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We extend our apology to all our clients regarding the fact that there has been a two-year absence since our last newsletter. We heard from many clients that you have missed these newsletters, and we will thus be sure to keep them an on-going event.  

We have moved to larger facilities, so please note our new physical address, our 

 telephone numbers and especially our E-Mail address.  If you have received this newsletter in Hardcopy and you actually do have an e-mail, then please send us your E-mail address so that we can keep you updated regarding the LTC industry.  

It has been a very, very busy year, with numerous changes and adjustments that we too had to make in order to stay on top of this very dynamic and changing marketplace. We are very proud to share that at an Industry LTC Sales Conference in New Orleans in Nov 2002, Laura and I were recognized as being the largest Independent providers of long-term care insurance in Arizona, and the 8th largest in the USA.  Being so honored among our peers was an accomplishment that we very much appreciated.

1.  Commentary on Industry in Transition – moving to industry maturity.

The LTC insurance market is continuing to expand at a rapidly increasing rate, due in large part to the Federal Employee LTC plan that is jointly offered by John Hancock & Met Life. We have also seen an accelerated distribution of LTC information through the medium of the Internet as well as the traditional media outlets.  Whereas only a few short years ago, there were limited publications or TV discussions about LTC, these days there are well over 500,000 websites available addressing this subject and industry.  

There has been a significant shift among the companies participating in the LTC industry. Specifically, some have consolidated their positions and commitment to the LTC industry; (among them are Allianz, GE Capital, John Hancock Life Investors/Bankers United, Lincoln Benefit, Physicians Mutual, & Transamerica – to name a few). We are seeing newer participants such as MetLife, MedAmerica, Prudential and State Life make ever-larger commitments to gaining more presence in the industry.  We have also seen some companies entirely exiting the market generally through sale & acquisition by another entity. Among these are Conseco, CNA, Fortis Benefits, IDS Life, Lutheran Brotherhood, & TIAA-Cref.
(i) Company consolidations.

There have been major consolidations occur over the past year to two years. In each case we have seen greater strength result from these consolidation.  Most recently, John Hancock have merged with ManuLife (Toronto), creating an $11 Billion dollar entity that is the largest life insurance company in Canada, and the second largest in North America.  Hancock had previously acquired all Fortis long-term care clients. As we write (May 2004), GE Capital have successfully launched an I.P.O. creating a new $3 Billion dollar entity names Genworth Financial. GE expects to retain a 70% share of the new entity. GE Capital also acquired another established LTC vendor, namely The Travelers.  We expect continued stability and LTCi market leadership from Genworth).  Yet another successful integration occurred between Life Investors and Bankers United which has added more security and strength to both those companies.

(ii) Why all the changes among the insurance companies?

An old proverb states that when you follow the money trail, it provides many answers to questions.  In the LTCi industry, Reduced Profitability has been of major concern to all companies and stockholders, as the rate of profitability required to operate successfully has been a real challenge over the past few years. The LTC industry has experienced overall returns of -5% to +2%, and several companies were simply no longer willing or unable to operate at these low levels.  The reduction in profitability can be attributed to factors such as (i) Higher Claims (rate of policy Utilization) than the Actuaries originally projected due in part to Medicare’s reduction in benefits for Home Care services, thus shifting the short term home care claims to LTC Insurance.  Also, people are living longer than ever before, which has increased the usage of these policies. This too was not accurately forecasted at the inception of these policies.

(ii) Lower lapse rates (policy persistency) than anticipated as compared to traditional insurance persistency. LTC policyholders tend to maintain their policies and have a 90% policy retention rate as opposed the lapse rate of other related insurance products, where cancellation and lapse rates are far higher.

(iii) Inadequate premiums charged relative to the claims experiences. Until recently, no real accurate data was available, but the wake-up call certainly has arrived fro companies.

(iv) Inadequate or erroneous Health underwriting assumptions that allowed individuals who were in higher risk classes to acquire coverage, and who then ended up utilizing the coverage at higher frequencies than the rest of the policyholders.

(v) Greater Surplus requirements from State Insurance departments that required companies to account for a larger amount of Reserve monies held to assure adequate funding of the policies sold.  This caused an additional drain on company resources.

(vi) Finally, with the downturn in the Stock market after Sept 11th, there was a Lower Return on investment capital.  There were several companies who elected to revert to their Core strategies at this time, and this accounted for a (healthy) exit from the LTC market. Based on the latest national business performance indicators, it appears as though the investment situation has now corrected itself.  

2.  So what does all this mean for the existing policyholder?

The first thing to be real clear about is that you cannot lose your existing policy, nor can a company cancel your policy or change the terms and conditions of the policy once it is in force. All policies are Guaranteed Renewable, meaning that if you are faithfully paying your premium, the company is obligated to offer you the right to renew the policy every year regardless of health changes or the fact that they may purchased the company you originally started with. So for the majority of existing policyholders, these Industry changes won’t affect you in any way.  Not all policyholders will be unaffected, however. In an effort to create redress to the circumstances described earlier, some companies have initiated rate adjustments to their existing policyholders in order to restore financial equitability to the policies they have.   

( i ) Premium Rate Adjustments

Perhaps it’s as well to summarize that while premiums are designed to remain level over the lifetime of the policy, the insurance company does have a limited right to increase premiums on a ‘class’ basis, if actuarially justified based on the claims experience of an entire group of insured’s.  No individual can be singled out for a premium increase based on age, health, or the amount of claims paid out. States require insurers to file a request for rate increase which is reviewed to ensure that it is actuarially justified before the rate increase action is approved.

Most insured blocks of LTCi business have never had a rate increase.  Rate

increases among the top eight insurers (representing about 80% of covered

lives) have been modest and infrequent.  As unpleasant as premium increases have been on some policyholders, we have found that in most (not all, but most) cases, a lower premium for the same benefits cannot be found by replacing the policy with a new company policy.  Even after rate increases, most people are still paying less than others who delayed purchasing earlier and are now paying premiums at today’s prevailing rates.  

(ii) Avoiding mistakes due to over-reaction.

One great mistake that we have attempted to help clients avoid is to resist responding emotionally to a rate increase by outright cancellation of their policy because they were angry, or because they legitimately have financial hardship in meeting the new premium. It is critical to realize that there are several options available to assist you in retaining the policy. Why cancel a policy and have absolutely no protection when in fact we can help you proportionately reduce the current benefits in order to attain a premium similar to what you were formerly paying, while yet retaining the bulk of the coverage you originally had.  Consider for a moment that the majority of claims are generally for between 6 months and 3 years, which reinforces the importance of having coverage for the ‘early years’ of a claim as opposed to giving up the entire policy. 

During 2003, several States have enacted legislation known as the Rate Stabilization Act, which came into being for new policies being acquired. In essence, this law allows the State Insurance Commissioner far more latitude & authority with regard to regulating all rate adjustment requests from any insurance company. Even if there appears to be genuine merit to the request, there will now be a negotiated CAP on the increase amount.

(iii) What to expect during these times. 

Firstly, no one can promise no rate increases or predict the future. Fortunately, most companies have never increased premiums on existing clients as standard operating procedure. Companies are loath to initiate rate increases on existing clients because they get very adverse results in the marketplace from prospective clients considering the purchase of a policy. What is far more commonplace, is that companies will retire their current product, and introduce a new product for future clients that will include the premium adjustment that they require. This is a legitimate strategy that preserves financial integrity for all parties concerned.

Secondly, you can expect that during these times of consolidation and change, there will be many agents or brokers who may attempt to get you to switch or change-out and replace your policy with whatever they’re selling.  If you have held your policy for a couple of years or more, it is almost NEVER better to replace it.  As I have indicated in previous newsletters, if it were in your interest to change your policy, I would have certainly suggested it. It is always in an agent’s interest to replace your policy, which is why you get so many offers to do so.  The reason for this, which may not be obvious to most consumers, is that policy replacements result in brand new commissions for the agent or broker. While Annuities, Life Insurance and Health insurance are all necessary items for a well balanced financial portfolio, they do NOT replace the effectiveness of a long term care policy under any circumstances.  For your own sake, I suggest you CALL ME if you are being encouraged to change your policy or to replace your policy (especially with an Annuity.)  My promise is to give you a true perspective of what is being proposed. My review will cost you nothing, and I guarantee you, may save you plenty !!! 

 3.   Initiating a Claim
We’re pleased to report that with regard to claims payment, we have not encountered any serious problems when the qualifications and guidelines for Claims were legitimately satisfied.  In other words, when the time came to perform, the companies did what they were supposed to do. The greatest problems occur when policyholders ‘jump the gun’ and do not abide within the parameters of the policies. The most common error is to hire an agency, and then only later inform the insurance company. It is VERY IMPORTANT that you DO NOT commit to, or engage any service providers prior to getting clearance from your Insurance Company.  The reason for this is because sometimes the Agency or ‘home care aides’ that you employ may not necessarily be appropriately certified or licensed with the State, and you will jeopardize the ability of the insurance company to pay the claim if these service providers are outside the bounds of your policy.  Again, please contact either my office or the Insurance Company before going on claim and we will guide you through the process. Also, please see our website for more details on this issue: http://www.ltcis.com/what_happens.asp
 Insurance companies have paid over $1 Billion in claims as of year-end 2002.  Make sure that your (future) claim is paid by working within the system as opposed to doing things the Frank Sinatra way (i.e. “I did it My Way”)   

4.   Tax Status
The issue regarding Tax Deductibility with regard to premiums has been an on-going point of contention since its introduction.  When the Federal Government announced Tax Qualified policies in Jan 1, 1997, it allowed for a 100% deduction of premiums for C-Corporations, but established (annually increasing) Deductible Limits for Individuals or Couples.  

The limits for 2004 are as follows: -

Age

Maximum 

Maximum deduction 

per Individual

per Couple
40 and under
$260


$520

41 – 50
$490


$980

51 – 60
$980


$1,960

61 – 70
$2,600


$5,200

71 and over
$3,250


$6,500

These amounts above are related to the amounts of premium monies that you can deduct, but only to the extent that your combined medical expenses exceed 7 ½ % of your Adjusted Gross Income What this means in plain English is that if you have large medical expenses and a low income, then you will be able to deduct the amount that your Age bracket allows you.  Otherwise, chances are that you will not realize any significant return of your premiums at this stage through a tax deduction.   

There is a possibility that we will finally see the laws being changed based on the Policy Statement that has emerged from President Bush. The President has proposed that ALL policyholders of Tax Qualified policies receive exactly the same 100% ‘above-the-line’ tax deduction.  These changes will of course be dependant on the President’s re-election.

5.  End of Review

This has been a lengthy review as there was much discuss.  In future, I will make shorter news items available during the year just to keep you up to speed. If you chose not to receive these updates, then please indicate so and your name will be removed from the distribution list.   We are always available for questions or assistance to our clients. Please feel free to call us at (480) 837-4408 or (800) 500-5695, or e-mail us at LTCIS@Earthlink.net.  Check our websites too. They are www.LTCIS.com or www.LTCInsuranceSolutions.com or www.LTCQuote.com.

As with all our newsletters, we end it with a respectful request that whenever the conversation regarding Long Term Care insurance comes up with your friends or associates, that you consider giving our name, e-mail or website and contact information to these people. We assure you that we will provide them with the same level of care and attention that we provided you, and would indeed consider it a privilege to be able to extend our client base through your patronage.  We thank you for this consideration.

PERSONAL UPDATE:

Family: - Laura and I are thankfully doing well.  We sadly no longer have Mr. Wooly as our companion, as he saw his final days last year.  Over the years, we received so many cards and references to Mr. Wooly, especially our Christmas cards that we sent for many years. We were certainly sad to lose him, and appreciated the years we had with him. 

We’ve added to our brood of animals. We had a stray Feral Cat attach itself to Laura, only to discover (naturally) that He was a She. The visible telltale sign was the emerging evidence of pregnancy. After her gestation period, she delivered 3 beautiful black-as-night baby kittens. Sadly, within 3 weeks of delivering, she encountered the travails of the wild, and Laura and I found us with 3 very dependent kitties, and spent the next 4 weeks hand feeding them to robust health. What a treat that was! They’ve grown into marvelous little cats, and when the time came to ‘give-them-away’, we discovered that we were too emotionally bonded to do so. Thus, we are the owners of 5 marvelous cats. Check our website on www.ltcis.com for some pictures.

Mission work: - Since our last newsletter, we have continued with our ministry services by traveling to Romania (Eastern Europe) in Gospel Worship and ministry work.  We had the joy of singing in Churches that preceded the Communist period, (which were closed and boarded up), and are now being re-discovered and have become a major source of inspiration for the people.  Great soaring Cathedrals that allowed for perfect resonance of full Choir music was something profound and unique to experience. Due to the previous Communist policy of encouraging childbirth in extraordinary numbers, Romania had the unenviable distinction of having one of the largest Orphanage populations in Europe. We visited several orphanages and ministered to the kids as best we could.  Not a dry eye upon leaving these Orphanages, I assure you. One thing is clear – with all the resistance, intimidation, torture and death these people experienced, it has not eroded the strong faith of the people. We Americans who were the apparent ‘givers’ were most certainly the ones who benefited most from the hospitality and love freely given by people who have hardly anything, yet were unrestrained in their giving.

Personal visits & newsletters:

We always very much enjoy a personal visit if we know you’re going to be in town. 

Our office is located in one of the nicest places in Arizona; so do stop by for a short visit if you can. Also, please feel free to include us in the list of friends that you mail to Newsletters of Family updates too. We do love getting news and pictures of our clients.

So, that’s it for now, and again, 

Best wishes and good health to each and everyone.  


Sincerely,  



Neville & Laura Verster


LTC Insurance Solutions, L.L.C.
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