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FOREWORD 

This  r e p o r t  was p repa red  in response t o  House Resolution No. 177 which 
was adopted d u r i n g  t h e  Regular  Session o f  1986. 

Long-term care  f o r  t h e  e lder ly  is indeed an issue t h a t  must be  reckoned 
w i t h  before t h e  close o f  t h i s  decade. T h e  focus o f  t h i s  repor t ,  however, is 
na r row .  Long- te rm care  insurance prov ides  an a l te rna t ive  t o  impoverishment 
and  reliance on pub l i c  medical assistance p r imar i l y  f o r  those who may requ i re  
inst i tut ional izat ion. It i s  on l y  one of many p r i v a t e  f inanc ing  mechanisms tha t  
can help t o  ease t h e  f inancia l  b u r d e n  o f  long- te rm care on t h e  e lder ly  and 
t h e i r  families and on t h e  Medicaid program.  One mode of f inancing wi l l  not 
b e  appropr ia te  f o r  everyone.  T o  p r o v i d e  viable opt ions t o  Medicaid and t o  
encourage t h e  e lder ly  t o  p lan f o r  t h e i r  long- te rm care needs, all f inancing 
mechanisms must  b e  considered and  promoted b y  government  where feasible. 

Three years ago, t h e  Bureau submit ted a r e p o r t  on A Home Lqm 
Conversion Program for Hawaii 's E lder ly  Homeowners which simi lar ly examined 
a f inancing program which was and  is i n  operat ion on t h e  mainland, 
apparent ly  w i t h  some success. As w i t h  home equ i t y  conversion, long- term 
care  insurance cannot be  considered as  t h e  answer t o  t h e  e lder ly 's  f inancial  
problems in t h e  event  t h a t  long- term ca re requ i remen ts  i n  t h e i r  o ld  age resu l t  
in  t h e  d ra in ing  of family assets. It is bel ieved tha t  these mechanisms, as  
well as others tha t  may b e  innovated, w i l l  wo rk  bes t  in  a combination ta i lored 
t o  t h e  ind iv idua l  s i tuat ion o f  a pa r t i cu la r  e lder  and t h e  e lder 's  spouse. 
However, bo th  repo r t s  do  indicate t h a t  one key  t o  t h e  successful u t i l izat ion o f  
these and o the r  f inanc ing  programs i s  educat ion. Unless t h e  ta rge t  g roup  
t r u l y  understands t h e  opt ions available t o  i t ,  t h e  reception, i f  these programs 
are  offered, wi l l  b e  much l i k e  what was indicated i n  t h e  surveys  done i n  t h e  
home equ i ty  convers ion s tudy ,  i .e . ,  " T h e  program i s  0 . k .  but i t ' s  f o r  
somebody else, no t  me." Thus,  i t  is s t rong ly  u r g e d  tha t  t h e  government 
agency w i th  p r imary  responsib i l i ty  f o r  t h e  ta rge t  g r o u p  concerned coordinate 
educational e f fo r t s  t h a t  w i l l  p r o v i d e  meaningful  unders tand ing  o f  t h e  various 
al ternat ives available t o  i t .  

The  data presented and t h e  f i nd ings  and  conclusions reached i n  t h i s  
r e p o r t  could not  have been achieved w i thout  t h e  cooperation and assistance of 
t h e  professionals i n  t h e  long- te rm care f ie ld .  Many indiv iduals were 
in terv iewed and  la te r  called upon t o  rev iew t h e  d r a f t  o f  t h i s  repo r t  f o r  
comments a n d  ver i f icat ion o f  data. T h e  Bureau extends i t s  appreciat ion t o  
Hiram Tanaka of t h e  Insurance Div is ion o f  t h e  Department of Commerce and 
Consumer Af fa i rs ;  J u d i t h  Ooka, Earl  Motooka, Masaru Oshiro, Ron Matayoshi, 
and  Randy Chau o f  t h e  Health Care Adminis t rat ion Div is ion and Lavinia Goto, 
Wayne Yasutomi, and  Alan Matsunami o f  t h e  Community Long Term Care 
Services Program of t h e  Department of Social Services and Housing; Renj i  
Goto, Gail Haruk i ,  Mar i l yn  Sealy, and  Ross Carswel l  o f  t h e  Execut ive Of f ice 
on  Aging; H e r b e r t  Dias and Richard F. Kahle, J r . ,  o f  t h e  Department of 
Taxat ion; Peter Sybinsk i ,  Jamie McCormick, and  Robert Ueoka of t h e  
Department o f  Health; Stanley Snodgrass, Richard McCord, and L y  nda 
Johnson of t h e  Healthcare Association o f  Hawaii ( fo rmer ly  Hospital Association 
o f  Hawaii); and  James lwatani and Dawn Terada o f  t h e  Hawaii Long Term Care 
Association. 
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Chapter  1 

INTRODUCTION 

"I feel so b lue  sometimes when I can ' t  see t h e  end  of t h e  road" . '  These 
are  t h e  words o f  a man who was considered "wel l -of f "  b u t  who expects his 
l i f e  savings t o  r u n  o u t  i n  f i v e  years because he is pay ing  ove r  $3,000 a 
month f o r  his wi fe 's  care i n  a n u r s i n g  home. Upon d iscover ing  t h a t  his 
wife's deb i l i ta t ing  i l lness would necessitate placement i n  a nu rs ing  home, t h e  
opt ions available t o  t h i s  man were  e i t he r  t o :  ( 1 )  d ivorce  his w i fe  so she 
could qua l i f y  f o r  medical assistance under  t h e  state Medicaid program, o r  (2) 
pay  t h e  n u r s i n g  home b i l l s  u n t i l  t h e i r  l i f e  savings a r e  depleted and then  t u r n  
t o  Medicaid. T h e  man chose not  t o  d ivorce  h is  wi fe.  

Many e lder ly  persons th roughou t  t h e  c o u n t r y  are faced w i t h  simi lar ly 
d readfu l  circumstances because the re  is a widespread misconception tha t  
Medicare wi l l  p a y  f o r  al l  t h e i r  post  ret i rement  health needs, inc lud ing  nu rs ing  
home care. Th i s  misconception is of ten accompanied b y  t h e  preva len t  " i t  
won' t  happen t o  me" a t t i tude.  Hence, most e lder ly  persons a r e  to ta l l y  
unprepared when long- te rm care, especially i n  an ins t i tu t ion ,  is requ i red .  
They eventual ly  must impoverish themselves be fore  t h e y  can qua l i f y  f o r  pub l ic  
medical assistance t o  f inance t h e i r  long- te rm care needs. A 1974 s t u d y  b y  
t h e  Congressional Budget  Of f ice found  t h a t  on l y  one-half  o f  t h e  Medicaid 
nu rs ing  home pat ients were not  in i t ia l l y  poor  b y  state def in i t ions b u t  were 
forced t o  spend down. ' 

The  American p u r s u i t  of "wellness" which encourages a l i fes ty le  o f  
physical  f i tness, good nut r i t iona l  habits, and st ress management has resul ted 
i n  healthier ind iv idua ls  who l i ve  longer .  T h e  increase i n  t h e  l i f e  expectancy 
of Americans coupled w i th  t h e  coming o f  age o f  t h e  "baby boomers" has 
resul ted i n  s ta r t l i ng  populat ion project ions which reveal t ha t  t h e  ove r  65 age 
g roup  is t h e  fastest  g rowing segment. Despite t h e  improved health status of 
t h e  e lder ly  today, health deviat ions cont inue t o  be  a rea l i t y .  T h e  normal 
aging process cont r ibu tes  t o  t h e  slowing-down of physical  processes, 
especially i n  ind iv idua ls  who are  over  70 years old, and is accompanied b y  
gradual  sensory losses. Heart  disease, a r th r i t i s ,  and chronic  rheumatism are  
leading causes o f  d isab i l i t y  fol lowed b y  seni l i ty ,  impairments o f  t h e  lower 
extremit ies and hips, and hyper tens ive  disease." Often, people are  faced 
w i t h  chronic  i l lness f o r  t h e  f i r s t  time i n  t h e i r  o ld  age. T o  complicate 
matters, advances i n  medical science and technology i n  successful ly 
p ro long ing  l i fe  e f fec t ive ly  increases t h e  need f o r  long- term care. 

Large numbers o f  e lder ly  w i t h  serious condit ions are  able t o  remain i n  
t h e  community f o r  care because t h e y  receive in formal  care and suppor t  f rom 
relat ives and f r i ends .  These persons are  vulnerable t o  inst i tu t ional izat ion 
more f rom changes i n  mari tal  status and l i v i n g  arrangements than f rom 
changes i n  t h e i r  health s tatus. '  It is estimated t h a t  f o r  eve ry  n u r s i n g  home 
pat ient  t he re  are  t h r e e  people w i t h  equal impairment who are receiv ing care i n  
t h e  ~ o m m u n i t y . ~  Sociological t rends ,  however, make i t  d i f f i cu l t  t o  presume 
tha t  f u t u r e  generat ions wi l l  cont inue t o  care f o r  t h e i r  impaired e lder ly  a t  
home. More work ing  women, la te r  marr iages, fewer o r  no chi ldren,  more 
divorces, and more geographical mobi l i ty ,  ul t imately mean less available d i rec t  
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family s u p p o r t  f o r  t h e  e lder ly  i n  t h e  f u t u r e  who wi l l  r equ i re  long- term care. 
Moreover, w i t h  t h e  increased l i f e  expectancy, some o f  t h e  v e r y  o l d  
func t iona l ly  impaired e lde r l y  may have ch i ld ren  who themselves are  
func t iona l ly  impaired e lde r l y  and unable t o  p rov ide  home care f o r  t h e i r  
parents .  

T h e  f inanc ing  o f  long- te rm care  has become a major, if not  the, health 
issue o f  t h i s  decade because i t  has a tremendous impact on bo th  t h e  federal 
and  state budgets .  Accord ing  t o  t h e  U.S.  Department o f  Health and Human 
Services, government spend ing  under  t h e  Medicaid program accounted f o r  
41.8 p e r  cent  o f  n u r s i n g  home care whi le  51.4 p e r  cent  was paid by pat ients 
and  t h e i r  families and on l y  one p e r  cent  was paid t h r o u g h  p r i v a t e  insurance. '  
Medicaid is supposed t o  be  t h e  payo r  of last resor t ;  however, as the re  are  
few a l te rna t ive  f inanc ing  sources, it has become a pr imary  payor .  While t h e  
government 's  share has been steadi ly  decl in ing ove r  t h e  past  s ix  years, t h e  
pro jected f u t u r e  g rowth  i n  t h e  e lde r l y  populat ion and t h e  concomitant need 
f o r  long- te rm care services are  causing much uncer ta in ty  among pol icymakers 
as t o  t h e  capabi l i ty  o f  ex i s t i ng  long- te rm care f inanc ing  mechanisms i n  
meeting f u t u r e  needs. 

T h e r e  is a nat ionwide e f f o r t  toward  t h e  development o f  methods o f  
f inanc ing  formal long- te rm care services, inst i tu t ional  as well as 
noninst i tu t ional ,  aimed a t  ave r t i ng  devastat ing f inancial  losses f o r  those who 
have labored most o f  t h e i r  ear l ier  years t o  b u i l d  a nest egg and would not  
qua l i f y  f o r  pub l ic  medical assistance. With t h e  Reagan Administrat ion's clear 
signals o f  i n ten t  t o  c u r b  federal  government  spending i n  Medica~d, '  state 
governments have a g rea t  incent ive  t o  develop p r i v a t e  al ternat ives t o  f inance 
long- term needs and t h i s  issue is ga in ing  i n  p r i o r i t y  on state agendas. 

Among t h e  most f requen t l y  mentioned p r i v a t e  f inanc ing  al ternat ives is 
long- te rm care insurance. Long-term care insurance is regarded b y  i t s  
advocates as t h e  best way t o  avoid t h e  impoverishment of t h e  middle and  
upper -midd le  income e lde r l y  and t o  re l ieve t h e  pub l ic  Medicaid bu rden .  
Long-term care insurance o f fe rs  t o  many a hope of assur ing  d i g n i t y  i n  long- 
term care  f o r  t h e  e lder ly .  

House Resolution No. 177 which was adopted b y  t h e  House o f  
Representat ives d u r i n g  t h e  1986 legislat ive session is p a r t  o f  t h e  Hawaii 
Legis lature 's  e f f o r t  t o  assist  t h e  e lder ly  i n  p lann ing  f o r  possible long- term 
care needs. '  (See Appendix A f o r  t e x t  o f  Resolut ion.) T h e  Legis lature 
considered legislation ( H . B .  No. 1925-86 and S.B.  30. 2479-86, S.D. 1) 
p ropos ing  a tax  c red i t  u p  t o  twice t h e  premium paid f o r  long- term care 
insurance.  Concerned about  t h e  potent ial  revenue loss, t h e  House o f  
Representat ives fe l t  a s t u d y  was necessary be fore  any action could be  taken 
on a tax  c red i t . ' '  T h e  Resolution requests t h e  Legislat ive Reference Bureau 
(here ina f te r  Bureau) t o  s t u d y  t h e  benef i ts  and impact o f  long- term care 
insurance and t h e  feasib i l i ty  o f  p r o v i d i n g  a tax  c red i t  f o r  long- term care 
insurance premiums as an incent ive  f o r  people t o  purchase such insurance. 



INTRODUCTION 

Conduct  o f  t h e  Study 

As p rov ided  i n  House Resolution No. 177, t h e  scope o f  t h e  s t u d y  has 
been l imited t o  t h e  feasib i l i ty  o f  implementing a tax c red i t  f o r  premiums paid 
f o r  long- te rm care insurance policies. T h e  s tudy  focuses on t h e  issue o f  
whether  o r  no t  long- term care insurance w i l l  indeed re l ieve the  dependency 
on t h e  Medicaid program and save dol lars f o r  t h e  State. T h e  specif ic 
object ives o f  t h e  s t u d y  were to:  

(1)  Determine t h e  impact and  benef i ts  o f  long- term care insurance 

(2) Determine t h e  impact and benef i ts  o f  a tax  c red i t  f o r  long- term 
care insurance premiums. 

(3) Assess t h e  desirable elements t o  be  inc luded i n  long- term care 
policies t o  qua l i f y  f o r  a tax  c red i t .  

(4) Determine t h e  impact on  t h e  state budge t  

To accomplish these objectives, t h e  Bureau conducted a review of recent 
l i t e ra tu re  i n  t h e  areas o f  iong- term care, Medicare and Medicaid 
reimbursements, Hawaii tax  credi ts ,  and  e lder ly  populat ion project ions. 
Adminis t rators o f  government  agencies as well as t h e  p r i v a t e  sector were 
in terv iewed t o  p rov ide  t h e  Bureau w i t h  an unders tand ing  o f  t h e  breadth  o f  
t h e  long- term care f inanc ing  problem i n  Hawaii. An obstacle immediately 
encountered i n  t h i s  s t u d y  was t h e  unavai labi l i ty  o f  compiled stat ist ical  and 
demographic data f rom which  pro f i les  o f  t h e  n u r s i n g  home pat ients and 
Medicaid c l ients cou ld  be  developed and  assumptions on t h e  impact of 
insurance cou ld  be d rawn .  Cooperation was sol ic i ted f rom t h e  Department of 
Social Services and Housing, t h e  insurance Commissioner, t h e  Hawaii Long- 
te rm Care Association, and t h e  Hospital  Association t o  obta in t h e  ske tchy  data 
presented i n  t h i s  repo r t .  Inqu i r ies  were also made o f  selected states t o  
ascertain t h e  status o f  t h e i r  proposed tax incent ive proposals f o r  long- term 
care insurance.  Sample policies o f  long- te rm care insurance obtained th rough  
t h e  local insurance i n d u s t r y  were comparat ively s tudied.  

Organizat ion o f  Repor t  

Chapter  2 prov ides  background on t h e  c u r r e n t  long- te rm care si tuat ion 
i n  Hawaii and t h e  pro jected need f o r  long- te rm care. Chapter  3 discusses the  
shortcomings o f  t h e  c u r r e n t  f inanc ing  mechanisms. Long-term care insurance, 
as an a l te rna t ive  method o f  f inanc ing  long- term care, is discussed i n  Chapter  
4 and  Chapter  5 explores t h e  use o f  a tax  c red i t  as an incent ive t o  purchase 
long- term care insurance. T h e  Bureau's  conclusions and recommendations are  
repor ted  i n  Chapter  6. 



Chapter  2 

THE LONG-TERM CARE PROBLEM 

What is Long-Term Care? 

For  t h e  purposes o f  t h i s  repor t ,  " long- te rm care" re fe rs  t o  t h e  prov is ion  
o f  services t o  funct ional ly- impaired e lder ly  who are  not  capable o f  sel f-care. 
Long-term care may be  del ivered on a cont inu ing  o r  in te rmi t ten t  basis i n  
ins t i tu t iona l  sett ings, such as a hospital  o r  a n u r s i n g  home, o r  i n  
non ins t i tu t iona l  sett ings, such as t h e  family home. Unfor tunate ly ,  long- te rm 
care has been synonymous w i t h  n u r s i n g  home care because n u r s i n g  home 
expenses account f o r  a major po r t i on  o f  pub l ic  expend i tu res  f o r  long- term 
care . '  T h e  goal o f  long- term care is t o  p rov ide  a cont inuum of care t o  
achieve maximum funct ional  independence of t h e  funct ional ly- impaired.  

The re  are f o u r  levels o f  care t h a t  encompass t h e  f u l l  spectrum of long- 
te rm care services: [ I )  acute care, (2 )  sk i l led n u r s i n g  care, (3)  
intermediate care, and (4) custodial  care. As  used i n  t h i s  repo r t ,  -- acute care 
re fers  t o  care  p rov ided  when a person is admitted t o  a hospital  due  t o  i l lness 
o r  i n j u r y  and  requ i res  medical t reatment  t h a t  can on ly  b e  p rov ided  i n  a 
hospital .  I f  t h e  pat ient 's  condi t ion stabil izes and t h e  pa t ien t  s t i l l  requi res 
cont inued and  dai ly  n u r s i n g  care as prescr ibed b y  a physician, t h e  pat ient  is 
a t  t h e  sk i l led n u r s i n g  level.  A t  t h e  jntermediate care level t h e  pat ient  is 
requ i red  b y  a physic ian t o  obta in cont inued and regu lar  n u r s i n g  care b u t  at 
a less in tense program of medical care and t reatment  than t h a t  received i n  
sk i l led n u r s i n g  care. Custodial  care re fers  t o  personal care services, such 
as ba th ing ,  grooming, and feeding, t h a t  a pa t ien t  i n  t h e  sk i l led nu rs ing  o r  
intermediate care levels wi l l  r equ i re  i n  addi t ion t o  t h e  medical and 
rehab i l i ta t i ve  treatment.  Custodial  care i s  t h e  t y p e  of care many assume is 
p rov ided  b y  relat ives and f r i ends  when a person remains at home f o r  long-  
te rm care. Th i s  repo r t  focuses on t h e  sk i l led nu rs ing ,  intermediate care, 
and custodial  care levels since long- term care insurance policies are  p r imar i l y  
concerned w i t h  care beyond t h e  acute care level.  It should b e  noted tha t  
a l though custodial  care is not  formal ly  recognized as a separate level of care 
among long- te rm care professionals i n  Hawaii, t h e  Bureau has employed t h i s  
term i n  t h i s  repo r t  t o  p rov ide  a c learer  p i c t u r e  of t h e  scope o f  long- te rm care 
insurance coverage. 

Ins t i tu t iona l  Care - Ski l led n u r s i n g  care and  intermediate care are  
usual ly  del ivered in  sk i l led n u r s i n g  fac i l i t ies and intermediate care faci l i t ies 
t h a t  a re  f ree-s tand ing  o r  d i s t i nc t  p a r t s  o f  a hospital  t h a t  a re  l icensed by t h e  
Department of Health f o r  t h e  prov is ion  o f  sk i l led n u r s i n g  care, intermediate 
care, o r  5 0 t h . ~  The  Board  of Examiners of N u r s i n g  Home Adminis t rators 
handles t h e  l icensure of al l  adminis t rators o f  such fac i l i t ies.  

T h e  number of faci l i t ies and beds permi t ted t o  operate i n  t h e  State is 
control led b y  t h e  State Health Planning and Development Agency . '  The  State 
Health Planning and Development Agency is responsible f o r  determin ing 
statewide needs f o r  health services and faci l i t ies and app rov ing  any 
construct ion,  expansion, conversion, al terat ion, and development o f  health 
care services and  faci l i t ies according t o  such ident i f ied  needs. There  are  a 
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to ta l  o f  2,769 long- term care beds in operat ion a t  33 facil i t ies, a l though t h e  
fac i l i t y  count  approved b y  t h e  State Health Planning and  Development Agency 
is 3 8  and t h e  approved bed count  is 3,383. Of  t h e  33 long- term care 
faci l i t ies, 17 are  f r e e  standing a n d  16 are  d i s t i nc t  p a r t s  o f  hospitals.  Long- 
te rm care at faci l i t ies t h a t  a re  p a r t  o f  hospitals a re  usual ly  more expensive 
than  f ree-s tand ing  faci l i t ies because o the r  anci l lary  services are  prov ided.  
(See Exh ib i t  1 f o r  l i s t i ng  o f  long- term care faci l i t ies approved b y  t h e  State 
Heal th Planning and  Development Agency . )  A l l  o f  Hawaii's long- term care 
fac i l i t ies a re  Medicare cer t i f ied  and on ly  one intermediate care fac i l i t y  is not a 
Medicaid par t i c ipant . '  

Of  t h e  33 faci l i t ies, 12 belong t o  t h e  County/State Hospitals Division o f  
t h e  Department of Health. These pub l ic ly  operated faci l i t ies have a total  o f  
630 long- te rm care beds i n  operat ion (152 sk i l led nursing; 187 intermediate 
care; 274 sk i l led nurs ing/ in termediate care; 17 acute/ long- term care) .  Most 
o f  t h e  pat ients i n  t h e  County/State Hospitals Div is ion a r e  a t  t h e  intermediate 
care level and  i t  is estimated t h a t  about  90-93 p e r  cent  o f  t h e  intermediate 
care pat ients are Medicaid recipients. '  

T h e  17 p r i v a t e l y  operated faci l i t ies together  have a tota l  o f  2,074 long- 
te rm care beds i n  operat ion (463 sk i l led nurs ing ;  829 intermediate care; 782 
sk i l led  nurs ing/ in termediate care) . '  Most o f  t h e  pat ients a re  a t  t h e  
intermediate care level and it is estimated tha t  well ove r  60 p e r  cent  of t h e  
pat ients a re  rece iv ing  Medicaid assistance. 

Custodial  care is also del ivered i n  ins t i tu t ions  known as care homes. 
Care homes are  licensed and regulated b y  t h e  Department o f  Health. '  Family 
care homes are  occupied b y  a single family w i th  no more than  f o u r  unrelated 
adul ts  who need assistance. Residential care homes have f i v e  o r  more 
unre la ted  residents who range i n  dependency f rom ambulatory t o  wheelchair 
bound.  Final ly,  adu l t  board ing  homes p rov ide  minimal maintenance and 
p ro tec t i ve  care f o r  one t o  f o u r  adul ts  unre lated t o  t h e  operator  who need 
superv is ion and assistance w i th  dai ly  l i v i n g  act iv i t ies.  '' 

Noninst i tu t ional  Care - Ski l led nu rs ing  care and intermediate care are  
also del ivered i n  a pat ient 's  home where medical t reatment  services are 
fu rn i shed  b y  prov iders  who make home v is i ts .  The re  are  no  h a r d  stat ist ics 
tha t  can te l l  us how many persons receiv ing long- term care i n  t h e  community 
are a t  t h e  sk i l led nursing and intermediate care levels except  f o r  those who 
are involved i n  t h e  community-based programs discussed below. Since i t  is 
cost ly  f o r  a family t o  obtain professional medical o r  therapeut ic  services on a 
dai ly  basis, it can be assumed tha t  e i ther  v e r y  few o f  those receiv ing home 
care a r e  a t  t h e  sk i l led nu rs ing  o r  intermediate care levels, o r  t ha t  those who 
are a t  such level o f  care are not  receiv ing adequate care. 

Two experimental programs, t h e  Nurs ing  Home Without Walls program a n d  
t h e  Queen's Medical Center  Community Care Program, which are  administered 
b y  t h e  Community Long Term Care Services program o f  t h e  Department of 
Social Services and Housing, seek t o  d i v e r t  more people f rom inst i tu t ional ized 
care b y  p rov id ing  medical a n d  suppor t  social services t o  pat ients receiv ing 
care a t  home and t o  t h e i r  famil ies." These programs were made possible 
under  a federal act  which author ized t h e  Secretary o f  Health and Human 
Services t o  g r a n t  waivers t o  states permi t t ing  Medicaid reimbursement o f  home 
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and community-based services p rov ided  t o  ind iv idua ls  who would otherwise be 
placed i n  a n u r s i n g  home. '' Hawaii appl ied f o r  t h e  waivers i n  1983. The 
waiver  programs a r e  funded  f i f t y - f i f t y  by t h e  state and  federal  governments. 
T h e  Nurs ing  Home Without Walls p rogram appears t o  be  cost-ef fect ive and 
successful in p rov id ing  community-based care f o r  a v e r y  debi l i ta ted clientele. 
I n  t h e  federal  f iscal yea r  1984-1985, t h e  program serv iced 1,873 skil led 
n u r s i n g  c l ients and 2,191 intermediate care  client^.^' T h e  1985 Legislature 
author ized t h e  cont inuance of t h e  program t h r o u g h  June  30, 1987, and 
p rov ided  addit ional f u n d i n g  f o r  t h e  expansion o f  t h e  program t o  t h e  neighbor 
is lands. l 4  F u r t h e r  expansion o f  t h e  program a t  t h e  federal  level, however, 
is uncer ta in  as t h e  Medicaid waiver  programs are  experimental  and the i r  
f u t u r e  is uncer ta in .  I n  a repo r t  t o  Congress on  t h e  evaluat ion o f  the  
Medicaid home and community-based care waivers, t h e  Health Care Financing 
Adminis t rat ion repor ted  t h a t  a l though home and  community-based care is less 
cost ly  p e r  rec ip ient  t han  ins t i tu t iona l  care, t he re  is some concern tha t  the  
waiver  p rogram may actual ly  increase federal  expend i tu res  if t h e  program 
provides a new range o f  services t o  persons who would no t  otherwise consider 
n u r s i n g  home placement. l 5  T h e  Health Care Financing Adminis t rat ion makes 
it clear t h a t  t h e  i n ten t  o f  t h e  waivers was t o  moderate f u r t h e r  cost increases 
b y  p r o v i d i n g  home and community-based services as a subs t i tu te  f o r  nu rs ing  
home care t o  persons who can be  more appropr ia te ly  cared f o r  in a 
noninst i tu t ional  se t t ing  a t  t h e  same o r  lower cost.  Evident ly ,  Congress did 
no t  ant ic ipate t h e  uncover ing  o f  a whole new segment o f  t h e  e lder ly  
populat ion i n  need o f  long- term care services midway between inst i tu t ional  and 
custodial  care and i t  appears tha t  t h e  Health Care Financing Adminis t rat ion is 
more concerned about sav ing  aggregate Medicaid dol lars r a t h e r  than p rov id ing  
a more comprehensive range o f  long- te rm care services f o r  al l those i n  need. 

O the r  programs under  t h e  Department o f  Social Services and  Housing 
which suppor t  community-based care are  Project Malama and  t h e  Public Health 
Nurse  Case Management programs.  These programs w o r k  w i t h  cl ients who are 
l imited i n  t h e i r  act iv i t ies of dai ly  l i v i n g  t o  p reven t  f u r t h e r  deter iorat ion and 
inst i tu t ional izat ion.  Case management services are prov ided,  a t  no cost t o  the  
cl ient,  t o  assess, plan, coordinate, and maximize use o f  ex i s t i ng  long- term 
care resources i n  t h e  ~ o m m u n i t y . ' ~  

I n  t h e  p r i va te  sector, Day Health Centers o r  Day Hospitals and A d u l t  
Day Care Centers p rov ide  care t o  cl ients who requ i re  some level of 
inst i tu t ional  care b u t  choose t o  remain a t  home. Care is p rov ided  whi le the  
c l ient 's  family members are  a t  w o r k  o r  a t  school. Cost o f  t h e  Day Health 
Centers o r  Day Hospitals range f rom $36 t o  $45 a d a y  f o r  par t - t ime care whi le 
t h e  cost f o r  t h e  A d u l t  Day Care Centers range f rom $24 t o  $25 a day  o r  $310 
t o  $475 a month f o r  fu l l - t ime care."  Medicaid wi l l  p rov ide  assistance t o  
e l ig ib le cl ients under  these programs.  

T h e  Projected Need 

One o f  the  d i f f i cu l t ies  i n  p lann ing  f o r  long- term care is determin ing t h e  
ex ten t  of t h e  need f o r  inst i tu t ional  as well as noninst i tu t ional  care. While 
t h e r e  is unanimous agreement as t o  t h e  g ray ing  o f  America, there  is 
considerable disagreement as t o  how th i s  wi l l  impact on long- term care. Some 
researchers believe tha t  improvements i n  l i festy le wi l l  reduce t h e  prevalence 
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of ch ron i c  disease whi le o thers  bel ieve t h a t  chron ic  disease and d isab i l i t y  w i l l  
increase as l i f e  expectancy i s  increased." One geronto logis t  contends t h a t  
t h e  populat ion i s  moving toward  a more " rec tangu lar "  l i fe  span where  t h e r e  is 
a pro longed heal thy l i fe  fol lowed b y  a re la t i ve ly  shor t ,  sharp  d rop -o f f  i n to  
i l lness and death.  I s  

T h e  ins t i tu t iona l ly  biased na tu re  o f  t h e  c u r r e n t  f inanc ing  system t h r o u g h  
Medicare and Medicaid f u r t h e r  complicates long- te rm care p lann ing .  Present 
long- te rm care services re f lec t  t h e  l imits o f  available f inanc ing  mechanisms 
r a t h e r  than del iberate p lann ing  as t o  t h e  t ypes  o f  services t o  b e  p rov ided  
and  wh ich  g roups  are  t o  b e  served.  T h i s  bias has resu l ted  in t h e  bulk o f  
pub l ic  f unds  be ing  absorbed by ins t i tu t iona l  costs se rv ing  less c l ients and i n  
t h e  lack o f  f u n d s  f o r  t h e  development o f  noninst i tu t ional  a l ternat ives.  T h e  
absence o f  a wide range o f  viable, cost-ef fect ive noninst i tu t ional  a l ternat ives 
thwar t s  any  project ions f o r  long- te rm care needs. 

Final ly,  t h e  fac tor  wh ich  h inders  pred ic t ions  most is t h e  absence o f  
longi tudinal  demographic data on  t h e  long- te rm care  populat ion i n  Hawaii f rom 
which assumptions can be  made as t o  t h e  t ypes  o f  care t h a t  m igh t  be  needed 
and by how many persons. T h e r e  is a need t o  know what  t ypes  of persons 
are  present ly  receiv ing home care, what  k inds  o f  assistance t h e y  and  t h e i r  
caregivers are  receiving, a n d  t h e  na tu re  and  ex ten t  o f  t h e i r  f inancial  
resources; how many of t h e  c u r r e n t  n u r s i n g  home pat ients would have 
remained a t  home if t h e r e  were  f inancia l  assistance programs f o r  home care, 
how many became impoverished a f te r  t h e i r  placement i n  a n u r s i n g  home, and 
how many were l i v i n g  alone o r  on l y  w i t h  t h e i r  spouses a t  t h e  t ime t h e y  
en tered t h e  n u r s i n g  home. The re  i s  a need t o  establ ish data on t h e  Medicaid 
cl ientele t o  obta in a p ro f i l e  o f  t h e  e lder ly  who are app ly ing  f o r  pub l ic  
assistance t o  i den t i f y  which groups are  be ing  served and wh ich  groups are  
not  covered, t o  ascertain whether  t h e  Medicaid appl icants would s t i l l  app ly  f o r  
pub l i c  medical assistance i f  o the r  f inancia l  opt ions were available t o  them, and 
t o  ascertain whether  Medicaid c l ients i n  n u r s i n g  homes ever  r e t u r n  home o r  if 
t h e y  remain inst i tu t ional ized u n t i l  t h e i r  death.  On ly  a f te r  such data are  
developed can t h e  State accurate ly  determine t h e  types  o f  long- te rm care 
services tha t  wi l l  be  requ i red  f o r  t h e  f u t u r e  a n d  begin p lann ing  and 
budge t ing  accordingly .  

Despite these ba r r i e rs  t o  accurate project ions, most pol icymakers a t  bo th  
t h e  federal  and state levels a re  assuming t h a t  t h e  need f o r  long- term care 
services wi l l  increase j u s t  because o f  t h e  sheer numbers o f  e lder ly  pro jected 
f o r  t h e  year  2000 and are  p lann ing  accord ing ly .  

T h e  E lde r l y  Population 

T h e  Execut ive Of f ice on  Ag ing  has estimated t h a t  in 1985 t h e  age 65 and 
ove r  g r o u p  consisted o f  about 99,650 persons and  pro jected tha t  it would 
increase to 123,206 persons i n  1990.20 The  Department o f  Planning and 
Economic Development repor ted  t h a t  t he re  were 76,300 elderly,  65 years o f  
age and over,  which comprised 7.9 p e r  cent  o f  the  tota l  state populat ion 
(968,0001 i n  1980 and tha t  number is pro jected t o  increase t o  159,500 o r  12.6 
p e r  cent  of t h e  tota l  populat ion (1,267,800) i n  t h e  year  2000.*' I f  t h e  
mi l i ta ry  which is predominant ly a young  g r o u p  is exc luded f rom t h e  count  t h e  
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propor t ion  o f  t h e  e lder ly  increases f rom 7.9 p e r  cent  t o  9 p e r  cent  i n  1980 
and f rom 12.6 p e r  cent  t o  14 p e r  cent  i n  t h e  yea r  2000.22 L i f e  expectancy i n  
Hawaii is among t h e  h ighest  i n  t h e  wor ld  a t  75 years f o r  men and  81.5 years 
f o r  women. T h e  average l i f e  expectancy f o r  t h e  Un i ted  States is 70 years f o r  
men and  77.5 years f o r  women. A l though income levels o f  t h e  e lder ly  a r e  low 
and t h e  cost o f  l i v i n g  i n  Hawaii is h igh,  a h igh  percentage of them allay 
f inancial  s t ress b y  res id ing  w i t h   relative^.^' 

Retirement usual ly  means lower income and l imits t h e  f inancia l  opt ions f o r  
t h e  e lder ly  t o  f inance t h e i r  health needs wh ich  increase w i t h  age. In 1980, 
ou t  o f  76,150 persons over  age 65, 10.5 p e r  cent  o r  7,654 were below t h e  
U.S.  p o v e r t y  level.2 '  Ove r  59 p e r  cent  o f  t h e  e lder ly  ove r  65 received 
federal and state supplemental income i n  1980.25 On t h e  o the r  hand, Hawaii's 
e lder ly  w i th  taxable income appear t o  have a h ighe r  p ropo r t i on  o f  income- 
generat ing assets when compared t o  t h e  average taxpayer .  T h e  Department 
o f  Taxat ion repor ted  t h a t  " . . . t h e  e lder ly 's  average income f rom sources such 
as interest,  d iv idends and capital  assets/other p r o p e r t y  gains were $4,964, 
$4,973, and $4,256, respect ive ly .  I n  contrast ,  t h e  averages f o r  t h e  same 
income sources repor ted  by all o the r  res ident  taxpayers  were much lower, o r  
$1,417, $1,663, and  $2,637, r e s p e c t i ~ e l y . " ~ ~  It must be  remembered t h a t  t h i s  
observat ion is based on those e lder ly  taxpayers  who f i l e  tax  r e t u r n s .  There  
are many e lder ly  who have no tax  l iab i l i t y  since pension and  social secur i ty  
income are no t  subject t o  state tax  i n  Hawaii. 

These populat ion stat ist ics indicate tha t  t h e r e  w i l l  be  a greater  number 
o f  e lder ly  i n  Hawaii who w i l l  p robab ly  requ i re  some k i n d  o f  long- te rm care 
and t h a t  a good por t ion  o f  t ha t  populat ion may be  able t o  p r i v a t e l y  f inance 
such care if appropr iate a l ternat ives were available. 



Chapter  3 

SHORTCOMINGS OF THE CURRENT SYSTEM 

T h e  cost  p e r  day  i n  a n u r s i n g  home depends on t h e  fac i l i t y .  T h e  rates 
i n  Hawaii f o r  sk i l led n u r s i n g  care range f rom $54-$135 a day f o r  a p r i v a t e  
room, $42-$125 a day f o r  a semi--pr ivate room, and  $67-$110 a day  f o r  a ward.  
A t  t h e  intermediate care level t h e  rates are  f rom $59-$105 a day  f o r  a p r i v a t e  
room, $59-$101 a day f o r  a semi-pr ivate room, and $54-$81 a d a y  f o r  a ward . '  
T h e  bu rden  on t h e  Medicaid program f o r  n u r s i n g  home costs in t h i s  State, is  
g rea ter  t han  t h e  national b u r d e n .  Medicaid accounts f o r  about 74 p e r  cent  o f  
t h e  cost o f  n u r s i n g  home care  i n  Hawaii whi le  payments b y  t h e  pa t ien t  and 
families accounted f o r  21 p e r  cent, Medicare covered 5 p e r  cent, and  o the r  
f inanc ing  o r  p r i v a t e  insurance covered less than  1 p e r  cent. '  Of  t h e  amou-nt 
covered by o the r  f inanc ing  o r  p r i v a t e  insurance, no  payments were 
a t t r i bu tab le  t o  long- te rm care  insurance.  As noted i n  Chapter  1, Medicaid 
accounted f o r  on ly  41.8 p e r  cent  of t h e  national n u r s i n g  home costs i n  1985. 

Medicare 

Medicare i s  t h e  federa l l y  administered health insurance program f o r  t h e  
e lder ly  65 years and older,  t h e  disabled ent i t led  t o  social secur i ty ,  and  most 
persons w i t h  end-stage renal  disease. T h e  program is composed o f  two 
pa r t s .  Pa r t  A prov ides  coverage f o r  hospital  costs and is f r e e  f o r  enrollees. 
Par t  B, wh ich  covers phys ic ian  a n d  o the r  medical services such as outpat ient  
hospital  services, r u r a l  health c l in ic  v is i ts ,  and  home health v is i ts ,  is 
available t o  enrollees a t  a month ly  premium payment of $15.50.3 About  95 p e r  
cent  o f  t h e  Nation's e lder ly  a r e  enro l led i n  t h e  Part  A program and most o f  
them vo lun ta r i l y  enro l l  f o r  Par t  0. Several health care services such as 
d rugs ,  denta l  care, rou t ine  eye examinations, p reven t i ve  services, and 
intermediate long- term care are  no t  covered. '  

Both p a r t s  requ i re  cos t -shar ing .  For  inpat ien t  hospital  costs, t h e  
pa t ien t  must pay  a deduct ib le o f  $492 f o r  t h e  f i r s t  60 days; $123 a day  f o r  
t h e  61st t o  90th day; and $246 a day  f o r  t h e  91st t o  150th day .  Copayment 
on a p e r  diem basis is requ i red  f o r  t h e  61st t o  90th day  o f  inpat ient  hospital  
care, f o r  t h e  21st t o  100th day  of sk i l led nu rs ing  fac i l i t y  care, and f o r  t h e  60 
l i fet ime reserve days f o r  inpat ien t  hospital  care. T h e  pat ien t  i s  also requ i red  
t o  pay  f o r  t h e  f i r s t  t h ree  p i n t s  o f  blood i n  a benef i t  per iod.  Under  Part  8 ,  
i n  addi t ion t o  pay ing  t h e  month ly  premium, t h e  benef ic iary pays a $75 
deduct ib le each year .  T h e  program reimburses 80 p e r  cent  of allowable 
charges d i r e c t l y  t o  t h e  physic ian a n d  t h e  pa t ien t  must pay  t h e  balance. '  
(See Exh ib i t  2 f o r  out l ine o f  Medicare coverage.) 

Medicare was in tended t o  cover  about 80 p e r  cent  ti' t h e  e lder ly 's  health 
care cost b u t  t h e  f i g u r e  i s  down t o  48 p e r  cent  t o d a y . 6  There  is rampant 
misunderstanding regard ing  t h e  coverage under  t h e  Medicare program f o r  
long- term care. A pol l  commissioned b y  t h e  American Association o f  Ret i red  
Persons i n  1983 revealed t h a t  a shocking 79 p e r  cent  o f  those pol led bel ieved 
tha t  Medicare would be  t h e  p r imary  source o f  f inancing t h e i r  n u r s i n g  home 
needs. The  su rvey  data aiso suggested tha t  many who had pr iva te  insurance 
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Summary of Medicare Coverage 

MEDICARE (PART A): HOSPITAL INSURANCE-COVERED SERVICES PER BENEFlT PERIOD(I1 

Service I k n c f i t  

Scmiprivatc room and board. gcncral 
nursing and mirccll~neous hospiral 
scrvircs and supplies. 

POSTHOSPlTAL SKILLED NURSING 
FACILITY CARE . . . In a facility ap. 
proved by Mcdicarc. You musr havc 
bccn in a hospital for at least 3 days 
and cnrer rhc fkility within 30 days 
aftcr hospital discharge. (2) 

Mcdiare Pays' ' 

HOME HEALTH CARE 

BLOOD 1 Blood ( All bur first 3 pints I For first 3 pints 

'60 Reserve Davs mav bc uscd onlv once: dzvs urcd arc not rcncwablr. 
..These figures are for 1986 and arc subject to rbangc each ycar. 
( I )  A Bcncfir Period bcgins on rhc first day you rcccivc scrvicc as a n  mparicnr in a hospiral 2nd ends aftcr you havc been our o' 

thc hospttal or skilled nursing factlity for 60 days in a row. 
(2)  Mcdicarc 2nd privztr insurance will nor pay for most nursing home carc You pay for rus~odial rare and mosr 'arc in 1 nurrinp 

hnmr 

You Pay" 

6 1 s  to 90th day 

9 1 s  to I'tOth d q '  

Bcyond I50 days 

Ftrrt 20 days 

Additional 80 d& . 

Bryond LOO days 

HOSPICE CARE 

MEDICARE (PART B): MEDICAL INSURANCE-COVERED SERVICES PER CALENDAR YEAR 

$492 HOSPITALIZATION 

Unlrmitcd v~sits a 
medically ncccssq 

A11 bur $123 a day 

All but $246 a day 

Norhing 

100% of approvcd 
amounr 

All bur 61 .50 a day 

Nothing 

Two 90-day pcriodr 
and onc 3°-day period 

Mcdicarc Pays 

80% 
approvcd arnounr 

(ahcr $71 drduirihle) 

First 60 days 

$123 a day 

1246 a day 

All costs 

Nothing 

$61.50 a day 

All costs 

Full cost 

Scrvicc 

MEDICAL EXPENSE 
Phyrktan's rcrviccs. inpmcnt and out- 
parienr mcdical serviccr and supplies. 
physical and spccth rher~py.  ambu- 
lance. CIC.  

You Pay 

$71 dcductcblc' 
plus 20% 
of balance 

of ipprowd amcunr 
(plus an* chargc 
above approved 

amounr)" 

All bur 1492 

Nothing 

All but limirrd costs 
for outpaticnr drugs 

and tnpmrnt rcrpw m e .  

Bcncfit 

Mcd~carc pays for mcdacal 
r c rv~cs  in or our of rhr 
hospnal. Some insuran~r 

policicr pay lcsr 
(or nothmg) for hospital 

outparienr medical serviir 
or scrvlccs in a doctor's 

Limircd cost sharing 
for outpatient drugs 

and inpatient rcspire carc 

S C I I T ~ ~ :  C. S, i:epartmeiit of Health and Human Services, Reai th Care Financ ing  
< * -. - - .. i s . :  i,,L,stinn, Guide ta E e n l t h  1nsi:rinco fo r  People w i c h  - Medicare- 
l9,%6, Pub.  No. HCFA 02110,  pp. 10-11. 

HOME HEALTH CARE 

OCTPATIENT HOSPITAL 
TREATMENT 

BLOOD 

'Onre you haw hzd $71 ol'cxpense for ~ovcrcd serviiei in 1986. rhe Pair B dcducriblr does not apply ro any iurthcr rovcrcd sew- 
~ c i  you itccive the rest of rhc year 

..YOU PAY FOR ihaigcs higher than rhr amount approved b) Mrdiiare unlcrs rhe dmcoi or rupplici agrees to m c p t  Mcd~carc's 
; ippmv~d amouni ar rhr roral rhargc for rcrwrci irndeicd (See page Ih i 

office. 

Unlimtrcd vlsm as 

medicail) ncicssary 

Ur$~mircd as " -  
m~dlcal)y 
ncicsrary - 

Blood -- 

Full cost 

80% of 
2pprovcd amount 

(aficr $71 dcduiribk) 

80% of ipprovcd amount 
[after $71 deductible and 

sraning with 4th pint) 

Nothing 

Subjerr ro deductible 
plus 20% of balance 
of zpprovrd %mount 

Firs 3 pinrs plus 
20% of approved amount 

iafrcr $'I deducrible) 
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were no t  aware t h a t  t h e  policies t h e y  possessed, such as Medicare 
supplements o r  l imited benef i t  plans, would no t  cover  extended long- term 
care.  ' 

As wi l l  be shown i n  Chapter  4, local insurance agents also indicated t h a t  
t h e i r  p r imary  obstacle i n  market ing  long- te rm care insurance policies is t ha t  
many people assume t h a t  Medicare and  t h e  Medicare supplement policies wi l l  
cover  completely any  ant ic ipated long- term care needs. T o  be  sure, Medicare 
does p rov ide  coverage f o r  long- te rm care . . .  b u t  on  a v e r y  l imited basis. 
Medicare wi l l  pay f o r  u p  t o  100 days o f  care i n  a Medicare-approved sk i l led 
n u r s i n g  fac i l i t y  fo l lowing hospi ta l  confinement o f  a t  least t h r e e  days if t h e  
pat ient 's  doctor  prescr ibes t h e  confinement and t h e  confinement occurs w i th in  
30 days a f te r  t h e  pa t ien t  was d ischarged f rom a hospi ta l .  

What most people do  no t  real ize is t ha t  Medicare w i l l  pay  t h e  f u l l  cost o f  
confinement in a sk i l led n u r s i n g  fac i l i t y  on l y  f o r  t h e  f i r s t  20 days.  From t h e  
21st t h r o u g h  t h e  100th day,  t h e  pa t ien t  must pay  $61 .50 a day, o r  $4,920 f o r  
t h e  80-day per iod . '  I f  t h e  person has a Medicare suppiement pol icy the, 
pol icy may cover  t h a t  copayment cost.  Medicare supplements, l i ke  t h e  
Medicare program, are  geared t o  pat ients i n  need of care f o r  acute r a t h e r  
t han  chron ic  i l lness. Unfor tunate ly ,  t h e  g row ing  need i n  health care f o r  t h e  
e lder ly  is i n  t h e  chron ic  r a t h e r  than acute area and stat is t ics bear  o u t  t h e  
inadequacies o f  Medicare toward  t h i s  end.  The  national average fur 
confinement a t  t h e  sk i l led  n u r s i n g  level under  Medicare in 1977 was 27,4 
days. '  T h e  number o f  covered days decreased f rom 9,296.4 i n  1977 t o  
7,975.8 i n  1980," so i t  is probable t h a t  t h e  average per iod  o f  confinement 
today  is less than 27 days.  Most o f  t h e  t ime a !ong- term care pat ient  spends 
i n  an ins t i tu t ion  is a t  t h e  intermediate care level where the re  is no  Medicare 
coverage; consequently,  less than one p e r  cent  o f  t h e  Medicare expendi tures 
i n  1982 were f o r  n u r s i n g  home care costs. 'I I n  Hawaii, t h e  average stay at 
t h e  sk i l led nu rs ing  level, whether  o r  not  costs a re  re imbursed b y  Medicare, 
is rough ly  10 months whi le t h e  average stay a t  t h e  intermediate care level is 
about  t h r e e  and one-half years.  Medicare pays on ly  about 5 p e r  cent  of t h e  
n u r s i n g  home costs in Hawaii and t h e  average length  o f  s tay f o r  a Medicare 
pa t ien t  is about 17 d a y s . I 2  

Medicare also prov ides  coverage f o r  home health services, b u t  coverage 
is condit ioned upon t h e  need f o r  sk i l led nu rs ing  care."  Medicare does not  
cover  any care p rov ided  a t  t h e  intermediate o r  custodial  ievels. Even where 
Medicare supplement policies p rov ide  coverage f o r  extended days o f  care, 
t he re  is no coverage f o r  intermediate and custodial  care. I n  1982, Medicare 
payments f o r  home health was one p e r  cent  of to ta l  home heaith cos ts . ' "  

Medicaid 

Medicaid is t h e  federal ly  suppor ted  health care program f o r  t h e  poor  
which is administered a t  t h e  state level. I n  t h e  Un i ted  States, Medicaid 
covers 21 mil l ion persons b u t  on ly  50 p e r  cent  o f  t h e  poor .15 Medicaid 
covers almost ail ins t i tu t iona l  long- te rm care needs t h a t  a re  not  covered b y  
Medicare." As noted in Chapter  2, t h e  program aiso covers some 
noninst i tu t ional  care t h r o u g h  t h e  Nursing Home Without Waiis and Queen's 
Medical Center  Community C a r e  programs 
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Medicaid payments are  made d i r e c t l y  t o  t h e  p rov ide rs  o f  services 
rendered.  On February  19, 1985, t h e  Medicaid payment system changed f rom 
a reasonable cost basis t o  a prospect ive payment basis. Under  t h e  
prospect ive payment system, each fac i l i t y  is paid a p e r  diem ra te  based on 
1982 costs w i t h  adjustments made annual ly  f o r  in f la t ionary  purposes.  The  
prospect ive payment system was selected since it was bel ieved t h a t  cont inual 
cost increases could be  contained b y  t h e  al terat ion o f  p a s t  incent ives inherent  
in t h e  cost-based system and  t h e  creat ion o f  new incent ives f o r  faci l i t ies t o  
achieve e f f i c iency . "  Many Hawaii p rov iders ,  however, have been d i sg run t l ed  
w i t h  t h e  new prospect ive payment system a r g u i n g  t h a t  i t  does not  adequately 
re imburse actual inst i tu t ional  costs. Nationwide, t h e r e  is a g row ing  concern 
t h a t  Medicaid pat ients a re  rece iv ing  less services and  care  o r  may be  
premature ly  d ischarged f rom an i ns t i t u t i on  because o f  t h e  prospect ive payment 
system's inadequacies. Similar concerns have also been expressed in Hawaii. 
T h e  Department o f  Health foresees t h a t  t h e  prospect ive  payment system wi l l  
encourage t h e  development o f  community-based noninst i tu t ional  care as an 
a l te rna t ive  t o  more expensive ins t i tu t iona l  care. l 8  

Under  t h e  Hawaii Medicaid program t h e r e  are  t h r e e  categories o f  persons 
receiv ing f inancial  assistance.. . t he  categorical ly needy, t h e  medically needy, 
and t h e  opt ional ly  categorical ly needy.  Appl icants i n  all g roups  must also 
meet cer ta in  basic requirements such as c i t izenship and res idency.  

T h e  categorical ly needy a r e  those who meet t h e  state's de f in i t ion  o f  
"poor" based on f inancial  e l ig ib i l i t y  levels f o r  A id  t o  Families o f  Dependent 
Ch i ld ren  and Supplemental Secur i ty  Income.20 T h e  categorical ly needy 
receive assistance t h r o u g h  month ly  income payments. T o  qua l i f y  as 
categorical ly needy, a person may no t  have a month ly  income exceeding $297 a 
month (amount is h ighe r  i f  appl icant  has family) and any  resources. 

T h e  medically & are those persons who have incomes above t h e  
standards established f o r  t h e  categorical ly needy b u t  whose medical care costs 
have b r o u g h t  t h e i r  income t o  such a low level t h a t  t h e y  qua l i f y  f o r  medical 
assistance. Cur ren t l y ,  t o  qua l i f y  as medically needy, a person may not  have 
more than  $1,700 ($2,550 i n  t h e  case o f  a couple where bo th  are  app ly ing  f o r  
Medicaid) in resources and t h e  person's  month ly  income is $300 ($400 i n  t h e  
case o f  a couple where bo th  are app ly ing  f o r  Medicaid) o r  lower.  T h e  income 
l imit ,  however, is misleading. A person whose month ly  income exceeds t h e  
income l imits can s t i l l  be  e l ig ib le f o r  medical assistance if t h e  person's medical 
costs diminishes t h e  person's month ly  income t o  $300 and  t h e  person requi res 
assistance t o  pay  t h e  remaining medical costs. 

T h e  & are those who are  e l ig ib le f o r  
monetary pub l ic  assistance b u t  who choose on ly  t o  accept medical assistance. 

For  t h e  purposes o f  t h i s  s tudy ,  t h e  g r o u p  o f  most importance is t h e  
medically needy. Those who are  i n  t h e  categorical ly needy and opt ional ly 
categorical ly needy groups would not  be  able t o  a f f o r d  long- te rm care 
insurance and would probab ly  requ i re  pub l ic  medical assistance even if 
p r i va te  f inancing opt ions were avai lable. While i t  is t r u e  t h a t  t h e r e  could be  
some savings t o  t h e  Medicaid program i f  it paid f o r  t h e  premiums o f  long- term 
care insurance f o r  al l  of i t s  categorical ly needy cl ients i n  t h e  same way it 
pays premiums f o r  health maintenance organizat ions, t h i s  s tudy 's  scope is 
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l imited t o  t h e  issue o f  us ing  a tax  c r e d i t  as a n  incent ive t o  ind iv idua ls  t o  
purchase long- te rm care insurance; consequently,  t h i s  repo r t  wi l l  not  discuss 
t h i s  issue f u r t h e r .  

I n  f iscal year  1986, t h e  medically needy rec ip ients accounted f o r  9,620, 
o r  12.7 p e r  cent,  o f  t h e  tota l  75,886 Medicaid rec ip ients.  Of  t h e  7,718 aged 
Medicaid recipients, 2,920 o r  37.8 p e r  cent,  were  in t h e  medically needy 
category."  Of t h e  3172,600,527 in tota l  benef i ts  paid by t h e  Medicaid 
program, $48,723,977 or 28.2 p e r  cent  was a t t r i bu tab le  t o  t h e  aged in t h e  
medically needy category." I n  contrast ,  f o r  t h e  categorical ly needy a n d  
opt ional g roups,  on l y  $12,082,976 o r  7 p e r  cen t  and  $2,110,699 o r  1.2 p e r  
cent,  respect ively,  in benef i ts  were a t t r i bu tab le  t o  t h e  aged .23  These 
f i gu res  reveal t h a t  whi le  t h e  medically needy aged comprise on ly  3 .9  p e r  cent  
o f  t h e  tota l  Medicaid recipients, it accounts f o r  28.2 p e r  cent  o f  t h e  tota l  
amount o f  Medicaid benef i ts  pa id  out . ' "  Also noteworthy is t h e  fac t  t h a t  most 
o f  t h e  Medicaid assistance a t t r i bu tab le  t o  n u r s i n g  home costs i s  f o r  t h e  aged. 

In f iscal year  1986, Medicaid pa id  $68,992,300, o r  40 p e r  cent  o f  i t s  to ta l  
budge t  f o r  sk i l led n u r s i n g  and intermediate care.'; Prel iminary f igures  fo; 
t h e  1986 f iscal year  f rom t h e  Health Care  Adminis t rat ion Div is ion showed tha t -  
about  72 p e r  cent  o f  t h e  Medicaid reimbursements t o  n u r s i n g  homes was 
a t t r i bu tab le  t o  t h e  medically needy aged g r o u p . Z 6  T h e  pre l iminary f igures  
also showed t h a t  Medicaid reimbursements f o r  t h e  aged medically needy for :  
sk i l led  nu rs ing  care totaled $14,178,611 f o r  1,360 rec ip ients and $26,365,314 
f o r  1,741 intermediate care rec ip ients."  T h e  average benef i t  pa id p e r  
medically needy aged rec ip ient  was $13,074. 

I n  contrast,  Medicaid payments f o r  home health services t o  t h e  medically 
needy aged totaled $47,037 f o r  on l y  60 rec ip ients."  Under  t h e  Medicaid 
program and Hawaii's laws, custodial  care is no t  recognized as a separate 
level o f  care. There  is a medical requi rement  f o r  receiv ing assistance under  
Medicaid. Hence, a semi-ambulatory person who requ i res  assistance i n  dai ly  
l i v i n g  tasks but i s  no t  designated b y  a physic ian t o  be  a t  t h e  sk i l led n u r s i n g  
o r  intermediate care !eve1 may e i t he r  b e  placed i n  a care hone where on ly  
custodial  care is p rov ided  o r  remain a t  home. Medicaid, however, wi l l  not  
pay  f o r  t ha t  person's care. 

Some people bel ieve t h a t  since t h e  "welfare stigma" o f  Medicaid as it 
relates t o  long- te rm care has been essent ial ly removed, more and more people 
a r e  assuming tha t  they  can r e l y  on Medicaid. St i l l  o thers  believe tha t  since 
t h e y  have already pa id  f o r  Medicaid t h r o u g h  taxes, t hey  are  en t i t led  t o  
receive Medicaid assistance f o r  iong- te rm care." With such att i tudes, many 
e lde r l y  do not  feel t h e  need f o r  p lann ing .  The  problem w i t h  th i s  posit ion i s  
t h a t  many do not realize t h a t  Medicaid - i s  ~ ~ . .  no t  ... an ent i t lement l i ke  Medicare and 
t h a t  one must meet income and resource e l i g ib i l i t y  standards t o  qua l i f y  f o r  
benef i ts .  Thus ,  f o r  those who do no t  unders tand how Medicaid works ,  t hey  
must  exhaust  whatever l i qu id  assets they  may have u n t i l  t h e i r  resources tota l  
$1,700 o r  less and  must pay fo r  t h e i r  medical costs u n t i l  t h e i r  month ly  income 
diminishes t o  $300. Th is  i s  most d i f f i c u l t  f o r  couples w i th  jo int  assets since 
t h e  heal thy spouse wi l l  not  have much in assets f o r  a " ra iny-day  f u n d "  a f te r  
t h e  deplet ion of resources as  is requ i red  t o  qua l i f y  t h e  inst i tu t ional ized 
person f o r  Medicaid assistance. 
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I f  a  person is inst i tu t ional ized,  all o f  t h e  person's income, except  f o r  a 
$25 month ly  allowance f o r  personal items, must go  t o  t h e  n u r s i n g  home and 
Medicaid w i l l  pay t h e  baiance of t h e  nu rs ing  hone cost.  A spouse's income 
and assets are considered as resources available t o  t h e  inst i tu t ional ized 
person t h r o u g h  t h e  f i r s t  s ix months a f te r  t h e  couple ceased t o  l i ve  together  if 
bo th  spouses app ly  and  are  e l ig ib le f o r  assistance b u t  on l y  t h r o u g h  t h e  f i r s t  
month i f  on ly  one spouse applies o r  is el igible f o r  medical assistance. A f t e r  
t h e  s ix-month o r  one-month per iod,  as t h e  case may be, o n l y  t h e  income 
actual ly  cont r ibu ted  by one spouse t o  t h e  o ther  is considered available t o  t h e  
inst i tu t ional ized spouse." it is not  uncommon f o r  e lder ly  couples t o  d ivorce  
t o  enable t h e  impaired spouse t o  qua l i f y  f o r  Medicaid w i thout  impoverishing 
t h e  spouse a t  home." For tunate ly  f o r  many, t h e  Medicaid appl icant 's  home 
wi l l  no t  be  regarded as a l i qu id  asset if t h e  person and family f i les a 
declarat ion o f  i n ten t  t o  r e t u r n  t o  t h e  borne upon release f rom t h e  
ins t i tu t ion .  " 

Those who unders tand t h e  Medicaid program o f ten  p lan ahead and d ives t  
t h e i r  resources by s ign ing  ove r  t h e i r  assets t o  t h e i r  ch i l d ren  before any 
i l lness occurs.  T h i s  is usual ly  done w i th  an unwr i t t en  agreement f rom t h e  
ch i ld ren  tha t  whi le t h e  e lder ly  parents are s t i l l  healthy, t h e  parents w i l l  
maintain contro l  ove r  t h e i r  assets. When long- te rm care is requi red,  these 
persons w i l l  be  e l ig ib le f o r  Medicaid w i thout  hav ing  lost  t h e i r  l i fe  savings 
which could then be  enjoyed b y  t h e i r  spouses o r  ch i ld ren .  Such divestment 
sur rep t i t ious ly  violates t h e  s p i r i t  of t h e  Medicaid law gove rn ing  t h e  t rans fe r  
o f  assets." I t  has been argued, however, t h a t t h i s  s o r t  o f  wangl ing would 
not  occur  i f  t h e  e lder ly  had o ther  opt ions which would assure them o f  
independent ly  handl ing t h e i r  long- term care needs. 

Financing long- term care t h r o u g h  Medicaid has many drawbacks. T h e  
d i ves t i t u re  o f  resources t o  qua l i f y  f o r  a id is demeaning t o  some and if t h e  
pat ient  is rehabi l i tated t o  t h e  po in t  of r e t u r n i n g  home, t h e  s tandard  o f  l i v i n g  
may be  too diminished and social s t r u c t u r e  too d i s rup t i ve  t o  make such a 
move possible. '" Often, pat ients who pay f o r  themselves pay h igher  rates 
than pub l ic ly  suppor ted  pa t ien ts .  This pract ice o f  subsid iz ing care f o r  t h e  
poor is common i n  acute hospital  care, b u t  i n  long- te rm care, t h e  pat ients 
who pay  f o r  themselves are almost never  i nsu red . '=  Final ly,  i t  must be  
remembered t h a t  pub l i c  revenues are not l imit less. D u r i n g  times of f iscal 
constra ints ,  as e f fo r t s  t o  c u t  costs are intensif ied, inev i tab ly  benef i ts  become 
more res t r i c t i ve  and less people are  covered o r  less services are prov ided t o  
those i n  need. 

Pr iva te  Financing A l te rna t ives  

The increasing cost of medical care and t h e  constra ints  on pub l ic  
f u n d i n g  f o r  medical care have served a s  t h e  catalysts f o r  t h e  ardent  search 
f o r  p r i v a t e  f inanc ing  mechanisms for  long- term care i n  recent years. SRI 
Internat ional  categorizes p r i v a t e  f inancing inst ruments e i ther  as insurance o r  
cash accumulation inst ruments.  Insurance includes the  indemnity t y p e  
n u r s i n g  home insurance plans as wel l  a s  managed-care environment plans such 
as l i f e  care communities and social health maintenance organizat ions. Cash 
accumulation inst ruments include t h e  ind iv idua l  medical account similar t o  t h e  
ind iv idua l  ret i rement account .  Sifice tnsurance inst ruments pool t h e  resources 
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o f  a g r o u p  o f  persons who share t h e  r i s k  o f  long- term care, t hey  a re  
regarded as be ing more appropr iate when t h e  long-term care costs a re  la rge 
and t h e  p robab i l i t y  o f  needing coverage i s  small. Cash accumulation 
instruments, on t h e  o ther  hand, p rov ide  a method o f  ind iv idua l ly  se t t ing  
aside money f o r  oneself. There  is no r i s k  shar ing  involved i n  cash 
accumulation inst ruments so t h e  resu l t  is a smaller amount o f  money available 
t o  f inance long-term care. Cash accumulation inst ruments are considered 
more ef fect ive when the re  is a h i g h  probab i l i t y  t h a t  a person wi l l  need t h e  
serv ice a t  some po in t  i n  t ime and when t h e  costs o f  t h e  service are not  
beyond t h e  means o f  a person's l i fet ime savings capaci ty . "  

Aside f rom long-term care insurance, t h e  two prominent f inancirtg 
inst ruments most discussed today a re  t h e  social health maintenance 
organizat ions and the  ind iv idua l  medical account. T h e  social health 
maintenance organizat ions are c u r r e n t l y  be ing implemented on a demonstration 
basis a t  t h e  Metropol i tan Jewish Ger ia t r ic  Center  i n  Brooklyn,  New York;  
Kaiser Permanente i n  Portland, Oregon; t h e  Ebenger Society in Minneapolis, 
Minnesota; and t h e  Senior Care Act ion Network i n  Long Beach, Cal i fornia. 
These social health maintenance organizat ions p rov ide  t h e  standard Medicare 
inpat ient,  ambulatory, and diagnost ic services as well as long-term care, home 
health care, homemaker and chore services, and therapeut ic  services l i ke  
physical  and occupational therapy.  Ut i l izat ion and cost data f rom these 
demonstration pro jects w i l l  no t  be  available u n t i l  1989." 

T h e  ind iv idua l  medical account provides a vehicle f o r  a person to  set 
aside, tax- f ree ,  money which can on ly  be w i thdrawn f o r  medical purposes. 
Colorado recent ly  enacted such a law which requires t h e  establishment o f  a 
t r u s t  wherein t h e  t rus tee must  purchase major medical coverage f o r  t h e  
account holder  t o  cover al l  medical, dental, and long-term care expenses i n  
excess o f  $10,000 annual ly and l imits use o f  t r u s t  assets to  medical, dental, 
and long-term care expenses. 3 s  



Chap te r  4 

LONG-TERM CARE INSURANCE 

Def in i t ion 

For  t h e  purposes of t h i s  repor t ,  long- term care insurance means any 
insurance pol icy o r  similar health benef i ts  plan which is designed f o r  o r  
marketed as pay ing  benef i ts  f o r  t h e  care o f  a pol icyholder  who, due  t o  
chron ic  i l lness o r  i n f i rm i t y ,  is unable t o  per fo rm act iv i t ies o f  dai ly  l i v i n g  f o r  
an extended per iod  o f  t ime. Such covered care includes health care services 
such as n u r s i n g  home care, personal care, and home health care o r  related 
services which may inc lude home and  community-based services, o r  both.  
Long-term care insurance does not  inc lude medicare supplement insurance 
policies, as def ined under  section 431-771, Revised Statutes, ' which 
are designed p r imar i l y  as supplements t o  reimbursements under  Medicare f o r  
hospital, medical, o r  surg ica l  expenses. 

Recent Developments i n  t h e  Fie ld 

Long-term care insurance, which was i n  i t s  in fancy on l y  two years ago, 
has undergone substant ial  development. Nevertheless, t h e  long- term 
insurance f ie ld  is mercurial  and cont inual  changes are  expected. Nationwide, 
t he re  were repor ted ly  on ly  125,000 long- te rm care insurance policies i n  ef fect  
i n  1985 and most of those policies were underwr i t t en  by Firemen's Fund o r  
Uni ted Equitable, t h e  two companies which have been market ing n u r s i n g  home 
insurance f o r  ove r  a decade. I n  September, 1986, it was estimated t h a t  t h e r e  
are around 200,000 policies i n  ef fect  and almost 70 companies market ing  iong-  
term care i n ~ u r a n c e . ~  Recognizing t h a t  long- term care insurance could b e  a 
lucra t ive  business, t h e  insurance i ndus t r y ,  whi le maintaining caution, has 
been rap id l y  in t roduc ing  new products  and increasing i t s  promotional e f fo r t s .  
The  pub l ic  sector, on t h e  o ther  hand, has been s tudy ing  strategies f o r  pub l ic  
policies i n  long- term care and searching f o r  ways t o  encourage t h e  
development o f  p r i va te  f inanc ing  mechanisms, inc lud ing  long- te rm care 
insurance, t ha t  wi l l  re l ieve t h e  bu rden  on t h e  Medicaid budget .  

With t h e  su rge  o f  ac t i v i t y  i n  t h e  long- term care insurance i n d u s t r y  
w i th in  t h e  past two years, t h e  American Health Care Association has warned 
tha t  as most p roducts  are developmental, new products may fo rce  t h e  
wi thdrawal  o f  o lder  p roducts  f rom t h e  market  and t h e r e  have been repo r t s  of 
market ing abuses and shallow benef i t   product^.^ The  p r i v a t e  and pub l i c  
sectors have recent ly  joined forces t o  address these long- term care insurance 
problems. A t  t h e  federal ievel, t h e  Wyden amendment t o  t h e  Consolidated 
Omnibus Budget  Reconciliation Ac t  of 1985 d i rected t h e  Secretary o f  Health 
and Human Services t o  establ ish a task  fo rce  on long- term care insurance. 
Specif ically, t h e  task  fo rce  has been d i rec ted  t o  develop recommendations f o r  
long- term care insurance which wi l l  inc lude recommendations t o  l imi t  marke t ing  
and agent abuse, p rov ide  dissemination of appropr ia te  consumer information t o  
permi t  informed choices, g ive  assurance tha t  benef i ts are reasonably related 
t o  premiums, and promote t h e  development and avai lab i l i ty  o f  insurance 
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policies meeting these recommendations.' T h e  task  fo rce  is expected t o  
r e p o r t  t o  t h e  Secretary in t h e  fa l l  o f  1987. 

A t  t h e  state government level, t h e  National Association o f  lnsurance 
Commissioners appointed a task  fo rce  on Medicare Supplement, Long Term 
Care  a n d  O the r  Limited Benef i t  Plans i n  ea r l y  1985. T h e  Task Force, i n  
t u r n ,  appointed an Adv isory  Committee on  Long Term Care composed of 
representat ives f rom t h e  insurance i n d u s t r y  t o  exp lore  var ious issues related 
t o  t h e  development o f  long- term care insurance p lans.  I n  June, 1986, t h e  
Adv i so ry  Committee submitted a comprehensive d r a f t  repo r t  o f  near ly  400 
pages t o  t h e  Task  Force. T h e  r e p o r t  contained a series of recommendations, 
i nc lud ing  model legislation, f o r  t h e  development o f  p r i v a t e  insurance as a 
v iable f inanc ing  mechanism f o r  long- term c a r e . V h e  repo r t  emphasized tha t  
a f ragmented o r  piecemeal implementation of t h e  recommendations would 
mi t igate t h e  impact o f  insurance as a f inanc ing  a l ternat ive.  (See Appendix EJ 
f o r  summary o f  issues and recommendations as repor ted  by t h e  Adv isory  
Committee.) On December 7, 1986, t h e  National Association o f  lnsurance 
Commissioners o f f i c ia l l y  received t h e  f ina l  r e p o r t  o f  t h e  Adv i so ry  Committee 
b u t  t h e  Bureau was unable t o  obta in a copy o f  t h e  f ina l  r e p o r t  before 
publ icat ion o f  t h i s  repo r t .  T h e  Bureau believes, however, t h a t  l i t t le ,  if any, 
subs tant ive  changes were made since t h e  d r a f t  appeared t o  b e  v e r y  well 
received. ' 

T h e  message of t h e  adv isory  committee i s  c lear . .  . long- te rm care 
insurance can be t h e  answer t o  sh i f t i ng  t h e  b u r d e n  o f  f inanc ing  long- term 
care t o  p r i v a t e  r a t h e r  than pub l i c  means. T h e  task  is not  a simple one. 
Before long- te rm care  insurance can become a v iable f inanc ing  mechanism, 
mil l ions o f  new policies have t o  be  sold. T o  sel l  those policies, experience 
data on  c u r r e n t  long- term care insurance policies and  longi tudinal  data on t h e  
potent ia l  long- term care populat ion must be  developed and used t o  improve 
t h e  marketab i l i t y  of long- term care insurance. Then, t h e r e  i s  s t i l l  t h e  
enormous t a s k  of educat ing t h e  pub l i c  on  t h e  l imitat ions o f  Medicare coverage 
f o r  long- te rm care and t h e  consequences o f  depending on Medicaid. 

Basic Elements o f  a Long-Term Care  lnsurance Policy 

While most long- term care insurance policies general ly  p rov ide  similar 
coverage, t h e r e  a r e  subt le  d i f ferences which can be  misleading t o  t h e  ill- 
informed consumer who could be  pay ing  a h i g h  premium f o r  coverage t h e  
person may no t  be  ge t t i ng  o r  m igh t  not  need. Th i s  is not  t o  imply, however, 
t ha t  t h e  insurance i n d u s t r y  is t r y i n g  t o  mislead t h e  naive e lder ly  populat ion. 
Indeed, t h e  insurance i n d u s t r y  has been t r y i n g  t o  care fu l l y  design i t s  
policies t o  increasingly  meet consumer demands whi le a t  t h e  same time l im i t ing  
i t s  r i s k .  It is t h e  complex na ture  o f  t h e  long- term care reimbursement 
procedure, which has i t s  o r ig ins  i n  Medicare and  Medicaid guidelines, t ha t  
defies comprehension b y  lay ind iv iduals.  

T h e  American Health Care Association i n  January ,  1986, ident i f ied  59 
d i f f e r e n t  insurance p roduc ts  t h a t  were e i ther  repor ted ly  in t h e  marke t  o r  
about t o  en te r  t h e  market . '  T h e  fol lowing discussion on  pol icy contents is 
general ly  based on various policies repor ted ly  available i n  t h e  Un i ted  States. 
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Def in i t ions - Eve ry  insurance pol icy has def in i t ions f o r  such terms as 
" n u r s i n g  home fac i l i t y " ,  "convalescent home fac i l i ty" ,  "sk i l led n u r s i n g  care", 
" intermediate care", "custodial  care", "p re-ex is t ing  condit ion",  and "home 
care".  T h e  def ini t ions, however, of ten d i f f e r  f rom pol icy t o  pol icy.  I t  is 
ext remely important  t o  read a l l  t h e  def in i t ions i n  o r d e r  t o  c la r i f y  t h e  ex ten t  
o f  coverage p rov ided  by t h e  pol icy. When consider ing t h e  purchase o f  a 
pol icy, a consumer should ascertain which faci l i t ies and what  types  o f  care i n  
Hawaii would meet t h e  de f in i t ions  o f  t h e  pol icy i n  o r d e r  t o  envision t h e  t y p e  
o f  care be ing  purchased.  

I nsu rab i l i t y  - Most companies requ i re  a medical clearance a l though t h e  
policies usual ly d o  no t  speci fy  what types  o f  health h i s to ry  m igh t  d isqua l i f y  a 
person f rom be ing  insured.  T h e  Bureau has been t o l d  on  numerous 
occasions, however, t h a t  many e lder ly  w i t h  h is tor ies o f  ailments such as 
diabetes, stroke, and cancer are not  insurable.  A t  least one pol icy does no t  
r e q u i r e  a health clearance b u t  t h e  coverage is l imited t o  one year .  Most 
companies wi l l  not  sell a pol icy t o  a person over  79 years o f  age, a l though 
some companies w i l l  i nsu re  a person u p  t o  84 years and o thers  w i l l  no t  i nsu re  
persons over  75 years o ld .  

Benef i ts  - Most long- te rm care insurance policies w i l l  cover  pat ient  stays 
i n  a n u r s i n g  home a t  t h e  sk i l led  nu rs ing  and  intermediate care levels t h a t  a re  
requ i red  b y  t h e  pat ient 's  physic ian.  Some policies, especially t h e  o lder  
policies, cover on ly  stays a t  t h e  sk i l led n u r s i n g  level.  T h e  newer policies 
inc lude custodial care coverage b y  p r o v i d i n g  tha t  benef i ts  wi l l  no t  be  reduced 
o r  denied because t h e  care received a f te r  admission is reduced t o  a lower 
level, such as custodial, as long as t h e  pat ient  remains conf ined i n  t h e  same 
n u r s i n g  home. More policies are  also o f fe r i ng  home care a t  a rate of about  50 
p e r  cent  of t h e  dai ly  ins t i tu t iona l  benef i t ,  bu t ,  on  a l imited basis. 

T h e  benef i ts payable i n  long- term care policies are usual ly  indicated on a 
p e r  diem, monthly,  o r  annual basis. The  policies typ ica l l y  p rov ide  on ly  one 
benef i t  payment rate regardless o f  t h e  level o f  care  as long as t h e  care  is 
p rov ided  i n  a qual i f ied ins t i tu t ion .  The  dai ly  benef i ts range f rom $20 a day  
t o  $120 a day and  t h e  dura t ion  o f  t h e  benef i t  per iod  can range f rom one year  
t o  six years. Most policies p rov ide  f o r  a benef i t  per iod  o f  t h ree  t o  f i v e  
years. It should be noted t h a t  t h e  average nu rs ing  home stay i n  Hawaii is 
about t h ree  and one-hal f  years and on ly  about f i v e  p e r  cent  o f  the  n u r s i n g  
home populat ion would r e q u i r e  inst i tut ional izat ion f o r  more than f i v e  years.  

Benefi ts a re  payable u n t i l  e i ther  t h e  maximum amount payable o r  t h e  
maximum per iod o f  coverage is exhausted. Accordingly ,  a person who has a 
pol icy which wi l l  pay  f o u r  years o f  benef i ts can conceivably receive benef i ts  
f o r  two o r  more separate n u r s i n g  home confinements which tota l  f ou r  years o f  
confinement o r  t h e  maximum amount of benef i ts payable. 

A t  least one company o f fe rs  an opt ional r i d e r  which increases dai ly  
benef i ts  b y  f i ve  p e r  cent  annual ly  f o r  ten  years t o  keep pace w i th  increases 
i n  n u r s i n g  home care costs.  Th i s  in f la t ionary fac tor  is becoming more 
important  as more people are  be ing  encouraged t o  purchase long- term care 
insurance a t  a younger  age and i t  appears cer ta in tha t  nu rs ing  home costs 
wi l l  increase each year .  
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Pre-ex is t ing  Condi t ion - Most insurance policies w i l l  no t  cover  a person 
w i t h  a p re -ex i s t i ng  condi t ion a t  t h e  t ime t h e  pol icy goes i n to  ef fect  u n t i l  a 
cer ta in  pe r iod  of t ime elapses, rang ing  f rom 60 days  t o  one yea r .  

Elimination Per iod - Some policies w i l l  beg in  t h e  payment o f  benef i ts on 
t h e  f i r s t  day  a person is placed i n  a n u r s i n g  home whi le o the r  policies wi l l  
beg in  on  t h e  21st o r  t h e  l O l s t  day o f  t h e  n u r s i n g  home s tay .  Usually, a 
person has t h e  opt ion t o  select a pa r t i cu la r  elimination per iod .  T h e  premium 
cost decreases w i t h  a h ighe r  elimination per iod .  Those who select t h e  h igher  
elimination per iod  are those who can w i ths tand t h e  cost o f  t h e  f i r s t  100 days 
and who are  more concerned about  extended conf inement.  

Condit ions Under  Which Benef i ts  a re  Payable - When evaluat ing t h e  
benef i ts  o f fe red  b y  d i f f e r e n t  policies, t h e  consumer must  not  only  be  
concerned w i t h  t h e  benef i t  amount and  length  o f  t ime benef i ts  a re  payable, 
b u t  also t h e  condit ions under  wh ich  benef i ts  w i l l  b e  pa id .  For  example, most 
policies requi re,  as a prerequ is i te  f o r  benef i ts  i n  a sk i l led n u r s i n g  fac i l i ty ,  a 
s tay i n  t h e  hospital  f o r  acute care f o r  a t  least t h r e e  days .  While insurance 
agents of ten maintain tha t  it is v e r y  r a r e  t h a t  a person w i l l  r equ i re  placement 
i n  a sk i l led nu rs ing  fac i l i t y  w i thout  hav ing  f i r s t  undergone extensive tests 
and t reatment  at t h e  acute care level i n  a hospital, some pat ients, l i ke  those 
a f f l i c ted  w i th  A1zheimer.s Disease, may not  r e q u i r e  hospital izat ion and i t  is 
probable tha t  some doctors o r d e r  medically unnecessary hospital ization as 
pre ludes t o  nu rs ing  home e n t r y .  l o  It is i n te res t i ng  t o  note tha t  some o f  t h e  
newer insurance products  a r e  o f fe r ing ,  at a h i g h e r  premium, an opt ion where 
p r i o r  hospital izat ion is not  requ i red .  

Another  example o f  a pol icy condi t ion is where bene i i t s  payable f o r  
placement i n  an intermediate care fac i l i t y  a re  payable o n l y  if t h e  insured has 
f i r s t  stayed i n  a sk i l led n u r s i n g  fac i l i t y  f o r  a cer ta in  per iod  o f  time l i ke  14, 
20, o r  even 120 days.  The  problem w i th  such a condi t ion is t ha t  i t  is h igh l y  
possible tha t  a person could go f rom acute care t o  sk i l led n u r s i n g  care then 
on t o  intermediate care w i th in  a shor te r  per iod  than 90 days.  It is also 
possible t h a t  a person may go d i rec t l y  f rom acute care to  intermediate care 
and s k i p  sk i l led n u r s i n g  care en t i re ly .  

Most policies wi l l  on ly  pay  benef i ts  if t h e  i nsu red  is conf ined t o  an 
ins t i tu t ion  t h a t  is Medicare ce r t i f i ed  o r  t h a t  meets t h e  i nsu re r ' s  def in i t ions of 
sk i l led nurs ing ,  intermediate, o r  custodial  fac i l i t ies.  Recognizing tha t  home 
care is p r e f e r r e d  b y  most e lder ly  t o  inst i tu t ional  care, many companies are 
now o f fe r i ng  such coverage. Th is  coverage, however, is l imited t o  
recuperat ion and rehabi l i ta t ion fo l lowing ~ a specif ied per iod  o f  covered 
inst i tu t ional  care and may no t  inc lude t h e  custodial  o r  personal care services 
f o r  wh ich  most e lder ly  of ten desi re coverage. I n s u r e r s  dei iberately res t r i c t  
home care benef i ts since they  are  aware of t h e  large potent ia l  f o r  home care 
serv ice claims f rom those who have never  been inst i tu t ional ized.  

I f  confinement is due  t o  a mental o r  nervous condit ion tha t  is not  
"demonstrably organic",  most policies wi l l  not  p a y  benef i ts .  Usually such 
policies inc lude coverage f o r  Alzheimer's Disease and  seni l i ty ,  b u t  prospect ive 
insureds must v e r i f y  t h i s  w i th  t h e  company before s ign ing  t h e  cont rac t .  Th i s  
coverage could be  v e r y  important  since t h e r e  are  increasingly  more cases of 
Alzheimer's Disease occu r r i ng  and of ten when t h e  disease is diagnosed, t h e  
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pat ient  requi res more custodial  ra the r  than medical and rehabi l i ta t ive care. 
Most policies w i l l  not  p a y  benef i ts  i f  confinement resul ts  f rom suicide attempts 
o r  se l f - in f l ic ted i n j u r y .  

Renewabi l i ty - A n  important  p rov is ion  t o  look f o r  is t h e  terms of 
renewabi l i ty .  As most insureds wi l l  p robab ly  b e  purchas ing  a pol icy a t  age 
65 o r  older,  t h e r e  should be  some assurance tha t  t h e  pol icy wi l l  no t  be  
canceled when t h e  pol icyholder  is 80 years o ld  and unable t o  obta in coverage 
t h r o u g h  another insurance company. Many o f  t h e  newer p roduc ts  a re  
o f fe r i ng  a guaranteed ~ - renewable fea ture  where t h e  pol icy is guaranteed t o  be  
renewed unless t h e  i nsu red  fa i ls  t o  pay  t h e  premium. Some policies may be 
canceled only  if all such policies i n  t h e  same state are  canceled. Group 
policies may be  terminated a t  any time u n d e r  terms appl icable t o  g r o u p  
insurance. While most insurance agents wi l l  maintain tha t  i t  is un l i ke l y  t ha t  
t h e  insurance company w i l l  cancel a pol icy even though t h e r e  is no 
guaranteed renewable prov is ion,  t h e  prospect ive insured would be  wise t o  
consider t h e  poss ib i l i t y  and  examine t h e  company's reputat ion and  s tab i l i t y .  

Premium Waiver - Another  general p rov is ion  tha t  must  b e  considered is a 
premium waiver  p rov is ion  where t h e  payment o f  premium is waived d u r i n g  the  
insured 's  confinement in a n u r s i n g  home f o r  wh ich  benef i ts under  t h e  pol icy 
were paid.  Th i s  ensures t h a t  t h e  pol icy wi l l  not  b e  canceled due  t o  fa i l u re  t o  
pay premium whi le  t h e  i nsu red  is conf ined. 

O t h e r  Pol icy Provisions - I nsu re rs  are  developing new provis ions t o  
enhance t h e i r  pol icy o f fe r i ngs .  T h e  in f la t ion r i d e r  mentioned ear l ier  is one 
example. Other  examples inc lude t h e  use o f  discounts f o r  couples purchas ing  
policies o r  f o r  par t i cu la r  l i festyles, ambulance benef i ts,  coverage f o r  Chr is t ian  
Science Care, coverage f o r  inhospital  p r i v a t e  nurse, ou t -pa t ien t  p rescr ip t ion  
benef i ts,  and a 24-hour accidental death benef i t .  

Premium Cost  - T h e  premium cost is dependent on many factors:  t h e  
insured 's  age, t h e  range of services covered, t h e  number o f  condit ions 
l imi t ing payment o f  benef i ts,  t h e  benef i t  el imination per iod,  t h e  amount of 
dai ly  benef i t  payable, and t h e  dura t ion  o f  benef i ts .  Policies which p rov ide  
f o r  home health care fo l lowing inst i tu t ional izat ion general ly cost more. Many 
companies o f fe r  opt ions on such prov is ions as t h e  dai ly  benef i t  amount, the  
p r i o r  hospital ization requirement,  and t h e  dura t ion  of coverage. Annual 
premiums r u n  i n  t h e  range o f  $50 t o  $5,000. T h e  average premium f o r  a 65- 
year o ld  w i th  coverage o f  about  SlOO a day f o r  f o u r  years is about $900- 
$1,000 a year .  Premiums are  h ighe r  f o r  o lder  pol icyholders and those 
considered h igh  r i s k .  General ly,  t h e  more l ibera l  t h e  coverage p rov ided  o r  
t h e  more options a pol icyholder  selects, t h e  h ighe r  t h e  premium. 

Often. policies which contain many res t r i c t i ve  condit ions have lower 
premiums. A person could conceivably purchase a pol icy and never  be  
e l ig ib le f o r  benef i ts,  even though long- term care is requi red,  because of t h e  
res t r i c t ions .  Consumers must ,  therefore,  care fu l l y  examine t h e  d i f ferences i n  
t h e  levels of long- term care, t h e  avai lab i l i ty  of services and facil i t ies, and 
t h e  condit ions upon which benef i ts  wi l l  be paid, and t h e  premium cost before 
determin ing which pol icy would be  most sui table. 



L O N G - T E R M  CARE FOR T H E  E L C E R L Y  

Marke t ing  Problems 

lnsurance i s  supposed Po b e  an economical way of t a k i n g  care of a 
potent ia l ly  catastrophic f inancial  problem since i t  involves r isk-pool ing.  The  
ex ten t  o f  t h e  economy, o f  course, depends on t h e  size of t h e  pool o f  
insureds .  Since long- term care insurance is a re lat ive ly  new insurance 
p r o d u c t  and  t h e r e  are  few poi icyholders,  t h e  premiums tend  t o  be h igh .  T h e  
i r o n y  is t h a t  unless more people can be persuaded t o  en ter  t h e  r i s k  pool, t h e  
premiums wi l i  cont inue t o  we h igh,  ye t ,  t h e  h igh  p r i c e  of long- term care 
insurance is one reason w h y  many people are  discouraged f rom buy ing .  

In te res t ing ly ,  ICF !ncor-porated, a consu l t ing  f i r m  specializing i n  health 
and environmental issues, examined t h e  a f fo rdab i l i t y  issue and concluded t h a t  
about 50 p e r  cent  of t h e  people i n  t h e  65 t o  69 age g roup  could a f fo rd  
insurance premiums t h a t  a re  less than f i v e  pe r  cent  o f  t h e i r  incomes." 
A f io rdab i l i t y ,  however, deciines rap id l y  for t h e  o lder  age groups because t h e  
premiums increase whi le t h e  average income decreases w i th  age. ICF 
Incorporated concluded t h a t  a l though a major i ty  of t h e  e lder ly  can a f f o r d  
long- term care insurance, few policies have been sold pr imar i l y  because t h e  
e lder ly  who can a f f o r d  t h e  insurance do not  bel ieve they  need i t .  T h e  
e lder ly  must be  convinced o f  t h e  need f o r  insurance before a s igni f icant  
volume of purchases o f  insurance wi l i  occu r . "  

Insurance companies have argued t h a t  t h e  greatest  b a r r i e r  t o  market ing  
long- term care insurance is t h e  jack of consumer awareness of t h e  long- te rm 
care f inanc ing  problem. ?dost e lder ly  believe tha t  Medicare and Medicare 
Supplement insurance policies w i l l  cover  any long- te rm care they  may requ i re .  
Within t h e  past  year ,  h o w a e r ,  t he re  has been an increase i n  ac t i v i t y  i n  bo th  
t h e  p r i v a t e  and  pub l ic  sectors t o  overcome t h i s  b a r r i e r .  Th roughou t  t h e  
nation, insurance companies and government  agencies are o f f e r i n g  
informational meetings t o  various community g roups and pub l ish ing  consumer 
guides t o  expla in t h e  long- term care f inanc ing  problem and t h e  role o f  long- 
term care insurance.  Slowly, more people are  recognizing t h e  l imits o f  
Medicare and t h e  advantages of long- term care insurance. 

Another  major b a r r i e r  t o  t h e  development o f  long- term care insurance 
has been t h e  lack o f  data in  the  f ie ld  which makes it d i f f i cu l t  t o  set premium 
levels, def ine insurab ie  events, and design policies t o  meet t h e  needs of 
potent ial  pol icyholders.  i nsu re rs  are  ser iously  concerned about adverse 
selection where on ly  t h e  h igh  r i sk  t ypes  wi l l  purchase insurance and -- moral 
hazard where the re  wi l l  be a h i g h e r  use of long- term care services simply 
because t h e y  are  covei-ed. Moral hazard has been blamed f o r  much o f  t h e  
r i s i ng  cost o f  hospital  c a r e  and there  is a fear  t h a t  t h e  !ong- term care costs 
wi l l  s imi lar ly r i se  w i th  more people covered by long- term care insurance 
pol ic ies. l 3  Rest r ic t i ve  pol icy condit ions such as  the  medical requirement f o r  
home care are  specif ical ly aimed at l imi t ing claims since home care is viewed 
as h i g h l y  suscept ible t o  moral h a z a r d . "  

The Hawaii Marke t  f o r  Long-Term C a r e  Insurance 

Al though long- te rm care insurance has been sold i n  t h e  cont inental  
Uni ted States f o r  over  t en  years ,  in  Havai i ,  such insurance PI-oducts have 



LONG-TERM CARE INSURANCE 

o n l y  been marketed f o r  a few years.  I n  September, 1986, t h e  lnsurance 
Div is ion o f  t h e  State Department o f  Commerce and  Consumer A f fa i r s  surveyed 
t h e  700 general agents author ized t o  t ransac t  l i fe  and  d isab i l i t y  insurance 
business i n  t h i s  State t o  ascertain t h e  level o f  ac t i v i t y  i n  t h e  long- te rm care 
insurance f i e ld .  T h e  Div is ion received on ly  140 responses wh ich  i s  
considered unusua l ly  low f o r  inqu i r ies  made b y  t h e  Commissioner t o  general 
agents. T h e  Div is ion surmised t h a t  t h e  poor  response was probab ly  due  t o  
t h e  low level o f  in te res t  i n  long- term care insurance. T h e  survey ,  however, 
d i d  reveal some in te res t ing  data. 

C u r r e n t l y ,  t h e r e  are  a t  least e igh t  d i f f e r e n t  long- term care insurance 
products  be ing  marketed i n  Hawaii b y  14 d i f f e r e n t  agents. (See Exh ib i t  3 f o r  
t h e  Bureau's comparison of t h e  e igh t  pol ic ies.)  One agent noted tha t  t h e  
insurance company t h e  agent  was af f i l ia ted w i th  was tes t  market ing  a new 
insurance p roduc t  which p robab ly  would become available i n  Hawaii i n  t h e  
f u t u r e .  Of  t h e  126 agents who responded t o  t h e  s u r v e y  and repor ted  t h a t  
t h e y  were no t  c u r r e n t l y  se l l ing long- te rm care insurance, 15 said t h e y  
in tended t o  sell long- term care insurance w i th in  t h e  nex t  two years, and 17 
said they  would i f  t h e y  could f i n d  appropr ia te  policies. 

Most of t h e  agents have been sel l ing long- te rm care insurance f o r  on ly  
s ix  months and some have not  been aggressively  sel l ing t h e  new products .  
Those who have been aggressively  se l l ing long- term care insurance have 
repor ted  tha t  sales ove r  t h e  past  few months have been encouraging. To  
date, more than 400 policies have been sold and agents acknowledge tha t  
consumers are  becoming be t te r  in formed about t h e  l imits o f  Medicare coverage 
and Medicaid e l ig ib i l i t y  due t o  increased pub l i c i t y  bo th  locally and nat ional ly.  
Most wi l l  agree, however, t h a t  t h e r e  is s t i l l  need f o r  more consumer education 
programs and t h a t  incent ives t o  purchase long- term care insurance are  
necessary t o  enlarge t h e  pool o f  pol icyholders.  

Regulat ing Long-Term Care lnsurance 

Long-term care insurance i n  Hawaii, as i n  most states, is not  specif ical ly 
regulated l i ke  Medicare supplement insurance. The  pr imary  reason is t ha t  u p  
u n t i l  the  past year, t he re  were v e r y  few, if any, policies sold. T h e  State's 
posit ion i n  1984 was tha t  t h e  i n d u s t r y  should be  g iven f l ex ib i l i t y  t o  develop 
appropr ia te  products  and t h a t  regu la tory  action was premature.15 The  
National Association of Insurance Commissioners, however, has recent ly  
adopted a model law which would maintain f l ex ib i l i t y  f o r  t h e  i n d u s t r y  b u t  
ensure  some measure o f  protect ion f o r  t h e  consumer. T h e  avai lab i l i ty  of t h i s  
model law may prompt  more states into enact ing regu la tory  laws specif ical ly 
f o r  long- term care insurance. 



EXHIBIT 3 

Comparison of Insurance Policies Available in Hawaii 

I he  i n f u r m a t i o n  p resen ted  i n  t h i s  c h a r t  was e x t r a c t e d  from brochures and sample p o l i c i e s .  Readers a r e  adv ised  t o  e x e r c i s e  
c a i i t i a n  i n  t h e  use o f  t h i s  c h a r t  s i n c e  many o f  the  p o l  i c y  terms a r e  s u b j e c t  t o  f u r t h e r  c l a r i f i c a t i o n  by  t h e  insurance companies 
8nd  companies may be r e p l a c i n g  Cur ren t  p o l i c i e s  w i t h  improved ones i n  t h e  f u t u r e .  

--AfTNA L i f E  6NSUHANCE AND ANNUITY GO. AiG LIFE 
- -Sk i  l i e d  Nurs ing  Cars F a c i l i t y  Indemni ty  P o l i c y  c a r e  span 141142u 

Y14236 1 
- - s h o r t  form med,(:ai q u e s t i a n n a i r s .  
--ninimiim ago 55 yea rs :  Maximum age 84 years.  

--samr d a r i y  b e n e f i t  f o r  s k i l i e d  c a r e  payable though I --Same a s  f o r  s k i l l e d  n u r s i n g .  
care reduced t o  t h i s  l w e i  8s 1009 ss c e r e  i s  
d e l i v r v e d  i n  s k i i l ~ d  n u r s i n g  f a c i l i t y  a s  de f i ned  i n  

- - S h ~ ? t  fo rm n e d i c s i  ques t ionna i re .  
--79 yca rs  

--S40 - 5100 
- - ) -day p r i o r  h o s p i t ~ i ~ z a t i o n  requ i red ;  c o n i ~ n s m e n t  

musf beg in  w i t h i n  30 dsys a f t e r  h o s p i t s l  
conf inement .  o p t i o n  to  drop p r i o r  h o s p i t a i i r a r i o n  
req i t i rement  BY8i lab lR.  ( S e e  d r f t n i t i o n s . )  

--$20 t o  S120Idey 
--3-day p r i o r  h o s p i t a l i z a t i o n  requ i red .  

- -50% o f  d a i l y  b e n e f i t  f o r  s k i i i e d  care.  I - - F u I I  s k i l l e d  care b e n e f i t  f i r s t  30 days; 112 f o r  next 60 
days. 

--2 yeo is .  --90 days; o p t i o n  a v a i l a b l e  f o r  $20-$60/day coverage f o r  z I 

--same d a i i y  b e n e f i t  f a r  s k i l i a d  c a r e  payable though 
c a r s  ~ e d l l c ~ d  t o  this l s v c i  a s  io i ig  a s  c a r e  i s  
d a i i v e r e d  i f )  s k i l l e d  n u r s i n g  r s c i i i t y  a s  d e f i n e d  t n  
p o i i c y .  

--same a 5  S O T  s k i l l e d  n u r s i n g .  Conf inensnt  t o  c u s t o d i a i  
c a r e  f n c i l i t . ~  nust beg in  w i t h i n  30 days a f t e r  a covered 
r o n f i r ~ ? n e n t  i n  s k i  l i e d  o r  intermediate n u r s i n g  cars o f  a t  
( e a s t  14 consecu t i ve  days. 

--S18.i!50 f o r  each Sl l l  o r  d a i l v  b e n e f i t  chosen I I 

- - ~ c l s t  f o i ~ o w  120 days s k i l l e d  c a r e  f a c i i i t y  
cmf inemen t  covered under t h i n  po l  i cy ;  medica l  
~ U p e r v i s i ~ "  req,,i red.  

- -20 o r  1110 days. 

yea rs .  
- - M U S I  f o i l o w  approved n u r s i n g  home s t a y  o f  30 o r  mope days; 

msd ica i  w p e r ~ i ~ i o n  r e q u i r e d .  

--0, 20, 100 days 

- 4  y e a r s i b m e f i t  p i r i n d ;  5 y e i r r  l i f e t i m e  &imum. 1 - -5  yea rs  l i f e t i m e  maximum 

' l y ~ t c s l i ~ ,  A l zhe ime l . ' ~  i s  COnSidered t o  be denonnrrab ly  o r g a n i c  

- - I 8 0  days a f t e r  p o l i c y  da te .  

--war. 
--Monrsi d l s e a s r  or  d i s o r d e r  v i  t h o u t  demonstrab le  

o r g a n ~ c  disease.* 
- -Su ic ide  a t tempt .  
- - i n t e r ~ t i o n a l  s e l f - i n f l i c t e d  in.ji iry. 
- -Con f<nemmt  i n  g ~ v e m r n e ~ t  i n s t ~ t u t ~ u n .  
- -Gem 0u tB lde  U.S. o r  ~ O S S B S S ~ O ~ S .  

- - A f t e r  90 consecu t i ve  days a t  b e n e f i t s  paad d u r i n g  
Continimnce of t he  payment o f  b e n e f i t s .  

- - ~ u a r ~ ~ t e e d - - t i f e t i m a .  

--No 

--Conf4nemenis separstnd by  90 days r e q u i r e  new 
e l i g i b i  I i t y  p e r i o d .  

- - B e n e f i t s  p l y a b l e  i n  a d d i t i o n  t o  o t h e r  t h i r d - p a r t y  
coverage. 

- - I  y e a r  

~~~ ~~-~ - - ~ ~~ 

- -Cam o u t s i d e  U.S. or i t s  possessions, Canada. nex ico .  
- - w a r .  
-- on-organac mental d isease o r  d i s o r d e r .  
- -Denta l  f reatmeot ,  except  due to i n j u r y  t o  sorind n e r u r s l  

tee th .  
- - s w c a d e  a t tempt .  
- - ~ n t e r i t ~ o n a i l y  s e l f - i n f l i c t e d  i n j u r y .  
--nip t r a v e l .  
- - i reat rnent  o r  s e r v i c e  im t  medica l  i y  necessary. 

- - ~ f t e ~  90 days con t inuous  coverage. 

- - ~ u a r a n t e e o - - I  i f e t i m e .  

--No 

- - 2 & - h o u ~  acc iden ts1  death b e n e f i t .  
- - c n r i s t i a n  science q r e  i n  e l i g i b l e  f a c i l i t y  covered. 
--confinements separated by  18Wdays or  more s u b j e c t  t o  new 

e l i m i n a t i g n  p e r i o d .  
--sensrctr payable i n  a a d i r l o n  t o  o t n e r  t h i r d - p a r t y  

coverage. 
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- - l o r  enct, $111 o f  d n i i y  b e n e f i t  s e l e c t e d :  

AiG l . l f f  

- - l o r  each Sin o f  d e i t y  b e n e f i t  s e l e c t e d .  

t l i m ! n a t i u n  P e r i o d  

R B ~ O S  B V ~ I I B D I ~  f o r  d a i l y  b e n e f i t s  r a w i n 9  from 
Szo t o  $12n/day i n  denom ina t i ons  o f  t un .  

H O ~ O  care o p t i o n  s v a i l a b l c  a t  added c a s t .  

" s k i ~ i e d  OI I O L B T ~ R ~ C ~ L P  ~ t l r s s n g  rare f a c , ~ i t y "  means a 
p l a c e  v h i c h  meets n l  i  o f  t h e s e  r e q t i i r e n c n t s :  
1. i 5  8 p p i O p l i s f e l y  l iC(l"6Cd and l e g a l l y  o p e r a t e d  $0  

p r o v i d e  r k i i l e d  o r  i n t r r s o d i a t e  r ~ u r s l n q  care f o r  s i c k  
and i n j u r e d  pe rsons  f o r  w h i c h  a cha rge  i s  mndn; 

2 .  i s  c e r t i f i e d  by  o r  c o u l d  meet ~ c d i a ~ r e ' a  s t anda rds  f o r  
c c r t i f  ; c a t i o n  i f  so reqooStad; 

3 .  o p e r ~ t e ~  unde r  t h e  s u p e r v i s i o n  o f  n p t i y s i c i a n ;  
4. i s  p r i m a r i l y  ei igaqed i n  p r o v i d i n g  s k i l l e d  o r  

i n t e r m e d i a t e  n u r s i n g  rare and room and boa rd  f o r  s i c k  
and i n j u r e d  persons: 

5 .  ha5 2 4 - h o ~ 1 ~  i w ~ s i n q  s e r v i c e  by  or  w i d o r  t t ~ c  s u p e r v i s i o n  
O f  a lil-R"SPd ,CgiSLered n l i r B E :  B'ld 

6 ,  n a t n L a i n s  r d a i l y  med i ca l  record o f  each p a t i e n t .  
A S k l l l e d  o r  l n t s r n e d i a ~ e  ~ u r s i n g  ~ n r e  r a c l t i t y  i s  not  a 
rest  home. l i m e  f a r  t h e  aged, a p l a c e  t h a t  p r i r o a r i  IY 
t r e a t s  men ta l  i i i n c s s ,  a i c o h o ~ i s n  o r  d r u g  a d d i c l l a n ,  o r  a 
p i a c e  t h a t  p r i n a r i i y  p r o v i d e s  C u s r a d i s l  Care .  
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O K i L l i D  NIIHSING CAR 
D a l l y  B e n e f i t  
K B l t r i C t i O n l  

i N l L h N L D i A l t  CARE 
IDa i iy  ~ e n e f i t  --same a s  f o r  s k i  I  I s 6  p r o v i  

" s k i  $ l e d  n u r s i n g  f a c i l i t y "  

CUSlUDiAi CARE 
D a i l y  B e n e r i t  
i l P S t l i C t i O i l S  -- 

110111 ni  A L  i~ 
C ~ i l y  B e n e r l L  

M a x i m u m  B e n e f i t  
A B S t l i C l i o n S  

1.J --$SO0 o r  $ W O / b c n s f ~ t  p e r l a d  - -Depend ing on d a i l y  b e m f i l  end 1 y e a r  o r  2 year maximum 
(r, b e n e f i t  o p t i o n  s e l e c t e d .  

--365 d e y s / b + n e f i t  p e ~ i o d  - - 1  year  o r  2 years l i f e t i m e  maximum ( b e n e f i t  p e r i o d  reduced 

--6 months 

--Hein!, i n t o x i c a t e d  o r  under i n f l u e n c e  or n a r c o t i c ,  
w>\856 t ~ * e ~  as directed by physicirn. - - I n t o x i c a t e d  o r  unde r  i i i f l u a n c e  o f  n a r c o t i c .  

- - i i i n c t s o n s l  mentrl o r  nervous d i s o r d e r s .  (see 
d e f i n i t l o l l s .  1 

- - c o n r i n e n m t s  I e p a l s t e d  DY 60 o r  more days i n  new 
b e n e f b t  perlod. 

- - B e n o f i t s  payab le  i n  a d d i t i o n  t o  other  t h i c d - p a r t y  
CoVer*98 .  
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l h z s o  rates c o u i d  n o t  be i n t e r p o l a t e d  
t o  f l g u r s s  rep resen t ing  $10 o f  d a i l y  
b e n e f i t .  

i t h o  care and t reatment  o f  d rug  0,- alcohol  abuse; 
"7 1 3 1  a homo o r  f a c l i i t y  p r i m a r l l y  "sod fo r  the 
care o f  menial diseases o r  diroi 'drrs  or' c u s t o d i a l  

' " B e r ~ e f ~ L  P e ~ i o d "  means a p e r i o d  o f  t ime bsg inn tng  
w i t h  adm@asio l l  t o  a h o s p i t r l  and ending 60 days 
a f t o r  d i scharge  f r o m  the l i o s p , t a l  o r  s k i l l e d  
n i t ~ s i i i g  f a c i  I  8Ly o r  the d i scon t inua i i ce  o f  ar-hone 
pI1Vnt.e d u t y  "UISlng. 

AMERICAN INlFGRIlY 

--For each $10 a f  d a l l y  b d n e f i r  se lec ted .  

Op t lons  of $20, $30, $40, o r  $50/day b e n e f i t s  

De f l r i t , ons  not a v a i l a b l e ;  t he  Bureau was  unable ro o b t a i n  
a sample p o i  i c y .  
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OltlCR LXCLUSIONS 

RfNIWABiLilY 
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YO1 I C Y  i t t  ...... .... 
oinrri v f i o v ~ s ~ o ~ s  

- - s h o r t  form medical q u e s t i a n n s l n .  
-40 YBBTB; up to 81 years  i f  couple ~ p p i i e s  and 

one i s  under 80. 

- - $ l o  t o  SlOO/dsy. 
--3-day h o s p i t a l  cunfinnmont requ i red  ( o p t i o n  t o  

drop h a 5 p i t a I  requirement s v a i l a b l e ) ;  conf inement  
niust beg in  w i t h i n  90 days s f r c r  s p e r i o d  o f  
cont inuous h o s p i t s i  confinement. -- 

--same b s n e r i t  a s  for.  s k i l l e d  c a r e  w e n  i f  l e v e l  
o f  c a f e  IS rsdimed 8 5  long a s  p a t i e n t  s t i l l  

conf ined i n  s nurs ing  home ss d e f i n e d  i n  p o l i c y .  -- 
- - ~ e m ~  b e n e f i t  a r  f o r  a k i l l e d  c a r e  even i f  l e v e l  

o f  care i s  reduced a s  ionq e s  p a t i e n t  r t l l l  
con f ined  i n  e nurs ing  tlone as  d e f i n e d  i n  p o l i c y .  -. 

--70% f o r  1 s t  - 30th day: 60% f o r  3 1 r t  - 60 th  day; 
50% f o r  61s t  dsy and t h e r a e f t s r .  

- - t o r  each day o f  covered nurs ing  home confinement. 
- - M U S ~  ~ ~ i m o d i ~ t a i y  f o l l o w  p e r i o d  of u n i n t e r r u p t e d  

nurs ing  home confinement f o r  which b e n e f i t s  are 
o ~ v e b l e  under o o l i c v .  No msd ics l  s u ~ s r v i s i o n  . . 
>ebij r m m t .  

--20 o r  100 deys 

--$1,(100/mooth (bared on $10o/dny) 
--2,lYO days ( 6  yesr.1 l i f e t i m e  nsx iaun.  

- - w a r .  
--Confinement i n  VA o r  federa l  government 

a n s t i t u t i n l r  unless l n r u r c d  i s  charged. 
- -Sv ic ide  attempt; i n t e n t i o n a l  s e l f - i n f l i c t e d  

i n j u r y .  
--nailmi d i s o r d e r  or disease n u t  aenonstraoly  

r,roanic: n l zhe imer ' s  and s c n i l 8 t y  covered. 

......... - -. . .- 
--  1r,1-1at i o n  o p t i o n  a v a  i  ~ a b l e - - b e n e f  i t s  increase 5% 

each YBRP f o r  10 years; p rov ided  t h a t  d a j l Y  
benefit does not exceed 150% o f  the i n i t l a 1  d s i i Y  
D"11Cf i L  d R 0 l i " t .  

--confinement separated by 6  months or  more s u b ~ e c t  
to new e l8mina t ion  pe r iod .  

--payment o f  b e n e f i t s  i n  a d d i t k o n  t o  o t h e r  t h i r d -  
p a r t y  coverage. 

--BANKtRS LIFE 
--XCR 7711 

--Shor-t PUP. medical ques t ionna i re .  
- -n in lmun age 60 years; neximus age 79 years.  

-- 
--$20 t o  $100/*ay 
- -Doctor  m u 1 , .  CB"Li f y  iOsdICBI neecssi t y  3-day 

h o l p i l a i i z a t i o n  requi red;  confinement must beg in  w i t h i n  30 
days e f t t r ~  h o s p i t a l  d i r c h s r g s .  

--50% o f  d a i l y  b e n e f i t  f a r  s k i i l s d  cars. 
- - I 8 0  d a y s l p e r i o d  o f  con f ioonen t  
- - M u s t  immediately f o l l o ~  nu rs ing  home s t s y  o f  a t  i e s s r  90 

c o n ~ e c ~ t t i v e  days and b e n e f i t s  f o r  those 90 ur  more deys 
were p a i d  under t h i s  p o l i c y :  nust be m e d i c a l l y  necessary. 

--None 
-1, 3, 5-year op t ions /bsna f  i  t per iod;  no 1 i f e t i m  maxlnum 

- - i i b & e ~  8 I ready ps i d  by yovernnsnr. 
- -Su ic ide  at tempt ;  s e l f - i n f l i c t e d  i n j u r y .  
--Mental I 1 lness o r  nervous d iso rder :  "mentsl i l l n e s s "  means 

neuros i s ,  psychoneuror is ,  psychopathy, psychosis, or 
mental or emotional disease or  disorder. o f  any k ind .  

- - A f t e r  90 c o n s e c u t i w  days o f  b e n e f i t s  p a i d  d u r i n g  
Continuance o f  b e n e f i t s  under p o l i c y ,  

.... 
--Company can refuse renewal o f  e l l  such p o l i c i e s  i n  ~ h e  

S ta te .  ......... - 
--No 

-- - - 
--Ambulance b e n e f i t  of S Z 5 / t r i p  t e  o r  from nurs ing  hone. 
--Company has r i g h t  t o  h e w  p h y s i c s i  examin r l i on  o f  insured 

a s  r e a ~ o n a b i y  necessary Whi le  Cla im IS pending. 
--Confinement separaLad by 6  months sub jec t  t o  new 

e l i m i n a t i o n  pe r iod .  
- -Bene f i t s  psyabie i n  s d d i t i o n  t o  o t h e r  t h i r d - p a r t y  

CDVel'Bge. 





E 
- - N u ~ s i n g  Home Confinement Indemni ty  Coverage XPN1186 - 

- -MASSALRUSLI1S INDEMNITY 
--SCV-RZDO 

- - n e a l t h  c o n d i t i o n s  r e q u i r i n g  conf inement  w i t n i n  
p a s t  12 months ui 1 1  be s v s i u s t e d .  

- - la  w e a r s  minimum: no maxinun a s e  

--same a s  for s k i  i  l e d  care  

--No b m z f  i t s  i f  p s t i e i l t  rece iv i rby c u s t o d i a l  
( P e S i d e n t i s I )  care  o n i y .  

- - F O P  ayes 65 and o l d e r ,  b e n e f i t s  beg in  from 6 1 s t  
day o f  cunf insmenr .  

- -Wi l , ' .  
- -0 t :n~a!  ~ r o a t m r n t  n o t  due to acc ide r j t .  
--suicide i f l ~ r n p ~ :  s e l f - i n f l i c l . r d  t n j u r y .  
- - ~ m t a i  d i s o r d e r  o r  d i scasc  w t h a u i  o l g e n i c  

o r i g i n . *  
--Conf tnemcnt, a u ~ r  idt: O .S .  . i:ai,dda ~ e x i c o .  
- - ~ ! ~ L o Y I c H ~ I u ~  o i  under i n f l u e n c e  ;f n a r c o t i c  

UIIIPSI taken under d o c t o r ' s  o rde rs .  
- - i l l e g a l  occupnt ion.  

- -- 
--No 

- - A t  eomiiany's o i i t  ion; p r o v i s i n g  30-day n o t i c e  
o r  i n w n r  ( S  givean. - - - 

--No 

--comrmny has r i gh t ,  t o  have i n r u r o d  exsaiwei i  a s  
Teasnr iah iy  necesra iy  "hi  l e  c I s  im i s  pendti ig. 

- -Co i i f i oenon t r  separated by more than 14 days 
subjili:t t~ v~ew c l i m i n a ~ i o n  p e r i o d .  

- - l l e i i e f i t s  payable i n  a d d i t r o n  t o  o t h e r  t h i r d - p e r t y  
CUVUTRYB. 

--3-day p r i o r  h o s p i t n l i i a l i o n  requ i red :  conf incmont  i n  a 
C O ~ V B ~ B S C O ~ ~  C R T B  f a c i l i t y  w ~ t  ba w i t h i n  30 days 
f o l l ~ w i n g  a h o s p i t a l  con f inenan l .  ( S e e  d w f l o l t l o n s . )  

--same a s  f o r  r K i  i i c t i l  c a r s .  

- - S a m e  a s  Tor s k i l l e d  care 

--MUSL f i r s t  be admi t ted  t o  cor iva iescant  c a r e  f a c i l i t y  f o r  
s k i b l e d  care and remain i n  same f s c i i i t y .  

- 4 0 %  o f  d ~ i  IY berlef i t  f o r  s k i  i l e d  cere  
- 3 6 i  days.  - 
--Musf f o l l o w  w i t h i n  7 days o f  c o n v s i e r c e n t  c a r e  f n c i l i t r  

c ~ i ! $ f i r i e m e n ~  f o r  which b e n e f i t s  srs payable; r o q u l r e s  
~rhYSiCi8"  c e r t i f i c a t i o n .  

- -20 ,  100, O ?  365 d r y s  

--None 
- -3  y e n r r l b e n e f ~ t  pe r iod :  5 years l i f e t i m e  mnninum. 

-6 munlh5 

- - h i w ~ t t l t :  aLfemj i t ;  i n f e n i i o n a i l y  s e l f - i n f l i c t e d  ,".jury. 
- -Conr~nemeot  OiiLside l 1 . S . .  Canada. 
--1:onriiiernent to a cunva1esi:ent f a c i  I  i c y  o r  home c a r e  u n i t  

wtlsre l n r i i r e d  n o t  l e g a l  i y  rnqu i  red t o  pay, except  where 

- -Af ter  90 days h i i t  "01. f a r  horns c a m .  

- - cua ron tsed - - I  i f e r i n e .  



MASSACtiiiSI 115 INiifMNI IY - 
- - t o r  each $10 or d a i s y  b a n s f , t  a e i c ~ ~ e d .  

Age 

18-39 s I!, 
ii0-504 2 1 
59-64 3 7 
65-69 62 
1 0 -  14 110 
i s -  19 I43  
80-84 188 
85' 249 

~ a t . e s  increase a s  age inc reaser .  

RiSiRVF L . l l E  

- - & o r  each S I O  o f  d a i l y  b s i x i f ~ ~  sa iec tsd .  

i n  w6 ich  i t  i s  located.  

C i l ~ t o d i a l  Nur'Sing COT#--Cars wh ich  1 5  pTimBl' i lY f o r  the 
pllrpOSE O f  meet ing ~ , c r r o n n l  needs; can be p rov ided  w i t h o u t  
p r o f e ~ ~ i o m  s k i l l s  o r  t r a i n i n g ;  nust be performed m d s r  
the  o r d e i s  O F  R phys ic ian ;  and must be p e r f o r r ~ d  et  he 
d l  r o c t i a n  and m d e r  the  s u p e r v i s i o n  o f  a I icensed 
r e g i s ~ e r s d  ~ U T S ~  (R.N. ) ,  4 icensed p r a c t i c a l  nurso 1L.P.N. 1 
o r  l i c e n s e d  v o c a t i o n a l  nurse lL.V.N.1. 

H ~ C  ca re - -a  program o f  n o d i c a l  i y  necessary care  
recommended by a physician f o r  a n  i nsu red  person who for 
medica l  r e ~ s i l r i ~  i s  unable t o  engage i n  t h e  narmnl 
n ~ t i ~ i t t o e s  o f  persons o f  t he  same sge and sex. a norns 
care u n i t  i s :  n i i  i nsu red  homc; a p r i v a t e  hone; 
lhorne 101 t he  r e t i r e d  o r  aged; an i n s t i t u t i o n  which 
p m v i d e b  r e ~ i d c n ~ i a l  CRIB; or  an  i n s t i t u t i o n  wtl ich 
p r o v i d e s  C t n t o d i a l  N c l ~ s i n g  C.I .P .  1,. does not i nc lude  e 
i i o s p i t a l  O P  banator ium or  a Conva lewen t  C a m  f a c i l i t y .  

5 k l  I l e d  Nurs ing  Carc- -Nurs#og C a r e  wh ich  i 'scogoirss sad 
u t l  i i z e s  p r o f e s s i o n a l  n u r s i n g  rns t lm l r  and inc ludes pos t -  
h o s p i r s i  care,  adl i i i r i i s t t?r ing m ~ d i c n t i o n s ,  i n j e c t i o n s ,  
c ~ t h e t e l i z a t i o n  and s i m i l a r  i w r r i r i g  procedures; i s  
performed under t t lc  o rde rs  of a phys i c ian ;  i s  performed st 
t he  direction vrld s u p e r v i s i o n  o f  a l i censed  r e g i s t e r e d  
~ U ~ S R  W i t h  c a r e  by l i c c n s s d  r e g i s t e r e d  nurses o r  l i censed  
p r a c t i c e 1  n u r s e s  be ing  p rov ided  on a 24 hour  bas i s ;  
fo i1ows m e  o r  more p r o f e s s i o n a l  n u r s i n g  method($)  arm 
p r o c e d ~ r ~ l s )  f o r  t he  b e n e f i t  o f  sn inrui'od person. 



Chapter  5 

THE ROLE OF TAX INCENTIVES 

Tax incent ives a r e  of ten used t o  achieve social goals because tax c red i ts  
and deduct ions are pol i t ica l ly  more acceptable than d i rec t  general revenue 
out lays . '  i n  recent years, numerous studies on  long- term care f inanc ing  
have suggested tha t  bo th  t h e  federal and state governments should iook a t  
tax  incent ives t o  st imulate t h e  in terest  i n  long- term care insurance.  Beyond 
t h i s  general recommendation, t he re  has been v e r y  l i t t ie ,  i f  any,  detai ied 
discussion on specif ic t ypes  o f  tax  incent ives o r  as t o  t h e i r  comparat ive wor th  
t o  o the r  government actions t o  encourage t h e  purchase o f  long- term care 
insurance. 

Essent ial ly,  t h e r e  are  t w o  types  o f  t ax  incent ives t h a t  could b e  readi ly  
appl ied t o  t h e  purchase o f  long- term care insurance. .  .a tax  c r e d i t  o r  a tax 
deduct ion.  T a x  c red i t s  a re  subt rac ted  f rom t h e  tota l  tax  due  whi le tax 
deduct ions are  usual ly  subtracted f rom t h e  adjusted gross income which is t h e  
base upon wh ich  t h e  tax  due  is calculated. Tax deduct ions on ly  reduce t h e  
tax  l iab i l i t y  t o  t h e  ex ten t  o f  t h e  applicable tax  rate. Under  Hawaii's tax 
laws, a reduct ion i n  t ax  l iab i l i t y  t h r o u g h  a tax  deduct ion would mean, a t  
most, benef i ts  o f  11 p e r  cent  o f  t h e  tota i  deduct ion since Hawaii's t o p  tax  
ra te  is 11 p e r  cent. Tax c red i ts  a re  a more d i rec t  and  e f fec t ive  means o f  
reduc ing  tax l iab i l i t y  since t h e y  p rov ide  a do l la r - fo r -do l la r  reduct ion of the  
tax  l iab i l i t y .  A t  t h e  r i s k  o f  being o v e r l y  simplistic, t h e  d i f fe rence between a 
c red i t  and  a deduct ion is t ha t  a person claiming a c r e d i t  receives 100 p e r  
cent  o f  t h e  benef i t  (assuming tha t  100 p e r  cent  of t h e  premium paid is allowed 
as a c red i t )  wh i le  a person claiming a deduct ion receives on l y  u p  t o  11 p e r  
cent.  

A t  t h e  t ime o f  t h i s  wr i t ing ,  Colorado was t h e  on ly  state tha t  had enacted 
a law p r o v i d i n g  f o r  a tax  incent ive f o r  long- term care insurance. The  
Colorado law prov ides  f o r  a tax  deduct ion f o r  any  taxpayer  pay ing  premiums 
f o r  long- term care insurance policies i n  an amount equal t o  t h e  tota l  premiums 
spent f o r  policies ce r t i f i ed  b y  t h e  insurance commissioner. T h e  law aiso 
prov ides incent ives f o r  companies o f fe r i ng  t h e  policies by reduc ing  t h e  
premium tax  r a t e  b y  one p e r  cent  on such pol ic ies. T h e  law was approved on 
A p r i l  14, 1986, and became ef fect ive on J u i y  7 ,  1986.' (See Appendix C f o r  
t e x t  o f  b i l l . )  

I n  1985, a Coiorado Legislat ive Counci l  Committee on  Medical Cost 
Containment s tudied t h e  long- term care problem and concluded tha t  legislation 
i n  1986 would not  be  necessary except  f o r  legislation t o  establ ish ind iv idua l  
medical accounts (simi lar t o  ind iv idua l  ret i rement  accounts j . '  A bill al iowing 
tax deduct ions f o r  ind iv idua l  medical accounts4 was enacted, b u t  
in te res t ing ly ,  t h e  tax  deduct ion measure f o r  long- te rm care insurance 
premiums was also enacted. 

I n  Cal i fornia, a measure which passed t h e  Assembly b u t  d ied i n  the  
Senate d u r i n g  t h e  1986 session p rov ided  f o r  a tax deduct ion rang ing  f rom f ive 
t o  f i f t y  p e r  cent  of t h e  total  premiums paid on a long- te rm care insurance 
pol icy. '  (See Appendix D f o r  t e x t  o f  Si l l .  j The percentage of t h e  deduction 
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decreased w i t h  income and was on ly  permi t ted f o r  those w i t h  adjusted gross 
incomes under  $55,000 f o r  s ingle taxpayers  o r  mar r ied  taxpayers  f i l i ng  
separate re tu rns ,  o r  under  $82,500 f o r  mar r ied  taxpayers  f i i i n g  jo in t  re tu rns .  
T h e  language i n  Cal i fornia's proposed legislat ion appears t o  r e s t r i c t  tax 
deduct ion ciaims t o  one pol icy whereas Colorado appears t o  allow deduct ions 
f rom premiums paid on more than  one pol icy.  

T a x  Cred i ts  i n  Hawaii 

Tax c red i ts  were f i r s t  in t roduced i n  Hawaii i n  1965 as a means t o  of fset  
t h e  increased tax  bu rden  on t h e  low-income taxpaye r  resu l t ing  f rom t h e  
income tax  rate increase t h a t  same yea r .  Gradual ly ,  t h e  Legis lature began 
us ing  tax  c red i ts  as incent ives t o  promote e ider iy ,  energy  conservat ion, and 
pub i ic  safety  issue^.^ For  t h e  1984 tax  year, t h e r e  were a tota l  o f  e igh t  
d i f f e r e n t  state tax c red i ts  available t o  i nd i v idua l  Hawaii res idents:  (1) Excise 
Tax Cred i t ;  (2) Renter 's  Tax Cred i t ;  ( 3 )  General Tax  Cred i t ;  (4) Household 
and Dependent Care; (5) Solar Energy  Device; ( 6 )  Heat Pump; (7) Heater 
insulat ion Tax  Credi t ;  and (8) Ch i l d  Passenger Restra int  System. 

The  excise tax  c red i t  p rov ides  a means t o  o f fse t  t h e  excise tax  on food 
and consumer goods purchased b y  t h e  lower-income famil ies. T h e  e lder ly ,  
because o f  t h e i r  f i xed  incomes are  ent i t led t o  claim double t h e  excise c red i t  as 
long as t h e i r  adjusted gross income is under  $20,000. The  c red i t  ranges f rom 
$8 t o  $48 and any excess c r e d i t  ove r  t h e  amount o f  taxes due  is refundable t o  
t h e  taxpaye r .  ' 

The  ren ter 's  tax  c red i t  also l imits t h e  e l ig ib i l i t y  f o r  t h e  c red i t  t o  those 
w i th  adjusted gross incomes u n d e r  $20,000. Each qual i f ied exemption is 
allowed a c red i t  o f  $50 b u t  e lder ly  taxpayers may claim double t h e  c r e d i t . '  

A general tax c red i t  is o f fe red  whenever t h e  state general f u n d  closing 
baiance a f te r  two successive f iscal years exceeds f i v e  p e r  cent  o f  general 
f u n d  revenues.  T h e  legis lature determines t h e  amount o f  c red i t  which may be  
ciaimed b y  ail res ident  taxpayers,  regardless o f  income b racke t  and any 
c r e d i t  in  excess of a taxpayer 's  t ax  i iab i l i t y  i s  re fundable.  I n  1981, t h e  f i r s t  
yea r  th is  c red i t  was applied, t h e  c red i t  was $100; i n  1984 it was $ 1 . '  

The  househoid and dependent care expense tax  c red i t  ailows a claim f o r  
expenses o f  u p  t o  $2,400 f o r  one qua l i f y i ng  ind iv idua l  and $4,800 f o r  two o r  
more, f o r  res ident  taxpayers .  The re  is no income l imitat ion t o  qua l i f y  f o r  
t h i s  c red i t  b u t  t h e  amount o f  c red i t  ranges f rom 15 p e r  cent  f o r  t h e  u p  t o  
S10,OOO income bracket  t o  10 p e r  cent  f o r  t h e  $ l B , K i l  and over  income 
r a c k  Al though most o f  t h e  claims under  t h i s  c red i t  are f o r  ch i l d  care 
expenses, it i s  possible f o r  a taxpayer  t o  claim f o r  expenses i ncu r red  f o r  
ca r i ng  f o r  an impaired e lder ly  person who is qual i f ied as a dependent of t h a t  
taxpayer  under  t h e  t a x  laws, " The Tax Department could not  p rov ide  us 
w i t h  information as t o  t h e  number of ciaims made under  t h i s  c red i t  
a t t r i bu tab le  t o  e ider ly  dependent care. 

The solar o r  w i n d  energy  device and  heat pump tax  c red i ts  were 
p rov ided  by t h e  legis lature as incent ives t o  ind iv iduals t o  promote energy  
c o n s e w a t i o n  devices. The credi t  al lowed, u n t i l  1936," i s  not more than 10 
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p e r  cent  o f  t h e  tota l  cost o f  t h e  device, accessories, and instal lat ion. C red i t  
i n  excess o f  a taxpaye r ' s  t ax  l iab i l i t y  is not  refundable,  b u t  may be  used as 
c red i t  against income l iab i l i t y  i n  subsequent tax  years u n t i l  exhausted. 
A l though t h e  average cost f o r  a solar energy  device i n  1984 was $3,579 as 
opposed t o  $532 f o r  t h e  heat pump, t h e  solar c red i t  was claimed b y  more 
taxpayers .  T h e  Tax Department surmised tha t  taxpayers  were more inc l ined 
t o  purchase solar devices since t h e  federal  government  also o f fe red  a tax 
c red i t . "  The  heater insulat ion c red i t  is u p  t o  $30 f o r  cost o f  insulat ion."  

The  c h i l d  passenger res t ra in t  system c red i t  was enacted t o  promote t h e  
use o f  p r o p e r  c h i l d  passenger res t ra in t  systems. A b lanket  c red i t  o f  $25 is 
allowed f o r  t h e  purchase o f  a new c h i l d  passenger res t ra in t  system which 
meets t h e  requirements o f  law. A n y  c r e d i t  i n  excess of a taxpayer 's  tax  
l iab i l i t y  is re fundab le  t o  t h e  taxpayer .  

Of t h e  above credits,  on ly  those f o r  energy  ef f ic ient  devices and  ch i l d  
passenger res t ra in t  systems were in tended p r imar i l y  as incent ives t o  promote 
cer ta in desi red consumer behavior .  T h e  Tax Department 's s t u d y  o f  t ax  
c red i ts  shows t h a t  i n  t h e  f i r s t  year  a tax  c red i t  is in t roduced,  t h e  number o f  
claims i s  re lat ive ly  small and i n  subsequent  years t h e  claims dramatical ly 
increase i n  number, peak ing  a f t e r  about  t h r e e  o r  f o u r  years.  l 6  It cannot be  
denied t h a t  t h e  pub l i c  today has become more conscious of energy  e f f i c ien t  
devices and  ch i l d  r i d e r  sa fe ty .  Whether o r  not  t h e  success i n  achiev ing 
those goals can be  p r imar i l y  a t t r i b u t e d  t o  t h e  tax  c red i ts  is debatable. T h e  
Tax Review Commission maintains t h a t  energy  conservat ion devices are 
economically just i f iab le w i thout  t h e  tax  c red i ts  and  t h a t  t h e  ch i ld  passenger 
res t ra in t  systems are  now requ i red  by law so t h e  c red i t  has no impact on  t h e  
use o f  c a r  seats. l 7  

Pros and Cons o f  a Tax C r e d i t  f o r  Long-Term Care Insurance 

Tax prov is ions ta rge t i ng  t h e  e lder ly  are l i ke ly  t o  resu l t  i n  on ly  modest 
reduct ions because t h e  number o f  people i n  t h e  g r o u p  is small and those w i t h  
income tax  l iab i l i t y  a re  even smaller. C u r r e n t  federal  tax policies p r o v i d i n g  
tax  breaks on t h e  basis o f  age do not  o rd ina r i l y  p rov ide  f o r  a payment t o  t h e  
taxpayer  o f  any  excess o f  t h e  taxes due. They  on ly  reduce t h e  amount o f  
taxes due  t o  t h e  government.  Therefore,  tax  policies o rd ina r i l y  have l i t t l e  
e f fec t  on gross income received; t h e y  do  no t  f u r n i s h  ex t ra  income f o r  those 
who have no tax  l i ab i l i t y . "  A n y  tax  modifications which would p rov ide  
"negat ive income", i .e . ,  a payment t o  ind iv idua ls  f rom whom no tax  i s  due, 
would substant ia l ly  increase t h e  number of e lder ly  requ i red  t o  f i l e  re tu rns ,  
substant ia l ly  increasing t h e  a d m i n ~ s t r a t i v e  complexity and costs o f  t h e  tax 
collection system. '+ 

Tax c red i ts  t h a t  a re  not  iirnited t o  t h e  e lder ly ,  on t h e  o ther  hand, would 
p rov ide  a substant ial  incent ive  since they  reduce tax  l iab i l i t y  d i rec t l y .  A tax 
c red i t  which can be  claimed b y  any taxpayer  t o  encourage t h e  purchase o f  
long- term care insurance policies f o r  a related dependent would probab ly  
resu l t  i n  t h e  purchase o f  more policies b y  o the r  individuals, such as 
chi ldren,  f o r  those e lder iy  who could not  a f f o r d  t o  purchase a pol icy f o r  
themselves and b y  t h e  pre- re t i rement  age groups.  A tax c red i t  would 
probably stimulate t h e  i n te res t  of consumers i n  long- term care insurance since 
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monetary incentives, ra the r  than information dissemination strategies, are 
of ten more ef fect ive i n  conv inc ing  t h e  consumer t o  t ry something new. Th is  
is apparent  when one examines t h e  promotional e f fo r t s  on ne 
products  en ter ing  t h e  market  replete w i t h  rebate and  coupon o f fe rs .  

Tax incent ives on l y  a t  t h e  state Ievel may n o b i g n i f i c a n t i y  reduce costs 
of coverage since state tax  rates are  re lat ive ly  low compared t o  t h e  federal 
tax rates. Moreover, any reduct ion i n  state taxes w i l l  be  o f fse t  b y  an 
increase i n  federal  taxes, as state taxes pa id  are  deduct ib le on federal  tax  
r e t u r n s .  The  impact o f  t h i s  offset,  however, w i l l  be  lessened under  the  
federal  Tax  Reform Act  o f  1986 due  t o  lower federal  tax  rates. For  example, 
a taxpayer  i n  t h e  t o p  federal  tax bracket  today may p a y  50 cents i n  federal 
taxes on eve ry  dol lar  of income. I n  1988, when t h e  t o p  tax  ra te  w i i i  be  28 
p e r  cent, t h a t  same taxpaye r  wi l l  be pay ing  on ly  28 cents. Because o f  such 
federai  tax  offsets, i t  was pointed ou t  i n  Cal i forn ia t h a t  d i rec t  g ran ts  ra ther  
than tax  benef i ts  m igh t  be  a be t te r  way of encouraging t h e  purchase o f  long- 
te rm care insurance not  on ly  because program adminis t rators would have more 
contro l  ove r  e l ig ib i l i t y  b u t  because some of t h e  resources would not  be  
d i ve r ted  t o  t h e  federal  government  i n  t axes .20  

Some who oppose tax incent ives f o r  long- term care insurance premiums 
believe t h a t  such government  suppor t  is inappropr ia te  since long- term care 
insurance is ins t i tu t iona l ly  biased and t h e  use o f  state revenues i n  th is  
manner would i n h i b i t  f u r t h e r  p rogress  i n  noninst i tu t ional  program 
development. Another  drawback w i t h  t h e  implementation of tax  incent ives is 
t ha t  t h e r e  must be  minimum standards establ ished t o  ensure t h a t  t h e  policies 
purchased p rov ide  f o r  long- term care. A t  a time when t h e  f i e ld  o f  long- term 
care insurance is s t i l l  evolv ing,  minimum standards are  d i f i i c u i t  t o  establish. 
R ig id  standards could shu t  down t h e  market  as occur red  i n  o r  
lenient standards could resu l t  i n  consumers purchas ing  inef fect ive policies. 

The  State Department o f  Taxat ion and  t h e  Tax Foundation of Hawaii 
oppose t h e  implementation o f  a tax  c red i t  t o  encourage t h e  purchase of long- 
te rm care insurance on t h e  basis t ha t  tax preferences should not be  used t o  
implement social p o l i c y . 2 2  Th is  posit ion is supported b y  t h e  repo r t  o f  the  
Tax Review Commission. The  Commission which conducted t h e  f i r s t  
comprehensive review o f  Hawaii's tax  system since t h e  mid495G's recommended 
i n  i t s  1984 repo r t  t h a t  t h e  nar row tax  preferences i n  t h e  ex is t ing  state tax 
code be  eliminated i n  o r d e r  t o  broaden t h e  tax  bases and keep tax rates low. 
The  Commission noted tha t :  

-. . . .  ? h e r e  is growing ev idence  t h a t  narrow t a x  p r e f e r e n c e s  f o r  
s p e c i f i c  i n d u s t r i e s  o r  i n d i v i d u n i s  have v e r y  ? i i L i e  trnpacr on 
economic hei iavior .  :%us, whatever p o s i t i v e  g o a i s  may be in tended  by 
t h e s e  p rc i i ro ; i ces  t h e  e f f e c t  i s  t o  reduce revenues w h i l e  doing 
! - 
A L LLli?  LO &zh: t , , t  -,---, ~ b e s ~  gc-' a r s ,  . . .The L e g i s l a t u r e  shou ld  e v a l u a t e  
t h e s e  prc:fc:rerices rakirig i n t o  ccr ts idera i io i i  t h a t  t h e  primary purpose  
of a t a x  sysrem i s  t o  e q u i r a h l y  c o l i e c t  revenues t o  r u r ~  t h e  S t a t e .  
Arren:ptirig t o  ~ r o m o t ~  econonic  and s o c i a ?  g o a l s  m y  be b e t t e r  
achieved t k r o u g t  d i r e c t  expendi tu re  programs r a t h e r  than t a x  
prcfcrirrrces. z 3  
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T h e  Tax Foundation o f  Hawaii also noted t h a t  a tax  c red i t  would amount t o  a 
subs idy  o f  t h e  insurance ca r r i e rs  who handle iong- term care insurance a t  t h e  
expense o f  those who do not . ' "  

Determin ing Impact on State Revenues 

A l though t h e  Bureau prov ides  a revenue impact estimate i n  t h e  last 
chapter  o f  t h i s  repor t ,  t h e  Bureau emphasizes t h a t  any revenue impact 
estimate is, a t  best,  a "guesstimate". I t  is impossible t o  assess t h e  impact a 
tax  c r e d i t  w i l l  have on state revenues since t h e r e  are  too many unknown 
factors.  The re  is no way o f  p red i c t i ng  how many persons w i l l  purchase long- 
te rm care insurance policies, how much t h e  premiums wi l l  cost, and  how much 
tax  l iab i l i t y  w i l l  b e  o f fse t  by t h e  c red i t .  The  experiences o f  Colorado and 
Cal i forn ia i n  assessing t h e  f iscal impact o f  t h e i r  proposed tax  incent ive 
measures were  no  d i f f e ren t .  

T h e  Colorado Of f ice o f  State Planning and  Budget,  an agency under  t h e  
Governor 's  Of f i ce  which issues f iscal impact notes on proposed legislation, 
found no f iscal impact on t h e  proposed tax  deduct ion legislat ion. I n  a r r i v i n g  
a t  t h a t  conclusion, i t  was noted tha t  t h e r e  was no measure o f  t h e  potent ial  
number o f  policies t o  b e  sold so t h e  impact on expendi tures and  revenues was 
indeterminate.25 LOSS o f  revenue was not  a s igni f icant  concern w i th  t h e  
Colorado Department o f  Revenue. T h e  Department explained t h a t  it did not  
wish t o  make a revenue estimate u n t i l  t h e  Colorado Department o f  Health had 
completed i t s  su rvey  on t h e  use o f  long- term care insurance.  T h e  su rvey  
resu l ts  were not available a t  t h e  t ime t h e  revenue estimates were  made; 
however, t h e r e  was a generai fee l ing tha t  t h e  tax deduct ions authorized 
under  t h e  new law would probab ly  no t  exceed $200,000 and  would not 
ser iously  a f fec t  revenue  collection^.^^ As o f  t h i s  w r i t i ng ,  Colorado could not  
f u r n i s h  any data as t o  any changes i n  ac t i v i t y  i n  long- term care insurance 
sales resu l t ing  f rom t h e  new law. 

Cal i fornia, on t h e  o ther  hand, appeared t o  be concerned about t h e  
potent ia l  revenue loss. The  or ig ina l  vers ion of t h e  proposed tax  deduct ion 
measure, A . B .  No. 4231 called f o r  a deduct ion rang ing  f rom zero t o  100 p e r  
cent  depending on the  income brackets .  T h e  vers ion wh ich  passed t h e  
Assembly reduced t h e  percentages t o  zero t o  50 p e r  cent . "  T o  obta in a 
rough  estimate of t h e  potent ial  revenue ioss, Cal i fornia used a median f i g u r e  
o f  $1,400 as t h e  annual premium cost and  assumed tha t  t h e  major purchasers 
wouid b e  those between the  ages o f  50 and 65 (3.6 mil l ion i n  Cal i forn ia)  w i th  
an average jo int  income o f  $30,000. T h e  resu l t  was tha t  t h e  potent ial  loss 
could be  as low as $5 mil i ion o r  as h igh  as 580 mi l l ion .28  

Despite t h e  d i f f i cu l t y  and uncer ta in ty  i n  est imating revenue losses as a 
resu l t  o f  a tax c red i t  i n  Hawaii, most people general ly  agree tha t  if more 
people had long- term care insurance, it is more l i ke ly  than no t  t ha t  t h e  
Medicaid program would not have t o  shoulder such a large f inancia l  b u r d e n .  
T h e  investment the  state government makes i n  t h e  fo rm o f  tax  c red i t s  today 
could t ranslate in to  less sums spent on long- term care in  t h e  f u t u r e .  The  
problem w i th  th is  k i n d  of savlngs is t ha t  i t  is no t  immediate, so on today's 
ledgers th is  can on ly  be  entered a s  a loss. i f  fear of a large revenue loss is 
o f  more concern than t h e  object ive o f  ge t t i ng  more people t o  purchase 
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insurance, t ax  c red i t s  a re  f lex ib le  i n  t h a t  res t r i c t ions  can be  imposed such as 
an income qual i f icat ion o r  l imi t  on  t h e  c red i t  amount allowable. 

The Proposed Tax C r e d i t  f o r  Long-Term Care Insurance 

The  tax  c red i t  proposal considered d u r i n g  t h e  1986 legislat ive session 
p rov ided  f o r  a c red i t  no t  t o  exceed two times t h e  amount o f  t h e  annual 
premium pa id  f o r  long- te rm care insurance. T h e  c red i t  would be claimed 
against an ind iv idua l ' s  ne t  income tax  l iab i l i t y  and  any excess c red i t  could be 
ca r r i ed  ove r  i n  subsequent years u n t i l  exhausted.  The  b i l l  also d i rected t h e  
insurance commissioner t o  issue ru les t o  establ ish minimum standards f o r  
benef i ts  f o r  policies t h a t  would qua l i f y  f o r  t h e  tax  c r e d i t .  

T h e  Hospital Association o f  Hawaii submitted test imony on t h e  proposed 
bil l  conta in ing an estimate tha t  t h e  revenue loss would b e  $1,400,000 based on 
t h e  purchase of 1,000 policies a t  an average premium o f  $700.29 Th is  loss of 
revenue would b e  o f fse t  b y  an increase i n  premium tax  r e v e n ~ e ' ~  o f  $28,000 
and i n  savings t o  t h e  Medicaid program. Us ing  t h e  most conservat ive 
estimate o f  savings t o  t h e  Medicaid program o f  $560,000 where on l y  two p e r  
cent  o f  t h e  pol icyholders become claimants, t h e  Association estimated a net  
revenue loss of on l y  $812,000. 

The  problem w i t h  t h e  Association's estimate is t h a t  t he re  is no accurate 
way o f  p red i c t i ng  how many policies actual ly wi l l  be  sold o r  how many 
pol icyholders who become claimants could o r  would have sought  Medicaid 
assistance. The  use o f  1,000 policies sold appears extremely conservat ive 
when i t  is understood tha t  t h e  tax  c red i t  w i l l  no t  app ly  on ly  t o  t h e  e lder ly  
b u t  may also be claimed b y  ch i ld ren  of t h e  e lder ly  who purchase long- term 
care insurance f o r  t h e i r  parents o r  b y  people i n  t h e  pre- re t i rement  g roup .  
Indeed, i t  was t h e  i n ten t  of t h e  b i l l ' s  proponents t o  encourage t h e  ch i ld ren  o f  
t h e  e lder ly  t o  purchase insurance f o r  t h e i r  pa ren ts . "  Under  t h e  proposed 
bill, a person who pays a $700 premium, cou ld  receive a c red i t  o f  $7,400, i n  
e f fec t  earn ing  $700 b y  purchas ing  a pol icy.  I t  is cer ta in ly  possible tha t  such 
a generous c red i t  m ight  be  claimed b y  more than 1,000 taxpayers  since a 
person would be  ge t t i ng  f r e e  insurance and would be pa id  f o r  i t ,  too. 
Moreover, i t  is at least arguable tha t  i f  many o f  those who might  b u y  
insurance have substant ial  assets t o  protect,  t hey  may no t  be potent ial  
Medicaid cl ients even a f te r  pay ing  t h e i r  own b i l l s  d u r i n g  a th ree  and one- 
ha l f -year  per iod  which is t h e  average n u r s i n g  home s tay .  

A posi t ive fea ture  of t h e  proposed b i l l  was t h e  prov is ion  t o  c a r r y  over  
any  c red i t  i n  excess o f  t h e  taxpayer 's  tax l i ab i l i t y .  Th i s  precludes a r e f u n d  
t o  a person who has no tax l i ab i l i t y .  If, however. the tax c red i t  is l imited 
on ly  t o  persons agec! 65 and over .  t h i s  p rov is ion  might  not  be  appropr ia te  
since many ret i rees have l i t t l e  o r  no  taxable income. The  proposal f u r t h e r  
p rov ided  increased incent ive t o  t h e  ch i ld ren  of r e t i r e d  persons t o  purchase 
long- te rm care insurance on t h e i r  parents '  behalf .  

The  Execut ive Of f ice on Ag ing  tes t i f ied  i n  f avo r  o f  t h e  proposed bill, 
b u t  noted t h a t  long- term care insurance should also cover  community-based 
long- te rm care services since t h e  national t r e n d  is t o  develop more 
community-based, i n -  home serv ices.  
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CONCLUSIONS AND RECOMMENDATIONS 

The  importance, f rom a humane perspect ive, o f  developing al ternat ives t o  
Medicaid t o  f inance long- term care is ap t l y  expressed b y  William D.  Ful ler ton:  

Older people l i k e  a l l  o f  us, need t o  f e e l  independent and s e l f -  
s u f f i c i e n t  t o  main ta in  happiness. The very need f o r  long-term care 
serv ices tends t o  erode those fee l i ngs ,  s ince  t h e  i n d i v i d u a l ,  t o  one 
ex ten t  o r  another, must depend on o thers- - fami ly ,  f r i ends ,  o r  
p ro fess iona ls - - to  a s s i s t  h i m  o r  her  w i t h  some o f  t h e  most personal  
a c t i v i t i e s - - e a t i n g ,  bathing, and t o i l e t i n g ,  f o r  example. This  
e ros ion  o f  s p i r i t  can lead t o  severe depression if people perceive 
n o t  on ly  t h a t  they are now more l i m i t e d  in  per fo rming d a i l y  tasks,  
bu t  t h a t  they are a l so  l o s i n g  c o n t r o l  over who w i l l  make those 
decis ions.  I contend t h a t  the  a b i l i t y  t o  pay f o r  needed serv ices 
re ta ins ,  i n  the  eyes o f  the  i n d i v i d u a l ,  t h e  capac i t y  t o  make one's 
own decis ions ( w i t h  advice o f  others,  perhaps) about how those needs 
are t o  be met. Keeping t h e  i n d i v i d u a l  i n  c o n t r o l  o f  h i s  o r  her  l i f e  
should be  a paramount goa l  in  a l l  d iscussions o f  long-term care 
issues. (Emphasis i n  o r i g i n a l ) '  

Reliance on t h e  Medicaid program r u n s  con t ra ry  t o  t h i s  goal. 

T h e  main obstacle t o  resolv ing t h e  long- term care  f inancing dilemma is 
t h e  pub l ic  a t t i t ude  t h a t  it is a problem w i t h  wh ich  o n l y  t h e  s ick ly  and  f r a i l  
e lder ly  need b e  concerned. It i s  t h i s  a t t i t ude  t h a t  foresta l ls  meaningful  
p lann ing  f o r  long- te rm care and  compels pol icymakers t o  g i ve  h igher  f u n d i n g  
p r i o r i t y  t o  o the r  areas which a r e  bel ieved t o  a f fec t  a g reater  por t ion  o f  t h e  
populat ion. Long- te rm care i s  indeed a problem which  touches al l  segments of 
t h e  population, especially when it is recognized t h a t  t h e  ch i ld ren  o f  today wi l l  
become t h e  e lde r l y  o f  tomorrow and  t h a t  a la rge  po r t i on  o f  formal long- term 
care is pa id  b y  pub l ic  f unds .  With a steadi ly g row ing  e lder ly  populat ion and 
increasing competit ion ove r  l imited government resources t h e r e  is reason f o r  
concern by al l  segments o f  t h e  populat ion as t o  how long- te rm care w i l l  be  
f inanced in t h e  f u t u r e .  T h i s  s tudy  examined t h e  concept of us ing  a tax  
c red i t  f o r  long- term care insurance as one t y p e  o f  incent ive  t o  encourage 
people t o  p r o v i d e  f o r  themselves ra the r  than r e l y i n g  on government 
assistance. T h e  Bureau's f i nd ings  and recommendations a r e  repor ted  below. 

F indings 

1. Impact and  Benef i ts  o f  Long-Term Care Insurance 

As t h e  debate cont inues inconclusively ove r  whether  t h e  e lder ly  o f  t h e  
f u t u r e  w i l l  r equ i re  more ins t i tu t iona l  o r  community-based care, it is apparent  
t ha t  a mult i faceted approach t o  p lann ing  long- term care services is i n  o r d e r .  
Long- te rm care  services today  are  more re f lec t ive  of available f inanc ing  
mechanisms r a t h e r  than del iberate p lann ing  t o  p r o v i d e  t h e  best care possible 
in a cost-eff ic ient manner. The re  is a basic conf l i c t  between t h e  goal of 
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long-term care which is t h e  achievement o f  maximum funct ional  independence 
and t h e  f inanc ing o f  long- term care th rough  Medicaid which fosters 
dependency. Cr i t i cs  o f  t h e  c u r r e n t  Medicaid system argue t h a t  t he  medically 
needy coverage f u r t h e r  d is integrates famil ial responsib i l i ty  by making it easy 
t o  obta in f inancial  assistance for inst i tu t ional  care b u t  d i f f i c u l t  t o  obtain 
assistance f o r  home care. Once a person is inst i tut ional ized, there  is no 
incent ive f o r  t he  pat ient 's  r e t u r n  t o  t h e  family home when on ly  custodial  care 
i s  requ i red  because the re  i s  no f inancial  rel ief  i n  t h i s  area. It i s  f a r  easier 
and less cost ly to  t h e  family t o  keep t h e  pat ient  inst i tu t ional ized.  

It i s  estimated t h a t  about  80 p e r  cent o f  t h e  care o f  f r a i l  e lder ly  is 
be ing prov ided a t  home by families and f r iends.  Government should 
encourage and enhance, ra the r  than  supplant, t h i s  tendency.  While there  is 
a g row ing  belief among long-term care professionals and t h e  pub l ic -a t - la rge 
t h a t  segregated ins t i tu t iona l  placement is undesirable and t h a t  home care is 
f a r  more effective, noninst i tu t ional  care is more d i f f i c u l t  t o  moni tor  and there  
is a fear  t h a t  increased pub l ic  f u n d i n g  o r  incentives d i rec ted toward home 
care may resu l t  more i n  broadening t h e  net  o f  coverage r a t h e r  than  d i v e r t i n g  
persons f rom inst i tut ional izat ion. 

With the  h igh  and cont inual ly  r i s i n g  cost o f  ins t i tu t iona l  care, it is 
ev ident  t h a t  more government attent ion must be d i rec ted toward  t h e  
development o f  cost-ef f ic ient  community-based care and incentives t o  use such 
community-based care. Government commitment t o  community-based care, 
t hus  fa r ,  has been ten ta t ive  w i th  f u n d i n g  pr imar i l y  f o r  a few demonstration 
projects. T h e  development o f  viable, cost-effect ive community-based services 
remains an object ive y e t  t o  b e  f u l l y  achieved. As demonstration projects 
become successful i n  d i v e r t i n g  cl ients f rom inst i tu t ional  care, t h e  approaches 
t o  developing f inancing mechanisms wi l l  no doubt  change. 

U n t i l  substant ial  progress is made in  establ ishing noninst i tu t ional  
community-based long-term care programs which w i l l  successful ly d i v e r t  la rge 
numbers o f  e lder ly  f rom long-term care inst i tu t ions a t  less cost, we must  s t i l l  
wrest le w i th  the  problems o f  f inancing inst i tu t ional  care. Long-term care 
insurance, whi le no t  a panacea, o f fe rs  a viable and immediate a l ternat ive t o  
dependency on Medicaid f o r  inst i tu t ional  coverage. It provides an 
oppor tun i t y  f o r  people t o  contro l  t h e i r  destinies by planning f o r  t h e i r  f rag i le  
ret i rement  years and t o  p reven t  t h e  unecessary depletion o f  personal a n d  
family resources. I n  i t s  present  state, long-term care insurance is 
inst i tu t ional ly  biased, however, and is viewed b y  some as a hinderance t o  t h e  
development o f  community-based care programs. Nevertheless, t he re  wi l l  
cont inue t o  b e  a por t ion  o f  t h e  e lder ly  population requ i r i ng  inst i tu t ional  care 
and something must be  done t o  alleviate the  burden o f  t h i s  State i n  f inancing 
a large por t ion  of inst i tu t ional  long- term care. 

A l though the  long-term care insurance f ie ld  is s t i l l  evolv ing,  it i s  more 
establ ished than o the r  a l ternat ive mechanisms being seriously considered. 
The social health maintenance organization concept, a mechanism f o r  which 
many professionals i n  t h e  f ie ld  have g rea t  expectations, is s t i l l  experimental 
and i t s  wide appl icabi l i ty is s t i l l  i n  quest ion. T h e  indiv idual  medical account 
concept which is an offshoot of t h e  indiv idual  ret i rement account has not  been 
adopted b y  many states a n d  is not as immediately beneficial t o  the  e lder ly  
since it takes a number o f  years to  b u i l d  u p  an account substant ial  enough to  
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cover  long- te rm care costs whether  community-based o r  inst i tu t ional .  
Moreover, w i thout  comparable federa l  legislation, savings deposited i n  an 
ind iv idua l  medical account and i n te res t  earned on such savings a r e  taxable a t  
t h e  federal  level.  I n  view o f  t h e  new federal  t ax  reform law, it is un l i ke ly  
t h a t  legislat ion t o  p rov ide  tax  incent ives f o r  ind iv idua l  medical accounts w i l l  
b e  enacted in t h e  near  f u t u r e .  

It is und isputed t h a t  long- term care insurance can p lay  an impor tan t  ro le 
i n  t h e  f inanc ing  o f  long- term care i n  Hawaii. What has been i n  d ispute  is 
what role, if any, should government  t ake  i n  promot ing long- te rm care 
insurance. As ear ly  as  1984, t h e  State recognized t h a t  long- term care 
insurance would have a posi t ive impact on  t h e  State's Medicaid budge t  ahd 
should, therefore,  be  encouraged. '  Yet, since t h e  r e p o r t  i n  1984, beyond 
t h e  lectures t o  e lder ly  g roups funded  under  t h e  auspices of t h e  Execut ive  
Of f ice on  Aging, t h e  State has done v e r y  l i t t l e  toward  such encouragement. 
There  is an abundance o f  rhe tor ic  about  Medicaid's d ispropor t ionate share o f  
long- te rm care  costs, b u t  l i t t l e  has been done t o  remedy t h e  problem. State 
government agencitl; i zvo lved in long- te rm care f o r  t h e  e lde r l y  have been so 
immersed i n  t h e  dai ly  operat ional problems of t h e i r  respect ive serv ice de l i ve ry  
programs t h a t  t h e y  have not  had t h e  time, n o r  acqui red t h e  capabi l i ty ,  o f  
addressing t h e  more systemic problems causing Medicaid's d ispropor t ionate 
share o f  n u r s i n g  home costs. Un t i l  t h i s  is done, t h e  State w i l l  no t  b e  i n  any 
posit ion t o  e f fec t ive ly  resolve t h e  long- te rm care f inanc ing  problem. 
Hopeful ly,  t h e  long- term care p lan f o r  t h e  e lder ly  be ing  developed by t h e  
Execut ive Of f ice on  Ag ing  t h r o u g h  i t s  Policy Adv i so ry  Board  f o r  E lder ly  
A f fa i r s  Long-term Care Task Force w i l l  lay  t h e  necessary foundat ion f o r  an 
appropr iate and coordinated course o f  action b y  state government . '  

While i t  is t r u e  tha t  p r i v a t e  i n d u s t r y  has t h e  responsib i l i ty  f o r  t h e  
actual market ing  o f  policies, t h e  State is d u t y - b o u n d  t o  establ ish pol icy 
regard ing  t h e  State's role i n  t h e  f inanc ing  o f  long- term care f o r  t h e  e lder ly  
and t o  p rov ide  d i rect ion f o r  bo th  t h e  pub l i c  and  p r i v a t e  sectors i n  developing 
programs in accord w i th  i t s  po l i cy .  The  State wi l l  be  faced w i t h  a l a rge r  
f inancial  bu rden  i n  t h e  Medicaid program w i t h  increased dependency on 
Medicaid as long as no  viable a l te rna t ive  ex is ts .  It cannot s tand by idly u n t i l  
t h e  p r i v a t e  sector resolves t h e  problem. T h e  State can and must take  
posi t ive action i n  communicating t o  t h e  pub l i c  t h e  need f o r  ind iv idua ls  t o  
assume responsib i l i ty  f o r  t h e i r  dest inies b y  ear ly  p lann ing  f o r  f u t u r e  long- 
term care needs t o  p reven t  unnecessary self- impoverishment and demeaning 
reliance on Medicaid. T h e  State also has a duty t o  moni tor  t h e  insurance 
i n d u s t r y  t o  p ro tec t  consumers f rom purchas ing  unnecessary and ine f fec t ive  
policies i n  t h e  same way government in te rvened i n  t h e  sale o f  Medicare 
supplement insurance.  

2. Impact and  Benef i ts  of a T a x  C r e d i t  

J u d g i n g  f rom t h e  h i s to ry  o f  tax  c red i ts  implemented i n  Hawaii, it is 
probable t h a t  any revenue loss f rom a tax  c red i t  i n  t h e  f i r s t  year  o f  i t s  
avai lab i l i ty  may b e  negl igible since it may take a whi le before t h e  general 
pub l ic  i s  aware of t h e  c red i t .  Revenue losses i n  ensuing years are  more 
d i f f i cu l t  t o  estimate because the re  is no way o f  p red i c t i ng  how many persons 
wi l l  purchase long- term insurance policies, b u t  t h e  loss should b e  expected t o  
increase w i t h  each successive year  since t h e  number o f  tax  c red i t  claims w i l l  
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be  cumulat ive each year .  A l though t h e  impact o f  a tax  c r e d i t  on t h e  Medicaid 
budge t  cannot be  accurately estimated, i t  can be  assumed t h a t  f u t u r e  savings 
i n  t h e  Medicaid program wi l l  be  realized if more people are  encouraged t o  
purchase long- term care insurance. ICF Incorpora ted  estimated t h a t  if 20 p e r  
cent  o f  t h e  65 t o  69 age g r o u p  purchased long- term care insurance, total  
cumulat ive Medicaid expendi tures would decline about  e igh t  p e r  cent .  Th is  
estimate was based on a pol icy which p a i d  u p  t o  $40 a day  f o r  f o u r  years o f  
n u r s i n g  home care w i t h  a premium cost of $480. ICF lncorporated noted t h a t  
g rea ter  savings would resu l t  as more e lder ly  purchased i n s u r a n c e . V o m e  
proponents o f  long-term care insurance believe t h a t  d is incent ives must  be 
created t o  p rec lude t h e  middle class f rom us ing  Medicaid. Should t h e  
Medicaid e l i g ib i l i t y  standards and asset t r a n s f e r  prov is ions become more 
s t r ingent ,  t he re  would probab ly  be  a n  increase in t h e  demand f o r  long- term 
care insurance. 

T h e  Bureau could not  determine t h e  impact o f  a tax  c red i t  on t h e  
County/State Hospitals Div is ion of t h e  Department o f  Health. T h e  Div is ion is 
exper iencing problems under  t h e  prospect ive payment system since Medicaid 
reimbursement does not  cover  t h e  costs o f  t h e  Div is ion and ove r  90 p e r  cent  
o f  i t s  pat ients a re  Medicaid assisted. T h e  Div is ion 's  budge t  is funded 
p r imar i l y  t h rough  fees collected w i t h  on ly  15 p e r  cent  o f  i t s  revenues f rom 
state general f u n d  appropr iat ions.  T h e  Bureau is o f  t h e  opinion t h a t  long- 
term care insurance could af fect  t h e  Div is ion 's  problems a t  a la ter  date i f  
t he re  is a substant ial  decrease i n  Medicaid pat ients o r  i f  savings f rom t h e  
Medicaid program is t ranslated in to  increased general f u n d  appropr iat ions t o  
t h e  Div is ion.  

A tax  c red i t  could benef i t  t h e  e lder ly  i n  al l  income levels. For  those 
e lder ly  who have tax  l iab i l i t y ,  a tax  c red i t  would d i r e c t l y  o f fse t  some o f  t h a t  
l iab i l i t y .  For  those e lder ly  who do not  have tax  l iab i l i t y  and who m igh t  f i n d  
long- term care insurance too expensive, a tax  c r e d i t  which is no t  l imited t o  
insureds  could serve as an incent ive t o  t h e i r  ch i l d ren  t o  purchase insurance 
policies f o r  them. Al though a tax c red i t  would mean revenue loss, some of 
t h e  revenue loss t o  some ex ten t  may be  o f fse t  b y  t h e  addit ional collections i n  
premium taxes on long- term care policies sold. 

A tax  c red i t  f o r  t h e  purchase of long- te rm care insurance may be  a 
desirable way o f  ra is ing t h e  consciousness o f  t h e  pub l i c  t o  t h e  long- term care 
issue in t h e  same manner t h e  environmental consciousness was raised b y  t h e  
tax c red i t s  f o r  energy  ef f ic ient  devices; however, it is not  b y  any  means t h e  
on ly  way f o r  t h e  State t o  encourage t h e  purchase o f  long- term care 
insurance. The  Bureau believes t h a t  a well-developed informational program 
on long- te rm care f inancing opt ions d i rec ted  t o  t h e  general pub l ic  can be 
equal ly ef fect ive.  I r respect ive  o f  what  method is used t o  increase consumer 
awareness, state moneys must be invo lved.  It is f o r  t h e  Legis lature t o  decide 
whether  such involvement should be th rough  a reduct ion o f  tax  collections b y  
t h e  o f f e r i n g  o f  tax incent ives, t h r o u g h  increased d i rec t  program 
appropriat ions, o r  bo th .  
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Recommendations 

1. Whether o r  no t  a tax  c r e d i t  is enacted, t h e  State must assume a 
more act ive ro le  i n  consumer educat ion. People wi l l  no t  b u y  long- term care 
insurance unless they  unders tand  t h a t  p lann ing  f o r  long- te rm care needs is 
no  d i f f e ren t  f rom p lann ing  f o r  a happy and heal thy ret i rement .  I t  must begin 
a t  an ear ly  age, del iberate ly  planned, and t imed so t h a t  t h e  appropr ia te  
amount o f  money is avai lable when t h e  need ar ises. Ind iv idua ls  must be  
in formed of al l  possible p r i v a t e  f inanc ing  opt ions i n  o r d e r  t o  decide which 
f inanc ing  mechanism is appropr ia te  f o r  t h e i r  personal concerns and what t h e y  
perceive t h e i r  needs t o  be .  i f  insurance is t h e  mechanism chosen, an 
ind iv idua l  must  unders tand what  long- term care is and what  t h e  d i f f e ren t  
insurance pol ic ies o f fe r  be fore  t h a t  ind iv idua l  w i l l  know wh ich  pol icy is most 
suitable. 

The  Legis lature should appropr ia te  funds  and  designate t h e  Execut ive 
Office on  Ag ing  as t h e  lead and coordinat ing agency t o  develop a p lan for a 
comprehensive pub l ic  educational p rogram on long- term care f o r  t h e  e lder ly .  
T h e  program should inc lude such act iv i t ies as t h e  publ icat ion and 
dissemination o f  informational materials on long- term care and  t h e  conduct  o f  a 
series o f  g r o u p  lectures o r  even pub l ic  television programs.  Information 
should inc lude cautions about  t h e  l imitations o f  t h e  Medicare and Medicaid 
programs and Medicare supplement insurance policies i n  p r o v i d i n g  f o r  long-  
t e rm care; t h e  importance o f  ear ly  p lanning;  and t h e  f inanc ing  opt ions t h a t  
a re  c u r r e n t l y  available i n  Hawaii, not  on ly  long- term care insurance. A 
separate consumer gu ide  on long- te rm care insurance, simi lar t o  t h e  one 
proposed b y  t h e  National Association o f  lnsurance Commissioners, should be  
publ ished i n  conjunct ion w i t h  t h e  lnsurance Div is ion and  d i s t r i b u t e d  t o  t h e  
general pub l ic  i n  t h e  same manner brochures are  disseminated on no- faul t  
insurance. (See Appendix E f o r  t h e  proposed gu ide . )  

Al l  pub l ic  information e f fo r t s  should be d i rec ted  no t  on l y  t o  t h e  65 years 
of age and o v e r  g r o u p  b u t  should inc lude t h e  general pub l ic .  The  c u r r e n t  
lecture series sponsored by t h e  Execut ive Of f ice on  Ag ing  has been ta rge t i ng  
organized e ider iy  g roups such as t h e  senior c i t izen centers; however, t h e  
senior centers represent  on l y  a small segment o f  t h e  e lde r l y  populat ion. If 
ear ly  p lann ing  is t o  b e  emphasized al l  e lder ly  persons must  be  reached. 
Other  appropr ia te  audiences are  t h e  pre- re t i rement  g roups where t h e  people 
m igh t  already b e  concerned about  the  health of t h e i r  parents  and are  ready 
t o  s t a r t  t h i n k i n g  about t h e i r  own f u t u r e  needs. 

2.  I f  t h e  Legis lature decides t o  implement a tax  c red i t ,  i t  should be  
done i n  conjunct ion w i th  t h e  enactment o f  a law, l i ke  t h e  model law o f  t h e  
National Association o f  lnsurance Commissioners (see Appendix F), which 
establishes guidel ines f o r  t h e  sale o f  long- term care policies. Without 
appropr iate guidel ines, consumers could be misled i n to  purchas ing  inef fect ive 
and unnecessary policies i n  t h e  same way consumers were i n  purchas ing  
Medicare suppiement policies be fore  they  were regulated.  T h e r e  is a pauc i ty  
o f  data f rom which ind iv idua l  states can make informed decisions as t o  t h e  
appropr iate regu la tory  l imi ts .  T h e  National Association of lnsurance 
Commissioners repor ted  tha t  numerous studies were underway b u t  most data 
sets would not  be  available until t h e  end  of t h i s  year  o r  d u r i n g  1987. The re  
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is a danger  t h a t  too res t r i c t i ve  minimum guidel ines could i nh ib i t  market  
g r o w t h  and too l ibera l  guidel ines wi l l  wo rk  against t h e  consumer's in te res t .  

T h e  Bureau believes t h a t  i f  a t ax  c red i t  is implemented, i t  should no t  
exceed 50 p e r  cent  o f  t h e  amount of premium paid.  A taxpayer  should be  
allowed t o  claim t h e  tax  c r e d i t  f o r  more than one pol icy t o  allow f o r  t h e  
purchase o f  policies b y  adu l t  ch i ld ren  f o r  t h e i r  e lder ly  parents.  There  
should be  a dol lar  ce i l ing f o r  t h e  c red i t  claimed f o r  each qua l i f y i ng  pol icy 
wh ich  represents, perhaps,  50 p e r  cent  of t h e  average premium f o r  a pol icy 
t h a t  meets t h e  minimum guidel ines establ ished b y  t h e  insurance commissioner. 
The re  should also be  a dol lar  ce i l ing on t h e  tota l  amount of c red i t  a taxpayer  
can ctaim, e .g . ,  $1,000. I n  t h i s  way, those who can a f fo rd  t h e  more 
expensive policies w i l l  not  be  undu ly  enr iched b y  t h e  c red i t .  Final ly,  excess 
c red i t  should be  allowed t o  c a r r y  over  in to  t h e  n e x t  tax  year .  T h e  tax  
c r e d i t  s ta tu te  should be  enacted on ly  f o r  a sho r t  term, such as f i v e  years. 
T h e  Bureau f u r t h e r  recommends an income l imitat ion w i t h  a decl in ing 
percentage o f  c red i t  i f  t h e  tax  c red i t  is 50 p e r  cent  i n  o r d e r  t o  p rov ide  
greater  incent ive t o  those who can least a f f o r d  t h e  insurance. I n  t h i s  way, 
t h e  loss of revenue would b e  coordinated w i t h  tax benef i ts  t o  a la rger  number 
o f  taxpayers .  T h e  Bureau's  revenue impact estimates based on 10 p e r  cent, 
25 p e r  cent, and 50 p e r  cent  can be found  i n  Exh ib i t  4. T h e  Department o f  
Taxat ion bel ieved t h a t  t h e  Bureau's  estimates of t h e  impact on revenues were 
too low and t h e  Department 's estimates can be  found  i n  Exh ib i t  5 .  

The  determinat ion o f  e l ig ib le policies should r e s t  w i th  the  lnsurance 
Commissioner. Cer ta in basic minimum requirements a r e  necessary, however, 
t o  p rov ide  guidance t o  t h e  Commissioner. T h e  model legislation o f  t h e  
National Association o f  lnsurance Commissioners prov ides  f o r  t h e  adoption of 
ru les by t h e  lnsurance Commissioner t o  establish disclosure and performance 
standards f o r  long- term care insurance policies. It also imposes cer ta in 
res t r i c t ions  on t h e  pol icy contents and requirements f o r  disclosure. T h e  
enactment o f  t h i s  model law should p rov ide  t h e  lnsurance Commissioner w i th  
su f f i c ien t  guidance and suppor t  t o  review insurance policies and ascertain 
whether  o r  no t  a pol icy qual i f ies as a long- term care insurance pol icy.  

A t  t h i s  time, t h e  Bureau does not  recommend t h a t  policies be requ i red  t o  
cover  community-based services tha t  a re  no t  medically necessary, such as 
personal  care, in o r d e r  t o  qua l i f y  f o r  a tax  c red i t .  Ex i s t i ng  long- term care 
insurance policies do  not  p rov ide  such coverage. Such a requirement would 
eliminate most of t h e  c u r r e n t  policies available the reby  defeat ing t h e  purpose 
of t h e  c red i t .  I f  and when insu re rs  can o f fe r  coverage f o r  community-based 
care a t  reasonable premium rates, then i t  would be appropr iate t o  requ i re  
long- te rm insurance t o  p rov ide  such coverage. 

3 .  The  Bureau rei terates tha t  long- term care insurance, in  i t s  present  
form, is a f inancing mechanism pr imar i l y  aimed at re l iev ing  t h e  cost bu rden  of 
ins t i tu t iona l  care.  Accordingly ,  a tax  incent ive f o r  premiums paid f o r  such 
insurance is j us t  one method o i  possibly a l lev iat ing t h e  Medicaid bu rden .  
Increased community-based care is another way o f  lowering t h e  cost t o  
Medicaid i f  i t  d i ve r t s  people f rom inst i tu t ional  care and prov ides comparable 
care a t  less cost.  Rather  than r e q u i r i n g  i n s ~ ~ r e r s  t o  p rov ide  coverage f o r  
community-based long- term care, at tent ion should be  d i rected t o  t h e  
considerat ion of tax incent ives t o  families who care f o r  t h e i r  f r a i l  e lder ly  at 
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home. T h e  Bureau did no t  examine t h i s  concept since it was beyond t h e  
scope of t h i s  s tudy ;  however, it is recommended tha t  a s t u d y  be  conducted, 
perhaps b y  t h e  Execut ive Off ice on Aging, on  th i s  and o ther  incent ives if t h e  
encouragement of increased use o f  community-based care is a p r i o r i t y  t o  t h e  
Legislature. 



E X H I B I T  4 

Estimates o f  Revenue Impact 

T h e  Bureau made revenue impact estimates us ing  t h r e e  d i f f e r e n t  tax  
c red i t  amounts o f  t h e  tota l  premiums paid:  10 p e r  cent,  25 p e r  cent,  and 50 
p e r  cent .  These estimates were based on t h e  assumptions t h a t  t h e  average 
premium would be  $1,000 and t h a t  t he re  would be  about  2,000 policies e l ig ib le 
f o r  t h e  tax c r e d i t  ( i n  1986 t h e r e  were over  400 policies i n  e f fec t  and  it is 
pro jected tha t  sales wi l l  double over  t h e  nex t  y e a r ) .  T h e  amount collected 
f rom premium taxes is subt rac ted  f rom t h e  revenue loss f rom tax  c red i ts  
claimed f o r  t h e  net  revenue loss. The  tax  rate o f  ,043 f o r  fo re ign  and  alien 
insurers  is appl ied here  since t h e r e  are no  domestic i nsu re rs  present ly  
o f fe r i ng  long- term care insurance.  

T h e  Bureau is wary  about any estimate o f  t h e  impact on t h e  Medicaid 
budget  because t h e r e  is no way t o  p red i c t  how many o f  those purchas ing  
long- term care insurance would requ i re  long- term care and, o f  those, how 
many would have t u r n e d  t o  Medicaid i n  t h e  absence o f  such insurance 
coverage. Moreover, any savings would probab ly  no t  occur  i n  t h e  same year  
tha t  a tax  c red i t  is implemented since it may be some time before new 
pol icyholders become f r a i l  and  debi l i ta ted.  T h e  Bureau, however, has 
ven tu red  a guess based on an analysis made by ICF Incorporated.  ICF 
lncorporated calculated t h a t  if 20 p e r  cent  o f  t h e  65 t o  69 age g r o u p  
purchased long- term care insurance, to ta l  cumulat ive Medicaid expendi tures 
would decline about e igh t  p e r  cent .  T h e  Bureau speculates t h a t  t h e r e  could 
be  a savings of about $3,243,514 t o  t h e  Medicaid budge t  i n  f u t u r e  years if 
7,200 policies f o r  t h e  65 t o  69 age g r o u p  are  i n  ef fect .  Th i s  f i g u r e  is based 
on t h e  Department o f  Planning and Economic Development's 1985 populat ion 
estimate o f  36,000 persons i n  t h e  65 t o  69 age g r o u p  and t h e  $40,543,925 of  
the  Medicaid budge t  spent on  n u r s i n g  home care in 1986. As more policies 
are  purchased t h e r e  could be  increased savings each year .  ICF 
Incorporated's estimate was based on an insurance pol icy t h a t  paid u p  t o  $40 
a day f o r  f o u r  years of n u r s i n g  home care. A l though t h e  Bureau has been 
using, i n  i t s  calculations, a pol icy which pays $100 a day,  t h e  e igh t  p e r  cent  
used b y  ICF lncorporated prov ides  a reasonable estimate since t h e  Health 
Care Administrat ion Division informed t h e  Bureau tha t  Hawaii's n u r s i n g  home 
rates are  twice t h e  national average. 

Caution is advised i n  us ing  these estimates. The  Bureau rei terates tha t  
revenue impact project ions are  not  sol id since t h e  number o f  policies, t h e  
premium rates, and t h e  savings t o  t h e  Medicaid program are  indeterminate. 

Revenue Loss From Tax Cred i ts  

1. $1,000 X . I 0  = $100 ( t ax  c red i t ) ;  2,000 X $100 = $200,000 
( revenue loss) 

2 .  $1,000 X .25 = $250 ( tax c r e d i t ) ;  2,000 x $250 = $500,000 
( revenue loss) 



3. $1,000 X .50 = $500 ( tax credit) ;  2,000 X $500 = $1,000,000 
(revenue loss) 

Revenues Gained From Insurance Tax Collections 

$1,000 X 2,000 = $2,000,000 ( tota l  premiums) 

$2,000,000 X ,043 ( tax)  = $86,000 

Net Revenue Loss 

1. 10 per cent credi t :  $200,000 - $86,000 = $114,000 

2. 25 per  cent credi t :  5500,000 - $86,000 = $414,000 

3.  50 per  cent credi t :  $1,000,000 - $86,000 = $914,000 

Medicaid Budget Savings: 

Medicaid expenditures in  fiscal year 1986 f o r  nurs ing home 
reimbursements = $40,543,925 X .08 = $3,243,514 - estimated fu tu re  savings if 
7,200 policies are i n  effect.  Being tha t  the State/Federal share on Medicaid 
fund ing in  Hawaii has been about 60/40, the savings to be realized i n  general 
funds would be about $1,946,108. 
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TO: L a w e n c e  Nakano 
Income T e c h n i c a l  O f f i c e r  

FROM: Robert  Koike 
Tax Resea rch  6 P l a n n i n g  O f f i c e r  

SUBJECT: Revenue Impact of  Tax C r e d i t  f o r  Long-Term Care  I n s u r a n c e  

I n  i t s  c o n f i d e n t i a l  d r a f t  r e p o r t  "Assur ing  D i g n i t y  i n  Long-Term C a r e  f o r  
t h e  E l d e r l y , "  t h e  L e g i s l a t i v e  R e f e r e n c e  Bureau (LRB) h a s  made e s t i m a t e s  
o f  t h e  n e t  tax revenue  impact  o f  a  t a x  c r e d i t  f o r  premiums pa id  f o r  
long-term c a r e  i n s u r a n c e .  Based on ass iunpt ions  t h a t  1 )  t h e  a v e r a g e  
annua l  premium would be $1 ,000 ,  2 )  t a x  revenue  on t h e  premiums would be 
4 .3% of  t h e  premium amounts ,  and 3 )  2 ,000  t a x p a y e r s  would t a k e  advan tage  
o f  t h e  c r e d i t ,  L R B  p r o j e c t s  a  n e t  revenue  l o s s  o f  $114,000 f o r  a  10% 
c r e d i t ,  $414,000 f o r  a  25% c r e d i t ,  and $914 ,000  f o r  a  50% c r e d i t .  

We a g r e e  w i t h  a l l  o f  LRB's a s sumpt ions  e x c e p t  t h e  one which p r o j e c t s  o n l y  
2 ,000  c l a i m a n t s  f o r  t h e  c r e d i t .  Once t h e  p u b l i c  becomes f u l l y  aware of  
t h e  p o s s i b l e  d i s a s t r o u s  consequences  o f  n o t  hav ing  long- term c a r e  
i n s u r a n c e ,  many would pu rchase  i t  on i t s  i n s u r a n c e  m e r i t  a l o n e .  Only 
t h o s e  w i t h  v e r y  l i t t l e  income would n o t  need t o  pu rchase  i t  s i n c e  t h e y  
would be cove red  by Med ica id .  A s  a  c o n s e r v a t i v e  e s t i m a t e  o f  t h o s e  who 
would need long-term c a r e  i n s u r a n c e ,  we a r e  t a k i n g  t h o s e  t a x p a y e r s  who 
c l a i m  an age  exempt ion  and whose AGI  i s  $ 5 , 0 0 0  and above .  For  t h e  t a x  
y e a r  1984,  31 ,152  r e t u r n s  f e l l  i n  t h i s  c a t e g o r y .  Of c o u r s e ,  t h i s  t o t a l  
d o e s  no t  i n c l u d e  o l d e r  p e r s o n s  under 6 5  who would have need f o r  t h e  
long-term c a r e  i n s u r a n c e .  Using t h e  LRB's a s s u m p t i o n s ,  we p r o j e c t  
r evenue  impact  a s  f o l l o w s :  

$1 ,000  p e r  premium x 31 ,152  = $31 ,152 ,000  t o t a l  premiums 

10% c r e d i t  = S 3 ,115 ,200  
25% c r e d i t  = S 7 ,783 ,000  
50% c r e d i t  = S15,576,000 

RECEIVED 
DEPT OF TAXATION 

Revenue g a i n  from i n s a r a n c e  premium t a x  a t  4.3;  (KC 1 9 I986 
$31,152,000 x  .043 = $1 ,339 ,535  INCOME 

Net r evenue  l o s s  
TEWICAL OFWE 

10% c r e d i t :  $ 3 ,115 ,200  - $1 ,339 ,536  = $ 1 ,775 ,664  
25% c r e d i t :  $ 7,788,000 - $1 ,339 ,536  = 5 6,448,464 
50; c r e d i t :  S i 5 , 5 i 6 , 0 0 0  - $ 1 , 3 3 9 , 5 3 6  = $14 ,236 ,464  
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It  can be  argued t h a t  no t  everyone who needs  i n s u r a n c e  t o  p reven t  
economic d i s a s t e r  would purchase  i t .  To o b t a i n  an  even more c o n s e r v a t i v e  
e s t i m a t e  of  revenue impact ,  we a t t empted  t o  e s t i m a t e  t h e  number of 
t a x p a y e r s  who would purchase  long-term c a r e  i n s u r a n c e  f o r  i t s  t a x  c r e d i t  
b e n e f i t .  We a p p l i e d  t h e  pe rcen tage  of  t a x p a y e r s  who i n v e s t e d  i n  IRAs i n  
1984 t o  t h e  number of 1984 r e t u r n s  w i t h  age exemptions ( s e e  Tab le  1) .  

Table 1: 1984 Res iden t  Re tu rns  

Number Re tu rns  Re tu rns  Re tu rns  
of With % With With Age With 

Returns  I R A  I R A  Exempt i o n  I n s .  C r e d i t  

Under $ 1 30,406 329 1.1 8,654 9 5 
$ 1 " 5,000 95,188 1,118 1.2 21,614 259 

5,000 " 10,000 63,129 3,428 5.4 11,540 623 
10,000 " 20,000 93,433 14,160 15.2 11,517 1,751 
20,000 " 30,000 53,823 13,860 25.7 3,915 1,006 
30,000 " 40,000 36,886 13,295 36.0 1,397 503 
40,000 " 50,000 24,098 10,712 44.4 1,080 480 
50,000 " 75,000 19,757 10,688 54.1 8 71 4 7 1  
75,000 " 100,000 3,190 2,227 69.8 227 158 

100,000 and over 2,335 1,578 67.6 605 409 - 
TOTAL 5,755 

T h i s  p rocedure ,  which assumes t h a t  t a x p a y e r s  65 o r  over  would " i n v e s t "  i n  
long-term c a r e  i n s u r a n c e  a t  t h e  same r a t e  t h a t  they  i n v e s t e d  i n  IRAs 
y i e l d e d  5,755 p r o j e c t e d  c l a i m a n t s  f o r  t h e  i n s u r a n c e  c r e d i t .  

Using t h i s  t o t a l  and LRB's o t h e r  a s sumpt ions ,  we p r o j e c t  a c o n s e r v a t i v e  
revenue impact a s  f o l l o w s :  

$1,000 p e r  premium x  5,755 = $5,755,000 t o t a l  premiums 

10% c r e d i t  = $ 575,500 
25% c r e d i t  - $1,438,750 
50% c r e d i t  - $2,877,500 

Revenue g a i n  from i n s u r a n c e  premium t a x  a t  4.3% 

Net revenue l o s s  

10% c r e d i t :  $ 575,500 - $247,465 = $ 328,035 
25: c r e d i t :  $1,438,750 - $247,465 - $1,191,285 
50% c r e d i t :  $2,877,500 - $247,465 * $2,630,035 
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In  any c a s e ,  we b e l i e v e  t h a t  the  LRB e s t i m a t e  o f  2,000 p o l i c i e s  i s  t o o  
low. With our e s t i m a t e  o f  anywhere from 5 , 7 5 5  t o  over  31,000 p o l i c i e s ,  
revenue l o s s  would be a s  much a s  1 5  t imes  the  LRB e s t i m a t e .  
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Interview with Earl Xotooka, Assistant 
Administrator, Health Care Administration 
Division, Department of Social Services and 
Housing, August 19, 1986. 

The Hedicare and Medicaid Data Book, pp. 2, 75. 

Information obtained from the Hawaii ?iedicai 
Service Association with permission from the 
Health Care Administretion Division of the 
Department of Social Services and Housing, 
preliminary draft of the m i - d  Report f o r *  
State of Hawaii, July 1, 1985 to June 10, 29l, 
Exhibit IV-2. 

w, Exhibit V-I. 
Ibid. 

lbid. - 
u, Exhibit '4-2. It musr be noted zhac in 
addition to the $112,600,527 in expenditures 
reported by the Hawaii Medical Services 
Association in the Medicaid Report, rhere is an 
additional $7 million in tfedicaid doliars which 
is processed by the Departmect of Social 
Services and Housing. Thus, rhe actual total 
Medicaid budget is about $180 million. The $7 
million in expenditures are for payments vhich 
cover payments for Nedicare Part E insurance; 
for institution utilization reviews; medicai 
transportation such as handivans; waiver 
programs such as the Nursing Home iiithout Walls; 
biodyne center (federally funded projecr 
offering psychological iniervention to preclude 
dependency and necessary medicai t r e i r acc t ) ;  
indigent burial; Kaiser Health klainreaancr 
Organization for rhe categorically needy and 
home health. If the $180 miiiiun is used to 
calculate the percentage, ir would be aboui 18 
per cent. 

Information on the finer details of the 
expenditure for nursing homes reporred in rhe 
Hediiaid Report was furnished to the Bureau by 
the Health Cafe Administration Division on 
October 7, 1986. The information however, was 
preliminary so rhe roral expenditures are not 
the same. In view of the difficuity rhe Bureau 
encountered in obtaining the finer derails and 
the toal expendirares st :he same t m e ,  the 
figures reparred herein most suffice to provide 
e general p i c m r s  of expenditures ariritu~ab?e 
to the medically needy aged. Since rhe total 



nurs ing  home expend i tu re  amount i n  t h e  Fledicaid 
Repor t  was $68,992,300 and rhe  t o t a l  amounr in  
t h e  f i n e r  d e t a i l  r e p o r t  was $56,423,597. rte 
Bureau has assumed t h a r  t b e  amount i n  zhe f i n e r  
d e r a i l  r e p o r t  was incomplete and t h a r  t h e  
percentage o f  t h e  medical ly  needy f o r  nur s ing  
home expend i tu res  should be i n  t h e  same 
b e l l p a r k .  

I b i d .  - 

I b i d .  

Penny Bjo rns rad ,  "Tax Benef i t s  f o r  Long-rerm 
Care o f  t h e  E l d e r l y :  The  idaho ~ x p e r i e n i e " ,  
Long-Teim Care Financi~. .a_n; iCel iverp Systems- 
Explorinp, Some Alter?- (Kashingtcn, D.C.: 
1984).  p .  103. 

Interview w i t h  E a r l  Motoaka, A s s i s i a n t  
Admin i s t r a to r ,  Heal th  Care Adminisrrs t ion 
Div i s ion ,  Department of Soc ia l  Se rv ices  and 
Housing, Augcst 19,  1986; and Publ ic  Welfare 
Rules fianual 917-744-29. 

8 .  C .  Vladeck, Gnloving C ~ g ~ - , ~ h ~ , . ~ " r s i n g  H o m e  
(New York: Basic  Books, 1980) ,  p .  24, 

c i t e d  i n  Anne Somers, "Lonx-term Care f o r  t h e  
E lde r ly  and Disabled:  An Lrgent Challenge t o  
New Federal ism",  ~~-_Federal;sm-a~d~I&~g--~:> 
&_alth C a r c e h e  E l d e r l y ,  ed .  Burton D .  
Dunlop, Cenrer f o r  Heal th  A f f a i r s ,  P r o j e c t  HOPE 
(blillwood: 1984j ,  p .  51. 

Interview wi th  E a r l  Yotooka, A s s i s t a n t  
Admin i s t r a to r ,  Heal th  Csre Adrn in i s t r a t~on  
Div i s ion ,  Department o f  Soc ia l  Se rv ices  and 
Housing, Augusr 19 ,  1986. 

The l a w  concerning t h e  t r a n s f e r  of a s s e t s  
provides  t h a t  resources o ~ n o d  by an i n d i v i d u a l  
or e l i g i b l e  spouse wi th in  t h e  preceding 24 
monrhs r h a i i  be included i n  derermining t h e  
resources of t h e  i n d i v i d u a l  i f  t h e  resource o r  
i n r e r e s t  was given away or  s o l d  a r  l e s s  rhan 
f s i r  marker va lue  f o r  t h e  purpose of 
e s t a b l i s h i n g  e l i g i b i l i r g .  Any Lrinsacizon so 
desc r ibed  s h a l l  be  presumed to have bean for rhe  
purpose o f  e s t a b l i s h i n g  e l z g i b i i l t y  un less  t h e  
ind: ,%lduai . . or e l i g i b l e  spouse f u r n z s h e s  

convincing evidence ro esta t ; : sh  t h a t  rne 
t r a n s a c t i o n  was exc1usively  f a r  some c r h c r  
purpose. 42 C.S.C.A. ,  s e c  l382bic)  and sei. 
1 3 9 6 ~ .  

Hawai i ' s  ?ledicaid r u l e s  hold  a person i n c l > g ; b i r  
for b e a e i i r a  i t  the person ocsiesses ;escTcrcei 
exceeding t h e  mnxxmua a i l o i e d  f c r  a y c r l c d  05 ZS 
months from rhe p o i n t  of t r a n s f e r  or  d i sposa i  of 
a s s e t s  f o r  l e s s  than f a i r  marke: va:ur .  Hawaii, 
Dep~r tmen t  of S o c i a l  Se rv ices  and Hausing, S,~a.tc 
Plan f o r  3 e d i c a l  Assisrance i i r o g i e ,  ~ .... T ; i ; e s s  
Soc ia l  Secur i rv  Act ,  Supplemenr G t c  Atrsck.oer.i 
2.6-A, p .  7 .  

Rosa l i e  A .  Kane and Robert L. R a m ,  "Ling-Ter-r 
Care: A F ie id  ir Search  of Values", i;a;ues . ... ~ and 
Lan&-7crm Care,  e d .  Rcbeii I_ i a r ~  mid 23sa11e 
A .  Kmr <Lex;ngtar.: L e r ~ r a r o n  ' tock i ,  191.2,. p.  
I S .  

36. SKI I n t e r n a t i o n a l ,  h c ~ e a s i n g  P r i v a t e  Financing 
of Long-Term C a r e :  

~ Oppor tun i t i e s  for  
Co l l abora t ive  Ac t ion ,  Cocference Report (Nenlo 
P a r k :  :986), pp. 1:-12. 

38.  H B  1102, Colorado General Assembly, Approved Hay 
23, 1980 

Chapter 4 

I .  Hawaii Rev. S t a t . ,  s e c .  431-7:2(3) reads as  
fo l io i i s :  

( 3 )  ""ldicare supplement pol icy"  means a 
group o r  i n d i v i d u a l  p o l i c y  of d i s -  
a b i l i z y  insu rance  or a group c o n t r a c t  
o r  ind iv idxa l  s c b s c r i b e r  conrracr of a 
s o n p i o f i t  medical indemniry or 
h o s p i r a i  servzce s s soc ia t io i i  which is 
aduer:ised, marketed, or designed 
p r imar i ly  a s  a suppiement t o  
reimbursements under bfedicare for  t h e  
h o s p i t a l ,  medicai ,  or s u r g i c a l  
expenses o f  persons e l i g i b l e  f o r  
HeZicaie by reason o f  age.  The rerm 
does not  inc lude :  
: A )  A p o l i c y  or conrracr of  one or 

more employers or labor  orga-  
n i z a t i o n s ,  or of t h e  t r u s t e e s  
of a fund e s t a b l i s h e d  by one 
or more employers or l abor  
o r g a n i z a t i o n s ,  or combination 
t h e r e o f ,  for employees or 
former employees, or com- 
b i n a t i o n  t h e r e o f ,  or f o r  
members or former members, or 
combinaxion t h e r e o f ,  o f  rhe  
labor  o r g a n i z a t i o n ;  or  

( B i  A p o i i c y  or conr rvc t  of any 
p r o f e s s m n a i ,  t r t d e ,  or 
occupa t iona i  a s s o c i a r i m  f o r  
i t s  members o r  forwer or 
r e r i r e d  members, or 
con5irrarlon t h e r e o f ,  i f  s cch  
assc; iaraon:  

. , 
11; ; s  caepcsed of 

i n d ~ v i d c a i s  a l :  o f  whom 
a r e  a s r i v t l ?  engaged i n  
t h e  same p r o f e s s i o n ,  
t r a d e ,  o r  ccc.~ps:ion: 

, ~ , .  ,. , Has t e e n  msinra:rced i n  
soad fai:t fa; purposes 
o t h e r  than & r a i n i n g  
Lnscrance:  and , . . . ,  

I::;, lias bee? :r. exiscerce for 
a: leas; rua yesrs  pr:ar 
t o  t h e  daze  of i t s  
i n i t i a l  o f i e r r n g  of scch 
pol;cy or p l a c  t o  i t s  
members; 

(C'! An ;fid;r;dual p o l i c y  a; 
ior:r idci ; s a u d  e i t h e r  
,-, . . - \ . .a - - . ;o a c0niers:o:i 
pr;vilrgi under  a p o h c y  or 



contract of a groJp or 
individual insurance when such 
group or individua: policy or 
contracr includes provisions 
which are inconsistent rith 
the requirements of sections 
431-772 co 431-779 or  rule 
adopted thereunder, or issued 
to empioyees or members as 
additions to franchise plans 
in existence oc the efiective 
date of the applicable r u l e ;  

2. "Health Insurance for  Elderly: A lie% Option", 
=e*. York Times, September 27, 1966, p ,  5 6 .  

2. Memorandum from the Arneriiaa Wraith Care 
Association to State Execxrives, dated April 25, 
:586. 

4 .  P.L. 99-272. Section 9601, of the Consolidarrd 
Omnibus Budger Reconciliation Act of 1985 rehds 
as follows: 

Subtirie C--Task Force on Locg-Term 
Health Care Polic~es 

Sei. 9601. RECOI'?ETCATiO!S FOR L&C- 
TERH HEALTH CARE P0LIC:ES. 

(a) Establishment of Teak F a r c e .  ,I) 
The Secrerary of Heaitt and Human Services 
(hereinafter in chis section referred ra as 
the "Secretary") shall escabiish a Task 
Force on Long-Term Health Care Policies 
(hereinafrer in this section reierrrd ro as 
the "Task Force":. The Task Force shall be 
esrablished not latrr rhan 6C days a f t e r  
the date of the enacimenr of this dcr  and 
in consulrarion with the Nerionzl 
Association of Insurance Commissioners. 

(b) Composition of Task Force--The 
Task Force shall be composed of 16 meabers, 
which shall include-- 

(1) ;do members representing i h e  
Narianal Association of : n s ~ r a n c t ,  
Commisrioners, 

( 2 )  three mhmberi represenring 
Federal and Stice agencies with 
responsibilities relating ia h e a l t h  
or the e i d e r l y ,  

(3) three menhers repreirnririg 
private i s s c r a r i ,  

ti+, riirer nex'bers iron orpnl- 
zations r q r e s e n r i n g  cons3mers or t h e  
rlderiy, 

(i) th:-ec members from organ;- 
zatinns r ep resmLing  pror~dirs of 
lmg-term healtt: care  servizei. 

The Serrrrary shali d e i l g n a r c  a mefiber 3f 

t h e  Task Force as chair. 
( c ;  Development of Reionmendu:;o!ai.-- 

The Task force shaii develop recommcrdui~on 
for long-term health care pcl:c~rs, 
incliidir,g recimmmds:ians desijiniC-- 

(1: :a 1:mir marketing aid ag+cr 
abuse far those poiicles, 

( 2  to assure the drssernc~r.at~on 
of such informarlon to ionimxers as 
1s ceiossar:; L C  e m  1t::or-4-c 

ctoict r n  purc::aslr& r:~r p i l ; c i c i  rfii 

rc redcia r h e  puritasi: of unnecessary 
or &piicirivp cavoragr ,  

( 3 )  to assure  rha; bcr.ef:rs 
pro:-:drd under  the poiicies a r e  
reasanabir in re1ariar:ship :o 
premiums charged, and 

(i: LO promote the devrlzpmec: 
and availahil~ry of long-rcrm heajrh 
care pol~cres rhich meer t h e s e  
recommendar~cns. 
(d) Repert.--So: later : tan 16 months 

a f r e r  the dare of r b e  enscrmenr of th;i 
Act, the Task Doice shall reporr ;o :ire, 
Secretary, r o  the Coenirtee on Energy and 
Commerce of the House of Xepresenriri~;es 
and to rhe iommirrre an Labor and i m a n  
aescilices oi rhe Senare respec;irig-- 

(i) the recommendaricns deuel- 
oped under subsrcrion ( c : ,  irciudi~ig 
an explanscion of the reasons [or 
rteir sriecrion, and 

(2: s x h  recomme~du;ioss for 
addzrlons! ac~ivities respiring 
long-term healrh care policies as the 
Task Force finds appropriate. 

The Se<.retary, in cocperarion xith r h e  
Nacionai Associaiion of iz is inrani t  
Commisslocers, shall provide far i h i  
dissemination of the repcr: r o  each of :t;e 
S r a r e s .  

( e j  Terminszion of Task F o r c e . - - T h e  - 'ask Force shall rerminate 93 davs afrer 
rLe date of submission of the reporr 
required under subsrcrior ;dl. 

( f 1 3eporis of Stcrerary.--'Re 
Secretary shali trnasmi: to the Cornmitree 
on Energy and Commerce of the House of 
Representarivrs and ra rhe Committee on 
Labor and Human Xrsocrces of the Senare rso 
reports on- -  

i i j  actiom taken by the S c a r e s  
to imilemenL the rei~m~lei;oa~io:~s 
developed m d e r  this sectioir and LO 
recommend addizlonai acricn; and 

(2) recommenda:ions 131 

iegislarivr and admcistror~ve 
action, if any, needed rc respond ro 
i s s u e s  raised by the Task Fo rce  oi L O  

improve ccnsuwer  protecrinn with 
r e s p c r  to img-term heblt'. r a r e  
policies. 

-. .he f z r s i  report sha:: be tracsmlrred i b  
mont?,s afce:  ite dare the r c j c r r  is mad*' 
cndei sub3e;rlon 'd), and :he ieccnd report  
shall be rru~szir;ed i6 mcarhs ister. 

~ g :  L a g - T e r m  H e  lare P-.:,: -.--. 
., , 2 r l l r ; e l . - - I n  : h s  iectia:., t h e  :ern ' s ' i g -  

$ 9  rer* h e a l t h  c a r e  porrcy means ail 2rtsira::ce 
poilcy, a r  i r m r i a r  heaiih o e n r i ~ t s  pis:.. 
xhich is designed fcr or marketed as 
prcuidzng :cr r e k r n i  payn rn r s  f a r j  !lealrh 
care services ( s x h  as fiariicg home care  
and hame iievirh c a r e !  cr  relared services 
ii*hicn ma.; include iimw a r d  conr jn : ry  -has& 
se:vices), o r  both, ave r  h n  extended period 
of time. 

I h )  Assilia"" '.-c L i sta:*>s0 
! . . - -  ? : L : S  S i C t l L l i  

sh?;: be : .or , i r r~ed as  ieiomme:v2:.; Federal 
;,ree~pt>';:, oi C ~ C  i ~ a i e s  1:: a v c r s e e : ; : ~  :he 





C a i i f c z n i a ,  T h i r d  r e a d i n g  a n - i y s i s  s i ieer  of A . B .  
4231, a s  amended June  16 ,  1986. p .  2 ,  C a i i f c r n i a  
L e g i s l a t u r e  1985-1986 Regu la r  S e s s i o n .  

The Ui scons in  O f f i c e  of t h e  Commissioner of  
i n su rance  adopted  ;u:es on Kwember I ,  1981,  
whici. s t r i i r l y  d e f i n e d  rhe t ype  o f  n u r s i n g  home 
in su rance  a i lowed t o  b e  s o l d  t o  i n d i v l d u a l s  ir. 
t h e  S r n r e  i n  order to r educe  :hr abvies  and 
con ius ion  t h e  O f f i c e  had fosnd a s s o c i a t e d  w i t h  
l o n g - r e m  ca re  i n s u r a n c e .  A s  a r e s u l r  o f  t h e  
r u l e s ,  a!1 but  C G P  i n s u r e r  cea sed  t c  o f f e r  iong-  
te rm care i n s u r a i c e  i n  :he S t a t e  ar.d i h e  one 
remaining  compmy r a l r e d  i t s  r a t e s  and s topped  
a d v e r r i s x g .  Tne riles r e q u i r e d  t h a r  a po!icy 
p rov ide :  ( 1 )  coverage o f  ca re  r e c e i v e d  i n  an) 
l i c e n s e d  U ~ s c a n s i n  n u r s i n g  home; ( 2 :  minimum 
b e n e f i t s  of  $10 a day ;  ( 3 )  i f  t h e r e  is a 
d e d u c r i b l e ,  i t  cannor exceed 60 days ;  ( 4 )  
l i f e t i m e  maximum of 305 d a y s ;  and ( 5 )  coverage  
of care c e r t i f i e d  by a physician as n e c e s s a r y .  
The r u l e s  also p r o h i b i t e d  a poi:cy from 
c o n t a i n i n g :  (1: cove rage  ! i m i t a d  ic on ly  
c e r r a i n  l e v e l s  of  care ,  such as s k i l i e d  c a r e ;  
( 2 )  coverage  l i m i t e d  t o  i a r e  r e i r l v e d  as  a 
r e s u l r  of  s i c k n e s s  or i n j u r y ;  and ( 3 )  coverage  
l imized  ro care r e c e i v e d  a f t e r  i t o sp i t n l  
conf inement .  Wiscons in ,  Departmenr of  Health 
and S o c i a l  S e r v i c e s ,  i,z,&-.Tcrm Car<, F inazcxng:  
The Role of P i ~ r j a t e _ - ; p ~ & ~ - ,  December 28 .  
1964, p p .  9-10 

i n t e r v i e w ,  He rbe r r  D i a s ,  D i r e c t o r  e i  Taxa r ion ,  
August 27,  1986. 

Tax Review Commission, p .  5 .  

Tax Foundation of Hawai i ,  ~ i i s l u ' i i v r  ?'a*= 
S e r v i c e ,  S .B.  No. 24r9-86,  S.D. !. and H . B .  No. - 
1925-86, Febrt iury 25 ,  1986. 

Cc i c r ado  G e n e r a l  Assembi j ,  "Sri tenen: o f  Nc 
F i s c a l  Impacr" acccnpany i sg  H . E .  No. :158. 

Te i ep tone  c a l l s  t o  S t a r  Schwa:tz, C f f i c e  o f  
Research and S t a t i s ~ i c s .  Depsrznent of  Revenue. 
October 23 ,  i 986 ,  a d  t o  i r e  S:oibrrg,  
S u p e x i s e r  i n  L i f e ,  Acilden:, and Hcai rb  
inscrancr, I n s u r a ~ i t  D ~ v l s i a n .  Ca io radc  
Department ai Regc ia to ry  h j i rnc i e s .  Yr S r o l b e r g  
no t ed  cha r  t i i r  I n su rance  Dxu;>ici: r a s  nor  r e a l l y  
c e r t a i n  a s  t o  t h e  i c v e i  o f  a c t i v l r )  i n  long-term 
c a r e  i n su rance  sc cmid n o t  p rnv lde  e s t i m a t e s  on 
a n t i c i p a t e d  sa:ei. Nrveirtrlesi, rte Dlv:iiar. 
does n a i  a n t x c i p a ~ e  a t u g r  s o i s o r  ai s a l e s  f a r  
195:. The D i u ~ i i a r ,  v a i  gr:!crsl:y :r f a v o r  of 
;k.c rneaiLre and ;as !.apeful t t i i t  i i r h  rhe  m i  
law r h e y  w ; l l  nave a b e t t e r  l d e b  as  m t h e  
i.i-mber of  e g m r s  m d  i s i e s  ir;.vilvrd I-. icng- term 
care r ransac r l o r t s .  

$ . b  ' i c .  G23: a s  in;;od;cc.d a:i Fcbr:i;ry 2 1 ,  1966 
and a s  amended Jcne 16 ,  1966. 

2 9 .  T e s t m o n y  p r e s e n r e d  LC t h e  Cornzit tee on !!ymai, 
S e r i ; r e s  of r h r  Hoc ie  oi K e p r r s e n r a t i v e s  on  H.B. 
KO. :925,  February  1 4 ,  i 986 .  

3 0 .  i n  Hawaii. t h e  p r m i u m  ;an r a z e s  a r e  as :o:lor%: 
( 1 )  For i n s i r e r s  o t h e r  :has : i ce  and  o s - r , n  
mar ine  i n s u r e r s ,  2 . 9 a i ;  pe r  c c s ;  for d c n c s c ~ ~  
i n s u r e r s  and - . 2 8 2 i  p e r  cent far otilcr i n s u i ~ r s  
on  t h e  g r o s s  prcmlums r e c e i ~ c d ;  I ; )  ?or I;!<, 
i n s u r e r s ,  1 .918 per cenr for  d o n e s t i c  ;i!s~!rers 
and 3.197 p e r  c e n t  for o t h e r s  an ; ! ;e  j rcss  
piemlums r e c e i v e d  l e s s  r e r u i n  p r i , m z r i ,  
d i v i d e n d s  paid, and reins::;;lncr :rccc,i:i,d; m i  
( 3 )  For ocean marine  i n s z r e r s ,  , 8 7 7 5  per c e n t  of 
g r o s s  u n d e r v r i t i c g  p r o f i t .  Havu:j hcv.  ~... ... S t a r .  3 

a e c .  4 3 1 3 1 8 .  

31 .  S t a n l e y  Snodgra s s ,  P r e s i d e n r ,  Hosp::a: 
A s s o c i a t i o n  of  Hawai i ,  r e  l 1 ,  19Se.  

Chapter 6 

! Will iam D .  Fullerton, "Favorabic  Tax Trc. imc:rt  
f o r  rt.e E l d e r l y ,  . L o n ~ - T e ~ L : ; ~ ~ , . . . ~ ~ ~ i ~ ~ ~ : ~ ~ ~ _ 1 :  :arid 
Del ive ry  Sysrems: E x & q ~ ~ , ~ g S q m _ > ~ r n a : : ~ . : i ~ s .  .- ~ - ~ -  - 

C o n i e r c n c y Y r o c e e d i n g s  . ed .  P a t r i c e  Eirsc.' 
F e i n s t e m ,  Marian G o r n i i k ,  und .:by N .  G;ce;.berg 
(Washington,  K C . :  i 9 a 4 ) ,  p .  9 9 .  

5 .  The Long-term Care  Task  Force was c rea ted  i s  ii 
subcommittee of  t h e  P o l i c y  A d v ~ s a r y  Board a s  a 
r e s u 1 r  of  t h e  Governor's Enecn:ivr 5fi: ;r  or. 
Ag:ng d e s i g n a t i o n  by r h e  as r h r  l e ad  t g i i ~ ;  i n  
p l a m r n g  f o r  long- term care of t i tc  c i d e r ; ? .  
T h i s  dea ig i i a t i on  was recommended by ric Loi:p- 
te rm Care P l ann ing  Group which was appoinred  h, 
r h e  Governor ic 198; and which s u b n ~ r r e d  Lo :he 
L e g i s l a t u r e  8 s e r i e s  of  r e p o r t s  or :o i rg-<err  
c a r e .  Following r h e  i isrm:ng Group's 
recommendations,  Sena t e  Resolo::cn No. 1 2 0 ,  
Regular  S e s s i o r  o f  i 9 8 & ,  s e t  f o r r h  jolicy 
g u i d e l i n e s  f o r  l o sg - t e rm  care ci t h e  c i d e r : \  :!:I; 

Housi. R e s o l u t i o n  Kc .  31 ,  k e g a i a r  SPSSIC:;  of  
1985, r e q x s r e i  t h e  G;uernlr r c  des:gz::~. :):I. 

E x e c u r i v i  O f f i c e  on Pgir.8 a s  :he : e l  agci.cy. 

C i l i i c r r , ; a ,  T h i r d  Xeadixg a n a l y s i s  s h e e t  of  A . M .  
Nc. 4211. as amended June  l a ,  1986, p .  2 ,  

~. 6a;iic;r;;a g : s ~  19E>-iS8c kcguiar 
Srss;or. 



EEREAS, 9 - 6 8  of Hhwail's population is now over the age of 
65 acd liawail's rats of growth in the <5-r population is higher 
than the catlona;; and 

WHEREAS, of those over 65, one in f ~ u r  will need long term 
care and of those over 85, the fastest growing population group, 
three out of five will need long term care; and 

i iHEKEAS,  the average stay in long term care facilities is 
1.6 years ar a cost of about $50,000 and this cost can have a 
catastrophic impact by depleting all of patient's assets and 
causing dependency on Medicaid; and 

WEREAS, most people are not aware that their insurance does 
not cover the cost of long term care: in an American Association 
of Retired Persons survey, 79% believed Medicare would pay fcr 
long term care when in fact Medicare coverage is very limited and 
subject tc conditioris; and 

WHEREAS, Ked;caid, whlch pays for about 90% of our long term 
care patlents, is only available to persons who fall below 
certaln 11-come and asset levels; and 

A ,  13cg term care insurance holds promise to 
permar'ently cut the cost of long term care services to the 
Nedicaid program, the CountylState Hospitals system and to 
private citizens; afid 

h H E X A S ,  long tern care insurance offers a new private 
source of revenue for both public and private long term care 
institutions and would have a major impact on both access and 
quality of care because Medicare and Medicaid reductions under 
Gramt-Xudmar. and the administration budget proposal will reduce 
the resources sva iZzble  to deiiver quality care; and 

GI0363 
HUS 
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WHEREAS, a credit against state income tax liability for 
long term care insurance premiums will foster the growth and 
expansion of long term care coverage in the State, thereby 
protecting the financial independence and assets of our elderly, 
reducing financial burden and catastrophic impact on spouses, 
children and families, offsetting the impact of reduction in 
their responsibiiity to safeyuard themselves and their families 
against catastrophic long term care costs; now, therefore, 

BE IT RESOLVED by the House of Representatives of the 
Thirteenth Legislature of the State of Hawaii, Regular Session of 
1986, that the Legislative Reference Bsreau study the ber'efits 
and impact of both long term care insurance and a tax credit for 
long term care insurance premiums, incildincj an assessment of the 
desirable elements to be included in long term care policies to 
qualify for the credit, impact on the State budget due to 
spending for the biedicaid program and the County/State Hospitals 
system, and the feasibility of implementing such a tax credit; 
and 

BE IT FURTHER RESOLVED that the Legislative Reference Bureau 
submit its findings and recommendations, along with recommended 
legislation, to the Legislature not less than twenty days prior 
to the convening of the Reguiar Session of 1987; and 

BE IT FURTBER RESOLVED that certified copies of this 
Resolution be transmitted to the Legislative Reference Bureau, 
the Director of Social Services and Housing, the Director of 
Health, the Director of the Executive Office on Aging, the 
Director of Taxation, the State Insurance Commissioner, and the 
Hospltal Association of Hawaii. 

DL0363  
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ary  of NAIG issues t 





In order that the develapnent 
of 10% term care insurance 
nealize i t s  ful lest  potential, 
the regulatory climate, both a t  
tb s ta te  and federal levels, rmtst 
be positive. s t h g  barriers 

growth diversification 
marketplace must be addressed. 

benefit should all-ow for 
wittrirawal of benefits 
consistent with tk NAIC 

nforfeiture Value Benefits 
delines. 

spital  Stay. 

i f y  for benefits under a 
term care policy. 

. toss Ratios 

- S i n c e  s u f f i c i e n t  e x p e r i e n c e  
under long t e rm c a r e  i n s u r a n c e  
does  no t  y e t  e x i s t ,  minimum 
l o s s  r a t i o s ,  i f  de termined 
n e c e s s a r y  by r e g u l a t o r s ,  shou ld  
t a k e  i n t o  account  t h e  
p a r t i c u l a r  n a t u r e  of t h e  
p r o d u c t .  

- S t a t e  i n s u r a n c e  r e g u l a t o r s  must 
e v a l u a t e  l o s s  r a t i o s  over  t h e  
e n t i r e  p e r i o d  f o r  which r a t e s  
a r e  c a l c u l a t e d ,  a s  s e t  f o r t h  I n  
t h e  N A I C  Node1 G u i d e l i n e s  f a r  
F ~ l l n g  of  Ra tes  f o r  I n d i v i d u a l  
Hea l th  I n s u r a n c e  Forms 

State Govermrrent Activity 

. States, i n  concert with Federal 
Cavenment , sbuld  introduce 

icaid r e f o m  to  encourage 
the purchase of private long 
term care insurance. 

- Tighten Medicaid e l ig ibi l i ty  
requi-nts 

- Fnforce Fkdicaid asset 
transfer restrictions 





- Allw consumers a tax 
rleduction or credit for  
preniuns paid an qualifying 
long te rm care insurarre 
policLes . 

- Reduce the prwiun tax ra te  
paid by insmrs on 
q u a l i w  long term care 
LnsLlran% policies. 

. State Legislators sbu ld  emct  
appmprhte laws regulating 
Life Care hmuni t ies  and place 
regulatory jurisdiction for the 
cammmlties within the 
Insurance Department to ensure 
s o l v a q  anl consumer 
protect ion,  

. To allow the broerlest base of 
p d u c t  supplLers, legislators 
sbu ld  remsve any ex i s thg  
statutory barriers t o  market 
entry by Health Maintenance 
Operations and B l u e  Cross and 
Blue ShielA plans. 

. State LqlLslators should adapt 
tly? Long Term Care Znsurance 
Model kt. 

. ?he Depa-nt of Health and 
Mmaan services, in vorkirlg on 
the Consolidated ELm?ibus Budget 
Reconciliation Act ((XIBRA) task 
force activity an3 the 
catast-c health care 
expense report, should seek t o  
encourage the provision of 
private brg term care 
insurance and not discourage 
the policies dewlopirg in the 
msrketplace. 

. ?he w a r b e n t  of Health am3 
&.man Services s b l d  help to  
provide data and research 
assistance t o  i b s e  seeking t o  
design and market long term 



ISSUE 5 
t.WKEmx- 

In caddition t o  the prevfatsly 
rnentioned Fssues that  hew a material 
impact m marketing efforts ,  
d i s t r i h t i o n  systems of major 
Lneurance canpenies are not ready 
to mrket  long term products; 
esployers are rot ready t o  support 
enpluyee benefit program changes 
that  would inclrde long term 
care Fnsurance. 

care insurance when possible. 
It should also encourage 
experfmentation in tbe 
provision of long term care 
insurance. 

. Insurance companies should 
develop ridens t o  existing 
policies i n  ozder t o  anploy 
existing d i s t r i k t t o n  systans. 

. New canpanies capable of 
offerirg unique pmducts and 
services sbu ld  be encouraged 
to  enter market 

. Consideration sbu ld  be given 
t o  designir7g a federal/state 
private i d u s t r y  program that 
wuld pmvLcle m i n h - t y p e  
benefits and pmmote the need 
for additions1 coverage via 
purchase of insurance products. 

SOURCE: National Association of Insurance Commissioners, Report Submitted 
to NAIC Medicare Supplement, Long Term Care and Other Limited 
Benefits Task Force, by the Industry Advisory Committee, Exposure 
Draft dated July 9, 1986. 



Appendix C 1986 

HOUSE BILL NO. 1158. 

BY REPRESENTATIVES Markert, M.L. Bird, Bond, Bowen, Fish, 
Groff, P. Hernandez, T. Hernandez, Herzog, Knox, Kopel, 
Pankey, Philips, Reeser, Romero, Tanner, Taylor-Little, 
Tebedo, Trujillo, Webb, and K. Williams; 
also SENATORS Lee and Baca. 

CONCERNING INCENTIVES FOR INSURANCE POLICIES FOR LONG-TERM 
CARE. 

Be it enacted & ,t& General Assembly of the State of Colorado: - - 
SECTION 1. 10-1-108, Colorado Revised Statutes, as 

amended, is amended BY THE ADDITION OF A NEW SUBSECTION to 
read: 

10-1-108. Duties of commissioner - reports - 
publications - disposition of funds. (14) It is the duty of 
the commissioner to evaluate insurance oolicies for lona-term 
care to determine their compliance 'with the provisions of 
article 19 o f  this title and to provide insurance companies 
with a written statement indicating the results of such 
determination. 

SECTION 2. 10-3-209 (1) (d), Colorado Revised Statutes, 
as amended, is amended BY THE ADDITION OF A NEW SUBPARAGRAPH 
to read: 

10-3-209. Tax on premiums col?ected - exemptions - 
penalties. (1)  (d) ( V )  (A) On and after January 1, 1987, the 
rate imposed by this section on the gross amount of all 
premiums collected or contracted for on insurance policies for 
long-term care, which policies are certified by the 
commissioner as complying with articie 19 of this title, shall 
be reduced by one percent from the rate that otherwise would 
have been imoosed. 

Capital letters indicate new material added to e x i s t i n g  statutes; 
h words indicate d e l e t i o n s  from e x i s t i n g  statutes and 

such material not part o f  act. 
66 



(B) This  subparagraph ( V )  i s  repealed, e f f e c t i v e  J u l y  1, 
1989. 

SECTION 3. T i t l e  10, Colorado Revised S ta tu tes ,  as 
amended, i s  amended BY THE ADDITION OF A NEW ARTICLE t o  read: 

ARTICLE 19 
Insurance P o l i c i e s  f o r  Long-term Care 

10-19-101. D e f i n i t i o n s .  As used i n  t h i s  a r t i c l e ,  un less 
the contex t  o therwise requ i res :  

(1) "Home h e a l t h  agency" has the  same meaning as t h a t  
ascr ibed t o  i t  i n  sec t i on  26-4.5-103 (b) ,  C . R . S .  

(2) " Insurance p o l i c y  f o r  long-term care" means a group 
o r  i n d i v i d u a l  insurance p o l i c y ,  o r  p o r t i o n  the reo f ,  which 
prov ides b e n e f i t s  f o r  a p e r i o d  o f  no t  l ess  than twelve months 
f o r  each person covered under t he  p o l i c y ,  on an expense 
incur red ,  indemni ty ,  o r  annu i t y  bas is ,  o r  combinat ion the reo f ,  
f o r  necessary d iagnos t i c ,  p revent ive ,  t he rapeu t i c ,  
r e h a b i l i t a t i v e ,  o r  cus tod ia l  serv ices,  as de f ined  by 
regu la t i ons  adopted by the  commissioner pursuant t o  t h i s  
a r t i c l e ,  i n  o r  by a d u l y  l i censed  home h e a l t h  agency, 
in te rmed ia te  nu rs ing  f a c i l i t y ,  o r  nurs ing  care f a c i l i t y .  

(3 )  " In te rmed ia te  nu rs ing  f a c i l i t y "  has the same meaning 
as t h a t  ascr ibed t o  i t  i n  sec t i on  26-4-103 (3.4),  C . R . S .  

(4) "Nursing care f a c i l i t y "  has the  same meaning as t h a t  
ascr ibed t o  i t  i n  s e c t i o n  26-4-103 (6.5),  C . R . S .  

10-19-102. Incent ives  f o r  insurance companies and 
consumers. (1) (a) Any insurance company choosing t o  o f f e r  
an insurance o o l i c v  f o r  lona-term care. which ~ o l i c y  i s  " 
c e r t i f i e d  by th; comkissioner as complying k i t h  the p rov i s j ons  
o f  t h i s  a r t i c l e ,  s h a l l  q u a l i f y  f o r  t he  reduced premiums t a x  on 
premiums c o l l e c t e d  o r  con t rac ted  f o r  pursuant t o  s e c t i o n  
10-3-209 (1) (d) ( V ) .  

(b) Th is  subsect ion (1) i s  repealed, e f f e c t i v e  J u l y  1, 
1989. 

(2) Any person pay ing  premiums f o r  an insurance p o l i c y  
f o r  long-term care, which p o l i c y  i s  c e r t i f i e d  by the  
commissioner as complying w i t h  the p rov i s i ons  o f  t h i s  a r t i c l e ,  
s h a l l  q u a l i f y  f o r  t he  income tax  deduct ion prov ided f o r  i n  
s e c t i o n  39-22-113 (4) ( f ) ,  C .  R.  S. 

10-19-103. Form and conten t  o f  p o l i c y .  (1) (a)  W i t h i n  a 
reasonable t ime o f  be ing asked by an insurance company 
o f f e r i n g  a p o l i c y  f o r  long-term care, t he  commissioner s h a l l  

PAGE 2-HOUSE B I L L  



examine each such p o l i c y  t o  determine compliance w i t h  t he  
p rov i s i ons  o f  t h i s  a r t i c l e  and issue a w r i t t e n  op in ion  s t a t i n g  
t h e  r e s u l t s  o f  such examination. 

(b) I n  a d d i t i o n  t o  examining f o r  any o the r  requirements 
f o r  c e r t i f i c a t i o n  pursuant  t o  t h i s  a r t i c l e ,  t he  commissioner 
s h a l l  examine each insurance p o l i c y  which t h e  commissioner i s  
asked t o  c e r t i f y  as complying w i t h  t he  p rov i s i ons  o f  t h i s  
a r t i c l e  t o  determine whether o r  n o t  such p o l i c y  i s  a group o r  
i n d i v i d u a l  insurance p o l i c y ,  o r  p o r t i o n  the reo f ,  which 
prov ides b e n e f i t s  f o r  a  p e r i o d  o f  n o t  l ess  than twe lve  months 
f o r  each person covered under t he  p o l i c y ,  on an expense 
incur red ,  indemni ty ,  o r  annu i ty  bas is ,  o r  combinat ion the reo f ,  
f o r  necessary d iagnos t i c ,  p revent ive ,  therapeut ic ,  
r e h a b i l i t a t i v e ,  o r  cus tod ia l  serv ices ,  as de f i ned  by 
regu la t i ons  adopted by the  commissioner pursuant  t o  t h i s  
a r t i c l e ,  i n  o r  by a du l y  l i censed  home h e a l t h  agency, 
in te rmed ia te  nu rs ing  f a c i l i t y ,  o r  nu rs ing  care  f a c i l i t y .  

( c )  The commissioner s h a l l  r e p o r t  t he  r e s u l t s  o f  t he  
examinat ion as requ i red  by paragraph (b) o f  t h i s  subsect ion 
(1) t o  the  general  assembly on o r  before January 1, 1988. 

(2) The general assembly in tends t h a t  p o l i c i e s  o f  
insurance f o r  long-term care s h a l l  no t  exclude coverage f o r  
chron ic  cond i t i ons  c l o s e l y  c o r r e l a t e d  w i t h  t h e  normal aging 
process. 

10-19-104. Rule-making a u t h o r i t y .  The commissioner o f  
insurance s h a l l  promulgate such r u l e s  and r e g u l a t i o n s  as are 
necessary t o  p rov ide  f o r  t he  implementat ion o f  t h i s  a r t i c l e .  

SECTION 4. 39-22-113 (41, Colorado Revised Sta tu tes ,  
1982 Repl. Vo l . ,  i s  amended BY THE ADDITION OF A NEW PARAGRAPH 
t o  read: 

39-22-113. 
i n d i v i d u a l .  ( 4  - 
a f t e r  January 

Colorado i temized deduct ion o f  a  r e s i d e n t  
.) ( f )  For income t a x  years commencing on o r  
1, 1987, an amount equal t o  t he  t o t a l  premiums 

spent f o r  insurance p o l i c i e s  f o r  long-term care, which 
p o l i c i e s  are c e r t i f i e d  by the  commissioner o f  insurance as 
complying w i t h  a r t i c l e  19 of t i t l e  10, C . R . S .  

SECTION 5. E f f e c t i v e  date. This  a c t  s h a l l  take  e f f e c t  
J u l y  1, 1386. This  a c t  s h a l l  o n l y  apply t o  p o l i c i e s  which a re  
approved by the  commissioner of insurance a f t e r  t he  e f f e c t i v e  
da te  o f  t h i s  ac t .  

SECTION 6.  Safety  clause. The general assembly hereby 



f i n d s ,  determines, and declares t h a t  t h i s  a c t  i s  necessary f o r  
t h e  immediate p r e s e r v a t i o n  o f  the  p u b l i c  peace, h e a l t h ,  and 
s a f e t y .  

&fU.--8 , -7 

, [y&&&& 
C a r l  B .  Bledsoe Ted L. S t r i c k l a n d  
SPEAKER OF THE HOUSE PRESIDENT OF 
OF REPRESENTATIVES THE SENATE 

%',A 
a r j o r i e  L .  N ie lson  

SECRETARY OF 
OF REPRESENTATIVES THE SENATE 

PAGE 4-HOUSE B I L L  NO. 1158 



Appendix D 

AMENDED IN ASSEMBLY JUNE 16, 1986 

AMENDED IN ASSEMBLY APHlL 22, 1985 

AMENDED IN ASSEMBLY APRIL 9, 1986 

ASSEMBLY BILL No. 4231 

Introduced by Assembly Member Cnlderon 

February 21, 1986 

An act to amend Section 17072 of, and to add Section 17232 
to, the Revenue and Taxation Code, relating to taxation, to 
take d fec t  immediately, tax levy. 

LECISUTIVE COUNSEL'S DICFST 

AB 4231. as amended, Calderon. Personal income 
taxation: deductions: long-term care insurance policies. 

Existing Personal Income Tax Law allows various 
deductions in computing income subject to the tax imposed 
by that law. 

This bill would allow a deduction for a percentage of the 
total premium expenses paidor incurred by a taxpayer for the 
purchase of a long-term care insurance policy, as defined. The 
applicable percentage of those premium expenses allowable 
as a deduction would vary in accordance with the taxvaver's . . 
adjusted gross income. 

Existing Personal Income Tax Law permits various 
deductions as adjustments to gross income. 

This bill would permit the above deduction as an 
adjustment to gross income. 

This bill would take effect immediately as a tax l w y  and 
would apply to taxable yews begifim'ng on or after January 1, 
1w. 

State-mandated local program: no. 

TXe people of the State of Cahorma do enact us follows: 

1 SECTION I. Section 17072 of the Re\.enue and 
2 Taxation Code is amended to read: 
3 17072. Adjusted gross income shall be  defined by 
4 Section 62 of the Internal Revenuu Code. 5xc:p' M 
5 follows: 
6 (a)  No deduction shall be  allowed for any of the 
7 following: 
8 (1) The deduction allowed by Section 62(3) of the 
9 Internal Revenue Code (relating to long-term cupitnl 

10 gains) 
11 (2) The deduction allowed by Section 62(9) of the 
12 Internal Revenue Code (relating to pension plans of 
13 electing small business corporations) 
14 (3) The deduction allowed by Section 62(11) of the 
15 Internal Revenue Code (relating to lump sum 
16 distributions from pension plans). 
17 ( 4 )  The deduction allowed by Section 62(15) of the 
18 Internal Revenue Code (relating to repayments of 
19 supplemental unemployment cornpensation benefitr) 
20 (b )  In the case of a life tenant of property, or an 
21 income beneficiary of property held in trust, or an heir, 
22 legatee, or devisee of an estate, the deduction for 
23 depreciation allowed by Section 167 of the Internal 
24 Revenue Code and the deduction ullowed by Section 
Z 17681 shall be allowed. 
26 (c)  The  deduction allowed by Section 17232 shall be  
27 allowed. 
W SEC. 2. Section 17232 is added to the Revenue and 
29 Taxation Code, to rend: 
30 17232. (a)  There shall be  allowed as a deduction, the 
31 applicable percentage (determined under subdivision 
32 (bj ) of the total premium expenses paid or incurred by 
33 the taxpayer in the taxable year for the purchase of a 
34 long-term care insurance policy (as defintd in 
35 subdivision (c)  ) . 
36 (b )  The  applicable percentage of total p r e d u m  

Vote: mnjorrty. Appropriation: no. Fiscal committee: yes. 



All  4231 

I t~xptmstts allowal~lc as a d~tduction pursuant to subdivision 
2 (a) shall he detmrrinrd in accordance with the amount 
3 of the laxpayt:r'r o-djisted gross incorne for the taxable 
4 year as fi~llo\vs: 
5 (1) For single taxpeyers or married taxpayers filing a 
6 separate return: 
7 

27 $75,(MU&,4W 5 % 
W $82,500 or more 0% 
29 
30 ( c )  For i,rirpose"sf this section: 
31 ( I )  "Totai premiun~ expenses" riicans tilt? arrioinrt of 
32 premium cl~arges ~natle by an insurer for the taxal>le yeta 
33 for a Lor~ptcrm care irtsurerree ydicy. 
34 (2) "I~jng-term cart? insiirance yrolicy" rnetins any 
35 policy of insurance issued by an ad~nitled irrsurer which 
36 provides m y  of the following bm~efits: 
3'1 ( A )  Care in a licensed Ion$;-term ho;ilth care facility, as 
38 delitied in Section 1418 of the ileulth and Safelv Code. 

.. 
36 (2) I'hr married taxpayers fiiing a joint return: 

39 followirrg certification by the Lterrcficiary's uttt?nding 
40 physicit1 that his or her institutionalizaliorr is rtecessary. 
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1 ( W )  Ileirribursemcnt for care received in a lice.lsed 
2 long-term health carre facility following certil~cation by 
3 the beneficiary's attending physician that his or her 
4 i~lstituliondlization is necessary. 
5 ( C )  Aeinrborseruent for services provided by a home 
6 health agency regardless of prior confinement in an acute 
7 care hospitd or skilled nursing facility. 
8 (0) Rei~rrhurscnrent for in-home supportive services, 
9 asdefined in Section 12300of the Welfare and Institutions 

10 Code, ri.gardles of prior confinement in an acute care 
11 hospital or skilled nursing facility. 
12 S K .  3. This act provides for a tax levy within the 
13 rnewit~g of Artick? f V  of the Constitution and shall go into 
14 immediate effect. ffowever, thisact shdl izjqdy to tilxable 
15 years beginrring on or nfterJanuary 1, 1987. 



Appendix E 

Consumer Guide 

Many peaple are expressing increased interest i n  obtaining h x a n c e  cowrage 

to protect aggLnst the qvense of 10% term care services. Howewr, what mst 

people do not realize i s  b;w costly long-term care can be, o r  what their 

cbnces are of requiriq such care or  whether their  other health +.nsurance 

plans c m r  long term care. 

Most people believe that Medicare c a n b i d  with their pdvate Medicare 

Supplment insurance will meet thFs need i f  it should dewlvp. W s  tmwewr, 

i s  MJT ?RUE! W i c a r e  and Medicare Supplenent Fnsuracce cover a wry limited 

m n t  of skilled care, but f u s t d i a l  care, which i s  the type of care many 

people often require, is not covered. (see the Glossary a t  the end of the 

&Me for definitions of skilled and c u s t d i a l  care.) 

Tnis ''Guide t o  Long Term Care Insurance" i s  intenrid t o  help you recqpize 

wbther your existing health insurance c o w r q e  is adequate t o  cover 10% tern 

care expenses. More importantly, the guide w i l l  help you determine -&ether 

the insurance policies currently available wmld help mtet the expenses 

associated with long term care. 

What i s  Fong Term Care? 

term care" refers to  a wide range of services for people w b ,  due t o  

chronic illmess or infirmity, need assistance with the activi t ies of daily 

living for a long p e r i d  of t ime. Altbugh "long term care" has traditionally 

want nursing hcme care, the fu l l  s p e c t m  of long tern care services m y  

a l th  care, services 



provide4 i n  senior centers o r  congregate housing, aides/chore services, a d  

friendly visiting services. 

Long tern care insurance may or may m t  cover a l l  of the above services. 

!db Needs b n g  Term Care? 

Mividua l  r isk  of needing long tenn care varies according t o  health anb o t k r  

factors, .such as age. 

. It is estimated that torlay akx~ut 1 i n  4 people wL11 spend sane time in  a 

nursing b e ,  w i t h  about 113 of those spending over 3 mnths i n  a nursing 

tam3. 

. I f  you are 75 o r  older, you are 7 times more likely to be in a nursing 

haDe thsn i f  you are 65 t o  7 4  years old. 

. If  y m  are 85 or  older, you are 14 times tmre lilkely to  be i n  a nursing 

trme than i f  you are 65 t o  7 4  years old. 

b n  i f  ycu never spend t h e  in a nursing haM there is a strong possibility 

that you w i l l  s d a y  need assistance w i t h  the activi t ies of daily living, 

such as eating, dressing, bathing, etc. It i s  very important for you t o  

realize a d  plan for the possibility that a t  some point in your l i f e  you may 

require sorile fom of long t e n  care S ~ M C ~ S .  



?bu Mwh Can Long Term Care Cost? 

kmg  term care can be vay expensive. 13n average, one year i n  a nursing home 

costs $20-30,000. Haw health care can also be costly ff services are 

provided frequently for a long period of time. lhree kine health aid v i s i t s  

(unskilled care) per veek, for  one year, can easily cost $5,300. hree 

sldlled care v i s i t s  per week, can nm as m h  as $8,200 per year. 

Who Pavs for Long Term Care? 

Responsibility for the paymnt of m s t  these b i l l s  lives with you! 'Re 

Medicare program was not designed t o  pay for long term care a d  i t s  benefits 

for  nursing k m i e  and tone health care are limited. S M l a r l y ,  existing 

Medicare Supplemnt policies are not intended t o  pay for long tern care. 

m i n e d  they cowr only about 3X of the nation's $32 billion annual nursing 

lnne  srpenses. 

A large share of long term care expenses are paid for out of pocket by 

id<-viduals. Because lorg term care can be so expensive, msny nursirg k m e  

residents fun out of mmy and must seek assfstance fran M i c a i d ,  the 

g o w m n t  program that provides health care assistance for the poor. About 

helf of ti-u,? nursing h residents receiving Medicai.d assistance were wt poor 

enoqh t o  qualify for Medicaid when they entered the nursfng m, but af ter  

exhausting their  own rewurces paying their  mrsing b i l l s  they k a w  eligible 

for Medicare. 



What is tk Role of  Insurance i n  Long Term Care? 

One way people can meet tlu! cost  of long term care is t o  huy insurance. ?here 

are many pol icies  available which pay benefits f o r  cer ta in  10% term care 

services. Each policy i s  different .  Before you bq any policy you must h w  

what resources you bve t o  take care of your long term care needs. Then you 

must consider vt7at kin3 of coverage yw need t o  by. It is essent ial  that you 

examire and careful ly  canpare pol icies .  S a x  of the major factors  that you 

s b u l d  review in a long term care policy are  l i s t e d  below. 

I. Types of  C a r e  and Fac i l i t i e s  

T k m g  term care pol icies  may pay fo r  Skilled,  Intermediate, o r  

Qlstdial/Personal Care. Sone policies a l so  provide Erne Care benefits.  

k h  policy my defiiu! these tenns different ly.  It is impomant tha t  vou 

urderstand what the definit ions man,  because you wi l l  only receive 

benefits i f  the care tha t  you receive matches the definit ions in tk 

policy. 

S a x ?  policies  m y  pay beref i t s  only i f  you are confined in a Medicare 

approved nursing b e .  Others wi l l  pay only Ff you are in a nursing kme 

t s  the  policy's definit ion of a Skilled,  Inte&iate o r  &stdial 

Care £acility. S t i l l  others w i l l  pay i f  you are confired in ariy f a c i l i t y  

s t a t e .  %refore it i s  extremely inxportant t o  kmw w?-at 



kind of nursing bm and other long term care services arvf £acilCties are 

available Ln your area. Before b&rg a policy be certain that you 

understad which nursing bwes anCl services Fn your area qualify for 

benefits urder the policy. For mre information 

contact 

11. Coverage Limitations 

W l t h  Status: MEn you apply for long term care insurance, you may )E 

asked quest ions relating t o  F u r  health status, prior hospitalizations, 

and riursiq kms confhments. Fach insurance conpany has i t s  m 

s t a d a d s  for evaluntirg answers t o  these questions and determining your 

e l ig ib i l i ty  for cowrage based on your answers. Se sure you ansver a l l  

of these questions truthfully ad accurately, o r  you may la ter  be denied 

cowrage. 

Re-mist ing conditions: You may be sick or  being treated by a doctor 

wtEn a policy i s  sold t o  you. You may not be eligible for benefits for 

that cmdition unti l  a certain period of tirne passes. This i s  call& a 

pre -ex is t i s  condition limitation. Be sure t o  check and me i f  this 

restriction applies t o  you. 

Qxilifying for Rerefits: Policies hwe different r e q u i m n t s  t b t  you 

m y  haw t o  satisfy before benefits are payable. Scme require a b s p i t a l  



s tay  o r  a ddocor's approval you cpal i fy  for 

poilci.es, you mst 

see i f  this r r s t r i c t i o n  

Policy bc lus ions :  Zong Tern Care p o l i d e s  might mt pay 'benef3ts fo r  

ntai o r  nepvaus conditions. It Fs important t o  'bow i f  a policy 

es coverage fo r  Ai &errs disease s e n i l i t y .  Polici-es nay 

ie:ons o r  s i tuat ions.  Mrrt out if 

se exclusions 

Renewal provisi.on of a policy is usually found on t3e 

policy. R i s  tells you Jnet poli.cy can be 

F f  ra tes  cam raised on your policy 

age l imi t ,  &ich is usually 75 



: Your p 

thf? plicy . 
w i l l  be. 

a facility or t r of 

k ~ f i t s  are paid. Us&llys 13.0~3, tSE 13.e~. 



IV. *stions to ask 

FollowFng is a list of questtons you should consider fn canparing long 

term care insurance policies. 

1. Does this policy provide benefits for: 

Skilled Care 

Intermediate Care 

~ersonal/Custodial Care 

HaneCare 

Other 

2. According to tk policy, what is: 

Skilled Care 

Intermediate Care 

Personal/Custuiial Care 

Ham Care 

3. Haw long nay I receive benefits for: 

skilled Care 

Intermediate Care 

Persoral/Qtstsdial Care 

Hane Care 



4. How much are my daily benefits for: 

Skilled Care 

Intermediate Care 

Personal/&stdial C a r e  

Hame Care 

5. %at i s  the pre-existing condj.tion limitation of th is  policy? 

Does it apply t o  me? 

6 .  Must I meet any special requirements before I go into tk nurstng 

home i n  order t o  receive benefits? I f  so, whst are they? 

7 .  Are there any special levels of care that I must receive in a nursing 

haw t o  be eligible for benefits? 

Must I be i n  a certain type of nursing home in order t o  receive 

skilled, intermediate o r  custcrfial benefits? I f  so, what q e 7  D3es 

this  type of nursing hcne exist i n  my area? 

Is there any.waiting or elimination period before 1 can receive 

benefits af ter  I an in a nursing home? If so, how long m s t  I wait? 

Must I meet any special requirements before I can receive hme care 

nefits? &e such re services available Ln ray are87 



11. ran the canpany cancel o r  refuse t o  renew my policy? If so, under 

what circunstances? 

12. What bppens i f  I f a i l  t o  pay my p d u n s ?  

13. Can tb colrpany raise rates on my policy? If so, d e r  what 

circunstances? 

14. What i s  m t  covered under this policy? 

15. Ibes th is  policy cowr Alzkimers Msease? 

16. How much does this policy cost? 

What w i l l  the total  cost be o w r  a 10 year period? (note: s o ~ e  

plans may be inexpnsiw a t  f i r s t  but premiums may increase 

dranatica1J.y over time.) 

17. Will I receive benefits i f  I have duplicate o r  other coverage? 



SkLlled k r s i n g  Care -- nursing and rebbi l j t a t ive  services given by 

skilled medical p e r s o m l ,  on a daily basis, u d e r  orders of a physician. 

Intencediate Car2 -- same as above except procerlures nay be p e r f o n d  on an 

occasional basis. 

Custodial/Personal Care -- assistance Fn daily living requi-nts which 

can be provided by persons witht medical sk i l l s .  

Wome Care -- may include skilled nursing care, speech therapy, physical 

therapy, social work, lab services and personal care, b m n k e r s  and 

cboremrkers . 

Skilled Nursing Facility -- A faci l i ty  licensed by the s ta te  ancl legally 

qualified t o  provide intermediate o r  custodial care but not skilled care. 

Intermediate Care Facility -- A faci l i ty  licensed by the s ta te  and legally 

qualified t o  provide intermediate o r  cus td i a l  care but not skilled care. 

Medicare -- acute care lnspital  and physician cost benefit progran established 

by the Federal Goverrment for those aver 65 a d  certain disabled 

irdividuals . 



Medigap o r  Efedicare Supplwent -- a group o r  individual accident and 

s i c b s s  insurance policy o r  a subscriber contract undewritten by a 

hospital  and medical service association which is advertised, marketed o r  

designed prFmsrLly as a supplement t o  reimbursanent under i k i i c a r e  f o r  the 

b s p i t a l ,  medical o r  surgical expenses of persons e l i g i b l e  f o r  Medicare by 

reason of  age. 

Custaiial/Personal Care Faci l i ty  - provides a level  o r  care below intermediate 

care, prfmarily f o r  the purpose of  -tie personal needs. 

*Please note tha t  these definit ions may not te t k  sane as tbse i n  a long 

term care policy, but are incllded t o  help you understand what these terns  

generally mean. 

SOURCE: National Association of Insurance Commissioners, Report Submitted 
t o p l e m e n t ,  Long Term Care and other ~ i m i t e d  
Task Force, by the Industry Advisory Committee, Exposure Draft 
da:cd July 9, 1986, Appendix C. 
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Purpose 

T h e  purpose o f  t h i s  Ac t  is t o  promote t h e  pub l i c  in terest ,  t o  promote t h e  
avai lab i l i ty  o f  long- term care insurance policies, t o  p ro tec t  appl icants f o r  
long- term care insurance as def ined f rom u n f a i r  o r  decept ive sales o r  
enrol lment practices, t o  establ ish standards f o r  long- term care  insurance, t o  
fac i l i ta te pub l i c  unders tand ing  and  comparison o f  long- term care insurance 
policies, and t o  fac i l i ta te f l ex ib i l i t y  and innovat ion i n  t h e  development o f  long- 
te rm care insurance coverage. 

Comments: The purpose clause evidences l e g i s l a t i v e  i n t e n t  t o  p ro tec t  the  
p u b l i c  wh i l e  recogniz ing t h e  need t o  permi t  f l e x i b i l i t y  and innovat ion  w i t h  
respect t o  long-term care insurance coverage. I t makes c l e a r  t h a t  e n t i t i e s  
sub jec t  t o  t h e  Act must cont inue t o  comply w i t h  o the r  app l icab le  insurance 
l e g i s l a t i o n  n o t  i n  c o n f l i c t  w i t h  t h i s  Act.  

Section 2. Scope 

T h e  requirements o f  t h i s  Ac t  shall app ly  t o  policies del ivered o r  issued f o r  
de l i ve ry  i n  t h i s  state on  o r  a f te r  t h e  e f fec t ive  date o f  t h i s  Ac t .  Th i s  Ac t  is 
no t  in tended t o  supersede t h e  obl igat ions o f  ent i t ies subject  t o  t h i s  Ac t  t o  
comply w i th  t h e  substance o f  o the r  applicable insurance laws insofar  as t h e y  
do  not  conf l i c t  w i t h  t h i s  Act, except t h a t  laws and regulat ions designed and 
in tended t o  app ly  t o  medicare supplement insurance policies shall not  be  
appl ied t o  long- term care insurance. A pol icy which is not  advert ised, 



marketed o r  o f fe red  as long- te rm care insurance o r  n u r s i n g  home insurance 
need not  meet t h e  requirements o f  t h i s  Ac t .  

Section 3. Shor t  T i t l e  

Th i s  Ac t  may be  known and c i ted  as t h e  "Long-Term Care Insurance Ac t . "  

Comments: T h i s  s e c t i o n  i s  se l f -exp lanatory  

Section 4. Def in i t ions 

Unless t h e  contex t  requ i res  otherwise, t h e  def in i t ions i n  t h i s  section app ly  
th roughou t  t h i s  A c t .  

A .  "Long-Term Care Insurance" means any insurance pol icy o r  r i d e r  
advert ised, marketed, o f fe red  o r  designed t o  p rov ide  coverage f o r  not  
less than 12 consecut ive months f o r  each covered person on an expense 
incur red ,  indemnity,  p repa id  o r  o ther  basis, f o r  one o r  more necessary 
o r  medically necessary diagnostic, p revent ive ,  therapeut ic,  
rehabi l i ta t ive,  maintenance, o r  personal care services, p rov ided  i n  a 
se t t i ng  o the r  t han  an acute care u n i t  o f  a hospi ta l .  Such te rm includes 
g r o u p  and ind iv idua l  policies o r  r i de rs  whether  issued b y  insurers,  
f ra te rna l  benef i t  societies, nonpro f i t  health, hospital, and medical service 
corporat ions, p repa id  health plans, health maintenance organizat ions o r  
any similar organizat ion.  Long-term care insurance shall not  inc lude any  
insurance pol icy which is o f fe red  p r imar i l y  t o  p rov ide  basic Medicare 
supplement coverage, basic hospital expense coverage, basic medical- 
surg ica l  expense coverage, hospital  confinement indemni ty  coverage, 
major medical expense coverage, d isab i l i t y  income protect ion coverage, 
accident on l y  coverage, specif ied disease o r  specif ied accident coverage, 
o r  l imited benef i t  health coverage. 

8 .  "Appl icant"  means: 

( I f  i n  t h e  case o f  an ind iv idua l  long- term care insurance pol icy, t h e  
person who seeks t o  contract  f o r  benef i ts,  and  

12) i n  t h e  case of a g roup  long- term care insurance pol icy, t h e  
proposed cer t i f icate ho lder .  

C .  "Cert i f icate"  means, f o r  t h e  purposes of t h i s  Act ,  any cer t i f icate issued 
under  a g roup  long- te rm care insurance pol icy, which pol icy has been 
del ivered o r  issued f o r  de l i very  i n  t h i s  state. 

D.  "Commissioner" means t h e  Insurance Commissioner o f  t h i s  state 

D r a f t i n g  fo te :  h l e r e  the  ~ o r d   ommi missioner" appears i n  t h i s  Act, the 
appropr iate designat ion f o r  i h e  c h i e f  i u s ~ r a n c e  superv isory o f f i c i a l  o f  t h e  
s t a t e  shouid be subs t i t u ted .  



E. "Group long- te rm care insurance" means a long- term care insurance 
po l icy :  

(1)  Del ivered o r  issued f o r  de l i ve ry  i n  t h i s  state and issued to: 

(a) One o r  more employers o r  labor  organizat ions, o r  t o  
a t r u s t  o r  t o  t h e  t rus tees  o f  a f u n d  established b y  
one o r  more employers o r  labor organizations, o r  a 
combination thereof ,  f o r  employees o r  former 
employees o r  a combination thereof  o r  f o r  members o r  
former members o r  a combination thereof,  of t h e  
labor  organizat ions; o r  

f b )  A n y  professional, xi.ade o r  occupational association 
f o r  i t s  members o r  former o r  r e t i r e d  members, o r  
combination thereof,  if such association: 

( i )  I s  composed o f  ind iv idua ls  all o f  whom are o r  
were act ive ly  engaged i n  t h e  same profession, 
t r a d e  o r  occupation; and 

( i i )  Has been maintained i n  good fa i t h  f o r  purposes 
o the r  than obta in ing  insurance; o r  

(c )  A g r o u p  o the r  than as descr ibed i n  subsections 
E ( l ) ( a )  and E ( I ) ( b ) ,  subject t o  a f i nd ing  by t h e  
Commissioner t h a t :  

( i )  T h e  issuance o f  t h e  g r o u p  pol icy is no t  
con t ra ry  t o  t h e  best  in te res t  o f  t h e  publ ic;  

( i i )  The  issuance o f  t h e  g r o u p  pol icy would resu l t  
i n  economies o f  acquisi t ion o r  administration; 
and 

( i i i l  T h e  benef i ts  a re  reasonable i n  relat ion t o  t h e  
premiums charged.  

(2 )  Af fo rd ing  coverage t o  a res ident  o f  t h i s  state under  a g r o u p  pol icy 
issued i n  another  state t o  a g r o u p  descr ibed i n  E ( l ) ( c ) ,  i f  t h i s  
state o r  another state hav ing  s ta tu to ry  and regu la tory  requirements 
substant ia l ly  similar t o  those adopted i n  t h i s  state has made a 
determinat ion tha t  such requirements have been met. 

F. "Policy" means, f o r  t h e  purposes of t h i s  Act, any poi icy, contract ,  
subscr iber  agreement, r i d e r  o r  endorsement del ivered o r  issued f o r  
de l i ve ry  i n  t h i s  state b y  an insurer ,  f r a te rna l  benef i t  society, nonpro f i t  
health, hospital, o r  medical serv ice corporat ion, p repa id  health plan, 
health maintenance organizat ion o r  any similar organizat ion. 

Drafririg Kote: This Act is intended to apply t o  the specified group and 
individual policies, contracts, and certificates whether issued by insurers, 
fraternal benefit societies, nor&-?refit henlrh, h o s p i t a l .  acd rncdicni se rv i ce  



c o r p o r a t i o n s ,  p r e p a i d  h e a l t h  p l a n s ,  h e a l t h  maintenance o r g a n i z a t i o n s ,  o r  any 
s i m i l a r  o r g a n i z a t i o n .  I n  o r d e r  t o  i n c l u d e  such o r g a n i z a t i o n s  and 
arrangements ,  each s t a t e  shou ld  i d e n t i f y  them i n  accordance v i t h  i t s  s t a t u t o r y  
terminology o r  by s p e c i f i c  s t a t u t o r y  c i t a t i o n .  Depending upon s t a t e  law, 
insurance  depar tment  j u r i s d i c t i o n ,  and o t h e r  f a c t o r s ,  s e p a r a t e  l e g i s l a t i o n  may 
be r e q u i r e d .  I n  any e v e n t ,  t h e  l e g i s l a t i o n  should p r o v i d e  t h a t  t h e  p a r t i c u l a r  
terminology used by t h e s e  p l a n s ,  o r g a n i z a t i o n s  and arrangements  may be 
s u b s t i t u t e d  f o r ,  o r  added t o ,  t h e  cor responding  terms used  i n  t h i s  A c t .  The 
term "regulations" should  be rep laced  by t h e  term " r u l e s  and r e g u l a t i o n s "  o r  
" r u l e s "  a s  may be a p p r o p r i a t e  under s t a t e  law. 

Comments: A minimum t i m e  l i m i t  f o r  e x i s t e n c a  of a n  a s s o c i a t i o n  was n o t  
inc luded  s i n c e  t h e r e  i s  no such  requirement  i n  t h e  c u r r e n t  X A I C  Group Hea l th  
insurance  D e f i n i t i o n  and Group Hea l th  Insurance  S tandard  P r o v i s i o n s  >lode1 Act .  

The d e f i n i t i o n  of "long-term c a r e  insurance"  under  t h i s  A c t  i s  des igned 
t o  a l low maximum f l e x i b i l i t y  i.n b e n e f i t  scope ,  i n t e n s i t y  and l e v e l ,  w h i l e  
a s s u r i n g  t h a t  t h e  p u r c h a s e r ' s  r e a s o n a b l e  e x p e c t a t i o n s  f o r  a  long-term c a r e  
i n s u r a n c e  p o l i c y  a r e  met.  The Act is in tended  t o  p e r m i t  long-term c a r e  
i n s u r a n c e  p o l i c i e s  t o  cover  e i t h e r  d i a g n o s t i c ,  p r e v e n t i v e ,  t h e r a p e u t i c ,  
r e h a b i l i t a t i v e ,  maintenance,  o r  p e r s o n a l  c a r e  s e r v i c e s ,  o r  any combination 
t h e r e o f ,  and n o t  t o  mandate coverage f o r  each of t h e s e  t y p e s  o f  s e r v i c e s .  
Pursuant  t o  t h e  d e f i n i t i o n ,  long-term c a r e  insurance  may be e i t h e r  a  group o r  
i n d i v i d u a l  i n s u r a n c e  p o l i c y  o r  a  r i d e r  t o  such a  p o l i c y ,  e . g . ,  l i f e ,  o r  
a c c i d e n t  and s i c k n e s s .  The language i n  t h e  d e f i n i t i o n  concern ing  "o ther  than  
an a c u t e  c a r e  u n i t  o f  a  h o s p i r a l "  is in tended  t o  a l l o w  payment o f  b e n e f i t s  
when a  p o r t i o n  of a  h o s p i t a l  has  been d e s i g n a t e d  f o r ,  and d u l y  l i c e n s e d  o r  
c e r t i f i e d  a s  a  long-term c a r e  i n s u r a n c e  long-term c a r e  p r o v i d e r  o r  swing bed.  

Sect ion 5. Disc losure  a n d  Per fo rmance  S t a n d a r d s  f o r  Long-Term C a r e  
l n s u r a n c e  

A .  T h e  Commissioner may a d o p t  regu la t ions  t h a t  inc lude  s t a n d a r d s  f o r  fuii 
a n d  f a i r  d i s c l o s u r e  s e t t i n g  f o r t h  t h e  m a n n e r ,  c o n t e n t ,  a n d  r e q u i r e d  
d i s c l o s u r e s  f o r  t h e  s a l e  of long- te rm c a r e  i n s u r a n c e  policies,  t e r m s  of 
renewabi l i ty ,  initial a n d  s u b s e q u e n t  cond i t ions  of e l ig ibi l i ty ,  
nondupl icat ion of c o v e r a g e  p rov i s ions ,  c o v e r a g e  of d e p e n d e n t s ,  p r e -  
e x i s t i n g  cond i t ions ,  terminat ion of i n s u r a n c e ,  p r o b a t i o n a r y  p e r i o d s ,  
l imitations,  excep t ions ,  r e d u c t i o n s ,  elimination p e r i o d s ,  r e q u i r e m e n t s  f o r  
rep lacement ,  r e c u r r e n t  cond i t ions ,  a n d  def ini t ions  of terms. 

Comments: Th is  s u b s e c t i o n  permi t s  t h e  adop t ion  of r e g u l a t i o n s  
e s t a b l i s h i n g  d i s c l o s u r e  s t a n d a r d s ,  r e n e t t a b i l i t y  and e l i g i b i l i t y  terms and 
coy L ~ a i ~ ~ o n s ,  ,: L ' and o t h e r  performance requirements  f o r  long- term c a r e  i n s u r a n c e .  

Regula t ions  under t h i s  s u b s e c t i o n  should recognize  t h e  deve lop ing  and 
uriique n a t u r e  of long-term c a r e  insurance  and t h e  d i s t i n c t i o n  between group 
and i n d i v i d u a l  long-term c a r e  i n s u r a n c e  p o l i c i e s .  



B. No long- term care  insurance po l icy  may: 

(1) Be cancelled, nonrenewed, o r  otherwise terminated on t h e  grounds 
of t h e  age o r  t h e  deter iorat ion o f  t h e  mental o r  phys ica l  health of 
t h e  i nsu red  ind iv idua l  o r  cer t i f i ca te  holder; or, 

(2) Contain a prov is ion  establ ish ing a new wa i t ing  per iod  in t h e  event 
ex i s t i ng  coverage is conver ted  t o  o r  replaced by a new o r  o ther  
fo rm w i th in  t h e  same company, except  w i th  respect t o  an increase 
i n  benef i ts  vo lun ta r i l y  selected b y  t h e  i nsu red  ind iv idua l  or g roup  
pol icyholder .  

C .  Pre-ex is t ing  Condi t ion:  

(1) No long- te rm care insurance pol icy o r  cer t i f icate shal l  use a 
de f in i t ion  o f  "p re-ex is t ing  condi t ion"  which is more res t r i c t i ve  than 
t h e  fo l lowing:  Pre-ex is t ing  condit ion means t h e  existence o f  
symptoms which would cause an o rd ina r i l y  p r u d e n t  person t o  seek 
diagnosis, care o r  treatment,  o r  a condit ion f o r  wh ich  medical 
advice o r  t reatment  was recommended by ,  o r  received f rom a 
p rov ide r  of health care services, w i th in  t h e  l imitat ion periods 
specif ied i n  (a) and  (b)  below: 

fa)  6 months preceding t h e  ef fect ive date o f  coverage o f  
an i nsu red  person who is 65 years o f  age o r  o lder  
on t h e  e f fec t ive  date o f  coverage; o r  

(b )  24 months preceding t h e  ef fect ive date o f  coverage 
o f  an i nsu red  person who is under  age 65 on t h e  
e f fec t ive  date o f  coverage. 

(2) No long- te rm care insurance pol icy may exclude coverage f o r  a loss 
of confinement which is t h e  resu l t  o f  a p re -ex i s t i ng  condi t ion unless 
such loss o r  confinement begins w i t h  t h e  periods specif ied i n  (a) o r  
(b )  below: 

(a) 6 months fol lowing t h e  ef fect ive date of coverage o f  
an i nsu red  person who i s  65 years o f  age o r  o lder  
on t h e  ef fect ive date o f  coverage; o r  

(b )  24 months fol lowing t h e  ef fect ive date of coverage o f  
an i nsu red  person who is under  65 years o f  age o r  
o lder  on  t h e  ef fect ive date o f  coverage. 

(3) The  commissioner may ex tend t h e  l imitat ion periods set f o r t h  i n  
subsections 5 f C ) f l )  and 12) above as t o  specif ic age g r o u p  
categories in specif ic pol icy forms upon f ind ings  tha t  t h e  extension 
is i n  t h e  best  in te res t  o f  t h e  pub l ic .  

(4)  The  def in i t ion  o f  "p re-ex is t ing  condit ion" does no t  p r o h i b i t  an 
i nsu re r  f rom us ing  an appl icat ion form designed t o  e l ic i t  t h e  
complete health h i s to ry  of an applicant, and, on t h e  basis o f  t h e  



answers on  t h a t  application, f rom u n d e r w r i t i n g  i n  accordance w i th  
t h a t  insurer 's  establ ished u n d e r w r i t i n g  standards.  

Comments: The d e f i n i t i o n  o f  p r e - e x i s t i n g  c o n d i t i o n  i s  cons is ten t  w i t h  
t h e  requirement o f  Sect ion 5 o f  the  NAIC Model Regulat ion t o  implement t h e  
I n d i v i d u a l  Accident and Sickness Insurance M i n i m u m  Standards Act .  Companies 
now s e l l i n g  long-term care insurance genera l l y  use much shor te r  p r e - e x i s t i n g  
c o n d i t i o n  per iods  than those author ized,  i n  p a r t  f o r  business and compet i t ive 
reasons. I t i s  n o t  a n t i c i p a t e d  t h a t  compet i t i ve  forces would permi t  
s i g n i f i c a n t  lengthening o f  such per iods .  However, by au tho r i z i ng  a company t o  
base c la im  exclusions on i n fo rma t ion  obta ined from a longer p e r i o d  preceding 
t h e  e f f e c t i v e  date o f  coverage, some persons now refused coverage cou ld  
q u a l i f y  f o r  a p e r i o d  o f  l i m i t e d  coverage lead ing  t o  f u l l  coverage. Longer 
p r e - e x i s t i n g  c o n d i t i o n  per iods  cou ld  a l so  be used i n  developing products fo; 
younger and as ye t  untapped markets. 

D. Pr io r  Inst i tu t ional izat ion:  

No long- te rm care insurance pol icy which prov ides  benef i ts on ly  fol lowing 
inst i tu t ional izat ion shall condit ion such benef i ts  upon admission t o  a 
fac i l i t y  f o r  t h e  same o r  related condit ions w i th in  a per iod  o f  less than 
t h i r t y  (30) days a f t e r  d ischarge f rom t h e  ins t i tu t ion .  

E. The  Commissioner may adopt  regulat ions establ ish ing loss ra t io  standards 
f o r  long- term care insurance policies p rov ided  t h a t  a specif ic reference 
t o  long- term care insurance policies is contained i n  t h e  regulat ion.  

F. An out l ine  o f  coverage shall b e  del ivered t o  an appl icant f o r  an 
ind iv idua l  long- term care insurance pol icy a t  t h e  time o f  appl icat ion f o r  
an ind iv idua l  pol icy.  I n  t h e  case o f  d i r e c t  response solicitations, t h e  
i nsu re r  shall de l i ver  t h e  ou t l ine  o f  coverage upon t h e  appl icant 's 
request,  b u t  regardless of request  shall make such de l ivery  no la ter  
than a t  t h e  t ime o f  pol icy de l i ve ry .  Such out l ine  o f  coverage shall 
include: 

( 1 )  A descr ipt ion o f  t h e  pr inc ipa l  benef i ts and  coverage p rov ided  i n  t h e  
pol icy; 

(2) A statement o f  t h e  pr inc ipa l  exclusions, reduct ions and l imitations 
contained i n  t h e  pol icy; 

(3) A statement o f  t h e  renewal provisions, inc lud ing  any reservat ion i n  
t h e  pol icy o f  a right t o  change premiums; and 

(4)  A statement t h a t  t h e  ou t l ine  o f  coverage is a summary o f  t h e  pol icy 
issued o r  appl ied fo r ,  and  tha t  t h e  pol icy should be  consulted t o  
determine gove rn ing  contractual  prov is ions.  

G .  R igh t  t o  Return  - Free Look Provis ion:  

( 1 )  Ind iv idua l  long- term care insurance policies shall have t h e  r ~ g h t  t o  
r e t u r n  t h e  pol icy w i th in  ten  (10) days o f  i t s  de l i very  and t o  have 
t h e  premium re funded if, a f te r  examination o f  t h e  pol icy, t h e  



pol icyholder  is no t  sat isf ied f o r  any  reason. I nd i v idua l  long- term 
care insurance policies shal l  have a not ice prominent ly  p r i n t e d  on 
t h e  f i r s t  page o f  t h e  pol icy o r  attached there to  s ta t ing  i n  substance 
t h a t  t h e  pol icyholder  shal l  have t h e  right t o  r e t u r n  t h e  pol icy 
w i th in  ten  (10) days o f  i t s  de l i very  and  t o  have t h e  premium 
re funded if, a f t e r  examination o f  t h e  pol icy, t h e  pol icyholder  is not  
sat isf ied f o r  any reason. 

(2) A person i nsu red  under  a long- term care  insurance pol icy issued 
pu rsuan t  t o  a d i r e c t  response w i th in  t h i r t y  (30) days o f  i t s  
de l i ve ry  a n d  t o  have t h e  premium re funded if, a f te r  examination, 
t h e  i nsu red  person is no t  sat isf ied f o r  any  reason. Long-term care 
insurance policies issued pu rsuan t  t o  a d i r e c t  response solicitation 
shall have a not ice prominent ly  p r i n t e d  on  t h e  f i r s t  page o r  
attached there to  s ta t ing  i n  substance t h a t  t h e  i nsu red  person shall 
have t h e  right t o  r e t u r n  t h e  pol icy w i t h i n  t h i r t y  (30) days o f  i t s  
de l i ve ry  and  t o  have t h e  premium re funded i f  a f t e r  examination t h e  
i nsu red  person is not  sat isf ied f o r  any reason. 

H. No pol icy may be  adver t ised,  marketed o r  o f fe red  as long- term care o r  
n u r s i n g  home insurance unless it complies w i t h  t h e  prov is ions o f  t h i s  
A c t .  

I .  A cer t i f i ca te  issued pu rsuan t  t o  a g roup  long- te rm care insurance pol icy 
wh ich  pol icy is del ivered o r  issued f o r  de l i ve ry  i n  t h i s  state shall 
inc lude:  

( I )  A descr ipt ion of t h e  pr inc ipa l  benef i ts and  coverage prov ided i n  t h e  
pol icy; 

(2) A statement o f  t h e  pr inc ipa l  exclusions, reduct ions and l imitations 
contained i n  t h e  pol icy; and  

(31 A statement t h a t  t h e  g r o u p  master pol icy determines govern ing  
contractual  prov is ions.  

Comments: The above p rov i s ions  are deemed appropr ia te  due t o  the  
p a r t i c u l a r  na ture  o f  long-term care insurance, and are cons is ten t  w i t h  group 
insurance laws. S p e c i f i c  standards would be contained i n  regu la t ions  
implementing t h i s  Act .  

Section 6. Admin is t ra t i ve  Procedures 

Regulations adopted pu rsuan t  t o  t h i s  Ac t  shall be  i n  accordance w i t h  t h e  
prov is ions o f  (c i te  section o f  state insurance code re la t ing  t o  t h e  adoption and 
promulgat ion o f  ru les  and regulat ions o r  c i te  t h e  state's adminis t rat ive 
procedures act, i f  appl icable).  

Comments: This  sec t i on  i s  se l f -exp lanatory .  



Section 7. Severability 

If any provision of th is  A c t  o r  t h e  application thereof t o  any person o r  
circumstance is fo r  any reason held t o  b e  invalid, t h e  remainder of t h e  Act 
and t h e  application of such provision t o  o the r  persons o r  circumstances shall 
not b e  affected the reby .  

Comments: This sec t ion  is  se l f -explanatory .  

Section 8. Effective Date 

This  A c t  shall b e  effective ( inse r t  da te)  

Draft ing Note: The e f f e c t i v e  d a t e  of t h e  Act should be t h a t  da te  
customarily used by t h e  s t a t e .  Requirements of the  Act should be made 
applicable t o  p o l i c i e s  and c e r t i f i c a t e s  de l ivered  o r  issued fo r  de l ivery  on 
and a f t e r  t h e  f i r s t  day of t h e  year following the  adoption of the  regulat i6ns 
i n  order  t o  allow ample time t o  develop policy forms. 
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