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LONG-TERM CARE INSURANCE AS AN
EMPLOYMENT BENEFIT

THURSDAY, MARCH 26, 1998

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON THE CIVIL SERVICE,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:30 a.m., in room
2154, Rayburn House Office Building, Hon. John L. Mica (chair-
man of the subcommittee) presiding.

Present: Representatives Mica, Pappas, Morella, Cummings, and
Norton.

Also present: Representative Allen.

Staff present: George Nesterczuk, staff director; Caroline Fiel,
clerk; Jeff Shea and Charli Coon, professional staff members; and
Cedric Hendricks, minority counsel.

Mr. MicA. I would like to call this meeting of the House Civil
Service Subcommittee to order.

This morning we are going to consider the question of long-term
care insurance as an employee benefit for our Federal employees.
I will begin this morning’s hearing with an opening statement.
Then I will yield to others for their opening statements. I see we
have two panels this morning.

Ladies and gentlemen, this morning our subcommittee is examin-
ing the issue of long-term care insurance and the role that it can
play in protecting individuals and families from facing catastrophic
financial risk, and reducing their reliance on Medicaid when they
or their loved one needs long-term care.

Employee-based plans represent the fastest growing market for
long-term care insurance. Employer-based plans are marketed to
individual employers and are generally available to the firm’s em-
ployees, their spouses, parents of employees, and spouses and retir-
ees on a beneficiary-pay-all basis.

As one of the Nation’s largest employers, 1 strongly believe it is
time for us, we here in Congress, to examine the feasibility of offer-
ing long-term care insurance as a benefit to our Federal employees.
As a group plan, long-term care insurance would be less costly to
Federal employees than purchasing an individual plan, due in part
to economies of scale in marketing and administration.

Providing this employment benefit, I believe, will help the Gov-
ernment remain competitive with private-sector compensation prac-
tices. But perhaps more importantly, making affordable long-term
care insurance available to Federal employees would help our Fed-
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eral employees plan for financing long-term care services and to
avoid severe financial hardships in the future.

Federal employees have already expressed a very significant in-
terest in being offered an option to purchase long-term care insur-
ance. In a customer feedback survey that the Office of Personal
Management distributed to Federal employees from dJanuary
through March 1997, an amazing 86 percent of those that re-
sponded expressed interest in long-term care insurance.

In light of the growth in private-sector employers offering em-
ployees a long-term care insurance option and the obvious interest
of Federal employees in long-term care as a benefit, the time is
right, 1 believe, for Congress to carefully examine this issue. That
is the purpose of today's hearing, to collect information on long-
term care insurance, to examine how private-sector employees are
addressing their employees’ long-term care needs, and then to
make an informed decision about how to give our Federal employ-
ees access to this important and long overdue benefit.

Let me say also, off the script, that as chairman of this sub-
committee for the past 36-plus months, it has been my intent, as
I said in my statement, to see how we can assist our Federal em-
ployees and try to bring them in line with what is happening in
the private sector. We have done that through several mechanisms.
One, we have passed through this committee and through the
House adjustments to life insurance coverage for our Federal em-
ployees. Our Federal employees have inadequate life insurance cov-
erage at an expensive rate, fixed in stone by a law that is outdated
and a system that has not been competitively bid, in my opinion,
in 40 years. And we are going to change that.

We also have the problem of health care insurance. We have
looked at what has happened to our Federal employees and our
Federal retirees, and on average they have experienced a 15-per-
cent increase in 1 year, which is not acceptable, particularly when
they get a very small, around a 3-percent or less, increase for cost
of living, and their health care insurance costs have gone up dra-
matically. With the concerns in mind of our retirees and others, we
are looking at and we will pass some other options, including medi-
cal savings accounts, to bring down those costs for all of our Fed-
eral employees and retirees.

Today, we will look at something that has been ignored by this
panel, but, in fact, is needed and should be something that we con-
sider, as a Congress, for those who are employed in our Federal
work force, and that is long-term care insurance for our Federal
employees as a benefit. We will do those things.

With those comments, I am pleased to recognize our ranking
member, the gentleman from Maryland.

Mr. CUMMINGS. Thank you, Mr. Chairman, for holding this hear-
ing and bringing to the forefront an issue of great importance to
thousands of Americans and their families.

As we, as a society, age, more and more people are coming to
consider the desirability, if not the necessity, of taking steps to en-
sure that during their senior years they and their family members
continue to enjoy a high quality of life. In part, this can be ad-
dressed through a secure retirement annuity and the maintenance
of comprehensive health insurance. However, what it can also re-



3

quire is protection from the extraordinary costs of care that can
arise should one experience a health-related incapacitating disabil-
ity.

True peace of mind in our golden years will come only with
knowing that we will have access to services that will help us cope
with heart disease, strokes, arthritis, vision and hearing impair-
ments, Alzheimer’s and other debilitating conditions and illnesses.
We are here today to discuss whether and how best to offer Federal
employees and retirees this peace of mind through the provision of
long-term care insurance as a new benefit option.

Many families are already struggling today with the cost of qual-
ity child care for their children. To add to this, the cost of quality
nursing home care for a parent, a spouse or child can trigger a fi-
nancial crisis that is difficult to handle. With nursing home care
averaging over $40,000 a year, and no private insurance to cover
such a cost in place or available, financial resources can quickly be
depleted, and poverty becomes the likely result. Only then can the
limited public assistance provided by Medicaid be obtained to help
secure the needed replacement.

The purchase of private long-term care insurance is the means
by which an ever-increasing number of families are providing for
the cost of severe medical disability. This product is still in its in-
fancy, and many questions remain about it. Specifically, what I
would like to know is: What steps should be taken to make Federal
employees and retirees more aware of the need and availability of
long-term care insurance? What type of long-term care insurance
-coverage could be offered as part of the overall Federal employee
benefit package? How should a long-term care insurance benefit for
Federal employees and retirees be administered? And whether the
group purchasing power of Federal employees and retirees can
make long-term care insurance more affordable than it would be if
purchased on an individual basis?

I hope these questions will be addressed by today’s witnesses. I
thank them for appearing and look forward to the testimony.

Again, I thank you, Mr. Chairman.

MMrilMICA. I now recognize the gentlewoman from Maryland Mrs.
orella.

Mrs. MORELLA. Mr. Chairman, I want to thank you for holding
today’s hearing on long-term care as an employee benefit. We all
worry about long-term care, whether it is for our own futures, for
our spouse, for our parents, for our dependents. Despite our wor-
ries, we are never adequately prepared to face the challenges of
long-term care. Long-term care is often necessary in the face of a
serious injury, chronic illness or the effects of aging. Drawing from
my own family’s experiences, I know how emotionally difficult long-
term care is.

Long-term care is incredibly expensive, and we are ill-prepared
as a Nation to pay for it. Soon baby boomers will retire, increasing
the need for long-term care. From 1997 to 2030, individuals 85 and
over will more than double from about 3.9 million to about 8.5 mil-
lion. By 2050, that number will double again to about 18 million
individuals. This is a time to act. Medicaid was designed as a pro-
gram for the poor, but in many States a large proportion of Medic-
aid is used for middle-income people to fund long-term care ex-
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penses. At a cost of between $40,000 and $50,000 a year, long-term
care expenses can quickly drain families’ resources. Unfortunately,
many people make the incorrect assumption that Medicare covers
long-term care expenses. Long-term care insurance would go a long
way toward helping those facing an already difficult transition.

Today, we will consider the possible outcomes of offering long-
term care insurance as a potential benefit for Federal employees.
I look forward to working with my colleagues to make this idea a
reality. I have heard from many constituents, and I know they are
very enthusiastic about this idea.

I am very interested in hearing from today’s witnesses. The De-
partment of Health and Human Services has been working with
OPM to examine employer group long-term insurance. I believe the
Federal Government should lead the way in offering long-term in-
surance through the workplace, and I look forward to working on
this issue.

I thank you, Mr. Chairman.

Mr. MicA. I now yield to the gentlewoman from the District of
Columbia, Ms. Norton.

Ms. NORTON. Thank you Mr. Chairman. I particularly appreciate
your initiative in calling this hearing. I regard it as a kind of con-
sciousness-raising hearing, a wake-up call. The average employee,
I think certainly the average Federal employee, understands the
importance of having ordinary health insurance, but I do not think
that is the case for most Federal employees or most Americans
when it comes to long-term care. Counted among the reasons may
be that most people don’t want to face the fact that they might
need long-term care, and in case one is inclined to face that fact,
there is the cost of long-term care, which makes it easy to want to
avoid facing that fact. Therefore, I think it is up to this committee
and to Congress to raise this issue, particularly given the statistics
on long-term care that we already have and that we know confront
us with the baby boom generation. .

The FEHBP is seen as a state-of-the-art health program based
largely on costs and choice. FEHBP is ahead of most health insur-
ance programs and remains a model for many. It may still be the
more likely model for national health insurance than any other
that has been put forward. National health insurance is simply
going to have to come.

Part of the 15 percent increase we see now is because we don’t
have in place a national system that both contains costs and makes
health care available to Americans. It is one of the great shames
of America, as it crosses the millennia. FEHBP offers a way to
begin to address that problem, particularly for working Americans
who do not have health insurance. FEHBP itself, however, will not
remain a state-of-the-art health care system unless we find the way
to make an affordable option for long-term care available to Fed-
eral employees. I, therefore, very much appreciate your initiative in
calling this hearing this morning.

Thank you, Mr. Chairman.

Mr. MicA. The Chair recognizes the gentleman from New Jersey,
Mr. Pappas.

Mr. PappAs. Thank you Mr. Chairman. I commend you for calling
this hearing. The issue of long-term care and the option that—addi-
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tional options that our folks, Federal employees and retired Federal
employees should have, I think, is very important. This is long
overdue, and I certainly thank you for calling this.

Mr. MicA. I would like to ask our first panel to come up and take
your seat, please. I am so pleased this morning to recognize and
welcome to our panel the distinguished gentleman from Maine, Mr.
Allen. I understand Mr. Allen is with us, and would like to recog-
nize him either for an opening statement or to introduce, if he
\Svould for the panel, one of our panelists, who I believe is from his

tate.

Mr. Allen, you are recognized.

Mr. ALLEN. Thank you Mr. Chairman. I will try to do both. I
want to thank you for your leadership in addressing the long-term
care crisis that our Nation is facing. I am not a member of this par-
ticular subcommittee, though I am a member of the Committee on
Government Reform and Oversight. But I am here really to wel-
come my good friend, David Brenerman, to the committee. Mr.
Brenerman and I both served as mayors of the city of Portland. He
was an outstanding mayor and city councilor for our city, and
David Brenerman’s dedication to the public has continued with his
work as the second vice president for Governmental Relations for
UNUM Life Insurance Co. UNUM:s corporate headquarters are in
Portland. David is the immediate past chair of the Long-Term Care
Committee of the Health Insurance Association of America, for
which he will testify today.

UNUM has been the largest writer of group health, of group
long-term disability insurance, since 1976 and a leader in personal
accident, sickness, life and cancer insurance policies in this coun-
try. I am proud to welcome Mr. Brenerman to the committee.

I would also like to say that one staff member on this committee
has shared with my office how in her words UNUM and this type
of insurance has “saved her family.” About 10 years ago her mother
was diagnosed with an illness that required long-term care. UNUM
at that time was one of the very few companies in the country that
was offering this type of coverage. Her mother had a policy that
kicked in when she needed it.

It is clear that this kind of long-term care insurance coverage is
essential for a great many Americans. As our society is aging, the
need for long-term care coverage is more compelling. It is estimated
that 30 percent of the 7.3 million elderly are severely disabled and
require assistance. About 22 percent live in nursing homes. Again,
the need is clear, and expanded coverage ever more important.

Mr. Chairman, I thank you for your leadership on this issue and
for allowing me to welcome Mr. Brenerman. I regret that I have
another committee meeting which will not allow me to stay here,
but I certainly will review the materials and the testimony that
have been presented.

[The prepared statement of Hon. Tom Allen follows:]



Opening Statement by Representative Tom Allen (ME)
before the
Subcommittee on the Civil Service
Committee on Government Reform and Oversight
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Thank you, Mr. Chairman. I want to thank you for your leadership in
addressing the long-term care crisis that our nation is facing. I am here to
welcome my good friend, David Brenerman, to the committee. Mr.
Brenerman and I both served as Mayors of the City of Portland. He was an
outstanding Mayor and City Councilman for our city. Mr. Brenerman’s
dedication to the public has continued with his work as the Second Vice
President for Government Relations for UNUM Life Insurance Company.
UNUM’s corporate headquarters is in Portland, ME. David Brenerman is the
immediate past Chairman of the Long-Term Care Committee of the Health
Insurance Association of America for which he will be testifying today.

UNUM has been the largest writer of group long term disability insurance
since 1976 and a leader in personal accident, sickness, life and cancer
insurance policies in the country. 1 am proud to welcome Mr. Brenerman to
the committee. I would also like to say that one staff member on this
committee shared with my office how UNUM has saved her family.
Approximately ten years ago, her mother was diagnosed with an illness that
required long-term care. UNUM was at that time one of the very few
companies to offer this type of coverage. Thankfully, her mother had a
policy that kicked in when she needed it. It is clear that long-term care
insurance coverage is essential. As our society is aging, the need for long-
term care coverage is more compelling. It is estimated that 30% of the 7.3
million elderly are severly disabled and require assistance. About 22% live in
nursing homes. Again, the need is clear, and expanded coverage ever more
important.

Mr. Chairman, thank you again for your leadership on this issue and for
allowing me to welcome Mr. Brenerman.
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Mr. Mica. Before I introduce the balance of our panel, I would
like to take a moment of personal privilege and ask Mr. Cedric
Hendricks to come up and stand next to me.

Ladies and gentlemen, I am chairman of this subcommittee, and
we don’t often get this many Members of our panel here. Maybe I
could get a photographer to take a picture. I wanted to take just
a moment to recognize Cedric. Cedric, I was informed today, is
going to be reassigned, but over the past years I have known and
had the privilege as chairman to work with him. He is the chief
assistant for the subcommittee, for the full committee, and also as-
signed to this subcommittee. He has had to endure several ranking
members and me as chairman, so he certainly deserves our praise.
I cannot tell you of anyone with whom I have more enjoyed work-
ing with as far as staff or Member on either side of the aisle. We
are certainly going to miss him. I want to tell him personally and
publicly how much we appreciate what he has done, not just for the
panel, but also for the Congress and for our Federal employees and
retirees, and others. We will miss you. I am sorry to hear about
this reassignment, but you are welcome back any time either on
that side or this side.

I would like to recognize the ranking member.

Mr. CUMMINGS. I want to say that since I have been the ranking
member here, I have worked very closely with Cedric. I just want
to thank you for all that you have done, Cedric. There are few indi-
viduals that—you know I am a stickler for errors, and I can say
that you have never presented anything to me with an error in it.
You have been very, very efficient and have always been there for
me and for the Members on this side. I just want to thank you for
persistently pursuing excellence and being the very best that the
Congress has to offer. We are going to miss you tremendously. We
know that you are now moving onto higher ground, but always
know that we really love you, and we thank you so much for giving
your blood, sweat and tears to us. Thank you, and thank you again.
| N(Ilr. MicA. I would like to recognize the gentlewoman from Mary-
and.

Mrs. MORELLA. Cedric, I don't know why you are leaving us. We
have enjoyed so much the relationship we have had, remembering
the’ old Post Office and Civil Service Committee, when we could al-
ways rely on Cedric to come up with the issue, background and the
people orientation. He has always been very fair, and I hope you
do know that we would like to have you back here. It is just a
pleasure in a bipartisan manner to say here is a.guy who serves
Congress and the people well.

Mr. Mica. Ms. Norton.

Ms. NORTON. Thank you, Mr. Chairman. I regard Cedric as my
gift to the committee, although I was a very unwilling and
uncheerful giver. At least we got the benefit, however, of Cedric’s
enormous intelligence and energy, because he continued to work on
areas of great concern to the District of Columbia. Cedric was my
legislative director when I came to the Congress in 1991.

Cedric will challenge us, I think, to demonstrate that the truism
that no one is irreplaceable is, in fact, the case. He brought and
accumulated—was not born with, but accumulated—encyclopedic
knowledge of two very difficult areas of our jurisdiction, of the ju-
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risdiction of the full committee, that simply do not cross-cut with
other jurisdictions.

On my own staff I have people to meet with Cedric when they
come on so they will know how to be a staff person, which means
he has become what in the teaching profession they call a master
teacher. I suppose the rest of it call it a mentor. In any case, his
standard of excellence he has achieved I will not say will be hard
to achieve, I will say will be what we should demand that others
strive for.

Cedric, you are irreplaceable. Now, go out and prove it by finding
us somebody as good as you to replace you.

Mr. MicA. Mr. Pappas.

Mr. Paprpas. Cedric, I certainly wish you well. It wasn’t that long
ago that you trekked up to central New Jersey to my district in
probably one of the worst rain storms that we have had in a long
time. You endured that, and I think you probably were concerned
that the chairman would be taking this subcommittee on the road
a bit more and did not want to encounter any more monsoons. I
appreciate your participation that day, your taking your time and
the effort that you did to come participate in that, and certainly
have appreciated your professionalism as a member of this sub-
committee. I wish you well.

Mr. Mica. I thank each of my fellow panelists for recognizing
someone who has served us very well. We will miss him, and we
wish him well.

I would now like to proceed with our first panel. We have had
the privilege of having Mr. Allen introduce Mr. David Brenerman,
second vice president of Government Relations for UNUM Life In-
surance Co., and on behalf of the Health Insurance Companies As-
sociation of America. Second panelist is Mr. David S. Martin, direc-
tor of contracts and legislation division of the John Hancock Mu-
tual Life Insurance Co., on behalf of the American Council of Life
Insurance. The third panelist this morning is Mr. Paul Fronstin.
He is a research associate with the Employee Benefit Research In-
stitute. And then last, but not least, someone who is very well
known to this panel, a very distinguished national president of the
National Association of Retired Federal Employees, Charles R.
Jackson, who is a familiar face and a gentleman we have all
worked with on this panel.

I welcome our first panel. Mr. Jackson, you know the routine.
This is an Investigative and Oversight Subcommittee of Congress.
We swear in all of our witnesses, so, gentlemen, would you please
stand, raise your right hands.

[Witnesses sworn.]

Mr. MicA. Welcome again, and for our new panelists, let me just
tell you our MO here. If you have a lengthy statement, we will be
glad to make that and any other documents or testimony part of
the record, and we will do that by unanimous consent. We do have
to ask you to limit your oral presentation before the subcommittee
to 5 minutes. We will put the timer on this morning.

With that I would like to recognize first Mr. David S. Martin.
You are welcome, sir, and recognized.
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STATEMENTS OF DAVID S. MARTIN, DIRECTOR, CONTRACTS
AND LEGISLATION DIVISION, JOHN HANCOCK MUTUAL LIFE
INSURANCE CO., ON BEHALF OF AMERICAN COUNCIL OF
LIFE INSURANCE; DAVID BRENERMAN, SECOND VICE PRESI-
DENT, GOVERNMENT RELATIONS, UNUM LIFE INSURANCE
CO., ON BEHALF OF HEALTH INSURANCE ASSOCIATION OF
AMERICA; PAUL FRONSTIN, RESEARCH ASSOCIATE, EM-
PLOYEE BENEFIT RESEARCH INSTITUTE; AND CHARLES R.
JACKSON, PRESIDENT, NATIONAL ASSOCIATION OF RE-
TIRED FEDERAL EMPLOYEES

Mr. MARTIN. Good morning, Mr. Chairman and members of the
subcommittee. I am David Martin, director of contracts and legisla-
tion at John Hancock. I also serve as chair of the Subcommittee on
Long-Term Care Issues for the American Council of Life Insurance.
Our member companies that provide long-term care insurance to
the American public represent more than 80 percent of that mar-
ketplace.

On behalf of the ACLI, I want to thank you for the opportunity
to present our comments to you today. ACLI supports the efforts
of the committee with regard to offering long-term care insurance
to Government workers as an employee benefit. We look forward
to working with committee members on this issue.

Congress has played a key role in encouraging private-sector so-
lutions to financing long-term care. The recently enacted Health In-
surance Portability and Accountability Act of 1996, referred to as
HIPAA, sets standards for tax-favored policies and imposes strong
consumer protection provisions. While these Federal initiatives are
important first steps, there is an urgent need to do more to address
the challenge of financing long-term care in the 21st century.

Earlier this month in testimony before the Senate Special Com-
mittee on Aging, William Scanlon, director of Health Financing and
Systems Issues, stressed that the aging of the baby boom genera-
tion will lead to a decrease in the elderly population, especially
those over age 58 who are most likely to need long-term care serv-
ices. A study just completed by the ACLI indicates that Medicaid
and individual out-of-pocket long-term care expenditures for elderly
baby boomers could rise by over 360 percent within the next 30
years. A copy of our study is included with our written testimony.
By the year 2030, when the class of baby boomers reach retire-
ment, it is estimated that the number of elderly persons will double
from 35 million to nearly 70 million. Over 20 percent of the popu-
lation will be over 65 in 2030 compared with 13 percent in 1990.
This means that in about 30 years, 32 States will resemble Flor-
ida’s population today.

As a very significant employer in America, the Federal Govern-
ment can reach over 2.8 million workers. By offering this product
to persons during their working years, the Government can help
encourage the purchase of private insurance at younger ages when
premiums are very affordable.

We believe that private long-term care insurance can play an im-
portant role in financing long-term care and providing for a secure
retirement. Relying on savings to pay for long-term care needs is
not a financially feasible option for most middle-income Americans.
The chart, which you have a copy of as well as up here, Ways to
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Pay for Future Long-Term Care, illustrates that the financial pro-
tection long-term care insurance can provide is a clear alternative
to asset and savings depletion. As the second chart entitled Long-
Term Care Insurance: Average Annual Premiums, and you have a
copy of that as well, indicates, a more affordable alternative is pri-
vate insurance. The chart shows average premiums for a 2-year
and a 5-year plan, including inflation protection of 5 percent per
year.

The ACLI study shows that private insurance can go a long way
toward financing the Nation’s long-term care needs in the future,
helping individuals and reducing Federal and State Medicaid budg-
ets. In the private sector over 1,500 employers have already recog-
nized the importance of long-term care insurance and offered this
benefit to their employees. These organizations range in size from
very small firms to Fortune 500 companies. Such nationally promi-
nent employers as General Motors, Ford Motor Co., Chrysler Corp.,
IBM, AT&T to name just a few, have sponsored long-term care pro-
grams.

Employer-sponsored private insurance for long-term care is usu-
ally available to employees, retirees, spouses and parents, and par-
ents-in-law. Average age purchase of employer-sponsored coverage
is 43.

A recent survey by the National Alliance for Care Giving and
AARP found that there are 22 million American households with
at least one member providing some unpaid assistance to a spouse,
relative or other person over age 50. A study by Met Life estimates
that family caregiving costs U.S. businesses $11 to $29 billion per
year in lost productivity.

For the majority of employers, long-term care insurance is an
employee-pay-all benefit. Our study found that close to two-thirds
of persons over age 35, and over 80 percent of those ages 45 to 49,
could afford a high-quality policy that covers both nursing home
and community-based services. I would again refer you to the sam-
ple premium chart in the handout.

Long-term care insurance policies for Federal employees should
be of high quality and affordable. To ensure high quality and
strong consumer protections, any group or individual private long-
term care insurance offered to Federal employees should be a quali-
fied long-term care insurance contract as defined in HIPAA.

Offering private long-term care insurance as a core Government
benefit needs to be coupled with an educational program to in-
crease awareness among Federal employees and their families
about the importance of planning ahead for long-term care. Work-
ers need accurate and credible information about the limitations of
Government programs in paying for long-term care services and
the potential risk of needing long-term care services.

We believe that private long-term care insurance is an important
part of the solution for tomorrow’s uncertain future. As Americans
approach the 21st century, living longer than ever before, their
lives can be made more secure knowing that long-term care insur-
ance can provide choices, help assure quality care and protect their
hard-earned savings and assets when they need assistance in the
future. The Federal Government can take a leading role in ensur-
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ing that people plan for their future by offering this important ben-
efit to their employees and their families.
Thank you Mr. Chairman. We look forward to working with you.
Mr. Mica. I thank you.
[The prepared statement of Mr. Martin follows:]
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Good moming, Mr. Chairman and members of the Committee. [ am David Martin,
Director, Contracts and Legislation, at John Hancock Mutual Life Insurance Company in
Boston. I also serve as the chair of the State/NAIC Subcommittee on Long-Term Care
Issues for the American Council of Life Insurance (ACLI). The ACLI is a Washington,
D.C.-based national trade association that represents 532 member life insurance
companies. Our member companies that provide long-term care insurance to the
American public represent more than 80 percent of the long term care insurance

marketplace.

On behalf of the ACLI, I want to thank you for the opportunity to talk about the key
role the federal government can play in helping its employees take greater responsibility
for their long-term care needs through private insurance. ACLI supports the efforts of the
Committee with regard to offering long-term care insurance to government workers as an
employee benefit. We look forward to working closely with Committee members on this

issue.

Congress is increasingly emphasizing the need to encourage private-sector solutions
to financing long-term care. The recently enacted Health Insurance Portability and
Accountability Act of 1996 (HIPAA) allows individuals to deduct as medical expenses
the cost of certain premiums for qualified long-term care insurance from their federal
taxes. HIPAA also excludes benefit payments from qualified policies from taxable
income. Equally important, the provisions of this Act encourage employers to offer long-

term care insurance by allowing employers to deduct premium payments for their
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employees who have long-term care coverage. Employer contributions to a qualified
long-term care plan are also excluded from the gross income of the employee. More

recently, members of Congress have begun to sign on as co-sponsors of H. Con. Res.
210, which expresses the sense of Congress with respect to promoting coverage of

individuals under private long-term care insurance.

While these federal legislative initiatives are important first steps, there is an urgent
need to do more to address the challenge of financing long-term care in the 21st century.
Earlier this month, in testimony before the Senate Special Committee on Aging, William
Scanlon, Director of Health Financing and Systems Issues (GAO), stressed that the aging
of the baby boom generation will lead to a tremendous increase in the elderly population,
especially those over age 85, who are most likely to need long-term care services. A
study just completed by the ACLI indicates that Medicaid and individual out-of-pocket
long-term care expenditures for elderly baby boomers could rise by over 360 percent

within the next 30 years (see attached).

There is still time to seek out private sector solutions to the looming long-term care
crisis. As a very significant employer in America, the federal government can reach over
2.8 million workers. In addition, by offering this product to individuals during their
working years, the government can help encourage the purchase of private insurance at

younger ages, when premiums are very affordable.
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Private long-term care insurance can play an important role in financing
iong-term care and providing for a secure retirement.

Most working-age adults are preoccupied with the immediate concerns of paying
for child care, housing expenses, and saving for their children’s education. Looking to
the future, many worry that protecting against life’s uncertainties, especially the
uncertainty associated with long-term care costs, is going to be very challenging. This is
because long-term care costs are extremely expensive and would require a large amount
of savings. For example, a 45 year-old would have to save almost half a million dollars
($489,000) to pay for a two year nursing home stay at age 85. To reach this goal, she
would have to save $3,500 annually. Considering the multiple demands on workers
today, relying on savings to pay for long-term care needs is not a financially feasible

option for most middle-income Americans.

A more affordable alternative is private insurance. Long-term care insurance, like
other insurance, spreads the risk across many individuals and thus lowers costs to any one
individual in the event he or she would need long-term care. A 45 year-old would pay
about $417 a year for a policy covering two years of long-term care services. This policy
would include inflation protection of 5 percent a year. Compared to the $3,500 needed in
savings, long-term care insurance could save her over $3,100 a year. In terms of lifetime
savings, these numbers are even more substantial. After paying long term care premiums,
the 45 year-old could protect over $430,000 of her savings if she buys a long-term care

policy instead of paying for nursing home care on her own in the 21st century.

The ACLI study shows that private insurance can go a long way toward financing
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The ACLI study shows that private insurance can go a long way toward financing
the nation’s Jong-term care needs in the future. For example, if a large number of baby
boomers (workers age 34 to 52) purchased long-term care insurance, the share of nursing
home expenditures paid for by private insurance could increase from 3 percent today to
29 percent in 2030. Under this scenario, the Medicaid program could save $28 billion (in
1996 dollars) or 21 percent of total Medicaid nursing home expenditures. Similarly,
about 40 percent of individual "out of pocket" nursing home costs could be saved by the
increased ownership of long-term care insurance.

Many employers provide a long-term care insurance option to their
employees.

In the private sector, over 1,500 employers have already recognized the importance
of long-term care insurance and offer this benefit to their employees. These organizations
range in size from very small firms (under 100 employees) to Fortune 500 companies.
Employer-sponsored private insurance for long-term care is usually available to
employees and immediate family members. In addition, about three-quarters of
employers offering this benefit extend the option to purchase long-term care insurance to

retirees and their spouses. Average age of purchase of employer-sponsored coverage is

43.

In these times of restraint in employee benefits, why are increasing numbers of
employers offering long-term care insurance? A recent study by William Mercer found
that the most important reason cited by employers is the desire to offer a cutting-edge

benefit. Employers are beginning to recognize the importance of incorporating long-term
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care insurance as an essential part of retirement planning. They are concerned that rapid
increases in long-term care expenditures projected for the 21st century could have serious
implications for their workers’ retirement security. An unanticipated nursing home stay
(projected to cost $97,000 per year in 2030) could deplete hard-earned savings and

threaten a family’s financial protection.

Employees and retirees are also increasingly requesting this type of insurance. Part
of this interest stems from their experiences in providing care to aging parents. A recent
survey by the National Alliance for Caregiving and AARP found that there are 22 million
American households with at least one member providing some unpaid assistance to a
spouse, relative, or other person over age 50. Most firms offer long-term care insurance
not only to empl.oyees but also to their parents and parents-in-law. Knowing that their
parents have this protection can be particularly important for middle-age employees,
many of whom must juggle caregiving with the demands of management or other senior-
level positions. Employers also benefit, since caregiving often reduces worker
productivity through absenieeism, workday interruptions, and the loss of skilled
employees who quit due to elder care responsibilities. A study by MetLife estimates that

family caregiving costs U.S. business over $11 billion per year in lost productivity.

For the majority of employers, long-term care insurance is an employee-pay-all
benefit. This means that the employer pays for administrative costs. Since employees
pay the premiums, some policymakers are concerned that private insurance may be

unaffordable for most federal workers. In reality, the cost of a long-term care policy is
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tied to the age of purchase. Our study found that close to two-thirds (62 percent) of
individuals over age 35, and over 80 percent of individuals ages 45 to 49 could afford a
high quality policy that covers both nursing home and community-based services. This is
because private long-term care insurance is less expensive when purchased during one’s
working years. For example, compared to a 65 year old, premiums are more than 50

percent lower for a 55 year old purchaser, and 70 percent lower for a 45 year old.

The private long-term care insurance market

While the market for private long-term care insurance is relatively small, it is
growing. Over 4.3 million policies had been sold as of 1995. A total of 125 companies
sell long-term care policies, though 12 companies account for about 80 percent of all
individual and group association policies sold. More than half of the companies have
been in the market for at least seven years and have actively participated in the

development of this innovative product.

The majority of policies have been sold to individuals or through a group
association (such as AARP). Employer-sponsored long-term care insurance is a
relatively new product. In 1995, this product was sold by about 18 percent of insurance
companies and represented about 12 percent of the total policies purchased. The sale of
employer-sponsored policies continues to grow. Within the last ten years, the employer-

sponsored long-term care insurance market grew at an average annual rate of 60 percent.

Long-term care has long been associated with care of the elderly in a nursing home.

However, it is much more than that. People of all ages may require long-term care as a
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result of an accident, chronic illness, or disability. Long-term care insurance will pay for
a variety of services when a person is unable to perform a specific number of activities of
daily living (also termed "ADLs"), such as bathing, eating, going to the toilet,
maintaining continence, moving from one place to another, and dressing. Policyholders
can also qualify for benefits if they have Alzheimer's disease and other cognitive

impairments.

Today’s Jong-term care policies cover a wide range of services to help people live at
home, participate in community life, as well as receive skilled care in a nursing home.
Policies may also include respite care, medical equipment coverage, care coordination
services, payment for family caregivers, or coverage for home modifications. These
options can enable people with disabilities to live in the community and retain their

independence.

Designing long-term care policies for federal employees.

The design of long-term care insurance policies for federal employees will require a
variety of considerations. Most important, the policies should be of high quality and
affordable. In addition, since most employees will not need their long-term care benefits
for many years, it will be important to ensure that federal employees obtain coverage
from financially sound companies that have the experience and administrative capacity to

serve individuals covered by private insurance.

Premiums for private insurance vary considerably based on plan design. To benefit

from the wide range of options offered in the marketplace today, government employees
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should be able to purchase private insurance from carriers meeting the criteria set forth by

the Office of Personnel Management.

To ensure high quality and strong consumer protections, any group or individual
private long-term care insurance offered to federal employees should be a qualified long-
term care insurance contract, as defined in the Health Insurance Portability and
Accountability Act of 1996, Public Law 104-191. Title III, Subtitle C of this Act

imposes strong consumer protections in all tax-qualified policies. These include:

* Prohibitions against limitations and exclusions by type of illness, treatment, medical
condition or accident, except for preexisting conditions or diseases, mental or nervous
disorders (excluding Alzheimer’s Disease), alcoholism and drug addition, suicide,

acts of war or military service, or participation in a riot or felony.

¢ Prohibitions against post-claims underwriting unless a policyholder misrepresents his

or her medical status at the time of application.

* Disclosure of provisions for renewability, riders and endorsements, payment of
benefits, benefit triggers, tax consequences, and limitations or conditions on

eligibility for benefits.

e Mandatory offer of a policy where benefits increase with inflation. In addition,
insurance companies must offer individual and group policyholders a nonforfeiture
provision that provides at least reduced paid up insurance, extended term insurance,

or a shortened benefit period.

» The right to designate at least one other person who will receive a notice of lapse or

termination of the policy due to nonpayment of the premium. In addition,
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policyholders providing proof of cognitive impairment or loss of functional capacity
within five months after termination may reinstate coverage for long-term care

insurance if they pay past due premiums.

¢ The contract should be fully insured by the carrier or reinsured in all or part with

other carriers.

¢ Policies should be noncancellable or offered on a guaranteed renewable basis. This
ensures that policyholders will be able to retain their long-term care coverage as long
as they pay their premiums. In addition, the contract should provide benefits that
cannot be unilaterally changed by the carrier, except for nonpayment of premiums or

in the case of misrepresentation.

¢ Policies should have continuation of coverage. This means that individuals covered
under an eligible contract would be entitled to pay premiums directly to the carrier to
continue the insurance if they no longer worked for the government or if their

withholding became insufficient (such as after a divorce).

* The carrier should be licensed by the State or other jurisdiction in which the

policyholder is located or resides.

Anecdotal evidence suggests that lapse rates are much lower in the group long-term
care insurance market when premiums are paid through payroll deductions. To facilitate
payment for private insurance and help minimize lapses, the government should withhold
the amount equal to the premium from the pay of each enrolled employee. Such withheld

funds would be paid by the government to the carrier for each contract.
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Offering private long-term care insurance as a core government benefit needs to be
coupled with an educational program to increase awareness among federal employees and
their families about the importance of planning ahead for long-term care. Currently,
many Americans underestimate the risk of becoming disabled and also have
misconceptions about who will pay for long-term care. Wo:kers need accurate and
credible information about the limitations of government programs in paying for long-

term care services, and the potential risk of needing long-term care services.

In conclusion, protection and coverage for long-term care is critical to the economic
security and peace of mind of all American families. However, planning for the future is
a formidable task for anyone. It requires early and thoughtful preparation. Long-term
care insurance is an important part of the solution for tomorrow's uncertain future. As
Americans approach the 21st century—living longer than ever before—their lives can be
made more secure knowing that long-term care insurance can provide choices, help
assure quality care, and protect their hard-earned savings and assets when they need
assistance in the future. The federal government can take a leading role in ensuring that
people plan for their future by offering this important benefit to its employees and their

families.

Thank you Mr. Chairman, and again, we look forward to working with you. I will

happy to answer any questions that the Committee may have at this time.
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Who Will Pay for the Baby Boomers' Long-Term Care Needs?
Expanding The Role of Private Long-Term Care Insurance

Study Overview

The aging of the baby boomers and increases in life expectancy are expected to boost
demand for long term care services over the next 30 years. The objective of this study is to
project the long term care needs of retirees in 2030 and the subsequent financial impact on the
Medicaid program and individual’s out-of-pocket costs. Most importantly, this study will
measure the extent to which the increased ownership of long term care insurance can help to
finance these costs in the future.

The study finds that private long term care insurance can play an important role in
financing long term care needs of the baby boomers. Specifically, increased ownership of long
term care insurance can:

. reduce Medicaid nursing home expenditures by 21 percent

. reduce out-of-pocket expenditures for nursing home care by 40 percent

The potential of long-term care insurance to finance future long-term care costs will
depend on the extent to which baby boomers plan ahead for their long- term care needs. The
government can help in this effort by educating baby boomers in the following areas:

. the limitations of government programs in paying for long-term care services,

. the potential risk of needing long-term care services,

. the impact of unplanned long-term care expenditures on their financial security,

. the need to incorporate long-term care insurance as an essential part of their
retirement planning process, and

. the importance of purchasing long-term care insurance at younger ages.

The Looming Crisis: Aging Baby Boomers

One of the biggest challenges facing America in the 21st century will be the aging of the
"baby boomers"- individuals born between 1946 and 1964. Due to the large size of this segment
of the population, baby boomers have dramatically affected societal trends and the demand for
services at each stage of their lives. In their formative years, they crowded the school systems.
As they reached adulthood, they dominated the housing and labor markets. Now as baby
boomers are beginning to save for their retirement, the stock market is reaching record highs.

The impact of baby boomers will continue to be felt as members of this large and influential
group ages. The first baby boomers have already turned 50. As the 21st century approaches,
over 70 million baby boomers will face the prospect of retirement and the needs associated with
an aging population. These demographic trends will present new challenges to families and
society.

By the year 2030, when the last of the baby boomers reach retirement, it is estimated that the
number of elderly individuals will double from 35 million to nearly 70 million. Over 20 percent

©American Council of Life Insurance



24

of the population will be over 65 in 2030,' compared with 13 percent in 1990. This means that
in about thirty years, 32 states will resemble Florida’s population today.

Life expectancy is also expected to improve into the 21* century. As a result, individuals
ages 85 and older are expected to be the fastest growing segment of the elderly population,
increasing 143 percent between 1990 and 2030 (Figure 1).

Figure 1

Percent Increase in Elderly Age
Groups From 1990 to 2030
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What will happen as the baby boomers enter retirement? How will the cost of health care,
particularly long-term care be affected? Although there are still many uncertainties regarding the
future of this diverse group, it is clear that the boomers will play an increasingly important role
in our long-term care system.

Long-Term Care Expenditures Are Likely to Increase Dramatically

It is not clear whether increased longevity will be accompanied by more healthy years or
whether aging baby boomers face additional years limited by chronic conditions. Currently,
people age 85 and older are almost six times more likely to need long-term care than people in
their 60's.2 As we look to the future, some researchers suggest that the incidence of disability
will decline as a result of medical breakthroughs. Others maintain that raising life expectancy
may increase the likelihood of developing age-related disabilities such as Alzheimer's disease.
Although there are still many uncertainties regarding the likelihood of becoming disabled in the

©American Council of Life Insurance 2
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future, unprecedented growth in the elderly population by 2030 alone will place additional
burdens on the long-term care system.

Long-term care consists of many different services aimed at helping people with chronic
conditions. Those who need help at home with everyday activities may rely on personal
assistance services or a homemaker. Care in the community includes adult day services and
assisted living facilities. Individuals who need skilled care or constant supervision often receive
care in a nursing home.

Long-term care can be expensive. For example, a person with a severe disability who lives at
home may pay over $36,000 per year for the help of a home care aide.’ Assisted living facilities
charge $26,000 on average. A nursing home can cost $40,000 per year.* All of these figures are
averages and can vary widely depending on geographic location.

Increasing numbers of baby boomers are becoming aware of long-term care as they provide
care to their own aging parents. Many of these caregivers are beginning to think, who is going to
take care of me? Baby boomers emphasize that they do not want to end up in a nursing home.
However, despite people's preference for services to help them stay in the home and community,
government spending predominantly pays for institutional care. Medicaid is the largest
government payer of long-term care, but only 21 percent of Medicaid Jong-term care
expenditures cover home and community-based services.® Less than half of states (22) have
programs that pay for long-term care services in assisted living facilities. As a result, those who
impoverish themselves paying for long-term because they lack private insurance or substantial
funds could spend their remaining days as a Medicaid recipient in a nursing home.

Given the current institutional bias in how long-term care services are financed and in the
absence of a major change, nursing home use will continue to dominate long-term care
expenditures over the next 30 years. Under this scenario, by 2030 we can expect the number of
people receiving institutional care to increase to 5.3 million individuals, almost double the
current nursing home population (Figure 2).

©American Council of Life Insurance 3
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Figure 2
Projected Nursing Home
Residents, 2000 - 2030
By Age

Millions
6

[0 85+
S| 584

B 6574

2.8

2000 2020 2030

Source: Forecast bry American Council of Life Insurance

Not only will the total number of nursing home residents increase but so will the costs per
resident. Since 1990, the costs per stay have increased at an annual average rate of 3 percent
above the overall rate of inflation. Assuming this trend continues, the annual cost of a nursing
home stay is expected to increase from $40,000 today to $97,000 (in 1996 dollars) by 2030.

Increasing numbers of nursing home residents combined with a higher cost per stay will lead
to a quadrupling of nursing home expenditures by the year 2030 (see Figure 3). As the baby
boomers age into the 21 century, total expenditures for nursing home care could reach $330
billion (in 1996 dollars). To put this number into perspective, nursing home expenditures in
2030 will equal the size of the entire Social Security system today.

©American Council of Life Insurance 4



27

Figure 3

Projected Total Nursing Home Expenditures
(inflation - Adjusted)

Searce: ACLI Policy Research Dept.

The Impact of Rising LTC Expenditures on Government and Individuals

Rising numbers of nursing home residents by 2030 will place increased financial burdens on
the Medicaid program. Currently, Medicaid pays for about 41 percent of total nursing home
expenditures’. Assuming Medicaid’s share of total expenditures remains constant in the future,
the simple fact that the population is aging will lead to a doubling of nursing home residents '
receiving Medicaid assistance. As a result, total nursing home expenditures paid for by Medicaid
are expected to increase 360 percent by 2030 to $134 billion (in 1996 dollars) ( see Figure 4).

Figure 4

Projected Medicaid Nursing Home Expenditures
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Billions
S150

2000 2008 2010 201% 2020 2028 2030

Year

Source: ACLI Poticy Research Dept.

©American Council of Life Insurance 5



28

These trends in Medicaid expenditures for nursing home care will be unsustainable at
current tax rates. Legislation to dramatically increase taxes to fund the expected increases in
Medicaid is politically unlikely in an era of balanced budgets and fiscal conservatism. Yet,
without explicit increases in tax rates the future growth in tax revenues to fund Medicaid will be
limited by growth in overall wages. As a result, growth in Medicaid nursing home spending is
expected to outpace growth in tax revenues over the next 30 years (see Figure 5). Without
additional tax revenues, Congress would be forced to reduce Medicaid nursing home
expenditures either by reducing benefit levels or further restricting eligibility requirements.
These actions could threaten the Medicaid safety net for low-income individuals who have no
alternative but to rely on public programs.

In order to control Medicaid expenditures, some states are trying to reduce nursing home use
by emphasizing care in the home and community. While home and community-based care is less
costly per person than institutional care, many studies suggest that any savings could be more
than offset by increased demand for services. Other strategies involve limiting provider fees and
growth in nursing home beds, and using care management. It is still unclear whether these
approaches will be adequate to contain future long-term care costs.

Medicaid Revenues vs. Expenditures
For Nursing Home Care

2000-2030
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Though government pays for a large portion of long-term care costs, if baby boomers fail to
plan ahead and purchase private insurance, much of the burden of rising nursing home costs will
continue to fall on individuals and their families. Currently, about 48 percent of nursing home
costs are paid for by individuals in the form of out-of-pocket costs. If current trends continue,
projected out-of-pocket expenditures for nursing home care are expected to increase to $158
billion (in 1996 dollars) in 2030 from an estimate of $33 billion in 2000 (see Figure 6). This
represents a 378 percent increase in total out-of-pocket costs for nursing home care by 2030.

Out-of-pocket payments for long-term care services are substantial, but these expenditures do
not capture the full cost of caring for older people with physical and mental limitations. About
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57 percent of frail elders who live in the community rely solely on family and friends to provide
care. In fact, a recent survey found that there are 22 million American households with at least
one member providing some unpaid assistance to a spouse, relative, or other person over age 50.%
Whether family caregivers will be able to continue to provide this level of help to numerous very
old relatives in the 21 century remains to be seen.

Figure 6

Projected Out-of-Pocket Costs
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Rising life expectancy increases the likelihood that baby boomers will rely more on their
children to help them with their long-term care needs.  As elderly boomers live longer, they are
also more likely to face multiple chronic conditions that require complex and physically
demanding care. At the same time, the pool of potential family caregivers is shrinking due to
smaller family sizes and greater geographic dispersion of families. Caregiving in the 21* century
will be further complicated by the fact that the burden of providing assistance will increasingly
fall on family members who are employed. In 1960, only one-third of married women worked
outside the home. By 1996 over three-fifths of women were in the labor force. About 14 million
American households include working caregivers who currently provide some unpaid care to
elderly relatives and friends living in the community. As the physical stress of caregiving
increases, many of these families may face additional financial burdens if they have to rely more
on paid long-term care.

Equally troublesome is the growing number of Americans who may lack family support to
help them if they become disabled. About 26 percent of baby boomers were childless in 1990.
These trends may increase the percent of baby boomers over age 85 that may be living alone in
2030. Individuals without children available to provide long-term care often require
institutionalization at earlier ages than those with family support.
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Private Insurance Offers a Solution to the Looming Long-Term Care Crisis

By the time the baby boomers retire, entitlement spending on Social Security and Medicare
could consume the entire federal budget, leaving little room for other discretionary spending.
Thus, attempts to increase public spending to expand long term care coverage for baby boomers
seem highly unlikely. As a result, the policy debate is shifting from discussions of a national
health care program that includes long-term care toward greater support for private-sector
solutions to financing long-term care.

The willingness of policymakers to support private sector initiatives is most evident in the
recent enactment of the Health Insurance Portability and Accountability Act of 1996 (HIPAA).
HIPAA improved financial incentives for long term care purchasers in a number of areas. First,
HIPAA excludes benefit payments from qualified long term care policies from taxable income.
Second, HIPAA allows individuals to deduct as medical expenses the cost of premiums for tax-
qualified long-term care insurance from federal taxes. While these tax incentives are limited to
those taxpayers who itemize medical expenses, they still represent a positive step towards
expanding tax incentives for purchasers of private long term care insurance. Most importantly,
the enactment of HIPAA signals that policymakers expect consumers to assume greater
responsibility for their long-term care needs.

Private long-term care insurance consists of a wide variety of products that help protect
people if they become disabled and need long-term care services. Unlike government programs
that focus on institutional care, long-term care insurance policies cover a wide range of services
to help people with disabilities live at home, participate in community life, as well as receive
skilled care in a nursing home. Policies may also include respite care, coverage for home
modifications, or payment for family caregivers. Most policies pay for services such as assisted
living that are not covered under many state Medicaid programs. These options enable frail,
elderly baby boomers to retain their independence.

Can long-term care insurance help protect baby boomers from financia! hardship and reduce
their reliance on Medicaid? In this study, we simulated long-term care expenditures under two
alternative financing scenarios:

Scenario I: Current Financing Trends Continue .
Scenario II: Increased Purchase of Long-term Care Insurance

In the case of increased purchase of long-term care insurance, we assumed that everyone age
35 and older in the year 2000 who could afford a policy purchased a policy.® Long-term care
insurance policies incorporated coverage for either two or five years of benefits and included
compound inflation protection of 5 percent a year. Individuals purchased the policy they were
most able to afford.
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Figure 7

Nursing Home Financing in 2030
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The results of this study indicate that private insurance can be an important source of funding for
long-term care in the future and can substantially reduce nursing home expenditures for both
Medicaid and individuals. Assuming three-fourths of purchasers retain their policy to the year
2030, the share of nursing home expenditures paid for by private insurance would increase from
3 percent today to 29 percent in 2030. At the same time, Medicaid’s share of nursing home
expenditures could decline from 41 percent to 32 percent and those paid directly out-of-pocket
by individuals could decline from 48 percent to 31 percent of the total. Under this scenario, the
proportion of national expenditures for nursing home care paid by private insurance (29 percent)
would almost equal that of the Medicaid program (31 percent) and private out-of-pocket
payments (30 percent).

©CAmerican Council of Life Insurance 9
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The Medicaid program could save $28 billion (in 1996 dollars) or 21 percent of total
Medicaid nursing home expenditures as a result of increased ownership of long term care
insurance. This amount represents more than one out of every five dollars that Medicaid would
have had to spend on nursing home care in the year 2030. These savings translate into 19
percent fewer nursing home residents who would need to rely on Medicaid in 2030 or about
490,000 individuals.

Figure 8

Impact on Medicaid NH Expenditures (2030)
(Inflation - Adjusted)
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The loss of financial independence due to impoverishment is a big concern to individuals
who need long-term care. The projections suggest that 385,000 of the 863,000 nursing home
residents at risk of impoverishment in 2030 could avoid reliance on Medicaid through private
insurance. This means that long-term care insurance could reduce the number of nursing
home residents who "spend-down” by 44 percent. 1n addition, many people who impoverish
themselves paying for care have little choice but to enter a nursing home. A significant portion
of these individuals may avoid institutionalization since it is likely that their long term care
policy included home care.

Out-of-pocket expenditures borne by nursing home residents and their families could be
substantially reduced due to the increased ownership of long term care insurance. About 40
percent of out- of-pocket costs could likely be saved by the increased ownership of long term
care insurance. As shown in Figure 9, total out-of-pocket expenditures could be reduced by $63
billion to $95 billion (in 1996 dollars) in 2030.

©American Council of Life Insurance 10
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Figure 9

Impact on Out-of-Pocket Expenditures
(Inflation - Adjusted)
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Keys to Realizing the Potential of Private Long-Term Care Insurance

Private insurance currently pays for only a small portion of the nation’s long-term care
expenditures. This in part reflects a small, but growing market for long-term care insurance.
Over 4.3 million policies had been sold as of 1995." Payments by private insurance for long-
term care are also limited by the fact that many who have purchased a policy have not yet begun
to utilize long-tenm care services.

About 6 percent of elderly people and a very small number of baby boomers have purchased
long-term care insurance. Part of the reason for limited sales among baby boomers may stem
from the fact there is still widespread denial about the risk of needing long-term care. Having
largely invented youth culture during the 1960's, many of the baby boomers are still concerned
with sustaining their youth and vitality. In addition, a large proportion of Americans continue to
have numerous misconceptions about long-term care.

©American Council of Life Insurance 11
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Whether private insurance will play a greater role financing the cost of long-term care in the
next century depends in large part on the extent to which baby boomers plan ahead for their
retirement. There is an important role for government to help encourage individuals to plan for
their long-term care needs by:

¢ educating baby boomers about the limitations of government programs that pay for long-
term care,

¢ educating Americans about the risk of needing long-term care and the impact of
unplanned long-term care expenditures on their financial security,

» incorporating long-term care insurance as an essential part of any public policy debate on
retirement security, and

e encouraging purchase at younger ages when premiums are less expensive.

We need to educate baby boomers about the limitations of government programs that pay for
long-term care.

Many Americans believe that Medicare will pay for their long-term care needs. In reality,
this program primarily focuses on acute care needs (hospital stays and physician visits). The
Medicare home health benefit is also medically-oriented, and is targeted to people who need
skilled nursing care and rehabilitative therapy at home. Medicare does not pay for help with
daily activities unless provided with home health care. In addition, the nursing home benefit
under Medicare only covers short stays (up to 100 days).

Those who are poor can turn to Medicaid. In fact, unless the way long-term care is financed
changes when baby boomers grow old, 38 percent of residents will be eligible for Medicaid when
they enter the nursing home."' Some of these will be individuals who are poor, while others will
have experienced a drop in income, possibly due to the loss of their spouse’s pension. In
addition, without adequate private insurance, a significant number are likely to become poor
paying for medical costs and for long-term care in the community.

Many baby boomers are unaware that the Medicaid program requires people with disabilities
to impoverish themselves before they are eligible for public assistance. As a result, middle
income families have few options but to use their own income and assets to pay for their long-
term care needs. In 2030, a nursing home stay will cost $97,000 a year (in 1996 dollars). This
will likely equal more than two and a half times the projected median income of elderly
households in 2030 of $35,000 (in 1996 dollars).'? These resources will be inadequate to pay
for a single year of nursing home care.

©American Council of Life Insurance 12
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We need to educate baby boomers about the risk that they will need long-term care and the
impact of unplanned long-term care expenditures on their financial security.

Because it seems so far off in the future, few members of this generation have begun to
prepare for their own long-term care needs. Part of this stems from the fact that Americans tend
to underestimate the risk of needing assistance due to disability. A recent survey conducted by
the National Council on Aging and John Hancock reported that more than two-thirds of the
survey respondents found it difficult to admit that they would ever need some long-term care
during their lives.

In reality, today about 1 in 10 Americans older than 65 and almost half of Americans age 85
and older who live in the community require assistance with their everyday activities."”® The risks
of needing nursing home care are also substantial. Over half of women and nearly one-third of
men age 65 and older will need a nursing home stay sometime during their lifetime.

Many baby boomers are not planning for the future because they are preoccupied with more
immediate concerns. Boomers currently represent almost half of all workers, and are parents of
about 60 percent of the nation's children under age 18. The baby boomers are now in their high-
expense years, between the ages of 32 and 50, when child care and housing expenses tend to
dominate their budgets. In addition to their immediate needs, baby boomers are also trying to
save enough for their children’s college education.

Looking into the future, many people are worried about the financial well-being of baby
boomers when they retire. It is highly possible that some baby boomers could spend one-third
of their lives in retirement. Many fail to realize that rapid increases in long-term care
expenditures projected for the 21* century have serious implications for their retirement security.

Equally importantly, baby-boomers need to look at retirement security in different terms
from their parents. As life expectancy and the risk of disability increases, retirement is becoming
a less predictable stage in life. An unanticipated nursing home stay can deplete hard-earned
savings and threaten a family’s financial future. At the same time, the 21* century could see an
erosion of the social safety net for aging baby boomers. If expenditures for long-term care
continue to rise dramatically, government may try to control costs by limiting Medicaid benefits
and tightening eligibility requirements for middle-income individuals. At the same time, it will
become increasingly challenging for children of baby boomers to serve as their parents’ and
other relatives’ caregivers.

©American Council of Life Insurance 13
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We need to make long-term care insurance an essential part of any debate on retirement
security.

Looking into the future, there are two key goals of retirement security: 1) saving enough
money for retirement, and 2) protecting against life’s uncertainties including the uncertainty
associated with future long-term care costs.

While both goals require planning, the calculations are very different. Saving for retirement
is largely a matter of accumulating enough assets to last a lengthy retirement period. There has
been much debate on whether the baby boomers are saving enough. Some believe they are
saving enough and others believe most boomers savings will fall short of their needs. While the
answer to this question is beyond the scope of this paper, ultimately the answer arrived at will
affect the baby boomers standard of living in retirement.

An equally important issue is the need for baby boomers to protect against life’s
uncertainties, specifically the risk of needing long-term care. This second issue requires a much
different approach. This is because long-term care costs are extremely expensive and would
require a large amount of savings. For example, the 45-year old who needs nursing home care
when she is 85 years old would have to save a total of $489,000 for a two year stay. To reach
this goal she would have to save $3,500 annually. Considering the multiple demands on
boomers today, relying on savings to pay for long-term care needs is not a financially feasible
option for most middle income Americans.

A more affordable alternative is long-term care insurance. Long-term care insurance makes it
possible for middle income families to manage the risk that they may become disabled without
having to save large amounts of money each year. Long-term care insurance, like other
insurance, is intended to spread the risk across many individuals and thus lower costs to any one
individual in the event they would need long-term care services.

©OAmerican Council of Life Insurance 14
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Figure 10
Alternative Ways to Pay for Future Long-Term Care Needs

Age Today

45 year old 60 year old
Option 1: Asset Accumulation
Annual Savings Needed $3,557 $4,481
Lifetime Assets Needed at Age 85 To Pay for 2 $489,446 $235,432
Years of Nursing Home Care
Option 2: Purchase Private LTC Insurance
Annual Premium Contributions $417 . $824
Lifetime Value of Premiums $57,907 $52,097
Potential Savings From LTC Insurance:
Annual Savings From LTC Insurance $3,140 $3,657
Lifetime Savings From LTC Insurance $431,539 $183,335

Source: Author's calculations based on a 2-year LTC policy with inflation protection of § percent.

The 45 year old women in the illustration above would only have to pay about $417 a year
for a long-term care premium covering two years in a nursing home. This policy would include
inflation protection of 5 percent a year. Long-term care insurance could thus save her $3,140 a
year in savings that could be used for many of her more pressing needs including accumulating
assets for retirement. In terms of lifetime savings, these numbers are even more staggering.
After paying her long term care premiums, the 45 year woman could protect $431,539 of her
savings if she buys a long-term care policy instead of trying to pay for nursing home care on her
own (see Figure 10).

We need to educate baby boomers about the importance of purchasing insurance at younger
ages, when it is more affordable .

Many policymakers have emphasized that the high cost of private long-term care insurance is
unaffordable for most Americans. In reality, the cost of a long-term care insurance policy is tied
to the age of purchase. Variations in premiums by age reflect the increased risk of needing long-
term care as people grow older (see Figure 11). Insurance companies are only able to financially
assume the risk presented at older ages if they charge higher premiums.

©American Council of Life Insurance 15
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Consequently, the earlier policies are purchased the lower the premiums. Generally,
premiums are much lower when purchased before age 65. For example, premiums are 70 percent
lower for a 45 year old as compared to a 65 year old ($702 per year at age 45 for a five-year
policy with inflation protection). Similarly, premiums are 54 percent lower for a 55 year old as
compared to a 65 year old ($1,068 per year at age 45 for a five year policy with inflation
protection).

Figure 11
Long-Term Care Insurance
Average Annual Premiums
By Age
Ages 2 Year Policy* S Year Policy*
35t039 $358 $507
40 to 44 $403 $605
45t0 49 $500 $734
50 to 54 $645 $905
55t0 59 $892 $1,204
60 to 64 $1,265 $1,709
65 to 69 $1,849 $2,432
70t0 74 $2,638 $3,610
75+ $3,851 $5,274
*Policies include: coverage for $100/50 per day for nursing home/home care, 90 day
elimination period, and 5% compounded inflation protection.
Source: American Council of Life Insurance

Purchasing at an earlier age has other benefits. Since this product involves medical
underwriting, those who purchase insurance at an early age are more likely to qualify for
coverage. In addition, lower premiums also increase the likelihood that baby boomers will be
able to purchase policies with very comprehensive benefits. A 1994 survey by the Health
Insurance Association of America found that purchasers age 55-64 had policies with more
coverage (almost 7 years) than older purchasers (about 5 years for those age 65 to 74 and 4 years
for those age 75+). Younger purchasers were also far more likely to choose inflation protection
(61 percent) as a policy feature in contrast to older purchasers (38 percent of those 65-69, 27
percent of those 70-74).

©American Council of Life Insurance 16
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Figure 12
Percent Who Can Afford LTC Insurance by Age

Ages Percent Who Can Afford

35-39 Years Old 73

40 - 44 Years Old 7

45 - 49 Years Old 81

50 - 54 Years Old 72

55 - 59 Years Old 63

60 - 64 Years Old 47
65+ 31
Total 62%

The implications of this are very significant for the future potential of long-term care
insurance. We need to educate baby boomers that it is important to purchase insurance at
younger ages when it is more affordable . The results of this study indicate that about three-
quarters of individuals ages 35 to 44 could afford a policy if they spend 2 percent or less of their
income on private insurance (see Figure 12). Under this criteria, 46 percent of those ages 35 to
44 would be able to afford a 5 year policy, while the rest would purchase a 2 year policy.
Similarly, 58 percent of individuals ages 45 to 49 years old could afford a 5-year policy.

©American Council of Life Insurance 17
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Conclusions

Projections about long-term care needs 30 years into the future may seem too distant for
consumers and policymakers faced with more immediate concerns. Nonetheless, this study
provides an important framework within which to examine options to help Americans plan for
their long-term care needs. The results of this study indicate that long-term care insurance has
the potential to significantly reduce future out-of-pocket and Medicaid expenditures for long-
term care. If a large proportion of baby boomers purchased long-term care insurance, total
nursing home expenditures paid by Medicaid could decline from the current 41 percent to 32
percent. In addition, the proportion of total nursing home expenditures paid for by individuals
out-of-pocket could decline from the current 48 percent to 31 percent.

The cost estimates presented in this study reflect only the tip of the iceberg. In 2030, the
baby boomers are concentrated between ages 65 and 84. By 2050, however, all of the baby
boomers will have reached age 85 years and beyond, an age when the probability of needing
long- term care services increases markedly. So both total long-term care costs and the potential
savings from long-term care insurance could be considerably higher by that time.

In addition, our analysis assumes that spend-down rates under Medicaid in 2030 would be
similar to today’s and that the share of nursing home costs paid for by Medicaid (under our
current financing trends scenario) would remain constant through 2030. In reality, as nursing
home costs rise faster than overall inflation and incomes, many more middie income baby
boomers could become impoverished by nursing home costs and thus become eligible for
Medicaid. In this case, increased purchase of long-term care insurance could provide greater
costs savings to Medicaid than our projections suggest.

There is still time to seek out private sector solutions to the looming long-term care crisis.
Baby boomers need to be encouraged to make plans to ensure that disability does not destroy
their future financial security. The study also shows that private long-term care insurance is
affordable for most Americans. However, it is important to one’s financial security to plan ahead
and purchase long-term care insurance as early as possible. This means incorporating long-term
care insurance as an essential part of retirement planning.

The insurance industry is constantly evolving to meet these new challenges. Companies are
making a significant effort to add features and design policies that will appeal to consumers.
Greater flexibility and increased choice in benefits also provide some new options for people
with modest incomes to purchase long-term care insurance. In addition to traditional long-term
care insurance policies, individuals can also obtain a rider to their life insurance policy that will
accelerate benefits to finance long-term care. With this type of product, the insurer pays a
portion of a life insurance benefit to the policyholder instead of paying the beneficiary at the
policyholder’s death. Employer participation in the long-term care insurance market is also
increasing, allowing earlier and more affordable planning for employees seeking coverage for
long-term care.

©American Council of Life Insurance 18
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If the government is serious about encouraging people to purchase private insurance then it
has got to do more. There continues to be a great need to educate the public about the risks of
needing long-term care. In addition, people have to understand the limitations of Medicaid and
Medicare programs for long-term care. As part of this educational effort, there is a need to
encourage purchase at younger ages when premiums are less expensive. Finally, expansion of
tax incentives for long-term care insurance premiums could promote greater affordability
especially among older individuals and those with modest incomes.

Finally, while this study focused primarily on the role of long-term care insurance in
offsetting future nursing home costs, it is important to note, that we also believe that private
long-term care insurance can change much of the bias towards institutional care in the current
system and thus the very nature of the how long-term care services are delivered in the next
century, Baby boomers will demand more services and different options than presently exist in
long-term institutional and home care.

©American Council of Life Insurance 19
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Mrl Mica. We will suspend questioning until we finish the entire
panel.

I will next recognize, representing the Health Insurance Associa-
tion of America, Mr. David Brenerman.

Mr. BRENERMAN. Thank you, Mr. Chairman, members of the sub-
committee. I am David Brenerman, second vice president of govern-
ment relations for UNUM Life Insurance Co. of America, which is
based in Portland, ME.

First, although the Congressman has left, I would like to thank
Congressman Allen for his kind introduction.

Today, I am speaking as the immediate past chairman of the
Long-Term Care Committee of the Health Insurance Association of
America. On behalf of HIAA, I appreciate the opportunity to talk
to you today about the role of private long-term care insurance in
financing our Nation’s long-term care bill and the importance of of-
fering a long-term care insurance benefit to Federal employees.

Our Nation faces a looming crisis. Long-term care is the largest
unfunded liability facing Americans today. For today’s elderly and
tomorrow’s retirees, long-term care is the single major catastrophic
expense. About 40 percent of all elderly will spend some time in a
nursing home. With annual nursing home costs averaging over
$41,000 today and increasing to about $100,000 in 1996 dollars by
the year 2030, such expenses can indeed cause financial ruin. In-
stead of pooling risks, the current system places each household on
its own, and when household resources have been depleted, Medic-
aid becomes the payer of last resort.

There is a critical role for private insurance to provide a better
means of financing long-term care for the vast majority of Ameri-
cans who can afford to protect themselves. The long-term care in-
surance market is growing, and the policies that are available
today are affordable and of high quality. Policies have changed dra-
matically since they were first introduced. Today they provide ex-
panded benefits and cover virtually all sites and types of long-term
care, including nursing homes, assisted living facilities, adult day
care, respite care, hospice and home health care.

By the end of 1996, close to 5 million long-term care insurance
policies had been sold. The market has grown an average of 22 per-
cent annually. Approximately 80 percent of long-term care insur-
ance policies have been sold in the individual market. The em-
ployer-sponsored market enhanced this growth by contributing
about 14 percent of all policies sold. Today more than 650,000 poli-
cies have been sold through 1,500 employers.

The growth in employer-sponsored plans is particularly promis-
ing. Employer plans offer the opportunity to reach a large number
of people efficiently during their working years when premiums are
more affordable. The average age of the employee electing coverage
is 43. This is strong evidence that with education and availability,
younger people can and will purchase long-term care protection.

Long-term-care-related issues cost employers $29 billion a year
in lost time, lost employees and lost productivity. Many believe,
therefore, that private long-term care insurance coverage can have
its greatest impact in the employer-sponsored market. With the
Federal Government, the Nation’s largest employer, offering this
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benefit to its employees, this impact would be magnified tremen-
dously.

A Federal employee long-term care insurance plan is particularly
encouraging because of three factors. First, such an action would
be the clearest signal of Government support for encouraging per-
sonal responsibility and planning for long-term care through ave-
nues such as long-term care insurance. Second, the sheer size of
the Federal Government as an employer would assure an imme-
diate and heightened awareness of long-term care financing issues
among working adults. And finally, because the Federal active em-
ployee population is large and considered to be a relatively young
and healthy group, the administrative and marketing costs would
be legs. Premiums will be lower, and underwriting may be mini-
mized.

We have submitted as part of our written testimony our initial
thoughts on the parameters we believe should be considered when
drafting legislation that would enable this to happen.

I would like to commend the Congress for passage of major in-
centives for the purchase of long-term care insurance that were in-
cluded in the Health Insurance Portability and Accountability Act
of 1996. HIPAA’s provisions have improved the climate for private
long-term care insurance. Nevertheless, HIPAA is not a panacea,
and will not, by itself, achieve the optimum public-private partner-
ship for long-term care financing. HIAA believes other equally im-
portant tax-related changes could make long-term care insurance
more affordable to a greater number of people. We have included
examples of such actions in our written testimony.

Finally, the importance of consumer education about financing
long-term care insurance cannot be overstated and is the shared re-
sponsibility of both the public and private sectors. The public must
understand the need to plan for long-term care and be aware that
there is no government program, including Medicare, unless they
become destitute. A Federal employee and retiree long-term care
plan will only be successful with a carefully planned education pro-
gram.

Over time, HIAA fully believes that private long-term care insur-
ance will give millions of people an opportunity to be financially
independent throughout their retirement years. Recognition of the
private long-term care insurance market in this hearing is a solid
step in this direction. Thank you, Mr. Chairman and members of
the subcommittee. We look forward to working with you as you de-
velop legislation.

Mr. MicA. Thank you, sir.

[The prepared statement of Mr. Brenerman follows:]
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Good morning, Mr. Chairman and Members of the Committee. | am David
Brenerman, Second Vice President for Government Relations for UNUM Life
Insurance Company of America, based in Portland, Maine. | am also the
immediate past chairman of the Long-Term Care Committee of the Health
Insurance Association of America (HIAA). As the nation's preeminent health
insurance trade association, HIAA, based in Washington, D.C., is the industry’s
most influential advocate for the private market-based health care system.
HIAA's more than 250 member companies provide medical expense and
supplemental insurance, as well as long-term care insurance and disability
income protection, to more than 65 million Americans. HIAA advocates federal
and state policies which would build upon our health care system’s quality,

affordability, accessibility and responsiveness.

On behalf of HIAA, | appreciate the opportunity to talk to you today about the
critical role of long-term care insurance in financing our nation’s long-term care
crisis. | would also like to commend the Subcommittee for realizing the potential
of the long-term care insurance market by considering legislation that would
enable federal employees to purchase long-term care insurance as an employee
benefit. Today, more than 100 companies provide long-term care insurance to
over 5 million people. In addition, over 1500 employers have now sponsored a
long-term care insurance plan for their employees. High quality private
insurance coverage is offered through a variety of mechanisms, including
individual, group association and employer-sponsored arrangements and riders

to life insurance plans.

Let me begin by sﬁmmarizing the most important points of my testimony:
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Qur nation faces a long-term care crisis. Long-term care is the largest
unfunded liability facing Americans today. Despite the tremendous need for
long-term care protection, there is a clear lack of adequate planning for it.
While the current system is flawed, the financing of long-term care is
complicated and requires a thoughtful solution, not a rush to judgment.

Fiscal realities and national priorities make it irresponsible to place the
financing burden primarily on the nation’s taxpayers. All elements of society
- individuals, policymakers, employers, and insurers must play a vital role.

There is a growing and critical role for private insurance to provide a better
means of financing long-term care for the vast majority of Americans who can
afford to protect themselves. Continued growth of the market will alleviate
reliance on scarce public dollars, enhance choice of long-term care services
for those who may need them in the future and promote quality among
providers of long-term care.

The long-term care insurance market is growing and the policies that are
available today are affordable and of high quality.

There is a continued role that the government can play in financing long-term
care for those without adequate resources to protect themselves.

The government plays a critical role in enhancing the growth of the private
long-term care insurance market. Government initiatives which show
support of the private long-term care insurance market emphasizes to the
public the importance of assuming personal responsibility and less reliance
on public support for their own long-term care.

There also continues to be a critical government role, in education and
research, to further our collective knowledge about who needs long-term
care, what services should be provided and what the total costs to society will
be.

To address these concerns, HIAA believes the following steps must be taken:

1.

Encourage personal responsibility for financing long-term care through the
expansion of the private long-term care insurance market;

. Educate the public about the risks and costs of long-term care. Without

understanding the problem, the public cannot be expected to understand the
appropriate solutions. It is critically important for the public and private
sectors to do more in this area.
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3. Improve the government's ability to target assistance to those most in need.
The government must take full responsibility for providing care to those
without the resources to do so.

4. Stimulate the private insurance market through enhancement of the tax
status of long-term care insurance and offering of long-term care insurance to
all federal government employees.

5. Support research and demonstrations related to the need for long-term care
services and private and public sector partnerships in paying for long-term
care.

This hearing is a very positive first step in accomplishing these objectives. The

public and private sectors must take the time to make the necessary investment

now in designing a financing arrangement that our elderly can live with today, our
future retirees can live with tomorrow and our children can depend on in the next
generation. Long-term care is an especially critical issue the entire nation’s
population faces. We commend the Subcommittee for bringing this issue to the
forefront and recognizing the important role that the private long-term care

insurance market can play in solving our nation’s long-term care dilemma.

Nature of the Problem

When we speak of “long-term care,” we are describing a wide range of health
and personal care services provided to individuals who have lost some or all
capacity to function independently due to a chronic illness or condition and who
are expected to require these services for an extended period of time. About 70
percent of the non-institutionalized elderly with long-term care needs receive all
their help from family members and friends. However, 30 percent receive
additional paid home care services and about 40 percent of all elderly will spend

some time in a nursing home.
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Long-term care is the major catastrophic health care expense faced by the
elderly today and will definitely remain so for our retiring baby boomers. For the
elderly who have out-of-pocket heaith care expenses of over $2,000 a year, an
average of 80 percent is spent on nursing home care. With annual nursing
home costs averaging $41,000 (increasing to about $100,000 in 1996 dollars by
2030), and easily double that amount in high cost areas, such expenses can
indeed cause financial ruin. Instead of pooling risks, the current system places
each household on its own and when household resources have been depleted,
Medicaid becomes the payer of last resort. This approach combining out-of-
pocket outlays and welfare features remediation and relief when prevention and

planning should be the preferable approaches.

Today’s situation, a population of approximately 8 million people, increasing to
about 13 million in 2030, needing long-term care services and lacking
preparation for this catastrophic event, calls for a thoughtful and deliberate
approach. Today is not a time to consider a quick plunge into national broader
solutions that fail to recognize how these financing and delivery issues affect
costs and access to long-term care. HIAA supports a comprehensive approach
to financing long-term care that utilizes the inherent strengths of both the private
and public sectors in a more efficient and equitable manner than the essentially

unintended system created today.

The Private Long-Term Care Insurance Market Today

The insurance industry is justifiably proud of the role it has played in the
evolution of the largest private insurance system in the world. Now, we are

entering the next logical phase of this evolution. Advances in medical

-5.
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technology and general health are increasing the life span of the elderly, but
they are also increasing the number of people who will need treatment for
chronic illness. At the same time, rising income, particularly among the current
elderly and future baby boomer retirees, makes insurance against the costs of
long-term care more affordable. Long-term care insurance must now be folded

into this country’s extensive private health insurance system.

The market is developing rapidly, as evidenced by the number of companies
developing long-term care insurance products, the number of individuals covered
and the variety of products available to the public today. By December 31, 1996,
over 100 companies have sold close to 5 million long-term care insurance
policies. The number of policies purchased increased by more than 600,000 in
1996 alone, and the market has grown an average of 22 percent between 1987
and 1996. These insurance policies include individual, group association,
employer-sponsored and riders to life insurance policies that accelerate the

death benefit for long-term care. (See Figure 1 below).

Figure 1: Long-Term Care Insurance Policies Sold,
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The majority of long-term care insurers continue to sell policies in the individual
market. As of the end of 1996, approximately 80 percent of the 4.96 million long-
term care insurance policies had been sold through the individual and group
association markets. However, about one-third of the 1996 long-term care
insurance carriers sold policies in either the employer-sponsored or life
insurance markets, up from 14 percent in 1988. These two markets also
represented 20 percent of all long-term care policies sold as of 1996, up from

less than 3 percent in 1988. (See Figure 2 below.)

Figure 2: Distribution of Long-Term Care Insurance Policies Sold,
as of December 1996
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Although all three markets experienced growth in 1996, the majority of growth,
about 79 percent, can be attributed to the individual and group association
markets. The total premium volume for the individual and group association
policies sold in 1996 alone was about $750 million. The employer-sponsored
market enhanced this growth by contributing close to 20 percent of the sales in
1996. At the close of 1996, over 650,000 policies had been sold through 1,532
employers. (See Figure 3 on the following page.) Although the growth in the

long-term care life insurance rider market was minimal in 1996, it continues to
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account for about 7 percent of the entire long-term care insurance market, with
over 340,000 policies sold cumulatively as of the end of 1996.

Figure 3: Number of Employer-Sponsored Long-Term Care
Insurance Plans Offered, by Year,
Cumulatively, 1987-1996
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As in previous years, the long-term care insurance market remained highly
concentrated among a relatively small number of sellers. Twelve sellers
represent approximately 80 percent of all individual and group association
policies sold in 1996. HIAA conducted an in-depth look at the top sellers’ latest
policies and found that insurers offer policies with a wide range of benefit options

and design flexibility at moderately priced premiums. Key findings follow:

» All companies offer plans which cover nursing home, home health care, adult
day care, respite care and alternate care services. Hospice care was
specifically covered by 10 insurers and a separate assisted living facility
benefit was offered by 10 of the top sellers.

¢ Other common benefits include: care coordination or case management
services, homemaker or chore services, restoration of benefits, bed
reservation reimbursements, medical equipment coverage, spousal
discounts, survivorship benefits and caregiver training.

o Benefit eligibility criteria used are deficiency in performing Activities of Daily
Living (ADLs) and determination of cognitive impairment.

-8-
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¢ All plans are guaranteed renewable, have a 30-day free look period, cover
Alzheimer's disease, have a waiver of premium provision, offer unlimited or
lifetime nursing home maximum periods.

e Whereas in previous years, most companies used a 6-month preexisting
condition limitation, 9 of the 12 sellers now waive their preexisting condition
limitation as long as pertinent medical conditions are disclosed at the time of
application.

¢ Age limits for purchasing are also expanding. Companies now offer
individual policies to people as young as 18 and as old as 99 years.

« All plans offer the NAIC Model Act and Regulation inflation protection
requirement of benefits increasing at an annual 5 percent compounded rate,
funded with a level premium.

¢ All companies offer plans that have a nonforfeiture benefit, with a shortened
benefit period or a return of premium, as the most common types.

In addition to examining each top seller's policy provisions and marketing
materials, we also reviewed the premiums they offered for their most recent
policy. Premiums for long-term care insurance policies varied widely depending
on multiple factors, including entry-age of the policyholder and benefit designs
chosen. HIAA analysis reveals that the average annual premiums reported by
the 1996 leading sellers (see Table 1 below) have been decreasing over time.

Table 1: Average Annual Premiums for Leading Individual
and Group Association Long-Term Care Sellers in 1996

AGE Base With 5% With a W/ IP & NFB
Compounded Nonforfeiture
Inflation Benefit (NFB)
Protection (IP)
40 $250 $590 $340 $800
50 $365 $800 $520 $1200
65 $1000 $1830 $1320 $2450
79 $4000 $5600 $5200 $7500

(NOTE: These are preliminary estimates for premiums of 1996 leading sellers. Premiums are generally
“for a $100/$50nursing home/home health coverage, 4 years coverage, and 20-day elimination period.)
SOURCE: HIAA LTC Market Survey, 1997.
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The average premiums in 1996 decreased an average of 5 percent when
compared to the average premiums for the leading sellers in 1995. Thisis a
strong indication that market competition and insurers’ increasing confidence
with their pricing and anticipated claims experience have kept premiums stable, if
not more affordable. In addition, given the tremendous changes in long-term
care insurance policy design (i.e., elimination of prior hospitalization
requirements, expansion of available benefits, coverage of additional sites and
levels of long-term care), buyers are now clearly receiving more benefits for their

prendum dollar.

The Employer-Sponsored Long-Term Care Insurance Market
.

The growth in employer-sponsored plans is particularly promising. Employer
plans offer the opportunity to reach a large number of people efficiently during
their working years when premiums are more affordable. Coverage in the
workplace offers the additional advantage of employers selecting the best plan at
the best price for their employees. Enrollment experience shows that the
average age of the employee electing this coverage is 43. This is strong
evidence that with education and availability, younger people can and will
purchase long-term care protection. Most of these plans offer coverage to the
elderly as well by including retired employees and their spouses and parents of

the employee or employee’s spouse.

By the end of 1996, 1,532 employers were offering a long-term care insurance
plan to their employees and retirees. There were over 500 employer-sponsored
plans introduced in 1995 and 1996. Most of these plans were employee pay-all

plans. However, at least 432 of these employers paid part or the entire
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employee premium for long-term care insurance. The majority of these
employers were very small firms (under 100 employees), and were insured by
one insurance company. Among the employee pay-all plans, employee
participation rates varied widely by insurer and employer. The average percent
of active employees participating in this coverage per employer group is about 6

percent.

Since June 1980, many small employers (1-500 employees) have started
offering long-term care insurance to their employees. This number has
increased from 58 in 1990 to over 600 in 1996. This group represents over 60
percent of all employers offering long-term cc 42 coverage to their employees
and/or retirees. There have also been substantial increases in the number of

medium-sized and large-sized employers who offer long-term care coverage.

Offering of Long-Term Care Insurance to Federal Government Employees

Long-term care related issues cost employers $29 billion a year in lost time, lost

employees, and lost productivity. Many believe, therefore, that private long-term
care insurance coverage can have its greatest impact in the employer-sponsored
market. With the Federal Government, the nation’s largest employer, offering

this benefit to its employees, this impact would be magnified tremendously.

A Federal Employee Long-Term Care Insurance Plan is particularly encouraging
because of three factors. First, such an action would be the clearest signal of

government support for encouragihg personal responsibility and planning for

11 -
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long-term care through avenues such as long-term care insurance. Second, the
sheer size of the Federal Government as an employer would assure an
immediate and heightened awareness of long-term care financing issues among
working adults. Finally, because the federal employee population is large and
considered to be a relatively young and healthy group (compared to the more
senior population that individual long-term care insurance policies are currently
being marketed to), administrative and marketing costs will be less; premiums

will be lower; and underwriting may be minimized.

HIAA supparts the offering of long-term care insurance to all federal employees.
It is imperative that the structure of a Federal Employee Long-Term Care
Insurance Plan allow for market competition and design flexibility. This would
assure that long-term care insurance policies that would be offered to federal
employees through this program would be affordable and not hinder product
development and future innovation in the coverage of long-term care services.
In this regard, below are some initial thoughts on the parameters HIAA feels
should be considered when drafting legislation that would enable this to happen.
« Authorization: The Office of Personnel Management (the “Office™) shall
establish the program under which eligible group and individual long-term
care insurance contracts are made available to federal employees,
annuitants; and eligible famity members of such employees and annuitants
with long-term care insurance coverage. Eligible family members are an
employee's or annuitant's spouse, children, parents, grandparents, and such
other individuals as the office may specify.
« Withholding: Premiums for eligible long-term care insurance contracts shall

be withheld from the pay of each enrolled employee and the annuity of each
enrolled annuitant, and be contributed to the government. Such withheld
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amounts shall be timely paid by the government to the carrier for each such
contract.

Eligible Contract; Any group or individual long-term care insurance contract
(including reimbursement and per diem type policies) that:

(a) is a qualified long-term care insurance contract (as defined in Title I,
Subtitle C of the Health Insurance Portability and Accountability Act of
1996, Pub. L, 104-191, or as this definition may be amended),

(b) is issued by a carrier that is licensed by the State or other jurisdiction in
which the insured resides to issue insurance contracts,

(c) provided benefits and coverage that cannot be unilaterally changed by the
carrier (except for nonpayment of premiums and in the case of
misrepresentation that would permit a carrier to contest a qualified long-
term care insurance contract), and provides premiums that are
determined on a noncancellable; or guaranteed renewable basis.

(d) is fully insured by the carrier or reinsured in all or part with other carriers,
and

(e) the Office determines to be appropriate for the provision of long-term care
insurance, taking into account the financial soundness of the carrier and
its administrative capability to serve covered insureds.

For this purpose, a carrier means a voluntary association, corporation,
partnership, or other non-governmental organization which is lawfully
engaged in providing, paying for, or reimbursing directly or indirectly the cost
of long-term care services under group or individual contracts of insurance in
consideration of premiums or other charges payable to the carrier.

Enroliment Season and Communications: The Office shall, at least annually,
provide a period of not less that 3 weeks during which any employee or
annuitant shall be permitted to apply for coverage with a carrier. In addition,
employees may apply for coverage any time during a calendar year. The
Office shall, after consultation with the carrier, make available to each such
employee and annuitant information as may be necessary to enable the
individual to exercise an informed choice among eligible contracts.

Continuation of Coverage: If an individual (whether or not an employee or
annuitant) is covered under an eligible contract and withholding ceases to be
available or sufficient (such as after a divorce), such individual shall be
entitled to pay premiums directly to the carrier to continue the insurance in
force.

-13-
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Reports and Audits: As a condition of participation in the program, carriers
must agree to furnish such reasonable reports as the Office determines to be
necessary to enable it to carry out its functions under this program, and
permit the Office and representatives of the General Accounting Office to
examine records of the carriers as may be necessary to carry out the
purposes of this program. In addition, each Government agency shall keep
such records and furnish the Office with such information and reports as may
be necessary to enable the Office to carry out its functions under this
program.

Jurisdiction of Courts: The district courts of the United States have original
jurisdiction, concurrent with the United States Court of Federal Claims, of a
civil action or claim against the United States founded under this program.

Coordination with State Laws: Any requirements or standards relating to the
Federal Government Long Term Care Insurance Program shall supersede
and preempt any state or local law, qr regulation which relate to long term
care services or insurance contracts. This rule shall not be construed to alter
the requirement that an eligible contract must otherwise constitute a qualified
long term insurance contract.

Regulations: The Office may prescribe regulations necessary to carry out
this program

Authorization of Monies: There should be sufficient funds appropriated to
carry out this program, including amounts to cover administrative costs that
may be incurred. In addition, there should be an authorization of future
Government contribution for a portion of the cost of any eligible contract
covering an employee or annuitant or the spouse of any such persons as
may be necessary to encourage the purchase of long-term care insurance
coverage.

Challenges to the Long-Term Care Insurance Market

Incentives for the purchase of long-term care insurance were included in the

recent passage of the Health Insurance Portability and Accountability Act of

1996 (HIPAA). A new federal focus on streamlining public expenditures and

encouraging individual responsibility has emerged. HIPAA's long-term care

provisions have improved the political climate for private long-term care

- 14 -



61

insurance. Nevertheless, HIPAA is not a panacea and will not, by itself, achieve
the optimum public-private partnership for long-term care financing. HIAA
believes that several factors could hasten the development of private long-term
care insurance and strengthen its ability to respond to the baby boomer's

demand and need for long-term care protection.

Educating the Public is Essential -- The need for better consumer education is
the responsibility of both the private and public sectors. It is virtually impossible
to sell a product to someone who already believes they have it or they will never
need it. However, this is where we often find ourselves with long-term care
insurance. Education shouid begin early, sc f1at working age people understand
their risks for long-term care and can plan for their potential long-term care

needs while they have the income to do so.

Over the last several years, the insurance industry has made an extensive effort
to inform the public about long-term care and its potential costs. Since 1987,
when the HIAA long-term care consumer guide was first published, over two
million copies have been distributed. (A copy of the most recent HIAA Guide to
Long-Term Care Insurance is attached.) It is clear the public wants information
on this subject. HIAA remains willing to work with all levels of government to

further similar consumer communication and education efforts.

Public Expenditures Should be Targeted — HIAA also recognizes that the
private sector alone cannot realistically meet society's entire need. There will
always be a significant need for public sector involvement. For those unable to
finance their own long-term care services, a “safety net" program of public

assistance must continue to be provided. This is true especially for the current
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generation of elderly and disabled individuals, who have not had the time,
product availability or financial resources to provide effectively for themselves. in
this regard, HIAA supports initiatives to improve the current long-term care
public assistance programs and research and demonstrations on innovative

needs-based public long-term care programs.

We recognize that such innovations could be costly. However, we believe that
their benefits are significant and that it is the responsibility of the public sector to
target its assistance to those most in need. Funding of these iniprovements
couid be partially offset through mandatory estate recoveries of recipients after
their death and the death of a surviving spouse. Additional revenues could also
be generated from further strengthening and strictly enforcing the transfer of
assets rules so that individuals could not give away property in order to qualify

for Medicaid.

Expansion of Long-Term Care Insurance Coverage Should be Encouraged
through Tax Incentives - While several tax clarifications passed in HIPAA, we
believe that other equally important tax-related changes, at both the federal and
state levels, could make long-term care insurance more affordable to a greater
number of people. The expansion of this market will have the parallel effect of
reducing future costs to the federal and state governments by reducing Medicaid

outlays.

Federal and state governments have an important role in encouraging the
growth of private long-term care insurance market. This could be achieved by
enhancing tax provisions for long-term care insurance. Encouraging additional

tax provisions for these products would reduce the cost of long-term care
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insurance for many Americans, would increase their appeal to employees and
employers, and would increase public confidence in this relatively new private
insurance coverage. Further, enhancement of tax incentives for the purchase of
long-term care insurance would demonstrate the government’s support for and
its commitment to the private long-term care insurance industry as a major
means of helping Americans fund for future long-term care needs. It also

reinforces the message to the public about individual responsibility.

These efforts will lead to an increase in the portion of the population who seek to
protect themselves against catastrophic long-term care expenses. Some

examples of specific actions that cou’1 be taken are to:

« Enhance the deduction for long-term care insurance premiums, such
that premium dollars are not subject to a percentage of income;

e Permit the tax-free use of IRA and 401(k) funds for purchases of long-
term care insurance;

e Permit the premiums to be paid through cafeteria plans and flexible
spending accounts;

e Provide a tax subsidy for the purchase of long-term care insurance;
and

s Encourage state tax incentives for the purchase of long-term care
insurance.
These tax incentives would largely benefit two groups: those who did not have
the opportunity to purchase such coverage when they were younger and the
premiums were lower and as a result, now face the greatest affordability
problems because of their age; and those younger adults, our current baby
boomers, who need incentives or mechanisms to fit providing for their own long-

term care protection into their current multiple priorities (e.g., mortgage and
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children’s college tuition) and financial and retirement planning. Further, the
educational effects of such tax incentives could far outweigh its monetary value
by educating consumers about an important issue and as a result, would help to

change attitudes as well.

Encouragement of Delivering Quality Long-Term Care Services and Focus
on Research Affecting Long-Term Care Use and Costs is Critical — Rather
than spend tax dollars to provide long-term care to those who can afford to
protect themselves, HIAA believes it is a higher priority to devote public
expenditures toward encouraging the delivery of quality long-term care services.
Reimbursement policy under public progiéams must be adequate to ensure high

quality patient care and deter cost-shifting to private paying patients.

Public expenditures should also focus on research affecting long-term care use
and costs, and support of budget-neutral demonstrations involving public-private
financing partnerships. In addition, more resources are needed in basic and
applied biomedical aging research to facilitate the management of chronic
disease and disability. Treatments which ameliorate or control conditions such
as Alzheimer's disease, incontinence, and osteoporosis will greatly enhance the
quality of an older person'’s life and significantly reduce or delay the need for

costly long-term care services.

Another priority for additional public spending on long-term care would be the
monitoring of genetic studies. These studies could help in learning more about
the aging process and how to reduce or delay the impact of aging on service

delivery. Applying lessons learned from these efforts could improve the ability of
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future long-term care insurance products to meet the needs of consumers.
However, it is essential that such studies not impede development and growth of
the market and that insurers continue to have access to and consider any
relevant medical information for insurance purposes. Like all insurance, long-
term care insurance will only remain affordable if adverse selection can be

minimized.

The federal government must also continue its important function of collecting
and organizing data through national surveys and share this information with the
public in a useful and timely manner. Financial support of such research and
demonstration efforts is fairly minimal when cdmpared to the tremendous

benefits they will reap over the long haul.

Summary and Conclusions

We all agree that solving the nation’s long-term care problem is vitally important.
The flexibility and versatility that private long-term care insurance could offer
federal employees and their families make it the preferred approach to pre-
funding the catastrophic long-term care costs. In addition, private insurance also
provides maximum flexibility to present and future informal caregivers. Many of
us have experienced or will soon experience, either needing or providing long-
term care for our loved ones. Over time, HIAA fully believes that private long-
term care insurance will give millions of people an opportunity to be financially
independent throughout their retirement years. Recognition of the private long-

term care insurance market in this hearing is a solid step in this direction.

-19 -



66

The public and private sectors must combine their efforts and knowledge to
create a solution that will benefit most Americans today and in the future. This
Subcommittee’s consideration of offering long-term care insurance to all federal
employees is an investment that will pay off many tires over as odr population
ages and will help our nation avoid placing an insupportable tax burden on our

children.

Thank you Mr. Chairman and Members of the Subcommittee. We look forward

to working with you to provide further assistance in this area.
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Guide to
longterm Care
Insurance

Most Americans know about the kind of health insur-
ance that pays doctor and hospital bills. But the kind
that pays for long-term care in a nursing home or al
home is not as familiar This booklet explains what
long-term care is, how long-term care insurance works,
and what it costs. It also has a checklist vou can use to
compare policies. Withr this information. vou'll be able
to make an informed decision.

Nha s ‘ongierm care?
*

Long-term care gocs hevond medical care and nursing
care 1o include all the assistiance vou could need if vou
ever have a chronic dllness or disabiliy that leaves you
unable to care for vourself for an extended penod of
ume. You can receve long-lerm care in @ nursing
hone or in vour own home. in the form of help with
such activities as hathing or dressing. Long-term care
<an e ol help o aovoung or middle-aged person who
hits een in an acciden or suffered a debilitating ill-
ness. But most long-term care services are used by
vkder people

Bevond nuring homes, there is a sange of services avail-
able 1n the comununiy © help meet longderm care
meeds. Case givenn by fannty axmbers can be supphe-
menied by visiting nunes, home health aides. nendly
visitor programs. honie-delivensd meals. chore sevices.
adult daveare centers, and respiie services for caregivens
who need a break from dailv responsibiites.

These services are hecoming maore widely available
Sonxe of all of them may he found in your communiny

Your local Area Agency on Aging or Otfice on Aging can
hedp vou Jocate e senvives vou need. Gall dwe Fidercare
Tocator at RNG™-10 1o identify vour focal office,



Are you likely to need
longterm care?
*

This year about 7 million men and women over the
age of 65 will need long-term care. By the year 2005.
the number will increase to 9 million. By the year 2020,
12 million older Americans will need long-term care
Most will be cared for at home: family members and
friends are the sole caregivers for 70 percent of elderly
people. But a study by the 1.S. Depaniment of Health
and Human Services indicates that people of age 65
face at least 2 40 percent lifetime risk of entering 2
nursing home. About 10 percent will stay there five
years of longer

The American population s growing ohder. and the
Lroup aver age 83 is now the fustest-gronwng seament
of the population. The odds of entenng a nussing home
and staving for longer penods. ncrease with sge. In fact
statigtics show that arany given time. 22 pereent of those
age 85 und older are in 1 nurang home. Boecause
women genenlly outhive men by <evenil vears. they face
a 50 percent greater likelihood than men of entering .
nursing home affer age 63

You puv never need 4 nursing home But the Jonger
vou live, the gredter the chance that vou wall necd
some form of long-term care

What does longterm care cose
*

Long-ternt ciare can be ven expensive. As a national
dverage. 4 vear in a nursing home is estimated to cost
340000 In some regions. it can easily cost e that
amount

Home care is less expensive but it still adds up. Bringing
an aide into vour home just three umes o week—
1o help with dressing. bathing. preparing meals. und
similar houschold chores—easily can cost 31000 euach
month. or $12,000 a vear. Add in the cost of skilled help
such as physical theraprits, and these costs cun be
much greater
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Who pays the billse
*

For the most pan, the people who need the care pay
the bills. Generalty. neither Medicare nor private
Medicare supplement insurance ror the hea' h insur-
ance vou may have either on your own or through
your employer will pay for long-term care

Medicare supplement insurance (often called Medigap
or MedSup is private insurance that helps cover some
of the gaps in Medicare coverage. Those gaps are hos-
pial deducubles. doctors” deducubles. and coinsurance
pavments or what Medicare considers excess physician
chitrges—Dbut they are not long-term care

About one-third of all nursing home costs are paid out-
of-pocket by individuals and their families. Only about

4+ percent s paid Ty Medicare, lor short-termy skitled
nursing honie care following hospitalization. Medicare
a0 pavs lor some skilled at-home care but only for
~hon-term unstable conditions and not tor the ongoing
assistanee that many elderly people need. Most of the
balance of the nanon's loag-term care bill—more than
half of all nursing home cost—is picked up by
Medicaid. either immediately, tor people meeting fed-
cral poventy puidehines. or after nursing home residents
spend down” their own savings and become eligible.
Manv people who begin paving for nussing home cure
find that their <aivings are not enough 1o cover lengthy
confinements. It they become  impoverished  after
enienng a nursing home. they turn © Medicad to pay
the bills. Tuming to Medicaid once meant impoverish-
ing the spouse who remained at home as sell as the
spouse confined 1o 4 numing home. Recent changes in
the law. however. permit the ar-home spouse 10 relain
specified levels of assets and income

You cant predict what kind of care you might need in
the future. or know exactly what the costs will be. But
since vou amay have long-term care expenses. vou
need 10 know if Jong-tenn care insurance is appropri-
ate tor vou



What kind of insurance

is available?
*

Long-term care insurance is similas 10 other insurance
in that it allows people to pay a known and affordable
premium that offsets the risk of much lurger out-of-
pocket expenses. Although long-term care insurance is
relatively new, more than 100 companies now offer
coverage.

Several types of policies are available. but most are
indemnity policies. This means that they pay a fixed
doflar amount for each day you receive specified care
aither in a nursing home or at home. No policy is guar-
anteed to cover all expenses fully

Policvholders usually have a choice of indemnity
amounts ranging from $40 to more than $200 per day
for nursing home coverage. These amounts are pegged
10 the average daily cost of a nursing home. The daily
benefit for at-home care is usually much tess than the
benefit for numsing home care. Note. though. that vou
are responsible for vour actual nursing home or home
care costs

Because the per-day benefit vou buv wday may he
inadequate to cover higher costs afier 4 number of
vears. most policies now offer an infladon adjust-
ment fearure. n nuny policies. for example. the initial
henefit amount will increase awtonuitically cach vear ac
a specified rate tsuch as 3 percent) compounded over
the life of the policy.

Some life insurance policies offer long-tem care hene-
fits. Under these accelerated or Hiving benefits provi-
sions, 2 partion of the lfe insurance benetit is paid to the
policvhotder if lung-term care is needed instead of 10 the
beneticlany at the policyholder s death. Some companies

ke these benefits available o all policvbolders: achers.

offer them onlv o people Buving new polices
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What do policies coste
L]

In 1994, individual policies without an inflation adjust-
ment featuic ranged in cost frem about $325 per vear
10 more than $3,641. Inflation adjustments can add 30
percent to 90 percent to your premium, depending on
the option you select, but can keep benefits in line
with rising costs.

But the actual premium you'll pay depends on many
factors. including vour age. the level of benefits. and
the length of time you are willing to wait until benefits
begin. Here are details:

In 199+4. 1 policyv offering an 580 per day nursing home
benefit for four vears, with a 20~day deductible. cost a
S0-vear-ud about $325 per vear. For someone who
was 03 vears old in 1994. the same policy cost abowt
$833. and for a "9-veur-old. the cost was $3.641. The
same policy with an inflation feature may cost 3059 at
age 0. S1.338 ar age 05, and $5.095 at age 79

Premiums generally don' increase with age but remain
the xame each vear tunless thev are increased for all
policvholders at once). The vounger you are when vou
fiest buy a poticy. therefore. the lower vour annual pre-
mivm will be.

Benefits

The premiunm is also directly affected by the size of the
daily benefit and the length of time for which benefits
will be paid. For example. a policy that pays $100 a
day for up 10 five vears of nursing home care costs
more than a policy that pavs $50 a day for three vears.

Elimination or deductible periods

So-called elimination or deductible penods refer to the
number of davs vou munst he in residence at 1 numsing
home or the number of home care visits you must
receive before policy benefits begin. Most poticies offer
a choice of dedudtible ranging from 0 to 100 days. A
20-lav elimination period. &5 an example. means that



your policy will begin paying benefits on the 21st day.
The longer the elimination or deductible period, the
lower the premium.

You can lower your own vosts for long-term care cov-
erage, therefore, by buying a policy at an early age and
by selecting carefully both the level of benefits and the
deductible period. in making your selection, bear in mind
that while 45 percent of nursing home says last three
months or less. more than one-hird last one year or
longer. It's the costly longer stay that may be the devas-
tating financial blow that you may want o insure against.

What do longterm care
insurance policies covere
*

Most long-term care policies will pav benefits either
when need is demonstrated by the inability t perform
4 specific number of personal Functions or activities of
dailiy living such as bathing. dressing. or eating. or
when cure is needed due 10 cognitive impairment, or
when care is medicalty necessary and prescribed b
the patient's physician. New policies no longer require
a hospital stay before puving nursing home benetfis.

Todav's policies cover skilled. imemedute, and cusio
dial care in state-licensed nursing homes. Long-term care
policies usually also cover home cire senices such as
skilled or nonskilled nursing cire. physical therapy
homemukers: and hone health aides prosided by swate-
licensed and or Medicare~certified home health agen-
cies. Newer policies no longer require a certain peniod
of nuning home care betore covering home health care
services

Many policies also cover adult duveare and other care
in the community, alternate care. and respite care tor
the caregiver

Alternate care reters 10 noa-conventional care and
senvices developed by a physician that can senve as
an alternative 10 more costly nursing home care
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Benefits may be available for special medical care and
veatments, different sites of care, or medically neces-
sary modifications to the insured's home, like building
ramps for wheelchairs or modifications to a kitchen or
bathroom. A health care professional develops the
alternare plan of care. the insured or insurer may initi-
ate the plan. and the insurer approves it. It 1s important
to note that the benefit amount will reduce the maxi-
mum or lifetime benefir available for later confinement
in a Jong-term care facility and that most policies linir
the expenses covered under this benefit (i.e.. 60 per-
cent of the Jifetime maximum fimut

Alzheimer's disease and other organic cognitive dis-
abilities. leading causes for nursing home admissions
tnd a4 leading cause of wory for many older
Amercanst dre generddly covered under long-term
vare poliuies

VWhat is not coverec?
L]
Ali pohcies contan dimitations and  exclusions
Otherwise premiums would become unaffordable. But
the speditic linutations and exclusions are likely w0 dd-
fer from policy © policy

Consider

Preexisting conditions

Insurance companies may require that a period of time
pass hetore the policy pays for care related to o health
problem vou had when vou became insured. Such
heulth problems are called  preexisting conditions.
Some companies exclude coverage of preexisting con-
ditions for six months. If vou need long-term care with-
in six months of the policys issue date for 4 condition
for which treatment was either underwvay or had been
recommended before vou took the policy. you mav be
denied benefits

Specific exclusions

Before vou buy. be sure vou understand exactly whas
is and is not covered under a particular policy. Some
mental and nenous disorders are often not covered



Alcoholism and drug abuse are usually not covered.
along with care necessitated by an act of war or an
intentionally self-inflicted injury.

Prior levels of care

Most policies will pay for whatever level of care you
need. A few require a cetain period of nursing home
care before you are eligible for home care. Generally,
fewer restrictions make policies more useful.

What else should | know
before | buy?
L]

Despite some move 10 uniformin—vinually all policies
now cover Alzheimer's disease and no longer require
a hospital stay before puving nursing home henetits—
there are different options available under difterem
poticies. These ure some of the things 1o consider

Eligibility

1f you are in reasonably good health and can Like care
of yoursell. and if vou are hetween the ages of S0 .nd
84. yvou can probubly buy long-term care insurance
Most companies do not sell individual policies to peo-
ple under age 50 or over age 84

Note thut these age limitations apply onlt o vour e €
the time of purchuse. not at the e you use the henetits

Duration of benefits

Long-term care policies generaily himit benetits w0 0
maximum dollar amount or a maximum aumber of
days and often have separate benetit limits for nursing
home and home health care within the same policy
For example. a policy may offer five vears of nursing
homie coverage tmany policies now offer lifetime nurs-
ing home coverage) and two years of home health care
coverage

Generlly. there are two ways in which companies define
a policy's nximum benetit period Under one definiion
a policy mav ofter i one-time muasimum benefi period. A
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policy with five years of nursing home coverage, issued
by a company using this definition, would pay just once
in a policyholder's lifetime. Other policies offer a maxi-
mum benefit penod for each “period of confinement "
Under this second definition, a policy with a five-year
maximum benefit period would cover more than one
nursing home stay lasting up 10 five years each if the
says were separated by six months or more.

Renew

Virtually all long-term care policies sold 10 individuals
are guaranteed renewable: they cannot be canceled as
long as vou pav your premiums on time and as long as
vou have ld the tnuth about vour health on the appli-
cation. Premiums <an be increased. however if they
are increased lor an entire group of policvholders

The renewsitbilin provision. nommall found on the first
puage of the policy. specifies under whar conditions the
policy can he canceled and when premiums may

NCTCUS

Nonforfeiture benefits

This benetit returns to policvholders some of their pay-
ments o they drop their coverage. Most companies
naw ofter this benetit as an cprion. The most common
rvpes of nonforteiture benetits offered today are “return
of premium or reduced paid-up.” With a “rerurn of pre-
mium” benefit. the policyholder receives cash. usually
4 percent of the sum of preniums paid to date after
lapse or death. Wuh 4 “reduced paid-up” benefit. the
long-term care coverage vontinues but the daitv pn-
ment amount is reduced as specified in the policy. A
nontarteiture benefit can add from 20 10 100 percent to

@ policy’s cont

Waiver of premium

This provision dlows vou 10 stop paving premiums
dunng the time vou are recenang benefils. Read the
policy carefully 1o see it there are any restrictions on
this provision. such s Jrequirement 1w be in a nurs-
e home tor any length of tme (99 davs i< a tepical

TegUIEMENE! Before prennumis are waned



Disclosure

Your medical history is very imponant because the
information you provide on your application is used by
the insurance company in assessing your eligibility for
coverage. The application must be accurate and com-
plete If it is not. the insurance company may be with-
in its rights to deny coverage when you file a claim.

What about switching policies?
L]

New long-term care insurance policies may have more
favorable provisions than older policies. Newer poli-
cies, as noted above, generally do not have require-
ments for prior hospital stays or for prior levels of care
But, if you do switch. provisions excluding preexisting
conditions for specified periods of nme will have 0
begin again. So vou should never swich policies
before making sure that the new policv is really better
than the one you already have. And vou should never
drop an old policy before making sure thar the new
one is in force

A summary of features
+

The Natonal Associztion of Insurance Commissioners
has developed standards that prorect consumers. Look
tor a policy ncluding
# AL least one vear of nursing home or hame hedth
cure coverage, including mermediaie and custodhal
care. Nursing home or home health care beneties
should not be limated prmanly w sKilled care
Coverage for Alzheimers disease should the policy-
holder develop the disease after purchasing the policy
An inflation protedtion option. The policy should
offer 4 choice amang
a automatically increasing the inital benetit level
on un annual basis
» 2 guanneed right o invrease benetit lesels.
periodicully without providing evidence of insurabiling
or

-

-

a Govenng . specific pereenfage of cal o
reasonable charges
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¢ An “outline of coverage" that systematically describes

the policy’s benefits. limitations, and exclusions, and

also allows you to compare it with others.

A long-term care insurance shopper's guide that

helps you decide whether long-term care insurance

is appropriate for vou.

¢ A guarantee that the policv cannot be can . cled, non-
renewed. or otherwise termunated because you get
older or suffer deterioration in physical or mental
health.

¢ The nght to return the policy within 30 days after
you have purchased the policy (if for any reason
you do not want it) and 1o receive a premium
refund

¢ No requirement that policyholders:
2 first be hospitalized in order 10 receive nursing
home benefits or home health care benefits.
a first receive skilled nursing home care before
receiving intermediate or custodial nursing home
ware
a first receive nursing home care hefore receiving
henefirs for home health care

-

A final word
*

Insurance policies dre fegal contracts. Read and com-
pure the policies vou are considering before vou buy
one. and make sure vou understand ! of the provi-
~ions. Marketing or sales litlerature is no substitute tor
the aetual policy. Read the policy itself before vau buy
Discuss the policies vou are considering with people
whose opinions vou respect—perhaps your doctor.
vour children. or an informed friend or relative

Ask for the insurince company's financial rating and
tor .4 summany of each poficy's henefits or an outline of
coverage. (Ratings result from analyses of 4 company's
financial records.) Good agents und good insurance
compinies want vou 10 know what vou are buving

And bear in mind: even after vou buy a policy. if vou
find that it doesn 't meet your needs vou generally have
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30 days to return the policy and get your money back . i i
Ths b eallot e frem Llongterm core'pohcy checklist

The following checklist will help you compare policies

Nt give in 1o high-pressure sales tactics. Don't be you may be considering;

afraid 10 ask your insurance agent to explain anything

that is unclear. If you are not satisfied with an agent’s 1 W% services are covered?
answers, ask for someone to contad in the company Nursing home care
itself. Call your state insurance depar.ment if you are Home heulth care
not satisfied with the answers you get from the agent Adult daveare
or from company representatives. Alternate care
Respite care
Othes

2. How much does the policy pay per day:
For nursing home care?
For home health care?
For adul daveare?
For alternite care?
For respite caser
Uither?
S How dong will benefits laa?
In 4 nurany home?
At home?
i Does the policy fnnve 4 maximenm
litetime: Denefit? If <o, what o 17
For aursing home care?
For hone health care?
3 Does the poliay have a maximum
lenggh of coverage tor each penod
of confmenient? If s, wha s it
For nursing honw care?
For honxe health care?
How Jong mus | want belore

previsting conditions are covered?
How nuany duvs mus | wait
hetore benetits begin?
For nursing honk care?
For home healdh care?
S Are Alzheimrer's disease and
other ongunic mentll and
aenvous disorders covered?
9. Daes this policy requite
An ssessment of aqtivities of dailv living?
AR assesanient of copnitive impaument?
Physician cerficanion of need?

12 3
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A prior hospital stay for:
Nursing home care?
Home health care?
A prior nursing nome sty for
home health care coverage?
Other?
10. Is the policy guaranteed renewuble?
{1. What is the age range for enroliment?
12 1s there a waiver-of-premium provision?
For nursing home care?
For home health care?
How long must 1 be conlined
Iefore premiums are faived”

T

Does the policy have 1 nontodeiture
henetit?
Does the policy offer .in mftaon

vy

adiustment festurer I a0
What is the rite of moredses
Hew afien s applic
Far how long?

15 there an addinnpad cost

Wit doces the prolicy vose
Per veur-
With intlinon festure
Without mflation feature
Pet monh?
Wah mtlion fenre
Without mithition feature
170 I there 3 30 free look?

A new law's impact on

longterm care insurance.
L4
A new law. the Health Insurance Porability and
Accounuability Act of 1996, affects Jong-term care
insurance, The following are answers 10 commornly
asked questions about the law's 1ax clanfication provi-
sions and consumer protection standards

Tox clarfication

*
Q. What is tax clarification for private long-term
care insurance, and wby is it necessary?

A The tax clasficmon prowisions for lung-temi care insur-
vee e contined nthe Health Insurince Portanili
nd Accoumiaili Ad of 1996, signed by President
Chmon on August 211w The clanbications assure
Rt U X treatment or privine Jong-tenm Gire msur

soe s the saitee as A for maor medical covenige

Q Wil benefits receired by consumers under a
long-term care policy be taxed?

1 With the canticanons. eovhins frop prisate Jong-term
care coverage, generalive are not tasuble Without the
VLt s, Bendins Inom eng-rerm care nsuring.

kit b consdered sable meome

Q. Will consumers be able to take a tax deduction
Jor the cost of long-term care insurance? Can
consumers deduct from their taxes costs asso-
ciated with receiving long-term care?

A e answer thotl questions 15 oves 7 Since prvate
Tong-term care insuranee will now receive the same gy
treatment as deadent and health insurance. effecnve
Limany 11997 pretiaims for fong-lerm care insurance,
e well s consumiens” aut-afprovket expenses for b
term care. can e apphed 1oward meeting the ™5 por
cenit eaor tar medicul expepse deducions contained in
the tederal tax coxde However, there are imits. hased
upon e e for the torl amaunt of premmes paid
tor Tong-term care maurance that can e apphied s and
she T3 pereent loor 1Cheeh with vour accountant 1

sev i vouare ehigible vy ke this dedution



Wl empiloyers be able 10 deduct anytbing for
the cost of providing or payleg for private
long-tevm care iu:  for thelr -
Generally. empioyers will be able to deduqt. 25 2 busi-
ness expense, both the cost of setting up 2 longterm
care insurance plan for their employees as well as the
contributions that they may make toward paying for the
cost of premiums.

Wil employer contrib be
the taxable income of empioyees?
Yes.

chuded from

Can Individusl R A (IRA3)
and 401K funds be used to purchase private
long-term care insurance?

No. However, under 2 demonstration proct, tax-frev
funds deposited in Medical Savings Accounts can be
used (v pay fong-term care insurance premiums

Consumer protection standards
*

1s there a comnection between tbe long-term

care protection dards in the new
bealth tnsurance reform law and the lax clari.
JSication of long-term care?

Yes. To qualify for favorable tax treatment. o long-
tenn care policy ~old after 1990 must contain the
consumer protection standurds in the pew Liw. Alwo,
insurance companies must follow certain adninistra-
tive and marketing practices or face sgmificant fines
Generalh speaking. policies sold prior 10 January 1.
1997 automuatically will be eligible tor favorable tx
treatment. Lastlv. nothing in the new law prevents
sates from iMpONINR MOfe NONRETI CONsURIeT pre-
textion sandards.

What kinds of procedures must ixsurance com:
panies comply with lo protect consumers?

There are severat. Here are xome of the more
IMPATAnt ones. Consunwes muxt nvene J
“Shopper's Guide™ and a desenption of the policy'<
henefits and limitagons 1ie.. Outline of Coverage?
early in the sules process. The Outline of Coverage
allows consunmiers o compare policies from Jifferent

16

76

-

companies. Companies must report annually the
number of claims denied and information on policy
replacemend sales and policy terminations. Sales
practices such 25 “twisting”—knowingly making mis-
Jeading or incomplete comparisons of policics—are
prohibited as are high-pressure sales tactics.

How do the new _ daly i

on bewefits and exc  from uge?

No palicy can be sold as 2 long<em care insurance
policy i 1t limits of exciudes coverage by type of weat-
ment. medical condition, or accideni. Several excep-
tians 10 this ruke exist. however. For example. policies
muay limt or exclude coverage for preexisting condi-
tons ar diseases. mental of nervous disorders thut nou
Alzheimer's). or alcobolism or drug addiction. A policy
cannot, however. exdude coverage for preexiting con-
diticens for more 1han 6 months afier the effective date
of coverage.

What will prevent a compamy from canceling m
policy wben I need 11?

[he law profubits & company from canceling 4 policy
exvept for nonpavaxnr of premiums. Polioees cannat be
vanceled because ol age or deterioraton of mental or
physical bealth. In fact. in the qient a policvholder s
Taie i paving J prenuum. the policy can be renstated
up to 3 months Lier of the reason for nonpayment s
~hown noy e cognithve impaimicent

Will ibese wew standards belfy people wbo, for
whatever reason, lose their group coverage?
They will. People covered by a group policy will be
dllowed wy conunue therr coverage when they leave
thetr emplover. 5o lomg 1s they pay their premiums in 2
umiely Eashion. Further an individuat who hus heen
vovered under 3 group plaa for a0 keast 6 months v
wnnvert b an indnadual policy it and when ihe group
plin 18 discomtinued. The individuat mav do <o withow
provading evadenee ofF insurabiling



If you need help
: *

Every state has a depatment of insurance that regu-
bates insurers and assists consumers. If you need more
information or if you want to register 2 complaint,
check the governmen listings in your loca) phone
book for your state’s department of insurance.
Additional information abow health care coverage and
long-term care is available from the Area Agency on
Aging. For your local office, call 1-800-677-1116. Other
sources include:

American Health Care ath
1201 L Street, N.W.
Washington, D C. 20005
(202) 842444

National Association of Insurance
Commissioners
Suite 1100
120 W 1 2th Sireet
Kansas City. MO (4103
(B10} B42-3600

United Senjors Health Cooperative
Suite 30
1331 H Srevt, N
Washinglon, D.C. 2003
(202} 3936222

7

The Health Insurance Association
of America

The Health Insurance Association of America (HIAA) is
2 national 1rade association hased in Washingtc 1. D.C.
its members are insurers and managed care companies
that serve tens of millions of Americans. HIAA'S mem-
bership includes companies that finance and deliver
basic health care. and that offer supplemental insur-
ance. long-term care insurance. and disability income
protection.

HiAA's activities range broadly. from lobbyving 10 edu-
cation to collecting and disseninating data and infor-
mation. Combining 1 product onientation with member
services. HIAA advances both the interests of the indus-
v and of individual members. and works 0 maintin
¢ qrengths of our cumrent health care svstem and to
improve the svstem 1o benetin all Amenicans.

For More Information

4 You wn find HIAA on e World Wide Web ut
hap: www hizaong.

¢ HIAAS Insurance Education Program can be resched
A2y 8241073 1073, or 1832,

4 To order the Saurce Book of Health isurance Data
and other matetials, call wll-free 1-800-828-0111
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Mr. MicA. I will now recognize Mr. Paul Fronstin who is with the
Employee Benefit Research Institute.

Mr. FRONSTIN. Mr. Chairman and members of the subcommittee,
I am pleased to appear before you this morning to discuss the issue
of long-term care insurance for Federal employees. My name is
Paul Fronstin. I am a research associate at the Employee Benefit
Research Institute [EBRI], a private, nonprofit, nonpartisan public
policy research organization based in Washington, DC. EBRI has
been committed since its founding in 1978 to the accurate statis-
tical analysis of economic security issues. Through our research we
strive to contribute to the formulation of effective and responsible
health and retirement policies. Consistent with our mission, we do
not lobby or advocate specific policy solutions.

Increased life expectancy and the aging of the baby boom genera-
tion will bring rapid growth in the number of people at risk of
needing long-term care. Relative to the number of individuals who
can provide physical and financial assistance, the proportion of
those in need will increase dramatically over the next several dec-
ades. In response the private-sector long-term care insurance mar-
ket has grown, growing from approximately 800,000 policies sold by
1987, to over 4 million policies by 1995. Employment-based plans
account for a significant proportion of this growth.

Private insurance now finances only a small portion of long-term
care needs. Theoretically individuals with assets to protect should
be willing to pay for long-term care insurance. While the chances
of having extended long-term care needs are small, the cost of such
needs are extremely high. Only a small portion of those who can
afford long-term care insurance have actually purchased it. For in-
dividuals who have no assets to protect or who believe they will
never require formal care, long-term care insurance may never be
worth the price. However, others may lack information on the prob-
ability of needing such care, may mistakenly believe that they are
already covered by Medicare, health insurance or disability insur-
ance, or may be dissatisfied or mistrustful of policies that are cur-
rently available. Still others may not purchase insurance because
of the knowledge that Medicaid covers long-term care.

While private insurance now finances only a small portion of
long-term care needs, its use is expected to grow as plan design im-
proves, and as an increasing number of individuals recognize the
possibility of needing long-term care and the associated costs. Both
individually purchased policies and employment-based plans will
expand further as a result of the changes in tax laws. However,
barriers remain that may inhibit this growth.

For example, some studies indicate that growth potential is lim-
ited because only a small portion of those most likely to need serv-
ices can afford a long-term care insurance policy.

Premiums for long-term care insurance vary substantially based
on age and plan design. For example, average annual premiums in
1995 ranged from $310 for individuals purchasing a base plan at
age 50 to over $8,100 for individuals purchasing a plan that in-
cluded inflation protection and a nonforfeiture provision at age 79.

Other plan features can also significantly affect premium
amounts. Premiums may rise over time because rates generally can
be increased on a class basis if claims are higher than expected.
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And because the long-term care insurance market is such a new
market, it is difficult to set premiums accurately. Little long-term
claims insurance experience yet exists, and it may not be available
for many years to come because many of those who currently hold
long-term care insurance will likely not use it for many years.

The largest barrier to the expansion of the private long-term care
insurance market is the lack of public readiness to use assets to
insure against the relatively low probability of need. Public edu-
cation is very much needed. Until it occurs and the public is ready
to pay either through premiums or taxes, it is unlikely that the
goals of adequate coverage, universal access and affordability
through risk pooling will be achieved.

Mr. Chairman, this concludes my statement. I would be happy
to answer any questions you or members of the subcommittee
might have.

Mr. MicA. Thank you.

[The prepared statement of Mr. Fronstin follows:]
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Principal Points

Increased life expectancy and the aging of the baby boom generation will bring rapid growth in the number of
people at risk of needing long-term care (LTC). Relative to the number of individuals who can provide physical
and financial assistance, the proportion of those in need will increase dramatically over the next several
decades. In response, the private-sector long-term care insurance (LTCI) market has also evelved significantly
in recent years, growing from approximately 815,000 policies sold by 1987 to a total of 4.4 million by 1995.
Employment-based plans accounted for a significant proportion of this growth, increasing from 7 employers
offering LTCI in 1988 to 1,260 employers offering it in 1996. Improvements in plan design have helped to fuel
this growth.

Private insurance now finances only a small portion of LTC needs. Theoretically, individuals with assets te
protect should be willing to pay for LTCI. While the chances of having extended LTC needs are small, the
costs of such needs are extremely high. Only a small portion of those who can afford LTCI have actually
purchased it. For individuals who have no assets to protect or who believe they will never require formal care,
LTCI may never be worth the price. However, others may lack information on the probability of needing such
care; may mistakenly believe that they are already covered by Medicare, health insurance, or disability
insurance; or may be dissatisfied or mistrustful of policies that are currently available. Still others may not
purchase insurance because of the knowledge that Medicaid covers LTC.

While private insurance now finances only a small portion of LTC needs, its use is expected to grow as plan
design improves and as an increasing number of individuals recognize the possibility of needing LTC and the
associated costs. Both individually purchased policies and employment-based plans will expand further as a
result of the changes in tax laws. However, barriers remain that may inhibit this growth. For example, some
studies indicate that growth potential is limited because only a small portion of those most likely to need
services—the elderly—can afford a LTCI policy.

Premiums for LTCI vary substantially, based on age and plan design. For example, average annual premiums
in 1995 ranged from $310 for individuals purchasing a base plan at age 50 to $8,146 for individuals purchas-
ing a plan that included inflation protection and a nenforfeiture provision at age 79. Other plan features can
also significantly affect premium amounts.

Premiums may rise over time because rates generally can be increased on a class basis if claims are higher
than expected. And, because the LTCI market is such a new market, it is difficuit to set premiums accurately.
Little long-term claims insurance experience yet exists, and it may not be available for many years to come
because many of those who currently hold LTCI will likely not use it for many years.

The largest barrier to the expansion of the private LTCI market is the lack of public readiness to use assets to
insure against the relatively low probability of need. Public education is very much needed. Until it occurs and
the public is ready to pay either through premiums or taxes, it is unlikely that the goals of adequate coverage,
universal access, and affordability through risk pooling will be achieved.
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Long-Term Care Insurance

Introduction

Mr. Chair and bers of the ittee, I am pl d to appear before you this afternoon to discuss the issue of
long-term care and the baby boom generation. My name is Paul Fronstin. I am a research associate at the Em-
ployee Benefit Research Institute (EBRI), a private, nonprofit, nonpartisan, public policy research organization

based in Washington, DC. EBRI has been itted, since its founding in 1978, to the accurate statistical analy-
sis of economic security issues. Through our research we strive to contribute to the formulation of effective and
responsible health and retirement policies. Consistent with our miseion, we do not lohby or advocate specific policy

solutions. I would ask that my full statement be placed in the record.

Increased life expectancy and the aging of the baby boom generation will bring rapid growth in the
number of people at risk of needing long-term care (LTC). Relative to the number of individuals who can provide
physical and financial assiatance, the proportion of those in need will increase dramatically over the next several
decades. Continuing trends of more two-worker families, more single workers, and the increased geographic
spread of family members means that there will be fewer family members available to provide care on an informal
basis. In this testimony I provide an overview of the current LTC financing and delivery system in the United
States, focusing on private-gector initiatives to meet the nation’s LTC needs.

Long-Term Care

The terms long-term care and long-term care services refer to a broad range of health, social, and environmental
support services and assistance provided by paid and unpaid caregivers in institutional, home, and community
settings to persons who are limited in their ability to function independently on a daily basis. Functional depen-
dency can result from physical or mental limitations and is generalily defined in terms of the inability to indepen-
dently perform essential activities of daily living (ADLSs) such as dressing, bathing, eating, toileting, transferring
(for example, from a bed to a chair), walking, and maintaining continence or to perform instrumental activities of
daily living (IADLs) such as shepping, cooking, and housekeeping.

The majority of LTC services are provided by the private sector but are financed through the public sector.
LTC can include care in many different settings and for many different kinds of support services (see chart 1). For
example, care may be provided at home, in an adult day care center, or in a nuraing facility. It may include both
skilled medical care (care that can only be provided by a registered nurse on a doctor's orders) and custodial care
(for example, assistance with bathing and dressing) or it may include only custodial care. However, skilled care for
an acute temporary medical condition is different from LTC. This can be an important distinction because, while
treatment for a temporary medical condition by a licensed provider is generally covered by private medical insur-
ance plans and Medicare, custodial care generally is not.

The Market

The population in need of LTC has become increasingly diverse. While the likelihood of requiring long-term care
does increase with age, a growing proportion of those in need of services are under age 65. A study by the U.S.
General Accounting Office indicates that, of the 12.8 million people needing assistance with everyday activities,
5.1 million (39.6 percent) are working-age adults, and approximately 420,000 (3.3 percent) are children under age
18 (table 1) (U.S. General Accounting Office, 1994). Chronic conditions such as mental retardation and AIDS affect
individuals of all ages. In addition, due to advances in medical technology and treatments, individuals are increas-
ingly likely to survive—although not necessarily free from disability—what may in the past have been a fatal
accident or childhood ailment.

The needs of this growing and diverse population vary iderably. For ple, some individuals may
need around-the-clock assistance. Others may simply need assistance with shopping or traveling to and from
school or work.

Individuals, employers, and public policymakers have all begun to focus on the impact of these trends.
Among the general population, recognition that neither Medicare nor most private health insurance plans cover
LTC has come slowly. Nevertheless, many retirees and workers have now begun to understand their exposure to
the risk of needing costly ity or i al LTC as an increasing number have faced the necessity of
caring for a parent, spouse, or child needing long-term personal care assistance. Employers have also begun to
realize that not only must many of their employees now care for young children, but many are being called on to
care for elderly parents. Recognizing and meeting the needs of these individuals by assisting them in providing for
their children, parents, and grandparents may have the potential to reduce absenteeism and improve morale,

y loyalty, and ultimately productivity.

The debate can be expected to continue about whether government or private-sector initiatives hold
greater promise for meeting the needs of a growing and increasingly diverse LTC population. Currently, initiatives
are being taken in both sectors. The Medicaid program has increased coverage for home- and community-based
care, while several public/private sector partnerships have developed that allow peaple to become eligible for
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Medicaid while retaining some of their assets.

The private-sector LTCI market has also evolved significantly in recent years, growing from approxi-
mately 815,000 policies sold by 1987 to a total of 4.4 million by 1995 (Coronel and Fulton, 1997 Improvements in
plan design have helped to fuel this growth. For example, many plans now include protection against inflation and
loss of benefits due to policy lapses. However, perhaps the most significant change has been in the increased
flexibility that is now built into many policies, in some cases even allowing individuals to customize the use of
their benefits package to meet their needs at the time care becomes necessary. This flexibility enables plans to
keep pace with the continually evolving LTC market.

While private insurance now finances only a small portion of LTC needs (chart 2), it is expected to grow as
plan design improves and as an increasing number of individuals recognize the possibility of needing LTC and the
associated costs. Both individually purchased policies and employment-based plans will expand further as a result
of changes in the tax laws, However, barriers remain that may inhibit this growth. For example, some studies
indicate that growth potentia! ia limited because only a small portion (10 percent to 20 percent) of those most
likely to need services—the elderly—can afford a good quality LTCI policy (Weiner, et al., 1994; Friedland, 1990). In
particular, though, there is currently no clear public policy with regard to LTC in the United States.

Private Programa

Private Insurance

Private insurance now finances only a small portion of LTC needs (chart 2). Theoretically, individuals with assets
to protect should be willing to pay for LTCI. Furthermore, since people of any age may potentially need LTC
services, their assets could be at risk at any time. While the chances of having extended LTC needs are small, the
costs of addressing such needs are extremely high. However, for a variety of reasons, only a small portion of those
who can afford LTCI have actually purchased it. For individuals who have no assets they wish to protect or who
believe they will never require formal care (perhaps because they have a large family), LTCI may never be worth
the price. However, others may Jack information on the probability of needing such care; may mistakenly believe
that they are already covered by Medicare, health insurance, or disability insurance;? or may be dissatisfied or
mistrustful of policies that are currently available. Still others may not purchase insurance because of the know|-
edge that Medicaid covers LTC, albeit while restricting choice and requiring that the individual be at or near the
poverty level to qualify for coverage.

However, as an increasing number of individuals recognize the possibility of needing LTC and the costs
assaciated with such care, private initiatives to provide for this need have grown, both through individually
purchased and employment-based plans. As mentioned above, by the end of 1995, a total of 4.4 million private-
sector insurance policies had been sold, up from about 815,000 in 1987 (chart 3). Private policies include indi-
vidual, group association, continuing care retirement community (CCRC), empleyment-based, and accelerated
death benefits specifically for LTC. While the majority of these plans were sold to individuals or through group
associations, employment-based plans accounted for a significant proportion of this growth (increasing from
20,000 policies sold and 7 employers offering LTCI in 1988 to over 530,000 policies sold and 1,260 employers
offering LTCI in 1996) (chart 3 and table 2). A separate study indicated that 12 percent of all employers with 10 or
more employees offered LTCI in 1993, 10 percent to active employees only and 2 percent to both active employees
and retirees (table 3). Most likely to offer coverage were employers in the Northeast (23 percent), in the manufac-
turing industry (17 percent), and those with 500-998 employees (22 percent). Least likely to offer coverage were
employers in the West (5 percent), employers in the transportation, communications, and utilities industries
(0 percent), and employers with 200499 employees (8 percent). Among those who did not offer coverage, 9 percent
indicated they would consider offering it in the future.

Plan Types

Individual and group association policies are the most common LTCI products (chart 3) and have been available
the longest. Individual policies are marketed on an individual basis rather than through an employer or other
group. Group association LTCI policies are made available to bers of ployment-based groups or associa-
tions that typically have elderly or near-elderly memberships such as the American Association of Retired Persons.
These types of policies are targeted at elderly or near-elderly individuals for whom the prospect of LTC may seem
imminent.

Employment-based plans are marketed to individual employers and are typically available to a firm's
employees, their sp , parents of employees and sp: , and retirees on a beneficiary-pay-all basis, These
insurance plans have grown significantly over the past few years but are still uncommon relative to other types of
employment-based insurance. For example, analysia of the April 1993 Current Population Survey indicates that
73 percent of workers ages 18-64 worked for an employer that sponsored a health insurance plan in 1993
(Yakoboski, et al., 1994). Data from the Bureau of Labor Statistics indicates that 6 percent of full-time employees
in medium and large private establishments in 1993 and 1995 were eligible for LTCI (U.S. Department of Labor,
1995 and 1998). However, these policies have the potential to reach a large number of people because they are
marketed not only to older retirees and parents of active workers but also to younger active workers and their
spouses. Thus, the average age of employment-based LTCI enrollees is younger (age 43) than enrollees in indi-
vidual and group association plans (age 68) (Corone] and Fulton, 1997).

LTC coverage sold as a rider to life insurance policies is also fairly new and tends to attract younger
enrollees. Life insurance policies with a LTC accelerated death benefit rider generally advance the death benefit
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(or a portion of it) to the insured in the event of terminal illness or a specified disease and have experienced rapid
growth since their introduction. One study indicated that in 1987 there were no life insurance policies with a LTC
rider, but that about 335,000 such policies had been sold by 1995 (chart 3).

Although the market is currently dominated by policies that are sold individually and through associa-
tions, employment-based plans offer several benefits over individual pohc:oa and could potentially dominate the
market in the future. Group insurance can be less costly b of p i ies of acale in marketing and
administration. Employmenb—buad groups generally have a pumcular advantage in this respect because there is
a central h for i (i.e., payroll deduction). These factors, together with the reduced
likelihood of adverse selection when younger groups are enrolled, can make group plans less expensive than
comparable coverage offered on an individual basis (Friedland, 1990).

In addition to the potential of group insurance to be less expensive, employment-based LTCI policies may
make employees, retirees, and their families aware of the posaible liabilities iated with LTC at an earlier age,
when they can better afford to plan for LTC needs. Moreover, employ based LTCI policies are generally
negotiated by a benefits professional, who may be better informed than a lay person about the nuances of policy
provisions and coverage limitations. Past reparts citing the prevalence of sales abuses suggest that having a
knowledgeable person conduct the search for the best policy can be particularly valuable (Consumer’s Union, 1991;
Shikles, 1991)

Plan Design
Private LTCI plans have changed significantly since their inception in the early and mid 1980s. LTCI policies have
become less restrictive as they have evolved, and many of today’s policies have additiona! provieions that make
them more valuable to employees and other individuale than earlier policies. For example, many plans no lenger
require only a medical trigger to become eligible for benefits, and several insurers now offer policies that adjust
the benefit for inflation. Many policies also now offer an optional rider that that policyholders who have

d paying premi will nevertheless retain some of the benefit. These and other innovations give an
indication of how much the private LTCI market has evolved. However, the most significant development relates
to the flexibility included in current plan design.

LTCI is evolving in an envir t of conti ly changi lations and uncertainty regarding the
future direction of LTC policy, the cost of LTC, whlch wmcu are most onst effective, and which design features
are best suited to meet individuale’ needs—especially given the i ingly diverae population in need of LTC

services. The market has responded by creating plans that have several options and that, in some cases, can be
custom tailored at the time care is needed. The “alternate plan of care” option provides the possibility of payment
for nonstandard customized services not specified in the policy. Services may include alternative sites of care,
facilities, and/or providers. Examples are care in a facility that is not a nursing home but that specializes in care
for patients with Alzheimer’s disease or modifying a resid to date wheelchair access (Teach
Insurance and Annuity Association, 1993). Generally, a plan of care is devaloped that the insured, insurer, and
provider agree on at the time care is needed. In addition, some plans now enable the individual to select from
numerous options when purchasing a policy, such as the daily benefit t, a i benefit the
type of care to be provided (e.g., nursing home only versus nursing home or other type of care setting to be deter-
mined at the time care is needed), or whether to include provisions such as inflation protection. This flexibility is a
likely imperative to the survival of the LTCI market given the continually evolving LTC system.

These and other design features now commonly available—particularly in employment-based plans—
include those listed in table 4. Much of the following discussion is based on review of individual employers’ and
insurers’ current actual LTC policies for the individual and/or group markets. (Individual and group plan design
features are not discussed separately.)

Eligibility and Benefit Eligibility Triggers—Many employment-based plans guarantee issue of insurance to active
workers, with limited or no medical underwriting, during an enroliment period. Others (e.g., retirees, spouses,
parents, and parents-in-law) are generally medically underwritten.

Benefit eligibility is generally triggered when the insured is unable to perform or needs assistance with
two out of five or three out of six or seven ADLs, depending on the insurer and insurer’s definition of ADL. Eligibil-
ity may also be triggered based on cognitive impairment such as the need for supervision due to Alzheimer’s
disease.

Benefit waiting periods generally require the individual to wait between 20 days and 100 days from the
time of meeting the criteria to the time of receiving payment for services received. The waiting period (often called
the elimination period) may be based on a set number of days regardless of the receipt of services or may be based
on services received. In the first case, the waiting period generally begins based on the date ADL dependence is
ascertained. In the latter case, the waiting period usually begins based on the first day of services received. In
general, the waiting period must be satisfied again if care is not received for a specified t of time (for
example, six months) (The Prudential, 1994).

Although policies are now generally less restrictive than in previous years, several limitations may atill
apply, particularly for individuals who purchased a policy in years past and have not updated that policy. For
example, some plans may still base benefit eligibility on physician certification of need and medical necessity
rather than on the failure to perform ADLs or on the need for supervision based on a cognitive disability. Because
much LTC is by definition not medical in nature, the medical necessity trigger can prevent people from qualifying
for claims payment. Some plans may also require prior hospitalization as a prerequisite for nursing home coverage
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dical

and/or skilled nursing care as a prerequisite for home- or ity-based care.
triggers and prior hospitalization requirements are prohibited by current model regula!lons and are regarded as
anti-consumer by regulators and consumer advocates. For the most part, these features are no longer included in
current plan design. However, in past—as well as in current plans—definitions of ADL are not standardized; some
insurers may clearly define each ADL, others may not, making eligibility less clear. Some insurers may also
specify that the individual be unable to perform the ADL, as opposed to simply needing supervision with the
activity, thereby making eligibility more restrictive.

Some plans may also include limitations on preexisting conditions, although such provisions are no longer
common. Policies are much more likely to include a specified waiting period for benefits based on a preexisting
condition (generally six months).

Sites of Care—Most plans now offer coverage for nursing home care and home- and community-based care. In
addition, coverage is often now available in many nontraditional types of settings such as in adult day care centers
(see chart 1).

Some plans give potential insureds the option of selecting a nursing-home-only provision or a more
comprehensive plan that lets the individual decide on where care will be provided at the time the care is needed.
However, even though a policy may indicate that care at home is covered, there may be restrictions such as a
maximum daily benefit amount.

Many plans also now include a case g 1t or care advisory provision. Case management is a form
of utilization review. In some plans, it is mandatory that the plan of care be followed in order for benefits to be
paid. Sometimes dated case g t is bined with premium reduction incentives. More often, plans

include a care advisory provision. In this case, the plan of care does not need to be followed in order that benefits
be paid but is there to assist the individual in identifying and serting through care options. Care may also be
monitored to ensure that the individual has access to services that meet his or her needs. However, terms are not
standard and are not used consistently; therefore, it ia important to carefully interpret what type of care provision
i included in a given contract.

Benefit Amounts—Private LTCI plans now generally base benefit amounts on a daily benefit maximum, with a
corresponding lifetime benefit maximum. Generally, an individual is given severa! options regarding level of
coverage. For example, an individual may select a daily benefit maximum of $50, $100, or $150 per day with
corresponding lifetime benefit maximums of $91,250, $182,500, or $273,750. Once the individual becomes eligible
for benefits, the insurer would pay based on charges incurred up to the daily benefit maximum and based on the
site of care. Nursing home care i# generally paid at 100 percent of the daily benefit amount, while charges in-
curred for home health care and adult day care are generally paid at 50 percent of the daily benefit amount.

The level of benefits selected can significantly affect premi Thus, factors to consider in selecting a
daily and maximum benefit amount should include, for example, the cost of services in the service area (table 5),
what the individual can afford, and the type of care that will likely be needed. For example, if the individual has 2
good support system (i.e., family members in the area), adult day care and/or respite care benefits may suffice.
Others may prefer-or need—nursing home care.

Most plans now also include a coordination of benefits feature to prevent duplication of benefits. For
example, if the daily benefit amount selected is $100 and an individual is receiving eare at the cost of $90 per day
in a nursing home and Medicare pays $19 for that care, then the LTCI plan would pay $71. The remaining $29
would still be available as part of the maximum lifetime benefit.

Inflation Protection—Several insurers now offer policies that adjust the daily benefit maximum and lifetime
benefit maximum for inflation. Oue type of inflation protection feature results in an automatic adjustment in the
benefit, commonly 5 percent per year. Premiums for a policy with this feature will be considerably higher than for
a policy without such a feature. A second type of inflation protection feature allows policyholders the option of
increasing their benefit every so many years (for example, every three to five years) (Teachers Insurance and
Annuity Association, 1993; The Prudential, 1994). In this case, premiums are lower from the outset, but the cost of
any additional coverage purchased is based on age at the time the increase is selected. Some proposals have
advocated that inflation protection be made mandatory, while others would require only that insurers offer the
option of an inflation protection feature when a policy is initially sold.

Premiums—Premiums for LTCI vary substantially based on age and plan design. For example, Health Insurance
Association of America survey data indicate that average annuat premiums for leading individual and group
association LTC sellers in 1995 ranged from $310 for individuals purchasing a base plan at age 50 to $8,146 for
individuala purchasing a plan that included inflation prot. and a nonforfeiture provision at age 79 (table 6).
Other plan features, such as categories of care covered (nursing home care, home care, community care), daily
benefit amount, maximum benefit duration, and deductible periods can also significantly affect premium amounts
(National Association of Insurance C issi s, 1993). B premi are based on age at enrollment, the
younger the individual, the lower the premjum. Insurers generally attempt to set premiums such that they will
remain level over the individual’s lifetime. Thus, premiums do not increase based on aging or use of benefits. In
addition, policies are guaranteed renewable; thus, as long as premiums are paid, coverage cannot be canceled.

However, premiums may rise over time because rates generally can be increased on a class basis if claims
are higher than expected. And, becauge the LTCI market is such a new market, it is difficult to set premiums
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accurately. Little long-term claims insurance experience yet exists, and it may not be available for many years to
come because many of those who currently bold LTCI will likely not use it for many years. Insurers are encour-
aged by current legislative proposals to enter the field of LTC financing in order to provide an alternative to
public-sector financing. They are also encouraged to keep premiums level. Yot, the actuarial basis for developing
premiums and statutory reserves is limited.

Nonforfeiture—As is i ingl in pri disability i many LTCI policies now include op-
tional nonforfeiture features. Nonforfeiture provisions p the policyholder from forfeiting his or her full
benefit in the event of a voluntary policy lapse.

Nonforfeiture benefits can take many different forms and may vary with an insured's age, claims history,
and the duration the policy aas been in force. These benefits may be included in the policy on a voluntary basis,
with a higher premium assessed for tholo purdnnnl the option.

One type of nonforfeiture pr age at a reduced benefit level if a minimum number of
payments has been made. For ple, one employer plan provid thlti(the' ‘hupnid i in the
LTCI program for 10 consecutive years and then vol ily di , he or she will retain
coverage of 30 percent of the original daily maximum benefit. For uch yur beyond thn 10th year that the insured

i to pay premi the t of the reduced age is i d by 3 p t,uptoa i
reduced coverage of 75 percent of the daily maximum benefit (IBM, 1994). Some plans, rather than reducing the
daily benefit amount, provide for a shortened benefit period. For example, in one plan, if a shortened benefit
period nonforfeiture rider has been in effect for at least five years at the time the policy lapses, envengo is contin-
ued based on the same benefits in effact at the time of the lapse; h , the poliey i is
(Tr ica Life C: ies, 1995).

Another type of nonforfelh.lre beneﬁt allows partial recovery of premiums paid in the event of voluntary
lapse of the policy. For le, one employer plan provides that for every year the policy is in force, 5 percent of
the premium will be refunded in the event of a voluntary lapse (less any benefits that have already been paid).
Thus, for example, if the policy has been in force for one full year, 5 percent of the premium would be refunded; if
the policy has been in force for two full years, 10 p t would be refunded. The individual is entitled to a
100 percent refund if the policy is in force for 20 or more years (The Prudential, 1994).

While a nonforfeiture provision may be effective for the person who does not want another LTC policy, for
the buyer who wants to exchange one policy for another, a nonforfeiture provision is of only limited value
(McNamara, 1995). On the group side, policies may be upgraded through the same insurer, or reserves may be

ferred to a new i who will then upgrade the policies. By t ferring reserves, credit is given such that
the upgraded policies may be based on the age at which coverage was originally purchased rather than at the
more expensive rate based on the insured’s current age. Some larger employers may be able to negotiate when
establishing their plan to provide for upgrades and to ensure that funds will be transferred to another insurer on
request. If this is not done, the insurer may refuse to transfer reserves. Then, if the employer does decide to move
to a new insurer, individuals in the plan are required to decide whether they want to pay the higher premium or
leave the group plan in order to remain with the original insurer.

Although not specifically a type of nonforfeiture benefit, another design feature sometimes included in a
policy provides that a portion of the premium may be returned to the i d’s estate in the event of death. For
example, one employer plan provides that if the i d dies on or before his or her 85th birthday, an amount
equal to all contributions paid up to the time of death, less any benefits paid, will be paid to the insured's estate. If
the individual covered under the plan dies between his or her 65th and 75th birthday, the estate receives an
amount equal to all contributions paid up to the 65th birthday, reduced by 10 percent for each year after the 65th
blrthday lnd less any beneﬁu llreacly received (J.P. Morgan & Co., 1994; Prudential, 1994). Many policies also

now i tended lapse tk h the designation of an alternative party who would be
notified in the case of a mI-od premium payment befom the policy lapses.

Some companies may also offer “paid-up” policies. These policies entitle the i d to the full t of
benefits if premiums have been paid for a certain amount of time (for example, for 20 years or 30 years). Once the
policy is "paid-up,” no additional paymenta are required (American Association of Retired Persons, 1995).

Waiver of Premium-Many policies now include a provision that allows policyholders to stop paying premiums after

a specified number of days of care in a nursing home. Some policies include a waiting period such as 60 days from
the day payments are first made to the day premiums are waived.

Financing Sources

The majority of functionally d dent individuals receive LTC on an informal “unpaid® basis from fnendl nnd
family, making it difficult to measure the total value of this care (U.S. Bipartisan C: ission on Comp ve
Health Care, 1990). In a 1993 EBRI/Gallup poll, 59 percent of respondents who indicated they had a family
member receiving LTC said they were providing that care (Empl Benefit Research Institute, 1993). However,
data from the U.S. Health Care Financing Administration’s national health ts indicate that of the
$1,035.1 billion in total health expenditures in 1996, $108.7 billion (11 percent) was spent on nursing home care
and on care received from home health jes (chart 2). Medicaid fi d the largest proportion of this care

($41.7 billion or 38 percent), followed by out-of-pocket payments from patients and familiea ($30.6 billion or
28 percent), Medicare ($22.5 billion or 21 percent), and private health insurance ($7.2 billion or 7 percent). Of the
$108.7 billion, nursing home expenditures totaled $78.5 billion in 1996, of which 32 percent was financed through
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consumer out-of-pocket payments (chart 4). Most of the remainder was financed through the Medicaid program
(47.8 percent), with Medicare accounting for 11.3 percent, other public and private programs accounting for

4.3 percent, and private insurance paying for 5.1 percent. Home health agencies accounted for $32.2 billion, of
which 42.2 percent was financed through Medicare, 13 percent through Medicaid, and 18.3 percent through out-of-
pocket payments.

Trends

While expenditures for nursing home care have risen from $20.5 billion in 1980 to $78.5 billion in 1996, they have
remained fairly constant as a proportion of total national health expenditures over this same time period (table 7).
As a proportion of all expenditures for nursing home care, Medicaid has remained fairly constant, with Medicare
accounting for an increasingly larger proportion and out-of-pocket costs accounting for an increasingly smaller
proportion.

Home health care expenditures have also risen over time (from $2.4 billion in 1980 to 30.2 billion in 1996).
However, unlike nursing home expenditures, home health care expenditures have risen as a proportion of total
national health expenditures, increasing from 1.0 percent in 1980 to 2.9 percent in 1996. As a proportion of all
home health care expenditures, both Medicaid and out-of-pocket expenditures have declined since 1990, whereas
Medicare has accounted for an increasingly larger proportion.

Out-of-Pocket
A large proportion of LTC is financed out-of-pocket by recipients or their friends and families. National health
account data indicate that $30.6 billion, or 28 percent, was spent by patients and their families on nursing home
and home health care in 1996 (chart 2). Additional amounts spent in nontraditiona) LTC settings, such as for adult
day care and respite care as well as, for example, costs for help with personal care and homemaking, meal pro-
grams, and special transportation would increase this amount but are difficult to determine.

Nursing home care—the most expensive type of LTC—consumes the greatest amount of out-of-pocket
spending. As shown in chart 4, individuals spent $24.7 billion on nursing home care and an additional $5.9 billion
on hame health care in 1996.

Conclusion

Although a large proportion of LTC is provided on an informal basis by family and friends, many individuals
require formal care either in the community or in an institutional setting, which can be quite expensive. The need
for LTC services is most prevalent among the elderly. However, individuals of all ages may need LTC services.
Moreover, demographic trends such as an aging population, an increased female labor participation rate, and
delayed childbearing may mean a reduction in traditional sources of informal LTC. These factors have caused
leaders in business, academia, and government to be concerned about financing LTC.

Aside from informal care provided in the community, the current system of financing LTC depends on the
Medicaid program and individual financing. Issues confronting this system include spiraling costs associated with
LTC services that may threaten beneficiaries’ access to care. Other issues include the potential depletion of
personal assets, a bias toward institutionalization (which may not always provide the most cost-effective or
desired type of care available), and the ability of some individuals who transfer assets ta become eligible for
Medicaid. Many leaders regard private LTCI as a way to increase access to financing and as a potential alterna-
tive to Medicaid and out-of-pocket financing. As a recent innovation, this method of financing care currently
accounts for only a smail proportion of expenditures. However, tax incentive measures, plan design improvements,
and population aging may encourage more Americans to purchase coverage. Some analysts believe that taxpayer
financed public social programs should simply be expanded.

The largest barrier to the expansion of the private LTCI market is the lack of public readiness to use
assets to insure against the relatively low probability of need. Public education is very much needed. Until it
occurs and the public is ready to pay either through premiums or taxes, it is unlikely that the goals of adequate
coverage, universal access, and affordability through risk pooling will be achieved.
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Endnotes

These data represent the total number of policies sold ag of the date indicated. Due to policy lapses, the number
of policies actually in force is lower.

z Disability insurance replaces lost wages; it doea not cover any health or long-term care costa.

30ne study indicates that, for p who hed age 65 in 1990, 43 percent will enter a nursing home at some
time before they die. Of those entering a ing home, 55 p will have a total lifetime use of five years or
more. The authors of the study also projected that women are more likely to enter a nursing home than men

(52 percent versus 33 percent). See Kemper and Murtaugh (1991).
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Chart 1
LonG-TERM CARE SERVICES, SETTINGS, AND PROVIDERS

Long-term care can generally be classified as skilled nursing care, intermediate nursing care, and custodial {or personaf) care. These services have braditionally been
provided either by family members at home of in lormal seltings such as in a nursing home. While care is still often provided at home by lamily members, a number of
nontraditional settings and types of providers have developed that focus on providing care in the most home-like setting possible. While it is difficult ta classity these
settings and providers, the following continuum attempts to present a range of the services, settings, and providers—irom the least intensive to the most intensive—
now available.

Intensity
Low HIGH

Services

Intermediate
Nursing Care

Setlings

CCRC

Providers

Respite
c.':.

This continuum is by no means all inclusive or standardized. It is meant to give a general idea of the range of LTC services, settings, and providers. For example, while
assisted living facilities are presented as more Intensive with regard to the type of setting in which care is provided, based on Ihe given individual's needs, the type of
care provided at an adull day care center may actually be more intensive. In addition to variation based on each individual’s needs, definitions vary and may overlap.
Following are general descriptions of the terms used in this illustration.

Adull Day Care

Adult day care offers a structured daytime pragram that typically includes assistance with personal care, lunches, and a variety of sacial, recreational, and rehabilita-
tive activities in a protective environment (The Prudential, 1994). Long-lerm care insurance (LTCI) contracts may only pay for care in an adult day care center il the
center is appropriately state licensed or is recognired as a home heaith agency by Medicare.

Assisted Living Facilities
These facilities offer shared and supervised housing for those who cannol funclion independently, including individuals needing only minimal support as well as those
who are more severely impaired {Teachers Insuranca and Annuity Assotiation, 1993).

Continuing Care Retirement Community (CCRCQ)
A CCRC s a residential community for older people that offers lifetime houslng and a range of secial and health care services (Teachers Insurance and Anauity
Association, 1993). These services are generally provided in exchange for an upfront fee and monthly payments.

Custodial {or Personal) Care

Custodial care may be given by people without medical skills to help a person perform activities of daily living, which include assistance with bathing, eating, dressing,
and other rouline activities. It is less intensive or complicaled than skilled or intermediate care and can be provided in many settings, including nursing homes, aduftt
day care centers, or at home (Nalional Association of Insurance Commissioners, 1993).

Family Members
Although a large proportion of LTC services are provided informally by family members,' mast policies, with rare exceptions, specifically exclude coverage for such
care.

Home Heallh Care
This care includes a wide variety of services delivered at home or in 2 residential setting that can range from skilled aursing care and physical therapy to personal
care and help with hausehaid chores (Teachers Insurance and Annuity Association, 1993).

Hospice Care
Hospice care includes services provided to assist a person with a terminal iflness that may be provided in various settings, including, for example, at home or in a
nursing home care setting (Travelers Group, 1995).

Intermediate Nursing Care®
This type aof care is ordered dy a physician and supervised by a registerad nurse for stable conditions that require daily, but not 24-hour, nursing superision,
{ntermediale care is generaily needed for a lang period of time (National of Insurance C: i 1993), is tess than skilled aursing care,

and often involves mare personal care.

Respite Care

Respite care offers temporary relief, or time off, for family members or other unpaid caregivers who are responsible for the care of a dependent person (The
Prudential, 1994). This service is provided by volunteers, an institution, or an adult day care center (Teachers [nsurance and Annuity Association, 1993). LTCI plans
generally limit the number of days for which respite care is reimbursable (The Prudential, 1994).

Skilled Nursing Care!

This care is available 24 hours a day, Is ordered by a physician, and invelves a treatment plan for medical conditions that require care by skilled medical personnel
such as registered nurses or professionat theraplsts. Some people need skilled care for a short time after an acute illness. Others require skilled care for longer
periods of time. Sometimes skilled care is provided in 3 person’s home with help from visiting nurses (National Association of Insurance Commissioners, 1993).

1 In 1989, one siudy estimates that 70 percent of the severely disabled elderly ralied solely on family members or other unpaid help to provide fong-term care
services. See U.S. Bipartisan Commission on Comprehensive Health Care, 1990. [Data are based on Lewin/ICF and Brookings Institution estimales of the 1982
National Long-Term Care Survey.)
j Medicare and Medicaid have their own definitions of nursing care that da not necessarily match definitions found in LTC policies.

Ibid.
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Chart 2
LONG-TERM CARE EXPENDITURES AS A PROPORTION OF TOTAL NATIONAL HEALTH EXPENDITURES
AND BY SOURCE OF FUNDS, 1996

NATIONAL HEALTH EXPENDITURES, 1996 1ONG-TERM CARE EXPENDITURES, BY SOURCE, 1996

Long-Term Care Medicaid
113, $108.7 Billion 36%, $4L7 Bibion

Medicare
21%, $22.5 Bilion Patients
5 and Familles
Other National Health Expenditures Other Public Other Private  Private Health  28%, $30.6 Billion
5%, $926.4 Billion 25, $20Billor 434 $48Billion Insurance
73, $7.2 Bitlion
$1,035.1 BiLLioN $108.7 BiLuioN
Source: Health Care Financing Administration.
Chart 3
LoNG-TERM CARE POLICIES SOLD IN INDIVIDUAL AND GROUP, EMPLOYER, AND LIFE INSURANCE MARKETS,
1987-1995
1987 ! |
W Total

Bl Individual and Group
M Empioyment-Based

Ol ute Riders

Year
-
o
2
=

Source: Health [nsurance Association of America.
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Chart4
NaTIONAL NURSING HOME AND HOME HEALTH CARE EXPENDITURES, BY SOURCE OF FUNDS, 1996

NursING HOME EXPENDITURES HoME HEALTH EXPENDITURES

Medicaid

Patients and

Medicaid Patients and Families 18%
-amiltes 0

Families 3295

Private Health
Insurance 10%

Meldli;:u Other Other Private Health a2 Other Public  Other Private
Public 296 private 206 Insurance 5% &% 10%
$78.5 BittioN $30.2 Bietion

Source: Heaith Care Financing Administration.

Table 1
THE U.S. LONG-TERM CARE POPULATION BY AGE AND CARE SETTING
At Home or in
Age Group In Institutions Community Settings Tatal Population
{thousands)

Total 2440 10,400 12,840
Under age 18 90 330 420
Ages 1864 710 4380 5.090
Ages 65 and older 1,640 5690 7330

{percentage)

Total 100.0% 100.0% 100 0%
Under age 18 37 32 1
Ages 1864 291 Q1 396
Ages 65 and older 672 547 521

Source: US. General Accounting Office, 1994.

Table 2
EMPLOVER-SPONSORED LONG-TERM
CARE PLANS INTRODUCED EACH YEAR,

1987-1995
Total Number of Cumulative Total

Year Plans Introduced  of Plans Introduced
1987 2 2

1988 5 7

1989 a7 54

1950 [} 135

1991 153 288

1992 8 506

1993 a2 968

1994 60 1,028

1965 02 1260
Source: Health Insurance Association of America, 1995.

11
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Table 3
PERCENTAGE OF EMPLOYERS OFFERING LONG-TERM CARE INSURANCE, BY REGION'
INDUSTRY, AND FirM SiZE, 1993
Percentage of Employers Offering Of Those Not Offering Long-Term Care
Long-Terts Care Insurance to: Percentage Who:
Activa Both active Total Do Not
employess Retiraes employses Offering Offer Deacidednat My offer Never
only only and retiress  Coverage Coverage to offer infuture  considered it
Total 0% oM k- 12% 8% N L] %
Region
Wast H ] 0 2 % 3 n 8
Midwest 7 0 s 12 8 0 10 [
Northeast 20 0 3 n 7 ] 8 ]
South ] 0 0 8 n 5 10 86
Industry
Mo v 0 0 U 8 2 9 ]
W and retadl trade L] [ 5 n 8 o n 89
2 [ H 7 2 L] 19 8
Iruupmm. communications, !
and utfities - 0 0 [ L] 100 12 0 a8
Health care i) 0 0 u 8 1 1 9
Finance 2 Q H L} 96 1 2 %
Government 3 L] 8 10 9 L] é L]
Other n [ [ n & 1n n n
Fiem Size
104 10 [ 2 n [ 4 12 L}
50-199 13 [ 3 15 & Q [ 100
200499 7 0 1 8 9 1 4 ]
500-99% 14 0 8 n 78 7 7 86
1.000-4,999 10 H 10 a 4 12 u 4
5,000-9,999 H [ 10 5 - 19 k] 7
10,000-19,599 7 1 8 15 8 15 L7 41
20,000 or more 4 0 15 19 8L 2 7 41
Under 500 10 10 2 12 ] 3 9 ]
500 or more u 1 9 21 » 0 18 "

Source: Foster Higgins.

Table 4
TyPiCAL COVERAGE OFFERED BY 1995 LEADING SELLERS

Services Covered

Daily Benefit

Benefit Eligibility
Maximum Benefit Period
Deductible Period

Preexisting Condition

Renewabiity

Alzheimer's Disease Coverage
Age Limits for Purchasing
Waiver of Premiums

Free Look Period

Infiation Protection of
5 Percent Compounded

Nonforfeiture Benefit

Marketing

Nursing home care (11 out of 11}
Home heaith care (11 out of 11)
Alternate care (11 out of 11)
Assisted-living facility (9 out of 11)
Hospice core (10 out of 11)
Respite care (11 out of 11)

$40-$250/day nursing home
$40-$250/day home health care

Medical necessity or ADLs or cognitive impalrment (11 out of 11)
Undimited/ifetime (11 out of 11}
0-100 days

6 months (2 out of 11}
None if disclosed during application {9 out of 11)

Guaranteed (11 out of 11}
For ages 18-99

Yes (11 out of 11)

Yes (11 out of 11)

30 days (11 out of 11)

Yes (11 out of 11)
Retumn of premium or reduced paid-up (11 out of 11)
Company or indapendent agents

Source: Health Insurance Association of America.
Note: Eleven seflers were identified as having sold 80 percent of all individual and group association
long-term care insurance policies in 1995.
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Table 5
MEp1aN DaILY NURSING HOME CHARGES, 1991 anp 1993

State Intermediate Care Skilled Care Intermediate Care Skilled Care
1991 1993
Alahama 365 $ 68 $72 $75
Alaska a 2 a a
Arizona 69 80 75 BS
Arkansas 54 59 55 63
Cahtarma 85 90 75 94
Colorado 70 7 75 81
Connecticut 130 148 126 157
Delaware 80 9 87 86
District of Columbia 178 178 91 94
Flonda 78 BS 85 90
Georgia 60 64 65 75
Hawaii 15 115 109 114
Idaha 7 76 79 75
Iincis €5 78 70 80
Indiana 71 86 73 90
lowa 58 %0 60 89
Kansas 52 " SS n
Kentycky 64 80 66 87
Lowsiana SL 59 64 74
Maine 99 124 114 14}
Maryland 95 105 101 105
Massachuselts 125 135 134 145
Michigan 9 84 80 86
Minnesota 57 89 66 95
Mississippi 58 60 6l 62
Missouri 55 62 60 66
Montana 58 82 74 84
Nebraska 58 8 60 78
Nevada 8z 100 93 97
New Hampshire 108 150 120 133
New Jersey 116 122 18 122
New Mexico 75 111 Il 138
New York 103 144 105 148
North Carolina 75 86 75 90
North Dakota 65 80 a 82
Ohio 80 93 85 100
Oklahoma a8 75 50 75
Oregon 76 118 76 116
Pennsylvania 90 97 95 0
Rhogde Island 107 12 109 115
South Caralina 74 75 75 9
South Dakota 65 69 66 n
Tennessee 58 9 70 105
Texas 57 78 58 78
Utah 65 75 6 80
Vermont 90 100 102 116
Virginia 96 79 80 104
Washington 89 B4 89 9
West Virginia 74 76 75 85
Wisconsin 73 80 80 86
Wyoming 75 76 76 76

Saurce; CNA Nursing Home Cost Surveys.
Data not available.
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Table 6
AVERAGE ANNUAL PREMIUMS FOR LEADING INDIVIDUAL AND GROUP ASSOCIATION
LONG-TERM CARE SELLERS, 1995

Base Pian with Base Plan with Base Plan with Both
Base 5 Percent Compounded Nonforteiture [nflation Pratection and
Age Pian [ntlation Pratection Provision Nontorfeiture Protection

Coverage Amount: $80/$40 a Day Nursing Home/Home Health Care

S0 $ 310 § 651 $ 451 3 929
65 817 1,481 1,158 2,419
7% 3353 4579 47318 6,800

Coverage Amount: $100/$50 a Day Nursrg Home /Home Health Care

S0 $ 378 5 798 § 540 $1,124
65 Lole 1,881 1395 2,560
9 4148 5.889 5.676 8,146

Source: Health Insurance Assaciation of America
Notes: These policies generally includes a 20-day eliminalion period and provides 4 years coverage.

Table 7
Nationat HEALTH EXPENDITURES (NHE) 1N NURSING HOME AND HOME HEALTH AGENCIES,
SELECTED YEARS, 1960-1996

Nursing Home Expenditures Home Health Expenditures
Total Out of Out ot
Year NHE Tatal Medicaid Medicare  pocket Qther Total Medrcaid Medicare pocket Other
($ billians)
1960 5 21 $L0 $00 $0.0 508 %02 $00 £0.0 $ 00 $0.0 $00
1980 2473 176 88 03 74 11 24 03 07 05 09
1990 699.5 50.9 231 18 220 40 131 21 30 36 44
1996 1,035.1 785 s 8.9 7 74 30.2 42 136 5.9 6.5
(as a percentage (as a percenlage of total (as a percentage {as a percentage of tatal
of 1o1al NHE) nursing home expenditures) of tolal NHE) home health expenditures}

1860 100.0% 3.7% 0.0% 0.0% B0.0% 20.0% 0.0% n/a n/a n/a n/a
1980 1000 721 50.0 17 4290 63 10 12.5% 29.2% 20.8% 37.5%
1990 0.0 73 454 35 43.2 79 19 16.0 229 225 kXX
1996 100.0 76 478 113 315 94 2.9 139 45.0 195 215

Source: Health Care Financing Administration.
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Mr. Mica. I will now recognize Mr. Charles Jackson, president
of the National Association of Retired Federal Employees.

Mr. JACKSON. Thank you, Mr. Chairman. As president of
NARFE, I appreciate the opportunity to participate in today’s hear-
ing, and I commend your interest in the feasibility of making long-
term care insurance available as a Federal employment benefit.

Half of all women and a third of all men who are now 65 are
likely to spend some time in the latter years in a nursing home at
a cost in excess of $40,000 a year. Such statistics, and the age of
NARFE members gives us an understandable interest in long-term
care insurance.

In a survey of our members 8 years ago, only 12 percent said
that they would be able to afford nursing home expenses above
$30,000 per year. Although this survey is now dated, it remains a
fact that absent adequate income or insurance, individuals who
need long-term care are required to impoverish themselves to qual-
ify for Medicaid nursing home benefits. For individuals with
enough income, private long-term care insurance has been an alter-
nate to Medicaid. However, such insurance is very expensive and
offers limited coverage. This is especially true with respect to poli-
cies sold to individuals instead of groups, and as Consumer Reports
magazine wrote in October 1997, long-term care insurance is one
of the most complex types of insurance.

Today an increasing number of employers are offering group
term care insurance. In fact, half of the current Fortune 500 com-
panies make private long-term care insurance available to their
workers. The advantages of employer-sponsored long-term care in-
surance are obvious as any group insurance is usually less costly
than buying it as an individual, and company benefits specialists
can assist in cutting through the marketing hype and selecting a
reputable insurance carrier.

At a minimum this subcommittee should establish that the Fed-
eral Government can offer long-term care insurance with cheaper
premiums and better coverage than employees or annuitants could
buy on their own. Beyond this, there are several parameters that
must be built into any long-term care insurance program offered.

First, policies must be made available to Federal annuitants as
well as active employees. Underwriting costs and resulting pre-
miums for annuitants will be higher, but such policies could still
be attractive to annuitants if the premiums for a group are lower
than the individual policies on the private market, and if employ-
ees are to be asked to bear the full premium cost of long-term care
insurance, then annuitants should have the same option.

Second, the decision to select long-term care insurance should
not mean that employees or annuitants would be forced to forgo
other benefits. Since employees and annuitants are likely to pay
100 percent of the cost of long-term care insurance, there is no rea-
son why they should give up retirement, health or life insurance
benefits.

Third, the dollar amount of benefits payable under a new policy
must be sufficiently indexed for inflation. Without this protection,
the cash benefits purchased today by a 40-year-old would be sub-
stantially eroded when they are needed most.
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Fourth, insurance carriers must have reasonable standards for
making enrollees eligible for long-term care benefits. So-called ben-
efit triggers rely on a policyholder’s inability to perform a list of ac-
tivities of daily living. Policyholders who fail to perform two or
more activities of daily living should qualify for long-term care ben-
efits. Moreover, some individuals may be able to perform activities
of dailv living, but have a medical condition that prevents them
from taking care of themselves. Benefits ought to be triggered by
medical necessities as well. Often we find the greatest need for
long-term care is a person with a cognitive disorder like Alz-
heimer’s, yet many plans exclude coverage for this or other mind-
robbing ilinesses. We believe it is a must.

Fifth, long-term care plans need to be flexible. Individuals who
want home- and community-based care should have that choice.
Plans could be tailored to needs by allowing enrollees to receive
benefits in the form of services or cash.

Sixth, plan portability would be necessary for those who leave
Federal service. In today’s society, career mobility is not the excep-
tion, but the rule. If long-term care plans are to attract enough
workers, portability is essential.

Seventh, the number of long-term care plans offered should be
limited to ensure that enough individuals join a plan to build a sat-
isfactory risk pool. It is hard to convince potential employees to buy
an insurance product they cannot imagine ever needing. For in-
stance, I have an age advantage of most of you here, yet I have dif-
ficulty believing today that I might need long-term care even to-
morrow. And so perhaps not showing a level of wisdom my age
should guarantee, I have not bought a long-term care policy. I sup-
pose I cannot justify paying the premium costs for something I find
hard to realize I may ever need. If I am a hard sell, just think how
difficult it will be to persuade a 30-, 40- or 50-year-old Federal em-
ployee to buy long-term care insurance.

Besides these parameters, I must comment on the tax deductibil-
ity of long-term care. NARFE welcomed a mandate in the Health
Insurance Portability and Accountability Act to treat long-term
care insurance as a medical expense. However, the problem is that
taxpayers cannot deduct long-term care premiums unless they ex-
ceed 7.5 percent of adjusted gross income.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Jackson follows:]
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HHBHUBHBRY
Disclaimer
NARFE does not now, nor has it ever, received federal grants, contracts or subcontracts.
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Mr. Chairman, I am Charles R. Jackson, President of the National Association of Retired Federal
Employees (NARFE). 1appreciate the opportunity to participate in today’s hearing, and 1
commend your interest in the feasibility of making long-term care insurance available as a

federal employment benefit.

Half of all women and a third of all men who are now 65 are likely to spend some time in their
later years in a nursing home at a cost in excess of $40,000 year. Such statistics, and the age of
NARFE members give our organization an understandable interest in long term care insurance.
In a survey of NARFE members eight years ago, only 12 percent said they would be able to
afford nursing home expenses above $30,000 per year. Although this survey is now dated, it
remains a fact that absent adequate income or insurance, individuals who need long term care are
required to impoverish themselves to qualify for Medicaid nursing home benefits. It is a gut
wrenching experience to watch a disabled person consume their hard-earned life savings after a

year or two in a nursing home.

For individuals with enough income, private long-term care insurance has been an alternative to
Medicaid. However, such insurance is very expensive and offers limited coverage. This is
especially true with respect to policies sold to individuals instead of groups. And as Consumer
Reports magazine wrote in October 1997, “long term care insurance is one of the most complex
types of insurance sold by an industry not known for the straightforwardness of its products or

the veracity of its marketing.”
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Without an adequate national response to long term care needs, an increasing number of private
and public sector employers are offering group long term care insurance to their employees. In
fact, half of the current Fortune 500 companies make private long term care insurance available

to their workers.

The advantages of employer-sponsored long-term care insurance are obvious. First, buying any
form of insurance as a group is usually less costly than buying it as an individual. Second,
company benefits specialists can assist in cutting through the marketing hype and selecting a
reputable insurance carrier that will provide adequate coverage to policyholders. These

advantages are critical if we are to succeed on the federal level.

At a minimum, this subcommittee must establish that the federal government can offer long-
term care insurance with cheaper premiums and better coverage than federal employees or

annuitants could buy on their own.

Beyond this goal, there are several parameters that we believe must be built into any long-term

care insurance program offered by the federal government:
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First, policies must be made available to federal annuitants as well as active employees. We
realize that underwriting cost and resulting premiums for annuitants will be higher.
Nevertheless, such policies could still be attractive to annuitants if the premiums for a group are
lower than what is available to individuals on the private market. And, if employees are to be
asked to bear the full premium cost of long-term care insurance, then annuitants should have the

same option.

Second, the decision to select private long-term care insurance should not mean that federal
employees or annuitants would be forced to forgo other benefits. Since employees and
annuitants are likely to pay 100 percent of the cost of long-term care insurance, there is no
reason why they should give up retirement, health or life insurance benefits. I mention this
concern because of interest by some on Capitol Hill in creating a “cafeteria” benefit plan for

federal employees.

Third, the dollar amount of benefits payable under any policy made available must be
sufficiently indexed for inflation. Without this important protection factor, the cash benefits
provided in a policy purchased today by a 40-year old employee would be substantially eroded

years from now when they are needed most.
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Fourth, insurance carriers must have reasonable standards for making enrollees eligible for long-
term care benefits. So-called “benefit triggers” rely on & policyholder's inability to perform a
list of “activities of daily living,” which include eating, walking, getting in and out of bed or a
chair, dressing, bathing, using a toilet and remaining continent. Policyholders who fail to

perform two or more activities of daily living should qualify for long term care benefits.

Moreover, some individuals may be able to perform activities of daily living, but have a medical
condition that prevents them from taking care of themselves. Benefits ought to be triggered
because of medical necessities as well. And, all too often we find that the greatest need for long
term care is for a person with a cognitive disorder like Alzheimer’s disease. Yet, unfortunately
many private plans exclude coverage for this or other mind-robbing ilinesses. We believe it is a

must!

Fifth, long-term care plans need to be flexible. Individuals who want home and community-
based care instead of nursing home care should have that choice. Plans could also be tailored to

individual needs by allowing enrollees to receive benefits in the form of services or cash.

Sixth, plan portability would be necessary for those who leave federal service. In today’s
society, career mobility between the private and public sectors, as well as among individual
employers, is not the exception, but the rule. We believe that if long-term care plans are to

attract enough workers to make premiums affordable, portability is essential.
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Seventh, the number of long term care plans offered to federal employees and annuitants should
be limited to ensure that enough individuals join a plan to build a satisfactory risk pool. Unlike
conventional health plans, it is hard to convince potential enrollees to buy an insurance product
they cannot imagine ever needing.. For instance, I have an age advantage to most of you here,
yet I have difficulty believing today that I might need long term care--even tomorrow. And so
perhaps not showing a level of wisdom my age should guarantee, I have not bought a long-term
care policy. I suppose I cannot justify paying the premium cost for something I find hard to
realize I may ever need. Now, if I'm a hard sell, just think how difficult it will be to persuade a
30, 40 or even 50 year-old federal employee to buy long -term care insurance. Younger
employees should be rewarded with lower premiums for buying early into a long-term care plan.
Nonetheless, it will still be necessary to initially limit the number of plans available to build a

sufficient risk pool.

Finally, a major effort to educate federal workers and annuitants will be necessary to assure an
adequate pool of plan enrollees. Such an effort should include an information and referral
service such as private-sector employers frequently provide to their employees along with long-
term care insurance. Beyond the insurance policy itself, information and referral service
counselors must be capable of telling employees and annuitants about the full range of long-
term care services available to them. This knowledge will help individuals make informed

decisions about long-term care options.
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Besides these parameters, I must also comment on the tax deductibility of long-term care .
Please work with me on this, although I know that tax issues are outside the jurisdiction of this
committee. NARFE welcomed a mandate in the Health Insurance Portability and Accountability
Act (P.L. 104-191) to treat long-term care insurance as a medical expense for purposes of
itemizing deductions. However, the problem is that taxpayers cannot deduct long-term care

premiums unless their health expenses exceed 7.5 percent of adjusted gross income.

Public policy makers could encourage taxpayers to prepare for the future by making long term
care premiums entirely tax deductible. While such a tax break would result in an initial cost to
the federal government, savings should be achieved in the future, since a larger number of long-
term care insurance policyholders would reduce the demand for Medicaid nursing home benefits.
And whether it is through Medicaid, Medicare, or other federal safety nets, costs for long-term

care, in one form or another, can only increase as the population ages and lives longer.

In closing, I want to commend you, Mr. Chairman, for recognizing our critical need for private
long term care insurance. While I know you are understandably eager to move legislation, it is
our wish that the subcommittee take its time to gather sufficient information on lessons learned

from private and public employer long-term care insurance programs.

Obviously, NARFE cannot endorse any legislation proposal in advance of its introduction and
specifics. We are, however, generally supportive of your efforts to hold more hearings and draft
a proposal. We would welcome the opportunity to contribute to this process. Thank you again

for inviting us to testify.



106

Mr. Mica. I thank you, Mr. Jackson, and all of our panelists this
morning for your testimony. I have several questions. I wanted to
start out with Mr. Jackson, who has raised, 1 guess, one of the pri-
mary barriers between employees or individuals, retirees and oth-
ers securing long-term care insurance, and that is the cost. We
have 1.9 million Federal employees and 2.2 million Federal retir-
ees. Mr. Martin, is that a pretty good size group to get a group
rate?

Mr. MARTIN. Certainly unmatched in my experience. I think cer-
tainly looking at what you would expect, and I think Dave
Brenerman touched on this, there is a message that is sent just by
the very fact that the Government can extend coverage to its em-
ployees. But the type of coverage that would be offered, I think you
would be able to fashion a plan that is comprehensive, that does
the best for employees and their families and also has administra-
tive savings that would make this a very good benefit.

Mr. Mica. I have also heard that corporations do offer this as an
option, a growing number of corporations now. A couple of ques-
tions in that regard. I guess the corporate rate with larger numbers
also provides a better group rate than if an individual goes out. Is
there some savings you could estimate, either Mr. Brenerman, Mr.
Martin?

Mr. BRENERMAN. Well, typically, a group plan, because there are
administrative savings, the premiums are deducted from the per-
son’s paycheck, for example, rather than having to set u

Mr. Mica. What kind of savings can there be to the individual
if you go outside—again, our Federal employees right now can go
out and buy their own.

Mr. BRENERMAN. The savings are in the range, I think, of about
10 to 20 percent.

Mr. MIcA. With a group rate.

Now, let me ask about these corporate plans and what the pri-
vate sector is doing. Are they paying a portion of the premium, or
is all of this left up to the employee? What is your experience, Mr.
Brenerman, Mr. Martin?

Mr. MARTIN. Certainly the vast majority of larger employers offer
this as an employee-pay-all. The employer does what you would
call the due diligence, selecting the carrier or carriers that will be
providing the coverage, works oftentimes with national consulting
houses in fashioning the plan of benefits. There is quite a bit of ne-
gotiation over the price, what the choices will be, not making them
overly complicated. There are employers who do contribute toward
the premium, and I think in the smaller market there are actually
employers, Dave has more experience in that, where the premium
is paid fully to a certain level by the employer.

Mr. MicA. Mr. Brenerman, what is the trend?

Mr. BRENERMAN. I think, generally speaking, in groups under
500 employees, I would say about 40 percent of the employers pay
a portion or all of the premium. But in the larger groups, like the
companies that Mr. Martin mentioned before, IBM, et cetera, those
are usually employee-pay-all plans.

Mr. Mica. I think in your testimony you said that right now for
long-term care we sort of go through this process of individuals
using up all of their savings and then eventually getting into Med-
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icaid, which seems to be the trend for those who require long-term
care. They expend all of their personal resources so the Govern-
ment ends up paying. Do you see any benefit to us taking an initia-
tive and making this available now, particularly given the statistics
that I think we were quoted today about the demographics and the
aging population?

Mr. BRENERMAN. Well, I think the American Council of Life In-
surance has just done a study on the impact of the purchase of a
long-term care policy on the cost of Medicaid. Mr. Martin could
speak to that. I think there is a significant savings to the Medicaid
Program if people own an insurance policy for long-term care rath-
er than expending all of their resources and then ultimately relying
on Medicaid to pay for a nursing home.

Mr. Mica. I think also you caught my attention by mentioning—
I believe it was you who said that one of the biggest unfunded po-
tential liabilities we have is this long-term care question and cost.
Right now it can go anywhere, for instance, in Florida, $16,000 to
$40,000 a year in costs are some of the estimates I have seen. You
talked about an unfunded liability. What is that going to be like
in the future?

Mr. BRENERMAN. Well, I can’t put a total on it, but given the fact
that we have a growing number of elderly, baby boomers will soon
reach the age where they will be thinking about long-term care and
actually needing long-term care ultimately. Those numbers are so
large that if you take $40,000 a year in today’s dollars and look at
it 20 years from now, 30 years from now, it is such an extraor-
dinary number if people are not protected, an extraordinary num-
ber for the government to try to protect and pay for.

Mr. MicA. Well, again, I started out by saying the only thing that
stands between an employee and this type of coverage is the cost.
I think we have heard testimony here where Mr. Jackson said that
it is also difficult when you have to get 7 percent, I guess, to get
to a deductible level. If we had MSA’s—I don’t know if you are fa-
miliar with that. I understand under some of the provisions that
we passed, that money could be taken from the MSA’s to pay for
a premium like that. Would that provide some avenue for resources
to cover these expenses on an annualized basis? Mr. Martin, are
you familiar with this?

Mr. MARTIN. Yes, and I think that is an excellent point. I think
that HIPAA certainly went a long way toward legitimizing private
long-term care insurance by giving it tax-favored status in ex-
change for hitting certain standards and including consumer pro-
tection provisions. If you could go further and include favorable
provisions within MSA’s, or perhaps, I think as Mr. Jackson
touched on, lift the 7.5 percent requirement, you would be doing
what some of the States are doing following HIPAA, and that is
putting in tax credits and deductions at the State level that will
further, I think, focus people on the need for this. I think when you
legitimize a product like this that has such wide appeal given the
demographics, you really further send a message that this is some-
thing you need to think about; that in the Tax Code you are saying
you will give something at least for preparing for your own future.

Mr. MICA. Mr. Brenerman, any ideas on creative financing mech-
anisms to help pay for this?
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Mr. BRENERMAN. Well, I guess if I knew that, I would be in Con-
gress. I think, I guess, what we are saying today is that private
long-term care insurance is one way for individuals to try to protect
themselves without having to wait for Medicaid or wait for Con-
gress to pass some program that would cover all Americans, which
would be prohibitively expensive. I think a partnership between
private insurance and State governments and the Federal Govern-
ment through tax incentives, through employees being allowed to
purchase private insurance are two ways to try to address this
issue. Maybe there needs to be more research on what other pri-
vate-public partnerships would be necessary to try to encourage
people to plan for their futures.

Mr. MicAa, While I cant change the tax laws from this sub-
committee, what we can do is ask that this be made an option
available to our Federal employees. You all have testified, those of
you in the industry, that we should be able to get a good group
rate, and make this available for those who do want to get that
coverage. That is probably the first step that we can take in the
markets available and fairly competitive; is that correct, Mr. Mar-
tin?

Mr. MARTIN. Yes. I would agree absolutely.

Mr. Mica. Mr. Brenerman.

Mr. BRENERMAN. Yes, I agree. And you may want to explore
whether companies that sell individual policies, because the Fed-
eral group is so large, could also provide a policy that is less expen-
sive than if people bought it across a kitchen table from an agent.

Mr. MicA. Mr. Fronstin did you want to comment?

Mr. FRONSTIN. I would say that is a first step. Offering it is nec-
essary, but it is not sufficient. The next step is getting people to
actually buy the policy.

Mr. Mica. If you can buy it at a reduced rate and make it avail-
able and then find some creative financing. I like my MSA idea on
a very limited basis, Mr. Jackson, just to see how it works. Did you
want to comment, Mr. Jackson?

Mr. JACKSON. Well, comment on the group or the MSA?

Mr. MiCA. Any and all of the above, sir. You are recognized.

Mr. JACKSON. Mr. Chairman, first of all, you have to remember
that most annuitants, such as me, are unlikely to build up the cash
in an MSA that would afford a long-term care policy. I do agree
with the group policy, and it is our feeling that on the group policy,
the fact that it is like buying anything in bulk at a grocery store
or for an organization: if you buy in bulk, you are probably going
to get a cheaper price. I just yesterday received in the mail from
an organization that I belong to offering a group discount policy,
but it was on car accident, and it was on travel. But I was shocked
at the price that they were quoting me per month for my wife and
myself, and it is a policy that I could afford because I had no idea
that it was out there, that it was that cheap. But it is because that
organization is so large, and they are offering it as a group policy.
I think that would be the secret of it. Would it be that it would
reduce the premiums?

Mr. Mica. I thank you, each of you, for your responses.

I would like to recognize now, Mr. Cummings.
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Mr. CUMMINGS. I also want to thank you all for your testimony.
You have done a good job of informing us about a number of issues.

Mr. Martin, I take it that State and local governments offer this
kind of insurance?

Mr. MARTIN. Yes. Some do. I think it is just beginning, but most
recently the State of Washington has decided to put in a long-term
care program.

Mr. CUMMINGS. Now, do you know if they are paying a large por-
tion of the premiums, all of the premium?

Mr. MARTIN. They are offering it on an employee-pay-all basis,
similar to what would be in regular programs.

Mr. CUMMINGS. So the employee pays the entire——

Mr. MARTIN. That is correct.

Mr. CUMMINGS. As I listened to Mr. Jackson, he was talking
about his situation where you would think that someone in his po-
sition would be purchasing or have this kind of insurance if it is
offered. How do you suggest, and maybe any of you, that you edu-
cate people to even buy it?

Mr. MARTIN. I think that is one of the points that we certainly
raised in our testimony, education. I think Mr. Jackson touched on
that as well. There is, I think, a denial aspect of this that exists
in all of us. I think it is only human. We think that a lot of things
that both insurers and public institutions can do, public service an-
nouncements telling people perhaps when they become eligible for
Medicare or when they are approaching that, maybe doing some-
thing when people turn 50, anything that can raise the awareness
of the need for it. I think pulling the focus back a bit and realizing
this doesn’t just happen to older people, a lot of younger people re-
quire long-term care services, too. So I think anything could be
done to raise public awareness. We do a lot of that when we are
talking to people whether they are individuals or groups. But that
is a key issue, I think.

Mr. CUMMINGS. One of the other things that you said that—you
said that Federal employees should obtain coverage from finan-
cially sound companies. Are any of the 125 companies that offer
long-term care insurance in financial difficulty?

Mr. MARTIN. I don’t believe so. Our point was certainly that as
you look at this, that there should be some criteria applied so that
you have assurances that the carriers are meeting the standards
that you expect for the employees and their families.

Mr. CUMMINGS. Now, Mr. Jackson raised some very interesting
issues, and one of them was about qualifying; he also mentioned
Alzheimer’s, correct me if I am wrong, Mr. Jackson, that if one
came up with Alzheimer’s, they might have a problem even though
they had a policy?

Mr. JACKSON. There are some policies that are offered on long-
term care that will accept an Alzheimer’s patient, but there are
many that do not. That is one of the problems on long-term care
policies. If you have Parkinson’s or Alzheimer’s, then it is difficult,
because there is also in many instances in the policies that we have
reviewed, in some of it, it requires a waiting period also. How do
you determine whether a waiting period, if you had essential trem-
ors, as to whether it is actually Parkinson’s or essential tremors?
And so some of the people cannot get policies. They order them.
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They buy the policy. They give a payment. Then they get the policy
and they find out that they have something and they may not be
covered. So it is a problem.

Mr. CUMMINGS. Do you think that in the scenario you just stated,
do you think that there is a failure on the part of some insurance
companies to spell out——

Mr. JACKSON. If I were an insurance company, I would be the
same way. I can understand that, because they have to be very
careful on what they are accepting. What I am merely saying is
that one of the problems in people getting long-term care is that
there are many things in a long-term care policy that are not cov-
ered.

Mr. CUMMINGS. Mr. Brenerman, you stated in your testimony
that the potential of the current system is not as efficient and equi-
table as it could be. What do you mean by that?

Mr. BRENERMAN. What I mean is Medicaid—we have one essen-
tial Federal program that covers people. We have what we all know
about, Medicaid. You cannot qualify for that unless you are des-
titute. Medicare covers some medically necessary home care for
short periods of time. The cost of that program, just like the Medic-
aid Program, has gone beyond what I think Congress has ever pro-
jected. Five percent of the public has long-term care insurance. I
guess what I am saying is this is sort of a hit-or-miss method for
covering long-term care in this country. That is why I made that
statement.

Mr. CUMMINGS. Could you explain the proposed structure for
Federal long-term care insurance plan and who pays the cost, ad-
ministration cost?

Mr. BRENERMAN. Well, typically the employer would pay the ad-
ministrative costs. I mean, that is something that could be nego-
tiated. But typically the employer would pay for providing informa-
tion to employees about the plan that is being offered to them.
Again, we have employers ask for all types of plan design, and
some employers want to do more than others in educating their
employees about the plan. So I would guess that the Federal Gov-
ernment would have to cover some or all of the cost of administer-
ing the program.

Mr. CUMMINGS. Under the Federal Employee Health Benefit
Plan, insurance companies must offer certain basic health benefits.
Would a set of basic services be provided under a long-term care
benefits package?

Mr. BRENERMAN. Yes. I think, Congressman, that when this pro-
gram is designed, I think the Federal Government needs to, at
least, outline some benefits that it wants its employees to be of-
fered. We need to be flexible in what the companies offer, but at
the same time we want to make sure that people have nursing
home coverage, home care as an offer, assisted living, as three ex-
amples of the types of care that people might want to have, and
then we can get into the details of how much coverage a person
should have under each of those areas, what the elimination period
should be before you qualify for coverage. Those are all items that
we need to agree upon before the program can ever be offered.

Mr. CUMMINGS. Mr. Fronstin, how would a Federal long-term
benefit program affect the private sector, private market?
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Mr. FRONSTIN. I am not sure exactly what you are getting at?

Mr. CUMMINGS. I am talking about the private insurance; how
would it affect it, the market in this area?

Mr. FRONSTIN. I am not sure that it would. It may make it more
competitive, may bring some more insurance companies into the
market if there are more people eligible for plans. It would take
some time before that would happen.

Mr. CuMMINGS. How do you determine today what kind of long-
term benefits you are going to need 20 or 30 years from now?

Mr. FRONSTIN. I think that is very difficult. It may be even
longer than that if we are talking age 70 or 80 for a worker who
is just coming out of college. They have to think about what kind
of plan they want. Certainly they may want inflation protection.
But I think in the back of their mind they are hoping they never
need it even if they are willing to buy it. That is not a difficult deci-
sion to make.

Mr. CUMMINGS. Thank you.

Mr. MicCA. I thank the gentleman.

I have a couple of questions. First of all, if we are going to set
this up for Federal Government and Federal employees, there are
probably a couple ways to go. One of those methods would be sort
of a self-insurance plan with the Government having someone as
an administrator, probably from the private sector. Another meth-
od would be multiple providers such as we have with our Federal
Employees Health Benefit Program where we open it up to com-
petition, set some basic parameters.

Mr. Martin, Mr. Brenerman, maybe Mr. Fronstin, you can tell us
a little bit of what you think would be best, and why and how it
would affect costs, premiums, administration?

Mr. Martin.

Mr. MARTIN. I thank you. I think, certainly, to have a number
of insurers introduce an element of both competition and choice in
terms of plans that I think is healthy for everyone. The sheer size
of the eligible population, I think, argues for that.

I think at the same time the type of coverage standards, the plan
design, what the benefit triggers are, comprehensive plans that
cover all types of facilities, those are the types of things I think you
would want to think about in fashioning the plan design options
that would be available.

At the same time, whether it is a group arrangement or an indi-
vidual one, there can be discounts. It may be more appropriate for
certain segments of the population to buy group coverage. Others
might want to have a tailored plan that can more often happen in
an individual setting where older people perhaps might want to
look at something that is more tailored. But the savings, I think,
could exist however you set it up, and certainly the Government,
as it contracts or sets policy for what is permissible, has, I think,
a great deal of control over how the pricing—what pricing is accept-
able and making sure it is affordable.

Mr. MicA. Mr. Brenerman, what do you recommend?

Mr. BRENERMAN. I don’t differ much from what Dave Martin just
said. I think having multiple providers introduces an element of
competition, which I think is useful for the consumer, and also of-
fering a combination of group coverage and perhaps individual cov-
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erage for those people who would like to take advantage of the in-
dividual plans where the employees may have more choices of pro-
grams than you might get in the group coverage where the em-
ployer makes a number of decisions for the employee. Other than
that, I don't have anything to add, Mr. Chairman.

Mr. MicA. Mr. Fronstin.

Mr. FRONSTIN. I would just raise the question of whether it is in
your best interest to self-insure this type of program. Even though
Medicare and Medicaid are not employee benefits for workers, they
are self-insured by the Government, and every few years we revisit
those programs because the costs increase faster than expected.
And in a self-insured environment, you may experience the same
type of——you may have the same experience. So, I think, in terms
of the question is do you really want to assume that risk or not.

Mr. MicA. Thank you.

Mr. Jackson, what do you think our Federal retirees, who insist
on being included, would like to see as the way this is administered
and operated?

Mr. JACKSON. Well, we would certainly welcome anything in
long-term care. As it so happens, Mr. Chairman, our Retirement
Life magazine in May will run an article on long-term care insur-
ance because we have found that so many of our annuitants have
questions on this particular subject. They don’t know what policies
are the best to take. So what we have done is begun an education
program on this in the month of May, as it so happens.

And we do not get a lot of correspondence concerning this sub-
ject, but it is on the minds, and I think one of the problems is that
it is in my age group, and my age group is dying off, so to speak.
But we grew up in an era that we learned, or it was instilled into
us, that we took care of Mother and Dad. I am the class of this
group in my age group. The younger people that are coming up
today, I am not sure that my daughter is going to take care of me,
if I come to the point that I can’t take care of myself. I need that
policy, I know that. But in my age group, if you are in good health,
you believe you are never going to need it. That is one of the prob-
lems that we have.

So, I think, it is important for the Federal workers particularly
to realize the importance of this because they have a different life-
style than the group in my age group. And I commend you for what
you are doing with regard to this and the hearing on this because
it opens up something that needs to be done.

Mr. MicAa. Thank you, Mr. Jackson. I want to ask again, do you
think when we set this up we should have the Federal Government
do a self-insurance plan and have basically one plan available, and
maybe bring in an administrator? Or, do you think that we should
have multiple choices such as we have in FEHBP?

Mr. JACKSON. I personally would prefer multiples such as we
have the opportunity in the FEHBP program.

Mr. MicA. The other thing, too, Mr. Jackson has raised some
points. The Consumer Reports reviewed long-term health care in-
surance policies in their 1997 October issue, and an article in Con-
sumer Reports concluded, and let me quote, “Long-term care insur-
ance is one of the most complex types of insurance sold by an in-
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dustry not known sometimes for the straightforwardness of its
products or the veracity of its marketing.”

Mr. Brenerman, what is your reaction to this statement, in par-
ticular, and the whole article in general?

Mr. BRENERMAN. Well, the article generated a response from
HIAA which I would like to introduce into the record, because——

Mr(.i Mica. Without objection, we will make that a part of the
record.

[The information referred to follows:]
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Healrh Insurance Associativon of America

November 4, 1997

Bill Gradison

President
Letters to the Editor
Consumer Reports

101 Truman Avenue
Yonkers, New York 10703

To the Editor:

Your story on long-term care (LTC) insurance, “How will you pay for your old age?” (October
1997) provides valuable information for consumers thinking about buying such protection. But the
article contains several inaccuracies that must be addressed.

For a magazine dedicated to providing its readers with complete, objective anlaysis, Consumer
Reports displays a disturbing bias against tax-qualified LTC insurance policies, and it appears
compelled to dissuade readers from considering such policies by omitting information critical to any
purchase decision.

First, the article fails to mention how its recommendation not to purchase tax-qualified LTC
insurance policies potentially could have negative effects on consumers. People who purchase non-tax
qualified LTC policies face the possibility of having their benefits taxed as income. There is no such
risk with tax-qualified plans.

Second, the assertion that, because such policies lack a medical necessity trigger, tax-qualified
LTC policies are more restrictive than non-qualified plans is a careless generalization with no basis in
fact. The absence of a medical necessity trigger does not indicate a more restrictive policy. Tax-
qualified LTC insurance policies pay benefits based on more objective and appropriate measures of the
need for LTC, such as the inability to perform activities of daily living and cognitive impairment.

Third, it is irresponsible to tell consumers that they can disregard an insurance company’s
fi ial stability b state guarantee funds will pay claims for policy-holders insured by failed
companies. There are no guarantees that such funds will cover all of the obligations of failed LTC
insurers. To suggest that consumers can rely on a government check, and therefore forego careful
shopping to select the most financiaily sound company, seems to undermine the very mission of your
publication.

Sincerely,

B P

Bill Gradison
President
ess/BG

555 13th Street, NW Suite 600 East, Washington, DC 20004-1109 202-824-1623 l'ax 202-824-1719
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HIAA Talking Points on
October 1997 Consumer Reports Article on
Long-Term Care Insurance Policies

ISSUE: Who needs long-term care insurance (LTCI)?

CONSUMER REPORTS RESPONSE: If you're poor, Medicaid pays. If you can
set aside about $160,000 at compounded interest solely to pay for nursing home
care, you don't need LTCI.

HIAA RESPONSE: HIAA fully agrees with Consumer Reports that LTCI is not
for everyone. [f you currently qualify or will soon qualify for Medicaid, you clearly
do not need LTCI. However, who needs LTCI beyond this point is much more
difficult to quantify. A figure of $160,000 for an expected nursing home stay of 4
years and depending on where you may be insufficient for many people. LTCI
allows you to protect yourself for an indefinite amount of time (e.g., lifetime
coverage).

The financial advantage of buying insurance rather than putting aside $160,000
today is compelling. For example, the average annual cost of an LTCI policy for
a 65-year old is $1,881. By the time this person reaches 85, he would have
paid about $37,620 in premiums, less than one-fourth of the $160,000
recommended by Consumer Reports. (Or even paying until age 95, where total
premiums paid would be about $56,430, only about 35 percent of $160,000.)
This person would end up with generally the same type of coverage Consumer
Reports recommends, and still have access to an extra $120,000 (or an extra
$100,000 if a person pays till age 95) which he may use for other needs or to
enhance his retirement lifestyle.

ISSUE: Why buy LTCI?
CONSUMER REPORTS: The principal reason to buy LTCI is to preserve from a

Medicaid “spenddown,” the assets that a spouse may need to live on or that you
are determined to leave to children and grandchildren.

HIAA RESPONSE: Protection of assets is an important reason to buy LTCI.
However, it is not the only reason nor is it the primary reason why people
purchase LTCI. An HIAA survey of 2,601 buyers of LTCI revealed that peopie

' This is a average cost for a LTCI policy covering $100 a day in a nursing home costs and at
least $50 in home health care costs, with a 20-day deductible period, with a 5 percent
compounded inflation protection feature and covering up to four years of coverage.
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bought LTCI for many reasons, not only to protect their assets. When
respondents were asked to choose the single most important reason behind their
purchase decision, the reason cited most frequently was to avoid having to
depend on others and to preserve independence. Protection of assets and
standard of living was the next most cited response. In addition, fully 25 percent
of the respondents cited “other reasons” as the single most important reason for
purchase. These numbers clearly show that there is diversity in the LTCI
purchase motivation. To limit the reason for purchasing LTCI to protection of
assets only, understates and disregards people’s real motives for purchasing
LTCI.

ISSUE: How important is the inflation protection feature for
LTCI policies?

CONSUMER REPORTS: You must add inflation protection to your LTCI. Buy
only a policy with 5 percent compounded inflation protection. Anything less may
leave you short, and you could end up on Medicaid anyway.

HIAA RESPONSE: HIAA agrees that inflation protection is an important feature
in LTCI policies, and that every potential purchaser must consider this feature.
However, the benefit may not be for everyone. Consumers should always be
given the option to purchase inflation protection, and depending on several
factors, like the insured’s age, priorities and financial status, the choice of
purchasing inflation protection and the type of protection to purchase ultimately
becomes the purchaser's decision.

For example, it may be a wise decision for a 50-year old to purchase a 5%
compounded inflation protection. However, a 79-year old purchaser may want to
trade-off the premium for 5% compounded inflation protection for a lower cost
5% simple inflation protection, a higher daily benefit, a shorter deductible period
or a longer benefit duration period. Assuming that such benefits are less
important for certain purchasers and pre-empting that person's ability to decide
which is more valuable to him, undercuts his choice and undermines his ability to
decide which benefits are most suitable for him. Finally, Consumer Reports has
failed to point out that a benefit amount purchased today, even if it may not fully
cover costs in the future, is still some protection that would help offset future
costs. Some protection is better than no protection.

ISSUE: How important is the medical necessity trigger?

CONSUMER REPORTS: Beware of (tax-qualified) LTCI policies that do not
contain a medical necessity trigger.
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HIAA RESPONSE: This is irresponsible advice. Most states and the federal
government, through enactment of HIPAA, do not include or mandate the use of
medical necessity, because it is viewed by many as unreliable, subjective and
unfair. More importantly, correlating tax-qualified policies, because they do not
contain the medical necessity trigger, as policies consumers should beware of,
while not alerting consumers to the possible serious negative tax implications of
non-qualified LTCl is irresponsible behavior. (See additional comments on tax-
qualified LTCI below.)

ISSUE: Tax-Qualified LTCI policies

CONSUMER REPORTS: Beware: They are far more restrictive than many non-
qualified plans.

HIAA RESPONSE: The generalization that tax-qualified policies are more
restrictive than non-qualified policies has no basis in fact. As we mentioned
earlier, the absence of a medical necessity trigger does not indicate a more
restrictive policy. Tax-qualified LTCI policies will pay benefits through triggers
such as the inability to perform ADLS and cognitive impairment, viewed by many
as the more objective and appropriate measures for the need for LTC. The
inclusion of a 80-day certification of disability for tax-qualified LTCI policies, is in
fact, a certification, not a requirement that the disability last 90 days noris it a
deductible period before benefits can begin. As the article points out, one LTCI
policy is different from another. Depending on the policy one chooses to
purchase, one policy may have more benefits and the benefits may be easier to
access than another policy. The policy features of individual policies serve as
the distinguishing factors for judging whether a policy is more restrictive or less
restrictive. The tax status of the particular policy one has chosen dictates how
premiums and benefits are treated for these policies and is NOT the benchmark
for how restrictive a policy is.

The authors of this article display a strong bias against tax-qualified LTCI
policies. HIAA feels that Consumer Reports has acted irresponsibly by not
mentioning in the article that the IRS has not ruled on the status of non-qualified
LTCI policies and that purchasers for these policies may face very serious
consequences if the IRS determines that benefits from such policies would be
considered income and therefore be taxable to the insured. In addition, while it
is true that few people itemize medical deductions, it is important to remember
that as age increases and/or incomes become more limited, the ability to deduct
a portion of your LTC premiums become important to a significant number of
people.



118

CONSUMER REPORTS: The insurance industry lobbied hard for these tax
incentives. ...the policy limitations dictated by law will save insurers money in
benefits that should have gone to policyholders in need of care.

HIAA RESPONSE: The implication the insurance industry lobbied for restrictions
for LTCI in the tax provisions of HIPAA to increase profitability is completely
false. It is true that the industry lobbied to get tax breaks for consumers.
However, the industry did NOT lobby for restrictions in HIPAA. Why would the
industry lobby for restrictions in a fledgling market where such restrictions could
impinge growth instead of stimulate growth in the LTC| market?

ISSUE: At what age should you purchase LTCI?

CONSUMER REPORTS: It makes little sense to buy LTCI before 55.

HIAA RESPONSE: No rationale is provided in the Consumer Reports article as
to why it makes little sense to purchase before age 565. On the other hand, it
makes a lot of sense for a lot of people. Premiums are much lower and people’s
heaith are generally befter at younger ages. Affordability is less of a problem
and the guarantee that a change in your health status later in life will not make
you ineligible for LTC coverage are compelling reasons to purchase a policy
before age 55.

ISSUE: How important is a company's financial stability?

CONSUMER REPORTS: A company’s financial instability, does not necessarily
put policyholders at risk...... States maintain guaranty funds — which pay claims
from policyholders insured by failed companies. Those holding LTC policies can
look to the guaranty funds for help.

HIAA RESPONSE: The implication that state guaranty funds will cover all the
obligations of failed LTC insurers is inaccurate and probably one of, if not the
most, disturbing features of this article. The suggestion that relying on guaranty
funds instead of careful shopping and selection of a financially strong insurance
company is irresponsible advice.

ISSUE: Consumer Reports’ value index as the gauge for
premium stability

CONSUMER REPORTS: A better gauge (for whether premiums will go up) than
the actual premium is the value index in the ratings.

HIAA RESPONSE: There are many complexities in the pricing of each type of
LTCI policy. Unless all these pricing and actuarial assumptions from all the
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policies are analyzed thoroughly, which the Consumer Reports article did not
seem to undertake, the value index is an unreliable indicator of whether a
company will raise future LTCI premiums.

ISSUE: How agents sell LTCI

CONSUMER REPORTS: They (agents) limit your choices, impart
misinformation, and almost never explore the complexities of a policy.

HIAA RESPONSE: HIAA strongly believes that consumers have a right to
appropriate insurer and agent sales and marketing practices. LTCl is considered
by many agents a complicated product and requires expertise and product
knowledge to sell responsibly. In fact, HIAA, through its education program,
offers a certification program on long-term care and other health insurance
products to better educate agents and others. A few “bad” agents should not be
a generalization for all LTCI agents. It does a disservice to the majority of LTC
agents who responsibly market the product.

ISSUE: Long-term care for ALL people

CONSUMER REPORTS: The US still needs a universal system for all medical
care—including long-term care —- funded by a broad based tax ....

HIAA RESPONSE: HIAA believes that social insurance proposals for long-term
care are prohibitively costly and unwarranted given the potential of the private
market. Moreover, research has shown that social programs are an ineffective
use of public dollars. The marginal benefits from such programs assist the
elderly who need it least — those with higher income and asset levels. HIAA
supports a comprehensive approach to financing long-term care which utilizes
the inherent strengths of both the private and public sectors. HIAA believes that
given the knowledge and opportunity, the vast majority of Americans would
prefer to make provisions for their own long-term care needs through private
savings mechanisms, especially those involving risk pooling. HIAA also believes
that given competing national priorities, this nation cannot afford to pay for a
long-term care program financed entirely out of taxpayer dollars. HIAA also
recognizes that the private sector cannot realistically meet the entire need and
that there is a significant need for public sector involvement. HIAA believes that
government should target its assistance to those who are in greatest need.
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Mr. MicaA. If you want to summarize your response, please.

Mr. BRENERMAN. We felt that the Consumer Reports article dis-
turbingly took a biased position against long-term care insurance
policies, particularly tax-qualified policies under HIPAA, and tried
to dissuade readers from considering those types of policies. We
also thought that the article misled consumers about the impor-
tance of the financial stability of the company that you are buying
a policy from, saying that that does not matter. So we submitted
a letter because we felt that the article was not—did not fairly
characterize the current long-term care insurance market.

Also I believe that, not to disagree with Mr. Jackson, but most
policies do cover Alzheimer’s disease under the term of cognitive
impairment. A dozen companies cover about 80 percent of the—sell
80 percent of the policies, and all of those companies cover cog-
nitive impairment, which would include Alzheimer’s. So that was
another issue that was raised in the Consumer Reports article. I
would like to offer those to the committee.

Mr. Mica. Thank you. We will include that by unanimous con-
sent.

You answered another question I had about Alzheimer’s disease
coverage.

Again, we oversee several millions of Federal employees and re-
tirees. We can have a very significant group. We can offer a sub-
stantial discount. I don’t see any reason why we can’t do that.

Let me ask you this, gentlemen from the private sector. I come
from the private sector, so I am somewhat handicapped, because if
I had a group, I would go out and negotiate, and we would make
it available, and it would be done posthaste. Here we study it to
death, beat around the bush, and we never get to the issue, or we
block it in some way.

If you were to sit down with the Office of Personnel Management
and negotiate making options available, how long do you think this
would take? I know we have a bigger group, but give me some pa-
rameters. Would it take 6 months, 3 months, a year? Or if you
were in the private sector and had a pretty significant group, how
soon could we make a package available to those individuals? Mr.
Martin? Is this a lifetime endeavor, or can it be done within

Mr. MARTIN. Thankfully it is not a lifetime endeavor, Mr. Chair-
man. But that is a very good question because this is exactly what
happens when we install large groups now. The period can be
short. It could be 6 months, a year. It need not be longer than that.
I think what you don’t want to do is do it in like 2 months; do it
so quickly that you can't educate people, let them know again and
again that this program is coming. You want to be able to select
the plan design. That will take some doing. But certainly you will
get a lot of expertise from companies that write the business.

In terms of the enrollment period, you need to think about when
this would become available, how that would work, and again not
have people deciding at the last minute, tied in with whatever you
think the enrollment period should be, give them time to talk with
their families about it.

Mr. Mica. Mr. Brenerman, how long do you think it would take?

Mr. BRENERMAN. I think it would take probably 6 months to a
year. I think there are a lot of decisions that need to be made. In
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the private sector, sometimes the human resources departments,
personnel departments or the president of the companies can make
decisions and not have to ask a lot of questions before they do that.

This may take a lot, a longer period of negotiation and decision-
making. Ultimately though, as I think every panelist has said,
when this is offered to employees, education of the employees is so
vital, and so we need to come up with, jointly, some way to make
sure that the employees understand the reason why Congress has
decided that this ought to be offered to them and why they should
begin to plan for the future by buying the policy.

Mr. MicA. Mr. Fronstin, did you have anything to add?

Mr. FRONSTIN. I would add that even if it takes only 6 months
or a year, education is the key, and it may take much longer than
that before you start seeing high participation rates, especially if
it is an employee-pay-all type of plan.

Mr. MicA. I am not sure what participation we would have based
on the experience in the private sector, but the testimony seems to
indicate that making it available would probably take 6 months to
a year. So if we passed a resolution directing OPM to make it
available by December 1999, that would be feasible. What do you
think, Mr. Martin?

Mr. MARTIN. Yes, I would think so. That would give ample time.

Mr. MicA. OK. That is what we will do. I thank this panel very
much for your participation, for your contributions today. We will
dismiss this panel, and I will welcome our second panel today.

I would like to welcome the second panel today. Again, no strang-
er to this subcommittee, Mr. William Flynn III, associate director
of Retirement and Insurance Services for the Office of Personnel
Management. We also have Bob Williams, deputy assistant sec-
retary for Long-Term Care and Disability Policy with the Depart-
ment of Health and Human Services.

We are going to swear in our two witnesses.

{Witnesses sworn.]

Mr. MicA. The record will reflect both of our witnesses answered
in the affirmative.

Again, we try to limit our oral testimony to 5§ minutes. Mr.
Flynn, you are familiar with that routine. Mr. Williams, welcome.

I will recognize first Mr. Flynn for 5 minutes.

STATEMENTS OF WILLIAM E. FLYNN III, ASSOCIATE DIREC-
TOR, RETIREMENT AND INSURANCE SERVICE, OFFICE OF
PERSONNEL MANAGEMENT; AND BOB WILLIAMS, DEPUTY
ASSISTANT SECRETARY FOR LONG-TERM CARE AND DIS-
ABILITY POLICY, DEPARTMENT OF HEALTH AND HUMAN
SERVICES

Mr. FLYNN. Thank you Mr. Chairman and members of the sub-
committee, for inviting me here today. In addition to my prepared
statement, [ would like to make just a few remarks and then be
available for any questions you might have.

You have heard from the first panel a lot of the demographic
background information leading up to the interest in employer-
sponsored long-term care insurance. I wont go back through that
today, just perhaps offer a few points of perspective as an em-
ployer, a potential employer sponsor.
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Today long-term care can be expensive, and the expense depends
on the amount of care needed and its setting. Partly as a reflection
of that, one estimate is that nearly 2 million working adults pro-
vide significant levels of unpaid care to elderly relatives. The strain
on employees who provide this care, in addition to their other home
and family responsibilities, affects the workplace in a variety of
ways and adds a further dimension to the cost of long-term care
that an employer like the Government should not ignore.

Insurance to cover long-term care expenses has been available
since the 1980’s, and we have observed its evolution as an em-
ployee benefit. The early products were individual policies, included
a number of benefit limitations, and lacked many of the consumer
protections that are available today.

About 10 years ago, in June 1986, OPM testified about long-term
care insurance for Federal employees. We concluded then that the
keys to developing this type of benefit would be a mechanism for
long-term funding in combination with a broad risk pool. And with
assistance from insurance industry representatives, we subse-
quently developed and submitted a proposal to offer long-term care
coverage using the group life insurance model as an example. We
transmitted this proposal to Congress in 1987, and it was intro-
duced then in both the House and Senate. It envisioned voluntary
participation for employees age 50 and older, with no new Federal
funding, but with group rates to help finance the new benefit. Em-
ployees would be given a chance to trade a portion of their basic
life insurance coverage for long-term care coverage. The proposal
enabled OPM to set criteria for insurer participation, to determine
benefits packages, establish premiums, and maintain reserves.

In the next Congress the administration withdrew its support for
the proposal over a number of concerns that had surfaced. Because
of demographic factors mentioned earlier and passage of the Health
Insurance Portability and Accountability Act of 1996, interest in
long-term care insurance for Federal employees has been rekindled.
Also, one of OPM’s strategic goals is the establishment of a mod-
ernized performance-oriented total compensation system that in-
cludes a competitive benefits package for Federal employees. We
believe the idea of a Federal employee long-term care program
should be revisited as part of this effort.

The Department of Health and Human Services has also been in-
terested in developing a long-term care insurance program for Fed-
eral employees to demonstrate its potential. Beginning in 1995,
they invited us to participate in a cooperative research effort with
them, and we have done so. In the fall of 1996, we also decided to
survey Federal employees to gauge their interest in long-term care
insurance. The survey results clearly demonstrate that the design
of a long-term care program for Federal employees must recognize
the tra}x{deoff between cost and age at initial participation in order
to work.

Last fall OPM engaged a benefit consultant to research emerging
benefit trends among large private and non-Federal, public employ-
ers. Long-term care insurance is a component of that review. Using
the contractor’s report as a foundation, we plan a broad discussion
of benefits and delivery strategies. A consensus developed through
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this review will likely lead to several proposals in the benefits area,
although it is too early to comment today on what they might be.

With the Department of Health and Human Services, we are also
awaiting a study of employer-sponsored group long-term care insur-
ance being conducted by the Lewin Group. The project results,
which are expected in the summer of 1999, should offer added in-
sight on the design of a successful long-term care insurance pro-
gram.

Finally, Mr. Chairman, you asked me to comment on the merits
of self-insured long-term care insurance. I think the evidence clear-
ly demonstrates significant evolution in this insurance market and
State regulation of it since 1987. Given that evolution, competition
among qualified private insurers seems a reasonable approach.

Government sponsorship of a long-term care insurance program
for the Federal workforce, we think, could provide leverage for pre-
mium discounts and policy enhancements.

This concludes my statement. I would be happy to answer any
questions you might have.

[The prepared statement of Mr. Flynn follows:]
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STATEMENT OF
WILLIAM E. FLYNN, Il
ASSOCIATE DIRECTOR FOR RETIREMENT AND INSURANCE
U.S. OFFICE OF PERSONNEL MANAGEMENT
before the

SUBCOMMITTEE ON CIVIL SERVICE
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT

U.S. HOUSE OF REPRESENTATIVES

on

GROUP LONG TERM CARE INSURANCE
FOR FEDERAL EMPLOYEES

March 26, 1998

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

THANK YOU FOR CONVENING THIS HEARING TO DISCUSS THE DESIRABILITY OF
INCLUDING GROUP LONG TERM CARE INSURANCE IN THE FEDERAL EMPLOYEE

BENEFITS PACKAGE.

MEDICAL ADVANCES AND OTHER FACTORS IN RECENT DECADES HAVE
DRAMATICALLY IMPROVED AVERAGE LONGEVITY. AS AGE INCREASES, THE
NEED FOR LONG TERM CARE, WHICH CAN INCORPORATE PERSONAL CARE,
HOME HEALTH CARE, ADULT DAY CARE, AND NURSING HOME CARE,
NATURALLY INCREASES. REPORTEDLY, THERE ARE OVER 3 MILLION
AMERICANS OVER 85 YEARS OLD TODAY. THESE NUMBERS ARE PROJECTED TO

INCREASE BY FOUR TIMES TO OVER 13 MILLION BY 2020.
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LONG TERM CARE ITSELF CAN BE EXPENSIVE , DEPENDING ON THE AMOUNT OF
CARE NEEDED AND THE SETTING. MEDICARE, MEDIGAP INSURANCE , AND
MAJOR MEDICAL HEALTH INSURANCE GENERALLY PROVIDE EXTREMELY
LIMITED COVERAGE OR NONE AT ALL. MEDICAID PROGRAMS COVER NURSING
HOME CARE AND SOME COMMUNITY-BASED SERVICES FOR PERSONS WHO MEET
POVERTY GUIDELINES FOR INCOME AND ASSETS. NONETHELESS, BY ONE
ESTIMATE, NEARLY 2 MILLION WORKING ADULTS ARE PROVIDING SIGNIFICANT
LEVELS OF UNPAID CARE TO ELDERLY RELATIVES. THE STRAIN ON EMPLOYEES
WHO PROVIDE THIS CARE, IN ADDITION TO OTHER HOME AND FAMILY
RESPONSIBILITIES, AFFECTS THE WORKPLACE IN A VARIETY OF WAYS AND
ADDS A FURTHER DIMENSION TO THE COST OF LONG TERM CARE THAT AN

EMPLOYER SHOULD NOT IGNORE.

INSURANCE TO COVER LONG TERM CARE EXPENSES HAS BEEN AVAILABLE
SINCE THE 1980's AND WE HAVE OBSERVED ITS EVOLUTION AS AN EMPLOYEE
BENEFIT. THE EARLY PRODUCTS WERE INDIVIDUAL POLICIES AND INCLUDED A
NUMBER OF BENEFIT LIMITATIONS, AND LACKED MANY CONSUMER
PROTECTIONS OFFERED TODAY, SUCH AS INFLATION ADJUSTMENTS AND
NONFORFEITURE PROVISIONS. IN JUNE 1986, OPM TESTIFIED AT A JOINT
HEARING CONVENED BY TWO SUBCOMMITTEES OF THE HOUSE COMMITTEE ON
POST OFFICE AND CIVIL SERVICE ABOUT LONG TERM CARE INSURANCE FOR
FEDERAL EMPLOYEES. WE CONCLUDED THAT THE KEYS TO DEVELOPING THIS

2-
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TYPE OF BENEFIT WOULD BE A MECHANISM FOR LONG-TERM FUNDING IN
COMBINATION WITH A BROAD RISK POOL--CHARACTERISTICS WHICH THE

FEDERAL EMPLOYEES’ GROUP LIFE INSURANCE (FEGLI) PROGRAM EXHIBITS.

WITH ASSISTANCE FROM INSURANCE INDUSTRY REPRESENTATIVES, WE
SUBSEQUENTLY DEVELOPED A PROPOSAL TO OFFER LONG TERM CARE
COVERAGE USING THE FEDERAL EMPLOYEES’ GROUP LIFE INSURANCE
PROGRAM AS A SPRINGBOARD. WE TRANSMITTED THIS PROPOSAL TO
CONGRESS IN SEPTEMBER 1987 AND IT WAS INTRODUCED IN BOTH THE HOUSE
AND THE SENATE. IT ENVISIONED VOLUNTARY PARTICIPATION FOR
EMPLOYEES AGE 50 AND OLDER WITH NO NEW FEDERAL FUNDING, BUT WITH
ATTRACTIVE GROUP RATES. TO HELP FINANCE THE NEW BENEFIT, EMPLOYEES
WITH AT LEAST 10 YEARS OF GROUP LIFE PARTICIPATION COULD ELECT TO
TRADE A PORTION OF THEIR BASIC LIFE INSURANCE COVERAGE FOR LONG
TERM CARE COVERAGE, AND THE CORRESPONDING GOVERNMENT
CONTRIBUTION AND RESERVE ACCUMULATION WOULD APPLY TOWARD
REDUCING THE LONG TERM CARE PREMIUMS. THE PROPOSAL ENABLED OPM TO
SET CRITERIA FOR INSURER PARTICIPATION , DETERMINE BENEFIT PACKAGES,

ESTABLISH PREMIUMS , AND MAINTAIN RESERVES.

CONGRESS TOOK NO ACTION ON OUR LONG TERM CARE PROPOSAL. THOUGH
THE PROPOSAL WAS REINTRODUCED IN THE NEXT CONGRESS, THE

3-
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ADMINISTRATION WITHDREW ITS SUPPORT. THE ADMINISTRATION’S POSITION
HAD CHANGED, IN PART, BECAUSE OF NATIONAL DEBATE ON SUCH ISSUES AS
WHETHER THE BENEFITS FROM LONG TERM CARE MERITED THE SAME
PREFERENCE UNDER THE TAX CODE AS WAS PROVIDED FOR HEALTH AND LIFE
INSURANCE BENEFITS, AND IF SO, HOW TO ABSORB THE ASSOCIATED LOSS OF
TAX REVENUE. CONCERNS ALSO DEVELOPED INVOLVING FEATURES OF THE
PROPOSAL ITSELF-- APPROPRIATE INDEXING OF LONG TERM CARE BENEFITS,
THE VALUE FOR INDIVIDUALS IN THE PROPOSED LIFE INSURANCE TRADE OFF,

AND THE BUDGET IMPLICATIONS OF DIVERTING FEGLI RESERVES.

ULTIMATELY, THE DECISION ON TAX TREATMENT FOR LONG TERM CARE
INSURANCE OCCURRED WITH PASSAGE OF THE HEALTH INSURANCE
PORTABILITY AND ACCOUNTABILITY OF 1996. FOR QUALIFIED LONG TERM
CARE INSURANCE CONTRACTS OFFERED BY AN EMPLOYER, ELIGIBLE
PREMIUMS ARE DEDUCTIBLE MEDICAL EXPENSES SUBJECT TO IRS RULES, AND

BENEFITS RECEIVED ARE GENERALLY EXCLUDABLE FROM GROSS INCOME.

OPM HAS ESTABLISHED THE OBJECTIVE OF ACHIEVING A MODERNIZED
PERFORMANCE-ORIENTED TOTAL COMPENSATION SYSTEM THAT WOULD
INCLUDE A COMPETITIVE BENEFITS PACKAGE FOR FEDERAL EMPLOYEES. WE
BELIEVE THE IDEA OF A FEDERAL EMPLOYEE LONG TERM CARE PROGRAM
SHOULD BE REVISITED AS PART OF THIS TOTAL COMPENSATION SYSTEM. THE

-4-
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DEPARTMENT OF HEALTH AND HUMAN SERVICES HAS ALSO BEEN INTERESTED
IN DEVELOPING A LONG TERM CARE INSURANCE PROGRAM FOR FEDERAL
EMPLOYEES TO DEMONSTRATE JTS POTENTIAL. BEGINNING IN 1995, THEY
INVITED US TO PARTICIPATE IN A COOPERATIVE RESEARCH EFFORT. WE
ATTENDED SEVERAL HHS-SPONSORED MEETINGS TO HEAR PRESENTATIONS ON
EXISTING EMPLOYER GROUP PLANS. IN THE FALL OF 1996, WE DETERMINED
THAT THE NEXT LOGICAL STEP WOULD BE TO SURVEY FEDERAL EMPLOYEES

TO DETERMINE THEIR INTEREST IN A LONG TERM CARE PRODUCT.

WE INCLUDED QUESTIONS IN THE 1997 FEDERAL EMPLOYEES HEALTH BENEFITS
CUSTOMER FEEDBACK SURVEY TO DETERMINE INTEREST IN COVERAGE, AND IF
SO, WHETHER FOR SELF, SPOUSE, CHILDREN, AND PARENTS/IN-LAWS. WE
ASKED IF EMPLOYEES WOULD WANT NURSING HOME CARE, HOME CARE, OR
BOTH. WE LISTED REPRESENTATIVE PREMIUMS AT VARIOUS AGES AND ASKED

RESPONDENTS ABOUT AFFORDABILITY.

FOURTEEN PERCENT OF THE RESPONDENTS EXPRESSED NO INTEREST IN LONG
TERM CARE COVERAGE. REMAINING RESPONDENTS WERE MOST INTERESTED
IN COVERAGE FOR SELF, AT 36 PERCENT, AND SPOUSE , AT 25 PERCENT. SIXTY-
THREE PERCENT OF RESPONDENTS DESIRED BOTH INSTITUTIONAL AN D HOME
CARE. OPINIONS ON THE AFFORDABILITY OF PREMIUMS VARIED WITH THE AGE
AT WHICH THE PRODUCT WAS PURCHASED. FOR EXAMP‘LE, AT AGE 25, 12

5
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PERCENT FELT THE PREMIUM WAS TOO HIGH, BUT AT AGE 65, 57 PERCENT FELT
THE COST WAS TOO HIGH. THIS CLEARLY DEMONSTRATES THAT THE DESIGN
OF LONG TERM CARE COVERAGE, TO RECOGNIZE THE TRADE-OFF BETWEEN
COST AND AGE AT INITIAL PARTICIPATION, WOULD HAVE TO BE CAREFULLY
STRUCTURED IN ORDER TO BE A VIABLE PROGRAM WITHIN A TOTAL BENEFITS

PACKAGE CONTEXT.

CONSIDERATION OF LONG TERM CARE INSURANCE IS ALSO A COMPONENT OF
OPM’S BENEFITS VISION STUDY BEGUN LAST FALL. WE HAVE ENGAGED A
PRIVATE BENEFITS CONSULTANT TO RESEARCH EMERGING BENEFIT TRENDS
AMONG LARGE PRIVATE AND NON-FEDERAL PUBLIC EMPLOYERS. THIS
INFORMATION IS NEEDED TO ENABLE THE FEDERAL GOVERNMENT TO REMAIN
A COMPETITIVE EMPLOYER BY STRUCTURING CONTEMPORARY BENEFIT
PACKAGES WITHIN A TOTAL COMPENSATION FRAMEWORK. USING THE
CONTRACTOR'S REPORT AS A FOUNDATION, WE PLAN A BROAD DISCUSSION OF
BENEFITS AND DELIVERY STRATEGIES. THE CONSENSUS DEVELOPED THROUGH
THIS REVIEW WILL LIKELY LEAD TO SEVERAL PROPOSALS IN THE BENEFITS

AREA, THOUGH IT IS TOO EARLY TO COMMENT ON WHAT THEY MIGHT BE.

LASTLY, I WANT TO MENTION OUR COLLABORATION WITH THE DEPARTMENT
OF HEALTH AND HUMAN SERVICES IN A STUDY OF EMPLOYER-SPONSORED
GROUP LONG TERM CARE INSURANCE, BEING CONDUCTED BY THE LEWIN

-6-



130

GROUP FOR THE DEPARTMENT. THE PROJECT INVOLVES THREE PHASES. PHASE
I WILL ASK EMPLOYERS WHOSE LONG TERM CARE PROGRAMS REFLECT
BENEFIT INNOVATION OR HIGH TAKE-UP RATES AMONG ELIGIBLE
PARTICIPANTS TO COMPLETE A SURVEY ABOUT FACTORS WHICH
CONTRIBUTED TO THE EMPLOYER'S DECISION TO OFFER GROUP LONG TERM
CARE COVERAGE, PARTICIPATION AND BENEFIT FEATURES OF THEIR LONG
TERM CARE PROGRAM, AND ITS RELATIONSHIP TO OTHER EMPLOYEE BENEFITS.
PHASE I1 WILL CONSIST OF AN ACTUARIAL ANALYSIS TO IDENTIFY AND
ANALYZE BEST PRACTICES, AND TO PRICE OUT ALTERNATIVE BENEFIT
DESIGNS. THE THIRD PHASE IS AN EDUCATIONAL EFFORT ON LONG TERM CARE
ISSUES. WE UNDERSTAND A PRELIMINARY ANALYSIS OF THE SURVEY DATA
WILL BE READY IN FEBRUARY 1999 AND THE PROJECT WILL BE COMPLETED

LATER THAT SUMMER..

FINALLY, YOU ASKED ME TO COMMENT ON THE MERITS OF SELF-INSURED
LONG TERM CARE INSURANCE. THE EVIDENCE CLEARLY DEMONSTRATES
SIGNIFICANT EVOLUTION IN THIS INSURANCE PRODUCT, AND STATE
REGULATION OF IT SINCE 1987. GIVEN ITS EVOLUTION, COMPETITION AMONG
QUALIFIED PRIVATE INSURERS SEEMS A REASONABLE APPROACH.
GOVERNMENT SPONSORSHIP OF AN LONG TERM CARE INSURANCE PROGRAM
FOR THE FEDERAL WORKFORCE COULD PROVIDE LEVERAGE FOR PREMIUM

DISCOUNTS AND POLICY ENHANCEMENTS.

.7-
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THIS CONCLUDES MY STATEMENT. | WILL BE GLAD TO ANSWER ANY

QUESTIONS THE SUBCOMMITTEE MAY HAVE NOW.
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Mr. MicA. I will now recognize Mr. Bob Williams, Deputy Assist-
ant Secretary for Long-Term Care and Disability Policy with HHS.
You are recognized, sir.

Mr. WiLLiaMS. Thank you. I am Bob Williams, the Deputy As-
sistant Secretary for Disability, Aging and Long-Term Care Policy
in the Department of Health and Human Services Office of the As-
sistant Secretary for Planning and Evaluation.

I am pleased to appear before you and offer the Department’s
perspective on private long-term care insurance. We believe that
policymakers must begin to plan now for the social and economic
implications of population aging. One of these implications will be
increased demand for long-term assistance for those with chronic
illness and disability.

A major success of the 20th century is increased longevity and
improved health among older individuals. In 1990, the number of
Americans 65 years of age and older was about 32 million, or about
12 percent of the population. In a little over 25 years, we expect
the Nation’s elderly population to nearly double to over 62 million
people, about 18 percent of the population. The fastest growing
population will be people 85 years or older.

While aging need not lead to disability and dependency, the like-
lihood of chronic disability and thus the need for long-term care as-
sistance significantly increases as we grow older. In 1994, about 12
percent of Americans age 65 to 74 needed help with one or more
of the routine activities of daily living such as eating, bathing, or
housekeeping or taking medications. However, 58 percent of Ameri-
cans 85 and older needed this kind of help. About one-quarter of
the long-term care population are in nursing homes or other resi-
dential care settings. Three-quarters live in the community in their
own homes or the homes of relatives.

Many here today are aging baby boomers who have yet to experi-
ence the need for long-term care. Many already know the demands
of caring for an older relative. About two-thirds of older people with
long-term care needs receive part or all of their care from unpaid
caregivers, predominantly spouses and middle-aged children. There
are about 7.6 million persons providing unpaid care to older people
with disabilities. Close to half of adult daughters or daughters-in-
law who provide informal care are also in the labor force. Bal-
ancing work and caregiving responsibilities is no easy task. A na-
tional study found that working women who are primary caregivers
spend about 18 hours per week providing unpaid elder care.

The need for long-term care can be a significant economic and
emotional burden. Private long-term care insurance is not a silver
bullet, but it can help protect against the high costs of nursing
home care, which now average about $46,000 a year. Equally im-
portant, it can help middle-income elders with long-term care needs
remain at home by making their own money go further. The avail-
ability of private long-term care insurance does not eliminate the
need for informal help, but it can go a long way to making it easier
both for older Americans and their families.

Today, only 5 percent of seniors have private long-term care in-
surance. One of the reasons so few people participate is that most
people do not buy it until they are older. By so doing, they must
pay more for their policies. For example, in 1995, it cost a 50-year-
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old $1,124 a year to buy a comprehensive policy, paying $100 a day
for nursing home care, $50 per day for home care, with nonforfeit-
ure and inflation protection. An identical policy purchased at age
65 costs $2,560, over twice as much. Eighty percent of the policies
sold to date have been to persons 65 years or older.

We believe that employer-sponsored group insurance is the best
vehicle for making high-quality coverage more affordable. It en-
courages people to enroll at younger ages. It is also typically 15
percent cheaper than individual policies since selling costs are
lower. There may be other advantages. While disability increases
with age, it happens to much younger people, too. Group insurance
may be offered to employees without underwriting requirements,
while individual buyers usually must first be screened by a doctor.
Individual buyers may also find it hard to evaluate competing
plans. Employees know that an employer-sponsored product has
been vetted by professional benefits specialists. Finally, employer-
sponsored insurance can often be paid through payroll deductions.
This makes it fairly easy to plan ahead to protect against a future
risk. A 1997 survey by the National Council on Aging and the John
Hancock Co. found that respondents said they would be more likely
to buy long-term care insurance if an employer-sponsored group
plan were available.

HHS has contracted with Lewin to survey the employer group
long-term care insurance market. Since some products seem more
successful than others in terms of employee participation, a main
purpose of the study is to understand best practices. This research
will also assist in any pricing and design matters relating to a Fed-
eral employee offering. We have asked OPM to collaborate with us
on this study so that they can learn from the experience of the pri-
vate group market.

The Department also has another long-term care study with
LifePlans to examine the actual experience of long-term care insur-
ance claimants. The study is still in the field; however, early infor-
mation suggests that home care and nursing home claimants and
their informal caregivers are satisfied with their insurance bene-
fits. Final results will be available in the fall.

The Department has developed an excellent working partnership
with our colleagues at OPM. Within the administration, OPM is re-
sponsible for Federal employee benefits. Together we are generat-
ing information that will help inform Congress and the administra-
tion about the feasibility and desirability of providing the Federal
work force with a voluntary long-term care benefit. The Federal
health program is widely recognized as a model for other employ-
ers. We are hopeful that if it proves feasible, the Federal Govern-
ment can play a similar leadership role with respect to private
long-term care insurance.

The Department also has a broader interest in the role of private
long-term care products. If affordable high-quality insurance prod-
ucts become more widely available, we can expect a larger share
of 21st century Americans to be better able to purchase the care
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they need to remain in their own homes and communities and to
protect themselves against the risk of catastrophic nursing home
costs.

We thank the subcommittee for inviting us to testify and will be
happy to answer questions.

[The prepared statement of Mr. Williams follows:]
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TESTIMONY OF BOB WILLIAMS,
DEPUTY ASSISTANT SECRETARY FOR PLANNING AND EVALUATION
FOR DISABILITY, AGING, AND LONG-TERM CARE POLICY
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

TESTIMONY FOR THE U.S. HOUSE OF REPRESENTATIVES COMMITTEE ON
GOVERNMENT REFORM AND OVERSIGHT
SUBCOMMITTEE ON CIVIL SERVICE

MARCH 26, 1998

My name is Bob Williams. | am Deputy Assistant Secretary for Disability, Aging, and
Long-Term Care Policy in the U.S. Department of Health and Human Services, Office of
the Assistant Secretary for Planning and Evaluation.

Background

The Department of Health and Human Services' perspective on private long-term care
insurance starts from the premise that policymakers must begin to plan.now for the
social and economic implications of population aging. One of these implications will be
increased demand for long-term assistance for those with chronic illnesses and
disability.

Disability and associated long-term assistance needs increase at older ages. In 1994,
approximately 12 percent of Americans aged 65 to 74, 27 percent of Americans aged
75 to 84, and 58 percent of Americans aged 85 and older required long-term assistance
with one or more Activities of Daily Living such as bathing, dressing, transferring,
toileting, and eating and/or instrumental Activities of Daily Living such as
housecleaning, meal preparation, shopping, laundry, medication and money
management.

About one quarter of elderly persons with long-term care needs are in nursing homes or
other specialized residential care settings. Three quarters live in the community, either
in their own homes or the homes of relatives.

On January 1, 2011 --13 years from now -- the baby boom generation will begin turning
65. By 2030, one in five Americans will be 65 or older and there will be more
Amnericans over 65 than under 18. But even before baby boomers begin to develop
their own age-related long-term care needs, they will likely experience the demands and
trade-offs of caring for an older relative. By 2010, it is estimated that there will be twice
as many elderly aged 85 and older as there were in 1990.
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The U.S. system of long-term care is taday heavily reliant on informal caregivers,
predominantly spouses -- some of whom have health problems of their own -- and
middle-aged children caring for their elderly parents. Close to halif of aduit daughters or
daughters-in-law who provide informal eldercare are in the labor force. Balancing work
with caregiving and other family responsibilities is no easy task. A nationally
representative study found that employed women who are the primary caregivers for
disabled elderly relatives spend, on average, 18 hours per week providing unpaid
eldercare, in addition to other home and family tasks.

Currently, there are two main sources of funding for formal long-term care:

out-of-pocket payments by the elderly themselves and/or their families and Medicaid.
Medicaid financing is, of course, only available to the poor, including those who have
"spent-down" by exhausting their ability to pay privately for medical or long-term care.

At mild to moderate levels of disability, most disabled eilders are able to rely exciusively
on informal help from family, friends, and neighbors or on informal help supplemented
by a few hours a week of paid assistance. However, severely disabled elders -- such
as those who have 3 or more ADL disabilities -- typically require 75 or more hours per
week of assistance in a home care setting. For many severely disabled elders, this
level of assistance is beyond what the family alone can supply, especially when family
caregivers are employed or live too far away to provide regular assistance.

Disabled elders who are unable to access sufficient in-home assistance from relatives
and/or paid helpers are at high risk of nursing home admission. Among Americans who
live to at least age 65, almost one quarter (23%) can expect to spend a year or more in
a nursing home at some point prior to death.

Currently, the average annual private pay cost of nursing home care is estimated to be
around $46,000 per year. At this rate, middle income elders rapidly deplete their life
savings and the longer their nursing home stays, the more likely they are to eventually
spend-down to Medicaid eligibility. It is estimated that between one quarter to one third
of nursing home residents currently on Medicaid were originally admitted as private pay
residents.

Advantages of Employer Group Long-Term Care insurance

Qver the long-term, private long-term care insurance may provide protection against
catastrophic out-of-pocket nursing home costs. Also importantly, it may help certain
upper-middie income elders with long-term care needs remain at home as long as
possible, by making their own money go further. While the availability of private
long-term care insurance does not necessarily obviate the need for informai help from
family members, it may make it easier for employed family caregivers to balance work
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with eldercare and other family responsibilities.

Today only 5 percent of elderly Americans have private long-term care insurance
coverage. Animportant reason for this relatively low rate of participation is that 80
percent of all policies sold to date have been individual or group association sales to
persons already aged 65 or older. High quality coverage purchased at older ages can
be expensive. In 1995, the average annual premium for a comprehensive policy
(paying $100 a day for nursing home care, $50 per day for home care), with
nonforfeiture and 5% compounded annual inflation indexed benefits was $2,560. An
identical policy purchased at age 50 cost $1,124.

It is important to provide a nhote of caution about long-term care insurance products,
which vary in their protective quality, costs, eligibility requirements, and triggers.
Long-term care insurance products must, for example, be scrutinized for the availability
of inflation protection, for the extent to which pre-existing conditions exclude potential
insurees, portability, to ensure that there are adequate protections against forfeiture, to
minimize the use of employee premiums for marketing and distribution costs, and to
determine whether there is an adequate supply of services to be purchased with or
without such insurance.

We believe that employer-sponsored group insurance is the best vehicle for making
high quality coverage more affordable because individuals are encouraged to enroll at
younger ages and because group policies are typically 15 percent cheaper than
identical policies sold individually. Employer-sponsored insurance also has several
other advantages over individual insurance. First, although disability is more common
at older ages, it can occur at any age. Moreover, group insurance may be offered to
active employees without underwriting requirements -- whereas individual purchasers
usually must be examined by a physician before their application for coverage will be
accepted.

Second, individual purchasers often find it confusing and difficult to evaluate competing
plans whereas employees know that an employer-sponsored product has been vetted
by professional benefits specialists. Third, policy premiums can often be paid via
payroll deductions. Thus, obtaining long-term care insurance coverage is a relatively
easy way for individuals to plan ahead to protect themselves against a risk that may not
occur until far in the future. In fact, respondents in a 1997 nationa! survey sponsored by
the National Council on Aging and the John Hancock Mutual Life Insurance Company
said that they would be more likely to purchase long-term care insurance if an employer
sponsored group plan were available. Finally, employer-sponsored group insurance
may be more likely to discourage “churning” practices to which individual purchasers
may be more susceptible.

Research Underway
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It is estimated that only 12 percent of all private employers (but 21 percent of employers
with 500 or more employees) offer private long-term care insurance. Almost all such
employer-sponsored long-term care insurance is offered on a voluntary (i.e.
employee-pay-all) basis. However, spouses, parents, and other relatives are often
permitted to take advantage of the group offer.

The Department has contracted with The Lewin Group to survey the employer group
long-term care insurance market. Because some group products have been more
successful than others in terms of employee participation, a main purpose of the survey
is to understand as much as we can about "best practices" in the employer market.

We expect the results of this survey to be of great interest to other large employers,
including the Office of Personnel Management, with whom we are collaborating on the
survey design. The Federal government is, after all, the largest and most visible
employer. What we do with respect to employee benefits can have considerable
influence over other large employers. Accordingly, we are working with OPM to provide
them with information reflecting the "state-of-the-art" regarding private long-term care
insurance among public and private employers. |n addition to the employer survey, our
contract with the Lewin Group also provides for access to actuaries and other
consultants who have specialized expertise in long-term care insurance.

The Department also has another major research project underway to study the efficacy
of long-term care insurance. We have contracted with LifePlans, an insurance
company, to carry out a study of the experience of private long-term care insurance
claimants. Nine private long-term care insurance companies agreed to participate in
the research project by allowing LifePlans to interview a statistically representative
sample of their policyholders who have triggered benefits. The study also involves a
telephone survey of policyholders to determine whether some policyholders who may
be entitled to benefits have failed to file a claim or attempted to file a claim and were
denied benefits.

The claimant survey focuses primarily on users of home care benefits, with a smaller
supplemental sample of claimants who have accessed nursing home or other
residential care benefits. The main purpose of this research is to determine whether
and to what extent individuals who purchased private long-term care insurance policies
and their family caregivers are satisfied with their coverage once the policyholders have
met eligibility triggers and begun to access benefits. The study is still in the field
interviewing stage; however, early anecdotal information from some interviewers
indicate that both home care and nursing home claimants and their informal caregivers
appear satisfied with their insurance benefits. Patterns of reliance on formal and
informal home care among private long-term care insurance claimants will be compared
with those of other similarly disabled elders in a nationally representative survey of
disabled elders living in the community. Final results are expected to be available early
next fall.
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Conclusion

In conclusion, the Department is pleased that our excellent working partnership with our
colleagues at OPM has led to the development of a research agenda that will help
inform policymakers with respect to the feasibility and desirability of a long-term care
insurance optional benefit for federal workers. Within the Administration, OPM has the
lead on questions related to federal workers' employer-sponsored benefits. The
Department of Health and Human Services has a broader and longer-range interest in
how employer sponsored long-term care insurance plans can help meet the growing
demand for cost-effective formal long-term care services. Specifically, we hope that if
affordable insurance coverage becomes more widely available, a larger share of 21st
century older Americans will be better able to afford the paid home care that could
enable them to remain in the community, as well as protect themselves against the risk
of catastrophic out-of-pocket costs for nursing home or other residential care, and
reduce their reliance on Medicaid.

We thank the subcommittee for inviting us to testify and will be happy to answer
questions.
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Mr. MicA. Thank you Mr. Williams, Mr. Flynn, for your testi-
mony.

I have a couple of questions. I will start with Mr. Flynn. In your
testimony you indicated studies that are ongoing that are looking
at long-term care. I thought you said one study, is that it, that you
have a consultant started last fall. Is that OPM—and I guess there
is another study going on in conjunction with HHS. How long have
those studies been going on, and how long will they take?

Mr. FLYNN. Well, Mr. Chairman, I will defer to Mr. Williams on
the study that the Department of Health and Human Services has
contracted for, but last fall we engaged a benefit consultant to work
with us in terms of developing what we call a benefit vision; a view
of what Federal employee benefits in the context of total compensa-
tion ought to look like over the course of the next 5 to 10 years so
that we could be assured that we are offering a contemporary bene-
fits package that is competitive; that enables the Government to at-
tract and retain the employees that it needs to do the work of Gov-
ernment.

We have the first deliverable from that contractor. That came to
us in December. It is essentially a compendium of benefit practices
of other large private and non-Federal public employers in terms
of the types of programs they offer and in terms of the particular
delivery structures that they have. We are working with that. I ex-
pect that we will have vetted that within the Government later this
year.

Mr. Mica. Well, OK. We are vetting, and we have been vetting
since you said it came in January.

Mr. FLYNN. December.

Mr. Mica. When can we expect the termination of the vetting?

Mr. FLYNN. As I say, Mr. Chairman, I think we will have the re-
sults of that. And that

Mr. Mica. June, July, August, September? How long is it going
to be vetted and digested?

Mr. FLYNN. I am afraid, Mr. Chairman, I can’t be more specific
than that.

Mr. Mica. Is there more coming out of your study, or is that it?

Mr. FLYNN. Is what it?

Mr. Mica. You said you had sort of the preliminary. Is there
more study being done, or is it completed? You are now studying
the study, vetting the study?

Mr. FLYNN. No, Mr. Chairman. What we are doing is we are
looking at what the practices of other employers are and how those
are delivered in terms of a benefits package. What really needs
to——

Mr. Mica. You have been doing that since December?

Mr. FLYNN. Yes, sir.

Mr. MicA. Is there more? Is this consultant charged with going
out to get anything else? Is there more study to come in?

Mr. FLYNN. We will be asking the consultant to assist us with
exposing the results of this study to a broader audience. We expect
to have, as I say, sometime this year, some recommendations to
make with respect to further evolution of the total benefits package
available to Federal employees.
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Mr. Mica. Can you get us a copy of that? Do we have a copy of
that? Could you get us a copy of that, or is it confidential, top se-
cret?

Mr. FLYNN. There is not anything confidential that I am aware
of. I would be happy to make a copy available to the subcommittee.

[NoTE.—The information requested was never received.]

Mr. Mica. We can't get an exact date. You said sometime this
year you will be through vetting?

Mr. FLYNN. That is correct, Mr. Chairman.

Mr. Mica. OK. Mr. Williams, when did your study begin?

Mr. WiLLIAMS. We expect findings of the Lewin study to be avail-
able in the autumn or winter at the latest. It will require OMB
clearance.

Mr. MicA. Thank you.

Well, you heard testimony today, Mr. Flynn, that if we moved to
a competitive system and made this available, it might take 6
months to a year to make some plan available, a benefits package
available. Do you think you could work in that timeframe, or given
the size, the scope, the coverage area, that might not be possible?

Mr. FLYNN. I am not aware of anything, Mr. Chairman, that
makes that estimate unrealistic for the Federal Government.

Mr. Mica. So if we vet the rest of this year, and next year we
negotiate, by my timetable of December 31, 1999—if we pass a res-
olution of Congress directing OPM to make this option available,
do you think we could make it?

Mr. FLYNN. Mr. Chairman, if there were agreement between the
Congress and the administration on moving forward with this, we
would move it forward as quickly as we possibly can.

Mr. Mica. Is there any objection that you know of from within
the administration to making this available on a group basis and
competitive basis to our Federal employees and retirees?

Mr. FLYNN. I think that it is clearly the case within the adminis-
tration that we recognize the importance and desirability of provid-
ing for the long-term care needs of individuals.in the future. We
would want to look, obviously, at a specific proposal in order to be
able to make a specific judgment on it.

Mr. Mica. Mr. Williams, given the timetable that I outlined, and
given the study that you have concluded so far, do you think that
we should be offering this option and benefit to our Federal em-
ployees, and can we do it within the timetable I outlined?

Mr. WiLLIAMS. I think that offering this type of coverage is an
appropriate role for the Federal Employees Health Benefits Pro-
gram and will most likely help leverage some similar change in the
private long-term care insurance economy market as well.

Mr. MicA. The second part of my question, Mr. Williams, is that
OPM is studying this, or has studied this, had consultants study
this. They are now digesting and vetting this. I understand that
HHS has been studying this and is digesting their studies. If we
spend the rest of 1998 studying and vetting and digesting, do you
think that by the end of 1999, we can adopt this as a benefit to
our Federal employees?

Mr. WiLLIAMS. Yes. My colleague has just said if there is agree-
ment that this is the direction we should go in, then the adminis-
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tration will certainly make every effort to do so with deliberate
speed.

Mr. Mica. Thank you, Mr. Williams. Deliberate speed on the
issue is music to my ears.

Mr. Flynn, if the insurance product that you came up with is to
be offered and financed entirely through employee premiums, why
do we need OPM studies as a prelude to offering the product? Fur-
ther studies?

Mr. FLYNN. Mr. Chairman, I think what we want to try and do
is make sure that we can deal with a number of the issues that
you heard from the panel members who testified at first. There are
some issues associated with benefit design, things like making sure
that we have got, for example, home health care and nursing care
considered, inflation protection, issues related to benefits elimi-
nation periods and things of that nature, so that we have a pack-
age that is as easily understandable as it can be because of the im-
portance of the educational effort with respect to employees. So
that is one area.

A second area that I think is important, as people have men-
tioned also during the first panel, is that we have a relatively
young market here. We have premiums that are somewhat advan-
taged in group offerings, but not a lot of experience in terms of the
cost of providing long-term care and whether or not those pre-
miums have been set appropriately. We want to make sure that we
don’t get into a situation where perhaps we start out with pre-
miums that people regard as reasonable, and then as we gather ex-
perience, we find them increasing and things like that.

These are just a couple of examples of the kinds of things we
want to make sure we have got covered because, as I said earlier,
the success of any program like this involves broad participation at
an early age because that is the way in which people in effect save
for the long-term—in this case, save for the long-term care needs.

Mr. Mica. Well, just finally, Mr. Flynn, I would like to try and
see if we can get things done. It sounds like we have hired the pro-
fessionals to do the study. You are now examining, digesting the
study to make certain that the considerations that have been
brought forward by the panel members, and that you have just pro-
nounced to the subcommittee today, are addressed. Hopefully that
can be done this year, and then by the end of next year we can
make this as an option available. And it will probably be at no cost
to the Federal Government and reduced cost versus what is avail-
able in the open market to our Federal employees and retirees
based on the size of the group that we can offer. Do you think that
is all possible?

Mr. FLYNN. As I said earlier

Mr. Mica. With a little kick in the butt from up here?

Mr. FLYNN. Or from other sources as well, possibly. I think—as-
suming agreement—we would want to work as quickly as we could.

Mr. MicA. 1 have taken so much time, I want to yield to my dis-
tinguished ranking member.

Mr. CUMMINGS. I just have a few questions. Mr. Flynn, how
would OPM undertake to administer a long-term care insurance
program?
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Mr. FLYNN. Mr. Cummings, you heard also from the first panel
and then just real briefly in my remarks, I think that the private
market, at a minimum, sort of quasi-Federal Employees Health
Benefit Program model, might be an appropriate administrative
model to use here. As Chairman Mica indicated, assuming we can
reach agreement, we would want to move quickly toward imple-
mentriltion. It is probably that model that would get us there most
quickly.

Mr. CUMMINGS. A little bit earlier the witnesses said that—at
least one of the witnesses said that there could be a 10 to 20 per-
cent savings. Do you agree with that?

Mr. FLYNN. Yes, sir, I do.

Mr. CUMMINGS. Should the Federal Government share the cost
of premiums for this kind of insurance?

Mr. FLYNN. Well, Mr. Cummings, that is a question that I think
we really do need to look at from the standpoint of the benefits
package as a whole, as part of the compensation package as a
whole. As you heard from the first panel this morning, in the
small-employer market, you do see a fair amount of employer par-
ticipation in this particular product. But at the larger-employer
level, IBM and others, this is all employee-paid. I think, quite hon-
estly, that is not a reflection so much of a specific decision made
with respect to long-term care insurance in the large-employer
market but, rather, a set of benefit design decisions that involve
corporate strategic decisions about where an employer wants to in-
vest its dollars, in the benefit package or in the salary package.

That is a difficult question to answer. I would say, though, that
an offering like this could be made without an employer contribu-
tion, and we have seen initial take-up rates in the 5 to 7 percent
range.

Mr. CUMMINGS. I don’t have anything else.

Mr. MicA. I don’t have any further questions this morning. But
we would like to get a copy of the OPM study and any information
that can be provided by HHS to the subcommittee. I will leave the
record open for 10 days, and we will have some additional ques-
tions that we would like to submit in writing to some of the panel-
ists today.

[The information referred to follows:]
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Health Insurance Association of America

April 13, 1998

The Honorable John L. Mica

Chairman

Subcommittee on Civil Service

Committee on Government Reform and Oversight
United States House of Representatives
Washington, D.C. 20515

Dear Mr. Chairman:

I would like to thank you again for inviting me to testify on behalf of the
Health Insurance Association of America at your Subcommittee’s March 26,
1998 hearing, on offering long-term care insurance to federal employees. The
hearing was a very positive first step in addressing our nation's long-term care
financing problem. The long-term care insurance industry commends the
Subcommittee for bringing this issue to the forefront and recognizing the
important role that the private long-term care insurance market can play in
solving our nation’s long-term care dilemma.

We also received your letter that contained additional questions on the
long-term care insurance market. Below are HIAA’s responses to these
guestions.

1. Please describe the roles that Medicare, health insurance, HMOs and
Medicaid play in paying the costs associated with long-term care?

“Long-term care,” refers to a wide range of health and personal care services
provided to individuals who have lost some or all capacity to function
independently due to a chronic iliness or condition and who are expected to
require these services for an extended period of time. By its nature, long-term
care services are typically custodial and not medical.

Medicare, generally does not and was not intended to cover long-term care
expenses. Medicare pays for some nursing home and home health care, but
only for instances where such care or services are medically necessary, post-
acute and short-term. Private health insurance or HMOs, also typically do not
cover long-term care. Like Medicare, some nursing home and home health care
are covered under health insurance, but only when such care or services are
medical in nature. Medicaid is the primary payer for long-term care expenses.

555 13th Street, NW Suite 600 East, Washington, DC 20004-1109 202-824-1600
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Honorable John L. Mica
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However, the program only finances long-term care services after an individual
has spent-down his or her assets to the poverty level. This level varies by state.

About 70 percent of the non-institutionalized elderly with long-term care needs
receive all their help from family members and friends. Because of this,
quantifying national long-term care expenditures has been difficult. The best
estimate of costs associated with long-term care can be derived from the Health
Care Financing Administration’s (HCFA) statistics on national health
expenditures. HCFA does not have a specific item for long-term care, however,
it does track nursing home and home health care expenditures. Below is a
breakdown of these expenditures and the percentage that the different sources
of payment represent.

Expenditures for Nursing Home and Home Health Care Services,

by Source of Payment, 1996

.Sourceof Payment. ' - NuwsingHome = 4 - Home Health Care
o BinBillion$ | Percent | inBillion$ | Percent
Medicare 8.9 11.3 13.6 45.0
Medicaid 375 47.8 41 13.6
Other Public 1.8 23 0.1 0.3

Qut - of - Pocket 25.1 320 5.9 19.5
Private Insurance 37 47 32 10.6
}_Q_th_erPrivate _ 1.4 1.8 33 10.9
TOTAL . . boo785 | 1080 L 302 100.0

SOURCE: Health Care Financing Administration, Office of the Actuary, National Health Statistics Group

2. What out-of-pocket costs are generally born by individuals in need of
long-term care services?

A year's stay in nursing homes averages about $41,000 today. In high cost
areas of the country, costs can easily double that amount. Home health care,
depending, on what type of care is received, can easily cost half the annual
nursing home expenses, and even equal or exceed them if care received in the
home requires professional or medical services. This is especially true in cases
where skilled home care is needed on an extended basis (i.e., 24 hours a day).
Such costs, without long-term care insurance, are generally ail borne by the
individuals and or their families who need the care. Medicaid steps in only when
the individual has impoverished himself.
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3. For employer-based plans, what is the typical range of premiums?

HIAA has not recently tracked average premiums in the employer-sponsored
market. However, we do track premiums in the individual market and premiums
of some employer-sponsored plans. To provide you with some estimate of
average premiums that may be available in the employer sponsored market
today, below is a table that provides an average of premiums from: (1) the top
twelve individual carriers and (2) two long-term care employer-sponsored plans.

AGE BASE W/ 5 PERCENT Wi WIP&
COMPOUNDED NONFORFEITURE | NFB
INFLATION BENEFITS (NFB)
PROTECTION (IP)
0 $209 $503 $264 $634
50 $328 $665 $415 $866
85 $964 $1761 $1166 $2124
$3803 $5276 $4384 $6200

(NOTE: These are based on preliminary estimates for premiums of 1996 leading seliers and from two LTC
employer-sponsored plans. Such premiums do not specifically exist for any one insurer or a specific employer
LTC plan. Premiums are generally for a $100/$50nursing home/home health coverage, 4 years coverage, and
20-day elimination period)

SOURCE: HIAA LTC Market Survey, 1997.

4. What are the main factors that determine premium amounts?

The main factors that determine premiums for long-term care insurance are the
age of the insured and benefit designs selected. Some of these benefit
variations are: the type of coverage (i.e., nursing home and/or home heaith
care); daily benefit levels (i.e., $100 daily benefit amount for nursing home
and/or $50 daily benefit for community-based and home health care); benefit
duration period (i.e., 2, 3, 4, 5 years or lifetime coverage); optional features (i.e.,
inflation protection and/or nonforfeiture benefits); and elimination or deductible
periods (i.e. 0,20, 30, 40, 60, 90, 120, 180 days).

5. What is the relationship between the level of benefits selected and
premium amounts?

As the level of benefits seiected increases, so do premiums for long-term care
insurance. Based on premium figures collected by HIAA, below are rough
estimates of how certain benefit designs generally affect long-term care
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insurance premiums. (Please note that these are just estimates and that
premium differences may vary from company to company depending on other
factors.):

Daily Benefit Amounts: As the daily benefit amounts increase, so do
premiums. Generally, premiums increase proportionately to daily benefit
amounts. For example, a 50 percent increase in daily benefit amounts
corresponds to a 50 percent increase in premiums.

Type of Coverage: Coverage for additional benefits increases premiums.
For example, a policy covering for nursing home only would cost less than a
policy that covers both nursing home and home health care costs. The
difference in premiums also varies by age. In general, HIAA has observed
that the addition of some level of home health care coverage in long-term
care insurance policies increases premiums by about 5 ta 50 percent,
depending on the age of the insured.

Elimination or Deductible Periods: The longer the elimination period, the
lower the premium. For example, a long-term care insurance policy that pays
benefits after a 100-day elimination period has been met will cost less than a
policy that pays benefits after a 20-day elimination period. In general,
elimination periods available in the market today are 20, 30, 40, 60, 90, 100,
120, 180 days. Premium variances between each elimination period are
between 3 to 10 percent.

Inflation Protection: The addition of an automatic inflation protection feature
increases LTCI premiums. These increases vary depending on the age of
the insured. Common inflation protection features available today are either
annual 5 percent simple increases, 5 percent compounded increases, or
CPl-indexed increases. HIAA tracks only 5 percent compounded lifetime
increases. HIAA data reveal that such infiation protection would cost more
for a younger individual than for an older individual. Depending, on the
insured’s age, premiums for this additional benefit can increase anywhere
from about 220% for a 30-year old (and possibly more for a younger insured),
to about 35 percent for a 79-year old (and possibly less for an older insured).

Nonforfeiture Benefits: The addition of a nonforfeiture benefit increases LTCI
premiums. The most common type of nonforfeiture currently being offered in
long-term care insurance policies today is the NAIC-recommended shortened
benefit period approach. Depending on the age of the insured and some
variances in the shortened benefit period a company is offering, increases in
premiums may range from 10 to 50 percent.
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6. What is the range of administrative costs incurred and administrative
responsibilities assumed by the private sector employers in offering
long-term care insurance benefits to their employees?

The administrative costs incurred by the employers offering a long-term care
insurance plan to their employees is minimal. Generally, the insurer is
responsible for the majority of these administrative costs. The insurer is typically
responsible for the following: production of enroliment kits; sponsorship of and
participation in employee informational meetings; production of marketing and
informational material, underwriting costs for eligible participants; and other
related activities.

The administrative costs borne by the employer are minimal and generally relate
to collection of premiums (through payroll deduction); personnel costs for initial
selection of the long-term care plan; costs associated with maintenance of the
long-term care plan (i.e., tracking of enrollees and provision of plan information
to employees who leave the company and may want to maintain their long-term
care coverage individually), and expenses for producing any employer
endorsements or additional information on the long-term care insurance plan
that the employer may wish to provide to its employees.

I hope these responses help you in moving forward with your proposal to
make long-term care insurance available to all federal employees, retirees and
their dependents. If you have any questions, please feel free to contact me at
(207) 770-4311 or Susan Coronel at (202) 824-1697.

Sincerely,

Da/\nd H. Brenerman

HIAA LTC Committee &

Second Vice President

Government Relations

UNUM Life Insurance Company
of America

,I/Lw// /2""@7%»4 f//'
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American Council of Life Insurance

April 14, 1998

The Honorable John L. Mica

Chairman

Subcommittee on Civil Service

Committee on Government Reform and Oversight
United States House of Representatives
Washington, D. C. 20515

Dear Mr. Chairman:

I want to thank you for your invitation to testify before the Subcommittee’s hearing on
March 26, 1998 on behalf of the American Council of Life Insurance (ACLI) and its
member companies. It was certainly my pleasure to appear before the Subcommittee,
both to offer testimony in support of your efforts to offer private long-term care insurance
to federal employees, retirees, and their families and to answer questions from the
Subcommittee. In your letter dated April 6, 1998, you requested further information,
which [ have included in this letter.

1. Please describe the various types of long-term care insurance plans that
employers are offering to their employees. Please include types of services
covered, benefit amounts, premium costs, eligibility requirements, and
protection from inflation.

There are two types of group long-term care insurance plans: disability (also known
as "per diem") and reimbursement (also referred to as "indemnity"). A disability
model policy provides money to be used at the discretion of the insured for covered
services. Once the insured becomes eligible for benefits under a disability model
policy, the claimant receives a daily maximum benefit payment, but need not incar
charges in order to receive payment. A reimbursement model policy provides
payment for covered services received up to the maximum amounts specified in the
policy.!

1001 PENNSYLVANIA AVENUE, N.W.
WASHINGTON, D.C. 20004-2599
202/624-2000 * FACSIMILE 202/624-2319
TDD 202/624-2090
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(a) Covered services may include, but are not limited to: nursing home care,

(®

©)

(d
(®)

home health care, and community-based services, such as adult day care.
Other covered services include: alternate care facility, personal attendant
services, assisted living facility, case management, chore/homemaker services,
respite care, hospice care, durable medical equipment, prescription drug
coverage, ambulance service, alternate plans of care, bed reservation, and
caregiver training.’

Benefit amounts can range from $25-$300 per day for nursing home care, and
from $20-$200 per day for home health care under the reimbursement model.
The typical John Hancock (reimbursement model) group policy would include
a $100 nursing home daily maximum benefit (DMB) and a five-year lifetime
maximum benefit (LMB). Disability model benefit amounts range from
$1,000 to $3,000 per month for nursing home care, and $500 to $1,000 per
month for home health care.’

According to the most recent LIMRA industry survey, the average annual
premium paid per participant in employer-sponsored long-term care plans was
$429.00 in 1997.2

Eligibility requirements are addressed in response to question three below.

There are two approaches to inflation protection: Under both approaches,
inflation protection is provided to insureds without further evidence of
insurability.

(1) It may be offered at a 5 percent simple or compound rate. The
compounded approach increases benefits 5 percent each year over the
previous year’s benefit, whereas the simple approach increases the
benefit each year by the same dollar amount. The compounded
approach grows benefits at a faster rate than the simple approach, and
consequently, costs more.
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2) Inflation protection is usually offered as a future purchase option
(FPO) that can be elected or declined by insureds over time. This
approach gives the individual the option to purchase additional
benefits periodically, usually tied to increases in the cost of care. This
approach allows the plan to be offered at lower rates, making basic
coverage more affordable to a wider range of eligible individuals.
Under such an arrangement, each time an additional amount is
selected, an additional premium is added to the initial premium; the
additional premium reflects both the additional benefit and the age at
which it is purchased. The combined amount becomes the new annual
premium.’

2. What is the participation rate of employees in these employer-based plans?

Many factors impact participation: employee age, salary level, job classification,
corporate culture and climate, the level of the sponsoring employer’s support for the
plan, and an effective communications and education campaign. A 1996 study by
Towers Perrin of the two leading group long-term care insurers found the following
participation rates by age:

Issue Age Participation Rate
Under 30 5.8%

30-39 8.2%

40-49 11.9%

50-59 12.0%

60-69 11.0%

3. What typical eligibility requirements are found in employer-based plans?

Many employer-based long-term care plans guarantee issue of insurance to active
workers during the initial enrollment period with limited or no medical underwriting.
Others, such as retirees, spouses, parents, parents-in-law, and domestic partners are
generally medically underwritten.®

Long-term care policies base claim eligibility on the insured’s ability to perform
activities of daily living (ADL) or on the cognitive abilities of the insured.
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4.

How is '"guaranteed issue' addressed in group or individual plans?

Guaranteed issue is only available in the group market; individual policies are
underwritten for all applicants. When offered, guaranteed issue applies only to
actively at work employees to avoid anti-selection, and to new hires when they first
become eligible for benefits.” It is offered during the initial enrollment period and at
other periods mutually agreeable to the insurer and the employer. Guaranteed issue is
only available when a single carrier has been authorized by the employer to solicit its
population. In instances where multiple carriers are involved, either a modified or
full underwriting approach is used, in order to avoid anti-selection.

What portability provisions are included in employer-based group plans?

Persons insured under a group long-term care insurance plan have full continuation of
coverage (i.e., portability). Group long-term care plans generally provide that an
individuval may remain insured under the group plan after termination of employment -
on the same rate basis.

If an employer chooses to move its long-term care insurance plan from one carrier to
another there is still full continuation of coverage; however, the original contract must
anticipate transfer of built-up reserves that result from entry age-level premium in
order to arrive at an equitable exchange ®

If policies are less restrictive now than in the past, what limitations still exist and
what are the impacts of these limitations on employees?

Policies have, in fact, become less restrictive and more comprehensive in terms of
what they cover. Consistent with the NAIC Long-Term Care Model Act and
Regulation:

Some carriers of long-term care insurance exclude coverage for those with certain
pre-existing conditions.

Other exclusions limit or exclude care that is needed due to acts of war, self-inflicted
injury, alcohol or drug disorders, mental and nervous disorders of inorganic origin,
for which reimbursement is available under a government program, or that is
provided outside of the United States.’



153

Honorable John L. Mica
April 14, 1998
Page 5

9.

10.

11.

On what do private long-term care insurance plans base benefit amounts?

Long-term care insurance benefit amounts are determined according to the types of
care across the United States. For example, the average cost of a home health care
visit is about 60% of the daily cost of nursing home care.”® This proportion is
reflected in the benefit levels of long-term care insurance plans. It is important to
note that the construction of employer-based plans is often based on what the
employer or consultant feels is appropriate for the employee population, based on
demographics and affordability.

What is the relationship between the level of benefits selected and premium
amounts?

Premiums are directly proportional to an increase in the Daily Maximum Benefit
(DMB) amount selected. In the case of nursing home only coverage versus
comprehensive coverage, nursing home only coverage is priced 30% or 40% less than
comprehensive coverage. Differences in the number of years of coverage allowed by
the lifetime maximum benefit (LMB) are not priced proportionally, rather they are
based on expected benefit use.!

What percentage of cost do long-term care policies cover for nursing home care,
assisted living facilities/residential care facilities, home health care, community
care, and adult day care?

Most purchasers buy comprehensive long-term care insurance policies (i.e., benefits
are payable for care both in conventional facilities as well as home and community-
based care). Policies are available that will provide a benefit equal to the prevailing
rate in the region where the care is received. Therefore, purchasers have the option of
buying benefit amounts that will cover the full amount or some percentage of that
amount. Generally, long-term care insurance policies pay benefits for confinement in
a nursing home or similar facility at the rate of 100% of the daily maximum benefit
elected by the insured; at a rate of 75% to 100% for confinement in an alternate care
or assisted living facility; and at a rate of 50% to 100% for home or community-based
care/adult day care. As noted in question 1 above, policies may provide limited
coverage for some homemaking, personal care, and other services.
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[ hope the above responses are helpful to you and members of the Subcommittee and staff
as you move forward with this important effort to make long-term care insurance
available to federal employees. Should you have further questions, please feel free to
contact me at 617 572-7497 or Ms. Angela J. Amett, Senior Counsel, ACLI, at 202 624-
2319.

Sincerely,

David S. Martin

Chairman

ACLI Long-Term Care Work Group &
Director

Contracts & Legislation

John Hancock Mutual Life Insurance Company
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(c DEPARTMENT OF HEALTH & HUMAN SERVICES Office of the Secretary

Washington. 0.C. 20201

Honorable John L. Mica

Committee on Government Reform and Oversight
US House of Representatives

2157 Rayburn House Office Bldg

Washington, DC 20515

Dear Congressman Mica:

We have received your letter of April 3, 1998 with questions on the topic of long term care
insurance for federal employees. We appreciated the opportunity to testify on this matter at your
bearing in March and look forward to working with you on this matter. Our responses are

attached.

if you have further questions do not hesitate to contact John Cutler or Pam Doty of our staff at
(202) 690-6443. Again, we thank you for the opportunity to answer these questions.

Respectfully,

Bob Williams

Deputy Assistant Secretary for
Disability, Aging and Long-Term Care Policy
Office of the Assistant Secretary for Planning and Evaluation
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QUESTIONS ON FEDERAL EMPLOYEES LONG TERM CARE INSURANCE
Please estimate the number of individuals that are currently nursing home residents.

According to the 1995 National Nursing Home Survey, there were 1,529,525 nursing home
residents in 1995, of whom 1,410,776 were aged 65 or older.

What was the average ont-of-pocket expenses that these residents paid before they became
Medicaid eligible?

It is difficult to get good data on this point. Many nursing home residents have short stays and
never spend-down to Medicaid. Moreover, analysis of spend-down is complicated by the fact
that some nursing home residents are admitted and discharged to nursing homes multiple times
because of intervening hospital stays. However, based on work by Brenda Spillman of AHCPR,
Joshua Wiener of the Urban Institute and others, it is estimated that 31 percent of nursing home
residents who are initially admitted to nursing homes as private pay patients spend-down to
Medicaid eligibility prior to their final discharge. One study in Connecticut, carried out by
Leonard Gruenberg, found that nursing home residents who entered as private pay patients and
subsequently spent-down to Medicaid had nursing home stays averaging 4.5 years in length, of
which 1.5 years were wholly funded with private out-of-pocket payments. Thus, while costs
vary from state to state, this would suggest that, at current private pay rates, nursing home
residents who are currently in the process of spending down might expect to pay out, on average,
$69,000 in personal income and savings before becoming Medicaid eligible.

It is important to bear in mind, however, that even after spending-down to Medicaid eligibility,
nursing home residents must continue to dedicate all of their monthly income (less a minimum
$30 personal needs allowance Medicaid permits them to retain) toward payment of their nursing
home bill. Thus, private, out-of-pocket spending does not end with Medicaid eligibility.

Is it reasonable to assume that individuals can save a sufficient amount of money on their
own to pay for their long-term care services without having to rely on Medicaid?

Deena B. Katz, a certified financial planner who heads the financial planning firm of Evensky,
Brown, Katz, and Levitt has estimated the amount an individual would need to set aside to have
an adequate level of assets for the sole purpose of covering long-term care costs. In 1998
constant dollars, the amount needed would be approximately $230,000 to pay for a 5 year
nursing home stay. Assuming a 5% annual inflation rate for nursing home costs, this would
mean that a 45 year old today might well have to save over three quarters of a million dollars
($750,000) by age 75 in order to adequately “seif-insure.”

Of course, relatively few Americans will spend five years in a nursing home. This is what makes
the possibility that one might eventually need such high cost long-term care an “insurable risk.”
When viewed in this fashion it makes more sense to buy insurance against the risk of a lengthy
stay in a nursing home than to save against it.
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...describe the public policy benefits of having more people purchase private long-term care
insurance.

There are two main sources of funding for long-term care: out-of-pocket payments by the
elderly themselves and Medicaid. Medicaid financing is, of course, only available to the poor,
including those who have "spent-down" by exhausting their ability to pay privately for medical
or long-term care. Long-term care insurance, if properly structured, gives families an option
to protect their savings and decrease the potential that they would become impoverished.
Experts (e.g. Joshua Wiener of the Urban Institute, Lisa Alecxih of Lewin, and Marc Cohen
of Lifeplans) agree that widespread availability of employer-sponsored long-term care
insurance would be more likely to result in significant market penetration - hence greater
savings from avoidance of Medicaid spend-down -- than if the private long-term care market
continues to be based on sales of individual policies as is currently the case. . Estimates of
Medicaid savings that could result are contingent on highly speculative assumptions about the
level of market penetration that might be achieved over the next twenty years. Under
pessimistic assumptions, Medicaid savings would be minor; under optimistic assumptions
Medicaid savings could be significant.

Informal family care is also an option for individuals with long term care needs, but one that
will increasingly come under pressure as a majority of middle-aged women -- who have
traditionally been the primary care givers for widowed parents and parents-in-law -- are
employed outside the home, as the population ages, and as family structures change. A
nationally representative survey of female primary caregivers of the elderly found that
employed primary caregivers could personally contribute, at most, half that amount of
assistance - and still remain employed. For employed caregivers to provide personally 35 or
50 hours of informal assistance to a severely disabled elderly relative in addition to holding
down a full or even a part-time paid job is clearly a very burdensome time commitment. Long
term care insurance would allow this caregiver coverage to be supplemented or replaced.

...why does the Department believe that employer-sponsored group insurance is a good
product for addressing long-term care needs?

Employer-sponsored group insurance may make coverage more affordable if it encourages
individuals to enroll at younger ages. Also due to economies of scale and savings on the
delivery method (for example, premiums can often be paid via payroll deductions), group
policies are typically 15 percent cheaper than identical policies sold individually. Moreover,
group insurance may be offered to active employees on a guarantee issue basis (that is to say,
without underwriting). People also may be more favorably inclined to purchase coverage if an
employer sponsored group plan were available, in part due to the lower price and in part due
to the employer “blessing” of the product. However, to the extent that employer-sponsored
long-term care insurance is purchased at earlier ages - long before the need to access benefits
- these policies are vulnerable to erosion of benefits by inflation and to take this into account
in the design of an offering.
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Please describe what parameters you believe should be considered in drafting this legislation.

The design of a federal employer group long term care insurance option should position the product
to succeed ( i.e. achieve an acceptable “take up” rate of at least five percent). Policies should also
meet quality standards and endeavor to offer better options than the individual market currently has
available.

One of the real advantages of an employer approach could be to have some sort of guarantee issue
product available for actively at work individuals.
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Mr. Mica. There being no further business to come before the
Subcommittee on the Civil Service, this meeting is adjourned.

Thank you.
[Whereupon, at 11:35 a.m., the subcommittee was adjourned.]
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