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LTC Dashboard — Key Accessory to  
High-Octane Performance
by Laurel Kastrup and Robert Hanes

LTC dAshBoARd
This article will take a look at the analyses a com-
pany can perform to monitor their LTC business to 
help detect and try to correct experience variances 
before having to increase inadequate reserves sub-
stantially, to request large premium rate increases, 
and/or to stop selling new business altogether. The 
goal is to create an array of information or a “dash-
board” generated from the analyses that can be used 
to better manage the LTC risks the company has 
assumed.

Dashboard metrics typically focus on the assump-
tions used to price the products:

•	 Morbidity:  Some of the biggest unknowns in 
pricing LTC products, and where substantial 
financial risks lie, are the morbidity assumptions 
— namely, claim incidence, claim continuance, 
and utilization (for expense reimbursement cov-
erage). Companies need to monitor each of them 
separately. This is often performed by calculating 
actual to expected ratios. Depending on the need, 
the expected basis can be from pricing, valuation, 
or best estimates. While many different sets of 
ratios can and should be developed, the dash-
board should contain those ratios that represent 
where the information is credible and the com-
pany’s exposure is the greatest. (Note:  Too often, 
companies rely on actual to expected studies of 
total claim costs to monitor morbidity. This is 
not going to show problems in the DLR and will 
be slow to show problems in the ALR. Because 
of this, taking a deeper look at the individual 
morbidity assumptions separately is warranted.  
Also, results learned from taking apart the mor-
bidity assumptions for the DLR analysis should 
be incorporated into the ALR assumptions.)

Another performance measurement tool to use for 
morbidity is a disabled life reserve (DLR) source 
of earnings analysis. This analysis projects the 
DLR from one period to the next and compares 
how the DLR was expected to perform, usually 
based on valuation assumptions, versus actual 

BACkgRouNd
Since their introduction into the insurance market-
place, long-term care (LTC) insurance products 
have proven to be challenging to manage to achieve 
desired profit margins. This is greatly attributable to 
the lack of credible experience in pricing the prod-
ucts initially and the flexible nature of LTC bene-
fits, which can cover custodial care in a wide variety 
of settings and often at different levels of costs. In 
addition, medical advancements and improvements 
in technology continue to reshape how care is deliv-
ered and change claim continuance patterns.

LTC ExPERiENCE moNiToRiNg
In view of the actual experience of LTC carriers and 
emerging trends which impact claim incidence and 
continuance, companies are encouraged to monitor 
their LTC experience on a routine basis to detect 
problems as quickly as possible so that requisite 
corrective actions can be modest, but effective.  

Instances where such experience monitoring is in 
evidence can be found in several recent press releas-
es regarding LTC financial results, wherein compa-
nies have mentioned the need for active (ALR) and 
disabled (DLR) life reserve strengthening, deferred 
acquisition cost write-offs, and/or premium rate 
increases on inforce policies. In some cases, carriers 
have discontinued new sales altogether. Among the 
main reasons given for these actions were that actu-
al experience developed differently than assumed in 
pricing or in the original reserving assumptions. A 
common reason for a premium rate increase is that 
policy persistency has been higher than anticipated, 
which is expected to lead to higher claim costs in the 
future. For disabled life reserves, increases are often 
due to longer claim continuance.

Going forward, how should LTC companies moni-
tor their experience? What metrics should they 
review and how frequently? As we have seen, 
companies failing to monitor their LTC experience 
actively find reversing poor performance difficult 
and often decide to leave the market to others.
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•	 Investment Income: Given the current low new 
money rates, some LTC carriers are contend-
ing with investment yields that are lower than 
assumed in pricing. Additionally, depending on 
the make-up of their investment portfolios, asset 
and liability cash flow mismatching is more of a 
problem because of the lower yields (e.g., asset 
durations are shortening as callable bonds are 
being called). To monitor the impacts of shifts in 
the interest rate environment, companies should 
include invested asset performance on the LTC 
dashboard. Items to consider for the dashboard 
are:  asset quality, features (e.g., callable), cur-
rent average yields versus valuation interest rates, 
unrealized gains/losses, etc. Lastly, a gross pre-
mium valuation analysis can be used to determine 
the breakeven interest, which can be a useful 
gauge to know how much margin there is in the 
investment income assumption.

•	 Total Persistency: Given that LTC is a lapse-
supported product, having the appropriate lapse 
and mortality assumptions is important to an 
adequately priced product. When LTC was first 
priced, total persistency was often assumed to be 
much lower than experience has shown and has 
resulted in higher than expected claim costs, both 
in terms of actual and projected claims. The LTC 
dashboard should track actual to expected total 
persistency ratios by policy form and other vari-
ables that are determined to be significant (e.g., 
policy duration). Some carriers also have the 
ability to track mortality accurately, which will 
give more insight into this assumption.  After a 
premium rate increase, monitoring shock lapses 
is important. If a company has several years of 
LTC experience, the actual to expected persis-
tency ratios should show improvement, assum-
ing that more recent business was priced with 
reduced lapse rates.

•	 Premium Rate Increases: If premium rate 
increases are being requested and implemented, 
it is important to have a grid to track the “suc-
cess rate.” This is the ratio of the rate increase 
requested to the final rate increase approved by 
state and, when combined with the amount of pre-
mium in the state, gives the ability to calculate the 
overall rate increase. Adding dates to the tracking 
allows monitoring of the lag between request and 

experience. A dashboard can then be set up for 
this to answer questions such as:

 - Were claim terminations higher or lower 
than expected?

 - Did the terminations vary for the entire 
block or just a particular segment — for 
example lifetime benefit period versus lim-
ited benefit period?

 - How did paid claims compare to what was 
expected for the period? Were they high-
er because of increased utilization, lower 
claim terminations, increased incidence, or 
a combination of these reasons?

 - Did the claim results vary by product fea-
ture — for example, claims with an infla-
tion adjustment versus no inflation adjust-
ment?

 - Did the results vary by issue age band or 
policy form? If this is the case, companies 
will have to dig deeper to see if there is a 
problem with incidence or if it is a result 
of higher than expected policy persistency.

•	 Claim Transitions: Another morbidity-related 
item to consider is claim transitions. Depending 
on how your valuation system is configured, 
when a claim changes site of care, for example 
from home care to nursing home, it can cause a 
disconnect in your DLR calculation because of 
the typical increase (or decrease) in benefits. The 
preferred remedy would be to incorporate claim 
transitions in your valuation; however, if that is 
not currently feasible, you can track them and 
make adjustments, if appropriate. For the dash-
board, the number of claims transitioning during 
the period can be monitored for reasonableness 
and compared to expected, if that information is 
available.

•	 DLR Hindsight Analyses: To demonstrate the 
continued adequacy of assumptions used to cal-
culate disabled life reserves, companies should 
calculate the margins or deficits for DLR bal-
ances from prior valuation dates.  The dashboard 
should track the five most recent year ends at a 
minimum. Consideration should be given to those 
dates when reserves have been strengthened to 
document that the reserves are more adequate as 
a result.

LTC Dashboard |  fRoM PagE 31



Long-Term Care News  |  SEPTEMBER 2012  |  33

©2012 KPMG LLP, a Delaware limited liability partner-

ship and the U.S. member firm of the KPMG network 

of independent member firms affiliated with KPMG 

International Cooperative (“KPMG International”), a 

Swiss entity. All rights reserved.

All information provided is of a general nature and is not 

intended to address the circumstances of any particular 

individual or entity. Although we endeavor to provide 

accurate and timely information, there can be no guar-

antee that such information is accurate as of the date it 

is received or that it will continue to be accurate in the 

future. No one should act upon such information with-

out appropriate advice after a thorough examination of 

the facts of a particular situation.

For additional news and information, please access 

KPMG LLP’s website on the Internet at http://www.

us.kpmg.com. 

approval of rate increases which can be consid-
ered when determining future actions.

•	 Commissions and Expenses: Actual to expected 
commissions and expenses should be monitored 
as well. It is important to note if commissions are 
paid on rate-increased premiums. The recover-
ability of the most recent calendar year of sales 
should be monitored.

•	 Sales Trends: Sales trends by policy form and 
various combinations of region or state, age, 
underwriting class, benefit period, elimination 
period, benefit amount, spousal coverage, etc. 
should be monitored. Comparisons to the sales 
projections should be included. If based on the 
pricing, there are known problematic cells, for 
example sales concentrated in one state, these 
should be monitored separately. Carriers should 
also note the number of exceptions to the under-
writing manual in the new policies. For example, 
are a high number of exceptions being granted or 
do new sales follow the underwriting guidelines?

Once most of the procedures for actual to expect-
ed reports are in place, they can be performed 
quarterly. However, tools such as deep-dive 
experience studies on morbidity are generally 
only updated annually. To be most useful, this 
should be done before cash flow testing, loss 
recognition testing for GAAP, and the company 
expected plan is performed. For any assumptions 
that are highlighted as being problematic in the 
short-term, they should be monitored more fre-
quently. Companies find it helpful to put together 
a calendar for experience studies. This helps the 
work stay on target and gives the appearance of 
being a well thought-out process and not some ad 
hoc actuarial work.

summARy
In summary, as a company’s LTC products mature 
and credible experience develops, their true per-
formance can be assessed.  An LTC dashboard 
which includes metrics and information like those 
described in this article, can be a valuable compo-
nent in monitoring the experience and determining 
appropriate management actions to achieve desired 
objectives.
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