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I nsolvency, Bankruptcy,

Failure, Financial distress,

Financial impairment. None

of these terms sound pleasant.

Their exact definitions may have

subtle differences. All of them con-

note an unhappy occasion.

Long term care insurance has

arrived. There have been several

insolvencies of smaller insurers

who have focused their marketing

primarily on long term care cover-

age. Our third party administrator

has been called upon by state

Guaranty Associations in some of

these instances to administer the

existing policies and manage cur-

rent plus future claimants. The

process requires that the business

in force is assumed by a financially

sound organization and becomes

that new company’s responsibility

and liability.

Based on our involvement in

assuming business as a result of

insolvencies, we have determined

that there have been certain com-

mon characteristics of insolvent

LTC insurers. Let me explain.

First, I would like to dismiss the

common notion that insolvencies

are often caused by external factors

to the insurer (e.g. investment

yields) or the industry (e.g. unrea-

sonable competition). We have

found no evidence in our experience

that indicates that external factors

caused the failure of LTC

insurers. It appears quite the

contrary; the failure developed

primarily due to internal

considerations.

When any insurance organi-

zation fails, and the reason can

not be charged to external

causes, it is tempting to

suggest that there was inade-

quate pricing. In one sense

that may be so. Clearly, if the

premium is sufficient to

handle all benefits and

expenses, then insolvency should

not occur. However, premiums may

be deficient because something or

several somethings have gone awry.

Our experience indicates that fail-

ures in three functional activities

are usually precedent to company

failure: Underwriting, Contract

Language, and Claim Processing.

1. Underwriting, performed with 

less sophistication than quality

competitors of the time, appears 

to be the primary organizational 

deficit that eventually leads to a 

company’s demise. If this activity 

is performed poorly, no premium 

rate has a chance to be adequate.

2. Contract Language specificity 

is so important. The policy lang-

uage determines whether the 

claim department is provided 

support in determining whether 

a claimant is properly entitled to 

benefit under the policy. With 

inadequate language, the claim 

department could be required to 

pay benefits even when an in-

sured was not in a condition to 

collect according to the pricing 

expectations.

3. Claim Processing is of third 

importance, but very close to 

number two above. The claim 

area must assure that contract 

eligibility for benefits has been 

met and that benefits are paid 

in accord with the benefits 

purchased. It should be simple to 

process the claims by reading the 

contract. We have observed that 

it was not so for several failing 

insurers!
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Certainly proper premium

development is essential to a

successful product and a successful

company. Proper premium develop-

ment requires that the pricing

actuary fully understand all the

administrative processes of the

insurer for which he is pricing and

the impact that those processes

have for premium development.

The NAIC Rate Stability Model

language is properly putting pres-

sure on actuaries developing

premiums to know how insurer

functions are being con-ducted and

to consider the functional method-

ologies in pricing. Further, just as

the actuary should check out

“actual to expected” pricing

assumptions over the life of a port-

folio of LTC insureds, the actuary

should verify periodically that the

“actual” processing of the business

is following the “expected”

approach built into developing the

program.

When prudent pricing is bonded

with responsible functional process-

ing, insolvencies should be minimal

to non-existent.

Gary L. Corliss, FSA, MAAA, 

is executive officer at AUL

Reinsurance Management

Services, LLC in Avon, CT. 

He can be reached at

gcorliss@ltc.aul.com.
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2001 MEETING EDITORS
WANTED

A re you interested in reading 2000-2001 SOA meeting
manuscripts in your specialty areas before they are

published on our Web site? Do you want an opportunity to
increase your professional actuarial knowledge and expo-
sure to current ideas? If so, this volunteer position is for
you.

What would I do? Review Record manuscripts that
have already been edited for grammar, style, and format for
actuarial content and accuracy. Work with SOA staff and
moderators to help us get the Record sessions onto the SOA
Web site faster. 

What do I need? A red pen and actuarial knowledge in
the following areas:

Actuary of the Future, Financial Reporting, Health, Health
Disability Income, Investments, Long-Term Care,
Management and Personal/Professional Development,
Nontraditional Marketing, and Pension.

How much time will it take? It takes a few hours to
review papers. We only send one or two manuscripts at a
time, depending on your workload. You can choose 1-3
meetings. 

How can I sign up? Contact the Chairperson, Rich
Cruise at 402-361-7499 or by e-mail at:
rcruise@LincolnDirectLife.com.

Do it now! You’ll be listed in the Yearbook as a member
of the editorial board, and your name will appear in the
meeting table of contents on the SOA Web site.


