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Moderator Charles Philbrook: Good morning everybody, this is the first presentation of the CIA Annual Meeting. We 
got together and we started talking about whether we had enough material to do a group critical illness presentation, and 
we didn’t want to just repeat some of the same critical illness material that was presented at past meetings either at the 
individual side or the group side. We did come up with a bit of a list. There’s an updated industry survey that Amit’s 
going to talk to a little bit. The group CI marketplace: although I wouldn’t say it’s settled down, the core foundation of 
the product has started to settle down a little bit so I can give an update on that. As well the group CI market was a bit of 
a success actually during the economic downturn, so it’s sort of an inverse correlation that we want to chat a little bit 
about. But we started thinking, “Well, if the core fundamental product design has started to settle down on group and 
people are sort of focusing on growing their group sales now as opposed to developing  
products . . .” We thought, particularly in the context of coming out of the economic downturn, “What are group 
carriers going to look for in terms of the next product?” That’s where we thought, “Let’s do something on group long-
term care. There is not a lot, if any, in Canada.” We thought we’d bring in someone from the States to present on the 
U.S. marketplace to give some insights there.  

So, introductions: my name is Charlie Philbrook, I’m the group benefits pricing actuary at Manulife and prior to that I 
was the individual living benefits pricing actuary, so I’ve got quite a bit of living benefits pricing experience. Amit 
Malhotra is the director of group development at Munich Re, responsible for pricing, product development and actuarial 
support across all their group insurance lines. Prior to joining Munich, he had worked at one of the large Canadian life 
insurers, working on pricing and valuation roles, and throughout his career has extensive experience in living benefits, 
both on the group side and individual side.  

Patrick O’Rourke is the AVP and pricing officer for John Hancock Long-Term Care Insurance, responsible for all retail 
and group long-term care product development, pricing and state filings, which we don’t have to worry about in 
Canada. He has over 20 years of life and health product experience in the U.S. and has been working in long-term care 
insurance for the past 13 years. He’ll bring a lot of insight with respect to the U.S. marketplace.  

Unless you’ve been locked in a closet you know in 2009 it was a tough year across the country, not just in a particular 
province. A bad year, but it was a good year for group CI sales, and Amit is going to talk a little bit about that. 
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Everybody is projecting that 2010 will be a positive year, 2011 climbing out of the economic recession, so we wanted to 
put that spin on this presentation and talk about group long-term care and how that might be tied in with people’s 
product development opportunities and growth in the group benefits marketplace. Just a quick reminder, we are going 
to talk primarily about group, although you’ll see in some of the presentations some of the concepts about CI and long-
term care are going to cross between group and individual, but we want to put a focus on group. With that I’ll pass it 
over to Amit. 

Amit Malhotra: I’ll ask one more time, does everybody in our classroom here have a colour card, and if you don’t please 
raise your hands, we’ve got three left. There’s a couple of interesting pictures here. When Charlie, myself and Patrick 
were talking about this presentation, Charlie and I were talking to each other and saying, “Who is going to do group 
critical illness and who’s going to do group long-term care in Canada?” And I said to Charlie, “Every time I think about 
group CI in Canada I think about the ostrich burying its head in the sand.” Nobody wants to know about it, they don’t 
want to know if they’re going to get it, as long as they avoid it it’s not going to happen to them. I really wanted to thank 
Charlie for his passion for the profession because as you can see on the picture on the right, Charlie decided to pose for 
this group CI ostrich in the sand— 

(Laughter)  

—to represent the Canadian population and what’s been going on. Now, to the left, that is not a resemblance to Charlie 
but that is the ostrich waking up and realizing there is a need for this product, and we’re going to talk about this a little 
bit going into long-term care in both the U.S. and Canada. 

I have handed out some cards to all of you. Don’t worry, we will be using you for the presentation. Quite a few of you 
have asked me, “Do I have to speak?” Nobody has to speak; we’re just going to get a raise of hands. If you want to stand 
up, stand up, get a little stretch. You’ve got two days of sessions to go through so let’s try and make this as fun as we can.  

I’m going to talk a little bit about the basics of group CI. Those of you in this room probably know quite a bit about the 
definition, what it’s all about, but for those of you who don’t know I will go through the definition with you. I’m going 
to share some statistics with you that were released in 2007 by the CLHIA [Canadian Life and Health Insurance 
Association]. The statistics about the group critical illness marketplace and where it was at that point and you’ll see the 
evolvement even up to 2007 before the economic downturn. After that I’m going to talk about where we were at the 
inception of group CI, where we’re going and where we are right now, and I’m going to be using the 2009 Munich Re 
group critical illness survey to share some results with you. After that we’ll be talking about some of the successes and the 
opportunities going forward. 

What is a living benefit? Well, it’s a benefit that you would use to pay for consequences if you become severely ill. 
Putting that towards critical illness, it’s a lump sum payment that you’ll receive on occurrence of a critical condition. The 
big four conditions, everybody knows them, what are they? Cancer, and then your cardio conditions, heart attacks, 
strokes and coronary artery bypass surgery, also known as CABS or “cabbage”. Cancer is approximately 60 to 65 percent 
of the incidence in the group critical illness market right now. That’s followed by the cardio conditions together which 
are approximately 20 to 25 percent. That leaves the rest for these other covered conditions, primary other covered 
conditions being MS, Parkinson’s, kidney failure, among a host of others to make up about 25, 26 conditions in the 
critical illness marketplace.  

So what are we talking about today? We’re talking about group coverage, mandatory and voluntary coverage, employer-
employees sponsored coverage. I may allude a little bit to group creditor CI in the Canadian marketplace just because of 
the success that it’s had but we are going to be focusing again on Group CI. 

Since group CI was introduced in the mid-nineties, following the footsteps of its big brother in the individual side, it was 
a little slow on the take–up, but the market has evolved since then. In 2007, as you can see, 1.4 million individuals were 
covered under group CI according to the CLHIA, amounting to a total annual premium of $134 million. I don’t know 
about you guys but that seems pretty sizeable to me. When you strip out group creditor CI, we’re looking at $18 million. 
As a rough approximation to the number of lives covered, approximately 130 to 150 thousand lives, and that is more 
representative of the true group coverage.  
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To put a little bit of context behind those numbers, if you’re looking at the group market, group CI is now seen as a 
complementary product to group life and group LTD. From the premiums perspective, the CLHIA also released 
statistics that group life premium annually in 2007 was around $3.5 billion compared to $18 million in true group CI. 
From the insured certificate perspective, you’ve got group long-term disability, you’ve got 10 million people that are 
insured for group LTD. Again, compared to 130 to 150 thousand lives covered for group CI. Now we’re seeing this 
potential get bigger and bigger; from approximately $18 million in 2007 we’ve seen through the group critical illness 
survey around $26 million in 2008, and 2009 projected you’re seeing $33 million or $33 million-plus, so we’re getting 
somewhere but just highlighting the untapped potential in the entire group marketplace. 

OK, so I promised you guys that I was going to use you for parts of the presentation and the focus that we’re putting on 
this presentation again is group critical illness. There are a lot of statistics out there about the percentage chance you’re 
going to get cancer before you die in your lifetime. What’s the percentage chance you’re going to have a heart attack in 
your lifetime? But there are statistics that people don’t really talk about and that’s through your working lifetime years in 
group critical illness. So, a couple of assumptions here. Everybody in this classroom as of right now, or in this conference 
room, is 40 years old, everybody. Some people are smiling more than other people—40 years old? Why? Because for the 
first time the Canadian workforce’s average age is over 40 years old; we’re at 41 years old right now. Second assumption 
is you are all representing the Canadian population so you’re all 40 years old and you’re all Canadian. Can I now ask—
oh and you’re all male, male or female doesn’t matter in this case, they’re very close—can I ask all the people with the 
blue cards, the teal cards, to raise their cards, stand up and raise their cards, just to show the classroom how many people 
have these teal cards. You’re the proportion of people in this Canadian marketplace that are 40 years old that are going to 
get cancer in your working lifetime before the age of 70. OK, you guys can all sit.  

One by one I’ll ask you guys to hold your cards up. Stand up. We’re looking at the cardio conditions right now, so we’re 
looking at the orange cards. Can you guys raise your cards up, the orange cards, anybody up front here, no? Now keep 
those raised. The purple cards? Anyone with purple? And then we’ve got the red cards. Can you raise mine up, Patrick? 
So you’re all combined, these cardio conditions, and again between the ages of 40 and 70 the proportion of people that 
will be getting a cardio condition in their working lifetime. Last but not least, I’ll ask the grey cards to raise their cards 
up. You are the people that fortunately had comprehensive coverage because you are claiming for one of the other CI’s.  

Now, can everybody who I’ve asked to raise their cards raise them up. Green card stay down. Just have a quick look 
around the classroom to see how many of these people—more than a third of these people between the ages of 40 to 70 
will be incurring critical illness. Congratulations to all the people that have the green cards. Can everybody with the 
green cards please stand up and raise their cards? Okay so you’re all the people that aren’t going to be getting a critical 
illness in your working lifetime. What you do represent is the proportion of smokers in your working lifetime that are 
going to get a critical illness; roughly double the amount of non-smokers.  

Where were we? We were talking about the past, what’s happened since inception for group critical illness. Market 
perception at the start of group CI coverage: expensive, already covered by other group coverages. You’ve got group life, 
of course group life covers you for group CI because once you get a CI you’re going to die soon after; maybe not, but 
that was the understanding. Group long-term disability: when you have a CI, it’ll help you get back to work so that you 
are fully back in the workforce in no time, utilizing that LTD coverage. Somewhat true but somewhat misunderstood.  

What about the public healthcare system? We have an amazing health care system that covers everything. It does cover 
the event but it doesn’t cover any of the financial consequences afterwards. And then you’ve got drug coverage which is 
usually capped out and you’re not getting these huge cancer drugs that cost umpteen thousand dollars in order for you to 
live your life in a proper means after you get an incurrence of cancer.  

All that being said, you’re looking at much more limited potential in this market. You’ve got simple coverage offerings, 
we’re talking about four illness, five illness, six illness coverages, but a couple of stats I want to share with you from past 
Munich Re group CI mini-surveys that were conducted in 2004 and 2006. Eight companies in 2006 actually offered 
group CI. And when we’re talking about limited potential, over 40 percent of the companies that were surveyed in 2004 
felt that the market had limited potential going forward.  
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Where are we now? At this point I’m going to start to share with you some of the results of the 2009 Munich Re group 
critical illness survey. To my knowledge it was the first fully comprehensive group critical illness survey that was done on 
the Canadian marketplace. The reason why Munich Re decided to conduct this at that very time was there seemed to be 
generated increased interest within the marketplace. So some of the key highlights are up here and a couple that I did 
want to highlight even further. We have 17 companies in the marketplace by the end of 2010 to early 2011 that will be 
offering group CI; the number that were in 2006, just as a reminder, was eight companies. A key message, and you can 
remember that— slot that to the side where you’re thinking about Charlie and his ostrich with his head in the sand. A 
very important point to note is that the average face amount for the existing group CI products is $31,000. To compare 
that to the individual market, the individual market is, I believe, and Fred you can comment on this, around $95,000 to 
$98,000, so we’re less than one third of what’s going on in the individual CI marketplace.  

The perception in the market potential over the years has definitely increased; we have 69 percent of these 19 companies 
surveyed that believe in the market potential for group CI. An even more tell-tale stat is you’ve got almost half of those 
companies that are saying that the potential is between good to excellent, more companies that were offering the product 
in 2006. And why wouldn’t they believe this? Charlie alluded to this point before. There has been one of the worst 
economic downturns that we’ve seen in decades, definitely in my lifetime the worst one that I’ve seen; I know that’s not 
saying much. Group CI has grown from $18 million in ’07—again the CLHIA statistics—up to 2009, where we 
expected it to be around $33 million -plus. If it can do this in a downturn in the economy, what does that say for the 
market going forward? Interesting times. 

What are the keys to selling group CI according to the survey participants? The number one key is the general concept. 
The general concept refers to filling a unique need or a void that was in the marketplace that we’re starting to carve out 
here and I think as we looked through some of the quote unquote success stories that we’ve seen so far with group CI, 
this general concept of filling that unique need is helping pave the way for the living benefits market in group. What 
about plan design? Well, you’re seeing more and more companies offer comprehensive coverages, so they’re getting away 
from the simple coverage offerings and they’re offering comprehensive 16, 17, 18-plus condition coverages within the 
marketplace. It’s a way to compete within the marketplace.  

What about these expensive premium rates? Not one company said that premium rates were the sole driving factor or 
sole driving force in selling group CI. Eighteen percent of them said coupled with plan design and general concept was 
where the key was to selling group CI.  

Going on to the number of covered conditions: as it stood with the survey, we had 60 and 71 percent of companies 
respectively in mandatory and voluntary markets selling these comprehensive 16-plus covered condition offerings. Right 
now I’d say that number is for 18-plus covered conditions, so we’re going more and more towards as comprehensive a 
package as we can get. Not unlike what happened in the UK and South Africa, the two most successful CI markets that 
the world has seen so far, as well as the individual CI marketplace in Canada, and why not? You’ve got four covered 
conditions, if you recall what I was talking about a few slides ago, that make up 80 to 85 percent of the total CI 
incidence. You tack on another 15 to 20 percent to, number one, be competitive and, number two, have a fully 
comprehensive—and the grey card people will really appreciate this because if they didn’t have this coverage, they 
wouldn’t be able to claim. For a few extra bucks, having that comprehensive coverage is really what’s driving the market.  

A couple of other product features and I’m going to speak to one more than the other: eligibility and termination ages. 
On average you’re seeing companies starting at the age of 18 and ending at the age of 65. That is changing since the 
removal of the mandatory retirement age. We’re now seeing companies offering coverage to age 70 and often times 75 
and I expect that trend to continue. Oftentimes they offer it at a reduced amount to help balance profitability with some 
of the anti-selection that might happen there but the key focus here I want to look at is non-evidence maximum. Non-
evidence maximums are now a staple in the voluntary critical illness marketplace. You have these coverages of 20, 25, 30, 
35 thousand dollars that all you have to do is tick off a box, you put a pre-existing condition exclusion on top of that and 
away the person goes, they’ve got coverage. Why does that work? How many of you in this room have seen how onerous 
or tedious a group medical underwriting questionnaire could be? It deters people from wanting to go through this. 
Human beings are inherently lazy people. They don’t want to go through seven pages of filling out an underwriting 
questionnaire in the hopes that maybe they’re going to get this coverage or maybe they’re not.  
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Now back to that $31,000 average face amount which I asked you to remember. One of the driving forces why you’re 
seeing these lower face amounts is because of the non-evidence maximums. It’s keeping these face amounts lower because 
they’re easy to elect so more people are taking these products up.  

I would believe that most of you or at least some of you have been involved in hearing about these benchmark 
definitions that have been adopted by the individual critical illness marketplace. So I’ve included a little bit of 
background on what the benchmark definitions are; essentially it was to help standardize the marketplace for covered 
conditions. It helped remove some of the complexities that are inherent towards critical illness as well as to hopefully 
help stimulate some of the sales. It is learning from the international markets in the UK; once they adopted benchmark 
definitions they did see a spike in the sales and we’re hoping for the same within the critical illness marketplace. 

To date, I believe 100 percent of the individual markets have adopted benchmark definitions or close to it. Close to it? 
Thanks Brad. Where are we compared to that? We’ve got 23 percent as of 2008 that have adopted the benchmark 
definitions and another 69 percent felt that they were strongly considering or planning adopting the benchmark 
definitions within the next couple of years. Not really a surprising statistic because group CI usually lags behind where 
the individual market is.  

Claims severity. The average claim is approximately $30,000, the average face amount coverage is approximately 
$31,000, definitely not coincidence here. We’ve talked about non-evidence maximums and how they weight on the 
average face amount coverage. Also realizing that in the individual market where you’re seeing $95,000 to $98,000 
coverages, these are people for the most part that have actively sought out this coverage, they’re looking for critical 
illness, they know a lot more about the coverage. In the group market, you’re being offered this coverage. You may not 
have been looking for this coverage but it’s in front of you. Do you want it or do you not want it? On top of that we 
hear about these expensive premium rates. A way to keep the cost down is by selling these smaller face amounts so that 
the absolute dollars are really not that expensive. So that’s some of what’s going on in the claims severity. Just a quick stat 
for you: the average claim and the average age of the claimant we’re sitting at 49 years old. We’re expecting that to 
decrease over the next few years. 

So what are some of the challenges? A lot of this I have covered already but I will go over a couple of these points. The 
education for CI is always going to be a challenge. It is a complex product, and there are a number of covered conditions. 
The group market is getting a little on the creative side right now using our group creativity to have, you know, your full 
comprehensive 24, 25 illness covered conditions products. On top of that you’re seeing second event coverage where you 
can claim more than once, you’re seeing multiple event coverages where you can claim for non-correlated benefits 
numerous times. You’re seeing combo products CI with a life insurance or CI with an LTD. So all these are great for 
trying to be competitive but the question here and the challenge here is, are we confusing the marketplace even more? 
We still haven’t adopted the benchmark definitions yet so that’s a little more complexity of the market.  

Opportunity and risk. Continuation of coverage as well as selling CI to those mom and pop organizations or the small 
group coverage. Continuation of coverage—we’re talking about portability, portability meaning that when you have a 
group CI coverage and you leave the company, you take it with you. Well at the time the person was underwritten or got 
to check off that box or however they got that coverage, you knew they were actively at work, you knew where they’re 
working and what they were doing. Once they leave that you have no idea where they are. Are they actively at work? Are 
they not working? Did they decide to get into the industry of ripping asbestos out of factories? Who knows, right? And 
that is one of the concerns about this continuation of coverage.  

Smaller group coverage. So you’ve got these small groups that have big potential in the marketplace but the challenge 
here is where do you keep the coverage amount? How do you make it appealing to these small groups but, as well, 
prevent some of the anti-selection that is going on. And of course, cost. The trend now, regardless of how successful 
group CI has been over the past couple of years, companies are reducing costs, they’re not increasing costs. So these 
lower coverage amounts? Feasible, and I see that going forward especially with this, but mandatory benefits I believe will 
be affected even more so from this challenge of the cost.  

Successes and opportunities. Couple of things from looking at what’s going on in the marketplace that I want to share 
with you. In Q1 and going into Q2 2010, we have seen a very noticeable spike on the quoting activity for group critical 
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illness. Now this is not just comprehensive coverage, a full package of benefits, meaning with life and LTD, say. A lot of 
these quotes have been coming as standalone quotes and not only to average-size groups but to large to jumbo-size 
groups. So that’s why the check mark is there, for people are really starting to understand this need for more levels 
because we really are seeing that spike in quoting activities. 

Opportunities. I mentioned that I believe that this 49-year-old average claim will get younger and that is with these some 
of these medical advances going on, which is going to increase the need for group critical illness as well as the fact that 
people are living longer with CI. For all of the blue cards, 60 percent of you are going to live a lifetime after you get 
cancer, you’ve got 60 to 70 percent of people who are going to be living after they get their cardio condition. For cancer 
survivors after the five-year mark, that’s upwards and onwards of 80 percent. Right there is an inherent need for people 
living with this living benefit and being able to get this lump sum to help them with this financial consequence. Now 
more than ever people are living above and beyond their means, living paycheque to paycheque, not quite saving as 
much as they should be, incurring large amounts of debt, and of course they have a living benefits account that they’re 
saving just in case they get cancer, heart attack or stroke, right? It’s not happening right now and there’s an opportunity 
there to help shape this market for people that need this coverage.  

So where’s the future? Going forward I’m seeing this experience is going to start to iron itself out over the years. You’ve 
got all these products out there and they’re all very different products with the multiple events and the combo products 
and the second event coverages. Does actual experience emerge from this? I see that shaping and changing where group 
CI is going. Growing in the market is great but growing in the market profitably is another thing and that is definitely 
something that’s going to be going on.  

Non-evidence maximums. They’ve been working and they’ll continue to work. We’re going to start seeing those non-
evidence maximums creep up if they haven’t already for the large groups where it makes sense. Spreading out that risk 
with these larger non-evidence maximums going forward is definitely going to happen. Benchmark definitions for 
individual CI: in Q1 2010 there was a spike in the sales of individual CI, some of that being attributed to a majority of 
the market adopting these benchmark definitions. Will group follow? I guess that remains to be seen.  

Lastly, I’m going to focus in on easing the underwriting process. Non-evidence maximums [NEM] work because they 
take this guesswork or this tedious onerous medical underwriting questionnaire and they simplify it; you check off a box, 
you get a pre-existing condition exclusion, and you get coverage. What about having something above and beyond that 
where the actuaries and medical underwriters are working together to have more of a simplified but relatively 
comprehensive questionnaire so that up to X dollars you have an NEM and up to Y dollars you have some type of 
simplified questionnaire for that product offering where it prevents most of the anti-selection or catches it. Something 
where the market could go, as well as taking a look at facilitating the underwriting process, is the group-meets-individual 
hybrid. Something like tele-underwriting, where you’re not leaving somebody to their own devices to fill out a 
questionnaire and having to facilitate it and go through that with the individual to help increase growth for group CI.  

So as you can see, we’ve gone from the nineties over to 2010 and there has been that penetration, that growth. But I 
think the real success story is not just group CI; it’s carving out this new living benefits market and creating the 
understanding for that need. The question is, is there room for another living benefits product as CI is growing? I’ll pass 
it over to Patrick, he’s going to talk to you guys about group long-term care, trials and tribulations in the U.S.  

Patrick O’Rourke: Good morning everyone. It will be the U.S. market for long-term care and since this is a basic 
introduction session I thought I’d start by covering what long-term care actually is and basic questions here, and then 
we’ll move on to talking about the product and the pricing.  

So what is long-term care? From an insurance perspective it’s a type of assistance needed to . . . If you’re unable to handle 
some of these basic activities of daily living [ADL’s] those are enumerated below, or if you need substantial supervision 
due to cognitive impairment such as Alzheimer’s, ADL’s—you know, eating, bathing, dressing, bathing, dressing are 
usually the first ones to go and then toileting, maintaining continence or transferring, such as from a bed to a chair or to 
wheelchair.  
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Where is long-term care provided? It can be provided anywhere but again from an insurance perspective it’s normally 
covered in these settings, either at home or in a facility, adult day care or assisted living, nursing home or hospices, so 
they’re normally not in hospitals or any kind of a rehab; that’s usually excluded from the contract. Now what does long-
term care cost? On average, $75,000 a year. That works out to about $200 a day and projecting that forward with 
inflation—you know, these are really long-term contracts so 30-year projections are pretty appropriate—you’re looking 
at $250,000 based on 4 percent historical inflation rate. 

Who pays and when? It can often be paid out of pocket but as Amit was saying that might become less possible as it 
depletes people’s retirement savings. Medicaid covers in the United States a good portion of the long-term care cost, but 
the person needs to spend down their assets in order to qualify for Medicaid so it’s not a really viable attractive 
alternative. Medicare really only pays for skilled services as opposed to the type of custodial care that’s normally needed 
for long-term care. Private health care is mostly still skilled care rather than custodial care. So that leads to LTCI, which 
is, you know, where the current policies offer comprehensive long-term care coverage whereas older policies focus on 
more on fiscally only kind of policies.  

Now why LTCI? According to the American Association for Long-Term Care, there’s currently only 8 million people 
covered. We’re looking at a 300 million population in the United States so obviously it’s a huge opportunity; 75 percent 
of that 300 million is age 20 and over so it’s still a very low penetration rate right now.  

Here are some figures from LIMRA [formerly Life Insurance and Market Research Association, now LIMRA 
International]. I have both group and retail figures so it’s based on the participating companies and actually it adds up to 
7 million insureds as opposed to 8 million we just saw. But that’s because of less companies reporting than the total 
market. But still it shows that 30 percent of that market is on the group side; top five carriers, 92 per cent of sales. Sales 
are still strong but they have declined quite a bit from last year. That’s true for both group and retail products right now, 
probably related to the economy but there could be other reasons. So there are about 2 million people insured, as I said, 
and $1.7 billion in force. That works out to about $700 on average for premiums on the group side. On the retail side 
the premium is much higher, in the order of $2,000 annually, because they tend to be of an older age when they buy 
retail contracts. As well they tend to buy with inflation whereas on the group side they tend to buy pay-as-you-go in 
terms of inflation additions, because these are level payment contracts that we’re talking about. Again the top five carriers 
account for the majority of sales, and then the top 10 the vast majority.  

Regulatory environment. We’re just going to skim on this because my fellow panellists really begged me not to spend too 
much time on this, but it is very important and certainly has shaped the products in the United States. The NAIC 
[National Association of Insurance Commissioners] Model Act especially is really what dictates the plan design for all 
carriers and carriers are required to file not just their premium rates but their policy forms and get them approved. It’s a 
pretty important model. The next model, HIPAA [the Health Insurance Portability and Accountability Act] is what 
shaped the tax qualification requirements, which is the vast majority of sales nowadays; they’re all tax-qualified policies. 
And then the Deficit Reduction Act, that’s an act that promotes partnership programs where insureds can qualify for 
Medicaid without spending down all of their assets, so it’s getting some traction in those states adopting those plans. And 
then the Pension Protection Act, that’s an act that will promote combination product design of life and annuity policies 
with long-term care by allowing tax-free withdrawals from their existing life policies in order to fund the long-term care, 
so long as again the long-term care meets the HIPAA requirements. 

Finally the Health Care Reform Act of this year. It’s an act that has a lot of controversy but a lot of details still remain to 
be determined, although the framework is some kind of guaranteed issue coverage and some subsidies taking place. 
Employers can opt in and out, so with a guaranteed issue requirement and a very, very low threshold in terms of what’s 
actively at work, it’s likely going to have a lot of anti-selection. As a result it’s supposed to be self-funded, so there’s a lot 
of scepticism as to whether that’s really achievable and it remains to be seen as to how it’s going to work out. 

Moving into the product evolution, starting in the 1980s it was really a Medicare supplement product, and especially as 
Medicare started scaling back their long-term care coverage to really just skilled care, right now $100 a day following a 
hospital stay, that prompted carriers to fill in the gap for long-term care. But sometimes they’re focused more on nursing 
homes in the early policies and really there was no good data for them to price their products. So looking at population 
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data and best guessing what other health-related insurance products insured behaviour might be, there were very few 
sales indeed in the eighties.  

Moving on to the nineties, it’s really more the comprehensive products that we see today. That’s when it started to 
taking shape and it is guaranteed renewable. That’s probably 99.9 percent of the market, if not 100 percent of the 
market as opposed to non-can, which means you can adjust the rates but you still need to file for those rates and justify 
them with all of the states before you can implement a rate increase, and it has to be justifiable by your experience. You 
can’t just file new business rates to increase your profit margins, for example.  

So throughout the nineties with these different regulatory models we were talking about earlier, there were definitely a 
lot of market awareness and producer training requirements that came into play, and the development of early state 
partnership programs. This was before the Deficit Reduction Act. There were four states that had incorporated these 
similar kind of partnership programs and did a lot of advertising, and so a lot of awareness and development of 
professional designations which spurred LTC specialists’ interest. Sales picked up quite a bit and more and more carriers 
started offering the product.  

Heading towards the current product features, it’s standardized. The ADL’s that we looked at earlier, typically it’s two of 
six ADLs or the cognitive impairment that’s the required trigger and tax-qualified is really 99 percent of sales, again in 
accordance with HIPAA. 

Contracts can still be cash, they can be either reimbursement or cash. I think the vast majority are reimbursement 
contracts because of the increased cost associated with a cash policy. And it can be sold through group policy forums, 
which is most of what we’re talking about when we refer to group, but also on a multi-life basis on a retail policy form. 
Some of the retail producers started selling to smaller employer groups and often with underwriting concessions as well, 
but not typically, true, but on guaranteed issue so the vast majority of group is still sold in the employment marketplace 
without any agent helping you make up your decision. Most carriers tend to offer very limited choices as opposed to a 
retail plan in order to minimize the marketing materials complexity, and to help the prospect make a decision as opposed 
to being overwhelmed by all the decisions and not making any.  

Yet there are still some offerings that must be made per states’ requirements and that includes those inflation offerings as 
well as a non-forfeiture option that I mentioned earlier. When it’s offered that way inflation taken rates tend to be much 
smaller on the group side than it is on the retail side, so retail has an agent spending more time and also they end up with 
a higher commission. I’m sure there’s some incentive to sell the inflation protection built-in as opposed to over time.  

In the larger cases on the group side, it’s usually guaranteed issue for actively at work with a minimum hours per week or 
per month depending on the types of groups so it’s being monitored. But the whole intent is that you only get a limited 
enrolment opportunity on a guaranteed issue basis. If you sign up at a later date after you find out that you’re ill, carriers 
will typically require full underwriting at that time but still even though it’s a limited enrolment you still will get a lot of 
selection. It’s not necessarily anti-selection because you made the choice to offer it on a guarantee issue basis but it does 
require as a carrier that you do qualify your cases and ensure that you’re going to get a good spread of risk. The first ones 
to sign up will be likely those that are more likely to have a condition prevalent so you want to get a good participation, 
that’s one of the key objectives and quoting a number of cases, and having the employer endorse the plan and offering 
payroll deduction is usually not necessarily a requirement, the payroll deduction, but it helps increase participation rate. 

And then on the smaller case size: definitions of small versus large vary by carrier but they tend to not offer guaranteed 
issue to the very small case as they might be more concerned that a group coverage is really only being put in place in 
order to have decision-makers obtain coverage under the guarantee issue basis as opposed to large groups that are less 
likely to be the driving force. 

U-M: Patrick, about what size would that start to kick in when you start to ask questions . . . 

Mr. O’Rourke: That varies by carrier; it usually takes a couple hundred lives. If it’s employer-paid the threshold is lower. 
There’s a core amount of benefit then some carriers may not offer GI for 100 insureds. But if it’s true voluntary, a lot of 
carriers might require 500 insureds. And there’s usually only one single rate regardless of whether you’re going through 
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underwriting or not just for simplicity, and also HR prefers from a discrimination point of view to only have one rate 
offered rather than to have rates vary depending whether you’re single or married.  

Key pricing assumptions. It’s the usual suspects—morbidity, a key role as I talked about earlier, will vary by underwriting 
requirements, so if you’re doing a small group on a GI basis you’re probably going to have higher GI morbidity load 
than if you don’t have those kinds of underwriting requirements. And again, reimbursement versus indemnity: if the 
claimant is going to be better off being on the claim than being recovered, you can expect higher morbidity.  

So people look at, depending how large they are, they’ll look at their own data or they’ll look at consultants or industry 
studies and it’s clear that if the morbidity curve is very steep, as you get into those late ages, the incidence rates are very 
high. That’s still pretty well unknown because, as we talked about, the product developed really more towards the 
nineties so that there’s really not that many carriers that have 20 years-plus experience yet the projections you’re making, 
especially in a group market where you’re selling to somebody in their forties, could likely go on claiming in their late 
seventies or eighties. Those projections are 40 years-plus, so there’s still some uncertainty on that side in terms of 
ultimate morbidity. What carriers tend to do is they’ll look at retail experience which was also 20 some years of 
experience but they typically were targeting older ages so they’ll get to see what kind of incidence rates they’re incurring 
at those higher attained ages.  

Interest rates. Because it’s such a long-term contract, level-premium contract, it’s very important. Pricing assumptions in 
a low interest environment puts pressure on the premiums. And then lapse rates, voluntary lapse rates, early duration 
especially in a group market where there’s more employee turnover and they bought the policy without necessarily fully 
understanding it as well as if an agent was there explaining everything. So you might see higher first, second, third 
duration lapse rates on group than you do on the retail plus with the younger ages. You’ll definitely see higher lapse rates 
on those early durations but don’t let that . . . You think that it’ll maintain in the later durations because ultimately lapse 
rates tend to be quite low.  

Except if it’s employer-paid, of course. If the employer keeps paying then nobody will lapse but typically they might offer 
employer-paid coverage through age 65 or normal retirement age and at that point the people have to make the decision 
whether they want to foot the bill even though it wasn’t something that they voluntarily purchased themselves. You’re 
likely to see a spike in lapse rates at that time but I guess the longer it’s been employer-paid, the more value in terms of 
original issue age because that’s normally how the contract would convert on an original issue age basis to voluntary 
premium basis, so they might get really good value in keeping their coverage.  

It’s kind of tricky to make the right assumptions to determine pricing of employer-paid coverage and some associations, 
we get some quotes for police associations where they have some kind of charter that they’re going to be providing 
lifetime coverage. If they’re going to be doing employer-paid then it’s going to be zero lapse, and that’s something you 
have to consider because again this is a lapse supported product as well so whatever you’re expecting in terms of lapse 
rates allows you to lower the premium rates.  

On a mortality basis, those are common published tables that carriers look at and it’s important to keep in mind that’s 
total as mortality active lives have much lower mortality than disabled lives so depending on how it’s being modeled to 
the insured you’re modeling it appropriately. And then on the expenses side what’s notable is on the group side there’s 
not always a commission so in terms of premium rates that are filed again in the U.S. we tend to have a provision in the 
filing that adjusts the premium rates for the amount of commissions that’s payable on the case. 

Lessons learned from all that are that the lapse rates are very, very low and none of the carriers, when you’re talking 
about 1990 pricing and even through the mid-nineties, they did not have enough of these late duration experience to see 
that lapse rates could be that low and pretty well all of our estimated . . . those assumptions which has put pressure on 
the profitability of the product and that has certainly led to a lot of rate increases which also led to further regulations in 
the NAIC model. They updated the model in 2000 to require that the insurers have extra margins up front. The 
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actuaries need to certify that the premiums are sustainable even under a moderately adverse experience, so that’s 
definitely has led to some higher pricing. 

The contracts guaranteed renewable: as I said, everything is regulated. You can’t just go and change the rates without 
justifying them to state regulators and you really need to show that the experience is worse than what you’re originally 
reflecting in your original pricing assumptions. So those key assumptions are normally justified by the morbidity, 
mortality and the lapse assumptions when doing what your original loss ratio development was versus what it will be 
now based on your past experience and your current assessments. 

On the interest it’s a little more difficult to justify even though it’s a very important pricing factor. If you don’t earn that 
pricing assumption it’s more difficult to go back to the regulator and justify a rate increase because it’s more volatile. It 
could be that you would go through all the efforts in convincing the regulators that your premiums aren’t sustainable 
because of the low interest rate environment and, by the time you’re ready to implement the rate increase interest rates 
could change and there would be no turning around and going back to customers and lowering their premiums after 
increasing their premiums. That’s what you would have to do so regulators would probably have difficulty agreeing to a 
rate increase that’s purely based on projected interest rates being low. And then similarly on expenses, it’s really assumed 
that it’s going to be the carrier’s responsibility to price within their original expense allowance. 

And so in the current pricing environment, current economy, as I was talking about earlier on the critical illness, people 
are starting to perceive the need and buying more CI in Canada. In the U.S. it’s not clear that that’s happening yet 
because, as you saw, sales were down for both group and retail, but I’m not sure that the participation rates are 
necessarily that down. It might be that there are less new groups that are willing to sign up under this economy. So it still 
remains to be seen that, you know, if people are going to want to move away from self-funding their long-term care or, 
as they become more aware, through this Class Act, that Healthcare Reform Act, they might hear about long-term care 
more and finally realize that it’s being offered at their group marketplace and want to enrol.  

So you can take different views as to what impact that will have on your participation rate. Clearly if it’s a lower 
participation that will clearly have an adverse effect on your pricing and profitability, because it will all increase your unit 
cost and also the anti-selection just gets higher with less spread of a risk. We talked earlier about the interest rates 
environment. It’s certainly harder to make your product pricing attractive when interest rates are this low and you’re 
basically under risk for not realizing your interest rate assumption.  

Current outlook? Again, Class Act will definitely increase the awareness and the group channels are definitely well suited 
to take advantage of that. As we saw earlier, 30 percent or so of current inforces is sold through group and I would expect 
that percentage to increase over time. The ease of enrolment through payroll deduction and electronic enrolment also 
facilitates that. And then the Pension Protection Act for combination products; certainly a lot of carriers are in the 
process of developing new products there that will again increase long-term care as an option. 

And then the product pricing. As we’re finding out more about this ultimate morbidity and pricing in an environment 
where the interest rates are already low and we have this rates stability regulations that apply. Overall what that means is 
premium rates are definitely higher than they used to be and by default that gives them more leverage in terms of being 
able to absorb adverse experience as well and more upside in your experience assumptions rather than downside. And 
also, at the same time because premium rates are higher, it’s leading carriers to start thinking about different product 
designs. On the retail side what was commonly sold in the nineties was lifetime benefit periods, but not that many 
people would really get to fully exhaust benefits. Obviously, they are not going to fully exhaust benefits if it’s pure 
lifetime but a longer benefit period, like a 10-year benefit period, they may be paying more. A typical claim for a four-
year benefit period might have been enough in terms of their coverage so people started moving away from benefit 
periods duration as a strong selling point. So now even for the smaller benefit periods, because on the group market we 
definitely like to try to keep premiums under $1,000 as a market point, as you can see from the average premium overall, 
it’s in the order of $700 right now in the in-force. So this kind of pricing stability if it’s going to push premiums much 
higher than that on average, then certainly carriers will come up with different options, different plan designs to 
minimize that.  
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Strong demographic outlook. That can’t be stressed enough, we’ve got about 40 million age 65-plus, that’s one eighth of 
the population, and that’s projected to double over the next 25 years. Definitely there’ll be more and more people in the 
ages where there’s high long-term care incidence rates, and as you saw the current participation levels are very low so 
there’s a good market to capture from that perspective. I’m sure in Canada you’ve got a similar kind of demographic 
outlook. And that concludes my remarks. Thank you.  

(Applause) 

Mr. Philbrook: Just before I get into a quick look at the Canadian long-term care market, Patrick, administratively, you 
mentioned payroll deduction. I guess all employees, all ages, can purchase the long-term care in a group environment? 
It’s not just people as they enter retirement, right? 

Mr. O’Rourke: There are age discrimination rules, so you actually have to make it available to all ages if you’re 
marketing in employer groups.  

Mr. Philbrook: What’s the average age then in an employer group for purchases? 

Mr. O’Rourke: For us it’s close to 50. 

Mr. Philbrook: Right.  

Mr. O’Rourke: It used to be lower ages, so it’s been creeping up a little bit on the group side. Interestingly, on the retail 
side it used to be high sixties and it’s coming down a little bit, probably also as a result of retail producers that are 
starting to market more in a multi-life basis, which falls under retail policy and brings the average down. 

Mr. Philbrook: You talked a lot, it’s level premiums in most cases, is there any annually increasing premiums like YRT? 
Is there any of that? 

Mr. O’Rourke: No. There are product designs that are feasible but they’re not common. 

Mr. Philbrook: Not common. Do you do any group-level experience rating? Or is it all, sort of, you’ve got your block 
and then you price to your block? 

Mr. O’Rourke: There are very few groups that are large enough to really be credible on their own or would want to be 
self-experience-rated but actually John Hancock, we were among the early carriers, and so the first groups that we signed 
up they came with health regulation background, they expected to be self-experienced. These cases: we have a handful of 
them but pretty well as time went on they became . . . Obviously it was better to just pool all the groups. 

Mr. Philbrook: One last question and I’ll give a little bit on the Canadian side.  

U-F: I have a question too. I’d like to know more about termination. You seem to have different benefit periods up to 
lifetime. How does that work? And what is the average claiming period? So if someone has a four-year benefit period and 
they’re still needing and then you kind of cut benefits, I’m curious about that. And I’m curious how it works when the 
coverage, the group coverage stops. Let’s say you reach 65, you retire, do you have a conversion option built in, or how 
does that work? 

Mr. O’Rourke: The benefit periods, the way they typically work, and some have just a plain face amount, but it’s 
typically used to determine a pool of money up front. So if you’re buying a five-year $200 daily benefit, you’re buying a 
$365,000 pool and that pool will get adjusted with inflation. If you have an inflation adjustment that’s either built in or 
you might get offers to buy additional coverage down the road, and whatever your increase, your $200 goes up to $230 
and your remaining policy limit also goes up proportionally. So if you don’t use up . . . Say you bought $200 daily 
benefit and you happen to just utilize a few hours of homecare and you spend $100 instead of $200, well all of sudden 
say you were going on claim every day of the year. Your pool is going to last you longer than five years already because it 
stays in your pool so you get this automatic extension in terms of your benefit period. Your benefit period is only going 
to last exactly what you bought if you use your full amount on, everyday basis.  
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The average benefit period, and I’m not sure about the experience of different carriers on that, but it’s probably . . . In 
terms of claim duration the average time is probably in the order of four or five years or three to five years. And, again, 
some carrier that offered lifetime benefits will probably have longer average claim periods than others. 

In terms of the portability, as I understand it there are some group contracts that do not offer it but all contracts, I think, 
that I was aware of—I just looked this up recently—and I was surprised that that was the case because we’ve always 
offered portability of coverage and essentially you keep your group certificate. It’s just you’re no longer specifically 
assigned to your employer as long as you’re paying your premiums, and what will happen if you are on payroll 
deduction? You’ll move to direct pay mode. 

Mr. Philbrook: In the scenario where you just keep your group cert, does that mean that you have to keep a group 
contract with that employer? Like John Hancock has to keep the contract with the group employer even if that employer 
doesn’t want to offer on a going forward basis? 

Mr. O’Rourke: No, it would still be considered, it’s all a big experience pool at this point, and the experience just gets all 
folded in. It’s not self-reported kind of experiences. 

Mr. Philbrook: How much of your business is individual contracts? Even though it’s sold on a group basis and group 
underwriting like individual contracts, as opposed to certs? 

Mr. O’Rourke: At John Hancock we have about over a million insureds altogether and I want to say maybe north of 
200,000 on a group basis. Actually, the federal program as well is now underwritten by John Hancock so I don’t know 
the exact number but it’s probably maybe 400,000 of the 1.2 or 3 mil. 

Mr. Philbrook: Thank you. Good insight into the U.S. market. I’m going to talk a little bit about the Canadian market 
to the extent that there is certainly long-term care in Canada, not a lot of long-term care insurance. And certainly on the 
group side, not that I’m aware of is there any standardized product that’s marketed out there by any carrier in terms of 
group long-term care insurance. I’m going to talk about what long-term care exists in Canada, not insurance but in 
terms of just what the provinces provide. A little bit about the market opportunities and challenges and the next steps. 
It’s not going to be a lot of details here, obviously there’s not a lot of things to talk about on long-term care insurance in 
Canada yet.  

I want to get a show of hands. Who here has had first-hand experience with a friend, a relative, a parent in a long-term 
care home? Pretty good, it’s about a third, which is kind of what I was expecting. There’s a lot of sense actually that, 
certainly when I was working on long-term care on the individual side, now is the opportunity. You’ve got baby boomers 
whose parents are going through this, and it’s too late obviously to get long-term care insurance on their parents, but 
maybe they start thinking about buying long-term care insurance on themselves because they see first-hand the costs, 
both on a financial and emotional basis. So that’s the general idea in terms of why people think now is a really good 
opportunity to start growing long-term care insurance in Canada. 

In terms of long-term care in Canada, much like most of our other health services provided, the government does 
provide a core amount of long-term care. It varies by province and I thought I’d just throw Ontario and BC as two 
examples. In British Columbia everyone has access to the public nursing homes and there’s a daily fee. That daily fee 
varies based on your after-tax income, based on your tax return, and as an example here if you have $35,000 after-tax 
income, it’s almost $2,000 a month, and that just includes the services I’ve listed there. So it’s the bare essentials, there’s 
nothing beyond the bare minimum including a ward bed. I’m not sure in BC if the minimum is ward bed if you quite 
often can get semi-private or private. And if a waiting list exists, then people start to get bumped based on the need. 
Does anybody know if there’s a waiting list problem in BC? I’m not aware . . . Let’s look a little bit at Ontario because 
it’s definitely an issue in Ontario.  

British Columbia has a two-tiered system actually. There are private nursing homes available so if you do not want to 
take advantage of the public subsidized option you can go private. In Vancouver they start at about $5,000 a month and 
go up. I don’t even know how high they can go up, presumably into the tens of thousands if you really want the high-
end service. So it’s not inexpensive, that’s for sure. 
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In Ontario it’s a little different regardless of who owns the long-term care home, and they can be publicly owned by the 
governments. A lot of churches or church organizations open up long-term care homes. A lot of communities open them 
up so there’s a wide variety and there are some privately owned ones as well but they all have to charge the regulated fees 
for the regulated services. The services are pretty much identical to BC and you can see the cost here. I think these are 
the 2010 or 2009 costs and they do vary by ward, semi-private, private, but very similar in terms of cost, about $2,000 a 
month. It’s not quite two-tiered in Ontario but there’s a lot of things not covered under that regulated minimum and 
some of them are what you would consider essential things in our everyday lives. Nursing homes can differentiate 
themselves by providing a higher level of service on these and charging more for them. 

As I mentioned, the issue in Ontario is long waiting lists, so it’s the interim costs that start to add up as you wait to try to 
get into one of these long-term care facilities. If you are at a level where you don’t have family support and you’re paying 
for home care services, then these costs add up quickly and they’re not cheap at all. There are government subsidies, but 
there again that’s scarce. It’s not available for everybody who needs it, so you go into the more private market where the 
costs obviously go up.  

You ask the question, is there a market for long-term care insurance in Canada? At a minimum you’re looking at 
$24,000 a year. I don’t know if Patrick touched on this but the U.S. data suggests the average long-term care needs are 
two to four years, so you do the math and you’re looking at a minimum of perhaps $100,000 for just the government-
subsidized care. If you wanted to spruce up your room or if you want to have a little bit better coverage or better long-
term care then you’re looking at close to $200,000. If you compared that to a life insurance need or a disability need, I 
think the market is definitely there. There is an insurance need. These are not insignificant costs, so I think the reality is 
that the market’s there, you need to convince the citizens of Canada that this is a need. 

What does that translate into in terms of premium opportunity for Canadian insurers? If we scale down, Patrick said that 
the U.S. long-term cost would be about $75,000 so I took the more comprehensive $48,000 in Canada. That’s about 
two-thirds the size, it’s your policy size. Our population is a little more than one-tenth so if Canada can get just as 
mature of a market state as the U.S., and Patrick was saying it’s still relatively immature in the States, but if we can get to 
that point you’re looking at about nine million of group long-term care sales. 

And just to validate this number, I dug around on counts in Canada. Now there’s 380,000 people retiring every year in 
Canada, and roughly one-third don’t have any savings beyond CPP so I think we can rule them out in terms of being 
able to afford insurance. That knocks down to 250,000 and if we’re looking at group benefits then you’re really looking 
at the people coming and retiring out of group benefits programs, which chops off another 25 percent, so there’s 
187,000 people that can potentially have access to group long-term care insurance.  

I took the aggressive assumption here that we could get all the groups to sign up. I doubt there’ll be much mandatory or 
employer-paid long-term care in Canada so if you assume, again, aggressive 40 percent participation—if any of you are 
dealing in voluntary benefits in Canada, you know that 40 percent is tough to get—and you’re looking at about 75,000 
new coverages. Policies . . . coverages . . . it depends on how you look at it. And I also said, “Okay, what if that’s $1,000 
per year?”  

I think, Patrick, you were saying it could be close to $2,000 in the retail space but more like $700 in the group space, so 
it might be a little high right now but you’re looking at . . . 

Mr. O’Rourke: Seven hundred dollars is in force. Our new business on group is already $1,000. 

Mr. Philbrook: It’s already $1,000. Okay. So you multiply that through. You have $75 million opportunity today. You 
fast forward that 10 years. It doubles with inflation because long-term care is outpacing CPI. Then obviously the baby 
boomer bubble is coming, this could be $300 million in 10 years’ time instead of $75 million, so the opportunity is 
there and how much of that marketplace can insurance carriers grab? I’m not sure. And obviously as we get into this 
market, we’re going to still go with the same things the U.S. has. The need is there, but how do you convince people that 
the need is there and that they need to buy this product?  

Amit touched on this as well. Nobody is saving for this. Retirement is front page news. Everybody is kind of worrying 
about their retirement income, and that could be one of the struggles. One of the sales barriers here is that people feel 
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they don’t have enough money already for retirement and in spite of evidence to the contrary perhaps buying long-term 
care insurance could actually protect your retirement income, they feel they don’t have enough money to buy long-term 
care insurance. So it’s a little counter-intuitive but I think that’s the mentality out there. And obviously government 
health care spending and cost shifting are prevalent for those who work in group. The term “delisting” is quite common. 
You hear that almost on a monthly basis nowadays at the various provinces in terms of delisting coverages of their health 
care system, and long-term care is not immune to that. 

So what will be some of the challenges? A lot of them overlap with the U.S. market. I was actually surprised to see that 
they are . . . How much employer-funded is there mandatory? 

Mr. O’Rourke: It’s very little in our case and then again some carriers will have a lot more. There’s one carrier that I have 
in mind that has a wide sales force and they tend to target very small cases with a small core benefit along with core 
marketing of other group, life and disability products so it varies but in our case it’s a very small portion.  

Mr. Philbrook: I don’t envision there being hardly any mandatory employer-paid long-term care insurance in the group 
long-term care once we get there, so it will be an issue of trying to get member participation. The reason why I asked 
Patrick the question about how many lives do you need before you can get into a fully guaranteed issue, and he 
mentioned somewhere around 500 lives. Well 500 lives and above in Canada cuts out a lot of marketplace, so you’re left 
with your large case market and if you are going to bring it down market and if you’re not liking your risk profile 
without asking some medical underwriting questions, now you get into that and how does that impact your 
participation? In particular one of the ones that is concerning for a lot of employees, a lot of people applying for this, is 
the cognitive screening because it’s a little bit scary in terms of somebody testing you for your cognitive ability. It’s 
almost like you’re back in school; you get nervous and you answer questions wrong just because you’re nervous . . . 

Mr. O’Rourke: It happens at all ages. 

Mr. Philbrook: So I think that’s going to be one barrier, and I think we need to overcome that challenge and obviously 
just the perception that long-term care is the responsibility of the government and to think that the government will take 
care of your basic needs. The reality is that even for the core fundamental needs like just your assistance with ADL’s, and 
room and board, and none of the provinces actually provide that free today. There’s a cost. It’s subsidized but the cost is 
there, so we’re already seeing a spot where there isn’t full government coverage today.  

Mr. O’Rourke: To your point on that, 500 lives as I said was pretty well our threshold but it’s not necessarily the same 
for all carriers, and one thing to keep in mind is that the U.S. market was established on the group side with jumbo 
groups being the first ones being solicited. Hence actively at work GI seems to work out but there’s nothing that says, 
especially nowadays where you can do easier forms of enrolment, that you can’t have a successful enrolment in asking a 
few questions that would take care of that underwriting, as long as it’s the simplified underwriting that you were talking 
about Amit. Especially when your market is not developed yet, you don’t have GI as being the cost of admission for 
offering long-term care in Canada. So you definitely structure it to be able to target the smaller groups. 

Mr. Philbrook: On a voluntary plan, what is the participation level that you’d like to see before you start to get worried? 
Is it 30 percent, 15 percent? 

Mr. O’Rourke: No. Again it might vary by carrier and in the smaller groups there’s a lot of business that’s sold with 
executive carve-outs that are paid for, and then a voluntary offering for the rest of the group, so then you might see 
participation rates at those levels but otherwise it’s not unusual to have participation under 10 percent. 

Mr. Philbrook: Under 10. And do you worry about participation distribution by age? For example if you get 10 percent 
participation but they’re all between the ages of 60 to 65, is that worrisome? Or do you like to see a younger mix? 

Mr. O’Rourke: Those you can look at with your case qualification that you do when you make your determination on 
how you’re going to quote and the rate you’re going to quote. You know, when I say we’re required to file our premium 
rates and that’s true for all the carriers but on the group side many carriers have some flexibility in how they might vary 
their rates in accordance with the rest of the groups, so it’s not that you need to decline a group. If it has higher ages than 
you might like to see, you might be able to adjust the price accordingly.  
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Mr. Philbrook: In terms of the administration in Canada I don’t think employers are signing up to do administration on 
their retirees; we need to find a solution that cuts out the employer, so direct billing to the member, et cetera, and having 
the capability of answering phone calls, et cetera, without having the employer in between. And then in integration with 
post-retirement benefits there are a lot of retiree benefits out there, there is overlap, hospital, private duty nursing, 
medical equipment et cetera and so you need to make sure you’re not over-insuring somebody, and that there’s maybe an 
offset or carve-out of some sort. 

I’ll talk a little bit about group versus individual contracts. It can be a little tomatoe/tomato but once you kind of flip 
between the two, there’s a lot of ramifications in terms of regulations, et cetera, plus if you have a group, even though 
you can say you’re not participating, the groups have this paternal instinct to say, “Well, even though I’m not 
participating in the risk I want to make sure my retirees and employees have the best deal possible so they’re going to 
renew the negotiations,” and it gets different dynamics in terms of whether you have a group contract or individual. And 
then pricing, it’s going to be reactive. I mean, can you structure your contracts to have the flexibility to adapt as the 
government shifts costs, and then if they do shift significant costs to the private sector, can you increase your premiums 
on inforce cases, et cetera? I think you need to have that flexibility or at least protect yourself against that. And then, 
depending on how you structure your product, homecare versus facilities, there’s definitely a shift away from facilities to 
try to provide more care at home. If you design a product where the cost is different between those two then you have to 
be aware of how that is shifting.  

So what are the next steps? I think someone just needs to dip their toe in the water. I’ve heard rumours that there are a 
couple of group-style long-term care plans out there, association plans or whatnot. If you want this to grow I think 
someone needs to take hold of it and market it and pitch it to the Canadian marketplace. Affordability is going to be 
key, limited resources in retirement. One thousand dollars is pretty expensive and that’s probably what you’re looking at 
in terms of the starting price. Participation, as we talked about, and then the whole simplicity of the product. Amit 
touched on this. The group CI marketplace seems to be taking off in the last couple of years but the products are getting 
more complicated so, is CI growing despite the complexity or is CI growing because of it? I don’t know what is in store 
for long-term care insurance. So that’s it. If anybody has any questions? Comments? 

U-M: ?? [1:24:37]  

Mr. Philbrook: Actually, do you mind going to the mike, I think it’s . . . I think they’re recording it, so . . . 

U-M: ?? [1:24:47] This is going to be recorded then too?  

Mr. Philbrook: It said so in the program, so . . . 

U-M: The context being that our company is on the marketing side not sort of the underwriting, the actuary side. Going 
back to the group CI for a second, so it may be a question for yourself then, one of the things we’ve experienced, from a 
distribution standpoint certainly, is you’ve talked about group CI sales increasing, oh great, you know, advisors, 
consultants, et cetera . . . You know, jumping on that, which is all positive. One of the difficulties we find ourselves 
running into is an inconsistency with dealing with grandfathering. In other words, you start running into situations 
where you’re looking at transferring CI from one carrier to another and our experience is it’s just messy. Then obviously 
long-term disability has a similar thing but the industry has been able to address that. Any thoughts in terms of dealing 
with the grandfathering issue? 

Mr. Malhotra: I can see how that would add to the complexity of the marketplace. I think with where the products are 
and how much, and this goes back to that education and differentiation of where all these different products are when 
you go back and you try to grandfather, companies are trying to grandfather those products and they have somewhat of a 
different product offering than what is out there. That’s to me the administrative complexity. Some of the administrative 
complexities we’re facing right now even towards that education I think, and again this my opinion, I think that adds to 
some of that complexity in helping understand that need going forward.  

U-M: With the adoption of common illnesses, common definitions help address . . . 
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Mr. Malhotra: Then that’s what I was just going to get to, the benchmark definitions . . . and this is just looking at the 
international experience of how adopting these benchmark definitions has helped increased sales, right? And it has put 
some kind of standardization in the marketplace, so you’re removing some of the noise. That is definitely a step forward, 
but going back to part of my presentation, until we start seeing some of this experience emerge, that’s when you’re going 
to start to see really the group CI market take shape. OK, these are the kind of products that we’re selling right now and 
you’re going to see some more uniformity, so you will still see some more confusion going forward with that. Hopefully 
in the next couple of years it will flush itself out.  

Mr. Philbrook: From the direct side I’ll comment a little bit. On life and LTD where the marketplace is relatively 
understood in terms of the risk profile, different companies have different risk preferences. So company A might decide 
to set a non-evidence limit or grandfathering here, and company B might decide a little bit higher but at least they kind 
of know they’re taking a greater risk. On the group CI space you’ve got that dynamic where one company is willing to 
take more risk than the other, but then they also have different views of what is risky in the CI business. So some people 
might be thinking, “We’ve got a good handle on this business, I’m going to set a high non-evidence limit and not think 
that’s risky,” whereas another company . . . It’s a moving target, you’ve got two dynamics of how much risk a company 
wants to take on plus just their underlying belief of how risky the product is. Whereas in life and LTD everybody has the 
same view of risky those products are. So that’s why you’re seeing a little bit of noise there in terms of grandfathering.  

Anything else? Great, thank you.  

(Applause) 

[End of recording] 


