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A growing demand for long-term care

The diagnosis and treatment of disease and disability continues to change
dramatically. These advances have not only resulted in increases in life
expectancy but also have increased the likelihood that we will need long-term
care at some point in our lives. Many more people are living longer with chronic
health conditions as well as with physical and cognitive frailties resulting in more
people who need help, over an extended period, with the tasks of daily life. It is

the nature of this assistance that is commonly called “long-term care.”

Anticipated demographic trends ensure that the number of people needing
long-term assistance is likely to double between now and 2030." Increasingly,
after 2015, those needing care will be more likely to not have any children or
certainly fewer children, on average, to depend on for assistance than in previous
generations. Moreover, the decline in fertility rates which are the root cause for
the relative decline in adult children will have also slowed the growth in the labor

force, making it more difficult for long-term care providers to find workers.

Without changes in financing arrangements that lead to changes in the
organization of service delivery, access to needed care could be more difficult to
obtain, even for the well to do, than it is today. State Medicaid programs, which
pay for a substantial share of long-term care, will feel even greater pressure,

finding it necessary to finance more care among a growing number of people

'u.s. Department of Health and Human Services (HHS) & U.S. Department of Labor (DOL) The
Future Supply of Long-Term Care Workers in Relation to the Aging Baby Boom Generation:
Report to Congress (Washington, DC: Office of the Assistant Secretary for Planning and
Evaluation, 2003), http://aspe.hhs.gov/daltcp/reports/ltcwork.htm.



desperate for assistance. Providers of long-term care will face the challenge of
delivering quality care from within an exceptionally tight labor market.
Unfortunately, simply getting more people to purchase long-term care insurance
will not by itself change this situation. A much more concerted effort is likely to

be necessary.

Defining long-term care

Long-term care is the assistance that people need when they are no
longer able to fully function on their own for a substantial period of time. People
who need long-term care may need hands-on assistance or stand-by supervisory
assistance to eat, use the toilet, get out of bed, get dressed, bathe, take their
prescription drugs, go shopping, get to the doctor, obtain groceries, cook meals,
clean laundry, manage their money, or maintain their home. Many who need
long-term care are no longer physically able to undertake these tasks while
others are physically capable but due to cognitive impairments, need what is
called either visual or verbal queuing as well as continual supervision in order for

it to get done.

While some of life’s tasks can be scheduled there are critical tasks that
cannot. Shopping for groceries, paying bills, and doing the laundry for example
are less time sensitive and therefore are referred to as Instrumental Activities of
Daily Living (IADLs). Other limitations such as eating, toileting, bathing, or
moving about are more time sensitive. These tasks are referred to as Activities

of Daily Living (ADLSs).



Public programs and private insurance use measures of Activities of Daily
Living to trigger minimum eligibility criterion. For example, many long-term care
insurance policies do not pay benefits until after a claimant has limitations in two
or more activities of daily living and after a waiting period in which they have
been purchasing services to provide assistance for those limitations. Families,
however, often step in to provide assistance long before someone has limitations
in two or more ADLS. Hence someone might be in need assistance for many
years prior to meeting this trigger and then, although they have been getting
assistance from family would need to purchase assistance, for 30 to 90 days,
prior to being able file an insurance claim. Similarly, Medicaid will not process an
application until the person has limitations in 3 or more Activities of Daily living

regardless of the needs prior to this point.

The risk of needing long-term care

We are all at risk of needing long-term care. Genetic abnormalities at
birth, cognitive imperfections, accidents, degenerative chronic conditions, as well
as strokes and frailty have resulted in a diverse population in need of assistance.
In 2000, an estimated 9.5 million people nationwide needed long-term care. 2
Although the risk does increase with age, about 38 percent of the long-term care
population is under the age of 65. Both the incidence and prevalence are,

however, quite low until about age 75 or older. In 2000, for example, about 2

® Rogers, S. & Komisar, H. (May 2003) Who needs long-term care? Fact Sheet (Washington, DC:
Georgetown University Long Term Care Financing Project),
http://Itc.georgetown.edu/pdfs/whois.pdf.



percent of the population age 18 to 64 needed long-term care; whereas nearly

two-thirds of people age 85 or older needed care.® (See Figure 1).

Over a lifetime, at least one study, based on micro-simulations predicted
that after age 65, 70 percent of people will at some point over the remainder of
their lives need long-term care.* The variation in the scope and depth of care,
however, is considerable. For example, in this particular simulation it was
estimated that between age 65 and the end of their life, about 10 percent were
likely to need less than one year of long-term care; 40 percent might need
between one and four years, but that about 20 percent were likely to need care

for five or more years.

8 Georgetown University Health Policy Institute’s analysis of data from the 2000 National Health
Interview Survey (NHIS)

* Presentation of forthcoming paper by Peter Kemper and Harriet Komisar from the Georgetown
Financing Long-Term Care project.



Figure 1

Prevalence of People with Long-Term Care Needs by Age Grougp
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Source: Georgetown University Health Policy Institute analysis of data from the 2000 National Health Interview Survey; and Centers for
Disease Control and Prevention: The National Nursing Home Survey: 1999 Summary.

Nationwide about 83 percent of those who need long-term care live in the
community, not in a nursing home.> Figure 2 provides a breakdown of where
the long-term care population lived in 2000. Where people live, however, is not a
good proxy for their level of needed assistance. There is no question that people
in nursing homes need a tremendous amount of assistance, however, there are
people living in the community who need just as much help. About 24 percent of
assisted living residents, for example, were found to have cognitive impairments

analogous to the level of impairment that is found in more than one-third — 38

° Georgetown University Health Policy Institute analysis of data from 2000 National Health
Interview Survey (NHIS) and the National Nursing Home Survey: 1999 Summary, Centers for
Disease Control and Prevention (CDC).



percent — of nursing home residents.® Similarly, about 12 percent of residents

age 65 or older in community housing with services received assistance with 3 or

more ADLs.’

Figure 2

People Living in the Community or a Nursing Home with Long-Term Care Needs
by Age, 2000
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Note: Long-term care population among community residents is defined as someone three and older who responded that, due to a
physical, mental, or emotional problem, they needed the help of another person with personal care needs, such as eating, bathing,
dressing, or getting around inside the home; or someone 18 and older who needs the help of another person in handling routine
needs. Anyone in a nursing home is considered part of the long-term care population.

Source: Rogers, S. & Komisar, H. (May 2003) Who needs long-term care? Fact Sheet (Washington, DC: Georgetown University Long
Term Care Financing Project), http:/ltc.georgetown.edu/pdfs/whois.pdf.

® Office of Disability, Aging, and Long-Term Care Policy, Assistant Secretary for Planning and
Evaluation (July 2003) Estimates of the Risk of Long-Term Care: Assisted Living and Nursing
Home Facilities (Washington, DC: U.S. Department of Health and Human Services),
http://aspe.hhs.gov/daltcp/reports/riskest.htm.

’ Federal Interagency Forum on Aging Related Statistics (November 2004) Older Americans
2004: Key Indicators of Well-Being (Washington, DC: Federal Interagency Forum on Aging
Related Statistics, p. 55).



Long-term care: An insurable event

The annual risk of needing long-term care is very low, only becoming
modest at very old ages. However, both the duration and scope of long-term
care services needed is extremely variable. Two people with limitations in 2 or
more ADLs may have very different needs resulting in extremely different
expenditure levels, even if the duration of their long-term care needs were to be
the same. For example, five years of nursing home care today might cost around
$325,000. Five years of home care, at 40 hours a week might cost between
$125,000 and $150,000; while five years of assistance for one day during the
week in order for the caregiver to get a break might cost about $50,000. The
expected cost of five years of care therefore might be about $160,000 plus or
minus $120,000. Availability of family, the ability to modify the home and
incorporate various technologies, the physical layout of the home, the availability
and type of paid assistance, and even the personality of the person in need of
assistance could all have a bearing on the costs. Given this variability, it would
be far more efficient if everyone in the community contributed the expected cost
of care into a pool that then financed the actual care that is needed by those in

the community who turn out to need care.

The low risk but potentially expensive cost of care makes long-term care
analogous to health care. Over a lifetime we can all expect to use health care,
but at any point in time, the vast majority of health care use is attributable to a
relatively small percentage of the population. Whether or not we are looking at a

group of healthy workers or groups of persons at greater health care risk such as



those enrolled in either Medicare or Medicaid, this general phenomenon holds.
Generally, about 80 percent of the group expenditures are usually undertaken on
behalf of about 20 percent of the group. This is why medical care is an insurable

event.

Planning for long-term care

Most people probably do not have realistic plans for how they are going to
pay for long-term care. In a 2004 survey conducted by the Peter D. Hart
Research Associates for the National Academy of Social Insurance, people were
asked: “Which of the following statements best describes your planning for long-
term care?” About 37 percent responded: “l have developed a plan to pay for
long-term care if | need it.” Among the remaining 63 percent most said, “I really
haven’t given any through to how | would pay for long-term care,” or “I do not

have a plan to pay for long-term care because | don’t expect | will need it.” ®

While it is likely that there is a modest degree of hubris on the part of
those who say they do not need a plan as well as those who say they have a
plan, we are left with the impression that nearly 40 percent think they are
prepared and 60 percent know they are not prepared. Interestingly, it is not a
simple case of denial, since 35 percent of respondents said that it was very likely
that they or their spouse might need long-term care someday. And when asked

how they might pay for it, 32 percent said they would rely on long-term care

® Tabulated survey results from Peter D. Hart Research Associates, Inc., March 2004 Study
#7172



insurance, 28 percent said they would pay for it out of savings, and 23 percent

said they would rely on a government program.

It is worth noting the similarity between thinking about long-term care and
retirement income. For example, in a survey conducted by the Employee Benefit
Research Institute, 58 percent of workers age 45 or older said that they had not
tried to calculate how much money they would need to have saved by the time
they retired. What raises concerns of hubris is that, although 42 percent of
workers said they had calculated how much they would need, about 66 percent
of workers expressed confidence that they would have enough money to live

comfortably in retirement.’

About half of all workers have access to an employer sponsored
retirement plan, and yet only 65 percent of workers participate. Virtually all
workers can contribute to an Individual Retirement Account (Roth or Regular)
and even if they can’t deduct their contributions they can take full advantage of
the tax deferral on the funds’ earnings, and yet less than 10 percent of workers
do. Fortunately, with age and income, participation rates in both IRAs and

employer plans do increase.

Given the relatively late planning for retirement that seems to occur, it is
not surprising that long-term care planning would not be any more advanced.

After all, retirement is considered a goal, while dependency is not. For most

o Encouraging Workers to Save: The 2005 Retirement Confidence Survey, Issue Brief, Employee
Benefit Research Institute, No. 280, April 2005.



people the “default planning” for long-term care is learning the hard way what it

means to apply for assistance from the state Medicaid program.

On the other hand there are really only a few options available to
individuals. Clearly a step in the right direction would be to get people to
recognize the need to plan for this contingency within their retirement planning.
Saving more, generally, might be a good option. But saving for long-term care is
not efficient and is likely to not be sufficient. Hence, even if one could save for
long-term care, it would not be clear how much to save. Invariably savings will

be either too little or too much.™

Beyond increasing savings one can buy into an insured “life-care
community,” or “continuing care community.” These communities offer
independent living in an apartment with assisted living services, medical
services, skilled nursing services and long-term care, usually all in one location.
In a true life care community, the community pools the risk of needing long-term
care. Everyone is charged the same initial and ongoing fees and it is hoped that
these fees will be sufficient to cover the costs of those who end up needing long-
term care. Moving into a life-care community not only means leaving one’s home
but does require that the applicant be in good health and be able to afford both
the initial and the ongoing fees. Their primary risk is that the community priced
those fees correctly. If the fees are too low there may be the need for additional

assessments which in turn can lead to members moving out and perhaps

"% 1t should be noted that “reverse mortgages” (which are more expensive than “forward”
mortgages), do provide a way of spending the equity in one’s home without having to move out of
the home.
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bankruptcy of the community. Most people have not embraced this option, in
part because they either prefer to remain in their current neighborhood or they

cannot afford the move, or both."

Another option is long-term care insurance policy. The term, “long-term

care insurance’ however, may be a somewhat misleading. Technically these
policies insure a fixed benefit amount for a fixed benefit period. Because
consumers choose the scope and depth of coverage that they want or can afford,
long-term care insurance policies do not necessarily cover the full financial risk of
long-term care or all services needed. Nevertheless, long-term care insurance

policies do offer the advantage of pre-funding a set amount of the financial risk

associated with long-term care and do so on a tax preferred basis.

The market for long-term care insurance, as measured by sales of
policies, has been growing rapidly. However, long-term care insurance is not
available to children, young adults, or most persons with medical conditions.
Moreover, the monthly premiums are not affordable (relative to income) to the
majority of older people. Although, it is likely that long-term care insurance

premiums may be affordable to nearly half of the population under age 50."2

"' Center on an Aging Society tabulations of income and assets data suggest that only 8 percent
of the population age 65 or older had home equity sufficiently large to finance this move. If
people were willing to sell their home and liquidate financial assets then about 35 percent of the
population age 65 and older would have total net wealth sufficiently large to afford moving to a
life-care community.

"2 For example, a $200/day 5 year comprehensive policy with inflation protection and a 30 day
waiting period would cost about 6 percent of gross income for 50 percent of the population age 40
to 50; but would cost 24 percent of gross income or more for 50 percent of the population age 65
and 85 percent of gross income for 50 percent of the population age 75. Center on an Aging
Society tabulations based on the premiums for the long-term care insurance policy available to
federal employees and Census Bureau estimates of household income.
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In 2004 there were an estimated 4.2 million individual and 1.9 million
employer-sponsored group long-term care insurance policies in force.”™ While
more than 6 million people with a long-term care insurance policy is significant, it
is a small fraction of the overall population. In 2002, the largest employer in the
United States, the federal government, began offering its workers, annuitants,
and family members of workers and annuitant’s access to a long-term care
insurance policy marketed jointly by John Hancock Life Insurance Company and
Metropolitan Life Insurance Company through Long Term Care Partners, LLC.
As of March 2005, there were over 208,000 individuals enrolled in the federal
long-term care insurance program.’ While this is a substantial number of
policyholders, it is a relatively small percentage of the more than 20 million
federal employees and annuitants and their dependents that are estimated to be

eligible to purchase this insurance.

These facts underscore how difficult it has been for insurers to get people
to purchase a policy. Most sales required the concerted effort of a trusted
insurance broker or agent.” In part, the difficulties stem from the product itself.

Most insurance is purchased based on contemporary facts, like the value of the

'3 Douglas, J. (2004) Long-Term Care and Medicare Supplement (Windsor, CT: LIMRA
International). And, Douglas, J. (2004) U.S. Group Long-Term Care Insurance (Windsor, CT:
LIMRA International, Inc.). See also Friedland, Robert and Stephanie Lewis, Choosing a Long-
Term Care Insurance Policy: Understanding and Improving the Process, Brookings Institution,
November 2004.

'* At the end of 2004 206,200 policies had been sold. See Long Term Care Partners, January
11, 2005 “OPM Announces Addition of 5,500 Enrollees in Federal Long Term Insurance Program
in 2004” Press Release (Washington, DC: U.S. Office of Personnel Management
(OPM)),http://www.ltcfeds.com/about/resource_library/press_release/opmannounces2004enrolle
es.html. Paul Forte, an executive with the combined company selling the policy announced in an
April 2005 public meeting that over 208,000 had been sold.

®Douglas, J. L & Ash, P. E. (2005) U.S. Buyers and Nonbuyers of Long-Term Care Insurance
(Windsor, CT: LIMRA International, Inc.)
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home, the value of the car, the cost of health care, the anticipated cost of college.
Moreover, as contemporary circumstances change, there is at least annually an
opportunity to change the policy. The fact that the policy can be changed
enables consumers to shop around and compare published service records of
insurers. This is not true for long-term care insurance. Long-term care insurance
is purchased once. Moreover, while our understanding of the nature of the long-
term care may change, contemporary facts, like the cost of nursing home care,
are barely relevant. Nevertheless, the purchase of a policy means having to
decide critical factors like the elimination or waiting period, the benefit period, and
the daily benefit amount. How does one make a rational choice about whether or
not they should have a 30 or 90 day waiting period, a 3 year, 5 year, or lifetime
benefit period, or whether the daily benefit should be $200 or $400 a day? Once
the choice is made, the premiums will continue until the policy is dropped.
Changing policies is very expensive, particularly after you have held a policy for

10 or more years.'®

Without an immediate and dramatic increase in the proportion of the
population buying long-term care insurance, it will probably take another century

before long-term care insurance is a substantial source of finance long-term care.

'8 Level premium policies, like long-term care insurance, ensure that the annual premium will far
exceed the risk of needing long-term care in the vast majority of the years in which the policy is
in-force. In the first 10 years, most of the premiums being collected are for paying sales
commissions and is just beginning to pre-fund the risk that will not be covered in the later years in
which the policy is held. So for example, if a 50 year old Federal employee purchases a 3 year,
$100 per day policy with a 90 day waiting period, the annual premium would be about $746. Lets
assume that after 10 years he decides that what he really should have bought was a $200 a day
benefit with a 30 day waiting period since he now realizes that he is not likely to have the extra 60
days of nursing home care in his savings account. So, after 10 years of reflection he now applies
for and is new policy and drops the old policy when accepted. The new policy at age 60 is now
$2.563 per year and he has just spent $7,460 on a policy that is no longer in-force.
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However, even if it were it is not at all clear how a fixed daily dollar benefit would
address the fundamental financing and delivery issues of long-term care.
Without question, policies, particularly in conjunction with savings, would be of
tremendous benefit to individuals. However, there will be market consequences

that could easily undermine access to care.

The effect of demographic shifts on the cost and availability of
long-term care, even in the presence of long-term care insurance

After 2020, the demographic shifts that are upon us may make it harder
for everyone to gain access to long-term care. Generally, after that point in time,
the number of people needing assistance is likely to increase faster than the
population available to provide assistance. Advances in technology and
modifications in homes will help considerably, but most long-term care will still

require a person in the same room as the person who needs long-term care.

Those at greatest risk of needing long-term care are people age 85 and
older, Census Bureau population projections suggest that between now and
2020, and there will be plenty of adult children potentially available to help their
parents.'” After all, by definition, the baby-boom reflects the fact that mothers of
children born between 1946 and 1964 were more likely to have had 3 or more
children while mothers prior to 1946 and after 1964 were more likely to have had

1 or 2 children.

7 Robert B. Friedland, Caregivers and Long-term Care Needs in the 21* Century: Will Public
Policy Meet the Challenge, Georgetown University Long-Term Care Financing Project, August,
2004
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As more people are able to finance care with a long-term care insurance
policy, it is quite likely that the cost of care will increase faster then the supply of
available care. If this occurs, any fixed dollar benefit will be worth even less then
it would have in the absence of the insurance induced inflation and hence the
gap between the daily benefit amount and the cost of care may very well be
significantly larger than overall anticipated inflation. As long as the insurance
policy is a part of a broader savings plan on the part of the policy holder, then
many policy holders should be able to cover the shortfall with savings. However,
could also mean that those without insurance and adequate savings may be
forced to apply for Medicaid assistance sooner. While Medicaid has always been
a very effective payer of last resort, more and more insured people might

diminish the state’s political leverage.

Most long-term care is provided by family

Most long-term care is provided by family, friends and volunteers and
therefore does not get tallied as an expenditure. Some call this informal care; |
prefer to call it family care. Over two-thirds of Medicare beneficiaries, age 65 or
older with long-term care needs only receive family care and 26 percent receive
both family care and some form of paid formal care.’® Thus, in the community

paid care, while critical, is not the dominate source of care.

'® Federal Interagency Forum on Aging Related Statistics (November 2004) Older Americans
2004: Key Indicators of Well-Being (Washington, DC: Federal Interagency Forum on Aging
Related Statistics).
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Most families have more than one caregiver, but the primary caregiver,
which is typically the spouse or adult child, usually provides the most care and
spends considerable effort coordinating the care provided by other family
members as well as that provided by paid caregivers. The typical primary
caregiver is a 46 year old woman who provides more than 20 hours of care each
week to her mother (or mother-in-law).'® About 41 percent of all primary
caregivers to care recipients age 65 or older are spouses and 44 percent are

adult children.?°

While for most circumstances paid care provided in the
community is supplemental to family care, about 9 percent of persons age 65
and older living in the community do not have any family care and receive all of

their care through paid providers.?'

Although most long-term care is provided by family in people’s homes or
purchased by those who need assistance, long-term care expenditures are
dominated by Medicaid and Medicare expenditures on nursing homes. This
anomaly occurs because care in a nursing home is substantially different than
care purchased to supplement family care at home and care purchased by
Medicaid and virtually all of the care purchased by Medicare is for post-acute
care or hospice care and not long-term care. All health care payers, including

private health insurers as well as Medicaid and Medicare purchase post-acute

'¥ National Alliance for Caregiving (NAC) & AARP (April 2004) Caregiving in the U.S.
SWashington, DC: NAC & AARP, p.9)

% Mack, K. & Thompson, L. (January 2005) A Decade of Informal Caregiving: Are today’s
informal caregivers different than caregivers a decade ago? Data Profile (Washington, DC:
Center on an Aging Society), http://ihcrp.georgetown.edu/agingsociety/pdfs/caregivers1-E.pdf
? Federal Interagency Forum on Aging Related Statistics (November 2004) Older Americans
2004: Key Indicators of Well-Being (Washington, DC: Federal Interagency Forum on Aging
Related Statistics).

16



care services provided by nursing homes and home health agencies as a way of
minimizing inpatient hospital care expenditures. Medicaid and most health
insurance plans also pay for hospice care which is also provided by home health

agencies and nursing homes.

Because the paid providers of long-term care also get paid to provide
post-acute care and hospice care and because all health plans cover post acute
care and most cover hospice care, it is not at all surprising that people would be
confused about how long-term care is financed. While most people probably
understand what a nursing home is, | would be surprised if most people could
articulate the difference between post-acute care, hospice care, or long-term

care — it all looks the same.

Generally, in order of smallest to largest single payer source, long-term
care providers are financed by long-term care insurance, health insurance, the
Department of Veterans affairs, state programs not affiliated with Medicaid,
families, Medicare, and Medicaid. At last count, 34 states had long-term care
programs that were not a part of Medicaid.?* Figure 3 shows the total spending
on long-term care providers by payer. Nearly half of all the payments were from
Medicaid. Over twenty percent of the payments were directly from persons using
long-term care services. Virtually all of the private insurance payments are from

health insurance for the coverage of post-acute care.

2 Summer. L. (March 2001) State-Funded Home- and Community-Based Services (Washington,
DC: National Governors Association), http://www.nga.org/cda/files/031901SERVICEPROG.pdf.
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Figure 3

National Spending for Long-Term Care, by Payer (2002)

Total = $179.6 billion

Medicare
$30.7 billion
(17%)

Private Insurance
$18.2 billion
(10%)

Medicaid
$84.7 billion
(47%)

Other Private
$4.6 billion
(3%)

Other Public
$4.2 billion
(2%)

Out-of-Pocket
$37.2 billion
(21%)

Source: Komisar, H. & Thompson, L. (July 2004) Who pays for long-term care? Fact Sheet (Updated) (Washington, DC:
Georgetown University Long Term Care Financing Project), http://Itc.georgetown.edu/pdfs/whopays2004.pdf.

Public discussions about long-term care and State
efforts
Although long-term care is an insurable event, for most people,

including many with long-term care insurance, most of the risk is not insured.
This has put the onus on individual families and state policy makers. States
struggle to control their Medicaid expenditures, of which long-term care is a
significant share. A central question for state policy makers has been how
best to design home and community based programs that will shift
expenditures from nursing home care to care at home. Nursing home care is

far more efficient than care at home, but nursing home care cannot be
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purchased in small increments. Home care, however, can be purchased by
the hour. The cost of nursing home care for one person may be equivalent to

about one hour of care for nine other people.

At least 26 states have amended their tax code to provide explicit
incentives, such as a tax credit or deduction for the premiums paid for long-
term care insurance. It is hoped that by providing tax incentives, more people
will purchase long-term care insurance. Furthermore, it is either assumed or
hoped that insurance will delay or avoid the need for assistance from
Medicaid. Obviously the tax incentive means a loss of state revenues and so
the empirical question will be whether or not these forgone revenues will be

less than or greater than the future Medicaid expenditures.

Four states (CA, CT, IN, NY) established explicit partnerships with
insurance companies to sell a policy that if purchased changes the resource
test used for Medicaid eligibility.?®> The approach varies slightly in each of the
four states, but the basic idea is that those who purchase a state approved
long-term care insurance policy would be able to apply for Medicaid
assistance without counting some of their financial assets. For example, in
Connecticut, if a partnership long-term care policy is purchased that will cover
3 years of long-term care at $200/day then when this policy is exhausted (and
$219,000 has been expended) then that policyholder will be able to exclude

$219,000 from countable assets when they apply for assistance from

28 A fifth state (lowa) had the right to do so, but never did. As of last month all states will have the
opportunity to establish partnerships and it has been reported that 16 states passed legislation in
past years in anticipation of being able to establish a long-term care insurance partnership with
Medicaid. (http://www.iii.org/individuals/longtermcare/lic partnership/, accessed 3/6/06)
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Medicaid. Note that the Medicaid categorical, functional, and income tests

remain the same, however.

It is hoped that by providing Medicaid on the back-end of the long-
term care risk, people will be encouraged to purchase a policy. In essence
the purchase of a 2 to 4 year long-term care insurance policy tied to Medicaid
could effectively provide them with lifetime coverage, particularly for nursing
home care. Moreover, unlike tax incentives encouraging the purchase of
long-term care, there are virtually no up-front revenue losses to the state.
States, however, are gambling that the long-term care insurance coverage
will delay or even avoid many more middle-income persons from becoming
eligible for Medicaid. This will certainly occur if people insure for more than
they have in financial assets or if a disproportionate number of people
receiving long-term care die prior to becoming eligible for Medicaid,
otherwise, it is likely that persons who might never have become eligible for

Medicaid will become eligible due to the partnership policy.

It is still too soon to know how successful these four explicit Medicaid
partnerships have been. It is worth noting that when the state focused on
what should constitute a qualifying long-term care insurance policies, states
took on a more protective role in regulating long-term care insurance policies

sold in the state.?*

24 Alexis Ahlstrom, Emily Clements, Anne Tumlinson, and Jeanne Lambrew, The Long-Term
Care Partnership Program: Issues and Options, accessed at www.retirementsecurityproject.org
on April 26, 2005.
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For a wide variety of reasons, sales for regular long-term care
policies have dwarfed partnership policies. Overall, since 1994, about
181,600 partnership policies have been sold in the four states, and as of June
2004, about 149,300 policies were still in-force.?® At that point, partnership
policies represented less than 11 percent of all long-term care insurance
policies sold in those four states.?® But more importantly, there have been
few claims from which to firmly know how these policies will affect either
Medicaid expenditures or the financing and delivery of long-term care in those

four states.

Although there have been broader discussions about financing long-

term care in the past, lately most of the discussion has exclusively focused on

expanding private long-term care insurance. The insurance industry would

like all taxpayers to be able to deduct long-term care insurance premiums

from their taxable income. Moreover, they would like all employees to be able

to purchase long-term care insurance on a pre-tax basis through their
employers’ health reimbursement or flexible savings account (or employee

benefits cafeteria plan).?’

Proponents argue that the tax incentives would help to encourage
sales by signaling the importance of long-term care insurance. Opponents

suggest, citing the empirical literature on Individual Retirement Account

% That is, people were still paying premiums for the policies. Data is from Julie Stone-Axelrad,
Medicaid’ Long-Term Care Insurance Partnership Program, January 21, 2005, CRS Report for
Congress.

?® Based on data provided by America’s Health Insurance Plans, 14 percent of all policies ever
sold were sold in these four states.

*” These kinds of tax preferences are currently available to the self-employed and to those with
Health Savings Accounts.
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participation, which most of the forgone revenue would be on behalf of

persons who would have bought the policy anyway.

How will long-term care insurance help improve the
organization and delivery of long-term care?

Long-term care remains one of life’s greatest insurable contingencies for
which virtually no one is insured. This is not surprising, given the confusion and
misunderstandings surrounding long-term care, the nature of care itself, and the

financing options available.

There has only been one private sector effort to pool the risk. This is
through what has been commonly called a Life Care or Continuing Care
Community. Such communities have a rich history of success and failures in
which the community pools the risk and provides the care that is need. This is
done through the admission and monthly fees associated with moving into the
community, but it does require moving, and doing so prior to needing long-term
care. It also necessitates that the community price this risk properly or else face
the risk of having to raise prices forcing out the healthy and leaving those in need

of care. Too often this has resulted in bankruptcy.

The only other option is to purchase long-term care insurance. But while
long-term care insurance can effectively pool a portion of the risk, it is not the
same as insuring the risk. As currently structured, long-term care insurance
pools a fixed dollar amount that can be used to finance needed care, but there is

no assurance that the amount selected will be right. It will either be too much or
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too little. Of course these are not asymmetrical outcomes. Purchasing too much
is inefficient but purchasing too little can be financially catastrophic for the policy
holder. Anyone who purchases a long-term care insurance policy should
consider the use of the policy as a part of an overall strategy that includes saving
for long-term care. Of course, saving for long-term care is not the same as

insuring the risk, either.

Long-term care is almost entirely a personal and familial responsibility. It
is, only after reaching a very high level of dependency and when all other familial
and financial resources are gone do we then see appeals for help through the
state Medicaid programs. The variation in state efforts to provide long-term care
has affected the market for care in each state. As a consequence there is

tremendous variation in access to care.

The long-term care system is fragmented, inefficient and in most places
inadequate and yet in some ways better than it has ever been. For the next 15
years or so, there will be far more family and long-term care workers, relative to
the size of the long-term care population than there has ever been. But unless
there are dramatic improvements in the productivity among providers or a
dramatic decline in disability rates, then in about 15 years, the relative size of the
family and the paid caregiver labor-force will be dramatically smaller than the

potential size of the long-term care population.

After 2021, whether you are rich or poor have private insurance or
Medicaid, access to needed care will be dearer than it is today. This will be true

even if everyone went out and purchased a long-term care insurance policy
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tomorrow. In fact, as the proportion of the population with long-term care
insurance increases, without improvements in the way long-term care is
organized and delivered, the price of care is likely to increase even faster than
the supply of services resulting in the possibility of making access worse for

everyone, including those with long-term care insurance.

Expanded long-term care insurance sales will not necessarily improve the
delivery of care. There are no market forces to improve delivery stemming from
the insurance itself. Long-term care insurers, similar to life insurers, are simply
insuring a fixed dollar amount. Policy holders are not indemnified — that is made
whole — like they are with other insurance. They are not assured access to
needed care, like health insurance. And, unlike other insurance, the purchase of
long-term care insurance is made once, with premiums paid the rest of the policy

holders’ life.

Private long-term care insurance could serve a more effective role in
improving the delivery of long-term care, but this would require a much larger role
for the public sector. Public policies that encourage the sale of private insurance
might be helpful to those who purchase the policy, but it is not completely clear to
what degree this will lower future Medicaid expenditures or lessen the financial
risk faced by those who need care. It is even less clear how such sales, decades
away from the possibility of a claimant, will result in improving the organization or

delivery of long-term care now.
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