANCE COVPANY OF AMERI CAN TESTI MONY
5 MR MONAGHAN. Good afternoon and thank

6 you for having me. On behalf of UNUM thank you
7 for having this hearing, Maryland | nsurance

8 Association and everyone participating. W

9 appreciate it.

10 My nane is Matt Monaghan. |'mthe vice
11 presi dent and general counsel of UNUM s cl osed

12 bl ock operations. The business unit is conprised
13 of products that we no | onger sell, and not

14  surprisingly long-termcare is one of them

15 Long-termcare policies represent about half of
16  our overall closed block of business.

17 Just following up on Tinms point, our
18 outstanding need for the filing that we have

19 pending is actually 99 percent for folks with

20  compound, uncapped inflation and 68 percent for
21 folks with sinple uncapped inflation. W have

22 filed for both of those groups at 15 percent, and
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we appreciate and expect that's the direction we
can see, so as a result, we wll need to file
again in the future. And I'll be able to speak to
t he | andi ng spot issue, too, because we have
addressed that previously in your departnent.

W exited the individual |ong-termcare
market in 2009. W exited the group long-term
care market in 2012. Most, the vast majority of
our long-termcare policies were sold between 1989
and 2012. W have approximately a mllion
| ong-term care insureds nationwde. In Mryland
we have approximtely 4,300 Maryl and i ndi vi dual
| ong-term care insureds, and we have approxi mately
16, 000 i ndi vidual s who are insured under UNUM
G oup's long-termcare policies that are issued by
Maryl and enpl oyers.

As context for today's hearing, the
total nunber of Mryl and policyhol ders who woul d
face a premiumincrease if our pending request is
granted woul d be slightly Iless than 2, 500.

And there are six policy forms, and to

save tinme, | won't get into all that unless you
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make ne.

Qur commtnent is to all of our
pol i cyhol ders, our |ong-term care policyhol ders,
not only in servicing the policy, admnistrating
the policy during its lifetinme but al so, and nost
inmportantly, at time of claim And that's why
it's critically inportant that we secure the
necessary rate increase, to allow us to neet all
of our obligations. And I'll get into that in
nore detail in a nonent.

During 2015, we paid over 390 million in
| ong-term care benefits nati onw de. Anot her
priority of ours, though, of course, it has to be,
Is to manage all of our insurance products to
ensure financial stability, the financial
stability of our operating conpany for both the
short-term horizon and al so for |ong-term
sustainability in the 25 years before our
| ong-term care clains peak.

So, you know, people talk about results
and what's the conpany done | ast year, what's the

conpany doi ng next year, but really it's a 25-year
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peri od before the clains peak, and then it will be
anot her 20 years for themto run off. And that's
why rate increases are vital, a vitally inportant
element. It doesn't nean there aren't other
el enents, but it's a vitally inportant elenment to
our strategy.
In the |ate 1980s when we entered the
| ong-term care business -- we heard this from
others -- we priced our products based upon the
best available information at that time. W had a
| ot of expert actuaries look at all the different
factors and cone up with an actuary assunption
t hat made sense in slight of experience to date.
Unfortunately, |ike everyone here, al
the carriers here and actually every long-term
carrier that | know, our actual experience is
vastly different than what we had expected. And
you heard sonme of the elenents of that from ot her
folks, and | won't get into it in detail, but I
will tell you that as a result our long-termcare
bl ock has suffered significant overall |osses and

wll well into the future. And that would be the
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case, just in light of the nultiple pricing
factors involved, that would be the case even with
an increase in interest rates.

In 2006 when the financial reality of
| ong-termcare rate increases -- I'msorry, the
econom cs of our long-term care business becane
clear to us and credi ble, we began filing rate
i ncreases, long-termcare rate increases. Qur
goal in seeking long-termcare rate increases
is -- I"Il tell you what it isn't first. It's not
to return the block to a state of profitability,
not in the slightest. |It's also not to recoup
past | osses. W' ve had plenty of |osses and wil|
continue to. W're not |ooking to recoup those.
| nst ead, our goal is ained solely at noving our
| ong-termcare block to a point of
self-sustainability to ensure that over that |ong
hori zon that |I spoke of we wi Il have enough in
reserve plus expected premumto neet all of our
claimobligations and to pay as many of our
expenses as we can.

Wth that in mnd, our current planned
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rate i ncrease nationw de represents only
approxi mately 28 percent of what we could seek as
actuarially justified under our given facts, given
scenari os.

Here in Maryl and because of the
15 percent annual rate increase cap, our current
request is nmade in smaller fractions, and we are
taking an increnental approach in Maryland, and we
appreci ate working with your departnent.

| mentioned earlier that we would be
seeki ng 99 percent for conpound uncapped inflation
and 68 percent for sinple uncapped inflation.
Nonet hel ess, even without seeking limted -- |
shouldn't say limted because they are stil
significant, but even with us seeking far |ess
than we could actuarially justify, we totally
appreciate the inpact to our custoners. | have
relatives like Timthere, and we've had many
conversations about it.

So at UNUM we' ve cone up with our
version of a landing spot. W' ve tal ked about it

in other foruns, and we've tal ked about it with
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t he departnent. The way that our |anding spot
works is essentially it's an inpact-mtigation
option. So the rate increase applies, but it
provi des you options to ensure that your prem um
doesn't increase.

The way ours works is, first of all, the
rate increase that we have pending on this block
of old individual |long-termcare policies, it only
applies to our custoners that have our richest
coverage. It's 5 percent uncapped conpound
inflation or 5 percent uncapped sinple inflation.
And the way our |anding spot works is they can
avoid the rate increase -- they don't avoid the
rate increase, they avoid the prem umincrease by
agreeing to adjust their inflation adjustnent on a
goi ng-forward-only basis from5 percent to
3.2 percent. And what that neans is all of the
benefits that -- increases that have accrued at
5 percent for as many years as they've had the
policy and paid the premumw || |ock at the point
of accrual, at the point that they elect that

| andi ng spot, so they have credit for all of
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1 those. But on a going-forward basis, their next

2 and their follow ng subsequent rate increase wuld
3 be at -- the adjusted benefit would be at

4 3.2 percent on a going-forward basis.

5 In Maryl and, because of the 15 percent

6 rate cap, we talked to the departnment, and what we

7 have done here and what other departnents have

8 done as well is they have said: W want to have

9 that option available for our consuners. Can you
10 offer it and allow themto not have their prem um
11 increase on this rate increase, but also give them
12 a guarantee that their premumwon't increase for
13 any future rate increases up to your relative

14 need, which we discussed is 99 percent of policies
15 wth an uncapped conpound and 68 percent for

16 policies wth uncapped sinple inflation? So

17 that's what we're offering our custonmers, if you
18 approve it. You approved it on our last filing,
19 whi ch provides thema prem umincrease not only

20 for that rate increase but all future rate

21 increases up to 114 for conpound, and 82, |

22 Dbelieve, for sinple. So that's how our |anding
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1 spot works. And of course the fol ks who accepted

2 our landing spot at our last round of rate

3 increases aren't subject to their prem um

4 increasing with this rate increase.

5 Forty-three states have approved our

6 | andi ng spot to date. W' ve seen a high election

7 rate, and that's sonething that we feel pretty

8 good about. [It's been well received by our

9 custonmers. Also, whether you're faced with a

10 | andi ng spot or not, our custoners are always able
11 to adjust their other benefit features to reduce
12 their premum |t mght be that they have a

13 financial issue in their life, they need to nmake
14 adjustnments, and we're always wlling and able to
15 do that for them whether it's reducing the

16 benefit period, adjust the benefit |evels,

17 whatever it may be.

18 And then also, in conjunction wth our
19 | ong-termcare rate increases being introduced, we
20 allow each of our customers a nonforfeiture

21 option. So if our custoner says, Look, | don't

22 want to pay prem um anynore, what we do is all the
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prem uns they've paid up to that point intineis
avai l able in a pool for themas a benefit, if they
nmeet the definition of qualified benefits under
our long-termcare policy.

W at UNUM feel very, very strongly that
no policyholder faced with a rate increase should
surrender their coverage. You can't replace the
coverages that we're tal king about in this filing,
and we think we've offered and we provide
reasonabl e alternatives at various |evels of
affordability to allow our custoners to keep their
cover age.

We acknow edge this is extrenely
difficult for everyone, but nost difficult for our
custoners and ot her consuners. W're going to
continue to do everything that we can to provide
reasonabl e alternatives to nmanage affordability
and to nmake sure that we're there to neet every
one of our obligations and adm nistrate the policy
at the tinme of claim

So thank you very nuch.

MR. REDVER  Thank you, Matt.
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Appreciate it.

For the policyhol ders, thank you for
your patience. W'd like to hear fromyou. And
| et start with Lee Harrington.

COWENTS BY LEE HARRI NGTON

MR. HARRINGTON: This is Lee Harrington.

MR. REDVER  Woul d you mi nd com ng up
here and speaki ng up.

MR. HARRINGTON: My nane is Lee
Harrington. My carrier is John Hancock. |[|'ve
been to -- this is the second of the neetings |'ve
been to, and I'mhearing fromall the carriers al
of the reasons that the rate increase should be
accept ed.

l"mnow retired. Before | retired, |
was With a conpany that was supported by
dues- payi ng nenbers. W did quite well. The
executives got good raises, got bonuses. W had a
chauffeur-driven car. W had Christmas parties
for the staff every year. And that was all well
and good. Due to sone bad financial decisions,

t he conpany cane on hard tines, but we didn't
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rai se the dues for our nenbers. The conpany cut
back on expenses.

"' mnot hearing anything about that from
any of these carriers. |'mnot saying you should
or you shouldn't, but it sure would be nice to
hear that you're sharing in this burden that we
all have on making up the differences.

MR. REDVER  Thank you, M. Harrington.
| appreciate that.

M. Lyon.

COVWENTS BY ROBERT LYON

MR. LYON: Thank you. My nane is Robert
Lyon, from Gaithersburg, Maryland. The conpany
|"mdealing with is Genworth. | appreciate the
opportunity to be here today to hear fromyou
peopl e and have nysel f heard.

"Il start generally speaking that |
think we're all here today to offer our opinions.
Everyone, of course, is entitled to offer
opi nions, have their own opinions, but clearly not
their own set of facts. | wll acknow edge that

until today |'ve had very little facts. Be that
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as it may, what |'mabout to say, | will stand by.
|"ve heard repeatedly today fromthe
I nsurance carriers -- and thank you for being
here -- that people have chosen to retain their
policies, pay the prem uns wthout reductions in
benefits. Very frankly, | don't think we have a
choice. Gven what we've all heard fromthe
carriers, what we've all experienced, what we've
read in the newspapers, escalating costs are such
t hat we have no choice but to cut back,
realistically. So in order to keep any kind of
| ong-termcare health insurance at all, we're
going to be forced to continue to pay these
premuns. | just don't think we have a viable
alternative.

The greatest inpact to people, |
believe, is to us senior citizens, retired.
think we are very vulnerable. W're on fixed
incone. Al you have to do is read the papers
yesterday to see and hear that we are getting no
help from Social Security. Ddn't get any |ast

year. No reason to expect we're going to get it
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this year. So we have to conme up with this noney
someway, sonehow. This, of course, is going to be
har d.

Many of these policies were purchased a
nunber of years ago, and after just a few years
the prem uns were rai sed because the long-term
I nsurance providers, in ny opinion, didn't do an
adequat e job in nmaking projections.

These are professional. They say that
t he i nsurance product is relatively new, 40 years.
| guess | and them wth all due respect, have a
different definition of new Forty years seens to
be enough time to get it right, if | may.

Candidly, again, this |ooks to ne, ny
opi nion again, frankly, as do-overs for these
organi zations. In fact, I'll just take it one
step further. It looks to ne like, to a large
extent, we consuners are providing a consuner
bai | out for conpani es that nmade i nadequate, poor
choi ces, decisions, business nodels, whatever. It
didn't work out for them It seens to ne there's

an extraordi nary burden placed on us consuners
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now, and again -- my term ny opinion -- this is a
consuner bail out.

Wthout going into too nmuch detail, mny
wife and | have had policies with Genworth for 12
years. The last three years the rates have gone
up 15 percent. That's a cunul ative increase of
52 percent with no end in sight. Genworth has
told us very clearly that we can expect these
i ncreases to continue for the foreseeable future.

["mtrying to cut this short for other
f ol ks.

| will say in closing, | read a recent
editorial in the Washi ngton Post that addressed
the recent and terrible actions, performances of
Wells Fargo. | think you all read that or are
aware of the situations. That editorial stated,
and | quote, "The definition of ethical business
is to figure out how to nake a profit honestly
even when conditions beyond your control create
tenptations to do otherwise.” [|'mnot pointing
fingers. 1'mnmaking a comment that | think

certainly can apply to the current situation we're
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2 | don't know where we citizens are going
3 to get help. The insurance conpanies benefit from
4 the second | argest |obbying organization in the

5 country. That's the insurance |obby. W

6 individuals, absent help -- and clearly today |I'm

7 learning a little bit nore about the help we are

8 getting fromthese fol ks, and | thank you.

9 Candidly, it's alittle bit late in comng. |'ve
10 | earned facts today that |'ve never had access to
11 before. So I thank you for that.

12 We can wite to our governnent

13 officials. W have no other opportunity, no other
14  advocates, governnment officials, and | have

15 addressed nore than |'m going to nanme or nunber

16 today. |It's a poor tine to be addressing

17 governnent officials today.

18 | thank you for your tine. | thank you
19 for the information | received today. |'mleaving
200 wth nore facts than | had before, and | hope this
21 ki nd of transparency and information will be

22 provided to us in the future.
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Thank you.

MR. REDVER  Thank you, M. Lyon.

Is Evan R chards here? Evan just stand
up. | known you didn't want to speak. Evan is
here representing Senat or Kathy Kl ausneier, | ocal
state senator. Thanks for com ng.

MR. RI CHARDS: Thanks for having ne.

MR. REDVER | shoul d nake you speak
anyway.

(Laughter.)

M. Brown.

COWENTS BY JOSEPH BROWN

M5. BROMWN. Good afternoon. My nane is
Joseph Brown, and ny wwfe and | are both
pol i cyhol ders of Genworth, which started out as CE
Capi tal Insurance Conpany. W traveled over here
fromCentreville today. | wouldn't have known
about this hearing except that | was on the
website | ooking for the new Medicare suppl enent
policies, and | happened to catch this, and we
felt it was inportant enough to drive over here

fromCentreville today.

1- 800-292-4789
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| would have to say the one thing that's
alittle disappointing is |'mnot sure that the
Maryl and | nsurance Adm nistration seens to have
t oo nuch concern for the consunmer. |t seens |ike
t he i nsurance conpanies are going to rule this
thing. So | hope |I'mwong about that, but
there's sone things going on there.

The one thing that certainly is
di sappointing is that | would think that the
I nsurance conpany should be notifying their
policyholders that they're filing for an increase.
This is now the fourth year in a row that Genworth
has done that, and this is the first tinme | even
knew that they had filed it ahead of getting a
letter that said, On, we hate to do this, but
we've just got to raise the rates. It seens to ne
we shoul d have notification so if you want to
attend hearings or nmake comments we woul d know
about it, and that's part of the consuner
protection part of this whole process.

There's a ot nore to insurance than

just actuary. That's all we want to hear about is
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actuaries' facts and figures. But as a conpany,
t hey have a marketing function. They have finance
functions. They have a | ot of other functions,
not just actuaries.
When we bought our policy in 2004, it

was indicated to us that we could save noney by

buying at an earlier age -- | was 59, ny wife was
57 -- we'd have |l ower prem uns, and so that worked
out really well. CE touted that they were the

| eader, in fact they pioneered |ong-termpolicies
starting in 1974. And their literature says that,
“"While we may have to raise prem uns, we have
never done so in 25 years." That was five years
bef ore we bought our policy, so it was 30 years by
the time we bought our policy. And for the first
ten years, that seemed to work okay, and then we
had a policy increase in '13 and in '14 and in
15 -- | think I"'mwong. '14, '15, and now ' 16,
and now we're |ooking for '17. So that whole
phi | osophy went right by the board.

Wl |, GE decided that they were going to

sell or turn it over to Genworth, which was a
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division of themall along at that tinme. And
Genworth, they put out the literature saying
basically the sane thing, we maintain, we plan to
maintain. And | have all the literature. | can
show it to you guys if anybody wants to see it.
It says in 2013, yeah, we're going to keep the
policy -- "Qur goal has been to price our
| ong-term policy so that the premuns Wwll remain
at original levels." Right in their marketing
literature. Okay?

Now, by 2015 they changed their story,
but they al so sent us a notice back in 2013 when
t hey took over and tal ked about how great Genworth
was, and they tal ked about integrity and
conpl i ance and sharing know edge. Last year, when
the 2015 increase cane in -- and | take exception
to what your senior vice president said about how
great your people are.

Havi ng had two increases in a row, |
want to know where are we going with this? Wat's
the future? So | called the call center. You'd

t hink you were talking to the wall when you say,
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Vell, what's the future? What are we | ooking at
down the road? What's comng? Is thisit? Is it
one year? Two years? They couldn't tell ne. So
we went back to our agent who took the -- sold us
the policies and said get us sone information. He
couldn't come up with anything either.

So, | nean, you hear the story today,
this is 15 for ever and ever and ever, so just
count on it for every year. Right? So Genworth's
credibility, fromwhat they have on paper, down
t he tubes.

Now Genworth is a freestandi ng conpany,
but it's in the process of bought by the Chinese,
so who knows what that's going to bring.

But M. Jeffrey Imelt was the chairman
of Ceneral Electric and he was when | bought ny
policy and he was when he just sold off GE to
Genworth as part of that whole CGE Capital thing.
He only makes $37 mllion a year, plus all his
associ ated lieutenants up there make 10 to $20
mllion a year. So what did they kick in when
t hey dunped Genworth? What do they kick into the
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buy? | don't see them doing anything to mtigate
t hese increases. Were's the accountability
t here?

And then the actuary that gave the nice
presentation, he tal ked about the shortage of
revenue, but he also said it doesn't all have to
cone frompolicy increases. | haven't heard
anybody say where you're getting any of the other
noney for these increases, fromany other part of
t he conpany. Mst of you have other |ines of
i nsurance that maybe you have to kick in from
there. But | don't hear anything about that.
That's, like, totally ignored. 1It's all on the
backs of the policyhol ders.

| find it strange that you quoted such
high rates of retention, because | can tell you
ri ght now, we were |ooking at a 52 percent --
52.1 percent conpounded rate, that's for three
years. |t conpounds at 52.1 with a 2016 i ncrease.
Now, if you conmpound a 2017 increase, if you get
that, we're up to 75 percent. W' re approaching

doubl e what we originally signed up for. So how
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in the world can you guys sit there and think that
t he consuners can absorb this? Social Security
got zero last years. This year we got an

i ncrease, .003. You know what that anounts to?
About five bucks a nonth. And you're going up 200
and sone dollars. It's just not sustainable,

SO --

Oh, the one thing | keep hearing about,
the |lapse rate, it seens to ne that that's what
you really like, and then you get to keep all the
noney. And everybody wanted to tout that they
give you this optional |limted benefit. You had
ny noney since 2004. You're going to give it back
to me. Wat about all the interest you earned on
that? There should be sone interest accrued on
that noney if you're going to give it back to ne.
So there's a lot of things in there where the
consuner needs sonme help, and | hope the
comm ssion wll look at that. And | would love to
talk to the senior vice president for Genworth
after, if she wants to talk to ne.

MR. REDVER  Thank you, M. Brown.

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 - 10/ 27/ 2016 Page 125

N

o o1 A~ W

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

Marshal | Fritz.

COWENTS BY MARSHALL FRI TZ

MR FRITZZ. M nane is Marshall Fritz.
|"ma consuner. | have a Genworth policy which
|*ve had since 20083.

Last spring | gave testinony and put it
on the record, and basically everything in ny
witten testinony then and oral testinony still
hol ds. | have sone additional thoughts that, as I
reviewed the [ast week or two, to update, and |
will put that witten on the record. Thank you
for allowng a week to do that.

The thing I want to focus on from
today's discussion is, Ms. Li, you nentioned in
terns of the process, that in the steps that you
will be | ooking at pricing assunption experience
not realizing why as one of the steps. Wll,
| et's go back a couple of decades, because what's
happening now really is based on what happened two
decades ago. And this is what we're hearing from
t he i nsurance conpanies as well, the | apse rate.

Well, you could say it was acci dent al
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that their actuary sinply didn't give a good
rendi ti on way back. However -- and | thank
M. Zimerman for telling about the new
regul ations. | wouldn't have known otherwise. In
t here, under the 1997 proceedings, third quarter,
par agraph 1351, however they identify it, which
was prior to ny policy issuance, suggested that
the industry was well aware that the policyhol ders
were holding onto their policies. [|'ll quote,
“Al though the first generation of |ong-termcare
i nsurance policies had higher utilization than
expected," he said that "underwiting practices
have evol ved substantially," and he opined, this
Is the person who entered in the record that "now
conpani es have better data and use | ess aggressive
term nation assunptions.” So that's 1997, third
quarter proceedi ngs, paragraph 1351.

Well, here's the problem folks. If in
1997 they knew that people were holding onto their
policies and not self-termnating them then why,
for my policy in 2003 and other policies since

t hen, were they assumng a termnation rate or a
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| apse rate of 5 percent |ike the chief executive
officer, M. Tom Mclnerney, stated in 2016 to the
Pittsburgh Post Gazette? He said that "Fewer than
1 percent of customers annually drop their
policies and give up their right to future
benefits, when actuaries had assunmed a | apse rate
of at least 5 percent based on the history of
t heir other products, such as life insurance.”
Wel |, one can understand back in the
'90s, early '90s, but after the insurance industry
recognized this, and this is in the record, why in
the world did this stay into the analysis? 1In
ot her words, perhaps we shoul d have had a hi gher
premumrate a decade, decade and a half ago
per haps, okay, to be fair, with realistic
assunptions. But given this know edge, it al nost
seens |like fraud on the part of the insurance
i ndustry to ignore their own findings, and then
when the rates are approved by the state, they're
supposed to give their assunptions, and the state
shoul d have known this al so, because Maryl and

participates on NAIC commttees.
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So what we're looking at, folks, is
sonet hi ng that shoul d have been seen a |long, |ong
time ago. It's not just M. Mlnerney saying in
2016 we just discovered it. No, this goes back a
| ong, long tine before, and so it appears to ne
that this is actuarial fraud to know it and then
ignore it. And so the state is partly conplicit
and partly handi capped, because you | ook at the
rate increases, you got the nunmbers, you got the
nunbers, yes, it justifies. However, when you go
back to the basic assunptions, it |ooks |ike these
I nsurance conpani es knew nore. So who i s being
penal i zed? The consunmer is now being penalized.
It didn't have a good estimate upfront, and now
we're being hit by infinite successive increases.
So that's not fair, and the burden is on the
consuner, not on the industry it seens.

And the officer from Genworth said that
there was a 48 percent -- the gap was 48 percent |
t hi nk, 48 percent increase justified. So what is
not clear fromthat is is that saying that if they

got three years or three years plus in a row of
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15 percent increases, that woul d basically knock
out anything they're expecting for |ong-term need
for nore revenue, or saying, oh, no, in three
years we'll cone back and say it's 90 percent nore
we justified, because we don't really have to tell
you what we need today. And this is one of the
problens with the know edge, the transparency.

As | understood it and we're seeing
today, they don't have to tell MA exactly how
much on the long-term and they cone in at
15 percent or 13 percent, and that's this year.
And so | recall two years ago soneone on your
staff said, Well, they don't tell us. Maybe now
they're saying nore, but a couple years, they just
don't tell us what they really need. So if that's
the case, you really don't know what long termis
com ng up, and the consuner doesn't, and so we
never can figure out what this all means. So even
i f soneone were to downgrade their policy to the
sanme premumthis year, what does it nean for the
year after and the year after and the year after?

So the consuner does not know about what
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the overall justification would be even if there's
a cap. And there again, the question is: Does
the cap help or not hel p? But when you don't even
know what the horizon is, none of us are in good
shape to make deci si ons about what's really going
on with the industry.

And |'m concerned about the loss ratio
bei ng reveal ed on a case-by-case basis, because
then so much woul d be hidden that the consuner
woul d never understand basically what your
deci si on-maki ng i s doi ng.

So those are sone things that cane up
from-- oh, and Genworth said they enpl oyed the
best estimates at the time of pricing,
quot e-unquote, from Ms. Edwards. Well, it doesn't
appear to ne, based on this 1997 NAIC findi ng
conpared to M. Mlnerney's interview a year ago
in the press. It can't be, because in 2003, for
me, they knew that the retention rate was quite
different fromwhat they m ght have started to
assune.

And al so, |life insurance is not the sane
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as long-termcare insurance. Life insurance

peopl e decide as they go along whether it's
appropriate to hold. Long-termcare, they hold it
until they need it. GCkay. So that's a big part
of what | want to bring up.

And the regulations, I'ma little
confused between Maryl and al ready having a 58/85
| oss ratio for |ong-term policyhol ders versus the
NAI C saying 60 percent. I'ma little confused for
| ong-term But that's a mnor little difference
or so. But there's nothing in your website about
the regulation. There's nothing saying, W're
considering regulation. And that's a lapse. |If |
hadn't --

M5. GRASON: We actually exposed them
for public coment on our regulation page. |f you
want to reach out to ne personally, nmy contact --

MR FRITZ. M. Zinmrerman, in answering
sonme questions of mne, clued ne into its
exi stence, so | |ooked at it.

MS. GRASON: (Good.

MR FRITZ2z Oherwise, | wuldn't have
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known because | thought the website really didn't
say what's goi ng on behind the scenes. Maybe |
m ssed sonet hing, but --

MR REDMER And as a rem nder, there's
a sheet with our contact information for anybody
that's got follow up questions or comments for us.

MR FRITZ: Reading the regulation for a
| ayperson may be difficult. | had to wade through
it and realized that a long-term policy, section
20 and 25.1 don't apply. So it |ooked Iike
sonet hing that applied, but | had to read very
cl osel y.

Also, in a recent article in U S. News,
May, 2016, witten by Maryal ene LaPonsi e,
"Qut-of-Control Prem um H kes for Long-term Care
| nsurance, " she put together comments from others,
and it said, "All but nine states have adopted a
| ong-termcare insurance rate stability
regulation.” Well, | don't see rate stability in
t he Maryl and regul ati ons, but then we don't know
what the Maryland regulations really are. In

ot her words, it's not transparent what parts of
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the regulations apply to us. You know behind the
scenes, but | didn't see that in the website easy
to detect.

Ckay. So then it goes on to state,
"Rules limt conpany profits. The long-termcare
i nsurance nodel regulation was first nodified to
include rate stabilization provisions in 2000." |
don't see anything in Maryland, and it says --
well, it says, "Wile 41 states have adopted a
rate stability regulation, only 11 have published
t he nost recent anmendnent.” | don't see any rate
stability in what we're discussing. | see caps of
I ncreases, but not rate stability, unless
nonforfeiture concepts nmeans rate stability.

M5. LI: WM. Fritz, you can reach out to
us. We did adopt rate stability. That's the
58/ 85 rule.

MR. FRITZ: Ah, okay. But again, that's
not -- as | | ooked on your website, | didn't see
that. It might be there, but | didn't see it
easily. And then you have to explain to consuners

what that neans.
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Ckay. Then it goes on, "Sone state
I nsurance conm ssioners are working with conpani es
to reduced rate increases for these plan hol ders

as well,"” long-termplan holders. "Wen

Pennsyl vani a residents were hit with rate

i ncreases this year, Genworth custonmers who were
facing prem umincreases that averaged 80 percent
and were as high as 130 percent were able to
significantly reduce their costs. Prem um

increases were |imted 20 or 30 percent," although
it doesn't say to 20 or 30 percent, "depending on
the type of policy, and custoners who agree to
concessi ons such as lowering their daily benefit
or shortening their benefit period can further" --
wel |, sonmehow it gives the inpression in

Pennsyl vania that there was a negotiation that
limted the overall increase upcomng. [|n other
words, not the 15 percent cap but the 48 percent
foreseen increase perhaps. So the question is:

| f Pennsyl vani a can sonehow negotiate with the

I nsurance conpany -- again, this is not crystal

clear, but it does cone froma press article in
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U S. News -- could that be done in Maryl and?

MR. REDVER Al they did was inplenent
a cap that's higher than our cap.

MR FRITZZ On. So the 20 to 30 percent
annual 'y, even though 130 percent possible. Ckay.
But again, that's not clear.

So | want to | eave the inpression about
that what's really unfair is howthis all started,
got us into this situation where we don't know the
hori zon of what's in the insurance conpani es'
expectati ons about long term and we're com ng
froma situation where the |apse rate was really
faultily inplenmented, even when they seened to
have known it. And so that's really wherein the
consuners are stuck. And it's a big probl em what
all this means and whether we have truth fromthe
conpani es and what it neans for truth fromthe
state in trying to deal wth a conpany t hat
couldn't give us a realistic basis for their
prem um

MR. REDVER  Thank you, M. Fritz.

G | bert Cohen.
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COMMENTS BY d LBERT COHEN

MR G COHEN. G lbert Cohen. M wfe
and | have products of John Hancock bought in '92.

| got through the Public Information Act
John Hancock's documents to the state.

MR. REDVER Can you speak up a little
bit, please. Can you speak up a little bit.

MR. G COHEN.  Sure.

MR. REDVER  Thank you.

MR G COHEN. | used the Public
| nformati on Act to get docunents that John Hancock
sent to the state. | noticed that in every
docunent starting in 2011 they quote, "These
policies are no |l onger being sold in the market."
So the nunber of policies should have decreased
every year. They did for two years, and then they
went up. | don't understand that. But are you
selling the policies or not? For John Hancock,
are you selling long-termcare?

M5. ROCHE: We're currently selling
| ong-term care, yes.

MR G COHEN. Well, your docunents to
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the state says you do not sell long-termcare in
this market.

MR. REDMER: VWhat it might be is sone
conpani es have a cl osed bl ock, so they don't sell
t hese policies anynore, they sell different
pol i ci es.

MR. G COHEN. The statenent just says
they do not sell a policy.

MR. REDVER  Yep.

MR G COHEN: And the question to the
state i s when they, John Hancock, presents these
possi ble rate increases, don't you have to know
how much the active reserves are? Don't you put
that in the fornmula to see what they're asking
for?

M5. LI: Yes, they give ne the fornula.

MR G COHEN: In their docunment, it
says, and | quote, "Active life reserves have not
been used in this rate increase denonstration.”
So it's either yes or no. | nean, if you need
t hat docunent, if you need that figure, it's not

I n the paperwork that they're sending you, so |
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have a hard tinme understandi ng how you can | ook at
a rate increase wi thout know ng what their
reserves are.

And anot her quote fromtheir docunents,
"John Hancock is Iimting the magnitude of the
i ncrease at 100 percent, particularly at the ol der
ages." W else is using these policies? My wfe
and | are in our md 80s now. Are we |ooking
forward to a 15 percent increase fromnow until we
die? |s that a possibility? And no one can
answer that question for ne either.

So wth that, I'lIl |et soneone el se
tal k.

MR. REDVMER  Thank you. Thanks for
com ng, M. Cohen

I rving Cohen.

COVWENTS BY | RVI NG COHEN

MR |. COHEN. M nane is Irving Cohen.
| " mnot related to G| bert Cohen, | don't think.
Coul d possibly. There's probably only three
Jewi sh famlies in the world.

(Laughter.)
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I"ma resident of Montgonery County,
proudly, for the last 45 years. | gave testinony
in April.

This agency is charged with protecting
consuners by assuring their treatnent of
consuners, assuring that insurance is avail able at
fair prices. The failure of the agency to
publicly respond to a | ot of the questions that
were raised in April only feeds the narrative
bei ng expressed by many of the policyholders in
their witten coments already submtted for the
record that they feel the agency is acting as a
rubber stanp, not nmy words but their words.
They're protecting the profits, expense structure,
and underwiting assunptions of the various
carriers.

As | didn't last year, | want to ask the
agency the follow questions, which | won't ask for
an answer today, but | would hope that over sone
period of tinme these answers shoul d be nade
public, because | don't think these are just ny

guestions. Wat is the cost and actuari al
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structure supporting the existing policies over
all the years, all the years since the policy was
purchased? M ne were purchased in 1997. MW

prem uns were around $4,000. They're $14, 000 now.

Wio is bearing the risks and the rewards
of performance with respect to the various
el enents of the policy structure? There was
absol utely no discussion by the carriers. These
policies have nultiple layers of risk, and that
risk is apportioned between the policyhol der and
the carrier. And frankly, at the end of the day,
It's apportioned to the citizens of the state of
Maryland, as |'Il nmake that point |ater.

So once we have an analysis of what the
assunptions were at the beginning and now what
they are when they're comng in, how do we
understand the differentials between the
assunptions and what's really happeni ng?

And in exercising its powers here, how
does the agency neet its goal regarding reasonable
premuns and fair treatnent of consuners as to how

it allocates the risk?
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Hard questions, but certainly right now
it appears to ne and to many others in this room
that all that risk is being allocated to the
consuner. How does the agency determ ne who reaps
the reward and who pays for it? To what extent is
there an investnment risk or other strictly
business risk that, in all fairness, does not get
passed on to the policyhol ders?

Take the exanple of a very regul ated
I ndustry, electrical generation, or transm ssion
now. There are certain costs that don't go into
the rate base. They're just thrown out. A lot of
them are | egal and accounting costs to get
addi tional rate increases that are denied or
construction costs that weren't necessary because
of errors in judgnment by nanagenent, or sonetines
It's managenent's conpensation. But here there
doesn't seemto be any discussion of what is fair
to conpute the policy differentials on

To what extent are administrative costs,
wi th enphasi s on conpensation of senior

executives, interconpany transfer of funds and
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just transfers of assets, assets that maybe bel ong
in the reserves of the long-termcare, because

t hose are good assets, whereas good assets get
transferred out and bad assets get transferred in?
| don't know.

My grandnother used to say follow the
gelt, follow the noney. And that's what we're not
doing, we're not followi ng the noney. W're
| ooking at statistical data. | would suggest to
t he Conm ssion you need sone very good cost
accountants who understand costing, and al so maybe
sone financial accountants who understand really
t he underlying financial buttress of all of these
policies, not the statistical part, but how do
they really work in the marketplace? Wy does a
conpany undersell the premuns at the beginning to
get the fish hooked and then cones here and wants
I ncreases because they set the premuns too | ow?

The sinple discussion we had early on
was sinple. It doesn't assune -- it assunmes a
perfect world, a perfect world that does not

exi st, where everybody is honest, everybody wants
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to do the greater good. Well, | know npst
financi al executives the greater good is "ny
paycheck." It isn't what you pay for your

I nsur ance.

Clearly, then, the policyholders are the
| east able to sustain nost of the risks that are
i nvol ved here, because they insured upon the
know edgeabl e and sophi sticated i nsurance conpany,
and the policy and the prem um structure was
bl essed by this agency. So nost of the people
here depended upon the experts, and this agency
bei ng their expert.

So | al so asked the question: Wat
ot her statistical nodels are avail abl e? Does the
agency sinply accept the nodel presented by the
conpani es statistician? Do they question the
assunptions? Do they do any sensitivity anal ysis
on the assunptions? | haven't heard any of that.
The docunments | requested fromthe agency | never
got and I didn't even know they existed until
today, if any sort of analysis was done. So |'ve

got a |l ot of questions.
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| really wonder if the agency views
itself as a regulator in the sane way as those
agencies that are out there ruling on rate
increases in other industries. And | got a sense
that, since you talk about the statute saying,
well, we've got to be sure the conpany |ives,
because if the conpany doesn't live, then the
policy dies. Well, you know, the sane thing was
sai d about the autonobile industry not too |ong
ago, and the United States taxpayer picked up
hundreds and hundreds of mllions of dollars so
t hat the new sharehol ders of General Mdtors, which
i ncluded the federal governnent, nmade a killing.

The tinme is overdue for the agency to
really respond, and | was glad to hear today there
I's novenent in that direction, because we need to
know t hat the agency is really I ooking out, not
just for us in this roomor the policyhol ders but
to the citizens of the state of Maryland. Does
everybody who pays taxes in Maryland really have a
dog in this fight? They do, because when the

policies are termnated and the formerly insured
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person runs out of savings and runs out of assets
or hires sone really smart estate planning or

el der |awyer to pawn off their assets to the
famly nmenbers within the five-year rules, guess
what ? They qualify for Medicaid. Well, who pays
for the Medicaid budget? Al of us pay for that.
And that budget we already know can consune the
entirety of every penny that we pay now to our
state and our federal governnent.

So | really don't have anything else to
say. |It's late in the day. Thank you very nuch
for the chance to talk.

MR REDMER  Thank you for your
participation.

We have to clear the room Once again,
on behalf of the Maryland I nsurance
Adm ni stration, we appreciate your attendance and
participation.

As a rem nder, our contact sheet is here
for any followup questions or coments.

And t hank you agai n.

(The hearing was concluded at 3:53 p.m)
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 1                   P R O C E E D I N G S

 2             MR. REDMER:  Good afternoon.  Welcome.

 3   We've got at least one person still on the way,

 4   but we're going to go ahead and get started

 5   because we only have this room for a limited

 6   amount of time.

 7             My name is Al Redmer.  I am Maryland's

 8   Insurance Commissioner.  And this is our first

 9   public hearing on specific carrier rate increases

10   for long-term care.  We held an informational

11   public meeting back in April where we invited

12   consumers, carriers and other interested parties

13   to provide comments on the state of long-term care

14   insurance in Maryland.  Based on the feedback from

15   consumers and Governor Hogan's emphasis on

16   transparency, we had decided to have public

17   hearings for the foreseeable future on any future

18   rate increase requests from long-term care

19   carriers.

20             Today's hearing will focus on several

21   rate increase requests now before the Maryland

22   Insurance Administration, and these include

�
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 1   requests from Genworth Insurance Company,

 2   proposing an average rate increase of 15 percent;

 3   John Hancock Insurance Company, proposing average

 4   rate increases from 13.7 percent to 14.7 percent,

 5   depending on the policy; Metropolitan Life

 6   Insurance Company, proposing average rate

 7   increases of 15 percent; Principal Life Insurance

 8   Company, proposing average rate increases of 15

 9   percent; The Prudential Insurance Company of

10   America, proposing average rate increases from

11   12.8 percent to 15 percent; Transamerica Life

12   Insurance Company, proposing average rate

13   increases from 65 percent to 70 percent; UNUM Life

14   Insurance Company of America, proposing average

15   rate increases of 13 percent; MedAmerica Insurance

16   Company, proposing average rate increases of 15

17   percent.

18             These requests in aggregate affect about

19   35,000 Maryland policyholders, and the goal is to

20   hear from insurance company executives to explain

21   the reasons for the rate increases, and we will

22   also be listening to comments from consumers.  We
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 1   are here to listen, ask some clarifying questions

 2   from the carriers and consumers regarding the

 3   specific rate increase requests.

 4             I'd also like to highlight what the

 5   Maryland Insurance Administration has done since

 6   our meeting in April and what we're planning to

 7   do.  The MIA is proposing additional long-term

 8   care regulations that will impact consumer options

 9   in the event of a long-term care premium increase.

10   The proposed regulations will update the

11   regulations to be consistent with the 2014 changes

12   to the National Association of Insurance

13   Commissioners' long-term care model regulation.

14   These changes provide greater value to many

15   consumers who decide to lapse their policy

16   following a rate increase.

17             A long-term care insurance work group is

18   being formed.  The work group participants will

19   include members of the Maryland Insurance

20   Administration, long-term care insurance brokers,

21   as well as state legislators, consumer protection

22   groups, and trade organizations.
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 1             The goals of the working group are to

 2   develop recommendations to improve the current

 3   state of the long-term care insurance marketplace

 4   in Maryland, specifically developing ways to

 5   establish more transparency for long-term care

 6   consumers during the rate review process,

 7   reviewing the pros and cons of the existing

 8   15 percent rate cap on increases, and reviewing

 9   potential work-arounds of the 15 percent rate cap

10   and determining ways to improve communication

11   between long-term care carriers and their

12   policyholders.

13             Additionally, the MIA, Maryland

14   Insurance Administration, is engaged in national

15   discussions on the challenges in the long-term

16   care insurance marketplace, and we sit on the

17   newly formed national association's Long-Term Care

18   Innovation Subgroup as an interested party.

19             With that not-so-brief introduction, I'd

20   like to introduce some of the folks from the

21   Insurance Administration that are with me here

22   this afternoon.
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 1             To my immediate left is our chief

 2   actuary, Sarah Li.  To my immediate right is Cathy

 3   Grason, our Director of Regulatory Affairs.  To

 4   her right is Adam Zimmerman; Adam is an actuarial

 5   analyst.  And Cathy and Adam are cochairing our

 6   long-term care work group.  Also, in attendance is

 7   Joy Hatchette; she's our Associate Commissioner of

 8   Consumer Education and Advocacy.  Nancy Egan, our

 9   Director of Government Relations and External

10   Affairs.

11             MS. EGAN:  Back here.  Hi everyone.

12             MR. REDMER:  Tracy Imm, the Director of

13   Public Affairs; Joe Sviako, our Public Information

14   Officer; Theresa Morfe, our Assistant Chief Market

15   Conduct; Lisa Larson is our Regulations and

16   Hearings Administrator; Nick Cavey, Assistant

17   Director of Government Relations and External

18   Affairs; and Jet Ji, an actuary; and Michael

19   Patte, who does regulations and legislative work.

20             We're going to go over a couple of

21   procedures for today.  First, somewhere -- oh,

22   back over here we have a hand out with all of our
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 1   contact information on it.  Please take a copy.

 2   That way if you have any follow-up comments,

 3   questions or observations, we'd love to hear from

 4   you.

 5             We are going to start with folks that

 6   have signed up to speak.  So if you haven't signed

 7   up, please make sure that you do.

 8             Second, the hearing is -- it's not going

 9   to be a debate.  We're going to be collecting

10   information and asking questions.  Additionally,

11   we will be posting all of the written comments on

12   our website.

13             The Maryland Insurance Administration

14   will continue to keep the record open for

15   additional comments until Thursday, November the

16   3rd, and a transcript of today's meeting as well

17   as all written testimony submitted will be posted

18   on our website.

19             As a reminder, we do have a court

20   reporter here today to document the hearing, so

21   when you're called up to speak, please state your

22   name and any affiliation that might be
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 1   appropriate.

 2             For folks that are dialing in, please

 3   keep your phones on mute, and once again, I want

 4   to thank you for joining us.

 5             And I will reintroduce Sarah Li, our

 6   Chief Actuary, to speak to you regarding our rate

 7   review process.

 8                  LONG-TERM CARE INSURANCE

 9                RATE REVIEW PROCESS-MARYLAND

10             MS. LI:  Hello.  I will speak briefly on

11   the MIA long-term care insurance rate review

12   process.

13             UNIDENTIFIED SPEAKER:  Speak up.

14             MS. LI:  I will speak up.

15             MR. REDMER:  She's not going to get much

16   louder, folks.

17             (Laughter.)

18             MS. LI:  There are five steps when

19   reviewing the long-term care rate planning.  I

20   will go over the details, but I will list the five

21   steps first.

22             So the first step is carriers submit
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 1   rate change request.  And the second step is we

 2   have filings assigned, and we start the initial

 3   actuarial review process.  And the third step is

 4   peer review process.  And the fourth step is that

 5   we have public hearings.  And then the last step

 6   is we make final decisions.  So I'm going to go

 7   over all these five steps in detail, and then if

 8   anybody has any questions, I can take questions.

 9             So the first step is for insurers to

10   submit a rate request through the electronic

11   filing system.  All carriers that are doing

12   business in Maryland's individual and group

13   long-term care market, they submit their rate

14   change request to the Maryland Insurance

15   Administration, and then the analyst checks the

16   submitted rate filing to make sure all required

17   documents are submitted.

18             And the next step is, after confirming

19   all the required documents are submitted, the

20   filing is assigned to an initial reviewer.  The

21   reviewer starts the reviewing process.

22             So I will go into as much detail on what
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 1   we look into for the initial rate review process.

 2   When we receive the filing, there are four

 3   controls we need to look into, and these four

 4   controls are the laws and regulations that are

 5   written in our COMAR and insurance articles.

 6             So the first rule is the rate increase

 7   cap.  That cap in Maryland is a 15 percent rate

 8   increase cap.  So any rate increase, any renewal

 9   rate increase can't be more than 15 percent of the

10   premium charged from the prior 12 months.  There

11   is an exception.  This exception is that if

12   carriers can demonstrate that their utilization is

13   greatly in excess of the utilization that the

14   carriers price, then, you know, we can consider

15   more than 15 percent rate increase as an

16   exception.  So that's the first standard we look

17   into.

18             The second rule or standard we have in

19   place is the new business cap.  So any renewal

20   premium can't be more than the rate for the

21   similar new business rate, except for difference

22   that's attributed to benefits.  So that's new
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 1   business cap.

 2             And then the third rule we are looking

 3   into is that for any policies that were sold

 4   before October 1st, 2002, the lifetime loss ratio

 5   cannot be less than 60 percent.  The loss ratio is

 6   the ratio of the claims over premium.  What that

 7   states is if less than 60 percent of the premium

 8   paid is used to pay for a claim, then carriers

 9   cannot come in and ask for any rate increase.  So

10   that's for policies issued prior to October 1st,

11   2002.

12             And for policies issued after

13   October 1st, 2002, the policy has to satisfy the

14   specific 58/85 rule.  What that states is the

15   claim cap for these policies cannot be less than

16   58 percent of the initial premium and 85 percent

17   of the rate increase premium.

18             So we have to check these four rules,

19   make sure each of these rate filings follow these

20   four rules.  If there is any exception, we need to

21   ask the company why these rules are not followed.

22             So besides these rules, there are
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 1   multiple other factors that we look into.

 2   Carriers, they usually submit their actuarial

 3   memorandum.  So we look, just for some examples,

 4   what we're looking into in the actuarial

 5   memorandum, we're looking into the lifetime

 6   projections of earned premium and lifetime

 7   projections of incurred claims, and we look into

 8   the method and assumptions used to project the

 9   premiums and claims.  These assumptions include

10   but are not limited to the mortality assumption,

11   morbidity assumption, and interest rates.

12   Whatever assumption is used, they have to be

13   supported either by their own experience, if their

14   experience is credible, or if their experience is

15   not credible, they have to present us with similar

16   industry experience to support these assumptions.

17             We also look into the disclosures of the

18   analysis performed to determine why a rate

19   adjustment is necessary, which pricing assumptions

20   were not realized and why.  And we also look into

21   the rate change history nationwide, because

22   Maryland is different than the other states with
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 1   the rates being highly capped.

 2             So this is the initial rate review

 3   process.  After we go through all this initial

 4   rate review process, then we move on to the next

 5   rate review process step.  That's the peer review

 6   process.  So the initial rate reviewer in this

 7   process, he or she will generate a rate review

 8   summary form and send it to us or other actuarial

 9   staff to trigger the peer review process.  More

10   questions may be generated by peer reviewers, and

11   they will be sent to the rate filing company by

12   the initial reviewer.

13             So either on the initial rate review

14   process or a peer review process, we have internal

15   time limits that we set for ourselves; that is,

16   for the initial rate reviewer, any response that

17   we receive from insurance carriers, we will

18   respond to those responses no more than seven

19   business days.  So in other words, we receive

20   carriers' rate filing.  We try to send out our

21   first objections or questions, set of questions

22   within seven business days, and the peer review
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 1   process, we try to limit that process to three

 2   days.

 3             The next step in the rate review process

 4   is public hearing.  So we hear what carriers have

 5   to say about the rate filings and we hear what

 6   consumers have to say about the rate filings, and

 7   we take these comments into our consideration for

 8   the rate review.

 9             And the final process, final step in the

10   rate review process is that we make a final

11   decision.  After considering the information

12   provided in the hearing and any additional public

13   comments, the insurance commissioner makes the

14   final decision.

15             So that concludes the rate review

16   process.

17             So I will now turn it over to Al.

18             MR. REDMER:  Thank you, Sarah.

19             As you could tell, the rate review

20   process that we engage in is robust and very

21   thorough.

22             I will add that the law is pretty clear
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 1   on the criteria that we had to use in order to

 2   approve or not approve a rate increase.  The law

 3   says that rate increases have to be actuarially

 4   justified.  A carrier can't just say, "We need

 5   it."  They have to provide the actuarial

 6   justification, and that actuarial work is scrubbed

 7   and challenged, as Sarah just mentioned.  The

 8   rates cannot be excessive.  So we cannot allow

 9   carriers to charge rates that are more than what

10   is actuarially justified.  The law also says that

11   we cannot allow rates to be inadequate.  Law

12   prevents us from allowing rates to be less than

13   what are necessary to run the business so that we

14   don't put insurance carriers in financial stress.

15   And then finally, the rates cannot be unfairly

16   discriminatory.

17             So with that, before we get into the

18   carriers, with us today is Van Dorsey, who is our

19   Principal Counsel from the Attorney General's

20   Office.

21             So with that, before we get into the

22   carriers, I would like to introduce Robert Eaton,
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 1   who is a consulting actuary with Milliman who will

 2   present some information describing pricing and

 3   rate increase concepts that are used for long-term

 4   care around the country.

 5             (The audio/visual equipment being set up.)

 6             MR. COHEN:  While we're waiting for a

 7   miracle, will the remarks be made part of the

 8   record?  Because frankly, I had a great deal of

 9   difficulty --

10             MR. REDMER:  Yes.

11             MR. I. COHEN:  -- both noise-wise and

12   otherwise --

13             MR. REDMER:  Yeah.

14             MR. I. COHEN:  -- following everything.

15   This is the first time that I heard of any of

16   this.  Perhaps it was made public in another

17   forum.

18             MR. REDMER:  We have a court reporter,

19   so all the remarks today will be captured and

20   disseminated on our website.

21             MR. I. COHEN:  But does that information

22   involve the rate review process?
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 1             MR. REDMER:  What Sarah just discussed

 2   will be part of the record, yes.

 3             MR. I. COHEN:  I'm just wondering.  You

 4   talked about getting remarks from consumers.  I'm

 5   a consumer of two of the policies from one of the

 6   companies you mentioned.  How do I get notice from

 7   the company that they've applied for an increase?

 8             MR. REDMER:  At this point most carriers

 9   do not.

10             MR. I. COHEN:  That's a problem.

11             MR. REDMER:  That is a problem, and

12   that's one of the things that our internal work

13   group is going to be looking at is how to make

14   this more open and transparent.  So because we

15   can't solve that immediately, we decided to do

16   these public hearings as our effort to get the

17   word out that these proposed rate increases are

18   being discussed.

19             MR. I. COHEN:  Do I have to file a FOIA

20   request in order to get their file, or will that

21   be given to me just as a matter of asking?

22   Because I have in the past asked for FOIA request,

�

0022

 1   and I really have not received anything near the

 2   information she just gave.

 3             MS. LI:  The rate review process?

 4             MR. I. COHEN:  Yes, ma'am.

 5             MS. LI:  This was prepared for the

 6   hearing, but if you want, we will post the

 7   information, as Al just said, on our website.

 8             MR. I. COHEN:  I understood that you

 9   were telling us what the process is now and has

10   been.  So I'm asking you, when I filed a FOIA

11   request with respect to my carrier and asked for

12   everything in the file, I never received anything.

13             MR. REDMER:  So the rate filing itself?

14             MR. I. COHEN:  I never got any

15   information at all.  How am I supposed to, as a

16   consumer, participate in the very detailed process

17   if I'm not noticed by the carrier and when I file

18   a FOIA request nothing happens?

19             MS. LI:  We can talk to you after this.

20   I will make sure you get the information.

21             MR. REDMER:  What information is

22   publicly available regarding the proposed rate
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 1   increase?

 2             MS. LI:  So the process with that is you

 3   file a POIA request, and then we look into what

 4   you requested, and then we notify in a courtesy

 5   email to the insurance company, and then they will

 6   let us know what information is confidential,

 7   what's not, and then we will get that to you.

 8   That has always been the process.

 9             MR. I. COHEN:  For me it hasn't

10   happened.

11             MS. LI:  Sorry about that.

12             MS. GRASON:  Sir, I can also add.  One

13   of the things our working group is looking at is

14   whether we can post actuarial memoranda as well as

15   a summary document of some of these rate issues on

16   our website.  So we are looking at that for future

17   application as well.

18             MR. REDMER:  One more question, then

19   we're going to move on.

20             Yes, sir.

21             MR. FRITZ:  Following up on his question

22   and Ms. Grason's comment, is the loss ratio and
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 1   the components of the loss ratio confidential or

 2   not confidential information from the insurance

 3   company?  In other words, if we do a FOIA request,

 4   can we determine the components that allow them to

 5   say yes, we are within the 58 percent or 60

 6   percent tolerance limit, or is that something that

 7   we can't find out, it's never reported by the

 8   State to anyone and therefore it's only internal?

 9   So that's a big difference to understand what

10   really is going on in rate requests for long-term

11   customers.

12             MS. LI:  Right.  So that's on a

13   case-by-case basis.  So we look into what carriers

14   present to us, and then we decide what is

15   confidential, what's not confidential.

16             THE REPORTER:  I'm sorry.  Would anyone

17   like to identify themselves, who just spoke?

18             MR. FRITZ:  Yes.  Marshall Fritz,

19   consumer.

20             MR. COHEN:  Irving Cohen, consumer.

21             MR. REDMER:  Okay.  Robert.

22
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 1                 LONG-TERM CARE INSURANCE:

 2          BASIC PRICING AND RATE INCREASE CONCEPTS

 3             MR. EATON:  Thank you, Commissioner and

 4   folks from the Maryland Insurance Administration

 5   for having me.

 6             You mentioned my employer.  I currently

 7   work for a consulting company, but I'm here today

 8   on behalf of the Society of Actuaries.  Last year

 9   I was elected to the Society of Actuaries'

10   Long-Term Care Section Council, and one of the

11   missions of the Society of Actuaries is to promote

12   education on a lot of these topics.  So today I'm

13   here not on behalf of my employer or any of the

14   companies that might be there, but I'm here on

15   behalf of the Society and, you know, the remarks

16   that we're making are meant to be educational and

17   to really provide a foundation for the discussion

18   that we're going to have today.

19             MR. REDMER:  Excuse me a second.

20             Can you hear him in the back okay?

21             (Unidentified audience members responded

22             affirmatively.)
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 1             MR. EATON:  So statements of facts and

 2   opinions, you know, are those from me and, unless

 3   expressed to the contrary, they're not opinions of

 4   the Society of Actuaries.  This is a presentation

 5   that I and some of my colleagues on the Long-Term

 6   Care Section Council have put together.  The

 7   Society of Actuaries does not endorse or approve

 8   and assumes no responsibility for the content, the

 9   accuracy, or completeness of the information

10   presented.

11             Yes, ma'am.

12             UNIDENTIFIED FEMALE SPEAKER:  Just for

13   everyone that's calling in, a copy of this

14   presentation is on the MIA website, so if you're

15   not doing Facebook streaming, you can actually see

16   it on the website in there with the comments.

17             MR. EATON:  So as I mentioned earlier,

18   the purpose of today's presentation is to provide

19   an explanation of a few things: long-term care

20   insurance benefit features; we're also going to

21   talk about the pricing of long-term care

22   insurance, as we as actuaries have done for
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 1   companies that are offering long-term care

 2   insurance; we're going to talk a little bit about

 3   the reserves that companies will hold as they

 4   continue to manage long-term care policies; we'll

 5   talk a little bit about premium rate increases, of

 6   course, that being the reason for this hearing.

 7             And I should say that this explanation

 8   is meant to be simplified and is not meant for a

 9   technical audience.  That's really the point here

10   is to make sure that you have a general

11   understanding of the insurance that's being

12   priced.

13             We'll go through long-term care

14   insurance 101.  So long-term care insurance

15   benefits, most of you know, working with companies

16   or as consumers, the long-term care insurance pays

17   out upon disability, and many long-term care

18   policies also require the receipt of LTC services,

19   so not just upon the incidence of disability, but

20   when you receive services, for instance, in a

21   nursing home or someone helping you in your home.

22             So long-term care insurance benefits,
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 1   they are not intended to be a lump sum.  You know,

 2   a benefit is paid each day or in some cases each

 3   month up to a maximum benefit per day.  There is

 4   typically a limit on the total amount paid out.

 5   Many policies do not pay during the entire

 6   disability episode.  Most policies won't start

 7   paying until the disability has lasted for a

 8   certain amount of time.

 9             By law, policies must cover the

10   policyholder for their entire life.  The concept

11   is sometimes called guaranteed renewable

12   insurance.  So the option to automatically

13   increase benefits is offered at the purchase, and

14   that option to increase your benefits is intended

15   to keep pace with the cost of care.

16             So we'll talk now about the chance of

17   using your benefits as a policyholder.  There is a

18   lower chance of use of benefits as a policyholder

19   when you are, for instance, a married couple and

20   perhaps you have somebody who is there that may be

21   able to take care of you in the event of a

22   long-term care need.  There's also a lower chance
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 1   of using long-term care benefits right after you

 2   purchase coverage, after perhaps you've been

 3   underwritten through them.  There is a higher

 4   chance of use of long-term care policies where

 5   individuals are living alone and as individuals

 6   age into their later years.  So given this dynamic

 7   that I just discussed, a person's chance of using

 8   benefits in any given year increases each year

 9   after they purchase the policy.  So typically,

10   claims over the lifetime of a policy will tend to

11   increase for long-term care policies.

12             So by law, insurance companies are

13   required to establish premiums by policy issue age

14   that will be payable for the person's lifetime and

15   are not expected to increase during the person's

16   lifetime.  The premiums are expected to be at a

17   level amount over the course of your life.

18   However, as we just talked about and as we saw in

19   the previous slide, claims are intended to

20   increase over the life of the policy.  So here,

21   purchasing the policy on the far left-hand side

22   and paying level premiums while your claims or the
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 1   expectation of your claims increases over time.

 2             So by law, insurance companies set aside

 3   a portion of the premium collected in the earlier

 4   years in order to pay out the claim in the later

 5   years.  This is due to the cash flow mismatch.

 6   That portion of premiums that are set aside to pay

 7   for claims in later years, that's called the

 8   reserve that the insurance company will establish.

 9   And here you see the premium collected during the

10   first period of time when premiums are greater

11   than claims, those are intended to kind of fund

12   this reserve.  Insurers use those to fund the

13   claims that are higher than the premiums in the

14   later years of the policy.

15             So setting the premiums aside, premium

16   dollars are used for a number of purposes by the

17   insurance company.  One of the first purposes is

18   the policy administration, so maintaining the

19   premium policy, the paper that it's written on,

20   the folks who administer the policy and file the

21   claims.  Premiums are also used to fund agent

22   commissions, the folks who sold you a long-term
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 1   care insurance policy.  Premiums are also used to

 2   pay state and federal taxes.  And another use of

 3   premiums is distribution to shareholders, as

 4   profit in some cases.  And then finally, the rest

 5   of the premium will be used to set into the

 6   reserve fund which will pay which, premiums which

 7   will pay out claims in later years of the policy.

 8             So one analogy that we can make here is

 9   that the reserve that long-term care insurance

10   carriers are setting aside is almost like a

11   savings account that we might have, where the

12   premiums that we're depositing, so these in that

13   case would be the premiums after the

14   administration, after the taxes are paid, after

15   the shareholders deposits are made, the net

16   premiums are deposited into the reserve, and the

17   benefits are paid from those reserves.

18             So like any good savings account that

19   you would have, it earns interest over time.  So

20   the reserve is there for, held for the benefit of

21   all of the policyholders.  It's only used to pay,

22   though, the benefits to those who become disabled
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 1   in the end.  So the reserve is not used to pay for

 2   anybody who does not end up using benefits.

 3   That's a key feature of long-term care, if you

 4   don't end up needing long-term care benefits, no

 5   portion of the reserve, in most cases, will accrue

 6   to you.

 7             So in this example of the savings

 8   account, the net premiums are like scheduled

 9   deposits.  You may have monthly or quarterly or

10   annual premium payments, and the scheduled deposit

11   amount, the premium rate, is determined at the

12   very beginning of the establishment of the account

13   or when you purchase your long-term care policy.

14             So the net premiums are set up in order

15   to pay a benefit amount, and the net premiums are

16   put into reserve, and they will earn interest.  So

17   if you think about what's going into your savings

18   account and what's coming out of your savings

19   account into your long-term care reserve, there's

20   the benefits that are coming out and the interest

21   that's being paid in along with the premiums that

22   you're paying in, and if any of these estimates
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 1   are different than you initially assumed, the

 2   account, the reserve, may not have enough to cover

 3   future withdrawal.

 4             So that is kind of the backdrop for

 5   long-term care policies and the financing and why

 6   companies will set premiums at the levels that

 7   they do.  All of the premiums that are set

 8   anticipate these basic concepts: assumptions about

 9   the amount of premiums that are going in and

10   assumptions about the amount of benefits paid out.

11             So we'll talk about what can go wrong in

12   this case of the reserves and the savings account

13   that we just discussed.  So for starters, the

14   interest rates can change in the economy.  Changes

15   in the economic conditions in the last 20 years,

16   as you know, led to a dramatic drop in interest

17   rates.  Many companies in the late '80s and early

18   '90s assumed interest rates of 6 or 8 percent to

19   be earned on these reserves.  Rates have now

20   dropped, as you probably know, to 3 or 4 percent.

21             I can think of a similar situation when

22   my parents purchased their house in the late '80s
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 1   and early '90s, their mortgage rate, which I know

 2   now was a lot higher than when my wife and I

 3   purchased our first house a couple of years ago.

 4   That interest rate has also dropped and, you know,

 5   that's similar to interest rates throughout the

 6   economy.  So the interest rates that have impacted

 7   us as consumers also has impacted companies.

 8             So let's also talk about not just

 9   interest rates but withdrawals from the account

10   and some of the reasons why assumptions that were

11   made initially when a premium was priced, when a

12   long-term care policy was priced might change.

13             The amount of funds withdrawn are

14   dependent on three key things.  The first one is

15   the number of people who keep their policies up to

16   the point when benefits are being picked.  So when

17   policies are issued, at the very beginning you may

18   have 20 or so, in this kind of depiction, there's

19   20 or so people right at the beginning, and none

20   of them have long-term care insurance needs right

21   away.  In the later years, though, some of them

22   will need to use their long-term care policy.  So
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 1   here we've kind of listed those who are insured

 2   but don't need long-term care, and then the three

 3   people on the right are the people who did need

 4   long-term care.  So the assumption might look

 5   something like this.

 6             And again, this is kind of a high level

 7   example.  Most companies will make their own

 8   assumptions about these sorts of policyholders'

 9   behavior.  But in reality, what appears to have

10   happened largely in the insurance industry is,

11   when policies are issued, fewer people ended up

12   foregoing their policy and lapsing their policy

13   and stopping to pay premiums, leaving there to be

14   more insurance policyholders in the later years.

15             Moreover, we find that more people have

16   collected claims, in some cases, than we

17   previously estimated.  So the number of people

18   keeping their policies is really important to

19   consider when understanding the dynamics of

20   long-term care rate increases and why a company

21   might need to request a rate increase.

22             And we've seen this dynamic in the
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 1   industry in general.  So not with any specific

 2   company, but largely, if you look at the Society

 3   of Actuaries' Long-Term Care Section has an

 4   experience study where they reviewed long-term

 5   care policy persistency, so how many people

 6   maintain their long-term care policies.  In

 7   general, many more people have kept their

 8   long-term care policy than were originally

 9   estimated when the policies were originally

10   priced.

11             One more thing to remember is, of these

12   additional three people that we now have in this

13   diagram, some of them are there because they chose

14   to maintain their policies longer than the

15   insurance company assumed, but some of them are

16   there because they ended up living longer than

17   what was originally assumed.  Mortality, we would

18   refer to that as improved mortality.  People are

19   living longer today, generally, than they have

20   been ten, 20, 30 years ago.  And so there are more

21   people having long-term care policies or holding

22   onto their long-term care policies today for both
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 1   of these reasons.  People are holding onto their

 2   policy longer and then also people are dying at

 3   lower rates, which is generally a good thing.

 4             So the second reason we might withdraw

 5   from the savings account -- or second impact on

 6   the savings account is, of the people who maintain

 7   their policies, the number of people who end up

 8   using their long-term care policies might be

 9   different than you expect.

10             So initially, you assume, again, the

11   same group of people and perhaps you assume that

12   three out of the initial group might need to use

13   long-term care benefits, but the reality might be

14   that even if there are ten people holding onto

15   their policies, it may be that more people end up

16   needing long-term care benefits.  So in this case,

17   it doesn't have as much to do with how many people

18   are in a policy, it has to do with how many people

19   end up going on claim and needing long-term care

20   benefits.

21             Experience here does not lean largely

22   one way or the other.  It's generally mixed.  For
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 1   any company, it may be different than they

 2   initially expected.  There hasn't been, like the

 3   policyholder persistency assumption, there hasn't

 4   been a large industry directional trend.  So this

 5   is mixed and may vary by company.

 6             So the third thing to consider when

 7   looking at the payments from your long-term care

 8   reserve, or the savings account that we set up, is

 9   the amount that's actually paid out to people.  So

10   remember at the beginning we discussed that these

11   are not lump sum payments that get paid out right

12   as you have a disability.  Rather, these are

13   schedules of monthly payments to be paid as you

14   might have disability.

15             So the amount of these payments that the

16   insurance company may pay to people using

17   long-term care will not necessarily be known in

18   advance.  It's going to depend on the number of

19   days for which you need long-term care.  So for

20   instance, if you're in a nursing home for six

21   months or eight months or a year, the number of

22   days that you're in that nursing home is an amount
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 1   that can vary, and it's hard to kind of place an

 2   estimate on.

 3             The intensity of care, the amount that

 4   you might need long-term care reimbursement for in

 5   an assisted living facility is not the same that

 6   you might need in a nursing home, and those aren't

 7   the same as the amounts of reimbursement that you

 8   might need if you had somebody coming into your

 9   home to help you, like a home health aide or a

10   nurse coming into your home.

11             And then finally, it's going to depend

12   on the cost of care.  You know, when you go on

13   claim, the cost of care in ten years will be

14   different than it is today, and in 15 years it's

15   going to be different than that.  And so there's a

16   number of moving factors in determining how much

17   the actual long-term care claim amount really will

18   be.

19             One key consideration here is the amount

20   that the insurance company will expect to pay.

21   That's based on past observation and the

22   historical data that people are able to collect as
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 1   they're determining the level premium for this

 2   insurance policy.

 3             So other general observations that the

 4   Society of Actuaries has noted in completing their

 5   experience studies is the length of time that

 6   people have stayed in the nursing home has not

 7   changed drastically over the last ten or 20 years.

 8   We do notice that more people are going into an

 9   assisted living facility.  In an assisted living

10   facility, assisted care facility, people tend to

11   live a lot longer than in a nursing home.  So this

12   is one dynamic that's led to more benefits being

13   paid out maybe on average nationwide.

14             So now let's go into what happens when

15   the estimates that an insurance company might

16   make, what happens when these are not realized.

17   So I want to kind of maintain the savings plan

18   example where we're going to set ourselves a goal.

19   The original goal is to save $10,000 in ten years.

20   So let's say I have a goal:  I'm going to put my

21   child into college.  It doesn't cost $10,000 to

22   put my child into college, it costs a lot more,
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 1   but in this example, let's say I'm trying to raise

 2   $10,000 in ten years, and I'm going to schedule

 3   some payments in order to do so, and so this might

 4   be what my bank account looks like.  I start out

 5   with the amount that I saved in the current year,

 6   the kind of lighter red here, and then every year,

 7   every additional year I get more and more money,

 8   and this is all increasing with the amount of

 9   interest that the bank will give me.

10             In this example right here, kind of for

11   simplicity, I've assumed just no interest rate

12   here.  So we're just collecting the same amount

13   every year.  So here, the amount that I'm

14   contributing every year is $1,000, and it's being

15   added to the savings account, and then by the end

16   of ten years I collect the $10,000.

17             So let's think of this example where I'm

18   trying to save $10,000, but after six years I

19   learn that I need to pay $12,000 for my child's

20   college.  So here's the first six years where I've

21   made these contributions to this account.  I've

22   got $6,000, having contributed $1,000 every year,
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 1   but I have a new goal.  After the sixth year, I

 2   need $12,000 by the tenth year, and so I actually

 3   have to make catch-up saving contributions.

 4             So in this case, if you think about it,

 5   if my goal is 12,000 and my initial goal was

 6   10,000, that's only a 20 percent increase in my

 7   goal, but because I didn't realize this goal until

 8   six years into the future, I actually don't need a

 9   20 percent increase in the amount of savings, I

10   need a bigger increase.  I need a 50 percent

11   increase in the amount of savings in order to meet

12   this goal.  So my catch-up contributions there

13   means that I have to pay $1,500 a month instead of

14   just $1,200 a month if I had scheduled it from the

15   very first day.  So with hindsight, as I mentioned

16   earlier, with hindsight, I would have just

17   scheduled ten even deposits of $1,200 and, you

18   know, this would be -- this is all defined as kind

19   of the hindsight deposit schedule.

20             So here's the application of this

21   example and how it should work.  At a given point

22   in time, for a long-term care insurance policy,
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 1   the savings account amounts to you have future net

 2   premiums that you expect to collect from

 3   policyholders, and you also have what's called a

 4   reserve fund that we've been talking about, in

 5   this case the savings account, and all of those

 6   are being balanced against the need to provide

 7   future benefits to policyholders and customers who

 8   bought a long-term care plan.

 9             So this model here shows the two sides

10   are in balance.  The future payments that I'm

11   scheduled to put into the reserve fund, plus the

12   current reserve fund that I have, in this example

13   they match exactly, and the two sides of this

14   equation are in balance.

15             So let's talk about when those sides

16   might be out of balance.  For instance, if the

17   future benefits, as we discussed, might be greater

18   than what's currently planned for in premium

19   deposits and in the reserve fund, if the future

20   benefits are greater, the two sides are going to

21   be out of balance.  And again, going back to that

22   savings account concept, if I find out after a
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 1   number of years that the amount of scheduled

 2   premium payments plus the amount of the reserve

 3   that I've built up are not going to be enough to

 4   meet my goal, this is going to be a situation

 5   where, you know, here we're out of balance and

 6   there's more future benefits to be paid than we

 7   have scheduled.

 8             So in the example that I just gave, a

 9   premium increase is needed in order to put the two

10   sides back into balance.  So here we have the same

11   scheduled premiums that we'll collect in the

12   future in addition to the reserve which is being

13   built up over time, and on top of that a catch-up

14   premium rate increase is needed in order to

15   balance out the future benefits that are required

16   to be paid by the company.  So in this case,

17   balance is restored from these rate increases

18   being collected.

19             So let's have yet another example, where

20   in this case we have a reserve fund, a reserve

21   which has been built up by premiums being paid

22   into the policy over time.  We have future net
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 1   premiums, future premiums which are intended to be

 2   paid, and also a premium rate increase.  But in

 3   this case the premium rate increase is really not

 4   sufficient in order to bring balance to our

 5   equation here.

 6             In this case, if a premium rate increase

 7   is not enough to collect all of the funds to pay

 8   the future benefits, then other funding may be

 9   used.  Other funding may be used from a onetime

10   deposit from the company's surplus, which is

11   ultimately from other policyholders or other

12   shareholders of the company.  So that money must

13   come from somewhere.

14             So we presented some examples.  We

15   presented an example of a savings account where

16   funds are paid in in order to meet a goal.  We've

17   talked about an example where our goal, the amount

18   that we needed to be funded changed over time and

19   how we had to respond to that.  We also talked a

20   little bit about how premiums and premiums that

21   have been paid in and are expected to be paid in

22   and the reserve funds that accompany my goals are
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 1   used to pay future benefits, and then what happens

 2   when our expectation of future benefits changes,

 3   what are the ways that we might fund those

 4   increased future benefits.

 5             So this has been a presentation that I

 6   and some of the other members of the Society of

 7   Actuaries have put together and we've presented

 8   here in Maryland, but also in Maine and I think

 9   another couple of states.

10             I'm happy to answer questions on just

11   the material that I presented here.  Questions

12   that are kind of outside of this scope, you know,

13   I'll probably defer to the Commissioner or someone

14   else.  But if anybody has questions about the

15   slides directly.

16             Yes, sir.

17             MR. FRITZ:  Yes.  Marshall Fritz.  I

18   have looked at the slides, and I have a comment.

19   Slide 17 and 18 are similar, and you explained

20   something that's not similar.  It doesn't come out

21   in the words you used, nor do I quite see how it

22   fits in, both talking in terms of those who are

�

0047

 1   holding long term and then getting benefits.

 2   Okay.  So --

 3             MR. EATON:  Would it be helpful for me

 4   to go back to the slides?

 5             MR. FRITZ:  Yes.  I will comment on

 6   18 -- well, both of them.

 7             MR. EATON:  Okay.  Here's slide 17.

 8             MR. FRITZ:  Okay.  So my first comment

 9   is the later years, in reality, well, this is a

10   generic approach you used; however, in the

11   Genworth model, that later year ratio of 6 percent

12   over the long term, we don't know how long, but

13   let's say ten, 20, 30 years, is woefully higher

14   retention than they assumed, based on what they

15   stated.  In the 1997 NAIC report, which is part of

16   that regulation set -- I think it's 1331, but I

17   won't testify on that comment -- suggests that

18   they knew in the '90s that they were assuming too

19   high a dropout rate, and they were adjusting

20   because of that, but it doesn't seem to have come

21   into your model as successfully nor into the way

22   Genworth is doing business.
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 1             But between 17 and 18, I don't quite

 2   understand why you have three more people in 17 in

 3   later year reality than 18.  It's subtle, but your

 4   captions don't help me.  So maybe we shouldn't

 5   waste time, but you should look at that and see if

 6   you can explain it in a different way that brings

 7   out the captions.

 8             MR. EATON:  I guess I'd start by saying

 9   I don't speak for Genworth or any of the

10   companies.

11             MR. FRITZ:  I understand.  This is a

12   generic model.

13             MR. EATON:  Yes, exactly.

14             MR. FRITZ:  I'm just saying that it

15   assumes a pretty reasonable dropout rate, but that

16   may not correspond to reality.

17             MR. EATON:  Do you mind if I respond

18   just real quickly.  So in this case, you know, we

19   started with -- in this example there's, say, 20

20   people that began with their policy, and after a

21   number of years we only expected ten of them to be

22   remaining, so, you know, say 50 percent of the
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 1   people are expected to, you know, lose their

 2   policy over the course of, I'm going to just say

 3   20 years or so.  That could be for a number of

 4   reasons.  People will die naturally.  People will

 5   use their policies and then maybe exhaust their

 6   policy benefits.  Other people will decide that

 7   they no longer want their policy.  You know, we

 8   might refer to that as a lapse or a termination.

 9             So in this example, where I thought that

10   there would be, you know, ten people after 20

11   years, here, you know, in this kind of

12   illustration, there's actually just 30 percent

13   more than that initial ten people.

14             And again, I can't comment on some of

15   the other items you've been talking about, but

16   that's generally correct, you know, that the

17   reason that there are more people here is because

18   more people have kept their policies than we

19   expected and people are living longer.

20             MR. REDMER:  Yes, sir.

21             MR. LYON:  I have a question, I believe

22   related to this -- tell me if I'm wrong -- but not
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 1   addressed.

 2             If all of these approaches to bring

 3   back, the situation back into balance do not work,

 4   the company is unable to fulfill its obligations

 5   under the policy, bankruptcy, whatever, what

 6   protection, if any, do we consumers in the state

 7   of Maryland have?

 8             MR. REDMER:  Sure.  Currently, a

 9   Pennsylvania domestic company, Sentry (phonetic),

10   is going through that.  In Maryland, there are, I

11   think it's a little over 800 policyholders that

12   have policies with Sentry, and in Maryland we have

13   a guarantee fund that is used to guarantee a level

14   of benefits for the consumer.

15             MR. LYON:  Is that the Maryland Life and

16   Health Insurance Guarantee corporation?

17             MR. REDMER:  Yes, sir, it is.

18             MR. LYON:  My particular policy says

19   that that corporation may not provide coverage for

20   our policies in the state of Maryland.  If

21   coverage is provided, it may be subject to

22   substantial limitations or exclusions and require
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 1   continued residency in Maryland.  That's a whole

 2   lot of ifs, if I may.

 3             MR. REDMER:  There are ifs.

 4             MR. LYON:  So that doesn't sound like we

 5   have much of a guarantee.

 6             MR. REDMER:  Well, there is a guarantee,

 7   but I don't want to take the time during a rate

 8   hearing to discuss the guarantee fund.  So we do

 9   have our contact information, and we're happy to

10   follow up with you on the specifics of the

11   guarantee fund.

12             MR. LYON:  Fair enough.  Thank you.

13             MR. REDMER:  Any other questions about

14   Robert's overview?

15             UNIDENTIFIED FEMALE SPEAKER:  Can we get

16   your name again.

17             MR. LYON:  Robert Lyon, L-Y-O-N.

18             MR. REDMER:  Robert, thank you very

19   much.  Appreciate it.

20             MR. LYON:  My company's name is

21   Genworth.

22             MR. REDMER:  So with that, we're going
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 1   to move into the carriers.  We are a little bit

 2   behind schedule, so I don't want to keep you from

 3   saying anything that you want to say, but to the

 4   extent that you can be brief, we would appreciate

 5   it.

 6             We are going to start with Genworth,

 7   Elena Edwards and Jamala Murray.

 8             MS. GRASON:  And if you could, kindly,

 9   speak into the phone with your testimony.  That

10   would be helpful.  Thank you.

11             MR. REDMER:  Thanks for joining us.

12            GENWORTH INSURANCE COMPANY TESTIMONY

13             MS. EDWARDS:  Good afternoon.  My name

14   is Elena Edwards, and I'm a senior vice president

15   of Genworth's long-term care business.

16             Commissioner Redmer, thank you for

17   holding today's hearing and for inviting Genworth

18   to participate.  I was also able to participate in

19   the hearing that you held in April where I offered

20   some general information across our long-term care

21   operations the need for our premium rate increases

22   and the future of our long-term care product.  But
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 1   today I'm happy to return to speak and to speak

 2   specifically to our current long-term care premium

 3   rate increase filings which are pending today with

 4   the Maryland Insurance Administration.

 5             But before I do that, I'd also like to

 6   say the consumers who are here today, thank you

 7   for being here.  Thank you for your interest and

 8   participation.

 9             Genworth has been selling long-term care

10   insurance in the state of Maryland since 1978, and

11   we currently provide coverage for more than 31,000

12   residents of this great state and for more than

13   1.2 million policyholders nationwide.

14             We understand how difficult these large

15   premium rate increases are for all of our

16   customers, and so we welcome this opportunity to

17   give you more information that explains why we

18   need these rate increases.  We also want to

19   discuss all of the options that we offer to our

20   policyholders so they can continue to make

21   informed choices that address their specific

22   needs.
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 1             And I'm also pleased to introduce Jamala

 2   Arland, who is our long-term care in-force

 3   actuarial leader, and she's going to provide some

 4   basic information about our current premium rate

 5   filing.

 6             MS. ARLAND:  Thank you, Elena.

 7             Good afternoon to the Maryland Insurance

 8   Administration and to our consumers who are

 9   present and listening on the phone.

10             My name is Jamala Murray Arland.  I'm an

11   actuary in good standing with the Society of

12   Actuaries and the American Academy of Actuaries,

13   and my team and I put together the actuarial

14   justification and support that is filed with the

15   Maryland Insurance Administration to support

16   Genworth's rate action.  I appreciate the

17   opportunity to discuss our pending rate increases

18   and the actuarial justification.

19             Genworth is currently seeking rate

20   increases of 15 percent on our Choice 2 and 2.1

21   policy forms.  For customers who are looking at

22   their policy forms, that relates to policy form
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 1   number 7042 and 7044.

 2             This rate increase of 15 percent is the

 3   maximum rate increase permitted in the state of

 4   Maryland.  The rate action request applies to both

 5   stand-alone individual long-term care policies

 6   sold in Maryland and also those sold through a

 7   program associated with the American Association

 8   of Retired People, the AARP.  This particular rate

 9   increase will impact about 11,000 Maryland

10   policyholders.

11             The need for rate increases is primarily

12   driven by projected claims which are higher than

13   expected and compounded by persistency which is

14   higher than expected.

15             As Robert Eaton explained, underlying

16   the pricing of long-term care insurance are the

17   actuarial assumptions that look as long as 50

18   years into the future.  When this product was

19   priced, and even today as we monitor the

20   experience in our in-force block, Genworth looks

21   at three main risk factors, the first being

22   interest rate risk.  However, for interest rate
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 1   risk, because this particular filing, the interest

 2   rates underlying this filing are dictated by

 3   regulation, interest rate is not a key driver in

 4   this filing that we are discussing today.

 5             The second major risk is morbidity, and

 6   you can think about this as the condition of

 7   health as people age and how that relates to the

 8   claims that we expect to see on our long-term care

 9   insurance policy.

10             The second element is persistency, and

11   you can think about this as the likelihood of a

12   policy to remain in force.  Now, when it comes to

13   persistency, there are two key things that we

14   think about, the first being mortality, which is

15   how long a customer is expected to live.  The

16   second factor is lapse, and that is how many

17   customers decide to terminate their coverage

18   before the benefits are exhausted.

19             Although we employed our best efforts to

20   complete thorough assessments of these risks at

21   the time of pricing, our mortality and lapse have

22   materialized differently than we originally
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 1   assumed.  Because more policyholders are expected

 2   to persist, our best view of morbidity is also

 3   different than originally assumed.  As such,

 4   following actuarial standards of practice and

 5   complying with the regulations governing these

 6   products in the state of Maryland and in accord

 7   with our contracts with policyholders, we are

 8   attempting to adjust premium rates as soon as

 9   possible, because we know that the longer we wait

10   to pursue these rate actions the greater the rate

11   increase will be.  In fact, experience has shown

12   that the rate increase approximately doubles for

13   every five years that no action is taken.

14             It is our intent to learn from the past,

15   act early in these policy forms and seek to avoid

16   more significant rate increases as the average

17   attained age of our policyholders is higher.

18             While we are currently seeking the

19   maximum rate increase on these forms in Maryland

20   of 15 percent on both the AARP and non-AARP

21   policies, our current view of future claims

22   actually justify the higher rate increase of
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 1   approximately 48 percent.  As a result, we expect

 2   for these policies, that they will be subject to

 3   additional rate actions in the future.

 4             MS. EDWARDS:  Thanks, Jamala.

 5             I'd like to now speak briefly to the

 6   financial performance of our long-term care

 7   policies.

 8             Like most long-term care insurance

 9   companies, Genworth has policies in force that are

10   challenged.  On our three generations of our older

11   products and one series of our newer products,

12   Genworth has lost several billion dollars

13   collectively.  On the three older generation

14   products, we expect losses to continue for the

15   next several years.  We've agreed with regulators

16   that we'll never recover any of the losses on our

17   three older generation products.  They are, in

18   fact, sunk costs for our company.  The premium

19   rate request that we're currently seeking for our

20   newer policies that Jamala referenced, our Choice

21   2 and 2.1 policy series, will not be used to

22   offset losses on our older generation products.
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 1             I'd also like to quickly touch on the

 2   policy value of our policies.  Long-term care

 3   policies offer tremendous value to our

 4   policyholders, even after significant rate

 5   increases.  Our policyholders often have several

 6   times, many multiples of the premiums -- the

 7   benefits are many multiples of the premiums that

 8   they have paid in and will pay in the future.

 9             But I want to go back to say that we

10   understand that these premium rate increases are a

11   tremendous burden on our policyholders, because we

12   do talk to our customers every day.  As a matter

13   of fact, over the last two years we've taken over

14   200,000 calls from customers into our customer

15   service department, and they've talked to us about

16   the rate increases over those two years.

17             And we currently offer a number of

18   options and try to give a lot of optionality to

19   our policyholders as they face into these rate

20   increases.  Our customer service representatives,

21   we put the most knowledgeable and longest tenured

22   associates on the phones to take these calls
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 1   because we know how important they are, and

 2   they're waiting, ready, and willing to help

 3   explain the options and take people through them

 4   so that they can determine the best course of

 5   action, because each policyholder themselves knows

 6   what that course of action should be for their

 7   situation.  And we also have a website that we put

 8   up for policyholders to help them understand both

 9   the increases and what their options are.

10             And then our policyholders can choose

11   really a few things.  One, they can choose to pay

12   the full rate increase and keep the level of

13   benefit that they've attained.  Second, they can

14   make benefit adjustments, instead of paying the

15   higher premiums, to find the right balance for

16   them of both affordability and protection that

17   they need for their given situation.  And third,

18   for policyholders who can no longer pay any

19   premiums or don't want to pay any premiums going

20   forward, we voluntarily offer a non-forfeiture

21   option that equals, really, a paid-up policy.  And

22   with this option, if the policyholder becomes
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 1   claim eligible, Genworth will reimburse the

 2   eligible expenses up to the premium that's been

 3   paid in minus any claims that have been paid.

 4             From our overall nationwide experience,

 5   since 2012 to current day, what we've see on the

 6   options that we've offered is that over 80 percent

 7   of our customers choose to pay the higher premium,

 8   and that suggests that they really do understand

 9   the value of the coverage and the benefits that

10   they currently have.

11             We're attempting to actively manage our

12   business to ensure that we're here when our

13   policyholders need us most, and that's to deliver

14   on our promise at that time in claim.  Toward that

15   end, we remain committed to work with the Maryland

16   Insurance Administration to implement actuarially

17   justified rate increases in a reasonable and

18   responsible manner, keeping consumer interests and

19   concerns top of mind.

20             Commissioner Redmer, again, we

21   appreciate the opportunity to participate in your

22   hearing today, and we'd be happy to take any
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 1   questions that you or your staff have.

 2             MR. REDMER:  Thank you.

 3             The policies, the generation of policies

 4   that are subject to this rate request, do you know

 5   when they were sold, by chance, as far as the

 6   years?

 7             MS. EDWARDS:  Yes, Choice 2 and 2.1 are

 8   the policy series and they started in 2003 and

 9   went through around 2013.

10             MR. REDMER:  2003 to 2013?

11             MS. EDWARDS:  Uh-huh.

12             MR. REDMER:  One of the things I had

13   heard from some producers, brokers as well as

14   consumers, is with our rate cap at 15 percent, you

15   get a couple of 15 percent increases in a row and

16   it's tough to make long-term decisions, long-term

17   plans, because you don't know when the end is

18   going to come.  Have you considered or would it be

19   attractive to offer a onetime increase of some

20   larger number where you commit to that that's

21   either it permanently or that's it for five years

22   or ten years or whatever?
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 1             MS. EDWARDS:  We're always happy to work

 2   with you and your department to look at the full

 3   actuarially justified amount and to work with you

 4   to implement that over time or a number of years

 5   but be very clear and transparent to all the

 6   policyholders so they understand what's coming or

 7   to do it all upfront.  But as you mentioned, we

 8   could do it over several years, and over those

 9   years we'd use what we would call a lockout, pay

10   for these number of years, there will be no other

11   rate increases.  So we're always happy to work

12   with you and your department on that product.

13             MR. REDMER:  Sarah.

14             MS. LI:  Thank you for being here.

15             You said that 48 percent rate increase

16   was actually justified for this rate filing.  Even

17   though these two policy forms were issued after

18   October 1st of 2002, when you say 48 percent was

19   justified, 48 percent is the least amount that you

20   need to satisfy the 58/85 test, or do you have

21   other ways to come up with the 48 percent?

22             MS. ARLAND:  In determining the 48
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 1   percent that we believe is actuarially justified

 2   for these two policy forms, we did comply.  You

 3   talked about in your remarks, Sarah, about the

 4   58/85 test, the new business rate cap.  Those two

 5   provisions are accounted for in determining this

 6   justified rate increase.

 7             So a couple things that we look at in

 8   determining this rate increase are we can make

 9   sure that this rate increase would not exceed the

10   rates that we currently offer today on a new

11   policy sold, and we also complied with the 58/85

12   test, and we also applied an additional limiting

13   factor on that test for ourself, to self-limit, in

14   that the 58 component of that test is the loss

15   ratio that you think about for the original

16   premium level.  So 58 percent of the premiums that

17   are collected on the original level go toward

18   claims, paid claims.  We actually limit ourselves

19   to a higher amount than that 58 percent on the

20   original premiums.  Then for any additional rate

21   increases that are approved, we limit ourselves to

22   85 percent.  So 85 percent of every dollar
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 1   collected on the additional rate increase amount

 2   will go towards paying claims.  And those two

 3   components were considered in determining this

 4   justified rate increase of approximately

 5   48 percent.

 6             MS. LI:  Thank you.

 7             MR. REDMER:  Thank you.

 8             John Hancock.

 9          JOHN HANCOCK INSURANCE COMPANY TESTIMONY

10             MS. ROCHE:  Good afternoon.  My name is

11   Marie Roche, and I'm assistant vice president at

12   John Hancock responsible for insurance contracts

13   and legislative services.

14             Thank you, Commissioner Redmer, staff of

15   the Insurance Administration, as well as the

16   attendees and folks on the phone.  We're very

17   pleased to be here today to talk to you about rate

18   increases generally as well as specifically John

19   Hancock's currently pending filing.

20             Hancock has been writing long-term care

21   since 1987.  My goal today is to talk a little bit

22   about the need for premium adjustments, how we can
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 1   or how Hancock mitigates the impact of the rate

 2   increases on our policyholders as well as to the

 3   specifics of our filing and what we can do to help

 4   educate our consumers.

 5             As you've heard, long-term care is a

 6   long-duration policy.  People buy them in their

 7   50s, 40s and 50s and then claim in their 80s and

 8   90s.  And long-term care usage as well as expenses

 9   are extremely difficult to predict for many

10   decades in the future.  Medical advances, family

11   patterns, people, you know, children working,

12   provider utilizations are all things that are

13   extremely or are virtually impossible to be able

14   to predict.

15             What we're seeing, again is good news,

16   people are living longer, but in many instances

17   people are living longer, but they're also living

18   frail, in a frailer state, meaning that they are

19   going to need long-term care, and they will also

20   claim longer.  And these are some of the elements

21   that have caused the need for rate increases.

22             And one of the things that, the most
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 1   important thing I think that any carrier,

 2   including Hancock, can do is help to mitigate the

 3   impact of rate increases on our policyholders.

 4   And we understand that these premium increases are

 5   extremely difficult for our policyholders and have

 6   taken some significant steps to mitigate the

 7   burden.

 8             For example, on our pre-rate

 9   stabilization blocks of business, so the earlier

10   blocks of business written from 1991 to the early

11   2000s --

12             MR. REDMER:  Excuse me for interrupting.

13   Are they the policies that are subject to the rate

14   request increase?

15             MS. ROCHE:  Yes.

16             MR. REDMER:  Thank you.

17             MS. ROCHE:  And I'll get to that

18   specifically, but one of the things we have

19   proactively applied, the tenets of rate

20   stabilization to our pre-rate stabilization block,

21   and that includes the 58/85 block ratio as well as

22   the new business cap, so it's also applied on the
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 1   earlier ones.  And we also voluntarily administer

 2   a contingent non-forfeiture benefit as well.

 3             And again, in 2010, Hancock pioneered a

 4   unique and innovative alternative as a mitigation

 5   option, and it was called the inflation reduction

 6   landing spot whereby the inflation index or

 7   individuals who had 5 percent compounded,

 8   5 percent simple inflation on a prospective basis,

 9   that 5 percent index is reduced based upon a fixed

10   amount by policy series.  And I think that the

11   important thing to that type of mitigation option

12   is that the benefits, existing benefits, including

13   past accruals, are retained by the policyholder,

14   and then only future inflation increases are

15   reduced.  This option, unfortunately, is not

16   available in Maryland, because of the 15 percent

17   cap.  When we offer these inflation landing spots,

18   the requested rate increases need to be approved

19   in full.

20             MR. REDMER:  Excuse me.  There are

21   states where you offer that as an option, I take

22   it; right?
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 1             MS. ROCHE:  In the vast majority of

 2   states, we do offer that.

 3             MR. REDMER:  Okay.

 4             MS. ROCHE:  As to our --

 5             UNIDENTIFIED FEMALE SPEAKER:  Can you

 6   explain that better.

 7             MR. REDMER:  I'm sorry.  We don't have

 8   time to let the audience ask questions of the

 9   carriers.  However, we've got our contact

10   information.  At the conclusion of this, you can

11   ask questions.  If you prefer, you can send

12   questions to us and we'll be happy to facilitate

13   answers on your behalf.

14             With that, I have a question.  Could you

15   answer that.  Explain that better.

16             (Laughter.)

17             MS. ROCHE:  Okay.  So what the inflation

18   landing spot does, let's assume that you have

19   5 percent compound inflation and your policy

20   benefits are inflating for 5 percent over a period

21   of time.  So let's assume your daily benefit is

22   100, and now because of inflation over a period of
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 1   years, let's just pick a number, your daily

 2   benefit is now, over a series of years, is now at

 3   $150.

 4             What we allow in other states is, for

 5   example, an individual to reduce that 5 percent

 6   compound to maybe 4 percent or 3.5 percent

 7   compound inflation.  So rather than prospectively

 8   your benefits increasing at 5 percent, it

 9   increases at 4 or 3.5 percent, but the

10   starting-off point for that daily benefit is still

11   $150.  And so again, the inflation or the reduced

12   inflation index would apply on a move-forward

13   basis.

14             Is that helpful?

15             (Unidentified female speaker motioned

16             affirmatively.)

17             Okay.  Thank you.

18             Okay.  The other thing that I wanted to

19   talk about, clearly, is our current pending

20   filing.  This submission was made in August 2016

21   and remains pending.  It covers 13 policy series

22   that have been issued over time in the state of
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 1   Maryland from the time period of 1991 to 2004.

 2   Those were the issue dates for the policies that

 3   are being increased.

 4             And as you have heard, Maryland is

 5   unique in that the Maryland regulation has capped

 6   rate increases to a maximum of 15 percent.  One of

 7   the other things that I'd like to take note of is

 8   that capping rate increases has a result of,

 9   meaning for consumers, that the ultimate rate

10   increase that consumers will pay over time will,

11   in fact, be higher.  So we think that that's an

12   important consideration.

13             In our outstanding filing, the average

14   needed rate increase that we believe that we were

15   actually able to justify is 46 percent.  So we

16   would anticipate additional rate increases in the

17   future.

18             In addition, Hancock continually

19   monitors its experience over the years, and we are

20   in the process of conducting a deep dive on

21   experience.  That's done every few years, and the

22   results of that study is ongoing, and the results
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 1   may require future rate increases as well.

 2             But getting back to the rate increase at

 3   hand, if Hancock is, in fact, capped at

 4   15 percent, the average increase for the pending

 5   rate increase is 14.2 with increases that range

 6   from .2 to 15 percent based upon policy series.

 7   And the reasons for needing these increases are,

 8   again, the experience that we are seeing at older

 9   ages.  Again, people are claiming longer, and the

10   claims are -- they're claiming longer, but people

11   are also living a longer period of time where

12   they're most likely to claim.

13             The other thing that I wanted to mention

14   is that we -- you know, another important thing,

15   in addition to mitigating or providing our

16   policyholders with meaningful options to help

17   mitigate the rate increase, is our ability to

18   educate our consumers, and we believe that the

19   type of communication that is needed is that all

20   consumers need to be informed of the amount of the

21   rate increase, the timing, as well as in clear,

22   easy to understand language the mitigation options
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 1   available to them.

 2             And one of the things over the past few

 3   years the NAIC has been working on is new

 4   disclosure on rate increases, which we fully

 5   support.

 6             Again, we commend the department's

 7   thoughts about implementing the most current

 8   version of the NAIC.  We are supportive of that.

 9   We believe that it will provide added protections

10   to consumers as well as clear disclosures.

11             And we respectfully ask that -- we

12   believe that we have actuarially, from an

13   actuarially justification perspective, have

14   justified the increases that we have requested and

15   that the department would provide disposition on

16   our submission.

17             MR. REDMER:  Thank you.

18             Sarah.

19             MS. LI:  So you said that you can --

20             MR. REDMER:  Let everybody else hear

21   you.

22             MS. LI:  So you said that you can
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 1   justify 46 percent rate increase.

 2             MS. ROCHE:  Uh-huh.

 3             MS. LI:  Okay.  Over the past few months

 4   we have received a couple complaints with regard

 5   to your policies, and in the process of

 6   investigating these complaints, we realized that

 7   your company did not implement the rate increase

 8   for the last three years.  Current point, it seems

 9   like to us you are still implementing... business.

10   Is there any system problems or is that --

11             MS. ROCHE:  I'm not aware, and I

12   apologize, of any operational aspect.  I do know

13   that there may have been a delay in implementing a

14   few policy series, but not overall.  And I'll be

15   happy to do some investigation, and I'll get back

16   to you in the next few days.

17             MS. LI:  That would be good.  Thank you.

18             MR. REDMER:  Thank you, Marie.

19             My understanding is MedAmerica is not

20   represented.  They're going to provide written

21   testimony.  Is that right?

22             MR. ZIMMERMAN:  MedAmerica and Principal
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 1   Life provided written comments which will be

 2   posted to our website.

 3             MR. REDMER:  Thanks, Adam.

 4             Metropolitan.

 5            METROPOLITAN LIFE INSURANCE COMPANY

 6             MR. TREND:  Good afternoon, Commissioner

 7   Redmer, Ms. Li, Ms. Grason, Mr. Zimmerman, Met

 8   Life long-term care policyholders and other

 9   interested parties.

10             My name is Jonathan Trend.  I am a vice

11   president and actuary at Metropolitan Life

12   Insurance Company, and I have overall

13   responsibility for the actuarial memoranda and

14   accompanying documents that support the

15   application.  I'm a fellow of the Society of

16   Actuaries and a member of the American Academy of

17   Actuaries and have over 18 years of experience in

18   long-term care insurance and the risks,

19   assumptions and benefits that are characteristic

20   of that coverage.

21             Also with me is Tom Reilly.  Tom is

22   Metropolitan Life Insurance Company's director of
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 1   long-term care product management and compliance.

 2             We are here today on behalf of

 3   Metropolitan Life Insurance Company, Met Life

 4   Insurance Company USA, TIAA-CREF Life Insurance

 5   Company, and Teachers Insurance and Annuity

 6   Association of America.  During the presentation,

 7   we will refer to all these companies collectively

 8   as Met Life.

 9             We welcome the opportunity to present

10   our views on Met Life's long-term rate filings

11   currently before the Maryland Insurance

12   Administration and to answer your questions.

13   Thank you also for providing this forum for

14   Maryland citizens, including our valued customers,

15   to express their views and comments on the

16   filings.

17             Our brief presentation will include a

18   description of the steps we have taken to mitigate

19   the impact of the proposed increase.  We also hope

20   to provide a greater understanding of why the

21   increases are necessary and the process Met Life

22   uses to evaluate the underlying assumptions and
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 1   risks that we are required to assess before filing

 2   for an increase with the administration.

 3             Please keep in mind that this

 4   presentation will highlight and expound upon

 5   certain areas relating to Met Life's comprehensive

 6   filing made with the Administration on May 25th,

 7   and June 23rd, 2016.  The filings present the full

 8   and complete actuarial basis for the requested

 9   rate increase that constitute Met Life's official

10   request.

11             Met Life's decision to file for rate

12   increases was made only after careful and in-depth

13   analysis of the experience relating to these

14   policies that are the subject of these failings.

15   We are proposing these increases in light of the

16   information that has emerged over the years these

17   policies have been in force, including claim

18   experience and persistency and the changes and

19   assumptions underlying these policies since they

20   were first issued.

21             Met Life believes that the rate filings

22   made with the Administration clearly demonstrate
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 1   that the increases are needed because the

 2   experience relating to these policies has been and

 3   is expected to remain materially worse than

 4   initially anticipated.  This is also my

 5   professional opinion.

 6             We believe that the proposed premium

 7   schedules are not excessive nor unfairly

 8   discriminatory and the benefits provided are

 9   reasonable in relation to the proposed premiums

10   based on the lifetime loss ratio being in excess

11   of minimum requirement set by Maryland insurance

12   law.

13             I'm now going to turn the presentation

14   over to my colleague Tom Reilly who will provide

15   an overview of the scope of Met Life's

16   applications for rate increases.

17             MR. REILLY:  Good afternoon and thank

18   you for the opportunity to speak about our

19   filings.

20             As a background to our filing, I think

21   it would be helpful to briefly explain the scope

22   of the applications that are the subject to
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 1   today's hearing.

 2             Met Life is seeking approval on two

 3   segments of our long-term care insurance business.

 4   The first segment includes policy forms associated

 5   with the Met Life Insurance Company USA.  Policies

 6   were issued between 1990 and 2001.  The increase

 7   that Met Life is requesting on these forms is

 8   15 percent.  Approximately 3,918 insureds from

 9   this business may be impacted by the rate

10   increase.

11             The second segment includes policy forms

12   issued by Teachers Insurance and Annuity

13   Association of America and TIAA-CREF Life

14   Insurance Company, their individual business which

15   Met Life acquired in 2004.  After acquiring this

16   business, Met Life did not market or sell new

17   policies associated with future business.  These

18   policy forms were issued between 1991 and 2004.

19   The increase percentages that Met Life is

20   requesting on these forms is 15 percent.

21   Approximately 839 insureds from the Teachers

22   business my be impacted by this rate increase.
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 1             Jonathan will now address the actuarial

 2   aspects of the filings.

 3             MR. TREND:  As previously mentioned, Met

 4   Life believes that the applications demonstrate

 5   that the requested increases are justified and

 6   meet all Maryland insurance requirements for

 7   approval.

 8             To assist you with your review, I will

 9   briefly speak to the applications and why we

10   believe the requested increases are reasonable.

11             I will start by referring you to

12   specific portions of the filings that demonstrate

13   that the loss ratio on the Maryland policies after

14   application of the requested increase will remain

15   far in excess of the minimum loss required for

16   rate revisions under Maryland insurance law.

17             The term loss ratio used throughout our

18   testimony is here defined as the ratio of incurred

19   claims, the moneys we pay to claimants; the term

20   premiums, the moneys we collect from the

21   policyholders.

22             As part of the in-force management of
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 1   the business, Met Life monitors the performance of

 2   the business by completing periodic analyses of

 3   persistency rates, how many policyholders keep

 4   their policies; mortality rates, how long

 5   policyholders live; and morbidity rates, the

 6   frequency and severity of claims.

 7             The findings from these analyses were

 8   used in projecting the future performance of

 9   in-force business to determine the effect of

10   experience on projected lifetime loss ratio.  The

11   reason we study these parameters is because they

12   bear directly on projected levels of claims and

13   premiums over the lifetime of the policies.

14             As explained in the memorandum, overall

15   actual persistency rates have been higher than

16   that assumed when the policies were priced;

17   mortality rates have been lower than that assumed

18   at pricing; and morbidity levels have generally

19   been higher than that assumed at pricing.

20             The combined result of past experience

21   and future projections based on current

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

 2   In fact, the current projected lifetime loss

 3   ratios in Maryland range from 117 to 173 percent.

 4   This means that our current rate bases have us

 5   paying out between $117 and $173 in benefits for

 6   every $100 we collect in premiums.  Even after

 7   rate increases at the levels requested in our

 8   applications, the loss ratios for the Maryland

 9   policies will range from 111 to 170 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

13   losses.

14             Tom will now conclude our testimony.

15             MR. REILLY:  Thanks Jonathan.

16             Please be assured that while Met Life

17   believes the requested increases are necessary,

18   justified, and permitted under Maryland's

19   insurance laws and regulations, we also understand

20   that many of these increases may cause some

21   policyholders to consider canceling coverage.  Met

22   Life's experience shows that the vast majority of
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 1   policyholders choose to maintain their coverage,

 2   even in the face of rate increases.  For all

 3   policyholders, including those who may consider

 4   ending their coverage because of any of these rate

 5   increases, we will offer them multiple options

 6   where available to modify their coverage to keep

 7   their premiums at a level similar to their current

 8   premiums.

 9             In addition, currently the rate increase

10   request, we have requested approval and

11   endorsement to provide a nonforfeiture benefit so

12   that all policyholders who choose to stop paying

13   premiums in response to a rate increase can still

14   maintain some paid-up coverage.  This means that

15   for these policies, every premium dollar

16   previously paid, minus benefits already received,

17   will be available as a benefit if the insured goes

18   into claim.

19             In closing, we feel the value provided

20   by these coverages is significant, and we are

21   proud of the service we have provided to Met Life

22   policyholders, especially at time of claim.  Since
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 1   entering the long-term care insurance market, Met

 2   Life has paid out over 6 billion in claims.

 3             Thank you for the opportunity to testify

 4   in support of Met Life's applications.  We

 5   respectfully request that the administration

 6   approve the filings as submitted.

 7             This concludes our remarks.  We'd be

 8   happy to take your questions.

 9             MR. REDMER:  Thanks for coming out.

10   Sir.

11             MS. LI:  Thank you.  Mr. Trend, without

12   15 percent cap, what would be the rate increase?

13             UNIDENTIFIED FEMALE SPEAKER:  Can you

14   speak louder, please.

15             MS. LI:  Without 15 percent cap, what

16   would be your justified rate increase?

17             MR. TREND:  It would vary by policy

18   form.  I mentioned in my opening remarks our

19   filings address a variety of... and policy forms,

20   so it would range, but certainly be substantially

21   higher than 15 percent.

22             MS. LI:  So in follow-up, you mentioned
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 1   that the rate, the 15 percent rate increase, the

 2   loss ratio, lifetime loss ratio moved by only

 3   5 percent, 5 to 6 percent?

 4             MR. TREND:  Thereabouts.

 5             MS. LI:  Okay.  So if... Met Life USA

 6   policies, they were issued between 1990 and 2001,

 7   and the loss ratio is running between 111 percent

 8   and 170 percent, so you would expect a cap of

 9   15 percent increase in future years; is that

10   correct?

11             MR. TREND:  For that block, the Met Life

12   USA block, yes.  A loss ratio is extraordinarily

13   more than the minimum requirement, but expectation

14   is that Met Life USA would continue to apply for

15   multiple rounds of 15 percent rate increases, and

16   that precipitates that lifetime loss ratio to

17   something more reasonable.

18             MS. LI:  Thank you.

19             MR. REDMER:  Thank you.

20             Prudential.

21   THE PRUDENTIAL INSURANCE COMPANY OF AMERICA TESTIMONY

22             MR. BURNS:  Good afternoon.  Pete Burns.
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 1   I'm vice president and actuary at Prudential

 2   responsible for the rate increase, loss ratio rate

 3   increase filing.

 4             I want to take the time to thank the

 5   Maryland Department of Insurance and Commissioner

 6   Redmer for giving me the opportunity to speak on

 7   behalf of Prudential and explain why the rate

 8   increases are needed as well as to help explain

 9   what Prudential is doing to mitigate those rate

10   increases to the policyholders.

11             Prudential is currently seeking approval

12   of average rate increases between 12.8 percent and

13   15 percent for four of our individual long-term

14   care policies that were sold in Maryland between

15   the years 2000 and 2012.  We currently have 1,952

16   policyholders in Maryland that own one of these

17   impacted policies.  And the average amount of the

18   rate increase is expected to be $37 per month.

19             Prior rate increases in Maryland that we

20   have sought in the past have not been sufficient.

21   That's why we're here to seek another rate

22   increase currently.  The prior rate increases have
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 1   resulted in a vast majority of the policyholders

 2   continuing to pay the premium.  In fact, we've

 3   seen, for each rate increase, we've seen about

 4   94 percent of Maryland policyholders continuing to

 5   pay that premium without any sort of benefit

 6   reduction.  Obviously there are some people that

 7   are taking benefit reduction as well as some

 8   people that are deciding to stop paying premiums.

 9             Some of the primary factors, just

10   echoing what's already been said that, you know,

11   the premium increases, the primary factors being

12   voluntary lapse rates, mortality, morbidity and,

13   of course, investment earnings needed for, you

14   know, for the policy reserves has significantly

15   been less than what was anticipated.

16             For Prudential, the primary drivers for

17   rate increases has been around mortality and

18   voluntary lapse rates.  And as you know and has

19   been explained, you know, what we see is the lapse

20   of... policies, so premiums and the reserves that

21   were set aside need to be sufficient to help fund

22   to pay those claims for the remaining
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 1   policyholders that do go on claim in those later

 2   years.

 3             From the lapse standpoint, when

 4   Prudential first got into the long-term care

 5   business, for these individual policies, the

 6   assumption was closer to around 5 percent, and

 7   today it's at 1 percent or even lower.

 8             Mortality rates, of course, continue to

 9   fall as well, and obviously it's important and has

10   that impact to where there's a lot more

11   policyholders available to claim on those benefits

12   at the older attained ages.

13             Due to the improved voluntary lapse

14   rates and mortality, it is assumed that a

15   significant number of policyholders will remain in

16   force at these older attained ages when they're

17   more likely to go in claim, and of course that's

18   good because that's what the coverage is all

19   about, to provide that coverage when they need it

20   the most.  But unfortunately, it was not

21   anticipated that -- Prudential didn't anticipate

22   the level of policyholders that would be around at
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 1   that time and was just not included in the

 2   original pricing.

 3             The current rate increase request is

 4   intended to partially but not fully offset some of

 5   our adverse experience.  We do anticipate that

 6   future rate increases will be likely in the

 7   future.

 8             Also, Prudential understands the

 9   challenges that some of the policyholders are

10   going to face.  In an effort to make this

11   difficult situation a little bit easier, to help

12   mitigate some of these difficulties, Prudential

13   does offer, you know, with the notification

14   letters, offer a number of options to reduce

15   benefit coverage as well as offering a 1-800

16   number to call in to a customer representative to

17   help handle the situation.  The tele-center, I

18   want to point out, is 100 percent dedicated to

19   Prudential long-term care matters.

20             Some of the voluntary options that

21   Prudential offers to mitigate the rate increases

22   are, you know, reducing policy benefits, such as
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 1   daily and lifetime maximums; remove optional

 2   riders that provide additional benefits; stop

 3   paying premiums and exercise a nonforfeiture

 4   benefit.  And I will add that Prudential is now

 5   offering a nonforfeiture benefit to all of those

 6   that let lapse as a result of the rate increase.

 7   So those, obviously, are some of the options.

 8             I do want to point out that

 9   Prudential -- the majority of Maryland

10   policyholders have some form of cash benefit.

11   That's something that's not always prevalent among

12   other carriers.  I want to point this out because,

13   you know, the cash benefit is a little bit

14   different than the typical reimbursement policies

15   or benefits.  It pays insureds a daily benefit

16   maximum, or in some cases we have what's called a

17   cash alternative where we'll pay a partial amount

18   of that benefit, but it pays as long as the

19   claimant is benefit eligible and has an approved

20   plan of care in place.  With this, the

21   policyholder does not have to submit proof of

22   receiving the LTC services, provided they were
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 1   benefit eligible before.  But the insured will

 2   have the option, with this rate increase, that

 3   they can offset that 15 percent rate increase by

 4   electing to -- actually, in some cases they can

 5   actually get a bigger than 15 percent reduction by

 6   electing to reduce -- to eliminate this cash

 7   benefit to keep the same dollar amount that they

 8   currently have.  It's just an option, it's

 9   voluntary, but it's an option to basically say,

10   you know, we'll still pay, we'll still pay for

11   your benefits, but it's going to be under the

12   reimbursement model.  You'll need to provide proof

13   of receiving the services.  We'll pay up to the

14   daily maximum amount of reimbursements... expenses

15   up to the daily maximum amount.  So it's an offer

16   to help offset the rate increase.

17             In fact, policyholders, of course, can

18   also elect to pay the increased premium and keep

19   all their existing benefits.

20             As stated in this testimony, Prudential

21   does understand the challenges of the policyholder

22   when rates are increased.  Rate increases are
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 1   needed to help ensure that future premiums in

 2   combination with existing reserves will be

 3   adequate to fund the anticipated claims.  And by

 4   providing different options, we will assist

 5   policyholders with opportunities to minimize the

 6   impact of the rate increase.

 7             And we appreciate the department's time

 8   and attention to this matter.  And we are

 9   available for further discussion.

10             MR. REDMER:  Keith, thank you.  You're

11   lucky.  We're getting behind on time, so any

12   follow-up questions will come by email.

13             For you and any of the other carriers,

14   Marie from Hancock mentioned an option that's not

15   available in Maryland, reduction of the inflation

16   index.  If any of you are offering anything

17   outside of Maryland that you can't do in Maryland

18   but would like to, we'd like to hear about it, not

19   today, but please follow up with us.

20             Next, Tim from TransAmerica.

21       TRANSAMERICA LIFE INSURANCE COMPANY TESTIMONY

22             MR. KNEELAND:  Good afternoon.  Thank
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 1   you Commissioner and all of your staff, and

 2   especially the customers that are here.

 3             This is a challenging topic, as I'll get

 4   into a little bit.  I understand that.  We get

 5   that.  In the end, I understand and we understand

 6   that our biggest commitment to all of our

 7   policyholders is to make sure we pay every

 8   qualified claim for the rest of eternity on these

 9   policies that are in force.  And for us, this is a

10   very serious topic, not just for us but for the

11   industry, because, as the question was asked

12   earlier about what protections are there if an

13   insurance company can't meet its obligation,

14   that's a very serious issue.  It's important for

15   us to be able to keep that on the table.

16             I'm going to try to not be redundant.

17   There's been a lot of good information shared here

18   already.  I'll make sure I cover the areas that

19   the Commissioner specifically requested.  However,

20   I think it's also important to think a little bit

21   about an equally important issue, which is the

22   role that insurance companies take on in this
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 1   capitalistic society that we have.

 2             Approximately 25 to 30 years ago

 3   companies started working on trying to solve a new

 4   issue that was arising:  Our baby boomers were

 5   aging and they were going to create a whole

 6   different set of circumstances that this country

 7   had never seen before, and one of them was going

 8   to be the care.  Well, what's going to happen?

 9   Our families don't all live together.  Children

10   move away.  It's not the same as it used to be.

11   So as insurance companies, many of us, over 120,

12   chose to step up and to be able to start offering

13   a type of coverage that was known at that point in

14   time as nursing home insurance.  This evolved to

15   be very expansive and offer a lot of care for

16   chronic care.

17             And we did those things knowing that

18   there's two types of policy forms.  One is

19   specific to this issue.  One is a noncancelable

20   policy and one is a guaranteed renewable policy.

21   A noncancelable policy says that an insurance

22   company is going to not only guarantee that that
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 1   policy will stay in force for the lifetime of the

 2   customer as long as they pay their premium, but it

 3   also says that the premiums are guaranteed.  That

 4   is not what these policies are, and our policies

 5   were guarantee renewable.

 6             The state of Maryland and every other

 7   state approved the guaranteed renewable policy

 8   form.  To my knowledge, there was none or almost

 9   no long-term care issued on a noncancelable basis.

10   And I think it's important for us to understand

11   that, because without that provision you wouldn't

12   have seen insurance companies, most likely, enter

13   this realm.  We would not have taken on this risk.

14   It would have become a completely societal issue

15   rather than an issue that would be solved or

16   attempted to be aided by the private sector.

17             It's also important because as risks

18   come moving toward, things that we haven't even

19   thought about yet, things that may not apply to

20   our oldest customers today or even to my

21   generation -- I'm at the end of the baby boomer

22   generation -- but they will affect our kids.  They
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 1   will affect our grandkids.  We want a strong

 2   insurance industry that is still willing to take

 3   on those risks and to face those and to offer the

 4   insurance, but in order to be able to do that, we

 5   need to have predictability in this insurance.

 6             I mean no disrespect to the people that

 7   are impacted by this.  Four of our policyholders

 8   that are going to have rate increases are my mom,

 9   my dad, my mother-in-law and my father-in-law.  I

10   never understood just exactly what this meant to

11   those people until I was sitting down with my

12   father-in-law and mother-in-law.  As a side note,

13   that's a whole different discussion, as you'd

14   expect, your mother-in-law talking about this.

15   And I talked about the needs, and I talked about

16   the conditions, but I reminded them that we are

17   going to pay every dime on this when that time

18   comes, because for most of our policyholder they

19   don't ever let go of these policies, and they do

20   claim.  And it's important that we and all of our

21   other companies are there to be able to pay those

22   claims.  And that's why it's such an important

�

0097

 1   discussion, not just for us but for our country.

 2             When I talked to my father-in-law, we

 3   too offer the same landing spot as John Hancock

 4   does.  We cannot offer it in Maryland, but it is

 5   why we're an outlier and why we ask for the full

 6   amount that we feel we need on this block of

 7   business, either 65 or 70 percent.  Because we

 8   feel that, just as me sitting down talking to my

 9   mother-in-law and father-in-law, we have to be

10   transparent.  We have to tell you everything that

11   we know at this point in time.  And we said if you

12   can allow us to have these rate increases, we will

13   not come back for additional rate increases unless

14   things deteriorate beyond this point.

15             And the challenge is is that as we look

16   at the things that have impacted and we look at

17   the things that have changed, when we first sold

18   these policies, they were sold in the early -- in

19   the late '80s, and I was one of the people selling

20   those policies for the first 20 years of my

21   career.  And we went and we looked at the

22   facilities that were being covered back in the
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 1   late '80s and early '90s, and they were cold

 2   sterile wings on hospitals or nearby hospitals,

 3   and they've evolved, and I'm glad.

 4             I'm at the end of the baby boom era.

 5   It's quite likely that my wife and I or one of us

 6   will be in one of those facilities, and we're glad

 7   that they're much nicer than they ever were, but

 8   it also is impacting behavior.  That's something

 9   that hasn't come up in the discussions.  Yes,

10   people are living longer.  Yes, morbidity is

11   getting worse.  Yes, people keep their policies.

12   But the other thing is they think about claiming

13   different.  It's a different discussion to go into

14   an assisted living facility or one of the very

15   nice facilities that exist today than it was back

16   when perhaps your parents or your grandparents

17   were looking at these facilities.  So it's

18   important for us to be able to understand that.

19             In addition to being transparent -- and

20   I'm really excited, Commissioner, that you started

21   off by saying that your desire and the governor's

22   desire is to be transparent.  That's why we filed
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 1   what we filed, because we believe that our

 2   customers need to know everything that we know

 3   today.

 4             Is this is it?  I don't know.  We don't

 5   know what a million hundred-year-olds are going to

 6   look and act like in this country.  I wish we did.

 7   Maybe we don't want to know.  But the reality of

 8   it is is things are going to continue to evolve.

 9   People are likely to continue to live longer.

10   Will there be quality of life or will there just

11   be more longevity?  We don't know, and those are

12   factors that we have to keep on our toes.

13             We have people that wake up every day

14   just thinking about how do we make sure that in

15   addition to the $1.7 million that we pay every day

16   in claims -- because we are still selling new

17   policies, we are still trying to help the states

18   fix this problem -- we want to be able to make

19   sure that for the next 70 years while we're paying

20   these claims we are on top of it and we know the

21   best information that is available at this point

22   in time.
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 1             In conclusion, we get the challenge.  We

 2   get how big an issue this is.  We get that this is

 3   more than an inconvenience, and that's why for us

 4   flexibility and all of the options that all the

 5   other carriers have talked about, we have provided

 6   all of those.  We've gone above that in that we

 7   also understand that quite often as an issue for

 8   not just the insureds, I spend a lot of time each

 9   quarter on the phones taking -- they don't let me

10   talk, but listening to the calls that come into

11   the claims center to understand what are the

12   issues for our people, for our customers, because

13   this is a difficult time, and quite often it's the

14   daughter-in-law that's making these discussions.

15   And so for us not only do we have to be able to

16   provide flexibility and transparency, but we have

17   to provide education in a usable form.

18             So we've created a website that is

19   specific to every state so that every insured in

20   that state can go in and identify themselves and

21   make their own decisions, or better yet, in a

22   confidential setting that is secure and only
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 1   available to them, they can sit down with their

 2   family members and they can make a decision about

 3   what are the best options for us.

 4             Historically, under 3 percent of our

 5   people ever took nonforfeiture, which means they

 6   just say, I want a paid-up policy equal to my

 7   premiums.  Most of our people, the vast majority,

 8   pay the increase.  Many of them will change their

 9   benefits.  We want to make sure they do it with

10   full knowledge, which is why we provide cost of

11   care information across the country as well as

12   allowing them to get online and set an appointment

13   with one of our many very well trained call center

14   people after they've been able to review this

15   information with their family and decide what's

16   best for them.

17             We would like the Commissioner and the

18   staff to think about our filing and consider it

19   beyond the 15 percent, allowing us, even though

20   we've offered to implement it over the course of

21   five years, to be able to allow our customer to be

22   able to make downgrade decisions with all of the
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 1   facts that they have.

 2             MR. REDMER:  Thank you, Tim.

 3             UNUM.

 4     UNUM LIFE INSURANCE COMPANY OF AMERICAN TESTIMONY

 5             MR. MONAGHAN:  Good afternoon and thank

 6   you for having me.  On behalf of UNUM, thank you

 7   for having this hearing, Maryland Insurance

 8   Association and everyone participating.  We

 9   appreciate it.

10             My name is Matt Monaghan.  I'm the vice

11   president and general counsel of UNUM's closed

12   block operations.  The business unit is comprised

13   of products that we no longer sell, and not

14   surprisingly long-term care is one of them.

15   Long-term care policies represent about half of

16   our overall closed block of business.

17             Just following up on Tim's point, our

18   outstanding need for the filing that we have

19   pending is actually 99 percent for folks with

20   compound, uncapped inflation and 68 percent for

21   folks with simple uncapped inflation.  We have

22   filed for both of those groups at 15 percent, and
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 1   we appreciate and expect that's the direction we

 2   can see, so as a result, we will need to file

 3   again in the future.  And I'll be able to speak to

 4   the landing spot issue, too, because we have

 5   addressed that previously in your department.

 6             We exited the individual long-term care

 7   market in 2009.  We exited the group long-term

 8   care market in 2012.  Most, the vast majority of

 9   our long-term care policies were sold between 1989

10   and 2012.  We have approximately a million

11   long-term care insureds nationwide.  In Maryland

12   we have approximately 4,300 Maryland individual

13   long-term care insureds, and we have approximately

14   16,000 individuals who are insured under UNUM

15   Group's long-term care policies that are issued by

16   Maryland employers.

17             As context for today's hearing, the

18   total number of Maryland policyholders who would

19   face a premium increase if our pending request is

20   granted would be slightly less than 2,500.

21             And there are six policy forms, and to

22   save time, I won't get into all that unless you
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 1   make me.

 2             Our commitment is to all of our

 3   policyholders, our long-term care policyholders,

 4   not only in servicing the policy, administrating

 5   the policy during its lifetime but also, and most

 6   importantly, at time of claim.  And that's why

 7   it's critically important that we secure the

 8   necessary rate increase, to allow us to meet all

 9   of our obligations.  And I'll get into that in

10   more detail in a moment.

11             During 2015, we paid over 390 million in

12   long-term care benefits nationwide.  Another

13   priority of ours, though, of course, it has to be,

14   is to manage all of our insurance products to

15   ensure financial stability, the financial

16   stability of our operating company for both the

17   short-term horizon and also for long-term

18   sustainability in the 25 years before our

19   long-term care claims peak.

20             So, you know, people talk about results

21   and what's the company done last year, what's the

22   company doing next year, but really it's a 25-year
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 1   period before the claims peak, and then it will be

 2   another 20 years for them to run off.  And that's

 3   why rate increases are vital, a vitally important

 4   element.  It doesn't mean there aren't other

 5   elements, but it's a vitally important element to

 6   our strategy.

 7             In the late 1980s when we entered the

 8   long-term care business -- we heard this from

 9   others -- we priced our products based upon the

10   best available information at that time.  We had a

11   lot of expert actuaries look at all the different

12   factors and come up with an actuary assumption

13   that made sense in slight of experience to date.

14             Unfortunately, like everyone here, all

15   the carriers here and actually every long-term

16   carrier that I know, our actual experience is

17   vastly different than what we had expected.  And

18   you heard some of the elements of that from other

19   folks, and I won't get into it in detail, but I

20   will tell you that as a result our long-term care

21   block has suffered significant overall losses and

22   will well into the future.  And that would be the
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 1   case, just in light of the multiple pricing

 2   factors involved, that would be the case even with

 3   an increase in interest rates.

 4             In 2006 when the financial reality of

 5   long-term care rate increases -- I'm sorry, the

 6   economics of our long-term care business became

 7   clear to us and credible, we began filing rate

 8   increases, long-term care rate increases.  Our

 9   goal in seeking long-term care rate increases

10   is -- I'll tell you what it isn't first.  It's not

11   to return the block to a state of profitability,

12   not in the slightest.  It's also not to recoup

13   past losses.  We've had plenty of losses and will

14   continue to.  We're not looking to recoup those.

15   Instead, our goal is aimed solely at moving our

16   long-term care block to a point of

17   self-sustainability to ensure that over that long

18   horizon that I spoke of we will have enough in

19   reserve plus expected premium to meet all of our

20   claim obligations and to pay as many of our

21   expenses as we can.

22             With that in mind, our current planned
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 1   rate increase nationwide represents only

 2   approximately 28 percent of what we could seek as

 3   actuarially justified under our given facts, given

 4   scenarios.

 5             Here in Maryland because of the

 6   15 percent annual rate increase cap, our current

 7   request is made in smaller fractions, and we are

 8   taking an incremental approach in Maryland, and we

 9   appreciate working with your department.

10             I mentioned earlier that we would be

11   seeking 99 percent for compound uncapped inflation

12   and 68 percent for simple uncapped inflation.

13   Nonetheless, even without seeking limited -- I

14   shouldn't say limited because they are still

15   significant, but even with us seeking far less

16   than we could actuarially justify, we totally

17   appreciate the impact to our customers.  I have

18   relatives like Tim there, and we've had many

19   conversations about it.

20             So at UNUM we've come up with our

21   version of a landing spot.  We've talked about it

22   in other forums, and we've talked about it with
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 1   the department.  The way that our landing spot

 2   works is essentially it's an impact-mitigation

 3   option. So the rate increase applies, but it

 4   provides you options to ensure that your premium

 5   doesn't increase.

 6             The way ours works is, first of all, the

 7   rate increase that we have pending on this block

 8   of old individual long-term care policies, it only

 9   applies to our customers that have our richest

10   coverage.  It's 5 percent uncapped compound

11   inflation or 5 percent uncapped simple inflation.

12   And the way our landing spot works is they can

13   avoid the rate increase -- they don't avoid the

14   rate increase, they avoid the premium increase by

15   agreeing to adjust their inflation adjustment on a

16   going-forward-only basis from 5 percent to

17   3.2 percent.  And what that means is all of the

18   benefits that -- increases that have accrued at

19   5 percent for as many years as they've had the

20   policy and paid the premium will lock at the point

21   of accrual, at the point that they elect that

22   landing spot, so they have credit for all of
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 1   those.  But on a going-forward basis, their next

 2   and their following subsequent rate increase would

 3   be at -- the adjusted benefit would be at

 4   3.2 percent on a going-forward basis.

 5             In Maryland, because of the 15 percent

 6   rate cap, we talked to the department, and what we

 7   have done here and what other departments have

 8   done as well is they have said:  We want to have

 9   that option available for our consumers.  Can you

10   offer it and allow them to not have their premium

11   increase on this rate increase, but also give them

12   a guarantee that their premium won't increase for

13   any future rate increases up to your relative

14   need, which we discussed is 99 percent of policies

15   with an uncapped compound and 68 percent for

16   policies with uncapped simple inflation?  So

17   that's what we're offering our customers, if you

18   approve it.  You approved it on our last filing,

19   which provides them a premium increase not only

20   for that rate increase but all future rate

21   increases up to 114 for compound, and 82, I

22   believe, for simple.  So that's how our landing
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 1   spot works.  And of course the folks who accepted

 2   our landing spot at our last round of rate

 3   increases aren't subject to their premium

 4   increasing with this rate increase.

 5             Forty-three states have approved our

 6   landing spot to date.  We've seen a high election

 7   rate, and that's something that we feel pretty

 8   good about.  It's been well received by our

 9   customers.  Also, whether you're faced with a

10   landing spot or not, our customers are always able

11   to adjust their other benefit features to reduce

12   their premium.  It might be that they have a

13   financial issue in their life, they need to make

14   adjustments, and we're always willing and able to

15   do that for them, whether it's reducing the

16   benefit period, adjust the benefit levels,

17   whatever it may be.

18             And then also, in conjunction with our

19   long-term care rate increases being introduced, we

20   allow each of our customers a nonforfeiture

21   option.  So if our customer says, Look, I don't

22   want to pay premium anymore, what we do is all the
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 1   premiums they've paid up to that point in time is

 2   available in a pool for them as a benefit, if they

 3   meet the definition of qualified benefits under

 4   our long-term care policy.

 5             We at UNUM feel very, very strongly that

 6   no policyholder faced with a rate increase should

 7   surrender their coverage.  You can't replace the

 8   coverages that we're talking about in this filing,

 9   and we think we've offered and we provide

10   reasonable alternatives at various levels of

11   affordability to allow our customers to keep their

12   coverage.

13             We acknowledge this is extremely

14   difficult for everyone, but most difficult for our

15   customers and other consumers.  We're going to

16   continue to do everything that we can to provide

17   reasonable alternatives to manage affordability

18   and to make sure that we're there to meet every

19   one of our obligations and administrate the policy

20   at the time of claim.

21             So thank you very much.

22             MR. REDMER:  Thank you, Matt.

�

0112

 1   Appreciate it.

 2             For the policyholders, thank you for

 3   your patience.  We'd like to hear from you.  And

 4   let start with Lee Harrington.

 5                 COMMENTS BY LEE HARRINGTON

 6             MR. HARRINGTON:  This is Lee Harrington.

 7             MR. REDMER:  Would you mind coming up

 8   here and speaking up.

 9             MR. HARRINGTON:  My name is Lee

10   Harrington.  My carrier is John Hancock.  I've

11   been to -- this is the second of the meetings I've

12   been to, and I'm hearing from all the carriers all

13   of the reasons that the rate increase should be

14   accepted.

15             I'm now retired.  Before I retired, I

16   was with a company that was supported by

17   dues-paying members.  We did quite well.  The

18   executives got good raises, got bonuses.  We had a

19   chauffeur-driven car.  We had Christmas parties

20   for the staff every year.  And that was all well

21   and good.  Due to some bad financial decisions,

22   the company came on hard times, but we didn't
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 1   raise the dues for our members.  The company cut

 2   back on expenses.

 3             I'm not hearing anything about that from

 4   any of these carriers.  I'm not saying you should

 5   or you shouldn't, but it sure would be nice to

 6   hear that you're sharing in this burden that we

 7   all have on making up the differences.

 8             MR. REDMER:  Thank you, Mr. Harrington.

 9   I appreciate that.

10             Mr. Lyon.

11                  COMMENTS BY ROBERT LYON

12             MR. LYON:  Thank you.  My name is Robert

13   Lyon, from Gaithersburg, Maryland.  The company

14   I'm dealing with is Genworth.  I appreciate the

15   opportunity to be here today to hear from you

16   people and have myself heard.

17             I'll start generally speaking that I

18   think we're all here today to offer our opinions.

19   Everyone, of course, is entitled to offer

20   opinions, have their own opinions, but clearly not

21   their own set of facts.  I will acknowledge that

22   until today I've had very little facts.  Be that
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 1   as it may, what I'm about to say, I will stand by.

 2             I've heard repeatedly today from the

 3   insurance carriers -- and thank you for being

 4   here -- that people have chosen to retain their

 5   policies, pay the premiums without reductions in

 6   benefits.  Very frankly, I don't think we have a

 7   choice.  Given what we've all heard from the

 8   carriers, what we've all experienced, what we've

 9   read in the newspapers, escalating costs are such

10   that we have no choice but to cut back,

11   realistically.  So in order to keep any kind of

12   long-term care health insurance at all, we're

13   going to be forced to continue to pay these

14   premiums.  I just don't think we have a viable

15   alternative.

16             The greatest impact to people, I

17   believe, is to us senior citizens, retired.  I

18   think we are very vulnerable.  We're on fixed

19   income.  All you have to do is read the papers

20   yesterday to see and hear that we are getting no

21   help from Social Security.  Didn't get any last

22   year.  No reason to expect we're going to get it
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 1   this year.  So we have to come up with this money

 2   someway, somehow.  This, of course, is going to be

 3   hard.

 4             Many of these policies were purchased a

 5   number of years ago, and after just a few years

 6   the premiums were raised because the long-term

 7   insurance providers, in my opinion, didn't do an

 8   adequate job in making projections.

 9             These are professional.  They say that

10   the insurance product is relatively new, 40 years.

11   I guess I and them, with all due respect, have a

12   different definition of new.  Forty years seems to

13   be enough time to get it right, if I may.

14             Candidly, again, this looks to me, my

15   opinion again, frankly, as do-overs for these

16   organizations.  In fact, I'll just take it one

17   step further.  It looks to me like, to a large

18   extent, we consumers are providing a consumer

19   bailout for companies that made inadequate, poor

20   choices, decisions, business models, whatever.  It

21   didn't work out for them.  It seems to me there's

22   an extraordinary burden placed on us consumers
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 1   now, and again -- my term, my opinion -- this is a

 2   consumer bailout.

 3             Without going into too much detail, my

 4   wife and I have had policies with Genworth for 12

 5   years.  The last three years the rates have gone

 6   up 15 percent.  That's a cumulative increase of

 7   52 percent with no end in sight.  Genworth has

 8   told us very clearly that we can expect these

 9   increases to continue for the foreseeable future.

10             I'm trying to cut this short for other

11   folks.

12             I will say in closing, I read a recent

13   editorial in the Washington Post that addressed

14   the recent and terrible actions, performances of

15   Wells Fargo.  I think you all read that or are

16   aware of the situations.  That editorial stated,

17   and I quote, "The definition of ethical business

18   is to figure out how to make a profit honestly

19   even when conditions beyond your control create

20   temptations to do otherwise."  I'm not pointing

21   fingers.  I'm making a comment that I think

22   certainly can apply to the current situation we're
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 1   in.

 2             I don't know where we citizens are going

 3   to get help.  The insurance companies benefit from

 4   the second largest lobbying organization in the

 5   country.  That's the insurance lobby.  We

 6   individuals, absent help -- and clearly today I'm

 7   learning a little bit more about the help we are

 8   getting from these folks, and I thank you.

 9   Candidly, it's a little bit late in coming.  I've

10   learned facts today that I've never had access to

11   before.  So I thank you for that.

12             We can write to our government

13   officials.  We have no other opportunity, no other

14   advocates, government officials, and I have

15   addressed more than I'm going to name or number

16   today.  It's a poor time to be addressing

17   government officials today.

18             I thank you for your time.  I thank you

19   for the information I received today.  I'm leaving

20   with more facts than I had before, and I hope this

21   kind of transparency and information will be

22   provided to us in the future.
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 1             Thank you.

 2             MR. REDMER:  Thank you, Mr. Lyon.

 3             Is Evan Richards here?  Evan just stand

 4   up.  I known you didn't want to speak.  Evan is

 5   here representing Senator Kathy Klausmeier, local

 6   state senator.  Thanks for coming.

 7             MR. RICHARDS:  Thanks for having me.

 8             MR. REDMER:  I should make you speak

 9   anyway.

10             (Laughter.)

11             Mr. Brown.

12                 COMMENTS BY JOSEPH BROWN

13             MS. BROWN:  Good afternoon.  My name is

14   Joseph Brown, and my wife and I are both

15   policyholders of Genworth, which started out as GE

16   Capital Insurance Company.  We traveled over here

17   from Centreville today.  I wouldn't have known

18   about this hearing except that I was on the

19   website looking for the new Medicare supplement

20   policies, and I happened to catch this, and we

21   felt it was important enough to drive over here

22   from Centreville today.
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 1             I would have to say the one thing that's

 2   a little disappointing is I'm not sure that the

 3   Maryland Insurance Administration seems to have

 4   too much concern for the consumer.  It seems like

 5   the insurance companies are going to rule this

 6   thing.  So I hope I'm wrong about that, but

 7   there's some things going on there.

 8             The one thing that certainly is

 9   disappointing is that I would think that the

10   insurance company should be notifying their

11   policyholders that they're filing for an increase.

12   This is now the fourth year in a row that Genworth

13   has done that, and this is the first time I even

14   knew that they had filed it ahead of getting a

15   letter that said, Oh, we hate to do this, but

16   we've just got to raise the rates.  It seems to me

17   we should have notification so if you want to

18   attend hearings or make comments we would know

19   about it, and that's part of the consumer

20   protection part of this whole process.

21             There's a lot more to insurance than

22   just actuary.  That's all we want to hear about is

�

0120

 1   actuaries' facts and figures.  But as a company,

 2   they have a marketing function.  They have finance

 3   functions.  They have a lot of other functions,

 4   not just actuaries.

 5             When we bought our policy in 2004, it

 6   was indicated to us that we could save money by

 7   buying at an earlier age -- I was 59, my wife was

 8   57 -- we'd have lower premiums, and so that worked

 9   out really well.  GE touted that they were the

10   leader, in fact they pioneered long-term policies

11   starting in 1974.  And their literature says that,

12   "While we may have to raise premiums, we have

13   never done so in 25 years."  That was five years

14   before we bought our policy, so it was 30 years by

15   the time we bought our policy.  And for the first

16   ten years, that seemed to work okay, and then we

17   had a policy increase in '13 and in '14 and in

18   '15 -- I think I'm wrong.  '14, '15, and now '16,

19   and now we're looking for '17.  So that whole

20   philosophy went right by the board.

21             Well, GE decided that they were going to

22   sell or turn it over to Genworth, which was a
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 1   division of them all along at that time.  And

 2   Genworth, they put out the literature saying

 3   basically the same thing, we maintain, we plan to

 4   maintain.  And I have all the literature.  I can

 5   show it to you guys if anybody wants to see it.

 6   It says in 2013, yeah, we're going to keep the

 7   policy -- "Our goal has been to price our

 8   long-term policy so that the premiums will remain

 9   at original levels."  Right in their marketing

10   literature.  Okay?

11             Now, by 2015 they changed their story,

12   but they also sent us a notice back in 2013 when

13   they took over and talked about how great Genworth

14   was, and they talked about integrity and

15   compliance and sharing knowledge.  Last year, when

16   the 2015 increase came in -- and I take exception

17   to what your senior vice president said about how

18   great your people are.

19             Having had two increases in a row, I

20   want to know where are we going with this?  What's

21   the future?  So I called the call center.  You'd

22   think you were talking to the wall when you say,
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 1   Well, what's the future?  What are we looking at

 2   down the road?  What's coming?  Is this it?  Is it

 3   one year?  Two years?  They couldn't tell me.  So

 4   we went back to our agent who took the -- sold us

 5   the policies and said get us some information.  He

 6   couldn't come up with anything either.

 7             So, I mean, you hear the story today,

 8   this is 15 for ever and ever and ever, so just

 9   count on it for every year.  Right?  So Genworth's

10   credibility, from what they have on paper, down

11   the tubes.

12             Now Genworth is a freestanding company,

13   but it's in the process of bought by the Chinese,

14   so who knows what that's going to bring.

15             But Mr. Jeffrey Immelt was the chairman

16   of General Electric and he was when I bought my

17   policy and he was when he just sold off GE to

18   Genworth as part of that whole GE Capital thing.

19   He only makes $37 million a year, plus all his

20   associated lieutenants up there make 10 to $20

21   million a year.  So what did they kick in when

22   they dumped Genworth?  What do they kick into the
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 1   buy?  I don't see them doing anything to mitigate

 2   these increases.  Where's the accountability

 3   there?

 4             And then the actuary that gave the nice

 5   presentation, he talked about the shortage of

 6   revenue, but he also said it doesn't all have to

 7   come from policy increases.  I haven't heard

 8   anybody say where you're getting any of the other

 9   money for these increases, from any other part of

10   the company.  Most of you have other lines of

11   insurance that maybe you have to kick in from

12   there.  But I don't hear anything about that.

13   That's, like, totally ignored.  It's all on the

14   backs of the policyholders.

15             I find it strange that you quoted such

16   high rates of retention, because I can tell you

17   right now, we were looking at a 52 percent --

18   52.1 percent compounded rate, that's for three

19   years.  It compounds at 52.1 with a 2016 increase.

20   Now, if you compound a 2017 increase, if you get

21   that, we're up to 75 percent.  We're approaching

22   double what we originally signed up for.  So how
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 1   in the world can you guys sit there and think that

 2   the consumers can absorb this?  Social Security

 3   got zero last years.  This year we got an

 4   increase, .003.  You know what that amounts to?

 5   About five bucks a month.  And you're going up 200

 6   and some dollars.  It's just not sustainable,

 7   so --

 8             Oh, the one thing I keep hearing about,

 9   the lapse rate, it seems to me that that's what

10   you really like, and then you get to keep all the

11   money.  And everybody wanted to tout that they

12   give you this optional limited benefit.  You had

13   my money since 2004.  You're going to give it back

14   to me.  What about all the interest you earned on

15   that?  There should be some interest accrued on

16   that money if you're going to give it back to me.

17   So there's a lot of things in there where the

18   consumer needs some help, and I hope the

19   commission will look at that.  And I would love to

20   talk to the senior vice president for Genworth

21   after, if she wants to talk to me.

22             MR. REDMER:  Thank you, Mr. Brown.
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 1             Marshall Fritz.

 2                 COMMENTS BY MARSHALL FRITZ

 3             MR. FRITZ:  My name is Marshall Fritz.

 4   I'm a consumer.  I have a Genworth policy which

 5   I've had since 2003.

 6             Last spring I gave testimony and put it

 7   on the record, and basically everything in my

 8   written testimony then and oral testimony still

 9   holds.  I have some additional thoughts that, as I

10   reviewed the last week or two, to update, and I

11   will put that written on the record.  Thank you

12   for allowing a week to do that.

13             The thing I want to focus on from

14   today's discussion is, Ms. Li, you mentioned in

15   terms of the process, that in the steps that you

16   will be looking at pricing assumption experience

17   not realizing why as one of the steps.  Well,

18   let's go back a couple of decades, because what's

19   happening now really is based on what happened two

20   decades ago.  And this is what we're hearing from

21   the insurance companies as well, the lapse rate.

22             Well, you could say it was accidental
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 1   that their actuary simply didn't give a good

 2   rendition way back.  However -- and I thank

 3   Mr. Zimmerman for telling about the new

 4   regulations.  I wouldn't have known otherwise.  In

 5   there, under the 1997 proceedings, third quarter,

 6   paragraph 1351, however they identify it, which

 7   was prior to my policy issuance, suggested that

 8   the industry was well aware that the policyholders

 9   were holding onto their policies.  I'll quote,

10   "Although the first generation of long-term care

11   insurance policies had higher utilization than

12   expected," he said that "underwriting practices

13   have evolved substantially," and he opined, this

14   is the person who entered in the record that "now

15   companies have better data and use less aggressive

16   termination assumptions."  So that's 1997, third

17   quarter proceedings, paragraph 1351.

18             Well, here's the problem, folks.  If in

19   1997 they knew that people were holding onto their

20   policies and not self-terminating them, then why,

21   for my policy in 2003 and other policies since

22   then, were they assuming a termination rate or a
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 1   lapse rate of 5 percent like the chief executive

 2   officer, Mr. Tom McInerney, stated in 2016 to the

 3   Pittsburgh Post Gazette?  He said that "Fewer than

 4   1 percent of customers annually drop their

 5   policies and give up their right to future

 6   benefits, when actuaries had assumed a lapse rate

 7   of at least 5 percent based on the history of

 8   their other products, such as life insurance."

 9             Well, one can understand back in the

10   '90s, early '90s, but after the insurance industry

11   recognized this, and this is in the record, why in

12   the world did this stay into the analysis?  In

13   other words, perhaps we should have had a higher

14   premium rate a decade, decade and a half ago

15   perhaps, okay, to be fair, with realistic

16   assumptions.  But given this knowledge, it almost

17   seems like fraud on the part of the insurance

18   industry to ignore their own findings, and then

19   when the rates are approved by the state, they're

20   supposed to give their assumptions, and the state

21   should have known this also, because Maryland

22   participates on NAIC committees.
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 1             So what we're looking at, folks, is

 2   something that should have been seen a long, long

 3   time ago.  It's not just Mr. McInerney saying in

 4   2016 we just discovered it.  No, this goes back a

 5   long, long time before, and so it appears to me

 6   that this is actuarial fraud to know it and then

 7   ignore it.  And so the state is partly complicit

 8   and partly handicapped, because you look at the

 9   rate increases, you got the numbers, you got the

10   numbers, yes, it justifies.  However, when you go

11   back to the basic assumptions, it looks like these

12   insurance companies knew more.  So who is being

13   penalized?  The consumer is now being penalized.

14   It didn't have a good estimate upfront, and now

15   we're being hit by infinite successive increases.

16   So that's not fair, and the burden is on the

17   consumer, not on the industry it seems.

18             And the officer from Genworth said that

19   there was a 48 percent -- the gap was 48 percent I

20   think, 48 percent increase justified.  So what is

21   not clear from that is is that saying that if they

22   got three years or three years plus in a row of
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 1   15 percent increases, that would basically knock

 2   out anything they're expecting for long-term need

 3   for more revenue, or saying, oh, no, in three

 4   years we'll come back and say it's 90 percent more

 5   we justified, because we don't really have to tell

 6   you what we need today.  And this is one of the

 7   problems with the knowledge, the transparency.

 8             As I understood it and we're seeing

 9   today, they don't have to tell MIA exactly how

10   much on the long-term, and they come in at

11   15 percent or 13 percent, and that's this year.

12   And so I recall two years ago someone on your

13   staff said, Well, they don't tell us.  Maybe now

14   they're saying more, but a couple years, they just

15   don't tell us what they really need.  So if that's

16   the case, you really don't know what long term is

17   coming up, and the consumer doesn't, and so we

18   never can figure out what this all means.  So even

19   if someone were to downgrade their policy to the

20   same premium this year, what does it mean for the

21   year after and the year after and the year after?

22             So the consumer does not know about what
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 1   the overall justification would be even if there's

 2   a cap.  And there again, the question is:  Does

 3   the cap help or not help?  But when you don't even

 4   know what the horizon is, none of us are in good

 5   shape to make decisions about what's really going

 6   on with the industry.

 7             And I'm concerned about the loss ratio

 8   being revealed on a case-by-case basis, because

 9   then so much would be hidden that the consumer

10   would never understand basically what your

11   decision-making is doing.

12             So those are some things that came up

13   from -- oh, and Genworth said they employed the

14   best estimates at the time of pricing,

15   quote-unquote, from Ms. Edwards.  Well, it doesn't

16   appear to me, based on this 1997 NAIC finding

17   compared to Mr. McInerney's interview a year ago

18   in the press.  It can't be, because in 2003, for

19   me, they knew that the retention rate was quite

20   different from what they might have started to

21   assume.

22             And also, life insurance is not the same
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 1   as long-term care insurance.  Life insurance

 2   people decide as they go along whether it's

 3   appropriate to hold.  Long-term care, they hold it

 4   until they need it.  Okay.  So that's a big part

 5   of what I want to bring up.

 6             And the regulations, I'm a little

 7   confused between Maryland already having a 58/85

 8   loss ratio for long-term policyholders versus the

 9   NAIC saying 60 percent.  I'm a little confused for

10   long-term.  But that's a minor little difference

11   or so.  But there's nothing in your website about

12   the regulation.  There's nothing saying, We're

13   considering regulation.  And that's a lapse.  If I

14   hadn't --

15             MS. GRASON:  We actually exposed them

16   for public comment on our regulation page.  If you

17   want to reach out to me personally, my contact --

18             MR. FRITZ:  Mr. Zimmerman, in answering

19   some questions of mine, clued me into its

20   existence, so I looked at it.

21             MS. GRASON:  Good.

22             MR. FRITZ:  Otherwise, I wouldn't have
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 1   known because I thought the website really didn't

 2   say what's going on behind the scenes.  Maybe I

 3   missed something, but --

 4             MR. REDMER:  And as a reminder, there's

 5   a sheet with our contact information for anybody

 6   that's got follow-up questions or comments for us.

 7             MR. FRITZ:  Reading the regulation for a

 8   layperson may be difficult.  I had to wade through

 9   it and realized that a long-term policy, section

10   20 and 25.1 don't apply.  So it looked like

11   something that applied, but I had to read very

12   closely.

13             Also, in a recent article in U.S. News,

14   May, 2016, written by Maryalene LaPonsie,

15   "Out-of-Control Premium Hikes for Long-term Care

16   Insurance," she put together comments from others,

17   and it said, "All but nine states have adopted a

18   long-term care insurance rate stability

19   regulation."  Well, I don't see rate stability in

20   the Maryland regulations, but then we don't know

21   what the Maryland regulations really are.  In

22   other words, it's not transparent what parts of
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 1   the regulations apply to us.  You know behind the

 2   scenes, but I didn't see that in the website easy

 3   to detect.

 4             Okay.  So then it goes on to state,

 5   "Rules limit company profits.  The long-term care

 6   insurance model regulation was first modified to

 7   include rate stabilization provisions in 2000."  I

 8   don't see anything in Maryland, and it says --

 9   well, it says, "While 41 states have adopted a

10   rate stability regulation, only 11 have published

11   the most recent amendment."  I don't see any rate

12   stability in what we're discussing.  I see caps of

13   increases, but not rate stability, unless

14   nonforfeiture concepts means rate stability.

15             MS. LI:  Mr. Fritz, you can reach out to

16   us.  We did adopt rate stability.  That's the

17   58/85 rule.

18             MR. FRITZ:  Ah, okay.  But again, that's

19   not -- as I looked on your website, I didn't see

20   that.  It might be there, but I didn't see it

21   easily.  And then you have to explain to consumers

22   what that means.
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 1             Okay.  Then it goes on, "Some state

 2   insurance commissioners are working with companies

 3   to reduced rate increases for these plan holders

 4   as well," long-term plan holders.  "When

 5   Pennsylvania residents were hit with rate

 6   increases this year, Genworth customers who were

 7   facing premium increases that averaged 80 percent

 8   and were as high as 130 percent were able to

 9   significantly reduce their costs.  Premium

10   increases were limited 20 or 30 percent," although

11   it doesn't say to 20 or 30 percent, "depending on

12   the type of policy, and customers who agree to

13   concessions such as lowering their daily benefit

14   or shortening their benefit period can further" --

15   well, somehow it gives the impression in

16   Pennsylvania that there was a negotiation that

17   limited the overall increase upcoming.  In other

18   words, not the 15 percent cap but the 48 percent

19   foreseen increase perhaps.  So the question is:

20   If Pennsylvania can somehow negotiate with the

21   insurance company -- again, this is not crystal

22   clear, but it does come from a press article in
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 1   U.S. News -- could that be done in Maryland?

 2             MR. REDMER:  All they did was implement

 3   a cap that's higher than our cap.

 4             MR. FRITZ:  Oh.  So the 20 to 30 percent

 5   annually, even though 130 percent possible.  Okay.

 6   But again, that's not clear.

 7             So I want to leave the impression about

 8   that what's really unfair is how this all started,

 9   got us into this situation where we don't know the

10   horizon of what's in the insurance companies'

11   expectations about long term, and we're coming

12   from a situation where the lapse rate was really

13   faultily implemented, even when they seemed to

14   have known it.  And so that's really wherein the

15   consumers are stuck.  And it's a big problem what

16   all this means and whether we have truth from the

17   companies and what it means for truth from the

18   state in trying to deal with a company that

19   couldn't give us a realistic basis for their

20   premium.

21             MR. REDMER:  Thank you, Mr. Fritz.

22             Gilbert Cohen.
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 1                 COMMENTS BY GILBERT COHEN

 2             MR. G. COHEN:  Gilbert Cohen.  My wife

 3   and I have products of John Hancock bought in '92.

 4             I got through the Public Information Act

 5   John Hancock's documents to the state.

 6             MR. REDMER:  Can you speak up a little

 7   bit, please.  Can you speak up a little bit.

 8             MR. G. COHEN:  Sure.

 9             MR. REDMER:  Thank you.

10             MR. G. COHEN:  I used the Public

11   Information Act to get documents that John Hancock

12   sent to the state.  I noticed that in every

13   document starting in 2011 they quote, "These

14   policies are no longer being sold in the market."

15   So the number of policies should have decreased

16   every year.  They did for two years, and then they

17   went up.  I don't understand that.  But are you

18   selling the policies or not?  For John Hancock,

19   are you selling long-term care?

20             MS. ROCHE:  We're currently selling

21   long-term care, yes.

22             MR. G. COHEN:  Well, your documents to
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 1   the state says you do not sell long-term care in

 2   this market.

 3             MR. REDMER:  What it might be is some

 4   companies have a closed block, so they don't sell

 5   these policies anymore, they sell different

 6   policies.

 7             MR. G. COHEN:  The statement just says

 8   they do not sell a policy.

 9             MR. REDMER:  Yep.

10             MR. G. COHEN:  And the question to the

11   state is when they, John Hancock, presents these

12   possible rate increases, don't you have to know

13   how much the active reserves are?  Don't you put

14   that in the formula to see what they're asking

15   for?

16             MS. LI:  Yes, they give me the formula.

17             MR. G. COHEN:  In their document, it

18   says, and I quote, "Active life reserves have not

19   been used in this rate increase demonstration."

20   So it's either yes or no.  I mean, if you need

21   that document, if you need that figure, it's not

22   in the paperwork that they're sending you, so I
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 1   have a hard time understanding how you can look at

 2   a rate increase without knowing what their

 3   reserves are.

 4             And another quote from their documents,

 5   "John Hancock is limiting the magnitude of the

 6   increase at 100 percent, particularly at the older

 7   ages."  Who else is using these policies?  My wife

 8   and I are in our mid 80s now.  Are we looking

 9   forward to a 15 percent increase from now until we

10   die?  Is that a possibility?  And no one can

11   answer that question for me either.

12             So with that, I'll let someone else

13   talk.

14             MR. REDMER:  Thank you.  Thanks for

15   coming, Mr. Cohen.

16             Irving Cohen.

17                  COMMENTS BY IRVING COHEN

18             MR. I. COHEN:  My name is Irving Cohen.

19   I'm not related to Gilbert Cohen, I don't think.

20   Could possibly.  There's probably only three

21   Jewish families in the world.

22             (Laughter.)
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 1             I'm a resident of Montgomery County,

 2   proudly, for the last 45 years.  I gave testimony

 3   in April.

 4             This agency is charged with protecting

 5   consumers by assuring their treatment of

 6   consumers, assuring that insurance is available at

 7   fair prices.  The failure of the agency to

 8   publicly respond to a lot of the questions that

 9   were raised in April only feeds the narrative

10   being expressed by many of the policyholders in

11   their written comments already submitted for the

12   record that they feel the agency is acting as a

13   rubber stamp, not my words but their words.

14   They're protecting the profits, expense structure,

15   and underwriting assumptions of the various

16   carriers.

17             As I didn't last year, I want to ask the

18   agency the follow questions, which I won't ask for

19   an answer today, but I would hope that over some

20   period of time these answers should be made

21   public, because I don't think these are just my

22   questions.  What is the cost and actuarial
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 1   structure supporting the existing policies over

 2   all the years, all the years since the policy was

 3   purchased?  Mine were purchased in 1997.  My

 4   premiums were around $4,000.  They're $14,000 now.

 5             Who is bearing the risks and the rewards

 6   of performance with respect to the various

 7   elements of the policy structure?  There was

 8   absolutely no discussion by the carriers.  These

 9   policies have multiple layers of risk, and that

10   risk is apportioned between the policyholder and

11   the carrier.  And frankly, at the end of the day,

12   it's apportioned to the citizens of the state of

13   Maryland, as I'll make that point later.

14             So once we have an analysis of what the

15   assumptions were at the beginning and now what

16   they are when they're coming in, how do we

17   understand the differentials between the

18   assumptions and what's really happening?

19             And in exercising its powers here, how

20   does the agency meet its goal regarding reasonable

21   premiums and fair treatment of consumers as to how

22   it allocates the risk?
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 1             Hard questions, but certainly right now

 2   it appears to me and to many others in this room

 3   that all that risk is being allocated to the

 4   consumer.  How does the agency determine who reaps

 5   the reward and who pays for it?  To what extent is

 6   there an investment risk or other strictly

 7   business risk that, in all fairness, does not get

 8   passed on to the policyholders?

 9             Take the example of a very regulated

10   industry, electrical generation, or transmission

11   now.  There are certain costs that don't go into

12   the rate base.  They're just thrown out.  A lot of

13   them are legal and accounting costs to get

14   additional rate increases that are denied or

15   construction costs that weren't necessary because

16   of errors in judgment by management, or sometimes

17   it's management's compensation.  But here there

18   doesn't seem to be any discussion of what is fair

19   to compute the policy differentials on.

20             To what extent are administrative costs,

21   with emphasis on compensation of senior

22   executives, intercompany transfer of funds and
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 1   just transfers of assets, assets that maybe belong

 2   in the reserves of the long-term care, because

 3   those are good assets, whereas good assets get

 4   transferred out and bad assets get transferred in?

 5   I don't know.

 6             My grandmother used to say follow the

 7   gelt, follow the money.  And that's what we're not

 8   doing, we're not following the money.  We're

 9   looking at statistical data.  I would suggest to

10   the Commission you need some very good cost

11   accountants who understand costing, and also maybe

12   some financial accountants who understand really

13   the underlying financial buttress of all of these

14   policies, not the statistical part, but how do

15   they really work in the marketplace?  Why does a

16   company undersell the premiums at the beginning to

17   get the fish hooked and then comes here and wants

18   increases because they set the premiums too low?

19             The simple discussion we had early on

20   was simple.  It doesn't assume -- it assumes a

21   perfect world, a perfect world that does not

22   exist, where everybody is honest, everybody wants
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 1   to do the greater good.  Well, I know most

 2   financial executives the greater good is "my

 3   paycheck."  It isn't what you pay for your

 4   insurance.

 5             Clearly, then, the policyholders are the

 6   least able to sustain most of the risks that are

 7   involved here, because they insured upon the

 8   knowledgeable and sophisticated insurance company,

 9   and the policy and the premium structure was

10   blessed by this agency.  So most of the people

11   here depended upon the experts, and this agency

12   being their expert.

13             So I also asked the question:  What

14   other statistical models are available?  Does the

15   agency simply accept the model presented by the

16   companies statistician?  Do they question the

17   assumptions?  Do they do any sensitivity analysis

18   on the assumptions?  I haven't heard any of that.

19   The documents I requested from the agency I never

20   got and I didn't even know they existed until

21   today, if any sort of analysis was done.  So I've

22   got a lot of questions.
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 1             I really wonder if the agency views

 2   itself as a regulator in the same way as those

 3   agencies that are out there ruling on rate

 4   increases in other industries.  And I got a sense

 5   that, since you talk about the statute saying,

 6   well, we've got to be sure the company lives,

 7   because if the company doesn't live, then the

 8   policy dies.  Well, you know, the same thing was

 9   said about the automobile industry not too long

10   ago, and the United States taxpayer picked up

11   hundreds and hundreds of millions of dollars so

12   that the new shareholders of General Motors, which

13   included the federal government, made a killing.

14             The time is overdue for the agency to

15   really respond, and I was glad to hear today there

16   is movement in that direction, because we need to

17   know that the agency is really looking out, not

18   just for us in this room or the policyholders but

19   to the citizens of the state of Maryland.  Does

20   everybody who pays taxes in Maryland really have a

21   dog in this fight?  They do, because when the

22   policies are terminated and the formerly insured
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 1   person runs out of savings and runs out of assets

 2   or hires some really smart estate planning or

 3   elder lawyer to pawn off their assets to the

 4   family members within the five-year rules, guess

 5   what?  They qualify for Medicaid.  Well, who pays

 6   for the Medicaid budget?  All of us pay for that.

 7   And that budget we already know can consume the

 8   entirety of every penny that we pay now to our

 9   state and our federal government.

10             So I really don't have anything else to

11   say.  It's late in the day.  Thank you very much

12   for the chance to talk.

13             MR. REDMER:  Thank you for your

14   participation.

15             We have to clear the room.  Once again,

16   on behalf of the Maryland Insurance

17   Administration, we appreciate your attendance and

18   participation.

19             As a reminder, our contact sheet is here

20   for any follow-up questions or comments.

21             And thank you again.

22             (The hearing was concluded at 3:53 p.m.)
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          1                   P R O C E E D I N G S



          2             MR. REDMER:  Good afternoon.  Welcome.



          3   We've got at least one person still on the way,



          4   but we're going to go ahead and get started



          5   because we only have this room for a limited



          6   amount of time.



          7             My name is Al Redmer.  I am Maryland's



          8   Insurance Commissioner.  And this is our first



          9   public hearing on specific carrier rate increases



         10   for long-term care.  We held an informational



         11   public meeting back in April where we invited



         12   consumers, carriers and other interested parties



         13   to provide comments on the state of long-term care



         14   insurance in Maryland.  Based on the feedback from



         15   consumers and Governor Hogan's emphasis on



         16   transparency, we had decided to have public



         17   hearings for the foreseeable future on any future



         18   rate increase requests from long-term care



         19   carriers.



         20             Today's hearing will focus on several



         21   rate increase requests now before the Maryland



         22   Insurance Administration, and these include
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          1   requests from Genworth Insurance Company,



          2   proposing an average rate increase of 15 percent;



          3   John Hancock Insurance Company, proposing average



          4   rate increases from 13.7 percent to 14.7 percent,



          5   depending on the policy; Metropolitan Life



          6   Insurance Company, proposing average rate



          7   increases of 15 percent; Principal Life Insurance



          8   Company, proposing average rate increases of 15



          9   percent; The Prudential Insurance Company of



         10   America, proposing average rate increases from



         11   12.8 percent to 15 percent; Transamerica Life



         12   Insurance Company, proposing average rate



         13   increases from 65 percent to 70 percent; UNUM Life



         14   Insurance Company of America, proposing average



         15   rate increases of 13 percent; MedAmerica Insurance



         16   Company, proposing average rate increases of 15



         17   percent.



         18             These requests in aggregate affect about



         19   35,000 Maryland policyholders, and the goal is to



         20   hear from insurance company executives to explain



         21   the reasons for the rate increases, and we will



         22   also be listening to comments from consumers.  We

�



                                                                        8

          1   are here to listen, ask some clarifying questions



          2   from the carriers and consumers regarding the



          3   specific rate increase requests.



          4             I'd also like to highlight what the



          5   Maryland Insurance Administration has done since



          6   our meeting in April and what we're planning to



          7   do.  The MIA is proposing additional long-term



          8   care regulations that will impact consumer options



          9   in the event of a long-term care premium increase.



         10   The proposed regulations will update the



         11   regulations to be consistent with the 2014 changes



         12   to the National Association of Insurance



         13   Commissioners' long-term care model regulation.



         14   These changes provide greater value to many



         15   consumers who decide to lapse their policy



         16   following a rate increase.



         17             A long-term care insurance work group is



         18   being formed.  The work group participants will



         19   include members of the Maryland Insurance



         20   Administration, long-term care insurance brokers,



         21   as well as state legislators, consumer protection



         22   groups, and trade organizations.
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          1             The goals of the working group are to



          2   develop recommendations to improve the current



          3   state of the long-term care insurance marketplace



          4   in Maryland, specifically developing ways to



          5   establish more transparency for long-term care



          6   consumers during the rate review process,



          7   reviewing the pros and cons of the existing



          8   15 percent rate cap on increases, and reviewing



          9   potential work-arounds of the 15 percent rate cap



         10   and determining ways to improve communication



         11   between long-term care carriers and their



         12   policyholders.



         13             Additionally, the MIA, Maryland



         14   Insurance Administration, is engaged in national



         15   discussions on the challenges in the long-term



         16   care insurance marketplace, and we sit on the



         17   newly formed national association's Long-Term Care



         18   Innovation Subgroup as an interested party.



         19             With that not-so-brief introduction, I'd



         20   like to introduce some of the folks from the



         21   Insurance Administration that are with me here



         22   this afternoon.
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          1             To my immediate left is our chief



          2   actuary, Sarah Li.  To my immediate right is Cathy



          3   Grason, our Director of Regulatory Affairs.  To



          4   her right is Adam Zimmerman; Adam is an actuarial



          5   analyst.  And Cathy and Adam are cochairing our



          6   long-term care work group.  Also, in attendance is



          7   Joy Hatchette; she's our Associate Commissioner of



          8   Consumer Education and Advocacy.  Nancy Egan, our



          9   Director of Government Relations and External



         10   Affairs.



         11             MS. EGAN:  Back here.  Hi everyone.



         12             MR. REDMER:  Tracy Imm, the Director of



         13   Public Affairs; Joe Sviako, our Public Information



         14   Officer; Theresa Morfe, our Assistant Chief Market



         15   Conduct; Lisa Larson is our Regulations and



         16   Hearings Administrator; Nick Cavey, Assistant



         17   Director of Government Relations and External



         18   Affairs; and Jet Ji, an actuary; and Michael



         19   Patte, who does regulations and legislative work.



         20             We're going to go over a couple of



         21   procedures for today.  First, somewhere -- oh,



         22   back over here we have a hand out with all of our
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          1   contact information on it.  Please take a copy.



          2   That way if you have any follow-up comments,



          3   questions or observations, we'd love to hear from



          4   you.



          5             We are going to start with folks that



          6   have signed up to speak.  So if you haven't signed



          7   up, please make sure that you do.



          8             Second, the hearing is -- it's not going



          9   to be a debate.  We're going to be collecting



         10   information and asking questions.  Additionally,



         11   we will be posting all of the written comments on



         12   our website.



         13             The Maryland Insurance Administration



         14   will continue to keep the record open for



         15   additional comments until Thursday, November the



         16   3rd, and a transcript of today's meeting as well



         17   as all written testimony submitted will be posted



         18   on our website.



         19             As a reminder, we do have a court



         20   reporter here today to document the hearing, so



         21   when you're called up to speak, please state your



         22   name and any affiliation that might be
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          1   appropriate.



          2             For folks that are dialing in, please



          3   keep your phones on mute, and once again, I want



          4   to thank you for joining us.



          5             And I will reintroduce Sarah Li, our



          6   Chief Actuary, to speak to you regarding our rate



          7   review process.



          8                  LONG-TERM CARE INSURANCE



          9                RATE REVIEW PROCESS-MARYLAND



         10             MS. LI:  Hello.  I will speak briefly on



         11   the MIA long-term care insurance rate review



         12   process.



         13             UNIDENTIFIED SPEAKER:  Speak up.



         14             MS. LI:  I will speak up.



         15             MR. REDMER:  She's not going to get much



         16   louder, folks.



         17             (Laughter.)



         18             MS. LI:  There are five steps when



         19   reviewing the long-term care rate planning.  I



         20   will go over the details, but I will list the five



         21   steps first.



         22             So the first step is carriers submit
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          1   rate change request.  And the second step is we



          2   have filings assigned, and we start the initial



          3   actuarial review process.  And the third step is



          4   peer review process.  And the fourth step is that



          5   we have public hearings.  And then the last step



          6   is we make final decisions.  So I'm going to go



          7   over all these five steps in detail, and then if



          8   anybody has any questions, I can take questions.



          9             So the first step is for insurers to



         10   submit a rate request through the electronic



         11   filing system.  All carriers that are doing



         12   business in Maryland's individual and group



         13   long-term care market, they submit their rate



         14   change request to the Maryland Insurance



         15   Administration, and then the analyst checks the



         16   submitted rate filing to make sure all required



         17   documents are submitted.



         18             And the next step is, after confirming



         19   all the required documents are submitted, the



         20   filing is assigned to an initial reviewer.  The



         21   reviewer starts the reviewing process.



         22             So I will go into as much detail on what
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          1   we look into for the initial rate review process.



          2   When we receive the filing, there are four



          3   controls we need to look into, and these four



          4   controls are the laws and regulations that are



          5   written in our COMAR and insurance articles.



          6             So the first rule is the rate increase



          7   cap.  That cap in Maryland is a 15 percent rate



          8   increase cap.  So any rate increase, any renewal



          9   rate increase can't be more than 15 percent of the



         10   premium charged from the prior 12 months.  There



         11   is an exception.  This exception is that if



         12   carriers can demonstrate that their utilization is



         13   greatly in excess of the utilization that the



         14   carriers price, then, you know, we can consider



         15   more than 15 percent rate increase as an



         16   exception.  So that's the first standard we look



         17   into.



         18             The second rule or standard we have in



         19   place is the new business cap.  So any renewal



         20   premium can't be more than the rate for the



         21   similar new business rate, except for difference



         22   that's attributed to benefits.  So that's new
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          1   business cap.



          2             And then the third rule we are looking



          3   into is that for any policies that were sold



          4   before October 1st, 2002, the lifetime loss ratio



          5   cannot be less than 60 percent.  The loss ratio is



          6   the ratio of the claims over premium.  What that



          7   states is if less than 60 percent of the premium



          8   paid is used to pay for a claim, then carriers



          9   cannot come in and ask for any rate increase.  So



         10   that's for policies issued prior to October 1st,



         11   2002.



         12             And for policies issued after



         13   October 1st, 2002, the policy has to satisfy the



         14   specific 58/85 rule.  What that states is the



         15   claim cap for these policies cannot be less than



         16   58 percent of the initial premium and 85 percent



         17   of the rate increase premium.



         18             So we have to check these four rules,



         19   make sure each of these rate filings follow these



         20   four rules.  If there is any exception, we need to



         21   ask the company why these rules are not followed.



         22             So besides these rules, there are
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          1   multiple other factors that we look into.



          2   Carriers, they usually submit their actuarial



          3   memorandum.  So we look, just for some examples,



          4   what we're looking into in the actuarial



          5   memorandum, we're looking into the lifetime



          6   projections of earned premium and lifetime



          7   projections of incurred claims, and we look into



          8   the method and assumptions used to project the



          9   premiums and claims.  These assumptions include



         10   but are not limited to the mortality assumption,



         11   morbidity assumption, and interest rates.



         12   Whatever assumption is used, they have to be



         13   supported either by their own experience, if their



         14   experience is credible, or if their experience is



         15   not credible, they have to present us with similar



         16   industry experience to support these assumptions.



         17             We also look into the disclosures of the



         18   analysis performed to determine why a rate



         19   adjustment is necessary, which pricing assumptions



         20   were not realized and why.  And we also look into



         21   the rate change history nationwide, because



         22   Maryland is different than the other states with
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          1   the rates being highly capped.



          2             So this is the initial rate review



          3   process.  After we go through all this initial



          4   rate review process, then we move on to the next



          5   rate review process step.  That's the peer review



          6   process.  So the initial rate reviewer in this



          7   process, he or she will generate a rate review



          8   summary form and send it to us or other actuarial



          9   staff to trigger the peer review process.  More



         10   questions may be generated by peer reviewers, and



         11   they will be sent to the rate filing company by



         12   the initial reviewer.



         13             So either on the initial rate review



         14   process or a peer review process, we have internal



         15   time limits that we set for ourselves; that is,



         16   for the initial rate reviewer, any response that



         17   we receive from insurance carriers, we will



         18   respond to those responses no more than seven



         19   business days.  So in other words, we receive



         20   carriers' rate filing.  We try to send out our



         21   first objections or questions, set of questions



         22   within seven business days, and the peer review
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          1   process, we try to limit that process to three



          2   days.



          3             The next step in the rate review process



          4   is public hearing.  So we hear what carriers have



          5   to say about the rate filings and we hear what



          6   consumers have to say about the rate filings, and



          7   we take these comments into our consideration for



          8   the rate review.



          9             And the final process, final step in the



         10   rate review process is that we make a final



         11   decision.  After considering the information



         12   provided in the hearing and any additional public



         13   comments, the insurance commissioner makes the



         14   final decision.



         15             So that concludes the rate review



         16   process.



         17             So I will now turn it over to Al.



         18             MR. REDMER:  Thank you, Sarah.



         19             As you could tell, the rate review



         20   process that we engage in is robust and very



         21   thorough.



         22             I will add that the law is pretty clear
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          1   on the criteria that we had to use in order to



          2   approve or not approve a rate increase.  The law



          3   says that rate increases have to be actuarially



          4   justified.  A carrier can't just say, "We need



          5   it."  They have to provide the actuarial



          6   justification, and that actuarial work is scrubbed



          7   and challenged, as Sarah just mentioned.  The



          8   rates cannot be excessive.  So we cannot allow



          9   carriers to charge rates that are more than what



         10   is actuarially justified.  The law also says that



         11   we cannot allow rates to be inadequate.  Law



         12   prevents us from allowing rates to be less than



         13   what are necessary to run the business so that we



         14   don't put insurance carriers in financial stress.



         15   And then finally, the rates cannot be unfairly



         16   discriminatory.



         17             So with that, before we get into the



         18   carriers, with us today is Van Dorsey, who is our



         19   Principal Counsel from the Attorney General's



         20   Office.



         21             So with that, before we get into the



         22   carriers, I would like to introduce Robert Eaton,
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          1   who is a consulting actuary with Milliman who will



          2   present some information describing pricing and



          3   rate increase concepts that are used for long-term



          4   care around the country.



          5             (The audio/visual equipment being set up.)



          6             MR. COHEN:  While we're waiting for a



          7   miracle, will the remarks be made part of the



          8   record?  Because frankly, I had a great deal of



          9   difficulty --



         10             MR. REDMER:  Yes.



         11             MR. I. COHEN:  -- both noise-wise and



         12   otherwise --



         13             MR. REDMER:  Yeah.



         14             MR. I. COHEN:  -- following everything.



         15   This is the first time that I heard of any of



         16   this.  Perhaps it was made public in another



         17   forum.



         18             MR. REDMER:  We have a court reporter,



         19   so all the remarks today will be captured and



         20   disseminated on our website.



         21             MR. I. COHEN:  But does that information



         22   involve the rate review process?
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          1             MR. REDMER:  What Sarah just discussed



          2   will be part of the record, yes.



          3             MR. I. COHEN:  I'm just wondering.  You



          4   talked about getting remarks from consumers.  I'm



          5   a consumer of two of the policies from one of the



          6   companies you mentioned.  How do I get notice from



          7   the company that they've applied for an increase?



          8             MR. REDMER:  At this point most carriers



          9   do not.



         10             MR. I. COHEN:  That's a problem.



         11             MR. REDMER:  That is a problem, and



         12   that's one of the things that our internal work



         13   group is going to be looking at is how to make



         14   this more open and transparent.  So because we



         15   can't solve that immediately, we decided to do



         16   these public hearings as our effort to get the



         17   word out that these proposed rate increases are



         18   being discussed.



         19             MR. I. COHEN:  Do I have to file a FOIA



         20   request in order to get their file, or will that



         21   be given to me just as a matter of asking?



         22   Because I have in the past asked for FOIA request,
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          1   and I really have not received anything near the



          2   information she just gave.



          3             MS. LI:  The rate review process?



          4             MR. I. COHEN:  Yes, ma'am.



          5             MS. LI:  This was prepared for the



          6   hearing, but if you want, we will post the



          7   information, as Al just said, on our website.



          8             MR. I. COHEN:  I understood that you



          9   were telling us what the process is now and has



         10   been.  So I'm asking you, when I filed a FOIA



         11   request with respect to my carrier and asked for



         12   everything in the file, I never received anything.



         13             MR. REDMER:  So the rate filing itself?



         14             MR. I. COHEN:  I never got any



         15   information at all.  How am I supposed to, as a



         16   consumer, participate in the very detailed process



         17   if I'm not noticed by the carrier and when I file



         18   a FOIA request nothing happens?



         19             MS. LI:  We can talk to you after this.



         20   I will make sure you get the information.



         21             MR. REDMER:  What information is



         22   publicly available regarding the proposed rate
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          1   increase?



          2             MS. LI:  So the process with that is you



          3   file a POIA request, and then we look into what



          4   you requested, and then we notify in a courtesy



          5   email to the insurance company, and then they will



          6   let us know what information is confidential,



          7   what's not, and then we will get that to you.



          8   That has always been the process.



          9             MR. I. COHEN:  For me it hasn't



         10   happened.



         11             MS. LI:  Sorry about that.



         12             MS. GRASON:  Sir, I can also add.  One



         13   of the things our working group is looking at is



         14   whether we can post actuarial memoranda as well as



         15   a summary document of some of these rate issues on



         16   our website.  So we are looking at that for future



         17   application as well.



         18             MR. REDMER:  One more question, then



         19   we're going to move on.



         20             Yes, sir.



         21             MR. FRITZ:  Following up on his question



         22   and Ms. Grason's comment, is the loss ratio and
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          1   the components of the loss ratio confidential or



          2   not confidential information from the insurance



          3   company?  In other words, if we do a FOIA request,



          4   can we determine the components that allow them to



          5   say yes, we are within the 58 percent or 60



          6   percent tolerance limit, or is that something that



          7   we can't find out, it's never reported by the



          8   State to anyone and therefore it's only internal?



          9   So that's a big difference to understand what



         10   really is going on in rate requests for long-term



         11   customers.



         12             MS. LI:  Right.  So that's on a



         13   case-by-case basis.  So we look into what carriers



         14   present to us, and then we decide what is



         15   confidential, what's not confidential.



         16             THE REPORTER:  I'm sorry.  Would anyone



         17   like to identify themselves, who just spoke?



         18             MR. FRITZ:  Yes.  Marshall Fritz,



         19   consumer.



         20             MR. COHEN:  Irving Cohen, consumer.



         21             MR. REDMER:  Okay.  Robert.



         22
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          1                 LONG-TERM CARE INSURANCE:



          2          BASIC PRICING AND RATE INCREASE CONCEPTS



          3             MR. EATON:  Thank you, Commissioner and



          4   folks from the Maryland Insurance Administration



          5   for having me.



          6             You mentioned my employer.  I currently



          7   work for a consulting company, but I'm here today



          8   on behalf of the Society of Actuaries.  Last year



          9   I was elected to the Society of Actuaries'



         10   Long-Term Care Section Council, and one of the



         11   missions of the Society of Actuaries is to promote



         12   education on a lot of these topics.  So today I'm



         13   here not on behalf of my employer or any of the



         14   companies that might be there, but I'm here on



         15   behalf of the Society and, you know, the remarks



         16   that we're making are meant to be educational and



         17   to really provide a foundation for the discussion



         18   that we're going to have today.



         19             MR. REDMER:  Excuse me a second.



         20             Can you hear him in the back okay?



         21             (Unidentified audience members responded



         22             affirmatively.)

�



                                                                        26

          1             MR. EATON:  So statements of facts and



          2   opinions, you know, are those from me and, unless



          3   expressed to the contrary, they're not opinions of



          4   the Society of Actuaries.  This is a presentation



          5   that I and some of my colleagues on the Long-Term



          6   Care Section Council have put together.  The



          7   Society of Actuaries does not endorse or approve



          8   and assumes no responsibility for the content, the



          9   accuracy, or completeness of the information



         10   presented.



         11             Yes, ma'am.



         12             UNIDENTIFIED FEMALE SPEAKER:  Just for



         13   everyone that's calling in, a copy of this



         14   presentation is on the MIA website, so if you're



         15   not doing Facebook streaming, you can actually see



         16   it on the website in there with the comments.



         17             MR. EATON:  So as I mentioned earlier,



         18   the purpose of today's presentation is to provide



         19   an explanation of a few things: long-term care



         20   insurance benefit features; we're also going to



         21   talk about the pricing of long-term care



         22   insurance, as we as actuaries have done for
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          1   companies that are offering long-term care



          2   insurance; we're going to talk a little bit about



          3   the reserves that companies will hold as they



          4   continue to manage long-term care policies; we'll



          5   talk a little bit about premium rate increases, of



          6   course, that being the reason for this hearing.



          7             And I should say that this explanation



          8   is meant to be simplified and is not meant for a



          9   technical audience.  That's really the point here



         10   is to make sure that you have a general



         11   understanding of the insurance that's being



         12   priced.



         13             We'll go through long-term care



         14   insurance 101.  So long-term care insurance



         15   benefits, most of you know, working with companies



         16   or as consumers, the long-term care insurance pays



         17   out upon disability, and many long-term care



         18   policies also require the receipt of LTC services,



         19   so not just upon the incidence of disability, but



         20   when you receive services, for instance, in a



         21   nursing home or someone helping you in your home.



         22             So long-term care insurance benefits,
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          1   they are not intended to be a lump sum.  You know,



          2   a benefit is paid each day or in some cases each



          3   month up to a maximum benefit per day.  There is



          4   typically a limit on the total amount paid out.



          5   Many policies do not pay during the entire



          6   disability episode.  Most policies won't start



          7   paying until the disability has lasted for a



          8   certain amount of time.



          9             By law, policies must cover the



         10   policyholder for their entire life.  The concept



         11   is sometimes called guaranteed renewable



         12   insurance.  So the option to automatically



         13   increase benefits is offered at the purchase, and



         14   that option to increase your benefits is intended



         15   to keep pace with the cost of care.



         16             So we'll talk now about the chance of



         17   using your benefits as a policyholder.  There is a



         18   lower chance of use of benefits as a policyholder



         19   when you are, for instance, a married couple and



         20   perhaps you have somebody who is there that may be



         21   able to take care of you in the event of a



         22   long-term care need.  There's also a lower chance
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          1   of using long-term care benefits right after you



          2   purchase coverage, after perhaps you've been



          3   underwritten through them.  There is a higher



          4   chance of use of long-term care policies where



          5   individuals are living alone and as individuals



          6   age into their later years.  So given this dynamic



          7   that I just discussed, a person's chance of using



          8   benefits in any given year increases each year



          9   after they purchase the policy.  So typically,



         10   claims over the lifetime of a policy will tend to



         11   increase for long-term care policies.



         12             So by law, insurance companies are



         13   required to establish premiums by policy issue age



         14   that will be payable for the person's lifetime and



         15   are not expected to increase during the person's



         16   lifetime.  The premiums are expected to be at a



         17   level amount over the course of your life.



         18   However, as we just talked about and as we saw in



         19   the previous slide, claims are intended to



         20   increase over the life of the policy.  So here,



         21   purchasing the policy on the far left-hand side



         22   and paying level premiums while your claims or the
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          1   expectation of your claims increases over time.



          2             So by law, insurance companies set aside



          3   a portion of the premium collected in the earlier



          4   years in order to pay out the claim in the later



          5   years.  This is due to the cash flow mismatch.



          6   That portion of premiums that are set aside to pay



          7   for claims in later years, that's called the



          8   reserve that the insurance company will establish.



          9   And here you see the premium collected during the



         10   first period of time when premiums are greater



         11   than claims, those are intended to kind of fund



         12   this reserve.  Insurers use those to fund the



         13   claims that are higher than the premiums in the



         14   later years of the policy.



         15             So setting the premiums aside, premium



         16   dollars are used for a number of purposes by the



         17   insurance company.  One of the first purposes is



         18   the policy administration, so maintaining the



         19   premium policy, the paper that it's written on,



         20   the folks who administer the policy and file the



         21   claims.  Premiums are also used to fund agent



         22   commissions, the folks who sold you a long-term
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          1   care insurance policy.  Premiums are also used to



          2   pay state and federal taxes.  And another use of



          3   premiums is distribution to shareholders, as



          4   profit in some cases.  And then finally, the rest



          5   of the premium will be used to set into the



          6   reserve fund which will pay which, premiums which



          7   will pay out claims in later years of the policy.



          8             So one analogy that we can make here is



          9   that the reserve that long-term care insurance



         10   carriers are setting aside is almost like a



         11   savings account that we might have, where the



         12   premiums that we're depositing, so these in that



         13   case would be the premiums after the



         14   administration, after the taxes are paid, after



         15   the shareholders deposits are made, the net



         16   premiums are deposited into the reserve, and the



         17   benefits are paid from those reserves.



         18             So like any good savings account that



         19   you would have, it earns interest over time.  So



         20   the reserve is there for, held for the benefit of



         21   all of the policyholders.  It's only used to pay,



         22   though, the benefits to those who become disabled
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          1   in the end.  So the reserve is not used to pay for



          2   anybody who does not end up using benefits.



          3   That's a key feature of long-term care, if you



          4   don't end up needing long-term care benefits, no



          5   portion of the reserve, in most cases, will accrue



          6   to you.



          7             So in this example of the savings



          8   account, the net premiums are like scheduled



          9   deposits.  You may have monthly or quarterly or



         10   annual premium payments, and the scheduled deposit



         11   amount, the premium rate, is determined at the



         12   very beginning of the establishment of the account



         13   or when you purchase your long-term care policy.



         14             So the net premiums are set up in order



         15   to pay a benefit amount, and the net premiums are



         16   put into reserve, and they will earn interest.  So



         17   if you think about what's going into your savings



         18   account and what's coming out of your savings



         19   account into your long-term care reserve, there's



         20   the benefits that are coming out and the interest



         21   that's being paid in along with the premiums that



         22   you're paying in, and if any of these estimates
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          1   are different than you initially assumed, the



          2   account, the reserve, may not have enough to cover



          3   future withdrawal.



          4             So that is kind of the backdrop for



          5   long-term care policies and the financing and why



          6   companies will set premiums at the levels that



          7   they do.  All of the premiums that are set



          8   anticipate these basic concepts: assumptions about



          9   the amount of premiums that are going in and



         10   assumptions about the amount of benefits paid out.



         11             So we'll talk about what can go wrong in



         12   this case of the reserves and the savings account



         13   that we just discussed.  So for starters, the



         14   interest rates can change in the economy.  Changes



         15   in the economic conditions in the last 20 years,



         16   as you know, led to a dramatic drop in interest



         17   rates.  Many companies in the late '80s and early



         18   '90s assumed interest rates of 6 or 8 percent to



         19   be earned on these reserves.  Rates have now



         20   dropped, as you probably know, to 3 or 4 percent.



         21             I can think of a similar situation when



         22   my parents purchased their house in the late '80s
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          1   and early '90s, their mortgage rate, which I know



          2   now was a lot higher than when my wife and I



          3   purchased our first house a couple of years ago.



          4   That interest rate has also dropped and, you know,



          5   that's similar to interest rates throughout the



          6   economy.  So the interest rates that have impacted



          7   us as consumers also has impacted companies.



          8             So let's also talk about not just



          9   interest rates but withdrawals from the account



         10   and some of the reasons why assumptions that were



         11   made initially when a premium was priced, when a



         12   long-term care policy was priced might change.



         13             The amount of funds withdrawn are



         14   dependent on three key things.  The first one is



         15   the number of people who keep their policies up to



         16   the point when benefits are being picked.  So when



         17   policies are issued, at the very beginning you may



         18   have 20 or so, in this kind of depiction, there's



         19   20 or so people right at the beginning, and none



         20   of them have long-term care insurance needs right



         21   away.  In the later years, though, some of them



         22   will need to use their long-term care policy.  So
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          1   here we've kind of listed those who are insured



          2   but don't need long-term care, and then the three



          3   people on the right are the people who did need



          4   long-term care.  So the assumption might look



          5   something like this.



          6             And again, this is kind of a high level



          7   example.  Most companies will make their own



          8   assumptions about these sorts of policyholders'



          9   behavior.  But in reality, what appears to have



         10   happened largely in the insurance industry is,



         11   when policies are issued, fewer people ended up



         12   foregoing their policy and lapsing their policy



         13   and stopping to pay premiums, leaving there to be



         14   more insurance policyholders in the later years.



         15             Moreover, we find that more people have



         16   collected claims, in some cases, than we



         17   previously estimated.  So the number of people



         18   keeping their policies is really important to



         19   consider when understanding the dynamics of



         20   long-term care rate increases and why a company



         21   might need to request a rate increase.



         22             And we've seen this dynamic in the
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          1   industry in general.  So not with any specific



          2   company, but largely, if you look at the Society



          3   of Actuaries' Long-Term Care Section has an



          4   experience study where they reviewed long-term



          5   care policy persistency, so how many people



          6   maintain their long-term care policies.  In



          7   general, many more people have kept their



          8   long-term care policy than were originally



          9   estimated when the policies were originally



         10   priced.



         11             One more thing to remember is, of these



         12   additional three people that we now have in this



         13   diagram, some of them are there because they chose



         14   to maintain their policies longer than the



         15   insurance company assumed, but some of them are



         16   there because they ended up living longer than



         17   what was originally assumed.  Mortality, we would



         18   refer to that as improved mortality.  People are



         19   living longer today, generally, than they have



         20   been ten, 20, 30 years ago.  And so there are more



         21   people having long-term care policies or holding



         22   onto their long-term care policies today for both
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          1   of these reasons.  People are holding onto their



          2   policy longer and then also people are dying at



          3   lower rates, which is generally a good thing.



          4             So the second reason we might withdraw



          5   from the savings account -- or second impact on



          6   the savings account is, of the people who maintain



          7   their policies, the number of people who end up



          8   using their long-term care policies might be



          9   different than you expect.



         10             So initially, you assume, again, the



         11   same group of people and perhaps you assume that



         12   three out of the initial group might need to use



         13   long-term care benefits, but the reality might be



         14   that even if there are ten people holding onto



         15   their policies, it may be that more people end up



         16   needing long-term care benefits.  So in this case,



         17   it doesn't have as much to do with how many people



         18   are in a policy, it has to do with how many people



         19   end up going on claim and needing long-term care



         20   benefits.



         21             Experience here does not lean largely



         22   one way or the other.  It's generally mixed.  For
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          1   any company, it may be different than they



          2   initially expected.  There hasn't been, like the



          3   policyholder persistency assumption, there hasn't



          4   been a large industry directional trend.  So this



          5   is mixed and may vary by company.



          6             So the third thing to consider when



          7   looking at the payments from your long-term care



          8   reserve, or the savings account that we set up, is



          9   the amount that's actually paid out to people.  So



         10   remember at the beginning we discussed that these



         11   are not lump sum payments that get paid out right



         12   as you have a disability.  Rather, these are



         13   schedules of monthly payments to be paid as you



         14   might have disability.



         15             So the amount of these payments that the



         16   insurance company may pay to people using



         17   long-term care will not necessarily be known in



         18   advance.  It's going to depend on the number of



         19   days for which you need long-term care.  So for



         20   instance, if you're in a nursing home for six



         21   months or eight months or a year, the number of



         22   days that you're in that nursing home is an amount
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          1   that can vary, and it's hard to kind of place an



          2   estimate on.



          3             The intensity of care, the amount that



          4   you might need long-term care reimbursement for in



          5   an assisted living facility is not the same that



          6   you might need in a nursing home, and those aren't



          7   the same as the amounts of reimbursement that you



          8   might need if you had somebody coming into your



          9   home to help you, like a home health aide or a



         10   nurse coming into your home.



         11             And then finally, it's going to depend



         12   on the cost of care.  You know, when you go on



         13   claim, the cost of care in ten years will be



         14   different than it is today, and in 15 years it's



         15   going to be different than that.  And so there's a



         16   number of moving factors in determining how much



         17   the actual long-term care claim amount really will



         18   be.



         19             One key consideration here is the amount



         20   that the insurance company will expect to pay.



         21   That's based on past observation and the



         22   historical data that people are able to collect as
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          1   they're determining the level premium for this



          2   insurance policy.



          3             So other general observations that the



          4   Society of Actuaries has noted in completing their



          5   experience studies is the length of time that



          6   people have stayed in the nursing home has not



          7   changed drastically over the last ten or 20 years.



          8   We do notice that more people are going into an



          9   assisted living facility.  In an assisted living



         10   facility, assisted care facility, people tend to



         11   live a lot longer than in a nursing home.  So this



         12   is one dynamic that's led to more benefits being



         13   paid out maybe on average nationwide.



         14             So now let's go into what happens when



         15   the estimates that an insurance company might



         16   make, what happens when these are not realized.



         17   So I want to kind of maintain the savings plan



         18   example where we're going to set ourselves a goal.



         19   The original goal is to save $10,000 in ten years.



         20   So let's say I have a goal:  I'm going to put my



         21   child into college.  It doesn't cost $10,000 to



         22   put my child into college, it costs a lot more,
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          1   but in this example, let's say I'm trying to raise



          2   $10,000 in ten years, and I'm going to schedule



          3   some payments in order to do so, and so this might



          4   be what my bank account looks like.  I start out



          5   with the amount that I saved in the current year,



          6   the kind of lighter red here, and then every year,



          7   every additional year I get more and more money,



          8   and this is all increasing with the amount of



          9   interest that the bank will give me.



         10             In this example right here, kind of for



         11   simplicity, I've assumed just no interest rate



         12   here.  So we're just collecting the same amount



         13   every year.  So here, the amount that I'm



         14   contributing every year is $1,000, and it's being



         15   added to the savings account, and then by the end



         16   of ten years I collect the $10,000.



         17             So let's think of this example where I'm



         18   trying to save $10,000, but after six years I



         19   learn that I need to pay $12,000 for my child's



         20   college.  So here's the first six years where I've



         21   made these contributions to this account.  I've



         22   got $6,000, having contributed $1,000 every year,
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          1   but I have a new goal.  After the sixth year, I



          2   need $12,000 by the tenth year, and so I actually



          3   have to make catch-up saving contributions.



          4             So in this case, if you think about it,



          5   if my goal is 12,000 and my initial goal was



          6   10,000, that's only a 20 percent increase in my



          7   goal, but because I didn't realize this goal until



          8   six years into the future, I actually don't need a



          9   20 percent increase in the amount of savings, I



         10   need a bigger increase.  I need a 50 percent



         11   increase in the amount of savings in order to meet



         12   this goal.  So my catch-up contributions there



         13   means that I have to pay $1,500 a month instead of



         14   just $1,200 a month if I had scheduled it from the



         15   very first day.  So with hindsight, as I mentioned



         16   earlier, with hindsight, I would have just



         17   scheduled ten even deposits of $1,200 and, you



         18   know, this would be -- this is all defined as kind



         19   of the hindsight deposit schedule.



         20             So here's the application of this



         21   example and how it should work.  At a given point



         22   in time, for a long-term care insurance policy,
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          1   the savings account amounts to you have future net



          2   premiums that you expect to collect from



          3   policyholders, and you also have what's called a



          4   reserve fund that we've been talking about, in



          5   this case the savings account, and all of those



          6   are being balanced against the need to provide



          7   future benefits to policyholders and customers who



          8   bought a long-term care plan.



          9             So this model here shows the two sides



         10   are in balance.  The future payments that I'm



         11   scheduled to put into the reserve fund, plus the



         12   current reserve fund that I have, in this example



         13   they match exactly, and the two sides of this



         14   equation are in balance.



         15             So let's talk about when those sides



         16   might be out of balance.  For instance, if the



         17   future benefits, as we discussed, might be greater



         18   than what's currently planned for in premium



         19   deposits and in the reserve fund, if the future



         20   benefits are greater, the two sides are going to



         21   be out of balance.  And again, going back to that



         22   savings account concept, if I find out after a
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          1   number of years that the amount of scheduled



          2   premium payments plus the amount of the reserve



          3   that I've built up are not going to be enough to



          4   meet my goal, this is going to be a situation



          5   where, you know, here we're out of balance and



          6   there's more future benefits to be paid than we



          7   have scheduled.



          8             So in the example that I just gave, a



          9   premium increase is needed in order to put the two



         10   sides back into balance.  So here we have the same



         11   scheduled premiums that we'll collect in the



         12   future in addition to the reserve which is being



         13   built up over time, and on top of that a catch-up



         14   premium rate increase is needed in order to



         15   balance out the future benefits that are required



         16   to be paid by the company.  So in this case,



         17   balance is restored from these rate increases



         18   being collected.



         19             So let's have yet another example, where



         20   in this case we have a reserve fund, a reserve



         21   which has been built up by premiums being paid



         22   into the policy over time.  We have future net
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          1   premiums, future premiums which are intended to be



          2   paid, and also a premium rate increase.  But in



          3   this case the premium rate increase is really not



          4   sufficient in order to bring balance to our



          5   equation here.



          6             In this case, if a premium rate increase



          7   is not enough to collect all of the funds to pay



          8   the future benefits, then other funding may be



          9   used.  Other funding may be used from a onetime



         10   deposit from the company's surplus, which is



         11   ultimately from other policyholders or other



         12   shareholders of the company.  So that money must



         13   come from somewhere.



         14             So we presented some examples.  We



         15   presented an example of a savings account where



         16   funds are paid in in order to meet a goal.  We've



         17   talked about an example where our goal, the amount



         18   that we needed to be funded changed over time and



         19   how we had to respond to that.  We also talked a



         20   little bit about how premiums and premiums that



         21   have been paid in and are expected to be paid in



         22   and the reserve funds that accompany my goals are
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          1   used to pay future benefits, and then what happens



          2   when our expectation of future benefits changes,



          3   what are the ways that we might fund those



          4   increased future benefits.



          5             So this has been a presentation that I



          6   and some of the other members of the Society of



          7   Actuaries have put together and we've presented



          8   here in Maryland, but also in Maine and I think



          9   another couple of states.



         10             I'm happy to answer questions on just



         11   the material that I presented here.  Questions



         12   that are kind of outside of this scope, you know,



         13   I'll probably defer to the Commissioner or someone



         14   else.  But if anybody has questions about the



         15   slides directly.



         16             Yes, sir.



         17             MR. FRITZ:  Yes.  Marshall Fritz.  I



         18   have looked at the slides, and I have a comment.



         19   Slide 17 and 18 are similar, and you explained



         20   something that's not similar.  It doesn't come out



         21   in the words you used, nor do I quite see how it



         22   fits in, both talking in terms of those who are
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          1   holding long term and then getting benefits.



          2   Okay.  So --



          3             MR. EATON:  Would it be helpful for me



          4   to go back to the slides?



          5             MR. FRITZ:  Yes.  I will comment on



          6   18 -- well, both of them.



          7             MR. EATON:  Okay.  Here's slide 17.



          8             MR. FRITZ:  Okay.  So my first comment



          9   is the later years, in reality, well, this is a



         10   generic approach you used; however, in the



         11   Genworth model, that later year ratio of 6 percent



         12   over the long term, we don't know how long, but



         13   let's say ten, 20, 30 years, is woefully higher



         14   retention than they assumed, based on what they



         15   stated.  In the 1997 NAIC report, which is part of



         16   that regulation set -- I think it's 1331, but I



         17   won't testify on that comment -- suggests that



         18   they knew in the '90s that they were assuming too



         19   high a dropout rate, and they were adjusting



         20   because of that, but it doesn't seem to have come



         21   into your model as successfully nor into the way



         22   Genworth is doing business.
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          1             But between 17 and 18, I don't quite



          2   understand why you have three more people in 17 in



          3   later year reality than 18.  It's subtle, but your



          4   captions don't help me.  So maybe we shouldn't



          5   waste time, but you should look at that and see if



          6   you can explain it in a different way that brings



          7   out the captions.



          8             MR. EATON:  I guess I'd start by saying



          9   I don't speak for Genworth or any of the



         10   companies.



         11             MR. FRITZ:  I understand.  This is a



         12   generic model.



         13             MR. EATON:  Yes, exactly.



         14             MR. FRITZ:  I'm just saying that it



         15   assumes a pretty reasonable dropout rate, but that



         16   may not correspond to reality.



         17             MR. EATON:  Do you mind if I respond



         18   just real quickly.  So in this case, you know, we



         19   started with -- in this example there's, say, 20



         20   people that began with their policy, and after a



         21   number of years we only expected ten of them to be



         22   remaining, so, you know, say 50 percent of the
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          1   people are expected to, you know, lose their



          2   policy over the course of, I'm going to just say



          3   20 years or so.  That could be for a number of



          4   reasons.  People will die naturally.  People will



          5   use their policies and then maybe exhaust their



          6   policy benefits.  Other people will decide that



          7   they no longer want their policy.  You know, we



          8   might refer to that as a lapse or a termination.



          9             So in this example, where I thought that



         10   there would be, you know, ten people after 20



         11   years, here, you know, in this kind of



         12   illustration, there's actually just 30 percent



         13   more than that initial ten people.



         14             And again, I can't comment on some of



         15   the other items you've been talking about, but



         16   that's generally correct, you know, that the



         17   reason that there are more people here is because



         18   more people have kept their policies than we



         19   expected and people are living longer.



         20             MR. REDMER:  Yes, sir.



         21             MR. LYON:  I have a question, I believe



         22   related to this -- tell me if I'm wrong -- but not
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          1   addressed.



          2             If all of these approaches to bring



          3   back, the situation back into balance do not work,



          4   the company is unable to fulfill its obligations



          5   under the policy, bankruptcy, whatever, what



          6   protection, if any, do we consumers in the state



          7   of Maryland have?



          8             MR. REDMER:  Sure.  Currently, a



          9   Pennsylvania domestic company, Sentry (phonetic),



         10   is going through that.  In Maryland, there are, I



         11   think it's a little over 800 policyholders that



         12   have policies with Sentry, and in Maryland we have



         13   a guarantee fund that is used to guarantee a level



         14   of benefits for the consumer.



         15             MR. LYON:  Is that the Maryland Life and



         16   Health Insurance Guarantee corporation?



         17             MR. REDMER:  Yes, sir, it is.



         18             MR. LYON:  My particular policy says



         19   that that corporation may not provide coverage for



         20   our policies in the state of Maryland.  If



         21   coverage is provided, it may be subject to



         22   substantial limitations or exclusions and require

�



                                                                        51

          1   continued residency in Maryland.  That's a whole



          2   lot of ifs, if I may.



          3             MR. REDMER:  There are ifs.



          4             MR. LYON:  So that doesn't sound like we



          5   have much of a guarantee.



          6             MR. REDMER:  Well, there is a guarantee,



          7   but I don't want to take the time during a rate



          8   hearing to discuss the guarantee fund.  So we do



          9   have our contact information, and we're happy to



         10   follow up with you on the specifics of the



         11   guarantee fund.



         12             MR. LYON:  Fair enough.  Thank you.



         13             MR. REDMER:  Any other questions about



         14   Robert's overview?



         15             UNIDENTIFIED FEMALE SPEAKER:  Can we get



         16   your name again.



         17             MR. LYON:  Robert Lyon, L-Y-O-N.



         18             MR. REDMER:  Robert, thank you very



         19   much.  Appreciate it.



         20             MR. LYON:  My company's name is



         21   Genworth.



         22             MR. REDMER:  So with that, we're going
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          1   to move into the carriers.  We are a little bit



          2   behind schedule, so I don't want to keep you from



          3   saying anything that you want to say, but to the



          4   extent that you can be brief, we would appreciate



          5   it.



          6             We are going to start with Genworth,



          7   Elena Edwards and Jamala Murray.



          8             MS. GRASON:  And if you could, kindly,



          9   speak into the phone with your testimony.  That



         10   would be helpful.  Thank you.



         11             MR. REDMER:  Thanks for joining us.



         12            GENWORTH INSURANCE COMPANY TESTIMONY



         13             MS. EDWARDS:  Good afternoon.  My name



         14   is Elena Edwards, and I'm a senior vice president



         15   of Genworth's long-term care business.



         16             Commissioner Redmer, thank you for



         17   holding today's hearing and for inviting Genworth



         18   to participate.  I was also able to participate in



         19   the hearing that you held in April where I offered



         20   some general information across our long-term care



         21   operations the need for our premium rate increases



         22   and the future of our long-term care product.  But
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          1   today I'm happy to return to speak and to speak



          2   specifically to our current long-term care premium



          3   rate increase filings which are pending today with



          4   the Maryland Insurance Administration.



          5             But before I do that, I'd also like to



          6   say the consumers who are here today, thank you



          7   for being here.  Thank you for your interest and



          8   participation.



          9             Genworth has been selling long-term care



         10   insurance in the state of Maryland since 1978, and



         11   we currently provide coverage for more than 31,000



         12   residents of this great state and for more than



         13   1.2 million policyholders nationwide.



         14             We understand how difficult these large



         15   premium rate increases are for all of our



         16   customers, and so we welcome this opportunity to



         17   give you more information that explains why we



         18   need these rate increases.  We also want to



         19   discuss all of the options that we offer to our



         20   policyholders so they can continue to make



         21   informed choices that address their specific



         22   needs.
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          1             And I'm also pleased to introduce Jamala



          2   Arland, who is our long-term care in-force



          3   actuarial leader, and she's going to provide some



          4   basic information about our current premium rate



          5   filing.



          6             MS. ARLAND:  Thank you, Elena.



          7             Good afternoon to the Maryland Insurance



          8   Administration and to our consumers who are



          9   present and listening on the phone.



         10             My name is Jamala Murray Arland.  I'm an



         11   actuary in good standing with the Society of



         12   Actuaries and the American Academy of Actuaries,



         13   and my team and I put together the actuarial



         14   justification and support that is filed with the



         15   Maryland Insurance Administration to support



         16   Genworth's rate action.  I appreciate the



         17   opportunity to discuss our pending rate increases



         18   and the actuarial justification.



         19             Genworth is currently seeking rate



         20   increases of 15 percent on our Choice 2 and 2.1



         21   policy forms.  For customers who are looking at



         22   their policy forms, that relates to policy form
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          1   number 7042 and 7044.



          2             This rate increase of 15 percent is the



          3   maximum rate increase permitted in the state of



          4   Maryland.  The rate action request applies to both



          5   stand-alone individual long-term care policies



          6   sold in Maryland and also those sold through a



          7   program associated with the American Association



          8   of Retired People, the AARP.  This particular rate



          9   increase will impact about 11,000 Maryland



         10   policyholders.



         11             The need for rate increases is primarily



         12   driven by projected claims which are higher than



         13   expected and compounded by persistency which is



         14   higher than expected.



         15             As Robert Eaton explained, underlying



         16   the pricing of long-term care insurance are the



         17   actuarial assumptions that look as long as 50



         18   years into the future.  When this product was



         19   priced, and even today as we monitor the



         20   experience in our in-force block, Genworth looks



         21   at three main risk factors, the first being



         22   interest rate risk.  However, for interest rate
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          1   risk, because this particular filing, the interest



          2   rates underlying this filing are dictated by



          3   regulation, interest rate is not a key driver in



          4   this filing that we are discussing today.



          5             The second major risk is morbidity, and



          6   you can think about this as the condition of



          7   health as people age and how that relates to the



          8   claims that we expect to see on our long-term care



          9   insurance policy.



         10             The second element is persistency, and



         11   you can think about this as the likelihood of a



         12   policy to remain in force.  Now, when it comes to



         13   persistency, there are two key things that we



         14   think about, the first being mortality, which is



         15   how long a customer is expected to live.  The



         16   second factor is lapse, and that is how many



         17   customers decide to terminate their coverage



         18   before the benefits are exhausted.



         19             Although we employed our best efforts to



         20   complete thorough assessments of these risks at



         21   the time of pricing, our mortality and lapse have



         22   materialized differently than we originally
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          1   assumed.  Because more policyholders are expected



          2   to persist, our best view of morbidity is also



          3   different than originally assumed.  As such,



          4   following actuarial standards of practice and



          5   complying with the regulations governing these



          6   products in the state of Maryland and in accord



          7   with our contracts with policyholders, we are



          8   attempting to adjust premium rates as soon as



          9   possible, because we know that the longer we wait



         10   to pursue these rate actions the greater the rate



         11   increase will be.  In fact, experience has shown



         12   that the rate increase approximately doubles for



         13   every five years that no action is taken.



         14             It is our intent to learn from the past,



         15   act early in these policy forms and seek to avoid



         16   more significant rate increases as the average



         17   attained age of our policyholders is higher.



         18             While we are currently seeking the



         19   maximum rate increase on these forms in Maryland



         20   of 15 percent on both the AARP and non-AARP



         21   policies, our current view of future claims



         22   actually justify the higher rate increase of
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          1   approximately 48 percent.  As a result, we expect



          2   for these policies, that they will be subject to



          3   additional rate actions in the future.



          4             MS. EDWARDS:  Thanks, Jamala.



          5             I'd like to now speak briefly to the



          6   financial performance of our long-term care



          7   policies.



          8             Like most long-term care insurance



          9   companies, Genworth has policies in force that are



         10   challenged.  On our three generations of our older



         11   products and one series of our newer products,



         12   Genworth has lost several billion dollars



         13   collectively.  On the three older generation



         14   products, we expect losses to continue for the



         15   next several years.  We've agreed with regulators



         16   that we'll never recover any of the losses on our



         17   three older generation products.  They are, in



         18   fact, sunk costs for our company.  The premium



         19   rate request that we're currently seeking for our



         20   newer policies that Jamala referenced, our Choice



         21   2 and 2.1 policy series, will not be used to



         22   offset losses on our older generation products.
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          1             I'd also like to quickly touch on the



          2   policy value of our policies.  Long-term care



          3   policies offer tremendous value to our



          4   policyholders, even after significant rate



          5   increases.  Our policyholders often have several



          6   times, many multiples of the premiums -- the



          7   benefits are many multiples of the premiums that



          8   they have paid in and will pay in the future.



          9             But I want to go back to say that we



         10   understand that these premium rate increases are a



         11   tremendous burden on our policyholders, because we



         12   do talk to our customers every day.  As a matter



         13   of fact, over the last two years we've taken over



         14   200,000 calls from customers into our customer



         15   service department, and they've talked to us about



         16   the rate increases over those two years.



         17             And we currently offer a number of



         18   options and try to give a lot of optionality to



         19   our policyholders as they face into these rate



         20   increases.  Our customer service representatives,



         21   we put the most knowledgeable and longest tenured



         22   associates on the phones to take these calls
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          1   because we know how important they are, and



          2   they're waiting, ready, and willing to help



          3   explain the options and take people through them



          4   so that they can determine the best course of



          5   action, because each policyholder themselves knows



          6   what that course of action should be for their



          7   situation.  And we also have a website that we put



          8   up for policyholders to help them understand both



          9   the increases and what their options are.



         10             And then our policyholders can choose



         11   really a few things.  One, they can choose to pay



         12   the full rate increase and keep the level of



         13   benefit that they've attained.  Second, they can



         14   make benefit adjustments, instead of paying the



         15   higher premiums, to find the right balance for



         16   them of both affordability and protection that



         17   they need for their given situation.  And third,



         18   for policyholders who can no longer pay any



         19   premiums or don't want to pay any premiums going



         20   forward, we voluntarily offer a non-forfeiture



         21   option that equals, really, a paid-up policy.  And



         22   with this option, if the policyholder becomes
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          1   claim eligible, Genworth will reimburse the



          2   eligible expenses up to the premium that's been



          3   paid in minus any claims that have been paid.



          4             From our overall nationwide experience,



          5   since 2012 to current day, what we've see on the



          6   options that we've offered is that over 80 percent



          7   of our customers choose to pay the higher premium,



          8   and that suggests that they really do understand



          9   the value of the coverage and the benefits that



         10   they currently have.



         11             We're attempting to actively manage our



         12   business to ensure that we're here when our



         13   policyholders need us most, and that's to deliver



         14   on our promise at that time in claim.  Toward that



         15   end, we remain committed to work with the Maryland



         16   Insurance Administration to implement actuarially



         17   justified rate increases in a reasonable and



         18   responsible manner, keeping consumer interests and



         19   concerns top of mind.



         20             Commissioner Redmer, again, we



         21   appreciate the opportunity to participate in your



         22   hearing today, and we'd be happy to take any
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          1   questions that you or your staff have.



          2             MR. REDMER:  Thank you.



          3             The policies, the generation of policies



          4   that are subject to this rate request, do you know



          5   when they were sold, by chance, as far as the



          6   years?



          7             MS. EDWARDS:  Yes, Choice 2 and 2.1 are



          8   the policy series and they started in 2003 and



          9   went through around 2013.



         10             MR. REDMER:  2003 to 2013?



         11             MS. EDWARDS:  Uh-huh.



         12             MR. REDMER:  One of the things I had



         13   heard from some producers, brokers as well as



         14   consumers, is with our rate cap at 15 percent, you



         15   get a couple of 15 percent increases in a row and



         16   it's tough to make long-term decisions, long-term



         17   plans, because you don't know when the end is



         18   going to come.  Have you considered or would it be



         19   attractive to offer a onetime increase of some



         20   larger number where you commit to that that's



         21   either it permanently or that's it for five years



         22   or ten years or whatever?
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          1             MS. EDWARDS:  We're always happy to work



          2   with you and your department to look at the full



          3   actuarially justified amount and to work with you



          4   to implement that over time or a number of years



          5   but be very clear and transparent to all the



          6   policyholders so they understand what's coming or



          7   to do it all upfront.  But as you mentioned, we



          8   could do it over several years, and over those



          9   years we'd use what we would call a lockout, pay



         10   for these number of years, there will be no other



         11   rate increases.  So we're always happy to work



         12   with you and your department on that product.



         13             MR. REDMER:  Sarah.



         14             MS. LI:  Thank you for being here.



         15             You said that 48 percent rate increase



         16   was actually justified for this rate filing.  Even



         17   though these two policy forms were issued after



         18   October 1st of 2002, when you say 48 percent was



         19   justified, 48 percent is the least amount that you



         20   need to satisfy the 58/85 test, or do you have



         21   other ways to come up with the 48 percent?



         22             MS. ARLAND:  In determining the 48
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          1   percent that we believe is actuarially justified



          2   for these two policy forms, we did comply.  You



          3   talked about in your remarks, Sarah, about the



          4   58/85 test, the new business rate cap.  Those two



          5   provisions are accounted for in determining this



          6   justified rate increase.



          7             So a couple things that we look at in



          8   determining this rate increase are we can make



          9   sure that this rate increase would not exceed the



         10   rates that we currently offer today on a new



         11   policy sold, and we also complied with the 58/85



         12   test, and we also applied an additional limiting



         13   factor on that test for ourself, to self-limit, in



         14   that the 58 component of that test is the loss



         15   ratio that you think about for the original



         16   premium level.  So 58 percent of the premiums that



         17   are collected on the original level go toward



         18   claims, paid claims.  We actually limit ourselves



         19   to a higher amount than that 58 percent on the



         20   original premiums.  Then for any additional rate



         21   increases that are approved, we limit ourselves to



         22   85 percent.  So 85 percent of every dollar
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          1   collected on the additional rate increase amount



          2   will go towards paying claims.  And those two



          3   components were considered in determining this



          4   justified rate increase of approximately



          5   48 percent.



          6             MS. LI:  Thank you.



          7             MR. REDMER:  Thank you.



          8             John Hancock.



          9          JOHN HANCOCK INSURANCE COMPANY TESTIMONY



         10             MS. ROCHE:  Good afternoon.  My name is



         11   Marie Roche, and I'm assistant vice president at



         12   John Hancock responsible for insurance contracts



         13   and legislative services.



         14             Thank you, Commissioner Redmer, staff of



         15   the Insurance Administration, as well as the



         16   attendees and folks on the phone.  We're very



         17   pleased to be here today to talk to you about rate



         18   increases generally as well as specifically John



         19   Hancock's currently pending filing.



         20             Hancock has been writing long-term care



         21   since 1987.  My goal today is to talk a little bit



         22   about the need for premium adjustments, how we can
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          1   or how Hancock mitigates the impact of the rate



          2   increases on our policyholders as well as to the



          3   specifics of our filing and what we can do to help



          4   educate our consumers.



          5             As you've heard, long-term care is a



          6   long-duration policy.  People buy them in their



          7   50s, 40s and 50s and then claim in their 80s and



          8   90s.  And long-term care usage as well as expenses



          9   are extremely difficult to predict for many



         10   decades in the future.  Medical advances, family



         11   patterns, people, you know, children working,



         12   provider utilizations are all things that are



         13   extremely or are virtually impossible to be able



         14   to predict.



         15             What we're seeing, again is good news,



         16   people are living longer, but in many instances



         17   people are living longer, but they're also living



         18   frail, in a frailer state, meaning that they are



         19   going to need long-term care, and they will also



         20   claim longer.  And these are some of the elements



         21   that have caused the need for rate increases.



         22             And one of the things that, the most
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          1   important thing I think that any carrier,



          2   including Hancock, can do is help to mitigate the



          3   impact of rate increases on our policyholders.



          4   And we understand that these premium increases are



          5   extremely difficult for our policyholders and have



          6   taken some significant steps to mitigate the



          7   burden.



          8             For example, on our pre-rate



          9   stabilization blocks of business, so the earlier



         10   blocks of business written from 1991 to the early



         11   2000s --



         12             MR. REDMER:  Excuse me for interrupting.



         13   Are they the policies that are subject to the rate



         14   request increase?



         15             MS. ROCHE:  Yes.



         16             MR. REDMER:  Thank you.



         17             MS. ROCHE:  And I'll get to that



         18   specifically, but one of the things we have



         19   proactively applied, the tenets of rate



         20   stabilization to our pre-rate stabilization block,



         21   and that includes the 58/85 block ratio as well as



         22   the new business cap, so it's also applied on the
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          1   earlier ones.  And we also voluntarily administer



          2   a contingent non-forfeiture benefit as well.



          3             And again, in 2010, Hancock pioneered a



          4   unique and innovative alternative as a mitigation



          5   option, and it was called the inflation reduction



          6   landing spot whereby the inflation index or



          7   individuals who had 5 percent compounded,



          8   5 percent simple inflation on a prospective basis,



          9   that 5 percent index is reduced based upon a fixed



         10   amount by policy series.  And I think that the



         11   important thing to that type of mitigation option



         12   is that the benefits, existing benefits, including



         13   past accruals, are retained by the policyholder,



         14   and then only future inflation increases are



         15   reduced.  This option, unfortunately, is not



         16   available in Maryland, because of the 15 percent



         17   cap.  When we offer these inflation landing spots,



         18   the requested rate increases need to be approved



         19   in full.



         20             MR. REDMER:  Excuse me.  There are



         21   states where you offer that as an option, I take



         22   it; right?
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          1             MS. ROCHE:  In the vast majority of



          2   states, we do offer that.



          3             MR. REDMER:  Okay.



          4             MS. ROCHE:  As to our --



          5             UNIDENTIFIED FEMALE SPEAKER:  Can you



          6   explain that better.



          7             MR. REDMER:  I'm sorry.  We don't have



          8   time to let the audience ask questions of the



          9   carriers.  However, we've got our contact



         10   information.  At the conclusion of this, you can



         11   ask questions.  If you prefer, you can send



         12   questions to us and we'll be happy to facilitate



         13   answers on your behalf.



         14             With that, I have a question.  Could you



         15   answer that.  Explain that better.



         16             (Laughter.)



         17             MS. ROCHE:  Okay.  So what the inflation



         18   landing spot does, let's assume that you have



         19   5 percent compound inflation and your policy



         20   benefits are inflating for 5 percent over a period



         21   of time.  So let's assume your daily benefit is



         22   100, and now because of inflation over a period of
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          1   years, let's just pick a number, your daily



          2   benefit is now, over a series of years, is now at



          3   $150.



          4             What we allow in other states is, for



          5   example, an individual to reduce that 5 percent



          6   compound to maybe 4 percent or 3.5 percent



          7   compound inflation.  So rather than prospectively



          8   your benefits increasing at 5 percent, it



          9   increases at 4 or 3.5 percent, but the



         10   starting-off point for that daily benefit is still



         11   $150.  And so again, the inflation or the reduced



         12   inflation index would apply on a move-forward



         13   basis.



         14             Is that helpful?



         15             (Unidentified female speaker motioned



         16             affirmatively.)



         17             Okay.  Thank you.



         18             Okay.  The other thing that I wanted to



         19   talk about, clearly, is our current pending



         20   filing.  This submission was made in August 2016



         21   and remains pending.  It covers 13 policy series



         22   that have been issued over time in the state of
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          1   Maryland from the time period of 1991 to 2004.



          2   Those were the issue dates for the policies that



          3   are being increased.



          4             And as you have heard, Maryland is



          5   unique in that the Maryland regulation has capped



          6   rate increases to a maximum of 15 percent.  One of



          7   the other things that I'd like to take note of is



          8   that capping rate increases has a result of,



          9   meaning for consumers, that the ultimate rate



         10   increase that consumers will pay over time will,



         11   in fact, be higher.  So we think that that's an



         12   important consideration.



         13             In our outstanding filing, the average



         14   needed rate increase that we believe that we were



         15   actually able to justify is 46 percent.  So we



         16   would anticipate additional rate increases in the



         17   future.



         18             In addition, Hancock continually



         19   monitors its experience over the years, and we are



         20   in the process of conducting a deep dive on



         21   experience.  That's done every few years, and the



         22   results of that study is ongoing, and the results
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          1   may require future rate increases as well.



          2             But getting back to the rate increase at



          3   hand, if Hancock is, in fact, capped at



          4   15 percent, the average increase for the pending



          5   rate increase is 14.2 with increases that range



          6   from .2 to 15 percent based upon policy series.



          7   And the reasons for needing these increases are,



          8   again, the experience that we are seeing at older



          9   ages.  Again, people are claiming longer, and the



         10   claims are -- they're claiming longer, but people



         11   are also living a longer period of time where



         12   they're most likely to claim.



         13             The other thing that I wanted to mention



         14   is that we -- you know, another important thing,



         15   in addition to mitigating or providing our



         16   policyholders with meaningful options to help



         17   mitigate the rate increase, is our ability to



         18   educate our consumers, and we believe that the



         19   type of communication that is needed is that all



         20   consumers need to be informed of the amount of the



         21   rate increase, the timing, as well as in clear,



         22   easy to understand language the mitigation options
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          1   available to them.



          2             And one of the things over the past few



          3   years the NAIC has been working on is new



          4   disclosure on rate increases, which we fully



          5   support.



          6             Again, we commend the department's



          7   thoughts about implementing the most current



          8   version of the NAIC.  We are supportive of that.



          9   We believe that it will provide added protections



         10   to consumers as well as clear disclosures.



         11             And we respectfully ask that -- we



         12   believe that we have actuarially, from an



         13   actuarially justification perspective, have



         14   justified the increases that we have requested and



         15   that the department would provide disposition on



         16   our submission.



         17             MR. REDMER:  Thank you.



         18             Sarah.



         19             MS. LI:  So you said that you can --



         20             MR. REDMER:  Let everybody else hear



         21   you.



         22             MS. LI:  So you said that you can
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          1   justify 46 percent rate increase.



          2             MS. ROCHE:  Uh-huh.



          3             MS. LI:  Okay.  Over the past few months



          4   we have received a couple complaints with regard



          5   to your policies, and in the process of



          6   investigating these complaints, we realized that



          7   your company did not implement the rate increase



          8   for the last three years.  Current point, it seems



          9   like to us you are still implementing... business.



         10   Is there any system problems or is that --



         11             MS. ROCHE:  I'm not aware, and I



         12   apologize, of any operational aspect.  I do know



         13   that there may have been a delay in implementing a



         14   few policy series, but not overall.  And I'll be



         15   happy to do some investigation, and I'll get back



         16   to you in the next few days.



         17             MS. LI:  That would be good.  Thank you.



         18             MR. REDMER:  Thank you, Marie.



         19             My understanding is MedAmerica is not



         20   represented.  They're going to provide written



         21   testimony.  Is that right?



         22             MR. ZIMMERMAN:  MedAmerica and Principal
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          1   Life provided written comments which will be



          2   posted to our website.



          3             MR. REDMER:  Thanks, Adam.



          4             Metropolitan.



          5            METROPOLITAN LIFE INSURANCE COMPANY



          6             MR. TREND:  Good afternoon, Commissioner



          7   Redmer, Ms. Li, Ms. Grason, Mr. Zimmerman, Met



          8   Life long-term care policyholders and other



          9   interested parties.



         10             My name is Jonathan Trend.  I am a vice



         11   president and actuary at Metropolitan Life



         12   Insurance Company, and I have overall



         13   responsibility for the actuarial memoranda and



         14   accompanying documents that support the



         15   application.  I'm a fellow of the Society of



         16   Actuaries and a member of the American Academy of



         17   Actuaries and have over 18 years of experience in



         18   long-term care insurance and the risks,



         19   assumptions and benefits that are characteristic



         20   of that coverage.



         21             Also with me is Tom Reilly.  Tom is



         22   Metropolitan Life Insurance Company's director of
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          1   long-term care product management and compliance.



          2             We are here today on behalf of



          3   Metropolitan Life Insurance Company, Met Life



          4   Insurance Company USA, TIAA-CREF Life Insurance



          5   Company, and Teachers Insurance and Annuity



          6   Association of America.  During the presentation,



          7   we will refer to all these companies collectively



          8   as Met Life.



          9             We welcome the opportunity to present



         10   our views on Met Life's long-term rate filings



         11   currently before the Maryland Insurance



         12   Administration and to answer your questions.



         13   Thank you also for providing this forum for



         14   Maryland citizens, including our valued customers,



         15   to express their views and comments on the



         16   filings.



         17             Our brief presentation will include a



         18   description of the steps we have taken to mitigate



         19   the impact of the proposed increase.  We also hope



         20   to provide a greater understanding of why the



         21   increases are necessary and the process Met Life



         22   uses to evaluate the underlying assumptions and
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          1   risks that we are required to assess before filing



          2   for an increase with the administration.



          3             Please keep in mind that this



          4   presentation will highlight and expound upon



          5   certain areas relating to Met Life's comprehensive



          6   filing made with the Administration on May 25th,



          7   and June 23rd, 2016.  The filings present the full



          8   and complete actuarial basis for the requested



          9   rate increase that constitute Met Life's official



         10   request.



         11             Met Life's decision to file for rate



         12   increases was made only after careful and in-depth



         13   analysis of the experience relating to these



         14   policies that are the subject of these failings.



         15   We are proposing these increases in light of the



         16   information that has emerged over the years these



         17   policies have been in force, including claim



         18   experience and persistency and the changes and



         19   assumptions underlying these policies since they



         20   were first issued.



         21             Met Life believes that the rate filings



         22   made with the Administration clearly demonstrate
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          1   that the increases are needed because the



          2   experience relating to these policies has been and



          3   is expected to remain materially worse than



          4   initially anticipated.  This is also my



          5   professional opinion.



          6             We believe that the proposed premium



          7   schedules are not excessive nor unfairly



          8   discriminatory and the benefits provided are



          9   reasonable in relation to the proposed premiums



         10   based on the lifetime loss ratio being in excess



         11   of minimum requirement set by Maryland insurance



         12   law.



         13             I'm now going to turn the presentation



         14   over to my colleague Tom Reilly who will provide



         15   an overview of the scope of Met Life's



         16   applications for rate increases.



         17             MR. REILLY:  Good afternoon and thank



         18   you for the opportunity to speak about our



         19   filings.



         20             As a background to our filing, I think



         21   it would be helpful to briefly explain the scope



         22   of the applications that are the subject to
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          1   today's hearing.



          2             Met Life is seeking approval on two



          3   segments of our long-term care insurance business.



          4   The first segment includes policy forms associated



          5   with the Met Life Insurance Company USA.  Policies



          6   were issued between 1990 and 2001.  The increase



          7   that Met Life is requesting on these forms is



          8   15 percent.  Approximately 3,918 insureds from



          9   this business may be impacted by the rate



         10   increase.



         11             The second segment includes policy forms



         12   issued by Teachers Insurance and Annuity



         13   Association of America and TIAA-CREF Life



         14   Insurance Company, their individual business which



         15   Met Life acquired in 2004.  After acquiring this



         16   business, Met Life did not market or sell new



         17   policies associated with future business.  These



         18   policy forms were issued between 1991 and 2004.



         19   The increase percentages that Met Life is



         20   requesting on these forms is 15 percent.



         21   Approximately 839 insureds from the Teachers



         22   business my be impacted by this rate increase.
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          1             Jonathan will now address the actuarial



          2   aspects of the filings.



          3             MR. TREND:  As previously mentioned, Met



          4   Life believes that the applications demonstrate



          5   that the requested increases are justified and



          6   meet all Maryland insurance requirements for



          7   approval.



          8             To assist you with your review, I will



          9   briefly speak to the applications and why we



         10   believe the requested increases are reasonable.



         11             I will start by referring you to



         12   specific portions of the filings that demonstrate



         13   that the loss ratio on the Maryland policies after



         14   application of the requested increase will remain



         15   far in excess of the minimum loss required for



         16   rate revisions under Maryland insurance law.



         17             The term loss ratio used throughout our



         18   testimony is here defined as the ratio of incurred



         19   claims, the moneys we pay to claimants; the term



         20   premiums, the moneys we collect from the



         21   policyholders.



         22             As part of the in-force management of
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          1   the business, Met Life monitors the performance of



          2   the business by completing periodic analyses of



          3   persistency rates, how many policyholders keep



          4   their policies; mortality rates, how long



          5   policyholders live; and morbidity rates, the



          6   frequency and severity of claims.



          7             The findings from these analyses were



          8   used in projecting the future performance of



          9   in-force business to determine the effect of



         10   experience on projected lifetime loss ratio.  The



         11   reason we study these parameters is because they



         12   bear directly on projected levels of claims and



         13   premiums over the lifetime of the policies.



         14             As explained in the memorandum, overall



         15   actual persistency rates have been higher than



         16   that assumed when the policies were priced;



         17   mortality rates have been lower than that assumed



         18   at pricing; and morbidity levels have generally



         19   been higher than that assumed at pricing.



         20             The combined result of past experience



         21   and future projections based on current



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



          2   In fact, the current projected lifetime loss



          3   ratios in Maryland range from 117 to 173 percent.



          4   This means that our current rate bases have us



          5   paying out between $117 and $173 in benefits for



          6   every $100 we collect in premiums.  Even after



          7   rate increases at the levels requested in our



          8   applications, the loss ratios for the Maryland



          9   policies will range from 111 to 170 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



         13   losses.



         14             Tom will now conclude our testimony.



         15             MR. REILLY:  Thanks Jonathan.



         16             Please be assured that while Met Life



         17   believes the requested increases are necessary,



         18   justified, and permitted under Maryland's



         19   insurance laws and regulations, we also understand



         20   that many of these increases may cause some



         21   policyholders to consider canceling coverage.  Met



         22   Life's experience shows that the vast majority of
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          1   policyholders choose to maintain their coverage,



          2   even in the face of rate increases.  For all



          3   policyholders, including those who may consider



          4   ending their coverage because of any of these rate



          5   increases, we will offer them multiple options



          6   where available to modify their coverage to keep



          7   their premiums at a level similar to their current



          8   premiums.



          9             In addition, currently the rate increase



         10   request, we have requested approval and



         11   endorsement to provide a nonforfeiture benefit so



         12   that all policyholders who choose to stop paying



         13   premiums in response to a rate increase can still



         14   maintain some paid-up coverage.  This means that



         15   for these policies, every premium dollar



         16   previously paid, minus benefits already received,



         17   will be available as a benefit if the insured goes



         18   into claim.



         19             In closing, we feel the value provided



         20   by these coverages is significant, and we are



         21   proud of the service we have provided to Met Life



         22   policyholders, especially at time of claim.  Since
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          1   entering the long-term care insurance market, Met



          2   Life has paid out over 6 billion in claims.



          3             Thank you for the opportunity to testify



          4   in support of Met Life's applications.  We



          5   respectfully request that the administration



          6   approve the filings as submitted.



          7             This concludes our remarks.  We'd be



          8   happy to take your questions.



          9             MR. REDMER:  Thanks for coming out.



         10   Sir.



         11             MS. LI:  Thank you.  Mr. Trend, without



         12   15 percent cap, what would be the rate increase?



         13             UNIDENTIFIED FEMALE SPEAKER:  Can you



         14   speak louder, please.



         15             MS. LI:  Without 15 percent cap, what



         16   would be your justified rate increase?



         17             MR. TREND:  It would vary by policy



         18   form.  I mentioned in my opening remarks our



         19   filings address a variety of... and policy forms,



         20   so it would range, but certainly be substantially



         21   higher than 15 percent.



         22             MS. LI:  So in follow-up, you mentioned
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          1   that the rate, the 15 percent rate increase, the



          2   loss ratio, lifetime loss ratio moved by only



          3   5 percent, 5 to 6 percent?



          4             MR. TREND:  Thereabouts.



          5             MS. LI:  Okay.  So if... Met Life USA



          6   policies, they were issued between 1990 and 2001,



          7   and the loss ratio is running between 111 percent



          8   and 170 percent, so you would expect a cap of



          9   15 percent increase in future years; is that



         10   correct?



         11             MR. TREND:  For that block, the Met Life



         12   USA block, yes.  A loss ratio is extraordinarily



         13   more than the minimum requirement, but expectation



         14   is that Met Life USA would continue to apply for



         15   multiple rounds of 15 percent rate increases, and



         16   that precipitates that lifetime loss ratio to



         17   something more reasonable.



         18             MS. LI:  Thank you.



         19             MR. REDMER:  Thank you.



         20             Prudential.



         21   THE PRUDENTIAL INSURANCE COMPANY OF AMERICA TESTIMONY



         22             MR. BURNS:  Good afternoon.  Pete Burns.
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          1   I'm vice president and actuary at Prudential



          2   responsible for the rate increase, loss ratio rate



          3   increase filing.



          4             I want to take the time to thank the



          5   Maryland Department of Insurance and Commissioner



          6   Redmer for giving me the opportunity to speak on



          7   behalf of Prudential and explain why the rate



          8   increases are needed as well as to help explain



          9   what Prudential is doing to mitigate those rate



         10   increases to the policyholders.



         11             Prudential is currently seeking approval



         12   of average rate increases between 12.8 percent and



         13   15 percent for four of our individual long-term



         14   care policies that were sold in Maryland between



         15   the years 2000 and 2012.  We currently have 1,952



         16   policyholders in Maryland that own one of these



         17   impacted policies.  And the average amount of the



         18   rate increase is expected to be $37 per month.



         19             Prior rate increases in Maryland that we



         20   have sought in the past have not been sufficient.



         21   That's why we're here to seek another rate



         22   increase currently.  The prior rate increases have
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          1   resulted in a vast majority of the policyholders



          2   continuing to pay the premium.  In fact, we've



          3   seen, for each rate increase, we've seen about



          4   94 percent of Maryland policyholders continuing to



          5   pay that premium without any sort of benefit



          6   reduction.  Obviously there are some people that



          7   are taking benefit reduction as well as some



          8   people that are deciding to stop paying premiums.



          9             Some of the primary factors, just



         10   echoing what's already been said that, you know,



         11   the premium increases, the primary factors being



         12   voluntary lapse rates, mortality, morbidity and,



         13   of course, investment earnings needed for, you



         14   know, for the policy reserves has significantly



         15   been less than what was anticipated.



         16             For Prudential, the primary drivers for



         17   rate increases has been around mortality and



         18   voluntary lapse rates.  And as you know and has



         19   been explained, you know, what we see is the lapse



         20   of... policies, so premiums and the reserves that



         21   were set aside need to be sufficient to help fund



         22   to pay those claims for the remaining
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          1   policyholders that do go on claim in those later



          2   years.



          3             From the lapse standpoint, when



          4   Prudential first got into the long-term care



          5   business, for these individual policies, the



          6   assumption was closer to around 5 percent, and



          7   today it's at 1 percent or even lower.



          8             Mortality rates, of course, continue to



          9   fall as well, and obviously it's important and has



         10   that impact to where there's a lot more



         11   policyholders available to claim on those benefits



         12   at the older attained ages.



         13             Due to the improved voluntary lapse



         14   rates and mortality, it is assumed that a



         15   significant number of policyholders will remain in



         16   force at these older attained ages when they're



         17   more likely to go in claim, and of course that's



         18   good because that's what the coverage is all



         19   about, to provide that coverage when they need it



         20   the most.  But unfortunately, it was not



         21   anticipated that -- Prudential didn't anticipate



         22   the level of policyholders that would be around at
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          1   that time and was just not included in the



          2   original pricing.



          3             The current rate increase request is



          4   intended to partially but not fully offset some of



          5   our adverse experience.  We do anticipate that



          6   future rate increases will be likely in the



          7   future.



          8             Also, Prudential understands the



          9   challenges that some of the policyholders are



         10   going to face.  In an effort to make this



         11   difficult situation a little bit easier, to help



         12   mitigate some of these difficulties, Prudential



         13   does offer, you know, with the notification



         14   letters, offer a number of options to reduce



         15   benefit coverage as well as offering a 1-800



         16   number to call in to a customer representative to



         17   help handle the situation.  The tele-center, I



         18   want to point out, is 100 percent dedicated to



         19   Prudential long-term care matters.



         20             Some of the voluntary options that



         21   Prudential offers to mitigate the rate increases



         22   are, you know, reducing policy benefits, such as
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          1   daily and lifetime maximums; remove optional



          2   riders that provide additional benefits; stop



          3   paying premiums and exercise a nonforfeiture



          4   benefit.  And I will add that Prudential is now



          5   offering a nonforfeiture benefit to all of those



          6   that let lapse as a result of the rate increase.



          7   So those, obviously, are some of the options.



          8             I do want to point out that



          9   Prudential -- the majority of Maryland



         10   policyholders have some form of cash benefit.



         11   That's something that's not always prevalent among



         12   other carriers.  I want to point this out because,



         13   you know, the cash benefit is a little bit



         14   different than the typical reimbursement policies



         15   or benefits.  It pays insureds a daily benefit



         16   maximum, or in some cases we have what's called a



         17   cash alternative where we'll pay a partial amount



         18   of that benefit, but it pays as long as the



         19   claimant is benefit eligible and has an approved



         20   plan of care in place.  With this, the



         21   policyholder does not have to submit proof of



         22   receiving the LTC services, provided they were
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          1   benefit eligible before.  But the insured will



          2   have the option, with this rate increase, that



          3   they can offset that 15 percent rate increase by



          4   electing to -- actually, in some cases they can



          5   actually get a bigger than 15 percent reduction by



          6   electing to reduce -- to eliminate this cash



          7   benefit to keep the same dollar amount that they



          8   currently have.  It's just an option, it's



          9   voluntary, but it's an option to basically say,



         10   you know, we'll still pay, we'll still pay for



         11   your benefits, but it's going to be under the



         12   reimbursement model.  You'll need to provide proof



         13   of receiving the services.  We'll pay up to the



         14   daily maximum amount of reimbursements... expenses



         15   up to the daily maximum amount.  So it's an offer



         16   to help offset the rate increase.



         17             In fact, policyholders, of course, can



         18   also elect to pay the increased premium and keep



         19   all their existing benefits.



         20             As stated in this testimony, Prudential



         21   does understand the challenges of the policyholder



         22   when rates are increased.  Rate increases are
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          1   needed to help ensure that future premiums in



          2   combination with existing reserves will be



          3   adequate to fund the anticipated claims.  And by



          4   providing different options, we will assist



          5   policyholders with opportunities to minimize the



          6   impact of the rate increase.



          7             And we appreciate the department's time



          8   and attention to this matter.  And we are



          9   available for further discussion.



         10             MR. REDMER:  Keith, thank you.  You're



         11   lucky.  We're getting behind on time, so any



         12   follow-up questions will come by email.



         13             For you and any of the other carriers,



         14   Marie from Hancock mentioned an option that's not



         15   available in Maryland, reduction of the inflation



         16   index.  If any of you are offering anything



         17   outside of Maryland that you can't do in Maryland



         18   but would like to, we'd like to hear about it, not



         19   today, but please follow up with us.



         20             Next, Tim from TransAmerica.



         21       TRANSAMERICA LIFE INSURANCE COMPANY TESTIMONY



         22             MR. KNEELAND:  Good afternoon.  Thank
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          1   you Commissioner and all of your staff, and



          2   especially the customers that are here.



          3             This is a challenging topic, as I'll get



          4   into a little bit.  I understand that.  We get



          5   that.  In the end, I understand and we understand



          6   that our biggest commitment to all of our



          7   policyholders is to make sure we pay every



          8   qualified claim for the rest of eternity on these



          9   policies that are in force.  And for us, this is a



         10   very serious topic, not just for us but for the



         11   industry, because, as the question was asked



         12   earlier about what protections are there if an



         13   insurance company can't meet its obligation,



         14   that's a very serious issue.  It's important for



         15   us to be able to keep that on the table.



         16             I'm going to try to not be redundant.



         17   There's been a lot of good information shared here



         18   already.  I'll make sure I cover the areas that



         19   the Commissioner specifically requested.  However,



         20   I think it's also important to think a little bit



         21   about an equally important issue, which is the



         22   role that insurance companies take on in this
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          1   capitalistic society that we have.



          2             Approximately 25 to 30 years ago



          3   companies started working on trying to solve a new



          4   issue that was arising:  Our baby boomers were



          5   aging and they were going to create a whole



          6   different set of circumstances that this country



          7   had never seen before, and one of them was going



          8   to be the care.  Well, what's going to happen?



          9   Our families don't all live together.  Children



         10   move away.  It's not the same as it used to be.



         11   So as insurance companies, many of us, over 120,



         12   chose to step up and to be able to start offering



         13   a type of coverage that was known at that point in



         14   time as nursing home insurance.  This evolved to



         15   be very expansive and offer a lot of care for



         16   chronic care.



         17             And we did those things knowing that



         18   there's two types of policy forms.  One is



         19   specific to this issue.  One is a noncancelable



         20   policy and one is a guaranteed renewable policy.



         21   A noncancelable policy says that an insurance



         22   company is going to not only guarantee that that
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          1   policy will stay in force for the lifetime of the



          2   customer as long as they pay their premium, but it



          3   also says that the premiums are guaranteed.  That



          4   is not what these policies are, and our policies



          5   were guarantee renewable.



          6             The state of Maryland and every other



          7   state approved the guaranteed renewable policy



          8   form.  To my knowledge, there was none or almost



          9   no long-term care issued on a noncancelable basis.



         10   And I think it's important for us to understand



         11   that, because without that provision you wouldn't



         12   have seen insurance companies, most likely, enter



         13   this realm.  We would not have taken on this risk.



         14   It would have become a completely societal issue



         15   rather than an issue that would be solved or



         16   attempted to be aided by the private sector.



         17             It's also important because as risks



         18   come moving toward, things that we haven't even



         19   thought about yet, things that may not apply to



         20   our oldest customers today or even to my



         21   generation -- I'm at the end of the baby boomer



         22   generation -- but they will affect our kids.  They
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          1   will affect our grandkids.  We want a strong



          2   insurance industry that is still willing to take



          3   on those risks and to face those and to offer the



          4   insurance, but in order to be able to do that, we



          5   need to have predictability in this insurance.



          6             I mean no disrespect to the people that



          7   are impacted by this.  Four of our policyholders



          8   that are going to have rate increases are my mom,



          9   my dad, my mother-in-law and my father-in-law.  I



         10   never understood just exactly what this meant to



         11   those people until I was sitting down with my



         12   father-in-law and mother-in-law.  As a side note,



         13   that's a whole different discussion, as you'd



         14   expect, your mother-in-law talking about this.



         15   And I talked about the needs, and I talked about



         16   the conditions, but I reminded them that we are



         17   going to pay every dime on this when that time



         18   comes, because for most of our policyholder they



         19   don't ever let go of these policies, and they do



         20   claim.  And it's important that we and all of our



         21   other companies are there to be able to pay those



         22   claims.  And that's why it's such an important
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          1   discussion, not just for us but for our country.



          2             When I talked to my father-in-law, we



          3   too offer the same landing spot as John Hancock



          4   does.  We cannot offer it in Maryland, but it is



          5   why we're an outlier and why we ask for the full



          6   amount that we feel we need on this block of



          7   business, either 65 or 70 percent.  Because we



          8   feel that, just as me sitting down talking to my



          9   mother-in-law and father-in-law, we have to be



         10   transparent.  We have to tell you everything that



         11   we know at this point in time.  And we said if you



         12   can allow us to have these rate increases, we will



         13   not come back for additional rate increases unless



         14   things deteriorate beyond this point.



         15             And the challenge is is that as we look



         16   at the things that have impacted and we look at



         17   the things that have changed, when we first sold



         18   these policies, they were sold in the early -- in



         19   the late '80s, and I was one of the people selling



         20   those policies for the first 20 years of my



         21   career.  And we went and we looked at the



         22   facilities that were being covered back in the
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          1   late '80s and early '90s, and they were cold



          2   sterile wings on hospitals or nearby hospitals,



          3   and they've evolved, and I'm glad.



          4             I'm at the end of the baby boom era.



          5   It's quite likely that my wife and I or one of us



          6   will be in one of those facilities, and we're glad



          7   that they're much nicer than they ever were, but



          8   it also is impacting behavior.  That's something



          9   that hasn't come up in the discussions.  Yes,



         10   people are living longer.  Yes, morbidity is



         11   getting worse.  Yes, people keep their policies.



         12   But the other thing is they think about claiming



         13   different.  It's a different discussion to go into



         14   an assisted living facility or one of the very



         15   nice facilities that exist today than it was back



         16   when perhaps your parents or your grandparents



         17   were looking at these facilities.  So it's



         18   important for us to be able to understand that.



         19             In addition to being transparent -- and



         20   I'm really excited, Commissioner, that you started



         21   off by saying that your desire and the governor's



         22   desire is to be transparent.  That's why we filed
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          1   what we filed, because we believe that our



          2   customers need to know everything that we know



          3   today.



          4             Is this is it?  I don't know.  We don't



          5   know what a million hundred-year-olds are going to



          6   look and act like in this country.  I wish we did.



          7   Maybe we don't want to know.  But the reality of



          8   it is is things are going to continue to evolve.



          9   People are likely to continue to live longer.



         10   Will there be quality of life or will there just



         11   be more longevity?  We don't know, and those are



         12   factors that we have to keep on our toes.



         13             We have people that wake up every day



         14   just thinking about how do we make sure that in



         15   addition to the $1.7 million that we pay every day



         16   in claims -- because we are still selling new



         17   policies, we are still trying to help the states



         18   fix this problem -- we want to be able to make



         19   sure that for the next 70 years while we're paying



         20   these claims we are on top of it and we know the



         21   best information that is available at this point



         22   in time.
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          1             In conclusion, we get the challenge.  We



          2   get how big an issue this is.  We get that this is



          3   more than an inconvenience, and that's why for us



          4   flexibility and all of the options that all the



          5   other carriers have talked about, we have provided



          6   all of those.  We've gone above that in that we



          7   also understand that quite often as an issue for



          8   not just the insureds, I spend a lot of time each



          9   quarter on the phones taking -- they don't let me



         10   talk, but listening to the calls that come into



         11   the claims center to understand what are the



         12   issues for our people, for our customers, because



         13   this is a difficult time, and quite often it's the



         14   daughter-in-law that's making these discussions.



         15   And so for us not only do we have to be able to



         16   provide flexibility and transparency, but we have



         17   to provide education in a usable form.



         18             So we've created a website that is



         19   specific to every state so that every insured in



         20   that state can go in and identify themselves and



         21   make their own decisions, or better yet, in a



         22   confidential setting that is secure and only
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          1   available to them, they can sit down with their



          2   family members and they can make a decision about



          3   what are the best options for us.



          4             Historically, under 3 percent of our



          5   people ever took nonforfeiture, which means they



          6   just say, I want a paid-up policy equal to my



          7   premiums.  Most of our people, the vast majority,



          8   pay the increase.  Many of them will change their



          9   benefits.  We want to make sure they do it with



         10   full knowledge, which is why we provide cost of



         11   care information across the country as well as



         12   allowing them to get online and set an appointment



         13   with one of our many very well trained call center



         14   people after they've been able to review this



         15   information with their family and decide what's



         16   best for them.



         17             We would like the Commissioner and the



         18   staff to think about our filing and consider it



         19   beyond the 15 percent, allowing us, even though



         20   we've offered to implement it over the course of



         21   five years, to be able to allow our customer to be



         22   able to make downgrade decisions with all of the
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          1   facts that they have.



          2             MR. REDMER:  Thank you, Tim.



          3             UNUM.



          4     UNUM LIFE INSURANCE COMPANY OF AMERICAN TESTIMONY



          5             MR. MONAGHAN:  Good afternoon and thank



          6   you for having me.  On behalf of UNUM, thank you



          7   for having this hearing, Maryland Insurance



          8   Association and everyone participating.  We



          9   appreciate it.



         10             My name is Matt Monaghan.  I'm the vice



         11   president and general counsel of UNUM's closed



         12   block operations.  The business unit is comprised



         13   of products that we no longer sell, and not



         14   surprisingly long-term care is one of them.



         15   Long-term care policies represent about half of



         16   our overall closed block of business.



         17             Just following up on Tim's point, our



         18   outstanding need for the filing that we have



         19   pending is actually 99 percent for folks with



         20   compound, uncapped inflation and 68 percent for



         21   folks with simple uncapped inflation.  We have



         22   filed for both of those groups at 15 percent, and
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          1   we appreciate and expect that's the direction we



          2   can see, so as a result, we will need to file



          3   again in the future.  And I'll be able to speak to



          4   the landing spot issue, too, because we have



          5   addressed that previously in your department.



          6             We exited the individual long-term care



          7   market in 2009.  We exited the group long-term



          8   care market in 2012.  Most, the vast majority of



          9   our long-term care policies were sold between 1989



         10   and 2012.  We have approximately a million



         11   long-term care insureds nationwide.  In Maryland



         12   we have approximately 4,300 Maryland individual



         13   long-term care insureds, and we have approximately



         14   16,000 individuals who are insured under UNUM



         15   Group's long-term care policies that are issued by



         16   Maryland employers.



         17             As context for today's hearing, the



         18   total number of Maryland policyholders who would



         19   face a premium increase if our pending request is



         20   granted would be slightly less than 2,500.



         21             And there are six policy forms, and to



         22   save time, I won't get into all that unless you
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          1   make me.



          2             Our commitment is to all of our



          3   policyholders, our long-term care policyholders,



          4   not only in servicing the policy, administrating



          5   the policy during its lifetime but also, and most



          6   importantly, at time of claim.  And that's why



          7   it's critically important that we secure the



          8   necessary rate increase, to allow us to meet all



          9   of our obligations.  And I'll get into that in



         10   more detail in a moment.



         11             During 2015, we paid over 390 million in



         12   long-term care benefits nationwide.  Another



         13   priority of ours, though, of course, it has to be,



         14   is to manage all of our insurance products to



         15   ensure financial stability, the financial



         16   stability of our operating company for both the



         17   short-term horizon and also for long-term



         18   sustainability in the 25 years before our



         19   long-term care claims peak.



         20             So, you know, people talk about results



         21   and what's the company done last year, what's the



         22   company doing next year, but really it's a 25-year
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          1   period before the claims peak, and then it will be



          2   another 20 years for them to run off.  And that's



          3   why rate increases are vital, a vitally important



          4   element.  It doesn't mean there aren't other



          5   elements, but it's a vitally important element to



          6   our strategy.



          7             In the late 1980s when we entered the



          8   long-term care business -- we heard this from



          9   others -- we priced our products based upon the



         10   best available information at that time.  We had a



         11   lot of expert actuaries look at all the different



         12   factors and come up with an actuary assumption



         13   that made sense in slight of experience to date.



         14             Unfortunately, like everyone here, all



         15   the carriers here and actually every long-term



         16   carrier that I know, our actual experience is



         17   vastly different than what we had expected.  And



         18   you heard some of the elements of that from other



         19   folks, and I won't get into it in detail, but I



         20   will tell you that as a result our long-term care



         21   block has suffered significant overall losses and



         22   will well into the future.  And that would be the
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          1   case, just in light of the multiple pricing



          2   factors involved, that would be the case even with



          3   an increase in interest rates.



          4             In 2006 when the financial reality of



          5   long-term care rate increases -- I'm sorry, the



          6   economics of our long-term care business became



          7   clear to us and credible, we began filing rate



          8   increases, long-term care rate increases.  Our



          9   goal in seeking long-term care rate increases



         10   is -- I'll tell you what it isn't first.  It's not



         11   to return the block to a state of profitability,



         12   not in the slightest.  It's also not to recoup



         13   past losses.  We've had plenty of losses and will



         14   continue to.  We're not looking to recoup those.



         15   Instead, our goal is aimed solely at moving our



         16   long-term care block to a point of



         17   self-sustainability to ensure that over that long



         18   horizon that I spoke of we will have enough in



         19   reserve plus expected premium to meet all of our



         20   claim obligations and to pay as many of our



         21   expenses as we can.



         22             With that in mind, our current planned
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          1   rate increase nationwide represents only



          2   approximately 28 percent of what we could seek as



          3   actuarially justified under our given facts, given



          4   scenarios.



          5             Here in Maryland because of the



          6   15 percent annual rate increase cap, our current



          7   request is made in smaller fractions, and we are



          8   taking an incremental approach in Maryland, and we



          9   appreciate working with your department.



         10             I mentioned earlier that we would be



         11   seeking 99 percent for compound uncapped inflation



         12   and 68 percent for simple uncapped inflation.



         13   Nonetheless, even without seeking limited -- I



         14   shouldn't say limited because they are still



         15   significant, but even with us seeking far less



         16   than we could actuarially justify, we totally



         17   appreciate the impact to our customers.  I have



         18   relatives like Tim there, and we've had many



         19   conversations about it.



         20             So at UNUM we've come up with our



         21   version of a landing spot.  We've talked about it



         22   in other forums, and we've talked about it with
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          1   the department.  The way that our landing spot



          2   works is essentially it's an impact-mitigation



          3   option. So the rate increase applies, but it



          4   provides you options to ensure that your premium



          5   doesn't increase.



          6             The way ours works is, first of all, the



          7   rate increase that we have pending on this block



          8   of old individual long-term care policies, it only



          9   applies to our customers that have our richest



         10   coverage.  It's 5 percent uncapped compound



         11   inflation or 5 percent uncapped simple inflation.



         12   And the way our landing spot works is they can



         13   avoid the rate increase -- they don't avoid the



         14   rate increase, they avoid the premium increase by



         15   agreeing to adjust their inflation adjustment on a



         16   going-forward-only basis from 5 percent to



         17   3.2 percent.  And what that means is all of the



         18   benefits that -- increases that have accrued at



         19   5 percent for as many years as they've had the



         20   policy and paid the premium will lock at the point



         21   of accrual, at the point that they elect that



         22   landing spot, so they have credit for all of
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          1   those.  But on a going-forward basis, their next



          2   and their following subsequent rate increase would



          3   be at -- the adjusted benefit would be at



          4   3.2 percent on a going-forward basis.



          5             In Maryland, because of the 15 percent



          6   rate cap, we talked to the department, and what we



          7   have done here and what other departments have



          8   done as well is they have said:  We want to have



          9   that option available for our consumers.  Can you



         10   offer it and allow them to not have their premium



         11   increase on this rate increase, but also give them



         12   a guarantee that their premium won't increase for



         13   any future rate increases up to your relative



         14   need, which we discussed is 99 percent of policies



         15   with an uncapped compound and 68 percent for



         16   policies with uncapped simple inflation?  So



         17   that's what we're offering our customers, if you



         18   approve it.  You approved it on our last filing,



         19   which provides them a premium increase not only



         20   for that rate increase but all future rate



         21   increases up to 114 for compound, and 82, I



         22   believe, for simple.  So that's how our landing
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          1   spot works.  And of course the folks who accepted



          2   our landing spot at our last round of rate



          3   increases aren't subject to their premium



          4   increasing with this rate increase.



          5             Forty-three states have approved our



          6   landing spot to date.  We've seen a high election



          7   rate, and that's something that we feel pretty



          8   good about.  It's been well received by our



          9   customers.  Also, whether you're faced with a



         10   landing spot or not, our customers are always able



         11   to adjust their other benefit features to reduce



         12   their premium.  It might be that they have a



         13   financial issue in their life, they need to make



         14   adjustments, and we're always willing and able to



         15   do that for them, whether it's reducing the



         16   benefit period, adjust the benefit levels,



         17   whatever it may be.



         18             And then also, in conjunction with our



         19   long-term care rate increases being introduced, we



         20   allow each of our customers a nonforfeiture



         21   option.  So if our customer says, Look, I don't



         22   want to pay premium anymore, what we do is all the
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          1   premiums they've paid up to that point in time is



          2   available in a pool for them as a benefit, if they



          3   meet the definition of qualified benefits under



          4   our long-term care policy.



          5             We at UNUM feel very, very strongly that



          6   no policyholder faced with a rate increase should



          7   surrender their coverage.  You can't replace the



          8   coverages that we're talking about in this filing,



          9   and we think we've offered and we provide



         10   reasonable alternatives at various levels of



         11   affordability to allow our customers to keep their



         12   coverage.



         13             We acknowledge this is extremely



         14   difficult for everyone, but most difficult for our



         15   customers and other consumers.  We're going to



         16   continue to do everything that we can to provide



         17   reasonable alternatives to manage affordability



         18   and to make sure that we're there to meet every



         19   one of our obligations and administrate the policy



         20   at the time of claim.



         21             So thank you very much.



         22             MR. REDMER:  Thank you, Matt.
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          1   Appreciate it.



          2             For the policyholders, thank you for



          3   your patience.  We'd like to hear from you.  And



          4   let start with Lee Harrington.



          5                 COMMENTS BY LEE HARRINGTON



          6             MR. HARRINGTON:  This is Lee Harrington.



          7             MR. REDMER:  Would you mind coming up



          8   here and speaking up.



          9             MR. HARRINGTON:  My name is Lee



         10   Harrington.  My carrier is John Hancock.  I've



         11   been to -- this is the second of the meetings I've



         12   been to, and I'm hearing from all the carriers all



         13   of the reasons that the rate increase should be



         14   accepted.



         15             I'm now retired.  Before I retired, I



         16   was with a company that was supported by



         17   dues-paying members.  We did quite well.  The



         18   executives got good raises, got bonuses.  We had a



         19   chauffeur-driven car.  We had Christmas parties



         20   for the staff every year.  And that was all well



         21   and good.  Due to some bad financial decisions,



         22   the company came on hard times, but we didn't
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          1   raise the dues for our members.  The company cut



          2   back on expenses.



          3             I'm not hearing anything about that from



          4   any of these carriers.  I'm not saying you should



          5   or you shouldn't, but it sure would be nice to



          6   hear that you're sharing in this burden that we



          7   all have on making up the differences.



          8             MR. REDMER:  Thank you, Mr. Harrington.



          9   I appreciate that.



         10             Mr. Lyon.



         11                  COMMENTS BY ROBERT LYON



         12             MR. LYON:  Thank you.  My name is Robert



         13   Lyon, from Gaithersburg, Maryland.  The company



         14   I'm dealing with is Genworth.  I appreciate the



         15   opportunity to be here today to hear from you



         16   people and have myself heard.



         17             I'll start generally speaking that I



         18   think we're all here today to offer our opinions.



         19   Everyone, of course, is entitled to offer



         20   opinions, have their own opinions, but clearly not



         21   their own set of facts.  I will acknowledge that



         22   until today I've had very little facts.  Be that
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          1   as it may, what I'm about to say, I will stand by.



          2             I've heard repeatedly today from the



          3   insurance carriers -- and thank you for being



          4   here -- that people have chosen to retain their



          5   policies, pay the premiums without reductions in



          6   benefits.  Very frankly, I don't think we have a



          7   choice.  Given what we've all heard from the



          8   carriers, what we've all experienced, what we've



          9   read in the newspapers, escalating costs are such



         10   that we have no choice but to cut back,



         11   realistically.  So in order to keep any kind of



         12   long-term care health insurance at all, we're



         13   going to be forced to continue to pay these



         14   premiums.  I just don't think we have a viable



         15   alternative.



         16             The greatest impact to people, I



         17   believe, is to us senior citizens, retired.  I



         18   think we are very vulnerable.  We're on fixed



         19   income.  All you have to do is read the papers



         20   yesterday to see and hear that we are getting no



         21   help from Social Security.  Didn't get any last



         22   year.  No reason to expect we're going to get it
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          1   this year.  So we have to come up with this money



          2   someway, somehow.  This, of course, is going to be



          3   hard.



          4             Many of these policies were purchased a



          5   number of years ago, and after just a few years



          6   the premiums were raised because the long-term



          7   insurance providers, in my opinion, didn't do an



          8   adequate job in making projections.



          9             These are professional.  They say that



         10   the insurance product is relatively new, 40 years.



         11   I guess I and them, with all due respect, have a



         12   different definition of new.  Forty years seems to



         13   be enough time to get it right, if I may.



         14             Candidly, again, this looks to me, my



         15   opinion again, frankly, as do-overs for these



         16   organizations.  In fact, I'll just take it one



         17   step further.  It looks to me like, to a large



         18   extent, we consumers are providing a consumer



         19   bailout for companies that made inadequate, poor



         20   choices, decisions, business models, whatever.  It



         21   didn't work out for them.  It seems to me there's



         22   an extraordinary burden placed on us consumers
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          1   now, and again -- my term, my opinion -- this is a



          2   consumer bailout.



          3             Without going into too much detail, my



          4   wife and I have had policies with Genworth for 12



          5   years.  The last three years the rates have gone



          6   up 15 percent.  That's a cumulative increase of



          7   52 percent with no end in sight.  Genworth has



          8   told us very clearly that we can expect these



          9   increases to continue for the foreseeable future.



         10             I'm trying to cut this short for other



         11   folks.



         12             I will say in closing, I read a recent



         13   editorial in the Washington Post that addressed



         14   the recent and terrible actions, performances of



         15   Wells Fargo.  I think you all read that or are



         16   aware of the situations.  That editorial stated,



         17   and I quote, "The definition of ethical business



         18   is to figure out how to make a profit honestly



         19   even when conditions beyond your control create



         20   temptations to do otherwise."  I'm not pointing



         21   fingers.  I'm making a comment that I think



         22   certainly can apply to the current situation we're

�



                                                                        117

          1   in.



          2             I don't know where we citizens are going



          3   to get help.  The insurance companies benefit from



          4   the second largest lobbying organization in the



          5   country.  That's the insurance lobby.  We



          6   individuals, absent help -- and clearly today I'm



          7   learning a little bit more about the help we are



          8   getting from these folks, and I thank you.



          9   Candidly, it's a little bit late in coming.  I've



         10   learned facts today that I've never had access to



         11   before.  So I thank you for that.



         12             We can write to our government



         13   officials.  We have no other opportunity, no other



         14   advocates, government officials, and I have



         15   addressed more than I'm going to name or number



         16   today.  It's a poor time to be addressing



         17   government officials today.



         18             I thank you for your time.  I thank you



         19   for the information I received today.  I'm leaving



         20   with more facts than I had before, and I hope this



         21   kind of transparency and information will be



         22   provided to us in the future.
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          1             Thank you.



          2             MR. REDMER:  Thank you, Mr. Lyon.



          3             Is Evan Richards here?  Evan just stand



          4   up.  I known you didn't want to speak.  Evan is



          5   here representing Senator Kathy Klausmeier, local



          6   state senator.  Thanks for coming.



          7             MR. RICHARDS:  Thanks for having me.



          8             MR. REDMER:  I should make you speak



          9   anyway.



         10             (Laughter.)



         11             Mr. Brown.



         12                 COMMENTS BY JOSEPH BROWN



         13             MS. BROWN:  Good afternoon.  My name is



         14   Joseph Brown, and my wife and I are both



         15   policyholders of Genworth, which started out as GE



         16   Capital Insurance Company.  We traveled over here



         17   from Centreville today.  I wouldn't have known



         18   about this hearing except that I was on the



         19   website looking for the new Medicare supplement



         20   policies, and I happened to catch this, and we



         21   felt it was important enough to drive over here



         22   from Centreville today.
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          1             I would have to say the one thing that's



          2   a little disappointing is I'm not sure that the



          3   Maryland Insurance Administration seems to have



          4   too much concern for the consumer.  It seems like



          5   the insurance companies are going to rule this



          6   thing.  So I hope I'm wrong about that, but



          7   there's some things going on there.



          8             The one thing that certainly is



          9   disappointing is that I would think that the



         10   insurance company should be notifying their



         11   policyholders that they're filing for an increase.



         12   This is now the fourth year in a row that Genworth



         13   has done that, and this is the first time I even



         14   knew that they had filed it ahead of getting a



         15   letter that said, Oh, we hate to do this, but



         16   we've just got to raise the rates.  It seems to me



         17   we should have notification so if you want to



         18   attend hearings or make comments we would know



         19   about it, and that's part of the consumer



         20   protection part of this whole process.



         21             There's a lot more to insurance than



         22   just actuary.  That's all we want to hear about is
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          1   actuaries' facts and figures.  But as a company,



          2   they have a marketing function.  They have finance



          3   functions.  They have a lot of other functions,



          4   not just actuaries.



          5             When we bought our policy in 2004, it



          6   was indicated to us that we could save money by



          7   buying at an earlier age -- I was 59, my wife was



          8   57 -- we'd have lower premiums, and so that worked



          9   out really well.  GE touted that they were the



         10   leader, in fact they pioneered long-term policies



         11   starting in 1974.  And their literature says that,



         12   "While we may have to raise premiums, we have



         13   never done so in 25 years."  That was five years



         14   before we bought our policy, so it was 30 years by



         15   the time we bought our policy.  And for the first



         16   ten years, that seemed to work okay, and then we



         17   had a policy increase in '13 and in '14 and in



         18   '15 -- I think I'm wrong.  '14, '15, and now '16,



         19   and now we're looking for '17.  So that whole



         20   philosophy went right by the board.



         21             Well, GE decided that they were going to



         22   sell or turn it over to Genworth, which was a
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          1   division of them all along at that time.  And



          2   Genworth, they put out the literature saying



          3   basically the same thing, we maintain, we plan to



          4   maintain.  And I have all the literature.  I can



          5   show it to you guys if anybody wants to see it.



          6   It says in 2013, yeah, we're going to keep the



          7   policy -- "Our goal has been to price our



          8   long-term policy so that the premiums will remain



          9   at original levels."  Right in their marketing



         10   literature.  Okay?



         11             Now, by 2015 they changed their story,



         12   but they also sent us a notice back in 2013 when



         13   they took over and talked about how great Genworth



         14   was, and they talked about integrity and



         15   compliance and sharing knowledge.  Last year, when



         16   the 2015 increase came in -- and I take exception



         17   to what your senior vice president said about how



         18   great your people are.



         19             Having had two increases in a row, I



         20   want to know where are we going with this?  What's



         21   the future?  So I called the call center.  You'd



         22   think you were talking to the wall when you say,
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          1   Well, what's the future?  What are we looking at



          2   down the road?  What's coming?  Is this it?  Is it



          3   one year?  Two years?  They couldn't tell me.  So



          4   we went back to our agent who took the -- sold us



          5   the policies and said get us some information.  He



          6   couldn't come up with anything either.



          7             So, I mean, you hear the story today,



          8   this is 15 for ever and ever and ever, so just



          9   count on it for every year.  Right?  So Genworth's



         10   credibility, from what they have on paper, down



         11   the tubes.



         12             Now Genworth is a freestanding company,



         13   but it's in the process of bought by the Chinese,



         14   so who knows what that's going to bring.



         15             But Mr. Jeffrey Immelt was the chairman



         16   of General Electric and he was when I bought my



         17   policy and he was when he just sold off GE to



         18   Genworth as part of that whole GE Capital thing.



         19   He only makes $37 million a year, plus all his



         20   associated lieutenants up there make 10 to $20



         21   million a year.  So what did they kick in when



         22   they dumped Genworth?  What do they kick into the
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          1   buy?  I don't see them doing anything to mitigate



          2   these increases.  Where's the accountability



          3   there?



          4             And then the actuary that gave the nice



          5   presentation, he talked about the shortage of



          6   revenue, but he also said it doesn't all have to



          7   come from policy increases.  I haven't heard



          8   anybody say where you're getting any of the other



          9   money for these increases, from any other part of



         10   the company.  Most of you have other lines of



         11   insurance that maybe you have to kick in from



         12   there.  But I don't hear anything about that.



         13   That's, like, totally ignored.  It's all on the



         14   backs of the policyholders.



         15             I find it strange that you quoted such



         16   high rates of retention, because I can tell you



         17   right now, we were looking at a 52 percent --



         18   52.1 percent compounded rate, that's for three



         19   years.  It compounds at 52.1 with a 2016 increase.



         20   Now, if you compound a 2017 increase, if you get



         21   that, we're up to 75 percent.  We're approaching



         22   double what we originally signed up for.  So how
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          1   in the world can you guys sit there and think that



          2   the consumers can absorb this?  Social Security



          3   got zero last years.  This year we got an



          4   increase, .003.  You know what that amounts to?



          5   About five bucks a month.  And you're going up 200



          6   and some dollars.  It's just not sustainable,



          7   so --



          8             Oh, the one thing I keep hearing about,



          9   the lapse rate, it seems to me that that's what



         10   you really like, and then you get to keep all the



         11   money.  And everybody wanted to tout that they



         12   give you this optional limited benefit.  You had



         13   my money since 2004.  You're going to give it back



         14   to me.  What about all the interest you earned on



         15   that?  There should be some interest accrued on



         16   that money if you're going to give it back to me.



         17   So there's a lot of things in there where the



         18   consumer needs some help, and I hope the



         19   commission will look at that.  And I would love to



         20   talk to the senior vice president for Genworth



         21   after, if she wants to talk to me.



         22             MR. REDMER:  Thank you, Mr. Brown.

�



                                                                        125

          1             Marshall Fritz.



          2                 COMMENTS BY MARSHALL FRITZ



          3             MR. FRITZ:  My name is Marshall Fritz.



          4   I'm a consumer.  I have a Genworth policy which



          5   I've had since 2003.



          6             Last spring I gave testimony and put it



          7   on the record, and basically everything in my



          8   written testimony then and oral testimony still



          9   holds.  I have some additional thoughts that, as I



         10   reviewed the last week or two, to update, and I



         11   will put that written on the record.  Thank you



         12   for allowing a week to do that.



         13             The thing I want to focus on from



         14   today's discussion is, Ms. Li, you mentioned in



         15   terms of the process, that in the steps that you



         16   will be looking at pricing assumption experience



         17   not realizing why as one of the steps.  Well,



         18   let's go back a couple of decades, because what's



         19   happening now really is based on what happened two



         20   decades ago.  And this is what we're hearing from



         21   the insurance companies as well, the lapse rate.



         22             Well, you could say it was accidental
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          1   that their actuary simply didn't give a good



          2   rendition way back.  However -- and I thank



          3   Mr. Zimmerman for telling about the new



          4   regulations.  I wouldn't have known otherwise.  In



          5   there, under the 1997 proceedings, third quarter,



          6   paragraph 1351, however they identify it, which



          7   was prior to my policy issuance, suggested that



          8   the industry was well aware that the policyholders



          9   were holding onto their policies.  I'll quote,



         10   "Although the first generation of long-term care



         11   insurance policies had higher utilization than



         12   expected," he said that "underwriting practices



         13   have evolved substantially," and he opined, this



         14   is the person who entered in the record that "now



         15   companies have better data and use less aggressive



         16   termination assumptions."  So that's 1997, third



         17   quarter proceedings, paragraph 1351.



         18             Well, here's the problem, folks.  If in



         19   1997 they knew that people were holding onto their



         20   policies and not self-terminating them, then why,



         21   for my policy in 2003 and other policies since



         22   then, were they assuming a termination rate or a
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          1   lapse rate of 5 percent like the chief executive



          2   officer, Mr. Tom McInerney, stated in 2016 to the



          3   Pittsburgh Post Gazette?  He said that "Fewer than



          4   1 percent of customers annually drop their



          5   policies and give up their right to future



          6   benefits, when actuaries had assumed a lapse rate



          7   of at least 5 percent based on the history of



          8   their other products, such as life insurance."



          9             Well, one can understand back in the



         10   '90s, early '90s, but after the insurance industry



         11   recognized this, and this is in the record, why in



         12   the world did this stay into the analysis?  In



         13   other words, perhaps we should have had a higher



         14   premium rate a decade, decade and a half ago



         15   perhaps, okay, to be fair, with realistic



         16   assumptions.  But given this knowledge, it almost



         17   seems like fraud on the part of the insurance



         18   industry to ignore their own findings, and then



         19   when the rates are approved by the state, they're



         20   supposed to give their assumptions, and the state



         21   should have known this also, because Maryland



         22   participates on NAIC committees.
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          1             So what we're looking at, folks, is



          2   something that should have been seen a long, long



          3   time ago.  It's not just Mr. McInerney saying in



          4   2016 we just discovered it.  No, this goes back a



          5   long, long time before, and so it appears to me



          6   that this is actuarial fraud to know it and then



          7   ignore it.  And so the state is partly complicit



          8   and partly handicapped, because you look at the



          9   rate increases, you got the numbers, you got the



         10   numbers, yes, it justifies.  However, when you go



         11   back to the basic assumptions, it looks like these



         12   insurance companies knew more.  So who is being



         13   penalized?  The consumer is now being penalized.



         14   It didn't have a good estimate upfront, and now



         15   we're being hit by infinite successive increases.



         16   So that's not fair, and the burden is on the



         17   consumer, not on the industry it seems.



         18             And the officer from Genworth said that



         19   there was a 48 percent -- the gap was 48 percent I



         20   think, 48 percent increase justified.  So what is



         21   not clear from that is is that saying that if they



         22   got three years or three years plus in a row of
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          1   15 percent increases, that would basically knock



          2   out anything they're expecting for long-term need



          3   for more revenue, or saying, oh, no, in three



          4   years we'll come back and say it's 90 percent more



          5   we justified, because we don't really have to tell



          6   you what we need today.  And this is one of the



          7   problems with the knowledge, the transparency.



          8             As I understood it and we're seeing



          9   today, they don't have to tell MIA exactly how



         10   much on the long-term, and they come in at



         11   15 percent or 13 percent, and that's this year.



         12   And so I recall two years ago someone on your



         13   staff said, Well, they don't tell us.  Maybe now



         14   they're saying more, but a couple years, they just



         15   don't tell us what they really need.  So if that's



         16   the case, you really don't know what long term is



         17   coming up, and the consumer doesn't, and so we



         18   never can figure out what this all means.  So even



         19   if someone were to downgrade their policy to the



         20   same premium this year, what does it mean for the



         21   year after and the year after and the year after?



         22             So the consumer does not know about what
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          1   the overall justification would be even if there's



          2   a cap.  And there again, the question is:  Does



          3   the cap help or not help?  But when you don't even



          4   know what the horizon is, none of us are in good



          5   shape to make decisions about what's really going



          6   on with the industry.



          7             And I'm concerned about the loss ratio



          8   being revealed on a case-by-case basis, because



          9   then so much would be hidden that the consumer



         10   would never understand basically what your



         11   decision-making is doing.



         12             So those are some things that came up



         13   from -- oh, and Genworth said they employed the



         14   best estimates at the time of pricing,



         15   quote-unquote, from Ms. Edwards.  Well, it doesn't



         16   appear to me, based on this 1997 NAIC finding



         17   compared to Mr. McInerney's interview a year ago



         18   in the press.  It can't be, because in 2003, for



         19   me, they knew that the retention rate was quite



         20   different from what they might have started to



         21   assume.



         22             And also, life insurance is not the same
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          1   as long-term care insurance.  Life insurance



          2   people decide as they go along whether it's



          3   appropriate to hold.  Long-term care, they hold it



          4   until they need it.  Okay.  So that's a big part



          5   of what I want to bring up.



          6             And the regulations, I'm a little



          7   confused between Maryland already having a 58/85



          8   loss ratio for long-term policyholders versus the



          9   NAIC saying 60 percent.  I'm a little confused for



         10   long-term.  But that's a minor little difference



         11   or so.  But there's nothing in your website about



         12   the regulation.  There's nothing saying, We're



         13   considering regulation.  And that's a lapse.  If I



         14   hadn't --



         15             MS. GRASON:  We actually exposed them



         16   for public comment on our regulation page.  If you



         17   want to reach out to me personally, my contact --



         18             MR. FRITZ:  Mr. Zimmerman, in answering



         19   some questions of mine, clued me into its



         20   existence, so I looked at it.



         21             MS. GRASON:  Good.



         22             MR. FRITZ:  Otherwise, I wouldn't have
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          1   known because I thought the website really didn't



          2   say what's going on behind the scenes.  Maybe I



          3   missed something, but --



          4             MR. REDMER:  And as a reminder, there's



          5   a sheet with our contact information for anybody



          6   that's got follow-up questions or comments for us.



          7             MR. FRITZ:  Reading the regulation for a



          8   layperson may be difficult.  I had to wade through



          9   it and realized that a long-term policy, section



         10   20 and 25.1 don't apply.  So it looked like



         11   something that applied, but I had to read very



         12   closely.



         13             Also, in a recent article in U.S. News,



         14   May, 2016, written by Maryalene LaPonsie,



         15   "Out-of-Control Premium Hikes for Long-term Care



         16   Insurance," she put together comments from others,



         17   and it said, "All but nine states have adopted a



         18   long-term care insurance rate stability



         19   regulation."  Well, I don't see rate stability in



         20   the Maryland regulations, but then we don't know



         21   what the Maryland regulations really are.  In



         22   other words, it's not transparent what parts of
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          1   the regulations apply to us.  You know behind the



          2   scenes, but I didn't see that in the website easy



          3   to detect.



          4             Okay.  So then it goes on to state,



          5   "Rules limit company profits.  The long-term care



          6   insurance model regulation was first modified to



          7   include rate stabilization provisions in 2000."  I



          8   don't see anything in Maryland, and it says --



          9   well, it says, "While 41 states have adopted a



         10   rate stability regulation, only 11 have published



         11   the most recent amendment."  I don't see any rate



         12   stability in what we're discussing.  I see caps of



         13   increases, but not rate stability, unless



         14   nonforfeiture concepts means rate stability.



         15             MS. LI:  Mr. Fritz, you can reach out to



         16   us.  We did adopt rate stability.  That's the



         17   58/85 rule.



         18             MR. FRITZ:  Ah, okay.  But again, that's



         19   not -- as I looked on your website, I didn't see



         20   that.  It might be there, but I didn't see it



         21   easily.  And then you have to explain to consumers



         22   what that means.
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          1             Okay.  Then it goes on, "Some state



          2   insurance commissioners are working with companies



          3   to reduced rate increases for these plan holders



          4   as well," long-term plan holders.  "When



          5   Pennsylvania residents were hit with rate



          6   increases this year, Genworth customers who were



          7   facing premium increases that averaged 80 percent



          8   and were as high as 130 percent were able to



          9   significantly reduce their costs.  Premium



         10   increases were limited 20 or 30 percent," although



         11   it doesn't say to 20 or 30 percent, "depending on



         12   the type of policy, and customers who agree to



         13   concessions such as lowering their daily benefit



         14   or shortening their benefit period can further" --



         15   well, somehow it gives the impression in



         16   Pennsylvania that there was a negotiation that



         17   limited the overall increase upcoming.  In other



         18   words, not the 15 percent cap but the 48 percent



         19   foreseen increase perhaps.  So the question is:



         20   If Pennsylvania can somehow negotiate with the



         21   insurance company -- again, this is not crystal



         22   clear, but it does come from a press article in
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          1   U.S. News -- could that be done in Maryland?



          2             MR. REDMER:  All they did was implement



          3   a cap that's higher than our cap.



          4             MR. FRITZ:  Oh.  So the 20 to 30 percent



          5   annually, even though 130 percent possible.  Okay.



          6   But again, that's not clear.



          7             So I want to leave the impression about



          8   that what's really unfair is how this all started,



          9   got us into this situation where we don't know the



         10   horizon of what's in the insurance companies'



         11   expectations about long term, and we're coming



         12   from a situation where the lapse rate was really



         13   faultily implemented, even when they seemed to



         14   have known it.  And so that's really wherein the



         15   consumers are stuck.  And it's a big problem what



         16   all this means and whether we have truth from the



         17   companies and what it means for truth from the



         18   state in trying to deal with a company that



         19   couldn't give us a realistic basis for their



         20   premium.



         21             MR. REDMER:  Thank you, Mr. Fritz.



         22             Gilbert Cohen.
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          1                 COMMENTS BY GILBERT COHEN



          2             MR. G. COHEN:  Gilbert Cohen.  My wife



          3   and I have products of John Hancock bought in '92.



          4             I got through the Public Information Act



          5   John Hancock's documents to the state.



          6             MR. REDMER:  Can you speak up a little



          7   bit, please.  Can you speak up a little bit.



          8             MR. G. COHEN:  Sure.



          9             MR. REDMER:  Thank you.



         10             MR. G. COHEN:  I used the Public



         11   Information Act to get documents that John Hancock



         12   sent to the state.  I noticed that in every



         13   document starting in 2011 they quote, "These



         14   policies are no longer being sold in the market."



         15   So the number of policies should have decreased



         16   every year.  They did for two years, and then they



         17   went up.  I don't understand that.  But are you



         18   selling the policies or not?  For John Hancock,



         19   are you selling long-term care?



         20             MS. ROCHE:  We're currently selling



         21   long-term care, yes.



         22             MR. G. COHEN:  Well, your documents to
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          1   the state says you do not sell long-term care in



          2   this market.



          3             MR. REDMER:  What it might be is some



          4   companies have a closed block, so they don't sell



          5   these policies anymore, they sell different



          6   policies.



          7             MR. G. COHEN:  The statement just says



          8   they do not sell a policy.



          9             MR. REDMER:  Yep.



         10             MR. G. COHEN:  And the question to the



         11   state is when they, John Hancock, presents these



         12   possible rate increases, don't you have to know



         13   how much the active reserves are?  Don't you put



         14   that in the formula to see what they're asking



         15   for?



         16             MS. LI:  Yes, they give me the formula.



         17             MR. G. COHEN:  In their document, it



         18   says, and I quote, "Active life reserves have not



         19   been used in this rate increase demonstration."



         20   So it's either yes or no.  I mean, if you need



         21   that document, if you need that figure, it's not



         22   in the paperwork that they're sending you, so I
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          1   have a hard time understanding how you can look at



          2   a rate increase without knowing what their



          3   reserves are.



          4             And another quote from their documents,



          5   "John Hancock is limiting the magnitude of the



          6   increase at 100 percent, particularly at the older



          7   ages."  Who else is using these policies?  My wife



          8   and I are in our mid 80s now.  Are we looking



          9   forward to a 15 percent increase from now until we



         10   die?  Is that a possibility?  And no one can



         11   answer that question for me either.



         12             So with that, I'll let someone else



         13   talk.



         14             MR. REDMER:  Thank you.  Thanks for



         15   coming, Mr. Cohen.



         16             Irving Cohen.



         17                  COMMENTS BY IRVING COHEN



         18             MR. I. COHEN:  My name is Irving Cohen.



         19   I'm not related to Gilbert Cohen, I don't think.



         20   Could possibly.  There's probably only three



         21   Jewish families in the world.



         22             (Laughter.)
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          1             I'm a resident of Montgomery County,



          2   proudly, for the last 45 years.  I gave testimony



          3   in April.



          4             This agency is charged with protecting



          5   consumers by assuring their treatment of



          6   consumers, assuring that insurance is available at



          7   fair prices.  The failure of the agency to



          8   publicly respond to a lot of the questions that



          9   were raised in April only feeds the narrative



         10   being expressed by many of the policyholders in



         11   their written comments already submitted for the



         12   record that they feel the agency is acting as a



         13   rubber stamp, not my words but their words.



         14   They're protecting the profits, expense structure,



         15   and underwriting assumptions of the various



         16   carriers.



         17             As I didn't last year, I want to ask the



         18   agency the follow questions, which I won't ask for



         19   an answer today, but I would hope that over some



         20   period of time these answers should be made



         21   public, because I don't think these are just my



         22   questions.  What is the cost and actuarial
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          1   structure supporting the existing policies over



          2   all the years, all the years since the policy was



          3   purchased?  Mine were purchased in 1997.  My



          4   premiums were around $4,000.  They're $14,000 now.



          5             Who is bearing the risks and the rewards



          6   of performance with respect to the various



          7   elements of the policy structure?  There was



          8   absolutely no discussion by the carriers.  These



          9   policies have multiple layers of risk, and that



         10   risk is apportioned between the policyholder and



         11   the carrier.  And frankly, at the end of the day,



         12   it's apportioned to the citizens of the state of



         13   Maryland, as I'll make that point later.



         14             So once we have an analysis of what the



         15   assumptions were at the beginning and now what



         16   they are when they're coming in, how do we



         17   understand the differentials between the



         18   assumptions and what's really happening?



         19             And in exercising its powers here, how



         20   does the agency meet its goal regarding reasonable



         21   premiums and fair treatment of consumers as to how



         22   it allocates the risk?
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          1             Hard questions, but certainly right now



          2   it appears to me and to many others in this room



          3   that all that risk is being allocated to the



          4   consumer.  How does the agency determine who reaps



          5   the reward and who pays for it?  To what extent is



          6   there an investment risk or other strictly



          7   business risk that, in all fairness, does not get



          8   passed on to the policyholders?



          9             Take the example of a very regulated



         10   industry, electrical generation, or transmission



         11   now.  There are certain costs that don't go into



         12   the rate base.  They're just thrown out.  A lot of



         13   them are legal and accounting costs to get



         14   additional rate increases that are denied or



         15   construction costs that weren't necessary because



         16   of errors in judgment by management, or sometimes



         17   it's management's compensation.  But here there



         18   doesn't seem to be any discussion of what is fair



         19   to compute the policy differentials on.



         20             To what extent are administrative costs,



         21   with emphasis on compensation of senior



         22   executives, intercompany transfer of funds and
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          1   just transfers of assets, assets that maybe belong



          2   in the reserves of the long-term care, because



          3   those are good assets, whereas good assets get



          4   transferred out and bad assets get transferred in?



          5   I don't know.



          6             My grandmother used to say follow the



          7   gelt, follow the money.  And that's what we're not



          8   doing, we're not following the money.  We're



          9   looking at statistical data.  I would suggest to



         10   the Commission you need some very good cost



         11   accountants who understand costing, and also maybe



         12   some financial accountants who understand really



         13   the underlying financial buttress of all of these



         14   policies, not the statistical part, but how do



         15   they really work in the marketplace?  Why does a



         16   company undersell the premiums at the beginning to



         17   get the fish hooked and then comes here and wants



         18   increases because they set the premiums too low?



         19             The simple discussion we had early on



         20   was simple.  It doesn't assume -- it assumes a



         21   perfect world, a perfect world that does not



         22   exist, where everybody is honest, everybody wants
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          1   to do the greater good.  Well, I know most



          2   financial executives the greater good is "my



          3   paycheck."  It isn't what you pay for your



          4   insurance.



          5             Clearly, then, the policyholders are the



          6   least able to sustain most of the risks that are



          7   involved here, because they insured upon the



          8   knowledgeable and sophisticated insurance company,



          9   and the policy and the premium structure was



         10   blessed by this agency.  So most of the people



         11   here depended upon the experts, and this agency



         12   being their expert.



         13             So I also asked the question:  What



         14   other statistical models are available?  Does the



         15   agency simply accept the model presented by the



         16   companies statistician?  Do they question the



         17   assumptions?  Do they do any sensitivity analysis



         18   on the assumptions?  I haven't heard any of that.



         19   The documents I requested from the agency I never



         20   got and I didn't even know they existed until



         21   today, if any sort of analysis was done.  So I've



         22   got a lot of questions.
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          1             I really wonder if the agency views



          2   itself as a regulator in the same way as those



          3   agencies that are out there ruling on rate



          4   increases in other industries.  And I got a sense



          5   that, since you talk about the statute saying,



          6   well, we've got to be sure the company lives,



          7   because if the company doesn't live, then the



          8   policy dies.  Well, you know, the same thing was



          9   said about the automobile industry not too long



         10   ago, and the United States taxpayer picked up



         11   hundreds and hundreds of millions of dollars so



         12   that the new shareholders of General Motors, which



         13   included the federal government, made a killing.



         14             The time is overdue for the agency to



         15   really respond, and I was glad to hear today there



         16   is movement in that direction, because we need to



         17   know that the agency is really looking out, not



         18   just for us in this room or the policyholders but



         19   to the citizens of the state of Maryland.  Does



         20   everybody who pays taxes in Maryland really have a



         21   dog in this fight?  They do, because when the



         22   policies are terminated and the formerly insured
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          1   person runs out of savings and runs out of assets



          2   or hires some really smart estate planning or



          3   elder lawyer to pawn off their assets to the



          4   family members within the five-year rules, guess



          5   what?  They qualify for Medicaid.  Well, who pays



          6   for the Medicaid budget?  All of us pay for that.



          7   And that budget we already know can consume the



          8   entirety of every penny that we pay now to our



          9   state and our federal government.



         10             So I really don't have anything else to



         11   say.  It's late in the day.  Thank you very much



         12   for the chance to talk.



         13             MR. REDMER:  Thank you for your



         14   participation.



         15             We have to clear the room.  Once again,



         16   on behalf of the Maryland Insurance



         17   Administration, we appreciate your attendance and



         18   participation.



         19             As a reminder, our contact sheet is here



         20   for any follow-up questions or comments.



         21             And thank you again.



         22             (The hearing was concluded at 3:53 p.m.)
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PROCEEDINGS

MR. REDMER: Good afternoon. Welcome.
We've got at least one person still on the way,
but we're going to go ahead and get started
because we only have thisroom for alimited
amount of time.

My nameis Al Redmer. | am Maryland's
Insurance Commissioner. And thisis our first
public hearing on specific carrier rate increases
for long-term care. We held an informational
public meeting back in April where we invited
consumers, carriers and other interested parties
to provide comments on the state of long-term care
insurance in Maryland. Based on the feedback from
consumers and Governor Hogan's emphasis on
transparency, we had decided to have public
hearings for the foreseeable future on any future
rate increase requests from long-term care
carriers.

Today's hearing will focus on severa
rate increase reguests now before the Maryland
Insurance Administration, and these include
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are hereto listen, ask some clarifying questions

from the carriers and consumers regarding the
specific rate increase requests.
I'd also like to highlight what the
Maryland Insurance Administration has done since
our meeting in April and what we're planning to
do. The MIA isproposing additional long-term
care regulations that will impact consumer options
in the event of along-term care premium increase.
The proposed regulations will update the
regulations to be consistent with the 2014 changes
to the National Association of Insurance
Commissioners' long-term care model regulation.
These changes provide greater value to many
consumers who decide to lapse their policy
following arate increase.

A long-term care insurance work group is
being formed. The work group participants will
include members of the Maryland Insurance
Administration, long-term care insurance brokers,
aswell as state legislators, consumer protection
groups, and trade organizations.

© 0O NO O~ WN B

NNNRERRRERRRRERRR
NP, OOWw~NouhwNERO

Page 7
requests from Genworth Insurance Company,

proposing an average rate increase of 15 percent;
John Hancock Insurance Company, proposing average
rate increases from 13.7 percent to 14.7 percent,
depending on the policy; Metropolitan Life

Insurance Company, proposing average rate
increases of 15 percent; Principal Life Insurance
Company, proposing average rate increases of 15
percent; The Prudential Insurance Company of
America, proposing average rate increases from

12.8 percent to 15 percent; TransamericaLife
Insurance Company, proposing average rate
increases from 65 percent to 70 percent; UNUM Life
Insurance Company of America, proposing average
rate increases of 13 percent; MedAmerica Insurance
Company, proposing average rate increases of 15
percent.

These requests in aggregate affect about
35,000 Maryland policyholders, and the goal isto
hear from insurance company executives to explain
the reasons for the rate increases, and we will
also be listening to comments from consumers. We
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The goals of the working group are to

develop recommendations to improve the current
state of the long-term care insurance marketplace
in Maryland, specifically developing ways to
establish more transparency for long-term care
consumers during the rate review process,
reviewing the pros and cons of the existing

15 percent rate cap on increases, and reviewing
potential work-arounds of the 15 percent rate cap
and determining ways to improve communication
between long-term care carriers and their
policyholders.

Additionaly, the MIA, Maryland
Insurance Administration, is engaged in national
discussions on the challenges in the long-term
care insurance marketplace, and we sit on the
newly formed national association's Long-Term Care
Innovation Subgroup as an interested party.

With that not-so-brief introduction, 1'd
like to introduce some of the folks from the
Insurance Administration that are with me here
this afternoon.
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To my immediate left is our chief

actuary, Sarah Li. To my immediate right is Cathy
Grason, our Director of Regulatory Affairs. To
her right is Adam Zimmerman; Adam is an actuarial
analyst. And Cathy and Adam are cochairing our
long-term care work group. Also, in attendanceis
Joy Hatchette; she's our Associate Commissioner of
Consumer Education and Advocacy. Nancy Egan, our
Director of Government Relations and External
Affairs.
MS. EGAN: Back here. Hi everyone.
MR. REDMER: Tracy Imm, the Director of
Public Affairs; Joe Sviako, our Public Information
Officer; Theresa Morfe, our Assistant Chief Market
Conduct; LisaLarson is our Regulations and
Hearings Administrator; Nick Cavey, Assistant
Director of Government Relations and Externa
Affairs; and Jet Ji, an actuary; and Michael
Patte, who does regulations and legidlative work.
WEe're going to go over a couple of
procedures for today. First, somewhere -- oh,
back over here we have a hand out with all of our
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appropriate.
For folksthat are dialing in, please
keep your phones on mute, and once again, | want
to thank you for joining us.
And | will reintroduce Sarah Li, our
Chief Actuary, to speak to you regarding our rate
review process.
LONG-TERM CARE INSURANCE
RATE REVIEW PROCESS-MARYLAND
MS. LI: Hello. I will speak briefly on
the MIA long-term care insurance rate review
process.
UNIDENTIFIED SPEAKER: Speak up.
MS. LI: I will speak up.
MR. REDMER: She's hot going to get much
louder, folks.
(Laughter.)
MS. LI: There are five steps when
reviewing the long-term care rate planning. |
will go over the details, but | will list the five
stepsfirst.
So the first step is carriers submit
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contact information on it. Please take a copy.

That way if you have any follow-up comments,
questions or observations, we'd love to hear from
youl.
We are going to start with folks that
have signed up to speak. So if you haven't signed
up, please make sure that you do.
Second, the hearing is -- it's hot going
to be adebate. We're going to be collecting
information and asking questions. Additionally,
we will be posting all of the written comments on
our website.

The Maryland Insurance Administration
will continue to keep the record open for
additional comments until Thursday, November the
3rd, and atranscript of today's meeting as well
as all written testimony submitted will be posted
on our website.

Asareminder, we do have a court
reporter here today to document the hearing, so
when you're called up to speak, please state your
name and any affiliation that might be
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Page 13
rate change request. And the second step iswe
have filings assigned, and we start the initial
actuarial review process. And thethird stepis
peer review process. And the fourth step is that
we have public hearings. And then the last step
iswe make final decisions. So I'm going to go
over al thesefive stepsin detail, and then if
anybody has any questions, | can take questions.

So the first step isfor insurers to
submit arate request through the electronic
filing system. All carriersthat are doing
businessin Maryland's individual and group
long-term care market, they submit their rate
change request to the Maryland Insurance
Administration, and then the analyst checks the
submitted rate filing to make sure al required
documents are submitted.

And the next step is, after confirming
all the required documents are submitted, the
filing isassigned to an initial reviewer. The
reviewer starts the reviewing process.

So | will go into as much detail on what
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we look into for theinitial rate review process.

When we receive the filing, there are four
controls we need to look into, and these four
controls are the laws and regulations that are
written in our COMAR and insurance articles.
So thefirst ruleisthe rate increase
cap. That cap in Maryland isa 15 percent rate
increase cap. SO any rate increase, any renewal
rate increase can't be more than 15 percent of the
premium charged from the prior 12 months. There
isan exception. Thisexception isthat if
carriers can demonstrate that their utilization is
greatly in excess of the utilization that the
carriers price, then, you know, we can consider
more than 15 percent rate increase as an
exception. So that's the first standard we look
into.

The second rule or standard we have in
place is the new business cap. So any renewal
premium can't be more than the rate for the
similar new business rate, except for difference
that's attributed to benefits. So that's new
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multiple other factors that we look into.

Carriers, they usually submit their actuarial
memorandum. So we ook, just for some examples,
what we're looking into in the actuarial
memorandum, we're looking into the lifetime
projections of earned premium and lifetime
projections of incurred claims, and we look into
the method and assumptions used to project the
premiums and claims. These assumptionsinclude
but are not limited to the mortality assumption,
morbidity assumption, and interest rates.
Whatever assumption is used, they have to be
supported either by their own experience, if their
experienceis credible, or if their experienceis
not credible, they have to present us with similar
industry experience to support these assumptions.
We a'so look into the disclosures of the
analysis performed to determine why arate
adjustment is necessary, which pricing assumptions
were not realized and why. And we also look into
the rate change history nationwide, because
Maryland is different than the other states with
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business cap.

And then the third rule we are looking
into isthat for any policies that were sold
before October 1st, 2002, the lifetime loss ratio
cannot be less than 60 percent. Thelossratiois
the ratio of the claims over premium. What that
statesisif less than 60 percent of the premium
paid is used to pay for aclaim, then carriers
cannot come in and ask for any rate increase. So
that's for policiesissued prior to October 1st,

2002.

And for policiesissued after
October 1st, 2002, the policy hasto satisfy the
specific 58/85 rule. What that statesisthe
claim cap for these policies cannot be less than
58 percent of theinitial premium and 85 percent
of the rate increase premium.

So we have to check these four rules,
make sure each of these rate filings follow these
four rules. If thereisany exception, we need to
ask the company why these rules are not followed.

S0 besides these rules, there are
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the rates being highly capped.
So thisisthe initial rate review

process. After we go through all thisinitial
rate review process, then we move on to the next
rate review process step. That's the peer review
process. So theinitial rate reviewer in this
process, he or she will generate arate review
summary form and send it to us or other actuarial
staff to trigger the peer review process. More

guestions may be generated by peer reviewers, and
they will be sent to the rate filing company by
theinitial reviewer.

So either on theinitial rate review

Process or a peer review process, we have internal

time limits that we set for ourselves; that is,

for theinitial rate reviewer, any response that

we receive from insurance carriers, we will

respond to those responses no more than seven

business days. So in other words, we receive

carriers rate filing. Wetry to send out our

first objections or questions, set of questions

within seven business days, and the peer review
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1 process, wetry to limit that process to three 1 whoisaconsulting actuary with Milliman who will
2 days. 2 present some information describing pricing and
3 The next step in the rate review process 3 rateincrease concepts that are used for long-term
4 ispublic hearing. Sowe hear what carriershave | 4 care around the country.

5 to say about the rate filings and we hear what 5 (The audio/visual egquipment being set up.)
6 consumers have to say about theratefilings, and | 6 MR. COHEN: While we're waiting for a

7 we take these comments into our consideration for | 7 miracle, will the remarks be made part of the

8 theratereview. 8 record? Because frankly, | had a great deal of

9 And the final process, final step in the 9 difficulty --

10 rate review processis that we make afinal 10 MR. REDMER: Yes.

11 decision. After considering the information 11 MR. 1. COHEN: -- both noise-wise and

12 provided in the hearing and any additional public | 12 otherwise --

13 comments, the insurance commissioner makes the | 13 MR. REDMER: Yeah.

14 fina decision. 14 MR. |. COHEN: -- following everything.
15 So that concludes the rate review 15 Thisisthefirst timethat | heard of any of

16 process. 16 this. Perhapsit was made public in another

17 So | will now turn it over to Al. 17 forum.

18 MR. REDMER: Thank you, Sarah. 18 MR. REDMER: We have a court reporter,
19 Asyou could tell, the rate review 19 so all the remarks today will be captured and
20 processthat we engage in isrobust and very 20 disseminated on our website.
21 thorough. 21 MR. I. COHEN: But doesthat information
22 | will add that the law is pretty clear 22 involvetherate review process?

Page 19 Page 21

1 onthe criteriathat we had to use in order to 1 MR. REDMER: What Sarah just discussed
2 approve or not approve arateincrease. Thelaw | 2 will be part of the record, yes.

3 saysthat rate increases have to be actuarialy 3 MR. I. COHEN: I'm just wondering. You

4 justified. A carrier can't just say, "We need 4 talked about getting remarks from consumers. I'm
5 it." They haveto provide the actuarial 5 aconsumer of two of the policies from one of the

6 justification, and that actuarial work isscrubbed | 6 companiesyou mentioned. How do | get notice from
7 and chalenged, as Sarah just mentioned. The 7 the company that they've applied for an increase?
8 rates cannot be excessive. So we cannot allow 8 MR. REDMER: At this point most carriers
9 carriersto charge rates that are more than what 9 donot.

10 isactuarialy justified. Thelaw aso says that 10 MR. |. COHEN: That's a problem.

11 we cannot allow ratesto be inadequate. Law 11 MR. REDMER: That isaproblem, and

12 preventsusfrom alowing ratesto belessthan | 12 that's one of the things that our internal work

13 what are necessary to run the business so that we| 13 group is going to be looking at is how to make

14 don't put insurance carriersin financial stress. 14 this more open and transparent. So because we

15 And then finally, the rates cannot be unfairly 15 can't solve that immediately, we decided to do

16 discriminatory. 16 these public hearings as our effort to get the

17 So with that, before we get into the 17 word out that these proposed rate increases are

18 carriers, with ustoday is Van Dorsey, who isour | 18 being discussed.

19 Principal Counsel from the Attorney General's | 19 MR. |. COHEN: Dol havetofileaFOIA
20 Office. 20 request in order to get their file, or will that

21 So with that, before we get into the 21 begivento mejust as a matter of asking?

22 carriers, | would like to introduce Robert Eaton, |22 Because | havein the past asked for FOIA request,
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1 and | readly have not received anything near the | 1 the components of the loss ratio confidential or
2 information shejust gave. 2 not confidential information from the insurance
3 MS. LI: Therate review process? 3 company? In other words, if we do a FOIA request,
4 MR. I. COHEN: Yes, maam. 4 can we determine the components that allow them to
5 MS. LI: Thiswas prepared for the 5 say yes, we are within the 58 percent or 60
6 hearing, but if you want, we will post the 6 percent tolerance limit, or is that something that
7 information, as Al just said, on our website. 7 we can't find out, it's never reported by the
8 MR. I. COHEN: | understood that you 8 State to anyone and thereforeit's only internal ?
9 weretelling uswhat the processisnow andhas | 9 So that's abig difference to understand what
10 been. SoI'masking you, when | filed a FOIA 10 really isgoing on in rate requests for long-term
11 request with respect to my carrier and asked for |11 customers.
12 everything inthefile, | never received anything. | 12 MS. LI: Right. Sothat'sona
13 MR. REDMER: Sotheratefilingitself? |13 case-by-casebasis. So welook into what carriers
14 MR. I. COHEN: | never got any 14 present to us, and then we decide what is
15 information at al. How am | supposedto, asa |15 confidential, what's not confidential.
16 consumer, participate in the very detailed process| 16 THE REPORTER: I'm sorry. Would anyone
17 if I'm not noticed by the carrier and when | file | 17 liketo identify themselves, who just spoke?
18 aFOIA request nothing happens? 18 MR. FRITZ: Yes. Marshal Fritz,
19 MS. LI: We can tak to you after this. 19 consumer.
20 | will make sure you get the information. 20 MR. COHEN: Irving Cohen, consumer.
21 MR. REDMER: What information is 21 MR. REDMER: Okay. Robert.
22 publicly available regarding the proposed rate 22
Page 23 Page 25
1 increase? 1 LONG-TERM CARE INSURANCE:
2 MS. LI: So the process with that is you 2 BASIC PRICING AND RATE INCREASE CONCEPTS
3 fileaPOIA request, and then we look into what 3 MR. EATON: Thank you, Commissioner and
4 you requested, and then we notify in a courtesy 4 folksfrom the Maryland Insurance Administration
5 email to the insurance company, and then they will | 5 for having me.
6 let usknow what information is confidential, 6 Y ou mentioned my employer. | currently
7 what's not, and then we will get that to you. 7 work for aconsulting company, but I'm here today
8 That has aways been the process. 8 on behalf of the Society of Actuaries. Last year
9 MR. |. COHEN: For meit hasn't 9 | was elected to the Society of Actuaries
10 happened. 10 Long-Term Care Section Council, and one of the
11 MS. LI: Sorry about that. 11 missions of the Society of Actuariesisto promote
12 MS. GRASON: Sir, | can also add. One 12 education on alot of thesetopics. So today I'm
13 of the things our working group islooking at is 13 here not on behalf of my employer or any of the
14 whether we can post actuarial memoranda as well as | 14 companies that might be there, but I'm here on
15 asummary document of some of these rate issueson | 15 behalf of the Society and, you know, the remarks
16 our website. So we are looking at that for future 16 that we're making are meant to be educational and
17 application aswell. 17 toreally provide afoundation for the discussion
18 MR. REDMER: One more question, then 18 that we're going to have today .
19 we're going to move on. 19 MR. REDMER: Excuse me a second.
20 Yes, Sir. 20 Can you hear him in the back okay?
21 MR. FRITZ: Following up on hisquestion |21 (Unidentified audience members responded
22 and Ms. Grason's comment, is the loss ratio and 22 affirmatively.)
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MR. EATON: So statements of facts and

opinions, you know, are those from me and, unless
expressed to the contrary, they're not opinions of
the Society of Actuaries. Thisisapresentation
that | and some of my colleagues on the Long-Term
Care Section Council have put together. The
Society of Actuaries does not endorse or approve
and assumes no responsibility for the content, the
accuracy, or completeness of the information
presented.

Y es, maam.

UNIDENTIFIED FEMALE SPEAKER: Just for
everyonethat's calling in, a copy of this
presentation is on the MIA website, so if you're
not doing Facebook streaming, you can actually see
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they are not intended to be alump sum. Y ou know,

abenefit is paid each day or in some cases each
month up to a maximum benefit per day. Thereis
typically alimit on the total amount paid out.
Many policies do not pay during the entire
disability episode. Most policies won't start
paying until the disability haslasted for a

certain amount of time.

By law, policies must cover the
policyholder for their entire life. The concept
is sometimes called guaranteed renewable
insurance. So the option to automatically
increase benefitsis offered at the purchase, and
that option to increase your benefits isintended
to keep pace with the cost of care.

16 it on the website in there with the comments. 16 So we'll talk now about the chance of
17 MR. EATON: Soas| mentioned earlier, 17 using your benefits as a policyholder. Thereisa

18 the purpose of today's presentation is to provide 18 lower chance of use of benefits as a policyhol der

19 an explanation of afew things: long-term care 19 whenyou are, for instance, amarried couple and
20 insurance benefit features; we're also going to 20 perhaps you have somebody who isthere that may be
21 talk about the pricing of long-term care 21 ableto take care of you in the event of a

22 insurance, as we as actuaries have done for 22 long-term care need. There's also alower chance

Page 27 Page 29

1 companiesthat are offering long-term care 1 of using long-term care benefits right after you

2 insurance; we're going to talk alittle bit about 2 purchase coverage, after perhaps you've been

3 thereservesthat companies will hold as they 3 underwritten through them. Thereisahigher

4 continue to manage long-term care policies; well 4 chance of use of long-term care policies where

5 tak alittle bit about premium rate increases, of 5 individuals areliving alone and as individuals

6 course, that being the reason for this hearing. 6 ageinto their later years. So given this dynamic

7 And | should say that this explanation 7 that | just discussed, a person's chance of using

8 ismeant to be smplified and is not meant for a 8 benefitsin any given year increases each year

9 technical audience. That'sreadlly the point here 9 after they purchase the policy. So typicaly,

10 isto make surethat you have a general 10 claimsover the lifetime of apolicy will tend to

11 understanding of the insurance that's being 11 increase for long-term care policies.

12 priced. 12 So by law, insurance companies are

13 Well go through long-term care 13 required to establish premiums by policy issue age
14 insurance 101. So long-term care insurance 14 that will be payable for the person'slifetime and

15 benefits, most of you know, working with companies| 15 are not expected to increase during the person's

16 or as consumers, the long-term careinsurance pays | 16 lifetime. The premiums are expected to be at a

17 out upon disability, and many long-term care 17 level amount over the course of your life.

18 policies aso require the receipt of LTC services, 18 However, aswejust talked about and aswe saw in
19 so not just upon the incidence of disability, but 19 theprevious dide, claims are intended to

20 when you receive services, for instance, in a 20 increase over thelife of the policy. So here,

21 nursing home or someone helping you in your home. | 21 purchasing the policy on the far |left-hand side

22 So long-term care insurance benefits, 22 and paying level premiums while your claims or the
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expectation of your claims increases over time.

So by law, insurance companies set aside
aportion of the premium collected in the earlier
yearsin order to pay out the claim in the later
years. Thisis dueto the cash flow mismatch.
That portion of premiums that are set aside to pay
for clamsin later years, that's called the
reserve that the insurance company will establish.
And here you see the premium collected during the

first period of time when premiums are greater
than claims, those are intended to kind of fund
thisreserve. Insurers use those to fund the
clamsthat are higher than the premiumsin the
later years of the policy.

S0 setting the premiums aside, premium
dollars are used for a number of purposes by the
insurance company. One of the first purposesis
the policy administration, so maintaining the
premium policy, the paper that it's written on,
the folks who administer the policy and file the
clams. Premiums are also used to fund agent
commissions, the folks who sold you along-term
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intheend. Sothereserveisnot used to pay for

anybody who does not end up using benefits.
That's a key feature of long-term care, if you
don't end up needing long-term care benefits, no
portion of the reserve, in most cases, will accrue
to you.
So in this example of the savings
account, the net premiums are like scheduled
deposits. Y ou may have monthly or quarterly or
annual premium payments, and the scheduled deposit
amount, the premium rate, is determined at the
very beginning of the establishment of the account
or when you purchase your long-term care policy.
S0 the net premiums are set up in order
to pay a benefit amount, and the net premiums are
put into reserve, and they will earn interest. So
if you think about what's going into your savings
account and what's coming out of your savings
account into your long-term care reserve, there's
the benefits that are coming out and the interest
that's being paid in along with the premiums that
you're paying in, and if any of these estimates
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care insurance policy. Premiums are also used to

pay state and federal taxes. And another use of
premiums s distribution to shareholders, as
profit in some cases. And then finaly, the rest
of the premium will be used to set into the
reserve fund which will pay which, premiums which
will pay out claimsin later years of the policy.
So one analogy that we can make hereis
that the reserve that long-term care insurance
carriers are setting aside is almost like a
savings account that we might have, where the
premiums that we're depositing, so these in that
case would be the premiums after the
administration, after the taxes are paid, after
the shareholders deposits are made, the net
premiums are deposited into the reserve, and the
benefits are paid from those reserves.
So like any good savings account that
you would have, it earns interest over time. So
thereserve isthere for, held for the benefit of
al of the policyholders. It's only used to pay,
though, the benefits to those who become disabled
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are different than you initially assumed, the

account, the reserve, may not have enough to cover
future withdrawal.
So that iskind of the backdrop for
long-term care policies and the financing and why
companies will set premiums at the levels that
they do. All of the premiums that are set
anticipate these basic concepts: assumptions about
the amount of premiumsthat are going in and
assumptions about the amount of benefits paid out.
So wel'll talk about what can go wrong in
this case of the reserves and the savings account
that we just discussed. So for starters, the
interest rates can change in the economy. Changes
in the economic conditionsin the last 20 years,
asyou know, led to adramatic drop in interest
rates. Many companiesin the late '‘80s and early
'90s assumed interest rates of 6 or 8 percent to
be earned on these reserves. Rates have now
dropped, as you probably know, to 3 or 4 percent.
| can think of asimilar situation when
my parents purchased their house in the late '80s
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1 and early '90s, their mortgage rate, which | kHO\?V 1 industry in general. So not with any specific ’
2 now was alot higher than when my wifeand | 2 company, but largely, if you look at the Society
3 purchased our first house a couple of years ago. 3 of Actuaries Long-Term Care Section has an
4 That interest rate has also dropped and, you know, | 4 experience study where they reviewed long-term
5 that'ssimilar to interest rates throughout the 5 carepolicy persistency, so how many people
6 economy. Sotheinterest ratesthat haveimpacted | 6 maintain their long-term care policies. In
7 usasconsumers also has impacted companies. 7 general, many more people have kept their
8 So let's also talk about not just 8 long-term care policy than were originally
9 interest rates but withdrawals from the account 9 estimated when the policies were originally
10 and some of the reasons why assumptions that were | 10 priced.
11 made initially when a premium was priced, whena | 11 One more thing to remember is, of these
12 long-term care policy was priced might change. 12 additional three people that we now havein this
13 The amount of funds withdrawn are 13 diagram, some of them are there because they chose
14 dependent on three key things. Thefirst oneis 14 to maintain their policies longer than the
15 the number of people who keep their policiesupto | 15 insurance company assumed, but some of them are
16 the point when benefits are being picked. Sowhen | 16 there because they ended up living longer than
17 policies areissued, at the very beginning youmay |17 what was originally assumed. Mortality, we would
18 have 20 or so, in thiskind of depiction, there's 18 refer to that asimproved mortality. People are
19 20 or so people right at the beginning, and none 19 living longer today, generally, than they have
20 of them have long-term careinsurance needsright | 20 been ten, 20, 30 years ago. And so there are more
21 away. Inthelater years, though, some of them 21 people having long-term care policies or holding
22 will need to use their long-term care policy. So 22 onto their long-term care policies today for both
Page 35 Page 37
1 herewevekind of listed those who are insured 1 of thesereasons. People are holding onto their
2 but don't need long-term care, and then thethree | 2 policy longer and then also people are dying at
3 people on theright are the people who did need 3 lower rates, which is generally agood thing.
4 long-term care. So the assumption might look 4 So the second reason we might withdraw
5 something likethis. 5 from the savings account -- or second impact on
6 And again, thisiskind of ahigh level 6 the savings account is, of the people who maintain
7 example. Most companies will make their own 7 their policies, the number of people who end up
8 assumptions about these sorts of policyholders 8 using their long-term care policies might be
9 behavior. Butin reality, what appears to have 9 different than you expect.
10 happened largely in the insurance industry is, 10 So initially, you assume, again, the
11 when policies areissued, fewer peopleended up | 11 same group of people and perhaps you assume that
12 foregoing their policy and lapsing their policy 12 threeout of theinitial group might need to use
13 and stopping to pay premiums, leaving thereto be| 13 long-term care benefits, but the reality might be
14 moreinsurance policyholdersin the later years. | 14 that even if there are ten people holding onto
15 Moreover, we find that more people have | 15 their policies, it may be that more people end up
16 collected claims, in some cases, than we 16 needing long-term care benefits. Soin this case,
17 previously estimated. So the number of people |17 it doesn't have as much to do with how many people
18 Kkeeping their policiesisreally important to 18 areinapoalicy, it hasto do with how many people
19 consider when understanding the dynamics of 19 end up going on claim and needing long-term care
20 long-term care rate increases and why acompany | 20 benefits.
21 might need to request arate increase. 21 Experience here does not |ean largely
22 And we've seen this dynamic in the 22 oneway or the other. It's generally mixed. For
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any company, it may be different than they

initially expected. There hasn't been, like the
policyholder persistency assumption, there hasn't
been alarge industry directional trend. So this
ismixed and may vary by company.

So the third thing to consider when
looking at the payments from your long-term care
reserve, or the savings account that we set up, is
the amount that's actually paid out to people. So
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they're determining the level premium for this

insurance policy.

So other general observations that the
Society of Actuaries has noted in completing their
experience studiesis the length of time that
people have stayed in the nursing home has not
changed drastically over the last ten or 20 years.
We do notice that more people are going into an
assisted living facility. In an assisted living

10 remember at the beginning we discussed that these | 10 facility, assisted care facility, people tend to
11 arenot lump sum payments that get paid out right | 11 live alot longer than in anursing home. So this
12 asyou have adisability. Rather, these are 12 isonedynamic that's led to more benefits being
13 schedules of monthly paymentsto be paid asyou | 13 paid out maybe on average nationwide.
14 might have disability. 14 So now let's go into what happens when
15 So the amount of these payments that the 15 the estimates that an insurance company might
16 insurance company may pay to people using 16 make, what happens when these are not realized.
17 long-term care will not necessarily be known in 17 So | want to kind of maintain the savings plan
18 advance. It's going to depend on the number of 18 example where we're going to set ourselves agoal.
19 daysfor which you need long-term care. Sofor |19 Theorigina goal isto save $10,000 in ten years.
20 instance, if you'rein anursing home for six 20 Solet'ssay | haveagoa: I'm going to put my
21 months or eight months or ayear, the number of | 21 child into college. It doesn't cost $10,000 to
22 daysthat you'rein that nursing homeisan amount | 22 put my child into college, it costs alot more,

Page 39 Page 41
1 that canvary, and it's hard to kind of place an 1 butinthisexample, let'ssay I'm trying to raise
2 estimate on. 2 $10,000 in ten years, and I'm going to schedule
3 The intensity of care, the amount that 3 some paymentsin order to do so, and so this might
4 you might need long-term care reimbursement for in | 4 be what my bank account looks like. | start out
5 anassisted living facility is not the same that 5 with the amount that | saved in the current year,
6 you might need in anursing home, and thosearen't | 6 the kind of lighter red here, and then every year,
7 the same as the amounts of reimbursement that you | 7 every additional year | get more and more money,
8 might need if you had somebody coming into your 8 andthisisall increasing with the amount of
9 hometo help you, like ahome health aide or a 9 interest that the bank will give me.
10 nurse coming into your home. 10 In this example right here, kind of for
11 And then finaly, it's going to depend 11 simplicity, I've assumed just no interest rate
12 onthecost of care. You know, when you go on 12 here. Sowe're just collecting the same amount
13 claim, the cost of carein ten years will be 13 every year. S0 here, the amount that I'm
14 different than it istoday, and in 15 yearsit's 14 contributing every year is $1,000, and it's being
15 going to be different than that. And so there'sa 15 added to the savings account, and then by the end
16 number of moving factorsin determining how much| 16 of ten years| collect the $10,000.
17 the actual long-term care claim amount really will | 17 So let's think of this example where I'm
18 be. 18 trying to save $10,000, but after six years|
19 One key consideration hereis the amount 19 learnthat | need to pay $12,000 for my child's
20 that the insurance company will expect to pay. 20 college. So here'sthefirst six years where I've
21 That's based on past observation and the 21 made these contributions to this account. I've
22 historical datathat people are able to collect as 22 got $6,000, having contributed $1,000 every year,
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but | have anew goal. After the sixth year, |

need $12,000 by the tenth year, and so | actually
have to make catch-up saving contributions.
Sointhiscase, if you think about it,
if my goal is 12,000 and my initial goal was
10,000, that's only a 20 percent increase in my
goal, but because | didn't realize this goal until
six yearsinto the future, | actually don't need a
20 percent increase in the amount of savings, |

© oo ~NOOLhWNBE
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number of years that the amount of scheduled

premium payments plus the amount of the reserve
that I've built up are not going to be enough to
meet my goal, thisis going to be asituation
where, you know, here we're out of balance and
there's more future benefits to be paid than we
have scheduled.

So in the example that | just gave, a
premium increase is needed in order to put the two

10 need abigger increase. | need a 50 percent 10 sidesback into balance. So here we have the same
11 increasein the amount of savingsin order tomeet | 11 scheduled premiums that we'll collect in the
12 thisgoal. So my catch-up contributions there 12 futurein addition to the reserve which is being
13 meansthat | have to pay $1,500 amonth instead of | 13 built up over time, and on top of that a catch-up
14 just $1,200 amonth if | had scheduled it fromthe |14 premium rate increaseis needed in order to
15 very first day. So with hindsight, as| mentioned | 15 balance out the future benefits that are required
16 earlier, with hindsight, | would have just 16 to be paid by the company. So in this case,
17 scheduled ten even deposits of $1,200 and, you 17 balance isrestored from these rate increases
18 know, thiswould be -- thisis all defined as kind 18 being collected.
19 of the hindsight deposit schedule. 19 So let's have yet another example, where
20 So here's the application of this 20 inthis case we have areserve fund, areserve
21 example and how it should work. At agiven point | 21 which has been built up by premiums being paid
22 intime, for along-term care insurance policy, 22 into the policy over time. We have future net
Page 43 Page 45
1 the savings account amounts to you have future net| 1 premiums, future premiums which are intended to be
2 premiums that you expect to collect from 2 paid, and also a premium rate increase. Butin
3 policyholders, and you also have what's called a 3 this case the premium rate increase isreally not
4 reserve fund that we've been talking about, in 4 sufficient in order to bring balance to our
5 this case the savings account, and all of those 5 equation here.
6 are being balanced against the need to provide 6 In this case, if apremium rate increase
7 future benefits to policyholders and customerswho| 7 isnot enough to collect all of the funds to pay
8 bought along-term care plan. 8 the future benefits, then other funding may be
9 So this model here shows the two sides 9 used. Other funding may be used from a onetime
10 areinbalance. The future paymentsthat I'm 10 deposit from the company's surplus, which is

scheduled to put into the reserve fund, plusthe
current reserve fund that | have, in this example
they match exactly, and the two sides of this
equation are in balance.

So let's talk about when those sides
might be out of balance. For instance, if the
future benefits, as we discussed, might be greater
than what's currently planned for in premium
deposits and in the reserve fund, if the future
benefits are greater, the two sides are going to
be out of balance. And again, going back to that
savings account concept, if | find out after a
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ultimately from other policyholders or other
shareholders of the company. So that money must
come from somewhere.

So we presented some examples. We
presented an example of a savings account where
funds are paid in in order to meet agoal. We've
talked about an example where our goal, the amount
that we needed to be funded changed over time and
how we had to respond to that. We also talked a
little bit about how premiums and premiums that
have been paid in and are expected to be paid in
and the reserve funds that accompany my goals are
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1 usedto pay future benefits, and then what happens | 1 But between 17 and 18, | don't quite
2 when our expectation of future benefits changes, 2 understand why you have three more peoplein 17 in
3 what are the ways that we might fund those 3 later year reality than 18. It's subtle, but your
4 increased future benefits. 4 captions don't help me. So maybe we shouldn't
5 So this has been a presentation that | 5 wastetime, but you should look at that and see if
6 and some of the other members of the Society of 6 you can explainit in adifferent way that brings
7 Actuaries have put together and we've presented 7 out the captions.
8 herein Maryland, but asoin Maine and | think 8 MR. EATON: | guess|'d start by saying
9 another couple of states. 9 | don't speak for Genworth or any of the
10 I'm happy to answer questions on just 10 companies.
11 the material that | presented here. Questions 11 MR. FRITZ: | understand. Thisisa
12 that are kind of outside of this scope, you know, 12 generic model.
13 I'll probably defer to the Commissioner or someone | 13 MR. EATON: Yes, exactly.
14 ese. Butif anybody has questions about the 14 MR. FRITZ: I'mjust saying that it
15 dlidesdirectly. 15 assumes a pretty reasonable dropout rate, but that
16 Yes, gir. 16 may not correspond to reality.
17 MR. FRITZ: Yes. Marshal Fritz. | 17 MR. EATON: Do you mindif | respond
18 havelooked at the slides, and | have a comment. 18 just real quickly. Soin this case, you know, we
19 Slide 17 and 18 are similar, and you explained 19 started with -- in this example there's, say, 20
20 something that's not similar. It doesn't come out 20 peoplethat began with their policy, and after a
21 inthewords you used, nor do | quite see how it 21 number of years we only expected ten of them to be
22 fitsin, both talking in terms of those who are 22 remaining, so, you know, say 50 percent of the
Page 47 Page 49
1 holding long term and then getting benefits. 1 people are expected to, you know, lose their
2 Okay. So-- 2 policy over the course of, I'm going to just say
3 MR. EATON: Would it be helpful forme | 3 20yearsor so. That could be for a number of
4 to go back to the slides? 4 reasons. Peoplewill die naturally. People will
5 MR. FRITZ: Yes. | will comment on 5 usetheir policies and then maybe exhaust their
6 18 -- well, both of them. 6 policy benefits. Other people will decide that
7 MR. EATON: Okay. Here'sdlide 17. 7 they no longer want their policy. You know, we
8 MR. FRITZ: Okay. Somy first comment | 8 might refer to that as alapse or atermination.
9 isthelater years, inredlity, well, thisisa 9 So in this example, where | thought that
10 generic approach you used; however, in the 10 there would be, you know, ten people after 20
11 Genworth model, that later year ratio of 6 percent | 11 years, here, you know, in this kind of
12 over thelong term, we don't know how long, but |12 illustration, there's actually just 30 percent
13 let'ssay ten, 20, 30 years, iswoefully higher 13 morethan that initial ten people.
14 retention than they assumed, based on what they | 14 And again, | can't comment on some of
15 stated. Inthe 1997 NAIC report, which ispart of | 15 the other items you've been talking about, but
16 that regulation set -- | think it's 1331, but | 16 that's generaly correct, you know, that the
17 won't testify on that comment -- suggests that 17 reason that there are more people here is because
18 they knew in the '90s that they were assuming too | 18 more people have kept their policies than we
19 high adropout rate, and they were adjusting 19 expected and people are living longer.
20 because of that, but it doesn't seem to have come | 20 MR. REDMER: Yes, gir.
21 into your model as successfully nor into theway |21 MR.LYON: | haveaquestion, | believe
22 Genworth is doing business. 22 related to this -- tell meif I'm wrong -- but not
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1 addressed. 1 tomoveintothe carriers. We are alittle bit
2 If all of these approaches to bring 2 behind schedule, so | don't want to keep you from
3 back, the situation back into balance do not work, 3 saying anything that you want to say, but to the
4 the company is unable to fulfill its obligations 4 extent that you can be brief, we would appreciate
5 under the policy, bankruptcy, whatever, what 5 it
6 protection, if any, do we consumersin the state 6 We are going to start with Genworth,
7 of Maryland have? 7 Elena Edwards and Jamala Murray.
8 MR. REDMER: Sure. Currently, a 8 MS. GRASON: And if you could, kindly,
9 Pennsylvania domestic company, Sentry (phonetic), | 9 speak into the phone with your testimony. That
10 isgoing through that. In Maryland, there are, | 10 would be helpful. Thank you.
11 think it'salittle over 800 policyholders that 1 MR. REDMER: Thanks for joining us.
12 have policies with Sentry, and in Maryland we have | 12 GENWORTH INSURANCE COMPANY TESTIMONY
13 aguarantee fund that is used to guarantee alevel 13 MS. EDWARDS: Good afternoon. My name
14 of benefits for the consumer. 14 isElena Edwards, and I'm a senior vice president
15 MR. LYON: Isthat the Maryland Lifeand |15 of Genworth'slong-term care business.
16 Health Insurance Guarantee corporation? 16 Commissioner Redmer, thank you for
17 MR. REDMER: Yes, sir, itis. 17 holding today's hearing and for inviting Genworth
18 MR. LYON: My particular policy says 18 to participate. | was also able to participate in
19 that that corporation may not provide coverage for |19 thehearing that you held in April where | offered
20 our policiesin the state of Maryland. |If 20 some genera information across our long-term care
21 coverageis provided, it may be subject to 21 operations the need for our premium rate increases
22 substantial limitations or exclusions and require 22 and the future of our long-term care product. But
Page 51 Page 53

1 continued residency in Maryland. That'sawhole 1 today I'm happy to return to speak and to speak
2 lot of ifs, if | may. 2 specifically to our current long-term care premium
3 MR. REDMER: There areifs. 3 rateincrease filings which are pending today with
4 MR.LYON: So that doesn't sound like we 4 the Maryland Insurance Administration.
5 have much of a guarantee. 5 But before | do that, I'd also like to
6 MR. REDMER: WEell, there is a guarantee, 6 say the consumers who are here today, thank you
7 but | don't want to take the time during arate 7 for being here. Thank you for your interest and
8 hearing to discuss the guarantee fund. So we do 8 participation.
9 have our contact information, and we're happy to 9 Genworth has been selling long-term care
10 follow up with you on the specifics of the 10 insurancein the state of Maryland since 1978, and
11 guarantee fund. 11 we currently provide coverage for more than 31,000
12 MR.LYON: Fair enough. Thank you. 12 residents of this great state and for more than
13 MR. REDMER: Any other questions about 13 1.2 million policyholders nationwide.
14 Robert's overview? 14 We understand how difficult these large
15 UNIDENTIFIED FEMALE SPEAKER: Canweget | 15 premium rate increases are for all of our
16 your name again. 16 customers, and so we welcome this opportunity to
17 MR.LYON: Robert Lyon, L-Y-O-N. 17 giveyou moreinformation that explains why we
18 MR. REDMER: Robert, thank you very 18 need theserate increases. We also want to
19 much. Appreciateit. 19 discussall of the options that we offer to our
20 MR.LYON: My company'snameis 20 policyholders so they can continue to make
21 Genworth. 21 informed choices that address their specific
22 MR. REDMER: So with that, we're going 22 needs.
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1 And I'm also pleased to introduce Jamala 1 risk, because this particular filing, the interest
2 Arland, who is our long-term care in-force 2 ratesunderlying thisfiling are dictated by
3 actuaria leader, and she's going to provide some 3 regulation, interest rate is not akey driver in
4 basic information about our current premium rate 4 thisfiling that we are discussing today.
5 filing. 5 The second magjor risk is morbidity, and
6 MS. ARLAND: Thank you, Elena. 6 you can think about this as the condition of
7 Good afternoon to the Maryland Insurance 7 health as people age and how that relatesto the
8 Administration and to our consumers who are 8 claimsthat we expect to see on our long-term care
9 present and listening on the phone. 9 insurance policy.
10 My nameis JamalaMurray Arland. I'man | 10 The second element is persistency, and
11 actuary in good standing with the Society of 11 you can think about this as the likelihood of a
12 Actuaries and the American Academy of Actuaries, | 12 policy to remaininforce. Now, when it comesto
13 and my team and | put together the actuarial 13 persistency, there are two key things that we
14 justification and support that is filed with the 14 think about, the first being mortality, which is
15 Maryland Insurance Administration to support 15 how long a customer is expected to live. The
16 Genworth'srate action. | appreciate the 16 second factor islapse, and that is how many
17 opportunity to discuss our pending rateincreases | 17 customers decide to terminate their coverage
18 and the actuarial justification. 18 before the benefits are exhausted.
19 Genworth is currently seeking rate 19 Although we employed our best efforts to
20 increases of 15 percent on our Choice 2 and 2.1 20 complete thorough assessments of these risks at
21 policy forms. For customers who are looking at 21 thetime of pricing, our mortality and lapse have
22 their policy forms, that relates to policy form 22 materialized differently than we originaly
Page 55 Page 57
1 number 7042 and 7044. 1 assumed. Because more policyholders are expected
2 Thisrate increase of 15 percent isthe 2 to persist, our best view of morbidity isalso
3 maximum rate increase permitted in the state of 3 different than originally assumed. As such,
4 Maryland. Therate action request appliesto both | 4 following actuarial standards of practice and
5 stand-alone individual long-term care policies 5 complying with the regulations governing these
6 soldin Maryland and also those sold through a 6 productsin the state of Maryland and in accord
7 program associated with the American Association | 7 with our contracts with policyholders, we are
8 of Retired People, the AARP. Thisparticular rate | 8 attempting to adjust premium rates as soon as
9 increase will impact about 11,000 Maryland 9 possible, because we know that the longer we wait
10 policyholders. 10 to pursue these rate actions the greater the rate
11 The need for rate increases is primarily 11 increase will be. In fact, experience has shown
12 driven by projected claimswhich are higher than | 12 that the rate increase approximately doubles for
13 expected and compounded by persistency whichis| 13 every five yearsthat no action is taken.
14 higher than expected. 14 Itisour intent to learn from the past,
15 As Robert Eaton explained, underlying 15 act early in these policy forms and seek to avoid
16 the pricing of long-term care insurance are the 16 more significant rate increases as the average
17 actuarial assumptions that look aslong as 50 17 attained age of our policyholdersis higher.
18 yearsinto the future. When this product was 18 While we are currently seeking the
19 priced, and even today as we monitor the 19 maximum rate increase on these forms in Maryland
20 experiencein our in-force block, Genworth looks | 20 of 15 percent on both the AARP and non-AARP
21 at three main risk factors, the first being 21 policies, our current view of future claims
22 interest rate risk. However, for interest rate 22 actudly justify the higher rate increase of
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approximately 48 percent. Asaresult, we expect

for these policies, that they will be subject to
additional rate actionsin the future.
MS. EDWARDS: Thanks, Jamala.
I'd like to now speak briefly to the
financial performance of our long-term care
policies.
Like most long-term care insurance
companies, Genworth has policiesin force that are
challenged. On our three generations of our older
products and one series of our newer products,
Genworth has lost several billion dollars
collectively. On the three older generation
products, we expect losses to continue for the
next severa years. We've agreed with regulators
that we'll never recover any of the losses on our
three older generation products. They are, in
fact, sunk costs for our company. The premium
rate request that we're currently seeking for our
newer policies that Jamala referenced, our Choice
2 and 2.1 policy series, will not be used to
offset losses on our older generation products.
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because we know how important they are, and

they're waiting, ready, and willing to help

explain the options and take people through them

so that they can determine the best course of

action, because each policyholder themselves knows
what that course of action should be for their
situation. And we also have a website that we put
up for policyholders to help them understand both
the increases and what their options are.

And then our policyholders can choose
really afew things. One, they can choose to pay
the full rate increase and keep the level of
benefit that they've attained. Second, they can
make benefit adjustments, instead of paying the
higher premiums, to find the right balance for
them of both affordability and protection that
they need for their given situation. And third,
for policyholders who can no longer pay any
premiums or don't want to pay any premiums going
forward, we voluntarily offer anon-forfeiture
option that equals, really, apaid-up policy. And
with this option, if the policyholder becomes
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I'd also like to quickly touch on the

policy value of our policies. Long-term care
policies offer tremendous value to our
policyholders, even after significant rate
increases. Our policyholders often have several
times, many multiples of the premiums -- the
benefits are many multiples of the premiums that
they have paid in and will pay in the future.

But | want to go back to say that we
understand that these premium rate increases are a
tremendous burden on our policyholders, because we
do talk to our customers every day. Asamatter
of fact, over the last two years we've taken over
200,000 calls from customersinto our customer
service department, and they've talked to us about
the rate increases over those two years.

And we currently offer a number of
options and try to give alot of optionality to
our policyholders as they face into these rate
increases. Our customer service representatives,
we put the most knowledgeable and longest tenured
associates on the phones to take these calls
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claim eligible, Genworth will reimburse the

eligible expenses up to the premium that's been
paid in minus any claims that have been paid.

From our overall nationwide experience,
since 2012 to current day, what we've see on the
options that we've offered is that over 80 percent
of our customers choose to pay the higher premium,
and that suggests that they really do understand
the value of the coverage and the benefits that

they currently have.

We're attempting to actively manage our
business to ensure that we're here when our
policyholders need us most, and that's to deliver
on our promise at that timein claim. Toward that
end, we remain committed to work with the Maryland
Insurance Administration to implement actuarially
justified rate increases in areasonable and
responsible manner, keeping consumer interests and
concerns top of mind.

Commissioner Redmer, again, we
appreciate the opportunity to participate in your
hearing today, and we'd be happy to take any
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guestions that you or your staff have.

MR. REDMER: Thank you.

The palicies, the generation of policies
that are subject to this rate request, do you know
when they were sold, by chance, asfar asthe
years?

MS. EDWARDS: Yes, Choice2 and 2.1 are
the policy series and they started in 2003 and
went through around 2013.

MR. REDMER: 2003 to 2013?

MS. EDWARDS: Uh-huh.

MR. REDMER: One of the things | had
heard from some producers, brokers aswell as
consumers, iswith our rate cap at 15 percent, you
get a couple of 15 percent increasesin arow and
it's tough to make long-term decisions, long-term
plans, because you don't know when the end is
going to come. Have you considered or would it be
attractive to offer a onetime increase of some
larger number where you commit to that that's
either it permanently or that'sit for five years
or ten years or whatever?
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percent that we believe is actuarially justified

for these two policy forms, we did comply. You
talked about in your remarks, Sarah, about the
58/85 test, the new business rate cap. Those two
provisions are accounted for in determining this
justified rate increase.

So a couple things that we look at in
determining this rate increase are we can make
sure that this rate increase would not exceed the

rates that we currently offer today on a new
policy sold, and we also complied with the 58/85
test, and we a so applied an additional limiting
factor on that test for ourself, to self-limit, in

that the 58 component of that test isthe loss

ratio that you think about for the original
premium level. So 58 percent of the premiums that
are collected on the original level go toward
claims, paid claims. We actualy limit ourselves
to a higher amount than that 58 percent on the
origina premiums. Then for any additional rate
increases that are approved, we limit ourselves to
85 percent. So 85 percent of every dollar

Page 63

MS. EDWARDS: We're always happy to work
with you and your department to look at the full
actuarially justified amount and to work with you
to implement that over time or anumber of years
but be very clear and transparent to al the
policyholders so they understand what's coming or
todoit al upfront. But asyou mentioned, we
could do it over severa years, and over those
years we'd use what we would call alockout, pay

for these number of years, there will be no other
rate increases. So we're always happy to work
with you and your department on that product.

MR. REDMER: Sarah.

MS. LI: Thank you for being here.

Y ou said that 48 percent rate increase
was actualy justified for thisratefiling. Even
though these two policy forms were issued after
October 1st of 2002, when you say 48 percent was
justified, 48 percent is the least amount that you
need to satisfy the 58/85 test, or do you have
other ways to come up with the 48 percent?

MS. ARLAND: In determining the 48

Page 65
collected on the additional rate increase amount

will go towards paying claims. And those two
components were considered in determining this
justified rate increase of approximately
48 percent.

MS. LI: Thank you.

MR. REDMER: Thank you.

John Hancock.

JOHN HANCOCK INSURANCE COMPANY TESTIMONY

MS. ROCHE: Good afternoon. My nameis
Marie Roche, and I'm assistant vice president at
John Hancock responsible for insurance contracts
and legislative services.

Thank you, Commissioner Redmer, staff of
the Insurance Administration, as well asthe
attendees and folks on the phone. We're very
pleased to be here today to talk to you about rate
increases generally aswell as specifically John
Hancock's currently pending filing.

Hancock has been writing long-term care
since 1987. My goal today isto talk alittle bit
about the need for premium adjustments, how we can
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or how Hancock mitigates the impact of the rate

increases on our policyholders aswell asto the
specifics of our filing and what we can do to help
educate our consumers.
Asyou've heard, long-term careisa
long-duration policy. People buy themin their
50s, 40s and 50s and then claim in their 80s and
90s. And long-term care usage as well as expenses
are extremely difficult to predict for many
decadesin the future. Medical advances, family
patterns, people, you know, children working,
provider utilizations are al things that are
extremely or are virtually impossible to be able
to predict.

What we're seeing, again is good news,
people are living longer, but in many instances
people are living longer, but they're also living
frail, in afrailer state, meaning that they are
going to need long-term care, and they will also
claim longer. And these are some of the elements
that have caused the need for rate increases.

And one of the things that, the most
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earlier ones. And we also voluntarily administer

a contingent non-forfeiture benefit as well.

And again, in 2010, Hancock pioneered a
unique and innovative aternative as a mitigation
option, and it was called the inflation reduction
landing spot whereby the inflation index or
individuals who had 5 percent compounded,

5 percent simple inflation on a prospective basis,

that 5 percent index is reduced based upon afixed
amount by policy series. And I think that the
important thing to that type of mitigation option
isthat the benefits, existing benefits, including
past accruals, are retained by the policyholder,
and then only future inflation increases are
reduced. Thisoption, unfortunately, is not
available in Maryland, because of the 15 percent
cap. When we offer these inflation landing spots,
the requested rate increases need to be approved
infull.

MR. REDMER: Excuse me. Thereare

states where you offer that as an option, | take

it; right?
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important thing | think that any carrier,

including Hancock, can do is help to mitigate the
impact of rate increases on our policyholders.
And we understand that these premium increases are
extremely difficult for our policyholders and have
taken some significant steps to mitigate the

burden.

For example, on our pre-rate

stabilization blocks of business, so the earlier

blocks of business written from 1991 to the early
2000s --

MR. REDMER: Excuse me for interrupting.
Arethey the policiesthat are subject to the rate
reguest increase?

MS. ROCHE: Yes.

MR. REDMER: Thank you.

MS. ROCHE: And I'll get to that
specifically, but one of the things we have
proactively applied, the tenets of rate
stabilization to our pre-rate stabilization block,
and that includes the 58/85 block ratio as well as
the new business cap, so it's also applied on the
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MS. ROCHE: In the vast mgjority of

states, we do offer that.
MR. REDMER: Okay.
MS. ROCHE: Astoour --
UNIDENTIFIED FEMALE SPEAKER: Canyou
explain that better.
MR. REDMER: I'm sorry. We don't have
time to let the audience ask questions of the
carriers. However, we've got our contact
information. At the conclusion of this, you can
ask questions. If you prefer, you can send
guestions to us and we'll be happy to facilitate
answers on your behalf.
With that, | have aquestion. Could you
answer that. Explain that better.

(Laughter.)

MS. ROCHE: Okay. Sowhat the inflation
landing spot does, let's assume that you have
5 percent compound inflation and your policy
benefits are inflating for 5 percent over a period
of time. So let's assume your daily benefit is
100, and now because of inflation over a period of
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years, let'sjust pick a number, your daily i
benefit is now, over aseries of years, isnow at
$150.

What we allow in other statesis, for
example, an individual to reduce that 5 percent
compound to maybe 4 percent or 3.5 percent
compound inflation. So rather than prospectively
your benefitsincreasing at 5 percent, it
increases at 4 or 3.5 percent, but the

starting-off point for that daily benefit is still
$150. And so again, theinflation or the reduced

1
2
3
4
5
6
7
8
9

10
11

Page 72
may require future rate increases as well.

But getting back to the rate increase at

hand, if Hancock is, in fact, capped at
15 percent, the average increase for the pending
rate increase is 14.2 with increases that range
from .2 to 15 percent based upon policy series.
And the reasons for needing these increases are,
again, the experience that we are seeing at older
ages. Again, people are claiming longer, and the

claims are -- they're claiming longer, but people

are also living alonger period of time where

12 inflation index would apply on amove-forward | 12 they're most likely to claim.
13 basis. 13 The other thing that | wanted to mention
14 Isthat helpful? 14 isthat we -- you know, another important thing,
15 (Unidentified femal e speaker motioned 15 in addition to mitigating or providing our

16 affirmatively.) 16 policyholders with meaningful optionsto help

17 Okay. Thank you. 17 mitigate therate increase, is our ability to

18 Okay. The other thing that | wanted to 18 educate our consumers, and we believe that the

19 talk about, clearly, isour current pending 19 type of communication that is needed is that all
20 filing. Thissubmission was made in August 2016 | 20 consumers need to be informed of the amount of the
21 and remains pending. It covers 13 policy series | 21 rateincrease, the timing, aswell asin clear,

22 that have been issued over timein the state of 22 easy to understand language the mitigation options

Page 71 Page 73

1 Maryland from the time period of 1991 to 2004. 1 availableto them.

2 Those were the issue dates for the policies that 2 And one of the things over the past few

3 arebeing increased. 3 yearsthe NAIC has been working on is new

4 And asyou have heard, Maryland is 4 disclosure on rate increases, which we fully

5 uniquein that the Maryland regulation has capped | 5 support.

6 rateincreasesto amaximum of 15 percent. Oneof | 6 Again, we commend the department's

7 the other thingsthat I'd like to take note of is 7 thoughts about implementing the most current

8 that capping rate increases has a result of, 8 version of the NAIC. We are supportive of that.
9 meaning for consumers, that the ultimate rate 9 Webelievethat it will provide added protections
10 increase that consumerswill pay over timewill, | 10 to consumers aswell as clear disclosures.

11 infact, be higher. So we think that that's an 11 And we respectfully ask that -- we

12 important consideration. 12 believethat we have actuarialy, from an

13 In our outstanding filing, the average 13 actuarialy justification perspective, have

14 needed rate increase that we believe that we were | 14 judtified the increases that we have requested and
15 actually ableto justify is 46 percent. Sowe 15 that the department would provide disposition on
16 would anticipate additional rateincreasesinthe |16 our submission.

17 future. 17 MR. REDMER: Thank you.

18 In addition, Hancock continually 18 Sarah.

19 monitors its experience over the years, and we are | 19 MS. LI: Soyou said that you can --

20 inthe process of conducting a deep dive on 20 MR. REDMER: Let everybody else hear
21 experience. That's done every few years, andthe |21 you.

22 results of that study is ongoing, and the results 22 MS. LI: Soyou said that you can
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1 justify 46 percent rate increase. 1 long-term care product management and compliance.
2 MS. ROCHE: Uh-huh. 2 We are here today on behalf of
3 MS. LI: Okay. Over the past few months 3 Metropolitan Life Insurance Company, Met Life
4 we have received a couple complaints with regard 4 Insurance Company USA, TIAA-CREF Life Insurance
5 to your policies, and in the process of 5 Company, and Teachers Insurance and Annuity
6 investigating these complaints, we realized that 6 Association of America. During the presentation,
7 your company did not implement the rate increase 7 wewill refer to al these companies collectively
8 for thelast three years. Current point, it seems 8 asMet Life.
9 liketo usyou are still implementing... business. 9 We welcome the opportunity to present
10 Isthere any system problemsor isthat -- 10 our viewson Met Life'slong-term rate filings
11 MS. ROCHE: I'm not aware, and | 11 currently before the Maryland Insurance
12 apologize, of any operational aspect. | do know 12 Administration and to answer your questions.
13 that there may have been adelay in implementing a 13 Thank you aso for providing this forum for
14 few policy series, but not overall. And I'll be 14 Maryland citizens, including our valued customers,
15 happy to do some investigation, and I'll get back 15 to expresstheir views and comments on the
16 toyou in the next few days. 16 filings.
17 MS. LI: That would be good. Thank you. 17 Our brief presentation will include a
18 MR. REDMER: Thank you, Marie. 18 description of the steps we have taken to mitigate
19 My understanding is MedAmericais not 19 theimpact of the proposed increase. We aso hope
20 represented. They're going to provide written 20 to provide a greater understanding of why the
21 testimony. Isthat right? 21 increases are necessary and the process Met Life
22 MR. ZIMMERMAN: MedAmericaand Principal | 22 uses to evaluate the underlying assumptions and
Page 75 Page 77
1 Life provided written comments which will be 1 risksthat we are required to assess before filing
2 posted to our website. 2 for an increase with the administration
3 MR. REDMER: Thanks, Adam. 3 Please keep in mind that this
4 Metropolitan. 4 presentation will highlight and expound upon
5 METROPOLITAN LIFE INSURANCE COMPANY | 5 certain areas relating to Met Life's comprehensive
6 MR. TREND: Good afternoon, Commissioner 6 filing made with the Administration on May 25th,
7 Redmer, Ms. Li, Ms. Grason, Mr. Zimmerman, Met 7 and June 23rd, 2016. The filings present the full
8 Lifelong-term care policyholders and other 8 and complete actuarial basis for the requested
9 interested parties. 9 rateincrease that constitute Met Life's official
10 My nameis Jonathan Trend. | am avice 10 request.
11 president and actuary at Metropolitan Life 11 Met Life'sdecision to file for rate
12 Insurance Company, and | have overall 12 increases was made only after careful and in-depth
13 responsibility for the actuarial memoranda and 13 analysis of the experience relating to these
14 accompanying documents that support the 14 policiesthat are the subject of these failings.
15 application. I'm afellow of the Society of 15 We are proposing these increasesin light of the
16 Actuaries and amember of the American Academy of 16 information that has emerged over the years these
17 Actuaries and have over 18 years of experiencein 17 policies have been inforce, including claim
18 long-term care insurance and the risks, 18 experience and persistency and the changes and
19 assumptions and benefits that are characteristic 19 assumptions underlying these policies since they
20 of that coverage. 20 werefirst issued.
21 Also with meis Tom Reilly. Tomis 21 Met Life believes that the rate filings
22 Metropolitan Life Insurance Company's director of 22 made with the Administration clearly demonstrate
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that the increases are needed because the

experience relating to these policies has been and
is expected to remain materially worse than
initially anticipated. Thisisalso my

professional opinion.

We believe that the proposed premium
schedules are not excessive nor unfairly
discriminatory and the benefits provided are
reasonable in relation to the proposed premiums

based on the lifetime loss ratio being in excess
of minimum requirement set by Maryland insurance
law.

I'm now going to turn the presentation
over to my colleague Tom Reilly who will provide
an overview of the scope of Met Life's
applications for rate increases.

MR. REILLY: Good afternoon and thank
you for the opportunity to speak about our
filings.

As abackground to our filing, | think
it would be helpful to briefly explain the scope
of the applications that are the subject to
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Jonathan will now address the actuarial

aspects of thefilings.
MR. TREND: As previously mentioned, Met
Life believes that the applications demonstrate
that the requested increases are justified and
meet al Maryland insurance reguirements for
approval.
To assist you with your review, | will
briefly speak to the applications and why we
believe the requested increases are reasonable.
I will start by referring you to
specific portions of the filings that demonstrate
that the loss ratio on the Maryland policies after
application of the requested increase will remain
far in excess of the minimum loss required for
rate revisions under Maryland insurance law.
The term loss ratio used throughout our
testimony is here defined as the ratio of incurred
claims, the moneys we pay to claimants; the term
premiums, the moneys we collect from the
policyholders.
As part of the in-force management of
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today's hearing.

Met Lifeis seeking approval on two

segments of our long-term care insurance business.
The first segment includes policy forms associated
with the Met Life Insurance Company USA. Policies
were issued between 1990 and 2001. Theincrease
that Met Life isrequesting on these formsis

15 percent. Approximately 3,918 insureds from
this business may be impacted by the rate

increase.

The second segment includes policy forms
issued by Teachers Insurance and Annuity
Association of Americaand TIAA-CREF Life
Insurance Company, their individual business which
Met Life acquired in 2004. After acquiring this
business, Met Life did not market or sell new
policies associated with future business. These
policy forms were issued between 1991 and 2004.
The increase percentages that Met Lifeis
requesting on these formsis 15 percent.
Approximately 839 insureds from the Teachers
business my be impacted by this rate increase.
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the business, Met Life monitors the performance of

the business by completing periodic analyses of
persistency rates, how many policyholders keep
their policies; mortality rates, how long
policyholders live; and morbidity rates, the
frequency and severity of claims.

The findings from these analyses were
used in projecting the future performance of
in-force business to determine the effect of

experience on projected lifetime loss ratio. The
reason we study these parameters is because they
bear directly on projected levels of claims and
premiums over the lifetime of the policies.

As explained in the memorandum, overall
actual persistency rates have been higher than
that assumed when the policies were priced;
mortality rates have been lower than that assumed
at pricing; and morbidity levels have generally
been higher than that assumed at pricing.

The combined result of past experience
and future projections based on current
assumptions without arate increase are loss
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1 ratiosthat far exceed the minimum requi remen?s. 1 entering the long-term care insurance market, MetPage "
2 Infact, the current projected lifetime loss 2 Lifehaspaid out over 6 billion in claims.
3 ratiosin Maryland range from 117 to 173 percent. | 3 Thank you for the opportunity to testify
4 This meansthat our current rate bases have us 4 insupport of Met Life's applications. We
5 paying out between $117 and $173 in benefitsfor | 5 respectfully request that the administration
6 every $100 we collect in premiums. Even after 6 approve the filings as submitted.
7 rateincreases at the levels requested in our 7 This concludes our remarks. We'd be
8 applications, the loss ratios for the Maryland 8 happy to take your questions.
9 policieswill range from 111 to 170 percent, 9 MR. REDMER: Thanks for coming out.
10 again, well in excess of the minimum requirement. | 10 Sir.
11 It isimportant to note that our 11 MS. LI: Thank you. Mr. Trend, without
12 applications do not attempt to recover past 12 15 percent cap, what would be the rate increase?
13 losses. 13 UNIDENTIFIED FEMALE SPEAKER: Canyou
14 Tom will now conclude our testimony. 14 speak louder, please.
15 MR. REILLY: Thanks Jonathan. 15 MS. LI: Without 15 percent cap, what
16 Please be assured that while Met Life 16 would be your justified rate increase?
17 believesthe requested increases are necessary, 17 MR. TREND: It would vary by policy
18 justified, and permitted under Maryland's 18 form. | mentioned in my opening remarks our
19 insurance laws and regulations, we also understand | 19 filings address a variety of... and policy forms,
20 that many of these increases may cause some 20 soit would range, but certainly be substantially
21 policyholdersto consider canceling coverage. Met | 21 higher than 15 percent.
22 Lifée's experience shows that the vast majority of | 22 MS. LI: Soin follow-up, you mentioned
Page 83 Page 85
1 policyholders choose to maintain their coverage, | & thattherate, the 15 percent rateincrease, the
2 eveninthefaceof rateincreases. For al 2 lossratio, lifetime loss ratio moved by only
3 policyholders, including those who may consider | 3 5percent, 5to6 percent?
4 ending their coverage because of any of theserate | 4 MR. TREND: Thereabouts.
5 increases, we will offer them multiple options 5 MS.LI: Okay. Soif... Met Life USA
6 where available to modify their coverageto kegp | & Policies they wereissued between 1990 and 2001,
7 their premiums at alevel similar to their current 7 andthelossratiois running between 111 percent
8 prani ums. 8 and 170 percent, so you would expect a cap of
9 In addition, currently the rate increase 9 15 percent increase in future years, is that
10 request, we have requested approval and 10 correct?
11 endorsement to provide a nonforfeiture benefit so | MR. TREND: For that block, the Met Life
12 that dl policyhol ders who choose to stop payl ng 12 USA block, yes. A lossratio is extraordinarily
13 premiums in response to arate increase can still 13 more than the minimum requirement, but expectation
14 maintain some pal d-up coverage. This means that | 14 sthet Met Life USA would continue to apply for
15 for these p0| icies, every premi um dollar 15 multiple rounds of 15 percent rate increases, and
16 previously pa| d, minus benefits al ready received, 16 that precipitates that lifetime loss ratio to
17 will be available as a benefit if theinsured goes | 17 something morereasonable.
18 intoclam. 18 MS. LI: Thank you.
19 In closing, we feel the value provided 19 MR. REDMER: Thank you.
20 by these coveragesis significant, and we are 2 Prudential.
21 prOUd Of the Service we ha\/e prOVided to Met Llfe 21 THE PRUDENTIAL INSURANCE COMPANY OF AMERICA TESTIMONY
22 policyholders, especially at time of claim. Since | MR. BURNS: Good aftemoon. Pete Burns.
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1 I'mvice president and actuary at Prudential 1 policyholdersthat do go on claim in those later
2 responsible for the rate increase, loss ratio rate 2 years.
3 increasefiling. 3 From the |apse standpoint, when
4 | want to take the time to thank the 4 Prudential first got into the long-term care
5 Maryland Department of Insurance and Commissioner | 5 business, for these individual policies, the
6 Redmer for giving me the opportunity to speak on 6 assumption was closer to around 5 percent, and
7 behaf of Prudential and explain why the rate 7 today it'sat 1 percent or even lower.
8 increases are needed as well asto help explain 8 Mortality rates, of course, continue to
9 what Prudential is doing to mitigate those rate 9 fal aswell, and obvioudly it'simportant and has
10 increases to the policyholders. 10 that impact to where there's alot more
11 Prudential is currently seeking approval 11 policyholders available to claim on those benefits
12 of average rate increases between 12.8 percent and 12 at the older attained ages.
13 15 percent for four of our individual long-term 13 Due to the improved voluntary lapse
14 care policiesthat were sold in Maryland between 14 ratesand mortality, it is assumed that a
15 theyears 2000 and 2012. We currently have 1,952 | 15 significant number of policyholders will remainin
16 policyholdersin Maryland that own one of these 16 force at these older attained ages when they're
17 impacted policies. And the average amount of the 17 more likely to goin claim, and of course that's
18 rateincreaseis expected to be $37 per month. 18 good because that's what the coverageisall
19 Prior rateincreasesin Maryland that we 19 about, to provide that coverage when they need it
20 have sought in the past have not been sufficient. 20 themost. But unfortunately, it was not
21 That'swhy we're here to seek another rate 21 anticipated that -- Prudential didn't anticipate
22 increase currently. The prior rate increases have 22 thelevel of policyholders that would be around at
Page 87 Page 89
1 resulted in avast majority of the policyholders 1 that time and was just not included in the
2 continuing to pay the premium. In fact, we've 2 original pricing.
3 seen, for each rate increase, we've seen about 3 The current rate increase request is
4 94 percent of Maryland policyholders continuingto | 4 intended to partially but not fully offset some of
5 pay that premium without any sort of benefit 5 our adverse experience. We do anticipate that
6 reduction. Obviously there are some people that 6 futurerateincreaseswill belikely in the
7 aretaking benefit reduction as well as some 7 future.
8 peoplethat are deciding to stop paying premiums. | 8 Also, Prudential understands the
9 Some of the primary factors, just 9 challengesthat some of the policyholders are
10 echoing what's already been said that, you know, |10 going to face. In an effort to make this
11 the premium increases, the primary factorsbeing |11 difficult situation alittle bit easier, to help
12 voluntary lapse rates, mortality, morbidity and, 12 mitigate some of these difficulties, Prudential
13 of course, investment earnings needed for, you 13 does offer, you know, with the notification
14 know, for the policy reserves has significantly 14 letters, offer anumber of options to reduce
15 been less than what was anticipated. 15 benefit coverage as well as offering a 1-800
16 For Prudential, the primary drivers for 16 number to call in to a customer representative to
17 rate increases has been around mortality and 17 help handlethe situation. The tele-center, |
18 voluntary lapserates. And asyou know andhas | 18 want to point out, is 100 percent dedicated to
19 been explained, you know, what we seeisthelapse| 19 Prudential long-term care matters.
20 of... policies, so premiums and the reserves that 20 Some of the voluntary options that
21 were set aside need to be sufficient to help fund 21 Prudential offersto mitigate the rate increases
22 to pay those claims for the remaining 22 are, you know, reducing policy benefits, such as
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1 daily and lifetime maximums; remove optional 1 needed to help ensure that future premiumsin

2 ridersthat provide additional benefits; stop 2 combination with existing reserves will be

3 paying premiums and exercise a nonforfeiture 3 adequate to fund the anticipated claims. And by

4 benefit. And | will add that Prudential is now 4 providing different options, we will assist

5 offering a nonforfeiture benefit to all of those 5 policyholders with opportunities to minimize the

6 that let lapse as aresult of the rate increase. 6 impact of the rate increase.

7 So those, obviously, are some of the options. 7 And we appreciate the department's time

8 | do want to pOi nt out that 8 and attention to this matter. And we are

9 Prudentia -- the mgjority of Maryland 9 availablefor further discussion.

10 policyholders have some form of cash benefit. 10 MR. REDMER: Keith, thank you. You're

11 That's something that's not always prevalent among | 11 lucky. Were getting behind on time, so any

12 other carriers. | want to point this out because, 12 follow-up questions will come by email.

13 you know, the cash benefit is alittle bit 13 For you and any of the other carriers,

14 different than the typical reimbursement policies 14 Marie from Hancock mentioned an option that's not

15 or benefits. It paysinsureds adaily benefit 15 availablein Maryland, reduction of the inflation

16 maximum, or in some cases we have what's called a | 16 index. If any of you are offering anything

17 cash alternative where we'll pay a partial amount 17 outside of Maryland that you can't do in Maryland

18 of that benefit, but it pays as |0ng asthe 18 but would like to, we'd like to hear about it, not

19 claimant is benefit eligible and has an approved 19 today, but please follow up with us.

20 plan of carein place. Withthis, the 20 Next, Tim from TransAmerica

21 policyholder does not have to submit proof of 21  TRANSAMERICA LIFE INSURANCE COMPANY TESTIMONY
22 receiving the LTC services, provided they were 22 MR. KNEELAND: Good afternoon. Thank

Page 91 Page 93

1 benefit eligible before. But the insured will 1 you Commissioner and all of your staff, and

2 have the option, with this rate increase, that 2 especially the customers that are here.

3 they can offset that 15 percent rate increase by 3 Thisisachallenging topic, as I'll get

4 electing to -- actually, in some cases they can 4 into alittle bit. | understand that. We get

5 actually get abigger than 15 percent reduction by 5 that. Intheend, | understand and we understand
6 electing to reduce -- to eliminate this cash 6 that our biggest commitment to all of our

7 benefit to keep the same dollar amount that they 7 policyholdersisto make sure we pay every

8 currently have. It'sjust an option, it's 8 quadlified claim for the rest of eternity on these

9 voluntary, but it's an option to basically say, 9 policiesthat areinforce. Andfor us, thisisa
10 you know, we'll still pay, we'll still pay for 10 very serioustopic, not just for us but for the
11 your benefits, but it's going to be under the 11 industry, because, as the question was asked
12 reimbursement model. You'll need to provide proof | 12 earlier about what protections are thereif an
13 of receiving the services. Well pay up to the 13 insurance company can't meet its obligation,
14 daily maximum amount of reimbursements... expenses| 14 that's avery seriousissue. It'simportant for
15 up to the daily maximum amount. So it's an offer 15 usto be ableto keep that on the table.
16 to help offset the rate increase. 16 I'm going to try to not be redundant.
17 In fact, policyholders, of course, can 17 There'sbeen alot of good information shared here
18 also elect to pay the increased premium and keep 18 adready. I'll make sure | cover the areas that
19 dll their existing benefits. 19 the Commissioner specifically requested. However,
20 As stated in this testimony, Prudential 20 | think it's also important to think alittle bit
21 does understand the challenges of the policyholder 21 about an equally important issue, which isthe
22 whenratesareincreased. Rateincreases are 22 rolethat insurance companies take on in this
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capitalistic society that we have.

Approximately 25 to 30 years ago
companies started working on trying to solve a new
issue that was arising: Our baby boomers were
aging and they were going to create awhole
different set of circumstances that this country
had never seen before, and one of them was going
to be the care. Well, what's going to happen?

Our familiesdon't al live together. Children
move away. It's not the same asit used to be.

S0 as insurance companies, many of us, over 120,
chose to step up and to be able to start offering
atype of coverage that was known at that point in
time as nursing home insurance. This evolved to
be very expansive and offer alot of care for
chronic care.

And we did those things knowing that

there's two types of policy forms. Oneis

specific to thisissue. Oneisanoncancelable
policy and one is a guaranteed renewable policy.
A noncancelable policy saysthat an insurance
company is going to not only guarantee that that
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will affect our grandkids. We want a strong

insurance industry that is still willing to take
on those risks and to face those and to offer the
insurance, but in order to be able to do that, we
need to have predictability in thisinsurance.
| mean no disrespect to the people that
are impacted by this. Four of our policyholders
that are going to have rate increases are my mom,
my dad, my mother-in-law and my father-in-law. |
never understood just exactly what this meant to
those people until | was sitting down with my
father-in-law and mother-in-law. Asaside note,
that's awhole different discussion, asyou'd
expect, your mother-in-law talking about this.
And | talked about the needs, and | talked about
the conditions, but | reminded them that we are
going to pay every dime on this when that time
comes, because for most of our policyholder they
don't ever let go of these palicies, and they do
claim. Andit'simportant that we and all of our
other companies are there to be able to pay those
clams. And that's why it's such an important

© oo ~NOOUOLS, WN B
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policy will stay in force for the lifetime of the

customer as long as they pay their premium, but it
also saysthat the premiums are guaranteed. That
is not what these policies are, and our policies
were guarantee renewable.
The state of Maryland and every other
state approved the guaranteed renewable policy
form. To my knowledge, there was none or almost
no long-term care issued on a noncancel able basis.
And | think it's important for us to understand
that, because without that provision you wouldn't
have seen insurance companies, most likely, enter
thisrealm. We would not have taken on thisrisk.
It would have become a completely societal issue
rather than an issue that would be solved or
attempted to be aided by the private sector.
It's also important because as risks

come moving toward, things that we haven't even
thought about yet, things that may not apply to
our oldest customerstoday or even to my
generation -- I'm at the end of the baby boomer
generation -- but they will affect our kids. They
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discussion, not just for us but for our country.

When | talked to my father-in-law, we
too offer the same landing spot as John Hancock
does. We cannot offer it in Maryland, but it is
why we're an outlier and why we ask for the full
amount that we feel we need on this block of
business, either 65 or 70 percent. Because we
feel that, just as me sitting down talking to my
mother-in-law and father-in-law, we have to be
transparent. We haveto tell you everything that
we know at thispoint intime. And we said if you
can alow usto have these rate increases, we will
not come back for additional rate increases unless
things deteriorate beyond this point.
And the challengeisisthat aswe look

at the things that have impacted and we look at
the things that have changed, when we first sold
these policies, they were sold in the early -- in
the late '80s, and | was one of the people selling
those policies for the first 20 years of my

career. And we went and we looked at the
facilities that were being covered back in the
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late '80s and early '90s, and they were cold

sterile wings on hospitals or nearby hospitals,
and they've evolved, and I'm glad.
I'm at the end of the baby boom era.
It's quite likely that my wife and | or one of us
will be in one of those facilities, and we're glad
that they're much nicer than they ever were, but
it aso isimpacting behavior. That's something
that hasn't come up in the discussions. Yes,
people are living longer. Yes, morbidity is
getting worse. Y es, people keep their policies.
But the other thing is they think about claiming
different. It'sadifferent discussionto go into
an assisted living facility or one of the very
nice facilities that exist today than it was back
when perhaps your parents or your grandparents
were looking at these facilities. Soit's
important for us to be able to understand that.
In addition to being transparent -- and
I'm really excited, Commissioner, that you started
off by saying that your desire and the governor's
desireisto be transparent. That's why we filed
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In conclusion, we get the challenge. We

get how big anissuethisis. We get that thisis
more than an inconvenience, and that's why for us
flexibility and all of the options that all the
other carriers have talked about, we have provided
al of those. We've gone above that in that we
also understand that quite often as an issue for
not just the insureds, | spend alot of time each
guarter on the phones taking -- they don't let me
talk, but listening to the calls that come into

the claims center to understand what are the
issues for our people, for our customers, because
thisisadifficult time, and quite often it'sthe
daughter-in-law that's making these discussions.
And so for us not only do we have to be able to
provide flexibility and transparency, but we have
to provide education in a usable form.

So we've created awebsite that is

specific to every state so that every insured in
that state can go in and identify themselves and
make their own decisions, or better yet, in a
confidential setting that is secure and only
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what we filed, because we believe that our

customers need to know everything that we know
today.

Isthisisit? | don't know. Wedon't
know what a million hundred-year-olds are going to
look and act like in this country. | wish we did.
Maybe we don't want to know. But the redlity of
it isisthings are going to continue to evolve.
People are likely to continue to live longer.

Will there be quality of life or will there just
be more longevity? We don't know, and those are
factors that we have to keep on our toes.

We have people that wake up every day
just thinking about how do we make sure that in
addition to the $1.7 million that we pay every day
in claims -- because we are still selling new
policies, we are still trying to help the states
fix this problem -- we want to be able to make
sure that for the next 70 years while we're paying
these claims we are on top of it and we know the
best information that is available at this point
intime.
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available to them, they can sit down with their

family members and they can make a decision about
what are the best options for us.

Historically, under 3 percent of our
people ever took nonforfeiture, which means they

just say, | want a paid-up policy equal to my
premiums. Most of our people, the vast majority,
pay the increase. Many of them will change their
benefits. We want to make sure they do it with
full knowledge, which is why we provide cost of
care information across the country as well as
alowing them to get online and set an appointment
with one of our many very well trained call center
people after they've been able to review this
information with their family and decide what's
best for them.

We would like the Commissioner and the
staff to think about our filing and consider it
beyond the 15 percent, allowing us, even though
we've offered to implement it over the course of
five years, to be able to allow our customer to be
able to make downgrade decisions with all of the
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2 MR. REDMER: Thark you, Tim. 2 Our commitment isto all of our
3 UNUM. 3 policyholders, our long-term care policyholders,
5 MR. MONAGHAN: Good afternoon and thank 5 the policy during its lifetime but also, and most
6 you for having me. On behalf of UNUM, thank you 6 importantly, at time of claim. And that's why
7 for having this hearing, Maryland Insurance 7 it'scritically important that we secure the
8 Association and everyone participating. We 8 necessary rate increase, to allow us to meet all
9 appreciateit. 9 of our obligations. And I'll get into that in
10 My nameis Matt Monaghan. I'm the vice 10 more detail in a moment.
11 president and general counsdl of UNUM's closed 11 During 2015, we paid over 390 millionin
12 block operations. The business unitis comprised 12 long-term care benefits nationwide. Another
13 of productsthat we no longer sdil, and not 13 priority of ours, though, of course, it has to be,
14 surprisingly long-term care s one of them. 14 isto manage all of our insurance products to
15 Long-term care policies represent about half of 15 ensurefinancial stability, the financial
16 our overall closed block of business. 16 stability of our operating company for both the
1 Just following up on Tim's paint, our 17 short-term horizon and also for long-term
18 outstanding need for thefiling that we have 18 sustainabil ity inthe 25 years before our
19 pending isactually 99 percent for folks with 19 Iong-term careclaims peak
20 compound, uncapped inflation and 68 percent for 20 So you know peopletalk about results
21 folkswith simple uncapped inflation. We have 21 and what's the company done last year, what's the

22

filed for both of those groups at 15 percent, and

company doing next year, but really it's a 25-year
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we appreciate and expect that's the direction we

can see, so asaresult, wewill need to file
againinthe future. AndI'll be able to speak to
the landing spot issue, too, because we have
addressed that previously in your department.

We exited the individual long-term care
market in 2009. We exited the group long-term
care market in 2012. Most, the vast mgjority of
our long-term care policies were sold between 1989

and 2012. We have approximately amillion
long-term care insureds nationwide. In Maryland
we have approximately 4,300 Maryland individual
long-term care insureds, and we have approximately
16,000 individuals who are insured under UNUM
Group's long-term care policies that are issued by
Maryland employers.

As context for today's hearing, the
total number of Maryland policyholders who would
face apremium increaseif our pending request is
granted would be dlightly less than 2,500.

And there are six policy forms, and to
savetime, | won't get into all that unless you
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period before the claims peak, and then it will be

another 20 years for them to run off. And that's
why rate increases are vital, avitally important
element. It doesn't mean there aren't other
elements, but it'savitally important element to
our strategy.

In the late 1980s when we entered the
long-term care business -- we heard this from
others -- we priced our products based upon the

best available information at that time. We had a
lot of expert actuaries|ook at all the different
factors and come up with an actuary assumption
that made sensein slight of experience to date.
Unfortunately, like everyone here, all
the carriers here and actually every long-term
carrier that | know, our actual experienceis
vastly different than what we had expected. And
you heard some of the elements of that from other
folks, and | won't get into it in detail, but |
will tell you that as aresult our long-term care
block has suffered significant overall losses and
will well into the future. And that would be the

1-
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case, just in light of the multiple pricing

factorsinvolved, that would be the case even with
an increasein interest rates.

In 2006 when the financial reality of
long-term care rate increases -- I'm sorry, the
economics of our long-term care business became
clear to us and credible, we began filing rate
increases, long-term care rate increases. Our
goal in seeking long-term care rate increases

is-- I'll tell youwhat itisn't first. It's not
to return the block to a state of profitability,
not in the slightest. It's also not to recoup
past losses. We've had plenty of losses and will
continue to. We're not looking to recoup those.
Instead, our goal isaimed solely at moving our
long-term care block to a point of
self-sustainability to ensure that over that long
horizon that | spoke of we will have enough in
reserve plus expected premium to meet all of our
claim obligations and to pay as many of our
expenses as we can.

With that in mind, our current planned
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the department. The way that our landing spot
worksis essentialy it's an impact-mitigation
option. So the rate increase applies, but it
provides you options to ensure that your premium
doesn't increase.
The way oursworksis, first of al, the
rate increase that we have pending on this block
of old individual long-term care policies, it only
applies to our customers that have our richest
coverage. It's 5 percent uncapped compound
inflation or 5 percent uncapped simple inflation.
And the way our landing spot worksis they can
avoid the rate increase -- they don't avoid the
rate increase, they avoid the premium increase by
agreeing to adjust their inflation adjustment on a
going-forward-only basis from 5 percent to
3.2 percent. And what that meansisall of the
benefits that -- increases that have accrued at
5 percent for as many years as they've had the
policy and paid the premium will lock at the point
of accrual, at the point that they elect that
landing spot, so they have credit for all of
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rate increase nationwide represents only

approximately 28 percent of what we could seek as
actuarially justified under our given facts, given
scenarios.
Herein Maryland because of the
15 percent annual rate increase cap, our current
request is made in smaller fractions, and we are
taking an incremental approach in Maryland, and we
appreciate working with your department.
| mentioned earlier that we would be
seeking 99 percent for compound uncapped inflation
and 68 percent for simple uncapped inflation.
Nonetheless, even without seeking limited -- |
shouldn't say limited because they are still
significant, but even with us seeking far less
than we could actuarially justify, we totally
appreciate the impact to our customers. | have
relatives like Tim there, and we've had many
conversations about it.
So at UNUM we've come up with our
version of alanding spot. We've talked about it
in other forums, and we've talked about it with
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those. But on agoing-forward basis, their next

and their following subsequent rate increase would
be at -- the adjusted benefit would be at
3.2 percent on a going-forward basis.
In Maryland, because of the 15 percent
rate cap, we talked to the department, and what we
have done here and what other departments have
done aswell isthey have said: We want to have
that option available for our consumers. Can you
offer it and allow them to not have their premium
increase on this rate increase, but also give them
aguarantee that their premium won't increase for
any future rate increases up to your relative
need, which we discussed is 99 percent of policies
with an uncapped compound and 68 percent for
policies with uncapped simpleinflation? So
that's what we're offering our customers, if you
approveit. You approved it on our last filing,
which provides them a premium increase not only
for that rate increase but al future rate
increases up to 114 for compound, and 82, |
believe, for simple. So that's how our landing
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1 spot works. And of course the folks who accepted 1 Appreciateit.

2 our landing spot at our last round of rate 2 For the policyholders, thank you for

3 increases aren't subject to their premium 3 your patience. Wed like to hear from you. And

4 increasing with this rate increase. 4 et start with Lee Harrington.

5 Forty-three states have approved our 5 COMMENTSBY LEE HARRINGTON

6 landing spot to date. We've seen ahigh election 6 MR. HARRINGTON: Thisis Lee Harrington.
7 rate, and that's something that we feel pretty 7 MR. REDMER: Would you mind coming up
8 good about. It's been well received by our 8 here and speaking up.

9 customers. Also, whether you're faced with a 9 MR. HARRINGTON: My nameisLee
10 landing spot or not, our customers are alwaysable | 10 Harrington. My carrier is John Hancock. I've
11 to adjust their other benefit features to reduce 11 beento -- thisisthe second of the meetings I've
12 their premium. It might be that they have a 12 beento, and I'm hearing from al the carriers all
13 financia issuein their life, they need to make 13 of thereasons that the rate increase should be
14 adjustments, and we're always willing and able to 14 accepted.

15 do that for them, whether it's reducing the 15 I'm now retired. Beforel retired, |

16 benefit period, adjust the benefit levels, 16 waswith acompany that was supported by

17 whatever it may be. 17 dues-paying members. We did quitewell. The

18 And then aso, in conjunction with our 18 executives got good raises, got bonuses. We had a
19 long-term care rate increases being introduced, we |19 chauffeur-driven car. We had Christmas parties

20 alow each of our customers a nonforfeiture 20 for the staff every year. And that was all well

21 option. Soif our customer says, Look, | don't 21 and good. Due to some bad financia decisions,

22 want to pay premium anymore, what we do isall the| 22 the company came on hard times, but we didn't
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1 premiumsthey've paid up to that pointintimeis | 1 raisethe duesfor our members. The company cut

2 availablein apool for them as a benefit, if they 2 back on expenses.

3 meet the definition of qualified benefits under 3 I'm not hearing anything about that from

4 our long-term care policy. 4 any of these carriers. 1'm not saying you should

5 Weat UNUM feel very, very strongly that | 5 or you shouldn't, but it sure would be nice to

6 no policyholder faced with arateincrease should | 6 hear that you're sharing in this burden that we

7 surrender their coverage. You can't replace the 7 all have on making up the differences.

8 coveragesthat we're talking about in thisfiling, 8 MR. REDMER: Thank you, Mr. Harrington.
9 and we think we've offered and we provide 9 | appreciate that.

10 reasonable alternatives at various levels of 10 Mr. Lyon.

11 affordability to allow our customersto keep their | 11 COMMENTSBY ROBERT LYON

12 coverage. 12 MR. LYON: Thank you. My name is Robert
13 We acknowledge this is extremely 13 Lyon, from Gaithersburg, Maryland. The company
14 difficult for everyone, but most difficult for our | 14 1'm dealing with is Genworth. | appreciate the

15 customers and other consumers. We'regoingto |15 opportunity to be here today to hear from you

16 continue to do everything that we can to provide |16 people and have myself heard.

17 reasonable alternatives to manage affordability | 17 I'll start generally speaking that |

18 and to make sure that we're thereto meet every | 18 think we're all here today to offer our opinions.

19 one of our obligations and administrate the policy | 19 Everyone, of course, is entitled to offer

20 at thetime of claim. 20 opinions, have their own opinions, but clearly not
21 So thank you very much. 21 their own set of facts. | will acknowledge that

22 MR. REDMER: Thank you, Matt. 22 until today I've had very little facts. Be that
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1 asit may, what I'm about to say, | will stand by. | 1 now, and again -- my term, my opinion -- thisisa

2 I've heard repeatedly today from the 2 consumer bailout.

3 insurance carriers -- and thank you for being 3 Without going into too much detail, my

4 here -- that people have chosen to retain their 4 wifeand | have had policies with Genworth for 12

5 policies, pay the premiums without reductionsin | 5 years. Thelast three years the rates have gone

6 benefits. Very frankly, | don't think wehavea | 6 up 15 percent. That's acumulative increase of

7 choice. Givenwhat we've al heard from the 7 52 percent with no end in sight. Genworth has

8 carriers, what we've all experienced, what we've | 8 told us very clearly that we can expect these

9 read in the newspapers, escalating costs are such | 9 increases to continue for the foreseeable future.

10 that we have no choice but to cut back, 10 I'm trying to cut this short for other

11 redlistically. Soin order to keep any kind of 11 folks.

12 long-term care health insurance at al, we're 12 I will say in closing, | read arecent

13 going to be forced to continue to pay these 13 editorial in the Washington Post that addressed

14 premiums. | just don't think we haveaviable | 14 therecent and terrible actions, performances of

15 dternative. 15 WellsFargo. | think you all read that or are

16 The greatest impact to people, | 16 aware of the situations. That editorial stated,

17 Dbelieve, isto ussenior citizens, retired. | 17 and | quote, "The definition of ethical business

18 think we are very vulnerable. We're on fixed 18 isto figure out how to make a profit honestly

19 income. All you haveto doisread the papers |19 even when conditions beyond your control create

20 yesterday to see and hear that we are getting no | 20 temptations to do otherwise." 1'm not pointing

21 helpfrom Social Security. Didn't get any last |21 fingers. I'm making acomment that | think

22 year. No reason to expect we'regoingto getit |22 certainly can apply to the current situation we're
Page 115 Page 117

1 thisyear. Sowe havetocomeupwiththismoney | 1 in.

2 someway, somehow. This, of course, isgoingtobe| 2 I don't know where we citizens are going

3 hard. 3 toget help. Theinsurance companies benefit from

4 Many of these policies were purchased a 4 the second largest lobbying organization in the

5 number of years ago, and after just afew years 5 country. That'stheinsurance lobby. We

6 the premiums were raised because the long-term 6 individuals, absent help -- and clearly today I'm

7 insurance providers, in my opinion, didn't do an 7 learning alittle bit more about the help we are

8 adequate job in making projections. 8 getting from these folks, and | thank you.

9 These are professional. They say that 9 Candidly, it'salittle bit late in coming. I've

10 theinsurance product isrelatively new, 40 years. | 10 learned facts today that I've never had access to

11 1 guess| and them, with all due respect, have a 11 before. So| thank you for that.

12 different definition of new. Forty yearsseemsto |12 We can write to our government

13 beenoughtimeto get it right, if | may. 13 officials. We have no other opportunity, no other

14 Candidly, again, thislooksto me, my 14 advocates, government officials, and | have

15 opinion again, frankly, as do-oversfor these 15 addressed more than I'm going to name or number

16 organizations. Infact, I'll just take it one 16 today. It'sapoor time to be addressing

17 step further. 1t looksto melike, to alarge 17 government officials today.

18 extent, we consumers are providing a consumer 18 | thank you for your time. | thank you

19 bailout for companies that made inadequate, poor |19 for the information | received today. I'm leaving

20 choices, decisions, business models, whatever. It |20 with more factsthan | had before, and | hope this

21 didn't work out for them. It seemsto methere's 21 kind of transparency and information will be

22 an extraordinary burden placed on usconsumers | 22 provided to usin the future.
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1 Thank you. 1 actuaries factsand figures. But as acompany,

2 MR. REDMER: Thank you, Mr. Lyon. 2 they have a marketing function. They have finance
3 Is Evan Richards here? Evan just stand 3 functions. They have alot of other functions,

4 up. | known you didn't want to speak. Evanis 4 not just actuaries.

5 hererepresenting Senator Kathy Klausmeier, local | 5 When we bought our policy in 2004, it

6 dstate senator. Thanks for coming. 6 wasindicated to us that we could save money by

7 MR. RICHARDS: Thanksfor having me. 7 buying at an earlier age -- | was 59, my wife was

8 MR. REDMER: | should make you speak 8 57 -- we'd have lower premiums, and so that worked
9 anyway. 9 outreally well. GE touted that they were the
10 (Laughter.) 10 leader, in fact they pioneered long-term policies
11 Mr. Brown. 11 dstartingin 1974. And their literature saysthat,
12 COMMENTSBY JOSEPH BROWN 12 "While we may have to raise premiums, we have
13 MS. BROWN: Good afternoon. My nameis |13 never donesoin 25 years." That wasfive years
14 Joseph Brown, and my wife and | are both 14 before we bought our policy, so it was 30 years by
15 policyholders of Genworth, which started out as GE | 15 the time we bought our policy. And for the first

16 Capital Insurance Company. Wetraveled over here | 16 ten years, that seemed to work okay, and then we
17 from Centreville today. | wouldn't have known 17 had apolicy increasein 13 andin'14 andin

18 about this hearing except that | was on the 18 '15-- 1 think I'mwrong. '14, '15, and now '16,

19 website looking for the new Medicare supplement | 19 and now we're looking for '17. So that whole
20 policies, and | happened to catch this, and we 20 philosophy went right by the board.

21 feltit wasimportant enough to drive over here 21 WEell, GE decided that they were going to

22 from Centreville today. 22 el or turn it over to Genworth, which was a
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1 | would have to say the one thing that's 1 division of them all along at that time. And

2 alittle disappointing is I'm not sure that the 2 Genworth, they put out the literature saying

3 Maryland Insurance Administration seemsto have | 3 basically the same thing, we maintain, we plan to

4 too much concern for the consumer. It seemslike | 4 maintain. And | haveall theliterature. | can

5 theinsurance companies are going to rule this 5 show it to you guysif anybody wantsto seeit.

6 thing. Sol hopel'm wrong about that, but 6 It saysin 2013, yeah, we're going to keep the

7 there's some things going on there. 7 policy -- "Our goal has been to price our

8 The one thing that certainly is 8 long-term policy so that the premiums will remain

9 disappointing isthat | would think that the 9 atorigina levels" Rightin their marketing

10 insurance company should be notifying their 10 literature. Okay?

11 policyholdersthat they're filing for an increase. 11 Now, by 2015 they changed their story,

12 Thisisnow the fourth year in arow that Genworth | 12 but they also sent us a notice back in 2013 when

13 hasdonethat, and thisisthefirst timel even 13 they took over and talked about how great Genworth
14 knew that they had filed it ahead of getting a 14 was, and they talked about integrity and

15 letter that said, Oh, we hate to do this, but 15 compliance and sharing knowledge. Last year, when
16 we'vejust got to raise therates. It seemsto me 16 the 2015 increase camein -- and | take exception

17 we should have notification so if you want to 17 towhat your senior vice president said about how
18 attend hearings or make comments we would know | 18 great your people are.

19 about it, and that's part of the consumer 19 Having had two increasesin arow, |

20 protection part of this whole process. 20 want to know where are we going with this? What's
21 There'salot more to insurance than 21 thefuture? Sol called the call center. You'd

22 just actuary. That'sall we want to hear about is 22 think you were talking to the wall when you say,
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Well, what's the future? What are we looking at

down the road? What's coming? Isthisit? Isit
oneyear? Two years? They couldn't tell me. So
we went back to our agent who took the -- sold us
the policies and said get us some information. He
couldn't come up with anything either.

So, | mean, you hear the story today,
thisis 15 for ever and ever and ever, so just
count on it for every year. Right? So Genworth's
credibility, from what they have on paper, down
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in the world can you guys sit there and think that

the consumers can absorb this? Socia Security
got zero last years. Thisyear we got an
increase, .003. You know what that amounts to?
About five bucks a month. And you're going up 200
and some dollars. It'sjust not sustainable,
m -_—
Oh, the one thing | keep hearing about,
the lapse rate, it seemsto me that that's what
you really like, and then you get to keep all the

11 thetubes. 11 money. And everybody wanted to tout that they
12 Now Genworth is a freestanding company, 12 giveyou thisoptional limited benefit. You had
13 butit'sin the process of bought by the Chinese, 13 my money since 2004. You're going to give it back
14 so who knows what that's going to bring. 14 tome. What about all the interest you earned on
15 But Mr. Jeffrey Immelt was the chairman 15 that? There should be someinterest accrued on
16 of General Electric and he was when | bought my 16 that money if you're going to give it back to me.
17 policy and he was when he just sold off GE to 17 Sothere€salot of thingsin there where the

18 Genworth as part of that whole GE Capital thing. 18 consumer needs some help, and | hope the

19 Heonly makes $37 million ayear, plusall his 19 commission will look at that. And | would loveto
20 associated lieutenants up there make 10 to $20 20 talk tothe senior vice president for Genworth
21 million ayear. Sowhat did they kick in when 21 dfter, if shewantsto talk to me.

22 they dumped Genworth? What do they kick into the | 22 MR. REDMER: Thank you, Mr. Brown.

Page 123 Page 125

1 buy? I don't see them doing anything to mitigate | 1 Marshall Fritz.

2 theseincreases. Where's the accountability 2 COMMENTSBY MARSHALL FRITZ

3 there? 3 MR. FRITZ: My nameisMarshall Fritz.

4 And then the actuary that gave the nice 4 I'maconsumer. | have a Genworth policy which

5 presentation, he talked about the shortage of 5 I've had since 2003.

6 revenue, but he also said it doesn't all have to 6 Last spring | gave testimony and put it

7 come from policy increases. | haven't heard 7 ontherecord, and basically everything in my

8 anybody say where you're getting any of the other | 8 written testimony then and oral testimony still

9 money for these increases, from any other part of | 9 holds. | have some additional thoughts that, as |

the company. Most of you have other lines of
insurance that maybe you have to kick in from
there. But | don't hear anything about that.
That's, like, totally ignored. It'sall on the
backs of the policyholders.

| find it strange that you quoted such
high rates of retention, because | can tell you
right now, we were looking at a 52 percent --
52.1 percent compounded rate, that's for three
years. It compounds at 52.1 with a 2016 increase.
Now, if you compound a 2017 increase, if you get
that, we're up to 75 percent. We're approaching
double what we originally signed up for. So how
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reviewed the last week or two, to update, and |
will put that written on the record. Thank you
for alowing aweek to do that.
Thething | want to focus on from
today's discussion is, Ms. Li, you mentioned in
terms of the process, that in the steps that you
will be looking at pricing assumption experience
not realizing why as one of the steps. Well,
let's go back a couple of decades, because what's
happening now really is based on what happened two
decades ago. And thisiswhat we're hearing from
the insurance companies as well, the lapse rate.
Well, you could say it was accidental
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1 that their actuary smply didn't give a good 1 So what we're looking at, folks, is
2 rendition way back. However -- and | thank 2 something that should have been seen along, long
3 Mr. Zimmerman for telling about the new 3 timeago. It'snot just Mr. Mclnerney saying in
4 regulations. | wouldn't have known otherwise. In | 4 2016 we just discovered it. No, this goes back a
5 there, under the 1997 proceedings, third quarter, 5 long, long time before, and so it appearsto me
6 paragraph 1351, however they identify it, which 6 that thisisactuarial fraud to know it and then
7 wasprior to my policy issuance, suggested that 7 ignoreit. And so the stateis partly complicit
8 theindustry was well aware that the policyholders | 8 and partly handicapped, because you look at the
9 were holding onto their policies. I'll quote, 9 rateincreases, you got the numbers, you got the
10 "Although the first generation of long-term care 10 numbers, yes, it justifies. However, when you go
11 insurance policies had higher utilization than 11 back to the basic assumptions, it looks like these
12 expected," he said that "underwriting practices 12 insurance companies knew more. So who isbeing
13 have evolved substantially," and he opined, this 13 penaized? The consumer isnow being penalized.
14 isthe person who entered in the record that "now | 14 It didn't have a good estimate upfront, and now
15 companies have better data and use less aggressive | 15 we're being hit by infinite successive increases.
16 termination assumptions.” So that's 1997, third 16 Sothat's not fair, and the burden is on the
17 quarter proceedings, paragraph 1351. 17 consumer, not on the industry it seems.
18 Well, here'sthe problem, folks. If in 18 And the officer from Genworth said that
19 1997 they knew that people were holding onto their | 19 there was a 48 percent -- the gap was 48 percent |
20 policies and not self-terminating them, then why, | 20 think, 48 percent increase justified. So what is
21 for my policy in 2003 and other policies since 21 not clear from that isisthat saying that if they
22 then, were they assuming atermination rate or a 22 got three years or three years plusin arow of
Page 127 Page 129
1 lapserate of 5 percent like the chief executive 1 15 percent increases, that would basically knock
2 officer, Mr. Tom Mclnerney, stated in 2016 to the | 2 out anything they're expecting for long-term need
3 Pittsburgh Post Gazette? He said that "Fewer than | 3 for more revenue, or saying, oh, no, in three
4 1 percent of customers annually drop their 4 yearswell come back and say it's 90 percent more
5 policiesand give up their right to future 5 wejustified, because we don't really have to tell
6 benefits, when actuaries had assumed alapserate | 6 you what we need today. And thisisone of the
7 of at least 5 percent based on the history of 7 problems with the knowledge, the transparency.
8 their other products, such aslife insurance.” 8 As| understood it and we're seeing
9 WEéll, one can understand back in the 9 today, they don't haveto tell MIA exactly how
10 '90s, early '90s, but after the insurance industry 10 much on the long-term, and they comein at
11 recognized this, and thisisin therecord, why in | 11 15 percent or 13 percent, and that's this year.
12 theworld did this stay into the analysis? In 12 Andso | recall two years ago someone on your
13 other words, perhaps we should have had a higher | 13  staff said, Well, they don't tell us. Maybe now
14 premium rate a decade, decade and a half ago 14 they're saying more, but a couple years, they just
15 perhaps, okay, to befair, with realistic 15 don't tell uswhat they really need. So if that's
16 assumptions. But given thisknowledge, it aimost | 16 the case, you really don't know what long termis
17 seemslike fraud on the part of the insurance 17 coming up, and the consumer doesn't, and so we
18 industry to ignore their own findings, and then 18 never can figure out what this all means. So even
19 when the rates are approved by the state, they're | 19 if someone were to downgrade their policy to the
20 supposed to give their assumptions, and the state | 20 same premium this year, what does it mean for the
21 should have known this also, because Maryland | 21 year after and the year after and the year after?
22 participates on NAIC committees. 22 So the consumer does not know about what
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the overal justification would be even if there's

acap. And there again, the question is: Does

the cap help or not help? But when you don't even
know what the horizon is, none of us are in good
shape to make decisions about what's really going
on with the industry.

And I'm concerned about the loss ratio
being revealed on a case-by-case basis, because
then so much would be hidden that the consumer

would never understand basically what your
decision-making is doing.

So those are some things that came up
from -- oh, and Genworth said they employed the
best estimates at the time of pricing,
guote-unquote, from Ms. Edwards. Well, it doesn't
appear to me, based on this 1997 NAIC finding
compared to Mr. Mclnerney's interview ayear ago
in the press. It can't be, because in 2003, for
me, they knew that the retention rate was quite
different from what they might have started to
assume.

And aso, lifeinsurance is not the same
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known because | thought the website really didn't

say what's going on behind the scenes. Maybe |
missed something, but --
MR. REDMER: And asareminder, there's
a sheet with our contact information for anybody
that's got follow-up questions or comments for us.
MR. FRITZ: Reading the regulation for a
layperson may be difficult. | had to wade through
it and realized that along-term policy, section
20 and 25.1 don't apply. Soit looked like
something that applied, but | had to read very
closely.
Also, in arecent articlein U.S. News,
May, 2016, written by Maryalene LaPonsie,
"Qut-of-Control Premium Hikes for Long-term Care
Insurance,”" she put together comments from others,
and it said, "All but nine states have adopted a
long-term care insurance rate stability
regulation." Well, | don't see rate stability in
the Maryland regul ations, but then we don't know
what the Maryland regulationsrealy are. In
other words, it's not transparent what parts of
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aslong-term care insurance. Life insurance

people decide as they go along whether it's
appropriate to hold. Long-term care, they hold it
until they need it. Okay. So that'sabig part
of what | want to bring up.

And the regulations, I'm alittle
confused between Maryland already having a 58/85
loss ratio for long-term policyholders versus the
NAIC saying 60 percent. I'm alittle confused for
long-term. But that's aminor little difference
or so. But there's nothing in your website about
theregulation. There's nothing saying, We're
considering regulation. Andthat'salapse. If |
hadn't --

MS. GRASON: We actualy exposed them
for public comment on our regulation page. If you
want to reach out to me personally, my contact --

MR. FRITZ: Mr. Zimmerman, in answering
some questions of mine, clued meinto its
existence, so | looked at it.

MS. GRASON: Good.

MR. FRITZ: Otherwise, | wouldn't have
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the regulations apply to us. Y ou know behind the
scenes, but | didn't see that in the website easy
to detect.
Okay. Sothen it goeson to state,

"Rules limit company profits. The long-term care
insurance model regulation was first modified to
include rate stabilization provisionsin 2000." |
don't see anything in Maryland, and it says --
well, it says, "While 41 states have adopted a

rate stability regulation, only 11 have published
the most recent amendment.” | don't see any rate
stability in what we're discussing. | see caps of
increases, but not rate stability, unless
nonforfeiture concepts means rate stability.

MS. LI: Mr. Fritz, you can reach out to
us. We did adopt rate stability. That'sthe
58/85 rule.

MR. FRITZ: Ah, okay. But again, that's
not -- as | looked on your website, | didn't see
that. It might be there, but | didn't see it
easily. And then you have to explain to consumers
what that means.
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1 Okay. Then it goeson, "Some state 1 COMMENTSBY GILBERT COHEN
2 insurance commissioners are working with companies| 2 MR. G. COHEN: Gilbert Cohen. My wife
3 toreduced rate increases for these plan holders 3 and | have products of John Hancock bought in '92.
4 aswell," long-term plan holders. "When 4 | got through the Public Information Act
5 Pennsylvaniaresidents were hit with rate 5 John Hancock's documents to the state.
6 increasesthisyear, Genworth customers who were 6 MR. REDMER: Can you speak up alittle
7 facing premium increases that averaged 80 percent 7 hit, please. Can you speak up alittle hit.
8 and were as high as 130 percent were able to 8 MR. G. COHEN: Sure.
9 significantly reduce their costs. Premium 9 MR. REDMER: Thank you.
10 increases were limited 20 or 30 percent," athough 10 MR. G. COHEN: | used the Public
11 it doesn't say to 20 or 30 percent, "depending on 11 Information Act to get documents that John Hancock
12 thetype of policy, and customers who agree to 12 sent to the state. | noticed that in every
13 concessions such as lowering their daily benefit 13 document starting in 2011 they quote, "These
14 or shortening their benefit period can further” -- 14 policies are no longer being sold in the market."
15 well, somehow it gives theimpression in 15 So the number of policies should have decreased
16 Pennsylvaniathat there was a negotiation that 16 every year. They did for two years, and then they
17 limited the overall increase upcoming. In other 17 went up. | don't understand that. But are you
18 words, not the 15 percent cap but the 48 percent 18 selling the policies or not? For John Hancock,
19 foreseenincrease perhaps. So the questionis: 19 areyou sdling long-term care?
20 If Pennsylvania can somehow negotiate with the 20 MS. ROCHE: We're currently selling
21 insurance company -- again, thisis not crystal 21 long-term care, yes.
22 clear, but it does come from apress articlein 22 MR. G. COHEN: Weéell, your documentsto
Page 135 Page 137
1 U.S News-- could that be donein Maryland? 1 the state says you do not sell long-term care in
2 MR. REDMER: All they did wasimplement| 2 this market.
3 acap that's higher than our cap. 3 MR. REDMER: What it might be is some
4 MR. FRITZ: Oh. Sothe 20 to 30 percent 4 companies have a closed block, so they don't sell
5 annually, even though 130 percent possible. Okay. | 5 these policies anymore, they sell different
6 But again, that's not clear. 6 policies.
7 So | want to leave the impression about 7 MR. G. COHEN: The statement just says
8 that what's really unfair is how this al started, 8 they do not sell apolicy.
9 got usinto this situation where we don't know the | 9 MR. REDMER: Yep.
10 horizon of what's in the insurance companies 10 MR. G. COHEN: And the question to the
11 expectations about long term, and we're coming 11 state iswhen they, John Hancock, presents these
12 from asituation where the lapse rate was really 12 possible rate increases, don't you have to know
13 faultily implemented, even when they seemedto | 13 how much the active reserves are? Don't you put
14 have known it. And so that's really wherein the 14 that in the formulato see what they're asking
15 consumersare stuck. Andit'sabig problemwhat | 15 for?
16 all this means and whether we have truth from the | 16 MS. LI: Yes, they give me the formula.
17 companies and what it means for truth from the 17 MR. G. COHEN: In their document, it
18 statein trying to deal with a company that 18 says, and | quote, "Active life reserves have not
19 couldn't give us areadlistic basis for their 19 been used in thisrate increase demonstration.”
20 premium. 20 Soit'seither yesor no. | mean, if you need
21 MR. REDMER: Thank you, Mr. Fritz. 21 that document, if you need that figure, it's not
22 Gilbert Cohen. 22 in the paperwork that they're sending you, so |
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have a hard time understanding how you can look at

arate increase without knowing what their
reserves are.

And another quote from their documents,
"John Hancock is limiting the magnitude of the
increase at 100 percent, particularly at the older
ages." Who elseis using these policies? My wife
and | arein our mid 80s now. Arewelooking
forward to a 15 percent increase from now until we

© 0N Ok WN P
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structure supporting the existing policies over

al the years, all the years since the policy was

purchased? Mine were purchased in 1997. My

premiums were around $4,000. They're $14,000 now.
Who is bearing the risks and the rewards

of performance with respect to the various

elements of the policy structure? There was

absolutely no discussion by the carriers. These

policies have multiple layers of risk, and that

10 die? Isthat apossibility? And no one can 10 risk is apportioned between the policyholder and
11 answer that question for me either. 11 thecarrier. And frankly, at the end of the day,
12 So with that, I'll let someone else 12 it's apportioned to the citizens of the state of
13 talk. 13 Maryland, as I'll make that point later.
14 MR. REDMER: Thank you. Thanksfor 14 So once we have an analysis of what the

15 coming, Mr. Cohen. 15 assumptions were at the beginning and now what

16 Irving Cohen. 16 they are when they're coming in, how do we

17 COMMENTSBY IRVING COHEN 17 understand the differentials between the

18 MR. |. COHEN: My nameisIrving Cohen. |18 assumptionsand what's really happening?

19 I'mnot related to Gilbert Cohen, | don't think. 19 And in exercising its powers here, how
20 Could possibly. There's probably only three 20 doesthe agency meet its goal regarding reasonable
21 Jewish familiesin the world. 21 premiums and fair treatment of consumers as to how
22 (Laughter.) 22 it alocatesthe risk?

Page 139 Page 141

1 I'm aresident of Montgomery County, 1 Hard questions, but certainly right now

2 proudly, for the last 45 years. | gave testimony 2 it appearsto me and to many othersin this room

3 inApril. 3 that al that risk is being allocated to the

4 This agency is charged with protecting 4 consumer. How does the agency determine who reaps
5 consumers by assuring their treatment of 5 thereward and who paysfor it? To what extent is

6 consumers, assuring that insuranceisavailableat | 6 there aninvestment risk or other strictly

7 fair prices. Thefailure of the agency to 7 businessrisk that, in all fairness, does not get

8 publicly respond to alot of the questions that 8 passed on to the policyholders?

9 wereraised in April only feeds the narrative 9 Take the example of avery regulated

10 being expressed by many of the policyholdersin | 10 industry, electrical generation, or transmission

11 their written comments already submitted for the | 11 now. There are certain costs that don't go into

12 record that they feel the agency isacting as a 12 therate base. They'rejust thrown out. A lot of

13 rubber stamp, not my words but their words. 13 them are legal and accounting costs to get

14 They're protecting the profits, expense structure, | 14 additional rate increases that are denied or

15 and underwriting assumptions of the various 15 construction costs that weren't necessary because
16 carriers. 16 of errorsinjudgment by management, or sometimes
17 As| didn't last year, | want to ask the 17 it's management's compensation. But here there

18 agency the follow questions, which | won't ask for | 18 doesn't seem to be any discussion of what isfair

19 an answer today, but | would hope that over some | 19 to compute the policy differentials on.

20 period of time these answers should be made 20 To what extent are administrative costs,

21 public, because | don't think these are just my 21 with emphasis on compensation of senior

22 questions. What isthe cost and actuarial 22 executives, intercompany transfer of funds and
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just transfers of assets, assets that maybe belong

in the reserves of the long-term care, because
those are good assets, whereas good assets get
transferred out and bad assets get transferred in?
| don't know.
My grandmother used to say follow the
gelt, follow the money. And that's what we're not
doing, we're not following the money. We're
looking at statistical data. | would suggest to
the Commission you need some very good cost
accountants who understand costing, and also maybe
some financial accountants who understand really
the underlying financial buttress of all of these
policies, not the statistical part, but how do
they really work in the marketplace? Why does a
company undersell the premiums at the beginning to
get the fish hooked and then comes here and wants
increases because they set the premiums too low?
The simple discussion we had early on
was simple. It doesn't assume -- it assumes a
perfect world, a perfect world that does not
exist, where everybody is honest, everybody wants

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
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| really wonder if the agency views

itself as aregulator in the same way as those

agencies that are out there ruling on rate

increases in other industries. And | got a sense

that, since you talk about the statute saying,

well, we've got to be sure the company lives,
because if the company doesn't live, then the
policy dies. Well, you know, the same thing was

said about the automobile industry not too long
ago, and the United States taxpayer picked up
hundreds and hundreds of millions of dollars so
that the new shareholders of General Motors, which
included the federal government, made a killing.

Thetime is overdue for the agency to

really respond, and | was glad to hear today there
is movement in that direction, because we need to
know that the agency is really looking out, not
just for usin thisroom or the policyholders but

to the citizens of the state of Maryland. Does
everybody who paystaxesin Maryland really have a
dog in thisfight? They do, because when the
policies are terminated and the formerly insured
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to do the greater good. Well, | know most

financial executives the greater good is"my
paycheck." It isn't what you pay for your
insurance.
Clearly, then, the policyholders are the
least able to sustain most of the risks that are
involved here, because they insured upon the
knowledgeable and sophisticated insurance company,
and the policy and the premium structure was
blessed by this agency. So most of the people
here depended upon the experts, and this agency
being their expert.
So | also asked the question: What
other statistical models are available? Doesthe
agency simply accept the model presented by the
companies statistician? Do they question the
assumptions? Do they do any sensitivity analysis
on the assumptions? | haven't heard any of that.
The documents | requested from the agency | never
got and | didn't even know they existed until
today, if any sort of analysiswasdone. So I've
got alot of questions.
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person runs out of savings and runs out of assets

or hires some really smart estate planning or
elder lawyer to pawn off their assets to the
family members within the five-year rules, guess
what? They qualify for Medicaid. Well, who pays
for the Medicaid budget? All of us pay for that.
And that budget we already know can consume the
entirety of every penny that we pay now to our
state and our federal government.
So | really don't have anything elseto
say. It'slateinthe day. Thank you very much
for the chance to talk.
MR. REDMER: Thank you for your
participation.
We have to clear the room. Once again,
on behalf of the Maryland Insurance
Administration, we appreciate your attendance and
participation.
As areminder, our contact sheet is here
for any follow-up questions or comments.
And thank you again.
(The hearing was concluded at 3:53 p.m.)
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CERTI FI CATE OF SHORTHAND REPORTER -- NOTARY PUBLIC

I, Cari M Inkenbrandt, Registered Professional
Reporter, the officer before whomthe foregoing
proceedi ngs were taken, do hereby certify that the
foregoing transcript is a true and correct record of
the proceedings; that said proceedi ngs were taken by
me stenographically and thereafter reduced to
typewiting under ny supervision; and that | am
nei ther counsel for, related to, nor enployed by any
of the parties to this case and have no interest,
financial or otherwise, in its outcone.

I'N WTNESS WHEREOF, | have hereunto set ny hand
and affixed ny notarial seal this 1st day of Novenber
2016.

My conmmi ssi on expires:

July 2, 2017

NOTARY PUBLIC I N AND FOR THE
STATE OF MARYLAND
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		accrual (1)
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		aging (1)
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		agreeing (1)
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		aide (1)
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		aimed (1)

		allocated (1)

		allocates (1)

		allowing (4)

		alternative (3)
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		amendment (1)

		America (5)

		American (4)

		amount (36)

		amounts (3)

		analogy (1)

		analyses (2)

		analysis (6)

		analyst (2)

		annual (2)

		annually (2)
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		application (4)
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		applied (5)
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		apply (6)
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		approach (2)
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		approaching (1)
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		approve (5)

		approved (7)
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		April (5)

		areas (2)
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		Arland (4)
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		assess (1)
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		attributed (1)
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		avoid (4)

		aware (3)

		baby (3)

		back (27)
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		background (1)
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		bailout (2)

		balance (11)
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		bank (2)
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		bases (1)
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		bearing (1)
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		beginning (6)

		behalf (8)

		behavior (2)

		believes (3)

		belong (1)
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		block (13)

		blocks (2)

		board (1)

		bonuses (1)

		boom (1)

		boomer (1)

		boomers (1)

		bought (7)

		briefly (4)

		bring (4)

		brings (1)

		brokers (2)

		Brown (5)
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		bucks (1)

		budget (2)

		built (3)

		burden (5)

		Burns (2)

		business (33)

		buttress (1)

		buy (2)

		buying (1)
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		calls (3)

		canceling (1)
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		Capital (2)

		capitalistic (1)

		capped (3)
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		case (13)
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		challenges (3)

		challenging (1)
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		charge (1)
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		check (1)

		checks (1)
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		child (2)
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		children (2)

		Chinese (1)
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		Christmas (1)
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		clear (9)

		closed (3)

		closely (1)
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		closing (2)
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		cochairing (1)

		Cohen (29)
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		colleague (1)
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		comments (21)
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		compute (1)
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		conjunction (1)

		cons (1)

		consideration (3)

		considered (2)

		consistent (1)
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		content (1)
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		County (1)
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		crystal (1)
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		current (18)

		customer (7)
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		cut (3)

		dad (1)
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		data (3)
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		dates (1)

		daughter-in-law (1)

		day (9)

		days (6)

		deal (2)

		dealing (1)

		debate (1)
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		decades (3)

		decide (6)
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		deciding (1)

		decision (4)
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		delay (1)
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		demonstrate (4)
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		denied (1)
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		depend (2)
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		deposit (3)
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		describing (1)
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		details (1)

		detect (1)
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		determining (7)

		develop (1)

		developing (1)
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		dialing (1)

		dictated (1)
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		dime (1)
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		director (5)
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		disappointing (2)
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		discuss (3)

		discussed (7)
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		discussion (9)
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		disposition (1)
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		document (5)

		documents (8)
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		early (8)
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		economic (1)
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		editorial (2)

		educate (2)
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		educational (1)

		Edwards (8)
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		elder (1)

		elect (2)
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		election (1)

		Electric (1)
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		eliminate (1)

		email (2)
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		employed (2)
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		ending (1)
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		endorsement (1)

		engage (1)

		engaged (1)
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		enter (1)
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		entering (1)

		entire (2)
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		episode (1)

		equal (1)

		equally (1)

		equals (1)

		equation (2)

		equipment (1)
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		errors (1)

		escalating (1)
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		establish (3)
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		estate (1)
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		estimated (2)

		estimates (3)
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		ethical (1)
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		event (2)
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		External (2)
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		focus (2)
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		future (44)

		Gaithersburg (1)
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		Gazette (1)

		GE (5)

		gelt (1)

		general (8)

		General's (1)

		generally (7)

		generate (1)

		generated (1)

		generation (8)
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		generic (2)

		Genworth (30)

		Genworth's (3)

		Gilbert (4)
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		give (12)

		giving (1)

		glad (3)

		goal (18)

		goals (2)
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		going-forward-only (1)

		good (29)

		governing (1)

		government (7)

		Governor (1)
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		grandmother (1)
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		granted (1)

		Grason (6)
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		great (4)
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		greatly (1)

		group (10)

		Group's (1)

		groups (2)
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		guess (3)

		guys (2)
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		Hancock (18)

		Hancock's (2)

		hand (2)
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		handle (1)

		happen (1)
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		happy (9)
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		Harrington (7)
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		highlight (2)

		highly (1)

		Hikes (1)

		hindsight (3)
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		hit (2)

		Hogan's (1)

		hold (3)
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		holding (7)

		holds (1)

		home (11)
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		horizon (4)

		hospitals (2)

		house (2)
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		ifs (2)

		ignore (2)

		illustration (1)

		Imm (1)

		immediately (1)

		Immelt (1)

		impact (10)

		impact-mitigation (1)

		impacted (7)

		impacting (1)

		implement (5)

		implemented (1)

		implementing (3)
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		impossible (1)

		impression (2)

		improve (2)

		improved (2)

		in-depth (1)

		in-force (4)

		inadequate (2)

		incidence (1)

		include (5)

		included (2)

		includes (3)

		including (5)

		income (1)
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		increasing (3)
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		incurred (2)
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		individual (9)
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		inflating (1)

		inflation (20)
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		initially (5)

		Innovation (1)
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		instances (1)
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		insured (7)
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		interested (3)
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		internal (3)

		interrupting (1)
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		introduction (1)
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		inviting (1)

		involve (1)

		involved (2)
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		joining (2)
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		judgment (1)
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		keeping (2)
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		kids (1)

		killing (1)
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		KNEELAND (1)
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		knowing (2)

		knowledge (5)
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		language (1)

		Laponsie (1)

		lapse (16)

		lapsing (1)

		large (3)

		largely (3)

		larger (1)

		largest (1)

		Larson (1)
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		Lee (4)

		left (1)

		left-hand (1)
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		light (2)

		lighter (1)
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		listen (1)

		listening (3)

		literature (4)
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		lowering (1)
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		maintaining (1)
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		make (34)
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		manage (4)

		management (3)
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		manner (1)

		Marie (3)

		market (8)
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		marketing (2)

		marketplace (3)
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		Maryalene (1)
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		Maryland's (3)

		match (1)

		material (1)

		materialized (1)

		materially (1)

		Matt (2)

		matter (3)

		matters (1)
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		meaning (2)
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		means (10)

		meant (4)
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		Medical (1)

		Medicare (1)

		meet (7)

		meet all (3)

		meeting (3)

		meetings (1)

		member (1)

		members (7)
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		memorandum (3)

		mention (1)

		mentioned (12)

		Met (26)

		method (1)
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		MIA (5)

		Michael (1)

		mid (1)
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		mine (2)

		minimize (1)
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		minor (1)

		minus (2)

		miracle (1)

		mismatch (1)
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