
IN THE COMMONWEALTH COURT OF PENNSYLVANIA 

In re: Senior Health Insurance Company 
of Pennsylvania in Rehabilitation  

:
:
:

No. 1 SHP 2020 

ORDER 

AND NOW, THIS ______ day of _____________, 2021, upon consideration 

of the Rehabilitator’s Application for Order Regarding Actuarial Memorandum, 

together with consideration of the Actuarial Memorandum and Approval Letter 

submitted therewith, as well as any response to the Application for Order Regarding 

Actuarial Memorandum, it is hereby ORDERED that the Application is GRANTED.   

The Court finds that the Rehabilitator has complied with the requirements 

stated in paragraphs 3 and 4 of the Order entered on August 24, 2021, approving the 

rehabilitation plan.  The Court accepts and adopts the Pennsylvania Insurance 

Department’s conclusion that the premium rate methodology proposed in the 

Actuarial Memorandum for Phase One is actuarially justified, not unfairly 

discriminatory, and reasonable in relation to the benefits paid.  The Rehabilitator has 

satisfied any burden imposed upon her to establish the reasonableness of the 

premium rates charged, and the use and application of the If Knew Premium rate is 

a proper exercise of her discretion. 
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Accordingly, it is hereby further ORDERED that: 

1. The Rehabilitator may continue to implement the Approved 

Rehabilitation Plan; 

2. For that purpose, the Rehabilitator is authorized to use the premium 

rates proposed for Phase One (i) for all policies issued in any state which  

affirmatively opted-in to the Approved Rehabilitation Plan; (ii) for all policies issued 

in any state which is deemed by the Rehabilitator to have opted-in to the premium 

rate modification provisions of the Approved Rehabilitation Plan by its inaction or 

its failure to comply with the opt-out requirements set forth in the Approved 

Rehabilitation Plan as approved by this Court; and (iii) for the calibration of benefit 

adjustments for all policies issued in any state that has opted out of the premium rate 

modification provisions of the Approved Rehabilitation Plan; 

3. On and after the Effective Date for each policyholder, the Rehabilitator 

shall adjust premium rates and benefit payments in accordance with the provisions 

of the Approved Rehabilitation Plan; and 

4. The Rehabilitator may make payments and disburse SHIP funds only 

in accordance with the terms of the Approved Rehabilitation Plan and the Orders of 

the Court. 

___________________________________ 
MARY HANNAH LEAVITT 

      PRESIDENT JUDGE EMERITA
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IN THE COMMONWEALTH COURT OF PENNSYLVANIA 

In re: Senior Health Insurance Company 
of Pennsylvania in Rehabilitation  

 :
:
:

No. 1 SHP 2020 

APPLICATION FOR ORDER REGARDING ACTUARIAL 
MEMORANDUM AND PREMIUM RATES IN PHASE ONE

Jessica K. Altman, Insurance Commissioner of the Commonwealth of 

Pennsylvania, in her capacity as the Statutory Rehabilitator (“Rehabilitator”) of 

Senior Health Insurance Company of Pennsylvania (“SHIP”), respectfully asks this 

Court to enter an Order recognizing the Rehabilitator’s compliance with this Court’s 

requirements for plan implementation.  In support, the Rehabilitator submits the 

requested Actuarial Memorandum for SHIP and the Pennsylvania Insurance 

Department’s approval of that Actuarial Memorandum, and states as follows: 

Introduction 

1. On August 24, 2021, this Court entered an Order approving the 

proposed Second Amended Plan of Rehabilitation.  (Approval Order at ¶ 1.)   

2. Consistent with the Approval Order and this Court’s subsequent Order 

approving a settlement with certain intervening agents and brokers, the Rehabilitator 

made minor updates to the Second Amended Plan and filed that modified plan as the 

Approved Plan to be implemented for the rehabilitation of SHIP.  (See Settlement 
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Approval Order entered September 13, 2021; Approved Plan filed September 24, 

2021 and corrected September 30, 2021.) 

3. The Court’s Approval Order directed the Rehabilitator to take certain 

steps establishing that the proposed If Knew premium rates for Phase One are 

“reasonable in relation to the coverage provided in the policy.”  (Opinion supporting 

Approval Order at 79-80.)   

4. Specifically, the Rehabilitator was required to (a) “promptly submit an 

actuarial memorandum in support of the If Knew Premium rates to be used in Phase 

One of the Second Amended Plan [i.e., the Approved Plan] of Rehabilitation to the 

Pennsylvania Insurance Department for its review and approval,” and (b) “designate 

an appropriate deputy insurance commissioner to review the actuarial memorandum 

submitted to the Insurance Department.”  (Approval Order at 3, 4.)   The 

Rehabilitator has complied with both requirements.   

The Actuarial Memorandum

5. First, the Rehabilitator directed Oliver Wyman to complete the required 

Actuarial Memorandum in support of the Approved Plan. 

6. Attached as Exhibit A is the October 14, 2021, Actuarial Memorandum 

prepared by Oliver Wyman in support of the premium rates and policy restructuring 

proposed to be applied through the Approved Plan.   
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7. As set forth in the cover letter accompanying the Actuarial 

Memorandum, it “describes actuarial considerations and methodologies associated 

with If Knew Premium Rating, Self-Sustaining Premium Rating, and the insurance 

liability restructuring associated with the Rehabilitation Plan.”  (Ex. A at 3.)   

8. “The purpose of [the Actuarial Memorandum] is to explain the 

aforementioned methodologies and demonstrate that they represent actuarially 

justifiable methodologies.”  (Id.) 

9. The Actuarial Memorandum “is a statement of actuarial opinion under 

the guidelines promulgated by the American Academy of Actuaries.”  (Id.) 

Approval by an Independent Deputy Commissioner 

10. Second, the Actuarial Memorandum was approved by an independent 

Deputy Commissioner designated by Commissioner Altman to review the Actuarial 

Memorandum pursuant to the Approval Order. 

11. Attached as Exhibit B is an approval letter from Shannen M. Logue, 

Deputy Insurance Commissioner of Product Regulation (“Approval Letter”).   

12. The Office of Product Regulation and Administration overseen by 

Deputy Commissioner Logue is responsible for, inter alia, reviewing and regulating 

the insurance rates charged and policy forms sold for long-term care and other types 

of insurance. 
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13. Deputy Commissioner Logue and her staff “acknowledge[d] and 

approve[d] the actuarial considerations and calculation methodologies” in the 

Actuarial Memorandum.  (Ex. B.) 

14. Specifically, Deputy Commissioner Logue found that the proposed If 

Knew premium rates “are adequate on a lifetime basis, but past losses are not 

recuperated.”  (Id.) 

15. Deputy Commissioner Logue explained that the proposed If Knew 

premium rates—as well as the Self-Sustaining Premium rating proposed for Phase 

Two—were “actuarially justified and appropriate.”  (Ex. B.)1

16. Ultimately, Deputy Commissioner Logue and her actuarial staff 

concluded that the “presented approach [in the Actuarial Memorandum] is 

actuarially justified [and] not unfairly discriminatory.”  (Ex. B.) 

Conclusion

17. Based on the foregoing, the Rehabilitator respectfully asks this Court 

to enter the attached proposed order accepting the Actuarial Memorandum and 

1 As this Court recognized, “the results of Phase One will be evaluated to determine 
whether additional policy modifications may be necessary,” and “[t]he scope of 
Phase Two can only be determined after the completion of Phase One and an 
assessment of the remaining funding gap.”  (Approval Opinion at 9, 16 n.6.)  Thus, 
although the Pennsylvania Insurance Department has approved the Self-Sustaining 
Premium rate methodology, the Rehabilitator intends to return to the Court prior to 
implementing Phase Two.  (Id. at 16 n.6.) 
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Approval Letter as evidence of compliance with this Court’s Approval Order and 

authorizing the Rehabilitator to rely on the Actuarial Memorandum and Approval 

Letter in implementing the Approved Plan in Phase One. 

Dated: December 21, 2021 Respectfully submitted,  

/s/ Michael J. Broadbent  

Dexter R. Hamilton, PA ID 50225 
Michael J. Broadbent, PA ID 309798 
Haryle Kaldis, PA ID 324534 
COZEN O’CONNOR 
1650 Market Street, Suite 2800 
Philadelphia, PA 19103 

Leslie M. Greenspan, PA ID 91639 
TUCKER LAW GROUP 
1801 Market Street, Suite 2500 
Philadelphia, PA 19103 

Counsel for Jessica K. Altman, 
Insurance Commissioner of the 
Commonwealth of Pennsylvania, as 
Statutory Rehabilitator of SHIP 
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CONFIDENTIALITY 
Our clients’ industries are extremely competitive, and the maintenance of confidentiality with 
respect to our clients’ plans and data is critical. Oliver Wyman rigorously applies internal 
confidentiality practices to protect the confidentiality of all client information. 

Similarly, our industry is very competitive. We view our approaches and insights as proprietary and 
therefore look to our clients to protect our interests in our proposals, presentations, methodologies 
and analytical techniques. Under no circumstances should this material be shared with any third 
party without the prior written consent of Oliver Wyman. 

© Oliver Wyman 
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Laura Slaymaker, Esq. 
Deputy Insurance Commissioner 
Office of Liquidations, Rehabilitations and Special Funds 
Pennsylvania Insurance Department 

Patrick Cantilo, Esq. 
Special Deputy Rehabilitator, on behalf of 
Pennsylvania Insurance Department 

Robert Robinson 
Chief Rehabilitation Officer, on behalf of 
Pennsylvania Insurance Department 

October 14, 2021 

Rehabilitation Plan of Senior Health Insurance Company of Pennsylvania 
Premium Rating and Insurance Liability Restructuring 

Ms. Slaymaker, Mr. Cantilo and Mr. Robinson: 

This report describes actuarial considerations and methodologies associated with If Knew Premium 
rating, Self-Sustaining Premium rating, and the insurance liability restructuring associated with the 
Rehabilitation Plan of the Senior Health Insurance Company of Pennsylvania (“SHIP”). We are 
seeking the Pennsylvania Insurance Department’s approval of the calculation methodology 
underlying the insurance liability restructuring. 

Section 1 provides background and the scope of our work. Section 2 provides a high-level overview 
of the Rehabilitation Plan Options and Phases. If Knew Premium rating is described in Section 3. Self-
Sustaining Premium rating is described in Section 4. Insurance liability restructuring is described in 
Section 5.  

Section 6 specifies the distribution and use of this report. Section 7 defines the limitations and 
restrictions on the usage of this report. 

The purpose of this report is to explain the aforementioned methodologies and demonstrate that 
they represent actuarially justifiable methodologies. As such, the report is considered a statement of 
actuarial opinion under the guidelines promulgated by the American Academy of Actuaries. The 
Oliver Wyman professionals responsible for developing this report are members of the Academy and 
meet the Qualification Standards of the Academy to render the statements and opinions contained 
herein.  

Sincerely, 

Dean Kerr, FSA, MAAA, ACIA 
Partner  

Dustin Plotkin, FSA, MAAA, ACIA 
Principal 

Stephanie Moench, FSA, MAAA 
Senior Consultant 
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1. BACKGROUND AND SCOPE 
The Pennsylvania Insurance Department (“PID”) retained Oliver Wyman Actuarial Consulting, Inc. 
(“Oliver Wyman”, “we”, or “us”) to provide actuarial services in support of the Rehabilitation Plan 
(“Plan”) of Senior Health Insurance Company of Pennsylvania (“SHIP”). On January 29, 2020, SHIP 
was placed in rehabilitation by the Commonwealth Court of Pennsylvania. The Pennsylvania 
Insurance Commissioner, acting in her capacity of Statutory Rehabilitator, submitted an initial draft 
of the Plan on April 22, 2020, an amended version of the Plan on October 21, 2020, a second 
amended version of the Plan on May 3, 2021, and an approved version of the Plan on September 30, 
2021. 

SHIP’s insurance business (the “Block”) contains long-term care (“LTC”) policies that were primarily 
issued in the 1990s. SHIP ceased issuing new policies in 2006. The Block consists of 35,692 in-force 
lives and $52 million of annualized premium1 as of July 31, 2021. 

The Plan requires actuarial calculations that will be used for several purposes, including but not 
limited to: (1) the measurement of SHIP’s current liabilities, (2) the liabilities that may emerge under 
various Plan outcome scenarios, and (3) the development of premium rates for several options that 
will be offered to policyholders in rehabilitation. 

This report describes actuarial considerations and methodologies associated with If Knew Premium 
rating, Self-Sustaining Premium rating, and insurance liability restructuring associated with the Plan. 

This report is considered a statement of actuarial opinion under the guidelines promulgated by the 
American Academy of Actuaries (the “Academy”). The professionals responsible for developing this 
report are members of the Academy and meet the Qualification Standards of the Academy to render 
the opinion contained herein. 

This report and the information contained herein are furnished solely for PID’s internal use. They 
shall not be disclosed in whole or in part to any third party without Oliver Wyman’s prior written 
consent. 

The values and conclusions discussed in this report are subject to the limitations described in Section 
7 of this report. 

 
1 Policies assumed from Transamerica, Primerica, and American Health and Life (the “Assumed Policies”) will not be 
modified under the Plan. In-force lives and annualized premium figures exclude assumed business. Additionally, the 
annualized premium amount does not include policies that are in nonforfeiture status or have a lifetime waiver of 
premium. 
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2. REHABILITATION PLAN OVERVIEW 
The Plan presents several policy modification options (“Options”) to SHIP’s policies. 

The Plan will operate in three phases. The steps to implement Phase One will commence following 
the Plan's approval and will present five Options to policyholders: 

1. Option 1: Continue paying the current premium rate but, if it is less than the “If Knew 
Premium Rate” (described in Section 3), have benefits reduced in accordance with Plan 
provisions so that the premium for the reduced benefits on an If Knew Premium Rate basis is 
equal to the current premium rate. 

2. Option 2: Select a standardized set of policy endorsements that provide essential benefits at 
a lower premium rate than Option 4. Specifically, the premium rate charged will be the If 
Knew Premium Rate corresponding to the policy's benefits after implementing the 
endorsements. 

3. Option 2a: An enhanced version of Option 2 in which richer benefits will be available at a 
higher premium rate. 

4. Option 3: Receive a non-forfeiture option (“NFO”) through which the policyholder will 
receive a Reduced Paid-Up (“RPU”) policy providing limited benefits, but for which SHIP will 
charge no future premiums. Policyholders who elect this Option will never pay additional 
premiums, and their policies will never lapse. 

5. Option 4: Retain the current policy benefits and pay the greater of the If Knew Premium 
Rate (associated with their current policy benefits) and the current premium rate. 

The Plan will provide policies issued in states that formally opt out of the Plan’s modification of 
premium rates an alternative set of options in Phase One upon approval by the Rehabilitator and the 
Commonwealth Court (“Opt-out States”). The premium rating methodology for Opt-out States in 
Phase One is also on an If Knew Premium rating basis, consistent with the definition in Section 3 
below. 

SHIP has 8,116 policies that are in NFO status as of July 31, 2021. These policies will never pay a 
premium and will not be subject to modification by the Plan. 

In addition, there are 9,608 policies subject to the Plan as of July 31, 2021 for which the current 
premium rates are no less than the corresponding If Knew Premium Rates. These policyholders can 
elect Plan Option 4 to maintain their current benefits without requiring a premium rate increase in 
Phase One. Option 4 is the default Plan Option for policies with current premium rates that are no 
less than the corresponding If Knew Premium Rates. 

In Phase Two, the Rehabilitator will evaluate the results of Phase One and will determine if 
additional policy modifications are necessary for certain cohorts of policies. The Plan will use “Self-
Sustaining Premiums” (described in Section 4) to make such modifications. The specific details and 
calculation methodologies for Phase Two of the Plan are subject to change depending on the 
circumstances following Phase One. 

In Phase Three, SHIP will complete its run-off of the Block. The methodology of Phase Three is 
outside the scope of this report.  
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3. IF KNEW PREMIUM RATING  

3.1. Background 
The Plan prescribes the use of an If Knew Premium rating methodology to calculate premium rates in 
Phase One. The principle underlying If Knew Premium rating is that it represents the premium rate 
that would have been requested at policy issue had current assumptions been used in original 
pricing. Under this approach, policies are re-priced such that premiums would be adequate on a 
lifetime basis, but past losses are not recuperated. 

The If Knew Premium Rate described in the Plan is the premium rate that, if applied from policy 
issue, achieves an expected lifetime loss ratio of 60%. 

3.2. Calculation methodology 
If Knew Premium Rates are calculated on a seriatim basis based on each policyholder’s individual 
characteristics (e.g., gender, issue age) and product features (e.g., benefit period, inflation 
protection), and without regard to a policyholder’s current attained age, state of issue, state of 
residence, health conditions, or premium-paying status. 

If Knew Premium Rates are calculated using the following methodology: 

1. Assume all in-force policyholders who are subject to the Plan to be active and premium 
paying. 

2. Calculate the present value (“PV”) of benefits and premiums for each policy, as of its original 
policy issue date, under SHIP’s best estimate actuarial assumptions, as documented in Oliver 
Wyman’s Assumption Report dated August 24, 2021. 

a. Current premium, which may differ from the premium at policy issue, is used in this 
calculation. 

b. Current product features and benefit coverages are reflected in this calculation. 

3. Calculate the ratio of PV of benefits divided by PV of premiums for each policy. Divide this 
value by a 60% target loss ratio to determine the If Knew Premium Rate factor. 

4. Set each policy’s If Knew Premium Rate to the current premium rate multiplied by the If 
Knew Premium Rate factor. 

The above methodology is represented formulaically as follows: 

𝐼𝐼𝐼𝐼 𝐾𝐾𝐾𝐾𝐾𝐾𝐾𝐾 𝑃𝑃𝑃𝑃𝐾𝐾𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝑅𝑅𝑅𝑅𝑅𝑅𝐾𝐾𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 =  𝐶𝐶𝑃𝑃𝑃𝑃𝑃𝑃𝐾𝐾𝐾𝐾𝑅𝑅 𝑃𝑃𝑃𝑃𝐾𝐾𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝑅𝑅𝑅𝑅𝑅𝑅𝐾𝐾𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑥𝑥 
𝑃𝑃𝑃𝑃 𝑏𝑏𝐾𝐾𝐾𝐾𝐾𝐾𝐼𝐼𝑃𝑃𝑅𝑅𝑏𝑏𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑃𝑃𝑃𝑃 𝑝𝑝𝑃𝑃𝐾𝐾𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑏𝑏𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝⁄

𝑇𝑇𝑅𝑅𝑃𝑃𝑇𝑇𝐾𝐾𝑅𝑅 𝐿𝐿𝐿𝐿𝑏𝑏𝑏𝑏 𝑅𝑅𝑅𝑅𝑅𝑅𝑃𝑃𝐿𝐿 (60%)  

3.3. Rehabilitation Plan usage 
If Knew Premium rating is used in Phase One for all premium calculations associated with Plan 
Options 2, 2a, and 4. If Knew Premium rating is also used to determine benefit reductions associated 
with Option 1 of the Plan. 

Benefit reductions under Option 1 are calibrated such that the If Knew Premium Rate for the 
reduced benefits is equal to the current premium rate. 
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The premium rate under Options 2 and 2a is the If Knew Premium Rate under the Basic Policy or 
Enhanced Basic Policy endorsements, respectively. The calculation methodology for these options is 
consistent with that described in Section 3.2, with the exception that the If Knew Premium Rate is 
based on a policy’s benefits after implementing the endorsements. 

Unless it is already at or above that rate, the premium rate associated with Option 4 is the If Knew 
Premium Rate based on current product features and benefit coverages. 

Policies on waiver of premium as of the Phase One Effective Date are only required to pay an If Knew 
Differential Premium, calculated as the difference between the If Knew Premium Rate and the 
current premium rate (i.e., the premium rate prior to Phase One). 

Policies issued in Opt-out States will be offered an alternative set of options. Premium and benefit 
reductions under these options will be calculated using the If Knew Premium rating methodology in 
Phase One of the Plan. 

3.4. Rationale for use 
If Knew Premium rating is one of several common actuarial methodologies used in part or in whole 
for premium rate re-pricing. The mechanics of the calculation are analogous to a net level premium 
calculation often used in the determination of statutory reserves. If Knew Premium rating or similar 
methodologies are often requested of insurers seeking LTC premium rate increase by state insurance 
departments as a comparator to the rating methodologies employed by insurers. Further, the use of 
If Knew Premium rating has precedence under similar circumstances to SHIP: it was the 
methodology used to set premiums in the liquidation of Penn Treaty. 

A key element of If Knew Premium rating is that it does not seek to recuperate potential past losses 
incurred by the company; rather, it re-prices policies adequately on a lifetime basis using current 
actuarial assumptions. In general, If Knew Premium rating results in premium rates that are lower 
than other common methodologies used by insurers seeking premium rate increases. 

Finally, the Plan employs the If Knew Premium rating methodology on a seriatim basis. This means 
that a distinct premium rate is determined for each individual policy based on individual policy 
characteristics and product features without regard to a policyholder’s current attained age, state of 
issue or state of residence. In doing so, the Plan does not take into account the policyholder’s 
current state of health. Performing the If Knew Premium calculation on a seriatim basis, rather than 
on a grouped basis, reduces the potential for premium rate subsidization within and across different 
cohorts of policies. 
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4. SELF-SUSTAINING PREMIUM RATING 

4.1. Background 
In the event Phase One of the Plan does not eliminate the company’s deficit, the Plan prescribes the 
use of a Self-Sustaining Premium rating to calculate policy premiums and benefits in Phase Two. 

Self-Sustaining Premium Rates are the projected premium rate levels required to eliminate any 
remaining deficit after Phase One of the Plan. A policy is considered Self-Sustaining if its projected 
future premium payments and Allocable Assets (as defined in Section 4.2) equal or exceed its 
projected future benefits and expenses. 

Please note that the specific details and calculation methodologies for Phase Two of the Plan are 
subject to change depending on the circumstances following Phase One. 

4.2. Calculation methodology 
Similar to If Knew Premium Rates, Self-Sustaining Premium Rates are calculated on a seriatim-basis 
based on each policyholder’s individual characteristics (e.g., gender, issue age) and product features 
(e.g., benefit period, inflation protection), and without regard to a policyholder’s current attained 
age, state of issue, state of residence, health conditions, or premium-paying status. 

Self-Sustaining Premium Rates take into consideration the company’s deficit, asset balance, and 
cumulative premium paid (or waived) for each policy. 

Self-Sustaining Premium Rates are calculated using the following methodology: 

1. Assume all in-force policyholders who are subject to Phase Two modifications (as defined in 
Section 4.3) are active and premium-paying. 

2. Calculate Gross Premium Reserves (“GPV”) for each policy as of the Phase Two Effective 
Date under SHIP’s best estimate assumptions. GPV is defined as the PV of future benefits, 
plus the PV of future expenses, minus the PV of future premiums. 

3. Notionally allocate assets to each policy as of the Phase Two Effective Date using the 
following formula: 

𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨 𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑 =  𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨 𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 𝒙𝒙 
𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨 𝑷𝑷𝒂𝒂𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨 𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑

𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨 𝑷𝑷𝒂𝒂𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨
 

Allocable Assets is defined as SHIP’s book value of invested assets less a portion set aside to 
pay for costs and expenses of administration, contingencies, accrued but unpaid claim 
payments, and certain debts of higher priority. Accumulated Premium is the sum of all 
premiums paid and waived from issue for in-force policies, without allowance for interest. 
Aggregate values reflect all in force lives (i.e., active and disabled lives). 

4. Calculate the Shortfall Amount for each policy as the difference between its GPV and 
Allocable Assets. 

a. A redundancy exists if the Shortfall Amount is below zero. When this occurs, the 
redundancy is allocated on a pro-rata basis to policies with a positive Shortfall 
Amount. 
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5. Set each policy’s Self-Sustaining Premium Rate to the premium rate that would eliminate its 
remaining Shortfall Amount (after any pro-rata redundancy allocation), based on the 
following formula: 

𝑺𝑺𝑨𝑨𝑨𝑨𝑺𝑺 − 𝑺𝑺𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝒑𝒑𝑺𝑺𝒑𝒑𝑺𝑺𝒂𝒂 𝑷𝑷𝒂𝒂𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨 𝑹𝑹𝑨𝑨𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑 =  𝑷𝑷𝑷𝑷𝑨𝑨𝑨𝑨𝑨𝑨 𝑶𝑶𝑺𝑺𝑨𝑨 𝑷𝑷𝒂𝒂𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨 𝑹𝑹𝑨𝑨𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑 𝒙𝒙�𝟏𝟏 +  
𝑺𝑺𝑷𝑷𝑨𝑨𝒂𝒂𝑨𝑨𝑺𝑺𝑨𝑨𝑨𝑨𝑨𝑨 𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑺𝑺𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑 
𝑷𝑷𝑷𝑷 𝒑𝒑𝒂𝒂𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑

� 

where Phase One Premium Rate is the premium rate applicable to each policy at the 
conclusion of Phase One. PV premiums is the present value of future Phase One premiums. 

Policies on waiver of premium as of the Phase Two Effective Date are only required to pay a Self-
Sustaining Differential Premium, calculated as the difference between the Self-Sustaining Premium 
Rate and the current premium rate (i.e., the premium rate prior to Phase One). As a result, 
premiums paid by policies on waiver are insufficient to cover their entire Shortfall Amount (if a 
Shortfall Amount exists); thus, an aggregate multiplicative factor is applied to the Self-Sustaining 
Premiums of all policies (including those on waiver) to ensure that the sum of total projected 
premiums (based on SHIP’s best estimate assumptions) is sufficient to cover the total Shortfall 
Amount. 

4.3. Rehabilitation Plan usage 
The Plan will use Self-Sustaining Premiums to determine Phase Two policy modifications in a manner 
that is similar to the Plan’s use of If Knew Premium Rates in Phase One (refer to Section 3.4). Self-
Sustaining Premium rating is used in Phase Two for all premium calculations associated with Plan 
Options 2, 2a, and 4. Self-Sustaining Premium rating is also used to determine benefit reductions 
associated with Option 1 of the Plan. 

The Plan exempts from Phase Two modifications any policy satisfying at least one of the following 
three criteria. 

1. Policies who elect Options 2, 2a, or 3 in Phase One of the Plan. 

2. Policies that are Self-Sustaining after Phase One of the Plan. 

3. Policies whose benefits are fully covered by applicable Guaranty Associations after Phase 
One of the Plan (i.e., policies that have a Maximum Policy Value below Guaranty Association 
limits, where Maximum Policy Value is as defined in the Plan). 

Similar to Phase One of the Plan, policies issued in Opt-out States will be offered an alternative set of 
options in Phase Two. Premium and benefit reductions associated with Opt-out State options will be 
calculated using the Self-Sustaining rating methodology. Separate pools of assets will be determined 
for use in the calculation of the total Shortfall Amount for Opt-in and Opt-out States. Assets will be 
allocated between the two pools in proportion to the Accumulated Premium paid by the policies in 
each pool. 

4.4. Rationale for use 
The goal behind Self-Sustaining Premium rating is to eliminate any shortfall that may remain at the 
conclusion of Phase One of the Plan. Self-Sustaining premium rating determines premium rates that 
are projected (based on SHIP’s best estimate assumptions) to fund in-force policies without 
additional future premium rating activities. 
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Please note that the specific details and calculation methodologies for Phase Two of the Plan are 
subject to change depending on the circumstances following Phase One. 
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5. INSURANCE LIABILITY RESTRUCTURING 

5.1. Background 
As part of the Plan, policyholders will make policy elections that will consequently reduce SHIP’s 
statutory and tax liabilities through a combination of modifications to premiums and benefits. A 
significant and immediate reduction in SHIP’s liabilities is anticipated upon the effective date 
associated with Phase One and subsequently upon the effective date associated with Phase Two. 

In order to minimize adverse federal income tax consequences to SHIP and its policyholders 
stemming from rehabilitation, policy liabilities will be restructured in accordance with the yet-to-be-
completed Rehabilitator’s Statement Regarding Restructuring of Insurance Liabilities in 
Rehabilitation (“Restructuring Statement”). The planned restructuring will not affect any 
policyholder’s or other creditor’s rights under the Plan or the obligations of any State’s Guaranty 
Association (“GA”). 

The purpose of this section of Oliver Wyman’s Report is to provide additional detail behind the 
actuarial calculations described in the Restructuring Statement, including the use of a Premium 
Deficiency Reserve (“PDR”) to mitigate unintended federal income tax consequences associated with 
the multi-phased Plan.  

Please note that Oliver Wyman is not qualified to offer tax advice, and this report does not 
constitute tax advice.   

5.2. Calculation methodology 
Per the anticipated Restructuring Statement (of which Oliver Wyman was furnished a draft), policy 
liabilities, as measured on a GPV basis, will be bifurcated into unfunded and funded components as 
of the restructuring Effective Date (“ED”). 

The unfunded component is referred to as the Unfunded Benefit Liability (“UBL”). The funded 
component is referred to as the Initial Funded Restructured Policy Value (“IFRPV”). Further details 
are provided in the Restructuring Statement. 

5.2.1. Initial Funded Restructured Policy Value 
IFRPV will first be calculated at the aggregate level and subsequently allocated to the policy level. 

The company level IFRPV will be calculated using the following formula: 

𝑰𝑰𝑰𝑰𝑹𝑹𝑷𝑷𝑷𝑷𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 = 𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨 𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 

where Allocable Assets is determined as of the restructuring ED and is defined in Section 4.2. IFRPV 
will be further allocated to the policy-level based on the following formula: 

𝑰𝑰𝑰𝑰𝑹𝑹𝑷𝑷𝑷𝑷𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑 = 𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨 𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 𝒙𝒙 
𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨 𝑷𝑷𝒂𝒂𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑

𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨𝑨 𝑷𝑷𝒂𝒂𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝑨𝑨𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨
 

where Accumulated Premium is determined as of the restructuring ED and is defined in Section 4.2. 
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IFRPV will be measured on an ongoing basis in accordance with SHIP’s financial monitoring activities 
while in rehabilitation and will not be “locked in” as of the restructuring ED. 

5.2.2. Statutory and Premium Deficiency Reserves (“PDR”) 
Due to the multi-phased nature of the Plan, which is anticipated to occur over multiple years, a 
mechanism in the actuarial liability calculation is required to mitigate unintended federal income tax 
consequences that could otherwise negatively impact SHIP and its policyholders in rehabilitation. 

A PDR will be used as the mitigant, as fluctuations in PDR do not influence federal income tax 
calculations. The PDR will be calculated using the following formula: 

𝑷𝑷𝑷𝑷𝑹𝑹𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 =  𝑴𝑴𝑨𝑨𝒙𝒙 [𝑮𝑮𝑷𝑷𝑷𝑷𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 −  𝑰𝑰𝑰𝑰𝑹𝑹𝑷𝑷𝑷𝑷𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 ,𝟎𝟎] 

The PDR will be measured on an ongoing basis in accordance with SHIP’s financial monitoring 
activities while in rehabilitation and will not be “locked in” as of the restructuring ED. 

The PDR will be allocated to all active (i.e., non-disabled) policies in proportion to their IFRPV using 
the following formula: 

𝑷𝑷𝑷𝑷𝑹𝑹𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑 =  𝑷𝑷𝑷𝑷𝑹𝑹𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 𝒙𝒙 
𝑰𝑰𝑰𝑰𝑹𝑹𝑷𝑷𝑷𝑷𝒑𝒑𝑨𝑨𝑨𝑨𝒑𝒑𝑨𝑨𝒑𝒑 (𝑨𝑨𝑨𝑨𝑨𝑨𝒑𝒑𝒂𝒂𝑨𝑨 𝑨𝑨𝒑𝒑𝒂𝒂𝑨𝑨𝑨𝑨)

𝑰𝑰𝑰𝑰𝑹𝑹𝑷𝑷𝑷𝑷𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 (𝑨𝑨𝑨𝑨𝑨𝑨𝒑𝒑𝒂𝒂𝑨𝑨 𝑨𝑨𝒑𝒑𝒂𝒂𝑨𝑨𝑨𝑨)
 

As of the restructuring ED, the PDR will be equivalent to the UBL (as defined in Section 5.2.3). The 
PDR is anticipated to decrease as policyholders make elections through each Phase of the Plan. The 
PDR will be eliminated when SHIP’s overall GPV reduces to the level of its IFRPV (or Allocable Assets). 
This would occur in the event SHIP’s overall liabilities become Self-Sustaining, as described in Section 
4 of this report. 

Consistent with SHIP’s existing financial reporting activities, statutory reserves will continue to be 
determined on a GPV basis (since minimum reserves, as defined in the National Association of 
Insurance Commissioners (“NAIC”) Model Regulation 010, are insufficient). However, as part of the 
liability restructuring, minimum reserves will no longer be calculated in accordance with NAIC Model 
Regulation 010 and will instead be set equal to IFRPV. As indicated above, aggregate GPV liability in 
excess of IFRPV will be held as a PDR. 

5.2.3. Unfunded Benefit Liability 
The UBL will be calculated using the following formula: 

𝑼𝑼𝑼𝑼𝑼𝑼𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 =  𝑮𝑮𝑷𝑷𝑷𝑷𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 −  𝑰𝑰𝑰𝑰𝑹𝑹𝑷𝑷𝑷𝑷𝑨𝑨𝒂𝒂𝒂𝒂𝒂𝒂𝑨𝑨𝒂𝒂𝑨𝑨𝑨𝑨𝑨𝑨 

The UBL will be measured once as of the restructuring ED and will be “locked in” as of that date (i.e., 
unlike IFRPV and PDR, UBL will not be remeasured unless a subsequent restructuring event occurs). 

5.3. Rehabilitation Plan usage 
Per the Restructuring Statement, “in due course coverage attributable to the unfunded portion of 
policyholder liabilities will be converted into separate SHIP indebtedness to the policy owners”. 

The restructuring will not affect any policyholder’s or other creditor’s rights or the obligations of any 
State’s GA. Premiums, premium rate modifications, benefits, and benefit modifications associated 
with the Plan are not influenced by the liability restructuring. 
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5.4. Rationale for use 
Policy liability restructuring, as described in the Restructuring Statement, including the additional 
specifications described in this report, is required to minimize adverse federal income tax 
consequences to SHIP and its policyholders because of the multiple phases of the Plan. 

We believe the calculation methodology described in this report to be in accordance with NAIC 
Actuarial Guideline XXIX, which specifies that the “minimum reserve requirements should be 
interpreted in the context of court-ordered contract restructuring to result in the most appropriate 
reserves under the particular circumstances. In general, this should be left to the regulators to 
determine”. 
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6. DISTRIBUTION AND USE 

6.1. Usage and responsibility of PID 
Oliver Wyman prepared this report for the sole use of the PID for the stated purpose. This report 
includes important considerations, assumptions and limitations and, as a result, is intended to be 
read and used only as a whole. This report may not be separated into, or distributed, in parts other 
than by the PID, to whom this report was issued, as needed, in the case of distribution to PID’s 
directors, officers, or employees. All decisions in connection with the implementation or use of 
advice or recommendations contained in this report are the sole responsibility of the PID. 

6.2. Distribution, circulation and publication 
This report is not intended for general circulation or publication, nor is it to be used, quoted or 
distributed to others for any purpose other than those that may be set forth herein or in the written 
agreement pursuant to which we issued this report without the prior written consent of Oliver 
Wyman. Neither all nor any part of the contents of this report, any opinions expressed herein, or the 
firm with which this report is connected, shall be disseminated to the public through advertising 
media, public relations, news media, sales media, mail, direct transmittal, or any other public means 
of communications, without the prior written consent of Oliver Wyman. 

6.3. Third party reliance and due diligence 
Oliver Wyman’s consent to any distribution of this report (whether herein or in the written 
agreement pursuant to which we issued this report) to parties other than the PID does not 
constitute advice by Oliver Wyman to any such third parties. Any distribution to third parties shall be 
solely for informational purposes and not for purposes of reliance by any such parties. Oliver Wyman 
assumes no liability related to third party use of this report or any actions taken or decisions made 
as a consequence of the results, advice or recommendations set forth herein. This report should not 
replace the due diligence on behalf of any such third party. 
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7. LIMITATIONS 
 

This report was prepared for the exclusive use of the PID. All decisions in connection with the 
implementation or use of advice or recommendations contained in this report are the sole 
responsibility of PID. This report does not represent investment advice nor does it provide an 
opinion regarding the fairness of any transaction to any and all parties. 

This report is not intended for general circulation or publication, nor is it to be reproduced, quoted 
or distributed for any purpose without the prior written permission of Oliver Wyman. There are no 
third party beneficiaries with respect to this report, and Oliver Wyman does not accept any liability 
to any third party. 

Information furnished by others, upon which all or portions of this report are based, is believed to be 
reliable but has not been independently verified, unless otherwise expressly indicated. Public 
information and industry and statistical data are from sources we deem to be reliable; however, we 
make no representation as to the accuracy or completeness of such information. 

The findings contained in this report contain predictions based on current data and historical trends. 
Any such predictions are subject to inherent risks and uncertainties. Oliver Wyman accepts no 
responsibility for actual results or future events. 

The opinions expressed in this report are valid only for the purpose stated herein and as of the date 
of this report. No obligation is assumed to revise this report to reflect changes, events or conditions, 
which occur subsequent to the date hereof.
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QUALIFICATIONS, ASSUMPTIONS AND LIMITING 
CONDITIONS 
This report is for the exclusive use of the Oliver Wyman client named herein. This report is not 
intended for general circulation or publication, nor is it to be reproduced, quoted, or distributed for 
any purpose without the prior written permission of Oliver Wyman. There are no third‑party 
beneficiaries with respect to this report, and Oliver Wyman does not accept any liability to any third 
party. 

Information furnished by others, upon which all or portions of this report are based, is believed to be 
reliable but has not been independently verified, unless otherwise expressly indicated. Public 
information and industry and statistical data are from sources we deem to be reliable; however, we 
make no representation as to the accuracy or completeness of such information. The findings 
contained in this report may contain predictions based on current data and historical trends. Any 
such predictions are subject to inherent risks and uncertainties. Oliver Wyman accepts no 
responsibility for actual results or future events. 

The opinions expressed in this report are valid only for the purpose stated herein and as of the date 
of this report. No obligation is assumed to revise this report to reflect changes, events, or conditions, 
which occur subsequent to the date hereof. 

All decisions in connection with the implementation or use of advice or recommendations contained 
in this report are the sole responsibility of the client. This report does not represent investment 
advice nor does it provide an opinion regarding the fairness of any transaction to any and all parties. 
In addition, this report does not represent legal, medical, accounting, safety, or other specialized 
advice. For any such advice, Oliver Wyman recommends seeking and obtaining advice from a 
qualified professional. 
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3560 Lenox Road 
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Office of Product Regulation | Pennsylvania Insurance Department 
1209 Strawberry Square | Harrisburg, Pennsylvania 17120  

www.insurance.pa.gov 

 

 
 
TO   Commissioner Jessica K. Altman, Pennsylvania Insurance Commissioner 

 
FROM  Shannen M. Logue, Deputy Insurance Commissioner 
 
DATE  November 4, 2021 
 
RE Rehabilitation Plan of Senior Health Insurance Company of Pennsylvania, Actuarial 

Memorandum on Premium Rating and Insurance Liability Restructuring  
 
 
 
My division has reviewed the Actuarial Memorandum submitted by Oliver Wyman Actuarial 
Consulting, Inc. (“Oliver Wyman”) regarding Senior Health Insurance Company of Pennsylvania 
(“SHIP”) and proposed Premium Rating and Insurance Liability Restructuring, which describes 
the actuarial considerations and methodologies associated with If Knew Premium rating, Self-
Sustaining Premium rating, and the insurance liability restructuring recommended for the 
Rehabilitation Plan of SHIP (see attached).  
 
The Pennsylvania Insurance Department (“PID”) actuarial staff under my deputate and I 
acknowledge and approve the actuarial considerations and calculation methodologies underlying 
the insurance liability restructuring approach presented by Oliver Wyman. Several options under 
Phase One adjust benefits or premiums to align them with the If Knew re-rating methodology. 
The If Knew re-rating method calculates the premium, which if paid from policy inception, would 
produce the desired 60% lifetime loss ratio. The If Knew method uses the current best estimate 
for morbidity, persistency, and interest rather than the assumptions used in the original pricing.  
Under the If Knew methodology, policies are re-priced such that premiums would be adequate 
on a lifetime basis, but past losses are not recuperated. The methodology is actuarially justified 
and appropriate. 
 
PID acknowledges that the Self-Sustaining Premium rating considered in Phase Two is an 
acceptable approach to project a self-sustaining premium. A policy is considered self-sustaining 
if its future premium payments and Allocable Assets are equal or exceed its projected future 
benefits and expenses. The methodology is actuarially justified and appropriate. 
 
It is our opinion the presented approach is actuarially justified, is not unfairly discriminatory, 
and it demonstrates that the rehabilitation plan must use multiple measures to address SHIP’s 
liability issues.  
 
Shannen M. Logue 
 

 
Deputy Insurance Commissioner, Office of Product Regulation 



Received 12/21/2021 10:42:52 AM Commonwealth Court of Pennsylvania 

Filed 12/21/2021 10:42:00 AM Commonwealth Court of P1 SHP202 
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CERTIFICATE OF SERVICE  

I, Michael J. Broadbent, hereby certify that on December 21, 2021, I caused 

to be served the foregoing APPLICATION FOR ORDER REGARDING 

ACTUARIAL MEMORANDUM through the Court's PACFile system and on all 

parties listed on the Master Service List. In addition, I hereby certify that an 

electronic copy of the foregoing document will be posted on SHIP's website at 

https://www.shipltc.com/court-documents. 

/s/ Michael J. Broadbent 
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