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A
t a time when long term care prov i d e rs are bat-
tling deep funding cuts in Medicare and Medic-
a i d, t h e re is growing momentum behind ex p a n-
sion of the private long term care insurance mar-
ket. The movement could ultimat e ly ease dep e n-
dence on public programs for the financing of

long term care serv i c e s , s ay insurance industry and publ i c
p o l i cy ex p e rts. 

In Ju ly, the fe d e ral gove rnment launches open-season
e n rollment for a new long term care insurance program to
20 million fe d e ral employe e s , re t i re e s , and fa m i ly mem-
b e rs. Observe rs say the sheer size of the new ly eligi bl e
group will be a boon to the long term care insurance mar-
ke t p l a c e, even if only a small portion sign up for the plan.
F u rt h e rm o re, the program will be accompanied by an un-
p recedented educational campaign, wh i ch is expected to
raise awa reness among consumers nationwide of the need
to prep a re for long term care expenses. Experts say that
s u ch a broad-based educational push has been a cri t i c a l
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missing link in the long term care marke t
and has held back the sale of private 
i n s u ra n c e. 

Wh at has been lacking is a “ m o re defi-
nite indication from gove rnment that [con-
s u m e rs] need to go out and look at long
t e rm care insura n c e,” s ays A rthur Stein, a
c e rt i fied financial planner and vice pre s i-
dent of Cassaday & Co., a financial plan-
ning fi rm in McLean, Va. “A lot of people
think the gove rnment is going to take care
of them. Th ey don’t know about long term
c a re insura n c e.”

Stein says his fi rm has sold policies to
m a ny fe d e ral wo rke rs since early enro l l-
ment for the long term care plan began in
M a rch. Like most employe rs , the gove rn-
ment is not picking up any portion of the
long term care insurance pre m i u m ,s o
some employees are shopping around to
see whether they can get a better deal on
c ove rage, Stein say s .

The fe d e ral program will like ly be a
“ c at a ly s t ” for decision making once con-
s u m e rs hear the fe d e ral gove rnment is en-
c o u raging people to do it, he add s .

C o n g ress Weighs In
Another potential boon for sales of privat e
i n s u rance is legi s l ation proposed in both
the Senate and the House of Rep re s e n t a-
t ives to give significant tax incentives fo r
the purchase of long term care policies.
The bills would make it possible for indi-
viduals to deduct a portion of their plan
p remiums and businesses to offer cove r-
age as part of a cafe t e ria plan purch a s e d
with pretax dollars. The measure, wh i ch
would also give caregive rs a tax credit fo r
long term care ex p e n s e s , would go a long
way towa rd ove rcoming the cost barrier to
p o l i cy purch a s e s , o b s e rve rs say.

The pro p o s a l , e s t i m ated to cost $44 bil-
lion over 10 ye a rs , faces an uphill battle in
a tightfisted bu d get ye a r. Neve rt h e l e s s , i t
has drawn significant bipartisan support ,
with 25 Senate co-sponsors and 187 co-
s p o n s o rs in the House. 

In a ra l ly just befo re Mother’s Day, a
coalition of 20 groups gat h e red on Cap i t o l
Hill to press for enactment of the legi s l a-
tion. An even broader coalition of 40 orga-

n i z at i o n s ,i n cluding the A m e rican Health
C a re A s s o c i ation (AHCA), A A R P, and the
Health Insurance A s s o c i ation of A m e ri c a
( H I A A ) , signed on to a letter to the House
and Senate leadership advo c ating sw i f t
p a s s age of the measure s .

The tax incentives and other prov i s i o n s
of the bill “will not only make long term
c a re insurance more at t ra c t ive and affo rd-
abl e,” said Charles Roadman II, M . D. ,
p resident and chief exe c u t ive officer of
A H C A , “ [ but] it will empower indiv i d u a l s
to choose whether their care needs can
best be met at home, in a commu n i t y -
based setting, or in an assisted living or
nu rsing fa c i l i t y.”

Insurance Makes Slow Inr o a d s
In 2000, p rivate insurance accounted fo r
just 11 percent of the $139 billion spent
on long term care serv i c e s , a c c o rding to
the General Accounting Office (GAO ) .
Medicaid picked up 45 percent of the tab,
while out-of-pocket consumer spending
c ove red 23 percent and Medicare paid 14
p e rcent of the total. Other public and pri-
vate sources accounted for the re m a i n i n g
7 percent of spending.

From 1987 through 1999, sales of long
t e rm care insurance policies rose fro m
815,000 to more than 6.8 million, said a
2002 rep o rt from HIAA in Wa s h i n g t o n ,
D.C. While sales have risen steadily, h ow-
eve r, growth has never hit the rapid stri d e
t h at was predicted more than a decade
ago. In the 1980s, it was widely assumed
t h at long term care insurance was on a fa s t
t ra ck to ex p a n s i o n ,s ays Susan Coro n e l ,
long term care director at HIAA. All of the
i n d i c at o rs pointed in that dire c t i o n : Th e
p o p u l ation was agi n g, the chance of need-
ing long term care services was re a s o n-
ably high, and from an insure r ’s pers p e c-
t ive it was an at t ra c t ive product because
not eve ryone who purchased cove rage
would ultimat e ly need benefits. But the
b a rri e rs to a broad-based market for long
t e rm care insurance have proved more fo r-
m i d able than the fa c t o rs that favor accep-
tance of the plans, o b s e rve rs say.

L a ck of consumer understanding ab o u t
h ow long term care is fi n a n c e d, the high

cost of the plans for seniors , and a pers o n-
al reluctance among yo u n ger consumers
to confront the possibility of needing such
c a re are some of the reasons cited by in-
s u rance industry and public policy ex p e rt s
for sluggish sales grow t h .

But as the enormous baby boom ge n e ra-
tion gets closer to re t i rement age, a l a rm s
a re sounding about the fiscal implicat i o n s
of having an elderly population of 76 mil-
lion that is not prep a red for its long term
c a re needs.

In March , G AO ’s top official wa rn e d
t h at as baby boomers born between 1946
and 1964 become elderly, the populat i o n
aged 65 to 84 will more than doubl e. By
2 0 4 0 , their ranks will re a ch 63 million,
while the number 85 and older will more
than tri p l e, to 14.3 million, said Dav i d
Wa l ke r, the age n cy ’s comptroller ge n e ra l ,
in testimony befo re the Senate Special
Committee on A gi n g. Spending on
M e d i c a re, M e d i c a i d, and Social Securi t y
will nearly double by 2035, and by 2050,
spending on long term care could quadru-
p l e, to $379 billion, Wa l ker said. Wi t h o u t
major re fo rm s , Medicaid will remain one
of the largest funding sources for that bill,
he add e d.

The aging of the baby boom ge n e rat i o n
“will lead to a sharp growth in fe d e ral en-
titlement spending that , absent meaningful
re fo rm s , will rep resent an unsustainabl e
bu rden on future ge n e rat i o n s ,” he told the
panel. While GAO made no specific re c-
o m m e n d ations on public policy needed to
ave rt such a cri s i s , the age n cy adv i s e d
C o n gress to take seve ral considerat i o n s
into account as it crafted long term care fi-
nancing re fo rm s , i n cluding encouragi n g
“ p e rsonal prep a re d n e s s ” in the fo rm of
long term care insura n c e.

The Federal Plan
The fe d e ral long term care insurance pro-
gram (FLTCIP) was established by the
Long Te rm Care Security Act of 2000. A c-
c o rding to the act’s main sponsors in the
S e n at e, B a r b a ra Mikulski (D-Md.) and
Paul Sarbanes (D-Md. ) , the purpose of the
s t atute was to:

■  G ive fe d e ral employe e s , re t i re e s ,a n d



their families the opportunity to purch a s e
long term care insurance at group rat e s
“ p rojected to be 15 percent to 20 perc e n t
b e l ow current market rat e s ” ;

■  C re ate a model for private employe rs
to use when establishing their own long
t e rm care insurance progra m s ;

■  G ive employees the option to better
p rep a re for re t i rement; and

■  Reduce the bu rden on taxpaye rs to 
finance long term care through Medicaid
as more individuals purchase private 
c ove rage.

“ When looking at long term care insur-
ance benefi t s , we started with fe d e ral em-
p l oyees for two re a s o n s ,” said Mikulski in
a statement. As the nat i o n ’s largest em-
p l oye r, “the fe d e ral gove rnment can be a
model and example for employe rs aro u n d
the country,” and it can “ raise awa re n e s s
and education about long term care op-
t i o n s ,” she said.

The progra m , wh i ch became ava i l abl e
on an early enrollment basis in March and
t h rough open season in Ju ly, c ove rs nu rs-
ing fa c i l i t y, home health, assisted liv i n g,
re s p i t e, and community-based care. In ad-
d i t i o n , the plan will pay for assistance
f rom fa m i ly members or other info rm a l
c a regive rs and offe rs care coord i n at o rs to
help with care planning and monitori n g.
P u rch a s e rs can also opt for a 5 percent an-
nual infl ation adjustment to ke ep benefi t s
in line with market rates. Fe d e ral wo rke rs
m ay choose from three prep a ck aged plans
(see tabl e, p age 32) with va rying levels of
d a i ly benefi t s , lengths of cove rage, a n d
m a x i mum lifetime benefits. 

A l t e rn at ive ly, t h ey can customize a plan
with diffe rent benefit amounts and wa i t i n g
p e riods. 

The program is being administered by
Long Te rm Care Pa rt n e rs LLC, a joint
ve n t u re between John Hancock Fi n a n c i a l
S e rvices and the Metropolitan Life Insur-
ance Co., t wo of the largest carri e rs of
long term care insura n c e.

The companies came together because
the gove rn m e n t ’s request for pro p o s a l s
(RFP) for the program “ e n c o u raged carri-
e rs to fo rm consortia and partner toge t h e r ”
to ensure sufficient cap a c i t y, s ays Laura
M o o re, ge n e ral director of John Han-

c o ck ’s group insurance division in Boston.
F u rt h e rm o re, of the hundreds of carri e rs
t h at offer long term care insura n c e, Jo h n
H a n c o ck and Metropolitan Life we re
among the few that had a group pro d u c t ,
wh i ch was a re q u i rement of the RFP,
M o o re says. The companies chose one an-
o t h e r, M o o re add s , because they are “ s i m i-
lar in culture and outlook on group bu s i-
n e s s .” Th ey will split eve ry t h i n g — ri s k s
and rewa rd s — d own the midd l e.

John Hancock has about 160 employe rs
with 200,000 group policy h o l d e rs and an
even higher number of nongroup indiv i d-
ual policy h o l d e rs , s ays Moore. From an
i m p l e m e n t ation standpoint, the fe d e ra l
p rogram is far more complex than a stan-
d a rd group plan, as the FLTCIP will cove r
a sprawl of 160 agencies and 1,600 de-
p a rt m e n t s , plus the postal service and mil-
i t a ry, she add s .

“It doesn’t have the same cohere n c e
t h at a single employer plan would have,”
M o o re says. Another big diffe rence is the
ability of purch a s e rs to customize benefi t s
and other plan fe at u res. Ty p i c a l ly, wo rke rs
must choose from preselected plans. In
a dd i t i o n , while there are no agents or bro-
ke rs selling the fe d e ral plan, bu ye rs can
get indiv i d u a l i zed help from a customer

s e rvice rep re s e n t at ive in choosing the
right cove rage and to guide them thro u g h
the enrollment pro c e s s .

M o o re is optimistic about the re c ep t i o n
the plan will get. History indicates that
“ when the gove rnment offe rs a benefi t , i t
is ge n e ra l ly we l l - re c e ive d,” wh i ch bodes
well for policy sales, she says. 

Joyce Rudd o ck , vice president of long
t e rm care for Metropolitan Life, s ays the
c o m p a ny expects to sell 300,000 policies
in the fi rst ye a r, with a growing rate of ac-
c eptance over time. A rep o rt on the long
t e rm care pro fession by the New Yo rk -
based ratings fi rm Fi t ch is far more opti-
m i s t i c, p redicting that the program could
yield 500,000 enrollees by the fi rst quart e r
of 2003.

Education Plays A Big Role
A key component of the rollout of the fe d-
e ral plan is to educate consumers. Th e
campaign to info rm fe d e ral wo rke rs and
re t i rees about the need for long term care
i n s u rance and the fe at u res of the fe d e ra l
plan will be vast and va ri e d. 

“ We know that a lot of people do not
k n ow mu ch about long term care and
often know even less about how to pay fo r
i t ,” said Frank Ti t u s , assistant director fo r
long term care in the fe d e ral Office of Pe r-
sonnel Management (OPM), in Ap ril testi-
m o ny befo re the Senate Special Commit-
tee on A gi n g. 

To fill those know l e d ge gap s , the cam-
paign developed by OPM and Long Te rm
C a re Pa rt n e rs , the fe d e ral insurance pro-
gram administrat o r, will include a month-
ly newsletter seri e s , called “Get Smart
About Your Future,” and three sat e l l i t e
b roadcasts dealing successive ly with long
t e rm care in ge n e ra l , long term care insur-
a n c e, and the specifics of the fe d e ral in-
s u rance plan, Titus said. In add i t i o n ,m o re
than 2,000 wo rkplace and commu n i t y
meetings will be held around the country.
E d u c ational posters , flye rs , and bro ch u re s
will also be distri bu t e d.

C o re messages of the campaign will be
the need to plan for long term care so that
decisions are n ’t made in a crisis and the
i m p o rtance of insurance for protecting as-
sets and ensuring access to quality care,
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‘A lot of people think 

the government is going 

to take care of them. 

They don’t know 

about long term care

insurance.’



s ays Metropolitan Life ’s Rudd o ck .
The educational effo rt will also incl u d e

an intera c t ive Web site and national media
spots designed to re a ch a vast gove rn m e n t
a u d i e n c e, s ays Moore. It is the nat i o n a l
a dve rtising leg of the campaign that many
o b s e rve rs say will have a spillover impact
on the ge n e ral publ i c. The campaign will
send a strong message to the “ p o p u l at i o n
at large that there is not a magic bu l l e t
f rom Washington to fund long term care,”
M o o re say s .

Paul Fo rt e, chief exe c u t ive officer of
Long Te rm Care Pa rt n e rs , d e s c ribed the
i n fo rm ational push as “the most sustained
e d u c ation and enrollment campaign eve r
conducted for long term care insura n c e.”
In Senate testimony, he said the progra m
would “cause millions of people to think
s e ri o u s ly about long term care and long
t e rm care insurance who have never give n
the subject a thought.”

Some ex p e rt s ,h oweve r, a re skeptical of
the impact that the fe d e ral program will
h ave on purchasing decisions in the ge n e r-
al marke t p l a c e. Joshua Wi e n e r, p ri n c i p a l
re s e a rch associate at the Wa s h i n g t o n ,
D.C.-based Urban Institute, s ays he
doubts that a significant segment of the el-
d e rly will ever own long term care poli-
cies. Premiums for the plans rise with age,
c re ating a basic dilemma, he says. Wh e n
people are young enough to affo rd cove r-
age, t h ey are n ’t intere s t e d, and by the time
t h ey need it they can no longer affo rd it.

The fe d e ral plan “will be an intere s t i n g
test case for the insurance industry,”
Wiener says. If there is a high perc e n t age
of sales, it will be a sign that there “ re a l ly
is potential at this point in time for a large
number of people to buy policies thro u g h
e m p l oye r- s p o n s o red plans.” On the other
h a n d, if the fe d e ral gove rnment draws the
same 4 percent to 5 percent enro l l m e n t
t h at is typical of state gove rnments that
o ffer a long term care plan, t h e re may be a
n egat ive impact on sales to other large em-
p l oye rs , Wiener says. Businesses may de-
t e rmine that , based on the fe d e ral ex p e ri-
e n c e, it is not wo rth the effo rt of making
long term care insurance ava i l abl e. 

“I don’t know that large perc e n t ages [of
c o n s u m e rs] will ever be willing to bu y
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A
s the fe d e ral gove rnment ro l l s
out an ex t e n s ive educat i o n a l
and marketing campaign for its
n ew long term care insura n c e

p l a n ,M e d A m e rica Insurance Co. in
R o ch e s t e r, N. Y. , is launching a cam-
paign of its ow n .

The company has developed pri n t
m at e rials and an intera c t ive Web site
and set up a telephone call center to
p romote New Yo rk ’s long term care
i n s u rance program and educate con-
s u m e rs about long term care. Th e
c o m p a ny has also held hundreds of
group seminars around the stat e. 

N ew Yo rk ’s long term care pro-
gram offi c i a l ly started last October,
but open enrollment and marke t i n g
d i d n ’t begin until Ap ri l .

The state is offe ring two plans. Th e
fi rst is a standard plan with four ben-
e fit levels from wh i ch consumers can
ch o o s e. Cove rage includes nu rs i n g
fa c i l i t y, assisted liv i n g, re s p i t e, h o s-
p i c e, home health, and adult day care.
The second is the stat e ’s “ Pa rt n e r-
s h i p ”p rogra m , wh i ch offe rs the
a dded benefit of pre s e rving assets fo r
p u rch a s e rs who end up ex h a u s t i n g
their insurance cove rage and become
reliant on Medicaid.

Th e re are curre n t ly about 220,000
s t ate employe e s ,s ays Robert
C l e m e n t ,M e d A m e rica vice pre s i-
dent. When re t i re e s , local gove rn-
ment offi c e s , and fa m i ly members are
a dded to the pool eligi ble for part i c i-
p ation in the stat e ’s long term care
p l a n , the group grows to more than 1
m i l l i o n .

The state has some of the nat i o n ’s
highest nu rsing facility costs, with an
ave rage daily rate of $274 in New

Yo rk City, a c c o rding to a study re-
leased in Ap ril by the MetLife Ma-
t u re Market Institute in We s t p o rt ,
Conn. New Yo rk is one of about a
d o zen states that offer a long term
c a re plan to their gove rnment wo rk-
e rs and re t i re e s ,s ays Clement. It is
also one of four states that offer all
c i t i zens a so-called “ Pa rt n e rs h i p ”
long term care plan.

The Partnership Concept
The Pa rt n e rship policy concept wa s
i n i t i ated in 1988 by the Robert Wo o d
Johnson Fo u n d at i o n , wh i ch prov i d e d
seed money for the plans. It was in-
tended to fo rge an alliance betwe e n
p u blic programs and private industry
t h at would provide an incentive fo r
c o n s u m e rs to purchase policies by
shielding them from impove ri s h m e n t
in the event they needed Medicaid
c ove rage. In add i t i o n , the plans—
wh i ch offer shorter benefit peri o d s
than some private-sector policies—
a re designed to be affo rd able and,
over time, reduce the long term care
spending bu rden on Medicaid.

The policies give bu ye rs the key
a dva n t age of asset fo rgive n e s s , in the
event they ever need Medicaid cove r-
age. Po l i cy h o l d e rs who exhaust the
b e n e fits of their Pa rt n e rship plan and
seek Medicaid can shield some or all
of their assets from consideration in
the eligibility process. Califo rn i a ,
C o n n e c t i c u t , I n d i a n a , and New Yo rk
o ffer a Pa rt n e rship plan. Some stat e s
limit asset protection to the amount
of ex p e n d i t u res paid out by the insur-
ance plan. An individual whose poli-
cy had paid $100,000 on his or her
b e h a l f, for ex a m p l e, would be able to

State Programs Face
Similar Challenges



p o l i c i e s ,” he adds. Ultimat e ly, the only
way to improve long term care fi n a n c i n g
is to improve public programs that are
n ow, and will like ly be in the future, t h e
main funding source for serv i c e s , s ay s
Wi e n e r. “ P u blic programs are the ove r-
whelming way long term care is fi n a n c e d
in this country and eve ry other country in
the wo rl d,” he adds. “ Th e re is no country
wh e re private insurance is a major sourc e
of financing long term care.”

Analysts Project Dif f e rent Scenarios
S t ephen Moses, p resident of the Center
for Long Te rm Care Financing in Seat t l e,
is also skep t i c a l , but for a diffe rent re a s o n .
Moses says the fe d e ral program demon-
s t rates that gove rnment is taking long term
c a re seri o u s ly and that the educat i o n a l
campaign will be a “major public re l at i o n s
coup for the insurance industry because
people all across the country will be ge t-
ting info rm at i o n .”

But he expects that the initiat ive will
o n ly have a “ m a rgi n a l ”e ffect on the ove r-
all marketplace because the loopholes in
Medicaid will continue to allow people
with means to pay nothing for long term
c a re services. Someone who owns a
$200,000 home and gets $25,000 a year in
income can “ walk right on to Medicaid,”
Moses says. “It is easy to qualify.” H e
contends that there is no actual ev i d e n c e
of people spending down to pove rty as
t h ey pay for long term care. Instead, 7 8
p e rcent of those who enter a long term
c a re facility are alre a dy on Medicaid, h e
s ays. Only about 15 percent to 20 perc e n t
a c t u a l ly conve rt to the progra m .

“It is a myth that you have to be poor to
get Medicaid,” he says. Until the progra m
is re s e rved as a true safety net for the poor
and the gove rnment sends a strong mes-
s age that assets will be at risk for those
seeking Medicaid cove rage, the publ i c
wo n ’t buy long term care insura n c e,
Moses says. 

Other ex p e rt s , h oweve r, a re more hope-
ful. “ P rivate insurance will have to be a
p ri m a ry financing mech a n i s m , not for the
l ow - i n c o m e, but for middle A m e ri c a ,”
s ays Maura Kautsky, senior vice pre s i d e n t
of marketing and product development fo r

28 Provider July 2002

shield $100,000 in assets. 
Some states offer the option of

total asset pro t e c t i o n , for an add i t i o n-
al cost.

S a n dy Pierc e - M i l l e r, d i rector of
the Califo rnia Pa rt n e rship for Long
Te rm Care, s ays that in addition to
the cove rage pro-
vided by the plans,
the program has
i m p roved the quali-
ty of long term care
p roducts sold in the
s t at e. 

In the past five
ye a rs , a signifi c a n t
p o rtion of the con-
sumer pro t e c t i o n
p rov i s i o n s , wh i ch
a re standard in the
Pa rt n e rship poli-
c i e s , h ave been
w ritten into stat e
l aw and now ap p ly
to all long term care
policies sold in Cal-
i fo rn i a .

“ Th at ’s a gre at
v i c t o ry,” P i e rc e -
Miller says. 

For ex a m p l e,
while insure rs are not re q u i red to sell
policies with 
an infl ation adjustment, agents 
a re re q u i red to show pro s p e c t ive
clients a ch a rt that illustrates the 
diminishing value of their policy
over a period of 20 ye a rs without
s u ch an adjustment. 

C a l i fo rn i a ’s health plan for gov-
e rnment wo rke rs and re t i re e s ,
C a l P E R S, i n cludes a long term care
o p t i o n , wh i ch has signed up 159,000
p a rticipants. The state Pa rt n e rs h i p
p rogra m , wh i ch has 32,000 policy-
h o l d e rs , is among those offe ri n g s ,
but not the sole insure r.
B a rriers To State Pr o g r a m s
So fa r, Pa rt n e rship programs have
amassed a combined policy base of
just 98,500. Plan exe c u t ives at the
s t ate and national level blame the

s l ow growth on a fe d e ral statute that
quashed further development of the
p rogram. In 1993, with an add i t i o n a l
21 states pursuing the stat u t o ry au-
t h o rity to implement Pa rt n e rship pro-
gra m s , C o n gress enacted legi s l at i o n
t h at re q u i red states to conduct post-

m o rtem asset re c ov-
e ry for persons wh o
had re c e ived Med-
icaid benefits after
the age of 59, s ay s
C raig Lustig,
s p o kesman for the
n ational office of
the Pa rt n e rship fo r
L o n g - Te rm Care,
wh i ch is based at
the Unive rsity of
M a ryland Center on
A gi n g.
The Omnibus Bud-
get Reconciliat i o n
Act (OBRA) of
1 9 9 3 , wh i ch incl u d-
ed that prov i s i o n ,
gra n d fat h e red in ex-
isting Pa rt n e rs h i p
p rogra m s , so they
would not be affe c t-
ed by the re q u i re-

ment. But without the promise of
asset pro t e c t i o n , wh i ch was a corn e r-
stone of the Pa rt n e rs h i p ,i n t e re s t
among other state Medicaid pro-
grams has dried up. Legi s l ation is
pending in both the House and Sen-
ate that would amend OBRA ’93 to
a l l ow states to implement Pa rt n e r-
ship plans. But the measures have
d rawn few co-sponsors and scant 
at t e n t i o n .

M a rk Meiners , n ational progra m
d i rector for the Pa rt n e rship for Long-
Te rm Care, hopes to convince the
gove rnment to include the progra m
as part of the fe d e ral offe ri n g. 

Those nego t i ations on behalf of
the four existing state Pa rt n e rs h i p
plans are ongo i n g, o fficials say.

Familiar Challenges

Legislation is pending

in both the House and

Senate that would

amend OBRA ’93 to

allow states to

implement Partnership

plans.



Conseco Insurance Group in Carm e l ,I n d.
“ The gove rnment cannot affo rd it, so the
p rivate sector has to step in and cre ate the
right pro d u c t .” As of last year Conseco
had 600,000 long term care policies in
fo rce and had paid out more than $400
million in claims for nu rsing fa c i l i t y, a s-
sisted liv i n g, and home health care.

M e t ropolitan Life ’s Rudd o ck says the
fe d e ral program will send a “ p owe r f u l
m e s s age to the country that long term care
is an important issue and people need to
t a ke personal responsibility in planning
for it,” she says. “ We believe [the fe d e ra l
plan] will become the standard in the in-
d u s t ry and that it will encourage employ-
e rs to offer it to their employees. It will
c re ate significant public awa reness and
help grow the marke t .”

The Employer Market Challenge
A m e rican wo rke rs are accustomed to
getting insurance through their employe rs .
But when it comes to long term care, t h e
re c eption to cove rage has been tep i d.
S t atistics re flect the ch a l l e n ge facing the
F LTCIP in re a ching out to an enorm o u s
pool of potential bu ye rs .

O ve ra l l , the part i c i p ation rate of wo rk-
e rs in group long term care insura n c e
plans ra n ges from 6 percent to 10 perc e n t ,
s ays HIAA’s Coronel. Data gat h e red fro m
30 U. S. companies by LIMRA Intern a-
t i o n a l , an insurance and financial serv i c e s
re s e a rch orga n i z ation in Wi n d s o r, C o n n . ,
found that by some measure s , the grow t h
of group enrollment declined last ye a r. In
2 0 0 1 , the number of employer group sales
rose 10 percent over the prior ye a r, w i t h
878 new businesses offe ring a plan. Th e
number of enrollees in these new ly sold
p l a n s ,h oweve r, had declined 1 perc e n t
f rom 2000, to 129,154. 

F u rt h e rm o re, p remiums on those new
sales dropped 6 perc e n t , to $54.9 million.
The ave rage size of employer groups also
d ropped to 147 for new sales, f rom 168
the previous ye a r, and to 236 for in-fo rc e
p o l i c i e s , f rom 242 participants on ave rage
in 2000. A total of 4,410 employer gro u p s
had policies in fo rce in 2001, LIMRA re-
p o rt e d. The plans had 1.2 million part i c i-
p a n t s , an ove rall increase in enrollment fo r
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With the ex c eption of the pro bl e m
posed by OBRA ’93 for Pa rt n e rs h i p
p l a n s , the ch a l l e n ges faced by stat e s
seeking to develop a long term care
p rogram for their employees and re-
t i rees are not unique. 

The ave rage age of purch a s e rs in
the plans is high,
ra n ging from 64 to
6 6 , and the ave rage
p a rt i c i p ation rate is
l ow, a round 2 per-
c e n t ,s ays Clement.
M e d A m e ri c a ,
wh i ch has a total of
52,000 long term
c a re policy h o l d e rs ,
hopes to far ex c e e d
t h at part i c i p at i o n
rate in New Yo rk by
o ffe ring a wide va-
riety of options fo r
l e a rning about and
signing up for the
p rogra m ,C l e m e n t
a dds. 

The key is “ e d u-
c at i o n , e d u c at i o n ,
e d u c at i o n ,” he say s .
“Our philosophy is
to get people to the
position wh e re they
can make an info rmed decision.”

In North Caro l i n a , one of fo u r
other states wh e re MedAmerica is
the carrier for a gove rnment long
t e rm care plan, the company has just
revamped its marketing program to
appeal to yo u n ger bu ye rs , C l e m e n t
s ay s .

“It is quite a ch a l l e n ge to get the
yo u n ger ge n e rat i o n ” in the 45 to 50
age ra n ge, he add s .

Another critical barrier is the lack
of employer contri butions to the poli-
c i e s , o b s e rve rs say. This part i c u l a rly
s t i fles the appeal to yo u n ger bu ye rs ,
s ays David Guttch e n , d i rector of the
Connecticut Pa rt n e rship for Long
Te rm Care. 

“If our state contri buted as little as
5 perc e n t ,s u b s t a n t i a l ly more people

would be buying a plan,” he says. A
little would go a long way, G u t t ch e n
s ay s , because wo rke rs don’t like to
feel they are missing out on an incen-
t ive.

U l t i m at e ly, to have an impact in
the employe r-based long term care

i n s u rance marke t ,
t h e re has to be “ at
least a minimal con-
t ri bution on the em-
p l oyer side,” a n d
businesses need to
be able to offer the
plan on a pre t a x
b a s i s , G u t t ch e n
a dds. Long term
c a re insura n c e
“needs to be viewe d
as health insura n c e
in the wo rk p l a c e,
wh e re the under-
standing is that the
e m p l oyer is go i n g
to contri bute some,
if not all, of the pre-
mium for employ-
e e s ,” he say s .

D i s c u s s i o n
N e e d e d
Another major bar-

rier is the “ l a ck of a belief that [the
need for long term care is] going to
h appen to yo u ,” s ays Mary A n n
H a ck , d i rector of the Indiana Pa rt n e r-
ship progra m .

Indiana offe rs a state tax deduction
for long term care insura n c e, wh i ch
“helps a lot,” she says. In the long
ru n ,h oweve r, a fundamental shift
must occur for private insurance to
m ove to the fo re f ront of long term
c a re fi n a n c i n g, o fficials say.

“ We have to get families to talk
about this issue,” s ays Pierc e - M i l l e r.
“ I t ’s the last discussion that re m a i n s
in the cl o s e t .”

The challenges faced 

by states seeking 

to develop a long term

care program 

for their employees 

and retirees are not

unique.



i n - fo rce policies of 14 percent. 
One of the major barri e rs in the em-

p l oyer marke t , as with individual policy
s a l e s , is cost, ex p e rts say. Businesses typi-
c a l ly do not contri bute to long term care
p re m i u m s , and tax deductions for pre m i-
um expenses are ava i l able only to those
whose medical expenses exceed 7.5 per-
cent of their income.

A document from the fe d e ral gove rn-
ment describing its group plan seeks to
e n c o u rage yo u n ger bu ye rs by pointing out

the sharp increase in cost as the age of
p o l i cy h o l d e rs goes up. For ex a m p l e, a
t h re e - year plan with a $150 daily benefi t
and an infl ation adjustment would cost a
5 0 - ye a r-old fe d e ral wo rker $1,120 a ye a r.
At age 65, the same policy would cost
$ 2 , 1 3 1 .

While fe d e ral premiums are lower fo r
yo u n ger wo rke rs , t h ey may not be the best
ava i l able pri c e, a c c o rding to Stein. Many
wo rke rs can do better in the private mar-
ke t , he says. The fe d e ral plan is most cost-
e ffe c t ive for employees under age 40 and
over age 65 and least cost-effe c t ive fo r
wo rke rs between those age s , he add s .
Most policies purchased in the indiv i d u a l
m a rke t , for ex a m p l e, come with an add i-
tional savings of about 8 percent if the
p remium is paid ye a rly, as opposed to in
s h o rter incre m e n t s .

A comparison of policy offe rings com-
piled by Stein from four insure rs and the
fe d e ral gove rnment found that pre m i u m s
for similar policies (in some cases with
l o n ger benefit periods) we re up to $300 a
year ch e aper in the private market. Stein
s ays that at least 75 percent of his cl i e n t s

a re finding more cost-effe c t ive plans out-
side of the fe d e ral progra m .

A study conducted in 2000-2001 by
HIAA on wo rkplace plans found that the
ave rage annual group premium was $722
and that the ave rage age of employee pur-
ch a s e rs was 50. By compari s o n , the ave r-
age premium for policies purchased in the
i n d ividual marketplace was $1,677, w i t h
an ave rage purchaser age of 67. 

Plans purchased through an employe r
group we re also ri ch e r, HIAA fo u n d, w i t h

88 percent providing infl ation pro t e c t i o n ,
c o m p a red with 41 percent of those pur-
chased in the individual market. In add i-
t i o n , 97 percent of group plans cove re d
both nu rsing facility and home health
c a re, while only 77 percent of indiv i d u a l
plans we re purchased with dual benefi t s .

Despite the re l at ive adva n t ages of 
a group plan, 52 percent of employe e s
who declined enrollment cited cost as 
the pri m a ry reason. Among enro l l e e s ,8 2
p e rcent had incomes over $50,000, and 56
p e rcent earned at least $75,000. But in
c o n t rast to the widespread perc eption that
long term care cove rage is only re a l i s t i c
for high earn e rs , the plans are far more af-
fo rd able than most people think, s ay s
H I A A’s Coro n e l .

“ This is not a product [ex cl u s ive ly] fo r
the ve ry we a l t hy,” she says. “Most people
who purchase a policy are midd l e - i n c o m e,
e a rning $30,000 to $50,000 a ye a r.”

In fa c t , an HIAA survey of indiv i d u a l
(as opposed to group plan) bu ye rs con-
ducted in 2000 found that 41 percent had
incomes of $25,000 to $50,000, while 17
p e rcent had incomes under $25,000.

Fo rt y - t wo percent of bu ye rs had incomes
of $50,000 or more, while 71 percent re-
p o rted liquid assets of $100,000 or more.

Encouraging Program Par t i c i p a t i o n
In addition to cost, another major ch a l-
l e n ge in the wo rkplace is appealing to
yo u n ger employe e s , s ays Kautsky of Con-
s e c o , whose typical bu yer is 60 to 70.

“ We don’t re a l ly believe we will eve r
c ra ck the mold and sell to yo u n ger people
in their 40s. Th ey have other ex p e n s e s
t h ey are thinking ab o u t ” at that time in
l i fe, she says. 

H oweve r, long term care policies are
still new pro d u c t s , re l at ive to other types
of insura n c e, so the market may evo l ve,
K a u t s ky adds. To appeal to yo u n ger bu y-
e rs , p roducts will have to be re d e s i g n e d
with lower premiums and a diffe rent bene-
fit stru c t u re, she say s .

John Hancock ’s Moore, h oweve r, s ay s
her company has cra cked that age barri e r,
with the ave rage age for group business in
the late 40s. Not only are the policies pop-
ular in that age gro u p , but about 10 per-
cent of Hancock ’s group policies are pur-
chased by wo rke rs in their 20s and 30s,
M o o re say s .

“ We see surp rising penetration in those
age gro u p s ,” M o o re says. She at t ri bu t e s
sales in that demographic to the tendency
among some people to purchase wo rk-
place benefits based on faith in their em-
p l oye r ’s due diligence getting the best deal
and conviction that it is wo rth bu y i n g.

O ve ra l l , while part i c i p ation rates are
still quite low, i n t e rest among employe rs
in offe ring long term care insurance has
“ gone up dra m at i c a l ly in the past three to
four ye a rs ,” s ays Dawn Helw i g, a consult-
ing actuary at Milliman USA, a benefi t s
consulting fi rm in Chicago. Employe rs are
realizing that the plans cost them ve ry lit-
tle and provide important pro t e c t i o n ,s h e
a dds. “A re t i rement pack age without the
asset protection from the risk of long term
c a re ” diminishes the value of that pack-
age, H e lwig says. Employe rs incre a s i n g ly
re c og n i ze the need to give employees the
o p p o rtunity to cover ri s k , she add s .

One Milliman study found that more
than half of all employe rs surveyed said
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P repackaged Federal Plans
P l a n M a x i m u m D a i l y B e n e f i t Wa i t i n g

Lifetime Benefit B e n e f i t P e r i o d P e r i o d

A $109,500 $100 3 years 90 days
B $164,250 $150 3 years 90 days
C $273,750 $150 5 years 90 days

S o u rce: Federal Office of Personnel Management



t h ey we re interested in offe ring long term
c a re cove rage in the future. Once an em-
p l oyer decides to offer a plan, e m p l oye e
p a rt i c i p at i o n — wh i ch can ra n ge from 2
p e rcent to 20 percent—is determined to a
gre at extent by the effo rt to promote the
plan and educate wo rke rs and by the leve l
of trust employees have in their employ-
e r ’s judgment, H e lwig says. 

To bolster both the appeal and competi-
t iveness of its plan for fe d e ral wo rke rs ,t h e
gove rnment has introduced seve ral unique
fe at u re s , i n cl u d i n g :

■  Payment of up to 75 percent of the
n o rmal daily benefit for serv i c e s — s u ch as
help with bat h i n g, d re s s i n g, meal prep a ra-
t i o n , and getting to physician visits—pro-
vided by fri e n d s , fa m i ly members , n e i g h-
b o rs , and other nonpro fe s s i o n a l s ;

■  C a re coord i n at o rs to provide counsel-
ing on the best setting for care, c a re plan-
n i n g, and nu t rition; 

■  An appeals process gove rned by an
i n d ependent third part y, whose decision is
b i n d i n g ;

■  I n t e rn ational cove rage, e n abling en-
rollees to re c e ive benefits any wh e re in the
wo rld; and

■  R ates that the gove rnment says are at
least 15 percent less costly than compara-
ble plans issued on an individual basis.

I t ’s too soon to tell whether the fe d e ra l
gove rnment will have gre ater success than
a typical employer will in drawing em-
p l oyees into its group long term care plan.
With an eligi ble population of 20 million,
h oweve r, the part i c i p ation rate doesn’t
h ave to be high to impact the marke t p l a c e.
If just 1 percent of the group purchases a
p o l i cy, t h e re will be a significant boost in
n ationwide sales, s ays Bonnie Bra z ze l l ,
vice president for wo rksite marketing at
E a s t b ri d ge Consulting in Avo n ,C o n n .
“ Whether that [increase] will be sustain-

able and cause other employe rs to start of-
fe ring long term care, I don’t know.”

Tax Deduction May Spur Gr o w t h
A central strat egy under consideration fo r
m i t i gating the cost of long term care in-
s u rance is more favo rable tax tre at m e n t
for premium expenses. Insure rs say a tax
deduction is essential to stimu l ating sales.

The Health Insurance Po rt ability and
A c c o u n t ability A c t , enacted in 1986, p ro-
vided marginal relief by allowing a deduc-
tion for individuals whose medical bills
exceed 7.5 percent of their income and al-
l owing employe rs to count the cost of set-
ting up a plan as a business ex p e n s e. But
c ritics contend that few people incur such
a high level of medical ex p e n s e s , m a k i n g
the tax benefit limited in scope.

A more significant incentive will be
needed for long term care insurance to
a ch i eve its full potential, s ays Dav i d
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G u t t ch e n ,d i rector of the Connecticut
Pa rt n e rship for Long Te rm Care, a pro-
gram that gives individuals an incentive to
buy long term care insurance by allow i n g
them to retain assets in the event that they
ever become reliant on Medicaid. Wi t h o u t
a tax deduction that is more bro a d ly ap-
p l i c abl e, long term care insurance will not
at t ract a large contingent of yo u n ger bu y-
e rs , he adds. As a re s u l t , the focus will
c o n t i nue to be on the seniors marke t ,
wh e re costs are higher, health pro bl e m s
a re a barri e r, and the number of policy-
h o l d e rs will there fo re be constra i n e d.

“ Without that [tax deduction], if long
t e rm care insurance just focuses on the se-
nior market I don’t see it re a ching the po-
tential it could, because the cost is pro h i b-
i t ive, and it gets harder to pass underwri t-
i n g,” G u t t chen say s .

Fe d e ral legi s l ation that would provide a
gra d u ated “ ab ove - t h e - l i n e ” tax deduction,

s u b t racted from taxable income, for long
t e rm care insurance has been introduced in
both the House and Senat e. Under the
b i l l s , the portion of the premium subject to
deduction would depend on the length of
time the policy had been in fo rc e, the tax-
p aye r ’s age, and the marginal tax rat e. 

The measure, s p o n s o red by Rep s .
N a n cy Johnson (R-Conn.) and Kare n
Th u rman (D-Fla.) in the House and Sens.
C h a rles Gra s s l ey (R-Iowa) and Bob Gra-
ham (D-Fla.) in the Senat e, would also
a l l ow long term care plans to be offe red as
p a rt of an employe r ’s cafe t e ria plan or
fl ex i ble spending account. This would en-
able wo rke rs to purchase cove rage with
p retax dollars. The bill—the Long Te rm
C a re and Retirement Security Act of
2 0 0 1 — would also provide a tax credit fo r
i n d ividuals with long term care needs, o r
c a regive rs who contri bute fi n a n c i a l ly to
s e rvices. The credit would increase fro m

$1,000 to $3,000 over five ye a rs .
The legi s l ation is the focus of a major

l o bbying push by a coalition of 40
p rov i d e r, c o n s u m e r, and payer orga n i z a-
tions. In May, the groups wrote a joint let-
ter to House Speaker Dennis Hastert (R-
Ill.) and Senate Majority Leader To m
D a s chle (D-S. D.) urging speedy enact-
ment of the legi s l ation. The groups con-
ducted dozens of office visits on Cap i t o l
Hill to boost support for the measure.
HIAA and the A m e rican Council of Life
I n s u re rs also ran ads in a Wa s h i n g t o n ,
D. C . , n ew s p aper with the message that
long term care is a “ c ritical issue to
wo m e n ,” said a statement from HIAA
P resident Donald Yo u n g, M . D.

The ad, d epicting a baby standing on
the bare feet of a jeans-clad adult, s a i d,
“She spent her life helping to build yo u r
f u t u re. Now you can help secure hers .”

“ D e m o c rats and Rep u bl i c a n s , c o n s u m e r
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a dvo c ates and industry gro u p s ,c a regive rs
and those who need care all support fe d e r-
al legi s l ation providing tax relief for long
t e rm care,” said Yo u n g. President Bush
has set aside $24 billion for long term care
tax relief in his fiscal 2003 bu d ge t ,h e
a dd e d. “ We know there ’s a will. Now it’s
up to Congress to find a way.”

H I A A’s Coronel says the legi s l ation is
“a popular issue for constituents.” In a
year when it will be difficult to pass mu ch
in the way of health or educat i o n , e n a c t-
ment of this bill would allow law m a ke rs to
“ claim some type of victory.”

P rov i d e rs have long supported tax in-
c e n t ives for long term care insurance be-
cause increased utilization can wo rk to
b ring financial stability to the business of
p roviding quality care. 

“ We see the ab ove-the-line deduction
and a re f u n d able tax credit targeted at
l ow-income individuals as key elements of
a more compre h e n s ive long term care fi-
nancing re fo rm solution,” s ays A H C A’s
Roadman. “Not only will these tax incen-
t ives encourage gre ater personal re s p o n s i-
bility in long term care planning and en-
hance consumer ch o i c e, but they will set
the stage for a re s t ru c t u ring of our nat i o n ’s
c u rrent pat ch wo rk system for prov i d i n g
c a re.”

U l t i m at e ly, with an aging populat i o n
and the insupport able cost bu rden that
t h re atens public progra m s , “ l aw m a ke rs al-
most have no option but to empower indi-
viduals to plan for their future long term
c a re ex p e n s e s ,” s ays Coronel. “ To the ex-
tent there is any viable ve h i cl e, long term
c a re insurance is the best bet.” ■

Lynn Wagner is a freelance writer based
in Shepherdstown, W. Va.
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