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Benefit Reductions

to Offset LTC

Premium Increases:
Fvaluating Options

By Mike Bergerson and John Hebig

ate increases in the U.S.
Rlong—term care (LTC)

insurance market have
been a fact of life for at least the
last decade, and they are not
going away any time soon: 75
percent of companies current-
ly writing new LTC policies!
and 52 companies that have
ceased issuing LTC business’
have filed for rate increases in
the past decade. In fact, it ap-
pears that many regulators
have come to the conclusion
that rate increases, especially
on older blocks of business that
were priced before insurers had
significant LTC experience,
are justified from an actuari-
al perspective. In other words,
the policies are not financially
viable without rate increases.
Because of this, regulators ap-
pear to be shifting some atten-
tion away from attempting to
eliminate rate increases toward
limiting the impact of increases

on policyholders.

Part of this is ensuring that
policyholders have viable op-
tions for keeping coverage and
ensuring that past paid premi-
ums were not in vain. Benefit
reductions that offset a pre-
mium rate increase are a key
part of this approach, enabling
trade-offs between policy cost
and policy benefits. To this end,
regulators are devoting grow-
ing resources to understanding

and controlling benefit reduc-
tion options offered by insurers
seeking a rate increase.

BENEFIT REDUCTIONS:
COMMON AND
LESS COMMON

There are several possible ben-
efit reduction options that in-
surers can—and in some cases,
must—make available to poli-
cyholders. Most are subject to
regulatory minimums and max-
imums.

Some options are required un-
der the National Association
of Insurance Commissioners
(NAIC) Model Regulation.?
These include reduction in
daily, weekly, or monthly ben-
efit, and reduction in maximum
benefit (benefit period or ben-
efit pool). These options are
available to policyholders, even
if no rate increase is expected,
as a means to reduce premiums
at the policyholder’s discre-
tion. Another common benefit
reduction option is to remove
or reduce inflation protection.
This is a complex option and is
treated in more detail below.

There are at least three other
benefit reduction options that
are offered, although typical-
ly they are less common than
those already mentioned for a
variety of reasons. These ben-
efit reduction options include:

* Increasing the elimination
period: In other words, in-
creasing the amount of time
a policyholder must meet the
requirements to be eligible
for benefits (and in some cas-
es be receiving care) before
expenses are reimbursed.
This option generally does
not have a large impact on
rates, and policyholders are
often reluctant to change
elimination periods as they
have already chosen their
elimination periods, often
based on significant consid-
eration.

* Reducing home care cov-
erage: For comprehensive
policies, the percentage of
home-based care compared
to nursing home care that
can be reimbursed under the
policy can be reduced. New-

What regulators look for

er comprehensive policies
tend to offer purchasers a
wider range of home-based
benefits. However, I'T'C cus-
tomers tend to put a lot of
thought into their policies,
meaning they have already
decided that they will need a
certain level of home-based
care coverage and prefer that
option over moving to a care

facility.

Contingent benefit upon
lapse: Also called a contin-
gent nonforfeiture benefit,
with this option policyhold-
ers who cannot or choose
not to continue paying for
their policies receive sig-
nificantly reduced benefits.
Many states require by reg-
ulation that insurers offer
contingent  nonforfeiture

CONTINUED ON PAGE 5

When it comes to benefit reductions, actuarial soundness
and regulatory compliance are key factors for regulators.
However, they also look out for the interests of policyholders
more generally by asking the following questions and
requiring insurers to make adjustments where necessary:

« By what means are benefit reduction options going to be
communicated to policyholders?

+ Are the communications clear and easy to understand?

« How are premiums calculated when a policyholder
reduces benefits? Is it done in an “actuarially equivalent”
manner? Regulators do not generally define what
“actuarial equivalence” means in regards to benefit
reductions. One possible interpretation using the
approved rate tables has been acceptable to regulators

and is described in this article.

+ Istelephonic counseling available to help policyholders
understand their options and make a decision?

« Isthe possibility of future rate increases adequately

disclosed to policyholders?

AUGUST 2015 LONG TERM CARE NEWS | 3



CHAIRPERSON’S CORNER

“Ready For Action”

By Bob Hanes

familiar advertising
slogan marketed by
Yellow Pages when I

was growing up was, “Let your
fingers do the walking.” The
objective of this successfully
catchy advertisement was to
encourage consumers to leaf
through the Yellow Pages for a
local service or vendor before
actually setting out on foot or
hopping in the car; hence, let-
ting your fingers literally do the
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walking. The hope was that this
would be a time-saving activity
and that the readers would be
better informed. Armed with
this better information, better
decisions would be made. With
those better decisions came the
positive feedback to repeat the
routine the next time a plumber
was needed or the tires on the
station wagon (today’s SUV)
had to be replaced. In the end,

the Yellow Pages remained a

With such a commitment comes

the opportunity to join the effort.

valuable resource for consum-
ers and stayed in business by
selling ads to the satisfied ven-
dors.

The Yellow Pages still adver-
tise the advantages of using
their listings today, though the
words have been replaced with
the acronym “YP” and most of
the encouragement is to visit
their website for vendors and
services instead of the hardcopy
version. In the same way as YP
provides valuable information,
I would now like to stand up
on my desk to encourage you
to visit the Long Term Care
Insurance Section’s webpage
found within the SOAs web-
site. We know from the recent-
ly completed Long Term Care
Insurance Section member sur-
vey that the section places great
value in our periodic LongTerm
Care News newsletter, but our
webpage is not a frequently uti-
lized resource.

The travel time to get to the
webpage is short and relative-
ly pain free. Go to www.soa.
org, click on the “Community”
menu, and then click on the
“Long Term Care Insurance
Section” found in the Sections
column on the far left of the
page. (You can also type www.
soa.org/ltc/ into your browser.
Remember to save it as a favor-
ite!) Once there, you will find
a treasure trove of information
such as podcasts of sessions
from recent industry confer-
ences, upcoming meetings, ac-
cess to online versions of the
LongTerm Care News newslet-

ters published since 2009, and
links to recent LongTerm Care
research. The Long Term Care
Insurance Section is committed
to expanding the information
available on the page so that it
becomes one of your “go-to”
resources the next time you
need to research a topic, net-
work with other LongTerm
Care subject matter experts,
etc.

With
comes the opportunity to join
the effort. Please send us your
suggestions for LongTerm
Care related content or tools
that you would like to see on
the website. All reasonable of-
fers will be considered! We are
definitely ready for action, so
be on the lookout for updates
to our webpage in the coming
months. H

such a commitment

Bob Hanes, FSA,
MAAA, is director at
KPMG in Radnor,
Penn. He can

be reached at
rhanes@kpmg.
com.
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benefits for LTC policies
based on the policy issue
date, attained age, and size
of the rate increase. A re-
cent NAIC Model Bulletin,
which has been adopted by
some states, broadens the
contingent  benefit upon
lapse requirement to apply
regardless of rate increase
size for policies that have
been in force for at least 20
years and reduces the trigger
for a substantial increase to
100 percent for all policies.*
Additionally, we have seen
many carriers voluntarily
offer a similar benefit to all
policyholders regardless of
policy issue date or the size
of the rate increase. In some
cases, states have required
this benefit to be available to
all policyholders after a rate

increase.

INFLATION PROTECTION:
SEVERAL APPROACHES
TO CHOOSE FROM

A change to inflation protec-
tion is a common type of bene-
fit reduction. However, the im-
plementation can be complex
and requires insurers to tread
carefully and work closely with
regulators. Approaches mainly
differ in terms of what hap-
pens to the daily benefit as well
as the maximum benefit pool.
There are three typical ways
in which infladon protection
changes are used as a method of
benefit reduction.

Approach 1: The premium is
set based on the lower infla-
tion protection premium rate
according to the original daily
benefit level. The current dai-
ly benefit amount reverts to
the original level and inflates
according to the new lower in-

flation protection option from
issue.

* Section 27, Subsection A.(3)
of the NAIC Model Reg-
ulation requires that the
policyholder be allowed to
continue the benefit amount
in effect at the time of the
reduction or elimination of
the inflation protection pro-
vision. Carriers using this
method allow the insured to
pay a higher rate for the cur-
rent daily benefit rather than
reducing to the original daily
benefit.

Approach 2: The premium is
set based on the lower infla-
tion protection premium rate
according to the current daily
benefit level. The current daily
benefit amount is locked in and
inflates at the new, lower level
of inflation protection going
forward. This approach is sim-
ilar to the first approach except
that the default is to keep the
current daily benefit and pay
the associated premium rather
than reverting to the original

daily benefit.

* Regulators in some states
have had issues with this
method, characterizing it
as unfair to policyholders
because they are seeming-
ly losing any benefit from
previous premiums that paid
for inflation protection. Un-
fortunately, limitations to
administrative systems often
mean that carriers have no
other options, and contracts
often require the insurer to
allow policyholders to re-
duce their inflation protec-
tion. In these cases, we have
seen insurers and regulators
settle on a compromise to

allow the reductions if the
insured requests them, but
not actively market a reduc-
tion to inflation protection
as an option in the policy-
holder rate increase notifi-
cation letter.

Approach 3: The premium is
set based on the lower infla-
tion protection premium rate
according to the original daily
benefit level. The current dai-
ly benefit amount is locked in
and inflates at the new, lower
inflation protection option rate
going forward.

* This is the most advanta-
geous approach to policy-
holders. Companies need
to watch out for situations
in which policyholders pur-
chase inflation protection
and then drop the rider after
a few years as a way to get a
higher daily benefit amount
at a lower rate.

LANDING SPOTS:

A CLEARER METHOD OF
INFLATION PROTECTION
REDUCTION

Recently, some insurers have
begun offering a benefit reduc-
tion option known as “landing
spots.” Landing spots are essen-
tially a more structured version
of inflation protection reduc-
tions. Landing spots allow in-
sureds to reduce their current
inflation protection amounts
to lower amounts in such a way
as to offset the rate increase.
The policyholder’s current
daily benefit keeps the infla-
tion-based increase accrued to
date and then begins inflating
at a new, lower rate.

Landing spots have found fa-
vor with some regulators be-

cause they make things clear
and easier to understand for
insureds. Some policyholders
may have actually overbought
inflation protection, given the
recent low-inflation environ-
ment, so they have less to lose
in choosing a landing spot ben-
efit reduction option. This is
especially true for those who
purchased the richest plans
with the highest levels of infla-
tion protection, typically at 5
percent annually. Policyholders
get to keep inflation protec-
tion increases accrued to date,
which avoids some of the issues
inherent in other inflation pro-
tection approaches that retro-
actively remove increases to
the daily benefit and maximum
benefit pool.

The landing spot method is
not a perfect solution. The
changes to inflation protection
rates can be difficult to admin-
ister. Insurers typically incur
some costs based on the need
to develop landing spots that
are actuarially sound and the
requirement that they file for
additional rates and riders. In-
surers need to consider salvage
and utilization, if and how pre-
mium increases will vary based
on attained age and the amount
of inflation protection gained
to date, and the granularity of
rates developed to offset the
premium And, of
course, landing spots are not an
option for insureds who did not
purchase inflation protection to
begin with.

ACTUARIAL EQUIVALENCE
IN BENEFIT REDUCTIONS

The NAIC Model Regulation,
in Section 27, Subsection C.(2),
states that the premium for re-

increase.

duced coverage should be con-

CONTINUED ON PAGE 6
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sistent with the approved rate
table. Each rate in the current
rate schedule represents a “val-
ue” for its corresponding bene-
fit that is actuarially equivalent
to the “value” of other rates in
the current schedule. A uniform
increase in rates maintains this
relationship.  Adjusting  the
premium charged for an alter-
native benefit option in a way
that is proportionate with the
proposed rate scale has been
considered an actuarially equiv-
alent approach by regulators.
Examples of benefit reductions
calculated in this manner are
provided in the next section.

Often, rate increases do not
vary by policy characteristics
such as benefit period, elimi-
nation period, inflation protec-
tion, or issue age even though
the company may believe that
experience shows significant
differences based on these fac-
tors. However, if the increase
does vary based on policy char-
acteristics, it raises an issue with
great significance for benefit
reduction calculations: is the
premium increase based on the
benefit amounts before or af-
ter the benefit reduction takes
place?

There are three fundamental
approaches to this issue:

1. Base the premium increase
on benefits as they exist be-
fore benefit reduction. This
method prevents the insured
from obtaining a lower in-
crease by reducing benefits.
Also, the system used for
administering policies may
“tag” the insured with an
increase amount and then
fail to “retag” them if they
decide to reduce benefits af-

6 | AUGUST 2015 LONG TERM CARE NEWS

terward, requiring additional
work on the part of policy
administrators.

[\

. Base the premium increase
on benefits as they exist af-
ter benefit reduction. In this
case, insureds in a given class
get the same premium rates
regardless of how they get to
the rating cell.

w

. Use a combination of pre-re-
duction and post-reduction
benefits to calculate premi-
um rates. Here, the insurer
uses the “after-reduction”
method if the reduction hap-
pens within a certain amount
of time after the rate in-
crease, for example 60 days.
This avoids complications
that are due to the fact that

Figure 1

systems may not be able to
“remember” benefit chang-
es indefinitely and over the
course of multiple rate in-
creases over the years.

EXAMPLES OF BENEFIT
REDUCTION IMPACT ON
PREMIUM INCREASES

Understanding the contribu-
tions of various benefit reduc-
tions on premium increases can
be aided by numerical exam-
ples. The examples in this sec-
tion are based on a policy using
published new business rates
for a comprehensive policy in
the state of Florida.’

The tables in Figures 1 and 2
show variations in rate increase
according to typical mitiga-

tion strategies, including daily
benefit reduction, two levels of
benefit period reduction, and
a combination of daily benefit
and benefit period reduction.
Inflation protection changes
are not included as the pub-
lished new business rates do not
include rates for policies with
inflation protection.

The table in Figure 1 shows
the results for a policy issued at
age 65 and the table in Figure
2 shows the results for a policy
issued at age 75. These exam-
ples do not perfectly offset the
rate increase amount. The “Re-
sulting Rate Increase” column
shows the increase or decrease
to premium that remains after
the benefit reduction.

Effect of Mitigation Strategies on Premium Increases for a Policy Issued at Age 65

Issue Age 65

N Sc_enario/ Rate Premium Daily. Benefit Period Resulting
Mitigation Strategy Increase Benefit (years) Rate Increase
Original Policy 0.0% $1,736.36 $100.00 5 N/A
No Mitigation 30.0% $2,257.27 $100.00 5 30.0%
Daily Benefit Reduction 30.0% $1,738.10 $77.00 5 0.1%
Benefit Period Reduction 30.0% $1,815.42 $100.00 3 4.6%
Benefit Period Reduction 30.0% $1,498.72 $100.00 2 -13.7%
Combination 30.0% $1,742.81 $96.00 3 0.4%
Figure 2

Effect of Mitigation Strategies on Premium Increases for a Policy Issued at Age 75

Issue Age 75

N chnario/ Rate Premium Daily. Benefit Period Resulting
Mitigation Strategy Increase Benefit (years) Rate Increase
Original Policy 0.0% $4,820.81 $100.00 5 N/A
No Mitigation 30.0% $6,267.05 $100.00 5 30.0%
Daily Benefit Reduction 30.0% $4,825.63 $77.00 5 0.1%
Benefit Period Reduction 30.0% $4,988.85 $100.00 3 3.5%
Benefit Period Reduction 30.0% $3,995.43 $100.00 2 -17.1%
Combination 30.0% $4,839.19 $97.00 3 0.4%




Figures 1 and 2 demonstrate
some interesting characteristics
of benefit reduction offsets to
premium increases:

* A daily benefit reduction suf-
ficient to offset the premi-
um increase does not equal
the size of the rate increase.
Rather, the new daily bene-
fit to offset the rate increase
is equal to the daily benefit
before the rate increase, di-
vided by the rate increase as
a percentage plus 1. So, for
this example, the daily bene-
fit to offset the rate increase
would be $76.92 (which is
equivalent to $100.00/1.30).

* Benefit period reductions
will not generally be able
to perfectly offset the rate
increase, as shown with the
benefit reductions above.
A benefit period reduction
can be combined with a dai-
ly benefit reduction to more
closely offset the increase.

e Comparing the two tables
shows that the impact of a
benefit period reduction will
vary by issue age and other
characteristics. This is com-
mon for other benefit reduc-
tions as well, such as infla-
tion protection reductions.

LOOKING FORWARD

Unfortunately, rate increases
are likely to continue, espe-
cially on older, closed blocks of
business that were developed
before significant experience
with LTC products was avail-
able. Insurers have a responsi-
bility to policyholders to clearly
communicate their options at

the time of a rate increase, and
regulators are increasing their
scrutiny of these communica-
tions. At the same time, regula-
tors are showing increased will-
ingness to work with insurers to
provide options that allow poli-
cyholders to keep some benefits
and avoid the full impact of a
premium increase. In this im-
perfect environment, the right
benefit reduction approach can
enable policyholders to main-
tain some protection for the
premiums they have already
paid, and enable insurers to re-
duce liabilities and release some
amount of reserves. ll
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EDITOR’S CORNER

Ssummer Reading

By Juliet Spector

e have a lot of con-

tent to get you

through the last days
of summer. In fact, we had so
much content this newsletter
that some additional content
can be found on our website
(please do visit it). Our writers
were very gracious to edit down
their articles for the print ver-
sion and I thank them again for
their cooperation.

The long term care (LT'C) com-
munity has been doing a lot of
work recently and the newslet-
ter reflects a lot of those efforts.
It was a pleasure attending the
ILTCI Conference this year in
Colorado Springs at the gor-
geous Broadmoor. David Kerr
has graciously compiled a sum-
mary of those events with the
assistance of the ILTCI track
chairs. Unfortunately, there is
no way to attend all of the ses-
sions. This article will help you
get up to speed on what you
may have missed. Deeper dives
can be found on the conference
website.

Prior to ILTCI, the SOA Long
Term Care Insurance Section
Council surveyed all of its sec-
tion members on a variety of
topics. Joe Furlong has summa-
rized the results of the survey
for you.

8 | AUGUST 2015 LONG TERM CARE NEWS o

We are continuing with an in-
ternational theme again this
newsletter moving from Japan
now to France. Etienne Dup-
ourqué gives us an update on
the many presentations and
collaborations that have been
ongoing with the Joint French
Institut Des Actuaires and So-
ciety of Actuaries Project on
LTCI. His article in the news-
letter is a very brief summary
of some of the initial lessons
learned from these collabora-

tions. This article will serve as a
preview of future articles and a
session at the 2015 SOA Annual
Meeting & Exhibit.

As the LT'C community con-
tinues to think of innovative
product designs, we have two
articles focused on the consum-
er perspective for this edition.
One article is featured in our
cognitive corner on why indi-
viduals may not buy annuities
especially if they have cognitive
limitations. In the other article,
William Borton gives his on-
the-ground perspective from
working with clients and help-
ing them find long-term care
solutions.

"To sharpen our actuarial skills,
David Weinsier, Dean Kerr and
Helen Duzhou have discussed
the benefits of bringing soft
data to our analyses.

And finally, as the industry still
struggles with rate increases,
Mike Bergeson discusses evalu-
ating different options for ben-
efit reductions.

I would like to thank all of the
writers that have contributed
to this edition of the newslet-
ter and shared their experience
with their peers. Our collective
knowledge is greater than our
individual experiences. As al-
ways, please continue to share
your ideas and research in arti-
cles for the IT'C Section news-
letter. @

Juliet Spector,
FSA, MAAA, is a
consulting actuary
at Milliman Incin
Chicago, Ill. She
can be reached

at juliet.spector@
milliman. com.




Soft Data:
Another Side
of the Story

By David Weinsier, Dean Kerr and Helen Duzhou

ACTUARIES AND DATA

hen actuaries think
of data, we tradition-
ally think of hard

data. Hard data is information
that is directly observed and
measured. For example, for
long-term care (LTC) insur-
ance, actual reported losses are
observed and used to calculate
incidence rates.

Hard data is useful and reliable;
however, an overreliance on
hard data can narrow the risk
viewpoint and lead to poten-
tially costly errors.

Actuaries are less familiar with
the use of soft data and its ap-
plications. Because soft data is
not acquired through robust

Table 1

processes, many actuaries may
dismiss soft data as insuffi-
ciently viable. However, since
the 2008 financial crisis, there
has been a change in attitudes
towards soft data. Utilizing or
thinking about soft data allows
risk managers and actuaries to
broaden their risk perspective,
which can help organizations
identify and proactively miti-
gate emerging risks. Using soft
data is particularly critical for
LTC insurance as there may

be limited credible experience
based on hard data.!

This article will focus on sev-
eral applications of how soft
data can be applied to prob-
lems where either the amount

of credible (hard) data is inad-

Comparison of hard and soft data?

HARD DATA

+ Quantitative; easy to store and
transmit in impersonal ways, such
as electronically

« Almost always recorded in the form
of numbers

+ Independent of the collection
process, meaning it is possible
to separate the collection and
evaluation (or use) of the data

+ Can be collected in an impersonal
fashion (has the added benefit of
removing bias)

SOFT DATA

« Difficult to store and transmit for
future use without understanding
what that use will be

«  Often communicated in non-
measureable ways

« Not possible to separate the context
under which the data is collected
and the collector of the data—the
collector is part of the data

«+ Although one can potentially create
a numerical score for soft data, it
must be interpreted in the exact
same way by different individuals in
order to be considered hard data

equate to draw conclusions or
the process of data collection
has not been appropriately ro-
bust.

CASE STUDY:
DEMOGRAPHIC SHIFT
IN AGE GROUPS OVER
THE NEXT DECADE

One of the questions to be
asked concerning LTC insur-
ance is: what is the true demand
for TC insurance? More im-
portantly, what will be the de-

mand for LTC insurance in
the future?

An actuary following a purely
hard data approach might plot
historic premiums over time
and extrapolate those values
into the future. However, histo-
ry has proven the past to be an
unreliable predictor of the fu-
ture, as the sales of LT'C insur-
ance ballooned in the 1980s and
then dwindled in the 2000s.!

CONTINUED ON PAGE 10

HARD DATA is empirical information that has been observed,
collected and measured using a systematic process.*

SOFT DATA is based on empirical observations. Unlike
hard data, soft data is often not collected through robust
processes, and may represent a proxy variable.!

A PROXY VARIABLE is a variable that is not directly relevant
to, but has a close correlation with the true variable

being measured.

See Soft Data Example: A Ship Captain’s Journey to see how

soft data may be applied.

SOFT DATA EXAMPLE: A SHIP CAPTAIN’S JOURNEY

A ship captain sailing from North America to Africa relies on
an advanced navigational system to show exactly where the
ship is on a world map. One day, the captain discovers that
the system no longer works.

When the captain is relying on data gathered from the
navigational system, the captain is using hard data that

has been systematically collected and measured. However,
when hard data is unavailable, the captain must resort to
soft data, with a goal of blending together several sources of
information in order to navigate the ship.

For example, the captain may navigate by constellations
and the sun, weather patterns and cloud formations, and
the presence of certain bird species to determine the correct
course. The captain may also assign a sailor to watch for
any physical obstacles. Finally, the captain may ask other
sailors on the ship to recount their traveling experiences to
determine the safest route. B
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Soft Data: Another Side of the Story

Another actuary may look at
this problem as being one of
supply and demand. The true
demand for care—and related
insurance products—has al-
ways been driven by humans
growing older and falling ill.
As baby boomers age, demand
theoretically increases. Howev-
er, the supply of insurance has
decreased as claims experience
has exceeded expectations and
insurers have exited the market.
Further, I'TC insurance pre-
miums have increased, making
policies less affordable for those
seeking insurance.

Clearly, the above is a simplis-
tic explanation of the market.
In reality, the true demand or
supply of L'TC insurance is de-
pendent on a myriad of factors.
A model reflecting all of these
factors is infeasible. Thus, soft
data or anecdotal evidence can
be used to help frame the an-
swer.

Consider the following: In the
United States, 66 percent of
long-term care received is in-
formal.? In Canada, Statistics
Canada reported that nearly
70 percent of long-term care is
provided by close family mem-
bers, while 60 percent of infor-
mal long-term care is provided
for an aging parent.*’ The like-
lihood of requiring long-term
care in Canada is one in ten
by age 55, and one in two by
age 75.° This is certainly useful
hard data.

One clear take-away from the
above facts is that a common
situation occurs where children
become the primary caregiver
to their parents. Applying a soft
data mindset, perhaps this ex-
perience will educate individu-
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INFORMAL CARE is unpaid care provided by family, friends

and volunteers.

FORMAL CARE is paid care provided by professionals.

als on the cost and level of care
needed, and result in a realiza-
tion of the value of purchasing
LTC insurance (and of the fact
that the cost increases by delay-
ing purchase).

Using the above soft data
(which, at the core, was drawn
from hard data), an insurer may
arrive at the conclusion that the
aging of the baby boomers will
cause an increase in demand for
LTC at not only the older but
also the younger ages. The in-
surer may then decide to target
this source of demand for LTC,
in the form of familial caregiv-
ers, and direct marketing ac-
tivities at this segment of the
population.

USING SOFT DATA
TO ANSWER OTHER
QUESTIONS

Soft data can be used to provide
insight into several other LT'C
insurance challenges and weave
together seemingly disparate
sources.

COST OF LTC
INSURANCE BENEFITS

Historically, benefits paid by
many insurers have been higher
than initially expected. How-
ever, looking forward, it is not
immediately apparent wheth-
er improvements in medicine
will a) prevent policyholders
from going on claim or enable
them to come off claim faster,
or b) only be adequate enough

to permit those going on claim
to live much longer (but not re-
cover). Thus, in the context of
LTC itis not clear to an insurer
how to interpret and react to
this trend of medical improve-
ments.

Consider the dilemma in the
context of Alzheimer’s disease,
which is a major LT'C insurance
claims driver. Based on analysis
of hard data, Alzheimer’s is ex-
pected to become more prev-
alent in the future.” Accurate
data related to diagnoses of Alz-
heimer’s and other L'T'C claims
drivers benefits an insurer in
multiple ways; however, there
is currently no single method
to definitively diagnose Alz-
heimer’ aside from an autopsy
on brain plaque after death.®
Thus, it would seem to be in an
insurer’s best interest to keep
abreast of progress made in di-
agnosing this disease. One soft
data approach to this problem
is to monitor medical ventures
and take note of any improve-
ments in diagnosis standards.
For example, one company has
recently built a team of experts
geared towards diagnosing Alz-
heimer’.” Proactively monitor-
ing these advancements using a
soft data approach may one day
yield additional hard data that
can be used to estimate future
claims from Alzheimer’s cases.

LEARNINGS FROM
OTHER PRODUCTS

A classic example of hard data
application is the extrapolation
of Canadian Term to 100 insur-
ance lapse experience to predict
policyholder behavior on other
lapse-supported products, such
as Secondary Guarantee Uni-
versal Life (SGUL) insurance.
Clearly the original collectors



Soft data can prove highly useful
when defining the boundaries for

potential answers to a problem or
developing hypotheses.

of the Term to 100 lapse ex-
perience data were completely
independent from the SGUL
actuaries who later evaluated
and relied on the data to help
predict experience on portfoli-
os of SGUL business.

Like hard data, soft data can
also be used to generalize learn-
ings from one type of product
to another. A characteristic of
many LTC insurance products
is that they are highly custom-
izable and non-standardized,
featuring a range of benefit and
rider options. Using a soft data
approach, actuaries can look
to other highly customizable
products, such as certain Uni-
versal Life insurance or Vari-
able Annuity designs, for in-
sight into how in-force blocks
of LT'C insurance could be
modelled and managed.

ENCOURAGING
ACTUARIES TO
BE “SOFTIES”

Insurers should encourage ac-
tuaries and other staff members
to start thinking in terms of soft
data in the following ways:

1. Create actuarial working
groups and brainstorming
sessions, paring down the
resulting findings and key
learnings, and disseminating
the information across the
firm.

2. Place different teams work-
ing in different functions
close together to promote

“cross-pollination” of ideas.
For example, placing un-
derwriters, marketers, and
pricing actuaries together
may result in creative new
ideas that balance consumer
demand and internal pricing
and underwriting protocols.

CONCLUSION AND
WORDS OF CAUTION

As with hard data, soft data
should not be overly relied
upon. Experts advise using
soft data to complement hard
data, and vice versa.!® Further,
Actuarial Standard of Practice
(ASOP) 23 should be consult-
ed: although soft data may not
be acquired through robust
methods, it should still be re-
viewed by a qualified actuary
and vetted for quality and con-
sistency.'!

At a minimum, soft data can
prove highly useful when de-
fining the boundaries for po-
tential answers to a problem or
developing hypotheses. Where
the deficiencies in hard data are
too broad or complex, soft data
can be used to make informed
decisions.

The views expressed are the au-
thors’ own and may not represent
the views of Oliver Wyman. B
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Overview of the
2015 ILTCI Conference

he 15th Annual Inter-
Tcompany Long-Term

Care Insurance (ILTCI)
Conference was held March
22-25, 2015 at The Broad-
moor in Colorado Springs.
The theme of the conference
was “All Roads Lead For-
ward.” This year’s conference
was co-sponsored by the Long
Term Care Insurance (LT'CI)
Section of the Society of Actu-
aries along with the support of
an additional record-setting 44
corporate sponsors. The main
objective of the conference is to
provide an information sharing
and collaborative environment
for professionals,
regulatory authorities, insur-
ance educational institutes, ac-
tuaries and other special groups
with an interest in long-term
care (LTC) insurance.

insurance

The conference was the largest
in its 15-year history in many
respects, including more than
1,000 LT'C professionals in at-
tendance, 170 speakers and 72
exhibitors, including represen-
tatives from insurance carriers,
third party administrators, ac-
tuarial consulting firms, rein-
surers, claim and operational
support vendors and providers,
technology firms, insurance
and health associations, among
others. Many networking op-
portunities were available, in-
cluding the exhibit hall, Sun-
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day evening reception and the
exhibitor/sponsor  hospitality
events. In addition, educational
opportunities included both pre
and post conference sessions as
well as 52 discipline-oriented
sessions organized into eight
tracks, including actuarial; al-
ternative solutions; claims &
underwriting; combination
products; legal, compliance &
regulatory; finance, manage-
ment & operations; marketing;
and sales, distribution & tech-
nology. New this year, the con-
ference also offered a social me-
dia lounge and demonstration
rooms for exhibitors to show-
case their products and services.

Pre-conference sessions in-
cluded a CLTC Master Class
and a new LTC Connection
Sales Training session. Anoth-
er exciting new offering by the
conference this year was the
Future Leaders Program, de-
signed to provide early-to-mid
level management and other
non-management professionals
with leadership potential the
opportunity to participate in a
half-day pre-conference semi-
nar on Sunday afternoon. The
program was designed to both
boost interest in ILTCI among
younger professionals and to
encourage the next generation
of industry leaders to develop
the interdisciplinary knowledge
and network necessary to excel
at later stages of their careers.

Another successful community
service project was held again
this year with strong support
provided by the ILT'CI Associa-
tion and the conference attend-
ees. More than $5,000 in cash,
gift cards, and 200 sundry items
were collected for the USO and

the Army Community Service
(ACS) organization at Fort
Carson in Colorado Springs.
The USO donations will go to-
wards helping America’s troops
and their families and ACS
is supporting the Soldier and
Family Assistance Center. Both
organizations expressed their
thanks and appreciation for all
the help and support.

After a meet and greet ses-
sion with conference attend-
ees during the Sunday evening
opening reception, Keynote
Speaker Captain Kelly opened
Monday morning with his
presentation “Endeavour to
Succeed.” With his friendly de-
meanor and knack for storytell-
ing, Captain Kelly entertained
a packed house with his life’s
experiences, including grow-
ing up in New Jersey, going to
college and flight school to be-
come a Navy pilot, his combat
missions in the Gulf War and
achieving his lifelong dream of
space exploration as command-

er of the Space Shuttle. Most




touching was Captain Kelly’s
willingness to share his feelings
about the attempt on his wife’s
life, former U.S. Congress-
woman Gabrielle Giffords, and
how together they have fought
to overcome this tragedy. Mov-
ing everyone from their seats,
Captain Kelly concluded his
presentation with his under-
pinning message that success
in achieving one’s goals can be
achieved with hard work and a
“never give up” attitude.

ACTUARIAL TRACK
SUMMARY

The 2015 Actuarial track fea-
tured a total of eight sessions
including a pre-conference
session on the latest Intercom-
pany experience study and a
post-conference professional-
ism session. A financial report-
ing session provided an update
on FASB’s potential improve-
ments to US GAAP and on the
Profits Followed by Losses practice
note. The “Technical Aspects
of Rate Increase Work” session
highlighted a rate reviewer’s
perspective, overviews of the
drivers of adverse experience,
the challenge of equity across
various states, application of
credibility, and aspects of state
specific filings. “Public/Private
Solutions and Collaboration in
LTC” focused on the funding
methods available, various re-
form designs, driving consumer
behavior, plan structures, con-
sumer needs/resources, demo-
graphic differences, and fund-
ing sources. Another session
delved into how data analytics
and predictive modeling can
be used for LTC insurance. A
session on Stochastic Model-
ing updated the crowd about
the activities of the American
Academy of Actuaries Principle

Based Reserves Committee and
the implications of volatility in
LTC insurance on PBR. A ses-
sion entitled “Selling Blocks of
Business” featured three en-
gaging speakers that discussed
recent sales activity of LTC
blocks from the buyers and
sellers perspectives. That ses-
sion wrapped with an engaging
securities analyst who gave us
Wall Street’s view of LTC in-
surance. The post-conference
professionalism session includ-
ed thought-provoking case
studies and insightful commen-
tary from the American Acade-
my of Actuaries’ counsel Sheila
Kalkunte.

ALTERNATIVE SOLUTIONS
TRACK SUMMARY

The Alternative Solutions track
produced seven sessions fo-
cused on a variety of innova-
tive ways to better address the
problems, risks, and costs of
financing longterm care.

In the track’s first session,
speakers from The SCAN
Foundation, AARP and the
Urban Institute discussed a ma-
jor data and economic model-
ing initiative that will provide
new and better data to inform
policy directions for financing
LTC. The panel reviewed the
project’s goals, timing and key
deliverables, as well as rationale
for why better data is required
to better inform the LT'C pub-
lic policy debate.

That session was followed by
“Calculating the Value of Pri-
vate LI'C Insurance.” The
speakers examined the value
of current product offerings to
consumers, public payers and
family caregivers. The impact
of LT'C insurance on Medicaid

spend-down rates among nurs-
ing home claimants suggests a
50 to 60 percent lower rate of
Medicaid spend down among
today’s privately insured cohort.

Speakers from RTI Interna-
tional and AARP presented the
results from a national consum-
er survey in the session titled
“Consumer View of Alternative
LTC Solutions.” Among their
key findings were: 1) consumers
lack education about LT'C and
continue to significantly under-
estimate their own likelihood
of needing care, 2) consumers
prefer voluntary, private sector
solutions over government-run
programs or mandates, but
would accept a mandatory pub-
lic plan if it could “do better”
with respect to both coverage
and price than private offerings,
and 3) consumers are sensitive
to price but continue to express
interest in comprehensive cov-
erage, a dilemma with L'TC in-
surance.

The Bipartisan Policy Center
(BPC), a Washington, D.C.
think tank, is in the middle of
a comprehensive study on LT'C
funding and services. Two BPC
staff working on that study
conducted an interactive ses-
sion whereby the audience was
asked to vote and provide feed-
back on several of the policy
initiatives now under consider-
ation by that group.

In the session “Economics of
Using Savings,” the panel ex-
plored the feasibility of using
savings vehicles to help pay for
LTC needs and discussed the
pros and cons of several po-
tential innovative approaches
in this area. The session was
framed by presentations on

the current status of saving for
retirement in general and the
impact that having a LT'C need
has on retirement savings

“State Innovations for LTC
Financing” provided a shift in
focus to state-based efforts to
innovate alternative solutions
to the LT'C challenge. A frame-
work was presented for states
to use in considering various
reform pathways. Options ran
the gamut from “status quo” to
offering a comprehensive pub-
lic option. The session also fo-
cused specifically on a variety of
initiatives underway in Minne-
sota and explored their poten-
tial to inform the larger debate.

sector veter-

Three public
ans conducted a session enti-
tled “LTC Financing: Are We
Looking at this the Wrong
Way” and discussed innova-
tions to integrate acute care and
LTC as a model for enhancing
LTSS service delivery for old-
er adults. The session used this
framework to propose rethink-
ing LTC coverage in the con-
text of “integrated plans” of-
fering a mix of acute care and

LTC.

CLAIMS & UNDERWRITING
TRACK SUMMARY

The “Lifestyle and Its Impact
on LT'C” session identified key
components to maintaining a
healthy lifestyle and whether
or not adherence to them pos-
itively impacts morbidity. The
session also presented wellness
and fall prevention programs as
well as improved results from
the Department of Health and
Human Services (DHHS) fall

prevention demonstration.

CONTINUED ON PAGE 14
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Overview of the 2015 ILTCI Conference

The  “Medical
Roundtable” made an animat-
ed presentation including the
presentation of complex cogni-
tive LT'C claim case studies and
audience polling. The polling
questions sparked well round-
ed discussions around potential
eligibility, supporting data ele-
ments, frequency of re-evalu-
ation as well as the utilization

Directors

and value of available evalua-
tion tools.

The session “SIU Roundtable:
Various Approaches to Long
Term Care Investigations” fo-
cused on the many different
ways to approach a potential
fraud investigation. The panel
discussed how the utilization of
investigative methods and tech-
niques depends on the specific
circumstances of the claim and
the philosophy of the insurance
carrier or organization. Addi-
tional topics included the ad-
vantages and disadvantages of
utilizing different approaches,
potential implications for adju-
dicating longterm care claims,
interviewing, surveillance, in-
tegration of Special Investiga-
tions Units and legal issues.

The “Social Media & Forensic
Accounting in LT'C Investiga-
tions” session was a two-part
session. The first part focused
on the use of social media
searches in longterm care in-
vestigations. It provided an
introductory overview from
a Special Investigation Unit/
Claims perspective, potential
legal implications surrounding
social media searches and an
examination of specific court
cases and how the courts have
viewed the use of social media
findings. The second part of
the session focused on a foren-
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sic accountant’s role in eval-
uating claim documentation
submitted as covered expenses
for longterm care and provid-
ed insight as to how a forensic
accounting investigation could
assist in the review of longterm
care claim.

“Facility Eligibility: Not So
Fast” examined the assessment
and recertification method-
ologies that are utilized to
quantify actual care needs for
facility-based care. An analysis
of current industry method-
ologies, potential alternative
methodologies, and a review
of recent pilot study results
was completed. In addition, the
session provided perspectives
from claims examination to ad-
judication, as well as insight on
effective ways to partner and
collaborate with facilities in an
effort to quantify policyholder
care needs.

“Impacting Claims through
Analytics” explored the use of
analytics from various perspec-
tives, including how analytics
have helped industries outside
of longterm care. This session
included a review of the prac-
tical uses of analytics in the
longterm care industry and the
types of data needed to make
analytics worthwhile. The chal-
lenges surrounding the collec-
tion of data in the longterm
care industry were discussed, as
well as how data gathered can
be applied to make an impact
on individual companies within
the longterm care industry and
the industry itself.

“The Great Debate” session ad-
dressed which benefit eligibility
tools are most used throughout
the industry for initial and on-

going eligibility, along with the
advantages and disadvantages
of each. Results of a pre-confer-
ence survey were discussed and
a number of case studies were
also reviewed.

COMBINATION
PRODUCTS TRACK
SUMMARY

This was the first year that
combination products had its
own track at the ILTCI confer-
ence. The track contained sev-
en sessions.

A session entitled “Combo
Product Intro: Basic Product
Designs and Market Sizing”
provided an update on the
combination products mar-
ket size and basic designs. The
panel discussed a broad spec-
trum of products, including
life combination products and
information from a recent SOA
research report on living bene-
fit riders with medically related
triggers on life or annuity prod-
ucts.

The “Annuity Combos” session
explored current annuity com-
bo designs and challenges and
successes with those products
in the market today. The pan-
el addressed tax issues, under-
writing, pricing synergies, and
1035 exchange opportunities.
The session also compared
life combos to annuity com-
bos, while addressing the un-
derlying question of what it is
needed to make these products
achieve their potential with
producers and consumers in
the future.

The “Filing Combination
Products” session
various regulatory require-

ments for filing both an accel-

examined

erated death benefit rider and
an accelerated death benefit
rider for longterm care on a
life insurance policy. The pre-
sentation focused on the key
regulatory requirements of the
Interstate Insurance Product
Regulation Commission (II-
PRC), the National Association
of Insurance Commissioners
(NAIC) LongTerm Care Mod-
el Act and Regulation, and the
State of Florida.

The “Product Administration
and Risk Management Pro-
cess” session discussed how to
interact with internal and ex-
ternal customers for success
for combination products and
what steps are important in the
overall processing of the busi-
ness. In addition, a reinsurance
overview of the recent success
of the combination products,
the market outlook and an
overview of the total risk man-
agement process was presented.

During a session titled “Un-
derwriting Combo Products,”
three panelists discussed the
different philosophies involved
and tools used when under-
writing longterm care riders
to be attached to life insurance
or annuities. Simplified and
more thorough underwriting
approaches were discussed,
including examples of how
sample applicants might be re-
viewed under both.

The “Combo Product Pricing:
Considerations  for Various
Plan Designs” session explored
the pricing considerations for
the most common types of
combination products includ-
ing: linked products that add
LTC riders to base life and an-
nuity policies, and chronic ill-



ness riders. The panel discussed
key risk elements to be consid-
ered in setting the assumptions,
reviewed common pricing ap-
proaches and modelling con-
siderations and highlighted the
rate filing regulatory require-
ments.

The expanding Combo Market
is dramatically enhancing prod-
uct availability and diversity. In a
session entitled “Combo Prod-
Distribution: ~ Suitability,
Planning, CE Requirements,”
the panel helped to define and
identify the moving parts of the
inherent fiduciary responsibil-
ities of these new and compli-
cated sales. They examined risk
considerations in the planning
identified the most

considerations  in

uct

process,
important
evaluating the various product
and rider options and outlined
needed improvements in the re-
quired L'T'CI sales certification
process to meet the evolution of
product alternatives.

FINANCE, MANAGEMENT
& OPERATIONS TRACK
SUMMARY

The Finance, Management and
Operations track hosted six in-
formative sessions covering a
wide variety of currently hot
topics.

The track held two sessions fo-
cusing on risk management. In
the “Reinstatement Risk Man-
agement” session, three case
studies of challenging rein-
statement situations were pre-
sented and session participants
had the opportunity to think
about the issues from three
different vantage points—the
customer, the insurance com-
pany and the legal representa-
tive of the customer. In “R&R:

Risk and Reinsurance,” session

attendees learned how reinsur-
ance can be valuable to carriers
to manage capital needs and
improve operational effective-
ness.

This year, the track introduced
a new session called the I'T'C
CFO Round Table. Three fi-
nancial leaders of I'TC busi-
nesses, including leaders of
both closed and open block
LTC businesses and a leader
of a third party administrator
discussed a wide range of issues
they face in managing their
business.

“Reporting and Data Analysis
for the Non-Actuary” presented
options to blend standardized
actuarial files for experience
studies and model building pur-
poses with a client controlled
data warehouse to provide rapid
decision making. The business
impact and benefits of the ap-
proach were presented and sev-

eral complex company-related
problems were addressed.

In “Successful Partnering with
Actuarial,” operations profes-
sionals discussed several real
life case studies where they
worked well with Actuarial
to achieve successful business
outcomes and also situations
where the partnership with Ac-
tuarial was not as effective as it
could have been. The panelists
discussed lessons learned from
both perspectives.

Three distinct perspectives
were presented in “Amazon,
Zappos & Google: How do
Customers Define Your Com-
pany?” The discussion focused
on the client experience that is
integral to preserving the exist-
ing client base that also impacts
a company’s ability to market
to new clients. The panel pre-
sented the perspectives from
a home office, producer and
third-party administrator on
the value of investing in the cli-
ent experience space.

LEGAL, COMPLIANCE

& REGULATORY TRACK
SUMMARY

The “Litigation Update/Pre-
vention” session hosted an in-
teractive presentation on the
current ITCI litigation envi-
ronment. Keeping a careful eye
on litigation trends has never
been more important as more
claim-related lawsuits present
much greater exposure than
ever before. The presenters
provided a detailed analysis
of current case law, focusing
on four areas that have expe-
rienced increased litigation in
recent years, highlighting the
importance of having strong
claims and policy owner ser-
vices teams: class actions over
claims issues, class actions con-
cerning rate increase issues,
law suits involving conflict and
choice of law issues, and pro-
vider eligibility and credential-
ing issues.

The “Policyholder Commu-
nications” session focused on
the risks and pitfalls associat-
ed with communicating with
LTC policyholders, and best
practices companies can uti-
lize to avoid those risks and
pitfalls. Presenting from the
viewpoints of a LTC insurer, a
third party administrator and
outside counsel, the panelists
discussed the specific issues and
missteps that each has seen in
communicating with IT'C pol-
icyholders, many of whom are
cognitively impaired. The dis-
cussion touched on all aspects
of communication, including
written, telephonic, electron-
ic and social media, as well as
best practices in reviewing and
approving outgoing communi-
cations and training employees.

CONTINUED ON PAGE 16
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In the session “A 360° Perspec-
tive — Grappling with the Chal-
lenges of LT'C Rate Increases,”
there was a robust discussion of
the realities and developments
relating to rate increases, in-
cluding an overview of the rate
increase filing process, the wide
range of state insurance depart-
ment responses to rate increase
filings, the challenges of nego-
tiating ultimate acceptance of
rate increases, emerging case
law in this arena, the evolving
rate stabilization regulatory
environment, mitigating the
impact of rate increases on pol-
icyholders, and disclosure.

“Through the Privacy Looking
Glass” was a fascinating panel
discussion on current priva-
cy and data security issues and
how they impact long term care
insurers. The presentation cov-
ered compliance issues, privacy
risk mitigation, breach statistics,
a recap of recent breach litiga-
tion, and a discussion of privacy
in the realm of genetic testing.
The panel also focused on the

use of genetic information by
insurers in the underwriting
process and legal regulations
governing such use, including
the privacy implications of col-
lecting and using an individual’s
genetic information.

The “Regulation & Innova-
tion” session was a panel dis-
cussion with three executive
regulators, including a com-
missioner, deputy director and
superintendent. They engaged
in an energetic and candid con-
versation about the current and
future state of the longterm
care insurance business. All
three spoke very openly about
their views that the need for
long termcare insurance is very
real; they were just as open
about their concerns in regulat-
ing the market.

MARKETING TRACK
SUMMARY

The 2015 marketing track fea-
tured six topics that tackled a
number of major issues related
to improvements that will fos-

ter sales growth, as well as sig-
nificant opportunities ahead of

the LTCI industry.

The interactive session, “Au-
tomation in Distribution: Our
Way Forward,” polled the audi-
ence members on technological
issues within the LT'CI indus-
try to determine where efforts
and budgets should be focused,
and what is the highest priori-
ty. A highlight of this session
was a resounding call to action
with regard to development
and adoption of a standardized
e-application being an ave-
nue through which substantial
growth can be achieved.

Turning to a significant oppor-
tunity, “The Group LT CI Mar-
ketplace: Dead End or New
Path?” reviewed the dynam-
ics of the market, the nuances
that existed between carriers
and product solutions, and case
studies.

“Social Media: Smart or Smoke
and Mirrors?” served as a con-

tinuation of the Sales, Distri-
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bution and Technology track’s
session on prospecting through
LinkedIn, turning attention
to other social media avenues
worth pursuing and how to

enhance marketing efforts
through them.
“Protecting  Our  Future”

brought in a panel with exper-
tise in in-force management
and product development. The
panel provided the audience
with their take on how the in-
dustry will move forward in
terms of product evolution, as
well as what changes to expect
and how to tailor marketing to
best position new policy de-
signs.

“Combatting  Commoditiza-
tion: Restoring the Value Prop-
osition” discussed the coun-
terproductive phenomenon of
price-based selling rather than
value-based selling, and how
LTCI has been commoditized
due to this overemphasis on
price. The discussion surveyed
ways in which the value prop-
osition can be restored to rein-
vigorate sales.

The marketing track concluded
with a session discussing what
is perhaps the biggest untapped
opportunity for the II'CI in-
dustry. “Repositioning LTCI
Towards the Middle Market
Consumer: A New Paradigm”
discussed divergences between
the middle market consum-
er and the prototypical LT'CI
consumer, and how the indus-
try must codify a new paradigm
in terms of marketing and dis-
tribution to reposition itself
for success within this market

segment.



SALES, DISTRIBUTION
& TECHNOLOGY
TRACK SUMMARY

The Sales, Distribution and
Technology track was signifi-
cantly modified and expand-
ed this year, and as expected,
proved from the beginning
both exhilarating and challeng-
ing. The track’s sessions includ-
ed not only brand-new topics,
but first-time panelists.

Our focus on tomorrow is typ-
ified by the session “Business
Succession: What if Your Pol-
icyholders Outlive Your Agen-
cy?” Given that applicants are
buying younger than ever—
and many agency principals
are nearing retirement—this
question was urgent. Bringing
together three well-regarded
business succession experts in
the form of a Q&A panel, the
session delved into the various
transfer options available to
buyer and seller, due diligence,
valuation, and timeline, among
others.

In a matter of years the United
States will be a majority “mul-
ticultural” country. That was
the premise of the session, “Di-
versity Marketing in I'TC: The
Invisible Markets We Ignore.”
The presentation proved wildly
fascinating—and eye-opening.
Afterward, agents reported that
they were planning on jumping
on this new material as soon as
they returned home, while oth-
ers immediately asked for the
multimedia materials.

“Social Selling: How to Pros-
pect and Generate Leads with
LinkedIn” was the track’s foot-
hold into its “technology” fo-
cus. Accordingly, the session
included a pre-eminent speaker
on the subject. What followed
was an extremely informative
and tip-laden roadmap through
LinkedIn page set-up and opti-
mization. Agents who followed
this practical advice will be
more easily found than their
competitors.

If you've ever tried to wield a
large database of policyhold-
ers, agents, leads or what-have-
you, then you understand the
importance of a high-quality
Customer Relationship Man-
agement software (CRM)—ex-
amples abound, although Sales-
force and Ebix SmartOffice are
probably the best known in our
industry. In this session, we as-
sembled a BGA, a carrier, and
one of the vendors themselves
to serve up advice in choosing
a CRM and help in implement-
ing adoption in your office.

Unless you've been living un-
der a rock, you know there’s
been a sea change in the way
LTCI has been sold. No lon-
ger do agents drive hours to
see clients and make a “kitchen
table” sale. Instead, agents are
licensed in a dozen states or
more, and make most or all of
their solicitations by phone or
screen share. While we want-
ed to address this zeitgeist, we
wanted to explore a new area
few had any exposure to: an ac-

tual internet-fed “phone bank.”
In “Secrets of the Best Remote
Sellers,” managers of three dif-
ferent but highly effective re-
mote sales organizations were
featured in a Q&A panel ses-
sion: one from L'T'CI, one from
Medicare supplement, and one
from disability income.

Finally, in what was a most un-
usual and unscripted session,
we instituted a tried-and-test-
ed corporate brain game called
Sailboat designed to shake up
one’s dogmas and energize
one’s creativity. Called, “In-
novation Games—Let’s Solve
Some Industry Issues,” partic-
ipants were divided into small
workgroups, each led by its own
moderator. From there, they
were tasked with brainstorming
“anchors” which are holding
back growth; then “sails” which
might propel production. Each
group presented their findings
to the others.

Tuesday afternoon concluded
with the general session “Views
from Inside and Outside the
Industry: Outlook of Market
Trends and Premium Rate Sta-
bility.” The idea for this ses-
sion originated from a research
project, jointly sponsored by
the Society of Actuaries LTCI
Section, the ILT'CI Association,
and the American Association
of LongTerm Care Insurance.
The purpose of the project is
to study the general level of
rate stability of current stand-
alone LT'CI product offerings
relative to past product offer-
ings. The study includes three
product generations, all with
different pricing assumptions,
across three time periods, span-
ning calendar years 2000, 2007

CONTINUED ON PAGE 18
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and 2014. Although the work
on this project is still in motion,
much work has been done and
a portion of the session was
dedicated to sharing the initial
findings of this study.

Three distinguished speak-
ers, each from different back-
grounds, shared their unique
perspective and independent
views. Patricia Born, Ph.D., an
economist from Florida State
University, discussed the various
moving parts within the econ-
omy that have influenced the
LTCI industry. She provided an
overview of the economic mar-
ket for each of the three time
periods in the research project,
comparing  actual
with expectations. Dr. Born
also shared her views of today’s
economy and how this could in-
fluence the LT'CI industry mov-
ing forward. The session’s sec-
ond speaker was Jeffrey Lane, a

outcomes
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ratings analyst from A.M. Best.
Jeff discussed the market trends
that have influenced A.M. Best’s
view of LT'CI over the past 15
years, using as context the three
time periods from the research
study. Jeff also shared A.M.
Best’s current viewpoint about
new companies entering the
LTCI industry. Last to present
was Roger Loomis, an actu-
ary with Actuarial Resources
Corporation. In non-technical
terms, Roger presented the pre-
liminary results of the research
study. He illustrated and ex-
plained variance in results be-
tween the three time periods
and discussed the outcomes
at this stage of the project.
Roger’s compelling message
was that today’s products are
better positioned to address
concerns about risk and are
poised to provide a more stable
foundation for the future of the
industry.

Tuesday evening featured the
exhibit hall closing reception
and the entertaining Comedy
Night. Concluding the confer-
ence on Wednesday morning
was the SOA Professionalism
Course, the Advanced Sales &
Marketing Program for CLTC
Designated Professionals and a
research and educational ses-
sion presented by the Alzhei-
mer’s Association.

If you are interested in learn-
ing more about the conference
or to view session Power Point
presentations, visit http://www.
iltciconf-org.

The 16th Annual Intercompa-
ny Long-Term Care Insurance
Conference will be held March
13-16,2016 at the Grand Hyatt
in San Antonio, Texas. l

Note: This is the abridged version
of the article. The unabridged ver-
sion will be published on the SOA
website.  The introduction and
closing sections for this article are
provided by Conference Chair Da-
vid Kerr, principal and consulting
actuary with Oliver Wyman, and
Co-Chair Denise Liston, vice pres-
ident with LifePlans, Inc. Track
chairs provided session summaries
on their respective tracks: Peggy
Hauser and Peter Sutton for ac-
tuarial; John O’Leary and Eileen
Tell for alternative solutions; Fac-
quie Careno, Jen Vey and Chuck
Angiolillo for claims & under-
writing; Vince Bodnar and Linda
Chow for combination products;
Rod  Perkins, Nolan Tully and
Marie Roche for legal, compliance
& regulatory; Loretta Jacobs and
Sharon Reed for finance, man-
agement & operations, Sandra
Latham, Alex Ritter and Richard
Hicks for marketing; and Steve
Formann and Bob Stellato for
sales, distribution & technology.



Long-Term Care
Planning & Insurance for
High-Net-Worth Clients

By William R. Borton

“I bope I die before I get old.” —
My Generation — The Who, 1965

ost of the boomers
were just coming
of age when Pete

Townsend wrote My Genera-
tion. Now, 50 years later, most
of us are still alive and will
probably live for another 20,
30 or perhaps 40 years. We are
living longer, but not necessar-
ily better. While advances in
medical technology and phar-
maceuticals are keeping us alive
longer, lifestyle-related chronic
health conditions are taking
their toll. Many are too busy
living in the sandwich genera-
tion' to focus on planning for
the future.

For most boomers, the burn-
ing question is “Will I have
enough?” For many living be-
yond their means, saving too
little or mortgaging their re-
tirement to pay for college ex-
penses, the answer is probably
“no.” Even for those who have
amassed well over a million
dollars, concerns about long-
term care costs create real un-
certainty.

I witnessed both my parents
experience the downward spiral
brought on by dementia. The
burden of sustaining their lives
was huge—emotional, physi-
cal, psychological and financial.
Then in 2011, a close friend

asked me to assist him in ob-
taining reliable long-term care
insurance, a type of insurance
with which I was only some-
what familiar. I agreed to ex-
plore the available options for
the 74 year-old retired execu-
tive in earnest.

My research revealed stark re-
alities about how many Amer-
icans spend their final days.
I discovered there is a “huge
hole” in the health care plan
of nearly every American. A
lifetime of working and sav-
ing can easily disappear in a
matter of months. Living lon-
ger, for millions of Americans,
may be one of the greatest
crises facing our society today.

I am an independent life and
health producer specializing
in long-term care planning
and insurance for high-net-
worth clients. In my prac-
tice, I rely on the existing and
evolving array of insurance
products currently available
to design creative risk transfer
solutions for my clients. The
industry volatility over the
last several years has present-
ed me with both challenges
and opportunities. Sales of
new long-term care insurance
policies were plummeting, as
reluctant consumers now had
compelling reasons not to buy.

A SHIFTING ADVISOR’S
PERSPECTIVE

For decades, the majority of
expert advisors to the wealth
management industry have
been saying that long-term
care insurance is not right for
wealthy clients, mainly because
they can afford to self-insure.
Therefore, many advisers have
been known to tell clients
with $2 million to $3 million
or more of invested assets that
they don’t need to worry about
developing a strategy to fund
a long-term health care risk
because they have more than
enough money to cover it on
their own.

"This advice has been changing.
As fiduciaries, many advisers
are probing this assumption a
little further to see if it is really

prudent. They are beginning
to realize a sound plan for their
client’s retirement includes a
long-term care strategy that
addresses two critical compo-
nents.

* To assess the financial im-
pact a long-term health care
event may have on the indi-
vidual’s retirement portfolio.

* To evaluate the emotional
impact the event would have
on family or friends.

Because they are not comfort-
able talking about the second
component, many advisors
focus solely on the first issue.
The impact on the caregivers
cannot be overlooked in long-
term care planning.

CONTINUED ON PAGE 20
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For these reasons, I focus on
collaborating with RIAs and
trust companies. While they
are fiduciaries and have a le-
gal obligation to do what’s in
their clients’ best interests, they
don’t understand long-term
care planning and insurance.

Over time, I have earned the
confidence and trust of a grow-
ing number of fee-only advi-
sors. Over time, I have edu-
cated them with regard to LT'C
planning and insurance. Many
now see me as an extension of
their team and afford me the
“transfer of trust” they enjoy
with their clients.

CREATIVE SOLUTIONS,
AN EXAMPLE OF A
DIVERSIFIED RISK
MANAGEMENT
PORTFOLIO

Advisors and their clients are
beginning to understand that
transferring a portion of their
long-term care risk to an in-
surance company makes good
They understand the
leverage, tax advantages, instant
liquidity and professional care
coordination that insurance af-
fords them.

se€nse.

What they don’t understand is
paying a large premium every
year for the rest of their lives
for a product they hope they
never need and that the insur-
ance company can unilaterally
increase.

What my clients really want is a
policy that:

1. Has no elimination period

2. Provides a combination of
indemnity and reimburse-
ment benefits
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3. Has guaranteed benefits
whether care is needed or
not

4. Has guaranteed premiums
that can be flexible

5. Keeps pace with inflation

That one policy, unfortunate-
ly, does not exist. For most of
my clients what provides the
most effective solution is not
one policy. In fact, a combi-
nation of policies provides the
richest benefits that will cover a
broader range of possible claim
scenarios.  “Diversified risk
management portfolios” are in-
dividually tailored to the needs
and preferences of each client.
In this example, we show a cou-
ple with four different policies.

Let’s take a couple in their late
50s, both reasonably heathy
non-smokers, with $5MM liq-
uid assets. I design two identi-
cal traditional LT'CI policies
underwritten by a carrier that
offers an option to receive a
portion of the monthly benefit
in cash.

* $5,000 monthly LT'C benefit
* 24 month benefit period

* Waiver of elimination period
for home health care

e Shared benefits rider

* 3 percent compound infla-
tion rider

The lifetime premium is rea-
sonable because the benefits
aren’t rich. The use-it-or-lose-
it objection is blunted with a
shared benefits rider because of
the high probability one spouse
will need care. Concerns about
rate increases are minimized by
the relatively low premium and

agreement that interest rates
will likely rise, permitting the
carrier to earn more on invest-
ed premiums.

For him, I design a hybrid
Universal Life policy, with
accelerated death benefit LT'C
rider. I may use a GUL, IUL
or current assumption contract,
depending on the couple’s bud-
get, overall objectives and pref-
erences. The design may have
a single premium, a limited pay
or lifetime premiums and the
following features:

Alternatively, a similar poli-
cy with a chronic illness rider
may be presented if indemnity
is preferred and there are no
concerns about permanency
or the discounting of the death
benefit.

For her, I design a single
premium life-linked policy,
which may have no elimination
period, or a 90 day elimination
period only for facility care. A
return of premium rider is typ-
ically included. The policy also

includes the following features:

| have earned the confidence

and trust of a growing number
of fee-only advisors.

* $500,000 death benefit and
LTC benefit pool

* 4 percent acceleration

* $20,000 monthly T'C
benefit

* 25 month benefit period
¢ No inflation

Because probabilities suggest
that he is likely to need care
and die before her, and because
the length of time he may need
care is two years+/-, this ap-
proach provides him with the
maximum leverage and her
with the maximum residual
death benefit if he needs care
and a $500,000 addition to her
LTC pool of dollars, if he dies
without needing care. Because
there is no inflation protection
with hybrid policies, the LTC
benefit is grossed up to offset
inflation.

$180,000 death benefit

¢ $540,000 initial LT'C benefit
pool

$7,500 monthly LT'C benefit

* two year base acceleration
benefit, with four year LT'C

extension of benefits rider

* 3 percent compound
inflation

With her typically outliving
him, having no natural care-
giver and a significantly greater
life expectancy, a six year bene-
fit period is appropriate. There
is a sufficient death benefit pay-
able if she never needs care and
a small residual one if she does.
Inflation protection is included.

Clients and advisors like the
flexibility and limited exposure
to rate increases. He feels good
about protecting her and not
forcing other family members



to have to step in. She feels
confident that she will be able
to care for him and will be pro-
vided for after he is gone.

There are as many variations
on the theme as there are cli-
ents, with ages, health histories,
state approvals, sources of pre-
miums and client preferences
all helping to dictate the solu-
tion design.

PRODUCT INNOVATION

In order to gain a better under-
standing of the challenges and
opportunities faced by the ac-
tuarial community, I spoke with
Douglas Burkle, ASA, MAAA,
Life & Linked Benefits Design
Leader at Genworth. Doug has
been a leader in the linked and
hybrid product space for the
last 21 years, first at Lincoln Fi-
nancial where he designed and
priced the MoneyGuard prod-
uct line and now at Genworth,
where he designed and priced
Genworth’s Total Living Cov-
erage (TLC).

When I asked Doug why it
seems carriers are more com-
fortable pricing linked benefit
products and hybrids than tra-
ditional IT'C insurance, he said
his company, and perhaps two
others he knows of, are equally
comfortable pricing both types
of products. They understand
the dynamics of linked benefit
products and are able to admin-
ister them because they have so
many years of experience ad-
ministering UT'C claims.

“A carrier that wants to get into
the business via a hybrid prod-
uct, that’s acceleration-only, has
a choice to make. If they don’t
have the claims experience and
systems capabilities, they will
tend to want to administer as an
indemnity because it’s a lot eas-
ier, and go with a chronic illness
product. They may also lack
agents who have gone through
the required CE and have the
licenses necessary to sell a LT'C
reimbursement product.”

I then asked Doug what trends
he sees in the industry and with
his competitors. He said with
linked benefit products the
trend is toward flexible premi-
ums because there are a limited
number of people who can af-
ford a single premium product.
I pointed out that even consid-
ering the time value of money,
the leading carrier selling a
flexible premium linked benefit
policy seems to be charging an
excessive premium for that flex-
ibility. Doug suggested as the
rest of the market catches up,
the competition will cause car-
riers to decrease their flexible
premiums so they are more in
line with their single premium,
thus benefiting the consumer.

In addition, he said “there has
been a big ramp up over the last
couple years of hybrid products
(chronic illness and qualified
long-term care acceleration
only). If you look at the entire
industry portfolio of linked and
hybrid, or what we call combi-
nation marketplace, from 2008
through 2014 there has been
around a 33 percent compound
annual growth rate of new pre-
mium sales.“

“Another area that is being
looked at is the annuity-linked
product market. As carriers
anticipate a better interest rate
environment, and there is more
room within the interest credit-
ing rate, then you can afford the
long-term care rider charges.
So, that’s a market with growth
potential once interest rates go
up a little.” When I expressed
interest in a fixed index annui-
ty with a LT'C rider, Doug said
because of the higher poten-
tial crediting rate, we may see
movement there first.

When I brought up how chron-
ic illness riders are making it
easier to sell permanent life
insurance, Doug pointed out
that there has been a lot of de-
bate about the chronic illness
products that use an actuarial
discount method, where policy
owners may not exercise the
acceleration option because
the discount might be too large
and they may just wait for the
death benefit to be paid in full.
At least two carriers he knows
of state in their marketing ma-
terials that the age the client
goes on claim, is approximate-
ly the percentage of the death
benefit the client will receive.
For example, if the client goes
on claim at age 80, they would
receive 80 percent of the death
benefit. Doug believes carriers
will begin to offer the option
of an extra premium charge in
return for a dollar-for-dollar
payout when the insured be-
comes chronically ill. This will
allow the policy owner to know
the LT'C benefit pool they are

paying for.

I brought up that the indus-
try is now promoting products
with more limited benefits in
response to consumer push
back that I'T'Ci is unaffordable.
Doug said he expects we will
continue to see cheaper prod-
ucts being rolled out to get
the price tag down. He also
said he thinks there will be a
lot of innovation, with carriers
tweaking all aspects of the tra-
ditional products. Some will be
successful, and some not, and
it will take several years to sort
things out.

In my experience, carriers that
fully underwrite life-linked
policies offer the policy owner
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significantly more LTC lever-
age than those who rely only on
simplified underwriting (tele-
phone interview and prescrip-
tion drug check). I asked Doug
about this and he explained that
with full underwriting, you get
a better risk profile and can
produce 20 percent to 25 per-
cent more leverage than with
simplified underwriting. My
preference is for managing my
clients’ expectations and tak-
ing the time to go through full
underwriting to get maximum
LTC leverage. I understand
from conversations with some
of my BGA colleagues that
many agents prefer simplified
underwriting because they get
faster policy issue and commis-
sion payment.

When I asked Doug about the
future, he stated he thinks that
most agents still think there is
a strong future for traditional
LTC insurance because it still
affords the most leverage in
the case of a long-term care
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... high-net-worth individuals
understand the concepts of
leverage and risk management.

While they may have the ability
to self-insure, they may lack

liquidity.

event, but you do have the main
objections  (use-it-or-lose-it,
non-guaranteed premiums) and
they are both answered by a
linked benefit product.

To bring our conversation to
a close, I circled back to my
target market, high-net-worth
clients. Doug said many high-
net-worth individuals under-
stand the concepts of leverage
and risk management. While
they may have the ability to
self-insure, they may lack li-
quidity. In addition, many are
in the position they are in be-
cause of a fiscally conservative

lifestyle. They purchase long-
term care insurance policy be-
cause it allows them to practice
what they have been taught to
do throughout their lives: min-
imize risk, work with experts
and avoid selling assets below
their value.

The LTC insurance industry
should consider creating prod-
ucts that offer more guarantees
and more flexibility. Things
like more carriers offering
linked products with the option
to get better leverage through
full underwriting, more hybrids
with true LTC riders, chronic

illness riders that offer full ac-
celeration and traditional I'T'C
insurance that is non-cancel-
lable. While this is only a small
sampling of ideas, this should
give you something to think
about. Our combined mission

is critical. Time is of the es-

sence.

ENDNOTE

L http://www.usatoday.com/story/
news/nation/2015/05/21/pew-ag-
ing-family-support-america-germa-
ny-italy/27578831/

William R. Borton,
CLU, RHU, REBC, is
managing principal
of W.R. Borton &
Associates LLC in
Marlton, N.J. He
can be reached at
bill@wrborton.com.




Are Cognitive Constraints
a Barrier to Annuitization?

By Jeffrey R. Brown, Arie Kapteyn, Erzo F.P. Luttmer,

and Olivia S. Mitchell

Editor’s Note: Originally pub-
lished by the Center for Retire-
ment Research at Boston College,
March 2015, Number 15-6. Re-

printed here with permission.

INTRODUCTION

ith the shift from
Wdeﬁned benefit
pensions to 401(k)

plans, individuals are increas-
ingly responsible not only for
saving for retirement but also
for drawing down their assets
in retirement. These drawdown

decisions require substantial

cognitive effort and are very
difficult for the average per-
son. Yet most models of asset
decumulation ignore the pos-
sibility that individuals may

differ in their decision-making
abilities. Indeed, many models
suggest that consumers facing
the risk of outliving their re-
sources should find annuities
of substantial value, but few
people buy them. Researchers
have advanced a host of plausi-
ble explanations for the limited
take-up. But no single factor,
or combination of factors, has
solved the puzzle.

This brief, based on a recent
study, examines whether con-
sumers do not buy annuities
because they find them hard to
value.! Specifically, this research
explores whether individuals
differ in their ability to value a
stream of annuity income rela-

tive to a lump sum, and wheth-
er this ability is correlated with
measures of cognitive ability.
These findings raise questions
about whether consumers are
able to make well-informed
choices when confronted with
a decision about whether to buy
an annuity.

The discussion proceeds as fol-
lows. The first section briefly
reviews the annuity literature.
The second section describes
an experiment to identify how
difficult it is for individuals to
value an annuity. The third sec-
tion presents the results of the
experiment. The final section
concludes that annuities are
hard for individuals to value,
particularly those with lower
cognitive ability.

ANNUITIES AND
COGNITIVE LIMITATIONS

Annuities allow individuals to
exchange a lump sum of wealth
for an income stream that is
guaranteed to last for life. Many
studies have shown that the in-
surance feature of annuities is
valuable and that an optimal
decumulation path in retire-
ment would involve annuitizing
a very large fraction of assets.”
These models, however, typi-
cally assume fully rational indi-
viduals who engage in sophis-
ticated optimizing behavior in
the face of uncertainty.

Yet a large and growing lit-
erature relates limitations in
financial literacy and deci-
sion-making abilities to eco-
nomic behavior. For example,
researchers have found that
households make mistakes
when managing their financial
affairs and often lack basic fi-
nancial knowledge.? Research

has also shown that financial
literacy is correlated with in-
vesting in financial markets as
well as participating in a re-
tirement plan.* Yet other work
has documented that cognitive
abilities help explain retirement
wealth accumula-tion.” Taken
together, these and many oth-
er studies suggest that people
differ in their financial decision
making abilities and that these
differences are important cor-
relates of financial well-being
late in life.

Specific to annuities, an emerg-
ing line of research suggests
that retirees may not be mak-
ing rational, well-informed
decisions. A series of studies
have examined the decisions of
workers with defined benefit
pensions who were given the
option of taking a lump sum of
similar actuarial value.® Unlike
retirees with 401(k) plans, who
almost never choose to annu-
itize, most studies find that well
over half of retirees with DB
pensions keep their annuities.
The result may suggest a strong
bias in favor of the pre-existing
default—rather than rational,
well-informed decisions.

Behavioral experiments show
that individuals can be steered
toward or away from annuities
depending on how the prod-
uct is described. In one exper-
iment choosing an annuity was
much more popular when it
was presented in a “consump-
tion” frame, which stressed
the ability to consume for life,
compared to an “investment”
frame, which emphasized guar-
anteed returns for life. Anoth-
er study found that men were
more easily swayed than wom-

CONTINUED ON PAGE 24
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“Valuing annuities is hard,

especially for individuals
with less cognitive ability.”

en. The fact that individuals
are significantly influenced by
framing and that gender has
a large effect also implies that
annuities are not easily valued.”
These types of studies suggest
that many individuals may have
difficulty in making rational de-
cisions about annuities, perhaps
due both to the complexity of
the product and their own cog-
nitive limitations.

METHODOLOGY
AND DATA

To test whether decision-mak-
ing abilities influence annu-
itization decisions, 2,210 in-
dividuals from the American
Life Panel, a sample broadly
representative of the U.S. pop-
ulation, were asked to value
hypothetical changes in their
monthly Social Security ben-
efit.® Social Security benefits
are annuities that essentially
all Americans know and under-
stand. These benefits also lack
complications found in private
market annuities, such as the
absence of inflation protection
and counterparty risk. Individ-
uals should thus find it easier to
value a change in their Social
Security benefit than a private
market annuity.

Respondents in the experiment
were asked to value both an in-
crease and a decrease in their
current (or expected) monthly
benefit. To value an increase,
or as a starting point, they were
asked if they would pay $20,000
to raise their benefit by $100 a
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month. Depending on their an-
swer, the amount was raised or
lowered until the respondents
identified a specific x-price
they were willing to pay. To
value a decrease, respondents
were asked if they would accept
$20,000 in exchange for a $100
cut in their monthly benefit,
with the amount adjusted until
it reached a price the respon-
dents would accept to sell the
$100 monthly annuity.

In theory, the value is that in-
dividuals place on an annuity
would be the same whether
they were buying or selling.
However, if valuing an annuity
is difficult, research indicates
that individuals will only be
willing to buy or sell when the
deal is clearly advantageous:
the respondents would only
be willing to buy an addition-
al $100 a month at a low price,
and would only sell $100 a
month at a higher price. Thus,
the gap between the two prices
should be significant, and the
gap should widen as cognitive
ability declines. The results, de-
scribed in the next section, do
show such a gap, along with the
expected relationship with cog-
nitive ability. As other factors
could influence how individ-
uals value annuities, the study
also conducted a series of tests
to examine competing explana-
tions, which provide support-
ing evidence for the baseline
results.

Figure 1

in Social Security Benefit$
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EVIDENCE ON
HOW INDIVIDUALS
VALUE ANNUITIES

The results of the baseline ex-
periment are consistent with
the notion that the respondents
had difficulty valuing a $100
change in their Social Security
annuity. Figure 1 on the next
page presents the amounts that
respondents were willing to
pay and the amounts they were
willing to accept for a $100
change in their monthly bene-
fit. The figure shows that most
respondents were only willing
to buy the $100 annuity when
the price was very low. The
median price they were willing
to pay was $3,000—an amount
they would recoup in monthly
payments in just two and a half
years. And they were only will-
ing to sell the $100 annuity at a
much higher price: the median
selling price was $13,750. As a
point of reference, the actuarial

value of $100 in Social Security
benefits—using mortality and
interest rate assumptions from
the Social Security Administra-
tion’s Trustees—is $16,855.°

Also consistent with the no-
tion that valuing annuities is
hard is the wide variation in
these prices among the respon-
dents, especially the prices that
they were willing to accept to
sell $100 in monthly benefits.
About 5 percent would accept
$1,500 or less—an amount far
too low to be explained by any
rational economic model. At the
other extreme, about 15 per-
cent of respondents demanded
at least $60,000 and more than
6 percent at least $200,000. In
the latter case, even if the lump
sum vyielded only 0.6 percent
above inflation, just the interest
earnings on this amount would
replace the foregone Social
Security benefit, leaving the
$200,000 untouched.



Figure 2
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but this time the choice was not
framed in the same way—i.e.,
it was not posed as a contrast
between the status quo benefit
and a change in that benefit.
Instead, the choice was be-

amount they were willing to
accept in exchange for a $100
cut declined only slightly, from
$13,750 to $12,500 (see Fig-
ure 3, above, right). This find-

ing suggests that endowment

Figure 3

Median “Buy” and “Sell” Prices for Question Framing
With and Without Reference to the Status Quo
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If the gap between the buying
and selling prices in Figure 1
(above) were due to the diffi-
culty of valuing annuities, it
should be larger for those with
more limited cognitive ability.
Figure 2 (above, left) shows the
relationship between a broad
measure of cognition—which
covers financial literacy, nu-
merical ability, and education
level—and the gap between the
logs of the prices that individ-
uals are willing to buy and sell
the $100 change in Social Secu-
rity benefits. As expected, those
with lower cognition do have a
larger gap.!® Regression analy-
sis confirmed this pattern.

While these findings are con-
sistent with the notion that
complexity and limited cogni-
tive ability make it difficult for
individuals to value a stream of
annuity payments, other factors
could also be responsible. The
study thus conducted a series

of tests to gauge the robustness
of the findings. Three of these
tests are described below.!!

DO PARTICIPANTS
SIMPLY PREFER
WHAT THEY HAVE?

Previous research has shown
that individuals tend to place a
higher value on items that they
already have; this inclination
toward the status quo is known
as the “endowment effect.” For
example, individuals who are
given a coffee mug will sell it
only at a much higher price
than the price that they would
pay for the mug if they did not
have it.!” A similar effect could
be impeding individuals from
buying or selling the $100 of
monthly Social Security bene-
fits.

To test for the endowment ef-
fect, the respondents were giv-
en an offer that was financially
identical to the baseline offer,

tween two scenarios that both
involved a change in the re-
spondents’ finances. Specifical-
ly, they were asked: 1) whether,
in addition to their base benefit,
they would prefer a $20,000
lump-sum payment or an ad-
ditional $100 a month in their
Social Security annuity; and
2) whether they would rather
pay $20,000 or give up $100 a
month from their base benefit.
If the endowment effect is a sig-
nificant factor behind the base-
line responses in Figure 1, then
removing the status quo refer-
ence from the question should
elicit responses that differ from
the baseline amounts.

Interestingly, the responses
turned out to be very similar.!?
When the status quo refer-
ence was removed, the median
price that respondents were
willing to pay for a $100 in-
crease in monthly benefits re-
mained $3,000 and the median

effects do not explain the ob-
served results.

ARE PARTICIPANTS

CASH STRAPPED?

Another factor that could affect
the particularly low amounts
that respondents are willing to
pay for an additional $100 in
annuity income is their own
lack of financial resources.
Those with such a “liquidity
constraint” might respond—
even to the hypothetical ques-
tions in the experiment—by
offering only a modest amount.

The experiment tested for li-
quidity constraints by asking
respondents about their abili-
ty to come up with the money
needed to pay for the additional
$100 in annuity income. Only
18 percent of respondents said
that they were unable to come
up with more money than they
had agreed to pay. And half of

CONTINUED ON PAGE 26
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this constrained group said that
they would not pay more even
if they had the money, so liquid-
ity was not influencing their
valuations. Finally, even when
those with a liquidity constraint
are excluded from the sample, a
clear gap in valuations persists.

ARE PARTICIPANTS
AFFECTED BY CHANGES
IN QUESTION CUES?

If annuities are hard to value,
participants may be affect-
ed by question cues—such as
the starting value of the dol-
lar amounts or the ordering of
questions—that have no rele-
vance to the financial deal be-
ing offered. The intuition here
is that those with insufficient
knowledge to determine the
value of the annuity may be
distracted by the cues, causing
them to anchor their respons-
es to the amounts used in the
question.

To test for anchoring effects,
various dollar amounts used
in the baseline questions were
changed. For example, these
tests included: 1) varying the
initial amount of the lump sum
from $20,000 to $30,000 or
$10,000; and 2) changing the
order in which different sizes
of the annuity increment were
offered; for example, asking the
respondent to value a $500 in-
crease in Social Security bene-
fits before valuing the baseline
amount of $100. Regression
analysis was then used to test
how these changes affected
the price at which respondents
would sell their annuity. The
results showed large, statis-
tically significant anchoring
effects. Specifically, using an
initial lump sum of $30,000
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increased respondents’ “sell”
price by nearly 20 percent. And
asking respondents to value a
larger annuity amount before
the baseline amount increased
the baseline sell price by about
70 percent. Separate regres-
sions were run on those in the
top and bottom quintiles of
the cognition index, with the
results suggesting that those
with lower cognition are more
sensitive to anchoring effects.
In short, the effects of the irrel-
evant cues support the notion
that respondents found it hard
to value the annuity and thus
were easily swayed.

CONCLUSION

Many individuals have diffi-
culty valuing annuities and,
as a result, may only actively
buy an annuity when offered
a very good deal. This finding
is especially true for individu-
als with less cognitive ability.
The findings suggest that the
observed lack of annuitization
does not necessarily mean that
people are better off without
annuities. The results are di-
rectly relevant to current pol-
icy debates. For example, U.S.
policymakers have expressed
interest in encouraging annu-
itization of balances in 401(k)
plans, and a debate has emerged
over whether to encourage or
discourage “de-risking” efforts
by corporate defined benefit
pensions that allow retirees to
choose a lump sum instead of
an annuity. The findings of this
study indicate that policymak-
ers need to be aware that many
individuals, on their own, are
unable to make good decisions
about managing their money in
retirement. ll
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Brown et al. (2015).

See Yaari (1965); Davidoff, Brown,
and Diamond (2005); and Peijnen-
burg, Nijman, and Werker (2010g;
2010b).

Lusardi and Mitchell (2014) provide
a comprehensive overview of the
literature.

For the propensity to investin finan-
cial markets, see, for example, Arron-
del, Debbich, and Savignac (2013).
For retirement plan participation,
see Fornero and Monticone (2011).

McArdle, Smith, and Willis (2011)
and Banks, O’Dea, and Oldfield
(2010).

See Hurd and Panis (2006); Benart-
zi, Previtero, and Thaler (2011); and
Butler and Teppa (2007).

See Brown et al. (2008) and Agnew
et al. (2008).

For respondents who had not yet
claimed, the study provided a pro-
jected benefit based on their earn-
ings and self-reported expected
claiming age.

Estimates that incorporate the in-
surance value provided by Social
Security benefits are somewhat
higher.

The analysis also tested the effects
of the individual components of the
cognition index and found similar
results.

Brown et al. (2015) provides a more
thorough discussion of these and
other robustness tests.

Kahneman, Knetsch, and Thaler
(1991).

These similarities are particularly
striking because respondents were
given the alternative offers and the
baseline offers two weeks apart to
reduce the likelihood that one set of
responses would influence the other.
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Joint French Institut Des
Actuaires and Society of
Actuaries Project on LTC]

By Etienne Dupourque

his article is an update
Ton the Joint Society of

Actuaries and the French
Institut des Actuaires project
on longterm care insurance
(LTCI). The project’s goal is
to examine the similarities and
differences in the two markets
and the related actuarial as-
pects. A session on this subject
is planned for the 2015 SOA
Annual Meeting & Exhibit in
Austin.

The two markets show differ-
ences in the way governmental
benefits tie to private insurance,
thus causing private policies
to be of different sizes in the
markets—larger in the United
States and smaller in France.
The private market informa-
tion is distinct with the French
market holding experience
information closely while the
U.S. market shares experience
through the SOA experience
study effort—a blind study but
available to all. The main data
source outside the French in-
surer’s own data is their rein-
surer.

These differences, and many
more, have informed actuar-
ies in both countries and chal-
lenged them to think about
other ways to do the work they
are tasked with doing.
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The project began in late Sep-
tember with participants meet-
ing biweekly to listen to pre-
sentations and discuss aspects
of the two markets. Addition-
ally, three workshops have been
started to look at the actuarial
aspects of pricing, reserving and
risk monitoring, as practiced in
both countries. Summaries of
the presentations are below.

Several misconceptions need to
be clarified at the start:

¢ While French LTCI is
healthy in terms of insur-
ance company participation
and market penetration, the
U.S. population is better
covered by U.S. companies:
LTCI pays about 7 percent
of annual LTC costs in the
United States, while French
insurance companies con-
tribute 3 percent. However,
the definition of LT'C costs
in each country needs to be
clarified to make these esti-
mates more relevant.

* While most French policies
are stand-alone, they are not
supplement to the nation-
al Social Security benefits,
as  Medicare Supplement
policies are to Medicare in
the United States. “Social
Security,” social insurance
programs of the same name,
“Sécurité Sociale” in French,

are prominent in both coun-
tries but are very different.

LTCI in France, as in the
United States, is still margin-
al in the insurance market,
and its risks are ill-defined.

U.S. MARKET, SUMMARY
OF PRESENTATIONS

Since most Long Term Care
News readers are familiar with
U.S. LTC, we have only provid-
ed an outlined list of the U.S.
speakers and topics of their pre-
sentations.

e U.S. Insurance Mar-
ket Past and Present, Al
Schmitz

¢ Reasons U.S. Companies
Exited the LT'C Insurance
Market, Malcolm Cheung

- Adverse experience
- High capital requirements
- Long-tailed risk

- Regulatory restraints on
rate increases

* Overview of the U.S.
Regulatory Environment,
Robert Eaton

- State/federal nature of
regulation

- NAIC
- Interstate compact

¢ U.S. Regulatory Environ-
ment from a Regulator’s
Perspective, Perry Kupfer-
man discussed the govern-
mental structure and how
the insurance department
functions.

e US Actuarial Docu-
ments—Robert Eaton

- Actuarial memorandum
- Annual rate certification
- Rate increase filings

- Annual statutory valua-
tions

¢ US. LTC Pricing Consid-
erations, Andrew Dalton

¢ ShortTerm Care products,
Vincent Bodnar

e U.S. Group Long Term
Care Insurance, Malcom

Cheung

e U.S.LTC Intercompany
Study, Matthew Morton

- Risk Management
Practices for LTCI, Jim
Berger. SOA LTCI sec-
tion sponsored research
on volatility

e US National Insurance,
Robert Yee

- Spoke of his experiences
with CLASS (Community
Living and Assistance Ser-
vices and Support) Act.

- Unsuccessful Federal
program found to be
actuarially unsound.

FRENCH MARKET,
SUMMARY OF
PRESENTATIONS

As most Long Term Care News
readers are less familiar with
the French market, we have
provided a longer summary of
these topics.

Long-Term Care and the
context of social insurance in
France, Vincent Lepez

In 1996, about 50,000 people
60 years and older received
benefits from the national



LT'CI coverage. In 2011,
1,200,000 beneficiaries
received €6 billion (about
US$8 billion) in benefits.
Between 2010 and 2050, the
number of beneficiaries is
expected to more than double.
The 2002 introduction of a
formal public LT'CI program,
Allocation Personnalisée d’Au-
tonomie (APA), and a national
claim evaluation grid, Auton-
omie Gérontologie Groupes
Iso-Ressources (AGGIR), have
helped the private LT’ CI market.
APA is a monthly cash payment
to eligible beneficiaries. Eligi-
bility is based on age (benefi-
ciaries must be 60 or older) and
the GIR (Groupes Iso-Ressou-
rces) level of the AGGIR grid.

National Reforms and Debate
in France, Néfissa Sator

The 85 and older population is
expected to double in 10 years.
In 2010, a debate on L'T'C for
both the elderly and the disabled
was initiated by the national
government, with participation
of the Institut des Actuaires to
wrestle with the definition of
risk, data, portability, risk moni-
toring, and Solvency II.

An Overview of the French LTC
Market, Géraldine Julliard

In 1985, individual policies were
introduced for total dependen-
cy (four out of six activities of
daily living (ADLs)). In 1995,
partial dependency (two out of
six ADLs) was added as an op-
tion, and LT'C was introduced
to group insurance. In 2002,
AGGIR was added to ADL as
a benefit trigger in policies, and
LTC direct services were intro-
duced to beneficiaries and close
relations (“proches”).

As of 2013, 5.7 million people
were covered, with 70 percent

covered by individual policies,
30 percent by group contracts,
and 35 percent of premium has
been paid in claims. The aver-
age annual premium is €400,
for an average annual benefit
of €7,200. There were about
25,000 open claims. BancAssur-
ance accounts for almost half of
the premium and is the fastest
growing means of marketing
LTCL

In 2013, FFSA (Fédération
Francaise des Sociétes d’As-
surances) introduced the la-
bel GAD (Garantie Assurance
Dépendance) to bring a mini-
mum standard and uniformity
to LT'CI policies. FFSA plays
the role of a combined Amer-
ican Council of Life Insurers
(ACLI) & America’s Health
Insurance Plans (AHIP), and
represents 234 insurance com-
panies, or 90 percent of the in-
surance market, with €190B in
premiums, €160B in benefits
paid, and €1.9T in assets.

French and European
regulation, Frangois Lusson.
LTC risk is difficult to man-
age due to multiple definitions.
Different contracts may use
the same terms, but the risks
involved are different (hence
GAD). L'TCI is a small part of
most insurers’ portfolio and
usually noticed only when reg-
ulators intervene. European
Regulation considers LT'CI
non-Life, and there is no di-
rection from the French reg-
ulatory authority, Autorité de
Controle Prudentiel. The So-
cial Security code, which reg-
ulates most group contracts,
also regards LT'CI as non-life,
and LTC policies are often
developed and distributed as
a non-life. However, Solven-
cy IIs treatment of LTCI as a

life product with level premium
raises capital requirements to
unsustainable levels.

LTC legal and data,

Agnes Canarelli

In September 2014, a LTC
specific law was enacted, Ad-
aptation de la société au vieil-
lissement (adaptation of society
to its aging population). It ad-
dresses the anticipation of the
loss of independence, the access
to individual technical aid pre-
vention, and the adaptation to
the aging of society. It also in-
cludes a component on habitat
for the elderly. The law pro-
vides directives for accompany-
ing the elderly through the loss
of autonomy and allows higher
monthly aid ceilings for home
benefits, but the national pro-
gram remains based on income.
It created respite care benefits
for caregivers. For governance
of the law, a High Council on
Family and Life Cycles was
created, strengthening the
role of the Caisse Nationale
de Solidarité pour I"autonomie
(CNSA), , which administers
the national I'T'C social insur-
ance program and concentrates
on improving the rights and
quality of life of the disabled

population, irrespective of age.

In France, reliable ITC data
is needed for risk modeling,
for actual-to-expected, and for
Solvency II requirements. Cur-
rently companies rely on public
surveys from national statistical
organizations.

French Individual Market, Jean
Pierre Decourcelle

There are 25 insurance com-
panies in the market, with 75
products. 90 percent of poli-
cies are stand alone, with the
remaining 10 percent being

combo products. 1.6 million
individuals are covered by
stand-alone policies with life-
time monthly annuity policies.
These policies amount to about
€500 million in annual premi-
um. The average premium is
€400/year for full coverage, and
€500 for full & partial coverage.
(Author’s note: U.S. average
premium is $3,000). The aver-
age issue age is 61. Most poli-
cies have a waiting period of up
to three years (0 for accident,
one for non-cognitive, three
for cognitive) where premiums
are refunded but coverage does
not occur. In addition, a three
month elimination period ap-
plies. Benefits start based on a
high ADL trigger of four out of
six. The average monthly ben-
efit is €600, 40% of which are
paid for partial coverage. Par-
tial coverage starts at a lower
threshold (two out of six ADL)
but benefits are lower, 50 to 60
percent of full benefits. At the
onset of a claim a small lump
sum benefit is paid for home
modification. Most policies
have a reduced paid up provi-
sion after the policy has been
inforce at least eight years.
Newer products offer a lump
sum benefit instead of a life an-
nuity. Prevention and assistance
services are also offered.

French LTC Group Insurance
Market, Adeline Gerard
Participation is mostly compul-
sory. Benefits for employees are
the same as those for individual
products, with lower monthly
annuity amounts. A lump sum
benefit is made if a parent is
disabled. Facultative contracts
are available for retirees and
employees leaving the com-
pany. Most employers provide
tax deductible contributions

CONTINUED ON PAGE 30
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while employee contributions
may or may not be deductible
depending upon which of the
three insurance codes regulates
the product. One premium
level applies for all employees
and one for all retirees. Some
contracts have indexed benefits.
Mandatory group life insurance
contracts pay for LT'C premi-
um after retirement. Group
contracts are often negotiated
by various parties, like unions
or administrative boards.

LTC for Public Employees
Product, Laure Chatel

Four million lives covered, with
€200 monthly benefit. No paid
up value is available at the end
of employment. UT'C coverage
is a rider to medical expense in-
surance coverage.

MGEN (Mutuelle Générale

de ’Education Nationale)
Public Teacher Group Policy,
Jacqueline Taboulet

Coverage started in 2010, for
over 1,000,000 employees of
the Department of Education.
It also covers 3,000,000 spouses
and children and 750,000 retir-
ees. Premium is part of a health,
life, disability, credit, and mort-
gage insurance coverage. A
waiting period of three years
applies during which coverage
is cancelled if a claim occurs.
Benefits are a €120 monthly
annuity and a €500 lump sum
if confined at home after six
months.

Overview of the French
Unit-Based Group LTCI,
Bertrand Boivin-Champeaux
and Philippe Berquin

Group LTCI is sold through
paritarian insurance institu-
tions, not-for-profit organi-
zations that are co-owned and
co-managed by labor and em-
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ployer unions and provide in-
surance coverage to employees
for life and disability (or income
protection, 47 percent of the 18
million employees in France),
health (45 percent), and pen-
sion and LT'C (8 percent, most-
ly in Pension). 85 percent of
the workforce is covered with
income protection plans, 100
percent with health plans, and
60 percent with pension plans.
Paritarian insurers are the lead-
er in group health insurance,
with €24B in premium, ahead
of insurance companies and
mutuals. They hold €130B in
assets. Group L'T'CI has been
sold since the 90s, sponsored
mostly by large companies and
some industry-wide plans (e.g.,
lawyers, fish retailers). LTCI
showed very modest growth
until 2000s, but some improve-
ment from 2005 to 2010, es-
pecially for individual policies.
At the end of 2014, there were
5.7M individual and group plan
participants for about €600M
premium (Yearly Renewable
Term and lifetime level pre-
mium coverage). Group LTCI
market has around three mil-
lion inforce certificates and
€130M in premium. GLTCI
market has doubled during
2005-2015. Unit based benefit
GLTCI has roughly 100,000
certificates inforce and €12M in
premium as of the end of 2014.

HOW IT WORKS:

Accumulation  (employment)
period: contributions are turned
into LTC units. A monthly tax
deductible contribution is paid
by employer and employee on a
60/40 or 50/50 basis. Contribu-
tions are converted into ‘LTC
units’ using a buying rate (e.g.,
1€ for 1 L'T'C unit). Employees
have an account where all their

accumulated units are record-
ed. Price of units is determined
annually by age of employee
and is shown in a table attached
to the LI'CI plan. There is no
underwriting when employ-
ees are automatically enrolled
and no waiting period applies.
Spouses and other family may
be covered after underwriting.
If the employee leaves the em-
ployer or retires, coverage is
fully portable with accumulat-
ed units kept by the individual.
He or she may continue to pay
premiums to purchase supple-
mentary L'T'C units, without
underwriting, if election occurs
within a six to twelve months
period after the end of employ-
ment. This period applies even
after retirement. When the for-
mer employee stops contribut-
ing, he or she will have lifetime
coverage, with no reduction in
the number of 'T'C units.

BENEFIT PERIOD:

LTC units are turned into
benefits.

Plan design and benefits require-
ments: A guarantee is grant-
ed during the lifetime of the
employee from the first con-
tribution payment. Benefit =
number of LT'C units x ben-
efits value of one LTC unit,
with a minimum benefit of
€300/€500 a month, after a
minimum contribution peri-
od. Benefits are paid under the
condition that a participant is
unable to accomplish a num-
ber of activities of daily living
(three out of four or four out
of six ADLs), or if cognitive-
ly impaired, or recognized
as heavily or partially depen-
dent under the national grid
(e.g., GIR 1, GIR 2, or GIR
3). When a person is recog-
nized as partially dependent

under the national grid (GIR
3) or under ADL conditions (2
ADLs), the monthly benefit is
reduced by 25 to 50 percent.

Pricing the LTC wunit: The
LTC unit is priced using pro-
spective mortality relevant
for the group of employees
insured. It considers the prob-
ability of being alive at each
year in the future. Variations
are considered between full
and partial dependency preva-
lence rates, between ages, and
between genders. The sum of
actuarial present values of one
LT'C unit, for each year in the
future, for each age and gen-
der, and the premium expens-
es are added. The accumulat-
ed benefit should exceed the
minimum amount guaranteed
before a certain age, 70 or 75.

Estimating Active Lives Re-
serves: Use the same basis as
for pricing. It is the sum of ac-
tuarial present values of accu-
mulated T'C points for each
year in the future, adding ad-
ministrative expenses.

Estimating claims reserves:
Mortality tables must be rele-
vant for totally or partially de-
pendent persons. Tables need
the probabilities of category
transfers, from partial depen-
dence to non-dependence or
to total dependence, and from
total dependence to partial de-
pendence. Then compute the
sum of actuarial present value
of benefits for each year in the
future, adding administrative
expenses.

Premium adjustments: These
are made following the analy-
sis of actuarial gains and losses
of the plan, depending on the
evolution of the insured pool



(requires available data and
specific surveys on depen-
dency). Premium adjustments
may consist in an increase in
the price of LTC units, not
necessarily in an increase of
contributions. Underestimat-
ed reserves for accumulated
LTC units can be difficult to
correct with only premium
adjustments if underestima-
tion is not identified early.
Premium adjustments should
be as frequent as necessary,
without delay. The accumu-
lated number of LTC units
can be reduced if the insured
has stopped contributing. The
maximum rate of reduction
has to be in line with premium
adjustments. As the duration
of liabilities is long (30 to 40
years), Asset Liability Man-
agement is very important. It
is possible to cap the annual
indexation of benefits value of

a LTC unit.

Reinsurance in France,
Florence Durousseau
Reinsurance has an important
role in risk sharing, capital,
expertise, and research, as re-
insurers have access to world-
wide data. LTC is reinsured
exclusively on a coinsurance
basis. Reliance on reinsurers
varies from 100 percent coin-
surance (with most LT'CI op-
erations such as underwriting
and claims) for direct com-
panies with small portfolios,
to multiple reinsurance pools
with a maximum of 25 percent
per reinsurer for the largest
portfolios.

United States

Benefit Type

expense reimbursement

France

cash

Benefit Options many

few

Assumptions

aggressive

conservative (some use no lapse)

Premium Increase

difficult; need state approval

part of contract; no preapproval

Benefit Trigger

low; 2 ADL and elimination period

high; 4 ADL and waiting period

Benefit Duration

trending to limited

lifetime

Claim Evaluation Tools

ADL, cognitive

AGGIR, ADL, cognitive

Underwriting Tools

application, phone and face-to-
face interviews, medical history

us)

under 70: short questionnaire; 70 & over: long
questionnaire, and for larger amounts, medical
history and proof of income (less costly than in the

Long Term Care Insurance

Data with French reinsurers,
Ilan Cohen

Reinsurers have access to large
multinational databases. Proba-
bility rates are derived for lapse,
incidence, mortality, and transi-
tion, distinguishing between ac-
tive and disabled lives mortality,
full lapse, and reduced paid-up.
Claim amounts are categorized
by full, partial, and lump sum
benefits. Distribution channels
and underwriting generations
are also considered. Scarcity of
data at low and high ages pres-
ents a challenge and requires
using public surveys such as
PAQUID  (Personnes Agées
QUID); Social Security data
is not accessible to insurance
companies. It is difficult to esti-
mate trends in practices such as
underwriting and claim eligibil-
ity as there is no uniform defi-
nition of the LT'C risk and there
is no LT'C-specific credibility
theory. A semi-Markov model is
used for pricing and reserving.

Underwriting in the

United States and France,
Nathalie Racco

The SOA Annual Meeting ses-
sion will be held Monday, Oc-
tober 12, from 10:00 —11:15
a.m. Néfissa Sator and Vincent
Lepez, two French participants,
and Jim Berger and Robert Ea-
ton, two U.S. participants, will
share with us their perspectives.
A review of the complete online
version of this article is recom-
mended for Annual Meeting
session attendees to acceler-
ate understanding of the many
similarities and difference of
LTCI in the two countries that
will be discussed. We hope to
see you there. H

§ Etienne
Dupourque,
i FSA, MAAA, is a

B2 consultantin
¢ Bellows Falls, Vt.
R He can be reached
at etienne@
dupourque.com.
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Long Term Care Insurance
Section Council: 2015
Survey Results

By Joseph J. Furlong

he Long Term Care In-
Tsurance Section Coun-

cil would like to thank
all those who participated in
our survey. In case you missed
it, it was sent out just prior to
the 2015 ILTCi Conference
to past attendees. We had 200
respondents. The results were
interesting and contained a few
surprises. Here are some of the
results.

The Things You Like or Value:
105 of 184 respondents indi-
cated that receiving printed
copies of the Long-Term Care
News—yes, this very publica-
tion—is very valuable. It is nice
to know the efforts of the au-
thors and staff, including the
current editor Juliet Spector,
have not gone unnoticed.

Even more impressive, 118 of
184 respondents highly value
specialized projects, such as,
the National Conversation on
LTC, the periodic LTC Expe-
rience Studies, and the LTC
Delphi Study that are co-spon-
sored and supported by the
council. It is apparent that the
hard work of the volunteers and
SOA staff behind these efforts
has paid off.

The feedback on what we
should continue to do came
back loud and clear. Oversee-
ing the SOA LTC Experience
Study (175/183) and Cham-
pioning new LTCi related re-
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search (169/183) were the big
winners. You can be assured
the Long Term Care Insurance
Section Council will continue
its efforts toward these initia-
tives.

Some Surprising Results: We will
file the following items under
“What Needs a Little Work.”
61 percent of respondents were
not aware that paid attendance
to the annual ILT'Ci Confer-
ence automatically made them
members of the Long Term
Care Insurance Section of the
SOA. Yes, it’s true.

Remarkably, 69 percent of re-
spondents rarely visit the Long
Term Care Insurance section’s
web page (www.soa.org/ltc/). P'm
not an actuary but it seems like
there is some discrepancy be-
tween the perceived value of
exposure to specialized proj-
ects and the section’s news-
letter versus the traffic on our
website. I challenge everyone
reading this article to take a few
minutes and go check-out our
website. Of particular interest
might be the links to resources
and research.

The section council is consid-
ering additional “advertising”
or promotion of the site and
the section in general so that
we can be of the most value to
our members and the industry
so, stay tuned.

The Long Term Care Insur-
ance Section Council is com-
mitted to serving its members
and the Long Term Care insur-
ance industry at large. In order
to succeed, we need input and
participation from our mem-
bers. I would like to once again
thank all those who participat-
ed in this survey and I look for-
ward to seeing an even greater
number of responses in our
next survey. ll

Joseph J. Furlong,
LTCP, is director
of Claims for U.S.
Individual Health
at RGA. He can

be contacted at
jfurlong@rgare.
com.
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SOCIETY OF ACTUARIES
INTERNATIONAL SYMPOSIUM

Call for Papers

The Committee on Living to 100 Research Symposia requests
professionals, knowledgeable in the important area of longevity and
its consequences, to prepare a high quality paper for presentation for
the 2017 Living to 100 Symposium in Orlando, Florida. The topics

of interest include, but are not limited to:

e Theories on how and why we age;

* Methodologies for estimating future rates of survival;

e Implications for society, institutions and individuals, as well as
changes needed to support a growing aging population; and

e Applications of existing or new longevity theories and methods

for actuarial practice.

Please submit an abstract or outline of your proposed paper by
Sept. 30, 2015. The abstract should include a brief description of
the subject of the paper, data sources and methods to be used, key
items to be covered, and how your paper will contribute to current

knowledge, theory and/or methodology.

A brief curriculum vitae or resume is also required. Learn more about the call for papers,

Submit the information by email to: including the complete topic list, by

Jan Schuh going to Livingto100.soa.org.

Sr. Research Administrator Questions may be directed to
Email: jschuh@soa.org

Ronora Stryker, Research

Actuary, at rstryker@soa.org.
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AUSTIN, TX

SOCIETY OF
ACTUARIES

.......

Technical Experts. Creative Thinkers.
Committed Professionals. Innovative Leaders.
Data Driven. Big-Picture Focused.

Actuaries.
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Make your hotel reservations now for the premier actuarial event of the year. With more
than 2,000 attendees in 2014, the SOA Annual Meeting & Exhibit is the best place to

network with peers, learn from industry leaders and help advance the profession.

SOAAnnualMeeting.org



SOA ELECTIONS 2015
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VOTE TODAY!
Elections open August 17 and close September 4
at 1 p.m. Central. Visit soa.org/elections.

Election questions? Write to elections@soa.org.
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