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Market Need for LTC

Elderly Population will More Projected Elderly LTC Expenditures
Than Double by 20401 Could Nearly Quadruple by 205072
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But Support is Declining?

Number of
Elderly 1. Population Projection - Middle Series, U.S. Census Bureau, 2000

2. GAO LTC Report, GAO-02-554T, 2002
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SKles& Market Share

New LTCI Sales by Premium Dominance by a Few
(Millions) Top 6 Carriers Have 80% of
$1,000 927 Individual Total 2007 Production
Group
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Individual & Group LTCI Annual Reviews, LIMRA

Sales have been Challenging
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Prospects

Qualified Lead
from Affiliated
Group
Endorsements

Agents’ Client
List

Referral

Worksite

Lead Generation
Results have been
Disappointing
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Agents

LTC Specialist
Carrier Agent

Occasional
Producer

Financial
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Security
Broker

Dominated by
Specialists

Individual SalesProcess
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Needs
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Proposition

Suitability

Feature
Choices

Disclosures

Application

Minimum 2 Hours
& Frequently
Multiple Meetings

Underwriting

Health
Questions

Interview
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to-Face)

Medication Use
MIB

Medical
Records

30 Day
Average Issue
Time & 17%
Declinations




Factors Driving Sales

* Who Buys LTCI? AHIP, 2007




Distribution

Distribution Method Key Sales Attributes

Independent Agents

LTC Specialists
PPGA*
Financial Planners

Existing Relationship

Referrals from Other Agents
Regional Sales Support

In Context of Financial Planning

Typically Direct Mail Solicitation

Captive Agents
P 9 ° No Prior Relationship

Stockbrokers e Hit & Miss by Some Financial Institutions &
Broker-Dealers

Group Brokers ° Leveraging Health Coverage Relationship

* Personal Producing General Agents

Evenly Split Between PPGA & Captives

2007 New Premiums by Distribution

Stockbrokers

9% Captives
GroupSIE}orokers 20%

PPGA Financial Institution
42% 1%

Page 7 U.S. Individual LTCI: 2006 Supplement, LIMRA, 2007




Complex Choicesand Options

Benefit Choices
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Comprehensive (Facility & Home Care),
Facility Only or Home Care Only
Daily Benefit Maximum

o $30 - $500 Daily Maximum

o Weekly or Monthly Available
Reimbursement or Cash

o Reimburse Actual Charges Up to Daily
Maximum, or

o Cash Benefit = % of Daily Maximum (30% to
100%)

Policy Benefit Maximum

o 2,3,4 Years, etc. Times Daily Maximum

o Unlimited Available

o Works Like a Bank Account
Elimination Period (Days Before Benefit
Payments Commence)

o 0, 30,90, 180 Day Typical

o 0 Day for Home Care Available

o Need to Satisfy Only Once

Shared Benefit

o Allows Couple to Share a Single Benefit Pool

Policy Options

Inflation Protection

o Daily Maximum and Policy Maximum Annual
Increases

o Increases for Life or Fixed Period
o 5% Compound, 5% Simple, Other %

o Guaranteed Purchase Option of Additional
Amount at Attained Age Entry Premiums

Alternate Plan of Care

o Pays Out-Of-Contract Benefits Subject to
Insurer’s Approval

Paid-Up
o Premiums Stop at Age 65, 20 Years, etc.

o Single Premium Not Available

Reduced or Expanded Home Care
Benefit

o 50%, 75% or 150% of Facility Daily Maximum
Restoration of Benefits

o Policy Benefit Maximum Restored if Not Claim
Eligible for 180 Days Following Recovery

Nonforfeiture
o Reduced Paid-Up Coverage if Lapsed




Key Risk Issuesfor LICI

e Morbidity

O Low Incidence (< 1% Per Yearon Inforce) &
High Severity

O Long-Tailed Risk —Lack of Credible Insured
Experience

o Utlization Trends —Changesin LTC Services
& Consumers’ Attitude towardsCare

e Persistency
O Lapse-Supported Product
O Annual Voluntary Lapses< 2%
O Mortality Improvement

e Investment
O Long Liabilty Duration — Reinvestment Risk

Potential Risk Offset with Annuities
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Pension Protection Act 2006

o Tax-Qualified LTC Benefitsin Life
Insurance & Annuity Combosare Tax-
Hee After 2009

e Cost of LIC Insurance ReducesCost Basis

e Permit Exchange (Sec. 1035) to Life

Combo, Annuity Combo or Sandalone
LTCI

e DAC Taxof 7.7%for Annuity Combos
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Usesof Annuities

Financial Protection if Other 66%
Investments Do Not Do Well or 75%
Inflation is Very High

_ 1%
Ret t
etirement Income 89%

Emergency Fund In Case
. 4%
of a Catastrophic lliness 5
: 63%
or Nursing Home Care

Financial Resource to Avoid 81%
Being a Burden on Children 81%

Financial Cushion in Case 84%
They or Their Spouses Live Well 820 °
Beyond Their Life Expectancy 0

0% 20% 40% 60% 80% 100%

B Under Age 64 OAge 64 & Older

NAVA 2007 Annuity Fact Book

PPA is Catalyst to Align Annuity & LTCI Worlds
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The Case for Annuity Combo

What are the ChancesYou Wil Need
Long Term Care in the Future?

°* 69%of Seniors 65+ will Need Some Form
of LTC

* Average LIC Period 3 Years
* 20%>5 Years

Long Term Care Over an Uncertain Future: What can Current Retirees Expect?
P. Kemper, H. Komisar & L. Alecxih, Inquiry Winter 2005/2006
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The Case for Annuity Combo

How Much will It Cost Per Year?

* Average Nursing Home Say: $68,000
* Average Assisted Living Say: $36,000
* Average Home Care: $20,000

Cost of Care Survey, Genworth Financial & CareScout, 2008
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The Case for Annuity Combo

Who will Pay for It?

Health Insurance: Nothing

Medicare:  Hrst 20 Daysin illed
Nursing Home

- BExcessof $128 Co-
Payment the Next 80
Days

« Rehabilitative Home
Care
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An Annuity Combo Example
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When LTC Benefit Higible, Draw Down on AV HFrst @4% of AV Per Month for 24 Months
When AV Exhausted, Additional 48 Months of LTC Benefits
Withdrawal Prior to Claim Reduces LTC Benefits Proportionately

Assumptions

Purchase Age 65 *  $68,000 Current LTC Service Cost =
LTC Benefit Eligible at Age 81 $141,000 Projected Cost @ Age 81
100 BP Purchased-Age Based (5% Intlation on Cost)

Asset Charge *  $136,000 Single Deposit

6% Annual Earned Rate

$350,000 - E= AV Drawn Down

3 Additional LTC Benefits $283,000
Account Value

$300,000 +

i /

—— Account Value

$250,000

If Eligible, $141,000 Annual

LTC Tax-Free Benefit for 6
/ Years = $848,000 Total

$200,000

$150,000

$100,000

$50,000

$0




Design Considerations

e Product Smplicity

e Underwriting

e Low Price vs. High Price
e Cashvs Reimbursement
e Form of LTIC Charges

e Rate Guarantee

e Anclillary Benefits
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Annuity Combo Advantages

Consumers

e Overcome the “Use It orLose It” Concern
with Sandalone LICI

e Tax-Hee LIC Benefits

e Tax-Hee Insde Build-Up if Used for LTC
e 1035 Exchange

e Potentially Smplified Product

e Built-In Inflation Protection

. A Viable Alternative to Standalone LTCI




Annuity Combo Advantages

Producers

e Broaden Market Appeal for Annuities
e Add-On Sales
e 1035 Exchange Xles

e Potential Incremental lncome from
Renewal Commissions
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Annuity Combo Advantages

Insurers

e Increased Attractivenessof Annuitiesas
a Retirement Vehicle

o AOQ

e Im

ditional Marginsfrom LTC Charges

oroved Persistency

e Risk Hedging Opportunities

e Capitalize on 1035 Exchanges
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Potentially a Game Changer




RIA-SHM Solution

One-Sop Solution for Best-In-Class Services

e Product Development & Implementation
upport

e Reinsurance

e XAles& Marketing Support

e Agent Training

e Underwriting & Claim Administration

e Valuation, Reinsurance Reporting,
Satutory Reporning & Experience Analysis

Minimize Market Entry Costs & Risks
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Questions/Comments




