Texas Response to Proposed Cost Sharing Techniques

Current and Proposed Cost Sharing Techniques
Texas’ primary concern with the current MN Method is that it may justify excessive rate increases.  There are three reasons for this:

· Use of the statutory discount interest rate 
· Use of a 60% pricing loss ratio
· When applicable, not considering the 58/85 test rate stabilization requirement (Model Regulation 641) that was adopted by most states.  While uncommon, Texas has seen a few filings where the proposed increase fails the 58/85 dual loss ratio test, but is justified under alternative approaches, including the TX PPV method.   

Regarding the Current and Proposed Cost Sharing Techniques:

· Missouri Proposal
Texas seldom approves a rate increase that exceeds 100% and would welcome a cumulative cap of 600%.  The Missouri proposal could easily be applied in conjunction with the Current Method or Proposal A Method. 

Texas supports the Missouri Proposal of a 100% cap for any increase and a cumulative 600% cap.

· Proposal A
This method justifies larger rate increases with restrictions once the cumulative rate increase exceeds 400%.

· Current Method
Texas supports the Current Method and given the MN Method as applied, we believe the current cost sharing may be optimal.  However, if assumptions are “tightened", the Current Method may become too restrictive.

Under current review conditions, Texas prefers the Current Method with the Missouri proposed single increase and cumulative increase restrictions.  

Balance between Company Solvency and Fairness to Policyholders

Texas strives to strike a balance between rates that support company solvency and that is fair to consumers.  

While mindful of the importance of a premium rate that supports claims obligations, we are required by Texas law (Texas Insurance Code Section 560.002 (c)(3)(B)) to ensure that rates represent a “reasonable relationship to the expected loss.”  This statute is consistent with Actuarial Standards of Practice (ASOP) 8 - Section 3.11.3.

These are the types of questions we consider with respect to Section 560.002 and ASOP 8:

· Large rate increases to older, declining blocks commonly have insignificant impact on the lifetime loss ratio.  We increasingly see a company strategy to implement extremely large increases, hopeful that policyholders will either significantly reduce benefits or lapse coverage and qualify for nonforfeiture.  We question whether such a strategy is fair to the average consumer in these blocks – typically aged in the eighties or even nineties – who often have limited to no alternative market options.   

· With rate increase that may exceed 500%, consumers (and regulators) are justified to ask: “Where is the transfer of risk?”

· Since LTC premiums are issue-age based, the rate charged to a person who purchased a policy at age 55, and who is now 85, should bear a reasonable relationship to rates charged to someone who is 55.  

In short, Texas must be able to actuarially support any rate increase that we approve.
As such, Texas is transparent with our independent analysis and conclusions subject to proprietary and confidentiality concerns.


