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CORRESPONDENCE MEMORANDUM

DATE: January 13, 2012 CONFIDENTIAL
TO: Group Insurance Board
FROM: Roni Harper, Manager, Optional Insurance Plans

Division of Insurance Services

SUBJECT: Consideration of Long-Term Care Proposal
United of Omaha Premium Increase

Staff requests the Group Insurance Board (GIB) approve the premium increase as
requested for the United of Omaha long-term care insurance policy for new
policies marketed to State of Wisconsin employees, annuitants, and their families
through HealthChoice Long-Term Care Solutions {(HealthChoice).

BACKGROUND

Since June 2011, the United of Omaha Insurance Company, through its marketing
agent HealthChoice, has been the sole insurer marketing long-term care {(LTC)
insurance to State of Wisconsin employees and their families under the provisions of
Wisconsin Admin. Code ETF 41. In 2011, an updated John Hancock LTC plan was not
renewed because of limitations in its inflation protection provisions. HealthChoice has
been marketing GIB-approved LTC insurance in Wisconsin since 1995.

The United LTCi Solutions series is approved by the Wisconsin Commissioner of
Insurance (OCI) as policy series LTCO9U-AG-WISE. The approved series offers two
versions in Wisconsin: Assured Solutions Gold and Cash-First. The benefits offered by
the United of Omaha policy itself would not change under this proposal. It continues to
meet all the requirements of the GIB guidelines for optional group insurance plans.

United of Omaha ranked fifth in annualized LTCi sales by premium in 2010, behind
John Hancock, Genworth, Northwestern, and Prudential. Mutual of Omaha, the parent
company of United of Omaha, is rated A+ (Superior) by A.M. Best and A1 (Good) by
Moody’s.
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DISCUSSION

United of Omaha has requested rate increases in premiums charged for the inflation
riders on new business. The five percent (5%) 20-year compound inflation protection is
only offered to policyholders age 65 and older, as approved by the GIB in 2009. There
is also a lifetime five percent (5%) compound inflation rider available to all purchasers.
The rate changes would not affect existing policyholders. The change would become
effective on February 8, 2012, if approved by the GIB.

United of Omaha explained in its proposal (attached) that a premium rate increase is
needed “due to the sustained, low interest rate environment”. United Of Omaha cites
additional industry trends including higher claim costs, “improved persistency” (lower
lapse rate than anticipated), and demographic shifts as reasons to update assumptions
for rate setting and the need to maintain a level of profitability that will allow the
organization to remain in the LTC market.

This rate increase has been approved by OCl and has also been filed in 47 other states,
where over half had already approved the rate increase as of December 20, 2011.

ACTUARIAL REVIEW

The GIB’s consulting actuary, Deloitte Consulting LLP (Deloitte) has reviewed the
proposal from United of Omaha (see attachment). Deloitte found that the range of rate
increases within the policy, depending on age and inflation rider, was approximately
15% to 50%. In addition, Deloitte said the varying rate increases were “within a range
of what we would typically expect in light of the current interest rate environment”,
Overall, the Deloitte assessment found the proposed policy and premiums to be
reasonable and in line with the parameters of GIB guidelines.

CONCLUSION

Based on review by ETF staff and Deloitte, staff recommend approval of the proposed
premium rate increases for inflation riders that are sold as new business by United of
Omabha to State of Wisconsin employees and their families effective February 8, 2012.

Attachments: HealthChoice Insurance Solutions Rate Change Notification
Single Premium Rate Comparisens 2012
Deloitte Consulting LLP assessment letter



CONFIDENTIAL

INSURANCE SOLUTIONS

‘State of Wisconsin Employees and Annuitants’
583 D'Onofrio Drive, #101 Madison, Wi 53719'(608) 833-2524

LONG-TERM CARE SOLUTIONS

RATE CHANGE NOTIFICATION TO THE STATE OF
WISCONSIN DEPARTMENT OF EMPLOYEE TRUST FUNDS
& WISCONSIN GROUP INSURANCE BOARD

United of Omaha Lif‘e:msumm:e Company
Rate Adjustment for Inflation Riders- New Business Only 2012
Form # LTCOBU-AG- WiSE

_ December 8, 2011
-©Copyright 2011. HealthChoice Insurance Solutions. ALL RIGHTS RESERVED,
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December 8, 2011

Ms. Roni Harper

Marager of Optional Insurance Plans and Audits
Department of Employee Trust Funds
Wisconsin Group Insurance Board.
Roni.harper@etf. state, WI Us

608~264~5801 .

RE: HealthChoice/United of Omaha New Business Rate Change Notlfication
Dear Ms, Harper,

As reqmred for Board:Approval, ptease find enclosad information pertaining to the new
hiisiness rate adjustment.on the United of Omaha Long Term Care Insurance marketed to the
State of Wisconsin Empioyee Trust Fands. (ETF} Group by HealthChoice [nsurance Solutions. The
policy form affected is LTCO9U-AG-WISE. The change is a rate increase on inflation riders only.
and for new business only: The rate change does not affect existing policyholders, and is. néot
dffective until Board approval, on or after February 7%, 2012.

The rate adjustment on the Inflation riders is necessary due to the sustained, low interest rate
environment, among other factors.. The cost of maintaining the 5% compounding increased
benefit is greater than the base policy itself. It isour position that all companies whe have not
yet, will be adjusting their inflation rider rates based on these factors. Please note that this
change is not isolated to the:state of Wisconsin ETF group and is being implemeénted nationally.

Piease review the enclosed documents:
‘& :11/10/11 New Business Rate Change Notification Letter from United of Omaha
e 12/8/11 New Business Rate Change Notification Letter from United of Omaha- Rate
Justification Additional Information
¢ Rate Comparisons {2, 4, or-57)

Plaase contact us if you have questions or require further information.

Sincerely,
Cliff Morris Robert Pearson Juliett Dykstra
{800) 833-5823 {608) 833-2524 (608)833-2524

ewriorris@healthchoice.com robertp@navgate.org  * juliettd@navgate.com



Usnren of Omaua Lire Insurance Company
Mautual of Omaha: Plza,

Oiizha, NE $8175

402 347 7600 -
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Novemnber 10,2011

Ms Roni Herper:

Manager of Optional Insurance Plans:and Audits
Department of Employee Trust Funds
Wisconsin Group Insurance Board
roni.harper@etf.state.wi us

B08:264-79058

Fax-608 266-8801

RE:  United of Omaha New Business Rate Change Notification
Dear Ms. Harper,

This letteris to nahfy the Wisconsin-Greup. Insurance Board (GIB) and you of the new business rate
adjustment o the United of Omaha Long Term Care Insurance product marksted to the State of
W“sconsm Employee Trust Funds {ETF) group The s;aecif o3 ;)oilcy form affected is LTCDQU-AG-WISE

aci;ustad rates

The tate adjustment is necessary due fo the sustained, low itterest rate enwronment Please know that
this rate-adjustment is not isolated to the stale of Wisconsin ETF group and is being filed nationally.

The percenti increase on the infianmn riders will vary depending on age and the infiation rider selected..
The inflation riders currently being marketed to ETF include eithera 5% Compound Lifetime or.5%:
Coempound 20 Year inflation option. Specific examples of how the rates have been adjusted are shown
below:

Age 50, 5% Compound Inflation Lifetime, 56% increase:
Age'50, 5% Compound inflation 20 Year, 16% incredse
Age B0, 5% Compaund Inflation Lifetime, 43% increase
_Age 60, 5% Compound Inflation 20 Year, 28% increase .

. e

We are in the process of filing the inflation riders with the adiusted rates with: the Wisconsgin Office of the.
Commissioner of Insurance. ‘Once approved, we will natify you of the éffectivedate. The new infiation
riders with adjusted rates will be applied to new business only from the effective dateforward. Please be
advised that current. poltcyhoiders will not be affac!ad by this change:

We recognize this action impacts you, and we are: committed to providing you with any additional
information-you may need. If you have-any further questions, please feel to.contact me.

Sincerely,
Mary Swanson, FSA, MAAA
LTC Product Parformance E)lrecior

cec.

HealthChoice Long-term Care for State Employees and Anntiitants
Bob Pearson

Cliff Morris



‘Unitep of Omana Live Insvhasce Company
Mauttual of Omdhs Plaza

Omshs, NE 68175

407 342 7600

‘mutuaiofomahaicom

December 08, 2011

s Roni Harper

Manager of Optional insurance Plans and Audits
Department of Employee Trust Funds
Wigconsin Group Insurance Board
roni.harger@etf.state.wl.us

‘608 264-7905

Fax-608 266-5801

RE: United of Omaha New Busingss Rate Change Notification
PearMs. H-ar_per_,

Thig’ tettef is to provide the Wisconsin Group insurance Board (GIB) and you some additional information
-regardmg the justification for the new busingss rate adjustment on'the United of Omaha Long Term Care
Insurance preduct marketed to the State of Wisconsin Employee Trust Funids (ETF) group.

As'stated in the fetter addressed to you dated November 11, 2011, the rate adjustment is necessary due to'the
sustained, low interist rate environment, In addition to that reason, it is important to understand United of
Omaha ccnsnders LTClasa.core pmduct, which means it’s a major part of our fong-term business strategy. As
we remain-committed to thismarket, it is important that we activeiy manitor emerging industry trends:
Mthm;gh we have updated all of our assumptions, the key items that. infiuenced these rate changes include
the iGw interest raté environmant; higherclaim casts, im proved pers istency and- demographic shifts, All
assismption changes were filed and approved with'the Wistonsin Office of the Commissioner of Insurance:

Aswe are all- aware, investment rates have decreased significantly. We have reduced our jong term _
Investment assumption due to ourlong term expectation ofreturns, Profitability of the inflation riders was
Impacted greatly by this change given the farger refiance of theinvestmentincome.

Morbidity continues to be reviewed and adjusted annually at Mutual af Omaha. " We:retently hiad a review
camp!eted bv M:%Ilman canceming our ciaims gxporience as welt as our pricing assum;)tmn We have updated
the assumptian based on this review, ‘Main adjustments include changes to care coordination expectations,
married selection factors, overall utiiization assumptions {especially for lifetime bienefit pencd) and future
asstmptions for daim terminations,

Although our titimate lapse rate assumptionwas at 1%, our experience is showinig a fower uitimate lapse rate
{0.75%) for marvied individuals. We continueto update our experience and incdrporate these- gssumiptans.
into aur modeling:

Based 'on the above assumptlon changes, the shift in demographics also has contributed to a reduction.in’
profitability,

?or these reasons W are adjus%;ng rates on our mﬂatmn rlders (Iﬁctuding Guaranteed ?urchase Optlon) on

major p_lav.er ;n the LTGi ma.r.lcet f._cr year.s to corme.



IFyou have any further questions, please Teel to contact me.
Sincerely,

Maiy Swanson, FSA;, MAAA
LTC Product Parformance Director

CLs

tealthChoice Long-term Care forState Employeds and Annuitants
‘Bob-Pearson h

Cliff Morris.
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5% for 20-YEAR PREMIUM RATE COMPARISONS 2012
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MARRIED PREMIUM RATE COMPARISONS 2012
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SINGLE PREMIUM RATE COMPARISONS 20612
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Deloitte.
e Ol eéﬁ' : Deloifte Consulting LLP

111 5 Wacker
Chicago, IL 560606
USA

Tel: 1312 486 2265
Fax: 1312 247 2265
www deloitte.com

January 11,2012

Roni Harper

Manager, Optional Insurance Plans & Audits
Division of Insurance Services

Department of Employee Trust Funds

301 West Badger Road

Madison, WI 53702

Re: Assessment of Rate Adjustment for United of Omaha’s Long-Term Care Insurance Plan
Dear Roni:

‘We have reviewed the materials submitted by United of Omaha and HealthChoice related to the
requested rate increase for United of Omaha’s Long-Term Care (LTC) Insurance plan. The proposal
materials we reviewed included letters from both HealthChoice and United of Omaha describing the
need for the rate increase, premium rate schedules, and correspondence between United of Omaha and
ETF staff.

Based on our assessment, we believe the proposed premium rates are reasonable and satisfy the Group
Insurance Board’s requirements.

The remainder of this document summarizes specific issues examined during our analysis.

Scope of Rate Increase

The magnitude of the rate increase ranges from approximately 15%-50%, depending on a number of
rating factors, including age, marital status, and benefit period.

In a letter dated December 8, 2011, HealthChoice noted that rate increase would affect only newly
issued policies with inflation protection riders, and is in the process of being implemented nationally.
Because the rate increase is not imposed on existing policyholders who would not be able to secure
less expensive coverage with another cartier without being re-underwritten, the downside impact of
the rate increase is minimized.

United of Omaha also confirmed that as of December 20, 2011, over half of the 47 states have already
approved the rate increase, and the rates for the ETF plan were handled consistent with the rest of the
business.

Justification for Rate Increase

In a letter dated December 08, 2011, Mary Swanson, an actuary from United of Omaha, wrote that the
rate increase is needed due to “a sustained, low interest rate environment, higher claim costs, improved
persistency, and demographic shifts.” It was later noted that the most significant driver of the change
is the current interest rate environment.

Member of
Deloitte Touche Tohmatsu



Roni Harper
December 27, 2011
Page 2

QOur recent experience with other LTC insurers in the industry suggests that the current interest rate
environment is putting pressure on the pricing of LTC insurance contracts. We therefore find this
justification reasonable.

Analysis of Premium Levels

We reviewed the premium rate increase materials for reasonableness and find the requested increases
to be within a range of what we would typically expect in light of the current interest rate environment.
In particular, we noted that:

» Policies with lifetime benefit periods received higher rate increases relative to policies with
defined benefit periods, which we find reasonable given our experience with similar contracts
in the industry.

» Policies for younger age groups received higher rate increases, on a percentage basis, relative
to policies for older ages, which we find reasonable given that younger policies generally
persist longer than older policies, and are therefore more sensitive to fluctuations in interest
rates.

» The new premium rates are in-line with what other insurers are charging for products with
similar benefits. As shown in the premium rate exhibits provided by United of Omaha, the
new rates are similar to the rates for John Hancock’s ClII LTC product, which we reviewed
earlier this year,

Overall, we find the premium rates to be reasonable and in-line with what other insurers are charging.

Summary

In summary, we believe the proposed policy and prermums are reasonable and satisfy the Group
Insurance Board’s requirements.

Timothy D. Gustafson, FSA, MAAA
Principal




