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LRM ID: RJP306 SUBJEOT REVISED Office of Personnel Managemant Draft Bill on Federal
Empioyees Group Loug-Term Care Insurance Act of 1999

RESPONSE TO :
LEGISLATIVE REFERRAL
MEMORANDUM

If your response to this request for views Is short {e.g.. esncur/no comment), we prefer that you respond by
o-mall or by faxing us this reaponse sheat. H the responsze i short and you prefer to call, please call the
branch-wide fline shown below (NOT the nnalycl‘a {ine} to loave a message with a logislative assistant.

You may also reapond by:
* (1) calling the analyst/attomey's direct line (you will be connacted 10 voice mall if the snalyst does not
answaer); or .
{2) sending us a mema or letter
Pleass Include the LAM number shown above, and the subject shown below.

TO: : Robert J. Pellicci Phone: 395.4871 Fax: 3956148
. Office of Management and Budget -
Branch-Wide Line (1o reach legisimive aasistant); 395-7362
FROM: ' - {Date)
{Nama)
{Agency)
[Telophane)

The following Is the response of our agency to your request for viaws on the aboive-cnpﬂonad subject:
Concur .
No Objection

No Corﬁmem

ee——

See propossd aedits on p&ges

Othar:

FAX RETURN of __  pages, sttached to this responsa sheet
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. . UNITED STATES
OFFICE OF PERSONNEL MANAGEMENT
WASHINGTON, DC £0415-0001

Honorable Albert Gore, Jr.
President of the Senate
Washington, DC 20510

Dear Mr. President:

" The Office of Personnel Management (OPM) submits the enclosed fegislative proposal eatitled
the “Federal Employees Group Long-Term Care Insurance Act of 1999." This proposal would
authorize OPM to purchase a-policy or policies from one or more qualificd privutc-scctor
coutractors to make long-term care insurance available to Federal employees and retirees, and
family members whom OFM defines as chglblc ut group rates. Coverage would be paid for
entirely by those who elect it.

In keeping with our mission to prowde Govemment-wide human reyouree management
leadership, one of OPM's objectives is to achieve a modem, performance-oriented compensation
system which inctudes a benefits package that will enable Fedzral agencxes IO attract and retain
well-qualified employees. As the large baby boom generation with itg improved longevity =
‘projections bepins to plan for retirement, large- and medium-sized employers are beginning to
respond to their employees’ concerns by sponsoring group long-term carc insurance. Long-term

~ care, which in¢ludes cognitive impairment and assistance with daily living activities in a variety -
of settings, can be very expensive. Insurance products for thus purpose have been evolving since
the 1980s. In the Health Insurance Portability and Accountability Act (HIPAA) of 1996,
Congress recently authorized tax trextment for longsterm care insurance similar to that for
medical insurance 10 promote access to good quality long-torm cars insurance contracts,

The Administration also hes a more general interest i the development of a long-term care
insurance program for Federal employees, ‘At present, Medicare and supplemental Medigap -
insurance provide extremely limited coverags of long-term ¢are services. Medicgid covers
nursing home and some community-based services only if a person meets very low cligibility
thresholds for income and assets. Projected increases in the population over age 85 will likely
raige costs for, and create presswe to expand, publicly-funded health pmgrams it r:asonablc
altematwes do not exist.

Since 1995, OPM and the Department of Health and Humen Sorvieca have boen cugaging in
cooperative rescarch on long-term care insurance products and employer-sponsored programs.
Kesponses to questions 1n 8 1997 OFPM survey indicated there 1s signiticant interest in such
protection among Federal employees. On March 26, 1998, we discussed our findings at 3

CON 131844
Swamow 108
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hearing before the House Subconuuittes on Civil Service during which thete was substantial
support for introducing Government-sponsored group long-term care insurance, on employee-

pay-al] basis. This is consistent wnh general practice among other employers who offer this
benefit.

. From a pool of qunhﬁed cansiery, OPM will selece 4 single or & very small number of carriers

based on quality, service and price to offer a single benefits package to eligible participants.
OPM will be open to various financing arrangements proposed by the cartier(s), such as the use
af a congartia or reinsurance Arrangements to ensure the financial stability of the program, Our
proposal would allow OPM broad flexibility, similar to that avajlable under the Federal
Employses Health Benefits (FEHB) Program, to determine appropriate benefits and to contract
‘competitively for benefits with one ot more private carriers, without regard to section 5 of
title 41 Uniled States Code, or any law requiring competitive bidding.- While OPM envisions
using 2 enmperitiva procurement process, it needs the flexibility wo capitalizs on complex market
factors to procure the best value for Federe! enroliees, Qualificd carmiers shall: (A) be licensed to
dv Lusiness in all Slaes and tie District of Columbia to offer Jong-term care Insurance; (B) agree
to provide coverage for all eligible enrollees consistent with requirements for qualified long-term
care insurance contracts and issuers enacted under subtitle C of Title 11 of the Health Insuwrance
Partahility and Accountability Act of 1996; (C) propose rates which in OPM's judgment

_reasonably reflect the cost of benefits provided; (D) maintain funds associated with the Federal
cmpluycs contmel separate and apart from the carriers’ other funds; and (E) agree o carry all
risk. The contract or contracts would be for & duration of 5 years, unless terminated earlier by
OPM. Regulations of OPM will provide for epportunities to enroll and benefit portability. With
this statutory and regulatory authority, OPM will have the flexibility nesded to administer the -
program as the market for long-term care services and protecnon evolves over time.

~ The pmgmm would be available to Federal cmployees_and retirees, and theu' spouse; former
spouse who is entitied to anauity under a Federal retirement system; parents, and parents-in-law.
All participaats other than active employees would be fully underwritten (i.e., asked extensiva
questions about their health status) as is standard practice with products of this kind. Coverage
mude available to individuals would be guaranteed renewsable and could not be canceled excepr
for nonpayment of premium. Though each participant would be responsible for paying, the full
amount of premiums, based on age at time of ervollment, group rates will save an estimated
15-20 percent off the cost of individual long-tarm ¢are policies.

OPM will be responsible for the adminlstrarive costs of the program, which we ¢stimate 10 be

- $40 million over a S year period. Initial year costs are expected to be approximately $20 million
to cover start-up costs including develapmg and implementing a program to educate employees
rbout long-term care insurance, procuring & contrast or contracts, and validating the
reasonableness of rate proposals. $5 million will cover the costs of administration for each
subscyuent yeur of the contracy period. Employce and annuitant premiums wouild be withheld
from salary or annuity and trensmitted directly 10 respective contractors, and those enroilees
could also elect withholdings for coverage of their spouse.
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Any ehg;ble enrollees shall at the dwcreﬁon of OPM, submit pmmmm d.u-ccﬂy to the
appropriate contractor. As with the FEHB Program. the bill would require participating
contractors to provide benefits when OFM finds the individusl is entitled to benefits under the
1erms of the contract. Participating carriers would be reqmred to reimburse OPM's expenseq for

'adjudicating claims dlspmes .

OPM's proposal mﬁm or is shghtly ahead of predom:m practices among medium and
, .‘!arge-sxzcd cmployers and is consisient with Federal law and State Insurance Commissioners'

. requirements and guidelines for long-term care insurance products. The proposal would

provide a substantial benefit to Federal employees and retirees by providing access to quality
long term care insurnnce product& at cost-saving, group promiums. OPM vicws this proposal as
part of our ongoing efforts to improve the package of benefits offered to Federal employees to.
meet the changing needs of our workiforce. Acoordmgly. OPM urges Congxess to give ﬂns
proposal early consideration. ,

~ The Officc of Manugc:ucm and Budgct adviscy thas there isno objccuon 10 the snbmxaaxon of
this proposal and that enactraent of this legislation would bein accord with the program of the
President. .

A similar lerter is being sent to the Spéakcr of the House.

| Sincerely,

- Janice R. Lachance <
Director

Enclosures
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ABILL

* To amend title 5’ United States Code, to provide for the establishment of a proirsm under

which long-term care ingurance is made available to Federal umployees end
‘annuitants, and for otber purposes. .

Be it enacted by the Semre and House of Representatives of the Uniited States of America

, m Congress assembled,

Socﬂon 1. Shart Titlo

'I“ms Act may be cited as the “Federal Employces Gmup Long-'rcrm Care Insmncc Act

of 1999" \

Section 2. Long-Term Care Insurance

* Subpart G of part Il ofttle 5, United States Code, is amended by adding at the end the

following new chapter:

“Sec.

“9001.
“9002.
“5003.
“9004,
“9005.
“9006.
“9007.

“9008.
“9009.
“9010.,
“9011.

© “Chapter 90—Long-Term Care Insurance

Definitions. ’

Contracting anthority.
Minimum standards for contractors.
Long-term care beneﬁts
Financing.

Preemption. .

Studies, reposts, and audits.
Claims for benefits.

Jurizdiction of courts.
Regulations. .
Authorization of appropriations.

“§ 9001. Definitions -

“For the purpose of this chapter—
“'(1} ‘annuitant’ means an individusl referred ta in section 8901(3); ‘

“(2) 'employec’ means an individual referred to in subparagraphs (A)-(D),
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and (‘F)—-(I) of scction 8901(1); but does not inglndc an employee cxclu;lcd by regulation
of the Office under section 9011; ,
“(3) ‘other eligible individual' means the spouse, ‘formek spouse, parent or parent- |
in-law of an employee or anauitant, or othe;' individual specified by the Ofﬁéz:
“(4) ‘Office’ means the Office of Persounel Management;
“(5) ‘qualificd carﬁq‘ weans an insurer ﬁmﬁ to do sz in each of the
States and mesting the zequirements of & qualified nsurer i cach of the States; |
“(6) ‘qualiﬁed contract’ means a contract méﬁng the cc;nditions prescribedin
section 9002; and | .
| @ ‘State; xﬁeans a State or territory or pbésessim of the United States, and
ipcludcs the District of Columbia. |
“§ 9002, Contracting authority ' ’
| “(a) The Office may, without regard to section 5 of title 41 or m other statute requiring
competitive bidding, purchase from one or more qualified Caniefsv & policy or policles of group
long-term care insurance to provide benefits as speciﬁed by this chamer.
“(b) The Office may design a benefits packnge or packages and nagoﬁﬁta final offerings
with qualified carriers.
“(c) Each contract shall be for & uniform team of § years, unless terminated carlier by the |
| *(d) Premium rates ch:_irged undér a conn'act entered into under tlns section shall
reasonably reflect the cost of the benefits prc;vidnd under that coﬁua& a5 determined by the

Office,
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“(¢) The coverage and benefits made nmiablc ) mdmdmls under 2 wnuau sutered iuly
undet this section are gtmxanneedto be renewable and ma;y not be canoeled by the carricr except
for nonpayment of memxmn.

“(f) The Office may, based on open season parncxpancn rates, the composition of the risk
pool, or both, mthdmw the product.
“§ 9003, Minimum standards for contractors

“At the minimum, to be a qualified carvier under this chepter, a compahy shall—

“(1) be licensed as an insurance company and approved to issue mﬁp lcﬁg—,teim
care insurance in all Stétcs and to do business in each of the Statés; ad ‘
“(2} be in comphance with the reqwements xmposed on igsuers of qualified long-

term carc contracts by scetion 7702B of the Tutornal Revenus Codc of 1986,
“8 9004. Long-Term Care Beneflts _ .
| *“The benefits provided under this chapter shall be long~te1;m care Bexteﬁts which, at a

_ xmmmum, shall be sufficient to enable cach contract to meet fhe standards for a qualified long-

term care msurance contract in sectmns 7702B(b) and (c) of the Internal Revenue Code of 1986.
“§ 9005. Financing |

() The amount nocessary to pay the premium for enrollment of an earolled employee
shall be withheld tom th pay of esch eurolled employee. -

*(b) Except as prawded by subsection (d), the amount necesszuy to pay the premium for
enrollment of an enrolled ennuitant shell be withheld from the annuity of each enrolled annuitant,

“(c) The aroount necessary to pay the premium for enrollment of a spouse may be |

withheld from pay or ammuity, as appropriate.
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.
“(d) An employee, enmuitun, or other eligible individus, whoss pry of sunuity is

. insufficient to cover the Wiﬂlholdings'mquired for enrollmmt. shall, at the discretion of the

TN

I

Office, pay the premium for enroflment directly to the caier. |

“(¢) Each carrier participating in the Program estabhshed by this chapter shall maintain
the funds related to this Program separate and apart from funds related to other contracts and

 other lines of business.

“() The costs of the Office in adjudicating a claims dxspute undcr sectmu 9008, mcludmg
oostsrelatcdto ananmrynot culminating madwpm:,shnllbare:mbursed by the camier
involved in the dispute or inquiry. Such funds shall be dcposltad in the Employees Health
Benefits Fund admmmfrnﬂve reserve. ‘ |

“(g) The administrutive reserve shall be available to fhe Office for the administration of
this chapter without fiscal year limitation. | | |
“g 9606 Preemption

“The provisions of this chaptcr shall supersede and preempt my State or local law which
is amrmmad hy the Ofﬁoc 10 be inconsistent with—

“(1) (he pmvmom of this chaptcr or |
“(2) after copsultation wxfh the National Assomauon of [nsurance Lammmsmners,
the efficient provision of a ngtianwida long-term care insutance program for Federal
employoes. | | |
“8 9007. Stadies, repoi'u. and audits
| “(a) Each quaxiﬁed casricr ontering into o contract under this chapter shall — ;

“(1) furnish such reasonable feports as the Office detemi}:cs 10 be necessary 10
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cunslc itto ca'rtybut its functions mderthn chapter; and
“(2) permit the Office and representatives of the General Accounting Office to
examine such records of the cattier as may be necessary to carry out the purposes.
.of this chapter. _ |

“(b) Each Federal agency shall keep such records, make such certifications, and fimish
the Officc, ih; carrior, or both, with such info@aﬁon and reports as the Office may require.
4§ 9008, Claims for beaefts | | A |

“(8) A clsim for bensfits under this chapter shall be Sled within 4 years of the date on
whmh the rc:mbursable cost was incurred or the service was pruvxded. | |

“(b) Thc Oﬁlce shall adaudxcate 2 claims dispute srising under this chapt::r and shall
mqmm the contractor to pay for any bencfit or provide any s¢rvice the Office determines
eppropriate under the applicable contract. |

“©) Beneﬁts payable under this chapter for any mmbnrsablc cost mcurred or gervice
provided are secondary 1o any other bencﬁt payable for such cost or service. No payment may be
made where there is no legal obhganon for such paymcnt.

| “g 9009 Jurisdiction of conrts .

Aclmmantunderth.ls chnpharmayhle smtagmnstmecmaotthclong-tc:m care
insurance policy covering such claimeant in the district courts of 1he Umtcd Statcs, aftcr
cxhausting all avmlable administrative remedies. -

“g 9010, chnlatmns |
“(a) The Offioe shall prescribe regulsttons neoessary to carry out thxs ohalmr

*(b) The regularions of the Office may pmcﬂbe the time at which and the conditions
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under which an cligible individual mey cnroll in the Program established under tiis cbupier.
“(c) The Office may ﬁot exclude— |
*(1) an employes or group of employccs solely on the basis of the hazardéus
naturc of employment; or | " | ' |
“(2) an emi:loyee who is occupyiﬁg a position on a pa:t~ﬁfne career erhplnym:nt
basis, a3 defined insection MOI@). o |
“(d) The regulations of the Office shall provide for the bcgmmns end ending dates of
coverage of e.mplpyees. annuitants, former spousss, end othér eﬁgiblé md| viduals under this
chapter, and any requirements for continuation or conversion of coverage.
~ “§9011. Authorization of approprixtions o |
“Tﬁcrc arc authonzcd to bo approprinted such sums as mey be ncocsm for the purposcs
of carrying out sections 9002, 9005, and 5010.”, | | "
Section 3. Effective i)nte ‘ | . _
The amendments made by this Act shall take effect on the date of enactment of ﬂm Act,
, a@t that no coverage may be cffective untl] the first day of the first pay period in October

which follows by more tlm 1 yoar the date of canctmoent ofthis Act.
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' SECTION-BY-SECTION ANALYSIS

Toaccompanyudmﬁbill ‘

“To smend title 5, United Statcs code, to povide for the establishment of a progrm
under which Yong-term care insurance is made available to Federal employees
and annuitants, and for other purposes.”™

The first sectwn of the bill titles the bill as the “Fedaal Bmx)loyees Group Long-l‘exm Care
Insurancc Aot of 1990.%

Section 2 of the bill amends title 5, United States Oade, to provme for the esmblishmem and
operation of the Program by adding a new chapter 90,

New section 9001 provides ﬁtc doﬁmtmns used in the udmmiw:tﬁon of the Progrm Inoluded
arc the following;

“Annuitant” is defined by reference to the definition in section 8901(3), which is used in
the Federal Fmployees Health Benefits (FEHB) Program.

“Employec” i3 defined by reference to the FEHB Program deﬁmnon. Sp&mﬁeally,
subparagraphs (A)D) eud (F)-{) of section 8901(1), but expressly does not includc an
employee excluded by regulation of the Office of Personnel Management under new section
9011, which requires the Office to prescribe regulations to carry out the purposes of the Progmm.

‘ © “Other eligible individnal®” iz defined as the spousc, former spouse, parent. or parent-in:
law of an employes or annuitant, or other individual specified by the Office.

“Office” is deflned as the Office uf Persoune] Management.

« “Qualified carrier” is defined as an insurer who is licensed to do business in each of the
States and who meets the requirements of a qualified insurex in each of the States.

“Quslified contract” is defined as a contract meeting the conditions presmhed innew
section 9002, which provides the contracting autherity for the Program. .

“State” is defined as a State or territory or possession of the United States, and im,ludcs
the District of Columbia.

Now scction 9002 provides the comtmg authority for the Office to use in embliuhing and
operating the Program. :

In subsection (a), the Office is authorized to pmchase from one or more qualified carriers a
policy or policies of group long-term care insurance to provide the benefits specified by this
chapter, and to do so without rcgnrd to soction 5 of title 41 or any other statute requiring

compeuuve bidding.

Subsaetion (b) allows the Office to design a benefits packaga or packages and negotiate ﬁnal
offerings with qualified carriers. The Office will examine the reasonablencss of the underlying -
- asswnptions that generate the praynium mtes, but the Govzmmout will not assume > any
mdemnuns liability.
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Subsccnon (c) specifies that a contract shall be fora uniform term of 5 years, unless mnmnated
earlier by the Office.

Subsection (d) requires the premium rates charged under B contract entered into under this
section to reasonably reflcct the cost of the benofits provided under t.hu contract as detcrmined
by the Office.

Subsectinn (¢) puarantees that the coverage and benefits made nvailabli to an individual undera
contract entered into under this section are renewsble and may not be canceled by the carrier
exvept fur nonpayment of premivm.

Subsection (f) authorizes the Office to withdraw the product, based on open season pamupanon,
tates, the composition of the risk pool, or both.

New section 9003 speclﬂes the minimum sisndards fr contrsctors, It provides tha, in onder w
be a qualified contractor under this chapt:r, a company is requircd, at a minimurm, to be licensed
as an insurance company and approved to issue group long-term care insurance in all States and
to do business in each of the States, and be in compliance with the requirements imposed on
issuers of qualified longotmn care contracts by section 7702B of the Imemal Revenue Code of
{986.

New section 9004 specifies that the benefits provided under this chapter are required to be, at a
minimum, sufficient to enable each contract to meet the standards for a qualified long-term care
insurance contract in sections 7702B(b) and (c) of the Internal Revenue Code of 1986.

New section 9005 addresses the financing of the Program. Subsections (a) through (d) meke it
‘¢lear that the total cost of coverage under the Program is to be borne by the enrollee, with
separate provisions for withholding from the pay of an cmployes or the annuity of an annuitent
for coverage of the employee or annuitant or spouse, as well as, at the discretion of the Office,
requiring payment dnecuy to the carrier by an employee, annuitant o other eligible individuval
when the pay ar annuity is insufficient to cover the withholdings.

- Subseutiv (v) requites cach cartier perticipating in the Program cstablished by this chapter to
maintain the funds related to this Program separate and apan from funds n:lated to other
contracts and other lines of business.

, Subsccﬁon (f) requires the reimbursement of the costs ofthe Office in adjudicating a claims
dispute under new section 9008, including costy reluied W an mqu:ry nol cubwigatiog ina
dlspute. by the carrier involved in the dispute or inquiry, It requires such funds to be deposited
in tho Employees Heglth Benefits Fund sdministrative reserve.

Subsection (g) makes the administrative reserve available to the Office without fiscal year
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limitstion for the udunmskutmn of this chapter.

New section 9006 prowdcs for the preemption of State or local law by specifSnng that the
provisions of this chapter peesmpt any such law which the Office determines is either
inconsistent with the provisions of this chapter or, after consultation with the National
Association of Insurancc Commissioners, inconsistent with the efficient pm‘vision ofa
nationwide long-wrm care insurance program for Federal employees.

New gection 9007 addresses the reqmrements for studies, repom and audits relating to the
Program. .

Subsection (a) requires each qualified carrier entering into a contract under this chapter to fumnish
~ such reasonable reports as the Office determines to beneceesaryto enable:ttocarry out its
functions under this chapter, and also requires each such carrier to permit the examination, by the
Office and by representatives of the General Accounting Office, of such records as may be
necessary to carry out the pu:posets of this chapter.

Subsecnon (b) requires each Federal agency to kecp such records, makc such certifications, and
furnish the Office, orthe carrict, or both, with such information and reports 18 the Office mn.y

require.
New seetion QOOS_g.ddresses claims for benefits under this chapter.

Subsection (&) requires 4 elaim for beuefits 1o be fled within 4 years of the dute on which the
reimbursable cost was incurred or the service was provided. -

‘Subgaction (b) requires the Offica to adjndicate a claims dispute arising under this chaptar and to
mandate that the contractor pay for any benefit or provide any service the Office détermines
appropriate under the applicable contracl. The Office will mgulat:: tre sdjudication procedures
and incorporate them into carricr contracts.

Subsection (¢) provides that benefits payable under this chapter for any reimbursable cost
incurred or service provided are secondary to any other benefit payable, e.g., workers”
compensation, liability or no-feult insurance, for such cost or service. It also bars payment whare
no legal obhgatxon exists under thn terms of the contract.

New scotion 9009 establishes the jurladmnon of courts by authorizing a clmmant under this

chapter to file suit against the carrier of the log-term care insurance policy covering the claimant
_in the district courts of the United States, but only after exhausting all administrative remedies

avmlablc 10 the claimant, The administrative procedures will be specxﬁed by regulation.

‘New section 9010 requires the Oﬂce, in subsection (), to preacribe regulauons necessary to
. cary out this chapter.
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Subsection (b) authorizes the Office to prescribe in ita sogulafions the time at wﬁioh and the

conditions, £.8., pay and duty status reqmrem:nts, under which an eligible individual may enroll
in the Program. ' _

Subsection (¢) bars the Office from cxcludmg an employee of group of employees solely.on the
basls of the hazardous nuture of suployment, and from a«:ﬁm‘ employes who is occupyxng
a position on & part-time career employment basis, as defin section 3401(2)..

Subsection () requires the Office to include in its regulations provisions for the beginning and
ending dates of coverage of employees, annuitants, former and other eligible individuals
under this chapter, as well as any requirements for wnunmur ur cunversioy of coverage,

New section 9011 authorizes the appropriarion of such sums a5 may be necessary for the -
purposas of carrying out the provisions of new sections 9002] 8005, and 8010. This section. will
pmvxdc funds for both the start-up costs and the ongoing administrative expenses of the Program.

Section 3 of the bill provides that the emendments made by the Act shall take effect on the date
of snactment of the Act, allowing the immediate commencement of the establishment of the
Program. However, scetion 3 also pravides that no coverage be effective until the first day
of the first pay period in October which follows by more 1 year the date of enactment of the
Act. This is designed to provide adequate time for the negortigtion of contracts, the preparation of
materials, and the mammoth task of educating millions of Hal enrollees about this Program.

TOTAL P, 15
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UNITBD STATES
OFFICE OF PERSONNEL MANAGEMENT

WASHINGTON. D.C. 20415

" OFFICE OF THE DIRECTOR

SEP 14 1998 -
Honorable John L. Mica
Chairman, Subcommittee
on Civil Service ~ ,
Committee on Government Reform and Overs1ght

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Ch‘ai’rman:

Thank you for the opportunity to review and provide comments on;H.R. 4401, a bill that
would establish a program for Federal employees and annuitants to obtain long-term care
insurance. As you know, we had the opportunity to participate in a meeting on the
discussion draft of your blll some time ago, and offered our observations on that documcnt
as well.

While H.R. 4401 amplifies or clarifies the language of the discussion draft in some
sections, it nonetheless retains the provisions that we believe are seriously objectionable
and which reflect a radically different approach from that used by most private sector
employers offering group long-term care insurance to employees. In our view, retention
of these provisions in the bill threatens the proposed program’s success, offers little in the
way of financial incentives to enroll, and denies the Government a role that private sector .
-employers use 10 require insurer performance and accountability. We believe that the
employer=sponsor model would enable the Government to handle long-terin care insurance
like other components of an employee benefit package. We appreciate the opportunity 1o
comment on various sections of H.R. 4401 that are either problemauc or inconsistént with
the employer-sponsor model.

- First, we see no particular value in and are-puzzled by sections of the bill that refer 1o
Individual Long-Term Care Insurance. Individual insurance products are sold to people on
the open market on a one-to-one basis. They are available now to Federal employees and
annuitants and their families. Making them available under a Federal employer-sponsored
program adds no value for potential enrollees. On the other hand, benefits offered by -
employers are, by definition, group products. Group insurance typically is less costly than
individual insurance, primarily because economies of scale mitigate both costs and
underwriting risk. Federal enrollees should be able 1o benefit from discounts available to
other employer groups.
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Further, unlike health insurance, the demand for long-term care insurance is not large .
enough to allow competition to reduce costs. About 10 percent of the eligible
population purchases long-tcrm care insurance, in contrast to the 85 percent of eligible
individuals who participate in the Federal Employees Health Benefits Program. As a
result, -employers who offér long-term care insurance almost always contract with one
vendor, rather than expecting competition to reduce costs and increase quality. However,
H.R. 4401 specifies that the Office of Personnel Management (OPM) contract with every
qualified carrier that submits a timely application to participate in the long-terim care
insurance program. As currently drafted, the bill’s provision that prohibits OPM from
acting like other employers, actually undermines the goal of the bill, which is to provide
employees with an affordable Opnon

Your bill prohibits OPM from specifying or negotiating either the benefits or the terms and

conditions of the products offered. Again, this is totally contrary to practice in the privare

sector. It severely disadvantages Federal enrollees who lose the benefit of the

Government’s assurance of standardized benefits and its significant power as the purchaser
for a very large group of potential customers. :

Finally, the concept of an annual open season is alien to the fundamental premise of a
long-term care product. Because the need for the benefit could be as far as 30 years in the
future, it 1$ advantageous for the purchaser to buy at an early age when premiums are
comparatively low and the value of the insurance is enhanced by the accrual of premium
income and earnings over a long period of time. Thus, an annual open season discourages
early participation since people can postpone purchasing coverage until they need it. This
type of enrollment behavior can increase premiums that participants pay. Thus, we
recommend an initial open enrollment period for eligible participants, and then, that all
new eligibles should have the opportumty to elect the benefit. Additional open seasons

might be scheduled from time to time in response to programmatic events, as they are for
life insurance. Also, people might be given the opportunity to make an election later if
they can meet rigorous underwriting requirements. In this particular case, regularly
scheduled annual open seasons serve no positive purpose but merely encourage adverse
selection and increased premium costs for all participants.

In summary, an approach modeled on prevalent practice by private employers seems to
offer the best chance of success. Contract negotiation and administfation must be.
responsibilities of the employer because participants assume, as they should, that benefits
offered to them by their employer are offered in their interest, at a cost advantage, by
responsible insurers. Your proposal relegates the Government as an employer to nothing
more than a marketing vehicle for the insurance industry. Only minimal savings would
result instead of the substantial savings that could be achieved with a genuine group
long-term care product. We cannot support the approach you have chosen to take.
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We hope that you find these comments helpful. As we stated in testimony during your
hearings on long-term care insurance, and in subsequent meetings and work sessions with
Subcommittee staff, we are available to assist in the development of a program that offers
value and protection to Federal employees, retirees and members of their family, and
which we can successfully administer. We think now is the time for a proposal that better
reflects private employer practice and look forward to working with you and others in
presenting one. ‘ '

The Office of Management and Budget advises 'that'there is no objection from the
standpoint of the Administration’s program to the submission of this report to the
Congress. '

Sincerely, | |

Janice R. Lachance
Director
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Consumer Protections for Long-term Care Insurance
Draft
10-26-00

Consumer protectlons that must apply to federally quahfied long-term care insurance
pollmes mclude

. Contingent non-forfeiture requirements;
e - Appropriate information dlsclosure and
o Suitability analysis.

The NAIC Model Regulations (September 2000) on long-term care insurance policies establish
standards for all three. The NAIC, AARP, Sen. Grassley, and even the Health Insurance
Association of America all believe (and support) that these NAIC model standards should apply
to federally qualified long term care insurance policies. x

These are currently in the Republican tax package.

Additionally, stablhzmg premium rates for federally quallﬁed long-term care pollcles is
lmportant »

s The NAIC has developed new consumer protections to stabilize rates. The NAIC wants
time for states to adopt the new protections before any federal acnon is taken (w1th a GAO
report within 3 years on state action). ; : :

e An alternative option is to establish a federal standard based on the NAIC model (or other
"~ comparable state approach cemﬁed by the Secretary) with a delayed effective date. AARP
prefers this approach. ,

" -We favor the approach that the NAIC wants -- allowing states to adopt the new protections in the
NAIC model before establishing a new federal standard (with a GAO study). However, we -
would agree to the alternative option with a delayed effective date

Rate stabilization is not in the Republican tax package.
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DRAFT: CONCERNS ABOUT TAX DEDUCTION FOR LONG-TERM CARE EXPENSES

The Republican Leadership has proposed to allow taxpayers to deduct up to $10 000 in long-
term care expenses.

Concerns about this provision include:

¢ Does nothing to compensate for informal long-term care: This tax proposal subsidizes
only the use of formal long-term care: -home health aids, nursing homes, etc. It does
nothing for the'harder to quantify costs of informal family caregiving. On top of actual
spending on items like medicines and food, families and friends often forego wages due to
taking time off or reduced hours at work, lower savings (for retirement or their own long-
term care), and other indirect costs. About twice as much is spend in the U.S. on informal
long-term care as is spent on nursing home care, according to one study. Thls ranges from
$4800 to $10,400 per caregiver.

o Skewed to wealthiest people with long-term care needs and families: This long-term care
expense deduction would give a higher subsidy to a person with higher income, even if the
lower income person had the same exact expenses. This is compounded by the fact that
middle-income families are less likely to rely on formal long- term care, instead providing
care themselves : '

e Doesn’t help caregivers who are women as much as it helps men. The majority of
caregivers, 73%, are women according to a 1997 National Alliance for Careglvmg/AARP
survey. On average, caregivers spend 18 hours per week carlng for elderly relatives. One in
five provide at least 40 hours per week of uncompensated care. To provide care, women
make work-related adjustments including dropping to part time, taking time off'frc')m work,
taking a leave of absence, taking a less demanding job, or giving up work entirely. Making
such sacrifices also means less earning potential. Lower salaries coupled with the current
pay gap between women and men means that the tax deduction favors men.

e Provides only $1500 or less for the three-fourths of tax payers. Low-income families that
do not itemize their taxes would get nothing from this proposal. Those who are in the lowest
tax. bracket would get help of only $1500 — half of what they would get under the President’s
bipartisan proposal '

e - Tax credit for people with long-term care needs and their relatives has support from
advocates, insurers, and bipartisan members -of Congress. AARP, Alzheimer’s.
Association, Health Insurance Association of America, Senators Grassley and Graham and
Representatives Johnson and Thurman and 90 cosponsors all support the proposal to provide
Americans with long-term care needs or the family members who care for and house them a
phased-in $3000 tax credit. This tax credit would compensate for a wide range of formal and

- informal long-term care for people of all ages with three or more limitations in activities of
_ daily living or a comparable cognitive impairment. It would provide needed financial
support to about 2 million Americans, including 1.2 million older Americans, over 500,000



%

non-elderly adults, and approximately 250,000 children per year. It costs $9 billion over
‘years, and $28 billion over 10 years.

The Alzheimer’s Association opposes the deduction proposéd by the Republican leadership.
AARP prefers a credit but wants to see details of the proposal before expressing their position on .
the deduction. : : ' : '



TAX DEDUCTIONS FOR LONG TERM CARE INSURANCE
BAD PUBLIC POLICY ;
: Draft . :
10/27/00 ‘

A tax deduction for long-term care insurance does not help individuals with immediate and
severe long-term care needs. The deduction will affect few individuals who purchase insurance
without providing any help to individuals with severe long-term care needs or famlly members
caring for them.

The tax deduction dnesn’t help middle class and low-wage famlhes Long-term care
insurance (L TC insurance) may only be appropriate for relatlvely wealthy 1nd1v1duals Iookmg to

protect Substantlal assets at retirement.

Billions of federal tax dollars would subsidize insurance companies. The Joint Committee
on Taxation estimates that the tax deduction will cost $12 billion over the next ten years..
Expansion of LTC insurance induced by new tax preferences is unlikely to reduce Medicaid
expenditures on nursing home care. Persons with sufficient assets to maintain LTC i insurance are
unlikely, even absent such coverage, to rely on Medicaid.

e Insurance companies whose sale of these products will grow as a result of the
subsidy will be the real beneficiaries of the $12 billion tax subsidy. Insurance
' companies already keep millions of dollars in premiums that have been paid for lapsed -
policies. They don’t need additional help. Congress should not tax hard workmg
Amencan families in order to subsidize insurance companies.

e Only 40 percent of all long-term care insurance policies sold as of June 1998 remain
in force according to the insurance industry. The high lapse rate indicates that when
- individuals really need coverage for their long-term care needs, they may no longer have
it. ‘ : ' ‘

¢ Even if the tax subsidy results in fewer people dropping their coverage, very few
individuals will benefit. The high lapse rate allows insurance companies to use
premjums collected from lapsed policies and premiums from still in-effect policies to pay
claims. Therefore, a lower lapse rate will mean higher premiums for new purchasers of
LTC insurance. The higher premiums will mean that even fewer individuals — the
relatwely wealthy -- could benefit from the multi- bllllon dollar sub31dy



Insurance companies want federal subsidies without accountablhty The insurance industry
~ is opposing key consumer protections that seek to ensure that American families purchasing
these insurance products are fully protected. For example, the i insurance industry is opposing a -
federal standard that would protect consumers by limiting the ability of insurance compames to .
Taise rates.

Many older Americans have lost their long-term care insurance and their life
savings (money paid for those policies) because of sharp premium increases by
insurance companies. Some individuals have seen their premium for long-term care
insurance increase from $700 per year to $10,000 per year.

» The ability of insurance companies to raise premium rates is virtually limitless
even for the so-called “level premium” policies, which are sold with a promise to
" consumers that their rates are locked-in and will not change. State regulators
have not been able to prevent premium increases even when the increase is 700%.

American families relying on ldng-term care insurance must be protected against
premium increases. The proposed preferential tax treatment of LTC insurance will

~ appear as an implicit federal government endorsement of LTC insurance and will result

in more consumers buying this product. If the Congress wantg to subsidize LTC
insurance, then it must also ensure that the insurance companies benefiting from these tax
subsidies do not raise rates for individuals relying on LTC insurance for future care for
themselves and family members.

1

_Congress should not encourage the purchase of flawed long-term care insurance pi‘oducts.
The limited resources of the elderly should not be misspent on a flawed insurance product.

There is substantial confusion (which is often encouraged by deceptive and abusive
agent practices) as to whether or not the coverage is what the senior usually believes
it is. There are market incentives for these practices — the agent wants to make a sale and
in many cases can make the sale only by selling a bare- bones policy and by mlsleadmg
the consumer about covered benefits.

The price is low when the policy fails to provide basic profections for the
policyholder. Basic protections include inflation protection, non-forfeiture protection,
reasonable reimbursement rates (at least $100/day which is the average cost of nursing
homes according to industry estlmates) and benefits for life (not just for a couple of
years).

Also, the price can stay low when:

e there are unreasonable restrictions on the type of care required before the policy
kicks-in (e.g., some policies do not provide benefits if the person’s care could be
managed in settings less restrictive than a nursing home); :
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e benefits kick in only after a lengthy elimination period (requiring individuals to be
in a nursing home and to pay, out-of-pocket, for those expenses for 6 months or
longer before any benefits are paid); and

e the policy only covers limited benefits (no benefits for custodial and intermediate

’ care, only for skilled care). :

The price also stays low when unscrupulous insurance companies intentionally low-ball
their prices to gain market share knowing that they would need to raise their premiums
later.

These problems have existed since the inception of this product. The insurance industry
recently told Congress that many of these problems still exist. Congress should not encourage
the purchase of these flawed products without also fixing these serious problems.

-



Summary: Long-term Care and Retirement Security Act of 2000 (S. 2225/H.R.3872)

¢ The bill creates an “above the line” tax deduction for individuals for premiums paid for long-
term care insurance. :

¢ The bill establishes consumer protections by requiring federally quallﬁed long-term care
insurance to comply with the standards established by the Natioral Association of Insurance
Commissioners (chief insurance regulators in every state are members). New.standards
include:

¢ Contingent non-forfeiture requirements (protecting individuals against rate increases and
lapse in coverage) :

o Although currently the issue of substantial rate increases is not addressed in the bzll
Sen..Grassley is working with the NAIC and others to address it.

¢ Also, there is no requirement to provide adequate information to (suitability testing for)
purchasers of long-term care insurance, This problem is also being discussed with the
NAIC. | ‘

¢ The bill establishes a tax credit for caregivers and the chronically ill.

¢ The credit .is phésed in over 4 years from _$1000 to $3000 (and is phased out for high
income individuals -- $75,000 for individual and $150,000 joint returns)

¢ The tax credit is available for caregivers:

¢ Taxpayer, ‘épouse of taxpayer, or any individual for whom the taxpayer can claim a

deduction (under section 151) — only one credit even if more than one person takes

© care of the individual’s long-term care needs. l

¢ Generally, the credit is available for the careglver if the careglver is a551st1ng a baby,
a child, or an aduilt.



LONG-TERM CARE INSURANCE :
9/21/00
DRAFT

' BACKGROUND

In 1996, the Health Insurance Portablllty and Accountability Act (HIPAA) estabhshed favorable
tax treatment for certain long-term care insurance policies.

¢ Indoing so, HIPAA also set important consumer protectlon standards for federally qualified
long-term care insurance pohcles

. ¢ This was done by a cross-reference in the Internal Revenue Code (IRC) to provisions of the
Long-term care Model Act and Regulation developed by the National Association of
Insurance Commissioners (NAIC). The NAIC is an organization. of the chief insurance
regulators from the 50 states, the District of Columbia, and the U.S. territories whose purpose
is to protect consumers through appropriate regulation of insurance.

There are several shortcomings with long-term care insurance currently. We need to address
these shortcomings to protect American families relylng on long term care insurance for future
care of family members.

Some shortcomings include:
¢ Lapse in coverage;
¢ Inadequate information for purchasers of long-term care insurance; and

¢ Unexpected increases in premiums.

- There is a way to address these shortcomings to protect individuals who purchase long-term care

insurance. Some solutions have been developed by the NAIC. Since 1996, the NAIC further
amended its model act and regulation to better protect purchasers of long-term care insurance
policies. In order for these important protections to apply to federally qualified long-term care
insurance policies, the IRC would need to be amended to clarify that federally qualified long-
term care insurance policies would need to meet the specific standards in the updated NAIC
models. : :

In recent testimony to the Senate Special Committee on Aging, the HIAA, American Council of
Life Insurers (ACLI), and other stakeholders expressed general support for applying many of the
new consumer protections in the updated NAIC Model Act and Regulation to federally qualified
long-term care policies. . '
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DISCUSSION

Lapse in coverage caused by increased premiums. Some insurance companies have increased
premiums for long-term care insurance. Individuals with long-term care insurance were forced
to pay the higher premiums to keep their coverage. Others had to drop their coverage because
of their inability (having a fixed income) to pay.the higher premiums. Regardless of when one
purchases long-term care insurance, if an individual is on a fixed incoime, the individual’s ability
to handle higher premiums is likely to decrease over time. In such cases, individuals should not
lose everything that they’ve paid into a long-term care policy.

S.2225/H.R. 3872

N The bill establishes consumer protections by cross-referencing the new standards established
' by the NAIC model act and regulation requiring all federally- quahﬁed long-term care
policies to have contingent non-forfeiture benefits.

NAIC Model

¢ The NAIC model requires contingent non-forfeiture. This benefit is triggered if an
~individual’s premium increases by a specific (cumulative) percentage measured from the
time such policy is purchased Once triggered, the consumer has a right to do.any of the
following:

¢ pay the higher premium to maintain the same level of coverage;

¢ pay the premium amount charged prior to the increase BUTt receive lower benefits (less
coverage although the period of coverage. remalns the same); and

¢ convert the coverage to a shortened benefit period (without paying additional_ premihms).

{

The NAIC, HIAA, and ACLI have testified that each supports this retluirement.
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Inadequate information for purchasers of long-term care insurance. In some cases, long-
term care policies are sold to individuals without giving the consumer specific information about
the benefits provided under the policy and without disclosing to the consumer that the premiums
. for the policy may increase in the future. Individuals buying long-term care insurance need this
important information. Without such information, individuals may find that they’ve made a very
costly mistake — buying a policy that is not rlght for them.

S.2225/H.R.3 872

. Currently the bill does not require insurance companies to provide adequate information to
purchasers of long-term care insurance.

NAIC Model

¢ The NAIC model addresses this problem by requlrmg insurance compames to provide
important mformatlon to individuals, including: :

. Rate increase history for the past 10 years; and ;

¢ A statement about the possibility of a rate increase with an eXplanation of the
consumer’s rights in the event of the increase (the applicant must 51gn an
acknowledgement of the potential for rate increase).

¢ The NAIC model also requlres (a suitability test) the insurance company and the consumer to
determine: ‘

¢ Whether the consumer will be able to afford the policy even if premiums remain the same
- (will the invidividual’s income go down or become fixed);

¢ Whether the consumer will be able to afford the policy if premiums increase; and
.. ¢ Whether the benefits are appropriate for the particular individual.

The NAIC believes that federally qualiﬁed long-term care insurance policies should comply with
the new information disclosure requirements and the suitability provisions in the NAIC model
act and regulation. {The dzsclosure requzrements are a bzgger issue for the NAIC than the
S‘uztabzfzty provisions)} . o

HIAA testified that it supports the disclosure to consumers relating to premium. HIAA generally
supports defining minimum standards in the relationship between the insurer and consumer.

ACLI generally believes that these consumer protections are best handled by the states: ACLI ‘
did not explicitly oppose requiring federally quahﬁed long-term care insurance policies to
comply with these protections.



‘Unexpected increases in premiums and rate: stabilization. - There are few restnctrons on rate
increases. There have been documented cases where the annual premlum for long-term care
insurance increased from $700 to $10,000. Many older Americans lost their long-term care
insurance and everythmg they pard into those pohcres =

$.2225/HR3872.

1

K2 Currently the bill does not protect 1nd1v1duals against unexpected premrum increases. Sen.
Grassley recently held a hearmg and expressed a Strong interest in amendzng his bill to
address this problem

NAIC Model -

¢ The NAIC model establishes a new rating process to protect consumers from rate increases..
The new process encourages insurance companiés to-establish initial premiums at proper
levels and also penalizes them in the future if a rate mcrease is requrred '

~ The NAIC beheves that
& States should ‘handle the rate setting area;

¢ Congress Should not 1mplement the.rate reforms in the NAIC model untll the states have
an opportunity to enact those reforms; - :
- & Ifstates fail to 1mplement the rate practrce amendments then Congress could revrslt th1s
" issue. A
i
. The NAIC also believes that if Congress 1mpiements the rate reforms, then there should bea
transition period before the new requirements become effectlve to allow the states to amend
their laws (before preemption occurs) )
i
Both HIAA and ACLI beheve that standards on rates should be set byf states and that these
standards should not be in federal law , . : ;



Rélte stabilization

- Option 1: No new federal standard on rates. . !

Pro
¢ Gives states an opportunity to enaet'NAIC model standards on rafe seebility. |
Con v, ,

" & This doesn’t help cdnsumers NOW.

Option 2: Establish a federal standard based on the NAIC model w1th a delayed effective
date.

Pro ) - o o |
¢ Gives states fime tey adet NAIC model.

‘. The NAIC model standards have not been tested in the marketplae‘e. A transition period will
enable the model standards to be evaluated through state implementation.

Cf

+ Consumers are protected because if some states don t adopt the NAIC model then the N
federal standard would apply. » ‘ R
o - b

Con

¢ It would be difficult for the federal government to enforce standards on rate setting.

Option 3: Establish a federal standard based on. elther the NAIC model or other

. comparable approach w1th a delayed effective date.

Pro
* Similar to Optioh 2

¢ Consumers w1ll be protected immediately in states with reforms already in place (different
from the ones in the NAIC model) :

& Stateés will have more flexibility w1thout bemg penahzed (preempted) for strong consumer
‘ protectlons that are different from the NAIC model. :

Hope from the Senate Aging Committee is conszdermg this optzon The NAIC probably will not
oppose this as long as the standard is state- -based (and not a new fedem_l approach).

¢ Similarto Option2. =~ = ; A a



LONG TERM CARE INSURANCE: NON-FORFEITURE

Non—foffeiture_ Benefits

Triggered when there is a lapse or noﬁ-payment in a long-term care pblicy The triggering event
is not related to premium increases (see dlseussmn below — Contingent non-forfelture) The
consumer would have the right to: -

¢ benefits under the policy for a shortened period; and

¢ amount of benefits would not bvte less than 100% df all premiutﬁs paid. |

 NAIC Model requires long-term care policies to offer this protection if the consumer wants
it. Consumers are not required to purchase the non-forfeiture benefits.

‘Contingent non-forfeiture Benefits

- If the consumer does not purchase the optional non-forfeiture benefit, the long-term care policy
may include a contingent non-forfeiture benefit. This benefit is triggered if an individual’s
premium increases by a specific (cumulative) percentage measured from the time such policy is
purchased.

Once triggered, the consumer has a right to do any of the following:

¢ pay'the higher premium to maintain the same level of coverage;

¢ pay the premium amount charged prior to the increase BUT receive lower benefits (less
coverage although the period of coverage remains the same); and

¢ convert the coverage to a shortened benefit period (without paying additional premiums).

~ The NAIC model requires long-term care p011c1es to include a “contingent non-forfeiture
benefit” if a consumer does not purchase the non-forfeiture benefit.

-

NAIC position : '
The NAIC believes that long-term care policies that receive preferentlal tax treatment should
have non-forfeiture and contingent non-forfeiture protections for consumers. This could be

accomplished by specifically referencmg these consumer protections in the NAIC Model Act
(2000).



ADJUSTMENTS IN BENEFITS - INFLATION- |

The level of benefits under a Iong-term care policy is adjusIed for inﬂation.
The NAIC Model requires insurance companies to offer this optional beneﬁt to any consumer

who wants to purchase it.

NAIC position . '
The NAIC Model Regulation mcludes this protectlon for consumers. The NAIC did not discuss
this in their testimony to the Senate Spec1a1 Committee on Aging (September 13, 2000)

SUITABILITY

Itis 1mportant to dec1de whether long-term care insurance is appropriate for any partlcular
individual — suitability. The insurance company and the consumer should determine:

¢ whether the consumer will be able to afford the poliby even if premiums remain the
same (will the individual’s income go down or become fixed?);

¢ whether the consumer will be able to afford the policy if premiums increase; and
¢ whether the benefits are appropriate for the parﬁcular individual.

The NAIC Model requIres insurance companies to conduct a suitabilit'y analysis.

NAIC position

The NAIC believes that long-term care policies that receive preferential tax treatment should -
have the suitability reqmrements This could be accomplished by specifically referencing these
- consumer protections in the NAIC Model Act (2000).
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Long-Term-Care Policies No
Panacea '

Insurance: If you're shopping for one, look at
the options carefully. Some consumers are ..
troubled by rates that climb to unaffordable \4 )(

levels as they age. [J*/ '

‘ ‘ 4 ' \J\/\
By KATHY M. KRISTOF, Times Staff Writer ’

Many Americans who bought long-term-care
insurance as protection from the financial calamity
of an extended late-life illness are finding to their
chagrin that they may not be able to afford the
insurance just when they need it most.

That's coming as a shock to people who were
sold long-term-care policies when they were
younger, on the expectation that they were locking’
in affordable premium payments. .

Just ask Oliver and Margaret Cromwell of Palm
Beach, Fla., octogenarians who bought
long-term-care policies a decade ago. They
canceled them three years ago when Margaret's
premium soared to five times its.original cost and
Oliver's premium rocketed 700%.—/ .

"We put a lot of money into this thing and we got.
back nothing," said Oliver. " The fees just kept
escalating every year. The last straw was when the
premlum rose 40% in just one year."

At~a tlmeéwhen Congress is welghmg plans to
give tax deducnons .
long- term-care msurance pohmes*—-a clear 1ncent1ve
to buy this. 1nsuranee-—1t S 1mportant tor know that
the- Cromwélls:are far from alone: - :

{THere are no statistics showmg What percentage
of policyholders get premium hikes on their
long-term-care insurance, which are policies that
promise to pay for care in nursing homes as well as
for home-health aides for those who become
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incapable of taking care of themselves.

However, more than 150,000 consumers have
sued their insurers for hiking long-term-care
premiums between 25% and 700%, said New -
Orleans attorney Allan Kanner, who represents
¥ litigants in a half-dozen class-action suits.

Though consumers say the policies are often sold
with the assurance of steady premiums, insurers do
not contractually promise anything of the sort.
Nearly every policy contains a boilerplate
disclaimer that says future premiums may rise.

However, consumers may discount that
warning because the policy also says that premiums
"may not rise due to your age or health"--a promise
that many take to mean their premium payments
won't go up as they age. But what insurers mean by
this statement and what consumers think they mean
are two different things. :

"There is the concern regarding whether
consumers, who may be told their rates cannot
increase due to age or physical condition,
understand that they are part of a class whose rates
can increase," Kathleen Sebelius, vice president of
the National Assn. of Insurance Commissioners and
the Kansas insurance commissioner, said in recent
congressional testimony. .

Translation: The insurer promises not to raise the
premium on just your individual policy, but it can
raise the rates for the entire group of which youn are
a part, industry insiders say. And though the
insurance company promises it doesn't consider the
fact that you, the individual, are getting older and - -
are more likely to file clalms they do care if your

" group as a whole ages and starts filing claims. (The

nature of your "group” can vary, but it often
includes all the people who bought similar policies.)

The end result is the same: Your rates--along -
with the fates of everyone in your group--can rise as
you age, sometimes dramatlcally

Examples of this aren't hard to find, according

f. to Kanner. Consider the case of Nellie Mcllroy,

who is 95 and suffers from Alzheimer's disease. In
1987, she bought a long-term-care policy with an
annual premium of $829.86. By 1997, her premium
had soared to $6,638 a year. Already ill, she
couldn't get other insurance, so her kids continue to
pay the premium on her behalf. Ironically, she has
never used the insurance. She lives with her son,
Carl, in North Dakota.

Harold Hanson, 96, of Reeder, N.D., has a
similar story. He bought a policy in 1987 for $1,498
a year. By 1996, the annual cost had rocketed to
$6,158 a.nnually He dropped the policy at age 92
because he no longer could afford the prémium.

Hanson, Mcllroy and the Cromwells were all
members of class-action suits that were settled
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before trial. The insurers that sold the policies
agreed to give partial refunds and cut future
premiums for these litigants, without admlttmg or
denying guilt.
% k *k

Dozens.of-additional-class=action-suits_filed
across thekcountry miake similar allegations. Ti fact,
the problem of rising premiums-on long-term: TCare
pohcles has-become.serious.enough_ that Sen.
Charles E. Grassley (R-Iowa); chairman of the
Special:Committee on Aging,held hearmgs in_
mid- (September to explore the causes andspotennal
solutions. = |

However, the problem wont be easy to solve

The reason is fairly complex, but boils down to
this: Traditional insurance protects large numbers of
people from a tiny risk that something horrible will
happen--something so bad that no reasonable (or
honest) person would consider triggering the policy
just for the money. For instance, you won't try to
die just to collect on your life insurance; you won't
burn down your house to collect homeowner's
coverage.

Then, too, with traditional products such as life

,and homeowner's insurance, the risk of loss is pretty |

easy to calculate.

The same can't be said for long-term-care
insurance. The policy coverages are relatively new
and evolving, and the statistical data are slim. With
many new and more popular policies you don't
necessarily need to do something as unpleasant as
check into a nursing home to get coverage. Many
policies pay for home-health aides and even
housekeepers. That may ultimately boost usage,
thus boosting costs for long-term-care insurers.-

Indeed, some insurers that have raised rates
maintain that they're not making money on the
business. They're simply hlkmg premiums to keep -
up with their costs.

"They are just trying to break even," said Scott -
Daniel, partner at the Galveston, Texas law firm of
Greer, Herz & Adams, which represents Standard
Life & Accident Insurance and American National
Insurance Co., which have been named in several
class-action suits. "It's the cost of care that's rising."

Then, too, the nature of caring for the elderly
appears to be changing, and change is tricky for
insurance companies to deal with. That's because
they price their policies on the basis of
statistics--usually statistics that have shown
relatively consistent trend lines for centuries.

Society is changing in ways that affect how we
care for the elderly, however. In the past, if your
parents or grandparents got sick, they'd move in
with relatives and a stay-at-home spouse would care
for them. Today, with a rising number of
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3l two-income families, there are fewer stay-at-home
spouses. So care for a needy older person probably
falls to a paid provider.

Meanwhile, Americans are living longer than
ever, but it's unclear whether they are any healthier.
If they're not, the need for long-term care could
break records and bankrupt companies that
underestimate the costs and need for these services.

The product already has changed a lot.
Long-term-care insurance used to cover only care in
nursing homes. It was generally used as
fill-in-the-gap coverage because Medicare paid only
for skilled nursing care following a hospital stay,
and only for a relatively brief period.

The problem was that people with Alzheimer's
or dementia didn't qualify for government health
insurance programs because they didn't require
medical attention, just constant supervision and
help with routine activities such as feeding, clothing .
and bathing. As a result, if a middle-income person
with Alzheimer's needed nursing-home care, which
can easily cost $50,000 to $60,000 a year, they
B could quickly use up their savings and become
impoverished.

At first, long-term-care insurance policies
offered to pay a portmn of that cost, say; $100 a day
for care in a'nursing home. In addition, coverage
§ would kick in based on a less restrictive formula

than with Medicare. .

- But policies that paid for something as
unattractive as living in a nursing home proved to
be a tough sell. Moreover, some buyers were
concerned about whether the insurance -
reimbursement rate would keep up with the rate of
inflation.

* % ¥

Insurers responded by creating policies with
inflation riders that automatically adjust the
allowable daily benefit to keep pace with the cost of
living. They also began to offer coverage for :
home-health benefits, hospice care, medical-
equipment, caregiver training and even homemaker
or chore services.

~ Many of these services are not only more
cost-effective than providing care in nursing homes,
but also more attractive--both a selling point and an
incentive for increased usage. After all, few people
want to end up in a nursing home, but if your policy
will pay for someone to clean your house or make
'you meals, why not take advantage of it?

Hence the fluid nature of long-term-care
insurance premmms Insurers don't know exactly -
how to pricé the policies and cari't guarantee that
they won't have to pass on rate increases to
customers. ,

The insurance industry is greatly concerned
about both the rate increases and the black eye the
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~ subsequent bad publicity is gmng insurers. As a

result, they helped the National Assn. of Insurance
Commissioners cobble together a series of proposed
rules that would penalize companies if they opted to
raise rates on long-term-care policies. However, it
remains to be seen whether these rules will have
any positive effect.

In the meantime, it can be dlfﬁcult for
consumers to decide if they should buy
long-term-care insurance. On the one hand, if you
end up in a nursing home without insurance, you
could easily spend the bulk of your savings before
your income drops to the point at which
government insurance kicks in. For those who want
to leave an inheritance to their children, that can be
a disadvantage.

- On the other hand, if you buy a policy that has a
lot of bells and whistles, you are certain to pay a
substantial amount--probably considerably more
than you would pay if you simply saved to pay the
cost of having more household help when yc)u

* % K

A possible compromise: Buy a bare-bones
policy to guard against the slight chance that you
will need to pay for nursing care for many years as
a result of Alzheimer's or other disease. If you think
you'll want home-health aides to help you buy
groceries or make meals when you're old, save
some extra money in your retirement plan.

Although the premium for a bare-bones policy
could rise too, it's unlikely to rise as much as the
premiums for the hybrid policies that probably will
get much more use, said Stephen A. Moses,

- president of the Center for Long Term Care

Financing in Bellevue, Wash.

"Insurance is not to protect you against a high
probability of something happening. That's what
savings is for," Moses said. "If you are not

} particularly financially savvy and you need an -

insurance company to hold your hand and make
those contributions for you, that's fine. But realize
you pay for that. They take out overhead and profits
and they will give you, frankly, a notoriously low
rate of return on your miniez."

Times staff writer Kathy M. Kristof, author of
"Investing 101" (Bloomberg, 2000), welcomes your
comments and suggestions but regrets that she
cannot respond individually to letters or phone
calls. Write to Personal Finance, Business Section,
Los Angeles Times, 202 W. st St. 90012, or e-mail
kathy kristof(@latimes.com: For past Personal

Y Finance columns visit The Times' Web site at

http://www.latimes.com/perfin.

* ¥ k
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Long—Term Trend

Sales of long—term care insurance have increased
dramatically since the 1980s. Critics contend that
premium increases may force policyholders to

cancel coverage when they need it most.

* ok K

Cumulative pollcles sold
Cumulative number of long-term care pohcles

'sold in millions -

1998* 5.8 million pohcles
R 2 2%

Who buys policies

Long-term-care policy buyers, by i 1ncome level
More than $50,000: 20% =
" $35,000-$49,999: 18%

$25,000-$34,999: 25%

$20,000 $24,999. 16%

Less than $20,000: 21%

* Most recent figure available -

Source: Health Insurance Assn. of America

3 Search the archives of thc Los Angeles Times for
similar stories about: Long Term Care Insurance, .
Health Statistics, Health Insurance, Insurance Rates;
Aged - Health, Insurance Industry, Class Action
Suits.

You will-not be charged to look for stones only to
retrieve one.
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October 6, 2000
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Speaker, House of Representatives
The Capitol, Room H-232 o
Washington, DC 20515

Dear Mr. Speaker:

T write to urge yéur favorable consideration of the Long-term Care and Retirement Security At

of 2000 (8.2225/H.R, 3872), a bill that will help Amencans meet their long-tcrm care needs today
and in the future.

I am the primary sponsor of S. 2225 and Repfesentative Johnson is the sponsor of H.R.3872.
There are two very unportant provisions in this legislation. The firstis a phased-in $3,000 tax
credit to help cover caregiver expenses, and the second is the deduction of premium costs for
qualified long-term care insurance policies. 1t is imperative that both the deduction and tax orecht
remain intact in the bill. I would encourage you to sPeak with Cham:nan Archer about the

importance of thls 1eglsla'aon

With millions now strugghng to meet their long-term care responsibilities, these numbers will =
only increase as the country ages. The Long-term Care and Retirement Security Act 0o£2000 . -
demonstrates that Congress is serious about helping‘ seniors and caregivers. Given the many
supporters of this legislation, including the Health Insurance Assocxatlon of America (HIAA) and
the AARP there is 1o reason we ‘cannot pass it t}ns year

Thank you for your attention to thls matter. -
Sincerely, - v
Charles E. Grassley
-United States Senator

Committee Assignmants:

‘ o AGRICULTURE
o : BUDGET -

l

. CHARMAN,
SF’EC!AL COMMITTEE ON AGIN

PRINTED ON RECYCLED PAPER
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THE PRESIDENT TRIPLES HIS LONG-TERM CARE TAX CREDIT AND
URGES CONGRESS TO PASS A LONG-TERM CARE INITIATIVE IN 2000
January 18, 2000

Today, the Clinton Administration conﬁrmed that the President’s budget will include a $3,000 tax credit for -
people with long-term care needs or their caregivers -- tripling the credit over last year’s proposal and
increasing the total investment in long-term care to $28 billion over 10 years. This credit is the centerpiece
of the President’s historic long-term care initiative that has won praise from senior groups and health policy
experts. The initiative tackles the complex problem of long-term care that affects millions.of elderly,
people with disabilities and families who care people in need. In addition to the (1) tax credit, the initiative
will (2) provide funding for services which support family caregivers of older persons; (3) improve equity
in Medicaid eligibility for people in home- and community-based settings; (4) encourage partnerships
between low-income housing for the elderly and Medicaid; and (5) encourage the purchase of quality
private long-term care insurance by Federal employees. This initiative complements the Administration’s
effort, spearheaded by the Vice President, to improve the quality of care in nursing homes. The President
will commend Congress on giving this initiative serious consnderatlon in the last session and urged itto |
finish the job this year.. :

MILLIONS OF AMERICANS HAV_E LONG-TERM CARE NEEDS

¢ An increasing number of Americans have a range of long-term care needs. Over five million
Americans have significant limitations due to illness or disability and thus require long-term care.
Approximately, two-thirds are older Americans. Also, millions of adults and a growing number of
children have long-term care needs because of health condition from birth or a chronic 1llness
developed later in life. :

e The aging of Americans will only increase the need for quality long-term care options. The ‘

" number of Americans age 65 years or older will double by 2030 (from 34.3 to 69.4 million), so that one
in five Americans will be elderly. The number of people 85 years or older, nearly half of whom need
a331stance wnth everyday actmtles will grow even faster.

FINANCIAL AS WELL AS SUPPORT SERVICES‘ARE NEEDED .

*  Families, who are the prnmary caregivers for people with long-term care needs, pay a big price

for this care. Although it is difficult to quantify, one study found that the economic value of care -
giving for families ranges from $4,800 to $10,400 per caregwer As such, this new $3 000 tax credit
could cover up to 60 percent of families’ costs. -

e Many family caregivers need supportive services to ensure that they do not place themselves at

. risk. Families and friends caring for people with long term care needs often need information and ﬂ
assistance in getting to suppomve resources. Most of those who are the primary caregivers of older -
persons who have-limitations in their level of functioning are elderly themselves. Frequently, these
caregivers are providing physically demanding and psychologically exhausting care which places their
own health and mental health at risk.. These stresses tend to be even more severe for families of persons
with Alzheimer's Disease, who generally have greater demands placed on their personal time,
experience family conflicts, lack.adequate sleep, and are faced with financial hardshlps because. of jobs
sacrificed or employment curtailed or compromised. . :

e Private insurance is an im portant but relative new and untested option. Only about 4'million
" Americans -- 1.5 percent of all Americans -- have private long-term care insurance. Employers are only
beginning to learn how to provide these benefits to their workers.
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PRES]I)ENT’S LONG-TERM CARE INITIATIVE The Clinton Admmlstratlon s long-term care
initiative, which invests $10 billion over 5 years and $28 billion over 10 years, includes:

Supporting families with long-term care needs through a $3,000 tax credit. “This initiative
acknowledges and supports millions of Americans with long-term care needs or the family. members

* who care for and house their ill or disabled relatives through a $3,000 tax credit. This credit would be

phased in beginning with $1,000 in 2001 and rising in $500 increments, so eligible people would
receive $3,000 in 2005 and thereafter. The credit would be phased out beginning at $110,000 for
couples and $75,000 for unmarried taxpayers. This new tax credit supports the diverse needs of

- families by compensating a wide range of formal or informal long-term care for people of all ages with

three or more limitations in activities of daily living (ADLs) or a comparable cognitive impairment. [t.
would provide needed financial support to about 2 million Americans, including 1.2 million older
Americans, over 500,000 non-elderly adults, and approximately 250,000 cluldren per year. [t costs
about $8.8 bil lion over five years and $26 6 billion over 10 years. : ,

Establishing a commitment to provide services to assist family caregivers of older persons. Recent
studies have found that services like respite care can relieve caregiver stress and delay nutsing home
entry, and that support for families of Alzheimer’s patients can delay institutionalization for up to a
year. This nationwide program would support families who care for elderly relatives with chronic
illnesses or disabilities by enabling states to utilize a visible, reliable network to provide: quality respite
care and other support services; critical information about community-based long-term services that
best meet a families’ needs; and counseling and support, such as teaching model approaches for
caregivers that are coping with new responsibilities and offering training for complex care needs, such
as techniques to manage wandering and agitated behavior in late-stage Alzheimer’s Disease. This
program, which costs more than $1.25 billion over 10 years; would assist approxnmately 250,000
families natlonw1de ‘

Improving Equity in Medicaid eligibility for people in home- and community-based care éettings.

Historically, Medicaid policy and practice has inadvertently discriminated against people with long-
term care needs who-want to live in the community by making it much easier to provide coverage in
nursing homes than in the community. This proposal would enable states to provide services to
nursing-home qualified beneficiaries at 300 percent of the Supplemental Security Income (SSI) limit
(about $15,000) without requiring a comphcated and frequeritly time-consuming Federal waiver. This

» proposai contributes towards this goal of giving people with long-term care needs the choice of re-

maining in their homes and commumnes It costs $140 milhon over 5 years, $370 million over 10 years.

Encouraging partnershlps between low-income housing for the elderly and Medicaid. This .

“proposal would provide $100 million in competitive grants to qualified low-income elderly housing

projects (Section 202 projects) to convert some or all units into assisted living, so long as Medicaid
home and community-based services and services for non-Medicaid residents are readlly available. As
people living in these housing facilities age, their need for long-term care services rises, often leavmg
them with no choice but to move to a nursing home. This proposal would allow such people to “age in
place” by funding the conversion of their units or the buildings that they live in into assisted living
facilities. Only sites that agree to bring Medicaid home and community-based services into their
converted assisted living facilities would qualify for grants, to ensure that low-income elderly have
access to this opportumty

Having the Federal government serve as a model employer by offering quality private long-term
care insurance to Federal employees. The Office of Personnel Management (OPM) to use its market
leverage and set a national example by offering non-subsidized, quality private long-term care '
insurance to all federal employees, retirees, and their families at grouprates. This proposal will provide
employers a nationwide model for offering quality long-term. care insurance. OPM anticipates that
approxxmately 300,000 Federal employees would pammpate in this program



COVERAGE AND LONG-TERM CARE INITIATIVES
(Dollars in billions, fiscal years)

2001 2002 2003 2004 - 2005 2006 2007‘ 2008 2609 2010 . 2001-05 . 2001-10
HEALTH INSURANCE INITIATIVE L , o . ‘
Family Policy 0.800 1.600 2.600 3.800 5.000 .8.900 12.000 12.800 13.700 14,800 - 13.800 76.000
Children's Outreach . . S . . . ] . ] .
Presumptive eligibility 0.015 0.035  0.055 0.085 - 0115 . 0.145 7 0175 0.190 0.205 0.220 . B.305 1.240
Required kids' elig simplification 0.129 0.325 0.380 0.465 '0.300 0.375 0.530 0500 . 0490 ° 0530 1.609 4.034
School lunch info (Lugar) 0.005 0.015 0.025 0.040 . 0.040 0.035 0.045 0.045 0.045 0050 0.125 0.345
Subtotal 0.149 0.375 0.470 0.590 0.455 0.555 0.?50 0.735 0.740 0.800 - 2.039 5,619
Vulnerable Groups - - : - : V _ s ‘ .
- Legal Immigrants ] 0063 | 0.123 0.229 0.332 0460 0623 0.808 1.070 1.276 1482 1207 6.466
Transitional Medicaid 0.000 0.350° 0.350 0.400 0.450 0.500 0500  0.550 0.600 0600 1.650  4.300
. People Ages 19-20 0.120 0130 . 0.135° 0.145 0.1585 0.170 0.180 - 0.185 0.310 0.330 ' 0.685  1.870
Medicare Buy-in . : : . o
Medicare 0.000 0.257 0.364 0.428 0.464 0.463 0.456 0.450 0.449 0.451 1.513 3.782
Tax Credit ) 0.000 0.005 ° 04105 0.140 0.164 0.198 . ;0'224. 0.246° 0.261 0.270 0.414 1.613
COBRA Tax Credit a 0.000 C0.041 0.858 1.148 1.286 1:323 1.370 1.393 1.412 1.434 3.334 10.266
Small Business Tax Credit 0.001 0.008 0.022 0.035, 0.038 0.035 0.035 0.040 0.046  0.052 0.105 -~ 0.313
Subtotal 0.184 0.915 "2.063 2.628 3.017 3.312 3.573 3.944 4,354 4619 8.808 28.610
Public Health (Discretionary) ~ ‘ : ,
‘Access for the Uninsured 0.125 0.125 0.250 0.250 0.250 ) : - 1.000 . 1.000
CHCs o : 0.050 . o Lo 0.050 -0.050 .
TOTAL 1.133 ‘é.SQD 5133 7.01 91 8.472 12.767 16.323 17.479 18.794 20.219 24,647  110.229
Non-Tax -~ . 1132 2835 4148 5695 6984 11211  14.694 15800 17.075  18.463 20.794 98.037
Tax ) 0.001 0.055 0.985 - 1.324 1.488 1.556 1.629 +1.679 1.719 1.756 3.853 12,182
LONG-TERM CARE ) S ) . )
$3,000 Credit 0.114 1199 . 1.753. 2.532 3.161 3.492 3.573 3.618 3.606 3.532 8.759 26.580 -
Family Caregiver Supports 0125 0125 0125 0425 0125 0125 0125 0125 0425 0125 0.625  1.250
S81300% - ) : 0.015 0.025 - 0.03 0.035 0.035 0.04 0.04 0.045 0.05 0.055 - 0.140 0.370
HUD Asst. Living Grants. 0.100 ‘ B . ' - 0.100 0.100
’ TOTAl: ' 0.354 1.349 1.908 2.692 3.321 3.657 3.738 3.788 3.'i81 3z 9.624 28.300
Total Tax (Health Coverage & LTC) 0115 1.254 2738 3.856. . 4.649 5.048 5.202. 52697 5.325 5288 12.612 | 38.772

1/20/2000
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