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 1                  COMMISSIONER WELDIN STEWART:  Well,


 2     good afternoon.  Welcome to the Delaware


 3     Insurance Department's public information session


 4     regarding John Hancock Life Insurance Company


 5     long term care rate filing.


 6                  My name is Karen Weldin Stewart.  I


 7     am the Insurance Commissioner of the State of


 8     Delaware, and will make the ultimate decision to


 9     approve or disapprove this proposed rate filing.


10                  John Hancock Life Insurance Company


11     has filed a rate filing pursuant to


12     Administrative Code regulation 1404, section


13     20.0, long-term care insurance premium rate


14     schedule increases.


15                  The purpose of this session is for


16     the Department of Insurance to receive comment


17     from the public to aid in reaching a decision on


18     the proposed long term care rate filing.  In


19     reaching its decision, the Department will


20     consider any comments presented here today, along


21     with any comments submitted in writing.


22                  The entire record concerning the


23     proposed long-term care rate filing, including


24     the transcript of today's session, will be
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 1     reviewed before any final conclusions are


 2     reached.


 3                  Today's session, as you can see, is


 4     being transcribed by a court reporter.  After the


 5     Department receives the typed transcript, the


 6     Department will make it available on its website


 7     at www.delaware insurance.gov.


 8                  You may download a copy of the


 9     transcript from the Department's website at that


10     time.  If you do not have internet access, you


11     may view the transcript at the Department's


12     offices here in Dover, and in Wilmington, which


13     is located in the Carvel State Office Building,


14     fifth floor, at Ninth and French Streets.  But


15     please call (302) 674-7300 to schedule an


16     appointment before visiting the Department's


17     offices.  You may also submit a request for


18     copies of a particular document by fax or e-mail.


19                  As explained earlier, the purpose of


20     today's session is to provide a public forum for


21     anyone to give information or comments concerning


22     the proposed John Hancock Life Insurance


23     Company's long-term care rate filing.  Please


24     address your comments to this topic only.  We ask
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 1     that you please be as concise as possible and


 2     limit your remarks to eight minutes.


 3                  If you are speaking, we ask that you


 4     include your name on the list of speakers that is


 5     available at the sign-in table.  I hope you have


 6     all signed up and have already indicated that you


 7     wish to speak.  If you have not done so, please


 8     do so now.


 9                  We also ask that you indicate if you


10     are speaking on your own behalf or if you are


11     speaking in any type of representative capacity.


12     For example, if you are a policyholder of John


13     Hancock.


14                  Because of the information nature of


15     today's session, there will be no sworn


16     testimony.  Cross-examination and questioning of


17     speakers or other representatives of the parties


18     likewise will not be permitted.  However, you may


19     pose factual questions to the applicants during


20     your oral comments, or in writing on 5 by 7


21     cards, available at the sign-in table.


22                  Following today's session, the


23     Department will require John Hancock Life


24     Insurance Company to respond in writing to all
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 1     questions raised by the Department and public


 2     during this session, and will make the responses


 3     available on our website.


 4                  John Hancock Life Insurance Company


 5     and the Insurance Department's actuarial firm,


 6     INS, which reviewed the long term care rate


 7     filing, have each sent representatives to


 8     contribute to this public information session.


 9                  Marianne Harrison, president of John


10     Hancock Long Term Care, and David Plumb, vice


11     president of product and compliance for John


12     Hancock Long Term Care, and the Insurance


13     Department's actuary, Art Lucker of INS


14     Consultants, will be making introductory


15     statements.  Their statements are intended to


16     give an overview of the long term care rate


17     filing as a preface to the public comment


18     session.


19                  They will speak for approximately 15


20     minutes each.  Their statements will be recorded


21     by the court reporter, and will be posted on the


22     Department's website.  Marianne Harrison and


23     David Plumb will be speaking first.


24                  MS. HARRISON:  Thank you.  Good


Wilcox & Fetzer Ltd.







Page 6


 1     afternoon, ladies and gentlemen, Commissioner


 2     Stewart.  I am Marianne Harrison of John


 3     Hancock's long term care business unit, and I


 4     welcome the opportunity to share some background


 5     information on the proposed long term care


 6     insurance premium rate increases that we have


 7     requested.


 8                  Let me start by saying that we would


 9     prefer not to have to taking these rate


10     increases, and we recognize that premium


11     increases may be very difficult on many of our


12     customers.


13                  I'll be getting into the details


14     about our proposed rate increases, and the


15     options we are offering to provide relief to our


16     customers in a minute.  Before I do that, I would


17     like to give you a little bit of background on


18     John Hancock.


19                  We believe that long term care


20     insurance plays a pivotal role in the financial


21     planning process, and helps mitigate the impact


22     of potentially devastating costs on the financial


23     well-being of Delaware families.


24                  This is particularly critical in an
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 1     environment in which government programs are


 2     severely strained, and the need for private


 3     sources to support long term care needs continues


 4     to rise dramatically.


 5                  John Hancock has been a leader in


 6     the long term care insurance industry, always


 7     actively supporting consumer protection


 8     legislation and regulations at both state and


 9     national levels, and in many cases, implementing


10     such protections prior to the required adoption


11     dates.  We've also been a leader and innovator in


12     long term care insurance product design, ensuring


13     our products have evolved to meet the changing


14     needs of consumers.


15                  Over the years, John Hancock has


16     paid more than 3.7 billion dollars in long term


17     care insurance claims, and today pays them more


18     than 1.5 million dollars each and every day.


19                  We are committed to this business


20     and to this industry, as demonstrated by our


21     ability to be there when our customers need us


22     most, at claim time.  It is our intention to


23     remain a reliable industry carrier in this very


24     important line of business.
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 1                  My statement today will address the


 2     issue of the premiums related to our long term


 3     care insurance business, and describe why we


 4     believe the premium increase is critical to


 5     meeting future obligations to our customers.


 6                  I will also highlight some unique


 7     and innovative options that we have developed to


 8     help mitigate the impact of the rate increases on


 9     our customers.  At the outset, I would like to


10     highlight four critically important points.


11                  First, the goal in pricing long term


12     care insurance is to generate adequate premium to


13     cover a long term care event that is undetermined


14     in duration and severity, and it may not take


15     place until 20 to 40 years from the time the


16     person is first covered.


17                  Over that period, key elements that


18     get factored into pricing can change, such as


19     medical advances, care delivery systems, changes


20     in family dynamics, and the general health of the


21     population.  That is why long term care insurance


22     originated and is regulated as a product where


23     premiums can be adjusted over time.  It is


24     essential for carriers to be able to adjust


Wilcox & Fetzer Ltd.







Page 9


 1     assumptions in pricing to ensure that future


 2     policyholder obligations can be met.


 3                  The second key point is the long


 4     term care industry is still comparatively young,


 5     and until recently, there was very little actual


 6     claims data available for setting pricing


 7     assumptions.  As our block of business is


 8     maturing, we're starting to see more meaningful


 9     claims data, allowing us to better predict the


10     future based on past claims experience.


11                  The third point is that we have


12     taken action on our older policy series above and


13     beyond what the regulation requires, in order to


14     minimize the overall rate increase proposed to


15     our customers.


16                  And finally, we are offering


17     innovative options to the rate increase that will


18     allow a significant number of our customers to


19     avoid the rate increase altogether without a


20     reduction in their current benefits.


21                  I'd also like to mention that we are


22     proposing that no one who purchased at the issue


23     age of 80 and above will experience a rate


24     increase.  In addition, all impacted customers
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 1     will be given time and support to evaluate their


 2     options.


 3                  As the world continues to change at


 4     an unprecedented pace, so do the underlying


 5     factors and assumption used to price long term


 6     care insurance.  This is one reason why companies


 7     have a contractual right to increase premiums,


 8     subject to state acceptance.


 9                  While the product is guaranteed


10     renewable, meaning that a company cannot cancel


11     coverage as long as premiums are paid, premiums


12     are not guaranteed, and carriers have the


13     contractual right to increase rates when actual


14     experience differs significantly from original


15     expectations, in order to ensure benefits will be


16     paid over the life of the policy.


17                  The major contributors to the need


18     for our premium rate increase are as follows:  We


19     know more today than we ever have before about


20     this product.  In prior years, carriers had very


21     limited information to price the product.  Little


22     or no insured data existed, and carriers had to


23     rely on early duration, experience, and


24     government data on the general population, not
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 1     the insured population, for estimating claim


 2     experience.  Lapse assumptions were based on


 3     product lines such as disability, life insurance


 4     or Medigap policies.


 5                  With the passage of time, we've been


 6     able to see that these sources of assumptions


 7     alone were not adequate predictors of long term


 8     care experience, and that this business requires


 9     a unique set of assumptions.


10                  Termination rates have been a


11     significant factor in the need to raise premium


12     rates over the years.  Terminations arise when


13     people drop their coverage over time, either due


14     to death or because they no longer need the


15     policy, and we refer to the latter as lapses.


16                  We have found that lapse rates in


17     the later policy durations, which were originally


18     assumed by the industry to be in the range of 3


19     to 6 percent, have actually been less than 1


20     percent.  In addition, we have seen significantly


21     decreased mortality that has been observed


22     throughout the long term care and the life


23     insurance industry.


24                  While increasing lifespans is good
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 1     news, for the long term care industry it means


 2     that people are living longer, and reaching the


 3     age where frailty and dementia are more likely to


 4     occur, and carriers are consequently paying far


 5     more claims than originally priced for.


 6                  The other significant factor is


 7     around morbidity.  Morbidity is about the number


 8     of people that go on claim, known as incidents,


 9     how long they remain on claim, and the overall


10     cost of the claim.


11                  Our claim studies showed higher than


12     expected incidents of claim at older attained


13     ages and later policy durations, beyond the tenth


14     policy year, and we are seeing that claims are


15     lasting longer than anticipated.


16                  For example, advances in medical


17     care have caused a lengthening in claims, as many


18     medical advances extend lives.  Put simply, more


19     people are using the insurance than anticipated,


20     reinforcing the value of the product to


21     policyholders, but creating a pricing issue.


22                  In addition to all of these


23     unforeseeable developments, products have been


24     priced with investment returns that continue to
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 1     deteriorate over the years.  I do want to


 2     emphasize, however, that we are not raising


 3     premiums due to poor investment experience.  We


 4     are absorbing that loss completely.  And with the


 5     financial markets the way they've been over the


 6     past few years, you can understand that it is


 7     significant.


 8                  The end result of these significant


 9     changes in the long term care delivery system,


10     along with the maturation of the long term care


11     insurance industry itself, is that many long term


12     care insurance companies have observed similar


13     trends in their claims, and have had to seek


14     enforced rate increases in order to honor their


15     promise to pay claims in the future.  What I just


16     covered are the primary reasons why we are


17     seeking an enforced premium rate increase.


18                  At this time I would like to ask the


19     question why now.  The answer is we are now


20     seeing credible data at the older attained ages


21     and later policy durations.  As the real claims


22     experience is just becoming evident, we believe


23     the industry in general ins likely to see more


24     claims than previously expected.
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 1                  And this Exhibit A shows how our


 2     claims have evolved over time as our business has


 3     matured.  You can see that compared to three


 4     years ago, we now have almost two times the


 5     amount of claims data.  And more importantly, we


 6     have four times the amount of claims data at the


 7     older attained ages and later policy durations.


 8     This information at the older attained ages and


 9     later policy durations is particularly important,


10     as this is when the majority of policyholders


11     will go on claim.


12                  The amount of the rate increases we


13     are seeking varies by policy series, with the


14     average for each policy series ranging between 22


15     percent and 71 percent.  The maximum rate


16     increase for any one policy in Delaware is 90


17     percent.


18                  We recognize the difficulty that


19     these premium increases may pose for many of


20     those affected, so I would like to talk now about


21     how we are trying to ease the burden on our


22     customers.


23                  One of the first things that we did


24     was to self-impose on our older policy series
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 1     tighter guidelines than are required.  Effective


 2     January 1, 2005, Delaware adopted a rate


 3     stability law that is stricter for insurance


 4     companies and beneficial for consumers.  While


 5     rates on some of those -- of our policies are


 6     regulated by the Delaware rate stability law


 7     because they were issued after the law became


 8     effective, the majority of the affected


 9     policyholders were issued prior to the rate


10     stabilization law.  Nevertheless, John Hancock


11     has voluntarily followed key rate stability


12     requirements which are stricter, for all of those


13     older policies.


14                  The approach we have taken is


15     consistent with John Hancock's general philosophy


16     of trying to be at the forefront of protecting


17     consumer interests by complying with stricter


18     rules sooner than required.  In this case, it


19     means that we have voluntarily capped the rate


20     increase on our older policies, even though they


21     are not subject to the rate stability law.


22                  To give you some specifics, we are


23     applying an 85 percent minimum loss ratio on the


24     increased portion of premium.  This means that
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 1     for every dollar of increased premium, at least


 2     85 cents has to go to the payment of claims.  By


 3     law, we are only required to use 60 cents of


 4     every increased dollar to pay claims, under those


 5     older policy series.


 6                  We also restricted our rate increase


 7     so that the resulting new premiums are not


 8     greater than our current new business rates


 9     adjusted for benefits.  On these older policy


10     series, that was not required.


11                  The self-imposed restriction capped


12     the amount of the rate increase that we requested


13     for many ages.  Our actuaries are certifying that


14     no further increases are needed with our current


15     assumptions.  These older policies do not require


16     such certification.


17                  And finally, we will be


18     administering a contingent nonforfeiture benefit.


19     This is a benefit that was developed by the


20     National Association of Insurance Commissioners,


21     and effectively means that if a customer is


22     subject to a substantial rate increase, and that


23     definition varies by policy series and by age,


24     and stops paying premiums on their policy, it


Wilcox & Fetzer Ltd.







Page 17


 1     becomes paid up, and the customer will receive a


 2     reduced paid-up benefit.  Again, this is not


 3     something we are required to offer on the older


 4     policy series.


 5                  As you can see, we have been able to


 6     reduce the impact of that premium rate increase


 7     on our older policies by self-imposing much


 8     tighter requirements.  But even with these


 9     self-imposed restrictions, we recognize that


10     premium increases may be difficult for many of


11     our customers to manage, and we believe that it


12     is critical for carriers to provide the


13     policyholders with options to adjust benefits, to


14     keep premiums at or close to their current


15     levels.


16                  These are financially challenging


17     times for everyone, including our customers, and


18     we do not want them to lapse their coverage


19     because of higher premiums.  Therefore, we have


20     developed some meaningful and unique alternatives


21     that will allow our customers to hold onto their


22     policies, and at the same time, mitigate, and in


23     most cases completely avoid, the premium rate


24     increase.
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 1                  For our customers who purchased 5


 2     percent automatic compound inflation coverage,


 3     where the benefits automatically increase by 5


 4     percent each year for the life of the policy, we


 5     have developed an option to reduce the inflation


 6     percentage.  This option is a future reduced


 7     inflation percentage, that if elected by the


 8     customer, will allow them to avoid the rate


 9     increase completely.


10                  Since this is a prospective


11     reduction in inflation coverage, all inflation


12     value previously built up in the policy will


13     remain in place, so that current benefit levels


14     will not diminished.  Only future inflation


15     additions would be at a lower rate than 5


16     percent.  The reduced inflation percentage


17     offered as an option to customers would range


18     from 2.7 percent to 3.9 percent, depending on the


19     policy series.


20                  Now I'll take you through an example


21     as to how this would work.  Exhibit B, shown on


22     this slide, is for someone with 5 percent


23     compound lifetime inflation that has one of our


24     Gold Select policies.  The policy was sold in
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 1     1996 to a 50-year-old whose benefit features


 2     include the $100 daily benefit with a four-year


 3     benefit period.


 4                  Today their annual premium is


 5     983.10.  With the proposed rate increase, the new


 6     annual premium would be 1740.  If this customer


 7     elects to take the future inflation reduction


 8     option, their premium will remain at $983.10.


 9     While their benefits grew at a compound inflation


10     rate of 5 percent from the years 1996 to 2011,


11     from 2012 onwards their benefits will grow at a


12     compound inflation rate of 3.4 percent.


13                  You can see in Exhibit C the


14     difference the future inflation reduction will


15     have on the customer's benefit going forward.


16     The blue bars, prior to 2012, represent the 5


17     percent inflation that has accrued to the


18     customer to date.


19                  Beginning in 2012, the red bars


20     demonstrate the daily benefit accruing at the new


21     inflation rate of 3.4 percent, compared to the


22     blue bars, that show how the daily benefit would


23     have continued accruing at 5 percent compound.


24                  We believe that this is a very
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 1     viable option for customers with 5 percent


 2     compound inflation coverage over the life of the


 3     policy, as inflation surrounding long term care


 4     services has been in the 2 to 4 percent range in


 5     recent years, based on most industry costs of


 6     care studies.  In many cases, the buildup in


 7     policy value exceeds recent inflation experience.


 8                  This next exhibit, Exhibit D, is


 9     based on our own cost of care study, which has


10     been conducted by an independent third party, and


11     it shows how the cost of care has been rising


12     with inflation over the past nine years.  As you


13     can see, the increase in the cost of care has


14     ranged from 1.3 percent, for a home healthcare


15     aide, and up to 3.5 percent for a private room in


16     a nursing home.


17                  45 percent of our long term care


18     services are provided in the home, and that


19     number is steadily increasing, with assisted


20     living facilities accounting for about 30 percent


21     of all of our claims, and nursing homes about 25


22     percent.


23                  Based on the recent increases in the


24     cost of care and overall inflation, we believe
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 1     that for many, the future inflation reduction


 2     option is a good alternative to the premium rate


 3     increase, as it enables our customers to preserve


 4     their current benefits and avoid the rate


 5     increase altogether.


 6                  The future inflation reduction


 7     option can only be offered to customers when the


 8     rate increase is accepted by a state in its


 9     entirety.  There are complicated reasons for


10     this, but it's primarily because phasing in


11     reductions to the inflation rate would result in


12     multiple inflation reductions over time and


13     multiple variations by person, which cannot be


14     supported administratively.  Plus, it would


15     result in an overall higher ultimate rate


16     increase.


17                  While the future inflation reduction


18     option is an innovative concept, we have some


19     experience with implementing this type of option


20     before, and found it to be quite a popular


21     choice.


22                  In 2010, we implemented a future


23     inflation reduction option for the Federal


24     government employees' long term care insurance
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 1     program.  We offered as part of our options to


 2     insureds the ability to reduce the future


 3     inflation percentage from 5 percent to 4 percent,


 4     and completely avoid the rate increase of up to


 5     25 percent.


 6                  Approximately half of the affected


 7     insureds opted to reduce inflation coverage to 4


 8     percent, and the other half decided to pay the


 9     premium rate increase, and retained inflation


10     coverage at 5 percent.


11                  We were pleased that only 1 percent


12     of those affected lapsed their coverage, and that


13     the level of complaints received from


14     policyholders was very low, less than .6 percent.


15                  Approximately 73 percent of our


16     Delaware customers who would be subjected to our


17     proposed rate increase have this lifetime


18     automatic inflation coverage on their policies,


19     and would be able to completely eliminate the


20     enforced premium rate increase.  85 percent of


21     the requested increase in premium dollars would


22     be eligible for this option.


23                  Despite the considerable


24     administrative burden and complexity, as well as
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 1     the additional systems expense to John Hancock,


 2     we think it's very important to do all we can to


 3     allow customers to preserve their core coverage


 4     while avoiding the rate increase altogether.


 5                  So far, we have received very


 6     positive response to this innovative alternative


 7     from both our distribution partners and State


 8     insurance regulators, and no other carrier has


 9     offered this unique concept as an alternative to


10     a premium rate increase.


11                  While we will be able to offer the


12     future inflation reduction option to 73 percent


13     of our Delaware customers affected by the rate


14     increase, we do recognize that not everyone has


15     this type of coverage.  Therefore, we will be


16     offering the remaining 27 percent of affected


17     customers the option to change various policy


18     features, such as lengthening their elimination


19     period, shortening benefit periods, reducing


20     daily benefit amounts, or dropping riders from


21     coverage in order to help mitigate the rate


22     increase.  For these customers, the average


23     premium increase we are requesting is 23 percent,


24     which is lower than the overall average increase.
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 1                  I have two examples I'd like to


 2     share with you.  One is when someone chooses to


 3     reduce the daily benefit, and the other is when


 4     someone reduces the benefit period.


 5                  In that Exhibit E, the customer


 6     purchased our Gold Select product at the age of


 7     50, with a $100 daily benefit and a four-year


 8     benefit period.  In this example, the current


 9     annual premium is $418.10, and with the proposed


10     rate increase, the new annual premium would be


11     $525.  One option the customer has is to reduce


12     the daily benefit from $100 to $80, which would


13     then limit their premium increase to $1.90 per


14     year.


15                  Exhibit F illustrates someone who


16     selected an unlimited lifetime benefit period.


17     Again the policy was issued at the age of 50 with


18     a $100 daily benefit.  However, the benefit


19     period is unlimited.  In this example, the


20     current annual premium is $632.80, which would


21     increase to $855.10 with the proposed rate


22     increase.


23                  In order to reduce the rate increase


24     substantially, the customer will have the option
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 1     to reduce the benefit period to six years.  With


 2     the six year benefit period, the premium would


 3     actual decrease by $32.30 per year.  It's worth


 4     noting that the current average length of a long


 5     term care claim is just under three years.


 6                  We recognize that all of these


 7     options are, in fact, benefit reductions.


 8     Nevertheless, they provide a viable solution for


 9     our customers who may not be able to afford the


10     premium increase and do not want to forego


11     coverage.


12                  Delaware regulation requires that


13     all carriers disclose on the policy cover page


14     the maximum amount of premium rate increase that


15     the carrier could implement in any calendar year.


16     John Hancock's cost disclosure states that we


17     will not increase premium rates more than 30


18     percent in any calendar year.


19                  We are requesting the Department


20     pre-approve the successive annual premium


21     increase, capped at 30 percent each year, up to


22     the amount of the filed-for rate increases.  By


23     doing this, it allows us to offer our


24     policyholders the future inflation reduction
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 1     option, which will allow them to eliminate their


 2     premium increases altogether.


 3                  Almost as important as making these


 4     options available to our customers is our ability


 5     to help them understand these options and to


 6     provide further support if they need it.  We will


 7     work hard to provide our customers with clear and


 8     concise information regarding the impact of the


 9     rate increase on their policies.  We will also


10     clearly explain future inflation reduction and


11     other options available to them, to mitigate or


12     avoid the rate increase.


13                  We will send each affected customer


14     a customized option letter that describes the


15     options that may best fit their particular


16     situation.  Again, our experience with the


17     Federal program has helped us develop effective


18     communication strategies and materials for our


19     customers.


20                  Our customers will be given


21     sufficient time to make a decision, as well as


22     assistance with making a decision that is best


23     for them.  We will provide our customers with 60


24     days advance notice of the rate increase, along
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 1     with customized options available to them.


 2     Trained representatives at our custom service


 3     center will be available to assist our customers


 4     who have questions.


 5                  In addition, we will be providing


 6     our producers with extensive information and


 7     training materials regarding this rate action, so


 8     they will be equipped to assist their customers.


 9                  In summary, we believe very strongly


10     in the important role long term care insurance


11     plays in the financial planning process and in


12     the lives of the people that we insure.  As a


13     market leader in the long term care insurance


14     industry, we believe it is our responsibility to


15     do what is necessary to meet the future needs of


16     our customers, and ensure the ongoing stability


17     of a business.


18                  We are confident that our rate


19     filing submissions fully support the premium rate


20     increases we are seeking, and hope this statement


21     helps to provide some context for our requested


22     long term care rate increases.


23                  We also believe we are taking


24     helpful and meaningful steps to ease the burden
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 1     on our customers.  Those measures enable


 2     customers to balance their personal interests and


 3     needs while retaining this valuable coverage.


 4                  Thank you for the opportunity to


 5     provide this information, and we look forward to


 6     continuing to reliably serve our Delaware


 7     customers.


 8                  COMMISSIONER WELDIN STEWART:  Thank


 9     you.  So then the Insurance Department's actuary,


10     Art Lucker from INS Consultants, will speak now.


11                  MR. LUCKER:  Thank you.  Good


12     afternoon.  I will refer to INS Consultants as


13     INS.  I will refer to John Hancock Life Insurance


14     Company as JHLIC.


15                  JHLIC filed for approval rate


16     revisions that vary by issue age, benefit period,


17     and inflation option.  The rate revisions were as


18     follows:  For the Advantage policy form series,


19     the average rate revision was 30.6 percent.  The


20     policyholder rate revisions varied from 0 to 77


21     percent.


22                  For the Gold policy form series, the


23     average rate revision was 41.6 percent.  The


24     policyholder rate revisions vary from 0 to 77
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 1     percent.


 2                  For the Custom Care policy form


 3     series, the average rate revision was 71.1


 4     percent.  The policyholder rate revisions vary


 5     from 0 to 90 percent.


 6                  For the Custom Care II policy form


 7     series, the average rate revision was 21.5


 8     percent.  The policyholder rate revisions vary


 9     from 0 to 23 percent.


10                  Delaware regulation 1404, section


11     6.1.6.1, requires a cost disclosure provision in


12     the policy forms.  This cost disclosure provision


13     limits the maximum annual rate increase that can


14     be implemented by the company.  For these forms,


15     it is 30 percent.  For rate increases greater


16     than 30 percent, John Hancock -- JHLIC wants to


17     implement the rate increase over successive


18     years.


19                  INS reviewed the filing.  INS


20     requested additional information.  JHLIC


21     responded to our request for additional


22     information.  JHLIC's response was acceptable.


23                  INS expressed its concern to the


24     Delaware Insurance Department regarding rate
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 1     revisions that vary by issue age.  Section 6.1.2


 2     of Delaware regulation 1404 defines "guaranteed


 3     renewable" to include the language that rates may


 4     be revised by the insurer on a class basis.


 5                  Whether issue age constitutes a


 6     class basis is a matter for the Delaware


 7     Insurance Department to determine.  INS's opinion


 8     is that issue age does not constitute a class


 9     basis.  Our position is premised on the fact that


10     the underlying risk pool is funded in the


11     aggregate by an issue age premium rate structure


12     for which it can be demonstrated that benefits


13     are reasonable to premiums in the aggregate.


14                  Otherwise, the logic leads to the


15     unacceptable conclusion that premium rates can be


16     revised for only one issue age if the


17     benefit/premium relationship for that issue age


18     is unreasonable.


19                  For each policy series, INS


20     performed an independent projections of future


21     national experience and future Delaware


22     experience.  From our analysis, we suggest the


23     average rate revisions for each policy form


24     series is actuarially justified.  We base this
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 1     conclusion on the requirement of section 19,


 2     Delaware regulation 1404, and the loss ratio


 3     results developed from our independent


 4     projections.


 5                  In conclusion, INS suggests the


 6     follows:  For the Advantage policy form series,


 7     the average rate revision of 30.6 percent appears


 8     to be actuarially justified, subject to the


 9     Delaware cost disclosure limitation of 30


10     percent.


11                  For the Gold policy form series, the


12     average rate revision of 41.6 percent appears to


13     be actuarially justified, subject to the Delaware


14     cost disclosure limitation of 30 percent.


15                  For the Custom Care policy form


16     series, the average rate revision of 71.1 percent


17     appears to be actuarially justified, subject to


18     the Delaware cost disclosure limitation of 30


19     percent.


20                  For the Custom Care II policy


21     series, the average rate revision of 21.5 percent


22     appears to be actuarially justified, subject to


23     the Delaware cost disclosure limitation of 30


24     percent.
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 1                  This concludes my remarks.  Thank


 2     you.


 3                  COMMISSIONER WELDIN STEWART:  Thank


 4     you for your remarks.  We will now proceed to any


 5     public comments on proposed rate filings, and we


 6     will start out by those who have signed up to


 7     speak.


 8                  MS. WEST:  No one.


 9                  COMMISSIONER WELDIN STEWART:  And no


10     one's signed up to speak, so there's no speakers.


11     Thank you for your comments, and as a reminder,


12     any comments that have been received in


13     connection with today's session will be forwarded


14     and responded to by John Hancock, and where


15     appropriate, by the Department.  Also, written


16     comments submitted by those who did not speak


17     today will also be forwarded to John Hancock for


18     a response.


19                  To date, we have received a letter


20     from Elizabeth Novak and an e-mail from Robert


21     Oswell of behalf of his wife Martha Oswell.


22     Ms. Novak and Mrs. Oswell are both policyholders


23     of John Hancock.


24                  Everyone present has spoken.  We do
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 1     not have any other public individuals signed up


 2     to speak right now.  What we will do now is leave


 3     the record open until 2:30 p.m.  At that time, we


 4     will reconvene and see if we have any further


 5     members of the public who wish to speak, and at


 6     that time, if we do not, we will adjourn.


 7                  MS. WEST:  If you want, we can even


 8     do it till 2:15.  It's up to you, Commissioner.


 9                  COMMISSIONER WELDIN STEWART:  Okay.


10     We can do 2:15.


11                  MS. WEST:  Okay.


12                  MS. SCHILTZ:  Commissioner, how long


13     of a time period will John Hancock have to


14     respond to any issues that have been raised?


15                  MS. WEST:  Well, we're planning to


16     keep this open until the end of the week, even on


17     the website.  Okay.  If you could do that


18     respectively within 10 to 15 days, that would be


19     our goal.


20                  I've given you copies of what we've


21     received so far.  Anything else that comes in,


22     I'll make sure everybody gets a copy directly to


23     you.  So, we can just take a break, and then we


24     can come back around 2:15.
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 1                  COMMISSIONER WELDIN STEWART:  Thank


 2     you.


 3                  (Hearing in recess)


 4                  COMMISSIONER WELDIN STEWART:  It's


 5     2:25.  We are now reconvened and back on the


 6     record.  And I don't see any additional speakers,


 7     no comments.  So in closing, I want to thank


 8     everyone who was here today for participating.


 9     We really appreciate the comments, and certainly,


10     we are going to review those comments as we


11     further consider the John Hancock Life Insurance


12     Company long term care rate filing.


13                  That will conclude today's public


14     hearing session, and we are now adjourned.  Thank


15     you.


16                  (Hearing concluded at 2:26 p.m.)
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 1                  REPORTER'S CERTIFICATE


 2


 3         I, JULIANNE LaBADIA, Registered Diplomate


 4     Reporter and Notary Public, do hereby certify


 5     that the foregoing record, pages 1 through 34


 6     inclusive, is a true and accurate transcript of


 7     my stenographic notes taken on December 28, 2011,


 8     in the above-captioned matter.
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11     Wilmington.
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36=                  COMMISSIONER WELDIN STEWART:  Well,
37=     good afternoon.  Welcome to the Delaware
38=     Insurance Department's public information session
39=     regarding John Hancock Life Insurance Company
40=     long term care rate filing.
41=                  My name is Karen Weldin Stewart.  I
42=     am the Insurance Commissioner of the State of
43=     Delaware, and will make the ultimate decision to
44=     approve or disapprove this proposed rate filing.
45=                  John Hancock Life Insurance Company
46=     has filed a rate filing pursuant to
47=     Administrative Code regulation 1404, section
48=     20.0, long-term care insurance premium rate
49=     schedule increases.
50=                  The purpose of this session is for
51=     the Department of Insurance to receive comment
52=     from the public to aid in reaching a decision on
53=     the proposed long term care rate filing.  In
54=     reaching its decision, the Department will
55=     consider any comments presented here today, along
56=     with any comments submitted in writing.
57=                  The entire record concerning the
58=     proposed long-term care rate filing, including
59=     the transcript of today's session, will be
fmt=pb
60=     reviewed before any final conclusions are
61=     reached.
62=                  Today's session, as you can see, is
63=     being transcribed by a court reporter.  After the
64=     Department receives the typed transcript, the
65=     Department will make it available on its website
66=     at www.delaware insurance.gov.
67=                  You may download a copy of the
68=     transcript from the Department's website at that
69=     time.  If you do not have internet access, you
70=     may view the transcript at the Department's
71=     offices here in Dover, and in Wilmington, which
72=     is located in the Carvel State Office Building,
73=     fifth floor, at Ninth and French Streets.  But
74=     please call (302) 674-7300 to schedule an
75=     appointment before visiting the Department's
76=     offices.  You may also submit a request for
77=     copies of a particular document by fax or e-mail.
78=                  As explained earlier, the purpose of
79=     today's session is to provide a public forum for
80=     anyone to give information or comments concerning
81=     the proposed John Hancock Life Insurance
82=     Company's long-term care rate filing.  Please
83=     address your comments to this topic only.  We ask
fmt=pb
84=     that you please be as concise as possible and
85=     limit your remarks to eight minutes.
86=                  If you are speaking, we ask that you
87=     include your name on the list of speakers that is
88=     available at the sign-in table.  I hope you have
89=     all signed up and have already indicated that you
90=     wish to speak.  If you have not done so, please
91=     do so now.
92=                  We also ask that you indicate if you
93=     are speaking on your own behalf or if you are
94=     speaking in any type of representative capacity.
95=     For example, if you are a policyholder of John
96=     Hancock.
97=                  Because of the information nature of
98=     today's session, there will be no sworn
99=     testimony.  Cross-examination and questioning of
100=     speakers or other representatives of the parties
101=     likewise will not be permitted.  However, you may
102=     pose factual questions to the applicants during
103=     your oral comments, or in writing on 5 by 7
104=     cards, available at the sign-in table.
105=                  Following today's session, the
106=     Department will require John Hancock Life
107=     Insurance Company to respond in writing to all
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108=     questions raised by the Department and public
109=     during this session, and will make the responses
110=     available on our website.
111=                  John Hancock Life Insurance Company
112=     and the Insurance Department's actuarial firm,
113=     INS, which reviewed the long term care rate
114=     filing, have each sent representatives to
115=     contribute to this public information session.
116=                  Marianne Harrison, president of John
117=     Hancock Long Term Care, and David Plumb, vice
118=     president of product and compliance for John
119=     Hancock Long Term Care, and the Insurance
120=     Department's actuary, Art Lucker of INS
121=     Consultants, will be making introductory
122=     statements.  Their statements are intended to
123=     give an overview of the long term care rate
124=     filing as a preface to the public comment
125=     session.
126=                  They will speak for approximately 15
127=     minutes each.  Their statements will be recorded
128=     by the court reporter, and will be posted on the
129=     Department's website.  Marianne Harrison and
130=     David Plumb will be speaking first.
131=                  MS. HARRISON:  Thank you.  Good
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132=     afternoon, ladies and gentlemen, Commissioner
133=     Stewart.  I am Marianne Harrison of John
134=     Hancock's long term care business unit, and I
135=     welcome the opportunity to share some background
136=     information on the proposed long term care
137=     insurance premium rate increases that we have
138=     requested.
139=                  Let me start by saying that we would
140=     prefer not to have to taking these rate
141=     increases, and we recognize that premium
142=     increases may be very difficult on many of our
143=     customers.
144=                  I'll be getting into the details
145=     about our proposed rate increases, and the
146=     options we are offering to provide relief to our
147=     customers in a minute.  Before I do that, I would
148=     like to give you a little bit of background on
149=     John Hancock.
150=                  We believe that long term care
151=     insurance plays a pivotal role in the financial
152=     planning process, and helps mitigate the impact
153=     of potentially devastating costs on the financial
154=     well-being of Delaware families.
155=                  This is particularly critical in an
fmt=pb
156=     environment in which government programs are
157=     severely strained, and the need for private
158=     sources to support long term care needs continues
159=     to rise dramatically.
160=                  John Hancock has been a leader in
161=     the long term care insurance industry, always
162=     actively supporting consumer protection
163=     legislation and regulations at both state and
164=     national levels, and in many cases, implementing
165=     such protections prior to the required adoption
166=     dates.  We've also been a leader and innovator in
167=     long term care insurance product design, ensuring
168=     our products have evolved to meet the changing
169=     needs of consumers.
170=                  Over the years, John Hancock has
171=     paid more than 3.7 billion dollars in long term
172=     care insurance claims, and today pays them more
173=     than 1.5 million dollars each and every day.
174=                  We are committed to this business
175=     and to this industry, as demonstrated by our
176=     ability to be there when our customers need us
177=     most, at claim time.  It is our intention to
178=     remain a reliable industry carrier in this very
179=     important line of business.
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180=                  My statement today will address the
181=     issue of the premiums related to our long term
182=     care insurance business, and describe why we
183=     believe the premium increase is critical to
184=     meeting future obligations to our customers.
185=                  I will also highlight some unique
186=     and innovative options that we have developed to
187=     help mitigate the impact of the rate increases on
188=     our customers.  At the outset, I would like to
189=     highlight four critically important points.
190=                  First, the goal in pricing long term
191=     care insurance is to generate adequate premium to
192=     cover a long term care event that is undetermined
193=     in duration and severity, and it may not take
194=     place until 20 to 40 years from the time the
195=     person is first covered.
196=                  Over that period, key elements that
197=     get factored into pricing can change, such as
198=     medical advances, care delivery systems, changes
199=     in family dynamics, and the general health of the
200=     population.  That is why long term care insurance
201=     originated and is regulated as a product where
202=     premiums can be adjusted over time.  It is
203=     essential for carriers to be able to adjust
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204=     assumptions in pricing to ensure that future
205=     policyholder obligations can be met.
206=                  The second key point is the long
207=     term care industry is still comparatively young,
208=     and until recently, there was very little actual
209=     claims data available for setting pricing
210=     assumptions.  As our block of business is
211=     maturing, we're starting to see more meaningful
212=     claims data, allowing us to better predict the
213=     future based on past claims experience.
214=                  The third point is that we have
215=     taken action on our older policy series above and
216=     beyond what the regulation requires, in order to
217=     minimize the overall rate increase proposed to
218=     our customers.
219=                  And finally, we are offering
220=     innovative options to the rate increase that will
221=     allow a significant number of our customers to
222=     avoid the rate increase altogether without a
223=     reduction in their current benefits.
224=                  I'd also like to mention that we are
225=     proposing that no one who purchased at the issue
226=     age of 80 and above will experience a rate
227=     increase.  In addition, all impacted customers
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228=     will be given time and support to evaluate their
229=     options.
230=                  As the world continues to change at
231=     an unprecedented pace, so do the underlying
232=     factors and assumption used to price long term
233=     care insurance.  This is one reason why companies
234=     have a contractual right to increase premiums,
235=     subject to state acceptance.
236=                  While the product is guaranteed
237=     renewable, meaning that a company cannot cancel
238=     coverage as long as premiums are paid, premiums
239=     are not guaranteed, and carriers have the
240=     contractual right to increase rates when actual
241=     experience differs significantly from original
242=     expectations, in order to ensure benefits will be
243=     paid over the life of the policy.
244=                  The major contributors to the need
245=     for our premium rate increase are as follows:  We
246=     know more today than we ever have before about
247=     this product.  In prior years, carriers had very
248=     limited information to price the product.  Little
249=     or no insured data existed, and carriers had to
250=     rely on early duration, experience, and
251=     government data on the general population, not
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252=     the insured population, for estimating claim
253=     experience.  Lapse assumptions were based on
254=     product lines such as disability, life insurance
255=     or Medigap policies.
256=                  With the passage of time, we've been
257=     able to see that these sources of assumptions
258=     alone were not adequate predictors of long term
259=     care experience, and that this business requires
260=     a unique set of assumptions.
261=                  Termination rates have been a
262=     significant factor in the need to raise premium
263=     rates over the years.  Terminations arise when
264=     people drop their coverage over time, either due
265=     to death or because they no longer need the
266=     policy, and we refer to the latter as lapses.
267=                  We have found that lapse rates in
268=     the later policy durations, which were originally
269=     assumed by the industry to be in the range of 3
270=     to 6 percent, have actually been less than 1
271=     percent.  In addition, we have seen significantly
272=     decreased mortality that has been observed
273=     throughout the long term care and the life
274=     insurance industry.
275=                  While increasing lifespans is good
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276=     news, for the long term care industry it means
277=     that people are living longer, and reaching the
278=     age where frailty and dementia are more likely to
279=     occur, and carriers are consequently paying far
280=     more claims than originally priced for.
281=                  The other significant factor is
282=     around morbidity.  Morbidity is about the number
283=     of people that go on claim, known as incidents,
284=     how long they remain on claim, and the overall
285=     cost of the claim.
286=                  Our claim studies showed higher than
287=     expected incidents of claim at older attained
288=     ages and later policy durations, beyond the tenth
289=     policy year, and we are seeing that claims are
290=     lasting longer than anticipated.
291=                  For example, advances in medical
292=     care have caused a lengthening in claims, as many
293=     medical advances extend lives.  Put simply, more
294=     people are using the insurance than anticipated,
295=     reinforcing the value of the product to
296=     policyholders, but creating a pricing issue.
297=                  In addition to all of these
298=     unforeseeable developments, products have been
299=     priced with investment returns that continue to
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300=     deteriorate over the years.  I do want to
301=     emphasize, however, that we are not raising
302=     premiums due to poor investment experience.  We
303=     are absorbing that loss completely.  And with the
304=     financial markets the way they've been over the
305=     past few years, you can understand that it is
306=     significant.
307=                  The end result of these significant
308=     changes in the long term care delivery system,
309=     along with the maturation of the long term care
310=     insurance industry itself, is that many long term
311=     care insurance companies have observed similar
312=     trends in their claims, and have had to seek
313=     enforced rate increases in order to honor their
314=     promise to pay claims in the future.  What I just
315=     covered are the primary reasons why we are
316=     seeking an enforced premium rate increase.
317=                  At this time I would like to ask the
318=     question why now.  The answer is we are now
319=     seeing credible data at the older attained ages
320=     and later policy durations.  As the real claims
321=     experience is just becoming evident, we believe
322=     the industry in general ins likely to see more
323=     claims than previously expected.
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324=                  And this Exhibit A shows how our
325=     claims have evolved over time as our business has
326=     matured.  You can see that compared to three
327=     years ago, we now have almost two times the
328=     amount of claims data.  And more importantly, we
329=     have four times the amount of claims data at the
330=     older attained ages and later policy durations.
331=     This information at the older attained ages and
332=     later policy durations is particularly important,
333=     as this is when the majority of policyholders
334=     will go on claim.
335=                  The amount of the rate increases we
336=     are seeking varies by policy series, with the
337=     average for each policy series ranging between 22
338=     percent and 71 percent.  The maximum rate
339=     increase for any one policy in Delaware is 90
340=     percent.
341=                  We recognize the difficulty that
342=     these premium increases may pose for many of
343=     those affected, so I would like to talk now about
344=     how we are trying to ease the burden on our
345=     customers.
346=                  One of the first things that we did
347=     was to self-impose on our older policy series
fmt=pb
348=     tighter guidelines than are required.  Effective
349=     January 1, 2005, Delaware adopted a rate
350=     stability law that is stricter for insurance
351=     companies and beneficial for consumers.  While
352=     rates on some of those -- of our policies are
353=     regulated by the Delaware rate stability law
354=     because they were issued after the law became
355=     effective, the majority of the affected
356=     policyholders were issued prior to the rate
357=     stabilization law.  Nevertheless, John Hancock
358=     has voluntarily followed key rate stability
359=     requirements which are stricter, for all of those
360=     older policies.
361=                  The approach we have taken is
362=     consistent with John Hancock's general philosophy
363=     of trying to be at the forefront of protecting
364=     consumer interests by complying with stricter
365=     rules sooner than required.  In this case, it
366=     means that we have voluntarily capped the rate
367=     increase on our older policies, even though they
368=     are not subject to the rate stability law.
369=                  To give you some specifics, we are
370=     applying an 85 percent minimum loss ratio on the
371=     increased portion of premium.  This means that
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372=     for every dollar of increased premium, at least
373=     85 cents has to go to the payment of claims.  By
374=     law, we are only required to use 60 cents of
375=     every increased dollar to pay claims, under those
376=     older policy series.
377=                  We also restricted our rate increase
378=     so that the resulting new premiums are not
379=     greater than our current new business rates
380=     adjusted for benefits.  On these older policy
381=     series, that was not required.
382=                  The self-imposed restriction capped
383=     the amount of the rate increase that we requested
384=     for many ages.  Our actuaries are certifying that
385=     no further increases are needed with our current
386=     assumptions.  These older policies do not require
387=     such certification.
388=                  And finally, we will be
389=     administering a contingent nonforfeiture benefit.
390=     This is a benefit that was developed by the
391=     National Association of Insurance Commissioners,
392=     and effectively means that if a customer is
393=     subject to a substantial rate increase, and that
394=     definition varies by policy series and by age,
395=     and stops paying premiums on their policy, it
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396=     becomes paid up, and the customer will receive a
397=     reduced paid-up benefit.  Again, this is not
398=     something we are required to offer on the older
399=     policy series.
400=                  As you can see, we have been able to
401=     reduce the impact of that premium rate increase
402=     on our older policies by self-imposing much
403=     tighter requirements.  But even with these
404=     self-imposed restrictions, we recognize that
405=     premium increases may be difficult for many of
406=     our customers to manage, and we believe that it
407=     is critical for carriers to provide the
408=     policyholders with options to adjust benefits, to
409=     keep premiums at or close to their current
410=     levels.
411=                  These are financially challenging
412=     times for everyone, including our customers, and
413=     we do not want them to lapse their coverage
414=     because of higher premiums.  Therefore, we have
415=     developed some meaningful and unique alternatives
416=     that will allow our customers to hold onto their
417=     policies, and at the same time, mitigate, and in
418=     most cases completely avoid, the premium rate
419=     increase.
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420=                  For our customers who purchased 5
421=     percent automatic compound inflation coverage,
422=     where the benefits automatically increase by 5
423=     percent each year for the life of the policy, we
424=     have developed an option to reduce the inflation
425=     percentage.  This option is a future reduced
426=     inflation percentage, that if elected by the
427=     customer, will allow them to avoid the rate
428=     increase completely.
429=                  Since this is a prospective
430=     reduction in inflation coverage, all inflation
431=     value previously built up in the policy will
432=     remain in place, so that current benefit levels
433=     will not diminished.  Only future inflation
434=     additions would be at a lower rate than 5
435=     percent.  The reduced inflation percentage
436=     offered as an option to customers would range
437=     from 2.7 percent to 3.9 percent, depending on the
438=     policy series.
439=                  Now I'll take you through an example
440=     as to how this would work.  Exhibit B, shown on
441=     this slide, is for someone with 5 percent
442=     compound lifetime inflation that has one of our
443=     Gold Select policies.  The policy was sold in
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444=     1996 to a 50-year-old whose benefit features
445=     include the $100 daily benefit with a four-year
446=     benefit period.
447=                  Today their annual premium is
448=     983.10.  With the proposed rate increase, the new
449=     annual premium would be 1740.  If this customer
450=     elects to take the future inflation reduction
451=     option, their premium will remain at $983.10.
452=     While their benefits grew at a compound inflation
453=     rate of 5 percent from the years 1996 to 2011,
454=     from 2012 onwards their benefits will grow at a
455=     compound inflation rate of 3.4 percent.
456=                  You can see in Exhibit C the
457=     difference the future inflation reduction will
458=     have on the customer's benefit going forward.
459=     The blue bars, prior to 2012, represent the 5
460=     percent inflation that has accrued to the
461=     customer to date.
462=                  Beginning in 2012, the red bars
463=     demonstrate the daily benefit accruing at the new
464=     inflation rate of 3.4 percent, compared to the
465=     blue bars, that show how the daily benefit would
466=     have continued accruing at 5 percent compound.
467=                  We believe that this is a very
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468=     viable option for customers with 5 percent
469=     compound inflation coverage over the life of the
470=     policy, as inflation surrounding long term care
471=     services has been in the 2 to 4 percent range in
472=     recent years, based on most industry costs of
473=     care studies.  In many cases, the buildup in
474=     policy value exceeds recent inflation experience.
475=                  This next exhibit, Exhibit D, is
476=     based on our own cost of care study, which has
477=     been conducted by an independent third party, and
478=     it shows how the cost of care has been rising
479=     with inflation over the past nine years.  As you
480=     can see, the increase in the cost of care has
481=     ranged from 1.3 percent, for a home healthcare
482=     aide, and up to 3.5 percent for a private room in
483=     a nursing home.
484=                  45 percent of our long term care
485=     services are provided in the home, and that
486=     number is steadily increasing, with assisted
487=     living facilities accounting for about 30 percent
488=     of all of our claims, and nursing homes about 25
489=     percent.
490=                  Based on the recent increases in the
491=     cost of care and overall inflation, we believe
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492=     that for many, the future inflation reduction
493=     option is a good alternative to the premium rate
494=     increase, as it enables our customers to preserve
495=     their current benefits and avoid the rate
496=     increase altogether.
497=                  The future inflation reduction
498=     option can only be offered to customers when the
499=     rate increase is accepted by a state in its
500=     entirety.  There are complicated reasons for
501=     this, but it's primarily because phasing in
502=     reductions to the inflation rate would result in
503=     multiple inflation reductions over time and
504=     multiple variations by person, which cannot be
505=     supported administratively.  Plus, it would
506=     result in an overall higher ultimate rate
507=     increase.
508=                  While the future inflation reduction
509=     option is an innovative concept, we have some
510=     experience with implementing this type of option
511=     before, and found it to be quite a popular
512=     choice.
513=                  In 2010, we implemented a future
514=     inflation reduction option for the Federal
515=     government employees' long term care insurance
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516=     program.  We offered as part of our options to
517=     insureds the ability to reduce the future
518=     inflation percentage from 5 percent to 4 percent,
519=     and completely avoid the rate increase of up to
520=     25 percent.
521=                  Approximately half of the affected
522=     insureds opted to reduce inflation coverage to 4
523=     percent, and the other half decided to pay the
524=     premium rate increase, and retained inflation
525=     coverage at 5 percent.
526=                  We were pleased that only 1 percent
527=     of those affected lapsed their coverage, and that
528=     the level of complaints received from
529=     policyholders was very low, less than .6 percent.
530=                  Approximately 73 percent of our
531=     Delaware customers who would be subjected to our
532=     proposed rate increase have this lifetime
533=     automatic inflation coverage on their policies,
534=     and would be able to completely eliminate the
535=     enforced premium rate increase.  85 percent of
536=     the requested increase in premium dollars would
537=     be eligible for this option.
538=                  Despite the considerable
539=     administrative burden and complexity, as well as
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540=     the additional systems expense to John Hancock,
541=     we think it's very important to do all we can to
542=     allow customers to preserve their core coverage
543=     while avoiding the rate increase altogether.
544=                  So far, we have received very
545=     positive response to this innovative alternative
546=     from both our distribution partners and State
547=     insurance regulators, and no other carrier has
548=     offered this unique concept as an alternative to
549=     a premium rate increase.
550=                  While we will be able to offer the
551=     future inflation reduction option to 73 percent
552=     of our Delaware customers affected by the rate
553=     increase, we do recognize that not everyone has
554=     this type of coverage.  Therefore, we will be
555=     offering the remaining 27 percent of affected
556=     customers the option to change various policy
557=     features, such as lengthening their elimination
558=     period, shortening benefit periods, reducing
559=     daily benefit amounts, or dropping riders from
560=     coverage in order to help mitigate the rate
561=     increase.  For these customers, the average
562=     premium increase we are requesting is 23 percent,
563=     which is lower than the overall average increase.
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564=                  I have two examples I'd like to
565=     share with you.  One is when someone chooses to
566=     reduce the daily benefit, and the other is when
567=     someone reduces the benefit period.
568=                  In that Exhibit E, the customer
569=     purchased our Gold Select product at the age of
570=     50, with a $100 daily benefit and a four-year
571=     benefit period.  In this example, the current
572=     annual premium is $418.10, and with the proposed
573=     rate increase, the new annual premium would be
574=     $525.  One option the customer has is to reduce
575=     the daily benefit from $100 to $80, which would
576=     then limit their premium increase to $1.90 per
577=     year.
578=                  Exhibit F illustrates someone who
579=     selected an unlimited lifetime benefit period.
580=     Again the policy was issued at the age of 50 with
581=     a $100 daily benefit.  However, the benefit
582=     period is unlimited.  In this example, the
583=     current annual premium is $632.80, which would
584=     increase to $855.10 with the proposed rate
585=     increase.
586=                  In order to reduce the rate increase
587=     substantially, the customer will have the option
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588=     to reduce the benefit period to six years.  With
589=     the six year benefit period, the premium would
590=     actual decrease by $32.30 per year.  It's worth
591=     noting that the current average length of a long
592=     term care claim is just under three years.
593=                  We recognize that all of these
594=     options are, in fact, benefit reductions.
595=     Nevertheless, they provide a viable solution for
596=     our customers who may not be able to afford the
597=     premium increase and do not want to forego
598=     coverage.
599=                  Delaware regulation requires that
600=     all carriers disclose on the policy cover page
601=     the maximum amount of premium rate increase that
602=     the carrier could implement in any calendar year.
603=     John Hancock's cost disclosure states that we
604=     will not increase premium rates more than 30
605=     percent in any calendar year.
606=                  We are requesting the Department
607=     pre-approve the successive annual premium
608=     increase, capped at 30 percent each year, up to
609=     the amount of the filed-for rate increases.  By
610=     doing this, it allows us to offer our
611=     policyholders the future inflation reduction
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612=     option, which will allow them to eliminate their
613=     premium increases altogether.
614=                  Almost as important as making these
615=     options available to our customers is our ability
616=     to help them understand these options and to
617=     provide further support if they need it.  We will
618=     work hard to provide our customers with clear and
619=     concise information regarding the impact of the
620=     rate increase on their policies.  We will also
621=     clearly explain future inflation reduction and
622=     other options available to them, to mitigate or
623=     avoid the rate increase.
624=                  We will send each affected customer
625=     a customized option letter that describes the
626=     options that may best fit their particular
627=     situation.  Again, our experience with the
628=     Federal program has helped us develop effective
629=     communication strategies and materials for our
630=     customers.
631=                  Our customers will be given
632=     sufficient time to make a decision, as well as
633=     assistance with making a decision that is best
634=     for them.  We will provide our customers with 60
635=     days advance notice of the rate increase, along
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636=     with customized options available to them.
637=     Trained representatives at our custom service
638=     center will be available to assist our customers
639=     who have questions.
640=                  In addition, we will be providing
641=     our producers with extensive information and
642=     training materials regarding this rate action, so
643=     they will be equipped to assist their customers.
644=                  In summary, we believe very strongly
645=     in the important role long term care insurance
646=     plays in the financial planning process and in
647=     the lives of the people that we insure.  As a
648=     market leader in the long term care insurance
649=     industry, we believe it is our responsibility to
650=     do what is necessary to meet the future needs of
651=     our customers, and ensure the ongoing stability
652=     of a business.
653=                  We are confident that our rate
654=     filing submissions fully support the premium rate
655=     increases we are seeking, and hope this statement
656=     helps to provide some context for our requested
657=     long term care rate increases.
658=                  We also believe we are taking
659=     helpful and meaningful steps to ease the burden
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660=     on our customers.  Those measures enable
661=     customers to balance their personal interests and
662=     needs while retaining this valuable coverage.
663=                  Thank you for the opportunity to
664=     provide this information, and we look forward to
665=     continuing to reliably serve our Delaware
666=     customers.
667=                  COMMISSIONER WELDIN STEWART:  Thank
668=     you.  So then the Insurance Department's actuary,
669=     Art Lucker from INS Consultants, will speak now.
670=                  MR. LUCKER:  Thank you.  Good
671=     afternoon.  I will refer to INS Consultants as
672=     INS.  I will refer to John Hancock Life Insurance
673=     Company as JHLIC.
674=                  JHLIC filed for approval rate
675=     revisions that vary by issue age, benefit period,
676=     and inflation option.  The rate revisions were as
677=     follows:  For the Advantage policy form series,
678=     the average rate revision was 30.6 percent.  The
679=     policyholder rate revisions varied from 0 to 77
680=     percent.
681=                  For the Gold policy form series, the
682=     average rate revision was 41.6 percent.  The
683=     policyholder rate revisions vary from 0 to 77
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684=     percent.
685=                  For the Custom Care policy form
686=     series, the average rate revision was 71.1
687=     percent.  The policyholder rate revisions vary
688=     from 0 to 90 percent.
689=                  For the Custom Care II policy form
690=     series, the average rate revision was 21.5
691=     percent.  The policyholder rate revisions vary
692=     from 0 to 23 percent.
693=                  Delaware regulation 1404, section
694=     6.1.6.1, requires a cost disclosure provision in
695=     the policy forms.  This cost disclosure provision
696=     limits the maximum annual rate increase that can
697=     be implemented by the company.  For these forms,
698=     it is 30 percent.  For rate increases greater
699=     than 30 percent, John Hancock -- JHLIC wants to
700=     implement the rate increase over successive
701=     years.
702=                  INS reviewed the filing.  INS
703=     requested additional information.  JHLIC
704=     responded to our request for additional
705=     information.  JHLIC's response was acceptable.
706=                  INS expressed its concern to the
707=     Delaware Insurance Department regarding rate
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708=     revisions that vary by issue age.  Section 6.1.2
709=     of Delaware regulation 1404 defines "guaranteed
710=     renewable" to include the language that rates may
711=     be revised by the insurer on a class basis.
712=                  Whether issue age constitutes a
713=     class basis is a matter for the Delaware
714=     Insurance Department to determine.  INS's opinion
715=     is that issue age does not constitute a class
716=     basis.  Our position is premised on the fact that
717=     the underlying risk pool is funded in the
718=     aggregate by an issue age premium rate structure
719=     for which it can be demonstrated that benefits
720=     are reasonable to premiums in the aggregate.
721=                  Otherwise, the logic leads to the
722=     unacceptable conclusion that premium rates can be
723=     revised for only one issue age if the
724=     benefit/premium relationship for that issue age
725=     is unreasonable.
726=                  For each policy series, INS
727=     performed an independent projections of future
728=     national experience and future Delaware
729=     experience.  From our analysis, we suggest the
730=     average rate revisions for each policy form
731=     series is actuarially justified.  We base this
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732=     conclusion on the requirement of section 19,
733=     Delaware regulation 1404, and the loss ratio
734=     results developed from our independent
735=     projections.
736=                  In conclusion, INS suggests the
737=     follows:  For the Advantage policy form series,
738=     the average rate revision of 30.6 percent appears
739=     to be actuarially justified, subject to the
740=     Delaware cost disclosure limitation of 30
741=     percent.
742=                  For the Gold policy form series, the
743=     average rate revision of 41.6 percent appears to
744=     be actuarially justified, subject to the Delaware
745=     cost disclosure limitation of 30 percent.
746=                  For the Custom Care policy form
747=     series, the average rate revision of 71.1 percent
748=     appears to be actuarially justified, subject to
749=     the Delaware cost disclosure limitation of 30
750=     percent.
751=                  For the Custom Care II policy
752=     series, the average rate revision of 21.5 percent
753=     appears to be actuarially justified, subject to
754=     the Delaware cost disclosure limitation of 30
755=     percent.
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756=                  This concludes my remarks.  Thank
757=     you.
758=                  COMMISSIONER WELDIN STEWART:  Thank
759=     you for your remarks.  We will now proceed to any
760=     public comments on proposed rate filings, and we
761=     will start out by those who have signed up to
762=     speak.
763=                  MS. WEST:  No one.
764=                  COMMISSIONER WELDIN STEWART:  And no
765=     one's signed up to speak, so there's no speakers.
766=     Thank you for your comments, and as a reminder,
767=     any comments that have been received in
768=     connection with today's session will be forwarded
769=     and responded to by John Hancock, and where
770=     appropriate, by the Department.  Also, written
771=     comments submitted by those who did not speak
772=     today will also be forwarded to John Hancock for
773=     a response.
774=                  To date, we have received a letter
775=     from Elizabeth Novak and an e-mail from Robert
776=     Oswell of behalf of his wife Martha Oswell.
777=     Ms. Novak and Mrs. Oswell are both policyholders
778=     of John Hancock.
779=                  Everyone present has spoken.  We do
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780=     not have any other public individuals signed up
781=     to speak right now.  What we will do now is leave
782=     the record open until 2:30 p.m.  At that time, we
783=     will reconvene and see if we have any further
784=     members of the public who wish to speak, and at
785=     that time, if we do not, we will adjourn.
786=                  MS. WEST:  If you want, we can even
787=     do it till 2:15.  It's up to you, Commissioner.
788=                  COMMISSIONER WELDIN STEWART:  Okay.
789=     We can do 2:15.
790=                  MS. WEST:  Okay.
791=                  MS. SCHILTZ:  Commissioner, how long
792=     of a time period will John Hancock have to
793=     respond to any issues that have been raised?
794=                  MS. WEST:  Well, we're planning to
795=     keep this open until the end of the week, even on
796=     the website.  Okay.  If you could do that
797=     respectively within 10 to 15 days, that would be
798=     our goal.
799=                  I've given you copies of what we've
800=     received so far.  Anything else that comes in,
801=     I'll make sure everybody gets a copy directly to
802=     you.  So, we can just take a break, and then we
803=     can come back around 2:15.
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804=                  COMMISSIONER WELDIN STEWART:  Thank
805=     you.
806=                  (Hearing in recess)
807=                  COMMISSIONER WELDIN STEWART:  It's
808=     2:25.  We are now reconvened and back on the
809=     record.  And I don't see any additional speakers,
810=     no comments.  So in closing, I want to thank
811=     everyone who was here today for participating.
812=     We really appreciate the comments, and certainly,
813=     we are going to review those comments as we
814=     further consider the John Hancock Life Insurance
815=     Company long term care rate filing.
816=                  That will conclude today's public
817=     hearing session, and we are now adjourned.  Thank
818=     you.
819=                  (Hearing concluded at 2:26 p.m.)
820=
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828=                  REPORTER'S CERTIFICATE
829=
830=         I, JULIANNE LaBADIA, Registered Diplomate
831=     Reporter and Notary Public, do hereby certify
832=     that the foregoing record, pages 1 through 34
833=     inclusive, is a true and accurate transcript of
834=     my stenographic notes taken on December 28, 2011,
835=     in the above-captioned matter.
836=          IN WITNESS WHEREOF, I have hereunto set my
837=     hand and seal this 2nd day of January, 2012, at
838=     Wilmington.
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 1      COMMISSIONER WELDIN STEWART: Well,


 2  good afternoon.  Welcome to the Delaware
 3  Insurance Department's public information session
 4  regarding John Hancock Life Insurance Company
 5  long term care rate filing.
 6      My name is Karen Weldin Stewart.  I
 7  am the Insurance Commissioner of the State of
 8  Delaware, and will make the ultimate decision to
 9  approve or disapprove this proposed rate filing.
10      John Hancock Life Insurance Company
11  has filed a rate filing pursuant to
12  Administrative Code regulation 1404, section
13  20.0, long-term care insurance premium rate
14  schedule increases.
15      The purpose of this session is for
16  the Department of Insurance to receive comment
17  from the public to aid in reaching a decision on
18  the proposed long term care rate filing.  In
19  reaching its decision, the Department will
20  consider any comments presented here today, along
21  with any comments submitted in writing.
22      The entire record concerning the
23  proposed long-term care rate filing, including
24  the transcript of today's session, will be


Page 3


 1  reviewed before any final conclusions are
 2  reached.
 3      Today's session, as you can see, is
 4  being transcribed by a court reporter.  After the
 5  Department receives the typed transcript, the
 6  Department will make it available on its website
 7  at www.delaware insurance.gov.
 8      You may download a copy of the
 9  transcript from the Department's website at that
10  time.  If you do not have internet access, you
11  may view the transcript at the Department's
12  offices here in Dover, and in Wilmington, which
13  is located in the Carvel State Office Building,
14  fifth floor, at Ninth and French Streets.  But
15  please call (302) 674-7300 to schedule an
16  appointment before visiting the Department's
17  offices.  You may also submit a request for
18  copies of a particular document by fax or e-mail.
19      As explained earlier, the purpose of
20  today's session is to provide a public forum for
21  anyone to give information or comments concerning
22  the proposed John Hancock Life Insurance
23  Company's long-term care rate filing.  Please
24  address your comments to this topic only.  We ask
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 1  that you please be as concise as possible and
 2  limit your remarks to eight minutes.
 3      If you are speaking, we ask that you
 4  include your name on the list of speakers that is
 5  available at the sign-in table.  I hope you have
 6  all signed up and have already indicated that you
 7  wish to speak.  If you have not done so, please
 8  do so now.
 9      We also ask that you indicate if you
10  are speaking on your own behalf or if you are
11  speaking in any type of representative capacity.
12  For example, if you are a policyholder of John
13  Hancock.
14      Because of the information nature of
15  today's session, there will be no sworn
16  testimony.  Cross-examination and questioning of
17  speakers or other representatives of the parties
18  likewise will not be permitted.  However, you may
19  pose factual questions to the applicants during
20  your oral comments, or in writing on 5 by 7
21  cards, available at the sign-in table.
22      Following today's session, the
23  Department will require John Hancock Life
24  Insurance Company to respond in writing to all
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 1  questions raised by the Department and public
 2  during this session, and will make the responses
 3  available on our website.
 4      John Hancock Life Insurance Company
 5  and the Insurance Department's actuarial firm,
 6  INS, which reviewed the long term care rate
 7  filing, have each sent representatives to
 8  contribute to this public information session.
 9      Marianne Harrison, president of John
10  Hancock Long Term Care, and David Plumb, vice
11  president of product and compliance for John
12  Hancock Long Term Care, and the Insurance
13  Department's actuary, Art Lucker of INS
14  Consultants, will be making introductory
15  statements.  Their statements are intended to
16  give an overview of the long term care rate
17  filing as a preface to the public comment
18  session.
19      They will speak for approximately 15
20  minutes each.  Their statements will be recorded
21  by the court reporter, and will be posted on the
22  Department's website.  Marianne Harrison and
23  David Plumb will be speaking first.
24      MS. HARRISON: Thank you.  Good
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 1  afternoon, ladies and gentlemen, Commissioner
 2  Stewart.  I am Marianne Harrison of John
 3  Hancock's long term care business unit, and I
 4  welcome the opportunity to share some background
 5  information on the proposed long term care
 6  insurance premium rate increases that we have
 7  requested.
 8      Let me start by saying that we would
 9  prefer not to have to taking these rate
10  increases, and we recognize that premium
11  increases may be very difficult on many of our
12  customers.
13      I'll be getting into the details
14  about our proposed rate increases, and the
15  options we are offering to provide relief to our
16  customers in a minute.  Before I do that, I would
17  like to give you a little bit of background on
18  John Hancock.
19      We believe that long term care
20  insurance plays a pivotal role in the financial
21  planning process, and helps mitigate the impact
22  of potentially devastating costs on the financial
23  well-being of Delaware families.
24      This is particularly critical in an


Page 7


 1  environment in which government programs are
 2  severely strained, and the need for private
 3  sources to support long term care needs continues
 4  to rise dramatically.
 5      John Hancock has been a leader in
 6  the long term care insurance industry, always
 7  actively supporting consumer protection
 8  legislation and regulations at both state and
 9  national levels, and in many cases, implementing
10  such protections prior to the required adoption
11  dates.  We've also been a leader and innovator in
12  long term care insurance product design, ensuring
13  our products have evolved to meet the changing
14  needs of consumers.
15      Over the years, John Hancock has
16  paid more than 3.7 billion dollars in long term
17  care insurance claims, and today pays them more
18  than 1.5 million dollars each and every day.
19      We are committed to this business
20  and to this industry, as demonstrated by our
21  ability to be there when our customers need us
22  most, at claim time.  It is our intention to
23  remain a reliable industry carrier in this very
24  important line of business.
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 1      My statement today will address the
 2  issue of the premiums related to our long term
 3  care insurance business, and describe why we
 4  believe the premium increase is critical to
 5  meeting future obligations to our customers.
 6      I will also highlight some unique
 7  and innovative options that we have developed to
 8  help mitigate the impact of the rate increases on
 9  our customers.  At the outset, I would like to
10  highlight four critically important points.
11      First, the goal in pricing long term
12  care insurance is to generate adequate premium to
13  cover a long term care event that is undetermined
14  in duration and severity, and it may not take
15  place until 20 to 40 years from the time the
16  person is first covered.
17      Over that period, key elements that
18  get factored into pricing can change, such as
19  medical advances, care delivery systems, changes
20  in family dynamics, and the general health of the
21  population.  That is why long term care insurance
22  originated and is regulated as a product where
23  premiums can be adjusted over time.  It is
24  essential for carriers to be able to adjust
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 1  assumptions in pricing to ensure that future
 2  policyholder obligations can be met.
 3      The second key point is the long
 4  term care industry is still comparatively young,
 5  and until recently, there was very little actual
 6  claims data available for setting pricing
 7  assumptions.  As our block of business is
 8  maturing, we're starting to see more meaningful
 9  claims data, allowing us to better predict the
10  future based on past claims experience.
11      The third point is that we have
12  taken action on our older policy series above and
13  beyond what the regulation requires, in order to
14  minimize the overall rate increase proposed to
15  our customers.
16      And finally, we are offering
17  innovative options to the rate increase that will
18  allow a significant number of our customers to
19  avoid the rate increase altogether without a
20  reduction in their current benefits.
21      I'd also like to mention that we are
22  proposing that no one who purchased at the issue
23  age of 80 and above will experience a rate
24  increase.  In addition, all impacted customers


Page 10


 1  will be given time and support to evaluate their
 2  options.
 3      As the world continues to change at
 4  an unprecedented pace, so do the underlying
 5  factors and assumption used to price long term
 6  care insurance.  This is one reason why companies
 7  have a contractual right to increase premiums,
 8  subject to state acceptance.
 9      While the product is guaranteed
10  renewable, meaning that a company cannot cancel
11  coverage as long as premiums are paid, premiums
12  are not guaranteed, and carriers have the
13  contractual right to increase rates when actual
14  experience differs significantly from original
15  expectations, in order to ensure benefits will be
16  paid over the life of the policy.
17      The major contributors to the need
18  for our premium rate increase are as follows:  We
19  know more today than we ever have before about
20  this product.  In prior years, carriers had very
21  limited information to price the product.  Little
22  or no insured data existed, and carriers had to
23  rely on early duration, experience, and
24  government data on the general population, not
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 1  the insured population, for estimating claim
 2  experience.  Lapse assumptions were based on
 3  product lines such as disability, life insurance
 4  or Medigap policies.
 5      With the passage of time, we've been
 6  able to see that these sources of assumptions
 7  alone were not adequate predictors of long term
 8  care experience, and that this business requires
 9  a unique set of assumptions.
10      Termination rates have been a
11  significant factor in the need to raise premium
12  rates over the years.  Terminations arise when
13  people drop their coverage over time, either due
14  to death or because they no longer need the
15  policy, and we refer to the latter as lapses.
16      We have found that lapse rates in
17  the later policy durations, which were originally
18  assumed by the industry to be in the range of 3
19  to 6 percent, have actually been less than 1
20  percent.  In addition, we have seen significantly
21  decreased mortality that has been observed
22  throughout the long term care and the life
23  insurance industry.
24      While increasing lifespans is good
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 1  news, for the long term care industry it means
 2  that people are living longer, and reaching the
 3  age where frailty and dementia are more likely to
 4  occur, and carriers are consequently paying far
 5  more claims than originally priced for.
 6      The other significant factor is
 7  around morbidity.  Morbidity is about the number
 8  of people that go on claim, known as incidents,
 9  how long they remain on claim, and the overall
10  cost of the claim.
11      Our claim studies showed higher than
12  expected incidents of claim at older attained
13  ages and later policy durations, beyond the tenth
14  policy year, and we are seeing that claims are
15  lasting longer than anticipated.
16      For example, advances in medical
17  care have caused a lengthening in claims, as many
18  medical advances extend lives.  Put simply, more
19  people are using the insurance than anticipated,
20  reinforcing the value of the product to
21  policyholders, but creating a pricing issue.
22      In addition to all of these
23  unforeseeable developments, products have been
24  priced with investment returns that continue to
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 1  deteriorate over the years.  I do want to
 2  emphasize, however, that we are not raising
 3  premiums due to poor investment experience.  We
 4  are absorbing that loss completely.  And with the
 5  financial markets the way they've been over the
 6  past few years, you can understand that it is
 7  significant.
 8      The end result of these significant
 9  changes in the long term care delivery system,
10  along with the maturation of the long term care
11  insurance industry itself, is that many long term
12  care insurance companies have observed similar
13  trends in their claims, and have had to seek
14  enforced rate increases in order to honor their
15  promise to pay claims in the future.  What I just
16  covered are the primary reasons why we are
17  seeking an enforced premium rate increase.
18      At this time I would like to ask the
19  question why now.  The answer is we are now
20  seeing credible data at the older attained ages
21  and later policy durations.  As the real claims
22  experience is just becoming evident, we believe
23  the industry in general ins likely to see more
24  claims than previously expected.
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 1      And this Exhibit A shows how our
 2  claims have evolved over time as our business has
 3  matured.  You can see that compared to three
 4  years ago, we now have almost two times the
 5  amount of claims data.  And more importantly, we
 6  have four times the amount of claims data at the
 7  older attained ages and later policy durations.
 8  This information at the older attained ages and
 9  later policy durations is particularly important,
10  as this is when the majority of policyholders
11  will go on claim.
12      The amount of the rate increases we
13  are seeking varies by policy series, with the
14  average for each policy series ranging between 22
15  percent and 71 percent.  The maximum rate
16  increase for any one policy in Delaware is 90
17  percent.
18      We recognize the difficulty that
19  these premium increases may pose for many of
20  those affected, so I would like to talk now about
21  how we are trying to ease the burden on our
22  customers.
23      One of the first things that we did
24  was to self-impose on our older policy series
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 1  tighter guidelines than are required.  Effective
 2  January 1, 2005, Delaware adopted a rate
 3  stability law that is stricter for insurance
 4  companies and beneficial for consumers.  While
 5  rates on some of those -- of our policies are
 6  regulated by the Delaware rate stability law
 7  because they were issued after the law became
 8  effective, the majority of the affected
 9  policyholders were issued prior to the rate
10  stabilization law.  Nevertheless, John Hancock
11  has voluntarily followed key rate stability
12  requirements which are stricter, for all of those
13  older policies.
14      The approach we have taken is
15  consistent with John Hancock's general philosophy
16  of trying to be at the forefront of protecting
17  consumer interests by complying with stricter
18  rules sooner than required.  In this case, it
19  means that we have voluntarily capped the rate
20  increase on our older policies, even though they
21  are not subject to the rate stability law.
22      To give you some specifics, we are
23  applying an 85 percent minimum loss ratio on the
24  increased portion of premium.  This means that
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 1  for every dollar of increased premium, at least
 2  85 cents has to go to the payment of claims.  By
 3  law, we are only required to use 60 cents of
 4  every increased dollar to pay claims, under those
 5  older policy series.
 6      We also restricted our rate increase
 7  so that the resulting new premiums are not
 8  greater than our current new business rates
 9  adjusted for benefits.  On these older policy
10  series, that was not required.
11      The self-imposed restriction capped
12  the amount of the rate increase that we requested
13  for many ages.  Our actuaries are certifying that
14  no further increases are needed with our current
15  assumptions.  These older policies do not require
16  such certification.
17      And finally, we will be
18  administering a contingent nonforfeiture benefit.
19  This is a benefit that was developed by the
20  National Association of Insurance Commissioners,
21  and effectively means that if a customer is
22  subject to a substantial rate increase, and that
23  definition varies by policy series and by age,
24  and stops paying premiums on their policy, it
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 1  becomes paid up, and the customer will receive a
 2  reduced paid-up benefit.  Again, this is not
 3  something we are required to offer on the older
 4  policy series.
 5      As you can see, we have been able to
 6  reduce the impact of that premium rate increase
 7  on our older policies by self-imposing much
 8  tighter requirements.  But even with these
 9  self-imposed restrictions, we recognize that
10  premium increases may be difficult for many of
11  our customers to manage, and we believe that it
12  is critical for carriers to provide the
13  policyholders with options to adjust benefits, to
14  keep premiums at or close to their current
15  levels.
16      These are financially challenging
17  times for everyone, including our customers, and
18  we do not want them to lapse their coverage
19  because of higher premiums.  Therefore, we have
20  developed some meaningful and unique alternatives
21  that will allow our customers to hold onto their
22  policies, and at the same time, mitigate, and in
23  most cases completely avoid, the premium rate
24  increase.
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 1      For our customers who purchased 5
 2  percent automatic compound inflation coverage,
 3  where the benefits automatically increase by 5
 4  percent each year for the life of the policy, we
 5  have developed an option to reduce the inflation
 6  percentage.  This option is a future reduced
 7  inflation percentage, that if elected by the
 8  customer, will allow them to avoid the rate
 9  increase completely.
10      Since this is a prospective
11  reduction in inflation coverage, all inflation
12  value previously built up in the policy will
13  remain in place, so that current benefit levels
14  will not diminished.  Only future inflation
15  additions would be at a lower rate than 5
16  percent.  The reduced inflation percentage
17  offered as an option to customers would range
18  from 2.7 percent to 3.9 percent, depending on the
19  policy series.
20      Now I'll take you through an example
21  as to how this would work.  Exhibit B, shown on
22  this slide, is for someone with 5 percent
23  compound lifetime inflation that has one of our
24  Gold Select policies.  The policy was sold in
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 1  1996 to a 50-year-old whose benefit features
 2  include the $100 daily benefit with a four-year
 3  benefit period.
 4      Today their annual premium is
 5  983.10.  With the proposed rate increase, the new
 6  annual premium would be 1740.  If this customer
 7  elects to take the future inflation reduction
 8  option, their premium will remain at $983.10.
 9  While their benefits grew at a compound inflation
10  rate of 5 percent from the years 1996 to 2011,
11  from 2012 onwards their benefits will grow at a
12  compound inflation rate of 3.4 percent.
13      You can see in Exhibit C the
14  difference the future inflation reduction will
15  have on the customer's benefit going forward.
16  The blue bars, prior to 2012, represent the 5
17  percent inflation that has accrued to the
18  customer to date.
19      Beginning in 2012, the red bars
20  demonstrate the daily benefit accruing at the new
21  inflation rate of 3.4 percent, compared to the
22  blue bars, that show how the daily benefit would
23  have continued accruing at 5 percent compound.
24      We believe that this is a very
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 1  viable option for customers with 5 percent
 2  compound inflation coverage over the life of the
 3  policy, as inflation surrounding long term care
 4  services has been in the 2 to 4 percent range in
 5  recent years, based on most industry costs of
 6  care studies.  In many cases, the buildup in
 7  policy value exceeds recent inflation experience.
 8      This next exhibit, Exhibit D, is
 9  based on our own cost of care study, which has
10  been conducted by an independent third party, and
11  it shows how the cost of care has been rising
12  with inflation over the past nine years.  As you
13  can see, the increase in the cost of care has
14  ranged from 1.3 percent, for a home healthcare
15  aide, and up to 3.5 percent for a private room in
16  a nursing home.
17      45 percent of our long term care
18  services are provided in the home, and that
19  number is steadily increasing, with assisted
20  living facilities accounting for about 30 percent
21  of all of our claims, and nursing homes about 25
22  percent.
23      Based on the recent increases in the
24  cost of care and overall inflation, we believe
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 1  that for many, the future inflation reduction
 2  option is a good alternative to the premium rate
 3  increase, as it enables our customers to preserve
 4  their current benefits and avoid the rate
 5  increase altogether.
 6      The future inflation reduction
 7  option can only be offered to customers when the
 8  rate increase is accepted by a state in its
 9  entirety.  There are complicated reasons for
10  this, but it's primarily because phasing in
11  reductions to the inflation rate would result in
12  multiple inflation reductions over time and
13  multiple variations by person, which cannot be
14  supported administratively.  Plus, it would
15  result in an overall higher ultimate rate
16  increase.
17      While the future inflation reduction
18  option is an innovative concept, we have some
19  experience with implementing this type of option
20  before, and found it to be quite a popular
21  choice.
22      In 2010, we implemented a future
23  inflation reduction option for the Federal
24  government employees' long term care insurance
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 1  program.  We offered as part of our options to
 2  insureds the ability to reduce the future
 3  inflation percentage from 5 percent to 4 percent,
 4  and completely avoid the rate increase of up to
 5  25 percent.
 6      Approximately half of the affected
 7  insureds opted to reduce inflation coverage to 4
 8  percent, and the other half decided to pay the
 9  premium rate increase, and retained inflation
10  coverage at 5 percent.
11      We were pleased that only 1 percent
12  of those affected lapsed their coverage, and that
13  the level of complaints received from
14  policyholders was very low, less than .6 percent.
15      Approximately 73 percent of our
16  Delaware customers who would be subjected to our
17  proposed rate increase have this lifetime
18  automatic inflation coverage on their policies,
19  and would be able to completely eliminate the
20  enforced premium rate increase.  85 percent of
21  the requested increase in premium dollars would
22  be eligible for this option.
23      Despite the considerable
24  administrative burden and complexity, as well as
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 1  the additional systems expense to John Hancock,
 2  we think it's very important to do all we can to
 3  allow customers to preserve their core coverage
 4  while avoiding the rate increase altogether.
 5      So far, we have received very
 6  positive response to this innovative alternative
 7  from both our distribution partners and State
 8  insurance regulators, and no other carrier has
 9  offered this unique concept as an alternative to
10  a premium rate increase.
11      While we will be able to offer the
12  future inflation reduction option to 73 percent
13  of our Delaware customers affected by the rate
14  increase, we do recognize that not everyone has
15  this type of coverage.  Therefore, we will be
16  offering the remaining 27 percent of affected
17  customers the option to change various policy
18  features, such as lengthening their elimination
19  period, shortening benefit periods, reducing
20  daily benefit amounts, or dropping riders from
21  coverage in order to help mitigate the rate
22  increase.  For these customers, the average
23  premium increase we are requesting is 23 percent,
24  which is lower than the overall average increase.
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 1      I have two examples I'd like to
 2  share with you.  One is when someone chooses to
 3  reduce the daily benefit, and the other is when
 4  someone reduces the benefit period.
 5      In that Exhibit E, the customer
 6  purchased our Gold Select product at the age of
 7  50, with a $100 daily benefit and a four-year
 8  benefit period.  In this example, the current
 9  annual premium is $418.10, and with the proposed
10  rate increase, the new annual premium would be
11  $525.  One option the customer has is to reduce
12  the daily benefit from $100 to $80, which would
13  then limit their premium increase to $1.90 per
14  year.
15      Exhibit F illustrates someone who
16  selected an unlimited lifetime benefit period.
17  Again the policy was issued at the age of 50 with
18  a $100 daily benefit.  However, the benefit
19  period is unlimited.  In this example, the
20  current annual premium is $632.80, which would
21  increase to $855.10 with the proposed rate
22  increase.
23      In order to reduce the rate increase
24  substantially, the customer will have the option
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 1  to reduce the benefit period to six years.  With
 2  the six year benefit period, the premium would
 3  actual decrease by $32.30 per year.  It's worth
 4  noting that the current average length of a long
 5  term care claim is just under three years.
 6      We recognize that all of these
 7  options are, in fact, benefit reductions.
 8  Nevertheless, they provide a viable solution for
 9  our customers who may not be able to afford the
10  premium increase and do not want to forego
11  coverage.
12      Delaware regulation requires that
13  all carriers disclose on the policy cover page
14  the maximum amount of premium rate increase that
15  the carrier could implement in any calendar year.
16  John Hancock's cost disclosure states that we
17  will not increase premium rates more than 30
18  percent in any calendar year.
19      We are requesting the Department
20  pre-approve the successive annual premium
21  increase, capped at 30 percent each year, up to
22  the amount of the filed-for rate increases.  By
23  doing this, it allows us to offer our
24  policyholders the future inflation reduction
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 1  option, which will allow them to eliminate their
 2  premium increases altogether.
 3      Almost as important as making these
 4  options available to our customers is our ability
 5  to help them understand these options and to
 6  provide further support if they need it.  We will
 7  work hard to provide our customers with clear and
 8  concise information regarding the impact of the
 9  rate increase on their policies.  We will also
10  clearly explain future inflation reduction and
11  other options available to them, to mitigate or
12  avoid the rate increase.
13      We will send each affected customer
14  a customized option letter that describes the
15  options that may best fit their particular
16  situation.  Again, our experience with the
17  Federal program has helped us develop effective
18  communication strategies and materials for our
19  customers.
20      Our customers will be given
21  sufficient time to make a decision, as well as
22  assistance with making a decision that is best
23  for them.  We will provide our customers with 60
24  days advance notice of the rate increase, along
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 1  with customized options available to them.
 2  Trained representatives at our custom service
 3  center will be available to assist our customers
 4  who have questions.
 5      In addition, we will be providing
 6  our producers with extensive information and
 7  training materials regarding this rate action, so
 8  they will be equipped to assist their customers.
 9      In summary, we believe very strongly
10  in the important role long term care insurance
11  plays in the financial planning process and in
12  the lives of the people that we insure.  As a
13  market leader in the long term care insurance
14  industry, we believe it is our responsibility to
15  do what is necessary to meet the future needs of
16  our customers, and ensure the ongoing stability
17  of a business.
18      We are confident that our rate
19  filing submissions fully support the premium rate
20  increases we are seeking, and hope this statement
21  helps to provide some context for our requested
22  long term care rate increases.
23      We also believe we are taking
24  helpful and meaningful steps to ease the burden
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 1  on our customers.  Those measures enable
 2  customers to balance their personal interests and
 3  needs while retaining this valuable coverage.
 4      Thank you for the opportunity to
 5  provide this information, and we look forward to
 6  continuing to reliably serve our Delaware
 7  customers.
 8      COMMISSIONER WELDIN STEWART: Thank


 9  you.  So then the Insurance Department's actuary,
10  Art Lucker from INS Consultants, will speak now.
11      MR. LUCKER: Thank you.  Good
12  afternoon.  I will refer to INS Consultants as
13  INS.  I will refer to John Hancock Life Insurance
14  Company as JHLIC.
15      JHLIC filed for approval rate
16  revisions that vary by issue age, benefit period,
17  and inflation option.  The rate revisions were as
18  follows:  For the Advantage policy form series,
19  the average rate revision was 30.6 percent.  The
20  policyholder rate revisions varied from 0 to 77
21  percent.
22      For the Gold policy form series, the
23  average rate revision was 41.6 percent.  The
24  policyholder rate revisions vary from 0 to 77
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 1  percent.
 2      For the Custom Care policy form
 3  series, the average rate revision was 71.1
 4  percent.  The policyholder rate revisions vary
 5  from 0 to 90 percent.
 6      For the Custom Care II policy form
 7  series, the average rate revision was 21.5
 8  percent.  The policyholder rate revisions vary
 9  from 0 to 23 percent.
10      Delaware regulation 1404, section
11  6.1.6.1, requires a cost disclosure provision in
12  the policy forms.  This cost disclosure provision
13  limits the maximum annual rate increase that can
14  be implemented by the company.  For these forms,
15  it is 30 percent.  For rate increases greater
16  than 30 percent, John Hancock -- JHLIC wants to
17  implement the rate increase over successive
18  years.
19      INS reviewed the filing.  INS
20  requested additional information.  JHLIC
21  responded to our request for additional
22  information.  JHLIC's response was acceptable.
23      INS expressed its concern to the
24  Delaware Insurance Department regarding rate
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 1  revisions that vary by issue age.  Section 6.1.2
 2  of Delaware regulation 1404 defines "guaranteed
 3  renewable" to include the language that rates may
 4  be revised by the insurer on a class basis.
 5      Whether issue age constitutes a
 6  class basis is a matter for the Delaware
 7  Insurance Department to determine.  INS's opinion
 8  is that issue age does not constitute a class
 9  basis.  Our position is premised on the fact that
10  the underlying risk pool is funded in the
11  aggregate by an issue age premium rate structure
12  for which it can be demonstrated that benefits
13  are reasonable to premiums in the aggregate.
14      Otherwise, the logic leads to the
15  unacceptable conclusion that premium rates can be
16  revised for only one issue age if the
17  benefit/premium relationship for that issue age
18  is unreasonable.
19      For each policy series, INS
20  performed an independent projections of future
21  national experience and future Delaware
22  experience.  From our analysis, we suggest the
23  average rate revisions for each policy form
24  series is actuarially justified.  We base this
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 1  conclusion on the requirement of section 19,
 2  Delaware regulation 1404, and the loss ratio
 3  results developed from our independent
 4  projections.
 5      In conclusion, INS suggests the
 6  follows:  For the Advantage policy form series,
 7  the average rate revision of 30.6 percent appears
 8  to be actuarially justified, subject to the
 9  Delaware cost disclosure limitation of 30
10  percent.
11      For the Gold policy form series, the
12  average rate revision of 41.6 percent appears to
13  be actuarially justified, subject to the Delaware
14  cost disclosure limitation of 30 percent.
15      For the Custom Care policy form
16  series, the average rate revision of 71.1 percent
17  appears to be actuarially justified, subject to
18  the Delaware cost disclosure limitation of 30
19  percent.
20      For the Custom Care II policy
21  series, the average rate revision of 21.5 percent
22  appears to be actuarially justified, subject to
23  the Delaware cost disclosure limitation of 30
24  percent.
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 1      This concludes my remarks.  Thank
 2  you.
 3      COMMISSIONER WELDIN STEWART: Thank


 4  you for your remarks.  We will now proceed to any
 5  public comments on proposed rate filings, and we
 6  will start out by those who have signed up to
 7  speak.
 8      MS. WEST: No one.
 9      COMMISSIONER WELDIN STEWART: And no


10  one's signed up to speak, so there's no speakers.
11  Thank you for your comments, and as a reminder,
12  any comments that have been received in
13  connection with today's session will be forwarded
14  and responded to by John Hancock, and where
15  appropriate, by the Department.  Also, written
16  comments submitted by those who did not speak
17  today will also be forwarded to John Hancock for
18  a response.
19      To date, we have received a letter
20  from Elizabeth Novak and an e-mail from Robert
21  Oswell of behalf of his wife Martha Oswell.
22  Ms. Novak and Mrs. Oswell are both policyholders
23  of John Hancock.
24      Everyone present has spoken.  We do
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 1  not have any other public individuals signed up
 2  to speak right now.  What we will do now is leave
 3  the record open until 2:30 p.m.  At that time, we
 4  will reconvene and see if we have any further
 5  members of the public who wish to speak, and at
 6  that time, if we do not, we will adjourn.
 7      MS. WEST: If you want, we can even
 8  do it till 2:15.  It's up to you, Commissioner.
 9      COMMISSIONER WELDIN STEWART: Okay.


10  We can do 2:15.
11      MS. WEST: Okay.
12      MS. SCHILTZ: Commissioner, how long
13  of a time period will John Hancock have to
14  respond to any issues that have been raised?
15      MS. WEST: Well, we're planning to
16  keep this open until the end of the week, even on
17  the website.  Okay.  If you could do that
18  respectively within 10 to 15 days, that would be
19  our goal.
20      I've given you copies of what we've
21  received so far.  Anything else that comes in,
22  I'll make sure everybody gets a copy directly to
23  you.  So, we can just take a break, and then we
24  can come back around 2:15.
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 1      COMMISSIONER WELDIN STEWART: Thank


 2  you.
 3      (Hearing in recess)
 4      COMMISSIONER WELDIN STEWART: It's
 5      2:25.  We are now reconvened and back on the
 6  record.  And I don't see any additional speakers,
 7  no comments.  So in closing, I want to thank
 8  everyone who was here today for participating.
 9  We really appreciate the comments, and certainly,
10  we are going to review those comments as we
11  further consider the John Hancock Life Insurance
12  Company long term care rate filing.
13      That will conclude today's public
14  hearing session, and we are now adjourned.  Thank
15  you.
16      (Hearing concluded at 2:26 p.m.)
17  
18  
19  
20  
21  
22  
23  
24  
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 1                 COMMISSIONER WELDIN STEWART:  Well,
  


 2    good afternoon.  Welcome to the Delaware
  


 3    Insurance Department's public information session
  


 4    regarding John Hancock Life Insurance Company
  


 5    long term care rate filing.
  


 6                 My name is Karen Weldin Stewart.  I
  


 7    am the Insurance Commissioner of the State of
  


 8    Delaware, and will make the ultimate decision to
  


 9    approve or disapprove this proposed rate filing.
  


10                 John Hancock Life Insurance Company
  


11    has filed a rate filing pursuant to
  


12    Administrative Code regulation 1404, section
  


13    20.0, long-term care insurance premium rate
  


14    schedule increases.
  


15                 The purpose of this session is for
  


16    the Department of Insurance to receive comment
  


17    from the public to aid in reaching a decision on
  


18    the proposed long term care rate filing.  In
  


19    reaching its decision, the Department will
  


20    consider any comments presented here today, along
  


21    with any comments submitted in writing.
  


22                 The entire record concerning the
  


23    proposed long-term care rate filing, including
  


24    the transcript of today's session, will be
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 1    reviewed before any final conclusions are
  


 2    reached.
  


 3                 Today's session, as you can see, is
  


 4    being transcribed by a court reporter.  After the
  


 5    Department receives the typed transcript, the
  


 6    Department will make it available on its website
  


 7    at www.delaware insurance.gov.
  


 8                 You may download a copy of the
  


 9    transcript from the Department's website at that
  


10    time.  If you do not have internet access, you
  


11    may view the transcript at the Department's
  


12    offices here in Dover, and in Wilmington, which
  


13    is located in the Carvel State Office Building,
  


14    fifth floor, at Ninth and French Streets.  But
  


15    please call (302) 674-7300 to schedule an
  


16    appointment before visiting the Department's
  


17    offices.  You may also submit a request for
  


18    copies of a particular document by fax or e-mail.
  


19                 As explained earlier, the purpose of
  


20    today's session is to provide a public forum for
  


21    anyone to give information or comments concerning
  


22    the proposed John Hancock Life Insurance
  


23    Company's long-term care rate filing.  Please
  


24    address your comments to this topic only.  We ask
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 1    that you please be as concise as possible and
  


 2    limit your remarks to eight minutes.
  


 3                 If you are speaking, we ask that you
  


 4    include your name on the list of speakers that is
  


 5    available at the sign-in table.  I hope you have
  


 6    all signed up and have already indicated that you
  


 7    wish to speak.  If you have not done so, please
  


 8    do so now.
  


 9                 We also ask that you indicate if you
  


10    are speaking on your own behalf or if you are
  


11    speaking in any type of representative capacity.
  


12    For example, if you are a policyholder of John
  


13    Hancock.
  


14                 Because of the information nature of
  


15    today's session, there will be no sworn
  


16    testimony.  Cross-examination and questioning of
  


17    speakers or other representatives of the parties
  


18    likewise will not be permitted.  However, you may
  


19    pose factual questions to the applicants during
  


20    your oral comments, or in writing on 5 by 7
  


21    cards, available at the sign-in table.
  


22                 Following today's session, the
  


23    Department will require John Hancock Life
  


24    Insurance Company to respond in writing to all
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 1    questions raised by the Department and public
  


 2    during this session, and will make the responses
  


 3    available on our website.
  


 4                 John Hancock Life Insurance Company
  


 5    and the Insurance Department's actuarial firm,
  


 6    INS, which reviewed the long term care rate
  


 7    filing, have each sent representatives to
  


 8    contribute to this public information session.
  


 9                 Marianne Harrison, president of John
  


10    Hancock Long Term Care, and David Plumb, vice
  


11    president of product and compliance for John
  


12    Hancock Long Term Care, and the Insurance
  


13    Department's actuary, Art Lucker of INS
  


14    Consultants, will be making introductory
  


15    statements.  Their statements are intended to
  


16    give an overview of the long term care rate
  


17    filing as a preface to the public comment
  


18    session.
  


19                 They will speak for approximately 15
  


20    minutes each.  Their statements will be recorded
  


21    by the court reporter, and will be posted on the
  


22    Department's website.  Marianne Harrison and
  


23    David Plumb will be speaking first.
  


24                 MS. HARRISON:  Thank you.  Good
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 1    afternoon, ladies and gentlemen, Commissioner
  


 2    Stewart.  I am Marianne Harrison of John
  


 3    Hancock's long term care business unit, and I
  


 4    welcome the opportunity to share some background
  


 5    information on the proposed long term care
  


 6    insurance premium rate increases that we have
  


 7    requested.
  


 8                 Let me start by saying that we would
  


 9    prefer not to have to taking these rate
  


10    increases, and we recognize that premium
  


11    increases may be very difficult on many of our
  


12    customers.
  


13                 I'll be getting into the details
  


14    about our proposed rate increases, and the
  


15    options we are offering to provide relief to our
  


16    customers in a minute.  Before I do that, I would
  


17    like to give you a little bit of background on
  


18    John Hancock.
  


19                 We believe that long term care
  


20    insurance plays a pivotal role in the financial
  


21    planning process, and helps mitigate the impact
  


22    of potentially devastating costs on the financial
  


23    well-being of Delaware families.
  


24                 This is particularly critical in an
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 1    environment in which government programs are
  


 2    severely strained, and the need for private
  


 3    sources to support long term care needs continues
  


 4    to rise dramatically.
  


 5                 John Hancock has been a leader in
  


 6    the long term care insurance industry, always
  


 7    actively supporting consumer protection
  


 8    legislation and regulations at both state and
  


 9    national levels, and in many cases, implementing
  


10    such protections prior to the required adoption
  


11    dates.  We've also been a leader and innovator in
  


12    long term care insurance product design, ensuring
  


13    our products have evolved to meet the changing
  


14    needs of consumers.
  


15                 Over the years, John Hancock has
  


16    paid more than 3.7 billion dollars in long term
  


17    care insurance claims, and today pays them more
  


18    than 1.5 million dollars each and every day.
  


19                 We are committed to this business
  


20    and to this industry, as demonstrated by our
  


21    ability to be there when our customers need us
  


22    most, at claim time.  It is our intention to
  


23    remain a reliable industry carrier in this very
  


24    important line of business.







8


  


 1                 My statement today will address the
  


 2    issue of the premiums related to our long term
  


 3    care insurance business, and describe why we
  


 4    believe the premium increase is critical to
  


 5    meeting future obligations to our customers.
  


 6                 I will also highlight some unique
  


 7    and innovative options that we have developed to
  


 8    help mitigate the impact of the rate increases on
  


 9    our customers.  At the outset, I would like to
  


10    highlight four critically important points.
  


11                 First, the goal in pricing long term
  


12    care insurance is to generate adequate premium to
  


13    cover a long term care event that is undetermined
  


14    in duration and severity, and it may not take
  


15    place until 20 to 40 years from the time the
  


16    person is first covered.
  


17                 Over that period, key elements that
  


18    get factored into pricing can change, such as
  


19    medical advances, care delivery systems, changes
  


20    in family dynamics, and the general health of the
  


21    population.  That is why long term care insurance
  


22    originated and is regulated as a product where
  


23    premiums can be adjusted over time.  It is
  


24    essential for carriers to be able to adjust
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 1    assumptions in pricing to ensure that future
  


 2    policyholder obligations can be met.
  


 3                 The second key point is the long
  


 4    term care industry is still comparatively young,
  


 5    and until recently, there was very little actual
  


 6    claims data available for setting pricing
  


 7    assumptions.  As our block of business is
  


 8    maturing, we're starting to see more meaningful
  


 9    claims data, allowing us to better predict the
  


10    future based on past claims experience.
  


11                 The third point is that we have
  


12    taken action on our older policy series above and
  


13    beyond what the regulation requires, in order to
  


14    minimize the overall rate increase proposed to
  


15    our customers.
  


16                 And finally, we are offering
  


17    innovative options to the rate increase that will
  


18    allow a significant number of our customers to
  


19    avoid the rate increase altogether without a
  


20    reduction in their current benefits.
  


21                 I'd also like to mention that we are
  


22    proposing that no one who purchased at the issue
  


23    age of 80 and above will experience a rate
  


24    increase.  In addition, all impacted customers







10


  


 1    will be given time and support to evaluate their
  


 2    options.
  


 3                 As the world continues to change at
  


 4    an unprecedented pace, so do the underlying
  


 5    factors and assumption used to price long term
  


 6    care insurance.  This is one reason why companies
  


 7    have a contractual right to increase premiums,
  


 8    subject to state acceptance.
  


 9                 While the product is guaranteed
  


10    renewable, meaning that a company cannot cancel
  


11    coverage as long as premiums are paid, premiums
  


12    are not guaranteed, and carriers have the
  


13    contractual right to increase rates when actual
  


14    experience differs significantly from original
  


15    expectations, in order to ensure benefits will be
  


16    paid over the life of the policy.
  


17                 The major contributors to the need
  


18    for our premium rate increase are as follows:  We
  


19    know more today than we ever have before about
  


20    this product.  In prior years, carriers had very
  


21    limited information to price the product.  Little
  


22    or no insured data existed, and carriers had to
  


23    rely on early duration, experience, and
  


24    government data on the general population, not
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 1    the insured population, for estimating claim
  


 2    experience.  Lapse assumptions were based on
  


 3    product lines such as disability, life insurance
  


 4    or Medigap policies.
  


 5                 With the passage of time, we've been
  


 6    able to see that these sources of assumptions
  


 7    alone were not adequate predictors of long term
  


 8    care experience, and that this business requires
  


 9    a unique set of assumptions.
  


10                 Termination rates have been a
  


11    significant factor in the need to raise premium
  


12    rates over the years.  Terminations arise when
  


13    people drop their coverage over time, either due
  


14    to death or because they no longer need the
  


15    policy, and we refer to the latter as lapses.
  


16                 We have found that lapse rates in
  


17    the later policy durations, which were originally
  


18    assumed by the industry to be in the range of 3
  


19    to 6 percent, have actually been less than 1
  


20    percent.  In addition, we have seen significantly
  


21    decreased mortality that has been observed
  


22    throughout the long term care and the life
  


23    insurance industry.
  


24                 While increasing lifespans is good
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 1    news, for the long term care industry it means
  


 2    that people are living longer, and reaching the
  


 3    age where frailty and dementia are more likely to
  


 4    occur, and carriers are consequently paying far
  


 5    more claims than originally priced for.
  


 6                 The other significant factor is
  


 7    around morbidity.  Morbidity is about the number
  


 8    of people that go on claim, known as incidents,
  


 9    how long they remain on claim, and the overall
  


10    cost of the claim.
  


11                 Our claim studies showed higher than
  


12    expected incidents of claim at older attained
  


13    ages and later policy durations, beyond the tenth
  


14    policy year, and we are seeing that claims are
  


15    lasting longer than anticipated.
  


16                 For example, advances in medical
  


17    care have caused a lengthening in claims, as many
  


18    medical advances extend lives.  Put simply, more
  


19    people are using the insurance than anticipated,
  


20    reinforcing the value of the product to
  


21    policyholders, but creating a pricing issue.
  


22                 In addition to all of these
  


23    unforeseeable developments, products have been
  


24    priced with investment returns that continue to
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 1    deteriorate over the years.  I do want to
  


 2    emphasize, however, that we are not raising
  


 3    premiums due to poor investment experience.  We
  


 4    are absorbing that loss completely.  And with the
  


 5    financial markets the way they've been over the
  


 6    past few years, you can understand that it is
  


 7    significant.
  


 8                 The end result of these significant
  


 9    changes in the long term care delivery system,
  


10    along with the maturation of the long term care
  


11    insurance industry itself, is that many long term
  


12    care insurance companies have observed similar
  


13    trends in their claims, and have had to seek
  


14    enforced rate increases in order to honor their
  


15    promise to pay claims in the future.  What I just
  


16    covered are the primary reasons why we are
  


17    seeking an enforced premium rate increase.
  


18                 At this time I would like to ask the
  


19    question why now.  The answer is we are now
  


20    seeing credible data at the older attained ages
  


21    and later policy durations.  As the real claims
  


22    experience is just becoming evident, we believe
  


23    the industry in general ins likely to see more
  


24    claims than previously expected.
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 1                 And this Exhibit A shows how our
  


 2    claims have evolved over time as our business has
  


 3    matured.  You can see that compared to three
  


 4    years ago, we now have almost two times the
  


 5    amount of claims data.  And more importantly, we
  


 6    have four times the amount of claims data at the
  


 7    older attained ages and later policy durations.
  


 8    This information at the older attained ages and
  


 9    later policy durations is particularly important,
  


10    as this is when the majority of policyholders
  


11    will go on claim.
  


12                 The amount of the rate increases we
  


13    are seeking varies by policy series, with the
  


14    average for each policy series ranging between 22
  


15    percent and 71 percent.  The maximum rate
  


16    increase for any one policy in Delaware is 90
  


17    percent.
  


18                 We recognize the difficulty that
  


19    these premium increases may pose for many of
  


20    those affected, so I would like to talk now about
  


21    how we are trying to ease the burden on our
  


22    customers.
  


23                 One of the first things that we did
  


24    was to self-impose on our older policy series
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 1    tighter guidelines than are required.  Effective
  


 2    January 1, 2005, Delaware adopted a rate
  


 3    stability law that is stricter for insurance
  


 4    companies and beneficial for consumers.  While
  


 5    rates on some of those -- of our policies are
  


 6    regulated by the Delaware rate stability law
  


 7    because they were issued after the law became
  


 8    effective, the majority of the affected
  


 9    policyholders were issued prior to the rate
  


10    stabilization law.  Nevertheless, John Hancock
  


11    has voluntarily followed key rate stability
  


12    requirements which are stricter, for all of those
  


13    older policies.
  


14                 The approach we have taken is
  


15    consistent with John Hancock's general philosophy
  


16    of trying to be at the forefront of protecting
  


17    consumer interests by complying with stricter
  


18    rules sooner than required.  In this case, it
  


19    means that we have voluntarily capped the rate
  


20    increase on our older policies, even though they
  


21    are not subject to the rate stability law.
  


22                 To give you some specifics, we are
  


23    applying an 85 percent minimum loss ratio on the
  


24    increased portion of premium.  This means that
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 1    for every dollar of increased premium, at least
  


 2    85 cents has to go to the payment of claims.  By
  


 3    law, we are only required to use 60 cents of
  


 4    every increased dollar to pay claims, under those
  


 5    older policy series.
  


 6                 We also restricted our rate increase
  


 7    so that the resulting new premiums are not
  


 8    greater than our current new business rates
  


 9    adjusted for benefits.  On these older policy
  


10    series, that was not required.
  


11                 The self-imposed restriction capped
  


12    the amount of the rate increase that we requested
  


13    for many ages.  Our actuaries are certifying that
  


14    no further increases are needed with our current
  


15    assumptions.  These older policies do not require
  


16    such certification.
  


17                 And finally, we will be
  


18    administering a contingent nonforfeiture benefit.
  


19    This is a benefit that was developed by the
  


20    National Association of Insurance Commissioners,
  


21    and effectively means that if a customer is
  


22    subject to a substantial rate increase, and that
  


23    definition varies by policy series and by age,
  


24    and stops paying premiums on their policy, it
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 1    becomes paid up, and the customer will receive a
  


 2    reduced paid-up benefit.  Again, this is not
  


 3    something we are required to offer on the older
  


 4    policy series.
  


 5                 As you can see, we have been able to
  


 6    reduce the impact of that premium rate increase
  


 7    on our older policies by self-imposing much
  


 8    tighter requirements.  But even with these
  


 9    self-imposed restrictions, we recognize that
  


10    premium increases may be difficult for many of
  


11    our customers to manage, and we believe that it
  


12    is critical for carriers to provide the
  


13    policyholders with options to adjust benefits, to
  


14    keep premiums at or close to their current
  


15    levels.
  


16                 These are financially challenging
  


17    times for everyone, including our customers, and
  


18    we do not want them to lapse their coverage
  


19    because of higher premiums.  Therefore, we have
  


20    developed some meaningful and unique alternatives
  


21    that will allow our customers to hold onto their
  


22    policies, and at the same time, mitigate, and in
  


23    most cases completely avoid, the premium rate
  


24    increase.
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 1                 For our customers who purchased 5
  


 2    percent automatic compound inflation coverage,
  


 3    where the benefits automatically increase by 5
  


 4    percent each year for the life of the policy, we
  


 5    have developed an option to reduce the inflation
  


 6    percentage.  This option is a future reduced
  


 7    inflation percentage, that if elected by the
  


 8    customer, will allow them to avoid the rate
  


 9    increase completely.
  


10                 Since this is a prospective
  


11    reduction in inflation coverage, all inflation
  


12    value previously built up in the policy will
  


13    remain in place, so that current benefit levels
  


14    will not diminished.  Only future inflation
  


15    additions would be at a lower rate than 5
  


16    percent.  The reduced inflation percentage
  


17    offered as an option to customers would range
  


18    from 2.7 percent to 3.9 percent, depending on the
  


19    policy series.
  


20                 Now I'll take you through an example
  


21    as to how this would work.  Exhibit B, shown on
  


22    this slide, is for someone with 5 percent
  


23    compound lifetime inflation that has one of our
  


24    Gold Select policies.  The policy was sold in
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 1    1996 to a 50-year-old whose benefit features
  


 2    include the $100 daily benefit with a four-year
  


 3    benefit period.
  


 4                 Today their annual premium is
  


 5    983.10.  With the proposed rate increase, the new
  


 6    annual premium would be 1740.  If this customer
  


 7    elects to take the future inflation reduction
  


 8    option, their premium will remain at $983.10.
  


 9    While their benefits grew at a compound inflation
  


10    rate of 5 percent from the years 1996 to 2011,
  


11    from 2012 onwards their benefits will grow at a
  


12    compound inflation rate of 3.4 percent.
  


13                 You can see in Exhibit C the
  


14    difference the future inflation reduction will
  


15    have on the customer's benefit going forward.
  


16    The blue bars, prior to 2012, represent the 5
  


17    percent inflation that has accrued to the
  


18    customer to date.
  


19                 Beginning in 2012, the red bars
  


20    demonstrate the daily benefit accruing at the new
  


21    inflation rate of 3.4 percent, compared to the
  


22    blue bars, that show how the daily benefit would
  


23    have continued accruing at 5 percent compound.
  


24                 We believe that this is a very
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 1    viable option for customers with 5 percent
  


 2    compound inflation coverage over the life of the
  


 3    policy, as inflation surrounding long term care
  


 4    services has been in the 2 to 4 percent range in
  


 5    recent years, based on most industry costs of
  


 6    care studies.  In many cases, the buildup in
  


 7    policy value exceeds recent inflation experience.
  


 8                 This next exhibit, Exhibit D, is
  


 9    based on our own cost of care study, which has
  


10    been conducted by an independent third party, and
  


11    it shows how the cost of care has been rising
  


12    with inflation over the past nine years.  As you
  


13    can see, the increase in the cost of care has
  


14    ranged from 1.3 percent, for a home healthcare
  


15    aide, and up to 3.5 percent for a private room in
  


16    a nursing home.
  


17                 45 percent of our long term care
  


18    services are provided in the home, and that
  


19    number is steadily increasing, with assisted
  


20    living facilities accounting for about 30 percent
  


21    of all of our claims, and nursing homes about 25
  


22    percent.
  


23                 Based on the recent increases in the
  


24    cost of care and overall inflation, we believe
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 1    that for many, the future inflation reduction
  


 2    option is a good alternative to the premium rate
  


 3    increase, as it enables our customers to preserve
  


 4    their current benefits and avoid the rate
  


 5    increase altogether.
  


 6                 The future inflation reduction
  


 7    option can only be offered to customers when the
  


 8    rate increase is accepted by a state in its
  


 9    entirety.  There are complicated reasons for
  


10    this, but it's primarily because phasing in
  


11    reductions to the inflation rate would result in
  


12    multiple inflation reductions over time and
  


13    multiple variations by person, which cannot be
  


14    supported administratively.  Plus, it would
  


15    result in an overall higher ultimate rate
  


16    increase.
  


17                 While the future inflation reduction
  


18    option is an innovative concept, we have some
  


19    experience with implementing this type of option
  


20    before, and found it to be quite a popular
  


21    choice.
  


22                 In 2010, we implemented a future
  


23    inflation reduction option for the Federal
  


24    government employees' long term care insurance
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 1    program.  We offered as part of our options to
  


 2    insureds the ability to reduce the future
  


 3    inflation percentage from 5 percent to 4 percent,
  


 4    and completely avoid the rate increase of up to
  


 5    25 percent.
  


 6                 Approximately half of the affected
  


 7    insureds opted to reduce inflation coverage to 4
  


 8    percent, and the other half decided to pay the
  


 9    premium rate increase, and retained inflation
  


10    coverage at 5 percent.
  


11                 We were pleased that only 1 percent
  


12    of those affected lapsed their coverage, and that
  


13    the level of complaints received from
  


14    policyholders was very low, less than .6 percent.
  


15                 Approximately 73 percent of our
  


16    Delaware customers who would be subjected to our
  


17    proposed rate increase have this lifetime
  


18    automatic inflation coverage on their policies,
  


19    and would be able to completely eliminate the
  


20    enforced premium rate increase.  85 percent of
  


21    the requested increase in premium dollars would
  


22    be eligible for this option.
  


23                 Despite the considerable
  


24    administrative burden and complexity, as well as
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 1    the additional systems expense to John Hancock,
  


 2    we think it's very important to do all we can to
  


 3    allow customers to preserve their core coverage
  


 4    while avoiding the rate increase altogether.
  


 5                 So far, we have received very
  


 6    positive response to this innovative alternative
  


 7    from both our distribution partners and State
  


 8    insurance regulators, and no other carrier has
  


 9    offered this unique concept as an alternative to
  


10    a premium rate increase.
  


11                 While we will be able to offer the
  


12    future inflation reduction option to 73 percent
  


13    of our Delaware customers affected by the rate
  


14    increase, we do recognize that not everyone has
  


15    this type of coverage.  Therefore, we will be
  


16    offering the remaining 27 percent of affected
  


17    customers the option to change various policy
  


18    features, such as lengthening their elimination
  


19    period, shortening benefit periods, reducing
  


20    daily benefit amounts, or dropping riders from
  


21    coverage in order to help mitigate the rate
  


22    increase.  For these customers, the average
  


23    premium increase we are requesting is 23 percent,
  


24    which is lower than the overall average increase.
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 1                 I have two examples I'd like to
  


 2    share with you.  One is when someone chooses to
  


 3    reduce the daily benefit, and the other is when
  


 4    someone reduces the benefit period.
  


 5                 In that Exhibit E, the customer
  


 6    purchased our Gold Select product at the age of
  


 7    50, with a $100 daily benefit and a four-year
  


 8    benefit period.  In this example, the current
  


 9    annual premium is $418.10, and with the proposed
  


10    rate increase, the new annual premium would be
  


11    $525.  One option the customer has is to reduce
  


12    the daily benefit from $100 to $80, which would
  


13    then limit their premium increase to $1.90 per
  


14    year.
  


15                 Exhibit F illustrates someone who
  


16    selected an unlimited lifetime benefit period.
  


17    Again the policy was issued at the age of 50 with
  


18    a $100 daily benefit.  However, the benefit
  


19    period is unlimited.  In this example, the
  


20    current annual premium is $632.80, which would
  


21    increase to $855.10 with the proposed rate
  


22    increase.
  


23                 In order to reduce the rate increase
  


24    substantially, the customer will have the option
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 1    to reduce the benefit period to six years.  With
  


 2    the six year benefit period, the premium would
  


 3    actual decrease by $32.30 per year.  It's worth
  


 4    noting that the current average length of a long
  


 5    term care claim is just under three years.
  


 6                 We recognize that all of these
  


 7    options are, in fact, benefit reductions.
  


 8    Nevertheless, they provide a viable solution for
  


 9    our customers who may not be able to afford the
  


10    premium increase and do not want to forego
  


11    coverage.
  


12                 Delaware regulation requires that
  


13    all carriers disclose on the policy cover page
  


14    the maximum amount of premium rate increase that
  


15    the carrier could implement in any calendar year.
  


16    John Hancock's cost disclosure states that we
  


17    will not increase premium rates more than 30
  


18    percent in any calendar year.
  


19                 We are requesting the Department
  


20    pre-approve the successive annual premium
  


21    increase, capped at 30 percent each year, up to
  


22    the amount of the filed-for rate increases.  By
  


23    doing this, it allows us to offer our
  


24    policyholders the future inflation reduction
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 1    option, which will allow them to eliminate their
  


 2    premium increases altogether.
  


 3                 Almost as important as making these
  


 4    options available to our customers is our ability
  


 5    to help them understand these options and to
  


 6    provide further support if they need it.  We will
  


 7    work hard to provide our customers with clear and
  


 8    concise information regarding the impact of the
  


 9    rate increase on their policies.  We will also
  


10    clearly explain future inflation reduction and
  


11    other options available to them, to mitigate or
  


12    avoid the rate increase.
  


13                 We will send each affected customer
  


14    a customized option letter that describes the
  


15    options that may best fit their particular
  


16    situation.  Again, our experience with the
  


17    Federal program has helped us develop effective
  


18    communication strategies and materials for our
  


19    customers.
  


20                 Our customers will be given
  


21    sufficient time to make a decision, as well as
  


22    assistance with making a decision that is best
  


23    for them.  We will provide our customers with 60
  


24    days advance notice of the rate increase, along







27


  


 1    with customized options available to them.
  


 2    Trained representatives at our custom service
  


 3    center will be available to assist our customers
  


 4    who have questions.
  


 5                 In addition, we will be providing
  


 6    our producers with extensive information and
  


 7    training materials regarding this rate action, so
  


 8    they will be equipped to assist their customers.
  


 9                 In summary, we believe very strongly
  


10    in the important role long term care insurance
  


11    plays in the financial planning process and in
  


12    the lives of the people that we insure.  As a
  


13    market leader in the long term care insurance
  


14    industry, we believe it is our responsibility to
  


15    do what is necessary to meet the future needs of
  


16    our customers, and ensure the ongoing stability
  


17    of a business.
  


18                 We are confident that our rate
  


19    filing submissions fully support the premium rate
  


20    increases we are seeking, and hope this statement
  


21    helps to provide some context for our requested
  


22    long term care rate increases.
  


23                 We also believe we are taking
  


24    helpful and meaningful steps to ease the burden
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 1    on our customers.  Those measures enable
  


 2    customers to balance their personal interests and
  


 3    needs while retaining this valuable coverage.
  


 4                 Thank you for the opportunity to
  


 5    provide this information, and we look forward to
  


 6    continuing to reliably serve our Delaware
  


 7    customers.
  


 8                 COMMISSIONER WELDIN STEWART:  Thank
  


 9    you.  So then the Insurance Department's actuary,
  


10    Art Lucker from INS Consultants, will speak now.
  


11                 MR. LUCKER:  Thank you.  Good
  


12    afternoon.  I will refer to INS Consultants as
  


13    INS.  I will refer to John Hancock Life Insurance
  


14    Company as JHLIC.
  


15                 JHLIC filed for approval rate
  


16    revisions that vary by issue age, benefit period,
  


17    and inflation option.  The rate revisions were as
  


18    follows:  For the Advantage policy form series,
  


19    the average rate revision was 30.6 percent.  The
  


20    policyholder rate revisions varied from 0 to 77
  


21    percent.
  


22                 For the Gold policy form series, the
  


23    average rate revision was 41.6 percent.  The
  


24    policyholder rate revisions vary from 0 to 77







29


  


 1    percent.
  


 2                 For the Custom Care policy form
  


 3    series, the average rate revision was 71.1
  


 4    percent.  The policyholder rate revisions vary
  


 5    from 0 to 90 percent.
  


 6                 For the Custom Care II policy form
  


 7    series, the average rate revision was 21.5
  


 8    percent.  The policyholder rate revisions vary
  


 9    from 0 to 23 percent.
  


10                 Delaware regulation 1404, section
  


11    6.1.6.1, requires a cost disclosure provision in
  


12    the policy forms.  This cost disclosure provision
  


13    limits the maximum annual rate increase that can
  


14    be implemented by the company.  For these forms,
  


15    it is 30 percent.  For rate increases greater
  


16    than 30 percent, John Hancock -- JHLIC wants to
  


17    implement the rate increase over successive
  


18    years.
  


19                 INS reviewed the filing.  INS
  


20    requested additional information.  JHLIC
  


21    responded to our request for additional
  


22    information.  JHLIC's response was acceptable.
  


23                 INS expressed its concern to the
  


24    Delaware Insurance Department regarding rate
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 1    revisions that vary by issue age.  Section 6.1.2
  


 2    of Delaware regulation 1404 defines "guaranteed
  


 3    renewable" to include the language that rates may
  


 4    be revised by the insurer on a class basis.
  


 5                 Whether issue age constitutes a
  


 6    class basis is a matter for the Delaware
  


 7    Insurance Department to determine.  INS's opinion
  


 8    is that issue age does not constitute a class
  


 9    basis.  Our position is premised on the fact that
  


10    the underlying risk pool is funded in the
  


11    aggregate by an issue age premium rate structure
  


12    for which it can be demonstrated that benefits
  


13    are reasonable to premiums in the aggregate.
  


14                 Otherwise, the logic leads to the
  


15    unacceptable conclusion that premium rates can be
  


16    revised for only one issue age if the
  


17    benefit/premium relationship for that issue age
  


18    is unreasonable.
  


19                 For each policy series, INS
  


20    performed an independent projections of future
  


21    national experience and future Delaware
  


22    experience.  From our analysis, we suggest the
  


23    average rate revisions for each policy form
  


24    series is actuarially justified.  We base this
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 1    conclusion on the requirement of section 19,
  


 2    Delaware regulation 1404, and the loss ratio
  


 3    results developed from our independent
  


 4    projections.
  


 5                 In conclusion, INS suggests the
  


 6    follows:  For the Advantage policy form series,
  


 7    the average rate revision of 30.6 percent appears
  


 8    to be actuarially justified, subject to the
  


 9    Delaware cost disclosure limitation of 30
  


10    percent.
  


11                 For the Gold policy form series, the
  


12    average rate revision of 41.6 percent appears to
  


13    be actuarially justified, subject to the Delaware
  


14    cost disclosure limitation of 30 percent.
  


15                 For the Custom Care policy form
  


16    series, the average rate revision of 71.1 percent
  


17    appears to be actuarially justified, subject to
  


18    the Delaware cost disclosure limitation of 30
  


19    percent.
  


20                 For the Custom Care II policy
  


21    series, the average rate revision of 21.5 percent
  


22    appears to be actuarially justified, subject to
  


23    the Delaware cost disclosure limitation of 30
  


24    percent.
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 1                 This concludes my remarks.  Thank
  


 2    you.
  


 3                 COMMISSIONER WELDIN STEWART:  Thank
  


 4    you for your remarks.  We will now proceed to any
  


 5    public comments on proposed rate filings, and we
  


 6    will start out by those who have signed up to
  


 7    speak.
  


 8                 MS. WEST:  No one.
  


 9                 COMMISSIONER WELDIN STEWART:  And no
  


10    one's signed up to speak, so there's no speakers.
  


11    Thank you for your comments, and as a reminder,
  


12    any comments that have been received in
  


13    connection with today's session will be forwarded
  


14    and responded to by John Hancock, and where
  


15    appropriate, by the Department.  Also, written
  


16    comments submitted by those who did not speak
  


17    today will also be forwarded to John Hancock for
  


18    a response.
  


19                 To date, we have received a letter
  


20    from Elizabeth Novak and an e-mail from Robert
  


21    Oswell of behalf of his wife Martha Oswell.
  


22    Ms. Novak and Mrs. Oswell are both policyholders
  


23    of John Hancock.
  


24                 Everyone present has spoken.  We do
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 1    not have any other public individuals signed up
  


 2    to speak right now.  What we will do now is leave
  


 3    the record open until 2:30 p.m.  At that time, we
  


 4    will reconvene and see if we have any further
  


 5    members of the public who wish to speak, and at
  


 6    that time, if we do not, we will adjourn.
  


 7                 MS. WEST:  If you want, we can even
  


 8    do it till 2:15.  It's up to you, Commissioner.
  


 9                 COMMISSIONER WELDIN STEWART:  Okay.
  


10    We can do 2:15.
  


11                 MS. WEST:  Okay.
  


12                 MS. SCHILTZ:  Commissioner, how long
  


13    of a time period will John Hancock have to
  


14    respond to any issues that have been raised?
  


15                 MS. WEST:  Well, we're planning to
  


16    keep this open until the end of the week, even on
  


17    the website.  Okay.  If you could do that
  


18    respectively within 10 to 15 days, that would be
  


19    our goal.
  


20                 I've given you copies of what we've
  


21    received so far.  Anything else that comes in,
  


22    I'll make sure everybody gets a copy directly to
  


23    you.  So, we can just take a break, and then we
  


24    can come back around 2:15.







34


  


 1                 COMMISSIONER WELDIN STEWART:  Thank
  


 2    you.
  


 3                 (Hearing in recess)
  


 4                 COMMISSIONER WELDIN STEWART:  It's
  


 5    2:25.  We are now reconvened and back on the
  


 6    record.  And I don't see any additional speakers,
  


 7    no comments.  So in closing, I want to thank
  


 8    everyone who was here today for participating.
  


 9    We really appreciate the comments, and certainly,
  


10    we are going to review those comments as we
  


11    further consider the John Hancock Life Insurance
  


12    Company long term care rate filing.
  


13                 That will conclude today's public
  


14    hearing session, and we are now adjourned.  Thank
  


15    you.
  


16                 (Hearing concluded at 2:26 p.m.)
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          1                  COMMISSIONER WELDIN STEWART:  Well,

          2     good afternoon.  Welcome to the Delaware

          3     Insurance Department's public information session

          4     regarding John Hancock Life Insurance Company

          5     long term care rate filing.

          6                  My name is Karen Weldin Stewart.  I

          7     am the Insurance Commissioner of the State of

          8     Delaware, and will make the ultimate decision to

          9     approve or disapprove this proposed rate filing.

         10                  John Hancock Life Insurance Company

         11     has filed a rate filing pursuant to

         12     Administrative Code regulation 1404, section

         13     20.0, long-term care insurance premium rate

         14     schedule increases.

         15                  The purpose of this session is for

         16     the Department of Insurance to receive comment

         17     from the public to aid in reaching a decision on

         18     the proposed long term care rate filing.  In

         19     reaching its decision, the Department will

         20     consider any comments presented here today, along

         21     with any comments submitted in writing.

         22                  The entire record concerning the

         23     proposed long-term care rate filing, including

         24     the transcript of today's session, will be
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          1     reviewed before any final conclusions are

          2     reached.

          3                  Today's session, as you can see, is

          4     being transcribed by a court reporter.  After the

          5     Department receives the typed transcript, the

          6     Department will make it available on its website

          7     at www.delaware insurance.gov.

          8                  You may download a copy of the

          9     transcript from the Department's website at that

         10     time.  If you do not have internet access, you

         11     may view the transcript at the Department's

         12     offices here in Dover, and in Wilmington, which

         13     is located in the Carvel State Office Building,

         14     fifth floor, at Ninth and French Streets.  But

         15     please call (302) 674-7300 to schedule an

         16     appointment before visiting the Department's

         17     offices.  You may also submit a request for

         18     copies of a particular document by fax or e-mail.

         19                  As explained earlier, the purpose of

         20     today's session is to provide a public forum for

         21     anyone to give information or comments concerning

         22     the proposed John Hancock Life Insurance

         23     Company's long-term care rate filing.  Please

         24     address your comments to this topic only.  We ask
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          1     that you please be as concise as possible and

          2     limit your remarks to eight minutes.

          3                  If you are speaking, we ask that you

          4     include your name on the list of speakers that is

          5     available at the sign-in table.  I hope you have

          6     all signed up and have already indicated that you

          7     wish to speak.  If you have not done so, please

          8     do so now.

          9                  We also ask that you indicate if you

         10     are speaking on your own behalf or if you are

         11     speaking in any type of representative capacity.

         12     For example, if you are a policyholder of John

         13     Hancock.

         14                  Because of the information nature of

         15     today's session, there will be no sworn

         16     testimony.  Cross-examination and questioning of

         17     speakers or other representatives of the parties

         18     likewise will not be permitted.  However, you may

         19     pose factual questions to the applicants during

         20     your oral comments, or in writing on 5 by 7

         21     cards, available at the sign-in table.

         22                  Following today's session, the

         23     Department will require John Hancock Life

         24     Insurance Company to respond in writing to all
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          1     questions raised by the Department and public

          2     during this session, and will make the responses

          3     available on our website.

          4                  John Hancock Life Insurance Company

          5     and the Insurance Department's actuarial firm,

          6     INS, which reviewed the long term care rate

          7     filing, have each sent representatives to

          8     contribute to this public information session.

          9                  Marianne Harrison, president of John

         10     Hancock Long Term Care, and David Plumb, vice

         11     president of product and compliance for John

         12     Hancock Long Term Care, and the Insurance

         13     Department's actuary, Art Lucker of INS

         14     Consultants, will be making introductory

         15     statements.  Their statements are intended to

         16     give an overview of the long term care rate

         17     filing as a preface to the public comment

         18     session.

         19                  They will speak for approximately 15

         20     minutes each.  Their statements will be recorded

         21     by the court reporter, and will be posted on the

         22     Department's website.  Marianne Harrison and

         23     David Plumb will be speaking first.

         24                  MS. HARRISON:  Thank you.  Good
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          1     afternoon, ladies and gentlemen, Commissioner

          2     Stewart.  I am Marianne Harrison of John

          3     Hancock's long term care business unit, and I

          4     welcome the opportunity to share some background

          5     information on the proposed long term care

          6     insurance premium rate increases that we have

          7     requested.

          8                  Let me start by saying that we would

          9     prefer not to have to taking these rate

         10     increases, and we recognize that premium

         11     increases may be very difficult on many of our

         12     customers.

         13                  I'll be getting into the details

         14     about our proposed rate increases, and the

         15     options we are offering to provide relief to our

         16     customers in a minute.  Before I do that, I would

         17     like to give you a little bit of background on

         18     John Hancock.

         19                  We believe that long term care

         20     insurance plays a pivotal role in the financial

         21     planning process, and helps mitigate the impact

         22     of potentially devastating costs on the financial

         23     well-being of Delaware families.

         24                  This is particularly critical in an
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          1     environment in which government programs are

          2     severely strained, and the need for private

          3     sources to support long term care needs continues

          4     to rise dramatically.

          5                  John Hancock has been a leader in

          6     the long term care insurance industry, always

          7     actively supporting consumer protection

          8     legislation and regulations at both state and

          9     national levels, and in many cases, implementing

         10     such protections prior to the required adoption

         11     dates.  We've also been a leader and innovator in

         12     long term care insurance product design, ensuring

         13     our products have evolved to meet the changing

         14     needs of consumers.

         15                  Over the years, John Hancock has

         16     paid more than 3.7 billion dollars in long term

         17     care insurance claims, and today pays them more

         18     than 1.5 million dollars each and every day.

         19                  We are committed to this business

         20     and to this industry, as demonstrated by our

         21     ability to be there when our customers need us

         22     most, at claim time.  It is our intention to

         23     remain a reliable industry carrier in this very

         24     important line of business.
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          1                  My statement today will address the

          2     issue of the premiums related to our long term

          3     care insurance business, and describe why we

          4     believe the premium increase is critical to

          5     meeting future obligations to our customers.

          6                  I will also highlight some unique

          7     and innovative options that we have developed to

          8     help mitigate the impact of the rate increases on

          9     our customers.  At the outset, I would like to

         10     highlight four critically important points.

         11                  First, the goal in pricing long term

         12     care insurance is to generate adequate premium to

         13     cover a long term care event that is undetermined

         14     in duration and severity, and it may not take

         15     place until 20 to 40 years from the time the

         16     person is first covered.

         17                  Over that period, key elements that

         18     get factored into pricing can change, such as

         19     medical advances, care delivery systems, changes

         20     in family dynamics, and the general health of the

         21     population.  That is why long term care insurance

         22     originated and is regulated as a product where

         23     premiums can be adjusted over time.  It is

         24     essential for carriers to be able to adjust
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          1     assumptions in pricing to ensure that future

          2     policyholder obligations can be met.

          3                  The second key point is the long

          4     term care industry is still comparatively young,

          5     and until recently, there was very little actual

          6     claims data available for setting pricing

          7     assumptions.  As our block of business is

          8     maturing, we're starting to see more meaningful

          9     claims data, allowing us to better predict the

         10     future based on past claims experience.

         11                  The third point is that we have

         12     taken action on our older policy series above and

         13     beyond what the regulation requires, in order to

         14     minimize the overall rate increase proposed to

         15     our customers.

         16                  And finally, we are offering

         17     innovative options to the rate increase that will

         18     allow a significant number of our customers to

         19     avoid the rate increase altogether without a

         20     reduction in their current benefits.

         21                  I'd also like to mention that we are

         22     proposing that no one who purchased at the issue

         23     age of 80 and above will experience a rate

         24     increase.  In addition, all impacted customers
�                                                                 10



          1     will be given time and support to evaluate their

          2     options.

          3                  As the world continues to change at

          4     an unprecedented pace, so do the underlying

          5     factors and assumption used to price long term

          6     care insurance.  This is one reason why companies

          7     have a contractual right to increase premiums,

          8     subject to state acceptance.

          9                  While the product is guaranteed

         10     renewable, meaning that a company cannot cancel

         11     coverage as long as premiums are paid, premiums

         12     are not guaranteed, and carriers have the

         13     contractual right to increase rates when actual

         14     experience differs significantly from original

         15     expectations, in order to ensure benefits will be

         16     paid over the life of the policy.

         17                  The major contributors to the need

         18     for our premium rate increase are as follows:  We

         19     know more today than we ever have before about

         20     this product.  In prior years, carriers had very

         21     limited information to price the product.  Little

         22     or no insured data existed, and carriers had to

         23     rely on early duration, experience, and

         24     government data on the general population, not
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          1     the insured population, for estimating claim

          2     experience.  Lapse assumptions were based on

          3     product lines such as disability, life insurance

          4     or Medigap policies.

          5                  With the passage of time, we've been

          6     able to see that these sources of assumptions

          7     alone were not adequate predictors of long term

          8     care experience, and that this business requires

          9     a unique set of assumptions.

         10                  Termination rates have been a

         11     significant factor in the need to raise premium

         12     rates over the years.  Terminations arise when

         13     people drop their coverage over time, either due

         14     to death or because they no longer need the

         15     policy, and we refer to the latter as lapses.

         16                  We have found that lapse rates in

         17     the later policy durations, which were originally

         18     assumed by the industry to be in the range of 3

         19     to 6 percent, have actually been less than 1

         20     percent.  In addition, we have seen significantly

         21     decreased mortality that has been observed

         22     throughout the long term care and the life

         23     insurance industry.

         24                  While increasing lifespans is good
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          1     news, for the long term care industry it means

          2     that people are living longer, and reaching the

          3     age where frailty and dementia are more likely to

          4     occur, and carriers are consequently paying far

          5     more claims than originally priced for.

          6                  The other significant factor is

          7     around morbidity.  Morbidity is about the number

          8     of people that go on claim, known as incidents,

          9     how long they remain on claim, and the overall

         10     cost of the claim.

         11                  Our claim studies showed higher than

         12     expected incidents of claim at older attained

         13     ages and later policy durations, beyond the tenth

         14     policy year, and we are seeing that claims are

         15     lasting longer than anticipated.

         16                  For example, advances in medical

         17     care have caused a lengthening in claims, as many

         18     medical advances extend lives.  Put simply, more

         19     people are using the insurance than anticipated,

         20     reinforcing the value of the product to

         21     policyholders, but creating a pricing issue.

         22                  In addition to all of these

         23     unforeseeable developments, products have been

         24     priced with investment returns that continue to
�                                                                 13



          1     deteriorate over the years.  I do want to

          2     emphasize, however, that we are not raising

          3     premiums due to poor investment experience.  We

          4     are absorbing that loss completely.  And with the

          5     financial markets the way they've been over the

          6     past few years, you can understand that it is

          7     significant.

          8                  The end result of these significant

          9     changes in the long term care delivery system,

         10     along with the maturation of the long term care

         11     insurance industry itself, is that many long term

         12     care insurance companies have observed similar

         13     trends in their claims, and have had to seek

         14     enforced rate increases in order to honor their

         15     promise to pay claims in the future.  What I just

         16     covered are the primary reasons why we are

         17     seeking an enforced premium rate increase.

         18                  At this time I would like to ask the

         19     question why now.  The answer is we are now

         20     seeing credible data at the older attained ages

         21     and later policy durations.  As the real claims

         22     experience is just becoming evident, we believe

         23     the industry in general ins likely to see more

         24     claims than previously expected.
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          1                  And this Exhibit A shows how our

          2     claims have evolved over time as our business has

          3     matured.  You can see that compared to three

          4     years ago, we now have almost two times the

          5     amount of claims data.  And more importantly, we

          6     have four times the amount of claims data at the

          7     older attained ages and later policy durations.

          8     This information at the older attained ages and

          9     later policy durations is particularly important,

         10     as this is when the majority of policyholders

         11     will go on claim.

         12                  The amount of the rate increases we

         13     are seeking varies by policy series, with the

         14     average for each policy series ranging between 22

         15     percent and 71 percent.  The maximum rate

         16     increase for any one policy in Delaware is 90

         17     percent.

         18                  We recognize the difficulty that

         19     these premium increases may pose for many of

         20     those affected, so I would like to talk now about

         21     how we are trying to ease the burden on our

         22     customers.

         23                  One of the first things that we did

         24     was to self-impose on our older policy series
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          1     tighter guidelines than are required.  Effective

          2     January 1, 2005, Delaware adopted a rate

          3     stability law that is stricter for insurance

          4     companies and beneficial for consumers.  While

          5     rates on some of those -- of our policies are

          6     regulated by the Delaware rate stability law

          7     because they were issued after the law became

          8     effective, the majority of the affected

          9     policyholders were issued prior to the rate

         10     stabilization law.  Nevertheless, John Hancock

         11     has voluntarily followed key rate stability

         12     requirements which are stricter, for all of those

         13     older policies.

         14                  The approach we have taken is

         15     consistent with John Hancock's general philosophy

         16     of trying to be at the forefront of protecting

         17     consumer interests by complying with stricter

         18     rules sooner than required.  In this case, it

         19     means that we have voluntarily capped the rate

         20     increase on our older policies, even though they

         21     are not subject to the rate stability law.

         22                  To give you some specifics, we are

         23     applying an 85 percent minimum loss ratio on the

         24     increased portion of premium.  This means that
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          1     for every dollar of increased premium, at least

          2     85 cents has to go to the payment of claims.  By

          3     law, we are only required to use 60 cents of

          4     every increased dollar to pay claims, under those

          5     older policy series.

          6                  We also restricted our rate increase

          7     so that the resulting new premiums are not

          8     greater than our current new business rates

          9     adjusted for benefits.  On these older policy

         10     series, that was not required.

         11                  The self-imposed restriction capped

         12     the amount of the rate increase that we requested

         13     for many ages.  Our actuaries are certifying that

         14     no further increases are needed with our current

         15     assumptions.  These older policies do not require

         16     such certification.

         17                  And finally, we will be

         18     administering a contingent nonforfeiture benefit.

         19     This is a benefit that was developed by the

         20     National Association of Insurance Commissioners,

         21     and effectively means that if a customer is

         22     subject to a substantial rate increase, and that

         23     definition varies by policy series and by age,

         24     and stops paying premiums on their policy, it
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          1     becomes paid up, and the customer will receive a

          2     reduced paid-up benefit.  Again, this is not

          3     something we are required to offer on the older

          4     policy series.

          5                  As you can see, we have been able to

          6     reduce the impact of that premium rate increase

          7     on our older policies by self-imposing much

          8     tighter requirements.  But even with these

          9     self-imposed restrictions, we recognize that

         10     premium increases may be difficult for many of

         11     our customers to manage, and we believe that it

         12     is critical for carriers to provide the

         13     policyholders with options to adjust benefits, to

         14     keep premiums at or close to their current

         15     levels.

         16                  These are financially challenging

         17     times for everyone, including our customers, and

         18     we do not want them to lapse their coverage

         19     because of higher premiums.  Therefore, we have

         20     developed some meaningful and unique alternatives

         21     that will allow our customers to hold onto their

         22     policies, and at the same time, mitigate, and in

         23     most cases completely avoid, the premium rate

         24     increase.
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          1                  For our customers who purchased 5

          2     percent automatic compound inflation coverage,

          3     where the benefits automatically increase by 5

          4     percent each year for the life of the policy, we

          5     have developed an option to reduce the inflation

          6     percentage.  This option is a future reduced

          7     inflation percentage, that if elected by the

          8     customer, will allow them to avoid the rate

          9     increase completely.

         10                  Since this is a prospective

         11     reduction in inflation coverage, all inflation

         12     value previously built up in the policy will

         13     remain in place, so that current benefit levels

         14     will not diminished.  Only future inflation

         15     additions would be at a lower rate than 5

         16     percent.  The reduced inflation percentage

         17     offered as an option to customers would range

         18     from 2.7 percent to 3.9 percent, depending on the

         19     policy series.

         20                  Now I'll take you through an example

         21     as to how this would work.  Exhibit B, shown on

         22     this slide, is for someone with 5 percent

         23     compound lifetime inflation that has one of our

         24     Gold Select policies.  The policy was sold in
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          1     1996 to a 50-year-old whose benefit features

          2     include the $100 daily benefit with a four-year

          3     benefit period.

          4                  Today their annual premium is

          5     983.10.  With the proposed rate increase, the new

          6     annual premium would be 1740.  If this customer

          7     elects to take the future inflation reduction

          8     option, their premium will remain at $983.10.

          9     While their benefits grew at a compound inflation

         10     rate of 5 percent from the years 1996 to 2011,

         11     from 2012 onwards their benefits will grow at a

         12     compound inflation rate of 3.4 percent.

         13                  You can see in Exhibit C the

         14     difference the future inflation reduction will

         15     have on the customer's benefit going forward.

         16     The blue bars, prior to 2012, represent the 5

         17     percent inflation that has accrued to the

         18     customer to date.

         19                  Beginning in 2012, the red bars

         20     demonstrate the daily benefit accruing at the new

         21     inflation rate of 3.4 percent, compared to the

         22     blue bars, that show how the daily benefit would

         23     have continued accruing at 5 percent compound.

         24                  We believe that this is a very
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          1     viable option for customers with 5 percent

          2     compound inflation coverage over the life of the

          3     policy, as inflation surrounding long term care

          4     services has been in the 2 to 4 percent range in

          5     recent years, based on most industry costs of

          6     care studies.  In many cases, the buildup in

          7     policy value exceeds recent inflation experience.

          8                  This next exhibit, Exhibit D, is

          9     based on our own cost of care study, which has

         10     been conducted by an independent third party, and

         11     it shows how the cost of care has been rising

         12     with inflation over the past nine years.  As you

         13     can see, the increase in the cost of care has

         14     ranged from 1.3 percent, for a home healthcare

         15     aide, and up to 3.5 percent for a private room in

         16     a nursing home.

         17                  45 percent of our long term care

         18     services are provided in the home, and that

         19     number is steadily increasing, with assisted

         20     living facilities accounting for about 30 percent

         21     of all of our claims, and nursing homes about 25

         22     percent.

         23                  Based on the recent increases in the

         24     cost of care and overall inflation, we believe
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          1     that for many, the future inflation reduction

          2     option is a good alternative to the premium rate

          3     increase, as it enables our customers to preserve

          4     their current benefits and avoid the rate

          5     increase altogether.

          6                  The future inflation reduction

          7     option can only be offered to customers when the

          8     rate increase is accepted by a state in its

          9     entirety.  There are complicated reasons for

         10     this, but it's primarily because phasing in

         11     reductions to the inflation rate would result in

         12     multiple inflation reductions over time and

         13     multiple variations by person, which cannot be

         14     supported administratively.  Plus, it would

         15     result in an overall higher ultimate rate

         16     increase.

         17                  While the future inflation reduction

         18     option is an innovative concept, we have some

         19     experience with implementing this type of option

         20     before, and found it to be quite a popular

         21     choice.

         22                  In 2010, we implemented a future

         23     inflation reduction option for the Federal

         24     government employees' long term care insurance
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          1     program.  We offered as part of our options to

          2     insureds the ability to reduce the future

          3     inflation percentage from 5 percent to 4 percent,

          4     and completely avoid the rate increase of up to

          5     25 percent.

          6                  Approximately half of the affected

          7     insureds opted to reduce inflation coverage to 4

          8     percent, and the other half decided to pay the

          9     premium rate increase, and retained inflation

         10     coverage at 5 percent.

         11                  We were pleased that only 1 percent

         12     of those affected lapsed their coverage, and that

         13     the level of complaints received from

         14     policyholders was very low, less than .6 percent.

         15                  Approximately 73 percent of our

         16     Delaware customers who would be subjected to our

         17     proposed rate increase have this lifetime

         18     automatic inflation coverage on their policies,

         19     and would be able to completely eliminate the

         20     enforced premium rate increase.  85 percent of

         21     the requested increase in premium dollars would

         22     be eligible for this option.

         23                  Despite the considerable

         24     administrative burden and complexity, as well as
�                                                                 23



          1     the additional systems expense to John Hancock,

          2     we think it's very important to do all we can to

          3     allow customers to preserve their core coverage

          4     while avoiding the rate increase altogether.

          5                  So far, we have received very

          6     positive response to this innovative alternative

          7     from both our distribution partners and State

          8     insurance regulators, and no other carrier has

          9     offered this unique concept as an alternative to

         10     a premium rate increase.

         11                  While we will be able to offer the

         12     future inflation reduction option to 73 percent

         13     of our Delaware customers affected by the rate

         14     increase, we do recognize that not everyone has

         15     this type of coverage.  Therefore, we will be

         16     offering the remaining 27 percent of affected

         17     customers the option to change various policy

         18     features, such as lengthening their elimination

         19     period, shortening benefit periods, reducing

         20     daily benefit amounts, or dropping riders from

         21     coverage in order to help mitigate the rate

         22     increase.  For these customers, the average

         23     premium increase we are requesting is 23 percent,

         24     which is lower than the overall average increase.
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          1                  I have two examples I'd like to

          2     share with you.  One is when someone chooses to

          3     reduce the daily benefit, and the other is when

          4     someone reduces the benefit period.

          5                  In that Exhibit E, the customer

          6     purchased our Gold Select product at the age of

          7     50, with a $100 daily benefit and a four-year

          8     benefit period.  In this example, the current

          9     annual premium is $418.10, and with the proposed

         10     rate increase, the new annual premium would be

         11     $525.  One option the customer has is to reduce

         12     the daily benefit from $100 to $80, which would

         13     then limit their premium increase to $1.90 per

         14     year.

         15                  Exhibit F illustrates someone who

         16     selected an unlimited lifetime benefit period.

         17     Again the policy was issued at the age of 50 with

         18     a $100 daily benefit.  However, the benefit

         19     period is unlimited.  In this example, the

         20     current annual premium is $632.80, which would

         21     increase to $855.10 with the proposed rate

         22     increase.

         23                  In order to reduce the rate increase

         24     substantially, the customer will have the option
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          1     to reduce the benefit period to six years.  With

          2     the six year benefit period, the premium would

          3     actual decrease by $32.30 per year.  It's worth

          4     noting that the current average length of a long

          5     term care claim is just under three years.

          6                  We recognize that all of these

          7     options are, in fact, benefit reductions.

          8     Nevertheless, they provide a viable solution for

          9     our customers who may not be able to afford the

         10     premium increase and do not want to forego

         11     coverage.

         12                  Delaware regulation requires that

         13     all carriers disclose on the policy cover page

         14     the maximum amount of premium rate increase that

         15     the carrier could implement in any calendar year.

         16     John Hancock's cost disclosure states that we

         17     will not increase premium rates more than 30

         18     percent in any calendar year.

         19                  We are requesting the Department

         20     pre-approve the successive annual premium

         21     increase, capped at 30 percent each year, up to

         22     the amount of the filed-for rate increases.  By

         23     doing this, it allows us to offer our

         24     policyholders the future inflation reduction
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          1     option, which will allow them to eliminate their

          2     premium increases altogether.

          3                  Almost as important as making these

          4     options available to our customers is our ability

          5     to help them understand these options and to

          6     provide further support if they need it.  We will

          7     work hard to provide our customers with clear and

          8     concise information regarding the impact of the

          9     rate increase on their policies.  We will also

         10     clearly explain future inflation reduction and

         11     other options available to them, to mitigate or

         12     avoid the rate increase.

         13                  We will send each affected customer

         14     a customized option letter that describes the

         15     options that may best fit their particular

         16     situation.  Again, our experience with the

         17     Federal program has helped us develop effective

         18     communication strategies and materials for our

         19     customers.

         20                  Our customers will be given

         21     sufficient time to make a decision, as well as

         22     assistance with making a decision that is best

         23     for them.  We will provide our customers with 60

         24     days advance notice of the rate increase, along
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          1     with customized options available to them.

          2     Trained representatives at our custom service

          3     center will be available to assist our customers

          4     who have questions.

          5                  In addition, we will be providing

          6     our producers with extensive information and

          7     training materials regarding this rate action, so

          8     they will be equipped to assist their customers.

          9                  In summary, we believe very strongly

         10     in the important role long term care insurance

         11     plays in the financial planning process and in

         12     the lives of the people that we insure.  As a

         13     market leader in the long term care insurance

         14     industry, we believe it is our responsibility to

         15     do what is necessary to meet the future needs of

         16     our customers, and ensure the ongoing stability

         17     of a business.

         18                  We are confident that our rate

         19     filing submissions fully support the premium rate

         20     increases we are seeking, and hope this statement

         21     helps to provide some context for our requested

         22     long term care rate increases.

         23                  We also believe we are taking

         24     helpful and meaningful steps to ease the burden
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          1     on our customers.  Those measures enable

          2     customers to balance their personal interests and

          3     needs while retaining this valuable coverage.

          4                  Thank you for the opportunity to

          5     provide this information, and we look forward to

          6     continuing to reliably serve our Delaware

          7     customers.

          8                  COMMISSIONER WELDIN STEWART:  Thank

          9     you.  So then the Insurance Department's actuary,

         10     Art Lucker from INS Consultants, will speak now.

         11                  MR. LUCKER:  Thank you.  Good

         12     afternoon.  I will refer to INS Consultants as

         13     INS.  I will refer to John Hancock Life Insurance

         14     Company as JHLIC.

         15                  JHLIC filed for approval rate

         16     revisions that vary by issue age, benefit period,

         17     and inflation option.  The rate revisions were as

         18     follows:  For the Advantage policy form series,

         19     the average rate revision was 30.6 percent.  The

         20     policyholder rate revisions varied from 0 to 77

         21     percent.

         22                  For the Gold policy form series, the

         23     average rate revision was 41.6 percent.  The

         24     policyholder rate revisions vary from 0 to 77
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          1     percent.

          2                  For the Custom Care policy form

          3     series, the average rate revision was 71.1

          4     percent.  The policyholder rate revisions vary

          5     from 0 to 90 percent.

          6                  For the Custom Care II policy form

          7     series, the average rate revision was 21.5

          8     percent.  The policyholder rate revisions vary

          9     from 0 to 23 percent.

         10                  Delaware regulation 1404, section

         11     6.1.6.1, requires a cost disclosure provision in

         12     the policy forms.  This cost disclosure provision

         13     limits the maximum annual rate increase that can

         14     be implemented by the company.  For these forms,

         15     it is 30 percent.  For rate increases greater

         16     than 30 percent, John Hancock -- JHLIC wants to

         17     implement the rate increase over successive

         18     years.

         19                  INS reviewed the filing.  INS

         20     requested additional information.  JHLIC

         21     responded to our request for additional

         22     information.  JHLIC's response was acceptable.

         23                  INS expressed its concern to the

         24     Delaware Insurance Department regarding rate
�                                                                 30



          1     revisions that vary by issue age.  Section 6.1.2

          2     of Delaware regulation 1404 defines "guaranteed

          3     renewable" to include the language that rates may

          4     be revised by the insurer on a class basis.

          5                  Whether issue age constitutes a

          6     class basis is a matter for the Delaware

          7     Insurance Department to determine.  INS's opinion

          8     is that issue age does not constitute a class

          9     basis.  Our position is premised on the fact that

         10     the underlying risk pool is funded in the

         11     aggregate by an issue age premium rate structure

         12     for which it can be demonstrated that benefits

         13     are reasonable to premiums in the aggregate.

         14                  Otherwise, the logic leads to the

         15     unacceptable conclusion that premium rates can be

         16     revised for only one issue age if the

         17     benefit/premium relationship for that issue age

         18     is unreasonable.

         19                  For each policy series, INS

         20     performed an independent projections of future

         21     national experience and future Delaware

         22     experience.  From our analysis, we suggest the

         23     average rate revisions for each policy form

         24     series is actuarially justified.  We base this
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          1     conclusion on the requirement of section 19,

          2     Delaware regulation 1404, and the loss ratio

          3     results developed from our independent

          4     projections.

          5                  In conclusion, INS suggests the

          6     follows:  For the Advantage policy form series,

          7     the average rate revision of 30.6 percent appears

          8     to be actuarially justified, subject to the

          9     Delaware cost disclosure limitation of 30

         10     percent.

         11                  For the Gold policy form series, the

         12     average rate revision of 41.6 percent appears to

         13     be actuarially justified, subject to the Delaware

         14     cost disclosure limitation of 30 percent.

         15                  For the Custom Care policy form

         16     series, the average rate revision of 71.1 percent

         17     appears to be actuarially justified, subject to

         18     the Delaware cost disclosure limitation of 30

         19     percent.

         20                  For the Custom Care II policy

         21     series, the average rate revision of 21.5 percent

         22     appears to be actuarially justified, subject to

         23     the Delaware cost disclosure limitation of 30

         24     percent.
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          1                  This concludes my remarks.  Thank

          2     you.

          3                  COMMISSIONER WELDIN STEWART:  Thank

          4     you for your remarks.  We will now proceed to any

          5     public comments on proposed rate filings, and we

          6     will start out by those who have signed up to

          7     speak.

          8                  MS. WEST:  No one.

          9                  COMMISSIONER WELDIN STEWART:  And no

         10     one's signed up to speak, so there's no speakers.

         11     Thank you for your comments, and as a reminder,

         12     any comments that have been received in

         13     connection with today's session will be forwarded

         14     and responded to by John Hancock, and where

         15     appropriate, by the Department.  Also, written

         16     comments submitted by those who did not speak

         17     today will also be forwarded to John Hancock for

         18     a response.

         19                  To date, we have received a letter

         20     from Elizabeth Novak and an e-mail from Robert

         21     Oswell of behalf of his wife Martha Oswell.

         22     Ms. Novak and Mrs. Oswell are both policyholders

         23     of John Hancock.

         24                  Everyone present has spoken.  We do
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          1     not have any other public individuals signed up

          2     to speak right now.  What we will do now is leave

          3     the record open until 2:30 p.m.  At that time, we

          4     will reconvene and see if we have any further

          5     members of the public who wish to speak, and at

          6     that time, if we do not, we will adjourn.

          7                  MS. WEST:  If you want, we can even

          8     do it till 2:15.  It's up to you, Commissioner.

          9                  COMMISSIONER WELDIN STEWART:  Okay.

         10     We can do 2:15.

         11                  MS. WEST:  Okay.

         12                  MS. SCHILTZ:  Commissioner, how long

         13     of a time period will John Hancock have to

         14     respond to any issues that have been raised?

         15                  MS. WEST:  Well, we're planning to

         16     keep this open until the end of the week, even on

         17     the website.  Okay.  If you could do that

         18     respectively within 10 to 15 days, that would be

         19     our goal.

         20                  I've given you copies of what we've

         21     received so far.  Anything else that comes in,

         22     I'll make sure everybody gets a copy directly to

         23     you.  So, we can just take a break, and then we

         24     can come back around 2:15.
�                                                                 34



          1                  COMMISSIONER WELDIN STEWART:  Thank

          2     you.

          3                  (Hearing in recess)

          4                  COMMISSIONER WELDIN STEWART:  It's

          5     2:25.  We are now reconvened and back on the

          6     record.  And I don't see any additional speakers,

          7     no comments.  So in closing, I want to thank

          8     everyone who was here today for participating.

          9     We really appreciate the comments, and certainly,

         10     we are going to review those comments as we

         11     further consider the John Hancock Life Insurance

         12     Company long term care rate filing.

         13                  That will conclude today's public

         14     hearing session, and we are now adjourned.  Thank

         15     you.

         16                  (Hearing concluded at 2:26 p.m.)
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