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Good afternoon.  My name is Maureen Mason and I am a Deputy Commissioner at the Department of Insurance over the Rate Regulation Branch.  Thank you for inviting me to testify today.  You’ve asked me to describe the state of the market as it relates to nursing home liability and provide an overview of rate increases over the past few years.

What we have seen in California over the past few years is an increase in losses and loss ratios and a reduction in the number of companies willing to write this type coverage.  In 2001 the Department’s Statistical Analysis Bureau conducted a data call to gather information regarding the availability of liability coverage for long-term care facilities – specifically skilled nursing care and assisted living facilities.  This data call provided several pieces of information regarding the market for this coverage.  I’d like to share some of that information with you now.

First, the data call was sent to 448 companies licensed to write commercial multiperil or other liability insurance.  Only thirty-three (33) companies or 7.4% responded to the data call indicating they wrote nursing home liability coverage during the period requested which was from 1997 to 2000.  What we found was that currently only 21 companies representing 13 insurers groups indicated they are writing long term care liability coverage of any kind and four of these have stopped writing new business.

Second, of the 21 companies that indicated they are currently writing long term care coverage, only eight (8) of these companies continue to provide coverage for skilled nursing home facilities which provide a higher level of care and more complicated medical services including injections, physical and occupational therapy, tube feeding, etc.  The greater number of carriers offer coverage for assisted living or residential care facilities which provide basic support services such as bathing, dressing eating, etc but no medical services.

Third, companies responding to the data call indicated that they provided coverage for only 844 of roughly 1400 long term care facilities; and only 185 skilled nursing home facilities had coverage.

The loss experience developing over the past few years has been very poor.  Prior to 1998 the Rate Regulation Branch received a few rate increase requests in the 9%-15% range.  Beginning in 1998 the Department began seeing requests for increases in the range of 30% - 35% and more recent years up to 127%. The Department has approved a rate increase as high as 69.5%.  These rate increases correspond to rates per bed ranging from about $300.00 to $800.00 depending on location in the state.  The average premium per facility has risen from $3946 in 1997 to $9794 in 2000, an increase of 248%.

Industry loss ratios over the last few years support this need for rate increases.  Although improving in more recent years the loss experience data is still poor.  Loss ratios for the past 5 years were at a high of 216% in 1997 to 107% in 2000.  Year 2001 data will not be available for a couple of more months.  

The change in loss experience data appears to be driven by an increase in the severity of claims rather than an increase in frequency of claims.  An increase in litigation costs has clearly impacted the losses incurred by companies writing long-term care coverage. 

While two new carriers have entered the market in the past two years, a greater number have stopped offering this coverage.  All our research leads the Department to express great concern about the availability and affordability of coverage for long term care facilities.  While rate relief has been supported by the developing experience, continued rate increases will not resolve the problem facing long-term care facilities.  Indeed additional increases will only add to the problem of affordability.  Unless the underlying reasons for the poor experience can be addressed this industry can expect to see little change.  The Department is willing to work with this committee, the Department of Health Services and the industry toward resolutions.

Thank you for this opportunity to address this committee.

