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1 PROCEEDI NGS

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

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

8 appreciate you being here especially with such

9 chall engi ng weat her conditions.

10 Today's hearing will focus of several rate

11  increase requests now before the insurance

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

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

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

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

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

Before we get started, |'mjust going to go over

Epi g Court Reporting Solutions - Washi ngton, DC

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


http://www.deposition.com

HEARI NG - 02/11/2019 Page 7

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

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

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

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

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

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

7 individually to speak regarding their rate requests.

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

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

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

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

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

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

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

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

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

7 benefit of the benefit, the very valuable benefit to

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

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

11  assunptions are, so you need coverage.

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

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

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

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

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

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

strongest rating's extremely strong. Best, where the

Epi g Court Reporting Solutions - Washi ngton, DC

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


http://www.deposition.com

HEARI NG - 02/11/2019 Page 11

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

5 MR. SWTZER Yes.

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

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

9 this screen for their presentation?

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

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

13  appear before you today regarding the long-termcare

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

17 need in greater detail.

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

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

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


http://www.deposition.com

HEARI NG - 02/11/2019 Page 21

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

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

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

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

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

2 Wilethisis a positive froma societal perspective,

3 this leads to a greater rate need to support the

4 additional future clains.

5 As MAis aware, long-termcare represents a

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

7 2017, the LTC book accounted for approxi mately 40

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

11 long-tailed nature of this business and serves to

12 highlight the fact that rate increases are vital to

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

15 respectfully request that MA and insured alike

16  recognize that these increases are vital to ensuring

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

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

21  premumon an annualized basis. In Maryland, we have

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

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

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

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

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

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

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

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

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

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

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

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

5 taking corrective action now allow the future tine

6 horizon to conmpound the reserves, which necessarily

7 allows the conpany to request |ower rate increases in

8 the future versus what we would require otherwise if

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

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

15 Benefit reduction options available to our

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

19  maxi mum benefit period, reducing the daily benefit,

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

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

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

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

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

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

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

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

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

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

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

COW SSI ONER REDMER:  Ckay.

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

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

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

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

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

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

exhaustive presentation of our considerations. Thank
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you.

MR LAMONT: Thanks.

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

MR LAMONT: The schedule of future rate
I ncrease?

MR Jl: Yes.

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

MR Jl: Gkay. Thank you.

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

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

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

MR, LAMONT: Correct.
MORROWN  Cl oser to 57

LAMONT:  Yes.

® 3 3

MARRON  Ckay. Thank you.

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

MR LAMONT:  Thanks.

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

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

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

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

Maryl and | nsurance Adm nistration for holding today's

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

3 either present or on the phone this nmorning for your

4 interest and participation today.

5 As some background, Genworth has been selling

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

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

10 answer your question, we're currently accepting new

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

15 We understand how difficult prem umincreases

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

22 needs. As | nentioned, |'mjoined today by Jamal a

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


http://www.deposition.com

HEARI NG - 02/11/2019 Page 34

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

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

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

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

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

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

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

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

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

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

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

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

5 incidents, which is the likelihood of a policyhol der

6 having an eligible long-termcare event and going on

7 claimand severity, which is how nmuch the claimwl|

8 cost and howlong it wll |ast.

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

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

15 actuarial assunptions. It should be noted that in

16 addition to conducting regular experience reviews

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

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

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

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

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

customer service center was recently awarded the Contact

Epi g Court Reporting Solutions - Washi ngton, DC

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


http://www.deposition.com

HEARI NG - 02/11/2019 Page 38

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

4 benchmarking firm

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

8 action for their individual situation. The vast

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

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

15  policyhol ders.

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

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

22  balance of affordability and protection for their
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I ndi vi dual situation.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

MR SWTZER  Thanks.

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

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

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

MR SCARPA:  Yes.

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

MR SCARPA: Thank you.

COW SSI ONER REDMER:  And if we go to Physicians

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

COW SSI ONER REDMER:  Under st ood.

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

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

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

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

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

7 coverage for just over 250 Maryland policyhol ders.

8 Physi ci ans Miutual exceeded the long-termcare

9 sales nationally at the end of 2012 and currently

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

14 materialized conmensurate with the policy forns as

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

17 rates.

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

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

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

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

Wthout the regulated cap the rate increase
request in Maryland woul d have averaged 83 percent taken
over multiple years. Physicians Miutual believes it is

i mportant to be transparent wi th our policyhol ders and
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to informthemof the total rate increases needed to
ensure that funds are available to pay clains. This is
t he approach we have taken in states that do not have a
regul ated cap on long-termcare rate increase requests.
Thi s approach allows the conpany to provide clarity to
the policyholders on the ultimate cost of their

| ong-term care coverage giving themthe information
needed to make the best decisions going forward for
their individuals situations.

Because Maryland has the 15 percent cap on
long-termcare rate increase filings Physicians Mitua
anticipates filing for rate increases until the prem um
rates in Maryland are equitable relative to prem um
rates in other states. It is significant to note that
the rate increases Physicians Mitual is targeting across
the entire block of long-termcare business are not as
| evel ed that generate any profit to the conpany, but
simply trying to nmove premumrevenue to a |evel that
al l ows the conpany to continue to pay policyhol der
cl ai ns.

Al of the expenses associated with supporting

our long-termcare business are being absorbed by the
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company and no profits are expected to be generated from
our long-termcare block of business. W feel that even
with this rate increase our long-termcare policies
provide a great benefit to our policyholders. CQur
experience shows that around 85 percent of our custoners
have chosen to pay the prem umincreases rather than
altering their benefits. W do understand that rate
I ncreases may put a burden on some of our policyhol ders.

To assist wth this Physicians Mitual has
several benefit reduction options available to enable
policyholders to maintain the prem um expense at or near
current levels. Benefit reduction options include
reduci ng monthly benefit anounts, reducing the length of
benefit periods, increasing the length of elimnation
periods, renoving attached witers or in conbination of
any of these options. For policyhol ders who feel that
they no longer are -- or no longer need or no |onger can
afford long-termcare insurance a non-forfeiture option
I's provided.

This non-forfeiture option represents a paid-up
policy with benefits equal to the total prem um val ue

paid by the policyholder. To assist our policyholders
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i n making the best decision given their individua
circunstances, Physicians Mitual has established a
dedi cated | ong-term care custoner service teamto answer
any questions our policyholders may have and to review
possible alternatives. Qur rate notification letter
encourages our policyholders to call and discuss their
options with our long-termcare customer service team
Again, | want to thank the Maryl and | nsurance
Admi ni stration for providing the opportunity to
participate in the hearing today and I'd be happy to
t ake any questions you or your staff nmay have.
COW SSI ONER REDMER:  Mark, thank you, |
appreciate it. | do not have any questions. Todd?
MR SWTZER Just one. Thank you, also.
noticed wth two of the filings with us one is for 10
Maryl and nmenbers, then there is for 12 Maryland nenbers.
Woul d consi derations be given just to a de mnims |evel
once a pool has gotten so small that the additional
dollars that are generated fromthe revenue, even over
multiple years, are relatively small, is a de mnims
| evel of menbership considered?

MR. LEHVAN. Yes, that's a great question. Over
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1 the last few years we've tried to treat every

2 policyholder equally and file a simlar rate increase

3 regardless of the size of the policyholders in each

4 filing. Over the |ast year or two we've begun to

5 discuss whether filings for certain |levels of

6 policyholders continue to provide the value needed and |
7 would anticipate for the two filings that you're

8 nmentioning we will not file for future rate increases

9 after response from Maryland on the currently pending

10 filings.
11 MR SWTZER  Thank you.
12 MR Jl: This is Jeff. | would Iike to know

13 your assunptions, say, how do you -- since you don't

14  have credible data in Maryland, how do you set up

15 assunptions for Maryl anders?

16 MR LEHVAN. Sure, so the rate increase requests
17 that we file is based on nationw de information and even
18 that for our conpany is not fully credible, so to

19  suppl enent our own experience we've contracted with

200 MIliman on the norbidity assunption to get a larger data
21  pool for those assunptions. W' ve also contracted with

22 themto help out with the nortality assunptions as well.
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Wth that being said, we do have a | ot of analysis
around those assunptions, actual to expected assunptions
and that type of something, and we have seen that the
mor bi dity assunptions and the nortality assunptions that
were provided fromMIimn has matched up very well wth
our own conpany experience and those are the assunptions
that we used in the Maryland projections.

MR JI: Thank you.

COW SSI ONER REDVER: All right. Mark, that's
it, | appreciate it. Thank you very nuch.

MR LEHMAN. Al right, thank you.

COW SSI ONER REDMER:  And, last, certainly not
| east, we will nmove on to Transaneri ca.

MR @G G Thank you, Conm ssioner, very much,
and thank you to the MA staff as well. M name is M ke
Qugig. | amTransanerica's vice president of state
governnent relations and associ ate general counsel. On
the phone with ne are two of ny col |l eagues who are ny
back up in the event that you ask nme hard nat henati cal
questions. Brad Rokosh, who is our |ead LTC actuary,
and Kevin Kang, who is another one of our LTC actuaries

who took point on these filings. Brad and Kevin, can
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you hear ne and can we hear you?

MR ROKOSH: |'m here, M ke.

MR. KANG Kevin's here too.

MR GUE G Perfect, thank you guys.

COW SSI ONER REDMER: M chael | ooks much nore
relieved.

MR GQUE G Indeed. W do thank the MA for
inviting us to participate in this hearing. W agree
wi th you, Conm ssioner, as you've said in the past and
as Todd nentioned this nmorning, transparency with our
custoners is paramount and we believe that hearings |ike
this serve that purpose very well. Todd, quick comrent
on your initial introduction, thank you for doing that.
| thought that a detailed and objective discussion of
what brought us to where we are right now sort of in
| ong-termcare on an aggregate basis was very inportant,
it's very enlightening not only for MA staff and others
sitting in the room but for our policyholders nore
general ly who nay be listening on the phone which is one
of the reasons | asked whether that deck would be put on
the website. So, thank you for that very much

Sales of long-termcare insurance and,
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Conmmi ssioner, this goes to one of the questions that you
asked earlier, sales of long-termcare insurance over
the past decade, | think plumeted is a fair word to
use. And that is not good for current policyholders,
for future policyholders, for states, for regulators or
for insurance conpanies, and to that end Transanerica is
one of several long-termcare insurers that has been out
there trying to devel op innovative new ways to solve or
hel p solve what | think we all can view as a forthcom ng
long-termcare -- I'"'mnot sure if crisis is the right
word, but it's the word |I'Il use right now.

At the end of the day if we don't find a private
solution it seems to ne that Medicaid will be the |ast
resort and that will significantly inpact state budgets.
So, to that end we are working to innovate, we are
working with our trade associations to try and figure
out what |egislative changes m ght be necessary to be
able to be nore innovative with |ong-termcare products.
We are working with think tanks in Washington D.C. to
see, you know, what |aw changes or policy changes m ght
be available on the federal side.

As you know, the IRS and its tax govern nuch of

Epi g Court Reporting Solutions - Washi ngton, DC

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


http://www.deposition.com

HEARI NG - 02/11/2019 Page 59

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

what we can offer on long-termcare policies so we're
taking a hard look at that. One of the reasons we're
doi ng that, Conmi ssioner, and to answer directly your
question, we are still in this business. W sell in
Maryl and and al nost all other states, and we continue,
and that is both in the stand-alone world of long-term
care and in the hybrid space. W' ve been doing business
in Maryland in the long-termcare field since the |ate
'80s and we have over 2,800 policyhol ders outstanding in
Maryl and as of the end of 2018.

And, again, we are one of the very few conpanies
that remains in this marketplace. W've got four
filings before the MA presently all witten by
Transanerica Life Insurance Conpany. W are here on a
round two for our |egacy products. There are 705
policies in Maryland. W are requesting 53 percent but
targeting two 15 percent increases so that we woul d be
able to offer landing spots. The second group is
Transanerica Life NEA, which is National Education
Associ ati on.

This is also a round two filing there. There

are 463 Maryland policies. W are requesting again 53
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percent but again targeting two 15 percent approvals so
we woul d be able to offer a landing spot. Transanerica
Uni was issued a bit |ater than those ol der policies,
this is round two for that block. W have 210 Maryl and
policies in force. W are requesting 48 percent but
again targeting two 15s so we can offer the |anding
spot .

And, finally, we had a filing with the
I nterstate Conpact on a block of forns, there were 260
Maryl and policies affected by that filing. W have
re-filed here given the rules of the conpact we
requested 42.33 in that filing but, again, given
Maryland's law two times 15, so that we can offer a
l andi ng spot, is what we're talking. Wile it may seem
a long time since many of our policyhol ders bought these
policies back in the '90s when this business was
started.

At that tine, the long-termcare insurance
industry was inits infancy. It was very limted in
data, in fact, there was virtually no long-termcare
specific data on which to make initial pricing

assunptions. Conpanies and consultants worked to try to
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determ ne best estimte assunptions fromall the data
available to price the product at that time that would
give us the best starting place for a guaranteed
renewabl e policy formall those nunber of years ago.
Today the story is different.

W have data into later and |ater durations
along with nore regul ar experience studies which taken
together, increase our confidence in what we're asking
for here. At Transanerica we perform experience studies
on an annual basis covering nortality, |apses, and
morbidity, three of the nore significant driving
factors. Qur observation over the years, nmuch |ike our
peers in the industry, has been nore people are |iving
to ol der ages where long-termcare clains are nore
common and | onger clains than was originally
antici pated, neaning they stay on claimlonger than
originally anticipated.

Transanerica is conmtted to providing our
policyhol ders with benefits -- I'msorry, alternatives
to rate increases where possible. W know the val ue of
these policies. Qur policyholders not only let us know

that when they call for claimtine but they also |let us
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know that by their actions in terms of how many people
across the country generally pay the full long-termcare
rate increase. And, generally, we are at about 85ish
percent nationally that pay the full increase conparable
to-- | think it was Genworth that said this, about 10
to 12 percent takes sonme formof benefit reduction, and
then the bal ance take a non-forfeiture.

We are conmtted, as | noted, to providing our
policyholders with alternatives to rate increases where
possi ble. As an exanple, the |anding stops that |
mentioned if we are able to get to two 15s on each of
the filings, we would be able to offer that. Basically,
that would all ow policyholders with certain benefit
inflation options to reduce the future growth of their
benefit. So they lock in where they are today but woul d
grow at a slower rate, and that woul d enable themto
avoid the entirety of this rate increase if they were to
accept it.

| f policyhol ders choose to discontinue their
policies, on nost policy forns we are offering a
non-forfeiture benefit that is equal to the amount of

prem uns paid over the years. The one block that went
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to the conpact is called Transcare 2, we underwent a
t horough review of our rate increase request with the
Interstate Conpact. | believe that our -- or the review
that the Conpact did on our filing was the second that
they have done over the years. So, the filing was
extremely well-vetted. Froma review an advisory report
was issued by the Conpact stating that Transamerica had
demonstrated conpliance with the rate filing standards
and that our requested increase amount of 42.33 percent
Is wthin the range supported by the docunmentati on.
42.33 is our requested rate increase wth the
Conmpact but the Conpact also tested an alternative
met hod cal | ed the "perspective present val ue nethod" to
determne if that came out wth a different nunber and
there they came up with an increase of 37.47 percent.
The Conpact comrented that they could not say which was
the nore appropriate nunber, the 42.33 or the 37.47, but
t hat our documentation certainly supports an increase in
that range. VWile we fully understand inconveni ence or
potential challenges these rate increases can create for
our policyholders, our primary concern for Transanerica

and the entire industry, | would think, is that we have
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the premumflow both now and in the future to all ow us
to fulfill our prom ses to our custoners and pay every
qual ified claimthat we receive.

W believe in clear comunications to our
pol i cyhol der, describing why we need the rate increase.
We also provide flexibility and options necessary for
peopl e who m ght not be able to afford the increased
rate. | wll note not only do we offer the [anding spot
but certainly all of the other reduced benefit triggers
woul d be available as well. So, as others had pointed
out, a decreased benefit period, a decreased daily
amount, an extended deductible period. Al of those
| evers can be pull ed depending on what's in the client's
interest fromhis or her point of view.

Wien we get a rate increase approval we send out
several docunments to our policyholders. One of themis
a cover letter trying to explainit. Another is a set
of frequently asked questions, and we al so provide a
quot e sheet which, sort of in a check box fashion, would
al | ow policyholders to review what m ght be available to
them and nake a decision in a relatively straightforward

and sinple fashion. The other thing that we do, and we
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too have a dedi cated team of customer service reps
specifically trained on long-termcare rate increases,
but we also have a rather robust website, and on that
website not only can our policyholders find general
i nformation about rate increases but they can actually
find specific information relating to their policies.

They can conpare the benefits that they have or
that they are thinking about obtaining to the cost of
care where they live. They can actually toggle back and
forth and try various different benefit reduction
alternatives to see if any of those m ght be better or
worse for them It allows for our policyhol ders or very
frequently the children, the adult children of our
pol i cyhol ders to make an appoi ntment so that one of our
custonmer service reps can call themat a tine that is
convenient for them And, again, | will thank the MA,
| will thank our policyholders for holding this hearing
and participating in this hearing. W are grateful for
it and we remain available to answer any questions you
m ght have.

COW SSI ONER REDMER:  Thank you, M ke,

appreciate it very nmuch. Any questions for Mke?
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MR SWTZER  Thank you, Mke. Thank you al so
for being open to new business in Maryland. One tangent
question, |ooking at financial statenents and was gl ad
to see that for 2017 the risk base capital provision of
the conpany inmproved a good anount, from 851 percent in
2016 to 1,008 in 2017, to 157 points. | understand it's
not at the top of your head, but was there a main driver
of that favorable change?

MR GGG This is where those smart people on
the other end of the phone mght be helpful. I'm
actually not sure if any of us have that information,
but Brad or Kevin, can you answer that?

MR ROKOSH: This is Brad, | can't answer that
off the top of ny head but we're happy to get that back
to the Maryland Departnent of |nsurance.

MR SWTZER | appreciate it, thanks.

MR GGG Yeah, so we'll get that for you.

MR- SWTZER  Thanks a lot. That was it.

COW SSI ONER REDMER:  Anybody el se?

MR JI: Yes, one of the filings you mentioned
was Wi th Conpact, you are seeking 42 --

MR GUE G Point 33.
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MR JI: ~-- 42.33 percent rate increase. |
| ooked at the filing and actually the rates, you know,
was approved, it was on the 11th. Looks fairly newto
me, this rate. So ny question is in general, | nean,
how do you learn fromyour historical pricing? How do
you -- how are you -- inprove your future on pricing
options for rate increase too?

MR GQUAE G Jeff, thank you for the question,
it's a good one. Let ne give my own initial remarks and
then | ' msure Brad will be able to fill inin nore
detail. As noted not only by us but by other conpanies,
in this industry pricing assunptions were based on what
industry felt was the best available evidence back at
the time of original pricing. So they |ooked at things
like disability insurance, they |ooked at things Iike
heal th insurance to see what | apse rates were on those
types of policies and then we nade assunptions about
what they would look like in these policies.

Qur | apse assunptions, for exanple, were in that
5 or 6 percent range at the beginning that we were
tal king about earlier. On our current pricing and,

Brad, check ne on this, | believe our assunptions on
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ultimate | apse rates are below 1 percent at this point.
W al so have experience in data that enable us probably
into the md-80s nowto better assess the |ikelihood of
claims and severity of claims and incidents of clains.

| will add that back in 2001 or 2002, don't hold ne to
t hose years, we were one of the first |arge conpanies,
large witers, to actually seek rate increases and |
think we did that for the first time back in about 2000,
2001.

At that tine we realized that in order for us to
be able to sell a product we woul d have to increase our
rates by some 40 or 50 percent nore than our
conpetitors. So, back at the time we actually -- we
didn't formally wthdraw but we basically sold al most no
policies until about that 2010, 2011 timeframe when it
appeared that the industry was right-siding itself in
terms of the premuns that needed to be charged. There
was still a lot of unknowns in 2010, 2011. | think our
actuaries wll speak to what we know nuch nore now, but
that gives you a little background, Jeff, that | hope is
hel pful. Brad, do you want to fill in sone of the gaps

t here.
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MR, ROKCSH:  Yes, so, thanks, Mke. What | kind
of want to add is 211 is currently a new policy form
Since then our new business rates, we had increased
their new business rates tw ce, which kind of tally to
about 80 or 90 percent increase on new business rates as
well and that is primarily driven by our additional
experience that we're seeing. So, to give you an
anal ysi s of how nuch nore from 2011 that we do currently
have, it's actually both, level the anount that claim
experience from 2011 to around '15, '16 when we priced
our new products, our current price -- current product
that is currently in the market.

So, that is significant and it kind of adds to
the amount of credibility and the confidence that we
have in our new business rates and it's just a |earning
aspect of, you know, gathering that additional
experience which is causing sone of these rate increases
associated for the Interstate Conpact, where that rate
increase is driven by future norbidity -- for future
deterioration norbidity that is expected. | hope that
addressed your question, Jeff.

MR JlI: Thank you.

Epi g Court Reporting Solutions - Washi ngton, DC

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


http://www.deposition.com

HEARI NG - 02/11/2019 Page 70

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

COW SSI ONER REDMER:  Al'l right.

MR GUE G Thank you very nuch.

COW SSI ONER REDMER:  Thank you, M chael. All
right, that is it for our carriers. W do have two
fol ks that have signed up in advance to provide
comrents. First is Doug Godesky, is that right? Doug.
And again, for those of you on the phone, if you' re not
going to speak if you could nute your phone we'd
appreciate it. Thank you.

VMR GODESKY: Use the m crophone?

COW SSI ONER REDVER: Yes, and if you could
speak loudly for the transcriber and give us your nane
agai n.

MR GODESKY: Certainly. Douglas Godesky, and |
live at 202 Evergreen Road in Severna Park, Mryland
21146. Dougl as Godesky, GO D E-S-K-Y, 202 Evergreen
Road, Severna Park, Maryland 21146, and | thank the
| nsurance Adm nistration for having these types of
hearings and getting us notice that we can appear.

CLERK: | think you may need to flip the switch
on the m crophone.

MR GODESKY: [|'ma 62-year-old male, and | ama
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CGenworth long-termcare -- long-termhealth care

pol i cyhol der since Cctober of 2002. | purchased ny
policy fromGE and the policy was converted to Genworth
control in about April of 2006. |'malso a direct or an
account controlling Genworth common stockhol der. M
Genworth long-termhealth policy has undergone a couple
of changes increasing ny prem uns over the years where
|'ve had to cut back on nmy coverage in order to maintain
a premumthat | could afford.

So, ny testinony here is based upon ny hearing
that these prem umincreases that |'ve read for ny
policy and probably other haven't read the other
policies, will force us to tip towards making difficult
decisions to give up policies that are life-saving in
many ways because we've just finished putting two el ders
t hrough one year in care at age 94 and one at 97, so we
have firsthand experience of what these policies could
pay versus out of hand cash that was used for those
cases.

So, ny testinony has two goals, | think one is
factual -based and I'l| apol ogize up front to Genworth

that I'mcertainly not an actuary, |I'mcertainly not --
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have not put an enornous anount of reading so they may
find that I'mslightly off but I don't think I am
grossly off in what |'mabout to offer factually.
Because | think that the filing has a negative story
about the conpany's finances when, as an investor, |'m
seeing a different positive story, and there's also an
enotional second part to my testinony that I won't take
up much tine with

So, I"'mgoing to read from Genworth's February
5, 2019 press release to investors, quote, after tax
Increase and long-termcare reserves -- after tax, the
increase in long-termcare reserves of 258 mllion
related to changes in benefit utilization rates, claim
termnation rates, and other assunptions. M take on
that is that it neans they now have over a quarter
billion dollars nmore in reserves than they -- whatever
reference point they were speaking to. Another quote,
strong capital |evels above managenent targets in U S.
Canada, and Australia, end quote.

That to me nmeans that they're inproving their
busi ness faster than that they thought. Long-term--

quote, long-termcare active generally accepted
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accounting principle margins are about half a billion to
one bhillion are consistent with prior years, end quote.
To me it seens like they're remaining at the very |east
consistent, not getting worse. So, | looked at their
third versus fourth quarter 2018 incone and every line
of business except what they tagged as U.S. Life, which
|"mgoing to potentially and correctly assume it
I ncludes long-term health, has been maki ng nore noney.

It means, in ny opinion, Genworth is on a path
of profitability while the long-termcare |ine of
business, if that's where they're placing it under,
life, is losing. Absolutely, and it's causing a total
| oss. They have plenty of opportunity to inprove those
other lines of business to not come out so far. In the
negative end they have come out in the positive in the
past quarters that |'ve watched as an investor. And,
finally, ny last thing is that they just gave Genworth
Canada, which | believe is part of the conpany, just
declared a 51 cent per the Canadian dollar dividend for
the first quarter of 2019.

Wl |, that means the conpany overall is paying

out dividends. If | best recall they either cut or
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elimnated the U S. dividend but, nevertheless, they're
maki ng noney somewhere. So, that ends my factual pitch.
|s that, basically, my take is that it's not all dire
straights as a conmpany in total and | think conpanies in
total should be |ooked at, not lines of business
individually as the filing describes.

So, the next is alittle bit enotional, alittle
bit -- it's factual but it had emotions to it. It's a
-- when we bought our GE long-termcare policies we
bought themw th marketing materials for GE that put
Americans first in their marketing describing 25 years
of no premumincreases, and | believe that with the
type of marketing CGE was doing at the tine and since
then, even after they created Genworth, with their
marketing of America railroad engines, w nd turbines,
jet engines and naking products to make Anerica strong.
Had this policy still been with GE| believe I'd stil
be reading now 35 years w thout prem umincreases, they
woul d of been finding a way.

So, it's unfortunate that this nove to spinoff
to Genworth has enabled themto w pe out that track

record that they had, and seeing that Genworth is now in
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1 negotiations to sell itself to a Chinese-owned

2 conglonmerate, Oceanwi de Holdings, nmy feeling is for the
3 good of Maryland hol ders and American hol ders we shoul d
4 wait till that deal plays out and see what their

5 finances look like after that. |f QOceanw de Hol di ngs

6 wants to invest in them they need to eat up whatever

7 risks or deficiencies they mght have in the long-term
8 healthcare where they're making noney in the other

9 areas. So, | guess I'm in that sense, asking for the
10 Board to consider a delay in this until they wap up

11  that investnent with this non-Anerican firm And, with
12 that, | thank you for the opportunity to testify and

13 that concludes ny statenent.

14 COW SSI ONER REDMER:  Thank you for being here.
15 | only have one question. Do you know whet her your

16  specific policy is one of those where there's a proposed
17 rate increase?

18 MR. GODESKY: It is and | called it on the |ower
19 left corner, it has the four digits and the et al, |'m
20 in that pool.
21 COW SSI ONER REDMER:  Thank you.
22 MR, GODESKY: Thank you.
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COW SSI ONER REDMER:  Any ot her questions?

MR SWTZER. Not a question, | just wanted to
reiterate, | don't think you could be here for the
begi nning but, first of all, thank you very nuch for
being here. It adds to the process, | think, nore than
you realize. In terms of reviewing these filings, one
for Genworth, one of the reasons this filings is before
us, a specific one Genworth is here for, because we
didn't approve, after lots of deliberation, trying to
find the bal ance, what was fully requested last tine.
We approved a filing 9-26 of '18 and this filing is for
-- talk about the remainder that we didn't approve. And
of 49 filing, we -- long-termcare fromall conpanies
that we got fromour teamin 2018 the average increase
requested over two years was 42 percent and we accrued
16-5. We're doing our best to be fair on all sides to
scrutinize every page of the filings. Just wanted to
reiterate that.

MR GODESKY: And as a citizen and a
policyhol der | appreciate that and I'mfully aware that
my increase, which makes it tough, is less than the

increase on ny wife's policy so, |'mbeing ful
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1 disclosure here, I know the policies are going up but,

2 you know, it's -- in this case |I'masking that the

3 totality of these businesses | ooked at not just the

4 filings which is probably a legal twist on. You

5 probably only get one | ook at one thing. So, thank you.
6 COW SSI ONER REDMER:  Thank you. Any ot her

7 questions? Thank you very much. Also we received a

8 reservation -- |'Il call it an RSVP, that's right,

9 dinner for tw. Ed Hudnman. Ed, are you on the phone?

10 MR. HUDMAN.  Yes, | am

11 COW SSI ONER REDVER: Al'l right, good to hear
12 you.

13 MR HUDMAN. CGood to talk to you and, again,

14 thank you and the MA for continuing to hold these

15 hearings and al so the considerable efforts that you al
16 are working and bal anci ng consuner and conpany interest
17 in a very difficult decision process. | nust say that |
18 have -- I'man insurance agent. |'ve witten a

19 long-termcare business since 1991, I'min ny 29th year
20 and nmy wife and | are policyhol ders, we have CNA and

21  CGenworth policies.

22 And | think we have been subjected to four rate
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1 increases with CNA and five rate increases with our

2 Cenworth policy, and not nmade any changes. | have to

3 comend both Genworth and CNA. | have a nunber of

4  policyholders currently on claimand who have used the
5 policy as well as policyhol ders who have used their

6 policies in past years and the clainms process is not

7 perfect but it works.

8 It generally works quite well. One suggestion
9 that | have for Genworth regarding their wellness

10 program CNA is conducting and | was just interviewed
11 fromtheir wellness programand you nay want to speak
12 with CNA as you quote your nodel in terms of what you
13 want to do. | think it's very snmart and very effective.
14  The docunent that | submtted for discussion today is a
15 long-termcare insurance personal worksheet. This is
16  from Genworth but | mght point out that it's a part of
17 all of the policy applications witten fromthe early
18 2000s on, and on the second page on that long-termcare
19  personal worksheet there's a question that's asked.

20 And this is a part of every application, have
21  you considered whether you could afford to keep this

22  policy if the premuns went up, for exanple, by 20
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percent. The question is not have you considered
whet her you could afford to keep this policy if the
prem uns went up, for exanple, by 20 percent each year,
with multiple years. The question, could you -- have
you consi dered whether you could afford to keep the
policy if the prem uns when up by 20 percent, okay.
Wiile | think this is an accurate statenent
t oday based on the Society of Actuaries report 2014, it
appears that the industry has reached stability
regarding this very inportant coverage, and they've
reflected that it was less than a 10 percent |ikelihood
that there would be rate increases based on the current
pricing at the tine going into future years. M concern
and what |'m addressing is not the new policyhol der, the
industry is finally getting it right. [|'mvery
concerned about existing policyholders, not the new
pol i cyhol der.
And going back to the industry knew, for
exanple, the one word that | heard in the testinony that
was cause of great concern is the word persistency. CNA
knew in 1996 that persistency was an issue 22 years ago,

okay. The whol e industry knew that persistency was a
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maj or problem (inaudible.) Genworth is requesting |
believe it's some policies that was witten between 2003
and 2005, | could not hear clearly, the mc was breaking
up a little bit, and this is troubling to ne. That --
and of course the inpact of errors that were made in
persi stency were magnified by the errors that were nade
inmortality and norbidity assunptions.

| don't have any problemwth the interest rate
I ssue because | don't think anybody could of figured
that, what was comng as far as the reduced interest
rates on investment. But the other were business errors
that were nmade by the conpanies and the question is in
the MA's efforts to create a truly fair and bal anced
situation between the carriers and the consuner, you
know, how do you weigh the fact that -- that the reason
we' re having these discussions today in large part is
due to the fact conpanies nmade business errors 20 years
ago? Ckay.

And the question is how nuch of this burden
shoul d the consuner bear. | don't know the answer to
the question and | think that the task you all have is

-- but realize that the consuner, not only in ternms of
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all the pronotional material that cane fromthe
conpani es, okay, also was |ooking at a docunent approved
by the MA on this 9CC formthat's used today that says,
have you consi dered whether you could afford to keep the
policy if the premuns were up, for exanple, by 20
percent that the rate request were upwards of 160
percent over the years depending upon the carrier and
the policy form

That doesn't square and that's not a fair
busi ness deal, and the consumer is hearing one piece of
information for one set of facts upon which they're
trying to make a decision. And, in fact, the reality is
something entirely different. So, ny question is what
Is fair here and it continues to remain a problemand |
woul d hope that while | think the formis inportant and
| think this nunber is correct, going forward | think
that having this formis inportant and the statement is
accurate and it's fair, but for the policyhol ders renain
-- the rate increases are being requested.

| think a very unfair situation existed in that
the consuner was msled, okay. This is not really

witten testinony. |'ll be submtting a nmore thorough
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wite up, but | just had to make those comments and |
appreci ate your tinme.

COW SSI ONER REDMER:  Al'l right, thank you very
much, Ed. | appreciate it. Any questions for Ed.

MR SWTZER |'Ill just respond, Ed, and thanks
again for being a steadfast voice in this ongoing
di al ogue. How do we weigh in these factors? One of the
slides was ained to scratch the surface of that. Again,
the carriers have voluntarily said that our original
goals are off the table, to use that term and what |
mean by that is in one of the exanples we | ooked at,
it's certainly not covering every exanple, but at the
start of the product the aimwas to nake over 50-75
years a rate of return of 20 percent.

| think there's agreement that given how things
unfol ded, getting back to as high as 20 percent is not
the target. In one of the exanples we gave -- the
target was all in and | know nost of the |egal m ninmm
requi rements 58-85 are centered on the loss ratio, just
the clains and the incone. W're trying to bring in the
whol e picture and in this singular exanple the nodeling

fromthe conpany was -- what we would like to get is to
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make 5 percent instead of 20.

If we cap at 15 we'll break even and we don't
have an answer to what between 20 and break even or any
ot her nunber m ght be on people's mnds is fair,
equi table. But that conversation is what is happening
between us and the carriers and with groups like this to
answer hard questions like that, but | think every -- we
-- multiple sensitivity testing, multiple tables of
morbility and nortality on our teamand we continue to
evolve to get first, not just a point estimte of what
w || happen over the next 50 years, but a range to have
t hese conversations and get the best answers fromthe
SOA, fromthe MA, from people here.

COW SSI ONER REDMER:  Thank you, Todd. Any
questions? Al right, thank you very much. | wll
any other questions or coments from anybody in the
roon? If not, we will go to the phone, anybody on the
phone with any questions or comrents? Al right, "l
ask one nore tine for coments, okay. Hearing none,
again, | appreciate everybody for being here. W wll
have another rate hearing on additional rate increases

probably in the next couple of nonths and, again, for
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1 those of you in the roomwe've got our contact

2 information outside. For those of you on the phone,
3 please feel free to visit our website or follow us on
4  Facebook. Thank you very nuch.

5 (Hearing adjourned at 10:47 a.m)
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CERTI FI CATE OF SHORTHAND REPORTER - NOTARY PUBLI C

|, Danielle Lawence, court reporter, the
of fi cer before whomthe foregoing proceedi ngs were
taken, do hereby certify that the foregoing transcript
and sai d proceedi ngs were taken by me stenographically
and thereafter reduced to typewiting under ny
supervision; and that | amneither counsel for, related
to, nor enployed by any of the parties to this case and
have no interest, financial or otherwise, inits
out cone.

| N WTNESS WHERECF, | have hereunto set ny
hand and affixed ny notarial seal this 25th day of

February 2019.

{ifgﬁréfzg;jiaﬁxbffﬂﬁﬂ—

NOTARY PUBLI C N AND FOR THE

STATE OF MARYLAND
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 1                      P R O C E E D I N G S

 2           COMMISSIONER REDMER:  All right, I've got 9:00

 3   so we will go ahead and get started.  Welcome to

 4   everybody that's here and on the phones.  I'm Al Redmer

 5   of the Maryland Insurance Administration and this is our

 6   first public hearing on specific carrier rate increases

 7   for long-term care insurance market for 2019, and I

 8   appreciate you being here especially with such

 9   challenging weather conditions.

10           Today's hearing will focus of several rate

11   increase requests now before the insurance

12   administration in the individual long-term care market,

13   these include requests from:  Transamerica Life

14   Insurance Company, proposing increases of 32.25 percent

15   to 42.33 percent dependent upon the policy form,

16   Genworth Life Insurance, Company proposing increases of

17   15 percent, and Physician Mutual Insurance Company,

18   proposing increases of between 0 and 15 percent, again,

19   depending on the policy form.

20           In the group long-term care market, these

21   include requests from Continental Casualty Company,

22   proposing increases of 15 percent, and Transamerica Life
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 1   Insurance Company, proposing increases of 32.25 percent.

 2           These requests affect about 9,500 Maryland

 3   policyholders, and the goal of today's hearing is for

 4   insurance company representatives to explain their

 5   reasons for the rate increases.  We will also listen to

 6   comments from consumers or other interested parties, and

 7   we're here to listen, ask questions of the carriers and

 8   consumers regarding the specific rate increase requests.

 9           I'd like to first introduce the folks that are

10   with me from the Insurance Administration.  To my

11   immediate left is Jeff Ji, one of our actuaries.  To my

12   immediate right is Bob Morrow, associate commissioner of

13   Life and Health.  To his right is Todd Switzer, our

14   chief actuary, and all the way down at the end there is

15   Adam Zimmerman, our actuary.  Also from the MIA in

16   attendance today is Michelle McCoy, assistant chief of

17   Life and Health complaints, in the event we ever get

18   Life and Health complaints, and the chief of Life and

19   Health complaints, Mary Gwen.  Also Tracy Imm and Joe

20   Svodka from our communications team, as well as Nancy

21   Muehlberger from the Office of Chief Actuary.

22           Before we get started, I'm just going to go over
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 1   a few procedures for today.  First of all, out in the

 2   little hallway there is a handout that has all of our

 3   contact information on it, please make sure to pick one

 4   up.  If you'd like to speak today please sign up on the

 5   sheet and include your name and contact information.

 6           Secondly, with the exception of the MIA team

 7   this hearing's not a Q and A session.  We're going to

 8   hear comments from interested parties.  We have some

 9   that have been received and reviewed in advance of the

10   meeting, and please continue to submit any comments

11   until next Tuesday, February the 19th.  Again, the MIA

12   will continue to keep the record open until the 19th for

13   additional written testimony.  The transcript of today's

14   meeting as well as all written testimony submitted will

15   be posted on the MIA's website on the long-term care

16   page, as well as the quasi-legislation hearings page.

17   The long-term care page can be found on the MIA website

18   by clicking on the "long-term care" tab located under

19   "Quick Links" section the left hand side of the home

20   page.

21           As a reminder, we do have a court reporter here

22   today to document the hearing, so when you're called to
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 1   speak please state your name and affiliation clearly for

 2   the record.  If you are dialing into the hearing through

 3   the conference call line please mute your phones unless

 4   you're going to speak.  Obviously, please do not place

 5   us on hold, use the mute function instead.  And then

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

 7   individually to speak regarding their rate requests.

 8           We'll do it in alphabetical order.  Afterwards

 9   any interested stakeholders or policyholders, and folks

10   dialing in will be invited to speak.  So, with that,

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

12   mind, let's start with Continental Casualty company.

13   Todd's got a few remarks.  Todd, open your remarks.

14           MR. SWITZER:  Good morning.  I appreciate all of

15   your time and look forward to benefiting from an open

16   dialogue.  I encourage everyone to voice everything on

17   their mind.  I went through a number of inquires from

18   long-term care Maryland members.  There was a good

19   number, more than average this time.  I want to bring

20   out a few that stood out that kind of had themes to them

21   and build on those.  Last time as opening remarks I

22   wanted to facilitate the dialogue, encourage people to
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 1   talk and say everything that is going on in this market

 2   towards solutions.

 3           I mentioned for some context that the average

 4   cost of assisted living in 2018 was $56,000 a year, just

 5   to get some tangible facts around everything that we

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

 7   benefit of the benefit, the very valuable benefit to

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

 9   estimate of how many people who require that type of

10   care, that variance is very sensitive there, or the

11   assumptions are, so you need coverage.

12           So, I'd like to also, while not giving a full

13   view as it is, as you well know our charge is to make

14   sure that rates are not excessive, not inadequate, not

15   discriminatory, but to build perhaps at that each of

16   these quarterly meetings a little window into how we

17   implement that charge and some of the dialogue we have

18   with carriers.  So, here's a quote from one of our

19   seniors in Maryland.  I hope they are on the line.  It

20   goes like this, it was several pages.

21           Here's one line:  What can an insurer do to

22   prevent the rates from becoming unaffordable?  Remember
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 1   that an insured must pay premiums for years, is almost

 2   blocked into the policy in spite of rate increases,

 3   because we don't want to lose the investment, for which

 4   they've been paying premiums for many years.  They go on

 5   to say, does the MIA consider this, what is our role and

 6   several other good points.

 7           Another excerpt about a 12-page comment is are

 8   aggregate premiums paid by the policyholder, how are

 9   those considered?  Could you please give us accurate,

10   understandable and adequate information as to how the

11   filings are reviewed, how are assets looked at, what are

12   key economic assumptions?  Please make it understandable

13   in plain English, how capital investments are

14   considered, what kind of rate of return is considered,

15   et cetera.

16           So, on the one hand, as you know, we have

17   Maryland seniors who, at one time, for example, in the

18   '80s or so, paid $1,500 representative.  In some cases

19   it's 300 percent higher, $4,500.  On the other end, you

20   have prominent insurers that have seen financial

21   strength ratings such as standard in cores, where the

22   strongest rating's extremely strong.  Best, where the
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 1   highest rating's superior, Moody's, where the highest

 2   rating is exceptional drop three.

 3           One -- four steps to weak, to poor, to poor and

 4   not positioned where you want a carrier to be.  So,

 5   we're trying to find the balance and along those lines I

 6   have a few slides that I'd just like to try to speak to

 7   these questions or start to.  Again, not an exhaustive

 8   look at what the MIA and my team intend.  Adam helped a

 9   lot with these slides, we worked together, and Jeff, but

10   to give some facts to hopefully encourage a good

11   dialogue here.  This slide up here is from a filing

12   currently under review.

13           I'm going to try to use this pointer that we got

14   for our cat, it's not working.  This is kind of the life

15   cycle of a long-term care policy or one view of it.  The

16   blue bars are enrollment and this goes from kind of the

17   life of the policy.  Their carriers are projecting out

18   50, 75 years, a difficult task, and you have enrollment

19   that actually starts at 0 and it goes from the year 2002

20   to 2065, a long time.  But there's enrollment, it starts

21   at 0, climbs up, drops down.

22           But along with, obviously when the membership
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 1   goes up that's when the premiums come in.  So there's a

 2   build up of premium you need from other, again, other

 3   policies like health insurance where you're going year

 4   to year.  But the other one I'll ask you to look at is

 5   the curve and that's the loss ratio and it's a bit

 6   technical but it's basically -- it is the percentage of

 7   the premium dollar paying claims.  So, in this example

 8   the red is what was intended at the start in 2002, hit

 9   about -- the loss is 60 cents on the dollar.

10           This particular example has 70, but the point is

11   in the early years the claims, as you'd expect, are very

12   low, in some cases 0.  By the policy I'd say 55 don't

13   need claims till hopefully 60, 70, 80 and what I'm

14   getting to -- one point of this, there's lots of points,

15   but is when the premium builds up you can earn interest

16   on that premium and that's something that was -- a lot

17   of talk is made about the loss ratio, the claims and

18   income.

19           But unlike, in my opinion, lots of other

20   products this is a really important one you need to

21   mention.  So, Adam, if you would.  This is bond rates,

22   corporate bond rates, high grade, AA, AAA, and you can
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 1   see that in the '80s times were good.  It had 14 percent

 2   bonds rates.  Today they're closer to 25-year and

 3   5-year, we could do 10-year, others, but you get the

 4   idea.  They're down around 4 or 5, and one of our

 5   commentators said do you consider this.  We do, and how.

 6           Well, one, back when claims were low, when

 7   things were building up and we know the company has to

 8   front capital to fund the program, but focusing on the

 9   premium what was earned back then, because it affects

10   the future very much.  That's one question, that, how do

11   we consider that and I'm -- one company said, well, in

12   the '80s we asked what did you make in 19 -- I forget

13   the year, 10 years ago, it was about 7 percent.  The

14   other question is where are they going and this seems to

15   indicate, I mean, you draw your own opinion, that maybe

16   they're coming up.

17           I know there were some articles in the Wall

18   Street Journal last week, two of them about bonds

19   rallying.  Don't want to be too foolish and too --

20   there's a lot of risk, who knows what the future will

21   do, but are they coming up.  Because just a couple of

22   basis points increasing bonds rates, that means
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 1   something.  It's not the whole story but it's part of

 2   it.  So, what is this translated into, again, this is

 3   abbreviated but in 2018 my team looked at 49 long-term

 4   care filings.

 5           The average requested increase looked at

 6   two-year period, about 42 percent, and what we approved,

 7   again, two-year was 65.  Yes, a lot of that was the cap,

 8   the legal 15 percent per year, but over two years 15

 9   percent twice is about 32 percent and it could of been

10   more, again, we're trying to find the balance.  But that

11   tries to put some numbers to a lot of the questions that

12   more than one Maryland senior asked.  To try, again, to

13   make it a little more tangible.  An average premium is

14   $2,700.

15           What was requested was 38, that's 42 percent or

16   $1,100 a year increase.  What was approved was $3,100,

17   so that's 446 increase, so $689 less.  There's lots of

18   protections in place.  We're talking about trying to

19   find more solutions.  Past losses can't be recouped, but

20   we're trying to find a proper pace of correction, we're

21   trying to consider the financial stability of the

22   company as part of our charge, and this is a little bit
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 1   -- had more details down there at the ranges of how

 2   those actually played out to try to, again, speak to the

 3   questions.

 4           This tries to look -- well, it does, looks at

 5   enrollment in long-term care insurance over time and

 6   what it says is membership back in 2004, how many

 7   Marylanders had long-term care insurance, and to me it

 8   speaks to affordability.  That we reached a peak in

 9   about 2012, 154,000, and it started to decline.  It's

10   just they're either letting their coverage go, they're

11   not buying it anymore, they can't afford it, and I don't

12   think -- I don't want to interject too much opinion, but

13   it doesn't seem to be good for anyone.

14           And 21 percent of Marylanders over 65 had

15   long-term care coverage back in 2010, today it's down to

16   15 percent and it seems to be headed in that kind of

17   direction.  So, again, trying to benefit for all the

18   smart people in the room and on the phone to think about

19   these things and to work at it.  Next slide, please.

20   Another protection for consumers, new business rates

21   versus renewal rates.  The zigzag line is for the same

22   coverage today and the protection is you can't have your
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 1   renewal rates higher than your new business rates for

 2   comparable benefits.

 3           Through your benefit period, 5 percent compound

 4   inflation, 90-day elimination period, same age, 55.

 5   Today if you bought it new, perhaps this is a little

 6   comfort for consumers, but it does speak to value.  You

 7   paid $5,600 for it but what you're actually paying as a

 8   renewing member, who bought it a long time ago, anywhere

 9   from $1,900 to $3,900 to $2,500, there's some value

10   there.  That's just one dimension but a real dimension.

11   And on average the renewal rates or the new business

12   rates, rather, are 111 percent higher than the renewal

13   rates.

14           Bear with me on this one, but another one talked

15   about assumptions and again, this is a filing that we

16   are working on for the carrier, and we asked when you,

17   on day one, price this policy what were you shooting

18   for.  If everything played out exactly the way you

19   wanted what would have happened.  And they said, well,

20   over 75 years we're taking out a good amount of risk,

21   our internal rate of return would of been 20 percent.

22   We would of made 20 percent on our investment.  But here
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 1   we are today and the three yellow numbers are the three

 2   different -- and a question I didn't highlight but it

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

 4   they stay where they are today at 4 and a half percent.

 5           Well, if you, MIA, don't approve anything we

 6   will lose 10 percent, this is for 1,200 members that's

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

 8   percent because the theory is more of what I'm at.  The

 9   request was for a double-digit increase, the law doesn't

10   allow that in one year but just considering that, what

11   would that do.  That would have them make 5 percent

12   instead of 20, and what about what the 15 cap, they make

13   -- they break even, 0.2.

14           So, the companies, a lot, have stepped up, taken

15   accountability and said we're not earning -- paying to

16   make the 20 anymore but what is the rate balance and

17   we're having a dialogue to try to bring in everything;

18   claims income, investment expenses.  And the other thing

19   I'll try to bring out -- I'll bring out here, if bonds

20   are 5 percent and we approve 15 percent, the projected

21   gain will be 4.6, positive 4.6.  5.5 would be positive

22   8.8.  Those are pretty aggressive but just to get an
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 1   idea of how much a half of point can mean.

 2           So, my last one, I think is -- well, two more.

 3   Another aspect we look at is, you know, a lot of

 4   insurers get compound inflation protection.  As the

 5   consumer price index goes up they hold steady with that

 6   to make sure their benefit doesn't lose value.  The

 7   green line is 5 percent, a fair number of Marylanders

 8   have.  Another thing we try to discuss with the carriers

 9   is you see the red and blue, one is for the nation, one

10   is for Maryland, what CPI has actually been.  It's been

11   below 5 percent.

12           In some cases there's a little bit of over

13   insurance, that when they go they've indexed up higher

14   than CPI is indexed up and what does that mean when a

15   claim is filed and, more importantly, if it isn't the

16   2.2 percent that it is today, at one time it was 15.9 in

17   the '80s, what will it do in the future.  But what has

18   happened in the past is another conversation that is on

19   the list.  So, to build on what the Commissioner said,

20   the last one before we ask Continental Casualty to come

21   up, is yes.

22           In the yellow for the four carriers in here
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 1   today, and two of them are among the top five in terms

 2   of volume covering Maryland seniors in the market, 9500

 3   members are affected by today's discussion.  To put that

 4   in context, the four carriers represented here today

 5   have 48,000 total long-term care, so that's about 20

 6   percent.  For Physicians Mutual it's all of them.

 7   Nationally would be 1.8 million, so Maryland, the whole

 8   picture, is kind of the scope.

 9           In terms of column 13, the cumulative lifetime

10   rate increase, you have anywhere from carriers having

11   one prior rate increase to some having six prior rate

12   increases, such that before these filings are decided

13   upon the cumulative increases have been anywhere from 15

14   percent to 163 percent, and what it will be -- what it

15   would be as filed in column 15.  To my last point,

16   column 20, even with the increase, again, just looking

17   at claims and income, the claims page is over a dollar,

18   you got $1 premium and paying more than $1 in claims for

19   the lifetime of the policy.  So, I hope that gives a

20   little background and gives us a platform to the first

21   carrier talking about the filings, thanks.

22           COMMISSIONER REDMER:  Thank you, Todd.  So,
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 1   let's -- anybody have any questions for Todd?

 2           MR. GUGIG:  Just one question.  I'm Michael

 3   Gugig, G-U-G-I-G for Transamerica.  Todd, will these

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

 5           MR. SWITZER:  Yes.

 6           MR. GUGIG:  That would be great, thank you very

 7   much.

 8           MR. ZIMMERMAN:  Is any carrier going to need

 9   this screen for their presentation?

10           MR. LAMONT:  Good morning.  Seth Lamont, CNA.

11   My name's Seth Lamont.  I currently serve as assistant

12   vice president of government relations for CNA.  I

13   appear before you today regarding the long-term care

14   rate filing of Continental Casualty Company, which is a

15   principle underwriting subsidiary of CNA Financial.  We

16   are grateful for the opportunity to explain our rate

17   need in greater detail.

18           As I appear before you today, CNA's rate need is

19   not owing to factors unique to CNA, but rather erroneous

20   assumptions that were made at the outset by the industry

21   as a whole in our originally filed and approved rates.

22   As most are aware, both macro-oriented assumptions as
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 1   well as more micro-oriented assumptions put into place

 2   at the outset with respect to long-term care rate have

 3   proved erroneous.  Actual persistency versus original

 4   expectations remains a key driver of our collective rate

 5   need going forward.

 6           Long-term care insurance was originally priced

 7   as a lapse-supported product, which means that original

 8   premiums could be lower for the block if a portion of

 9   insured were assumed to voluntarily lapse their policies

10   at some point in the future without every claiming

11   benefits.  In rough terms, the originally filed and

12   approved rates across the industry in some instances

13   assumed greater than 10 percent lapse rate, and

14   experience has shown that lapse rates to be less than 1

15   percent.

16           This greater than expected persistency has led

17   to dramatically increased anticipated claim costs as

18   significantly more insureds have chosen to retain their

19   policies than was originally contemplated and those

20   policyholders will be around to make claims in the

21   future.  This persistency impact driver -- excuse me,

22   this persistency impact is driven not only by fewer
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 1   insured lapses, but lower than expected mortality.

 2   While this is a positive from a societal perspective,

 3   this leads to a greater rate need to support the

 4   additional future claims.

 5           As MIA is aware, long-term care represents a

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

 7   2017, the LTC book accounted for approximately 40

 8   percent of the company's total reserves.  The fact that

 9   LTC reserves comprise such a substantial portion of the

10   company's total reserves is reflective of the

11   long-tailed nature of this business and serves to

12   highlight the fact that rate increases are vital to

13   meeting future insured obligations.  While the reasons

14   for our rate need are not necessarily unique, we

15   respectfully request that MIA and insured alike

16   recognize that these increases are vital to ensuring

17   that adequate reserves are available in order to pay for

18   future benefits.

19           Nationally, CNA has approximately 185,000 group

20   insureds who remit roughly 200 million in aggregate

21   premium on an annualized basis.  In Maryland, we have

22   approximately 1,800 insureds in our GLTC block for a
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 1   premium, an aggregate premium of approximately 2

 2   million.  Following the initiation of our group rate

 3   action in 2015, which requested a 95.5 percent increase

 4   nationwide, we have attained a national average increase

 5   of 65 percent.  Which has resulted in an average annual

 6   premium of approximately $1,100.

 7           As a part of this rate increase program, we have

 8   received 15 percent of rate relief from MIA to date,

 9   ranking Maryland 39th nationwide.  As a part of the

10   filing process and at the request of the Maryland

11   Insurance Administration, we have reduced our rate

12   request from the original nationwide 95.5 percent,

13   downward of 15 percent to comply with state statues,

14   which would result in an aggregate average increase of

15   $17 per month for Maryland insureds.  This amount is far

16   less than achieved nationwide to date.

17           Given the substantial difference between rate

18   indications in the 100 percent range and the current MIA

19   offer of 5 percent, Maryland insureds will ultimately

20   pay more for their coverage in subsequent rate requests

21   due to the cost of waiting over time.  Compared with

22   nationwide, Maryland insureds have substantially richer
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 1   benefits largely attributable to the concentration of

 2   insureds with automatic inflation protection, which

 3   increases benefits at 5 percent per year.  Approximately

 4   one-third of Marylanders in the group long-term care

 5   block enjoy this benefit compared with just 13 percent

 6   of insureds nationwide.

 7           Based on this, although not fully credible, if

 8   the rate indication were based on Maryland experience

 9   and projections alone, the rate indication would be

10   greater than the nationwide rate indication.  Given the

11   substantially richer benefits enjoyed by a number a

12   Maryland insureds, it is reasonable to conclude that

13   Maryland insureds enjoy substantially greater benefits

14   for a relatively modest amount of additional premium.

15   Lastly, it's noted that any reserves -- any reserves

16   releases associated with an insured lapse are put back

17   into the overall reserve for the benefit of remaining

18   insureds.

19           We have said on a number of occasions, CNA is

20   committed to meeting insured obligations.  Our primary

21   focus in this regard is maintaining adequate reserving

22   levels in order to meet insured obligations.  We have
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 1   also made significant investments in our long-term care

 2   claim operations to manage this significant risk and

 3   improve the overall customer experience.

 4           Despite the fact that CNA's long-term care

 5   business is comprised solely of closed blocks, we

 6   continue to actively manage the business to ensure that

 7   claims are processed in an appropriate and timely

 8   manner.  To reiterate, the Company's goal with respect

 9   to this rate request is to ensure that we have adequate

10   premium to fund reserves, which are ultimately used to

11   pay future claims.

12           The relatively lower attained age in CNA's group

13   long-term care block represents a significant

14   opportunity for the company to amass additional reserves

15   for the purpose of meeting future claim obligations.  By

16   contrast, with older blocks of business it should be

17   noted that with an average attained age of 64, compared

18   with 79 for our individual long-term care block, many

19   group long-term care insureds are in the workforce and

20   in a position to pay the additional $17 per month with a

21   15 percent increase for the significant benefits

22   associated with their certificates.
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 1           Given that we're in the life cycle of the group

 2   business we -- given where we are in the life cycle of

 3   the group business we desire to partner with regulators,

 4   including the Maryland Insurance Administration, in

 5   taking corrective action now allow the future time

 6   horizon to compound the reserves, which necessarily

 7   allows the company to request lower rate increases in

 8   the future versus what we would require otherwise if

 9   rate relief were deferred.  The later in time insureds

10   pay these increases the greater the magnitude of the

11   overall increase.  Simply put, if the MIA offers less

12   now Maryland insureds may ultimately end up paying more

13   nationwide -- more than nationwide due to the cost of

14   waiting associated with deferring corrective action.

15           Benefit reduction options available to our

16   insureds -- excuse me.  Benefit reduction options are

17   available to our insureds to mitigate the impact of the

18   proposed rate increase.  Those include reducing the

19   maximum benefit period, reducing the daily benefit,

20   increasing the elimination period, and/or dropping any

21   other optional rider, such as automatic inflation.

22           For instance, insureds should be aware that
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 1   under the automatic inflation rider, their benefits

 2   inflated at 5 percent per annum for the life of the

 3   policy.  They may find, in their judgement, that their

 4   benefits are currently sufficiently inflated.  If

 5   insureds with automatic inflation riders were to elect

 6   to drop their riders, the insured would enjoy

 7   substantial decrease in premium from their current

 8   premium levels and maintain -- all the while maintaining

 9   their currently inflated benefits.

10           In addition to the aforementioned options, CNA

11   also offers our insureds the opportunity to discontinue

12   paying premiums while maintaining a lifetime benefit

13   amount equivalent to the nominal sum of their lifetime

14   premiums paid to date.  Known to the experts in the room

15   as the contingent non-forfeiture option, this is being

16   offered to all insureds regardless of issue age or rate

17   increase amount.  Thereby, going above and beyond what

18   was outlined in the NAIC model bulletin.

19           As noted, long-term care is significant to CNA

20   from an enterprise perspective with 40 of our total

21   reserves being devoted to these anticipated liabilities.

22   The company remains committed to meeting insured
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 1   obligations from both a financial and operational

 2   perspective.  Our group long-term care block is

 3   significantly younger than most individual blocks with

 4   an average age in the mid-60s. By correcting this

 5   mispricing of the business earlier in the product life

 6   cycle, the rate indications are less than they would be

 7   if the rate increase were delayed.

 8           The compounding effect of taking corrective

 9   action now can help position the business for financial

10   sustainability.  Insureds are being offered a number of

11   options to reduce their benefits in order to mitigate

12   the impact of the proposed premium increase.  CNA's

13   current experience is not unique, but rather on par with

14   that of our peers in terms of the challenges resulting

15   especially from the originally filed and approved rates

16   and lapse assumptions.  Despite significant upward

17   adjustments in long-term care premiums in recent years

18   the rate of terminations remains extraordinarily low,

19   which indicates that insureds recognize the substantial

20   value inherent in retaining their coverage.  Thank you

21   for your time today.

22           COMMISSIONER REDMER:  Seth, thank you.  I
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 1   appreciate that.  I know that you have addressed this

 2   but for the other carriers that are going to speak, I'd

 3   like you to mention whether you are still accepting new

 4   business and if you're accepting new business in

 5   Maryland as well.  The only question I have for you,

 6   Seth, is you are offering these, I'll call them landing

 7   spots for folks to reduce or change coverage to avoid

 8   increases.  To what extent do folks exercise those

 9   options?

10           MR. LAMONT:  It varies from book to book.  I'd

11   say it's probably in the 5 to 10 percent range.

12           COMMISSIONER REDMER:  Okay.

13           MR. LAMONT:  Generally.  I'm not prepared to

14   comment on exactly what it would be for each individual

15   line, but in the 5 to 10 percent range.

16           COMMISSIONER REDMER:  Sure.  Thank you.  Any

17   questions for Seth?

18           MR. SWITZER:  Also thank you.  So, you mentioned

19   that the company is pursing 95.5 percent increase

20   nationwide, 65 percent so far outside of Maryland, 15

21   percent Maryland.  On the investment side of things,

22   going back to some things that I was thinking about and
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 1   bringing up, even if evidence was convincing that

 2   investment vehicles were yielding a better return in the

 3   next 5, 10, 20 years, would the company consider all

 4   other factors being equal reducing that 95.5, again, in

 5   light of investment returns if there is -- the company

 6   was convinced that those could be better than expected?

 7           MR. LAMONT:  To the extent that, you know, the

 8   assumptions were changed I think that might be a

 9   reasonable tact for us to take, you know, to compare our

10   investment mix.  I don't want to get too heavily into

11   details with, you know, what you presented in terms of

12   corporate bonds.  My understanding is that we're fairly

13   heavily invested in municipal bonds, which I imagine are

14   a bit safer.  You know, just my opinion, not

15   particularly a statement on behalf of the company, so I

16   think the Maryland Insurance Administration should

17   consider the, you know, the company's present investment

18   mix rather than just general returns in the market,

19   because, you know, these are long-term commitments.

20           MR. SWITZER:  Right, I didn't mean to suggest --

21   this was one example, a case study, so it's not an

22   exhaustive presentation of our considerations.  Thank

0031

 1   you.

 2           MR. LAMONT:  Thanks.

 3           MR. JI:  My question is without the future

 4   assumption change, you disclose a schedule of the future

 5   rate increase and then how do you determine that

 6   schedule?

 7           MR. LAMONT:  The schedule of future rate

 8   increase?

 9           MR. JI:  Yes.

10           MR. LAMONT:  I wouldn't say that that's top of

11   mind for me but, I mean, in terms of the schedule of

12   future rates increases, I think it's offset by, you

13   know, the relief we've been given to date.  That's about

14   as deeply as I can go into that.

15           MR. JI:  Okay.  Thank you.

16           MR. MORROW:  You mentioned there's an assumption

17   for a 10 percent lapse on these policies and we

18   typically have companies mention they've got a 5 percent

19   lapse that's been assumed.  Just wondering what's

20   different about these policies that there was a 10

21   percent lapse assumed?

22           MR. LAMONT:  Yeah, the 10 percent figure is just
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 1   a general comment for the industry, not for this

 2   particular product.  I think, you know, the ratio by and

 3   large is more like 4 or 5 percent assumption to 1, but

 4   some were as high as 10 percent, is my understanding.

 5   It's more of a general comment.

 6           MR. MORROW:  Okay.  So, the assumption on these

 7   policies was not 10 percent?

 8           MR. LAMONT:  Correct.

 9           MR. MORROW:  Closer to 5?

10           MR. LAMONT:  Yes.

11           MR. MARROW:  Okay.  Thank you.

12           COMMISSIONER REDMER:  Anybody else?  All right,

13   Seth, thank you.

14           MR. LAMONT:  Thanks.

15           COMMISSIONER REDMER:  Let's go to Genworth.

16           MR. SCARPA:  Morning, my name is Joe Scarpa.

17   I'm a vice president in.  Genworth's long-term care

18   closed block business unit.  I'm joined by Jamala

19   Arland, I'll introduce further in a few minutes.  But,

20   first, Commissioner Redmer, I want to thank you and the

21   Maryland Insurance Administration for holding today's

22   hearing and providing Genworth and our policyholders a
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 1   forum to discuss our long-term care insurance policies.

 2   I'd also like to thank all the policyholders who are

 3   either present or on the phone this morning for your

 4   interest and participation today.

 5           As some background, Genworth has been selling

 6   long-term care insurance to the State of Maryland since

 7   1978.  We currently provide coverage for more than

 8   30,000 Maryland residents and approximately 1.1 million

 9   policyholders nationwide.  Commissioner Redmer, to

10   answer your question, we're currently accepting new

11   business in Maryland and most other states.  We are here

12   today to speak specifically about our current long-term

13   care premium rate increase filing which is pending with

14   the Maryland Insurance Administration.

15           We understand how difficult premium increases

16   are for our policyholders so we welcome this opportunity

17   to provide information that explains why rate increases

18   are needed.  We also want to discuss the various options

19   we offer our policyholders, including our staple premium

20   option, and the ways we assist them to make informed

21   choices about their specific long-term care insurance

22   needs.  As I mentioned, I'm joined today by Jamala
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 1   Arland, the actuary leader for Genworth's long-term care

 2   closed block enforced pricing who will provide some

 3   basic information about our current premium rate filing.

 4   Jamala.

 5           MS. ARLAND:  Thank you, Joe.  Good morning to

 6   the Maryland Insurance Administration and policyholders

 7   present and on the phone.  My name is Jamala Arland and

 8   I'm a vice president responsible for Genworth's

 9   long-term care closed block enforced pricing.  I'm also

10   an actuary in good standing with the Society of

11   Actuaries and the American Academy of Actuaries.

12   Genworth is currently seeking a rate increase of 15

13   percent, the maximum annual increases permitted in the

14   State of Maryland, for one of our policy forms in the

15   Privileged Choice Select series.

16           The policy form number is 7035.  This policy

17   form was available for purchase in Maryland between

18   April 2002 and October 2005.  This rate increase will

19   impact approximately 5,400 policies in Maryland.  This

20   policy form has received four prior rate increases of

21   similar magnitude.  When Genworth priced this long-term

22   care insurance policy form we utilized professional

0035

 1   actuarial judgement in developing assumptions that

 2   looked as long into the future as 60 years.  Genworth

 3   employs our best efforts to complete a thorough

 4   professional assessment at the time of original pricing

 5   and as we evaluate the blocks on an ongoing basis.

 6           As experience emerges over time we continue to

 7   refine our experience data analysis to inform our

 8   assumption setting.  The need for rate increases is

 9   primarily driven by claims that are projected to be

10   higher than expected based on our current experience and

11   assumptions compounded by policy persistency rates that

12   have been higher than expected.  The first assumption

13   where we see experience emerge after policy pricing is

14   persistency and you can think of this as how many

15   policyholders will keep their policy in force.

16   Persistency includes consideration for mortality, so how

17   long policyholders will live, and last, which is how

18   many policyholders will decide to terminate their

19   coverage before they use or exhaust their benefits.

20           We see persistency begin to emerge in the first

21   year of the policy and voluntary lapse rates generally

22   reach an ultimate level by duration 10.  As the block
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 1   ages the second assumption where we see experience

 2   emerge is morbidity, and you can think of this as how

 3   people age and the condition of their health as their

 4   age.  There are two components of morbidity, the

 5   incidents, which is the likelihood of a policyholder

 6   having an eligible long-term care event and going on

 7   claim and severity, which is how much the claim will

 8   cost and how long it will last.

 9           The incidents experience begins to emerge when

10   policy claims start which generally takes 10 to 20

11   policy durations from issue.  Severity assumptions --

12   severity experience begins to emerge as policy claims

13   terminate, which make experience on claim termination

14   rates take longer to emerge than any other of the

15   actuarial assumptions.  It should be noted that in

16   addition to conducting regular experience reviews

17   Genworth developed a multi-year rate action plan in 2014

18   which continues to be the supportable basis of prior

19   approved rate actions, this current pending rate action,

20   and future expected rate actions on this policy form.

21           This objective of this multi-year rate action

22   plan is to get closer to a break even point.  Genworth
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 1   will not make money on these policies.  As such we are

 2   taking a significant share in the cost of the

 3   deteriorating claim experience.  We believe that

 4   achievement of this multi-year rate action plan will

 5   allow us to continue to serve our policyholders well

 6   into the future.  While we are currently seeking a

 7   premium rate increase of 15 percent on this block of

 8   insurance, which is the maximum annual increase

 9   permitted in Maryland, our current projected claims

10   experience actually justifies a greater increase.  As a

11   result we expect that we will be requesting additional

12   rate increases on these policies in the future.

13           MR. SCARPA:  Thank you, Jamala.  We understand

14   that premium increases are a tremendous burden for our

15   policyholders.  We know this because we talk to our

16   customers every day.  In fact, more than 230,000

17   policyholders have called us to discuss their rate

18   increases over the last 2 years.  At Genworth, we have a

19   dedicated team of over 45 specially trained customer

20   service representatives whose sole purpose is to take

21   calls related to rate premium increases.  In fact, our

22   customer service center was recently awarded the Contact
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 1   Center of the Year in 2018 and has received world class

 2   customer experience certifications for the last several

 3   years from SQM, a leading customer experience

 4   benchmarking firm.

 5           Our customer service representatives are ready

 6   and willing to help each policyholder understand their

 7   options so he or she can determine the best course of

 8   action for their individual situation.  The vast

 9   majority of those conversations lead to options where

10   the long-term care policy remains in place.  We also

11   have a website that permits policyholders to learn more

12   about their options and we have a web-based tool that

13   financial advisors can utilize to access information and

14   to help them explain options to their clients, our

15   policyholders.

16           When faced with a premium increase we continue

17   to offer policyholders a variety of options.  Our

18   policyholders can choose to pay the full amount of the

19   premium increase and maintain their current level of

20   protection or they can make custom benefit adjustments

21   in lieu of paying higher premiums to find the right

22   balance of affordability and protection for their
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 1   individual situation.

 2           Mr. Switzer, you read into comments, a comment

 3   from a policyholder along the lines of, what can

 4   insurers do to help balance affordability and

 5   protection.  Well, one of the ways we try to do that is

 6   by allowing these -- offering these custom benefit

 7   adjustments, but in addition to that one of the things

 8   policyholders can do is elect our Stable Premium option,

 9   which was previously approved by the Maryland Insurance

10   Administration.

11           This option is designed to have a reduced but

12   still meaningful set of benefits that mitigates the

13   impact of current planned and future premium increases,

14   and provides the stability of a premium rate guarantee

15   until at least 2028.  We spent a lot of time and effort

16   in designing and developing this alternative.  Conducted

17   a lot of research to try and understand what's a

18   meaningful set of benefits in terms of cost of care that

19   would help mitigate the impact of rate increases and

20   also provide a, you know, a meaningful option for

21   policyholders.

22           So, we do understand the challenges of
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 1   affordability and protection, trying to balance that

 2   from a policyholder perspective.  We also understand

 3   full well the financial challenge that you referred to

 4   as a carrier on our long-term care insurance policies

 5   and we're really working hard to try and find the right

 6   balance alternatives, and as Jamala mentioned, sharing

 7   in the cost of deteriorating claim experience.  Finally,

 8   for policyholders who can no longer afford or want to

 9   pay any future premiums at all, in addition to the

10   regulatory required contingent non-forfeiture option, we

11   also voluntarily offer a non-forfeiture option called

12   the Optional Limited Benefit that equals a paid-up

13   policy.

14           With this option if the policyholder becomes

15   claim eligible Genworth will reimburse eligible expenses

16   up to the amount of premium paid by the policyholder

17   minus any claims that we previously paid.  In addition,

18   he or she would still have access to the care

19   coordination services that our company provides.  From

20   our overall nationwide experience on the rate increases

21   that we have implemented since 2012 we have seen over 75

22   percent of our policyholders choose to pay higher
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 1   premiums.

 2           Which suggest that they recognize the value of

 3   the coverage of a long-term care insurance policy.  So,

 4   as we conclude our remarks today we hope that our

 5   comments have demonstrated how we actively manage our

 6   business to try to ensure that we will be here for our

 7   policyholders when they need us most, to make sure that

 8   we're available to provide the answers that they need

 9   and to pay eligible claims if and when those needs

10   should arise.

11           To date through 2018, Genworth has paid over 18

12   billion dollars on almost 280,000 claims to our

13   policyholders for eligible long-term care benefits.  We

14   remain committed to working with the Maryland Insurance

15   Administration to implement actuarially justified rate

16   increases in a reasonable and responsible manner keeping

17   in mind policyholder interests and concerns.

18   Commissioner Redmer, we appreciate the opportunity to

19   participate in today's hearing.  We'd be happy to answer

20   any questions from you or members of your staff.

21           COMMISSIONER REDMER:  Joe, Jamala, thank you for

22   being here, I appreciate it.  I just have a couple of
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 1   questions.  Jamala, you mentioned that without the 15

 2   percent cap you would of sought a much larger increase.

 3   What increase would you have sought do you think without

 4   the cap?

 5           MS. ARLAND:  So, in terms of our multi-year rate

 6   action plan for this policy series, 7035, we've broken

 7   it into three rounds.  The first round starting in 2017,

 8   the second round in 2020, and a third round in 2023, and

 9   our objective there is to try to balance both the cost

10   of waiting but also the impact to policyholders.  The

11   first round, the 2017 round, is a 72 percent rate

12   increase for lifetime policyholders and a 55 percent

13   rate increase to policyholders with limited benefit

14   periods, and Maryland specifically, the original filing

15   that we had submitted -- I'm sorry, the rate increase

16   for lifetime policyholders was 57 percent and for

17   policyholders with limited benefit periods 35 percent,

18   but we adjusted that to 15 percent at the request of the

19   Department consistent with the regulation.

20           COMMISSIONER REDMER:  Thank you.  I know that

21   anecdotally most carriers do an excellent job working

22   with clients once they go on claim and trying to manage
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 1   the care and expenses.  I'm interested in is Genworth

 2   doing anything proactive with folks that have not gone

 3   on claim?  Do you try to anticipate or identify those

 4   folks whose health has deteriorated somewhat and try to

 5   manage it before they actually go on claim?

 6           MR. SCARPA:  So, we don't have direct access to

 7   individual policyholder health status or any of that

 8   kind of stuff, right.  We are starting to look at ways

 9   to just try and provide opportunities that would provide

10   better outcomes for both policyholders as well as

11   Genworth.  So, we are piloting a few things.  I think

12   it's probably premature for us to talk about those, but

13   we're piloting a few things in that area but we're

14   starting to think about that.

15           COMMISSIONER REDMER:  All right, thank you.

16   And, lastly, the voluntary options that you do offer, I

17   appreciate you doing that for Maryland citizens and I'm

18   curious, similar to my question to CNA, to what extent

19   are these stable premium options taken advantage of?

20           MR. SCARPA:  Yes, so the stable premium option

21   specifically was filed in the filing right before the

22   one that's currently pending and recently approved in
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 1   the fall.  We actually don't have any experience on that

 2   yet.  We're just starting to implement that, that

 3   premium increase, because of some things that needed to

 4   get implemented on our sides and changes we had to make

 5   to the non-forfeiture endorsement that you guys

 6   requested, so we don't have any specific experience with

 7   that one yet at least in the State of Maryland.

 8           We are -- and it's fairly early on in other

 9   states as well -- we are seeing people elect it but we

10   don't have enough data yet, I don't think, to really

11   quote election rates.  I can say that overall, you know,

12   probably about, you know, somewhere in the order of 12,

13   15ish percent and, again, it varies by policyholder

14   form, choose to adjust their benefits in some shape or

15   form.  Mid to high single digits elect one of the

16   non-forfeiture options and the remainder paid full rate

17   increase.

18           COMMISSIONER REDMER:  Okay.  Thank you.

19   Questions?  Todd.

20           MR. SWITZER:  I'd like to add my thanks and

21   thank you for being open to new business in Maryland.

22   You mentioned that Genworth will break even, not make
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 1   any money on this business, is that inconclusive of

 2   investment income?

 3           MS. ARLAND:  So, when we think about investment

 4   income in the consideration of the rate increase

 5   options, one of the complications when we're looking at

 6   a particular policy form is that Genworth specifically,

 7   and I believe most insurance carriers managing

 8   investment portfolios usually at a legal entity level,

 9   sometimes there's individual portfolios for specific

10   products, product series or product blocks, but not at a

11   product level.

12           So, in terms of attributing particular assets or

13   particular investment income to a particular block or a

14   policy series of insurance is extremely difficult to do.

15   We do use sensitivity analysis looking at different rate

16   levels and we also consider the regulations in terms of

17   the interest rates for discounting that are either

18   required by rate stability and kind of how the rate

19   stability provisions kind of are translated to abrachial

20   blocks, which this block is with the 2014 NAC model

21   regulation.

22           So, kind of considering what was the rate that

0046

 1   we had assumed in the original pricing relative to the

 2   rate that we used for discounting in the request for

 3   rate increases, and even if we do an analysis, you know,

 4   with different levels of rate increases we haven't come

 5   across a scenario considering historical investment

 6   performance where investment yields would result in a

 7   break even scenario for this block.  So, we do consider

 8   historical investment returns and also potential

 9   sensitivities for the future, but we do not expect

10   interest rates to be a lever that would lead to this

11   block being beyond break even.

12           MR. SWITZER:  Thank you.  One question about the

13   China Oceanwide merger, I've tried to keep up with

14   reading the articles and on the proceedings there, so I

15   may not have covered everything I read in an article

16   last week.  But my question is in looking at the

17   Securities and Exchange, you mentioned some of the

18   forms, the form 10A back in November of '17.  There was

19   a statement that China Oceanwide has no future

20   obligation and has expressed no intention to contribute

21   additional capital to support our legacy long-term care

22   benefits.  I understand from the last article that the
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 1   purchase price of 1.5 billion with the first installment

 2   of 500 million, I understand, on March 31st of this

 3   year.  Is the statement that I just read, has anything

 4   changed with that, am I up to date?

 5           MR. SCARPA:  So, maybe just to try to explain a

 6   little further and clarify.  So, the actual purchase

 7   price is, I believe it's $5.44 a share, which I think is

 8   a little over 2 billion dollars that China Oceanwide

 9   would pay to shareholders for buying the company.  In

10   addition to the purchase price, China Oceanwide has

11   committed to provide an additional 1.5 billion of

12   capital.

13           So, that 1.5 billion that you mentioned is

14   additional capital beyond the purchase price that

15   they're going to provide over the next couple of years.

16   But your statement is accurate in terms of we have

17   committed to -- we've pledged 175 million of capital

18   that would go directly into the Genworth Life Insurance

19   Company upon completion of the Oceanwide transaction,

20   but beyond we expect the -- our U.S. life insurance

21   business to rely on its consolidated statutory capital

22   as it exists today, prudent management of our enforce
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 1   blocks, and actuarially justified rate increases to pay

 2   future claims.  The other, probably, point I would raise

 3   is that we do have about 1.5 billion dollars of debt

 4   that will be maturing over the next three years.

 5           MR. SWITZER:  Thanks.

 6           COMMISSIONER REDMER:  I'm sorry, Joe.  Can you

 7   go through that again?  I heard 1.5 billion and then I

 8   heard 175 billion.

 9           MR. SCARPA:  Yeah, so China Oceanwide will be

10   contributing 1.5 billion dollars of capital to Genworth.

11   Genworth has about 1.5 billion dollars of debt that will

12   be maturing over the next two to three years.  Genworth

13   has pledged 175 million of capital specifically into the

14   Genworth Life Insurance Company.

15           COMMISSIONER REDMER:  So the end result is we

16   take care of the debt and we add 175 million?

17           MR. SCARPA:  Yes.

18           COMMISSIONER REDMER:  Got it.  Any other

19   questions?  All right, thank you.

20           MR. SCARPA:  Thank you.

21           COMMISSIONER REDMER:  And if we go to Physicians

22   Mutual.
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 1           MR. LEHMAN:  My name is Mark Lehman, assistant

 2   vice president and actuary in charge of the management

 3   of Physicians Mutual Insurance Company's long-term care

 4   business.  I want to start off by apologizing for not

 5   being able to make it there in person.  It was my

 6   intention to be there and we ran into some flight

 7   cancellations yesterday that forced us to make a

 8   testimony through the phone, so I apologize for that.

 9           COMMISSIONER REDMER:  Understood.

10           MR. LEHMAN:  I would like to thank Commissioner

11   Redmer for the opportunity to discuss our long-term care

12   filings currently pending with the Maryland Insurance

13   Administration.  I was extended the same offer a year

14   ago and I was happy to attend and discuss the long-term

15   care filings that were pending at that time.  At last

16   year's hearing I mentioned that without Maryland's 15

17   percent regulatory cap Physicians Mutual would have

18   requested rate increases averaging 92 percent taken over

19   multiple years.

20           I almost mentioned in an effort to achieve

21   equitable rates nationwide Physicians Mutual would

22   continue to request long-term care rate increases until
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 1   Maryland premium rates became equitable in relation to

 2   premium rates in other states.  The currently pending

 3   filings represent Physicians Mutual continuing efforts

 4   to achieve equitable rates in Maryland.  Physicians

 5   Mutual's sold long-term care insurance in the State of

 6   Maryland from 1999 to 2007 and currently provides

 7   coverage for just over 250 Maryland policyholders.

 8           Physicians Mutual exceeded the long-term care

 9   sales nationally at the end of 2012 and currently

10   provides coverage for over 24,000 policyholders.  The

11   need for the rate increase is continued to be driven by

12   four key assumptions that despite being based on actual

13   findings and data available at the time have not

14   materialized commensurate with the policy forms as

15   original pricing assumptions.  The four key assumptions

16   are morbidity, mortality, lapse rates, and interest

17   rates.

18           Morbidity rates have been higher than what were

19   originally priced into the products primarily as a

20   result of policyholders remaining on claim status for a

21   longer time period than what was originally assumed.

22   Mortality rates have been lower than what were original
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 1   priced into the products.  The result for long-term care

 2   insurance is that more policyholders are living longer

 3   and filing more claims which in turn drives the

 4   aggregate claims expense even higher.  As more and more

 5   policyholders have recognized the value that they have

 6   received with their long-term care policy lapse rates

 7   have continued to decline.

 8           While it is a good thing that more people have

 9   more -- have long-term care coverage it has served to

10   drive claims expense higher in the aggregate.  Finally,

11   the length and period of sustained low interest rate has

12   played a role in the underperformance of the company's

13   long-term care block of business.  Physicians Mutual is

14   requesting rate increases in Maryland that average

15   between 0 and 15 percent across the company's three

16   pending filings.  These rate requests take into account

17   Maryland's 15 percent cap on long-term care rate

18   increase requests.

19           Without the regulated cap the rate increase

20   request in Maryland would have averaged 83 percent taken

21   over multiple years.  Physicians Mutual believes it is

22   important to be transparent with our policyholders and

0052

 1   to inform them of the total rate increases needed to

 2   ensure that funds are available to pay claims.  This is

 3   the approach we have taken in states that do not have a

 4   regulated cap on long-term care rate increase requests.

 5   This approach allows the company to provide clarity to

 6   the policyholders on the ultimate cost of their

 7   long-term care coverage giving them the information

 8   needed to make the best decisions going forward for

 9   their individuals situations.

10           Because Maryland has the 15 percent cap on

11   long-term care rate increase filings Physicians Mutual

12   anticipates filing for rate increases until the premium

13   rates in Maryland are equitable relative to premium

14   rates in other states.  It is significant to note that

15   the rate increases Physicians Mutual is targeting across

16   the entire block of long-term care business are not as

17   leveled that generate any profit to the company, but

18   simply trying to move premium revenue to a level that

19   allows the company to continue to pay policyholder

20   claims.

21           All of the expenses associated with supporting

22   our long-term care business are being absorbed by the
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 1   company and no profits are expected to be generated from

 2   our long-term care block of business.  We feel that even

 3   with this rate increase our long-term care policies

 4   provide a great benefit to our policyholders.  Our

 5   experience shows that around 85 percent of our customers

 6   have chosen to pay the premium increases rather than

 7   altering their benefits.  We do understand that rate

 8   increases may put a burden on some of our policyholders.

 9           To assist with this Physicians Mutual has

10   several benefit reduction options available to enable

11   policyholders to maintain the premium expense at or near

12   current levels.  Benefit reduction options include

13   reducing monthly benefit amounts, reducing the length of

14   benefit periods, increasing the length of elimination

15   periods, removing attached writers or in combination of

16   any of these options.  For policyholders who feel that

17   they no longer are -- or no longer need or no longer can

18   afford long-term care insurance a non-forfeiture option

19   is provided.

20           This non-forfeiture option represents a paid-up

21   policy with benefits equal to the total premium value

22   paid by the policyholder.  To assist our policyholders
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 1   in making the best decision given their individual

 2   circumstances, Physicians Mutual has established a

 3   dedicated long-term care customer service team to answer

 4   any questions our policyholders may have and to review

 5   possible alternatives.  Our rate notification letter

 6   encourages our policyholders to call and discuss their

 7   options with our long-term care customer service team.

 8   Again, I want to thank the Maryland Insurance

 9   Administration for providing the opportunity to

10   participate in the hearing today and I'd be happy to

11   take any questions you or your staff may have.

12           COMMISSIONER REDMER:  Mark, thank you, I

13   appreciate it.  I do not have any questions.  Todd?

14           MR. SWITZER:  Just one.  Thank you, also.  I

15   noticed with two of the filings with us one is for 10

16   Maryland members, then there is for 12 Maryland members.

17   Would considerations be given just to a de minimis level

18   once a pool has gotten so small that the additional

19   dollars that are generated from the revenue, even over

20   multiple years, are relatively small, is a de minimis

21   level of membership considered?

22           MR. LEHMAN:  Yes, that's a great question.  Over
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 1   the last few years we've tried to treat every

 2   policyholder equally and file a similar rate increase

 3   regardless of the size of the policyholders in each

 4   filing.  Over the last year or two we've begun to

 5   discuss whether filings for certain levels of

 6   policyholders continue to provide the value needed and I

 7   would anticipate for the two filings that you're

 8   mentioning we will not file for future rate increases

 9   after response from Maryland on the currently pending

10   filings.

11           MR. SWITZER:  Thank you.

12           MR. JI:  This is Jeff.  I would like to know

13   your assumptions, say, how do you -- since you don't

14   have credible data in Maryland, how do you set up

15   assumptions for Marylanders?

16           MR. LEHMAN:  Sure, so the rate increase requests

17   that we file is based on nationwide information and even

18   that for our company is not fully credible, so to

19   supplement our own experience we've contracted with

20   Miliman on the morbidity assumption to get a larger data

21   pool for those assumptions.  We've also contracted with

22   them to help out with the mortality assumptions as well.
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 1   With that being said, we do have a lot of analysis

 2   around those assumptions, actual to expected assumptions

 3   and that type of something, and we have seen that the

 4   morbidity assumptions and the mortality assumptions that

 5   were provided from Miliman has matched up very well with

 6   our own company experience and those are the assumptions

 7   that we used in the Maryland projections.

 8           MR. JI:  Thank you.

 9           COMMISSIONER REDMER:  All right.  Mark, that's

10   it, I appreciate it.  Thank you very much.

11           MR. LEHMAN:  All right, thank you.

12           COMMISSIONER REDMER:  And, last, certainly not

13   least, we will move on to Transamerica.

14           MR. GUGIG:  Thank you, Commissioner, very much,

15   and thank you to the MIA staff as well.  My name is Mike

16   Gugig.  I am Transamerica's vice president of state

17   government relations and associate general counsel.  On

18   the phone with me are two of my colleagues who are my

19   back up in the event that you ask me hard mathematical

20   questions.  Brad Rokosh, who is our lead LTC actuary,

21   and Kevin Kang, who is another one of our LTC actuaries

22   who took point on these filings.  Brad and Kevin, can
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 1   you hear me and can we hear you?

 2           MR. ROKOSH:  I'm here, Mike.

 3           MR. KANG:  Kevin's here too.

 4           MR. GUGIG:  Perfect, thank you guys.

 5           COMMISSIONER REDMER:  Michael looks much more

 6   relieved.

 7           MR. GUGIG:  Indeed.  We do thank the MIA for

 8   inviting us to participate in this hearing.  We agree

 9   with you, Commissioner, as you've said in the past and

10   as Todd mentioned this morning, transparency with our

11   customers is paramount and we believe that hearings like

12   this serve that purpose very well.  Todd, quick comment

13   on your initial introduction, thank you for doing that.

14   I thought that a detailed and objective discussion of

15   what brought us to where we are right now sort of in

16   long-term care on an aggregate basis was very important,

17   it's very enlightening not only for MIA staff and others

18   sitting in the room, but for our policyholders more

19   generally who may be listening on the phone which is one

20   of the reasons I asked whether that deck would be put on

21   the website.  So, thank you for that very much.

22           Sales of long-term care insurance and,
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 1   Commissioner, this goes to one of the questions that you

 2   asked earlier, sales of long-term care insurance over

 3   the past decade, I think plummeted is a fair word to

 4   use.  And that is not good for current policyholders,

 5   for future policyholders, for states, for regulators or

 6   for insurance companies, and to that end Transamerica is

 7   one of several long-term care insurers that has been out

 8   there trying to develop innovative new ways to solve or

 9   help solve what I think we all can view as a forthcoming

10   long-term care -- I'm not sure if crisis is the right

11   word, but it's the word I'll use right now.

12           At the end of the day if we don't find a private

13   solution it seems to me that Medicaid will be the last

14   resort and that will significantly impact state budgets.

15   So, to that end we are working to innovate, we are

16   working with our trade associations to try and figure

17   out what legislative changes might be necessary to be

18   able to be more innovative with long-term care products.

19   We are working with think tanks in Washington D.C. to

20   see, you know, what law changes or policy changes might

21   be available on the federal side.

22           As you know, the IRS and its tax govern much of
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 1   what we can offer on long-term care policies so we're

 2   taking a hard look at that.  One of the reasons we're

 3   doing that, Commissioner, and to answer directly your

 4   question, we are still in this business.  We sell in

 5   Maryland and almost all other states, and we continue,

 6   and that is both in the stand-alone world of long-term

 7   care and in the hybrid space.  We've been doing business

 8   in Maryland in the long-term care field since the late

 9   '80s and we have over 2,800 policyholders outstanding in

10   Maryland as of the end of 2018.

11           And, again, we are one of the very few companies

12   that remains in this marketplace.  We've got four

13   filings before the MIA presently all written by

14   Transamerica Life Insurance Company.  We are here on a

15   round two for our legacy products.  There are 705

16   policies in Maryland.  We are requesting 53 percent but

17   targeting two 15 percent increases so that we would be

18   able to offer landing spots.  The second group is

19   Transamerica Life NEA, which is National Education

20   Association.

21           This is also a round two filing there.  There

22   are 463 Maryland policies.  We are requesting again 53
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 1   percent but again targeting two 15 percent approvals so

 2   we would be able to offer a landing spot.  Transamerica

 3   Uni was issued a bit later than those older policies,

 4   this is round two for that block.  We have 210 Maryland

 5   policies in force.  We are requesting 48 percent but

 6   again targeting two 15s so we can offer the landing

 7   spot.

 8           And, finally, we had a filing with the

 9   Interstate Compact on a block of forms, there were 260

10   Maryland policies affected by that filing.  We have

11   re-filed here given the rules of the compact we

12   requested 42.33 in that filing but, again, given

13   Maryland's law two times 15, so that we can offer a

14   landing spot, is what we're talking.  While it may seem

15   a long time since many of our policyholders bought these

16   policies back in the '90s when this business was

17   started.

18           At that time, the long-term care insurance

19   industry was in its infancy.  It was very limited in

20   data, in fact, there was virtually no long-term care

21   specific data on which to make initial pricing

22   assumptions.  Companies and consultants worked to try to
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 1   determine best estimate assumptions from all the data

 2   available to price the product at that time that would

 3   give us the best starting place for a guaranteed

 4   renewable policy form all those number of years ago.

 5   Today the story is different.

 6           We have data into later and later durations

 7   along with more regular experience studies which taken

 8   together, increase our confidence in what we're asking

 9   for here.  At Transamerica we perform experience studies

10   on an annual basis covering mortality, lapses, and

11   morbidity, three of the more significant driving

12   factors.  Our observation over the years, much like our

13   peers in the industry, has been more people are living

14   to older ages where long-term care claims are more

15   common and longer claims than was originally

16   anticipated, meaning they stay on claim longer than

17   originally anticipated.

18           Transamerica is committed to providing our

19   policyholders with benefits -- I'm sorry, alternatives

20   to rate increases where possible.  We know the value of

21   these policies.  Our policyholders not only let us know

22   that when they call for claim time but they also let us
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 1   know that by their actions in terms of how many people

 2   across the country generally pay the full long-term care

 3   rate increase.  And, generally, we are at about 85ish

 4   percent nationally that pay the full increase comparable

 5   to -- I think it was Genworth that said this, about 10

 6   to 12 percent takes some form of benefit reduction, and

 7   then the balance take a non-forfeiture.

 8           We are committed, as I noted, to providing our

 9   policyholders with alternatives to rate increases where

10   possible.  As an example, the landing stops that I

11   mentioned if we are able to get to two 15s on each of

12   the filings, we would be able to offer that.  Basically,

13   that would allow policyholders with certain benefit

14   inflation options to reduce the future growth of their

15   benefit.  So they lock in where they are today but would

16   grow at a slower rate, and that would enable them to

17   avoid the entirety of this rate increase if they were to

18   accept it.

19           If policyholders choose to discontinue their

20   policies, on most policy forms we are offering a

21   non-forfeiture benefit that is equal to the amount of

22   premiums paid over the years.  The one block that went
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 1   to the compact is called Transcare 2, we underwent a

 2   thorough review of our rate increase request with the

 3   Interstate Compact.  I believe that our -- or the review

 4   that the Compact did on our filing was the second that

 5   they have done over the years.  So, the filing was

 6   extremely well-vetted.  From a review an advisory report

 7   was issued by the Compact stating that Transamerica had

 8   demonstrated compliance with the rate filing standards

 9   and that our requested increase amount of 42.33 percent

10   is within the range supported by the documentation.

11           42.33 is our requested rate increase with the

12   Compact but the Compact also tested an alternative

13   method called the "perspective present value method" to

14   determine if that came out with a different number and

15   there they came up with an increase of 37.47 percent.

16   The Compact commented that they could not say which was

17   the more appropriate number, the 42.33 or the 37.47, but

18   that our documentation certainly supports an increase in

19   that range.  While we fully understand inconvenience or

20   potential challenges these rate increases can create for

21   our policyholders, our primary concern for Transamerica

22   and the entire industry, I would think, is that we have
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 1   the premium flow both now and in the future to allow us

 2   to fulfill our promises to our customers and pay every

 3   qualified claim that we receive.

 4           We believe in clear communications to our

 5   policyholder, describing why we need the rate increase.

 6   We also provide flexibility and options necessary for

 7   people who might not be able to afford the increased

 8   rate.  I will note not only do we offer the landing spot

 9   but certainly all of the other reduced benefit triggers

10   would be available as well.  So, as others had pointed

11   out, a decreased benefit period, a decreased daily

12   amount, an extended deductible period.  All of those

13   levers can be pulled depending on what's in the client's

14   interest from his or her point of view.

15           When we get a rate increase approval we send out

16   several documents to our policyholders.  One of them is

17   a cover letter trying to explain it.  Another is a set

18   of frequently asked questions, and we also provide a

19   quote sheet which, sort of in a check box fashion, would

20   allow policyholders to review what might be available to

21   them and make a decision in a relatively straightforward

22   and simple fashion.  The other thing that we do, and we
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 1   too have a dedicated team of customer service reps

 2   specifically trained on long-term care rate increases,

 3   but we also have a rather robust website, and on that

 4   website not only can our policyholders find general

 5   information about rate increases but they can actually

 6   find specific information relating to their policies.

 7           They can compare the benefits that they have or

 8   that they are thinking about obtaining to the cost of

 9   care where they live.  They can actually toggle back and

10   forth and try various different benefit reduction

11   alternatives to see if any of those might be better or

12   worse for them.  It allows for our policyholders or very

13   frequently the children, the adult children of our

14   policyholders to make an appointment so that one of our

15   customer service reps can call them at a time that is

16   convenient for them.  And, again, I will thank the MIA,

17   I will thank our policyholders for holding this hearing

18   and participating in this hearing.  We are grateful for

19   it and we remain available to answer any questions you

20   might have.

21           COMMISSIONER REDMER:  Thank you, Mike, I

22   appreciate it very much.  Any questions for Mike?
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 1           MR. SWITZER:  Thank you, Mike.  Thank you also

 2   for being open to new business in Maryland.  One tangent

 3   question, looking at financial statements and was glad

 4   to see that for 2017 the risk base capital provision of

 5   the company improved a good amount, from 851 percent in

 6   2016 to 1,008 in 2017, to 157 points.  I understand it's

 7   not at the top of your head, but was there a main driver

 8   of that favorable change?

 9           MR. GUGIG:  This is where those smart people on

10   the other end of the phone might be helpful.  I'm

11   actually not sure if any of us have that information,

12   but Brad or Kevin, can you answer that?

13           MR. ROKOSH:  This is Brad, I can't answer that

14   off the top of my head but we're happy to get that back

15   to the Maryland Department of Insurance.

16           MR. SWITZER:  I appreciate it, thanks.

17           MR. GUGIG:  Yeah, so we'll get that for you.

18           MR. SWITZER:  Thanks a lot.  That was it.

19           COMMISSIONER REDMER:  Anybody else?

20           MR. JI:  Yes, one of the filings you mentioned

21   was with Compact, you are seeking 42 --

22           MR. GUGIG:  Point 33.
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 1           MR. JI:  -- 42.33 percent rate increase.  I

 2   looked at the filing and actually the rates, you know,

 3   was approved, it was on the 11th.  Looks fairly new to

 4   me, this rate.  So my question is in general, I mean,

 5   how do you learn from your historical pricing?  How do

 6   you -- how are you -- improve your future on pricing

 7   options for rate increase too?

 8           MR. GUGIG:  Jeff, thank you for the question,

 9   it's a good one.  Let me give my own initial remarks and

10   then I'm sure Brad will be able to fill in in more

11   detail.  As noted not only by us but by other companies,

12   in this industry pricing assumptions were based on what

13   industry felt was the best available evidence back at

14   the time of original pricing.  So they looked at things

15   like disability insurance, they looked at things like

16   health insurance to see what lapse rates were on those

17   types of policies and then we made assumptions about

18   what they would look like in these policies.

19           Our lapse assumptions, for example, were in that

20   5 or 6 percent range at the beginning that we were

21   talking about earlier.  On our current pricing and,

22   Brad, check me on this, I believe our assumptions on
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 1   ultimate lapse rates are below 1 percent at this point.

 2   We also have experience in data that enable us probably

 3   into the mid-80s now to better assess the likelihood of

 4   claims and severity of claims and incidents of claims.

 5   I will add that back in 2001 or 2002, don't hold me to

 6   those years, we were one of the first large companies,

 7   large writers, to actually seek rate increases and I

 8   think we did that for the first time back in about 2000,

 9   2001.

10           At that time we realized that in order for us to

11   be able to sell a product we would have to increase our

12   rates by some 40 or 50 percent more than our

13   competitors.  So, back at the time we actually -- we

14   didn't formally withdraw but we basically sold almost no

15   policies until about that 2010, 2011 timeframe when it

16   appeared that the industry was right-siding itself in

17   terms of the premiums that needed to be charged.  There

18   was still a lot of unknowns in 2010, 2011.  I think our

19   actuaries will speak to what we know much more now, but

20   that gives you a little background, Jeff, that I hope is

21   helpful.  Brad, do you want to fill in some of the gaps

22   there.
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 1           MR. ROKOSH:  Yes, so, thanks, Mike.  What I kind

 2   of want to add is 211 is currently a new policy form.

 3   Since then our new business rates, we had increased

 4   their new business rates twice, which kind of tally to

 5   about 80 or 90 percent increase on new business rates as

 6   well and that is primarily driven by our additional

 7   experience that we're seeing.  So, to give you an

 8   analysis of how much more from 2011 that we do currently

 9   have, it's actually both, level the amount that claim

10   experience from 2011 to around '15, '16 when we priced

11   our new products, our current price -- current product

12   that is currently in the market.

13           So, that is significant and it kind of adds to

14   the amount of credibility and the confidence that we

15   have in our new business rates and it's just a learning

16   aspect of, you know, gathering that additional

17   experience which is causing some of these rate increases

18   associated for the Interstate Compact, where that rate

19   increase is driven by future morbidity -- for future

20   deterioration morbidity that is expected.  I hope that

21   addressed your question, Jeff.

22           MR. JI:  Thank you.
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 1           COMMISSIONER REDMER:  All right.

 2           MR. GUGIG:  Thank you very much.

 3           COMMISSIONER REDMER:  Thank you, Michael.  All

 4   right, that is it for our carriers.  We do have two

 5   folks that have signed up in advance to provide

 6   comments.  First is Doug Godesky, is that right?  Doug.

 7   And again, for those of you on the phone, if you're not

 8   going to speak if you could mute your phone we'd

 9   appreciate it.  Thank you.

10           MR. GODESKY:  Use the microphone?

11           COMMISSIONER REDMER:  Yes, and if you could

12   speak loudly for the transcriber and give us your name

13   again.

14           MR. GODESKY:  Certainly.  Douglas Godesky, and I

15   live at 202 Evergreen Road in Severna Park, Maryland

16   21146.  Douglas Godesky, G-O-D-E-S-K-Y, 202 Evergreen

17   Road, Severna Park, Maryland 21146, and I thank the

18   Insurance Administration for having these types of

19   hearings and getting us notice that we can appear.

20           CLERK:  I think you may need to flip the switch

21   on the microphone.

22           MR. GODESKY:  I'm a 62-year-old male, and I am a
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 1   Genworth long-term care -- long-term health care

 2   policyholder since October of 2002.  I purchased my

 3   policy from GE and the policy was converted to Genworth

 4   control in about April of 2006.  I'm also a direct or an

 5   account controlling Genworth common stockholder.  My

 6   Genworth long-term health policy has undergone a couple

 7   of changes increasing my premiums over the years where

 8   I've had to cut back on my coverage in order to maintain

 9   a premium that I could afford.

10           So, my testimony here is based upon my hearing

11   that these premium increases that I've read for my

12   policy and probably other haven't read the other

13   policies, will force us to tip towards making difficult

14   decisions to give up policies that are life-saving in

15   many ways because we've just finished putting two elders

16   through one year in care at age 94 and one at 97, so we

17   have firsthand experience of what these policies could

18   pay versus out of hand cash that was used for those

19   cases.

20           So, my testimony has two goals, I think one is

21   factual-based and I'll apologize up front to Genworth

22   that I'm certainly not an actuary, I'm certainly not --
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 1   have not put an enormous amount of reading so they may

 2   find that I'm slightly off but I don't think I am

 3   grossly off in what I'm about to offer factually.

 4   Because I think that the filing has a negative story

 5   about the company's finances when, as an investor, I'm

 6   seeing a different positive story, and there's also an

 7   emotional second part to my testimony that I won't take

 8   up much time with.

 9           So, I'm going to read from Genworth's February

10   5, 2019 press release to investors, quote, after tax

11   increase and long-term care reserves -- after tax, the

12   increase in long-term care reserves of 258 million

13   related to changes in benefit utilization rates, claim

14   termination rates, and other assumptions.  My take on

15   that is that it means they now have over a quarter

16   billion dollars more in reserves than they -- whatever

17   reference point they were speaking to.  Another quote,

18   strong capital levels above management targets in U.S.,

19   Canada, and Australia, end quote.

20           That to me means that they're improving their

21   business faster than that they thought.  Long-term --

22   quote, long-term care active generally accepted
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 1   accounting principle margins are about half a billion to

 2   one billion are consistent with prior years, end quote.

 3   To me it seems like they're remaining at the very least

 4   consistent, not getting worse.  So, I looked at their

 5   third versus fourth quarter 2018 income and every line

 6   of business except what they tagged as U.S. Life, which

 7   I'm going to potentially and correctly assume it

 8   includes long-term health, has been making more money.

 9           It means, in my opinion, Genworth is on a path

10   of profitability while the long-term care line of

11   business, if that's where they're placing it under,

12   life, is losing.  Absolutely, and it's causing a total

13   loss.  They have plenty of opportunity to improve those

14   other lines of business to not come out so far.  In the

15   negative end they have come out in the positive in the

16   past quarters that I've watched as an investor.  And,

17   finally, my last thing is that they just gave Genworth

18   Canada, which I believe is part of the company, just

19   declared a 51 cent per the Canadian dollar dividend for

20   the first quarter of 2019.

21           Well, that means the company overall is paying

22   out dividends.  If I best recall they either cut or
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 1   eliminated the U.S. dividend but, nevertheless, they're

 2   making money somewhere.  So, that ends my factual pitch.

 3   Is that, basically, my take is that it's not all dire

 4   straights as a company in total and I think companies in

 5   total should be looked at, not lines of business

 6   individually as the filing describes.

 7           So, the next is a little bit emotional, a little

 8   bit -- it's factual but it had emotions to it.  It's a

 9   -- when we bought our GE long-term care policies we

10   bought them with marketing materials for GE that put

11   Americans first in their marketing describing 25 years

12   of no premium increases, and I believe that with the

13   type of marketing GE was doing at the time and since

14   then, even after they created Genworth, with their

15   marketing of America railroad engines, wind turbines,

16   jet engines and making products to make America strong.

17   Had this policy still been with GE I believe I'd still

18   be reading now 35 years without premium increases, they

19   would of been finding a way.

20           So, it's unfortunate that this move to spinoff

21   to Genworth has enabled them to wipe out that track

22   record that they had, and seeing that Genworth is now in
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 1   negotiations to sell itself to a Chinese-owned

 2   conglomerate, Oceanwide Holdings, my feeling is for the

 3   good of Maryland holders and American holders we should

 4   wait till that deal plays out and see what their

 5   finances look like after that.  If Oceanwide Holdings

 6   wants to invest in them, they need to eat up whatever

 7   risks or deficiencies they might have in the long-term

 8   healthcare where they're making money in the other

 9   areas.  So, I guess I'm, in that sense, asking for the

10   Board to consider a delay in this until they wrap up

11   that investment with this non-American firm.  And, with

12   that, I thank you for the opportunity to testify and

13   that concludes my statement.

14           COMMISSIONER REDMER:  Thank you for being here.

15   I only have one question.  Do you know whether your

16   specific policy is one of those where there's a proposed

17   rate increase?

18           MR. GODESKY:  It is and I called it on the lower

19   left corner, it has the four digits and the et al, I'm

20   in that pool.

21           COMMISSIONER REDMER:  Thank you.

22           MR. GODESKY:  Thank you.
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 1           COMMISSIONER REDMER:  Any other questions?

 2           MR. SWITZER:  Not a question, I just wanted to

 3   reiterate, I don't think you could be here for the

 4   beginning but, first of all, thank you very much for

 5   being here.  It adds to the process, I think, more than

 6   you realize.  In terms of reviewing these filings, one

 7   for Genworth, one of the reasons this filings is before

 8   us, a specific one Genworth is here for, because we

 9   didn't approve, after lots of deliberation, trying to

10   find the balance, what was fully requested last time.

11   We approved a filing 9-26 of '18 and this filing is for

12   -- talk about the remainder that we didn't approve.  And

13   of 49 filing, we -- long-term care from all companies

14   that we got from our team in 2018 the average increase

15   requested over two years was 42 percent and we accrued

16   16-5.  We're doing our best to be fair on all sides to

17   scrutinize every page of the filings.  Just wanted to

18   reiterate that.

19           MR. GODESKY:  And as a citizen and a

20   policyholder I appreciate that and I'm fully aware that

21   my increase, which makes it tough, is less than the

22   increase on my wife's policy so, I'm being full
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 1   disclosure here, I know the policies are going up but,

 2   you know, it's -- in this case I'm asking that the

 3   totality of these businesses looked at not just the

 4   filings which is probably a legal twist on.  You

 5   probably only get one look at one thing.  So, thank you.

 6           COMMISSIONER REDMER:  Thank you.  Any other

 7   questions?  Thank you very much.  Also we received a

 8   reservation -- I'll call it an RSVP, that's right,

 9   dinner for two.  Ed Hudman.  Ed, are you on the phone?

10           MR. HUDMAN:  Yes, I am.

11           COMMISSIONER REDMER:  All right, good to hear

12   you.

13           MR. HUDMAN:  Good to talk to you and, again,

14   thank you and the MIA for continuing to hold these

15   hearings and also the considerable efforts that you all

16   are working and balancing consumer and company interest

17   in a very difficult decision process.  I must say that I

18   have -- I'm an insurance agent.  I've written a

19   long-term care business since 1991, I'm in my 29th year

20   and my wife and I are policyholders, we have CNA and

21   Genworth policies.

22           And I think we have been subjected to four rate
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 1   increases with CNA and five rate increases with our

 2   Genworth policy, and not made any changes.  I have to

 3   commend both Genworth and CNA.  I have a number of

 4   policyholders currently on claim and who have used the

 5   policy as well as policyholders who have used their

 6   policies in past years and the claims process is not

 7   perfect but it works.

 8           It generally works quite well.  One suggestion

 9   that I have for Genworth regarding their wellness

10   program, CNA is conducting and I was just interviewed

11   from their wellness program and you may want to speak

12   with CNA as you quote your model in terms of what you

13   want to do.  I think it's very smart and very effective.

14   The document that I submitted for discussion today is a

15   long-term care insurance personal worksheet.  This is

16   from Genworth but I might point out that it's a part of

17   all of the policy applications written from the early

18   2000s on, and on the second page on that long-term care

19   personal worksheet there's a question that's asked.

20           And this is a part of every application, have

21   you considered whether you could afford to keep this

22   policy if the premiums went up, for example, by 20
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 1   percent.  The question is not have you considered

 2   whether you could afford to keep this policy if the

 3   premiums went up, for example, by 20 percent each year,

 4   with multiple years.  The question, could you -- have

 5   you considered whether you could afford to keep the

 6   policy if the premiums when up by 20 percent, okay.

 7           While I think this is an accurate statement

 8   today based on the Society of Actuaries report 2014, it

 9   appears that the industry has reached stability

10   regarding this very important coverage, and they've

11   reflected that it was less than a 10 percent likelihood

12   that there would be rate increases based on the current

13   pricing at the time going into future years.  My concern

14   and what I'm addressing is not the new policyholder, the

15   industry is finally getting it right.  I'm very

16   concerned about existing policyholders, not the new

17   policyholder.

18           And going back to the industry knew, for

19   example, the one word that I heard in the testimony that

20   was cause of great concern is the word persistency.  CNA

21   knew in 1996 that persistency was an issue 22 years ago,

22   okay.  The whole industry knew that persistency was a
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 1   major problem (inaudible.)  Genworth is requesting I

 2   believe it's some policies that was written between 2003

 3   and 2005, I could not hear clearly, the mic was breaking

 4   up a little bit, and this is troubling to me.  That --

 5   and of course the impact of errors that were made in

 6   persistency were magnified by the errors that were made

 7   in mortality and morbidity assumptions.

 8           I don't have any problem with the interest rate

 9   issue because I don't think anybody could of figured

10   that, what was coming as far as the reduced interest

11   rates on investment.  But the other were business errors

12   that were made by the companies and the question is in

13   the MIA's efforts to create a truly fair and balanced

14   situation between the carriers and the consumer, you

15   know, how do you weigh the fact that -- that the reason

16   we're having these discussions today in large part is

17   due to the fact companies made business errors 20 years

18   ago?  Okay.

19           And the question is how much of this burden

20   should the consumer bear.  I don't know the answer to

21   the question and I think that the task you all have is

22   -- but realize that the consumer, not only in terms of
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 1   all the promotional material that came from the

 2   companies, okay, also was looking at a document approved

 3   by the MIA on this 9CC form that's used today that says,

 4   have you considered whether you could afford to keep the

 5   policy if the premiums were up, for example, by 20

 6   percent that the rate request were upwards of 160

 7   percent over the years depending upon the carrier and

 8   the policy form.

 9           That doesn't square and that's not a fair

10   business deal, and the consumer is hearing one piece of

11   information for one set of facts upon which they're

12   trying to make a decision.  And, in fact, the reality is

13   something entirely different.  So, my question is what

14   is fair here and it continues to remain a problem and I

15   would hope that while I think the form is important and

16   I think this number is correct, going forward I think

17   that having this form is important and the statement is

18   accurate and it's fair, but for the policyholders remain

19   -- the rate increases are being requested.

20           I think a very unfair situation existed in that

21   the consumer was misled, okay.  This is not really

22   written testimony.  I'll be submitting a more thorough
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 1   write up, but I just had to make those comments and I

 2   appreciate your time.

 3           COMMISSIONER REDMER:  All right, thank you very

 4   much, Ed. I appreciate it.  Any questions for Ed.

 5           MR. SWITZER:  I'll just respond, Ed, and thanks

 6   again for being a steadfast voice in this ongoing

 7   dialogue.  How do we weigh in these factors?  One of the

 8   slides was aimed to scratch the surface of that.  Again,

 9   the carriers have voluntarily said that our original

10   goals are off the table, to use that term, and what I

11   mean by that is in one of the examples we looked at,

12   it's certainly not covering every example, but at the

13   start of the product the aim was to make over 50-75

14   years a rate of return of 20 percent.

15           I think there's agreement that given how things

16   unfolded, getting back to as high as 20 percent is not

17   the target.  In one of the examples we gave -- the

18   target was all in and I know most of the legal minimum

19   requirements 58-85 are centered on the loss ratio, just

20   the claims and the income.  We're trying to bring in the

21   whole picture and in this singular example the modeling

22   from the company was -- what we would like to get is to
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 1   make 5 percent instead of 20.

 2           If we cap at 15 we'll break even and we don't

 3   have an answer to what between 20 and break even or any

 4   other number might be on people's minds is fair,

 5   equitable.  But that conversation is what is happening

 6   between us and the carriers and with groups like this to

 7   answer hard questions like that, but I think every -- we

 8   -- multiple sensitivity testing, multiple tables of

 9   morbility and mortality on our team and we continue to

10   evolve to get first, not just a point estimate of what

11   will happen over the next 50 years, but a range to have

12   these conversations and get the best answers from the

13   SOA, from the MIA, from people here.

14           COMMISSIONER REDMER:  Thank you, Todd.  Any

15   questions?  All right, thank you very much.  I will --

16   any other questions or comments from anybody in the

17   room?  If not, we will go to the phone, anybody on the

18   phone with any questions or comments?  All right, I'll

19   ask one more time for comments, okay.  Hearing none,

20   again, I appreciate everybody for being here.  We will

21   have another rate hearing on additional rate increases

22   probably in the next couple of months and, again, for
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 1   those of you in the room we've got our contact

 2   information outside.  For those of you on the phone,

 3   please feel free to visit our website or follow us on

 4   Facebook.  Thank you very much.

 5           (Hearing adjourned at 10:47 a.m.)
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          1                       P R O C E E D I N G S



          2            COMMISSIONER REDMER:  All right, I've got 9:00



          3    so we will go ahead and get started.  Welcome to



          4    everybody that's here and on the phones.  I'm Al Redmer



          5    of the Maryland Insurance Administration and this is our



          6    first public hearing on specific carrier rate increases



          7    for long-term care insurance market for 2019, and I



          8    appreciate you being here especially with such



          9    challenging weather conditions.



         10            Today's hearing will focus of several rate



         11    increase requests now before the insurance



         12    administration in the individual long-term care market,



         13    these include requests from:  Transamerica Life



         14    Insurance Company, proposing increases of 32.25 percent



         15    to 42.33 percent dependent upon the policy form,



         16    Genworth Life Insurance, Company proposing increases of



         17    15 percent, and Physician Mutual Insurance Company,



         18    proposing increases of between 0 and 15 percent, again,



         19    depending on the policy form.



         20            In the group long-term care market, these



         21    include requests from Continental Casualty Company,



         22    proposing increases of 15 percent, and Transamerica Life
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          1    Insurance Company, proposing increases of 32.25 percent.



          2            These requests affect about 9,500 Maryland



          3    policyholders, and the goal of today's hearing is for



          4    insurance company representatives to explain their



          5    reasons for the rate increases.  We will also listen to



          6    comments from consumers or other interested parties, and



          7    we're here to listen, ask questions of the carriers and



          8    consumers regarding the specific rate increase requests.



          9            I'd like to first introduce the folks that are



         10    with me from the Insurance Administration.  To my



         11    immediate left is Jeff Ji, one of our actuaries.  To my



         12    immediate right is Bob Morrow, associate commissioner of



         13    Life and Health.  To his right is Todd Switzer, our



         14    chief actuary, and all the way down at the end there is



         15    Adam Zimmerman, our actuary.  Also from the MIA in



         16    attendance today is Michelle McCoy, assistant chief of



         17    Life and Health complaints, in the event we ever get



         18    Life and Health complaints, and the chief of Life and



         19    Health complaints, Mary Gwen.  Also Tracy Imm and Joe



         20    Svodka from our communications team, as well as Nancy



         21    Muehlberger from the Office of Chief Actuary.



         22            Before we get started, I'm just going to go over
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          1    a few procedures for today.  First of all, out in the



          2    little hallway there is a handout that has all of our



          3    contact information on it, please make sure to pick one



          4    up.  If you'd like to speak today please sign up on the



          5    sheet and include your name and contact information.



          6            Secondly, with the exception of the MIA team



          7    this hearing's not a Q and A session.  We're going to



          8    hear comments from interested parties.  We have some



          9    that have been received and reviewed in advance of the



         10    meeting, and please continue to submit any comments



         11    until next Tuesday, February the 19th.  Again, the MIA



         12    will continue to keep the record open until the 19th for



         13    additional written testimony.  The transcript of today's



         14    meeting as well as all written testimony submitted will



         15    be posted on the MIA's website on the long-term care



         16    page, as well as the quasi-legislation hearings page.



         17    The long-term care page can be found on the MIA website



         18    by clicking on the "long-term care" tab located under



         19    "Quick Links" section the left hand side of the home



         20    page.



         21            As a reminder, we do have a court reporter here



         22    today to document the hearing, so when you're called to
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          1    speak please state your name and affiliation clearly for



          2    the record.  If you are dialing into the hearing through



          3    the conference call line please mute your phones unless



          4    you're going to speak.  Obviously, please do not place



          5    us on hold, use the mute function instead.  And then



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



          7    individually to speak regarding their rate requests.



          8            We'll do it in alphabetical order.  Afterwards



          9    any interested stakeholders or policyholders, and folks



         10    dialing in will be invited to speak.  So, with that,



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



         12    mind, let's start with Continental Casualty company.



         13    Todd's got a few remarks.  Todd, open your remarks.



         14            MR. SWITZER:  Good morning.  I appreciate all of



         15    your time and look forward to benefiting from an open



         16    dialogue.  I encourage everyone to voice everything on



         17    their mind.  I went through a number of inquires from



         18    long-term care Maryland members.  There was a good



         19    number, more than average this time.  I want to bring



         20    out a few that stood out that kind of had themes to them



         21    and build on those.  Last time as opening remarks I



         22    wanted to facilitate the dialogue, encourage people to
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          1    talk and say everything that is going on in this market



          2    towards solutions.



          3            I mentioned for some context that the average



          4    cost of assisted living in 2018 was $56,000 a year, just



          5    to get some tangible facts around everything that we



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



          7    benefit of the benefit, the very valuable benefit to



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



          9    estimate of how many people who require that type of



         10    care, that variance is very sensitive there, or the



         11    assumptions are, so you need coverage.



         12            So, I'd like to also, while not giving a full



         13    view as it is, as you well know our charge is to make



         14    sure that rates are not excessive, not inadequate, not



         15    discriminatory, but to build perhaps at that each of



         16    these quarterly meetings a little window into how we



         17    implement that charge and some of the dialogue we have



         18    with carriers.  So, here's a quote from one of our



         19    seniors in Maryland.  I hope they are on the line.  It



         20    goes like this, it was several pages.



         21            Here's one line:  What can an insurer do to



         22    prevent the rates from becoming unaffordable?  Remember
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          1    that an insured must pay premiums for years, is almost



          2    blocked into the policy in spite of rate increases,



          3    because we don't want to lose the investment, for which



          4    they've been paying premiums for many years.  They go on



          5    to say, does the MIA consider this, what is our role and



          6    several other good points.



          7            Another excerpt about a 12-page comment is are



          8    aggregate premiums paid by the policyholder, how are



          9    those considered?  Could you please give us accurate,



         10    understandable and adequate information as to how the



         11    filings are reviewed, how are assets looked at, what are



         12    key economic assumptions?  Please make it understandable



         13    in plain English, how capital investments are



         14    considered, what kind of rate of return is considered,



         15    et cetera.



         16            So, on the one hand, as you know, we have



         17    Maryland seniors who, at one time, for example, in the



         18    '80s or so, paid $1,500 representative.  In some cases



         19    it's 300 percent higher, $4,500.  On the other end, you



         20    have prominent insurers that have seen financial



         21    strength ratings such as standard in cores, where the



         22    strongest rating's extremely strong.  Best, where the
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          1    highest rating's superior, Moody's, where the highest



          2    rating is exceptional drop three.



          3            One -- four steps to weak, to poor, to poor and



          4    not positioned where you want a carrier to be.  So,



          5    we're trying to find the balance and along those lines I



          6    have a few slides that I'd just like to try to speak to



          7    these questions or start to.  Again, not an exhaustive



          8    look at what the MIA and my team intend.  Adam helped a



          9    lot with these slides, we worked together, and Jeff, but



         10    to give some facts to hopefully encourage a good



         11    dialogue here.  This slide up here is from a filing



         12    currently under review.



         13            I'm going to try to use this pointer that we got



         14    for our cat, it's not working.  This is kind of the life



         15    cycle of a long-term care policy or one view of it.  The



         16    blue bars are enrollment and this goes from kind of the



         17    life of the policy.  Their carriers are projecting out



         18    50, 75 years, a difficult task, and you have enrollment



         19    that actually starts at 0 and it goes from the year 2002



         20    to 2065, a long time.  But there's enrollment, it starts



         21    at 0, climbs up, drops down.



         22            But along with, obviously when the membership
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          1    goes up that's when the premiums come in.  So there's a



          2    build up of premium you need from other, again, other



          3    policies like health insurance where you're going year



          4    to year.  But the other one I'll ask you to look at is



          5    the curve and that's the loss ratio and it's a bit



          6    technical but it's basically -- it is the percentage of



          7    the premium dollar paying claims.  So, in this example



          8    the red is what was intended at the start in 2002, hit



          9    about -- the loss is 60 cents on the dollar.



         10            This particular example has 70, but the point is



         11    in the early years the claims, as you'd expect, are very



         12    low, in some cases 0.  By the policy I'd say 55 don't



         13    need claims till hopefully 60, 70, 80 and what I'm



         14    getting to -- one point of this, there's lots of points,



         15    but is when the premium builds up you can earn interest



         16    on that premium and that's something that was -- a lot



         17    of talk is made about the loss ratio, the claims and



         18    income.



         19            But unlike, in my opinion, lots of other



         20    products this is a really important one you need to



         21    mention.  So, Adam, if you would.  This is bond rates,



         22    corporate bond rates, high grade, AA, AAA, and you can
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          1    see that in the '80s times were good.  It had 14 percent



          2    bonds rates.  Today they're closer to 25-year and



          3    5-year, we could do 10-year, others, but you get the



          4    idea.  They're down around 4 or 5, and one of our



          5    commentators said do you consider this.  We do, and how.



          6            Well, one, back when claims were low, when



          7    things were building up and we know the company has to



          8    front capital to fund the program, but focusing on the



          9    premium what was earned back then, because it affects



         10    the future very much.  That's one question, that, how do



         11    we consider that and I'm -- one company said, well, in



         12    the '80s we asked what did you make in 19 -- I forget



         13    the year, 10 years ago, it was about 7 percent.  The



         14    other question is where are they going and this seems to



         15    indicate, I mean, you draw your own opinion, that maybe



         16    they're coming up.



         17            I know there were some articles in the Wall



         18    Street Journal last week, two of them about bonds



         19    rallying.  Don't want to be too foolish and too --



         20    there's a lot of risk, who knows what the future will



         21    do, but are they coming up.  Because just a couple of



         22    basis points increasing bonds rates, that means
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          1    something.  It's not the whole story but it's part of



          2    it.  So, what is this translated into, again, this is



          3    abbreviated but in 2018 my team looked at 49 long-term



          4    care filings.



          5            The average requested increase looked at



          6    two-year period, about 42 percent, and what we approved,



          7    again, two-year was 65.  Yes, a lot of that was the cap,



          8    the legal 15 percent per year, but over two years 15



          9    percent twice is about 32 percent and it could of been



         10    more, again, we're trying to find the balance.  But that



         11    tries to put some numbers to a lot of the questions that



         12    more than one Maryland senior asked.  To try, again, to



         13    make it a little more tangible.  An average premium is



         14    $2,700.



         15            What was requested was 38, that's 42 percent or



         16    $1,100 a year increase.  What was approved was $3,100,



         17    so that's 446 increase, so $689 less.  There's lots of



         18    protections in place.  We're talking about trying to



         19    find more solutions.  Past losses can't be recouped, but



         20    we're trying to find a proper pace of correction, we're



         21    trying to consider the financial stability of the



         22    company as part of our charge, and this is a little bit
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          1    -- had more details down there at the ranges of how



          2    those actually played out to try to, again, speak to the



          3    questions.



          4            This tries to look -- well, it does, looks at



          5    enrollment in long-term care insurance over time and



          6    what it says is membership back in 2004, how many



          7    Marylanders had long-term care insurance, and to me it



          8    speaks to affordability.  That we reached a peak in



          9    about 2012, 154,000, and it started to decline.  It's



         10    just they're either letting their coverage go, they're



         11    not buying it anymore, they can't afford it, and I don't



         12    think -- I don't want to interject too much opinion, but



         13    it doesn't seem to be good for anyone.



         14            And 21 percent of Marylanders over 65 had



         15    long-term care coverage back in 2010, today it's down to



         16    15 percent and it seems to be headed in that kind of



         17    direction.  So, again, trying to benefit for all the



         18    smart people in the room and on the phone to think about



         19    these things and to work at it.  Next slide, please.



         20    Another protection for consumers, new business rates



         21    versus renewal rates.  The zigzag line is for the same



         22    coverage today and the protection is you can't have your
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          1    renewal rates higher than your new business rates for



          2    comparable benefits.



          3            Through your benefit period, 5 percent compound



          4    inflation, 90-day elimination period, same age, 55.



          5    Today if you bought it new, perhaps this is a little



          6    comfort for consumers, but it does speak to value.  You



          7    paid $5,600 for it but what you're actually paying as a



          8    renewing member, who bought it a long time ago, anywhere



          9    from $1,900 to $3,900 to $2,500, there's some value



         10    there.  That's just one dimension but a real dimension.



         11    And on average the renewal rates or the new business



         12    rates, rather, are 111 percent higher than the renewal



         13    rates.



         14            Bear with me on this one, but another one talked



         15    about assumptions and again, this is a filing that we



         16    are working on for the carrier, and we asked when you,



         17    on day one, price this policy what were you shooting



         18    for.  If everything played out exactly the way you



         19    wanted what would have happened.  And they said, well,



         20    over 75 years we're taking out a good amount of risk,



         21    our internal rate of return would of been 20 percent.



         22    We would of made 20 percent on our investment.  But here
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          1    we are today and the three yellow numbers are the three



          2    different -- and a question I didn't highlight but it



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



          4    they stay where they are today at 4 and a half percent.



          5            Well, if you, MIA, don't approve anything we



          6    will lose 10 percent, this is for 1,200 members that's



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



          8    percent because the theory is more of what I'm at.  The



          9    request was for a double-digit increase, the law doesn't



         10    allow that in one year but just considering that, what



         11    would that do.  That would have them make 5 percent



         12    instead of 20, and what about what the 15 cap, they make



         13    -- they break even, 0.2.



         14            So, the companies, a lot, have stepped up, taken



         15    accountability and said we're not earning -- paying to



         16    make the 20 anymore but what is the rate balance and



         17    we're having a dialogue to try to bring in everything;



         18    claims income, investment expenses.  And the other thing



         19    I'll try to bring out -- I'll bring out here, if bonds



         20    are 5 percent and we approve 15 percent, the projected



         21    gain will be 4.6, positive 4.6.  5.5 would be positive



         22    8.8.  Those are pretty aggressive but just to get an





                                                                      17

�







          1    idea of how much a half of point can mean.



          2            So, my last one, I think is -- well, two more.



          3    Another aspect we look at is, you know, a lot of



          4    insurers get compound inflation protection.  As the



          5    consumer price index goes up they hold steady with that



          6    to make sure their benefit doesn't lose value.  The



          7    green line is 5 percent, a fair number of Marylanders



          8    have.  Another thing we try to discuss with the carriers



          9    is you see the red and blue, one is for the nation, one



         10    is for Maryland, what CPI has actually been.  It's been



         11    below 5 percent.



         12            In some cases there's a little bit of over



         13    insurance, that when they go they've indexed up higher



         14    than CPI is indexed up and what does that mean when a



         15    claim is filed and, more importantly, if it isn't the



         16    2.2 percent that it is today, at one time it was 15.9 in



         17    the '80s, what will it do in the future.  But what has



         18    happened in the past is another conversation that is on



         19    the list.  So, to build on what the Commissioner said,



         20    the last one before we ask Continental Casualty to come



         21    up, is yes.



         22            In the yellow for the four carriers in here
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          1    today, and two of them are among the top five in terms



          2    of volume covering Maryland seniors in the market, 9500



          3    members are affected by today's discussion.  To put that



          4    in context, the four carriers represented here today



          5    have 48,000 total long-term care, so that's about 20



          6    percent.  For Physicians Mutual it's all of them.



          7    Nationally would be 1.8 million, so Maryland, the whole



          8    picture, is kind of the scope.



          9            In terms of column 13, the cumulative lifetime



         10    rate increase, you have anywhere from carriers having



         11    one prior rate increase to some having six prior rate



         12    increases, such that before these filings are decided



         13    upon the cumulative increases have been anywhere from 15



         14    percent to 163 percent, and what it will be -- what it



         15    would be as filed in column 15.  To my last point,



         16    column 20, even with the increase, again, just looking



         17    at claims and income, the claims page is over a dollar,



         18    you got $1 premium and paying more than $1 in claims for



         19    the lifetime of the policy.  So, I hope that gives a



         20    little background and gives us a platform to the first



         21    carrier talking about the filings, thanks.



         22            COMMISSIONER REDMER:  Thank you, Todd.  So,
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          1    let's -- anybody have any questions for Todd?



          2            MR. GUGIG:  Just one question.  I'm Michael



          3    Gugig, G-U-G-I-G for Transamerica.  Todd, will these



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



          5            MR. SWITZER:  Yes.



          6            MR. GUGIG:  That would be great, thank you very



          7    much.



          8            MR. ZIMMERMAN:  Is any carrier going to need



          9    this screen for their presentation?



         10            MR. LAMONT:  Good morning.  Seth Lamont, CNA.



         11    My name's Seth Lamont.  I currently serve as assistant



         12    vice president of government relations for CNA.  I



         13    appear before you today regarding the long-term care



         14    rate filing of Continental Casualty Company, which is a



         15    principle underwriting subsidiary of CNA Financial.  We



         16    are grateful for the opportunity to explain our rate



         17    need in greater detail.



         18            As I appear before you today, CNA's rate need is



         19    not owing to factors unique to CNA, but rather erroneous



         20    assumptions that were made at the outset by the industry



         21    as a whole in our originally filed and approved rates.



         22    As most are aware, both macro-oriented assumptions as
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          1    well as more micro-oriented assumptions put into place



          2    at the outset with respect to long-term care rate have



          3    proved erroneous.  Actual persistency versus original



          4    expectations remains a key driver of our collective rate



          5    need going forward.



          6            Long-term care insurance was originally priced



          7    as a lapse-supported product, which means that original



          8    premiums could be lower for the block if a portion of



          9    insured were assumed to voluntarily lapse their policies



         10    at some point in the future without every claiming



         11    benefits.  In rough terms, the originally filed and



         12    approved rates across the industry in some instances



         13    assumed greater than 10 percent lapse rate, and



         14    experience has shown that lapse rates to be less than 1



         15    percent.



         16            This greater than expected persistency has led



         17    to dramatically increased anticipated claim costs as



         18    significantly more insureds have chosen to retain their



         19    policies than was originally contemplated and those



         20    policyholders will be around to make claims in the



         21    future.  This persistency impact driver -- excuse me,



         22    this persistency impact is driven not only by fewer
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          1    insured lapses, but lower than expected mortality.



          2    While this is a positive from a societal perspective,



          3    this leads to a greater rate need to support the



          4    additional future claims.



          5            As MIA is aware, long-term care represents a



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



          7    2017, the LTC book accounted for approximately 40



          8    percent of the company's total reserves.  The fact that



          9    LTC reserves comprise such a substantial portion of the



         10    company's total reserves is reflective of the



         11    long-tailed nature of this business and serves to



         12    highlight the fact that rate increases are vital to



         13    meeting future insured obligations.  While the reasons



         14    for our rate need are not necessarily unique, we



         15    respectfully request that MIA and insured alike



         16    recognize that these increases are vital to ensuring



         17    that adequate reserves are available in order to pay for



         18    future benefits.



         19            Nationally, CNA has approximately 185,000 group



         20    insureds who remit roughly 200 million in aggregate



         21    premium on an annualized basis.  In Maryland, we have



         22    approximately 1,800 insureds in our GLTC block for a





                                                                      22

�







          1    premium, an aggregate premium of approximately 2



          2    million.  Following the initiation of our group rate



          3    action in 2015, which requested a 95.5 percent increase



          4    nationwide, we have attained a national average increase



          5    of 65 percent.  Which has resulted in an average annual



          6    premium of approximately $1,100.



          7            As a part of this rate increase program, we have



          8    received 15 percent of rate relief from MIA to date,



          9    ranking Maryland 39th nationwide.  As a part of the



         10    filing process and at the request of the Maryland



         11    Insurance Administration, we have reduced our rate



         12    request from the original nationwide 95.5 percent,



         13    downward of 15 percent to comply with state statues,



         14    which would result in an aggregate average increase of



         15    $17 per month for Maryland insureds.  This amount is far



         16    less than achieved nationwide to date.



         17            Given the substantial difference between rate



         18    indications in the 100 percent range and the current MIA



         19    offer of 5 percent, Maryland insureds will ultimately



         20    pay more for their coverage in subsequent rate requests



         21    due to the cost of waiting over time.  Compared with



         22    nationwide, Maryland insureds have substantially richer
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          1    benefits largely attributable to the concentration of



          2    insureds with automatic inflation protection, which



          3    increases benefits at 5 percent per year.  Approximately



          4    one-third of Marylanders in the group long-term care



          5    block enjoy this benefit compared with just 13 percent



          6    of insureds nationwide.



          7            Based on this, although not fully credible, if



          8    the rate indication were based on Maryland experience



          9    and projections alone, the rate indication would be



         10    greater than the nationwide rate indication.  Given the



         11    substantially richer benefits enjoyed by a number a



         12    Maryland insureds, it is reasonable to conclude that



         13    Maryland insureds enjoy substantially greater benefits



         14    for a relatively modest amount of additional premium.



         15    Lastly, it's noted that any reserves -- any reserves



         16    releases associated with an insured lapse are put back



         17    into the overall reserve for the benefit of remaining



         18    insureds.



         19            We have said on a number of occasions, CNA is



         20    committed to meeting insured obligations.  Our primary



         21    focus in this regard is maintaining adequate reserving



         22    levels in order to meet insured obligations.  We have
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          1    also made significant investments in our long-term care



          2    claim operations to manage this significant risk and



          3    improve the overall customer experience.



          4            Despite the fact that CNA's long-term care



          5    business is comprised solely of closed blocks, we



          6    continue to actively manage the business to ensure that



          7    claims are processed in an appropriate and timely



          8    manner.  To reiterate, the Company's goal with respect



          9    to this rate request is to ensure that we have adequate



         10    premium to fund reserves, which are ultimately used to



         11    pay future claims.



         12            The relatively lower attained age in CNA's group



         13    long-term care block represents a significant



         14    opportunity for the company to amass additional reserves



         15    for the purpose of meeting future claim obligations.  By



         16    contrast, with older blocks of business it should be



         17    noted that with an average attained age of 64, compared



         18    with 79 for our individual long-term care block, many



         19    group long-term care insureds are in the workforce and



         20    in a position to pay the additional $17 per month with a



         21    15 percent increase for the significant benefits



         22    associated with their certificates.
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          1            Given that we're in the life cycle of the group



          2    business we -- given where we are in the life cycle of



          3    the group business we desire to partner with regulators,



          4    including the Maryland Insurance Administration, in



          5    taking corrective action now allow the future time



          6    horizon to compound the reserves, which necessarily



          7    allows the company to request lower rate increases in



          8    the future versus what we would require otherwise if



          9    rate relief were deferred.  The later in time insureds



         10    pay these increases the greater the magnitude of the



         11    overall increase.  Simply put, if the MIA offers less



         12    now Maryland insureds may ultimately end up paying more



         13    nationwide -- more than nationwide due to the cost of



         14    waiting associated with deferring corrective action.



         15            Benefit reduction options available to our



         16    insureds -- excuse me.  Benefit reduction options are



         17    available to our insureds to mitigate the impact of the



         18    proposed rate increase.  Those include reducing the



         19    maximum benefit period, reducing the daily benefit,



         20    increasing the elimination period, and/or dropping any



         21    other optional rider, such as automatic inflation.



         22            For instance, insureds should be aware that
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          1    under the automatic inflation rider, their benefits



          2    inflated at 5 percent per annum for the life of the



          3    policy.  They may find, in their judgement, that their



          4    benefits are currently sufficiently inflated.  If



          5    insureds with automatic inflation riders were to elect



          6    to drop their riders, the insured would enjoy



          7    substantial decrease in premium from their current



          8    premium levels and maintain -- all the while maintaining



          9    their currently inflated benefits.



         10            In addition to the aforementioned options, CNA



         11    also offers our insureds the opportunity to discontinue



         12    paying premiums while maintaining a lifetime benefit



         13    amount equivalent to the nominal sum of their lifetime



         14    premiums paid to date.  Known to the experts in the room



         15    as the contingent non-forfeiture option, this is being



         16    offered to all insureds regardless of issue age or rate



         17    increase amount.  Thereby, going above and beyond what



         18    was outlined in the NAIC model bulletin.



         19            As noted, long-term care is significant to CNA



         20    from an enterprise perspective with 40 of our total



         21    reserves being devoted to these anticipated liabilities.



         22    The company remains committed to meeting insured
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          1    obligations from both a financial and operational



          2    perspective.  Our group long-term care block is



          3    significantly younger than most individual blocks with



          4    an average age in the mid-60s. By correcting this



          5    mispricing of the business earlier in the product life



          6    cycle, the rate indications are less than they would be



          7    if the rate increase were delayed.



          8            The compounding effect of taking corrective



          9    action now can help position the business for financial



         10    sustainability.  Insureds are being offered a number of



         11    options to reduce their benefits in order to mitigate



         12    the impact of the proposed premium increase.  CNA's



         13    current experience is not unique, but rather on par with



         14    that of our peers in terms of the challenges resulting



         15    especially from the originally filed and approved rates



         16    and lapse assumptions.  Despite significant upward



         17    adjustments in long-term care premiums in recent years



         18    the rate of terminations remains extraordinarily low,



         19    which indicates that insureds recognize the substantial



         20    value inherent in retaining their coverage.  Thank you



         21    for your time today.



         22            COMMISSIONER REDMER:  Seth, thank you.  I
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          1    appreciate that.  I know that you have addressed this



          2    but for the other carriers that are going to speak, I'd



          3    like you to mention whether you are still accepting new



          4    business and if you're accepting new business in



          5    Maryland as well.  The only question I have for you,



          6    Seth, is you are offering these, I'll call them landing



          7    spots for folks to reduce or change coverage to avoid



          8    increases.  To what extent do folks exercise those



          9    options?



         10            MR. LAMONT:  It varies from book to book.  I'd



         11    say it's probably in the 5 to 10 percent range.



         12            COMMISSIONER REDMER:  Okay.



         13            MR. LAMONT:  Generally.  I'm not prepared to



         14    comment on exactly what it would be for each individual



         15    line, but in the 5 to 10 percent range.



         16            COMMISSIONER REDMER:  Sure.  Thank you.  Any



         17    questions for Seth?



         18            MR. SWITZER:  Also thank you.  So, you mentioned



         19    that the company is pursing 95.5 percent increase



         20    nationwide, 65 percent so far outside of Maryland, 15



         21    percent Maryland.  On the investment side of things,



         22    going back to some things that I was thinking about and
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          1    bringing up, even if evidence was convincing that



          2    investment vehicles were yielding a better return in the



          3    next 5, 10, 20 years, would the company consider all



          4    other factors being equal reducing that 95.5, again, in



          5    light of investment returns if there is -- the company



          6    was convinced that those could be better than expected?



          7            MR. LAMONT:  To the extent that, you know, the



          8    assumptions were changed I think that might be a



          9    reasonable tact for us to take, you know, to compare our



         10    investment mix.  I don't want to get too heavily into



         11    details with, you know, what you presented in terms of



         12    corporate bonds.  My understanding is that we're fairly



         13    heavily invested in municipal bonds, which I imagine are



         14    a bit safer.  You know, just my opinion, not



         15    particularly a statement on behalf of the company, so I



         16    think the Maryland Insurance Administration should



         17    consider the, you know, the company's present investment



         18    mix rather than just general returns in the market,



         19    because, you know, these are long-term commitments.



         20            MR. SWITZER:  Right, I didn't mean to suggest --



         21    this was one example, a case study, so it's not an



         22    exhaustive presentation of our considerations.  Thank
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          1    you.



          2            MR. LAMONT:  Thanks.



          3            MR. JI:  My question is without the future



          4    assumption change, you disclose a schedule of the future



          5    rate increase and then how do you determine that



          6    schedule?



          7            MR. LAMONT:  The schedule of future rate



          8    increase?



          9            MR. JI:  Yes.



         10            MR. LAMONT:  I wouldn't say that that's top of



         11    mind for me but, I mean, in terms of the schedule of



         12    future rates increases, I think it's offset by, you



         13    know, the relief we've been given to date.  That's about



         14    as deeply as I can go into that.



         15            MR. JI:  Okay.  Thank you.



         16            MR. MORROW:  You mentioned there's an assumption



         17    for a 10 percent lapse on these policies and we



         18    typically have companies mention they've got a 5 percent



         19    lapse that's been assumed.  Just wondering what's



         20    different about these policies that there was a 10



         21    percent lapse assumed?



         22            MR. LAMONT:  Yeah, the 10 percent figure is just
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          1    a general comment for the industry, not for this



          2    particular product.  I think, you know, the ratio by and



          3    large is more like 4 or 5 percent assumption to 1, but



          4    some were as high as 10 percent, is my understanding.



          5    It's more of a general comment.



          6            MR. MORROW:  Okay.  So, the assumption on these



          7    policies was not 10 percent?



          8            MR. LAMONT:  Correct.



          9            MR. MORROW:  Closer to 5?



         10            MR. LAMONT:  Yes.



         11            MR. MARROW:  Okay.  Thank you.



         12            COMMISSIONER REDMER:  Anybody else?  All right,



         13    Seth, thank you.



         14            MR. LAMONT:  Thanks.



         15            COMMISSIONER REDMER:  Let's go to Genworth.



         16            MR. SCARPA:  Morning, my name is Joe Scarpa.



         17    I'm a vice president in.  Genworth's long-term care



         18    closed block business unit.  I'm joined by Jamala



         19    Arland, I'll introduce further in a few minutes.  But,



         20    first, Commissioner Redmer, I want to thank you and the



         21    Maryland Insurance Administration for holding today's



         22    hearing and providing Genworth and our policyholders a
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          1    forum to discuss our long-term care insurance policies.



          2    I'd also like to thank all the policyholders who are



          3    either present or on the phone this morning for your



          4    interest and participation today.



          5            As some background, Genworth has been selling



          6    long-term care insurance to the State of Maryland since



          7    1978.  We currently provide coverage for more than



          8    30,000 Maryland residents and approximately 1.1 million



          9    policyholders nationwide.  Commissioner Redmer, to



         10    answer your question, we're currently accepting new



         11    business in Maryland and most other states.  We are here



         12    today to speak specifically about our current long-term



         13    care premium rate increase filing which is pending with



         14    the Maryland Insurance Administration.



         15            We understand how difficult premium increases



         16    are for our policyholders so we welcome this opportunity



         17    to provide information that explains why rate increases



         18    are needed.  We also want to discuss the various options



         19    we offer our policyholders, including our staple premium



         20    option, and the ways we assist them to make informed



         21    choices about their specific long-term care insurance



         22    needs.  As I mentioned, I'm joined today by Jamala
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          1    Arland, the actuary leader for Genworth's long-term care



          2    closed block enforced pricing who will provide some



          3    basic information about our current premium rate filing.



          4    Jamala.



          5            MS. ARLAND:  Thank you, Joe.  Good morning to



          6    the Maryland Insurance Administration and policyholders



          7    present and on the phone.  My name is Jamala Arland and



          8    I'm a vice president responsible for Genworth's



          9    long-term care closed block enforced pricing.  I'm also



         10    an actuary in good standing with the Society of



         11    Actuaries and the American Academy of Actuaries.



         12    Genworth is currently seeking a rate increase of 15



         13    percent, the maximum annual increases permitted in the



         14    State of Maryland, for one of our policy forms in the



         15    Privileged Choice Select series.



         16            The policy form number is 7035.  This policy



         17    form was available for purchase in Maryland between



         18    April 2002 and October 2005.  This rate increase will



         19    impact approximately 5,400 policies in Maryland.  This



         20    policy form has received four prior rate increases of



         21    similar magnitude.  When Genworth priced this long-term



         22    care insurance policy form we utilized professional
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          1    actuarial judgement in developing assumptions that



          2    looked as long into the future as 60 years.  Genworth



          3    employs our best efforts to complete a thorough



          4    professional assessment at the time of original pricing



          5    and as we evaluate the blocks on an ongoing basis.



          6            As experience emerges over time we continue to



          7    refine our experience data analysis to inform our



          8    assumption setting.  The need for rate increases is



          9    primarily driven by claims that are projected to be



         10    higher than expected based on our current experience and



         11    assumptions compounded by policy persistency rates that



         12    have been higher than expected.  The first assumption



         13    where we see experience emerge after policy pricing is



         14    persistency and you can think of this as how many



         15    policyholders will keep their policy in force.



         16    Persistency includes consideration for mortality, so how



         17    long policyholders will live, and last, which is how



         18    many policyholders will decide to terminate their



         19    coverage before they use or exhaust their benefits.



         20            We see persistency begin to emerge in the first



         21    year of the policy and voluntary lapse rates generally



         22    reach an ultimate level by duration 10.  As the block
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          1    ages the second assumption where we see experience



          2    emerge is morbidity, and you can think of this as how



          3    people age and the condition of their health as their



          4    age.  There are two components of morbidity, the



          5    incidents, which is the likelihood of a policyholder



          6    having an eligible long-term care event and going on



          7    claim and severity, which is how much the claim will



          8    cost and how long it will last.



          9            The incidents experience begins to emerge when



         10    policy claims start which generally takes 10 to 20



         11    policy durations from issue.  Severity assumptions --



         12    severity experience begins to emerge as policy claims



         13    terminate, which make experience on claim termination



         14    rates take longer to emerge than any other of the



         15    actuarial assumptions.  It should be noted that in



         16    addition to conducting regular experience reviews



         17    Genworth developed a multi-year rate action plan in 2014



         18    which continues to be the supportable basis of prior



         19    approved rate actions, this current pending rate action,



         20    and future expected rate actions on this policy form.



         21            This objective of this multi-year rate action



         22    plan is to get closer to a break even point.  Genworth
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          1    will not make money on these policies.  As such we are



          2    taking a significant share in the cost of the



          3    deteriorating claim experience.  We believe that



          4    achievement of this multi-year rate action plan will



          5    allow us to continue to serve our policyholders well



          6    into the future.  While we are currently seeking a



          7    premium rate increase of 15 percent on this block of



          8    insurance, which is the maximum annual increase



          9    permitted in Maryland, our current projected claims



         10    experience actually justifies a greater increase.  As a



         11    result we expect that we will be requesting additional



         12    rate increases on these policies in the future.



         13            MR. SCARPA:  Thank you, Jamala.  We understand



         14    that premium increases are a tremendous burden for our



         15    policyholders.  We know this because we talk to our



         16    customers every day.  In fact, more than 230,000



         17    policyholders have called us to discuss their rate



         18    increases over the last 2 years.  At Genworth, we have a



         19    dedicated team of over 45 specially trained customer



         20    service representatives whose sole purpose is to take



         21    calls related to rate premium increases.  In fact, our



         22    customer service center was recently awarded the Contact
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          1    Center of the Year in 2018 and has received world class



          2    customer experience certifications for the last several



          3    years from SQM, a leading customer experience



          4    benchmarking firm.



          5            Our customer service representatives are ready



          6    and willing to help each policyholder understand their



          7    options so he or she can determine the best course of



          8    action for their individual situation.  The vast



          9    majority of those conversations lead to options where



         10    the long-term care policy remains in place.  We also



         11    have a website that permits policyholders to learn more



         12    about their options and we have a web-based tool that



         13    financial advisors can utilize to access information and



         14    to help them explain options to their clients, our



         15    policyholders.



         16            When faced with a premium increase we continue



         17    to offer policyholders a variety of options.  Our



         18    policyholders can choose to pay the full amount of the



         19    premium increase and maintain their current level of



         20    protection or they can make custom benefit adjustments



         21    in lieu of paying higher premiums to find the right



         22    balance of affordability and protection for their
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          1    individual situation.



          2            Mr. Switzer, you read into comments, a comment



          3    from a policyholder along the lines of, what can



          4    insurers do to help balance affordability and



          5    protection.  Well, one of the ways we try to do that is



          6    by allowing these -- offering these custom benefit



          7    adjustments, but in addition to that one of the things



          8    policyholders can do is elect our Stable Premium option,



          9    which was previously approved by the Maryland Insurance



         10    Administration.



         11            This option is designed to have a reduced but



         12    still meaningful set of benefits that mitigates the



         13    impact of current planned and future premium increases,



         14    and provides the stability of a premium rate guarantee



         15    until at least 2028.  We spent a lot of time and effort



         16    in designing and developing this alternative.  Conducted



         17    a lot of research to try and understand what's a



         18    meaningful set of benefits in terms of cost of care that



         19    would help mitigate the impact of rate increases and



         20    also provide a, you know, a meaningful option for



         21    policyholders.



         22            So, we do understand the challenges of





                                                                      39

�







          1    affordability and protection, trying to balance that



          2    from a policyholder perspective.  We also understand



          3    full well the financial challenge that you referred to



          4    as a carrier on our long-term care insurance policies



          5    and we're really working hard to try and find the right



          6    balance alternatives, and as Jamala mentioned, sharing



          7    in the cost of deteriorating claim experience.  Finally,



          8    for policyholders who can no longer afford or want to



          9    pay any future premiums at all, in addition to the



         10    regulatory required contingent non-forfeiture option, we



         11    also voluntarily offer a non-forfeiture option called



         12    the Optional Limited Benefit that equals a paid-up



         13    policy.



         14            With this option if the policyholder becomes



         15    claim eligible Genworth will reimburse eligible expenses



         16    up to the amount of premium paid by the policyholder



         17    minus any claims that we previously paid.  In addition,



         18    he or she would still have access to the care



         19    coordination services that our company provides.  From



         20    our overall nationwide experience on the rate increases



         21    that we have implemented since 2012 we have seen over 75



         22    percent of our policyholders choose to pay higher
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          1    premiums.



          2            Which suggest that they recognize the value of



          3    the coverage of a long-term care insurance policy.  So,



          4    as we conclude our remarks today we hope that our



          5    comments have demonstrated how we actively manage our



          6    business to try to ensure that we will be here for our



          7    policyholders when they need us most, to make sure that



          8    we're available to provide the answers that they need



          9    and to pay eligible claims if and when those needs



         10    should arise.



         11            To date through 2018, Genworth has paid over 18



         12    billion dollars on almost 280,000 claims to our



         13    policyholders for eligible long-term care benefits.  We



         14    remain committed to working with the Maryland Insurance



         15    Administration to implement actuarially justified rate



         16    increases in a reasonable and responsible manner keeping



         17    in mind policyholder interests and concerns.



         18    Commissioner Redmer, we appreciate the opportunity to



         19    participate in today's hearing.  We'd be happy to answer



         20    any questions from you or members of your staff.



         21            COMMISSIONER REDMER:  Joe, Jamala, thank you for



         22    being here, I appreciate it.  I just have a couple of
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          1    questions.  Jamala, you mentioned that without the 15



          2    percent cap you would of sought a much larger increase.



          3    What increase would you have sought do you think without



          4    the cap?



          5            MS. ARLAND:  So, in terms of our multi-year rate



          6    action plan for this policy series, 7035, we've broken



          7    it into three rounds.  The first round starting in 2017,



          8    the second round in 2020, and a third round in 2023, and



          9    our objective there is to try to balance both the cost



         10    of waiting but also the impact to policyholders.  The



         11    first round, the 2017 round, is a 72 percent rate



         12    increase for lifetime policyholders and a 55 percent



         13    rate increase to policyholders with limited benefit



         14    periods, and Maryland specifically, the original filing



         15    that we had submitted -- I'm sorry, the rate increase



         16    for lifetime policyholders was 57 percent and for



         17    policyholders with limited benefit periods 35 percent,



         18    but we adjusted that to 15 percent at the request of the



         19    Department consistent with the regulation.



         20            COMMISSIONER REDMER:  Thank you.  I know that



         21    anecdotally most carriers do an excellent job working



         22    with clients once they go on claim and trying to manage
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          1    the care and expenses.  I'm interested in is Genworth



          2    doing anything proactive with folks that have not gone



          3    on claim?  Do you try to anticipate or identify those



          4    folks whose health has deteriorated somewhat and try to



          5    manage it before they actually go on claim?



          6            MR. SCARPA:  So, we don't have direct access to



          7    individual policyholder health status or any of that



          8    kind of stuff, right.  We are starting to look at ways



          9    to just try and provide opportunities that would provide



         10    better outcomes for both policyholders as well as



         11    Genworth.  So, we are piloting a few things.  I think



         12    it's probably premature for us to talk about those, but



         13    we're piloting a few things in that area but we're



         14    starting to think about that.



         15            COMMISSIONER REDMER:  All right, thank you.



         16    And, lastly, the voluntary options that you do offer, I



         17    appreciate you doing that for Maryland citizens and I'm



         18    curious, similar to my question to CNA, to what extent



         19    are these stable premium options taken advantage of?



         20            MR. SCARPA:  Yes, so the stable premium option



         21    specifically was filed in the filing right before the



         22    one that's currently pending and recently approved in
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          1    the fall.  We actually don't have any experience on that



          2    yet.  We're just starting to implement that, that



          3    premium increase, because of some things that needed to



          4    get implemented on our sides and changes we had to make



          5    to the non-forfeiture endorsement that you guys



          6    requested, so we don't have any specific experience with



          7    that one yet at least in the State of Maryland.



          8            We are -- and it's fairly early on in other



          9    states as well -- we are seeing people elect it but we



         10    don't have enough data yet, I don't think, to really



         11    quote election rates.  I can say that overall, you know,



         12    probably about, you know, somewhere in the order of 12,



         13    15ish percent and, again, it varies by policyholder



         14    form, choose to adjust their benefits in some shape or



         15    form.  Mid to high single digits elect one of the



         16    non-forfeiture options and the remainder paid full rate



         17    increase.



         18            COMMISSIONER REDMER:  Okay.  Thank you.



         19    Questions?  Todd.



         20            MR. SWITZER:  I'd like to add my thanks and



         21    thank you for being open to new business in Maryland.



         22    You mentioned that Genworth will break even, not make
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          1    any money on this business, is that inconclusive of



          2    investment income?



          3            MS. ARLAND:  So, when we think about investment



          4    income in the consideration of the rate increase



          5    options, one of the complications when we're looking at



          6    a particular policy form is that Genworth specifically,



          7    and I believe most insurance carriers managing



          8    investment portfolios usually at a legal entity level,



          9    sometimes there's individual portfolios for specific



         10    products, product series or product blocks, but not at a



         11    product level.



         12            So, in terms of attributing particular assets or



         13    particular investment income to a particular block or a



         14    policy series of insurance is extremely difficult to do.



         15    We do use sensitivity analysis looking at different rate



         16    levels and we also consider the regulations in terms of



         17    the interest rates for discounting that are either



         18    required by rate stability and kind of how the rate



         19    stability provisions kind of are translated to abrachial



         20    blocks, which this block is with the 2014 NAC model



         21    regulation.



         22            So, kind of considering what was the rate that
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          1    we had assumed in the original pricing relative to the



          2    rate that we used for discounting in the request for



          3    rate increases, and even if we do an analysis, you know,



          4    with different levels of rate increases we haven't come



          5    across a scenario considering historical investment



          6    performance where investment yields would result in a



          7    break even scenario for this block.  So, we do consider



          8    historical investment returns and also potential



          9    sensitivities for the future, but we do not expect



         10    interest rates to be a lever that would lead to this



         11    block being beyond break even.



         12            MR. SWITZER:  Thank you.  One question about the



         13    China Oceanwide merger, I've tried to keep up with



         14    reading the articles and on the proceedings there, so I



         15    may not have covered everything I read in an article



         16    last week.  But my question is in looking at the



         17    Securities and Exchange, you mentioned some of the



         18    forms, the form 10A back in November of '17.  There was



         19    a statement that China Oceanwide has no future



         20    obligation and has expressed no intention to contribute



         21    additional capital to support our legacy long-term care



         22    benefits.  I understand from the last article that the
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          1    purchase price of 1.5 billion with the first installment



          2    of 500 million, I understand, on March 31st of this



          3    year.  Is the statement that I just read, has anything



          4    changed with that, am I up to date?



          5            MR. SCARPA:  So, maybe just to try to explain a



          6    little further and clarify.  So, the actual purchase



          7    price is, I believe it's $5.44 a share, which I think is



          8    a little over 2 billion dollars that China Oceanwide



          9    would pay to shareholders for buying the company.  In



         10    addition to the purchase price, China Oceanwide has



         11    committed to provide an additional 1.5 billion of



         12    capital.



         13            So, that 1.5 billion that you mentioned is



         14    additional capital beyond the purchase price that



         15    they're going to provide over the next couple of years.



         16    But your statement is accurate in terms of we have



         17    committed to -- we've pledged 175 million of capital



         18    that would go directly into the Genworth Life Insurance



         19    Company upon completion of the Oceanwide transaction,



         20    but beyond we expect the -- our U.S. life insurance



         21    business to rely on its consolidated statutory capital



         22    as it exists today, prudent management of our enforce
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          1    blocks, and actuarially justified rate increases to pay



          2    future claims.  The other, probably, point I would raise



          3    is that we do have about 1.5 billion dollars of debt



          4    that will be maturing over the next three years.



          5            MR. SWITZER:  Thanks.



          6            COMMISSIONER REDMER:  I'm sorry, Joe.  Can you



          7    go through that again?  I heard 1.5 billion and then I



          8    heard 175 billion.



          9            MR. SCARPA:  Yeah, so China Oceanwide will be



         10    contributing 1.5 billion dollars of capital to Genworth.



         11    Genworth has about 1.5 billion dollars of debt that will



         12    be maturing over the next two to three years.  Genworth



         13    has pledged 175 million of capital specifically into the



         14    Genworth Life Insurance Company.



         15            COMMISSIONER REDMER:  So the end result is we



         16    take care of the debt and we add 175 million?



         17            MR. SCARPA:  Yes.



         18            COMMISSIONER REDMER:  Got it.  Any other



         19    questions?  All right, thank you.



         20            MR. SCARPA:  Thank you.



         21            COMMISSIONER REDMER:  And if we go to Physicians



         22    Mutual.
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          1            MR. LEHMAN:  My name is Mark Lehman, assistant



          2    vice president and actuary in charge of the management



          3    of Physicians Mutual Insurance Company's long-term care



          4    business.  I want to start off by apologizing for not



          5    being able to make it there in person.  It was my



          6    intention to be there and we ran into some flight



          7    cancellations yesterday that forced us to make a



          8    testimony through the phone, so I apologize for that.



          9            COMMISSIONER REDMER:  Understood.



         10            MR. LEHMAN:  I would like to thank Commissioner



         11    Redmer for the opportunity to discuss our long-term care



         12    filings currently pending with the Maryland Insurance



         13    Administration.  I was extended the same offer a year



         14    ago and I was happy to attend and discuss the long-term



         15    care filings that were pending at that time.  At last



         16    year's hearing I mentioned that without Maryland's 15



         17    percent regulatory cap Physicians Mutual would have



         18    requested rate increases averaging 92 percent taken over



         19    multiple years.



         20            I almost mentioned in an effort to achieve



         21    equitable rates nationwide Physicians Mutual would



         22    continue to request long-term care rate increases until
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          1    Maryland premium rates became equitable in relation to



          2    premium rates in other states.  The currently pending



          3    filings represent Physicians Mutual continuing efforts



          4    to achieve equitable rates in Maryland.  Physicians



          5    Mutual's sold long-term care insurance in the State of



          6    Maryland from 1999 to 2007 and currently provides



          7    coverage for just over 250 Maryland policyholders.



          8            Physicians Mutual exceeded the long-term care



          9    sales nationally at the end of 2012 and currently



         10    provides coverage for over 24,000 policyholders.  The



         11    need for the rate increase is continued to be driven by



         12    four key assumptions that despite being based on actual



         13    findings and data available at the time have not



         14    materialized commensurate with the policy forms as



         15    original pricing assumptions.  The four key assumptions



         16    are morbidity, mortality, lapse rates, and interest



         17    rates.



         18            Morbidity rates have been higher than what were



         19    originally priced into the products primarily as a



         20    result of policyholders remaining on claim status for a



         21    longer time period than what was originally assumed.



         22    Mortality rates have been lower than what were original
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          1    priced into the products.  The result for long-term care



          2    insurance is that more policyholders are living longer



          3    and filing more claims which in turn drives the



          4    aggregate claims expense even higher.  As more and more



          5    policyholders have recognized the value that they have



          6    received with their long-term care policy lapse rates



          7    have continued to decline.



          8            While it is a good thing that more people have



          9    more -- have long-term care coverage it has served to



         10    drive claims expense higher in the aggregate.  Finally,



         11    the length and period of sustained low interest rate has



         12    played a role in the underperformance of the company's



         13    long-term care block of business.  Physicians Mutual is



         14    requesting rate increases in Maryland that average



         15    between 0 and 15 percent across the company's three



         16    pending filings.  These rate requests take into account



         17    Maryland's 15 percent cap on long-term care rate



         18    increase requests.



         19            Without the regulated cap the rate increase



         20    request in Maryland would have averaged 83 percent taken



         21    over multiple years.  Physicians Mutual believes it is



         22    important to be transparent with our policyholders and
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          1    to inform them of the total rate increases needed to



          2    ensure that funds are available to pay claims.  This is



          3    the approach we have taken in states that do not have a



          4    regulated cap on long-term care rate increase requests.



          5    This approach allows the company to provide clarity to



          6    the policyholders on the ultimate cost of their



          7    long-term care coverage giving them the information



          8    needed to make the best decisions going forward for



          9    their individuals situations.



         10            Because Maryland has the 15 percent cap on



         11    long-term care rate increase filings Physicians Mutual



         12    anticipates filing for rate increases until the premium



         13    rates in Maryland are equitable relative to premium



         14    rates in other states.  It is significant to note that



         15    the rate increases Physicians Mutual is targeting across



         16    the entire block of long-term care business are not as



         17    leveled that generate any profit to the company, but



         18    simply trying to move premium revenue to a level that



         19    allows the company to continue to pay policyholder



         20    claims.



         21            All of the expenses associated with supporting



         22    our long-term care business are being absorbed by the
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          1    company and no profits are expected to be generated from



          2    our long-term care block of business.  We feel that even



          3    with this rate increase our long-term care policies



          4    provide a great benefit to our policyholders.  Our



          5    experience shows that around 85 percent of our customers



          6    have chosen to pay the premium increases rather than



          7    altering their benefits.  We do understand that rate



          8    increases may put a burden on some of our policyholders.



          9            To assist with this Physicians Mutual has



         10    several benefit reduction options available to enable



         11    policyholders to maintain the premium expense at or near



         12    current levels.  Benefit reduction options include



         13    reducing monthly benefit amounts, reducing the length of



         14    benefit periods, increasing the length of elimination



         15    periods, removing attached writers or in combination of



         16    any of these options.  For policyholders who feel that



         17    they no longer are -- or no longer need or no longer can



         18    afford long-term care insurance a non-forfeiture option



         19    is provided.



         20            This non-forfeiture option represents a paid-up



         21    policy with benefits equal to the total premium value



         22    paid by the policyholder.  To assist our policyholders
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          1    in making the best decision given their individual



          2    circumstances, Physicians Mutual has established a



          3    dedicated long-term care customer service team to answer



          4    any questions our policyholders may have and to review



          5    possible alternatives.  Our rate notification letter



          6    encourages our policyholders to call and discuss their



          7    options with our long-term care customer service team.



          8    Again, I want to thank the Maryland Insurance



          9    Administration for providing the opportunity to



         10    participate in the hearing today and I'd be happy to



         11    take any questions you or your staff may have.



         12            COMMISSIONER REDMER:  Mark, thank you, I



         13    appreciate it.  I do not have any questions.  Todd?



         14            MR. SWITZER:  Just one.  Thank you, also.  I



         15    noticed with two of the filings with us one is for 10



         16    Maryland members, then there is for 12 Maryland members.



         17    Would considerations be given just to a de minimis level



         18    once a pool has gotten so small that the additional



         19    dollars that are generated from the revenue, even over



         20    multiple years, are relatively small, is a de minimis



         21    level of membership considered?



         22            MR. LEHMAN:  Yes, that's a great question.  Over
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          1    the last few years we've tried to treat every



          2    policyholder equally and file a similar rate increase



          3    regardless of the size of the policyholders in each



          4    filing.  Over the last year or two we've begun to



          5    discuss whether filings for certain levels of



          6    policyholders continue to provide the value needed and I



          7    would anticipate for the two filings that you're



          8    mentioning we will not file for future rate increases



          9    after response from Maryland on the currently pending



         10    filings.



         11            MR. SWITZER:  Thank you.



         12            MR. JI:  This is Jeff.  I would like to know



         13    your assumptions, say, how do you -- since you don't



         14    have credible data in Maryland, how do you set up



         15    assumptions for Marylanders?



         16            MR. LEHMAN:  Sure, so the rate increase requests



         17    that we file is based on nationwide information and even



         18    that for our company is not fully credible, so to



         19    supplement our own experience we've contracted with



         20    Miliman on the morbidity assumption to get a larger data



         21    pool for those assumptions.  We've also contracted with



         22    them to help out with the mortality assumptions as well.
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          1    With that being said, we do have a lot of analysis



          2    around those assumptions, actual to expected assumptions



          3    and that type of something, and we have seen that the



          4    morbidity assumptions and the mortality assumptions that



          5    were provided from Miliman has matched up very well with



          6    our own company experience and those are the assumptions



          7    that we used in the Maryland projections.



          8            MR. JI:  Thank you.



          9            COMMISSIONER REDMER:  All right.  Mark, that's



         10    it, I appreciate it.  Thank you very much.



         11            MR. LEHMAN:  All right, thank you.



         12            COMMISSIONER REDMER:  And, last, certainly not



         13    least, we will move on to Transamerica.



         14            MR. GUGIG:  Thank you, Commissioner, very much,



         15    and thank you to the MIA staff as well.  My name is Mike



         16    Gugig.  I am Transamerica's vice president of state



         17    government relations and associate general counsel.  On



         18    the phone with me are two of my colleagues who are my



         19    back up in the event that you ask me hard mathematical



         20    questions.  Brad Rokosh, who is our lead LTC actuary,



         21    and Kevin Kang, who is another one of our LTC actuaries



         22    who took point on these filings.  Brad and Kevin, can
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          1    you hear me and can we hear you?



          2            MR. ROKOSH:  I'm here, Mike.



          3            MR. KANG:  Kevin's here too.



          4            MR. GUGIG:  Perfect, thank you guys.



          5            COMMISSIONER REDMER:  Michael looks much more



          6    relieved.



          7            MR. GUGIG:  Indeed.  We do thank the MIA for



          8    inviting us to participate in this hearing.  We agree



          9    with you, Commissioner, as you've said in the past and



         10    as Todd mentioned this morning, transparency with our



         11    customers is paramount and we believe that hearings like



         12    this serve that purpose very well.  Todd, quick comment



         13    on your initial introduction, thank you for doing that.



         14    I thought that a detailed and objective discussion of



         15    what brought us to where we are right now sort of in



         16    long-term care on an aggregate basis was very important,



         17    it's very enlightening not only for MIA staff and others



         18    sitting in the room, but for our policyholders more



         19    generally who may be listening on the phone which is one



         20    of the reasons I asked whether that deck would be put on



         21    the website.  So, thank you for that very much.



         22            Sales of long-term care insurance and,
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          1    Commissioner, this goes to one of the questions that you



          2    asked earlier, sales of long-term care insurance over



          3    the past decade, I think plummeted is a fair word to



          4    use.  And that is not good for current policyholders,



          5    for future policyholders, for states, for regulators or



          6    for insurance companies, and to that end Transamerica is



          7    one of several long-term care insurers that has been out



          8    there trying to develop innovative new ways to solve or



          9    help solve what I think we all can view as a forthcoming



         10    long-term care -- I'm not sure if crisis is the right



         11    word, but it's the word I'll use right now.



         12            At the end of the day if we don't find a private



         13    solution it seems to me that Medicaid will be the last



         14    resort and that will significantly impact state budgets.



         15    So, to that end we are working to innovate, we are



         16    working with our trade associations to try and figure



         17    out what legislative changes might be necessary to be



         18    able to be more innovative with long-term care products.



         19    We are working with think tanks in Washington D.C. to



         20    see, you know, what law changes or policy changes might



         21    be available on the federal side.



         22            As you know, the IRS and its tax govern much of
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          1    what we can offer on long-term care policies so we're



          2    taking a hard look at that.  One of the reasons we're



          3    doing that, Commissioner, and to answer directly your



          4    question, we are still in this business.  We sell in



          5    Maryland and almost all other states, and we continue,



          6    and that is both in the stand-alone world of long-term



          7    care and in the hybrid space.  We've been doing business



          8    in Maryland in the long-term care field since the late



          9    '80s and we have over 2,800 policyholders outstanding in



         10    Maryland as of the end of 2018.



         11            And, again, we are one of the very few companies



         12    that remains in this marketplace.  We've got four



         13    filings before the MIA presently all written by



         14    Transamerica Life Insurance Company.  We are here on a



         15    round two for our legacy products.  There are 705



         16    policies in Maryland.  We are requesting 53 percent but



         17    targeting two 15 percent increases so that we would be



         18    able to offer landing spots.  The second group is



         19    Transamerica Life NEA, which is National Education



         20    Association.



         21            This is also a round two filing there.  There



         22    are 463 Maryland policies.  We are requesting again 53
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          1    percent but again targeting two 15 percent approvals so



          2    we would be able to offer a landing spot.  Transamerica



          3    Uni was issued a bit later than those older policies,



          4    this is round two for that block.  We have 210 Maryland



          5    policies in force.  We are requesting 48 percent but



          6    again targeting two 15s so we can offer the landing



          7    spot.



          8            And, finally, we had a filing with the



          9    Interstate Compact on a block of forms, there were 260



         10    Maryland policies affected by that filing.  We have



         11    re-filed here given the rules of the compact we



         12    requested 42.33 in that filing but, again, given



         13    Maryland's law two times 15, so that we can offer a



         14    landing spot, is what we're talking.  While it may seem



         15    a long time since many of our policyholders bought these



         16    policies back in the '90s when this business was



         17    started.



         18            At that time, the long-term care insurance



         19    industry was in its infancy.  It was very limited in



         20    data, in fact, there was virtually no long-term care



         21    specific data on which to make initial pricing



         22    assumptions.  Companies and consultants worked to try to
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          1    determine best estimate assumptions from all the data



          2    available to price the product at that time that would



          3    give us the best starting place for a guaranteed



          4    renewable policy form all those number of years ago.



          5    Today the story is different.



          6            We have data into later and later durations



          7    along with more regular experience studies which taken



          8    together, increase our confidence in what we're asking



          9    for here.  At Transamerica we perform experience studies



         10    on an annual basis covering mortality, lapses, and



         11    morbidity, three of the more significant driving



         12    factors.  Our observation over the years, much like our



         13    peers in the industry, has been more people are living



         14    to older ages where long-term care claims are more



         15    common and longer claims than was originally



         16    anticipated, meaning they stay on claim longer than



         17    originally anticipated.



         18            Transamerica is committed to providing our



         19    policyholders with benefits -- I'm sorry, alternatives



         20    to rate increases where possible.  We know the value of



         21    these policies.  Our policyholders not only let us know



         22    that when they call for claim time but they also let us
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          1    know that by their actions in terms of how many people



          2    across the country generally pay the full long-term care



          3    rate increase.  And, generally, we are at about 85ish



          4    percent nationally that pay the full increase comparable



          5    to -- I think it was Genworth that said this, about 10



          6    to 12 percent takes some form of benefit reduction, and



          7    then the balance take a non-forfeiture.



          8            We are committed, as I noted, to providing our



          9    policyholders with alternatives to rate increases where



         10    possible.  As an example, the landing stops that I



         11    mentioned if we are able to get to two 15s on each of



         12    the filings, we would be able to offer that.  Basically,



         13    that would allow policyholders with certain benefit



         14    inflation options to reduce the future growth of their



         15    benefit.  So they lock in where they are today but would



         16    grow at a slower rate, and that would enable them to



         17    avoid the entirety of this rate increase if they were to



         18    accept it.



         19            If policyholders choose to discontinue their



         20    policies, on most policy forms we are offering a



         21    non-forfeiture benefit that is equal to the amount of



         22    premiums paid over the years.  The one block that went
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          1    to the compact is called Transcare 2, we underwent a



          2    thorough review of our rate increase request with the



          3    Interstate Compact.  I believe that our -- or the review



          4    that the Compact did on our filing was the second that



          5    they have done over the years.  So, the filing was



          6    extremely well-vetted.  From a review an advisory report



          7    was issued by the Compact stating that Transamerica had



          8    demonstrated compliance with the rate filing standards



          9    and that our requested increase amount of 42.33 percent



         10    is within the range supported by the documentation.



         11            42.33 is our requested rate increase with the



         12    Compact but the Compact also tested an alternative



         13    method called the "perspective present value method" to



         14    determine if that came out with a different number and



         15    there they came up with an increase of 37.47 percent.



         16    The Compact commented that they could not say which was



         17    the more appropriate number, the 42.33 or the 37.47, but



         18    that our documentation certainly supports an increase in



         19    that range.  While we fully understand inconvenience or



         20    potential challenges these rate increases can create for



         21    our policyholders, our primary concern for Transamerica



         22    and the entire industry, I would think, is that we have
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          1    the premium flow both now and in the future to allow us



          2    to fulfill our promises to our customers and pay every



          3    qualified claim that we receive.



          4            We believe in clear communications to our



          5    policyholder, describing why we need the rate increase.



          6    We also provide flexibility and options necessary for



          7    people who might not be able to afford the increased



          8    rate.  I will note not only do we offer the landing spot



          9    but certainly all of the other reduced benefit triggers



         10    would be available as well.  So, as others had pointed



         11    out, a decreased benefit period, a decreased daily



         12    amount, an extended deductible period.  All of those



         13    levers can be pulled depending on what's in the client's



         14    interest from his or her point of view.



         15            When we get a rate increase approval we send out



         16    several documents to our policyholders.  One of them is



         17    a cover letter trying to explain it.  Another is a set



         18    of frequently asked questions, and we also provide a



         19    quote sheet which, sort of in a check box fashion, would



         20    allow policyholders to review what might be available to



         21    them and make a decision in a relatively straightforward



         22    and simple fashion.  The other thing that we do, and we
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          1    too have a dedicated team of customer service reps



          2    specifically trained on long-term care rate increases,



          3    but we also have a rather robust website, and on that



          4    website not only can our policyholders find general



          5    information about rate increases but they can actually



          6    find specific information relating to their policies.



          7            They can compare the benefits that they have or



          8    that they are thinking about obtaining to the cost of



          9    care where they live.  They can actually toggle back and



         10    forth and try various different benefit reduction



         11    alternatives to see if any of those might be better or



         12    worse for them.  It allows for our policyholders or very



         13    frequently the children, the adult children of our



         14    policyholders to make an appointment so that one of our



         15    customer service reps can call them at a time that is



         16    convenient for them.  And, again, I will thank the MIA,



         17    I will thank our policyholders for holding this hearing



         18    and participating in this hearing.  We are grateful for



         19    it and we remain available to answer any questions you



         20    might have.



         21            COMMISSIONER REDMER:  Thank you, Mike, I



         22    appreciate it very much.  Any questions for Mike?
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          1            MR. SWITZER:  Thank you, Mike.  Thank you also



          2    for being open to new business in Maryland.  One tangent



          3    question, looking at financial statements and was glad



          4    to see that for 2017 the risk base capital provision of



          5    the company improved a good amount, from 851 percent in



          6    2016 to 1,008 in 2017, to 157 points.  I understand it's



          7    not at the top of your head, but was there a main driver



          8    of that favorable change?



          9            MR. GUGIG:  This is where those smart people on



         10    the other end of the phone might be helpful.  I'm



         11    actually not sure if any of us have that information,



         12    but Brad or Kevin, can you answer that?



         13            MR. ROKOSH:  This is Brad, I can't answer that



         14    off the top of my head but we're happy to get that back



         15    to the Maryland Department of Insurance.



         16            MR. SWITZER:  I appreciate it, thanks.



         17            MR. GUGIG:  Yeah, so we'll get that for you.



         18            MR. SWITZER:  Thanks a lot.  That was it.



         19            COMMISSIONER REDMER:  Anybody else?



         20            MR. JI:  Yes, one of the filings you mentioned



         21    was with Compact, you are seeking 42 --



         22            MR. GUGIG:  Point 33.
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          1            MR. JI:  -- 42.33 percent rate increase.  I



          2    looked at the filing and actually the rates, you know,



          3    was approved, it was on the 11th.  Looks fairly new to



          4    me, this rate.  So my question is in general, I mean,



          5    how do you learn from your historical pricing?  How do



          6    you -- how are you -- improve your future on pricing



          7    options for rate increase too?



          8            MR. GUGIG:  Jeff, thank you for the question,



          9    it's a good one.  Let me give my own initial remarks and



         10    then I'm sure Brad will be able to fill in in more



         11    detail.  As noted not only by us but by other companies,



         12    in this industry pricing assumptions were based on what



         13    industry felt was the best available evidence back at



         14    the time of original pricing.  So they looked at things



         15    like disability insurance, they looked at things like



         16    health insurance to see what lapse rates were on those



         17    types of policies and then we made assumptions about



         18    what they would look like in these policies.



         19            Our lapse assumptions, for example, were in that



         20    5 or 6 percent range at the beginning that we were



         21    talking about earlier.  On our current pricing and,



         22    Brad, check me on this, I believe our assumptions on
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          1    ultimate lapse rates are below 1 percent at this point.



          2    We also have experience in data that enable us probably



          3    into the mid-80s now to better assess the likelihood of



          4    claims and severity of claims and incidents of claims.



          5    I will add that back in 2001 or 2002, don't hold me to



          6    those years, we were one of the first large companies,



          7    large writers, to actually seek rate increases and I



          8    think we did that for the first time back in about 2000,



          9    2001.



         10            At that time we realized that in order for us to



         11    be able to sell a product we would have to increase our



         12    rates by some 40 or 50 percent more than our



         13    competitors.  So, back at the time we actually -- we



         14    didn't formally withdraw but we basically sold almost no



         15    policies until about that 2010, 2011 timeframe when it



         16    appeared that the industry was right-siding itself in



         17    terms of the premiums that needed to be charged.  There



         18    was still a lot of unknowns in 2010, 2011.  I think our



         19    actuaries will speak to what we know much more now, but



         20    that gives you a little background, Jeff, that I hope is



         21    helpful.  Brad, do you want to fill in some of the gaps



         22    there.
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          1            MR. ROKOSH:  Yes, so, thanks, Mike.  What I kind



          2    of want to add is 211 is currently a new policy form.



          3    Since then our new business rates, we had increased



          4    their new business rates twice, which kind of tally to



          5    about 80 or 90 percent increase on new business rates as



          6    well and that is primarily driven by our additional



          7    experience that we're seeing.  So, to give you an



          8    analysis of how much more from 2011 that we do currently



          9    have, it's actually both, level the amount that claim



         10    experience from 2011 to around '15, '16 when we priced



         11    our new products, our current price -- current product



         12    that is currently in the market.



         13            So, that is significant and it kind of adds to



         14    the amount of credibility and the confidence that we



         15    have in our new business rates and it's just a learning



         16    aspect of, you know, gathering that additional



         17    experience which is causing some of these rate increases



         18    associated for the Interstate Compact, where that rate



         19    increase is driven by future morbidity -- for future



         20    deterioration morbidity that is expected.  I hope that



         21    addressed your question, Jeff.



         22            MR. JI:  Thank you.





                                                                      69

�







          1            COMMISSIONER REDMER:  All right.



          2            MR. GUGIG:  Thank you very much.



          3            COMMISSIONER REDMER:  Thank you, Michael.  All



          4    right, that is it for our carriers.  We do have two



          5    folks that have signed up in advance to provide



          6    comments.  First is Doug Godesky, is that right?  Doug.



          7    And again, for those of you on the phone, if you're not



          8    going to speak if you could mute your phone we'd



          9    appreciate it.  Thank you.



         10            MR. GODESKY:  Use the microphone?



         11            COMMISSIONER REDMER:  Yes, and if you could



         12    speak loudly for the transcriber and give us your name



         13    again.



         14            MR. GODESKY:  Certainly.  Douglas Godesky, and I



         15    live at 202 Evergreen Road in Severna Park, Maryland



         16    21146.  Douglas Godesky, G-O-D-E-S-K-Y, 202 Evergreen



         17    Road, Severna Park, Maryland 21146, and I thank the



         18    Insurance Administration for having these types of



         19    hearings and getting us notice that we can appear.



         20            CLERK:  I think you may need to flip the switch



         21    on the microphone.



         22            MR. GODESKY:  I'm a 62-year-old male, and I am a
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          1    Genworth long-term care -- long-term health care



          2    policyholder since October of 2002.  I purchased my



          3    policy from GE and the policy was converted to Genworth



          4    control in about April of 2006.  I'm also a direct or an



          5    account controlling Genworth common stockholder.  My



          6    Genworth long-term health policy has undergone a couple



          7    of changes increasing my premiums over the years where



          8    I've had to cut back on my coverage in order to maintain



          9    a premium that I could afford.



         10            So, my testimony here is based upon my hearing



         11    that these premium increases that I've read for my



         12    policy and probably other haven't read the other



         13    policies, will force us to tip towards making difficult



         14    decisions to give up policies that are life-saving in



         15    many ways because we've just finished putting two elders



         16    through one year in care at age 94 and one at 97, so we



         17    have firsthand experience of what these policies could



         18    pay versus out of hand cash that was used for those



         19    cases.



         20            So, my testimony has two goals, I think one is



         21    factual-based and I'll apologize up front to Genworth



         22    that I'm certainly not an actuary, I'm certainly not --
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          1    have not put an enormous amount of reading so they may



          2    find that I'm slightly off but I don't think I am



          3    grossly off in what I'm about to offer factually.



          4    Because I think that the filing has a negative story



          5    about the company's finances when, as an investor, I'm



          6    seeing a different positive story, and there's also an



          7    emotional second part to my testimony that I won't take



          8    up much time with.



          9            So, I'm going to read from Genworth's February



         10    5, 2019 press release to investors, quote, after tax



         11    increase and long-term care reserves -- after tax, the



         12    increase in long-term care reserves of 258 million



         13    related to changes in benefit utilization rates, claim



         14    termination rates, and other assumptions.  My take on



         15    that is that it means they now have over a quarter



         16    billion dollars more in reserves than they -- whatever



         17    reference point they were speaking to.  Another quote,



         18    strong capital levels above management targets in U.S.,



         19    Canada, and Australia, end quote.



         20            That to me means that they're improving their



         21    business faster than that they thought.  Long-term --



         22    quote, long-term care active generally accepted
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          1    accounting principle margins are about half a billion to



          2    one billion are consistent with prior years, end quote.



          3    To me it seems like they're remaining at the very least



          4    consistent, not getting worse.  So, I looked at their



          5    third versus fourth quarter 2018 income and every line



          6    of business except what they tagged as U.S. Life, which



          7    I'm going to potentially and correctly assume it



          8    includes long-term health, has been making more money.



          9            It means, in my opinion, Genworth is on a path



         10    of profitability while the long-term care line of



         11    business, if that's where they're placing it under,



         12    life, is losing.  Absolutely, and it's causing a total



         13    loss.  They have plenty of opportunity to improve those



         14    other lines of business to not come out so far.  In the



         15    negative end they have come out in the positive in the



         16    past quarters that I've watched as an investor.  And,



         17    finally, my last thing is that they just gave Genworth



         18    Canada, which I believe is part of the company, just



         19    declared a 51 cent per the Canadian dollar dividend for



         20    the first quarter of 2019.



         21            Well, that means the company overall is paying



         22    out dividends.  If I best recall they either cut or
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          1    eliminated the U.S. dividend but, nevertheless, they're



          2    making money somewhere.  So, that ends my factual pitch.



          3    Is that, basically, my take is that it's not all dire



          4    straights as a company in total and I think companies in



          5    total should be looked at, not lines of business



          6    individually as the filing describes.



          7            So, the next is a little bit emotional, a little



          8    bit -- it's factual but it had emotions to it.  It's a



          9    -- when we bought our GE long-term care policies we



         10    bought them with marketing materials for GE that put



         11    Americans first in their marketing describing 25 years



         12    of no premium increases, and I believe that with the



         13    type of marketing GE was doing at the time and since



         14    then, even after they created Genworth, with their



         15    marketing of America railroad engines, wind turbines,



         16    jet engines and making products to make America strong.



         17    Had this policy still been with GE I believe I'd still



         18    be reading now 35 years without premium increases, they



         19    would of been finding a way.



         20            So, it's unfortunate that this move to spinoff



         21    to Genworth has enabled them to wipe out that track



         22    record that they had, and seeing that Genworth is now in
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          1    negotiations to sell itself to a Chinese-owned



          2    conglomerate, Oceanwide Holdings, my feeling is for the



          3    good of Maryland holders and American holders we should



          4    wait till that deal plays out and see what their



          5    finances look like after that.  If Oceanwide Holdings



          6    wants to invest in them, they need to eat up whatever



          7    risks or deficiencies they might have in the long-term



          8    healthcare where they're making money in the other



          9    areas.  So, I guess I'm, in that sense, asking for the



         10    Board to consider a delay in this until they wrap up



         11    that investment with this non-American firm.  And, with



         12    that, I thank you for the opportunity to testify and



         13    that concludes my statement.



         14            COMMISSIONER REDMER:  Thank you for being here.



         15    I only have one question.  Do you know whether your



         16    specific policy is one of those where there's a proposed



         17    rate increase?



         18            MR. GODESKY:  It is and I called it on the lower



         19    left corner, it has the four digits and the et al, I'm



         20    in that pool.



         21            COMMISSIONER REDMER:  Thank you.



         22            MR. GODESKY:  Thank you.
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          1            COMMISSIONER REDMER:  Any other questions?



          2            MR. SWITZER:  Not a question, I just wanted to



          3    reiterate, I don't think you could be here for the



          4    beginning but, first of all, thank you very much for



          5    being here.  It adds to the process, I think, more than



          6    you realize.  In terms of reviewing these filings, one



          7    for Genworth, one of the reasons this filings is before



          8    us, a specific one Genworth is here for, because we



          9    didn't approve, after lots of deliberation, trying to



         10    find the balance, what was fully requested last time.



         11    We approved a filing 9-26 of '18 and this filing is for



         12    -- talk about the remainder that we didn't approve.  And



         13    of 49 filing, we -- long-term care from all companies



         14    that we got from our team in 2018 the average increase



         15    requested over two years was 42 percent and we accrued



         16    16-5.  We're doing our best to be fair on all sides to



         17    scrutinize every page of the filings.  Just wanted to



         18    reiterate that.



         19            MR. GODESKY:  And as a citizen and a



         20    policyholder I appreciate that and I'm fully aware that



         21    my increase, which makes it tough, is less than the



         22    increase on my wife's policy so, I'm being full
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          1    disclosure here, I know the policies are going up but,



          2    you know, it's -- in this case I'm asking that the



          3    totality of these businesses looked at not just the



          4    filings which is probably a legal twist on.  You



          5    probably only get one look at one thing.  So, thank you.



          6            COMMISSIONER REDMER:  Thank you.  Any other



          7    questions?  Thank you very much.  Also we received a



          8    reservation -- I'll call it an RSVP, that's right,



          9    dinner for two.  Ed Hudman.  Ed, are you on the phone?



         10            MR. HUDMAN:  Yes, I am.



         11            COMMISSIONER REDMER:  All right, good to hear



         12    you.



         13            MR. HUDMAN:  Good to talk to you and, again,



         14    thank you and the MIA for continuing to hold these



         15    hearings and also the considerable efforts that you all



         16    are working and balancing consumer and company interest



         17    in a very difficult decision process.  I must say that I



         18    have -- I'm an insurance agent.  I've written a



         19    long-term care business since 1991, I'm in my 29th year



         20    and my wife and I are policyholders, we have CNA and



         21    Genworth policies.



         22            And I think we have been subjected to four rate
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          1    increases with CNA and five rate increases with our



          2    Genworth policy, and not made any changes.  I have to



          3    commend both Genworth and CNA.  I have a number of



          4    policyholders currently on claim and who have used the



          5    policy as well as policyholders who have used their



          6    policies in past years and the claims process is not



          7    perfect but it works.



          8            It generally works quite well.  One suggestion



          9    that I have for Genworth regarding their wellness



         10    program, CNA is conducting and I was just interviewed



         11    from their wellness program and you may want to speak



         12    with CNA as you quote your model in terms of what you



         13    want to do.  I think it's very smart and very effective.



         14    The document that I submitted for discussion today is a



         15    long-term care insurance personal worksheet.  This is



         16    from Genworth but I might point out that it's a part of



         17    all of the policy applications written from the early



         18    2000s on, and on the second page on that long-term care



         19    personal worksheet there's a question that's asked.



         20            And this is a part of every application, have



         21    you considered whether you could afford to keep this



         22    policy if the premiums went up, for example, by 20





                                                                      78

�







          1    percent.  The question is not have you considered



          2    whether you could afford to keep this policy if the



          3    premiums went up, for example, by 20 percent each year,



          4    with multiple years.  The question, could you -- have



          5    you considered whether you could afford to keep the



          6    policy if the premiums when up by 20 percent, okay.



          7            While I think this is an accurate statement



          8    today based on the Society of Actuaries report 2014, it



          9    appears that the industry has reached stability



         10    regarding this very important coverage, and they've



         11    reflected that it was less than a 10 percent likelihood



         12    that there would be rate increases based on the current



         13    pricing at the time going into future years.  My concern



         14    and what I'm addressing is not the new policyholder, the



         15    industry is finally getting it right.  I'm very



         16    concerned about existing policyholders, not the new



         17    policyholder.



         18            And going back to the industry knew, for



         19    example, the one word that I heard in the testimony that



         20    was cause of great concern is the word persistency.  CNA



         21    knew in 1996 that persistency was an issue 22 years ago,



         22    okay.  The whole industry knew that persistency was a
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          1    major problem (inaudible.)  Genworth is requesting I



          2    believe it's some policies that was written between 2003



          3    and 2005, I could not hear clearly, the mic was breaking



          4    up a little bit, and this is troubling to me.  That --



          5    and of course the impact of errors that were made in



          6    persistency were magnified by the errors that were made



          7    in mortality and morbidity assumptions.



          8            I don't have any problem with the interest rate



          9    issue because I don't think anybody could of figured



         10    that, what was coming as far as the reduced interest



         11    rates on investment.  But the other were business errors



         12    that were made by the companies and the question is in



         13    the MIA's efforts to create a truly fair and balanced



         14    situation between the carriers and the consumer, you



         15    know, how do you weigh the fact that -- that the reason



         16    we're having these discussions today in large part is



         17    due to the fact companies made business errors 20 years



         18    ago?  Okay.



         19            And the question is how much of this burden



         20    should the consumer bear.  I don't know the answer to



         21    the question and I think that the task you all have is



         22    -- but realize that the consumer, not only in terms of
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          1    all the promotional material that came from the



          2    companies, okay, also was looking at a document approved



          3    by the MIA on this 9CC form that's used today that says,



          4    have you considered whether you could afford to keep the



          5    policy if the premiums were up, for example, by 20



          6    percent that the rate request were upwards of 160



          7    percent over the years depending upon the carrier and



          8    the policy form.



          9            That doesn't square and that's not a fair



         10    business deal, and the consumer is hearing one piece of



         11    information for one set of facts upon which they're



         12    trying to make a decision.  And, in fact, the reality is



         13    something entirely different.  So, my question is what



         14    is fair here and it continues to remain a problem and I



         15    would hope that while I think the form is important and



         16    I think this number is correct, going forward I think



         17    that having this form is important and the statement is



         18    accurate and it's fair, but for the policyholders remain



         19    -- the rate increases are being requested.



         20            I think a very unfair situation existed in that



         21    the consumer was misled, okay.  This is not really



         22    written testimony.  I'll be submitting a more thorough
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          1    write up, but I just had to make those comments and I



          2    appreciate your time.



          3            COMMISSIONER REDMER:  All right, thank you very



          4    much, Ed. I appreciate it.  Any questions for Ed.



          5            MR. SWITZER:  I'll just respond, Ed, and thanks



          6    again for being a steadfast voice in this ongoing



          7    dialogue.  How do we weigh in these factors?  One of the



          8    slides was aimed to scratch the surface of that.  Again,



          9    the carriers have voluntarily said that our original



         10    goals are off the table, to use that term, and what I



         11    mean by that is in one of the examples we looked at,



         12    it's certainly not covering every example, but at the



         13    start of the product the aim was to make over 50-75



         14    years a rate of return of 20 percent.



         15            I think there's agreement that given how things



         16    unfolded, getting back to as high as 20 percent is not



         17    the target.  In one of the examples we gave -- the



         18    target was all in and I know most of the legal minimum



         19    requirements 58-85 are centered on the loss ratio, just



         20    the claims and the income.  We're trying to bring in the



         21    whole picture and in this singular example the modeling



         22    from the company was -- what we would like to get is to





                                                                      82

�







          1    make 5 percent instead of 20.



          2            If we cap at 15 we'll break even and we don't



          3    have an answer to what between 20 and break even or any



          4    other number might be on people's minds is fair,



          5    equitable.  But that conversation is what is happening



          6    between us and the carriers and with groups like this to



          7    answer hard questions like that, but I think every -- we



          8    -- multiple sensitivity testing, multiple tables of



          9    morbility and mortality on our team and we continue to



         10    evolve to get first, not just a point estimate of what



         11    will happen over the next 50 years, but a range to have



         12    these conversations and get the best answers from the



         13    SOA, from the MIA, from people here.



         14            COMMISSIONER REDMER:  Thank you, Todd.  Any



         15    questions?  All right, thank you very much.  I will --



         16    any other questions or comments from anybody in the



         17    room?  If not, we will go to the phone, anybody on the



         18    phone with any questions or comments?  All right, I'll



         19    ask one more time for comments, okay.  Hearing none,



         20    again, I appreciate everybody for being here.  We will



         21    have another rate hearing on additional rate increases



         22    probably in the next couple of months and, again, for
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          1    those of you in the room we've got our contact



          2    information outside.  For those of you on the phone,



          3    please feel free to visit our website or follow us on



          4    Facebook.  Thank you very much.



          5            (Hearing adjourned at 10:47 a.m.)
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4 (via tel ephone) 4 everybody that's here and on the phones. I'm Al Redmer
5 KEVIN KANG Transanerica Life Insurance Conpany 5 of the Maryland Insurance Administration and thisis our
6 (via tel ephone) 6 first public hearing on specific carrier rate increases
7 7 for long-term care insurance market for 2019, and |
8 I NTERESTED PARTIES: 8 appreciate you being here especially with such
9  DOUGLAS GODESKY 9 challenging weather conditions.
10 ED HUDMAN 10 Today's hearing will focus of several rate
11 11 increase requests now before the insurance
12 12 administration in the individual long-term care market,
13 13 theseinclude requests from: TransamericaLife
14 14 Insurance Company, proposing increases of 32.25 percent
15 15 to 42.33 percent dependent upon the policy form,
16 16 Genworth Life Insurance, Company proposing increases of
17 17 15 percent, and Physician Mutual Insurance Company,
18 18 proposing increases of between 0 and 15 percent, again,
19 19 depending on the policy form.
20 20 In the group long-term care market, these
21 21 include requests from Continental Casualty Company,
22 22 proposing increases of 15 percent, and Transamerica Life
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1 Insurance Company, proposing increases of 32.25 percent. | 1 speak please state your name and affiliation clearly for
2 These requests affect about 9,500 Maryland 2 therecord. If you are dialing into the hearing through

3 policyholders, and the goal of today's hearing is for 3 the conference call line please mute your phones unless
4 insurance company representatives to explain their 4 you're going to speak. Obviously, please do not place

5 reasonsfor the rate increases. We will also listen to 5 uson hold, use the mute function instead. And then

6 comments from consumers or other interested parties, and | 6 finaly, we'll be asking the carriers to come up

7 we're hereto listen, ask questions of the carriers and 7 individually to speak regarding their rate requests.

8 consumers regarding the specific rate increase requests. 8 Well doit in alphabetica order. Afterwards

9 I'd like to first introduce the folks that are 9 any interested stakeholders or policyholders, and folks
10 with me from the Insurance Administration. To my 10 didinginwill beinvited to speak. So, with that,
11 immediate left is Jeff Ji, one of our actuaries. To my 11 again, | appreciate you being here, and if you don't

12 immediate right is Bob Morrow, associate commissioner of | 12 mind, let's start with Continental Casualty company.

13 Lifeand Health. To hisright is Todd Switzer, our 13 Todd'sgot afew remarks. Todd, open your remarks.
14 chief actuary, and al the way down at the end thereis 14 MR. SWITZER: Good morning. | appreciate all of
15 Adam Zimmerman, our actuary. Also fromthe MIA in 15 your time and look forward to benefiting from an open
16 attendancetoday is Michelle McCoy, assistant chief of 16 dialogue. | encourage everyone to voice everything on
17 Lifeand Health complaints, in the event we ever get 17 their mind. | went through a number of inquires from
18 Life and Health complaints, and the chief of Life and 18 long-term care Maryland members. There was a good
19 Health complaints, Mary Gwen. Also Tracy Immand Joe | 19 number, more than average thistime. | want to bring
20 Svodkafrom our communications team, aswell asNancy | 20 out afew that stood out that kind of had themes to them
21 Muehlberger from the Office of Chief Actuary. 21 and build on those. Last time as opening remarks |

22 Before we get started, I'm just going to go over 22 wanted to facilitate the dialogue, encourage people to

Page 7 Page 9

1 afew proceduresfor today. First of al, outinthe 1 talk and say everything that is going on in this market

2 little hallway thereis a handout that has all of our 2 towards solutions.

3 contact information on it, please make sure to pick one 3 | mentioned for some context that the average

4 up. If you'd like to speak today please sign up on the 4 cost of assisted living in 2018 was $56,000 a year, just

5 sheet and include your name and contact information. 5 to get some tangible facts around everything that we

6 Secondly, with the exception of the MIA team 6 taked about. On the customer side you can see the

7 thishearing'snot aQ and A session. We're going to 7 benefit of the benefit, the very valuable benefit to

8 hear comments from interested parties. We have some 8 have. Ontheinsurer's side you can seethat if the

9 that have been received and reviewed in advance of the 9 estimate of how many people who require that type of

10 meeting, and please continue to submit any comments 10 care, that varianceis very sensitive there, or the

11 until next Tuesday, February the 19th. Again, the MIA 11 assumptions are, so you need coverage.

12 will continue to keep the record open until the 19th for 12 So, I'd like to aso, while not giving afull

13 additional written testimony. The transcript of today's 13 view asit is, asyou well know our chargeisto make

14 meeting aswell as all written testimony submitted will 14 surethat rates are not excessive, not inadequate, not

15 be posted on the MIA's website on the long-term care 15 discriminatory, but to build perhaps at that each of

16 page, aswell asthe quasi-legidation hearings page. 16 these quarterly meetings alittle window into how we

17 Thelong-term care page can be found on the MIA website | 17 implement that charge and some of the dialogue we have
18 by clicking on the "long-term care” tab located under 18 with carriers. So, here's a quote from one of our

19 "Quick Links" section the left hand side of the home 19 seniorsin Maryland. | hopethey areontheline. It

20 page. 20 goeslikethis, it was several pages.

21 Asareminder, we do have a court reporter here 21 Here'soneline: What can an insurer do to

22 today to document the hearing, so when you'recalledto | 22 prevent the rates from becoming unaffordable? Remember

1- 800-292-4789
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1 that aninsured must pay premiums for years, is almost 1 goes up that's when the premiums come in. So there'sa
2 blocked into the policy in spite of rate increases, 2 build up of premium you need from other, again, other

3 because we don't want to lose the investment, for which 3 policieslike health insurance where you're going year

4 they've been paying premiumsfor many years. They goon | 4 toyear. But the other onel'll ask you to look at is

5 to say, doesthe MIA consider this, what is our role and 5 thecurve and that'sthelossratio and it's a bit

6 several other good points. 6 technical but it's basically -- it is the percentage of

7 Another excerpt about a 12-page comment is are 7 the premium dollar paying claims. So, in thisexample

8 aggregate premiums paid by the policyholder, how are 8 thered iswhat wasintended at the start in 2002, hit

9 those considered? Could you please give us accurate, 9 about -- the loss is 60 cents on the dollar.
10 understandable and adequate information as to how the 10 This particular example has 70, but the point is
11 filings are reviewed, how are assets |ooked at, what are 11 inthe early yearsthe claims, asyou'd expect, are very
12 key economic assumptions? Please make it understandable | 12 low, in some cases 0. By the policy I'd say 55 don't
13 inplain English, how capital investments are 13 need claimstill hopefully 60, 70, 80 and what I'm
14 considered, what kind of rate of return is considered, 14 getting to -- one point of this, there's lots of points,

15 et cetera 15 but iswhen the premium builds up you can earn interest
16 So, on the one hand, as you know, we have 16 on that premium and that's something that was -- alot
17 Maryland seniors who, at one time, for example, in the 17 of talk is made about the loss ratio, the claims and

18 '80sor so, paid $1,500 representative. In some cases 18 income.

19 it's 300 percent higher, $4,500. On the other end, you 19 But unlike, in my opinion, lots of other

20 have prominent insurers that have seen financial 20 productsthisisareally important one you need to

21 strength ratings such as standard in cores, where the 21 mention. So, Adam, if youwould. Thisisbond rates,
22 strongest rating's extremely strong. Best, where the 22 corporate bond rates, high grade, AA, AAA, and you can

Page 11 Page 13

1 highest rating's superior, Moody's, where the highest 1 seethat inthe '80stimeswere good. It had 14 percent

2 rating is exceptional drop three. 2 bondsrates. Today they're closer to 25-year and

3 One -- four steps to weak, to poor, to poor and 3 5-year, we could do 10-year, others, but you get the

4 not positioned where you want a carrier to be. So, 4 idea. They're down around 4 or 5, and one of our

5 we'retrying to find the balance and along those lines | 5 commentators said do you consider this. We do, and how.
6 haveafew dlidesthat I'd just like to try to speak to 6 Weéll, one, back when claims were low, when

7 these questions or start to. Again, not an exhaustive 7 things were building up and we know the company hasto
8 look at what the MIA and my team intend. Adam helpeda| 8 front capital to fund the program, but focusing on the

9 lot with these slides, we worked together, and Jeff, but 9 premium what was earned back then, because it affects

10

12
13
14
15
16
17
18
19
20
21
22

to give some facts to hopefully encourage a good
dialogue here. Thisdlide up hereisfrom afiling
currently under review.

I'm going to try to use this pointer that we got
for our cat, it'snot working. Thisiskind of thelife
cycle of along-term care policy or one view of it. The
blue bars are enrollment and this goes from kind of the
life of the policy. Their carriers are projecting out
50, 75 years, adifficult task, and you have enrollment
that actually starts at 0 and it goes from the year 2002
to 2065, along time. But there's enrollment, it starts
at 0, climbs up, drops down.

But along with, obviously when the membership

e i s
o g h WNRER O

17
18
19
20
21
22

the future very much. That's one question, that, how do
we consider that and I'm -- one company said, well, in
the '80s we asked what did you makein 19 -- | forget
the year, 10 years ago, it was about 7 percent. The
other question is where are they going and this seemsto
indicate, | mean, you draw your own opinion, that maybe
they're coming up.

| know there were some articlesin the Wall
Street Journal last week, two of them about bonds
rallying. Don't want to be too foolish and too --
there'salot of risk, who knows what the future will
do, but are they coming up. Because just a couple of
basis points increasing bonds rates, that means
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Page 14
something. It's not the whole story but it's part of

it. So, what isthistranglated into, again, thisis
abbreviated but in 2018 my team looked at 49 long-term
carefilings.
The average requested increase looked at
two-year period, about 42 percent, and what we approved,
again, two-year was 65. Yes, alot of that was the cap,
the legal 15 percent per year, but over two years 15
percent twice is about 32 percent and it could of been
more, again, we'retrying to find the balance. But that
tries to put some numbersto alot of the questions that
more than one Maryland senior asked. Totry, again, to
make it alittle more tangible. An average premiumis
$2,700.

What was requested was 38, that's 42 percent or
$1,100 ayear increase. What was approved was $3,100,
so that's 446 increase, so $689 less. There'slots of
protectionsin place. We'retalking about trying to
find more solutions. Past losses can't be recouped, but
we'retrying to find a proper pace of correction, we're
trying to consider the financial stability of the
company as part of our charge, and thisis alittle bit
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renewal rates higher than your new business rates for

comparable benefits.
Through your benefit period, 5 percent compound
inflation, 90-day elimination period, same age, 55.
Today if you bought it new, perhaps thisis alittle
comfort for consumers, but it does speak to value. You
paid $5,600 for it but what you're actually paying as a
renewing member, who bought it along time ago, anywhere
from $1,900 to $3,900 to $2,500, there's some value
there. That'sjust one dimension but areal dimension.
And on average the renewal rates or the new business
rates, rather, are 111 percent higher than the renewal
rates.
Bear with me on this one, but another one talked
about assumptions and again, thisis afiling that we
are working on for the carrier, and we asked when you,
on day one, price this policy what were you shooting
for. If everything played out exactly the way you
wanted what would have happened. And they said, well,
over 75 years we're taking out a good amount of risk,
our internal rate of return would of been 20 percent.
We would of made 20 percent on our investment. But here
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-- had more details down there at the ranges of how

those actually played out to try to, again, speak to the
guestions.

Thistriesto look -- well, it does, |ooks at
enrollment in long-term care insurance over time and
what it says is membership back in 2004, how many
Marylanders had long-term care insurance, and to me it
speaks to affordability. That we reached apeak in
about 2012, 154,000, and it started to decline. It's
just they're either letting their coverage go, they're

not buying it anymore, they can't afford it, and | don't
think -- | don't want to interject too much opinion, but
it doesn't seem to be good for anyone.

And 21 percent of Marylanders over 65 had
long-term care coverage back in 2010, today it's down to
15 percent and it seemsto be headed in that kind of
direction. So, again, trying to benefit for all the
smart people in the room and on the phone to think about
these things and to work at it. Next dlide, please.
Another protection for consumers, new business rates
versus renewal rates. Thezigzag lineisfor the same
coverage today and the protection is you can't have your
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we are today and the three yellow numbers are the three

different -- and a question | didn't highlight but it
was asked about, sensitivity tested bond rates, but if
they stay where they aretoday at 4 and a half percent.
Well, if you, MIA, don't approve anything we
will lose 10 percent, thisisfor 1,200 members that's
what the dollars are, but I'm going to focus on the
percent because the theory is more of what I'm at. The
request was for a double-digit increase, the law doesn't
allow that in one year but just considering that, what
would that do. That would have them make 5 percent
instead of 20, and what about what the 15 cap, they make
-- they break even, 0.2.

So, the companies, alot, have stepped up, taken
accountability and said we're not earning -- paying to
make the 20 anymore but what is the rate balance and
we're having adialogue to try to bring in everything;
claimsincome, investment expenses. And the other thing
I'll try to bring out -- I'll bring out here, if bonds
are 5 percent and we approve 15 percent, the projected
gain will be 4.6, positive 4.6. 5.5 would be positive
8.8. Those are pretty aggressive but just to get an
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Page 18
idea of how much a half of point can mean.

So, my last one, | think is -- well, two more.
Another aspect we look at is, you know, alot of
insurers get compound inflation protection. Asthe
consumer price index goes up they hold steady with that
to make sure their benefit doesn't lose value. The
green lineis 5 percent, afair number of Marylanders
have. Another thing we try to discuss with the carriers
isyou see the red and blue, oneisfor the nation, one
isfor Maryland, what CPI has actually been. It's been
below 5 percent.
In some cases there's alittle bit of over
insurance, that when they go they've indexed up higher
than CPI isindexed up and what does that mean when a
claimisfiled and, more importantly, if it isn't the
2.2 percent that it istoday, at onetime it was 15.9in
the '80s, what will it do in the future. But what has
happened in the past is another conversation that is on
thelist. So, to build on what the Commissioner said,
the last one before we ask Continental Casualty to come
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let's -- anybody have any questions for Todd?

MR. GUGIG: Just one question. I'm Michael
Gugig, G-U-G-I-G for Transamerica. Todd, will these
slides be available online on the Agency's page?
MR. SWITZER: Yes.
MR. GUGIG: That would be great, thank you very
much.
MR. ZIMMERMAN: Isany carrier going to need
this screen for their presentation?
MR. LAMONT: Good morning. Seth Lamont, CNA.
My name's Seth Lamont. | currently serve as assistant
vice president of government relations for CNA. |
appear before you today regarding the long-term care
rate filing of Continental Casualty Company, whichisa
principle underwriting subsidiary of CNA Financial. We
are grateful for the opportunity to explain our rate
need in greater detail.
As| appear before you today, CNA's rate need is
not owing to factors unique to CNA, but rather erroneous
assumptions that were made at the outset by the industry

21 up,isyes. 21 asawholein our originaly filed and approved rates.
22 In the yellow for the four carriersin here 22 Asmost are aware, both macro-oriented assumptions as
Page 19 Page 21

1 today, and two of them are among the top fivein terms 1 well as more micro-oriented assumptions put into place
2 of volume covering Maryland seniors in the market, 9500 2 at the outset with respect to long-term care rate have

3 members are affected by today's discussion. To put that 3 proved erroneous. Actual persistency versus original

4 in context, the four carriers represented here today 4 expectations remains a key driver of our collective rate
5 have 48,000 total long-term care, so that's about 20 5 need going forward.

6 percent. For Physicians Mutual it'sall of them. 6 Long-term care insurance was originally priced

7 Nationally would be 1.8 million, so Maryland, the whole 7 asalapse-supported product, which means that original
8 picture, iskind of the scope. 8 premiums could be lower for the block if a portion of

9 In terms of column 13, the cumulative lifetime 9 insured were assumed to voluntarily lapse their policies
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rate increase, you have anywhere from carriers having
one prior rate increase to some having six prior rate
increases, such that before these filings are decided
upon the cumul ative increases have been anywhere from 15
percent to 163 percent, and what it will be -- what it
would be asfiled in column 15. To my last point,
column 20, even with the increase, again, just looking
a claims and income, the claims pageis over adollar,
you got $1 premium and paying more than $1 in claims for
the lifetime of the policy. So, | hopethat givesa
little background and gives us a platform to the first
carrier talking about the filings, thanks.
COMMISSIONER REDMER: Thank you, Todd. So,
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at some point in the future without every claiming
benefits. In rough terms, the originally filed and
approved rates across the industry in some instances
assumed greater than 10 percent lapse rate, and
experience has shown that |apse rates to be less than 1
percent.

This greater than expected persistency hasled
to dramatically increased anticipated claim costs as
significantly more insureds have chosen to retain their
policies than was originally contemplated and those
policyholders will be around to make claimsin the
future. This persistency impact driver -- excuse me,
this persistency impact is driven not only by fewer
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1 insured lapses, but lower than expected mortality. 1 benefitslargely attributable to the concentration of
2 Whilethisisapositive from a societal perspective, 2 insureds with automatic inflation protection, which
3 thisleadsto a greater rate need to support the 3 increases benefits at 5 percent per year. Approximately
4 additional future claims. 4 one-third of Marylandersin the group long-term care
5 AsMIA isaware, long-term care represents a 5 block enjoy this benefit compared with just 13 percent
6 substantial portion of CNA's overall business. As of 6 of insureds nationwide.
7 2017, the LTC book accounted for approximately 40 7 Based on this, although not fully credible, if
8 percent of the company'stotal reserves. The fact that 8 therate indication were based on Maryland experience
9 LTC reserves comprise such asubstantial portion of the | 9 and projections aone, the rate indication would be
10 company'stotal reservesis reflective of the 10 greater than the nationwide rate indication. Given the
11 long-tailed nature of this business and servesto 11 substantialy richer benefits enjoyed by a number a
12 highlight the fact that rate increases are vital to 12 Maryland insureds, it is reasonable to conclude that
13 meeting future insured obligations. Whilethereasons |13 Maryland insureds enjoy substantially greater benefits
14 for our rate need are not necessarily unique, we 14 for arelatively modest amount of additional premium.
15 respectfully request that MIA and insured aike 15 Lastly, it's noted that any reserves -- any reserves
16 recognize that these increases are vital to ensuring 16 releases associated with an insured lapse are put back
17 that adequate reserves are available in order to pay for | 17 into the overall reserve for the benefit of remaining
18 future benefits. 18 insureds.
19 Nationally, CNA has approximately 185,000 group | 19 We have said on a number of occasions, CNA is
20 insureds who remit roughly 200 million in aggregate 20 committed to meeting insured obligations. Our primary
21 premium on an annualized basis. In Maryland, we have | 21 focusin this regard is maintaining adequate reserving
22 approximately 1,800 insuredsin our GLTC block for a | 22 levelsin order to meet insured obligations. We have
Page 23 Page 25
1 premium, an aggregate premium of approximately 2 1 also made significant investmentsin our long-term care
2 million. Following the initiation of our group rate 2 claim operations to manage this significant risk and
3 action in 2015, which requested a 95.5 percent increase 3 improvethe overall customer experience.
4 nationwide, we have attained a national averageincrease | 4 Despite the fact that CNA's long-term care
5 of 65 percent. Which has resulted in an average annual 5 businessis comprised solely of closed blocks, we
6 premium of approximately $1,100. 6 continue to actively manage the business to ensure that
7 Asapart of thisrate increase program, we have 7 claimsare processed in an appropriate and timely
8 received 15 percent of raterelief from MIA to date, 8 manner. To reiterate, the Company's goa with respect
9 ranking Maryland 39th nationwide. Asapart of the 9 tothisrate request isto ensure that we have adequate
10 filing process and at the request of the Maryland 10 premium to fund reserves, which are ultimately used to
11 Insurance Administration, we have reduced our rate 11 pay future claims.
12 request from the original nationwide 95.5 percent, 12 Therdatively lower attained agein CNA's group
13 downward of 15 percent to comply with state statues, 13 long-term care block represents a significant
14 which would result in an aggregate average increase of | 14 opportunity for the company to amass additiona reserves
15 $17 per month for Maryland insureds. Thisamountisfar | 15 for the purpose of meeting future claim obligations. By
16 lessthan achieved nationwide to date. 16 contrast, with older blocks of business it should be
17 Given the substantial difference between rate 17 noted that with an average attained age of 64, compared
18 indicationsin the 100 percent range and the current MIA | 18 with 79 for our individual long-term care block, many
19 offer of 5 percent, Maryland insureds will ultimately 19 group long-term care insureds are in the workforce and
20 pay more for their coverage in subsequent rate requests | 20 in aposition to pay the additional $17 per month with a
21 dueto the cost of waiting over time. Compared with 21 15 percent increase for the significant benefits
22 nationwide, Maryland insureds have substantially richer | 22 associated with their certificates.
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1 Given that we're in the life cycle of the group 1 obligations from both afinancial and operational
2 businesswe -- given where we are in the life cycle of 2 perspective. Our group long-term care block is
3 the group business we desire to partner with regulators, 3 significantly younger than most individual blocks with
4 including the Maryland Insurance Administration, in 4 an average age in the mid-60s. By correcting this
5 taking corrective action now allow the future time 5 mispricing of the business earlier in the product life
6 horizon to compound the reserves, which necessarily 6 cycle, the rate indications are less than they would be
7 alowsthe company to request lower rate increasesin 7 if therateincrease were delayed.
8 the future versus what we would require otherwise if 8 The compounding effect of taking corrective
9 raterelief were deferred. Thelater in time insureds 9 action now can help position the business for financial
10 pay theseincreases the greater the magnitude of the 10 sustainability. Insureds are being offered a number of
11 overal increase. Simply put, if the MIA offersless 11 optionsto reduce their benefitsin order to mitigate
12 now Maryland insureds may ultimately end up paying more | 12 theimpact of the proposed premium increase. CNA's
13 nationwide -- more than nationwide due to the cost of 13 current experience is not unique, but rather on par with
14 waiting associated with deferring corrective action. 14 that of our peersin terms of the challenges resulting
15 Benefit reduction options available to our 15 especialy from the originally filed and approved rates
16 insureds -- excuse me. Benefit reduction options are 16 and lapse assumptions. Despite significant upward
17 available to our insureds to mitigate the impact of the 17 adjustmentsin long-term care premiums in recent years
18 proposed rateincrease. Those include reducing the 18 therate of terminations remains extraordinarily low,
19 maximum benefit period, reducing the daily benefit, 19 which indicates that insureds recognize the substantial
20 increasing the elimination period, and/or dropping any 20 vaueinherent in retaining their coverage. Thank you
21 other optional rider, such as automatic inflation. 21 for your time today.
22 For instance, insureds should be aware that 22 COMMISSIONER REDMER: Seth, thank you. |
Page 27 Page 29
1 under the automatic inflation rider, their benefits 1 appreciatethat. | know that you have addressed this
2 inflated at 5 percent per annum for the life of the 2 but for the other carriers that are going to speak, I'd
3 policy. They may find, in their judgement, that their 3 like you to mention whether you are still accepting new
4 benefits are currently sufficiently inflated. If 4 business and if you're accepting new businessin
5 insureds with automatic inflation riders were to elect 5 Maryland aswell. Theonly question | have for you,
6 todrop their riders, the insured would enjoy 6 Seth, isyou are offering these, I'll call them landing
7 substantial decrease in premium from their current 7 spotsfor folksto reduce or change coverage to avoid
8 premium levels and maintain -- all the while maintaining | 8 increases. To what extent do folks exercise those
9 their currently inflated benefits. 9 options?
10 In addition to the aforementioned options, CNA 10 MR. LAMONT: It varies from book to book. I'd
11 also offers our insureds the opportunity to discontinue 11 sayit'sprobably inthe 5 to 10 percent range.
12 paying premiums while maintaining alifetime benefit 12 COMMISSIONER REDMER: Okay.
13 amount equivalent to the nomina sum of their lifetime 13 MR. LAMONT: Generaly. I'm not prepared to
14 premiums paid to date. Known to the expertsin theroom | 14 comment on exactly what it would be for each individual
15 asthe contingent non-forfeiture option, thisis being 15 line, but in the 5 to 10 percent range.
16 offeredto al insureds regardless of issue age or rate 16 COMMISSIONER REDMER: Sure. Thank you. Any
17 increase amount. Thereby, going above and beyond what | 17 questions for Seth?
18 wasoutlined in the NAIC model bulletin. 18 MR. SWITZER: Also thank you. So, you mentioned
19 Asnoted, long-term care is significant to CNA 19 that the company is pursing 95.5 percent increase
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N B, O

from an enterprise perspective with 40 of our total
reserves being devoted to these anticipated liabilities.
The company remains committed to meeting insured

N
o

21
22

nationwide, 65 percent so far outside of Maryland, 15
percent Maryland. On the investment side of things,
going back to some things that | was thinking about and
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1 bringing up, even if evidence was convincing that 1 ageneral comment for the industry, not for this
2 investment vehicles wereyielding a better return in the 2 particular product. | think, you know, the ratio by and
3 next5, 10, 20 years, would the company consider al 3 largeismorelike 4 or 5 percent assumption to 1, but
4 other factors being equal reducing that 95.5, again, in 4 some were as high as 10 percent, is my understanding.
5 light of investment returnsif thereis -- the company 5 It'smore of ageneral comment.
6 was convinced that those could be better than expected? 6 MR. MORROW: Okay. So, the assumption on these
7 MR. LAMONT: To the extent that, you know, the 7 policieswas not 10 percent?
8 assumptions were changed | think that might be a 8 MR. LAMONT: Correct.
9 reasonable tact for usto take, you know, to compare our 9 MR. MORROW: Closer to 5?
10 investment mix. | don't want to get too heavily into 10 MR. LAMONT: Yes.
11 details with, you know, what you presented in terms of 11 MR. MARROW: Okay. Thank you.
12 corporate bonds. My understanding is that we're fairly 12 COMMISSIONER REDMER: Anybody else? All right,
13 heavily invested in municipal bonds, which | imagineare | 13 Seth, thank you.
14 abit safer. You know, just my opinion, not 14 MR. LAMONT: Thanks.
15 particularly a statement on behalf of the company, so | 15 COMMISSIONER REDMER: Let's go to Genworth.
16 think the Maryland Insurance Administration should 16 MR. SCARPA: Morning, my nameis Joe Scarpa.
17 consider the, you know, the company's present investment | 17 I'm avice president in. Genworth's long-term care
18 mix rather than just general returnsin the market, 18 closed block business unit. I'm joined by Jamala
19 because, you know, these are long-term commitments. 19 Arland, I'll introduce further in afew minutes. But,
20 MR. SWITZER: Right, | didn't mean to suggest -- 20 first, Commissioner Redmer, | want to thank you and the
21 thiswas one example, a case study, so it'snot an 21 Maryland Insurance Administration for holding today's
22 exhaustive presentation of our considerations. Thank 22 hearing and providing Genworth and our policyholders a
Page 31 Page 33
1 you. 1 forum to discuss our long-term care insurance policies.
2 MR. LAMONT: Thanks. 2 Il'dasoliketo thank al the policyholders who are
3 MR. J: My question is without the future 3 either present or on the phone this morning for your
4 assumption change, you disclose a schedule of the future 4 interest and participation today.
5 rate increase and then how do you determine that 5 As some background, Genworth has been selling
6 schedule? 6 long-term care insurance to the State of Maryland since
7 MR. LAMONT: The schedule of future rate 7 1978. We currently provide coverage for more than
8 increase? 8 30,000 Maryland residents and approximately 1.1 million
9 MR. JI: Yes. 9 policyholders nationwide. Commissioner Redmer, to
10 MR. LAMONT: | wouldn't say that that's top of 10 answer your question, we're currently accepting new
11 mind for me but, | mean, in terms of the schedule of 11 businessin Maryland and most other states. We are here
12 futureratesincreases, | think it's offset by, you 12 today to spesk specifically about our current long-term
13 know, the relief we've been given to date. That's about 13 care premium rate increase filing which is pending with
14 asdeeply as| can go into that. 14 the Maryland Insurance Administration.
15 MR. JI: Okay. Thank you. 15 We understand how difficult premium increases
16 MR. MORROW: Y ou mentioned there's an assumption | 16 are for our policyholders so we welcome this opportunity
17 for a10 percent lapse on these policies and we 17 to provideinformation that explains why rate increases
18 typically have companies mention they've got a5 percent 18 are needed. We also want to discuss the various options
19 lapse that's been assumed. Just wondering what's 19 we offer our policyholders, including our staple premium
20 different about these policies that there was a 10 20 option, and the ways we assist them to make informed
21 percent lapse assumed? 21 choices about their specific long-term care insurance
22 MR. LAMONT: Yeah, the 10 percent figureis just 22 needs. Asl| mentioned, I'm joined today by Jamala
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1 Arland, the actuary leader for Genworth'slong-termcare | 1 agesthe second assumption where we see experience
2 closed block enforced pricing who will provide some 2 emergeis morbidity, and you can think of this as how
3 basicinformation about our current premium rate filing. 3 people age and the condition of their health astheir
4 Jamala. 4 age. There aretwo components of morbidity, the
5 MS. ARLAND: Thank you, Joe. Good morningto | 5 incidents, which isthe likelihood of a policyholder
6 the Maryland Insurance Administration and policyholders | 6 having an eligible long-term care event and going on
7 present and on the phone. My name isJamalaArlandand | 7 claim and severity, which is how much the claim will
8 I'mavice president responsible for Genworth's 8 cost and how long it will last.
9 long-term care closed block enforced pricing. 1'm also 9 The incidents experience begins to emerge when
10 an actuary in good standing with the Society of 10 policy claims start which generally takes 10 to 20
11 Actuaries and the American Academy of Actuaries. 11 policy durations fromissue. Severity assumptions --
12 Genworthiscurrently seeking arate increase of 15 12 severity experience beginsto emerge as policy claims
13 percent, the maximum annual increases permitted inthe | 13 terminate, which make experience on claim termination
14 State of Maryland, for one of our policy formsin the 14 ratestake longer to emerge than any other of the
15 Privileged Choice Select series. 15 actuarial assumptions. It should be noted that in
16 The policy form number is 7035. This policy 16 addition to conducting regular experience reviews
17 form was available for purchase in Maryland between 17 Genworth developed a multi-year rate action plan in 2014
18 April 2002 and October 2005. This rate increase will 18 which continues to be the supportable basis of prior
19 impact approximately 5,400 policiesin Maryland. This | 19 approved rate actions, this current pending rate action,
20 policy form has received four prior rate increases of 20 and future expected rate actions on this policy form.
21 similar magnitude. When Genworth priced thislong-term | 21 This objective of this multi-year rate action
22 careinsurance policy form we utilized professional 22 planisto get closer to abreak even point. Genworth
Page 35 Page 37

1 actuarial judgement in developing assumptions that 1 will not make money on these policies. Assuchweare
2 looked as long into the future as 60 years. Genworth 2 taking asignificant share in the cost of the
3 employs our best efforts to complete a thorough 3 deteriorating claim experience. We believe that
4 professional assessment at the time of original pricing 4 achievement of this multi-year rate action plan will
5 and as we evaluate the blocks on an ongoing basis. 5 alow usto continue to serve our policyholders well
6 As experience emerges over time we continue to 6 into thefuture. While we are currently seeking a
7 refine our experience data analysis to inform our 7 premium rate increase of 15 percent on this block of
8 assumption setting. The need for rate increasesis 8 insurance, which is the maximum annual increase
9 primarily driven by claimsthat are projected to be 9 permitted in Maryland, our current projected claims
10 higher than expected based on our current experienceand | 10 experience actualy justifies a greater increase. Asa
11 assumptions compounded by policy persistency ratesthat | 11 result we expect that we will be requesting additional
12 have been higher than expected. The first assumption 12 rateincreases on these policiesin the future.
13 where we see experience emerge after policy pricingis | 13 MR. SCARPA: Thank you, Jamala. We understand
14 persistency and you can think of this as how many 14 that premium increases are a tremendous burden for our
15 policyholderswill keep their policy in force. 15 policyholders. We know this because we talk to our
16 Persistency includes consideration for mortality, sohow | 16 customersevery day. In fact, more than 230,000
17 long policyholderswill live, and last, which is how 17 policyholders have called usto discuss their rate
18 many policyholders will decide to terminate their 18 increasesover thelast 2 years. At Genworth, we have a
19 coverage before they use or exhaust their benefits. 19 dedicated team of over 45 specially trained customer
20 We see persistency begin to emerge in the first 20 service representatives whose sole purpose isto take
21 vyear of the policy and voluntary lapse rates generally 21 calsrelated to rate premium increases. In fact, our
22 reach an ultimate level by duration 10. Asthe block 22 customer service center was recently awarded the Contact
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1 Center of the Year in 2018 and has received world class | 1 affordability and protection, trying to balance that
2 customer experience certifications for the last severa 2 from apolicyholder perspective. We also understand
3 yearsfrom SQM, aleading customer experience 3 full well the financial challenge that you referred to
4 benchmarking firm. 4 asacarrier on our long-term care insurance policies
5 Our customer service representatives are ready 5 and we'rereally working hard to try and find the right
6 and willing to help each policyholder understand their 6 balance alternatives, and as Jamala mentioned, sharing
7 options so he or she can determine the best course of 7 inthe cost of deteriorating claim experience. Finally,
8 action for their individual situation. The vast 8 for policyholders who can no longer afford or want to
9 magjority of those conversations lead to options where 9 pay any future premiums at all, in addition to the
10 thelong-term care policy remainsin place. We also 10 regulatory required contingent non-forfeiture option, we
11 have awebsite that permits policyholdersto learn more | 11 also voluntarily offer a non-forfeiture option called
12 about their options and we have aweb-based tool that | 12 the Optional Limited Benefit that equals a paid-up
13 financial advisors can utilize to accessinformation and | 13 policy.
14 to help them explain optionsto their clients, our 14 With this option if the policyholder becomes
15 policyholders. 15 claim eligible Genworth will reimburse eligible expenses
16 When faced with a premium increase we continue | 16 up to the amount of premium paid by the policyholder
17 to offer policyholders a variety of options. Our 17 minus any claimsthat we previously paid. In addition,
18 policyholders can choose to pay the full amount of the | 18 he or she would still have access to the care
19 premium increase and maintain their current level of 19 coordination servicesthat our company provides. From
20 protection or they can make custom benefit adjustments | 20 our overall nationwide experience on the rate increases
21 inlieu of paying higher premiumsto find the right 21 that we have implemented since 2012 we have seen over 75
22 balance of affordability and protection for their 22 percent of our policyholders choose to pay higher
Page 39 Page 41
1 individual situation. 1 premiums.
2 Mr. Switzer, you read into comments, a comment 2 Which suggest that they recognize the value of
3 from apolicyholder along the lines of, what can 3 the coverage of along-term care insurance policy. So,
4 insurers do to help balance affordability and 4 aswe conclude our remarks today we hope that our
5 protection. Well, one of the wayswetry to do that is 5 comments have demonstrated how we actively manage our
6 by allowing these -- offering these custom benefit 6 businessto try to ensure that we will be here for our
7 adjustments, but in addition to that one of the things 7 policyholders when they need us most, to make sure that
8 policyholders can dois elect our Stable Premium option, 8 we're available to provide the answers that they need
9 which was previously approved by the Maryland Insurance | 9 and to pay eligible claimsif and when those needs
10 Administration. 10 should arise.
11 This option is designed to have a reduced but 11 To date through 2018, Genworth has paid over 18
12 still meaningful set of benefits that mitigates the 12 hillion dollars on almost 280,000 claims to our
13 impact of current planned and future premium increases, | 13 policyholdersfor eligible long-term care benefits. We
14 and provides the stability of a premium rate guarantee 14 remain committed to working with the Maryland Insurance
15 until at least 2028. We spent alot of time and effort 15 Administration to implement actuarially justified rate
16 indesigning and developing this alternative. Conducted | 16 increasesin areasonable and responsible manner keeping
17 alot of research to try and understand what's a 17 in mind policyholder interests and concerns.
18 meaningful set of benefitsin terms of cost of care that 18 Commissioner Redmer, we appreciate the opportunity to
19 would help mitigate the impact of rate increases and 19 participate in today's hearing. We'd be happy to answer
20 aso provide a, you know, a meaningful option for 20 any questions from you or members of your staff.
21 policyholders. 21 COMMISSIONER REDMER: Joe, Jamala, thank you for
22 So, we do understand the challenges of 22 being here, | appreciateit. | just have a couple of
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1 questions. Jamala, you mentioned that without the 15 1 thefal. Weactualy don't have any experience on that

2 percent cap you would of sought a much larger increase. 2 yet. We'rejust starting to implement that, that

3 What increase would you have sought do you think without 3 premium increase, because of some things that needed to
4 thecap? 4 get implemented on our sides and changes we had to make
5 MS. ARLAND: So, interms of our multi-year rate 5 tothe non-forfeiture endorsement that you guys

6 action plan for this policy series, 7035, we've broken 6 requested, so we don't have any specific experience with
7 itintothreerounds. The first round starting in 2017, 7 that oneyet at least in the State of Maryland.

8 the second round in 2020, and athird round in 2023, and 8 Weare -- and it'sfairly early on in other

9 our objective thereisto try to balance both the cost 9 statesaswell -- we are seeing people elect it but we

10 of waiting but aso the impact to policyholders. The 10 don't have enough data yet, | don't think, to really

11 first round, the 2017 round, is a 72 percent rate 11 quote election rates. | can say that overall, you know,

12 increase for lifetime policyholders and a 55 percent 12 probably about, you know, somewhere in the order of 12,
13 rate increase to policyholders with limited benefit 13 15ish percent and, again, it varies by policyholder

14 periods, and Maryland specifically, the original filing 14 form, choose to adjust their benefits in some shape or

15 that we had submitted -- I'm sorry, the rate increase 15 form. Midto high single digits elect one of the

16 for lifetime policyholders was 57 percent and for 16 non-forfeiture options and the remainder paid full rate

17 policyholders with limited benefit periods 35 percent, 17 increase.

18 but we adjusted that to 15 percent at the request of the 18 COMMISSIONER REDMER: Okay. Thank you.
19 Department consistent with the regulation. 19 Questions? Todd.

20 COMMISSIONER REDMER: Thank you. | know that | 20 MR. SWITZER: I'd like to add my thanks and

21 anecdotally most carriers do an excellent job working 21 thank you for being open to new businessin Maryland.
22 with clients once they go on claim and trying to manage 22 You mentioned that Genworth will break even, not make

Page 43 Page 45

1 thecare and expenses. I'minterested inis Genworth 1 any money on this business, isthat inconclusive of

2 doing anything proactive with folks that have not gone 2 investment income?

3 onclam? Do you try to anticipate or identify those 3 MS. ARLAND: So, when we think about investment
4 folks whose health has deteriorated somewhat and try to | 4 incomein the consideration of the rate increase

5 manage it before they actually go on claim? 5 options, one of the complications when we're looking at

6 MR. SCARPA: So, we don't have direct accessto 6 aparticular policy form is that Genworth specifically,

7 individual policyholder health status or any of that 7 and | believe most insurance carriers managing

8 kind of stuff, right. We are starting to look at ways 8 investment portfolios usually at alegal entity level,

9 tojust try and provide opportunities that would provide 9 sometimesthere'sindividual portfolios for specific

10 better outcomes for both policyholders as well as 10 products, product series or product blocks, but not at a
11 Genworth. So, we are piloting afew things. | think 11 product level.

12 it's probably premature for usto talk about those, but 12 So, in terms of attributing particular assets or

13 we're piloting afew thingsin that area but we're 13 particular investment income to a particular block or a
14 starting to think about that. 14 policy series of insurance is extremely difficult to do.

15 COMMISSIONER REDMER: All right, thank you. | 15 We do use sensitivity analysislooking at different rate
16 And, lastly, the voluntary options that you do offer, | 16 levelsand we aso consider the regulations in terms of
17 appreciate you doing that for Maryland citizensand I'm | 17 theinterest rates for discounting that are either

18 curious, similar to my question to CNA, towhat extent | 18 required by rate stability and kind of how the rate

19 arethese stable premium options taken advantage of ? 19 stability provisions kind of are translated to abrachial

20 MR. SCARPA: Yes, so the stable premium option | 20 blocks, which this block is with the 2014 NAC model

21 specificaly wasfiled in the filing right before the 21 regulation.

22 onethat's currently pending and recently approved in 22 So, kind of considering what was the rate that
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1 we had assumed in the original pricing relative to the 1 blocks, and actuarially justified rate increases to pay
2 rate that we used for discounting in the request for 2 future claims. The other, probably, point | would raise
3 rateincreases, and even if we do an analysis, you know, 3 isthat we do have about 1.5 billion dollars of debt
4 with different levels of rate increases we haven't come 4 that will be maturing over the next three years.
5 across a scenario considering historical investment 5 MR. SWITZER: Thanks.
6 performance where investment yields would result in a 6 COMMISSIONER REDMER: I'm sorry, Joe. Canyou
7 break even scenario for thisblock. So, we do consider 7 go through that again? | heard 1.5 billion and then |
8 historical investment returns and also potential 8 heard 175 billion.
9 sensitivities for the future, but we do not expect 9 MR. SCARPA: Yeah, so China Oceanwide will be
10 interest ratesto be alever that would lead to this 10 contributing 1.5 billion dollars of capital to Genworth.
11 block being beyond bresk even. 11 Genworth has about 1.5 billion dollars of debt that will
12 MR. SWITZER: Thank you. One question about the | 12 be maturing over the next two to three years. Genworth
13 China Oceanwide merger, I'vetried to keep up with 13 haspledged 175 million of capital specifically into the
14 reading the articles and on the proceedings there, so | 14 Genworth Life Insurance Company.
15 may not have covered everything | read in an article 15 COMMISSIONER REDMER: So the end result iswe
16 last week. But my question isin looking at the 16 take care of the debt and we add 175 million?
17 Securities and Exchange, you mentioned some of the 17 MR. SCARPA: Yes.
18 forms, the form 10A back in November of '17. Therewas | 18 COMMISSIONER REDMER: Got it. Any other
19 astatement that China Oceanwide has no future 19 questions? All right, thank you.
20 obligation and has expressed no intention to contribute 20 MR. SCARPA: Thank you.
21 additiona capital to support our legacy long-term care 21 COMMISSIONER REDMER: And if we go to Physicians
22 benefits. | understand from the last article that the 22 Mutud.
Page 47 Page 49
1 purchase price of 1.5 billion with the first installment 1 MR. LEHMAN: My nameisMark Lehman, assistant
2 of 500 million, | understand, on March 31st of this 2 vice president and actuary in charge of the management
3 year. Isthe statement that | just read, has anything 3 of Physicians Mutual Insurance Company's long-term care
4 changed with that, am | up to date? 4 business. | want to start off by apologizing for not
5 MR. SCARPA: So, maybejust to try to explain a 5 being ableto make it therein person. It was my
6 little further and clarify. So, the actual purchase 6 intention to be there and we ran into some flight
7 priceis, | believeit's $5.44 ashare, which | think is 7 cancellations yesterday that forced usto make a
8 alittle over 2 billion dollars that China Oceanwide 8 testimony through the phone, so | apologize for that.
9 would pay to shareholders for buying the company. In 9 COMMISSIONER REDMER: Understood.
10 addition to the purchase price, China Oceanwide has 10 MR. LEHMAN: | would like to thank Commissioner
11 committed to provide an additional 1.5 billion of 11 Redmer for the opportunity to discuss our long-term care
12 capital. 12 filings currently pending with the Maryland Insurance
13 So, that 1.5 billion that you mentioned is 13 Administration. | was extended the same offer ayear
14 additional capital beyond the purchase price that 14 ago and | was happy to attend and discuss the long-term
15 they're going to provide over the next couple of years. 15 carefilings that were pending at that time. At last
16 But your statement is accurate in terms of we have 16 year's hearing | mentioned that without Maryland's 15
17 committed to -- we've pledged 175 million of capital 17 percent regulatory cap Physicians Mutual would have
18 that would go directly into the Genworth Life Insurance | 18 requested rate increases averaging 92 percent taken over
19 Company upon completion of the Oceanwide transaction, | 19 multiple years.
20 but beyond we expect the -- our U.S. life insurance 20 | @most mentioned in an effort to achieve
21 businessto rely on its consolidated statutory capital 21 equitable rates nationwide Physicians Mutual would
22 asit existstoday, prudent management of our enforce 22 continue to request long-term care rate increases until
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1 Maryland premium rates became equitableinrelationto | 1 to inform them of the total rate increases needed to
2 premium ratesin other states. The currently pending 2 ensurethat funds are available to pay claims. Thisis
3 filings represent Physicians Mutual continuing efforts 3 the approach we have taken in states that do not have a
4 to achieve equitableratesin Maryland. Physicians 4 regulated cap on long-term care rate increase requests.
5 Mutual's sold long-term care insurance in the State of 5 This approach allows the company to provide clarity to
6 Maryland from 1999 to 2007 and currently provides 6 the policyholders on the ultimate cost of their
7 coverage for just over 250 Maryland policyholders. 7 long-term care coverage giving them the information
8 Physicians Mutual exceeded the long-term care 8 needed to make the best decisions going forward for
9 salesnationally at the end of 2012 and currently 9 their individuals situations.
10 provides coverage for over 24,000 policyholders. The |10 Because Maryland has the 15 percent cap on
11 need for therate increaseis continued to bedrivenby | 11 long-term care rate increase filings Physicians Mutual
12 four key assumptions that despite being based on actual | 12 anticipates filing for rate increases until the premium
13 findings and data available at the time have not 13 ratesin Maryland are equitable relative to premium
14 materialized commensurate with the policy forms as 14 ratesin other states. It issignificant to note that
15 original pricing assumptions. The four key assumptions | 15 the rate increases Physicians Mutual is targeting across
16 are morbidity, mortality, lapse rates, and interest 16 theentire block of long-term care business are not as
17 rates. 17 leveled that generate any profit to the company, but
18 Morbidity rates have been higher than what were | 18 simply trying to move premium revenue to alevel that
19 originally priced into the products primarily as a 19 allowsthe company to continue to pay policyholder
20 result of policyholders remaining on claim statusfora |20 claims.
21 longer time period than what was originally assumed. | 21 All of the expenses associated with supporting
22 Mortality rates have been lower than what were original | 22 our long-term care business are being absorbed by the
Page 51 Page 53
1 priced into the products. The result for long-term care 1 company and no profits are expected to be generated from
2 insuranceisthat more policyholders are living longer 2 our long-term care block of business. We feel that even
3 and filing more claims which in turn drives the 3 with this rate increase our long-term care policies
4 aggregate claims expense even higher. Asmoreand more | 4 provide agreat benefit to our policyholders. Our
5 policyholders have recognized the value that they have 5 experience shows that around 85 percent of our customers
6 received with their long-term care policy lapse rates 6 have chosen to pay the premium increases rather than
7 have continued to decline. 7 adltering their benefits. We do understand that rate
8 Whileit isagood thing that more people have 8 increases may put a burden on some of our policyholders.
9 more -- have long-term care coverage it has served to 9 To assist with this Physicians Mutual has
10 drive claims expense higher in the aggregate. Finaly, 10 several benefit reduction options available to enable
11 thelength and period of sustained low interest rate has 11 policyholders to maintain the premium expense at or near
12 played arolein the underperformance of the company's 12 current levels. Benefit reduction options include
13 long-term care block of business. Physicians Mutual is 13 reducing monthly benefit amounts, reducing the length of
14 requesting rate increases in Maryland that average 14 benefit periods, increasing the length of elimination
15 between 0 and 15 percent across the company's three 15 periods, removing attached writers or in combination of
16 pending filings. These rate requests take into account 16 any of these options. For policyholders who feel that
17 Maryland's 15 percent cap on long-term care rate 17 they no longer are -- or no longer need or no longer can
18 increase requests. 18 afford long-term care insurance a non-forfeiture option
19 Without the regulated cap the rate increase 19 isprovided.
20 request in Maryland would have averaged 83 percent taken | 20 This non-forfeiture option represents a paid-up
21 over multiple years. Physicians Mutual believesitis 21 policy with benefits equal to the total premium value
22 important to be transparent with our policyholders and 22 paid by the policyholder. To assist our policyholders
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1 in making the best decision given their individual 1 Withthat being said, we do have alot of analysis
2 circumstances, Physicians Mutual has established a 2 around those assumptions, actual to expected assumptions
3 dedicated long-term care customer service team to answer 3 and that type of something, and we have seen that the
4 any questions our policyholders may have and to review 4 morbidity assumptions and the mortality assumptions that
5 possible alternatives. Our rate notification |etter 5 were provided from Miliman has matched up very well with
6 encourages our policyholdersto call and discuss their 6 our own company experience and those are the assumptions
7 optionswith our long-term care customer service team. 7 that we used in the Maryland projections.
8 Again, | want to thank the Maryland Insurance 8 MR. JI: Thank you.
9 Administration for providing the opportunity to 9 COMMISSIONER REDMER: All right. Mark, that's
10 participatein the hearing today and 1'd be happy to 10 it, | appreciateit. Thank you very much.
11 take any questions you or your staff may have. 11 MR. LEHMAN: All right, thank you.
12 COMMISSIONER REDMER: Mark, thank you, | 12 COMMISSIONER REDMER: And, last, certainly not
13 appreciateit. | do not have any questions. Todd? 13 least, we will move on to Transamerica.
14 MR. SWITZER: Just one. Thank you, also. | 14 MR. GUGIG: Thank you, Commissioner, very much,
15 noticed with two of the filings with us oneisfor 10 15 and thank you to the MIA staff aswell. My nameis Mike
16 Maryland members, then thereisfor 12 Maryland members. | 16 Gugig. | am Transamerica's vice president of state
17 Would considerations be given just to ade minimislevel 17 government relations and associate general counsel. On
18 once a pool has gotten so small that the additional 18 the phone with me are two of my colleagues who are my
19 dollarsthat are generated from the revenue, even over 19 back up in the event that you ask me hard mathematical
20 multiple years, arerelatively small, isade minimis 20 questions. Brad Rokosh, who isour lead LTC actuary,
21 level of membership considered? 21 and Kevin Kang, who is another one of our LTC actuaries
22 MR. LEHMAN: Yes, that'sagreat question. Over 22 who took point on these filings. Brad and Kevin, can
Page 55 Page 57
1 thelast few yearswevetried to treat every 1 you hear me and can we hear you?
2 policyholder equally and file asimilar rate increase 2 MR. ROKOSH: I'm here, Mike.
3 regardless of the size of the policyholdersin each 3 MR. KANG: Kevin's here too.
4 filing. Over the last year or two we've begun to 4 MR. GUGIG: Perfect, thank you guys.
5 discuss whether filings for certain levels of 5 COMMISSIONER REDMER: Michael ooks much more
6 policyholders continue to provide the value needed and | | 6 relieved.
7 would anticipate for the two filings that you're 7 MR. GUGIG: Indeed. We do thank the MIA for
8 mentioning we will not file for future rate increases 8 inviting usto participate in this hearing. We agree
9 after response from Maryland on the currently pending 9 with you, Commissioner, as you've said in the past and
10 filings. 10 as Todd mentioned this morning, transparency with our
11 MR. SWITZER: Thank you. 11 customersis paramount and we believe that hearings like
12 MR. J: ThisisJeff. | would like to know 12 thisserve that purpose very well. Todd, quick comment
13 your assumptions, say, how do you -- since you don't 13 onyour initia introduction, thank you for doing that.
14 have credible datain Maryland, how do you set up 14 | thought that a detailed and objective discussion of
15 assumptions for Marylanders? 15 what brought us to where we are right now sort of in
16 MR. LEHMAN: Sure, so the rate increase requests | 16 long-term care on an aggregate basis was very important,
17 that wefileisbased on nationwide information and even | 17 it'svery enlightening not only for MIA staff and others
18 that for our company is not fully credible, so to 18 sitting in the room, but for our policyholders more
19 supplement our own experience we've contracted with 19 generally who may be listening on the phone which is one

20 Miliman on the morbidity assumption to get alarger data
21 pool for those assumptions. We've also contracted with
22 them to help out with the mortality assumptions as well.

20
21
22

of the reasons | asked whether that deck would be put on
the website. So, thank you for that very much.
Sales of long-term care insurance and,
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1 Commissioner, this goesto one of the questions that you 1 percent but again targeting two 15 percent approvals so

2 asked earlier, sales of long-term care insurance over 2 wewould be able to offer alanding spot. Transamerica

3 thepast decade, | think plummeted isafair word to 3 Uni wasissued a bit later than those older policies,

4 use. And that isnot good for current policyholders, 4 thisisround two for that block. We have 210 Maryland

5 for future policyholders, for states, for regulators or 5 policiesinforce. We are requesting 48 percent but

6 for insurance companies, and to that end Transamericais | 6 again targeting two 15s so we can offer the landing

7 one of several long-term care insurers that has been out 7 spot.

8 theretrying to develop innovative new ways to solve or 8 And, finally, we had afiling with the

9 help solvewhat | think we all can view asaforthcoming | 9 Interstate Compact on ablock of forms, there were 260
10 long-term care -- I'm not sure if crisisis the right 10 Maryland policies affected by that filing. We have
11 word, but it's the word I'll use right now. 11 refiled here given the rules of the compact we
12 At the end of the day if we don't find a private 12 requested 42.33 in that filing but, again, given
13 solution it seemsto me that Medicaid will be the last 13 Maryland's law two times 15, so that we can offer a
14 resort and that will significantly impact state budgets. 14 landing spot, is what we're talking. While it may seem
15 So, to that end we are working to innovate, we are 15 along time since many of our policyholders bought these
16 working with our trade associations to try and figure 16 policies back in the '90s when this business was

17 out what legidlative changes might be necessary to be 17 started.

18 ableto be more innovative with long-term care products. | 18 At that time, the long-term care insurance

19 Weare working with think tanksin Washington D.C.to | 19 industry wasinitsinfancy. It wasvery limitedin
20 see, you know, what law changes or policy changes might | 20 data, in fact, there was virtually no long-term care
21 beavailable on the federal side. 21 specific data on which to make initial pricing

22 Asyou know, the IRS and its tax govern much of 22 assumptions. Companies and consultants worked to try to
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1 what we can offer on long-term care policies so we're 1 determine best estimate assumptions from all the data

2 taking ahard look at that. One of the reasons we're 2 availableto price the product at that time that would

3 doing that, Commissioner, and to answer directly your 3 giveusthe best starting place for a guaranteed

4 question, we are still in thisbusiness. We sdll in 4 renewable policy form all those number of years ago.

5 Maryland and amost all other states, and we continue, 5 Today the story is different.

6 and that is both in the stand-al one world of long-term 6 We have datainto later and later durations

7 careand inthe hybrid space. We've been doing business | 7 aong with more regular experience studies which taken
8 inMaryland in the long-term carefield since the late 8 together, increase our confidence in what we're asking

9 '80s and we have over 2,800 policyholders outstanding in | 9 for here. At Transamericawe perform experience studies
10 Maryland as of the end of 2018. 10 on an annua basis covering mortality, lapses, and

11 And, again, we are one of the very few companies | 11 morbidity, three of the more significant driving

12 that remainsin this marketplace. We've got four 12 factors. Our observation over the years, much like our
13 filings before the MIA presently all written by 13 peersin theindustry, has been more people are living

14
15
16
17
18
19
20
21
22

Transamerica Life Insurance Company. We are hereon a
round two for our legacy products. There are 705
policiesin Maryland. We are requesting 53 percent but
targeting two 15 percent increases so that we would be
able to offer landing spots. The second group is
Transamerica Life NEA, which is National Education
Association.

Thisisalso around two filing there. There
are 463 Maryland policies. We are requesting again 53

NN R R R R R
P O ©oom~NOO O N

22

to older ages where long-term care claims are more
common and longer claims than was originally
anticipated, meaning they stay on claim longer than
originally anticipated.

Transamericais committed to providing our
policyholders with benefits -- I'm sorry, alternatives
to rate increases where possible. We know the value of
these policies. Our policyholders not only let us know
that when they call for claim time but they also let us
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1 know that by their actions in terms of how many people | 1 the premium flow both now and in the future to allow us
2 acrossthe country generally pay the full long-term care | 2 to fulfill our promises to our customers and pay every

3 rateincrease. And, generally, we are at about 85ish 3 qualified claim that we receive.

4 percent nationally that pay the full increase comparable | 4 We believe in clear communications to our

5 to-- I think it was Genworth that said this, about 10 5 policyholder, describing why we need the rate increase.
6 to 12 percent takes some form of benefit reduction, and | 6 We also provide flexibility and options necessary for

7 then the balance take a non-forfeiture. 7 people who might not be able to afford the increased

8 We are committed, as | noted, to providing our 8 rate. | will note not only do we offer the landing spot

9 policyholders with alternativesto rate increases where 9 but certainly al of the other reduced benefit triggers
10 possible. Asan example, the landing stopsthat | 10 would be available aswell. So, as others had pointed
11 mentioned if we are able to get to two 15s on each of 11 out, adecreased benefit period, a decreased daily
12 thefilings, we would be able to offer that. Basicaly, 12 amount, an extended deductible period. All of those
13 that would alow policyholders with certain benefit 13 leverscan be pulled depending on what's in the client's
14 inflation options to reduce the future growth of their 14 interest from his or her point of view.

15 benefit. Sothey lock in where they are today but would | 15 When we get arate increase approval we send out
16 grow at aslower rate, and that would enable them to 16 several documentsto our policyholders. One of themis
17 avoid the entirety of thisrate increase if they were to 17 acover letter trying to explainit. Another isa set

18 accept it. 18 of frequently asked questions, and we aso provide a

19 If policyholders choose to discontinue their 19 quote sheet which, sort of in a check box fashion, would
20 policies, on most policy forms we are offering a 20 alow policyholdersto review what might be available to
21 non-forfeiture benefit that is equal to the amount of 21 them and make adecision in arelatively straightforward
22 premiums paid over the years. The one block that went | 22 and simple fashion. The other thing that we do, and we

Page 63 Page 65

1 tothe compact iscalled Transcare 2, we underwent a 1 too have adedicated team of customer service reps

2 thorough review of our rate increase request with the 2 specifically trained on long-term care rate increases,

3 Interstate Compact. | believe that our -- or the review 3 but we also have arather robust website, and on that

4 that the Compact did on our filing was the second that 4 website not only can our policyholders find genera

5 they have done over the years. So, the filing was 5 information about rate increases but they can actually

6 extremely well-vetted. From areview an advisory report 6 find specific information relating to their policies.

7 wasissued by the Compact stating that Transamerica had 7 They can compare the benefits that they have or

8 demonstrated compliance with the rate filing standards 8 that they are thinking about obtaining to the cost of

9 and that our requested increase amount of 42.33 percent 9 carewherethey live. They can actually toggle back and
10 iswithin the range supported by the documentation. 10 forth and try various different benefit reduction

11 42.33 is our requested rate increase with the 11 dlternativesto seeif any of those might be better or

12 Compact but the Compact also tested an alternative 12 worsefor them. It alowsfor our policyholders or very
13 method called the "perspective present value method" to 13 frequently the children, the adult children of our

14 determineif that came out with a different number and 14 policyholders to make an appointment so that one of our
15 therethey came up with an increase of 37.47 percent. 15 customer servicereps can cal them at atimethat is

16 The Compact commented that they could not say whichwas | 16 convenient for them. And, again, | will thank the MIA,
17 the more appropriate number, the 42.33 or the 37.47, but 17 1 will thank our policyholders for holding this hearing
18 that our documentation certainly supports an increasein 18 and participating in this hearing. We are grateful for

19 that range. While we fully understand inconvenience or 19 it and we remain available to answer any questions you
20 potential challenges these rate increases can create for 20 might have.

21 our policyholders, our primary concern for Transamerica 21 COMMISSIONER REDMER: Thank you, Mike, |
22 andthe entireindustry, | would think, is that we have 22 appreciateit very much. Any questions for Mike?
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1 MR. SWITZER: Thank you, Mike. Thank youalso | 1 ultimate lapseratesare below 1 percent at this point.
2 for being open to new businessin Maryland. Onetangent | 2 We also have experience in data that enable us probably
3 question, looking at financia statements and was glad 3 into the mid-80s now to better assess the likelihood of
4 to seethat for 2017 the risk base capita provision of 4 claims and severity of claims and incidents of claims.
5 the company improved a good amount, from 851 percentin| 5 | will add that back in 2001 or 2002, don't hold meto
6 2016t01,008in 2017, to 157 points. | understand it's 6 those years, we were one of the first large companies,
7 not at the top of your head, but was there amain driver 7 large writers, to actually seek rate increases and |
8 of that favorable change? 8 think we did that for the first time back in about 2000,
9 MR. GUGIG: Thisiswhere those smart people on 9 2001.
10 the other end of the phone might be helpful. I'm 10 At that time we realized that in order for usto
11 actualy not sureif any of us have that information, 11 beableto sall aproduct we would have to increase our
12 but Brad or Kevin, can you answer that? 12 rates by some 40 or 50 percent more than our
13 MR. ROKOSH: ThisisBrad, | can't answer that 13 competitors. So, back at the time we actually -- we
14 off the top of my head but we're happy to get that back 14 didn't formally withdraw but we basically sold almost no
15 tothe Maryland Department of Insurance. 15 policies until about that 2010, 2011 timeframe when it
16 MR. SWITZER: | appreciate it, thanks. 16 appeared that the industry was right-siding itself in
17 MR. GUGIG: Yeah, sowe'll get that for you. 17 terms of the premiums that needed to be charged. There
18 MR. SWITZER: Thanksalot. That wasit. 18 wasstill alot of unknownsin 2010, 2011. | think our
19 COMMISSIONER REDMER: Anybody else? 19 actuaries will speak to what we know much more now, but
20 MR. JI: Yes, one of the filings you mentioned 20 that givesyou alittle background, Jeff, that | hopeis
21 was with Compact, you are seeking 42 -- 21 helpful. Brad, do you want to fill in some of the gaps
22 MR. GUGIG: Poaint 33. 22 there.
Page 67 Page 69
1 MR. JI: -- 42.33 percent rate increase. | 1 MR. ROKOSH: Yes, so, thanks, Mike. What | kind
2 looked at the filing and actually the rates, you know, 2 of want to add is 211 is currently anew policy form.
3 was approved, it was on the 11th. Looks fairly new to 3 Since then our new business rates, we had increased
4 me, thisrate. So my questionisin general, | mean, 4 their new business rates twice, which kind of tally to
5 how do you learn from your historical pricing? How do | 5 about 80 or 90 percent increase on new business rates as
6 you -- how are you -- improve your future on pricing 6 well and that is primarily driven by our additional
7 optionsfor rate increase too? 7 experience that we're seeing. So, to give you an
8 MR. GUGIG: Jeff, thank you for the question, 8 analysis of how much more from 2011 that we do currently
9 it'sagood one. Let megive my own initial remarksand | 9 have, it's actually both, level the amount that claim
10 thenI'm sure Brad will be ableto fill inin more 10 experience from 2011 to around '15, '16 when we priced
11 detail. Asnoted not only by us but by other companies, | 11 our new products, our current price -- current product
12 inthisindustry pricing assumptions were based on what | 12 that is currently in the market.
13 industry felt was the best avail able evidence back at 13 So, that is significant and it kind of adds to
14 thetime of original pricing. So they looked at things 14 the amount of credibility and the confidence that we
15 like disability insurance, they looked at things like 15 havein our new business rates and it'sjust alearning
16 health insurance to see what lapse rateswere onthose | 16 aspect of, you know, gathering that additional
17 typesof policies and then we made assumptions about | 17 experience which is causing some of these rate increases
18 what they would look like in these policies. 18 associated for the Interstate Compact, where that rate
19 Our lapse assumptions, for example, wereinthat | 19 increaseisdriven by future morbidity -- for future
20 5 or 6 percent range at the beginning that we were 20 deterioration morbidity that is expected. | hope that
21 talking about earlier. On our current pricing and, 21 addressed your question, Jeff.
22 Brad, check me on this, | believe our assumptions on 22 MR. JI: Thank you.
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1 COMMISSIONER REDMER: All right. 1 have not put an enormous amount of reading so they may
2 MR. GUGIG: Thank you very much. 2 find that I'm slightly off but | don't think | am
3 COMMISSIONER REDMER: Thark you, Michael. All | 3 grosdly off in what I'm about to offer factually.
4 right, that isit for our carriers. We do have two 4 Because | think that the filing has a negative story
5 folksthat have signed up in advance to provide 5 about the company's finances when, as an investor, I'm
6 comments. Firstis Doug Godesky, isthat right? Doug. 6 seeing adifferent positive story, and there's also an
7 And again, for those of you on the phone, if you're not 7 emotional second part to my testimony that | won't take
8 going to speak if you could mute your phone we'd 8 up much time with.
9 appreciateit. Thank you. 9 So, I'm going to read from Genworth's February
10 MR. GODESKY': Use the microphone? 10 5, 2019 pressrelease to investors, quote, after tax
11 COMMISSIONER REDMER: Yes, and if you could 11 increase and long-term care reserves -- after tax, the
12 speak loudly for the transcriber and give us your name 12 increasein long-term care reserves of 258 million
13 again. 13 related to changes in benefit utilization rates, claim
14 MR. GODESKY: Certainly. Douglas Godesky, and | 14 termination rates, and other assumptions. My take on
15 live at 202 Evergreen Road in Severna Park, Maryland 15 that isthat it means they now have over a quarter
16 21146. Douglas Godesky, G-O-D-E-S-K-Y, 202 Evergreen | 16 hillion dollars more in reserves than they -- whatever
17 Road, Severna Park, Maryland 21146, and | thank the 17 reference point they were speaking to. Another quote,
18 Insurance Administration for having these types of 18 strong capital levels above management targetsin U.S,,
19 hearings and getting us notice that we can appear. 19 Canada, and Australia, end quote.
20 CLERK: | think you may need to flip the switch 20 That to me means that they're improving their
21 onthe microphone. 21 business faster than that they thought. Long-term --
22 MR. GODESKY: I'ma62-year-oldmale,andl ama | 22 quote, long-term care active generally accepted
Page 71 Page 73
1 Genworth long-term care -- long-term health care 1 accounting principle margins are about half a billion to
2 policyholder since October of 2002. | purchased my 2 onebillion are consistent with prior years, end quote.
3 policy from GE and the policy was converted to Genworth | 3 To me it seems like they're remaining at the very least
4 control in about April of 2006. I'm also adirect or an 4 consistent, not getting worse. So, | looked at their
5 account controlling Genworth common stockholder. My | 5 third versus fourth quarter 2018 income and every line
6 Genworth long-term health policy has undergone acouple | 6 of business except what they tagged as U.S. Life, which
7 of changesincreasing my premiums over the yearswhere | 7 1'm going to potentially and correctly assume it
8 I've had to cut back on my coverage in order to maintain 8 includes long-term health, has been making more money.
9 apremium that | could afford. 9 It means, in my opinion, Genworth is on a path
10 So, my testimony hereis based upon my hearing 10 of profitability while the long-term care line of
11 that these premium increases that I've read for my 11 business, if that's where they're placing it under,
12 policy and probably other haven't read the other 12 life islosing. Absolutely, and it's causing atotal
13 policies, will force usto tip towards making difficult 13 loss. They have plenty of opportunity to improve those
14 decisionsto give up policiesthat are life-saving in 14 other lines of businessto not come out so far. Inthe
15 many ways because we've just finished putting two elders | 15 negative end they have come out in the positivein the
16 through oneyear in care at age 94 and one at 97, so we 16 past quartersthat I've watched as an investor. And,
17 have firsthand experience of what these policies could 17 findly, my last thing is that they just gave Genworth
18 pay versus out of hand cash that was used for those 18 Canada, which | believe is part of the company, just
19 cases. 19 declared a51 cent per the Canadian dollar dividend for
20 So, my testimony has two goals, | think oneis 20 thefirst quarter of 2019.
21 factua-based and I'll apologize up front to Genworth 21 Well, that means the company overal is paying
22 that I'm certainly not an actuary, I'm certainly not -- 22 out dividends. If | best recall they either cut or
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1 eliminated the U.S. dividend but, neverthel ess, they're 1 COMMISSIONER REDMER: Any other questions?
2 making money somewhere. So, that ends my factual pitch. | 2 MR. SWITZER: Not aquestion, | just wanted to
3 Isthat, basically, my takeisthat it's not al dire 3 reiterate, | don't think you could be here for the
4 straights as a company in total and | think companiesin 4 beginning but, first of all, thank you very much for
5 total should be looked at, not lines of business 5 being here. It addsto the process, | think, more than
6 individually asthefiling describes. 6 youredize. Interms of reviewing thesefilings, one
7 So, the next is alittle bit emotional, alittle 7 for Genworth, one of the reasons thisfilingsis before
8 hit -- it'sfactual but it had emotionstoit. It'sa 8 us, aspecific one Genworth is here for, because we
9 -- when we bought our GE long-term care policieswe 9 didn't approve, after lots of deliberation, trying to
10 bought them with marketing materials for GE that put 10 find the balance, what was fully requested last time.
11 Americansfirst in their marketing describing 25 years 11 Weapproved afiling 9-26 of 18 and thisfiling isfor
12 of no premium increases, and | believe that with the 12 -- talk about the remainder that we didn't approve. And
13 type of marketing GE was doing at the time and since 13 of 49filing, we -- long-term care from all companies
14 then, even after they created Genworth, with their 14 that we got from our team in 2018 the average increase
15 marketing of Americarailroad engines, wind turbines, 15 requested over two years was 42 percent and we accrued
16 jet engines and making products to make Americastrong. | 16 16-5. We're doing our best to be fair on all sidesto
17 Had this policy still been with GE | believe I'd still 17 scrutinize every page of thefilings. Just wanted to
18 bereading now 35 years without premium increases, they | 18 reiterate that.
19 would of been finding away. 19 MR. GODESKY: Andasacitizenand a
20 So, it's unfortunate that this move to spinoff 20 policyholder | appreciate that and I'm fully aware that
21 to Genworth has enabled them to wipe out that track 21 my increase, which makesit tough, isless than the
22 record that they had, and seeing that Genworthisnow in | 22 increase on my wife's policy so, I'm being full
Page 75 Page 77

1 negotiationsto sell itself to a Chinese-owned 1 disclosure here, | know the policies are going up but,
2 conglomerate, Oceanwide Holdings, my fedling isfor the 2 you know, it's-- in this case I'm asking that the
3 good of Maryland holders and American holders we should 3 totality of these businesses looked at not just the
4 wait till that deal plays out and see what their 4 filingswhich is probably alegal twist on. You
5 financeslook like after that. If Oceanwide Holdings 5 probably only get one look at onething. So, thank you.
6 wantsto invest in them, they need to eat up whatever 6 COMMISSIONER REDMER: Thank you. Any other
7 risks or deficiencies they might have in the long-term 7 questions? Thank you very much. Also wereceived a
8 healthcare where they're making money in the other 8 reservation -- I'll cal it an RSVP, that's right,
9 areas. So, | guessI'm, in that sense, asking for the 9 dinner for two. Ed Hudman. Ed, are you on the phone?
10 Board to consider adelay in thisuntil they wrap up 10 MR. HUDMAN: Yes, | am.
11 that investment with this non-American firm. And, with 11 COMMISSIONER REDMER: All right, good to hear
12 that, | thank you for the opportunity to testify and 12 you.
13 that concludes my statement. 13 MR. HUDMAN: Good to talk to you and, again,
14 COMMISSIONER REDMER: Thank you for being here. | 14 thank you and the MIA for continuing to hold these
15 1 only have one question. Do you know whether your 15 hearings and also the considerabl e efforts that you all
16 specific policy is one of those where there's a proposed 16 areworking and balancing consumer and company interest
17 rateincrease? 17 inavery difficult decision process. | must say that |
18 MR. GODESKY: Itisand | caled it on the lower 18 have-- I'm aninsurance agent. I'vewritten a
19 left corner, it hasthe four digitsand the et a, I'm 19 long-term care business since 1991, I'm in my 29th year
20 inthat pool. 20 and my wifeand | are policyholders, we have CNA and
21 COMMISSIONER REDMER: Thank you. 21 Genworth palicies.
22 MR. GODESKY: Thank you. 22 And | think we have been subjected to four rate
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1 increases with CNA and five rate increases with our 1 major problem (inaudible.) Genworth isrequesting |
2 Genworth policy, and not made any changes. | have to 2 believeit's some policies that was written between 2003
3 commend both Genworth and CNA. | have anumber of | 3 and 2005, | could not hear clearly, the mic was breaking
4 policyholders currently on claim and who have used the | 4 up alittle bit, and thisistroubling to me. That --
5 policy aswell as policyholders who have used their 5 and of course the impact of errors that were madein
6 policiesin past years and the claims processis not 6 persistency were magnified by the errors that were made
7 perfect but it works. 7 inmortality and morbidity assumptions.
8 It generally works quite well. One suggestion 8 | don't have any problem with the interest rate
9 that | have for Genworth regarding their wellness 9 issue because | don't think anybody could of figured
10 program, CNA isconducting and | wasjust interviewed | 10 that, what was coming as far as the reduced interest
11 from their wellness program and you may want to speak | 11 rates on investment. But the other were business errors
12 with CNA as you quote your model in terms of what you | 12 that were made by the companies and the questionisin
13 want todo. | think it's very smart and very effective. 13 the MIA'seffortsto create atruly fair and balanced
14 The document that | submitted for discussiontoday isa | 14 situation between the carriers and the consumer, you
15 long-term care insurance personal worksheet. Thisis 15 know, how do you weigh the fact that -- that the reason
16 from Genworth but | might point out that it's a part of 16 we're having these discussionstoday in large part is
17 dll of the policy applications written from the early 17 dueto the fact companies made business errors 20 years
18 2000s on, and on the second page on that long-term care | 18 ago? Okay.
19 persona worksheet there's a question that's asked. 19 And the question is how much of this burden
20 And thisisapart of every application, have 20 should the consumer bear. | don't know the answer to
21 you considered whether you could afford to keep this 21 the question and | think that the task you all haveis
22 policy if the premiums went up, for example, by 20 22 -- but realize that the consumer, not only in terms of
Page 79 Page 81
1 percent. The question is not have you considered 1 all the promotional material that came from the
2 whether you could afford to keep this policy if the 2 companies, okay, also was looking at a document approved
3 premiumswent up, for example, by 20 percent each year, | 3 by the MIA on this 9CC form that's used today that says,
4 with multiple years. The question, could you -- have 4 have you considered whether you could afford to keep the
5 you considered whether you could afford to keep the 5 padlicy if the premiums were up, for example, by 20
6 policy if the premiums when up by 20 percent, okay. 6 percent that the rate request were upwards of 160
7 While | think thisis an accurate statement 7 percent over the years depending upon the carrier and
8 today based on the Society of Actuaries report 2014, it 8 thepolicy form.
9 appearsthat the industry has reached stability 9 That doesn't square and that's not afair
10 regarding this very important coverage, and they've 10 business deal, and the consumer is hearing one piece of
11 reflected that it was less than a 10 percent likelihood 11 information for one set of facts upon which they're
12 that there would be rate increases based on the current 12 trying to make adecision. And, infact, theredlity is
13 pricing at the time going into future years. My concern | 13 something entirely different. So, my question iswhat
14 and what I'm addressing is not the new policyholder, the | 14 isfair here and it continues to remain a problem and |
15 industry isfinally getting it right. 1'm very 15 would hope that while | think the form isimportant and
16 concerned about existing policyholders, not the new 16 | think this number is correct, going forward | think
17 policyholder. 17 that having thisform isimportant and the statement is
18 And going back to the industry knew, for 18 accurate and it's fair, but for the policyholders remain
19 example, the oneword that | heard in the testimony that | 19 -- the rate increases are being requested.
20 was cause of great concern isthe word persistency. CNA | 20 | think avery unfair situation existed in that
21 knew in 1996 that persistency was an issue 22 yearsago, | 21 the consumer was misled, okay. Thisisnot really
22 okay. Thewholeindustry knew that persistency wasa | 22 written testimony. I'll be submitting a more thorough
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1 writeup, but | just had to make those comments and | ’ 1 those of you in the room we've got our contact ’
2 appreciate your time. 2 information outside. For those of you on the phone,
3 COMMISSIONER REDMER: All right, thank youvery | 3 please feel free to visit our website or follow us on
4 much, Ed. | appreciateit. Any questionsfor Ed. 4 Facebook. Thank you very much.
5 MR. SWITZER: I'll just respond, Ed, and thanks 5 (Hearing adjourned at 10:47 am.)
6 again for being a steadfast voice in this ongoing 6
7 didogue. How do we weigh in these factors? One of the 7
8 dideswas aimed to scratch the surface of that. Again, 8
9 the carriers have voluntarily said that our original 9
10 goasare off thetable, to use that term, and what | 10
11 mean by that isin one of the examples we looked at, 11
12 it'scertainly not covering every example, but at the 12
13 start of the product the aim was to make over 50-75 13
14 vyearsarate of return of 20 percent. 14
15 | think there's agreement that given how things 15
16 unfolded, getting back to as high as 20 percent is not 16
17 thetarget. Inone of the exampleswe gave -- the 17
18 target wasall inand | know most of the legal minimum 18
19 requirements 58-85 are centered on the lossratio, just 19
20 theclaimsand theincome. Weretrying to bring in the 20
21 whole picture and in this singular example the modeling 21
22 from the company was -- what we would like to get isto 22
Page 83 Page 85
1 make 5 percent instead of 20. 1 CERTI FI CATE OF SHORTHAND REPORTER - NOTARY PUBLIC
2 If we cap at 15 we'll break even and we don't 2
3 have an answer to what between 20 and break even or any 3 I, Danielle Lawence, court reporter, the
4 other number might be on people's mindsisfair, 4 officer before whomthe foregoing proceedi ngs were
5 equitable. But that conversation iswhat is happening 5 taken, do hereby certify that the foregoing transcript
6 between us and the carriers and with groups like this to 6 and said proceedings were taken by ne stenographically
7 answer hard questions like that, but | think every -- we 7 and thereafter reduced to typewiting under ny
8 -- multiple sensitivity testing, multiple tables of 8 supervision; and that | amneither counsel for, related
9 morhbility and mortality on our team and we continue to 9 to, nor enployed by any of the parties to this case and
10 evolveto get first, notjust apoint estimate of what 10 have no interest, financial or otherwise, inits
11 will happen over the next 50 years, but arange to have 11 outcome.
12 these conversations and get the best answers from the 12 I'N WTNESS WHERECF, | have hereunto set ny
13 SOA, from the MIA, from peop|e here. 13  hand and affixed nmy notarial seal this 25th day of
14 COMMISSIONER REDMER: Thank you, Todd. Any | 14  February 2019.
15 questions? All right, thank you very much. | will -- 15
16 any other questions or comments from anybody in the 16
17 room? If not, we will go to the phone, anybody on the 17
18 phone with any questions or comments? All right, I'll 18 T
19 ask one more time for comments, okay. Hearing none, 19 &z,ﬁ,{.a:/%fi;.zﬁi& sl
20 again, | appreciate everybody for being here. We will 20 &/
21 have another rate hearing on additional rate increases 21 NOTARY PUBLI C IN AND FCR THE
22 probably in the next couple of months and, again, for 22 STATE OF MARYLAND
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