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Overview Agenda

• Who is selling and buying?

Wh h ld ll ?• What should sellers expect?

• What information should sellers offer?• What information should sellers offer?
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Who is Selling?

• Most interest comes from carriers with 
completely closed blocksp y
– General industry trend to explore outsourcing 

and selling of closed blocksg
• LTC closed blocks have unique challenges

– Administrative activity increasesAdministrative activity increases
– Sophisticated IT platforms
– Very specialized product management– Very specialized product management 
– Risk of future reserve adjustments
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Who is Buying?

• Virtually no interest from traditional 
carriers and reinsurers

• Private equity backed reinsurers dominate
– Some are attracted by anticipated pricing– Some are attracted by anticipated pricing
– Some are attracted by size of assets and 

ability to increase portfolio yieldsability to increase portfolio yields
• Additional spread used as a mitigant of LTC 

volatility
– Move administration to a place with scale
– Implement best practice claims and inforce 
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What Should Sellers Expect?

• Transaction with a non-traditional buyer
– Unauthorized reinsurer; reserve U au o ed e su e ; ese e

collateralization
– 100% coinsurance deal; credit worthiness;
– Likely mismatch of RBC and taxation
– Sale of entire legal entity with LTC businessSale of entire legal entity with LTC business

• Interest from many potential buyers
About 6 to 9 serious entities– About 6 to 9 serious entities

– Motivated, but not over-eager
Requests for exclusives
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What Should Sellers Expect?

• Buyer typically has less understanding of 
LTC than seller, but will hire strong experts, g p
– Nevertheless, some basic education occurs

• Rigorous evaluation (more later)Rigorous evaluation (more later)
• Low tolerance for theories about future 

changes (more later)changes (more later)
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What Information Should be Offered?

• Transparent actuarial projection model
• Demonstration of reserve adequacyDemonstration of reserve adequacy

– Disabled life reserves by care setting, incurral 
year for several historical points in timeyear for several historical points in time

• Support for assumptions
Methods used to develop assumptions– Methods used to develop assumptions

– Demonstration that application of 
assumptions is consistent with developmentassumptions is consistent with development

– Comparisons of assumptions to benchmarks
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What Information Should be Offered?

• Demonstration of historical model fit
– Not just in aggregate, but by calendar yearo jus agg ega e, bu by ca e da yea
– Claim cost components
– Policy termination ratesPolicy termination rates

• Good launching points
Abilit t t t iti iti ffi i tl• Ability to test sensitivities efficiently

• Education of reported vs. restated results
– Statutory and GAAP
– Historical and emerging, as process unfolds
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LTC Transaction Value Elements

• What are companies willing to pay for?

• What are companies not willing to pay for?• What are companies not willing to pay for?

• Additional pricing considerations
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LTC Transaction Value Elements

• What are companies willing to pay for?

• Investable Cash and Asset Transfer• Investable Cash and Asset Transfer

• Cash Flow Certainty and Long Tail

• Company Licenses, Distribution, Name & 
Rating
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Investable Cash and Transferred Assets

• Dependent on investment restrictions and 
assets transferred

• Challenges due to low interest rates and 
ALM requirements

• Challenges due to market value trust 
reserve credit requirementsreserve credit requirements
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Cash Flow Certainty and Long Tail

• Less variability with more mature blocks

• Less optionality if most lives already• Less optionality if most lives already 
disabled

Provided that earned rate is higher than• Provided that earned rate is higher than 
cost of funds, long tail can lock in 
ongoing profitsongoing profits
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Licenses, Distribution, Name and Rating

• Purchasing company with licenses could lead 
to future new business optionality

• Purchased distribution channels can 
supplement existing ones or expedite entry 
into a market 

• Completing transaction with well-knownCompleting transaction with well known 
company can boost industry exposure and 
help future sales

• Acquiring highly rated company may lead to 
uptick in future sales and quicker speed to 
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LTC Transaction Value Elements

• What are companies not willing to pay for?

• Rate Increases• Rate Increases

• Morbidity Improvement

• Expected Experience
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Rate Increases

• Filing Efforts

• Expensive / Time-consuming• Expensive / Time consuming

• Uncertain Results

• Trends

• Recent decreases in increase approvalsece t dec eases  c ease app ova s

• Woodworks Effect / Anti-selection

• Additional claims and selected lapses may 
materialize due to higher premiums and 
policyholder communications
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Morbidity Improvements

• Lack of comprehensive information

• Studies not completed on insured population• Studies not completed on insured population

• Is morbidity improvement keeping up with 
mortality improvement?mortality improvement?

• Assisted Living Facility utilization
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Expected Experience

• Conservatism already built into valuation

• Pricing team must review experience studies• Pricing team must review experience studies 
and determine if additional is required

Must weigh competitiveness of quote against• Must weigh competitiveness of quote against 
uncertainty of future

ALR/ l i i i i• ALR/claims reserve mix important in 
factoring in uncertainly

• Risky benefit types (e.g. Restoration of 
Benefits, COLAs, lifetime benefits, 
lif ti i ) t b id d
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Additional Pricing Considerations

• Capital required

• Investment Restrictions• Investment Restrictions

• Structure

• Domicile

• Employeesp oyees

• Taxes (DAC, Excise, NOLs)

• Product Distribution
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Questions?
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What Wall Street Analysts Do

• Provide analysis and commentary on publicly traded 
lif i d j i d ilife insurers and on major industry issues.

Rate Stocks: Buy Sell Hold• Rate Stocks: Buy, Sell, Hold

• Meet with institutional investors (Fidelity Putnam• Meet with institutional investors (Fidelity, Putnam, 
MFS) to help guide them through the maze of 
investment options in the life insurance sector.
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What Has Been the Impression LTC Companies Have Given Wall 
Street?

Actions Speak Louder than We Ever Could:
•Met – OUT
•Prudential – EXITED
•Unum – DEPARTED
•Ameriprise – LEFT THE BUSINESS
•Guardian Life – EXITED 
•TIAA-CREF – EXITED•TIAA-CREF – EXITED

AU REVOUR
ARRIVEDERCI
AUF WIEDERSEHEN
ADIOS

F th U d G th LTC i di i tFurther, Unum and Genworth announce LTC reserve increases exceeding in aggregate 
$1 billion

We can't think of another way to say it: From Maine to California, leading life 
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What Does NOT Matter to Us in Evaluating LTC Transactions

• EPS Lift

• ROE Lift

ACCRETION to EPS or ROE, as it is called on Wall Street, does not really speak to 
whether an LTC transaction is value creating or value destroying
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What is the right interest rate at which to discount LTC cash 
flows?

• 5 percent?

• 8 percent?

• 10 percent?

Point: Cash flows, with different riskiness, need to be discounted at different rates.

Long term care, presenting among the most volatile and there fore riskiest cash flows, 
should be discounted at 20 percent in our viewshould be discounted at 20 percent, in our view.
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What DOES Matter to Us in Evaluating LTC Transactions

• IRR

• IRR

• IRR

It's the expected return on an acquired block of LTC policies relative to a company's cost 
of equity capital that will drive our evaluation of an LTC acquisition

Economic Value Added (EVA)= Return on Invested Capital Cost of Equity CapitalEconomic Value Added (EVA)= Return on Invested Capital - Cost of Equity Capital
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Disclosures that are NOT Helpful

• "Morbidity was favorable."

• "Claims incidence was up."

• "Recovery experience improved."

Key Points: 

• Wall Street likes numbers.   Disclosures that are qualitative in nature and bereft of 
numbers come across as soft.

• Failure to complete comparisons (ie. More dentists prefer Crest) is not only bad 
grammar, it leaves the reader scratching his head (ie.  LTC claims were worse in the g , g (
quarter.)  Analyst's note: Worse than what?
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The Type of Disclosure We Would Find Helpful

Useful disclosures:

• A/E incidence

• A/E claims duration

• Actual mix of claims -- home health versus assisted living versus nursing home --Actual mix of claims home health versus assisted living versus nursing home 
compared with expected mix

• A/E mortality

Bottom line: Wall Street does not like to be patronized Treat us like the actuarialBottom line: Wall Street does not like to be patronized.  Treat us like the actuarial 
wannabes that we are.
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One more thing… 

For us to view LTC block acquisitions favorably, we need to feel this is not the 
insurance equivalent of whack a mole with one gremlin after another surfacing toinsurance equivalent of whack-a-mole, with one gremlin after another surfacing to 
cause carriers to stumble.
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Summing up

• Acquisitions of LTC blocks of business are no different than any other acquisitions: 
They are either value creating or value destroying.

• The yardstick we use to evaluate value creation in the LTC world is no different from 
how we evaluate value creation in any merger or acquisition: What is the IRR on the 
acquired block relative to the company's cost of equity?

• Qualitative statements about acquired blocks such as "It's a seasoned block," "It's a 
nicely performing block," and "claims experience is good" are not only patronizing, 
they leave investors with a bad taste.   Why is management hiding behind t ey ea e esto s t a bad taste y s a age e t d g be d
generalities?

• Numbers, data, figures on actual results versus expected results -- this is what Wall 
Street feeds off Give us the tools to evaluate deals fairly!Street feeds off.   Give us the tools to evaluate deals fairly!

Selling Blocks of Business 31



Required Disclosures

Conflicts Disclosures
The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total revenues of the 
member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated by investment banking activities of the member 
companies of RBC Capital Markets and its affiliates.

Distribution of Ratings
For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories - Buy, Hold/Neutral, or Sell -
regardless of a firm's own rating categories Although RBC Capital Markets' ratings of Top Pick/Outperform Sector Perform and Underperform most closelyregardless of a firm s own rating categories. Although RBC Capital Markets  ratings of Top Pick/Outperform, Sector Perform and Underperform most closely 
correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same because our ratings are determined on a relative basis (as described 
above).

Distribution of ratings 
RBC Capital Markets, Equity Research 

As of 31-Dec-2014 
 Investment Banking 

Serv./Past 12 Mos.

Rating Count Percent Count Percent
BUY [Top Pick & Outperform] 897 52.92 290 32.33
HOLD [Sector Perform] 686 40.47 137 19.97
SELL [Underperform] 112 6.61 6 5.36

Selling Blocks of Business 32



Required Disclosures

Conflicts Policy
RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request. To access our current 
policy, clients should refer to https://www.rbccm.com/global/file-414164.pdf or send a request to RBC CM Research Publishing, P.O. Box 50, 200 Bay Street, 
Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.

Dissemination of Research and Short-term Trade Ideas

RBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients having regard to local time zones inRBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients, having regard to local time zones in 
overseas jurisdictions.  RBC Capital Markets' equity research is posted to our proprietary website to ensure eligible clients receive coverage initiations and 
changes in ratings, targets and opinions in a timely manner. Additional distribution may be done by the sales personnel via email, fax, or other electronic 
means, or regular mail.  Clients may also receive our research via third party vendors. RBC Capital Markets also provides eligible clients with access to 
SPARC on the Firm’s proprietary INSIGHT website, via email and via third-party vendors. SPARC contains market color and commentary regarding subject 
companies on which the Firm currently provides equity research coverage.  Research Analysts may, from time to time, include short-term trade ideas in 
research reports and / or in SPARC.  A short-term trade idea offers a short-term view on how a security may trade, based on market and trading events, and 
the resulting trading opportunity that may be available A short-term trade idea may differ from the price targets and recommendations in our publishedthe resulting trading opportunity that may be available. A short-term trade idea may differ from the price targets and recommendations in our published 
research reports reflecting the research analyst's views of the longer-term (one year) prospects of the subject company, as a result of the differing time 
horizons, methodologies and/or other factors. Thus, it is possible that a subject company's common equity that is considered a long-term 'Sector Perform' or 
even an 'Underperform' might present a short-term buying opportunity as a result of temporary selling pressure in the market; conversely, a subject 
company's common equity rated a long-term 'Outperform' could be considered susceptible to a short-term downward price correction.  Short-term trade 
ideas are not ratings, nor are they part of any ratings system, and the firm generally does not intend, nor undertakes any obligation, to maintain or update 
short-term trade ideas. Short-term trade ideas may not be suitable for all investors and have not been tailored to individual investor circumstances and 
objectives, and investors should make their own independent decisions regarding any securities or strategies discussed herein. Please contact yourobjectives, and investors should make their own independent decisions regarding any securities or strategies discussed herein.  Please contact your 
investment advisor or institutional salesperson for more information regarding RBC Capital Markets' research.

Analyst Certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities or 
issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the specific recommendations 
or views expressed by the responsible analyst(s) in this report.

The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s Financial Services LLC (“S&P”) and is licensed for use by RBC. 
Neither MSCI, S&P, nor any other party involved in making or compiling the GICS or any GICS classifications makes any express or implied warranties or representations with respect to such standard or classification (or the results to 
be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability and fitness for a particular purpose with respect to any of such standard or 
classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any direct, indirect, 
special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

Selling Blocks of Business 33



Disclaimer

RBC C it l M k t i th b i d b t i b h d b idi i f th R l B k f C d i l di RBC D i i S iti I RBC C it l M k t LLC RBC ERBC Capital Markets is the business name used by certain branches and subsidiaries of the Royal Bank of Canada, including RBC Dominion Securities Inc., RBC Capital Markets, LLC, RBC Europe
Limited, RBC Capital Markets (Hong Kong) Limited, Royal Bank of Canada, Hong Kong Branch and Royal Bank of Canada, Sydney Branch. The information contained in this report has been compiled by
RBC Capital Markets from sources believed to be reliable, but no representation or warranty, express or implied, is made by Royal Bank of Canada, RBC Capital Markets, its affiliates or any other person
as to its accuracy, completeness or correctness. All opinions and estimates contained in this report constitute RBC Capital Markets' judgement as of the date of this report, are subject to change without
notice and are provided in good faith but without legal responsibility. Nothing in this report constitutes legal, accounting or tax advice or individually tailored investment advice. This material is prepared for
general circulation to clients and has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. The investments or services contained in this report
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about the suitability of such investments or services. This report is not an offer to
sell or a solicitation of an offer to buy any securities. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. RBC Capital Markets
research analyst compensation is based in part on the overall profitability of RBC Capital Markets, which includes profits attributable to investment banking revenues. Every province in Canada, state in the
U.S., and most countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as the process for doing, g g g yp p y , p g
so. As a result, the securities discussed in this report may not be eligible for sale in some jurisdictions. RBC Capital Markets may be restricted from publishing research reports, from time to time, due to
regulatory restrictions and/ or internal compliance policies. If this is the case, the latest published research reports available to clients may not reflect recent material changes in the applicable industry
and/or applicable subject companies. RBC Capital Markets research reports are current only as of the date set forth on the research reports. This report is not, and under no circumstances should be
construed as, a solicitation to act as securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business of a securities broker or dealer in that
jurisdiction. To the full extent permitted by law neither RBC Capital Markets nor any of its affiliates, nor any other person, accepts any liability whatsoever for any direct or consequential loss arising from
any use of this report or the information contained herein. No matter contained in this document may be reproduced or copied by any means without the prior consent of RBC Capital Markets.

Additional information is available on request.
To U.S. Residents: This publication has been approved by RBC Capital Markets, LLC (member FINRA, NYSE, SIPC), which is a U.S. registered broker-dealer and which accepts responsibility for this
report and its dissemination in the United States. Any U.S. recipient of this report that is not a registered broker-dealer or a bank acting in a broker or dealer capacity and that wishes further information

di t ff t t ti i f th iti di d i thi t h ld t t d l d ith RBC C it l M k t LLCregarding, or to effect any transaction in, any of the securities discussed in this report, should contact and place orders with RBC Capital Markets, LLC.
To Canadian Residents: This publication has been approved by RBC Dominion Securities Inc.(member IIROC). Any Canadian recipient of this report that is not a Designated Institution in Ontario, an
Accredited Investor in British Columbia or Alberta or a Sophisticated Purchaser in Quebec (or similar permitted purchaser in any other province) and that wishes further information regarding, or to effect
any transaction in, any of the securities discussed in this report should contact and place orders with RBC Dominion Securities Inc., which, without in any way limiting the foregoing, accepts responsibility
for this report and its dissemination in Canada.
To U.K. Residents: This publication has been approved by RBC Europe Limited ('RBCEL') which is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority
('FCA') and the Prudential Regulation Authority, in connection with its distribution in the United Kingdom. This material is not for general distribution in the United Kingdom to retail clients, as defined under
the rules of the FCA. However, targeted distribution may be made to selected retail clients of RBC and its affiliates. RBCEL accepts responsibility for this report and its dissemination in the United Kingdom.
To Persons Receiving This Advice in Australia: This material has been distributed in Australia by Royal Bank of Canada - Sydney Branch (ABN 86 076 940 880, AFSL No. 246521). This material has
been prepared for general circulation and does not take into account the objectives financial situation or needs of any recipient Accordingly any recipient should before acting on this material considerbeen prepared for general circulation and does not take into account the objectives, financial situation or needs of any recipient. Accordingly, any recipient should, before acting on this material, consider
the appropriateness of this material having regard to their objectives, financial situation and needs. If this material relates to the acquisition or possible acquisition of a particular financial product, a recipient
in Australia should obtain any relevant disclosure document prepared in respect of that product and consider that document before making any decision about whether to acquire the product. This research
report is not for retail investors as defined in section 761G of the Corporations Act.
To Hong Kong Residents: This publication is distributed in Hong Kong by RBC Capital Markets (Hong Kong) Limited and Royal Bank of Canada, Hong Kong Branch (both entities which are regulated by
the Hong Kong Monetary Authority (‘HKMA’) and the Securities and Futures Commission ('SFC')). Financial Services provided to Australia: Financial services may be provided in Australia in accordance
with applicable law. Financial services provided by the Royal Bank of Canada, Hong Kong Branch are provided pursuant to the Royal Bank of Canada's Australian Financial Services Licence ('AFSL') (No.
246521). RBC Capital Markets (Hong Kong) Limited is exempt from the requirement to hold an AFSL under the Corporations Act 2001 in respect of the provision of such financial services. RBC Capital
Markets (Hong Kong) Limited is regulated by the HKMA and the SFC under the laws of Hong Kong, which differ from Australian laws.
To Singapore Residents: This publication is distributed in Singapore by the Royal Bank of Canada, Singapore Branch, a registered entity granted offshore bank licence by the Monetary Authority ofg p p g p y y , g p , g y g y y y
Singapore. This material has been prepared for general circulation and does not take into account the objectives, financial situation, or needs of any recipient. You are advised to seek independent advice
from a financial adviser before purchasing any product. If you do not obtain independent advice, you should consider whether the product is suitable for you. Past performance is not indicative of future
performance. If you have any questions related to this publication, please contact the Royal Bank of Canada, Singapore Branch. Royal Bank of Canada, Singapore Branch accepts responsibility for this
report and its dissemination in Singapore.
To Japanese Residents: Unless otherwise exempted by Japanese law, this publication is distributed in Japan by or through RBC Capital Markets (Japan) Ltd., a registered type one financial instruments
firm and/or Royal Bank of Canada, Tokyo Branch, a licensed foreign bank.

® Registered trademark of Royal Bank of Canada. RBC Capital Markets is a trademark of Royal Bank of Canada. Used under license.
Copyright © RBC Capital Markets, LLC 2015 - Member SIPC

Copyright © RBC Dominion Securities Inc. 2015 - Member CIPF
Copyright © RBC Europe Limited 2015

Selling Blocks of Business 34

py g p
Copyright © Royal Bank of Canada 2015

All rights reserved



Don’t forget to fill out the survey
1st you must have download the ILTCI Mobile App 

- Go to your app store; search ILTCI.  It’s free.   

1. Find the session
2. Scroll to the 

bottom
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below the survey 

Tap on the 
answer you wish 
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