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LONG-TERM CARE ASSISTANCE ACT OF 1988

FRIDAY, MAY 27, 1988

U.S. SENATE,
SUBCOMMIrEE ON HEALTH,

COMMIrEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 9:35 a.m. in
Room SD-215, Dirksen Senate Office Building, Hon. George J.
Mitchell (chairman of the subcommittee) presiding.

Present: Senators Mitchell, Baucus, Rockefeller, Daschle, Pack-
wood, Chafee, and Durenberger.

Also present: Ms. Kathy Gardner Cravedi, Staff Director, Sub-
committee on Health and Long-Term Care of the House Committee
on Aging.

[The prepared statement of Senator Mitchell appears in the ap-
pendix.]

[The press release announcing the hearing follows:]
[Press Release No. H-10, May 27 and June 17, 1988]

FINANCE SUBCOMMITTEE ON HEALTH To HOLD HEARINGS ON LONG-TERM CARE

WASHINGTON, DC-Senator George Mitchell (D., Maine), Chairman of the Senate
Finance Subcommittee on Health, announced Friday that the Subcommittee will
hold hearings on S. 2306, the Long-Term Care Assistance Act of 1988. The first hear-
ing will focus on program benefits provided under the bill, and the second hearing
will examine the role of private insurance.

The hearings are scheduled for Friday, May 27, and June 17, 1988 at 9:30 a.m. in
Room SD-215 of the Dirksen Senate Office Building.

Mitchell said "The problem of providing long-term care for the nation's growing
elderly population is one of the most serious issues facing Congress today

"The current system causes disruption and hardship for the families of those
people needing nursing home, home health and respite care services," Mitchell said.
'These hearings will examine solutions offered in the Long-Term Care Assistance

Act, and will serve as a starting point for the Senate's debate on the issue of long-
term care."

OPENING STATEMENT OF HON. GEORGE J. MITCHELL, A U.S.
SENATOR FROM MAINE, CHAIRMAN OF THE SUBCOMMITTEE
Senator MITCHELL. Good morning, ladies and gentlemen. Today,

we begin consideration and examination of the long-term Care As-
sistance Act of 1988. The intent of this bill is to address the very
real problems faced by our citizens when they or a person in their
family need long-term care.

The emotional and financial toll exacted in the current situation
is enorinous. When I speak to elderly citizens in Maine and in
other States about the concerns they have for the future, The fear
of the cost of long-term care is almost always mentioned.

(1)
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It is a fear of financial catastrophe. It is a fear of having to leave
home because they would have no way to pay for home health care.
It is a fear of being a burden on their families.

Why do we have such a problem? First, because Americans are
growing older. In 1900, one in 25 Americans was over the age of 65;
in 1986, one in eight was at least 65. The elderly population is itself
growing older. In 1986, about 40 percent of the population was 75
years old or older; by the year 2000, 50 percent of the elderly popu-
lation is projected to be over the age of 75.

In addition to the aging of the population in general and the in-
crease in the very elderly population in particular, a second demo-
graphic factor has a profound impact on the need for long-term
care. That is the aging of the baby boomers, those born between
1945 and 1960.

As that group moves through the latter stages of life, its num-
bers will strain our capacity to provide health care for all of our
citizens.

And a significant fact is that while today 12 percent of the popu-
lation is over age 65, in the year 2030 that number will almost
double. We must plan for this significant change.

As the population ages, particularly beyond the age of 85, the
need for long-term care for chronic illness increases dramatically.
While only approximately five percent of the elderly reside in nurs-
ing homes, a tremendous share of the financial resources of the el-
derly and their families, as well as of State and Federal Govern-
ments, are spent on that institutional care.

When we began work on the Catastrophic Care Protection Act,
the large void in long-term care became even more apparent. This
bill, the subject of today's hearing, was developed to deal with that
need.

The reality is that, as a Nation, we do not have a long-term care
policy. Services available to the elderly for long-term care are not
coordinated or adequately financed. Most elderly persons who re-
quire nursing home care must either be wealthy enough to pay for
that care themselves-and there are very few in our society who
can do so-or they are forced to impoverish themselves to become
eligible for Medicaid, insurance for the poor.

The current Medicare home health benefit is not adequate to
meet the needs of those who might be able to remain in their
homes, indeed who most often prefer to remain in their homes if a
better range of benefits were available. There is currently no Fed-
eral support for respite care or adult day care.

In short, existing long-term care services available to the elderly
are inadequate, poorly coordinated, and under financed. This bill is
the product of more than a year's work and discussion with some
of the best minds in the country on the subject of long-term care.

I welcome the opportunity to discuss this complex subject with
many experts in the fields of aging, health insurance, and finance.
I hope this bill will stimulate debate and focus our thinking so that
we may come to a consensus on this difficult but very important
matter.

I expect and welcome constructive criticism of this bill. All as-
pects of long-term care policy ought to be explored so that a well
thought-out policy results. I look forward to the comments of the
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distinguished witnesses here today as the next step in the impor-
tant task of developing a national health long-term care policy.

I am pleased to be joined by several of our colleagues here, the
distinguished former chairman of the committee, Senator Pack-
wood. Senator, do you have an opening statement you care to
make?

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator PACKWOOD. Thank you, Mr. Chairman. There is no ques-
tion but what Congress is going to enact some type of long-term
care bill. I don't think it is going to be in this session of Congress,
but we will enact it surely before the next Congress is out.

And whatever we put in place will probably be what will stay in
place, even if it is a bad bill; it will be the bill that will stay in
place for a decade, a generation, maybe forever.

As I look at the way that we attempt to pay medical costs in this
country-both the way we pay them privately and the way we pay
them publicly-I find that the tax laws or the trade laws are a sea
of simplicity in comparison to the way we attempt to pay medical
costs. They are far and away the most complex part of the law that
this committee deals with, and I am not convinced they are all to-
gether fair. I am reasonably convinced they are quite inefficiently
provided.

So, now we are going to start down a road on long-term care.
Here we have a country that spends as much as any country in the
world of its total gross national product on health, if you count
what we spend publicly and what we spend privately.

And yet, I question whether we get any better health treatment
than many other countries of the world that somehow spend less;
and in some cases, they are countries that we would regard as, if
not primitive, certainly not advanced capitalistic societies and yet
have reasonably good health care.

In retrospect, I wish that 50 years ago employers had included
retirement health coverage with that health coverage that they
provided for their employees; and today, we would probably not
have a Medicare Program. We would have the equivalent of a Med-
icaid Program for those people who fell between the cracks; but
employers didn't do that.

So, we have Medicare, and we should have. I wish that 50 years
ago employers had started to provide long-term health coverage for
their retirees, but they didn't. I am not here to criticize them. For
whatever reasons, the unions didn't ask for it in bargaining; em-
ployers didn't offer it; and we didn't do it:

And so, we more or less find ourselves now, in terms of long-term
health coverage, where we were when we considered Medicare a
quarter of a century ago. I hope we can do everything possible to
encourage private sector participation in the providing of long-term
care, but we must not forget that there will be people who will not
have private coverage, who cannot afford private coverage, employ-
ers who do not provide private coverage.

And we cannot simply wave our hand and say, gee, that is too
bad. Too bad for Sally or too bad for Jim that they happen to work



4

for the wrong employer or they happen to live in the wrong State.
Those people cannot be left out.

I hope in our desire to pass a decent bill, we do not pass one that
makes it very difficult for the private sector to get in; and I hope
we learn from many of the mistakes we have made as to how we
regulate., provide, and pay for medical coverage so that we don't
extend those mistakes to long-term care.

Thank you, Mr. Chairman.
Senator MITCHELL. Thank you, Senator Packwood. In accordance

with the committee's rules, the opening statements and question-
ing will occur in the order in which the members appeared; and
next is the distinguished Senator from West Virginia, Senator
Rockefeller.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER, IV, A U.S.
SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Thank you, Senator Mitchell. Mr. C("ir-
man, I also. thank you for holding this hearing on the Long-'i erm
Care Assistance Act of 1988. Your leadership on this very impor-
tant issue is admirable, as is your commitment whenever it comes
to matters of health.

I still recall you in the recent conference on reconciliation, grap-
pling with a number of very serious issues. I think you had a tem-
perature of about 103 or 104; you were basically sick. You should
have been at home or in a hospital, but you hung in.

Senator MITCHELL. I couldn't afford it. (Laughter)
Senator ROCKEFELLER. Because of what you couldn't afford,

America is a lot better off.
The American people clearly want Congress to act on the need

for long-term health care coverage; and while it is obvious that
Medicare, Medicaid, other Government programs and private
health insurance must be expanded to cover long-term care, it is by
no means a simple or inexpensive goal to accomplish.

Thanks to the leadership of Senator Mitchell, Senator Bentsen
and the rest of our committee, we are close to enacting catastroph-
ic legislation that will primarily improve Medicare coverage of
acute care for the elderly. And perhaps there was a feeling after
that, Senator Pepper, that we could all go home and rest from our
labors; but that is not the case and that cannot be the case.

I think we knew that, when we made the commitment to focus
on catastrophic health care expenses, we would have to act on long-
term care. It is time to respond to the enormous problems that
befall the elderly, when they suddenly encounter the need for ongo-
ing long-term care at home, in a nursing home, or some other set-
ting.

Care in these cases may not require the sophisticated medical
technology of hospital care. It is as vital, however, to our elderly
and their ability to continue living, functioning, and remaining as
comfortable as possible.

Making long-term care affordable and available is, in imy judg-
ment, a financial and human problem of greater importance. We
must answer questions on who should pay, how much will it cost,
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and how to divide the responsibilities among Government, the pri-
vate sector, and beneficiaries, as Senator Packwood just referred to.

More specifically, we have to make it so that elderly no longer
will be forced to impoverish themselves when they or their spouses
need long-term health care and assistance. I believe the Long-Term
Care Assistance Act serves as a fundamental first step toward solv-
ing this problem and filling in the gaps.

I should also note that I am pleased to be a cosponsor of Senator
Durenberger's Rural Long-Term Care Demonstration Act, which
deals with concerns about the availability of long-term care serv-
ices. This legislation will test various ways of providing care in
rural areas and finding out what works best.

Some people think, Senator Pepper-and you are not one of
them-that health care for the elderly is an urban problem and
that somehow living in the bucolic settings of Appalachia or North-
ern Minnesota or other distant places puts all questions to rest.

It is quite the opposite in my judgment. Almost all of our seniors
in West Virginia are poor. When I was governor, we initiated a
very modest program called the Golden Mountaineer Discount Pro-
gram, to give seniors discounts at certain stores.

Members of the legislature thought that it was a boondoggle and
said that seniors can pay for their groceries; seniors can pay for
things the way others can. And I said fine; we will find out how
many of them are rich and how many of them are poor.

And we ran the test, and we found out that four percent of our
seniors in West Virginia were wealthy, and the rest were not. The
problems are overwhelming.

Your leadership is crucial. Your bil is formidable. Between what
you are talking about and what Senator Mitchell is talking about
and what our various committees will do to fulfill our responsibil-
ity to the aged in the Congress, I have confidence that we will solve
this problem responsibly and humanely.

Thank you, Mr. Chairman.
Senator MITCHELL. Thank you very much, Senator Rockefeller. I

am pleased also to be joined by the former chairman of this sub-
committee, who served for 6 years with great energy and leader-
ship and has been a leader in the area of health care for the elder-
ly, Senator Durenberger.

OPENING STATEMENT OF HON. DAVID DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, thank you very much,
and thank you for this opportunity. You made reference to your
bill and the fact that you have some of the best minds in the coun-
try working on it; and I think all of us have been doing that for a
long time.

I had 12 hearings in January of this year with what I thought
were the best minds in the country, which were my constituents
back in Minnesota-in northern Minnesota, central Minnesota,
southern Minnesota, and the metropolitan areas. And like all of us,
I still tend to think that some of the best sources of information on
trying to resolve this problem or take advantage of this opportuni-
ty are the constituents who, in one way or another, end up making
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the choices that need to be mse for care and then helping to fi-
nance those choices.

I said yesterday, Mr. Chairman, at a hearing we had on another
generation-the problems of children in this country-that one of
the things that this generation needs to celebrate is the fact that
we have finally achieved a point where we don't automatically po-
vertize the elderly when they turn 65.

While a lot of people go around saying-every time they write a
story-how well off the elderly are, and they show my parents sit-
ting in a spa in Senator Pepper's home State. I think most of us
celebrate the fact that they aren't in the poor house once they
reach 65 or 70.

But what we also celebrate ial this country is that medical sci-
ence and all of the technology that has raised the price of going to
the hospital or the doctor-as for the chairman of this subcommit-
tee-has also made it possible for my parents to live so much
longer than the elderly havo ever lived before.

Invariably, in the hearings I have in my State we talk about de-
mentia and Alzheimer's Disease. Somebody will say: Well, 10 years
ago I took my husband to the Mayo Clinic, and he Was diagnosed as
having Alzheimer's, and I thought the doctor said "old-timer's" dis-
ease.

The reality is that today we are all experiencing a variety of
chronic illnesses that probably have always been with us. It is just
that so many more people today are experiencing them in such a
wide variety of ways, and we are committing resources to their so-
lution; but now the problem seems to be much larger, and the im-
perative is much stronger.

One of the urgencies, I suppose, in addressing this problem from
my standpoint is that we have been doing that in this committee
for the last 10 years that I have been here, Mr. Chairman. This
isn't something new.

Maybe -the focus on long-term care is new, but this committee
has spent-a lot of time on this. One of the knocks on Senator Pep-
per's bill is there haven't been any hearings on the bill. We have
been having hearings on this subject for the 10 years I have been
here.

So, while we may not have had a hearing specifically on your bill
or on his bill, this committee has been having hearings on this sub-
ject for a long, long time. It is out of this committee that some of
the long-term channeling demonstration programs came, and we
have that going all over the country.

People on this committee were fighting with Dave Stockman in
1981 and 1982 to permit the social HMO demonstrations around
this country; and people on this committee continue to fight with
HCFA on Medicare waivers for community-based programs.

So, it isn't as though we haven't been at this for some period of
time. I think the problem that we face is that all of these demon-
strations and all of these experiments out there haven't really
given us a clear path for us to follow. So, we tend to take whatever
is the most attractive path, in one way or another; and as our cata-
strophic efforts have indicated to us, sometimes the most attractive
is not necessarily the most beneficial.
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And I guess what the chairman is starting today on our behalf is
a path to a result that is both attractive and beneficial in a finan-
cial sense and in a way in which we can stop using these high cost
medical dollars to provide social services and housing services and
things like that for people, but do what we need to do in a way that
provides a greater set of benefits to a larger number of people.

Senator MITCHELL. Thank you very much, Scnator Durenberger.
Just 48 hours ago, the House/Senate Conference on the Cata-

strophic Care Bill reached agreement, after several, weeks of in-
tense negotiations; and one of the principal reasons why we
reached agreement is seated to my right, Senator Baucus, who was
a member of the subcommittee that crafted the compromise on the
prescription drug provision and whose contributions repeatedly
broke logjams and enabled us to reach agreement on that historic
bill. So, we are very pleased to have Senator Baucus here today.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you, Mr. Chairman. This obviously is
the next major step that this Congress and this country will take
in health care. I don't have any lengthy statement, except to say
that I commend Senator Pepper, who has worked very long and
hard in this and other areas related to health.

I commend you, Mr. Chairman, Senator Durenberger, and others.
I hope that we can lay new groundwork this year. Even though we
will not enact long-term health care legislation this year, it is my
hope that we can make a very major new contributions to our un-
derstarnding, to look forward to a solution that we will enact next
year.

So, I commend you and the witnesses, and I look forward to get-
ting on with it this year so that we can do a better job next year.
Thank you.

Senator MITCHELL. We are particularly honored to have as our
first witness Senator Claude Pepper, Chairman of the House Rules
Committee, one of America's best known citizens and one who has
devoted a lifetime of public effort to improving the lives of other
Americans.

Senator, we are grateful for all you have done, for your continu-
ing contribution. By your very presence, you serve as a symbol of
what Americans can do through a long and healthy life, and we
are grateful for all of your efforts and your willingness to share
your views with us here today.

STATEMENT OF HON. CLAUDE PEPPER, A U.S. REPRESENTATIVE
FROM FLORIDA

Congressman PEPPER. Mr. Chairman and members of the com-
mittee, I thank you very much for your kind words of welcome and
for the privilege of being here before this distinguished committee.
You are to be commended for the lead in trying to provide needed
health care for the people of America, in this instance with empha-
sis upon long-term care.

Mr. Chairman, I have a prepared statement that I would like to
insert for the record, and I will summarize it for you as best I can.
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I am very grateful that I can come back here to this distinguished
forum to discuss a subject which first commanded my interest in
1938 when I, too, had the privilege of being a member of the
Senate.

The Honorable Robert Wagner of New York introduced the first
bill on this subject that I know of having been introduced in the
Congress. It provided a system of national health insurance. Con-
gress did nothing about it.

Five years later, in 1943, 1 became concerned about the fact that
4 million young Americans of draft age were rejected from the
draft in time of war because of mental or physical deficiencies. I
thought that was -a shocking commentary on our country.

So, I introduced in the Senate a resolution to set up a select com-
mittee to make a study of why so many young men of that critical
age were not able to serve their country in time of war. It became
known as the Wartime Health and Education Committee. For 3
years we made a study of the subject of education and health in
America.

At the end of our study in 1946, because I was chairman of that
committee, I introduced a resolution that provided a comprehen-
sive health care program-basically, what we have done since that
time. It contemplated the National Institutes of Health, which we
now have and which we have made much progress on. It contem-
plated setting up hospital facilities with Federal aid.

It contemplated many othe- advances in the field of health, but
at the same time, it was not approved either by the Congress of the
United States.

In 1945, President Harry Truman sent to the Congress a special
message asking for a comprehensive program similar to what my
committee had proposed for the American people previously. While
it attracted some attention and some discussion, at that time any
such proposal was regarded as what they called "socialized medi-
cine," which intimated that it was -s first cousin at least of Commu-
nism. And anybody who embraced it had questionable ideas about
patriotism in America.

Well, Congress didn't do anything about any of these recommen-
dations until 1965. That year was a great year, as I believe this one
is also, Mr. Chairman and members of the committee, for the ac-
complishment of meaningful reform in the area of health care for
the American people.

These periods come along. There is a time for everything, the
Bible says; and I believe this is the time in the Congress of the
United States to adopt some meaningful measures that will provide
needed health care for the American people.

So, in 1965, we created Medicare. We know that that provided
hospitalization up to 60 days for the elderly; it also enabled older
people to consult a physician and provided that the Government
would pay 80 percent of the approved fees of the physician that
they consulted.

It didn't do anything in the field of nursing home care for any-
body except the poor, and it didn't do anything in the field of long-
term care, which is still a missing part of the American system.
But it made a very creditable beginning.
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At the same time, we adopted legislation setting up Medicaid for
the very poor-people who had very limited assets; and care under
that program is more or less comprehensive in character. There
are nearly a million people today in the nursing homes of America
who are maintained there by the Medicaid system; and we made
some enlargement in that system a little bit ago in the so-called
"Catastrophic Bill."

Now comes the year 1988. That catastrophic bill has passed the
Senate and the House, and we will have it up before the Rules
Committee in the House on the 1st of June and before the House
on the 2nd of June. What does that legislation do?

It extends hospitalization throughout the whole year if necessary
and proper-365 days. It provides also that you don't have to pay
but one deductible each year. As it is now, every time you go to the
hospital, in each benefit period you have to pay $540.

As a matter of fact, you will remember that, when we adopted
the Medicare legislation in 1965, I think the deductibles was only
$40 or $50; it was just enough we thought to keep people from
sponging on the system.

The catastrophic bill that is coming up before the House on June
2 makes a little bit of an advance in trying to meet the critical
problem of paying for prescription drugs. America's elderly people
have to pay about $11 billion a year today for prescription drugs,
and we in our conference have finally agreed on some assistance to
the elderly in getting the critical prescription drugs that they need.

So, all of that is to the good. We have made a commendable be-
ginning. But we have also had 23 years of experience since we
adopted Medicare and Medicaid 1965. We know what needs to
change.

We have found that trying to cope with the high cost of health
care is a problem not just of people in the lower income brackets.
People may be just a little above the eligibility level for Medicaid
and not qualify for its benefits.

I had two cases before my committee a little bit ago to show how
directly these problems affect the middle class people of America.

There was a man 83 years old; he had a wife of 55 years. He
wrote me from Maine that he couldn't appear before our commit-
tee for the hearing on this subject, but he would like to tell us his
experience. He said, my wife developed Alzheimer's Disease. I had
to put her in a nursing home. Then, I had a stroke; and then,
shortly after that, he said, I had to have one of my legs amputated.
Things went from bad to worse.

He said, now, Mr. Pepper, I am nearing desperation. My wife is
still in the nursing home. I have all these handicaps that I have
told you about, and we have almost exhausted our savings of
$160,000. Now, how many Americans have $160,000 in savings?

I had one other man-a fellow named Howard-from Maryland
who appeared personally before our committee. He said, I was n
years old, I had a good job. My wife and I had a satisfactory home.
I had four health insurance policies, and we had $140,000 in liquid
assets. I wasn't afraid of the future; I thought I was able to beat
any crisis that might come.

Then, he said, one day, the doctor told me-the same information
I got in 1977-your wife has cancer. I had to put her in a nursing
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home. Then, shortly after that, I had a stroke. Shortly after that, I
was trying to drive, and I had a bad automobile accident; and
things went from bad to worse.

All of my four health insurance policies yield me a total of $96 a
month in aid in paying these bills. He said, Mr. Pepper, I am des-
perate. We have almost used up our savings of $140,000.

We had a hearing not very long ago where we had six elderly
women testifying before our committee. At a time when catastroph-
ic illness struck their respective families, every one of the heads of
their families had good jobs. They had money in the bank. They
owned a home; they had some health insurance. They thought they
were pretty safe for the future.

Then catastrophic illness struck. First went the savings; other
liquid assets followed. Finally, the last thing to go was the home. I
will never forget when one of those women, with tears streaming
down her cheeks, said, finally, there wasn't anything else to do
except to sell our home. But she said, I dared not tell my hus-
band-who was in a nursing home-that we had to sell our home
to keep him in a nursing home. It would have broken his heart.

A million people a year in America become destitute trying to
meet the costs of catastrophic illness. That is the problem that we
are facing in America today, and that is what we are addressing
ourselves to in our respective pieces of legislation.

Now, my bill, which is shared by the distinguished chairman of
the Aging Committee in the House, the Honorable Edward Roybal,
provides long-term home care. We would like very much to have
gotten into the area of nursing homes, and I commend you upon
having included that in your bill.

Maybe in conference, we can later work out a joint program that
will be satisfactory to us all; but we have concentrated on long-
term home care. And our long-term home care bill, we think, will
serve not only the elderly who are so deserving of it, but all the
other people in America who have long-term illness, including chil-
dren.

When we first began to cons-der this matter, we only concerned
ourselves with the elderly. And then we \vere informed that there
were at least 200,000 children that also had lc,.ng-term illness.

And there were many among that grottp covered by Medicaid
and the people covered by Medicare who had long-term illness of a
critical nature, like Alzheimer's dise&le. There are 3 million
people, as you know, in America who have Alzheimer's disease.
There are 5 million people who have hobart trouble. At least a half
a million people have Parkinson's disease. There are half a million
people who are disabled because of accidents and the like.

And now, I don't know how many million there are who are the
victims of this terrible AIDS disease that has come to curse us in
our country. But there are millions who suffer from these tragic ill-
nesses, and that is the nature of the problem that is facing us out
there.

That is the reason that, in our bill H.R. 3436, we included all the
people who are chronically fll-men, women, and children.

Last year in San Francisco, I was holding a hearing. I had a
group of mothers sitting before me, each one with a little boy or
girl in her arms. I shall never forget the one who sat over here at
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the end, a beautiful little girl who had a peculiar illness that
caused her all of a sudden just to stop breathing; and in 3 or 4 or 5
minutes, she would be dead if somebody didn't do something to re-
suscitate her.

So, the mother told of the ordeal she had had trying to carry on
her other duties, trying to provide a living, and look after that
little child who required such constancy of care.

A little bit ago, my niece from Fort Lauderdale, FL called me up
on the phone, and said a lady friend of hers from Fort Lauderdale
had called her that day. She said, my father and I live together in
our family home. I work to support the family. She said, my father
has Alzheimer's disease, but heretofore I have been able to take
care of him by being home overnight and being home at lunch in
the daytime.

She said, now, his illness has progressed to the point of disability,
which requires somebody to be right beside him all the time. She
said, what am I going to do? If I quit work, then there is nobody to
support the family. I don't have the money to hire somebody to
stay there with my father all of the time when I am not there.

She said, I don't have the money to put my father in a nursing
home. I wish you would ask your uncle when he thinks some legis-
lation is going to be passed by the Congress that will give me some
help.

We regard that as a typical case.
I asked those mothers in San Francisco: Are you getting any Fed-

eral assistance in trying to take care of these children who have
long-term disabilities? One said, no, we are not getting any Federal
help. The only assistance we are getting is from the State of Cali-
fornia. That is of help to us; I don't know what we would do with-
out it. But, she said, we are having a terrible time trying to make
it caring for these children.

Mr. George Miller, a member of the House from California,
Chairman of the Select Committee on Children, is one of the
strongest supporters of our bill because it does include children.
We have 120 organizations-children's organizations, women's orga-
nizations, labor organizations, elderly organizations, all kinds of or-
ganizations-in this country concerned about providing health care
for the people who have long-term illness. They have pledged their
support of our bill.

Now, Mr. Chairman, there is a little difference between your bill
and ours. We do not include nursing homes in our bill; you do not
include children in your bill. You do not include those between the
age of eligibility for Medicare and those who are eligible for Medic-
aid. We do because we call them people who are chronically ill, and
we include all in that category.

Now, our bill is before the House. There is going to be some
attack upon it by the Chairman of the Ways and Means Commit-
tee, and here is how the bill happens to come before the House in
the form that it does at the present time.

We were having a meeting with the speaker and the Chairman
of the Ways and Means Committee and Chairman of the Energy
and Commerce Committee when we were considering the cata-
strophic bill. I contemplated at that time when the bill was first
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before the House offering my bill as an amendment to the cata-
strophic bill.

But my bill would impose a new tax-as does yours-of around
$30 billion over a period of 5 years by levying a 1.45 percent tax on
all incomes above $45,000 a year. The President having indicated,
as he did, that he'd oppose any bills with new taxation of any con-
siderable amount, it became obvious that if I put an amendment on
the catastrophic bill which they thought the House would adopt, it
would make it more likely-if not assured-that the President
would veto the catastrophic bill.

The catastrophic bill does not provide all of the services that
should be provided, but I am for it. I supported it when it was
before the House in the first instance. I didn't want to see it
vetoed; I wanted to see it become the law of the land because it
makes a very meaningful contribution to the health problems in
our country.

So, at that conference with the Speaker and with the chairin-en
of the committees and other members concerned about this subject
present, the Speaker said, Claude, you have been very decent about
this thing. I know you have been an advocate of this kind of legis-
lation for a long, long time, and you are very concerned about it.
And'I appreciate your-Willingness to defer introducing your bill as
an amendment to the catastrophic bill.

He said, now, Claude, if your bill were introduced as a separate
bill, to what committee would it go? Mr. Rostenkowski spoke up
and said it would go to the Ways and Means Committee; and the
Speaker said, Dan, then you could report out Claude's bill to the
House; he could get a separate vote on his bill, and he wouldn't
jeopardize the catastrophic bill by offering it as an amendment to
that bill.

Mr. Rostenkowski said, Mr. Speaker, I don't think my committee
would report out the bill. Well, the Speaker said, if Claude is will-
ing to defer offering his amendment to the catastrophic bill, I will
see to it that you get a vehicle upon which it can go to the floor.

The bill that we have now is the vehicle that the Speaker and we
have chosen. I thought it was pursuant to a general understand-
ing-at least many understand it the same way that I do. Anyway,
they said there have been no hearings upon our bill.

As Senator Durenberger said here a few minutes ago, this com-
mittee itself has had numerous hearings over the years. Many
other committees of the Senate, many committees of the House,
our Aging Committee and your Aging Committee, my Select Com-
mittee on Health and Long-Term Care-a subcommittee of the
Select Committee on Aging-have had scores of hearings.

This subject has been studied in great detail by the Congression-
al Budget Office, which has come out with a favorable study of the
cost aspects of the thing that you and I are talking about-long-
term care for the people.

And so, we are not talking about something that we don't have
knowledge of. I think we are talking about something of which we
have great knowledge, and we have great knowledge of the need.

Now, Mr. Chairman, I would like to say that we have had a poll
done by Lou Harris on the public reaction to our pieces of legisla-
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tion; and I would like, if I may, to offer for the record the summary
of the Lou Harris poll.

The gist of it is, over 80 percent of the people-Democrats, Re-
publicans, people who voted for President Reagan, young people,
middle-aged people, old people-support our bill, H.R. 3436.

In addition to that, Mr. Harris finds, over 70 percent, of the
people-the same groups, Democrats,- Republicans, people who
voted for President Reagan, young people, middle-aged people, old
people, and even the people who would pay the tax-people who
make over $50,000 a year, as we do-are strong supporters of the
bill.

So, public opinion wants us to enact legislation in this Congress
that will give them the protection that we should long ago have
provided for them.

Mr. Chairman, I think I will just say one other thing.
The Congressional Budget Office has made-as I said-a pro-

longed and careful study of the cost part of our bill. Our bill does
not require the people who receive the benefits to make any pay-
ment, as yours does with respect to nursing home care. But we do
provide protection against people coming into the program who can
care for their own families by requiring a county agency to make a
careful study of every applicant's situation, to determine whether
or not that applicant is entitled to the benefitof our program.

So, we don t want to eliminate the responsibility that the family
should discharge to take care of its long-term ill when it is able to
do so.

The Congressional Budget Office tells us that our bill, by taking
revenue from 1.45 percent tax on income above $45,000, will yield
somewhere around $34 to $35 billion over the next 5 years. The
cost of our program is estimated 1-y the Congressional Budget
Office to be about $30 billion, so there will be a surplus.

There will be no year under our bill in which the cost will exceed
the amount of the revenue derived from the tax that we impose,
and we specifically provide in strict language in the bill that there
shall be no expenditure except from funds derived from the tax
that is levied in this bill itself.

So, we are not jeopardizing the deficit, and we are not jeopardiz-
ing the debt or adding to it either. What we have tried to do is to
find a way by which, without hurting anybody, we will be able to
help millions of men, women, and children in America who have
catastrophic illness, who have long-term illness, and who desperate-
ly need help.

So, Mr. Chairman, my staff has had pleasant contact with your
staff, and we would like to work with you in the future. The impor-
tant thing is-I think-while the iron is hot, while the time is
right, while the people are for it, for us to get together to do some-
thing that we should have done long ago. At long last, this year, we
can give the American people the sort of health care they need and
deserve so much,

I thank you very much for the privilege of being with you.
Senator MrrcHKLL. Senator Pepper, thank you very much for a

very powerful, eloquent, and informative statement. Each of us in
our own States have experienced the same examples that you have
cited here in parts of the country which you have traveled.
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I know in Maine, as I have traveled throughout my State, I have
met people who have not only faced but endured financial devasta-
tion as a result of illness that has caused the need- for long-term
care to be created. And it just isn't right that American families-
whether in Maine or in Florida or any place else-should have to
go through what so many American families have had to go
through.

And I hope that working on this subject-your bill, my bill, and
a variety of other suggestions-that we can come up with an
answer to this. I don't suggest my bill is the perfect or the only
answer. It is an effort to stimulate debate.

You are right. There are differences between our bills, but they
have the same objective; they have the same concern, and that is to
see to it that no American family has to go through what millions
now must endure when they face the financial devastation of long-
term care.

We are honored by your presence. We are informed by your testi-
mony, and we are inspired by your life really. And we look forward
to working with you on this.

Congressman PEPPER. Thank you very much, Senator. I am very
grateful to you for the opportunity of being here with you today.

Senator MITCHELL. Senator Packwood, do you have any ques-
tions?

Senator PACKWOOD. No questions, Mr. Chairman.
Senator MITCHELL. Senator Baucus.
Senator BAUCUS. Senator, I am just curious what you think the

priorities should be as we move into long-term care. What I am get-
ting at is this. When we set up Medicare, we started with acute
hospital care and with some Part B coverage. Then, we have ex-
tended Medicare coverage to dialysis programs, respite care, some
home health care, and whatnot.

Now, as we move down the road and start to enact long-term
health care-among the various areas of respite care, nursing
home coverage, home health care-I am wondering what you think
the priorities should be of the core beginning of long-term health
care.

What is most important? I know your bill basically covers home
health. Senator Mitchell covers nursing homes and respite care,
too. But based upon your experience, what should the priorities be
in establishing the core area as we begin to develop a good long-
term health care program?

Congressman PEPPER. Senator, I had a grave concern as to
whether to try to find some way to include nursing home care in
our bill; but we finally concluded that it was a little bit too much
to bite off at one time. It will cost about $30 billion to provide the
services that we contemplate providing to the people.

We thought we would move into the nursing home question a
little bit later, after we have had a little more experience with the
home care program. But we all know the old saying, "Home Sweet
Home."

Most people, particularly the elderly, don't want to go in a nurs-
ing home if they can help it. My sister was in the hospital in Fort
Lauderdale, Florida with another lady. My sister went out a little
bit and came back; and when she returned to the room, the other
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lady was crying like her heart would break. My sister said, what is
the matter? She said, while you were out, my daughter came in
and told me she was going to put me in a nursing home. I have
been after the doctor to get h'm to promise to get me out.

My dear mother told me many times, son, don't ever let them
put me in a nursing home. So, people prefer to be in their own
homes if they can get substantially the care that they have to
have. Now, some will have to go to the nursing home eventually,
but a smaller number.

Furthermore, we were very much influenced by the experience
that the State of New York is having right now. They have deter-
mined to use Medicaid for home care rather than putting all of the
recipients in a nursing home. As you know, there are about 1 mil-
lion people in nursing homes who are put there and kept there by
the Medicaid program.

In New York they are finding out, at a great deal of saving, they
can put these people in homes and give them care in the home and
save putting them in the nursing home.

So, the experience that they are having and other experience
that has come to our knowledge induced us to start off at the be-
ginning now with an adequate home care program for all the
people-not just the elderly; and you know my dedication to them.

Not just the elderly, but also children-200,000 of whom we esti-
mate need help in the home for long-term care.

So, that is the reason we chose to make home care the emphasis
of our bill.

Senator BAUCUS. Thank you very much.
Senator MITCHELL. Senator Pepper, thank you very much. We do

appreciate it. We look forward to working with you.
Congressman PEPPER. Thank you very much, Mr. Chairman. I

am very grateful.
[The prepared statement of Congressman Pepper and related in-

formation appear in the appendix.]
Senator MrrCHELL. Our next witness is Hon. Hal Daub, U.S.

Representative from Nebraska. As Congressman Daub is taking his
seat, I would like to call on Senator Chafee, who has joined us. Sen-
ator Chafee, welcome.

STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR FROM
RHODE ISLAND

Senator CHAFEE. Thank you very much, Mr. Chairman. Again, I
want to commend you for holding these hearings. In my State, I
have found from long experience with the elderly that their two
greatest concerns are the high cost of prescription drugs and the
costs of long-term care.

We have dealt now with the high cost of prescription drugs in
the catastrophic legislation that we agreed on in conference, and
now we are undertaking the challenge of meeting the long-term
care needs of our elderly. This is something I am intensely interest-
ed in, Mr. Chairman; and I think the witnesses you have are excel-
lent.

I was glad to hear Senator Pepper; and of course, I am a cospon-
sor of your legislation, Mr. Chairman. So, I hope that from this, we
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can proceed on and make some real achievements on taking care of
the elderly and the long-term care costs that they encounter so
drastically and so frighteningly so often. Thank you, Mr. Chair-
man.

Senator MITCHELL. Thank you, Senator Chafee. I would like to
just make a comment on Senator Baucus' point because I think it,
is well taken about the difficulty of establishing priorities.

I have become convinced as a result of the studies that we have
made in this area that it is necessary to have the comprehensive
range of services reimbursable in some form because what has hap-
pened in our society is that medical care decisions are increasingly
based upon reimbursement policies.

The type, level, and cost of service that an individual receives
are increasingly based upon which type of service is reimbursable,
rather than what is the most appropriate level of service suitable
for that individual.

The result is increasingly higher cost than would otherwise be
the case. People are right now in acute care beds in hospitals who
could be in nursing homes, a lower level and less expensive type
care; but they can't get into nursing homes because there are many
people in nursing homes who would be better off at home but are
in the nursing home because that is reimbursable, whereas home
care isn't.

And so, you have a ripple effect in which literally hundreds of
thousands-perhaps millions-of individuals are receiving care
that is actually more expensive than they prefer and than would
be better for them because the decisions are based upon reimburse-
ment as opposed to the individual need.

That is why I became convinced that the only feasible policy in
long-term care-and I think we have to increasingly spread it
throughout the entire system-is to provide the broadest range of
service and then control the cost by utilization controls, either in
terms of exclusionary period as in my bill or deductible or copay-
ment or something along those lines.

Senator BAUCUS. I Just think the question of priorities is one
that we are going to have to address.

Senator MITCHELL. Yes, we are.
Senator BAUCUS. I think it goes to the core, if you will, of the

final decision we make here.
Senator MITCHELL. Yes.
Senator CHAFEE. Mr. Chairman, you have given a powerful en-

dorsement of S. 1673, my home and community care legislation--
(Laughter)

Which provides Medicaid coverage for the developmentally dis-
abled in their homes, rather than only paying for it in institutions.
The whole term ""Medicaid" means they get paid when they are in
a medical setting, when they ought to be reimbursed when they are
at home.

I hope we can move that legislation out of this committee. I be-
lieve you are a cosponsor; if not, we have an opportunity for you to
become so. (Laughter)

Senator MITCHELL. Although that is not the subject of this hear-
ing, Senator Chafee, I think any good cause ought to be plugged at
every opportunity. (Laughter)
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Senator MrrcHEu.. Welcome, Congressman. We look forward to

hearing from you.

STATEMENT OF HON. HAL DAUB, A U.S. REPRESENTATIVE FROM
NEBRASKA

Congressman DAUB. Thank you. I won't take long, Mr. Chair-
man. I do appreciate the opportunity to be with you and members
of your Health Subcommittee, and I appreciate the opportunity to
participate today in this discussion of what can only be called the
"American long-term health care crisis."

Surely, all present will agree that few issues are more deserving
of Congress' attention than the skyrocketing, bank breaking costs
of long-term care. Recent estimates indicate that over 80 percent of
health care expenses incurred by the elderly relate directly to long-
term care and to, specifically, nursing home costs.

Further, it has been shown that, while eight out of ten senior
citizens are protected from acute hospital-related health care costs,
a full nine out of ten have no protection from long-term care ex-
penses. This deplorable situation is unnecessary, as I also believe it
is sad.

Older Americans should not-indeed must not-be forced to
make that last terrible choice between bankruptcy and ignomini-
ous death. And so, as responsible legislators, we are faced with a
dilemma: How are we going to address the problem while preserv-
ing sound fiscal policy?

To date, most members of Congress have responded to this chal-
lenge with proposals of entitlement expansions funded by tax in-
creases. In fact, additions to Medicare and increased taxation have
been advocated by some as the sole means of amending our na-
tion's health care inadequacies.

A case in point is the acute illness cost containment bill recently
issued by the House/Senate Catastrophic Conference Committee.
Here, Mr. Chairman, is legislation which promises to cost at least
$45 billion dollars by 1992, burden the many with outlandish new
taxes, and help the few, all in the interest of providing seniors with
benefits they in most cases-as I just outlined-already have, and
in many cases simply could do without.

Now is not the time for the reckless expansion of entitlement
programs. In my estimation, of course, there should never be such
a time. I am willing to agree that the Federal Government must
play a substantial role in the formulation of a viable, long-term
care cost solution; but I propose that there is a resource out there
which has been ignored far too often during our deliberations over
long-term care policy; and that is the private sector.

Admittedly, legitimate studies have assigned to the private sector
only a limited long-term care domain; but the fact remains that the
health care underwriting industry is an increasingly advantageous
position to help fill the void which currently exists across the range
cf approaches-the long-term care cost management.

I and my Ways and Means Health Subcommittee colleague,
Brian Donnelly, introduced some time ago a bill, H.R. 3900, which
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seeks effectively to apply the best of what both the Federal Govern-
ment and the private sector have to offer.

Essentially, my bill is divided into three sections. The first sec-
tion adjusts the machinery of our current health care entitlement
program and provides for Medicare coverage of home health serv-
ices and nursing home care costs.

This limited expansion is entirely self-financing. It demands no
premiums from eligible individuals and calls for beneficiary partici-
pation in the handling of long-term care costs through a carefully
structured schedule of deductibles. I might say briefly that that
would be if your first dollar of income in retirement eligible for
Medicare is $1 and up to $10,000.

The first $5,000 is a deductible paid by the beneficiary, and the
remaining would be paid by what we establish as a-I guess we
will have to call it a Part D now since there will be a Part C being
established, a new trust fund under the current catastrophic bill.

Then, from $10,000 to $20,000, there would be a 70 percent de-
ductible; from $20,000 to $30,000 an 80 percent deductible; and
from the $30,000 figure upward, 90 percent. You have to wait until
you get to the third part of our bill to understand that we seek to
lessen the blow of the deductible by the private sector alternatives
that we offer.

Section 2 of our bill establishes tax incentives designed to encour-
age the working age population to look to the variety of private
market insurance products and purchase independent long-term
care insurance plans. Prominent among these incentives are the
tax-free conversions of individual retirement accounts and cash
value loaded life insurance policies to private long-term care plan
premium funds.

The purpose essentially is to make that conversion a tax free oc-
currence, that is, what would be otherwise the taxable consequence
of a withdrawal from an IRA, a fixed or defined plan, a profit shar-
ing plan, and/or the conversion of inside buildup, which we call the"cash surrender value" of whole life policies, could be laid over
onto the purchase of a premium, if, in fact, that was by definition a
life care, a 36-month, or a 3-year or a 5-year, 60-month long-term
home health plus nursing home care coverage.

And I would actually find that we could mandate that there
must be a cash surrender value inside of that conversion in the
event you were 68 years old or 72, got hit by a truck, and never
used your life care long-term policy, the inside buildup, the cash
surrender value, or what was otherwise deferred in its former life
would still have that same attraction.

So, during your working years, when you were encouraged to
build the IRA or build the cash surrender value and then convert-
ed the tax potential of that to a long-term care plan, the incidence
of which would be tax-free, that in the event you never used your
long-term plan, it would still have that potential of being an estate
builder and being passed on to your surviving beneficiary.

That could be defined in Section 2 if it were to be elaborated
upon.

Finally, my legislation motivates employers to offer long-term
health care plans to their employees during their working years in
the workplace. Such plans would be subject to a Federal tax treat-
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ment similar to that applied to the current private pension and
general retirement programs.

I will digress from my statement to elaborate briefly that in the
Kerr Mills history, which I know each of you on the committee is
familiar with-some 30 years ago-we established by using the Tax
Code the opportunity for employers to provide fully funded or par-
tially funded retirement plans. That portion of which was from the
company was tax deductible as an expense of doing business.

When you left your workplace and entered into your older years,
you had that retirement benefit and much, if not all of it over the
last30 years, has been tax induced. But we do not include in that
deductible portion the health care portion that may be offered as a
deductible part of an overall picture of retirement.

So, really what we should struggle with is to change the defini-
tion of "retirement" to "retirement including health care costs"
and utilize the workplace and the incentives that can come from a
tax-induced deduction or expense to provide a greater benefit, not
just to retire in Sun City and/or to take trips, but indeed to also
contemplate that expense of home health and nursing home care
that could be provided for earlier, much less expensively, and lower
the burden that we may ultimately then have to face in more fed-
erally funded or transfer payment types of programs, some of
which have been testified to here today.

So, it is through a combination of direct Government support and
private sector stimulation that my bill-our bill, the Daub-Donnel-
ly bill-would address older America's most pressing concerns.

I have placed a premium on balance and fairness, and I have
above all sought to provide the means by which an ever-growing
elderly population can avoid the financial and emotional devasta-
tion of long-term health care costs.

Certainly, there remain imperfections in this bill, H.R. 3900; but
the bill's major strength lies in its conceptual recognition of the ne-
cessity of a marriage between Federal entitlement and the private
sector. And it is in denying this union that bills such as Senator
Pepper's, H.R. 3436, falls short of achieving a last word health
costs solution.

Please understand. What disturbs me is not so much the method
whereby Senator Pepper has chosen to finance his home health
care benefit. Indeed, our own bill makes limited adjustments to the
hospital insurance portion of the FICA tax, that is, utilizing the
1.45 percent and capping it at $50,000.

Rather, it is the construction of the benefit itself where I take
issue. H.R. 3436 would establish a massive new home health care
benefit program whose ambiguities render it virtually unworkable
while ignoring both nursing home care costs and arguably the true
health care catastrophic problem in America today, and the private
sector, a very valuable resource, to a growing older population.

Above all, this legislation furthers the current trend of health
care socialization, a phenomenon never envisioned, I am quite sure,
by Medicare's original designers.

Mr. Chairman, I will submit that the American insurance indus-
try might well be considered an endangered species in the very
near future if developments are permitted to proceed at their
present pace.
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Still, promising measures such as yours, Senator Mitchell, that is
S. 2305, recently have begun to receive their much deserved atten-
tion. In the distinguished Senator's bill, we witness the implicit rec-
ognition that the Federal Government's role is not that of obligato-
ry compensator; it is rather that of beneficial and timely provider.

S. 2305 emphatically asserts that there is ample room here for
both the Government and private industry to lend a helping hand
to the long-term care cost victim; and the bill promises to deliver
where it is most needed, both on the home care front and the nurs-
ing home care front.

I applaud Senator Mitchell's efforts, and I hope that Congress
can look to his example in future efforts to shape sound, equitable,
cost-efficient health care policy.

Mr. Chairman, thank you once again for this opportunity. I am
confident that sincere and responsible Congressional action eventu-
ally will result in the end a long-term health care cost solution
that takes into account not just what we in Government may do,
but what the private sector can do to make a much leveler, fairer
playing field.

And those who are able to afford their own health care would
have the opportunity to do -t at the private sector's behest, rather
than turning-if they are millionaires-to what the taxpayers
could provide.

Senator MITCHELL. Thank you very much, Congressman, for a
very thoughtful and forceful statement. Senator Packwood?

Senator PACKWOOD. No questions, Mr. Chairman.
Senator MITCHELL. Any other member have questions for Con-

gressman Daub? (No response)
Thank you very much. We do appreciate your testimony.
Congressman DAUB. Thank you. I am glad to be here.
[The prepared statement of Congressman Daub appears in the

appendix.]
Senator MITCHELL. The next witness will be on a panel, includ-

ing Mr. Robert Ball, the former Commissioner of the Social Securi-
ty Administration, and Member of the National Commission on
Social Security Reform; Mrs. Louise Crooks, President, American
Association of Retired Persons; and Mr. Dallas Salisbury, Presi-
dent, Employee Benefit Research Institute.

The previous witnesses, having been Members of Congress, were
not subjected to the time limitations accorded other witnesses. You
have been witnesses before this committee many times, particular-
ly you, Mr. Ball; so you are familiar with it. However, for the bene-
fit of future witnesses, I will restate the committee's practices
briefly.

Witnesses are asked to limit their remarks to 5 minutes in their
oral presentation. Your written statement will be included in full
in the record.

Following the statements of each panelist, the members of the
committee will be permitted to ask questions in the order of their
appearance and will be limited to 5 minutes for each round.

I am advised that a vote in the Senate has just begun on a
motion to table the Wallop amendment. It is a 15 minute roll call
vote; so there will be Senators coming and going as you testify.
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To help you in adhering to the time limits, there is a small panel
of lights in front of me-one green, one red-they mean the same
thing that they mean out on the streets. If the green light is on,
you can just keep right on going. When the red light comes on, it
means stop. Thank you very much.

Mr. Ball, welcome. As always, we look forward to your advice
and counsel.

STATEMENT OF ROBERT M. BALL, FORMER COMMISSIONER OF
SOCIAL SECURITY, AND MEMBER, NATIONAL COMMISSION ON
SOCIAL SECURITY REFORM, WASHINGTON, DC
Mr. BALL. Thank you, Mr. Chairman. I would like first to con-

gratulate the conferees on the catastrophic agreement. I think it is
a great step forward and very important. I know it was difficult to
achieve.

All of those of us who have been interested in this subject of
long-term care insurance for a long time are greatly encouraged,
Mr. Chairman, by your introduction of S. 2305 and your assump-
tion of leadership in bringing about a Federal program in this area.

It is my opinion that your bill thoughtfully addresses the issue
and deserves very careful consideration, that it will serve well, as
you have suggested, as a basis for consideration both in the private
area and as regards a public program.

Mr. Chairman, in the'-last several months I have reexamined my
position on this issue; and as recently as four or five months ago, I
had a different view than I do today. I originally favored a compre-
hensive approach through a Federal insurance program-not com-
pletely, of course; there would be copayments and L[eductibles, but
nevertheless, a generally comprehensive approach.

It seemed to me in the last few months that, given the great de-
mands on the Federal Government for new and expanded pro-
grams, the dearth of social advance, you might say, of the last 7
years, and the continuing problems of the deficit, that it behooved
me, along with others, to think through again what are the highest
priority issues in the long-term care field from a public policy
standpoint, and what parts of that issue could be reasonably ad-
dressed by private insurance.

My conclusion, for the moment, anyway, from a public policy
standpoint, there are three areas that are of the greatest impor-
tance. The first is having available help to those families that have
taken on th' responsibility of caring for a disabled person at home,
so that a home health care system, along with a respite care bene-
fit, is one very high priority that I think only the Federal Govern-
ment will adequately perform.

It is very difficult to handle in a private insurance approach, and
I suspect it will be done only very partially if left to them.

The second seems to me to preserve the income and assets of
those people who have a reasonable likelihood of leaving the nurs-
ing home so that that income and assets will help them when they
are back in the community.

And third, to preserve the income and assets of those in nursing
homes who have in the community a spouse who needs that income
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and those assets to maintain the level of living that that family has
achieved.

Beyond that, thiere"is of course the need for those people who are
going to be in nursing homes for a long time to protect their assets
for their sons and daughters and other heirs; but it has seemed to
me that, if we have to reduce the Federal role somewhere from my
original, more comprehensive plan, that is an area of estate protec-
tion that perhaps could best be left to private insurance.

Consequently, I have designed the outlines of a plan and financ-
ing that is attached to my statement that in effect is a comprehen-
sive home care and respite benefit, a 6 month nursing home bene-
fit, with an extended benefit if there is a spouse in the community.
And I have tested this against the discharge data in the 1985 Na-
tional Health Survey to find out who it is that isn't covered by that
kind of a plan.

And what you find out is that the people who are not covered are
those who have almost no chance of leaving a nursing home, who
will be there the rest of their lives and who do not have a spouse in
the community. That is a group that I would encourage strongly to
have private insurance, sell to people in their 60s and 70s, of pro-
tection for those estates for those who have estates and have assets
to protect.

And beyond that, if people who are in nursing homes beyond the
six months or beyond the extended benefit time, to have them be
in the position where it would be considered all right under a liber-
alized Medicaid program to use as a first charge the income and
assets of such people continued in nursing homes probably for the
rest of their lives.

Senator MITCHELL. I am going to have to interrupt. Thank you
very much. The three of us will have to go vote. The hearing will
be briefly in recess, but will resume upon the return of the first
Senator to return, which should be momentarily. Then, we will
pick up with Ms. Crooks, and we will go on from there. Thank you
very much.

(Whereupon, at 10:48 a.m., a brief recess was held.)

AFTER RECESS (10:59 a.m.)

Senator PACKWOOD. Senator Mitchell has asked me to resume
the hearing so that we can move as rapidly as possible. We are
going to have a series of other votes, off and on during the morn-
ing; and if we were to wait every time until he could gc oack, we
would too delayed. I don't know how far along we were when I left.
Who was testifying?

Mr. BALL. I had just finished.
Senator PACKWOOD. All right. Ms. Crooks?

STATEMENT OF LOUISE CROOKS, PRESIDENT, AMERICAN
ASSOCIATION OF RETIRED PERSONS, WASHINGTON, DC

Ms. CROOKS. Thank you, Senator Packwood. I am Louise Crooks.
I am the President of the American Association of retired Persons,
and I agree wholeheartedly with you. I wish they had done some-
thing about this 50 years ago, but they didn't; and so, it is time to
start now.
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The debate over catastrophic highlighted the need for compre-
hensive long-term legislation. Your serious attention to long-term
care will spark productive legislation and will begin to move this
critical need from a welfare-based system to one base on social in-
surance.

Our society is already paying the costs of long-term care, but in a
way that places inordinate burdens on the victims of chronic ill-
ness and their families. The issue for Federal policy is how to
spread the burden so that the cost to the any one person will be
small, while offering protection and appropriate care to all.

AARP believes that the answer will be found in a social insur-
ance, rather than a welfare approach.

First, I want to stress that the association and its leadership are
reluctant to expand long-term care benefits for the elderly. without
also addressing the needs of younger Americans. These individuals
are our children and our grandchildren.

We are as concerned about the burdens being placed on the fami-
lies of chronically ill children as we are about the burdens being
placed on families caring for the frail older relatives. We hope that
you will give serious consideration to expanding your proposal to
include these younger groups in order to stimulate national debate
on this issue.

We should build upon States' wide experience in administering
long-term care services by giving them a significant role in the ad-
ministration of the new program with appropriate Federal over-
sight.

Both service delivery systems and the profiles of long-term care
populations vary widely between and within the States, and States
will need to have flexibility to tailor programs to meet their dis-
tinctive needs.

The bill language concerning the assessment and case manage-
ment process needs greater clarification and should incorporate ad-
ditional consumer protections. For example, it will be critical for
case managers to conduct in-person assessments in order to deter-
mine individual needs and preferences, to discuss coverage determi-
nations and service options with beneficiaries, and to permit some
choice of providers.

We are pleased that the bill encompasses new in-home as well as
institutional care services. We would recommend, however, that a
broader array of home and community based services should be
covered under the bill, including adult day care, transportation,
and home delivered meals.

This would give case managers greater flexibility in arranging
services to meet individual needs and promote independence. Evi-
dence suggests that providing a broader package of services would
not lead to significantly higher costs, provided they are carefully
managed.

Additionally, we are concerned that the $500 deductible for home
care would serve as a barrier to the use of such services by persons
with low and moderate incomes.

Happily, we expect enactment of catastrophic legislation, which
will include a modest respite care benefit. Experience gained from
this benefit will be helpful in implementing comprehensive long-
term legislation.
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We are pleased that you have included respite care in your bill.
However, we believe respite care should be regularly covered home
and community care service rather than a separate benefit. The
legislation should simply specify that providing relief to care givers
is a legitimate reason for case managers to authorize home care or
day care services for beneficiaries who meet the eligibility criteria.

We have very serious reservations about the impact on benefici-
aries of the 2-year deductible period for nursing homes. This provi-
sion would primarily benefit upper income individuals but do little
to protect those with lower and middle incomes.

We cannot forget that the most likely candidate for nursing
home care is a nonmarried women aged 80 and with a very low
income. Even if one assumes that a substantial majority of the el-
derly could and would have private insurance, which we think is a
very generous assumption, this does not necessarily mean that
such policies would provide sufficient protection to prevent most
residents from spending down onto Medicaid before the 2-year
mark.

Policies typically have a variety of limitations which also reduce
the protection they can offer. Moreover, private long-term care in-
surance is unavailable to those with preexisting conditions and to
those age 80 or 85. We should not develop a new public/private
long-term care program that ignores those most in need.

If our Nation is to achieve a cost-effective long-term care system
which addresses the needs of our most vulnerable citizens, public
sector coverage for nursing home care must be comprehensive.

We welcome this serious proposal to reform our Nation's long-
term care system, and we look forward to working with you and
presenting our views in the future. Thank you.

[The prepared statement of Ms. Crooks appears in the appendix.]
Senator MITCHELL. Thank you, Ms. Crooks. Mr. Salisbury.

STATEMENT OF DALLAS L. SALISBURY, PRESIDENT, EMPLOYEE
BENEFIT RESEARCH INSTITUTE, WASHINGTON, DC, ACCOMPA-
NIED BY DEBORAH J. CHOLLET, SENIOR RESEARCH ASSOCI-
ATE
Mr. SALISBURY. Mr. Chairman, it is a pleasure to be here today.

I am accompanied by Deborah Chollet, a specialist at the institute
on health and long-term care issues.

Among the general population, recognition that neither Medicare
nor most private insurance plans cover long-term care has come
very slowly; and recent public opinion polls document the fact that
many still believe they have coverage in these areas.

Since few people have recognized the likelihood of needing long-
term care, most do not plan to save sufficiently to finance care or
to budget to purchase insurance. S. 2305 attempts to strike a bal-
ance between the desirable and the affordable and a balance be-
tween public, private, and individual roles.

As a result of the growing recognition of the possibility of long-
term care that comes with an aging population, a growing number
of employers are looking to insurance models to help employees fi-
nance long-term care; and a growing number are beginning to offer
that coverage to their employees.
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At the same time, organizations such as the American Associa-
tion of Retired Persons are actively marketing a program that,
based on their own press statements, they feel has the potential of
being extremely successful.

In terms of the prospects of future employer growth, there are
related issues. New accounting procedures which will require em-
ployers to recognize accruing liability for retiree health insurance
provided by employers on both the income statement and the bal-
ance sheet could influence employers' willingness or ability to
assume responsibility for paying long-term care insurance premi-
ums.

Yet, a reallocation of overall employee benefit expenditures could
provide capacity. S. 2305 recognizes that potential capacity by pro-
viding for the provision of long-term care insurance through cafete-
ria plans, recognizing the value of choice and the value of economic
flexibility.

The limitations in the long-term care insurance policies so far de-
veloped reflect insurers' hesitation to commit to long-term care in-
surance products as a result of insufficient data and, in other cases,
uncertainty over present tax law. S. 2305 would provide that cer-
tainty requested by many through tax treatment changes, and
while not providing the data, in the eyes of many would provide a
significant additional incentive for individual companies to create
products.

Insurers' tentativeness about entering the long-term care market
has been matched by employers' reluctance to institute new bene-
fits or to assume additional health care financing obligations for
both workers and retirees. The long-term care insurance being
marketed, I again note, by AARP, does imply, however, that there
is a potential for progress.

And in most recent press coverage, which was critical of the
prospects of private success, AARP itself has underlined the tre-
mendous sales success of its product as indicative of the potential
for a private complement to any public sector action.

Your bill has clearly given that balanced approach. The commit-
tee faces a very difficult challenge as they confront the complex-
ities of the issue, as the other witnesses so ably noted.

You have articulated, however, probably the clearest central
issue. The policy issue we face, I quote "is how to target our limited
resources to the elderly that are most in need."

Ms. Crooks has noted that the current deductible approach in
your bill has certain difficulties. I would note that, as in many pri-
vate insurance products today, tying that deductible and that front
end to a percentage of income might well respond to many of her
concerns while still providing a disincentive to early usage.

Management is critical. We might income-relate the deductible,
and we should as well consider other areas of reform, such as retir-
ee medical provided by employers, and such as the preservation of
distributions from pension plans, in order to target resources in
this area.

Through tax incentives, I underline the Federal Government
now encourages a substantial and growing system of pension provi-
sion for retirees. That system provides an important part of the
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income that could pay for long-term care insurance and now, in
fact, does help to finance long-term care services.

We commend the committee for undertaking the challenge of re-
structuring a workable system of long-term care financing in the
United States and stand ready to assist the committee through re-
search and data in any way that we can. Thank you very much.

[The prepared statement of Mr. Salisbury appears in the appen-
dix.]

Senator MITCHELL. Thank you very much, Mr. Salisbury, for
very informative testimony.

Before going to the questioning, I would like to recognize Senator
Daschle, a new and valuable member of the committee. Senator
Daschle, welcome.

OPENING STATEMENT OF HON. TOM DASCHLE, A U.S. SENATOR
FROM SOUTH DAKOTA

Senator DASCHLE. Thank you, Mr. Chairman. I want to com-
mend you and the subcommittee for your leadership in this area. It
has interested me for some time.

I think there are probably three certainties as I look to this
issue. The first is that there is a tremendous desire that we address
this issue, and there is a need. I think that this committee recog-
nizes that.

The second is, that within the next couple of years, we probably
will address this issue. And the third is that, however we address
long-term care it is going to be a very expensive project. I look for-
ward to working with you in trying to come up with a comprehen-
sive approach for the least amount of money to benefit the broad-
est number of people.

I look forward to the hearing today.
Senator MITCHELL. Thank you very much, Senator Daschle. We

will now begin the questioning. Ms. Crooks, I am sorry I wasn't
here when you read your statement, but I have reviewed portions
of the written statement.

We, of course, welcome your testimony. The American Associa-
tion of Retired Persons is an important voice for the elderly in our
society and a very constructive contributor to national policy here,
as we have just seen on the catastrophic health care.

I know you disagree on the exclusionary period. I have discussed
that with you and other officials of the AARP on many occasions;
and as I have told you many times, we welcome any suggestions for
a broader benefit. We ask that they be accompanied by recommen-
dations on how to pay for it.

I noted in your written statement the words "We hope to have
the opportunity in future hearings to propose financing options
which would permit more comprehensive coverage." And I want to
tell you that you will have the opportunity to propose further fi-
nancing. (Laughter)

Ms. CROOKS. Thank you.
Senator MITCHELL. And we look forward to that. As I said, the 2-

year exclusionary period is obviously, to some extent, arbitrary. It
has two purposes: one to permit a portion of this need to be met by
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private insurance, and the other to deal with the problem of cost.
And \ve look forward to hearing from you in that regard.

Now, I would like to ask you a specific question on that. One way
to reduce the exclusionary period, without increasing the overall
cost of the program, would be to institute a sliding scale of copay-
ments based on income for nursing home and home health benefits.
What would be your reaction to that? And you may either respond
ncw orally or submit a statement in writing if you would like.

Ms. CROOKS. We will be glad to submit a statement to you.
Senator MITCHELL. All right. Thank you very much.
Now, Mr. Ball, you made a good case for a front-end coverage,

and I will have a couple of questions about that in a moment. But
what would your reaction be, assuming an exclusionary period, to
my question to Ms. Crooks; that is, reducing the exclusionary
period without increasing the overall cost by having a sliding scale
of copayrients based on.income?

Mr. BALL. Mr. Chairman, I am concerned about a series of devel-
opment that are putting more and more costs on middle income
and higher income people and making our social insurance ap-
proach to the health care field extremely progressive.

Now, "progressive" is a word that most people like, but I would
direct your attention to two developments. One is that in the hospi-
tal insurance program itself, the relationship between contribu-
tions and benefits is already very, very heavy on the person in the
middle income compared to lower income people.

Take the $40,000 a year worker. He pays four times as much as
the $10,000 a year worker for exactly the same benefit. Now, in the
catastrophic bill that has just been added, we have a sliding scale
tax that again hits, in retirement, those people who are at the
middle level.

Then, in the taxation of Social Security benefits-which I strong-
ly favor, and I favor the catastrophic, too-we have a floor only
above which people are taxed on half their benefits. Only about
seven percent of the people who get Social Security benefits are
taxed.

It seems to me that we could be in danger of losing .if we contin-
ue in this direction. Let me just add another-the proposal to fi-
nance more health benefits by applying the Medicare 1.45 percent
in addition above the cap. That means that you are going to fi-
nance a broadly based benefit by a tax on about 10 percent of the
people.

Senator MITCHELL. I didn't hear in your presentation how you
propose to pay for your plan. Maybe you could tell us how you
would do that.

Mr. BALL. Mr. Chairman, the two things I prefer, and I put in
the plan as my first choice, would be a surtax on the estate and
gift tax-which is similar to yours, although I would do it to a
somewhat greater extent-and then I propose directly an increase
in the deductions from workers' earnings matched by employers-
the traditional social insurance way.

Senator MITCHELL. Would you repeat the last portion of that?
Neither Senator Packwood nor I understood what you meant. I un-
derstood the estate tax, but what was the other part of it?

91-983 0 - 89 - 2
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Mr. BALL. A deduction from workers' earnings matched by the
employer of an amount of three-tenths of one percent, which is the
traditional way of financing social insurance. You know it as the
payroll tax.

Senator PACKWOOD. An increased Social Security tax?
Mr. BALL. Right.
Senator PACKWOOD. All right.
Mr. BALL. Now, that I know is not a very popular proposal on

the Hill at this time, but I submit that if the country as a whole-
workers as a whole-are going to benefit from a social insurance
proposal, it is not unreasonable to have the deductions made from
workers' pay matched by their employer. That is a good, tradition-
al way of doing it.

Now, I was really saying that in many, many ways, we are begin-
ning to finance what were broadly spread and shared costs more
and more and more on the middle income person. And although I
haye favored the things that have happened so far, I am raising a
question whether pursuing this again and again we are not going
back to the well a little too often.

That is a long way of saying that I have a lot of reluctance about
an income based deductible in the health system.

Senator MITCHELL One of the goals of my bill is to move away
from a reliance on Medicaid as the primer payer for nursing home
care now. I have structured my bill so that Medicare and private
insurance would take over the role now assumed to some extent;
obviously, there would still be some Medicaid there.

Your proposal relies on Medicaid after the up-front Medicare
time has passed. Wouldn't we still, under your proposal, face the
same situation we now face with the Medicaid spend-down, only de-
layed for 6 months?

Mr. BALL. I don't think so, Senator. I, too, rely on private insur-
ance coming in and filling a major gap. The difference is that pri-
vate insurance is not quite as crucial to my plan as it is to yours.

In the 2-year up-front deductible, if private insurance fails to pro-
vide coverage for a large number of people, which I suspect it will,
there are very few who can survive that 2-year deductible.

So, before they get any social insurance at all, they will start to
have to spend down and will have the income levels of their
spouses lowered; whereas, if you put it at the end, then the failure
of private insurance to cover a large part-and ! hope they cover
just as much as people have assets and want to cover it-the fail-
ure there is that you have failed to protect the heirs of individuals
who no longer have a spouse-we are talking mostly about sons
and daughters-and people who have failed to buy private insur-
ance.

The loss there is a true loss, but it is a loss to the sons and
daughters; and the individuals have already entered a nursing
home without a means test, without a spend-down, those who stay
beyond 6 months-a smaller and smaller group. Then, for them,
you would use the income and assets, liberalized-I suggested rais-
ing the income allowance to $100 and asset protection to $5,000-
you would use that before Medicaid kicked in. I agree.

And it is not a complete solution. There is a major role for pri-
vate insurance. In both our approaches, Senator, there is a residual
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role for Medicaid that could be quite large, depending on how suc-
cessful private insurance is.

Senator MITCHELL. Thank you very much, Mr. Ball. Senator
Packwood.

Senator PACKWOOD. Ms. Crooks, tell me about the long-term
care policy that AARP sells that Mr. Salisbury referred to.

Ms. CROOKS. I don't know that I can explain that in detail to you
right now, but we have had several long-term policies. We have a
new one now, and this is still in the pilot stage. And we are trying
to test the waters, as you might say, to see how many people can
actually afford long-term care.

This is the big problem. So many of these long-term care insur-
ance policies are ones that many people, first of all, cannot afford.
People 70 and 75 and 80 years of age can't afford them because it is
too high a policy.

Senator PACKWOOD. Is AARP trying to develop them for those
who can afford them? I am curious what you are up to.

Ms. CROOKS. We are trying very hard to find a policy that would
cover these people that they could afford. Of course, as you know,
the more people we get into the program, the less it would cost.

Now, one thing, too, that we run up against is that many insur-
ance policies will not cover previous illnesses. If you had some ill-
ness or another, they will not cover that illness. They will not
insure you. People 80 and 85 are not insurable in many instances.

So, we are still working on this policy to see if we can come up
with a policy that people could afford and that people could partici-
pate in. At the present time, I don't think that we have the total
solution. No.

Senator PACKWOOD. Mr. Salisbury, you referred to uncertainty
in the tax laws as a deterrent for the moment to employer provided
benefits. What is the uncertainty?

Mr. SALISBURY. There are currently ruling requests, for exam-
ple, that Senator Mitchell has referred to in his written documents,
over whether or not reserves related to long-term care insurance
policies would receive the same tax treatment as life insurance re-
serves.

And until the Internal Revenue Service makes a ruling on that,
many carriers are unwilling to move forward on any aggressive
basis.

Beyond uncertainty, there is an issue which this legislation and
other bills deal with, which is the question of whether or not long-
term care insurance premium payments could receive the same tax
treatment as health insurance premium payments, which is not an
issue of uncertainty but change.

Senator PACKWOOD. They would receive them now if they were
for health benefits. The question is: Is long-term care a health ben-
efit?

Mr. SALISBURY. The question is: Which long-term care provi-
sions, if any, fall within the definition of health. Yes.

Senator PACKWOOD. So, at the moment, you would have two
problems. One, it is not deductible from the employer's standpoint
and exempt from income-well, probably deductible from the em-
ployer's standpoint as a current employee expense; it may be tax-
able as income to the employee, unless it is health benefits.
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Mr. SALISBURY. Right.
Senator PACKWOOD. So, yod need that certainty. Second, the in-

surance companies want to make sure that they can have the re-
serves treated like life insurance reserves.

Mr. SALISBURY. Right.
Senator PACKWOOD. If you had those two, how much of a void do

you think could rationally be filled by employer provided insur-
ance?

Mr. SALISBURY. If you were to add a third, many of the compa-
nies are more willing to make a statement; and that third would be
the provision that would allow for long-term care insurance to be
included in a cafeteria plan, which is a provision in S. 2305, such
that-whether it be employer or employee dollars-they could be
used on a pretax payment of the insurance premiums.

If one looks at the prospect, therefore, of that type of change,
plus a change to a treatment similar to health insurance for tax
purposes, and one simply looks at the degree to which health insur-
ance is currently available to full-time workers in firms of more
than 250 workers, which is in excess of 95 percent of those workers,
one could hypothesize that that same market potential is there rel-
atively quickly for long-term care insurance.

Senator PACKWOOD. Say that again. That it is not there?
Mr. SALISBURY. I said that is your potential market place fairly

fast. Based on the relatively low pricing that has been described by
legislative proposals and others, if you were to include the full
group of workers at all ages in the insurance pool-the point being
made by Ms. Crooks so effectively.

Senator PACKWOOD. Thank you, Mr. Chairman.
Senator MITCHELL. Thank you, Senator Packwood. Senator

Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. I am deeply con-

cerned about the cost that the elderly might confront in connection
with long-term care. I was one of the principal sponsors of the cata-
strophic legislation, especially the prescription drug benefit, which
was adopted on the Senate floor, and then we adopted it in the con-
ference, at which I was a conferee.

Yesterday, we completed here in the Finance Committee the
third day of hearings on the health care needs of our children in
the United States, and I must say that testimony was devastating.
The children in America are the most impoverished single segment
of our society.

I have heard Pat Moynihan say this, and I am not prepared to
dispute it, that we are the first civilization in history in which we
treat the children in the worst possible fashion of all the groups. Of
the children, 20 percent have no health insurance, and that per-
centage is growing every yeai. Ten to fifteen percent of all U.S.
children suffer from chronic health impairments.

So, my question to you is this-and you touched on this, Ms.
Crooks-and I was glad to hear your testimony on this point. Is it
right for us to proceed in this segmented fashion of caring for one
group, which should be cared for and I support care for-that is
not the matter before the committee here-but is that the correct
way to proceed?
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In proceeding, for instance, with the legislation that has been
proposed by Senator Pepper and others, you would take from our
society probably $7 billion a year; and yet, it does nothing for chil-
dren. I am going to ask each member of the panel to please answer
this: Is this the correct way to proceed for the best interests of
America, to proceed in this fragmented fashion? We take care of
this group, but not the other group.

What do you say to that, Mr. Ball?
Mr. BALL. I would much prefer that, if it were a feasible thing to

accomplish, to have a comprehensive plan at all age groups, cer-
tainly. I would like to say, though, Senator Chafee, that I believe it
is wrong to think of the long-term care proposals that we have
under consideration as being primarily or certainly not exclusively
an elderly benefit.

Senator CHAFEE. I agree with that, and that testimony has been
made. In your testimony, you spoke about the children who are
supporting their parents.

Mr. BALL. Right. I mean, Senator Pepper's bill includes other
people, but the people really at risk are the middle aged people
who will either have to pay nursing home costs for their parents or
two-career couples having to take a parent into the home-time,
attention, money, away from children.

It is a family situation that we are trying to deal with here, I
don't think even primarily a benefit for the elderly.

Senator CHAFEE. That is an excellent point, but when I use the
term "children," I am using the term of those under 21, under 18
in our society; whereas when you use the term "children," you are
talking about young adults who are caring for their parents.

Mr. BALL. No, I would say the whole family is affected by a situ-
ation. If you have to bring elderly parents into a home or pay for
them in a nursing home, those children get less attention and less
money if you do that.

Now, that is not to say that I have any disagreement with your
point whatsoever. If I had to set priorities, I would say maybe the
highest priority of all is the 37 million people who are uninsured
completely in this country and another 13 to 20 million whose in-
surance is incomplete; and the fact that there are 20 percent of our
children in that group is a national disgrace.

I would put the highest priority of all on comprehensive care for
a health plan that covered the acute care costs of these other
groups; but I don't like to have to choose that way. It seems to me
we want to do both.

Senator CHAFEE. None of us want to choose. I just think we have
to look at the whole structure of our medical delivery system in the
country with these 37 million people who are uninsured. I was so
pleased to hear you, Ms. Crooks, representing the AARP, discuss
that very point and make it clear that you are concerned about the
children in our society as well.

Ms. CROOKS. After all, Senator Chafee, we are the parents and
the grandparents of the next two generations, that is, our group is.
And we are very interested in the disabled children. On any given
day, they say there are 7 million care givers in the home, and
many of these care givers are giving care to disabled children.
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Therefore, we are very interested to' include disabled children;
and we think that it is very important.

Mr. SALISBURY. Senator, I would describe it as more potentially
dangerous versus just unwise in that it allows the process not to be
brought together in terms of how much all of it taken together
would cost.

We have a report coming out this next week on health provision
for children and the degree to which it does not take place and is
not financed, that underlines some of the points that you have
made. I would emphasize that one of the reasons that, compared to
many of the proposals that have been discussed today and those in-
troduced to date, do not mro t the same, if you will, comprehensive-
ness as private employer provided plans.

The advantage of an employer plan and one of its greatest disad-
vantages, if you will, is they do not approach it in a piecemeal fash-
ion. The long-term care programs being marketed today and pro-
vided by the employers-the small number now providing them-
provide for the inclusion of children. They provide, under the defi-
nition of dependents, for the inclusion of one's parents, as well as
for the worker and the worker's spouse.

That is the advantage of them. The disadvantage is that makes
underwriting all the more difficult. It creates the data problem and
the uncertainty problem I mentioned, as well as it creates much
fluctuation in pricing, which is one of the reasons that market is
developing-we might say-very, very carefully and slowly.

Senator CHAFEE. Mr. Salisbury, my time is up; but I do want to
say this: No one is going to challenge my credentials in looking
after the elderly, and I am for that. But also, I am deeply con-
cerned about the other members of our society and particularly our
children.

And I want to work toward legislation that will provide long-
term care for all Americans. What disturbs me is that sometimes I
feel the train is leaving the station without a very important seg-
ment of society aboard; and I hope, Mr. Chairman, that everybody
will turn their attention to that subject as well.

Anybody who was here for those hearings couldn't help but be
moved by the challenges that young people-children-and when I
say the children I am talking under 18-are facing in our society.

Before they are born even, lack of proper prenatal care in the
United States is shocking. And proper post natal care is dismal in
many instances.

So, Mr. Chairman, I hope we can keep our focus on all, Ameri-
cans, as well as this group that we are deeply concerned abo t here
today. Thank you, Mr. Chairman.

Mr. BALL. Mr. Chairman. could I make one comment?
Senator PACKWOOD. Yes.
Mr. BALL. The comment is about what Mr. Salisbury said about

employer sponsored plans as a- solution in this area of long-term
care. The plans so far-and there is a very limited number of
them-are the kinds of plans that are a big advantage over individ-
ually sold policies; but they are employee paid for. That is, the em-
ployer performs an administrative and a selling function, and that
is worth doing; but you still end up with an employee paid-for plan.
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The suggestion that Mr. Salisbury made that perhaps could be
changed by adding this as one of the things in a cafeteria plan
means, of course, that individuals choose among the kinds of bene-
fits that they elect. And although that might extend coverage
some, it seems to me no conceivable possibility that, in choosing
among different kinds of employee benefits, that you would get
anything like the 85 percent protection for long-term care of the
population generally if the changes are made that he suggests.

I would guess rather like seven percent, something like that. I
just thought that the disagreement we have ought to be in the
record.

Senator PACKWOOD. What if you mandated it?
Mr. BALL. Oh, mandating? Sure, that is something else.
Mr. SALISBURY. I would go to the next step, which is simply to

point out, based on the seven percent estimate, that thus far em-
ployers even with employee pay-all are achieving rates higher than
seven percent voluntary participation; and that is in the absence of
any tax incentive for those employees making that choice.

So, while I described 95 as probably a high water point, I would
simply suggest that I think a seven percent is a bit too pessimistic.

Mr. BALL. Okay, ten.(Laughter)
Mr. SALISBURY. That is lower than has already been achieved

without any tax incentives. I would also like for the record to be
clear that your implication and choice of words that I was saying
employer plans could be the whole solution to this problem is not
what I said.

I said that they could be a component of an overall solution, and
that they probably could help in a case where there are limited re-
sources to be allocated, even as your proposal articulates.

Mr. BALL. I agree with that. I just wanted to make a clear dis-
tinction between employer sponsored plans paid for by employees
and the employer paid-for plans because you get a very different
kind of structure, particularly about your ability to cross-subsi-
dize--

Senator PACKWOOD. Let me ask Mr. Salisbury a question. I
would assume in some of these plans that they are not totally em-
ployee paid, that the employer may be picking up part of the cost.

Mr. SALISBURY. In the current long-term care programs, that is
not the case; the employers are not because of the tax issues that I
have just mentioned. I think that would, in fact, change. I think,
per Bob's point, most cafeteria plans do not-for example, in the
health insurance area-provide the option of going without any
health insurance.

They may provide the ability to just choose catastrophic, for ex-
ample; and there is absolutely no reason vis-a-vis long-term care
that there could not be a minimum catastrophic long-term care
benefit as a mandatory piece by the employer of that particular
package.

So, I think that we could debate all day over the aspects of bene-
fit design, but Bob and I can do that separately.

Senator PACKWOOD. Let me ask you this, Mr. Salisbury, and
then I have to run pretty quick or I will miss the vote. Every time
we talk about mandating anything-whether it is Senator Kenne-
dy's mandated, health benefits-the employers are up in arms
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about mandating benefits, although we mandate workers' compen-
sation at the State level, unemployment compensation, and Social
Security.

If we are determined-and I think we are-that there is going to
be long-term coverage, why not take care of-at least the bulk of it
by mandating it on employers? And we can decide whether we
want them to pay for it all, or half and half; and Mr. Ball is sug-
gesting a point three percent on both employers and employees-
why not mandate it?

And we would have to mandate the level of benefits then. We
would say to the employer: Fine, you go buy it from Employers
Mutual or Travelers or wherever you want to buy it. But at least,
it would keep the Federal Government out of the management of
that great portion of it.

Mr. SALISBURY. Senator, I know that one of the reasons that Mr.
Ball frequently wins more victories on Capitol Hill than some em-
ployers is because he shows much greater flexibility and much
greater recognition, at times, of what is or is not inevitable.

I mean that as a clear compliment because I think in this case, if
employers were to open up their eyes to the fact that there is an
inevitability of Government action to deal with this very, very seri-
ous problem and they took that as a reasonable given and then
were given the choice between either doing it with a mandate or
with a Government program, they would probably be more than
happy to say: Solve a good deal of the problem or part of the prob-
lem with a mandate.

Senator PACKWOOD. Mr. Salisbury, I have to run right now, but
please tell them-and you know them better than anybody-that it
is coming. (Laughter)

Mr. SALISBURY. May I quote you? (Laughter)
Senator PACKWOOD. You may quote me and everybody else on

this committee. I mean, as sure as we are here, if you pick up any-
thing when you go home, it is coming. I remember what Howard
Baker once said-I mean, assuming that you don't like this and
count it as a disaster-he once said: You know, of a dozen disasters
coming down the track toward you, don't worry about it. He said:
Eleven of them are going off the rails before they get there, and
the twelfth one is going to ride over you; and there is nothing you
can do about it, anyway.

This one, if you don't like it, is going to run over you; and I
would rather have you be on the train than under it. Would you
mind waiting because I think the chairman may have some more
questions.

Mr. SALISBURY. I would just note, Senator, that I hope you will
insert in the record instead of "you," "employers" since I would at-
tribute it to them in their not recognizing reality versus myself.

Senator PACKWOOD. I have found you very, very realistic in all
the years I have known you. Would you just wait until the chair-
man comes back in case he has any questions?

Mr. SALISBURY. Thank you, Senator.
[Whereupon, at 11:39 a.m., a brief recess was held.]
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AFTER RECESS (11:40 a.m.)

Senator MITCHELL. We will resume the hearing. Mr. Salisbury, I
just have a couple of questions for you. You commented on the tax
provisions in my bill which are intended to encourage the further
development of private insurance in this field. One of the problems
we have is in connection with attempting to estimate wilAt will
happen.

You talked about the possible market that exists, and y& re-
ferred to employers of 250 persons or more. But we, in another con-
text, have received a lot of testimony and evidence regarding the
increasing number of persons who are without health insurance
and the increasing proportion of them who are employed persons
or their dependents.

The impression is inescapable that employers, and particularly
small and medium sized employers and particularly some in some
aspects of the service industry, are increasingly not offering health
insurance, that you are not seeing a big increase. In fact, the in-
crease is occurring in the number of persons who are working but
don't have health insurance.

I have really a two or three part question. Is that impression ac-
curate? If it is, is it not then counterintuitive to think that, if
people are not offering health insurance or at least increasing that,
they are likely to add to the benefit level in health insurance?
Won't that work the other way?

What is your impression of what is occurring in the country
today?

Mr. SALISBURY. One is that you are continuing to get marginal
increases in the number of people with health insurance as well,
even though the number without is in fact increasing. As a result
of health care cost management concerns and containment con-
cerns, we are seeing employers move much more to copayments,
deductibles, and other things aimed at cost sharing, which are in-
cluding premium cost sharing that are causing some employees to
choose not to purchase family coverage because they don't want to
pay the differential.

And we are also seeing in some growing number of cases, which
is what I will describe as one of the potential shortcomings of cafe-
teria plans, some individuals where given the option to choose no
health insurance and instead to choose more money into life insur-
ance or some other benefit, are totally opting out of health insur-
ance protection, or are choosing not to buy protection for their fam-
ilies.

However, choice does have its disadvantages. Senator Packwood
made a point just as he was leaving, which was, if we are talking
about -providing protections through either a public or private
means and if our means of providing that protection is one way or
the other going to be mandatory, which your bill clearly has that
component to it, then his question was: If we made that mandatory
on the employer, how much could we achieve before we moved to a
direct public program?

If we hypothesize that every employer provided plan must be
provided to all workers and the worker must pay some level of co-
payment-which is a Kennedy bill proposal-if we were to say



36

every individual must provide for family coverage and include
their children, if we were to go a third step and say every private
employer plan must include as a piece of that plan a catastrophic
long-term care piece, and changes such as that, then we would
achieve the levels of coverage that are in fact in place today, based
on that series of mandates.

If the choice is mandating public program versus those approach-
es to a private program, you are creating similar results in many
cases.

A piece of the process that always concerns me a bit is the
degree to which we, in some cases, write off a public approach to-
tally by saying that private can do it but leave it totally to volun-
tary; or to which we write off the private sector as being able to do
it because of the presumption that we will not change the rules for
the private sector and, because the voluntary system has holes,
those holes will continue to exist.

Versus what I put into the mouth of Senator Chafee as to his
question on a more comprehensive approach, just recognize that if
we are going to be doing these things in some way that we should
take full advantage of the structures already in place.

And if that means in some cases mandating, then so be it, in
order to achieve the objective laid out. Now, we can all argue over
what objective is the most appropriate.

I think in terms of a final comment on your three-part question,
the level of dissipation of coverage in private health insurance is
relatively "minor." As the population- grows,however, the number
of people who will not have health insurance, which depending on
whose numbers you believe-our own approximate 37.5 million
Americans today, and our numbers on children approximately 10.6
million without health insurance-those numbers will invariably
continue to grow if we stay with the set of systems and programs
in place today.

And to the degree health care cost inflation continues, most in-
surance companies this year are looking at potential increases of as
much as 21 to 28 percent on top of last year's increases, then it is
inevitable that we will have further problems in coverage.

On the other hand, I would have to note a balance vis-a-vis
paying for proposals like those discussed here today, vis-a-vis
paying for catastrophic Medicare coverage, vis-a-vis paying for
basic Medicare coverage-those kinds of inflation rates are going to
affect those programs and those long-term cost estimates well,
which simply says it is a problem with regard to all of the pro-
grams.

I think the challenge is to be comprehensive with it, to not just
look to public or just look to private, and to figure out-as your bill
takes an extremely effective first step of doing-of trying to create
that comprehensive approach, even though as you have candidly
stated many times in your written statements and your oral state-
ments that there is a tremendous amount of room for all of us to
work very, very creatively in the months ahead towards the inevi-
table outcome-if it is, as Senator Packwood was suggesting before
he left.

Senator MITCHELL. Thank you very much. Thank you all for
your testimony.

i



37

Mr. BALL. Could I just make one comment on that, Mr. Chair-
man, on what Dallas said?

Senator MITCHELL. If you wish, yes, but we do have another
panel, and we need to try to finish here.

Mr. BALL. Right, very fast. I just wanted to tell you, so you have
the numbers there, that between 1978 and 1984, the number of per-
sons without health insurance has increased, as you were suggest-
ing, from 28 million to more than 37 million. That is the trend.

Senator MITCHELL. All right. I don't think there is any dispute
on that.

Mr. SALISBURY. Those are our numbers.
Senator MITCHELL. Right.
Mr. SALISBURY. The institute was the first to present comprehen-

sive tabulations of Census Bureau data on health care non cover-
age. I will share the full report with Bob, happily.

Senator MITCHELL. All right. Thank you both very much, and
thank you, Ms. Crooks.

The next panel includes Ruth Von Behren, Adult Day Health
Care Specialist, On Lok Senior Health Services of San Francisco;
Val Halamandaris, President, National Association for Home Care;
Paul Willging, Executive Vice President, American Health Care
Association; and Joan Quinn, President, Connecticut Community
Care of Bristol, CT.

Good morning, ladies and gentlemen, and welcome. We are grate-
ful to you for taking the time to come and provide us with your
advice and counsel this morning. We will begin with Dr. Von
Behren. Welcome.

STATEMENT OF RUTH VON BEHREN, PH.D., CHAIR, NATIONAL IN-
STITUTE ON ADULT DAY CARE, ON LOK SENIOR HEALTH SERV-
ICES, SAN FRANCISCO, CA
Dr. VON BEHREN. Good morning. Thank you very much, Senator

Mitchell, for giving me the opportunity to comment on your bill. I
applaud you for the courage that you have in bringing together the
most comprehensive legislation that up to now we have on long-
term care.

And I agree with your statements earlier today when you were
talking about what we need is a comprehensive system and that,
indeed, funding does drive the system; and we do need options.

I am speaking on behalf of adult day care, and I represent the
National Institute on Adult Day Care, which is part of the Nation-
al Council on Aging.

Our concern with your bill is with the role in which you have
placed adult day care. You have put it under the home and com-
munity based respite services. We feel that adult day care is a serv-
ice that goes beyond just the respite aspect of it.

ERarlier, it was mentioned that home and institutional services
are important, but there is a third group within this comprehen-
sive system; and this is the community-based care. And adult day
care is, I think, a vital player within this community-based system
of care.

We would like to see it included in your legislation as a full part-
ner and a full program under Medicare reimbursement.
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So, what we are suggesting is that we would like to have you
delete adult day care as it now is spoken of as a respite service; but
we would like to see you bring it in under Title I of the bill, bring
adult day care in as a specific benefit as a equal service with chron-
ic home care services and institutional services.

We suggest that S. 1839, which has been introduced this session
by Senators Melcher, Bradley, and Heinz, can provide to this com-
mittee the elements necessary to define adult day care as a Medi-
care benefit under S. 2305.

I should say, incidentally, that S. 1839 is now cosponsored by 15
Senators, including your colleagues on this Finance Committee,
Senators Durenberger, Moynihan, Matsunaga, and Chafee.

S. 1839 does establish adult day care as a benefit. It has the same
kinds of detail which you have in regard to the chronic home care.
It establishes eligibility criteria; it establishes certification stand-
ards; and it establishes the service package. In other words, all the
full components of the service are included in this bill.

We think this would strengthen your bill by bringing in a com-
munity-based service as a full partner in the comprehensive system
which is needed for long-term care.

Medicare reimbursement is needed for this program. It is now
being funded by a variety of Government sources; we can find
adult day care programs in all 50 States. Forty-one of our States do
have standards affecting this program.

The problem is, as was stated earlier, the persons who are not
quite poor enough for Medicaid but not rich enough to buy what
they need.

Last week, I toured rural Kansas; and I met with a number of
groups of senior citizens in regard to the problems they are having
in receiving health care and long-term care. What I heard repeat-
edly is: We cannot afford it; even if the services are there, we
cannot afford it.

We do need Medicare reimbursement. I also would point out-that
Medicare reimbursement for adult day care has a potential of pro-
viding a monitoring system for the health needs of the frail, im-
paired individuals that would also control and possibly diminish
hospitalization.

I will give you an example from my own agency, which is On Lok
Senior Health Services, of which adult day health care is a very
vital part. We have found that we are able to cut hospitalization
utilization for impaired elderly, who are eligible for nursing home
care. Our hospital utilization is 25 percent less than the hospital
utilization for the regular Medicare population, which is a healthy
population in general.

We do have some other concerns with this legislation, which we
have stated in our written statement. I think our main concern is
that, as we now have this debate on what are we going to do about
long-term care, we would like to see you recognize adult day care
as an option-a viable option-and included in your legislation.

[The prepared statement of Dr. Von Behren appears in the ap-
pendix.]

Senator MITCHELL. Thank you very much, Dr. Von Behren. Mr.
Halamandaris, welcome. As always, we who have benefited from
your testimony in the past, look forward to hearing from you.
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STATEMENT OF VAL J. HALAMANDARIS, PRESIDENT, NATIONAL
ASSOCIATION FOR HOME CARE, WASHINGTON, DC

Mr. HALAMANDARIS. Thank you, Senator. I appreciate very
much being invited to testify today. I would like to commend you
for introducing your bill, S. 2305. I think it is a wonderful start.

I would also like to commend you for the fantastic work that you
have done to make this issue the number one domestic issue in
America. Before it got your attention and the attention of the
Senate Finance Committee, long-term care ranked very low in
terms of American priorities.

Thanks to your efforts, it is now the number one issue; and I
would like to commend you for that.

With your permission, Mr. Chairman, I would like to enter my
statement in the record and summarize it briefly.

Senator MITCHELL. That will be done.
Mr. HALAMANDARIS. Mr. Chairman, long-term care has been an

obsession for me; for over 20 years, I sat on that side of the dais as
counsel to the Senate and then later to the House Committee on
Aging. I am very, very pleased to see that your bill incorporates
most of the major recommendations of the Senate Aging Commit-
tee which took 8 years and over 30 hearings to develop a suggestion
for a program of long-term care. ,

What the Senate Committee on Aging recommended in Decem-
ber of 1974 is very similar to your bill. There were such giants as
senator Frank Moss and Ed Muskie and Phil Hart who put their
life's blood into developing this report; and I think it is important
that we recognize their contribution and the fact that your bill con-
tinues their good work.

I don't wish to give the impression that I have all the answers,
bi , there ar- a few comments that I would like to make.

First of all, I think this works fs an entitlement program and
not a mea-.s tested program, and your bill meets that test. Second,
it is important that we have a Fec'eral program, federally adminis-
tered, and not a bifurcated Federal/State program. Once again,
your bill meets this test.

In terms of financing, I am very comfortable with-the method
that you have chosen. I think I would have preferred Senator Pep-
per's suggestion of removing the $45,000 cap and make it a Social
Security tax, more progressive.

All but five percent of the American public now pays the Social
Security tax on all of their income. There is no reason in my judg-
ment why the remaining five percent should not do the same; and I
am only talking about paying the 1.45 percent on total income.

In the past, I have also advocated the use of Federal excise taxes
on alcohol and tobacco because the connection between use of alco-
hol and tobacco and health problems is well known.

The fourth point I would like to make is that a separate trust
fund is vital, is crucial; and your bill incorporates that suggestion.

The next point that I think is crucial is that your bill makes
home care the priority. You heard Robert Ball talk about the im-
portance of making home care the first line of defense, and I think
that is crucial. That is where we have to start.
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We have to reverse the institutional bias that we have in the
United States. The Senate Committee on Aging said that 12 years
ago; and what they said is just as apropos today as it was then.

I also think that you have done a wonderful thing to include res-
pite care and day care. Those options are equally crucial and, in
my view, should be provided simultaneously.

Then, I think it is important that you have included nursing
home care; and I would include it in precisely the order that you
have, as a last resort. The American public, the elderly in particu-
lar, still have very negative feelings about going into nursing
homes.

As the Senate report said, going into a nursing home is viewed
by the elderly as not only synonymous with death but with pro-
tracted suffering before death. So, let's be careful that we don't sell
tickets to a train no one wants to ride.

It is important that we provide nursing home care and the best
of nursing home care, but only as a last resort, as you have provid-
ed in your bill.

The next point I would make, Mr. Chairman, is that it is very
important that we educate families to care for their own and not to
dump the elderly on the State. I think we could use some provi-
sions in your bill which would encourage families and educate
them on how to take care of their own.

Another point that I think needs to be made is that the real
issue in long-term care is not age but functional disability.

And I would like to make the case that you include, as Senator
Chafee pointed out, the chronically ill children in your bill. There
are not that many of them, and they need to be included. If we
don't, it will be a mistake; and what we are going to have is an
intergenerational conflict. I would sincerely argue that you should
consider that.

Finally, I think it is important that we have a bill that is easy to
administer, a bill that can be managed; and Medicare, with all of
its problems, still manages to run at about four percent administra-
tive costs in Part B, I guess, for around seven percent of the total.
And I think we need to keep that system.

I think one of the things that needs to be examined in your bill
is how we define case management. That is a crucial issue, as is
the issue of how we would draft fee schedules. I was concerned
about language in your bill which says "or such other prospective
system as the Secretary may determine."

Senator Moss and Senator Muskie had a conversation to which I
was privy years ago in which the former said to the latter that the
battles that are won on the floor of the House and the Senate are
often lost in the Federal Register. And I would suggest that you
spell it out and make sure that that doesn't happen. (Laughter)

Mr. HALAMANDARIS. And finally, I would say the comments that
I have made to you have been reinforced by the Harris poll, which
Senator Pepper alluded to, in which 80 percent of the American
public decided that they wanted a long-term care program designed
along these lines.

Again, I would like to commend you for what you have done,
Senator, and the committee as well.
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Senator MITCHELL. Thank you, Mr. Halamandaris. We invite
you to help us write it into the law and ask that you submit to us
in writing your specific suggestions in that regard.

Mr. HALAMANDARIS. Thank you.
[The prepared statement of Mr. Halamandaris and related infor-

mation appear in the appendix.]
Senator MITCHELL. Dr. Willging, we have also benefited greatly

from your advice and counsel in the past, and we again look for-
ward to hearing from you. Welcome this morning.

STATEMENT OF PAUL R. WILLGING, PH.D., EXECUTIVE VICE
PRESIDENT, AMERICAN HEALTH CARE ASSOCIATION, WASH-
INGTON, DC
Dr. WILLGING. Thank you, Mr. Chairrmiar.. With your permission,

I will submit my written statement for the record and summarize
briefly.

I begin with a considerable amount of trepidation when I find
Mr. Halamandaris and I in general agreement about the value of
your legislation. (Laughter)

I fear perhaps I missed something in my first reading.
Senator MITCHELL. You will notice we were prepared. We sepa-

rated you by Dr. Von Behren and Ms. Quinn. (Laughter)
Dr. WILLGING. I do share in Val's commendations, Mr. Chair-

man. I think you are the first in the Congress to submit for delib-
eration not just a comprehensive long-term care financing bill, but
one which in fact deals with fiscal realities as we must deal with
them today.

I think you have done that by going beyond lip service to the
concept of the public/private merge. We hear that so often, more
often than not, the weight is clearly on one side or the other; I
think you have very well melded those two concepts together.

And you have also-and here is where I wonder whether or not
Val and I are looking at the same bill-because he suggests you
have emphasized home care as a priority; I suggest again that you
have indeed done what has to be done.

Senator MITCHELL. Pretty good job on my part, wouldn't you
say? (Laughter)

Dr. WILLGING-. I think that what is clear in your bill is that you
have recognized that the 82 percent of catastrophic health care ex-
penses incurred by the elderly are nursing home care. And that is
clear; the data make that absolutely unequivocal.

I think your bill by recognizing the fact that, yes, most Ameri-
cans do wish-where possible, where feasible, where practical-to
receive their long-term health care services in the home ultimately
with chronic debilities, the nursing home becomes the option of
choice.

Six points very briefly, Mr. Chairman, if I could; and I think in
most of these points, your bill does indeed meet what I think are
legitimate public policy interests.

As I mentioned, the first is, in fact, the merging of the public and
the private sectors. There are those who would suggest and have
suggested that a 2-year exclusionary period is too much; but I think
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that is indeed fiscally prudent but, at the same time, you are not
proposing that Medicaid be abolished.

Indeed, you are suggesting a level of effort be maintained for
Medicaid. That, I think, will deal effectively with those who are not
capable of providing through insurance or other mechanisms for
that first 2-year period.

I would disagree quite frankly with Mr. Ball in his testimony
that the period for private responsibility should come at the tail
end, rather than at the beginning. Obviously, if it comes at the be-
ginning, it makes a much more definable package in terms of the
insurance product that this legislation is trying to promote.

I agree with Mr. Halamandaris; we need a dedicated funding
source. Long-term care has too long been held hostage to the vagar-
ies of annual appropriations considerations at both the State and
the national level. If we wish to preserve quality of care, we have
to recognize that the funding source itself has got to be stable.

I think I also share Mr. Halamandaris' concerns that this is
probably the only time in history in this town-I will agree with
Mr. Halamandaris three or four times in the same testimony-
(Laughter)

On the need to make sure that, again just like the funding
source, the rate development mechanisms do not sacrifice quality
of care to budgetary considerations. We need to worry first and
foremost about the needs of the patient, the acuity levels of pa-
tients, and the legitimate costs by providers in providing the serv-
ices entailed in those acuity levels, and the geographic variations
that have to be looked to, particularly in terms of wages and sala-
ries.

I think it important as well that we recognize that rates estab-
lished for long-term care-nursing home care in particular-are
not analogous to those established in the acute care setting. At the
risk of perhaps being excessively simplistic, an appendectomy is an
appendectomy is an appendectomy.

The day of long-term care, particularly in the institutional set-
ting, can vary broadly in terms of the amenities and services pro-
vided above and beyond the base rate. And I do think it important
that consumers have the choice to be able to buy those services
above and beyond what is entailed in the rate established by the
Federal Government.

I think also, with respect to the consumer, that it is important-
if as I perceive it, Mr. Chairman-one of the purposes of this legis-
lation is to stimulate the private sector, particularly through long-
term care insurance, that we continue the process already begun to
provide adequate protections for consumers as they purchase that
product.

We support the proposals being circulated by Senator Duren-
berger in that regard, as we do the work of the National Associa-
tion of Insurance Commissioners.

And finally, Mr. Chairman, I think it important to continue to
look to Medicaid and not as a program in conflict with what you
are trying to develop, but a program that could be supportive of
what you are trying to develop.

I don't think in this Nation we wish two types of long-term
care-that available to the indigent, that available to those who
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are capable of providing either through your program, in concert
with long-term care insurance, a higher level of care.

I would strongly urge that we go beyond demonstrations and pro-
vide Federal matching to the States under the Medicaid Program if
they choose to in fact purchase insurance on behalf of the indigent
within those States.

All in all, Mr. Chairman, we think it is more than just a good
start. We think it is an excellent bill. Thank you very much.

Senator MITCHELL. Thank you, Dr. Willging. I know that your
organization is, of course, very much interested in the prospective
payment plan-the method of reimbursement-under this bill; and
I invite you to submit to us your specific, detailed comments on
how you believe such a plan should be structured as part of this
effort.

Dr. WILGING. We will do so, Mr. Chairman. Thank you.
[The prepared statement of Dr. Willging and related information

appears in the appendix.]
Senator MITCHELL. We welcome your expertise and interest in

that area. Ms. Quinn.

STATEMENT OF JOAN L. QUINN, PRESIDENT, CONNECTICUT
COMMUNITY CARE, INC., BRISTOL, CT

Ms. QUINN. Thank you very much. I am glad that you put me
between all of these providers. They are very essential to care for
older people and will continue to be so. Each component part is im-
portant.

I, too, congratulate you, Senator, on your thoughtfulness in the
development of this bill. I would like to speak to the case manage-
ment component in particular, having worked and developed ini-
tially under a 2176 waiver program in 1974 called Triage in Con-
necticut, a program of case management.

It was when Val was on the other side of the aisle, and Senator
Packwood was very helpful to us. He probably doesn't remember,
but he was back in 1974.

That became a State-wide program in Connecticut called Con-
necticut Community Care. It currently serves over 5,000 older
adults each month in a community setting who have episodes when
they need nursing home care, but our focus is really on de institu-
tionalized care.

I think that case management is a vital component of any long-
term care program. It is a successful method to address the current
fragmented service and reimbursement system. It provides for the
clients and their families a very thorough assessment, care plan-
ning using existing providers-both in the community and in the
State-a myriad of service reimbursers, and a system that is very
complicated to try to maneuver.

Therefore, it advocates as a service for the client. There is cost
benefit because you really match the client to the exact services
they need in the right amounts and at the right time; and there is
very much an educational component of the program because you
do educate families and the older adults themselves and, in some
instances, younger adults as well, as to the service system and the



44

reimbursement system for the service and how much they have to
contribute.

In today's system, there is much out of pocket expense incurred
by the family in long-term care.

The independence of the case management function, as you men-
tion in your legislation, I feel is very important. I don't believe that
it should be tied to a provider, nor do I believe it should be tied to
the reimbursement system; and the case management agency does
have better control if it can control the resources for some of the
services ordered.

In terms of creating an infrastructure of case management serv-
ices around the country, I think that is beginning. There are ap-
proximately 10 national case management agencies that are begin-
ning to work together to develop a uniform method of providing
quality case management services.

The National Council on Aging very soon will come out with
standards for case management which will help in that effort. So, I
think the infrastructure is being developed in terms of the case
management.

I do believe that the case manager function does save money for
the payer, as well as meet the needs of the individuals themselves.
We have a 2176 Medicaid waiver program in Connecticut that we
are administering, and there is cost saving in that program by pro-
viding community services in lieu of the nursing home services
when it is appropriate.

I feel there is a great need for creating viable service delivery al-
ternatives for relieving families of the stress that they are experi-
encing right now, that services should be provided in a diversity of
locations, and that there should be some financial protection for
older people against the catastrophic costs of long-term care, not
acute short-term care, but long-term care; and that really partner-
ships forged between the client, the private and the public sectors
are really a response to this problem. Thank you.

[The prepared statement of Ms. Quinn appears in the appendix.]
Senator MITCHELL. Thank you very much, Ms. Quinn, and all of

you for your very thoughtful and informative testimony.
Senator MITCHELL. Senator Packwood, do you have any ques-

tions of this panel?
Senator PACKWOOD. No, I have no questions. I will just restate

what I said when you were not here before, principally to Mr.
Salisbury.

A long-term care bill is coming-no question about it. For those
who want to put up their hands and say "No," they are going to
get rolled over. Maybe we will pa.1 a bad bill if we don't have their
help; but we are going to pass a b; :1.

And I would love to have the private sector involved in this to
the fullest extent they can be involved, but, for whatever reasons
choose to be only minimally involved, it will happen.

Senator MITCHELL. I think if I could comment on that, Senator, I
agree with you. I have seen an interesting, somewhat disturbing,
transformation occur in abuse of the private insurance industry
over the past year. I have been meeting with them regularly. I
have had dozens and dozens of meetings.
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At the outset, when I inquired as to what the most difficult ob-
stacle was to the development of private insurance in the field, I
was told it was the inability to specify or identify the risks. That
led me to the concept of a substantial exclusionary period, to pre-
cisely define the risk.

When I initially proposed it-in fact we had hearings last year
on the subject-a substantial portion of the irdustry was support-
ive of the concept, not all. Gradually, over time, the industry ap-
pears to be operating on the belief that they can defeat any effort,
that there isn't going to be a bill; and their best tactical approach
would be to oppose any effort.

I have tried to make the point which you just made. I think
something will occur, and the choices very likely are to be either
the kind of exclusionary period I have proposed or something along
the lines that Mr. Ball has proposed; and I know that Senator Ken-
nedy has publicly stated his proposal-that is, first day, first dollar
coverage.

So, I think obviously everyone will act out of what they perceive
to be their self-interest, but I think there is a profound misjudg-
ment being made that could result in something that is much less
desirable from the industry's standpoint.

I think something is going to happen. We have tried to make pro-
vision for that development here, particularly in the tax provisions,
which I think will be helpful. But I sure welcome your interest and
participation, and we are very grateful to you, ladies and gentle-
men, for your testimony.

As I indicated in my requests to Mr. Halamandaris and Dr.
Willging, we look forward to your further input on the areas in
which you have a special expertise and interest.

Ms. Quinn, I have had the pleasure of meeting with you before
and receiving advice from you; and I think case management is
going to be a critically important part of this or any other pro-
gram, both to assure quality and to control utilization.

Dr. Von Behren, I might say I had the pleasure of visiting an
adult day care center in Maine, as I was in the process of develop-
ing this legislation, to see for myself how it functioned and what
services were offered. It was a very heart-warming experience and
I am pleased that it is included in the bill; and we look forward to
reviewing your suggestions for improving it even further.

That concludes the hearing. I thank everyone very much, and we
look forward to working with you all on this in the future.

Oh, I apologize. Excuse me one second. (Laughter)
Senator ROCKEFELLER. Mr. Chairman, I had one question.
Senator MITCHELL. Senator Rockefeller sneaked in without my

observing him, and I am very embarrassed and apologetic. Senator
Rockefeller, please, do you have any questions?

Senator ROCKEFELLER. I mean, I recognize that I am junior
around here, but-(Laughter)

Senator MITCHELL. Well, there goes one vote. (Laughter)
Senator ROCKEFELLER. Just one question for Mr. Halamandaris.

The extended family is such a powerful concept generally, and it
certainly is in West Virgiiia. One worries that if Medicare started
to pay for home care services there couid be an instinct on the part
of some families, which have been doing so much and making so
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many sacrifices, to retreat from this process of so-called "informal
care" in the home.

Now, I recognize that it is not one extreme or another; but my
question is about this connection between Medicare payment and
informal family care do they conflict?

Mr. HALAMANDARIS. Senator, I appreciate your concern. There
have been a number of studies, most recently one that was released
by the Brookings Institution, in which this was evaluated pretty
thoroughly; and the studies are unanimous in their conclusion that
that kind of substitution does not happen.

Indeed, the opposite happens, that the families continue to care
for their elderly, even to the point of breaking. In other words, the
family will fall apart-the stresses are so great-that they carry
the burden beyond the point where they are able to cope with it.

I suggested in my comments that we need to do more to educate
families on how to bear that burden and educate them on how to
care for their own. But I am not concerned that, if the Government
were to suddenly make some benefit available, that families would
begin to dump their senior citizens into nursing homes or substi-
tute the paid care for nonpaid care.

The evidence just isn't there to support that; it is on the other
side of the ledger.

Senator ROCKEFELLER. Thank you very much. Thank you, Mr.
Chairman.

Senator MITCHELL. Thank you, Senator Rockefeller, and I apolo-
gize again. The hearing really is now over.

[Whereupon, at 12:17 p.m., the hearing was adjourned.]
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OPENING STATEMENT OF HON. GEORGE J. MITCHELL, A U.S.
SENATOR FROM MAINE, CHAIRMAN OF THE SUBCOMMITTEE
Senator MITCHELL. Good morning, ladies and gentlemen. Today,

we will hold th. second in a series of hearing on the Long-term As-
sistant Act of 1988. Specifically, we will discuss today the role of
private insurance in the development of a comprehensive long-term
care policy. We will also hear from those who administer long-term
care programs in the States in, an attempt to learn from their expe-
dience.

When I introduced this legislation I did so to begin a national
dialogue on the delivery and the financing of long-term care. This
bill is not presented as the ultimate solution to the problem or
even the best solution. It is rather an effort to begin a process that
hopefully will culminate and reforming the way long-term care
services are delivered and paid for.

Nearly all States spend at least half of their Medicaid dollars on
nursing home care for the elderly. The financing of long-term care
is dominated by out of pocket cost of the elderly and the Medicaid
program, a program intended to provide basic health care to the
poor of all ages. Medicare pays for only about 2 percent of nursing
home costs nationally.

Private insurance coverage for long-term care is in its infancy.
Very few policies exist, and those that do are often inadequate to
meet the cost of care.

Under my bill, nursing home benefits would be available to those
Medicare beneficiaries who qualify, Medicare would begin to reim-
burse for these costs after a 2-year exclusionary period. After the
exclusionary period, reimbursement would be available for an un-
limited period but a 30 percent co-payment would be required.

The exclusionary period for the nursing home benefit is the sub-
ject of much debate. Some do not support this concept; others be-

(47)



48

lieve a private/public partnership for long-term care is the only
feasible way to proceed.

The proposal for nursing home care is the result of substantial
consideration and is a compromise. The trade-off between benefits
and cost is real. The length of the exclusionary period is pivotal. A
short exclusionary period will provide a much more comprehensive
benefit with coverage available more generally, but with an ex-
tremely high public price tag. A longer exclusionary period de-
creases the public cost but provides less relief for those forced into
poverty by spending down into Medicaid.

My approach has been to decrease the exclusionary period as
much as possible, given realistic funding limitation. Decreasing the
exclusionary period dramatically increases the cost. Moving from a
2-year period to a 1-year period in 1993 will increase the cost by
$10 billion a year.

A central factor in whether or not my approach succeeds is the
response of the private insurance industry. If private long-term
care insurance becomes widely available at reasonable cost this ap-
proach will succeed. I have had many, many discussions with rep-
resentatives of the insurance industry in an attempt to determine
what level of response can be expected in the development of long-
term care insurance. The subject has been of interest to many orga-
nizations and many members of Congress.

The policy issue we face is how to target our limited public re-
sources to the elderly most in need while at the same time retain-
ing the social insurance contract that exists throughout our Social
Security system. The issue is not trivial nor easily solved.

This proposal has been criticized from two diametrically opposite
points of view: Those who prefer a program providing full and com-
prehensive coverage, that is, for reimbursement of nursing home
expenses from the first day of eligibility, they say my bill doesn't
go far enough; those who are opposed to any Government program
and are opposed to any new revenues to pay for any such program
say it goes too far. So it is important that it be clearly understood
what this proposal is and what it is not. It is not a comprehensive
public program to provide reimbursement for all services rendered.
It is, rather, in its public aspect intended to protect American fami-
lies against the catastrophic cost of very long-term care. It is a
form of public insurance policy against the extraordinary expense
of very long-term care that will be incurred by a minority of elder-
ly Americans who cannot be individually identified in advance.

Obviously the gap in the public program is created by the exclu-
sionary period. The bill seeks to fill that gap by encouraging the
development of private insurance to cover expenses during that
period.

I seriously considered a wholly comprehensive Government pro-
gram, but. elected the alternative contained in the bill for two rea-
sons. First, our health care system is already part public and part
private. Although there are shortcomings in that structure, on bal-
ance it has provided most Americans with ready access to high
quality medical care. This bill extends that structure to the prob-
lem of long-term care.

Second, the cost of a fully public program is very high, making
its political feasibility doubtful. It will be extremely difficult to
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gain the necessary support for ev3n the limited program suggested
in this bill. The broader the coverage, the higher the cost, the more
difficult enactment becomes.

There is a tension growing between the need to allocate our
scarce resources to meet the most urgent needs and the desire to
support the social insurance concept in which benefits are not re-
lated to income. This bill tri d to do both. It is based on. the social
insurance concept that once a beneficiary becomes eligible for ben-
efits, and the exclusionary period expires, the benefits are identical
for all beneficiaries regardless of income.

I look forward to the testimony to be presented by our witnesses
today. It will take a concerted effort by the Federal and State Gov-
ernments, advocates for the elderly, and the private insurance in-
dustry to determine the best way to develop a national policy for
the delivery and financing of long-term care.

I am pleased to be joined today by the distinguished former
chairman of the full committee, Senator Packwood. Senator, do you
have an opening statement?

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator PACKWOOD. I do, Mr. Chairman. Thank you. And I know
the criticism that you are taking from those on one side who feel
that you have too big an exclusion, and people are going to have to
pay too much up front, and some of the criticism that Senator Moy-
nihan took on his Welfare Reform bill, that it did not go far
enough. I come at this from a slightly different viewpoint in terms
of how it might be produced. Part of it comes from my experience
when I was a labor lawyer, bargaining contracts, representing em-
ployers. I would look at it as follows. Are the people in the country
entitled to long-term care? Do they deserve it? Do they need it?
Yes. Can they afford it personally? In most cases, no. A few can.
Even if they were to be frugal and put money aside, it is unlikely,
because the amount that they would have to put aside for any sub-
stantial stay in a nursing home is more than most people can
afford. If the Federal Government were to provide it, do we do it
any more cheaply than if it is provided by private industry? And
there I hope the argument that used to exist 20 or 30 or 40 or 50
years ago, that if we eliminate the middle man, the Government
can do it cheaper, is gone.

Anyone who looks at any GAO reports over the last 50 years or
anyone who has had any hands-on experience in Medicare or Med-
icaid or the Government management of anything where we actu-
ally are involved in the program, is hard-pressed to think that we
can do it cheaper than private enterprise. Are we more humane?
Are we better managers? I don't think so.

I have always wondered how we won wars with a Government
army until I realized we are fighting other Government armies.
(Laughter)

And as long as we have superior productive power we can grind
them down.

We have had some successes in social be-nefits provided by em-
ployers in the past. Workers' comp is a good example. The Federal
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Government, even State governments, are not particularly involved
in the management-a few States where they have monopoly sys-
tems--but the bulk of them are not involved in the management of
workers' compensation. They pass a statute, say if you lose a hand
you are entitled to $20,000, whatever the statute says. Then we say
to the employer, all right, Mr. and Ms. Employer, you go out, and
you buy from Aetna, Continental Casualty, or Employe's Mutual,
wherever you want to buy it, but you have got to make sure that
your employee gets $20,000 if they lose their hand.

We set the standards; we do not attempt to manage the program.
And we do somewhat the same in unemployment compensation. A
little stronger hand on it, but, by and large, it is employer-fi-
nanced, and we give the States some leeway in the standards, and
we say as long as you have sufficient reserves, and put the money
together, and there is unemployment, people collect it. It has
worked not badly as a system.

Health coverage for the average employee is a different situa-
tion. We did not mandate it, but here is where my experience in
labor law comes in.

Years ago we changed the law so that the value of health cover-
age provided by employers was not counted as taxable income to
the employee. It makes no difference to the employer whether the
employer pays you $100 worth of wages, which is a deductible busi-
ness expense, or $100 worth of health benefits by the policy, which
is a deductible expense. It is the same $100 for the employer. But
to the employee, they pay tax on $100 in wages and they do not
pay tax on $100 in health benefits.

loin the 1950s-unions began to bargain for health benefits and
the business agent understood it very well. The business agent un-
derstood the difference between taxable free fringes and taxable
income. The employers, ironically, fought health insurance only to
the extent that they thought it made their total cost too much, be-
cause they were thinking in their mind, I am willing to pay a cer-
tain total compensation. Let's say it is $5 now. They did not care
whether it was $4 in wages and $1 in fringes, or $4.50 in wages and
50 cents in fringes. They were thinking of total compensation. All
they didn't want to get dragged into was some fringe benefit pro-
grams where the costs might escalate so badly, and people had
gotten used to it that they would not be able to control their costs
in the future.

And here, interestingly also, the unions had great success, and
their greatest success probably ended up producing one of their
greatest failures.

The employers, sort of half willingly but not fully willingly, went
along with this health coverage. Those employers who did not want
to be unionized went along with it because they did not want to be
unionized, and they did not want the union employers and the
union to be able to say, join our union; you will get health benefits.

And so gradually the union succeeded in providing, first, perva-
sive coverage for union employers and then pretty pervasive cover-
age for non-union employers. And so in the 1960s when the AFL-
CIO had as one of its top items national health insurance, they, at
the same time, were bargaining to provide-and they meant Feder-
al health insurance-through the work place. And, finally, they
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were so successful in providing it through the work place that the
demand for national health insurance disappeared.

You take the average Jane and the average Joe in this country
working at the shoe store, working at Nords Drugs, working in the
lumber mill, you go to the coffee shacks. They will ask you about
gun registration. They will probably ask in a moment about Carl
Rowan it would be my guess if we go to the coffee shack. They will
ask about abortion. They will ask about cigarette taxes. They do
not ask about national health insurance, because it has been taken
care of for the average. Not for the 35 million that Senator Kenne-
dy would cover-those are not workers; that is workers and de-
pendents; they do not have any coverage. But if you mean 35 or 36
or 37 million people in this country, counting dependents, are un-
covered, it means about 200 million people are covered.

So as we look toward long-term care, should we simply say either
the Federal Government has to provide it or encourage it, or would
there be a way that it could be mandated on employers and the
employers pay for it, because, in the long run, they are going to
pay as much, whether they provide it themselves, or whether we
tax them and provide it.

And one of the frustrations I find, if you were to say to an em-
ployer, because they opposed, of course, workers compensation
when it came on and unemployment compensation when it came
on. They opposed social security when it came on. They opposed
even withholding as an undue expense when we began to withhold
taxes on employees. They will argue they cannot afford it. And
then their associations will argue against any kind of Federal cov-
erage, and then they will get something they do not like, badly
managed, overly priced, for which they will pay.

So I would hope we could reach some accommodation where the
great bulk of this could be provided through the work place. And it
could, and it will not be any more expensive than if we try to pro-
vide it any other way. But if we do not succeed in providing it
through the work place, it is going to be provided anyway.

The train is coming down the track, and I would rather have the
opponents on it than under it. But it is coming down the track in
any event, and the choice is really more theirs I think than ours as
to how it is handled.

Thank you, Mr. Chairman.
Senator MITCHELL. Thank you, Senator Packwood.
We are pleased to be joined this morning by the distinguished

Senator from California, Senator Wilson, who has long had an in-
terest in this area, and has legislation affecting Federal employees.
Senator Wilson, welcome, and we look forward to hearing from
you.

STATEMENT OF HON. PETE WILSON, A U.S. SENATOR FROM
CALIFORNIA

Senator WILSON. Thank you very much, Mr. Chairman. Let me
congratulate you and Senator Packwood on excellent statements,
very thoughtful statements, which I think have been not only pro-
vocative but provided an interesting setting for what I wish to offer
this morning.
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I thank you for the opportunity of coming to address the distin-
guished subcommittee.

Mr. Chairman, this April when you introduced your S. 2305, I
heard you say at the time of introduction that you hoped to begin a
national dialogue on the delivery and financing of long-term care. I
want to participate actively in the dialogue and in the process of
reforming the way our country approaches ensuring access to long-
term care.

These hearings on your long-term care bill have enormous sig-
nificance to the whole of Congress, particularly after the House
vote on the Pepper bill last week. I think defeat of the Pepper bill
confirms much that you and Senator Packwood said this morning. I
think it is a pretty clear indication that Congress still has grave
reservation about committing substantial Federal funds to finance
a further expansion of Medicare, or as you described it, a package
that is totally Government-financed as opposed to the approach
that both you and Senator Packwood have placed a strong empha-
sis upon this morning, that is, some combination of a public and
private treatment of this problem.

Most members I think would agree that Congress can find a
viable solution to this problem without imposing what they consid-
er unrealistic new expenditures upon the Federal Government or
upon those who pay for Medicare coverage.

Now despite the very hard, and the very thoughtful, very careful
work which has gone into your bill-and I really do think that it is
a very extraordinary effort-it seems to me that there is also
reason to believe that the cost of that bill alone will likely make it
difficult for a majority of the 100th Congress to swallow. But that
does not mean that we cannot make progress, and that Congress
cannot and will not at least take some first step, perhaps some
more targeted long-term care, so the bill can pass this year as we
continue to wrestle with the complexities of comprehensive bills
such as your own.

Everyone in this room knows the urgency of finding ways to
make affordable quality long-term care coverage available to the
many Americans who need it. And while I think that Senator
Packwood's fascinating historical treatment of how those who pro-
posed a comprehensive treatment actually incurred a kind of pri-
vate participation that perhaps invalidated their long-term goal. It
is I think very much true that there does need to be a new ap-
proach taken. If their succ-ss no Aonger produces that issue as the
most topical in the coffee shop, it is, nonetheless, true that even in
comparison with so-called catastrophic illness, the knawing anxiety
of the need for long-term care, of sustained nursing home care, is
increasingly a concern of older Americans. I guess we are once
again proving what Clare Booth Luce said when she said that no
good deed goes unpunished. American medicine has been rewarded
by a great success in allowing us to live longer and in most in-
stances live better. But as we grow older and geriatric concerns
become more and more a part of medical school curricula, it is nec-
essary too that we find a way to respond to that knowing anxiety
as to how Americans, as they do grow older, will be able to obtain
and afford the kind of nursing home care that is increasingly their
expectation.
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As you pointed out in your statement, Medicare covers only 2
percent of nursing home expenses, private insurance coverage only
1 percent. That-means that Medicaid and uninsured individuals
now must struggle to cover the majority of the financial burden
that long-term care makes necessary.

And every time I go home to California I hear stories of anxiety
and fear from the elderly and from their children concerned with
how they will be able to provide decent care, care that they will
have to afford, along with their other burdens, for their parents.

Working individuals worry that without affordable long-term
care insurance they must save enough money to try to protect
themselves against the eventual enormous cost of long-term care.

Retired elderly who still live independent lives, agonize that at
any day they may lose everything they have worked for if they sud-
denly sustain an illness which makes unaffordable the high rates
of private insurance or the even more devastating cost of having to
try to find and obtain nursing home care for a prolonged period.

Those living now in nursing homes live in anxiety and fear as
they continually spend down their savings and risk becoming im-
poverished in the way that you have already detailed.

So while Congress labors over how to help those individuals suf-
fering right now, because they did not have the opportunity to plan
ahead for their long-term care need, and very likely could not
have, as Senator Packwood said, even had they been so prudent as
to try to set something aside, it seems to me that even in that set-
ting we can do a great deal to make sure that today's workers, and
perhaps even today's independent retirees, do not find themselves
in that same very distressing situation as they grow older.

I have seen many interesting proposals which would encourage
private insurance companies and employers to offer quality long-
term care coverage. The finest idea I have seen thus far has come
from the Office of Personnel Management. Senators Dole, Duren-
berger and I have since drafted and introduced legislation, S. 1738,
based on OPM's proposal, and I hope to add other distinguished
members of this committee as cosponsors of S. 1738 because it
seems to me that it proposes one part of the solution to this prob-
lem.

OPM proposes to offer optional nursing home and home health
care coverage to Federal employees who want it, and at the same
time provide what may very well be a model that can be emulated
by General Electric, the University of California, large labor union
pension funds. Simply stated, the idea is for a convertibility of
group life insurance to prepaid long-term health care.

When a young breadwinner selects among employer-offered bene-
fit options, the kind of security that he hopes for his young family,
he or she most likely will buy life insurance, group life insurance
determined to provide security to that young family. But once
those children have begun to grow up, once they have in fact
become largely independent, that same employee, quite reasonably,
finding himself confronted with an entirely new set of challenges,
finds that he really has no way to deal with those new circum-
stances at the present time.

Now what we hope for is that the Federal employee who has
been enrolled in FEGLI, the Federal Employees Group Life Insur-
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ance plan, will be relieved of that worry by having the opportunity
to convert some part of the face value what is presently group life
insurance to prepaid health care, and, specifically, to up to as
much as 3 years of nursing home care.

Once those children have left the nest, and that Federal employ-
ee is compelled to worry about his or her own independence in old
age, and about becoming a burden to those children, we hope that
OPM's plan will allow Federal employees, regardless of their
health status, who have reached the age of 50 and participated in
the life insurance program for 10 years, to convert their life insur-
ance to long-term care insurance at no additional expense to the
Federal Government and at only a very reasonable additional cost
to the insured.

Since long-term care insurance cost more than life insurance, the
employee would have to pay a small additional premium, which we
calculate with actuaries to be about $11 per pay period. But the
Federal Government would simply redirect the contribution that it
now makes as the employer toward the employee's life insurance to
ensure long-term care.

These two sources, plus the reserves in the employee's life insur-
ance fund, would pay for the new benefit and keep premium cost
down. OPM would also make coverage available to spouses, al-
though the employee would have to pay the full cost of the premi-
um without an employer contribution.

There is now a pool of over 3 million Federal workers, 3.1 million
to be exact, who offer a very tempting incentive for insurance car-
riers to develop a competitive long-term care insurance program.
To date, only about 423,000 long-term care insurance policies have
been sold. Ninety percent of Federal employees participate in
OPM's life insurance program, and some 655,000 would immediate-
ly become eligible when and if S. 1738 became law.

This proposal alone could double the number of people in this
country who currently hold long-term care coverage.

Just as importantly, by taking the lead to create a market in this
area-and I submit that the market is there and I think your state-
ment this morning, Mr. Chairman, indicate your belief as well that
it is-the Federal Government can create a long-term care domino
effect. With more insurance carriers entering the market, and with
existing programs able to expand to offer competitive services, I
think that as a result we will find competition and that the prices,
of premiums will fall. And as they fall, if that price reduction
occurs, it will presumably make it possible for private companies
and for State and local governments to offer a long-term care in-
surance benefit plan and for individuals to purchase their own pri-
vate coverage.

Currently, private long-term care insurance does not play a
bigger role because most individuals and employers simply cannot
afford the high cost of the premiums.

And as two of today's panelists, Alice Rivlin and Joshua Weiner,
point out in their excellent new book, "Caring for the Disabled El-
derly":

Group insurance especially geared to the nonelderly population would potentially
address the problems of high cost and adverse selection. Premiums should be lower



55

in employee-based group policies because... people would be able to contribute over
their entire working careers, allowing reserves to build.

Plans such as OPM's will make long-term care insurance avail-
able to the middle class and take it out of the realm of a benefit
available only to the wealthy.

Currently, Congress does not have a concrete understanding of
just how far the private sector can go to meet future long-term
care needs. It is difficult to decide what role the Federal Govern-
ment must play in filling the gaps before the private sector has
fully defined what it is willing and able to do before it has fully
developed its potential.

Mr. Chairman, in your bill, you create a public/private partner-
ship 4.n meeting the Nation's need for long-term care insurance.
The vote on the Pepper bill signaled that Congress hesitates this
year to move ahead in defining the public side of that partnership.
But I believe members are ready to facilitate development of the
private partner and afford the private sector the opportunity to
define just how large a role that it can and will assume. S. 1738
does just that. The data that will result from increased private
sector activity in this area will be invaluable as Congress considers
more comprehensive proposals in the future.

Thank you again, Mr. Chairman, for the opportunity to speak on
a subject of critical importance, and thank you for your very
thoughtful pioneering work. I look forward to working with you to
develop a national policy on long-term care. It seems to me that S.
1738 offers a very substantial opportunity to the private sector to
respond to a very real need, and thereby perhaps reduce the
impact that taxpayers will ultimately have to pay for those who
cannot participate in this manner of insuring themselves.

Senator MITCHELL. Well thank you very much, Senator Wilson,
for a very thoughtful statement about what I think is a very inter-
esting and thoughtful bill. And I know that all of the members in
this committee will seriously consider that as part of the discussion
of long-term care insurance. And as you suggest, moving in that
area may provide us with data that will help us in establishing a
broader policy later. So I am very grateful to you for coming today
and for presenting your legislation.

Senator Packwood?
Senator PACKWOOD. No questions.
Senator MrrCHELL. No questions. All right. Thank you very

much, Senator Wilson.
Senator WILSON. Thank you, sir.
[The prepared statement of Senator Wilson appears in the appen-

dix.]
Senator MITCHELL. I would ask the first panel to take your places

at the witness table. Joshua Wiener, Senior Fellow, and Alice
Rivlin, Senior Fellow, at the Brookings Institdtion; Charles Atkins,
Commissioner of the Massachusetts Department of Public Welfare,
testifying on behalf of the American Public Welfare Association's
National Council of State Human Service Administrators; Robert
Dobson, Chairman of the Committee on Health, the American
Academy of Actuaries; and Ricbard Curtis, President of the Center
for Health Policy Development, and Executive Director of the Na-
tional Academy for State Health Policy.
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And we are pleased to be joined by Senator Heinz, who both as a
member of this committee and as a long-time chairman of the
Senate Committee on Aging, has been one of the most important
contributors to care and protection of America's elderly. So. Sena-
tor Heinz, we are pleased to have you here this morning. Do you
have a statement you would like to make?

OPENING STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA

Senator HEINZ. Mr. Chairman, I would ask unanimous consent
that my statement be a part of the record. I look forward to hear-
ing our witnesses this morning. I just want to take a moment to
commend you on these hearings and on the legislation that you
have introduced as chairman of this subcommittee. A number of
us, including myself, are pleased to cosponsor your legislation. We
do so in recognition of the fact that this is a subject that is a very
serious one for a growing number of people. It is one which has re-
ceived very little attention except in academic circles over the last
5 or 6 years for several reasons. Probably the most import ant
reason is that for the most part senior citizens, in particular, and
their families, in general, generally thought that Medicare covered
them for most of their health care needs.

As recently as 1984, the AARP membership, which is in excess of
20 million senior citizens, thought that Medicare would take care
of their long-term costs. This, fortunately-I said fortunately-is an
attitude that has changed, in part to the discussion of the cata-
strophic illness legislation where there was a great effort made on
all our parts to make clear that Medicare and the catastrophic in-
crement of it-which is only that, an increment of acute care cov-
erage-did not in any way attend to home health care or nursing
home care. Second, is the fact that Americans are living longer;
that there will be in 20 or 25 years as many Americans over age 80
as there were over 65 when Medicare was enacted roughly 20 some
odd years ago, gives us an idea of how our population and its needs
is changing. And it is a fact of life that if you are fortunate enough
to get up to four score years, let alone four score years and five,
that you are a candidate at an increasing rate of risk of the need
for nursing home or intensive home health care.

And for those reasons this subject is no longer an academic
matter. It is a subject that more and more Americans will be
coming face to face with. And the purpose of these hearings is to
make sure that we are prepared. And I commend you, Mr. Chair-
man, for your work in that regard.

Senator MITCHELL. Thank you very much, Senator Heinz.
We will begin with Dr. Wiener and Dr. Rivlin, appropriately

enough, since they have just completed a 3-year study published by
the Brookings Institution last mo'th entitled "Caring for the Dis-
abled Elderly, Who Will Pay," and who are recognized as two of
our Nation's foremost authorities on this subject, both of whom
were consulted and whose contributions are reflected in part in S.
2305. I don't want to tie you too closely to it so you can feel free to
criticize it. As they say in the foreword to most books, "The advice
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is yours; the final views are mine." And we now look forward to
receiving your views.

I say to you, both of whom have been before many congressional
committees and are familiar with the rules, and for the benefit of
all other witnesses, under the committee rules, all written state-
ments will be placed in full in the record. In order to encourage
and exchange between the members of the committee and the wit-
nesses, we limit oral remarks to 5 minutes per witness. And to
assist you in determining that, the panel of lights before me oper-
ates just like lights on the road. The green light means keep going;
the orange light means slow down; and the red light means stop.
So we will begin with Dr. Wiener. Welcome. Are we going to begin
with Dr. Rivlin?

Dr. RIVLIN. Actually I get to read the statement and he gets to
answer all the hard questions.

Senator MITCHELL. All right.

STATEMENT OF ALICE M. RIVLIN, Ph.D., SENIOR FELLOW, THE
BROOKING' INSTITUTION, WASHINGTON, DC, ACCOMPANIED
BY JOSHT§A M. WIENER, PH.D., SENIOR FELLOW, THE BROOK-
INGS IN'iTITUTION, WASHINGTON, DC
Dr. RVLIN. Mr. Chairman, we are delighted to be here to assist

the committee in any way we can as you tackle this hard issue.
The reasons why long-term care is such a serious issue have been

so eloquently stated by you and by the other Senators that I don't
think I need to go into them. We have, as you say, just completed
this study. We are very pleased to make it available to the commit-
tee and to draw on the findings as you consider the bill, S. 2305.

We strongly support the general approach to long-term care fi-
nancing embodied in S. 2305, especially in two important respects.
First, we share the view that long-term care expenses should be
recognized as a normal risk of growing old. They should be planned
for; they should be insured against.

Second, we believe that solving the problem of financing long-
term care will require major efforts of both the public and the pri-
vate sector. There are those who contend that the private sector
can become the dominant form of long-term care financing. Our
analysis suggests that this is unlikely. Even with fairly generous
assumptions about who would participate and the willingness of in-
surers to offer policies, private sector approaches are unlikely to be
affordable by the majority of the elderly, to finance more than a
modest proportion of total nursing home expenditures, and to have
more than a small impact on Medicaid expenditures and the
number of people who spend down to Medicaid financial eligibility.

At the other end of the political spectrum, there are those who
argue that we should have very comprehensive public long-term
care, but that also seems unlikely and undesirable, unlikely in the
present state of the budget and possibly undesirable for the reasons
stated by Senator Packwood.

So S. 2305 reflects a new view which we share: Neither public
nor private sectors can be expected to carry the full burden of
paying for long-term care. We need to increase the roles of both.
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A key element, as the Chairman pointed cut, in S. 2305 is a 2-
year elimination period before the public program begins to pay for
nursing home benefits. On average, this amounts to a $44,000 de-
ductible, and in some areas of the country considerably more than
that. Thus, the universal availability and aggressive marketing of
inexpensive private long-term care insurance to cover the elimina-
tion period is crucial to this approach.

If affordable private insurance is not widely available, many
people will continue to impoverish themselves during the elimina-
tion period, much as they do under the current system.

The reason for choosing such a long elimination period, of course,
is to moderate the size of the incremental taxes necessary to pay
for the catastrophic portion of the program.

From the prospective of potential nursing home patients, howev-
er, this is a risky strategy. As has been pointed out, only about 2
percent of the elderly have any private long-term care insurance at
present. So the crucial question is whether a large majority of the
elderly would buy the insurance necessary to cover the 2-year
elimination period.

The bill reflects the hope that reducing the time period for which
an individual would need private insurance coverage to 2 years
would make such insurance more affordable. That is clearly right.
Two years of nursing home coverage should be cheaper than, say, 6
years.

Assuming that all the elderly who had at least $10,000 in non-
housing assets, and who could afford insurance at 5 percent of
their income bought one of the currently available 2-year private
insurance policies, then,-by 2018, we estimate that perhaps 70 per-
cent of the elderly might have coverage. Given that 72 percent of
the elderly currently have some Medicare supplemental insurance
coverage, it is unlikely that private long-term care insurance will
exceed this level of market penetration.

Now that is a lot, but there are some important caveats to this
estimate. The insurance policy that we simulated has limitations to
it and making it less limited would make it more expensive.

The Social Security Administration actuaries estimate that a
year nursing home insurance policy with a 90-day elimination
period, but without the other restrictions that the current policies
have, would cost significantly more than the insurance policy that
we modeled, and that, therefore, fewer people would be able to
afford it.

There we also substantial supply side questions which I will not
go into here about whether the insurance industry can get itself to-
gether to market these kinds of policies. I think it is an open ques-
tion. And if one were to move ahead with this kind of bill, there
would be other protections that we would suggest, detailed in the
statement, to protect the population against being pretty much in
the same situation they are in now necessary to impoverish them-
selves to get down to Medicaid.

Thank you, Mr. Chairman.
[The prepared statement of Drs. Rivlin and Wiener appears in

the appendix.]
Senator PACKWOOD. Doctor, thank you. Mr. Atkins.
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STATEMENT OF CHARLES ATKINS, COMMISSIONER, MASSACHU-
SETTS-,DEPARTMENT OF PUBLIC WELFARE, TESTIFYING ON
BEHALF OF THE AMERICAN PUBLIC WELFARE ASSOCIATION'S
NATIONAL COUNCIL OF STATE HUMAN SERVICE ADMINISTRA-
TORS, BOSTON, MA
Mr. Atkins. On behalf of my fellow welfare commissioners from

across the country I would like to congratulate the committee for
the tremendous progress you have made drafting thoughtful legis-
lation to restructure the delivery and financing of long-term care.
With demographic projections pointing to a rapidly growing elderly
population, it is certain that total long-term care cost will increase
dramatically, as you well know, from about $40 billion a year now
to as much as $120 billion annually by the year 2020. It is far less
certain how we will pay for this care or whether the dollars spent
will provide the best quality care and the most appropriate setting.

Your bill would take us a long way towards a system that can
control costs and distribute them fairly. It increases the public in-
vestment in cost effective community-based care which will gener-
ate savings by reducing reliance on more costly nursing homes and
hospitals. Equally important, it creates incentives for families and
individuals to finance part of their own care, limiting the up front
public investment required to generate long-term savings. And per-
haps of most import it seeks to relieve some of the burden on Med-
icaid, allowing Medicaid to do a better job for the low income fami-
lies and children whom it is primarily responsible for serving.

I have submitted for the record a statement outlining the Na-
tional Council of State Human Service administrators position on
the bill's specific provisions, and I wanted to take this opportunity
to share with you our efforts in Massachusetts to invest in afford-
able cost effective long-term care while at the same time develop-
ing alternative financing measures, including long-term care insur-
ance.

This year, the Massachusetts Medicaid program will spend
nearly half of our Medicaid budget on institutional long-term care
in nursing homes and chronic care hospitals. Medicaid is by far the
largest buyer of long-term care, funding some 70 percent of all
long-term care beds in the State. If the number of elders grows at
projected rates and Medicaid share of cost does not change, Medic-
aid's liability for nursing home care in Massachusetts could soar to
$1.5 billion by the year 2020. To try to slow this enormous potential
cost increase, we are developing a new program called "Elderly
Choices" that identifies elders at risk of nursing home placement
and provides them with community based support. They need to
remain at home with lower costs.

Elderly Choices is based upon our experience with the Employ-
ment and Training Choices program, known as ET, which we
began in October 1983. Through ET we proposed to place 50,000
welfare recipients into jobs and save $150 million over 5 years.
Next week, three months ahead of our 5-year plan, Governor Duka-
kis will announce ET's 50,000 placement. Just for the job place-
ments made through last calendar year, we estimate that after de-
ducting all program costs, ET has saved $132 million in reduced

91-983 0 - 89 - 3
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welfare benefits and increased revenue since these former welfare
recipients are now taxpayers themselves.

The relevancy of ET to long-term care is that when we first
started ET we spent more on the up front investment than we
saved. Despite losses in the first year, we were able to win support
from our legislature for additional resources in the second year by
demonstrating that welfare recipients were getting good jobs
through ET and leaving welfare. And by the end of the second year
we more than broke even.

It is this kind of investment and savings strategy we are pursu-
ing with Elderly Choices. This new program aims to ensure that
elders have access to a wide range of health services provided in
their homes or in the community, such as home health private
duty nursing and preventive health care. And to coordinate the
care and control otherwise fragmented system of community serv-
ices with many points of entry, Elderly Choices includes centralized
in-take offering one package of services, followed by ongoing case
management and managed care.

How will a program like Elderly Choices in the legislation before
you today save money or at least slow the growth of long-term care
cost? In four ways;

One, preventing or delaying expensive nursing home stays which
cost, an average of almost $25,000 a year compared to an average
of $10,000 or less for most community-based care;

Two, coordinating previously unmanaged community-based care,
reducing duplication and inefficient use of services;

Three, risk sharing with providers of community-based services
through performance-based contracts just as we developed in our
ET program that reimburse providers for services at a flat fee
amount for recipients.

And, four, high cost case management. Elderly Choices will be
linked with an overall Medicaid effort to identify hospitalized,
high-cost patients who may be more appropriately cared for in
community-based settings or even at home, again at lower cost.

Mr. Chairman, your committee's leadership in attempting to
reform the delivery and financing of long-term care has put the
issue squarely in the public spotlight. Since Congress has recently
moved to support catastrophic coverage under Medicare, I am
hopeful it would also move forward with your bill.

If our experience in Massachusetts with ET and Elderly Choices
is any indication, taxpayers will support a plan which can finance
itself such as you have proposed, not just from premiums and co-
payments and other direct revenue measures, but by creating in-
centives and resources for the growing elderly population to
remain in their homes longer and avoid costly nursing home place-
ments.

I believe that better cared for elders and savings like these are
critically needed and will be warmly welcomed by the American
public. Thank you.

[The prepared statement of Mr. Atkins appears in the appendix.]
Senator MITCHELL. Thank you very much, Mr. Atkins. Mr.

Dobson.
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STATEMENT OF ROBERT H. DOBSON, CHAIRMAN, COMMITTEE ON
HEALTH, AMERICAN ACADEMY OF ACTUARIES, WASHINGTON, DC

Mr. DOBSON. Good morning.
Senator MITCHELL. Good morning.
Mr. DOBSON. I am a consulting actuary employed by Towers

Perrin in Jacksonville, FL, but I am speaking here today on behalf
of the American Academy of Actuaries whose committee on health
I chair.

We are pleased to have the opportunity to participate in these
discussions concerning the additional possible public financing of
long-term care.

As citizens, we are concerned about the staggering cost and
uneven burden of long-term care. We applaud this bill as a begin-
ning of a discussion on this topic.

Since our written comments will be made a part of the record, I
am going to limit my oral testimony to only one point taken from
the written testimony, and that is this. Health insurance programs,
whether they are private or public, affect overall expenditures by
their very existence. This is the basic insurance principle that actu-
aries deal with every day. Medicare is perhaps the best case in
point. Of course, this makes cost estimates very difficult, but that
is the essence of actuarial science and that is our business.

I think most people recognize the cost will increase for long-term
care over time as the proportion of the elderly increase because of
advancing medical technology that will allow the elderly to live
longer and as the cost inflates. However, what we are really saying
is more than that. We are saying by the very existence of an insur-
ance program demands will increase from a couple of factors. One,
families will do less perhaps; second, fewer people will do without
services that they may need now but cannot afford once public fi-
nancing is available. At the same time, the supply.will increase as
the health care industry responds to the additional financing avail-
able and devotes more resources towards providing long-term care
services.

I am not suggesting that any of that is bad or that anything
about this bill would create those effects any more than any other
public or private financing of long-term care. All we are really sug-
gesting is that costs will inevitably increase because of additional
financing, and we hope the policy makers will keep this in mind as
they proceed in the discussion.

We certainly would welcome the opportunity to respond to any
questions or to continue to be part of the discussion as you proceed.
Thank you.

Senator MITCHELL. Thank you very much, Mr. Dobson. Mr.
Curtis, welcome. We look forward to hear from you as well.

[The prepared statement of Mr. Dobson appears in the appendix.]

STATEMENT OF RICHARD E. CURTIS, PRESIDENT, THE CENTER
FOR HEALTH POLICY DEVELOPMENT, AND EXECUTIVE DIREC-
TOR, NATIONAL ACADEMY FOR STATE HEALTH POLICY, WASH-
INGTON, DC

Mr. CURTIS. Thank you, Mr. Chairman.
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In my prepared remarks I focus largely on the potential of State
developed case management systems like that alluded to in Massa-
chusetts for long-term care insurance. What can insurers learn
from this sad experience; which of those systems might be applica-
ble. You might also want to consider the application of such sys-
tems and concepts to the public financing sections of your bill.

As you know, a long-term care insurance market is developing
now, but elderly persons do not just want to protect themselves
from the cost of extended nursing home stays. They have consist-
ently expressed a strong preference to remain in their own homes
if at all possible. Of course, the structure of your bill reflects that
preference.

The major question that has been facing insurers, just as the
major question that faces you, is how to meet that demand for
home-based care in a way that is affordable. Many States over the
last decade have wrestled with essentially that issue, and they
have designed alternative home- and community-based systems to
maintain low income elderly persons in need of long-term care in
their own homes. In virtually every instance where a State has suc-
cessfully implemented such an affordable statewide system, case
management has been a critical element. It is used to assess cli-
ent's needs for care under State guidelines, identify and coordinate
the multiple services often needed by frail elderly persons, author-
ize the amount and type of services that will be covered under an
individual plan of care. And this is probably the most important
point. It allows the States to make available a broad array of alter-
native services that can be used to best meet an individual's specif-
ic needs and express preferences while controlling the total cost of
care.

It was sensible to ask how private insurers might benefit from
that State experience, and, in fact, in the State of Washington, the
Blue Cross plan has basically bought into the case management
structure that was developed under the State's financing system.

Now my testimony briefly alludes to that experience and then
further describes the results of a symposium of leading experts
from the insurance industry, States and the research community,
as they discuss the potential application of those systems.

I think one point that is particularly interesting was the concern
over data. There is little or no long-term home care coverage data
that would be applicable either to estimating the cost of your pro-
gram or private insurance coverage just because there have been
no such coverage other than a means tested programs like Medic-
aid. A number of people at that symposium thought it made sense
to move forward with a demonstration project now to cover imme-
diately 80 year old and above people and very high risk individuals
who we have a better notion of what happens in a social insurance
or private insurance context. We just do not know that now..

If you don't mind, I would like to vary a bit from my written tes-
timony and amplify somewhat on a point that Dr. Rivlin and Dr.
Wiener alluded to and amplify a bit in their own testimony, and
that if you are going to rely on Medicaid in the first couple of years
of coverage you are going to need to revise the program somewhat.

Now as you know, it is a very strictly means tested program. It
requires people to largely impoverish themselves with the excep-
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tion now of a spouse at home, which you have largely fixed, and
with respect to the household. The point here is that we have ex-
plicit policies which require people to basically do away with all
the resources that they have saved over a lifetime to become eligi-
ble in terms of official policy, but on the other hand, we also allow
them to divest as many resources as they want 2 years before be-
coming eligible. And while there are no numbers available on that,
estate planners and attorneys routinely advise people to do that,
and in some of the States, particularly Northeastern States, they
think that there is a very large problem there.

That could be fixed. You could reinvest some of your savings
from Medicaid that results from the second year out and somewhat
loosening the severity of these financial eligibility criteria, and at
the same time make it more equitable by tightening some of these
loopholes. And in addition, you would be helping with respect to
development of a private long-term care insurance marketplace be-
cause insurers have consistently pointed to that divestiture loop-
hole as the major Medicaid-induced impediments to development of
a private long-term care insurance market.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Curtis appears in the appendix.]
Senator MITCHELL. Thank you very much, Mr. Curtis.
Before we proceed to questioning to questioning, I would like to

ask Senator Chafee if he cares to make an opening statement. I am
pleased that he has been able to join us.

Senator CHAFEE. Well thank you very much, Mr. Chairman. I
will just submit it for the record.

Senator MITCHELL. All right.
Senator CHAFEE. And I want to thank you for holding these hear-

ings, the second one.
Senator MITCHELL. Thank you. Then we will begin questioning

and proceed in the order in which Senators appeared, and it will be
limited to 5 minutes per round. We will continue as long as there
are questions.

Mr. Curtis, I begin not with a question but with a request with
respect to your last point on improving Medicaid should such a pro-
posal as this legislation be adopted. Would you provide the commit-
tee with a specific written suggestion explaining in detail what you
said and carrying it further?

Mr. CURTIS. I can amplify on the problem and suggest some alter-
native policies as a result of it, yes, sir.

Senator MITCHELL. Yes. I wish you would do that.
Mr. Dobson, similarly, you warned against the likelihood of cost

increases, something which we are all concerned about, and sug-
gested that persons now needing but not receiving care will receive
that care and that families may do less. Those are, I think,
common sense suggestions. They are something we all feel intu-
itively. Are you able to, and if so, will you provide us in writing
with some specific estimation of that, some quantification if you
can do so?

Mr. DOBSON. I am not sure we can do so on that specific point,
but we could certainly use Medicare as an example of how cost in-
creased beyond just increasing the number of the beneficiaries and
inflation.
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Senator MITCHELL. All right.
Mr. DOBSON. I would be happy to put that together.
Senator MITCHELL. Thank you. If you would do that in writing.
[The information appears in the appendix.]
Senator MITCHELL. Now to Dr. Wiener. In your written testimony

you and Dr. Rivlin suggest that one method of decreasing the ex-
clusionary period from 2 years to 1 year would be to increase the
copayment level for those who receive benefits after the exclusion-
ary period is over. Are you able to now, and if not, will you provide
in writing some estimate of how much the copayment level would
have to increase to offset the increased cost resulting from a de-
crease in the exclusionary period?

Dr. WIENER. I am not able to give an estimate at this time, but I
would be happy to provide one.

Senator MITCHELL. All right. We appreciate that.
Second, Dr. Wiener, you mentioned that changes in the tax code

should be made so that employers find it more advantageous to
help pay for long-term care insurance. Besides those changes al-
ready included in the bill, would you provide us with any addition-
al recommendations that you may have to advance that objective?

Dr. WIENER. As I understand it, tbh bill primarily makes changes
designed to clarify the tax treatme-Lt of reserves. What we had in
mind was more changing of the tax code so that employers could
not only contribute to private long-term care insurance but that
the build-up of reserves would then not be taxable as well. I think
we need to put both acute care retiree health benefits and long-
term care retiree health benefits on a prefunded basis, and right
now employers face substantial costs if they do that. Some of the
restrictions put in place by the Deficit Reduction Act make it diffi-
cult to move in that direction.

Senator MITCHELL. And would you suggest if we adopt the con-
cept in the bill that that be permitted for benefits which are in-
tended to fill the gap created by the exclusionary period?

Dr. WIENER. I think that would be a good idea. I think the OPM
plan I think could easily be changed to a kind of 2-year deductible
period and would fit in nicely with your bill.

Senator MITCHELL. Now you also mention in your testimony that
subsidizing the purchase of insurance by lower and moderate
income elderly may be a strategy that could make insurance more
available for these people. Would you provide us some writing with
some specifics in that, in what form, in what amount, how many
people would benefit from different levels of subsidies, so that we
can then measure it in a more specific way?

Dr. WIENER. I would be glad to do that.
Senator MITCHELL. If you would I would very much appreciate

that.
Mr. Atkins, I have got a bunch of questions for you, and since I

see my 5 minutes is almost up I will defer to my colleagues and
then get to you on my next round.

Mr. Atkins. Certainly.
Senator MITCHELL. Senator Packwood.
Senator PACKWOOD. Dr. Wiener, I was also intrigued with your

idea of subsidizing insurance. Are you familiar with President
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Nixon's comprehensive health insurance plan of almost a genera-
tion ago?

Dr. WIENER. I am afraid I am not.
Senator PACKWOOD. It was basically the Senator Kennedy man-

dated plan 10 times over. It mandated employers to provide health
insurance. It was not long-term care. It suggested getting rid of
Medicaid, privately insuring it, and the Government would pay the
premiums on a sliding scale based upon need, which sounds to me
sort of what you are talking about in terms of subsidized premi-
ums.

Dr. WIENER. That sounds like it would be somewhat similar.
Senator PACKWOOD. When you did your investigation, did you

find any reason why private insurance has been so long in getting
into this field? They have very rapidly over the last 30 years come
into the general health insurance field, but why not this field?

Dr. WIENER. I think there are several reasons. First of all, the
elderly have historically been disproportionately poor; thus, those
kinds of financing mechanisms that required a substantial out of
pocket cost basically were beyond the financial reach of most elder-
ly. Clearly, the financial position of the elderly has improved sub-
stantially in the last 20 years, so it is now plausible to be talking
about them making significant financial contributions towards in-
surance products.

Second-and we are still basically in this problem-insurers
have been concerned about moral hazard, a possible increase
in--

Senator PACKWOOD. Concerned about what?
Dr. WIENER. Moral hazard.
Senator PACKWOOD. Moral?
Dr. WIENER. What in the insurance jargon is called "moral

hazard". Basically, as was indicated when people have insurance,
when they have to pay less for a product, they tend to buy more of
it. It is a traditional conventional economic theory. But we do not
have much experience as to how much that increase would be.
Much long-term care is provided by the families. Even among the
most severely disabled, probably half of them are not in nursing
homes, so the potential for increase is substantial.

There is also the potential of adverse selection. And then, finally,
I think one point that probably has not gotten enough attention,
and if we are going to move in the direction of employer-based
products, it needs to be really considered, and that is if you buy a
product when you are age 40, you will probably not likely to use
the benefits until you are 85. That is 45 years down the road. A lot
of water goes under the bridge in 45 years. And the potential for
changes in mortality rates, disability rates, use rates, cost of the
services, are all enormous, and there is a considerable amount of
risk. And the problem that the insurers face is that at age 85 that
policy that they sold to that 40 year old, that is basically set, and
they are not going to be able to go back and change those premi-
ums to take into account whatever problems they had in setting
those premiums originally.

Senator PACKWOOD. Out of curiosity, how does that differ from a
normal annuity policy when you don't know how long people are
going to live 45 years from now?
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Dr. WIENER. Well I think the problem is basically the same
except that you have it compounded by a variety of other things.
With an annuity, your basic question is: How long are you going to
live? But with long-term care it is how long are you going to live.
Disability rates, use rates, the cost of services, all of those things
are vastly compounded.

Senator PACKWOOD. In your study, if I understand it correctly,
you have estimated that private insurance would cover no more
than 45 percent of the elderly and pay no more than 12 percent of
the nursing home cost. How did you conclude that?

Dr. WIENER. Well we built a complicated computer simulation
model and made some fairly generous assumptions about how
much people would be willing to pay for private insurance, and
then looked at the policies and figured out through the computer
simulation what proportion of nursing home expenditures they
would pay for.

Basically, you have many more people having insurance than
you have a proportion nursing home cost paid for two reasons. One,
the policies typically have substantial restrictions which limits the
degree of financial protection they offer, in particular, prior hospi-
talization requirements, and policies that are not fully indexed for
inflation. And, second, one of the problems we face with long-term
care is that there is just a very, very long lead time. The people
who are 65 now are going to be with us for the next 20 to 30 years.
So it is going to take a long time for that insurance to filter up to
the age group most likely to need long-term care.

Senator PACKWOOD. When you did your study did you consider
the possibility of mandating employer coverage of long-term care?
And if not, why not?

Dr. WIENER. I can't say we gave it a whole lot of consideration.
We tried to look at a wide range of options. I guess I have three or
so thoughts about it. One is an employer mandated benefit. Basical-
ly, the relatively regressive way of financing the benefit, because
everybody would essentially have to pay the same price for the
same benefit. One of the things we do in both Social Security and
in Medicare is that we actually do a fair amount of income redistri-
bution. It is hard to do that in the private sector.

The second is, again there is a very long lead time. People who,
mandating private coverage for a 35 year old may solve his prob-
lem, but for the person who is 50 or 60, the costs would still be very
substantial for a fully private program.

Senator PACKWOOD. Thank you, Mr. Chairman.
Senator MITCHELL. Senator Heinz.
Senator HEINZ. Mr. Chairman, thank you.
What I would like to do is ask each one of you in turn to rela-

tively briefly answer the following question, which is, if there was
one change that you would like to make, only one change in Sena-
tor Mitchell's bill, S. 2305, what would that change be? Now that is
the easy part. Here is the hard part of the question. And either
how would you pay for that change and/or who should pay for it
and why? Mr. Atkins.

Mr. Atkins. I had hoped I was going to get to go last again.
In my testimony, Senator, I have stated for the record four

points that I would refer you to on pages 9 and 10 that the Nation-
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al Council of State Human Service Administrators would ask you
to look at in terms of the changes, we would like to see in the bill.
So I would like to address and answer more to the question of who
would pay for this, because, to me, that is the critical issue.

Senator HEINZ. All right. Go ahead.
Mr. Atkins. As I have tried to describe--
Senator HEINZ. I have only got 5 minutes and that means that

everybody has only got 25 seconds.
Mr. Atkins. I will be very brief
As I tried to describe in my statement, we are quite concerned as

the people responsible for trying to serve not just the elderly and
disabled through the Medicaid program but in a much larger
number, poor women and children across this country, that we
have the dollars to provide the latter group the health care serv-
ices that they need. So we are quite encouraged by the efforts that
we see in this bill to try and get some of the financing of long-term
care services which we totally agree are much needed.

Senator HEINZ. Who should pay for the improvements you favor?
Mi. Atkins. I believe more and more of the people who are using

those services ought to pay for their care.
Senator HEINZ. So it should be the elderly age 65 and over?
Mr. Atkins. No. I believe, as I think Josh Wiener has talked

about, if we start at a much earlier age with all of us understand-
ing that we are going to have to pay into some system where there
is long-term care insurance or some other means of funding
through Medicare, that all Americans ought to be paying for the
long-term care, not just the elderly.

Senator HEINZ. Is that through general revenues or some other
means?

Mr. Atkins. I think it is through a spectrum of means, including
the sale of long-term care insurance, the purchase of community
care retirement centers and general revenue.

Senator HEINZ. Thank you.
Dr. Rivlin.
Dr. RIVLIN. I think if I had to choose one I would liberalize the

Medicaid, existing Medicaid somewhat to make it less onerous. And
I think you could pay for that out of what Senator Mitchell's bill
would save in Medicaid expenses. I just don't know the exact offset,
but it is going to save a substantial amount to Medicaid anyway.
And one thing is to figure that out how to use that, and I think the
best use is making Medicaid a little less awful.

Senator HEINZ. Dr. Wiener.
Dr. WIENER. I would agree that we should liberalize Medicaid if I

were to try to pay for it by further raising the estate tax beyond
what Senator Mitchell had proposed.

Dr. RIVLIN. I would not disagree with that.
Senator HEINZ. Mr. Curtis?
Mr. CURTIS. Well I already mentioned that one so I guess I need

one more. I get one more. I would substantially expand the range
of non-medical home care services covered under the bill, and I
would pay for it by doing it through a case management structure
in those States that happen to have an extensive system in place.
And there are a number. I would use those systems. And it has
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been demonstrated through those systems that it is quite afford-
able if there is a case management structure.

Senator HEINZ. If they happen to have a cost effective case man-
agement system.

Mr. CURTIS. Right.
Senator HEINZ. Which is not the case in some instances as well.
Mr. CURTIS. That is true. But we know enough to replicate in

many other parts of the country.
Senator HEINZ. Mr. Dobson.
Mr. DOBSON. I don't believe we would suggest any specific

changes. Our concern is that the overall cost will be larger than
what is currently estimated, and that that will be too great of a
burden on the elderly; therefore, it will have to fall on the working
population in one form or another and that it should be weighed in
with other national priorities.

Senator HEINZ. Now, Doctor, then you did suggest reducing the
elimination period from 2 years to 1 year, as I recollect: Did you
not? You and Dr. Wiener.

Dr. RIVLIN. Yes.
Senator HEINZ. If we were to do that, how would you pay for it?
Dr. RIVLIN. Well we suggest one way in our testimony, which is

to raise the copayment for the longer period.
Senator HEINZ. I wasn't quite clear on which period you were

thinking of. Is that the period, between the end of year 1 and 2?
What period is that?

Dr. WIENER. Basically, we were thinking of people with very long
stays by 5 or 6 years. The copayment level currently on the bill is
30 percent. Maybe you could set that somewhat higher, recapture
some of those costs.

Senator HEINZ. Starting when, at the second year, the third
year?

Dr. WIENER. We would have to--
Senator HEINZ. Somewhere in there.
Dr. WIENER. Somewhere towards the very back end.
Senator HEINZ. All right.
My reaction to that is that you may end up with a situation

where you are raising the copayment on people who do not have
any resources with which to copay. And you may quickly find that
they are on Medicaid, and that what was a savings becomes a cost.

Dr. WIENER. That is a potential.
Senator HEINZ. Mr. Chairman, thank you.
Senator MITCHELL. Senator Heinz, thank you. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
I would just like to make a statement, and that is that I feel very

strongly that when we are looking at long-term care we have got to
think of those who are under 65, that we should not solely restrict
this to those who are on Medicare. And that is why I am attracted
by what Mr. Atkins said and some of the other also.

People who have chronic illnesses and require this care are not
all over 65. Some of them are children. Some of them, of course,
have tremendous expenses with no private health insurance. And
so the personal savings to the families are just completely ab-
sorbed. So I think it is important for the committee and everybody
else to bear that group in mind.
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And one of the things that worries me is that if we do not in-
clude that group, then the sources of potential funding are going to
be consumed, so there is nothing left for the children. And that
would be very unfortunate in our society.

Dr. Rivlin, in your studies you solely dealt with those who are
elderly, didn't you?

Dr. RIVLIN. Yes, we did. But that is not a judgment that there
aren't a lot of people with very great need who are under 65.

Senator CHAFEE. And, Mr. Atkins, your testimony shows that
concern, recognition likewise.

Mr. Atkins. Yes. We find there are a large number of middle
class elderly in Massachusetts who are going on Medicaid and be-
coming impoverished in order to do so, so that we will pay for their
nursing home care, whereas, if we offered them some other alter-
natives, especially earlier on, perhaps purchasing long-term care
insurance or other means to provide for long-term care services, we
would in fact free up the money to take care of some of these other
ne 2ds.

As you know, Governor Dukakis signed into law just 2 months
ago a bill in Massachusetts that would provide universal health in-
surance to all of our citizens, especially the disabled group who, as
you say, are often children who are now not covered by insurance
because of preexisting conditions and other restrictions. And we
are trying to free up the money, at least in Massachusetts, to pro-
vide them care.

And I think you are absolutely right, Senator, it is terribly im-
portant.

Senator CHAFEE. And the other factor I think we have always got
to bear in mind is that we shouldn't always be looking toward
nursing homes. We want to keep-these people out of institutions,
out of nursing homes. Keep them at home and direct as much of
the funding foi the encouragement toward that direction as possi-
ble.

Thank you, Mr. Chairman and thank the panel.
Senator MITCHELL. Mr. Atkins, one of the most difficult questions

with which we must deal in this legislation is Senator Heinz' ques-
tion, one alternative. This is obviously of importance to you, as you
suggest in your statement that there is a competition for resources.
I wonder if you might, given your national reputation in this field,
personally, and you are speaking for a large association, might not
devote some more time to that, and give us the best effort that you
can make in that regard, in both areas, what you think might
result in savings and how you best think we can l.cndle them.
What do you think we should do with them?

Mr. Atkins. Thank you very much, Mr. Chairman, for those kind
remarks.

Let me try and answer it as you have suggested as the Chair of
the Health Care Committee of the National Council of State
Human Service Administrators, but perhaps replace it with statis-
tics from Massachusetts.

Senator MITCHELL. But what I want is not just your oral response
now. I would like a somewhat more detailed written response later
when you have had a chance to think about it.

Mr. Atkins. I would be delighted to follow up.
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Senator MITCHELL. And, Mr. Curtis, I would like to have you do
the same thing. Go ahead, Mr. Atkins.

[The information appears in the appendix.]
Mr. Atkins. I would very much appreciate that.
Nationally, we believe that if we can by working with some of

the ideas you have presented in your bill and you have heard here
this morning be able to implement some alternatives for the way
we currently finance and deliver long-term care services, that if we
can cost avoid, if you will, even 5 percent of that $40 billion a year
that we are now spending, that is going to free up obviously a sub-
stantial amount of money that we could be devoting to other
things.

From the parochial point of view, if you will, of the American
Public Welfare Association, we would, in speaking on their behalf,
propose that that money be spent on some of the populations that
we have been discussing who very much need to get additional
services. We are obviously quite pleased, and I did want to take the
minute just to thank the members who are here for the vote last
night of 93 to 3 of passing that welfare reform legislation, where
my fellow welfare commissioners and I are obviously quite excited
about that. That will take more resources as we well know. So that
would be the first area I would suggest to you that savings that
might result from the Medicaid program in addition to paying for
some of our other health care needs as we have been discussing,
such as the disabled, to use to help those poor women and children
get off welfare. We think that is fundamentally important.

Senator MITCHELL. Thank you very much. Thank you all, gentle-
men, and Dr. Rivlin. We appreciate very much your testimony.

Senator PACKWOOD. Could I ask Dr. Atkins just one question?
Senator MITCHELL. I am sorry, Senator Packwood.
Senator PACKWOOD. Mr. Atkins, should we-I'll go back to the

Nixon plan in 1971-abolish the Medicaid program, fund it through
private insurance. The Government pays the premiums on a needs
basis. Assuming here you are not going to put any further burden
on the poor than you are putting them on now. You are shifting
the method of management administration of it. Is that a wise di-
rection or not?

Mr. Atkins. I think it is a very wise concept to keep in mind, to
keep the pressure on government to make sure we are running the
Medicaid program as efficiently as we can. I was very much taken
by your opening remarks about how sometimes government cannot
do things very well, including fighting wars. And as a manager of
complicated human service programs, I worry about the same prob-
lem. And we have actually looked quite closely over the past 5
years that I have been Commissioner of Public Welfare in Massa-
chusetts of the alternative of privatizing, if you will, following the
lead of the Federal Government of some of our services like the
Medicaid program. And we have actually explored with some insur-
ance companies the notion of perhaps offering as an alternative to
a Medicaid card some private health insurance.

I have been convinced by looking at it very carefully over the
past 5 years that in fact government can do a better job than the
private sector can do of managing health care costs. We have built
in a lot of utilization review and cost controls into the Medicaid
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program in Massachusetts. There are clearly certain areas that the
private sector can do better in this field of health care than govern-
ment can. But I do think it demonstrates an area where, if we put
our talents to work, we can in fact manage those resources in the
health care field even better than the private sector can do. But it
is a very important concept, again, I would say to keep in mind be-
cause it will keep the pressure on government to make sure that
we are running those services efficiently.

Senator PACKWOOD. Thank you. Thank you, Mr. Chairman.
Senator MITCHELL. Now, gentlemen, and Dr. Rivlin, there may be

additional questions submitted in writing by members who are
here and members who could not make it this morning. If you re-
ceive them, I would appreciate your responding in writing at your
earliest convenience.

Thank you all very much. We are very grateful to you and we
look forward to working with you.

The next panel includes Mr. Bernard Tresnowski, President,
Blue Cross Blue Shield Association; Mr. Bruce Boyd, Vice Presi-
dent, Teachers Insurance and Annuity Association/College Retire-
ment Equities Fund; Miss Gail Shearer, Manager, Policy Analysis,
Consumers Union, and Mr. Daniel P. Bourque, Senior Vice Presi-
dent, Voluntary Hospitals of America, testifying on behalf of the
U.S. Chamber of Commerce.

Good morning, Miss Shearer, and gentlemen. You all have testi-
fied here before and, therefore, are familiar with the committee's
rules. We welcome you, look forward to your testimony, and we
will begin with Mr. Tresnowski.

STATEMENT OF BERNARD R. TRESNOWSKI, PRESIDENT, BLUE
CRO3S BLUE SHIELD ASSOCIATION, WASHINGTON, DC

Mr. TRESNOWSKI. Thank you very much, Mr. Chairman. I noticed
particularly Senator Packwood's sense of nostalgia this morning. I
too had a sense of nostalgia when I walked into this room. I recall
sitting here at this table in 1972 when the Senate Finance Commit-
tee held an oversight hearing on the Medicare program. I was on a
panel sitting next to Sister Irene Kraus, who was then chairman of
the American Hospital Association. And she admonished Senator
Long for the Government's inability to address the subject of long-
term care. It is now 16 years later and here I sit. And I want to say
that I think that the recent debate on catastrophic coverage under
Medicare highlighted the subject, and I want to congratulate you,
Mr. -Chairman, and the committee for focusing on this subject.

I think the primary difference today over what has happened
over the past 16 years is the concept that is embodied in your bill,
and that is what kind of a viable public/private sector relationship
can be developed to address this significant question?

The subject in the Blue Cross Blue Shield organization is one of
very serious interest for us. We have now got 12 of our member
plans who are in the marketplace with long-term care products and
two more will be out there very shortly. The range of benefits cov-
ered and the role that we at the Association have taken on are
enumerated in my written statement.
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In preparing for initiatives in this area, we did an extensive
amount of market research and actuarial analysis, and what that
told us was that the Government had a role to play in order to sup-
port the private insurance industry, We have laid that out in our
testimony in some detail, but let me just summarize.

We felt it important that the Government clarify that long-term
care insurance products be taxed on the sare basis as non-cancela-
ble accident and health insurance. And I realize that that is a pro-
vision in S. 2305 and we support that. Also that the continued reg-
ulatory flexibility at all levels of Government be characteristic of
the way we proceed here. I don't want to be misinterpreted on that
point because we do not disregard consumer protection. In fact, the
Blue Cross Blue Shield Association is very concerned that consum-
ers receive good protection. For this reason, we have recommended
that insurers would have to meet certain requirements based on
the NAIC model act and regulation in order to qualify for favor-
able tax treatment.

We also think the Government has a very significant role to play
in clarifying for individuals the nature, extent and risks of signifi-
cant long-term care expense. The catastrophic bll provided that
there be an educational program. We think that is an extremely
important matter. The public just does not understand what is and
what is not available.

And, finally, we believe that the Federal Government should con-
tinue to encourage the collection and availability of cost and utili-
zation data on long-term care services. Now that is one of the
major deficits for anybody, whether it be the private sector or the
Government in taking an initiative in this area.

Whereas, we believe that the private sector can increase signifi-
cantly the number of people protected under the cost of long-term
care, there are certain segments of the population that the private
sector will not be able to get to. Individuals already 85 years old-
and that segment orthe population, as we indicated in our testimo-
ny, will triple-people already suffering from chronic illness, as
Senator Chafee indicated in his comments; and the low income,
generally. These are segments of the population that probably will
not be able to qualify for private insurance coverage.

Specifically with respect to S. 2305, as I indicated, we strongly
support the section of the bill related to clarification of the tax
treatment of long-term care products.

The essential issue before us in this debate is what should be the
nature of the public/private relationship, the partnership? And I
would pose it in the form of a question. Should there be a Federal
entitlement with time and dollar deductibles filled by the private
sector, such as you suggest. Or should the public and private sector
focus on population segments?

Part of the answer to that question is a very practical consider-
ation of linking private benefit.9 with the Government entitlement
program when the Government entitlement program is unpredict-
able. It is all right now with a Medigap coverage with the Medicare
program, but when you are trying to set premiums 20 years ahead
of the event, the uncertainty about where the Government is going
to go-is it going to be 1 year, 2 years, 3 years-while eligibility
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requirements change, matching that over a 20-year level premium
is going to be a very difficult consideration.

In any Cas?, we very much welcome the opportunity to engage in
this debate and to pursue an effective relationship. Thank you, Mr.
Chairman.

[The prepared statement of Mr. Tresnowski appears in the ap-
pendix.]

Senator MITCHELL. Thank you, Mr. Tresnowski. Mr. Boyd.

STATEMENT OF BRUCE L. BOYD, VICE PRESIDENT, TEACHERS IN-
SURANCE AND ANNUITY ASSOCIATION/COLLEGE RETIREMENT
EQUITIES FUND, TESTIFYING ON BEHALF OF THE HEALTH IN-
SURANCE ASSOCIATION OF AMERICA, NEW YORK, NY

Mr. BOYD. Good morning, Mr. Chairman and members of the sub-
committee. The HIAA is pleased by the interest in finding a solu-
tion to the problem of financing long-term care expressed by your
subcommittee and the recognition that the private sector can play
an important role. And we applaud the introduction of S. 2305. We
believe it will serve as a catalyst for further discussion and ulti-
mate consensus on appropriate public/private financing roles. And
we welcome the opportunity to speak with you toiiay and we will
be pleased to work with you further as you proceed on this impor-
tant issue.

All here are aware of the problem. Our Nation is aging with the
fasted growing segment being age 85 and older. Since there has
been little planning for the cost of long-term care, virtually all is
being paid either out of pocket or by Medicaid. And not everyone
will need long-term care services. Many elderly will never enter a
nursing home, and of those who do, about half will stay for more
than 90 days.

So long-term care we believe is suited to insurance. It is difficult
to predict for any one person. It is relatively infrequent, but poten-
tially very expensive. The cost, when spread across a broad seg-
ment of the population, can be relatively small.

While there has been a small market for long-term care insur-
ance for sometime, because of the level of consumer awareness, the
lack of relevant data, and regulatory uncertainty, it has been a
slow growing market. But I have been amazed by the activity
during just the last few years.

More than 80 companies are now writing long-term care insur-
ance, and there are about six to eight available in each and every
State, with more than half a million people apparently insured.
And the products themselves are changing. Early products tended
to be limited, generally covering only nursing home care, and only
then after a hospital stay. But the new products offer nursing
home and home care often without a prior hospitalization, and
some of the newer products do provide protection against the infla-
tionary cost of care.

I think that this trend toward liberal benefits will continue.
The recent introduction of employer-sponsored plans offers the

potential to reach people during their working years when premi-
ums are more affordable. It also gives us the oppc unity to include
dependence.
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The enrollment experience today shows an average age of around
40, which is strong evidence that younger people can and will pur-
chase long-term care protection. So we have a young and growing
but still small industry.

A few comments on the specifics of S. 2305. There is much in the
bill that we endorse. The enhancements to Medicaid; tax clarifica-
tions for long-term care insurance; and the coverage of benefits for
nursing home, home health and respite care, just to mention a few.
However, we do not favor a program which provides benefits based
on a specific time period, such as the 2 years contained in the bill
for nursing home benefits. We believe that tends to over assist indi-
viduals with sufficient resources to pay for their own care and it is
inadequate for those who cannot pay for the full exclusionary
period.

Most of the insurance being sold today provides benefits for 4
years or longer.

We believe a time period tied to an individual's own resources
would be preferable. But public/private partnerships need testing.
We do favor projects designed to test the optimum balance of
public/private financing before any national program is imple-
mented. We also believe a program should encourage prefunding
for care during one's working years rather than relying on funds
available during retirement. And there is a need to clarify such
things as the coordination of benefit eligibility between public and
private programs and who will be responsible for case manage-
ment.

Let me close by saying that the HIAA believes that the flexibil-
ity of private insurance offers the preferred approach to prefunding
long-term care for the majority of Americans, providing maximum
choices and flexibility to informal care givers. But even if we
cannot come to immediate agreement on the optimum mix of
public and private financing, I would suggest we can agree on such
things as the approximate cost of care, both now and in the future,
need for consumer information education and protection; and the
importance of informal and community care.

Thank you very much.
[The prepared statement of Mr. Boyd appears in the appendix.]
Senator MITCHEL.LL. Thank you, Mr. Boyd.
A roll call vote is now underway in the Senate, and it will be

followed by another immediately thereafter. So we will have a
recess which should last approximately 10 to 15 minutes, and we
wilt resume with Miss Shearer. I will return as Soon as the second
vote gets underway. We will be in recess briefly.

[Whereupon, at 11:05 a.m., the hearing was recessed.]

AFTER RECESS (11:28 a.m.)

Senator PACKWOOD. We will come back to order, please. Mr.
Boyd, do I understand we finished your opening statement?

Mr. BOYD. Yes, Senator.
Senator PACKWOOD. Then we will take Miss Shearer next.
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STATEMENT OF GAIL E. SHEARER, MANAGER, POLICY ANALYSIS,
CONSUMERS UNION, WASHINGTON, DC

Ms. SHEARER. Thank you, Senator Packwood.
Consumers Union appreciates the opportunity to present our

views on the Long-Term Care Assistance Act of 1988. We commend
Senator Mitchell for his leadership on this important issue.

My testimony today will focus on the role private insurance
would play under the Long-Term Care Assistance Act of 1988. The
key points are as follows: First, the private long-term care insur-
ance market is not presently meeting consumers' needs and will
not do so in the future without substantial government interven-
dion.

Second, there are several very good policy options for improving
market performance to enable it to meet consumers' needs.

A key premise of Senator Mitchell's proposed bill is that private
insurance will be marketed and purchased more aggressively to
protect consumers against the uncovered costs of the first 2 years'
nursing home stays.

Consumers Union believes that if Congress chooses to allow the
private insurance system to be a major player in the solution to
the long-term care problem, then Congress must take unusually
strong steps to assure that the private market provides high value
products. Neither the unguided free market nor the current Na-
tional Association of Insurance Commissioners regulations will be
sufficient to improve the performance of this market.

In May 1988, Consumer Reports published an in-depth evaluation
of 53 private long-term care insurance policies. What we found was
disappointing. All 53 of the policies we looked at had at least one
major flaw. All of the policies were expensive. Some of the key
findings of the article are:

People with existing health problems are often denied coverages;
the policies are expensive, with premiums for a 65-year-old as
much as $100 a month; some policies cover only skilled and inter-
mediate care, and not custodial care-the potentially longest last-
ing kind of care-many others restrict the benefits for custodial
care; while 61 percent of the patients enter a nursing home with-
out being hospitalized, 72 percent of the policies examined required
prior hospitalization before any benefit could be provided; few poli-
cies had protection against inflation, which can seriously erode the
value of the policy over time. Only one company had built-in infla-
tion protection, and lers than half offered an optional inflation
rider.

Another disconcerting fact about private long-term care insur-
ance is the amount of money that is diverted from the pool of
funds available for benefits to pay for the costs of marketing, ad-
ministration and profits. Forty to 50 percent of premium dollars
are expected to go towards these costs.

Another disturbing conclusion one must draw from the Consumer
Reports article is that the variation in policy options is overwhelm-
ing to the average consumer, and denies the consumer the opportu-
nity to compare the merits of alternate policies in a rational and
effe'-.Jtive way.
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For example, daily policy benefits range from $40 to $100, or
might be a percent of actual charge, or might vary by level of care.
Inflation protection varies. Type of facility included varies. Re-
quirements for prior hospitalization vary.

The degree of variation does not serve consumers well. Consum-
ers are precluded from comparing the prices of similar policies. Too
many things vary from one policy to another.

We recognize that budget constraints may force Congress to
enact a long-term care program that does not cover all of the long-
term care costs. In the interest of providing constructive sugges-
tions, I will outline three options for enabling Congress to signifi-
cantly improve consumers' "bang for the long-terni care buck"
without burdening the Federal budget beyond what is proposed in
Senator Mitchell's bill.

The first option is a voluntary Medicare Part C. Under this
option, the Medicare-eligible could buy voluntarily long-term care
protection through the Medicare program in a way similar to Part
B. However, unlike Part B protection, 100 percent of the costs of
the program would be paid through the premium. There is no ques-
tion that the premium would be high, but should compare favor-
ably with private insurance premiums since the Medicare program
has a solid history of very low administrative costs.

In contrast to the relatively low-efficiency of the private market,
Medicare returns 97 percent of revenues collected in the form of
benefits.

Premiums could be scaled to income or partly "flat" and partly
income-related.

The second option could also have relatively low administrative
costs, but could allow for a larger private sector role in implement-
ing the program. Under this approach, the Government could
design a standard long-term care policy, with three or four option
levels, and would allow private insurance companies to bid for the
right to market the policy on behalf of the Government. The com-
panies that would win the right to market the policy would be
those that could assure us that they would not divert substantial
funds away from the money available to pay benefits.

The third public policy option could provide an even greater role
for private insurance companies and is likely to significantly in-
crease the value consumers receive for their long-term care dollars.
This option involves standardization.

Under standardization, the Government would establish uniform
definitions for key po icy terms and restrict the variations allowed
for other insurance policy provisions, such as length of waiting
period or inclusion of home care.

Policy standardization should be distinguished from minimum
standard types of regulation. With minimum standards, insurers
are free to offer benefits greater than the minimum standard. This
approach has been tried in Massachusett, with Medicare supple-
ment insurance and the results are very encouraging. Thank you.

[The prepared statement of Ms. Shearer appears in the appen-
dix.]

Senator MITCHELL. Thank you, Miss Shearer.
Before hearing from our last witness, I would like to acknowl-

edge the presence of Senator Baucus who has been very much in-

0
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volved and has been interested in the area of health care for the
elderly. Senator, do you have a statement you wish to make at this
time?

Senator BAUCUS. I have no statement, Mr. Chairman, but I do
have a question.

Senator MITCHELL. Thank you. Then we will hear, finally, from
Mr. Bourque. Welcome.

STATEMENT OF DANIEL P. BOURQUE, SENIOR VICE PRESIDENT,
VOLUNTARY HOSPITALS OF AMERICA, TESTIFYING ON
BEHALF OF THE U.S. CHAMBER OF COMMERCE, WASHINGTON,
DC
Mr. BOURQUE. Thank you, Mr. Chairman and members of the

committee. I am a senior vice president for Voluntary Hospitals of
America, but I am here today as a member of the U.S. Chamber of
Commerce Health Care Council, having served earlier as chairman
of the HSS Task Force on Long-Term Care Health Policies.

Mr. Chairman, the Chamber applauds you and commends you for
continuing the dialogue on long-term care in a sincere effort to find
a workable and affordable set of solutions. The need for Congress
to address the issue of long-term care I think is indisputable. The
realities of our demographics ensure that the problem is only going
to grow in the future.

Mr. Chairman, the business community recognizes the serious
nature of this issue and that employers have an important role to
play in its possible solution. Business, as has been mentioned earli-
er, has been the backbone of this Nation's private health insurance
system and has been a focal point for many health and social
issues. But there are many competing interests vying for limited fi-
nancial resources, the problems of the uninsured, AIDS victims,
and other health care issues. Some must set some priorities and
sort through all the possible alternatives and finally devise a plan
that balances our needs with our resources, both from the public
and the private standpoint.

Among the many options which have surfaced thus far to ad-
dress long-term care financing, the promotion of private financing
vehicles, such as long-term care insurance are the most compatible
with the Chamber's views. The proliferation of long-term care
plans offered by insurance companies and their improved design is
a promising sign.

The recent introduction of employer-sponsored plans offers the
potential of extending the availability of this protection to millions
of Americans. Employer-based plans are an effective means of
making this type of coverage readily available, attractive and af-
fordable to large groups of individuals.

A survey by the Washington Business Group on health found
that more than half of the companies surveyed-and these are
large employers-bad investigated or were planning to investigate
the long-term care insurance market within the next 2 years, and
many were considering offering a long-term care benefit to their
employees and/or their retirees.

Such coverage undoubtedly becomes even more attractive if ap-
propriate tax incentives exist. Federal tax policy could significantly
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enhance the growth and the breadth of the employer-sponsored
long-term care market.

Your proposal, Mr. Chairman, incorporates several important tax
changes that will go a long way toward clarifying the tax treat-
ment of private long-term care insurance. The Chamber supports
adoption of these tax changes.

Further options could also be considered. For example, employees
could be offered the option of directing a portion of their vested re-
tirement ben: .ts, or pension benefits, or their IRA benefits, to the
purchase of long-term care insurance.

The Chamber does have reservations about a major new entitle-
ment program at this time. Long-term care is viewed as one facet
of a very complex health policy picture. The business community is
being faced with a number of concerns in this area-coping with
the COBRA changes of 1986, a consideration of mandated health
benefits on the general insurance side-and, therefore, has decided
to put together a task force to look at all of these issues at what
appropriate role the business community can play. And when those
considerations are finalized,-I am sure they will be happy to bring
those forward to this committee. Thank you.

[The prepared statement of Mr. Bourque appears in the appen-
dix.]

Senator MITCHELL. Thank you very much, Mr. Bourque. We ap-
preciate that.

Would you not only provide us with the results of the effort you
just described at the conclusion of your remarks but also if you
could, after further reflection and consideration, provide us in writ-
ing some recommendations on how we could encourage employers
to offer long-term care insurance and with two points of view? One,
I know you do not support the legislation which would establish an
exclusionary period with the Government program picking up the
costs thereafter. But I would ask you whether you could not in
good faith make suggestions as to how we could encourage employ-
ers to offer insurance to meet that gap if we do go with such a pro-
gram. And in the alternative, if there is no program, just to move
in that area generally, if you follow the gist.

Mr. BoURQUE. Yes. I would be pleased to do that.
I would also like to mention that the National Chamber's Fovn-

dation, which is a private arm of the Foundation, did put together
a task force report 2 years ago on catastrophic and long-term care,
and have listed a number of alternatives in here, many of which
have been discussed already this morning.

I do want to respond in one way. I think that the efforts that can
be made by the Government and others to improve education in
this area-that is. the risk of long-term care to the population, and
available sources of financing, what the Government's program
cover and do not cover, better understanding of Medicaid-will go
a long way to improving the employer side, because, frankly, the
employers are likely to be more responsive to what their employ-
ees concerns are. And if those concerns are elevated by an aware-
ness of their long-term care risk, then in that bargaining process
you will see more pressure being brought to bear on the employers
to voluntarily offer this kind of coverage. So I think the education
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process is extremely important to furthering the availability of
these benefits.

Senator MITCHELL. Well thank you very much, Mr. Bourque. As
always, your testimony is very helpful, and we look forward to
working with you in this area.

Mr. Boyd, I believe that the most reliable predictor of future
human behavior is past human behavior. Given the record of pri-
vate insurance in this field-first, the notable lack of effort and
then the description of the policies that exist, given by Miss Shear-
er, and in a very comprehensive report that is far longer and more
detailed than the brief summary she gave here-what can you pro-
vide to us in the way of evidence to support the view that we
should do nothing in the way of a Government program, that is, a
public/private partnership? And that, in essence, as I take your
statement, we should adopt the tax changes in the bill, and then
leave it up to the private health insurance industry. And I would
ask you what can you offer us that would lead us to accept that
point of view?

Mr. BOYD. Well perhaps I can answer that in two ways. First of
all, using- a historical perspective, I would liken long-term care to
other insurance in their early periods, such as health insurance. I
think when health insurance first came out it provided relatively
limited policies. We now have health insurance that covers millions
of Americans. largely through employers, and offering very com-
prehensive coverage.

As to doing nothing, the thrust of what I think we would like to
recommend is that there are States that are, doing experiments
right now. The Brookings Institution has finished phase 1 of a very
impressive study and are launching phase 2. I think we have a lot
yet to learn before we implement any broad scale national policy.

I think until we do that, we should concentrate on areas that we
all seem to agree on, and one is expanding Medicaid to do a better
job of helping the needy. Two is tax incentives to try to encourage
a young but developing insurance industry.

Senator MITCHELL. Well there is no doubt we need more informa-
tion. That is always true. But perhaps the most difficult aspect of
those of us who are involved in the establishment of public policy
is to determine when the evidence is sufficient to justify action,
and when the cost or risk of inaction is higher than the cost or risk
of action. We are obviously never going to get to the point where
every single fact is known, every single-question answerable. And
we look forward to working with you. We do have a different point
of view, but we certainly appreciate the contributions the industry
has made until now, that they will continue to make, and hope
that out of this all can come a cooperative effort to deal with what
I think we all agree is a serious problem that -must be addressed.
So I thank you for your comments. Senator Packwood.

Senator PACKWOOD. Bernard, I was intrigued with something you
said. That the employers know the needs of their employees on a
uniform plan more than perhaps the Federal Government does. I
experienced that also when I was bargaining. It wasn't just the em-
ployers, it was the unions. It would depend upon the demographics
of the union, and whether it was principally male or principally
female. But in 1958, 1959, 1960 and 196 , if you were bargaining
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with the food clerks, as food and commercial workers are now
called, the retail clerks-in the food industry they are principally
female-and they were very interested in sick leave. It turned out
it really wasn't sick leave for them so much as having a sick child
or a child that they could not place someplace during the morning,
or the baby sitter didn't show up, and they needed to take half a
day off. And we called it "sick leave" in the contract, but it was to
accommodate a particular demography.

Also in bargaining at the very same time in the very same area
with the building trades, it was all male. They were not wild about
their wives working in the marketplace. They didn't care about
sick leave in the same sense. They weren't going to take care of the
child. Their wife was supposed to take care of the child. And you
could see the difference in the contracts as to who needed what for
the circumstances. That is one of the reasons today that day care is
one of the biggest issues in the Nation, is because in many areas
we have not taken care of it.

And I want to quote a couple of your statements. "The Chamber
believes that to the extent possible the private sector market for
long-term care, like health coverage generally, should be encour-
aged because of the efficiencies of pooling risks and the internal
build up of accumulated reserves, insurance provides an efficient
means," and whatnot. "Employer-sponsored markets is the most ef-
fective way to expand rapidly the availability of long-term care of-
fering this insurance through employment as an effective means."
Why not just mandate it as we do social security, as we do workers
compensation, and say, you provide it. Here is the minimum level
of benefits you have to provide. If you and your employees want to
provide beyond that, that is your business. Why not do it like we do

#workers compensation, and the Federal Government won't be in-
volved in it at all other than the minimum level of benefits? And
give you the tax incentives to do it. I am not talking about just
mandating it and no offsets on the cost, but why not do it that
way?

Mr. TRESNOWSKI. Well I think the business community is trying
to come to grips with the mandated aspects of general health insur-
ance.

Senator PACKWOOD. Well they have come to grips with it. They
are opposed to it. (Laughter)

Mr. TRESNOWSKI. That is correct, Senator. (Laughter)
What they are trying to do is to propose a series of alternatives,

one of which includes trying to shape up existing public programs,
like Medicaid, liberalizing the Medicaid program to take care of
those who are the least fortunate.

Mandated benefits are a difficult issue for the business communi-
ty because it is hard to draw the line. You know, which benefits
ought to be mandated, which ones should not. Should we start with
the uninsured?

Senator PACKWOOD. Let me ask you right now, you are familiar
with the theory that employee fringe benefits are really paid for by
the employer anyway. They would otherwise pay them the wages,
and if they don't pay them that much in wages, I mean pay fringe
benefits, they pay that much less in wages.



81

In my experience in bargaining, that was actually true. When I
was sent in by the employers, they would say-you know, again, it
was 30 years ago-the most we can pay is $4.80 an hour. That is all
we are going to pay. You can divide that up in fringes as you want.
You agree with the theory?

Mr. TRESNOWSKI. And I think that, you know, we have seen the
proliferation of the benefit on the general insurance side. And I
think that we are now to the point we are having covered so many
people on a voluntary basis with the proper incentives.

Senator PACKWOOD. Well if you agree with the theory, here is
what I am thinking. In that case, employers are now paying $59
billion a year for Medicare, 1.45 percent on the employee, 1.45 per-
cent on the employer. But if you assume that the employer pays it
all, $59 billion, Mr. Tresnowski, what could you do with $59 billion?

Mr. TRESNOWSKI. When was that?
Senator PACKWOOD. Pardon.
Mr. TRESNOWSKI. Which $59 billion was that?
Senator PACKWOOD. That we now pay for Medicare. If instead of

running it through the Government we had mandated minimum
benefits and said to the employer you pay Blue Cross $59 billion a
year, could you match what we are doing in Medicare now?

Mr. TRESNOWSKI. That is a tough question to answer. It would
depend on whether we could do the kinds of things that Medicare
has done in terms of provider payment policies and those sorts of
things.

Senator PACKWOOD. You mean whether or not we kept hands off
your cost containment policies.

Mr. TRESNOWSKI. That is right.
Senator PACKWOOD. Given that, do you think you could do it?
Mr. TRESNOWSKI. A categorical answer on that, I don't know. I

really don't.
Senator PACKWOOD. Now let me ask Miss Shearer. Your 97 per-

cent pay out on Medicare, what is your source of that? I have not
seen a figure that high before.

MS. SHEARER. It is the Medicare/Medicaid fact books that comes
out every now and then and I can provide you the exact cite.

Senator PACKWOOD. I would like it. On Social Security I have
seen that figure, on the pension benefit. But that is because there
is no discretion in the Government, as how old were you? How long
did you work? How much did you make? Here's your check. And
we computed every year and that's it. But I have never seen that
high a percentage on Medicare.

Ms. SHEARER. Yes. I forget the exact name, but it is a Medicare/
Medicaid fact book put out by -the Department of Health and
Human Services.

Senator PACKWOOD. If you could get me the cite I would appreci-
ate it.

MS. SHEARER. I certainly will do that.
[The information appears in the appendix.]
Senator PACKWOOD. Now your statement as to 40 to 50 percent

cost on insurance for long-term care, in your studies, has Consum-
ers Union found roughly the same type o percentage on general
health insurance policies?
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Ms. SHEARER. I am not aware of any studies that we have done
that address that question. But I am familiar with the Medicare
supplement insurance market, which now has average loss ratios of
60 percent for commercial Medigap policies. The variation is very
great and some loss ratios are much lower.

Senator PACKWOOD. Can I assume that if it isn't 50 or 60 percent,
you would presume that there is some fair percentage of marketing
administrative cost in apparently private policies that you think do
not adhere in public policies?

MS. SHEARER. Absolutely. And this is an issue with which this
committee should be concerned. It is a major difference between
the way the public sector and the private sector---

Senator PACKWOOD. Well in that case-and then I will conclude
with this on this round, Mr. Chairman-if that indeed is a fact,
why shouldn't we opt for eliminating all private insurance and na-
tionalize it so that we could reduce costs?

MS. SHEARER. I wouldn't argue with that, but some other people
in this room might. I wouldn't argue with that, but some other
people on this panel might.

Senator PACKWOOD. You would not argue with that. You would
think the Federal Government could do it cheaper if we went to
national health insurance.

MS. SHEARER. I have outlined three proposals in my testimony
with varying degrees of involvement for the private sector. One of
the proposals would be a voluntary Medicare Part C, 100 percent
premium financed, but administered through the Government.
There are other ways that you could have a private sector role, but
reduce the amount of premiums that goes to administrative cost.
But the way we are regulating now--the NAIC model regulation-
will not achieve significant savings. We can predict, based on the
Medicare supplement insurance experience, that if we continue
with the current system we are going to be having loss ratios in
the range-of 50 to 60 percent if we are lucky.

Senator PACKWOOD. Thank you, Mr. Chairman.
Senator MITCHELL. Senator Packwood, if I could just interject to

point out that a recent poll published I believe about a month or
two ago show that 67 percent of the American people favor a na-
tional health insurance system, but 77 percent of them are opposed
to any substantial taxes to pay for it. (Laughter)

That is the difficult part.
Senator PACKWOOD. Well the reason I asked the question is that

we used to have an outfit in social security called the Division of
Direct Reimbursement. I can see Linda nodding; she remembers it.
When we went into Medicare, and we had the intermediary carri-
ers, the argument was they were going to cost us so much and
charge us so much that we would be better off to get rid of them
and we pay hospital costs directly. And the Government had this
Division of Direct Reimbursement. The New York municipal hospi-
tals used them and a couple of others did, where we paid them di-
rectly, until the GAO finally did a study of what it cost. Blue Cross
of Maryland-and this was a good example to use-would pay a
claim as opposed to the Division of Direct Reimbursement, because
the Division of Direct Reimbursement was located practically
across the street from Blue Cross of Maryland, the same traffic
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conditions, drew from the same labor pool. The difference was out-
rageous. And the Division of Direct Reimbursement was finally
abolished. It could not match Blue Cross of Maryland by as far as I
recall. Like a $12 versus a $4 difference in cost for paying per
claim doing the same thing, reimbursing hospitals and providers
for Medicare. I do not understand where people come to the conclu-
sion that the Government is a pinnacle of efficiency.

Ms. SHEARER. I will get you the cite because I think that is very
important.

Senator PACKWOOD. All right. Thank you, Mr. Chairman.
Senator MITCHELL. I think the reason for the 97 percent figure is

that it is-and is, of course, the principle which underlies the social
security system-that the government is the only mechanism by
which you can assemble a pool large enough to establish those effi-
ciencies, that is, you get everybody involved. And no single private
insurance company can do that.

Senator PACKWOOD. That assumes that the absolute be-all and
the end-all of the efficiency is the size of the pool, period. And I
would be willing to put up a pool of $1.5 million to $2 million
against a pool of $20 million and bet you the $20 million is not any
more efficiently operated then the $2 million.

Senator MITCHELL. That may be.
I will just conclude this by saying that at least in my State which

borders on Canada, it is not correct to say that people are opposed
to a national health system. There is a widespread familiarity with
the Canadian system. And while I am personally opposed to a na-
tional health system here, a very large number of my constituents
do not agree with me on that. They are familiar with the Canadian
system. They think it works. They like it. They would prefer it to
the system in this country.

Senator Chafee, we have intruded on your time.
- Senator CHAFEE. No. I thought it was a very interesting philo-
sophical discussion. (Laughter)

And I wasn't surprised how the sides divided up. (Laughter)
Mr. Tresnowski, I believe it was you in your testimony that said

we just don't have much data on this. And I have a feeling that we
are going into this business of long-term care for the elderly, which
I think is a need, as we all do, that has to be met, without knowing
much about what the facts are going to be for the future. Every-
body has said the number of people over 85 is going to double be-
tween now and the year 2000, 12 years away. All right. But has
anybody-and this is a question addressed to the panel-has any-
body done any work on keeping people healthy so they will not go
into nursing homes? And I am talking of those 80, 85 I mean is
there any data that shows if you walk four miles a day you are
better off than somebody who does not. Or if you have access to a
swimming pool. Or I see data that says if an elderly person has a
pet that that person is more likely to remain fit, and alive and
alert. And I think these are very, very important points.

I don't think we should just throw up our hands and say every-
body is heading for a nursing home and that is the way to go, be-
cause I think there should be some data on what happens when an
individual stays with his family, or what happens if somebody is in
a more temperament climate? Do people over 85 do better in Flori-
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da than they do in Minnesota? I don't know. Has anybody got any
statistics? And if rou don't have it, is there any place where you
could direct me to.

Mr. TRESNOWSKI. Mr. Chafee, I would answer that two ways.
First of all, I would underscore what you said at the outset about
the data. I indicated in my testimony that we had done an actuar-
ial analysis, and, quite candidly, the actuaries came back and said
that this is a risk that is really quite unpredictable, There just isn't
enough data to know what the nature of the risk is.

Your second question though, as given that fact, what do we
know about what it takes to keep people healthy so they don't
wind up in long-term care, there really is quite a bit of data on
that.

Lifestyle changes, nutrition, exercise, smoking cessation, diet.
There is a lot of evidence to show that does promote good health.
In fact, the evidence is before us in the changing demographics of
our Society. The fact that people are living longer, that people 65,
75 and even 85 are healthy today is a direct result of the changing
lifestyle and the kinds of things that happen. However, I would
simply point out that it underscores the importance of the subject
before this committee, and that is long-term care, because the
longer people live, no matter what the reasons are that cause them
to live longer, the greater probability there will be for them to
need long-term care of some kind. Not nursing home care necessar-
ily, but home health services, respite care, the kinds of things that
experts in this business talk about are going to be needed for that
population down the road.

Senator CHAFEE. Well I agree with that, except I think you can
well have a situation where people will live longer with bad health
habits. It is just miserable health, and have to be in some kind of
custodial care. So I don't think that necessarily if people have good
health habits that that just means they are going to live longer
and have the same period of disability at the end. When they are
90 they are going to have 4 years in a nursing home, or wherever it
be, because they have remained healthier.

But does anybody else have any contribution? In other words, it
seems to me that we should have in any program a preventative
factor with some attention being given to keeping these folks
healthy and well and out of these places. What have you got to say
to that, Mr. Bourque?

Mr. BOURQUE. Well I couldn't agree with you more. -
Senator CHAFEE. Everybody agrees with me but nobody does any-

thing about it. (Laughter)
Mr. BOURQUE. Well I think the data is starting to come out on

various studies. And again, I cannot cite the sources myself. But
you read almost every other day now of new studies indicating
what some of these health promotion activities do. It seems to me
that if we are going to invest in some research in this area, par-
ticularly through the Federal Government, that this might be one
of the things that the committee urges the Department to look at
more intently.

There is am Office of Health Promotion Disease Prevention, but
I don't know whether they have focused on the population over age
65 and those kinds of factors that could be reduced to promote well-
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ness. And I think that that would be money well spent, because we
are talking a problem that we are going to be living with.

Senator CHAFEE. This is my point. It seems to me that we accept
without argument that we must take care of the elderly with X bil-
lion dollars. But if somebody turns around and says, let's put more
money into communal facilities for the elderly where they can go
and receive a meal at a modest cost 5 days a week with ceramics
and whatever it might be in different activities, that is always
looked on as a dubious expenditure or one that should be scruti-
nized carefully. Yet, if we had some facts that would show us the
cost savings that comes from having these community centers for
the elderly, we might wake up and say that's where we ought to
put more money. Bat we don't know, except some kind of empirical
evidence that comes around that we think that is right, but we are
not sure.

Mr. BOURQUE. This has been the problem under the traditional
Medicare program. It has been very difficult to move preventive
benefits into the acute care program because no one is quite sure
what works and no one is willing to spend the up front money be-
cause it does take an investment in order for the potential savings
down the road. In fact, it was always amusing to me that the actu-
aries would always say that it would cost money because you are
adding years of life. So every time you promoted a preventive bene-
fit, it ended up being a cost item rather than a savings item, which
always baffled me.

Senator CHAFEE. That's a ghoulish way to approach it. (Laughter)
Thank you, Mr. chairman.
Senator MITCHELL. Thank you. The representatives of the actuar-

ies in the audience laughed loudest at that suggestion, Senator
Chafee. Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you, Mr. Chairman.
I would like to ask the panelists where they agree on the basic

questions of what the public/private mix should be in providing
long-term care. It is clear to me that this Congress next year will
enact a fairly comprehensive bill. It is also clear that the American
people regard this as probably the major health issue this year and
next. And it is equally clear that we are going to have to answer
the basic question of what the mix should be between how much
insurance is provided by the private sector, and how much by the
public.

You all represent different points of view, but we are going to
have to agree on a bill. It will not be four different bills passed by
the Congress.

So I would like to know where you agree; not where you disagree
but where you agree. What should that mix be, roughly? And just
give us idea of where you tend to agree. Mr. Bourque.

Mr. BOURQUE. I think from the Chamber's standpoint, Senator
Baucus, if public resources are to be invested in this area-and I
think that most people agree that there is a strong push for that to
happen and is likely to happen-it probably ought to be in improv-
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ing the Medicaid program, improving the program for those who
are most disadvantaged, and making changes in that program that
would perhaps reform the current method of financing and the
kind of impoverishment that takes place in order to be eligible for
that program.

Senator BAUCus. That is low income though. What about the
bulk of America?

Mr. BOURQUE. I think that is where it becomes more difficult.
And I do know that a number of the States are playing with this
public/private mix in terms of insurance. And I think that those
are very valuable demonstration and we need to learn from that.
But I am not sure that anyone is comfortable yet as to how those
things can intersect.

Senator BAUCUS. I am not asking whether they are comfortable
yet. What might be some of the public programs that you think
might make sense of long-term health care for middle income
Americans?

Mr. BOURQUE. Well it is clearly going to cost money to support
tax incentives and any kind of premium subsidy. If we want the
private market to proliferate in terms of financing vehicles, it is
going to take a public investment. And I would think that that
might be a place to start, as well as mentioning the Medicaid
reform. But beyond that, I am not sure we have any other solution.

Senator BAUCUS. Mr. Tresnowski?
Mr. TRESNOWSKI. You said when you asked the question that we

each represent a point of view. I represent six points of view. Be-
cause this subject is not clear in the minds of people. It is so new in
terms of your insurance principle involved that the debate still
rages internally. For example, there are those in my organization
who are quite concerned about the insurability of the risk at all.
And we would be very supportive of defining the risk along the
lines of S. 2305, whereby you have a 2-year period and it is fairly
well defined. There are some technical problems with that which I
mentioned earlier, but there are those who feel that way.

There are others who feel, on the other hand, that we need some
time to take the products that we have got into the narketplace
today that we have just begun with, and find out whether in fact
those products can be insurable. And so they would argue let's not
immediately make a decision to go to an entitlement program and
eliminate the private sector. Let's buy some time to find out wheth-
er it can be done.

So that the debate is really very much in front of us. Nobody
knows exactly what is to be done. I cannot sit here today and tell
you that don t do anything because Blue Cross and Blue Shield is
going to solve the problem of long-term care in this country. I
would not do that because that is not what is going to happen.
Alice Rivlin said that when she reported on her study and that is
true. But there is a role for the private sector. What precisely that
is is something that we are going to have to look at very carefully
over the next year or two and figure out how we can match up ap-
propriately between the private initiative and the Government.

Senator BAUCUS. All right. But how far do you think we should
go in addressing the public sector side of it? Where do you think
we are going to end up?
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Mr. TRESNOWSKI. Well you are either going to end up with an en-
titlement program with some kind of a front end with either years
or dollar deductibles, or the Government is going to carve out pop-
ulation segments, either the old-old or the poor or the chronically
ill, and allow the other segments of the population to-move in and
take care of the other.

I think there is a lesson to be learned here from the Medicare
program and, more particularly, with the recently passed cata-
strophic bill. If you trace the history of the Medicare program and
catastrophic and the privacy sector s lap filling around those, you
begin to understand that there is not an absolute answer. It is kind
of an evolutionary thing. People said that when catastrophic passed
the private sector is out of the Medigap business. Well that is not
true. In fact, it offered a number of opportunities for us.

Senator BAUCUS. That is true. That is right. My time is about up.
If I could ask, Mr. Chairman, a couple of more questions just very
briefly.

Ms. Shearer, doesn't the private sector have an important role .9
play in long-term health care?

MS. SHEARER. Consumers Union favors a public social insurance
approach, and if there are any gaps left, let the private sector fill
them. We do not support the private sector being the major actor.

Senator BAUCUS. I know that you do not support it, but where
are you coming together? Are you saying you aren't agreeing at
all?

Ms. SHEARER. There is little agreement here. I think that if there
is going to be a major private sector role it is very important for
Congress to play a major role in improving the way the private
sector is working. I think that we made a big mistake in Medicare
when we let the Medicare supplement insurance market, as you
know, evolve. We have tried to regulate it for 20 years. We are still
not doing a very good job. And we don't want that to be the model
for a supplemental market for long-term care insurance. And we
feel that it is very important for Congress to address this now.

Senator BAUCUS. Mr. Boyd, how far would you go in advocating a
larger public sector?

Mr. BOYD. Well not surprisingly. I think we are more in line with
Mr. Bourque. I think we do feel--

Senator BAUCUS. Well I know that. (Laughter)
But I would like to know more where we tend to agree so we can

come together here, so we are not spending too much time fighting
among ourselves but get something passed and get on with it.

Mr. BOYD. Well I would, and it would be repetitive. I would
repeat I think an expansion of Medicaid to better cover those who
must rely on it is in order.

Senator BAuTcus. How about average income Americans?
Mr. BOYD. I think there that I would probably divide the problem

in two, those who are currently quite old and those who are not. I
think people who are currently working, who are currently aware
of the problem and for which we are building insurance products, I
think they should provide for their own long-term care cost. I think
for people who are currently much older, they don't have that op-
portunity, and I would say that would be an area of concentration
for the public sector.
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Senator BAUCUS. Well I urge all of us to put ourselves in the
other guy's shoes a little bit so we do tend to come together. We in
this country spend too much time fighting among ourselves. We
tend to think the world revolves around Americans. Meanwhile,
other countries, within their own borders, often tend to work better
together. And I suggest that all of us just try to put ourselves in
the other guy's shoes to better understand his point of view so that
we find agreement more quickly than we would otherwise. Thank
you, Mr. Chairman.

Senator MITCHELL. Thank you, Senator Baucus.
I will submit additional questions to each of you in writing and

ask that you respond in writing at your earliest convenience.
[The questions appear in the appendix.]
Senator MITCHELL. Senator Packwood has additional questions

for members of the panel now.
Senator PACKWOOD. It will just take me about 5 minutes.
Mr. Tresnowski, Blue Cross Blue Shield would sell health insur-

ance policies in competition with Mr. Boyd's association, correct?
Mr. TRESNOWSKI. Yes, indeed.
Senator PACKWOOD. Yes. And it would do so rather significantly.

Now I want to ask the two of you a question. I am going to leave
out Mr. Bourque because he has already come to grips with this
issue about mandating. From your standpoint-let's take Senator
Mitchell's bill. You have got a 2-year hiatus-if we were to add to
it a mandate on employers, that, they would somehow have to rea-
sonably cover that 2 years-we would put down whatever the mini-
mum benefits are, and leave some discretion among different kinds
of industries because the needs are not the same in each kind of
industry-and say, all right, Mr. and Mrs. Employer, you have got
to provide this, why wouldn't that be a benefit to you and Mr.
Boyd's association because now it is going to give you an immense
pool and you are going to have to compete for it to provide the ben-
efits. Why wouldn't Blue Cross Blue Shield and Mr. Boyd's organi-
zation, why wouldn't HIAA support that?

Mr. TRESNOWSKI. Well let me say that the same principle applies
to whether you are talking about mandating long-term care insur-
ance or whether you are talking about mandating health benefits
in general.

On the surface it is very attractive to us. In terms of the unin-
sured, you are talking about $23 billion of new money. That is a
tremendous thing. But you have got to get past what appears to be
a very favorable initiative from our standpoint.

There are a couple of things you have to look at beyond chat.
One is, what kinds of incentives do you set in motion as a result of
the mandate? In fact, do you create a counterproductive initiative
to employers in order to get out from under these mandates, do all
kinds of crazy things like put people on part-time status, not hire
people who are high risks, and on and on and on. That is one real
concern we would have about the mandate. I am not saying I
oppose it, but in designing such a mandate you would want to
design it in a way that you do not create those kinds of incentives.

The second concern we have is that, you know, it is like the old
phase, I am here from the Government; I am here to help you. And
as soon as the Government comes into the program, what do they
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do to redesign the insurance market? One of the concerns we have
about Senator Kennedy's bill is that he would regionalize the deliv-
ery of health benefits to regional insurance carriers. Well that pre-
sents a very significant problem for us. One, there would be cross
subsidization among States. Our ability to respond effectively
under those circumstances, in other words, the regulatory struc-
ture that flows with that may be such that it would be so onerous
that it in fact would be counterproductive to our involvement in it.

Now all of that is against the backdrop of saying to you that
mandates may be a perfectly good solution to this problem. A lot
depends on how it is designed.

Senator PACKWOOD. Mr. Boyd?
Mr. BOYD. Our own association is made up of probably a much

more heterogeneous group of members than is Blue Cross Blue
Shield.

Mr. TRESNOWSKI. Don't count on it. (Laughter)
Mr. BOYD. I think there are those, and at the extreme, people

who specialize in reinsurance, for instance, and who do specialize
in insuring long-term risks. For them, I think this would not be a
very attractive time period, the 2 years. They would probably
prefer something up front and insure the longer-term.

I think some of the other membership would indeed react to
that, and probably would develop products to fill in the 2-year
period. I think all--

Senator PACKWOOD. Well let me interrupt. For those of your
members who do not want to do it, they don t have to sell it if it is
to be mandated.

Mr. BOYD. I am just trying to-that is true. I am just trying to
respond from a broader perspective than maybe my own.

The second point I would make is I think that all would fear that
that 2-year period would change over time. And I think all insurers
would be a little nervous about jumping into a product develop-
ment and spending the resources to develop and market a product
where the environment may change. And I think that is especially
true with what has happened to other Government benefits. So I
think there would be some reticence in developing products to get
into a time period.

Senator MITCHELL. May I interrupt for one more question?
Mr. Boyd, why would that not be the case now with respect to

long-term care generally? On the one hand, you oppose any legisla-
tion and say that the industry will develop polices in the field. But
with respect to the 2-year period, you say we may be retarded in
developing policies because the Government may act to change it.
But that principle applies with even greater force to action in the
area generally.

It seems to me you are making two diametrically arguments to
fend off the different points of view.

Mr. BOYD. I would say it does apply to some extent now. But I do
think that with-right now I think companies are looking at the
opportunity to develop fairly differentiated and broad policies. And
most of them, as I mentioned, are providing policies of 4 to 6 years
duration. Some longer.

I think as you compress that, I think people are going to look at
this as a much more limited opportunity, and I think, no matter
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which way it goes, there will be some fear of a Government pro-
gram. But if you walk us into a 2-year gap, knowing that is there, I
think it is just a much more limited opportunity.

Senator MITCHELL. Well I would just say to you that political re-
alities are such, it seems to me indisputable, that the likelihood of
some action in the first instance to deal with the problem generally
is much more likely than action to change a 2-year period once
that has been established.

Mr. BOYD. My reaction is that, sir, is I think that we would like
to be very much part of the dialogue in trying to develop the appro-
priate relationship.

Senator MITCHELL. Yes. And you are. That is why we invited you
here today.

Mr. BOYD. Yes. And I appreciate it.
Senator MITCHELL. And we look forward to working with you. I

didn't mean to interrupt you, Senator Packwood. I wanted to make
that point.

Senator PACKWOOD. No. I was through.
Senator MITCHELL. Well I want to say that we are very grateful

to you all. It is obvious there are different points of view. Each of
you have represented a different point of view here. It is a very se-
rious problem, a very difficult one.

I repeat what I said at the outset of the first hearing. I am con-
vinced that the problem is of sufficient scope and importance that
there will be some action. I recognize that many of you represented
here at the witness table and in the audience prefer that nothi ig
occur. But I invite you, notwithstanding your preference, to cooper-
ate with us in doing the best job possible to serve what is our
common objective and that is to see that all Americans can enjoy
the benefits of the longer lives they are leading and live those last
years with some degree of dignity and self-respect. And we all have
to remember, we hope to be there someday ourselves

Thank you all very much. Thank you, Senator Packwood, for
your contribution.

[Whereupon, 12:17 p.m., the hearing was concluded.]
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CHAIRMAN, HEALTH CARE COMMITTEE
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AMERICAN PUBLIC WELFARE ASSOCIATION

My name is Charles Atkins and I am Commissioner of the

Massachusetts Department of Public Welfare. I am here today in

my capacity as Chair of the Health Care Committee of the National

Council of State Human Service Admi.nistrators, of the American

Public Welfare Association (APWA), which is comprised of welfare

commissioners from around the country.

WELFARE AND HEALTH CARE REFORMS:

Three years ago APWA called for a major reevaluation of public

commitments to poor children and their families. We issued a

report, "One Child in Four," in November, 1986, recommending

sweeping reform of the nation's welfare system. We view welfare

reform as critical to our efforts to reduce poverty by

strengthening families and promoting self-sufficiency. The

governors and members of the Senate Finance Subcommittee on

Health have played a major role in the current debate. We would

like to commend you, Senator Mitchell, for your leadership on

welfare reform and for your strong support for the WIN program.

It has been the successes of WIN demonstration programs including

our Employment and Training (ET) Choices program in Massachusetts

that has shown us we can effectively use our welfare system to

promote individual self-sufficiency.
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Welfare reform is, as I said, an important step toward reducing

poverty in this country. For those on welfare to achieve self-

sufficiency and independence they must also have access to health

care. APWA plans to issue a report on providing access to

health care for the poor and uninsured and to propose how to

reform the long term care system.

While it is generally assumed from a public policy perspective

that more can be done to provide better long term care services,

it is also true that there are limits to the public funds

available for such care. Costs of providing the social and

medical services required for long term care have increased in

recent years, due in part to a growth in the number of people

eligible for services and the rising costs of health care in

general. A national strategy, involving all levels of government

and the private sector, is needed to meet the needs of our

citizens for long term health care coverage.

APWA and the National Council of State Human Service

Administrators commend the committee's continuing interest and

efforts on the issue of health care in general, and long term

care financing reform in particular.

THE NEED FOR LONG TERM CARE FINANCING REFORM:

Long term care, particularly the financing of long term care, is

a critical issue for state human service Comirissioners for two

reasons. We are concerned that the elderly and disabled have

access to lc'ig term care services without facing the possibility

of financial ruin. Even more directly, given our responsibility

for the Medicaid program, we are concerned that an increasing

proportion of public funds dedicated ;o health care for poor

women and children are being used to provide long term care

services.

Let me be even more specific, as Commissioner of the

Massachusetts Department of Public Welfare, I manage an agency
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with an annual budget over $2.5 billion that has responsibility

for administering cash assistance programs for the poor, as well

as for the Medicaid program. This year we will spend in excess

of $700 million on long term care services -- roughly half of our

entire Medicaid budget. That is more than 20 percent of what we

will spend on AFDC -- our key cash benefit program for poor women

and children.

You have previously heard testimony on the sobering demographic

facts of the rapid growth of the elderly population in our

society. While more resources are required to meet the needs of

this group, poor women and children have faced a real decline in

benefits since many states have not been able to adjust their

eligibility limits or cash payments to meet increases in the cost

of living. This drastic imbalance in our national method of

financing long term care presents a very real dilemma -- we must

either reduce state budgets intended for poor children and

families, or place an intolerable financial burden on the elderly

who require long term care services.

Nationwide, the Medicaid program finances nearly half of the

roughly $25 billion spent annually on nursing homes for the

elderly and disabled. The rest of the enormous costs, with few

exceptions, are met by individuals who use these services and

their families, at an average cost of $25,000 a year. If these

elderly are not poor when they enter a nursing home, they

unfortunately may become so shortly thereafter.

The role of Medicaid in the financing of long term care has

developed over the years. Medicaid was not originally designed

for this purpose and this large role has placed strains on the

program to meet its original mission. We believe that if the

country is going to review the financing of long term care, it

should review the role of Medicaid and seek to put the program

back on its original course -- primary and acute care for the

disadvantaged.
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We in government must be able to provide care to our most

vulnerable citizens. But poor women and children should not be

put in the position of having to compete with the elderly for

vital services that they depend upon for their health and well-

being.

GOALS FOR LONG TERM CARE REFORM:

As I have testified previously before this Committee, APWA and

the National CouncilL of State Human Service Administrators

believe that reform of the long term care financing system

should seek to achieve certain goals, including:

o enhancing the private sector long term care insurance

market and products.

o developing a private/public long term care financing mix.

o promoting self-sufficiency and independence among the

elderly in need 67-caf by eliminating the current

institutional bias of long term care financing and

service arrangements.

o providing for client choice among medical and social

services that will meet individual needs.

o relieving the financial stress on Medicaid programs so

that more funds can be dedicated to acute and preventive

services for poor children and their families.

In order to adopt appropriate reform, we must recognize that the

Medicaid program now serves as the safety net for many of those

who face chronic or disabling conditions. This includes many of

the elderly, most of whom-aw4-naware that they will be dependent

for their long term care needs not upon the Social Security

System or Medicare -- into which they have paid during their

working lives -- but upon Medicaid for long term care. We need

new financing methods that will remove most of the long term care

expenditures from Medicaid so that these funds do not compete

with the needs of poor women and children. We need to assure

that state and local administrators have the flexibility to
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provide cost-effective and high quality health care to all

families and children in need.

To try and slow the enormous potential growth to Medicaid costs

in Massachusetts, and to improve our ability to provide the

elderly with affordable: care and alternatives to costly

institutional placement, we have begun to design a new program

called Elderly Choices. This new program emphasizes many of the

same features that have made our Employment and Training (ET)

Choices program so successful: aggressive marketing,

comprehensive case management, cl c choices, and performance

based contracts with the private sector. Through improving the

coordination of current services and employing case management

services, Elderly Choices will ensure that elders have access to

a wide range of services provided in home or community settings,

such as home health, private duty nursing and preventive health

care. Institutional care will be available, when needed, to

those who to need such care. The Elderly Choices program will

also pursue selective performance based contracting with nursing

homes.

This new approach to managing the long term care system will

enable more elders to live independently and provide better

alternatives to institutionalization. It will enable us to offer

long term care services at less cost than our current limited

service options: primarily institutional care in nursing homes or

chronic care hospitals.

At a national level, we believe that the government and public

would be best served by the development of private long term care

insurance and the sharing of public and private funding

arrangements. Long term care policy must include a comprehensive

plan to finance the effort adequately. It must target feasible,

available financial resources, creating an on-going funding

mechanism that will provide equal access to benefits for all

eligible persons.
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T lONG TER CARE ASSISTANCEACT

We are greatly encouraged by the variety of proposals being

introduced this year to address the long term care needs of our

society. The Long Term Care Assistance Act, S.2305, plays an

important role in translating ideas and suggestions into

legislation. Other proposals put forth this year concerning

aspects of long term health care have also focused attention on

the need for reform, including Senator Kennedy's LIFECARE

proposal.

I am pleased that S. 2305 meets many of the goals that human

service Commissioners believe are critical to long term care

reform legislation. This legislation, in our view, takes a

critical first step toward addressing this country's urgent need

for development of a long term care policy by offering an array

of medical and social services -- from occasional assistance in

home settings to complete institutionalization -- along with

recommendations for funding the undertaking. Certain aspects of

this bill parallel the goals of APWA including:

o emphasizing client choice, based on need and preference, of

social and medical services provided through both public and

private programs;

o maintaining the self-sufficiency and independence of

elders, while recognizing the need for respite care and

supportive services for informal caregivers;

o employing a uniform eligibility assessment and

certification process, with responsibility for conducting

assessment resting with the states, or independent

organizations that will not benefit from placement

decisions;

o requiring case management for all benefits, ensuring that

all appropriate, available care is provided in the least

restrictive setting. This enables us to use the most cost-

effective approach in meeting the diverse needs of elderly

and disabled clients;
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o fostering development of private insurance products for

long term care as a partial solution to financing

community-based and institutional care.

o promoting a public/private sector partnership for,sharing

10 the costs of long term care services.

AREAS OF CONCERN:

While the Long Term Care Assistance Act satisfies many of the

goals APWA for long term care financing reform, there are soma

aspeci.s of the bill that raise questions and concerns for the

state , primarily related to the possible fiscal impact on the

Medicaid'-program.

We believe that S. 2305 would benefit from a close look at the

impact of this legislation on state revenues and the implications

for other populations currently served by Medicaid.

There will undoubtedly be relief for the Medicaid system through

Medicare coverage of extended nursing home stays. While these

extended stays are not the norm, they do consume a significant

portion of Medicaid funds. However, other provisions of the bill

would prolong, and likely increase, the long term care financing

burden on state Medicaid programs which now struggle to provide

services to address the unmet needs of poor families. We find

troubling the provision that would limit the use of any realized

Medicaid savings by stipulating that states maintain current

funding levels for elderly services. We would propose instead

that states be permitted to rededicate those funds for expanded

services to poor children and their families -- a population in

great need of acute and preventive care, as this Committee well

knows.

We also do not believe the legislation sufficiently recognizes

that many states have been developing effective long term care

strategies and have structures in place to administer programs.
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Finally, it is important in our view to point out that many of

the Medicaid savings assumed by the bill may not be realized.

Several factors undercut the savings assumptions.

.o Lack of Affordable Private Coverage -- The recently

released Brookings Institution study estimates that only about

30 percent of the elderly population will be able to afford long

term care coverage in future years. This low percentage concerns

us. The Brookings projection is based on the assumption that

long term care costs will increase significantly over time while

the fixed incomes of the elderly -- particularly the incomes of

the very old who are most in need of long term care services--

will not grow commensurately. This disparity between income and

costs is likely to pose a significant burden on Medicaid.

o Nursing Rome Costs -- Expanded Medicare coverage for

nursing home care, as the bill proposes, is important. However,

it is unclear to what degree the Medicaid financing burden will

be eased by this expansion. The two-year exclusionary period

contained in this bill, together with the fact that the median

nursing home stay among current residents is slightly less than

21 months, indicates that many people may not benefit from the

services provided in the legislation.

o Underserved individuals -- It is widely believed that

significant numbers of people living in the community who need

long term care services do not currently receive such services

through either Medicare or Medicaid. It can be assumed that

many mo-re elderly will become eligible for home health and

respite care based on both the more flexible Medicare eligibility

criteria and expanded services included in the bill and the

expected elderly population growth. Many of those newly eligible

for services will likely be low-income which would result in

higher Medicaid expenditures.
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o Prmu u and Deductiblou -- Medicaid would cover the

costs of additional premiums, deductibles and coinsurance for the

dually eligible under this bill. Medicaid expenditures will

increase as these costs are added on. Even the minimal increases

in premiums will have an effect when spread over a large

population.

CONCLUSIONt

Mr. Chairman, the underlying issue in my remarks is that, for the

most part, the elderly and disabled, with the support of their

families and friends, want to live independently in the community

or to live with dignity in an institution when no other option is

appropriate.

We encourage your efforts to structure rew benefits and programs

that empower the elderly to obtain help where they want it and

when they need it rather than spending too much money for

institutional care that might have been avoided or postponed. We

welcome further efforts to affirm government's commitment to long

term care by encouraging new financing mechanisms that could slow

the growth of these expenditures within Medicaid budgets and

permit us to better serve the health care needs of poor families

and children.

The APWA hopes you will consider the issues we have raised. This

committee has, on previous occasions, acknowledged the importance

of developing sound and responsible long term care policy because

it will be in place for years to come. Great care must be taken

to develop and implement long term care financing reforms. We

support this Committee's effort to further the debate and hope to

be of assistance in seeking solutions to the problem.

Thank you for the opportunity to present these views today.
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NATIONAL COUNCIL OF STATE HUMAN SERVICE
ADMINISTRATORS

July 22, 1988

The Honorable George Mitchell
Finance Subcommittee on Health
United States Senate
Russell Senate Office Building, SR-176
Washington, D.C. 20510

Dear Senator Mitchell:

The attached information is in response to your request at the
June 17, 1988 hearing on the Long Term Care Assistance Act of
1988. At the hearing you asked that I respond for the American
Public Welfare Association's (APWA's) National Council of State
Human Service Administrators on how best to use any potential
Medicaid savings that would result from enactment of S.2305.
These recommendations are attached.

The APWA believes that states need some relief from the costs of
providing long term care for the elderly and disabled. These
costs place a significant strain on the Medicaid program and
states' ability to provide services and coverage for other
populations in need. We believe that states should have the
flexibility to redirect any savings to other areas of need, as
identified by each state.

The APWA supports the concept of long term care financing reform.
We have established a task force which is expected to make
recommendations about such reform in the near future. The APWA
supports and appreciates your continuing interest, and effort, in
this area. If you have any questions, please call me, or have
your staff call Jane Horvath at APWA.

Sincerely,

Charles M. Atkins
Chair, NCSHSA Health Care
Committee, and
Commissioner
Massachusetts Department

of Public Welfare

CMA:st
cc: Robert Crittenden

An affiliate of the American Public Welfare Association
1125 Fifteenth Street, N.W., Suite 300, Washington, D.C. 20005 (202) 293-7550
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Uses of Potential Medicaid Saving.:

Rather than require states to continue to fund long term care
services for the elderly at current levels, states should be
afforded the flexibility to redirect funds to other populations
whose needs have gone underserved or unserved and to other
purposes. Alternative uses of these funds include:

Financing Welfare Reform -- Successful reform of the welfare
system will require substantially greater funding than is
currently available. Potential Medicaid savings could be used by
states to extend the Medicaid transitional coverage.

Extended Medical Assistance Eligibility -- Any long term care
savings could be redirected to allow more states to ccver
infants and pregnant women up to 185 percent of the federal
poverty level. Only about eight states currently employ this
option while many of the others are limited in their ability to
do so. State Medicaid savings could also be put toward extending
medical assistance eligibility to older children and youth. Many
states would like to have funding to provide better outreach for
medical assistance, such as placing eligibility workers at
provider sites but they currently are limited by inadequate
funding.

Amount of Medicaid Savings3

The National Council of State Human Service Administrators is
concerned about how great the savings to state Medicaid funds
would be under this bill'. There are two major considerations.

Increased Demand for Home and Community-Based Care -- There
would be greater financial access to home and community-based
care services under S. 2305. Recent data indicates that some 19
percent of the elderly population are functionally impaired and
live in the community. Of this impaired population living in
community, only 15 percent currently receive any public
assistance or services. The potential new demand for covered
services may be great. The deductibles and coinsurance for the
low-income elderly who become eligible for services may cause
-significant Medicaid cost increases in some states.

Nursing Home Care -- The two year exclusionary period as
contained in S.2305, may not reduce the Medicaid burden
significantly. The median length of stay among current nursing
home residents is slightly less than 21 months. The burden on
Medicaid for such services will most likely continue to grow as
the elderly population increases. The people currently most in
need of extended nursing 'are are the very old who, concurrently,
are without the resources to support the cost of this care. In
the future, it is this population who most likely will not be
able to afford private long term care insurance.

Administrative Issues:

The administrative issues involved in determining the amount of
state expenditures for long term care services for the elderly
may prove very complex. The difficulty in this determination for
purposes of recouping savings may prove detrimental to some
states if the calculations are not accurate.



102

8TMITT 01 ROB2RT X. BL

'1. CHAIRMAN AND MMBRS OF THE COIOTITEE:

My name is Robert Ball. I was Commissioner of Social Security from 1962

to 1973 including a time when the Social Security Administration had

responsibility for Medicare as well as for the cash benefit program, Old-Age,

Survivors and Disability Insurance (OASDI). I was a career employee of the

Social Security Administration for some twenty years before I was appointed

Commissioner. More recently, I was a member of the President's National

Commission on Social Security Reform, the Greenspan Commission, whose

recommendations resulted in the 1983 Amendments and restored the financial

soundness of the Social Security program.

I'am pleased that the Committee has asked me to testify on this subject

since I believe that improvements in the quality and availability of long term

care services and family protection against the cost of the services are very

important social goals. This area has been long neglected in the United

States but is now beginning to receive widespread attention. The passage cf a

Federal long term care plan may well be one of our very next major social

advances.

Those of us who have been interested in long term care for some time, Mr.

Chairman, are greatly encouraged by your assuming a leadership role in seeking

passage of a Federal program. S. 2305, in my judgment, thoughtfully addresses

the issue and deserves the most careful consideration. It will serve well, as

you have suggested, as a base for discussion as consideration of private long

term care insurance and a public program continues.

It seems clear to me, as I believe it does to this Committee, that the

problem is of a size and difficulty that calls for a partnership of private

and public effort. Voluntary private insurance cannot alone meet the need for

most people, and reliance on private insurance as the major instrument

of advance protection would mean that Medicaid would continue its dominant

role. At the same time, public protection provided without a means test need

not do the whole job to be effective. Private insurance can play an important

if limited role.

Insurance is surely a better approach than individual saving. Although

everyone is exposed to the risk of needing long term care, either at home or

in a nursing home, only a minority will actually need expensive care. For

example, at age 65 there is a 40 percent risk of being in a nursing home

sometime before death, but for must people the stay will be relatively short.

Only 10 percent will be in a nursing home for over a year, and yet it is this

group which accounts for 90 percent of nursing home expenditures, including
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the expenditures incurred by this group during the first year. With a

distribution of costs like this, it is wasteful for each family to try to save

for the worst case. Protection can be achieved by paying a premium equal to

the average cost. This is the essence of insurance.

Private insurance having discovered the long term care insurance market

in the last few years is producing a large number of new and improved

products, and just about every major insurar,ce company is now active in the

field. This development is very encouraging, and I believe that private

insurance can play a substantial role in meeting the need. It would be a

mistake, however, to extrapolate the progress made and assume that private

insurance can meet the need alone. We need a partnership between private

insurance and a unversally available public program with an improved Medicaid

means-tested program available for those for whom the universal public

program, private insurance and their own income aod assets prove inadequate.

Such an approach to long term care is similar in concept to the nearly

universal provision of cash benefits on retirement by Social

Security, supplemented by private and government occupational pensions and

underlying the whole the means-tested Supplemental Security income program.

There are many reasons why private insurance cannot be relied on to do

the whole job, but one of the most important is the cost to the individual.

The cost of an adequate policy when measured against the other needs to be met

out of the wages of middle- and lower-income workers is necessarily high and

there is no way through private insurance to temper the costs for those with

below average incomes. Policies paid for by the individual, as distinct from

the employer-paid-for acute health care group policies now in existence,

necessarily charge premiums as closely related to individual risk as possible

in order to avoid a competitor taking away the business of those whose

premiums are too high when measured against the individual's personal risk.

This means that there is no way to cross-subsidize, as in employer-paid-for

group insurance of all kinds, and that the full cost of the flat premium

charged falls on each family alike regardless of their ability to pay.

A flat payment, the same for all, is, of course, much harder for middle-

income and lower-income people to pay than for higher-income people. It is

the most regressive form of payment, and is in sharp contrast to financing

through government, which, for example, in the case of hospital insurance

charges the $40,000 a year worker four times as much for the same protection

as the $10,000 a year worker. Consequently without employer help with

finLncing (and I know of no one who seriously expects employers to take on

this added health insurance cost), large numbers of people will not be able to

afford private insurance. Moreover, large numbers with relatively low
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assets will find little reason to buy the policies even if they could just

manage the payments.

A second major limitation of private insurance is that there is no good

way to provide protection against inflation at a cost people would be willing

to pay. The flat premiums of private insurance will have to be regularly

increased to cover future inflation unless the purchasing power of the

benefits are allowed to greatly deteriorate. On the other hand, government

financing, say the income tax or the payroll tax, rises automatically with

inflation. There are, of course, other well known problems facing insurance

companies when they sell protection individual by individual. For example, to

avoid adverse selection they must set up underwriting rules that are ne lss-kry

from a business standpoint but prevent some people from getting the coverage

they need. Even using extraordinarily optimistic assumptions about the

purchase of private insurance--essentially that all those who could pay the

premiums with five percent or less of their incomes would actually buy

policies--the conclusion of the recently issued Brookings Institution study

was that by the year 2016 private insurance would be paying between 7 and 18

percent of nursing home costs.

But let me balance these limitations of private insurance when viewed as

a total solution by emphasizing my belief that private insurance can work as a

supplement to a public program for those who are relatively well off and have

significant assets to protect.

What then does this add up to? What should bf, the roles of private

insurance, a universal public program, and the means-tested Federal/state

Medicaid program? S. 2305 proposes one arrangement: a social insurance

program protecting against the cost of home care and respite care and

a nursing home provision with a 30 percent copayment and a two-year waiting

period during which private insurance would be encouraged to sell protection

to fill the gap. Medicaid would continue for those who did not buy private

insurance covering the first two years and did not have enough in the way of

income andassets to pay their own way and would also continue to fill in

copayments for low-income people.

I have an alternative arrangement of the public/private partnership that

I would like to suggest for your consideration. I believe it has some

advantages. I would propose the same sort of coverage for home care--that is,

a comprehensive home health and respite care benefit available after only a

short waiting period, say a month, and with a small, perhaps 15 percent,

copayment lasting as long as needed. The difference arises on the nursing

home benefit. For the same cost, or perhaps somewhat less, it would be

possible to provide a nursing home benefit covering the f six months of a
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nursing home stay for everycne with a 13 Perzent copayment plus 'n extended

benefit with a 30 percent copayment for those who had a spouse living in a

private or semi-private arrangement (i.e. a private residence, a room and

board home, or a retirement 'tome). Those not fully covered by such a plan

would be almost entirely thosm who could be expected to stay in a nursing home

for the rest of their lives anc, by definition, who had no spouse in the

community. The insurance needs of those in this group with assets would be

the protection of those assets fcr their heirs, primarily sons and daughters.

Although important, this objective scqms less a public purpose than a private

one and thus ideally suited for private insurance. Those who fail to buy

private insurance and those who have little in the way of assets to protect

and who therefore would not be interested in private insurance would

have their costs met by Medicaid following the six months paid for by the

Federal plan (or extended coverage in the case of those with a spouse in the

community). Income above a personal allowance of, say, $100 and assets above

a protected amount of, say, $5,0ou would first be used to pay for nursing home

care before Medicaid paid the rest of the bill.

There would, of course, be substantial savings to Medicaid in covering

the first six months of nursing home care and in the extended benefit for

those with spouses in the community. I would propose that part of those

savings be used to liberalize the Medicaid nursing home provisions as just

described and to insure an upgrading in the quality of care. Medicaid would

also continue to fill in copayments for low-income people unable to afford the

payments. The remaining Medicaid savings would !e retained, not for the

financing of the long term care program, but rather tz expand the coverage and

mprove the quality of services provided !y Medicaid to groups other than the

elderly, particularly children.

At one time, Mr. Chairman, I favored a more comprehensive, non-means-

tested Federal program to meet the long term care problem, but in view of the

many other pressing needs for new and expanded government programs, and in

view of the continuing deficit, it now seems to me important to design a

universal plan for long term care that meets only the highest priority public

policy purposes and leaves a major part of estate protection to private

insurance.

In thinking about this I came to the conclusion that the most important

public purpose long term care needs are (1) providing help to family members

who have taken on the responsibility of caring for seriously disabled people

at home: (2) protecting the income and assets of nursing home patients

when they return to private or semi-private living arrangements and thus have

a continuing personal need for their income and assets; and, (3) the
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protection of the family income and assets for the use of spouses of nursing

home patients. Of overriding importance is the provision of quality care to

the impaired person, whether at home or in a nursing home, and whether for a

short or long period, care designed to support the highest possible level of

independent functioning. Any Federal plan must provide for the upgrading of

services, an emphasis on the restorative and preservation of independent

functioning at the highest level possible and choice for the family in

determining the setting and services needed. The Federal plan must also

contain adequate dedicated financing and a strategy for cost control. This is

true for all plans.

The plan I am offering for your consideration is based on the thesis that

those who stay in nursing homes more than six months, are not married, and are

severly disabled seldom return to living in the community, and, therefore,

that the six months benefit plus an extended benefit as long as a spouse is

living in a private or semi-private residence would be sufficient when

combined with home health care and respite care to meet the highest public

priorities as I defined them earlier.

To test whether the limited nursing home benefit fulfills these highest

priority needs, let us look at some unpublished discharge data from the 1985

National Nursing Home Survey. In the twelve months prior to the survey, there

were 877,000 live discharges. Of these, 284,900 patients had been in the

nursing home for more than six months. Of this group, 35,700 were discharged

to private or semi-private residences and the rest to another health

facility (188,100 to a general hospital, 32,900 to another nursing home).

Following through on those discharged to a private or semi-private residence,

25,900 were not married and under the proposal would have lost their

eligibility for social -insurance protection, but it appears that only 10,600

of this latter group would have met the kind of severe disability eligibility

standards contemplated by the plan--that is, inability to perform alone three

of the activities of daily living ,ADLs, (such as moving from place to place,

eating, dressing, toileting) or the equivalent in disability from a

combination of several ADL limitations or who need constant supervision

because of a mental condition. For the survey data, it is necessary to use a

proxy for this level of disability: those who were either incontinent or

needed help with mobility but that would seem to be a reasonable enough proxy

for this broad purpose.

In all probability, few of those discharged to another nursing home,

general hospital or other health facility after a six months scay in a nursing

home, are unmarried, and with the degree of disability indicated would ever

return to a private or semi-private residence. They will either die in the
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hospital or go back to a nursing home. Thus of the 870,000 live discharges,

the six month plan and the extension for those with spouses would have failed

to protect only a little over one percent from the priority risks of either

having their income and assets used when they were needed by a spouse or

having their income and assets used and then themselves being discharged to a

private or semi-private residence. Left out of the Federal plan after six

months would be almost entirely those long stay cases who do not have a spouse

and who are not going back to a private or semi-private residence.

In the light of other priorities, it may well be reasonable in the case of

this group to use any income above a $100 personal allowance and assets above

a $5,000 exemption to pay for the cost of any nursing home care not covered by

private insurance, with a liberalized Medicaid program paying the residual

costs.

The alternative of private insurance for the protection of those with

significant assets should be encouraged and could be built on top of the

Federal program. The appeal of private insurance would be to individuals in

their 60s and 70s and their heirs who want to protect the older person's

assets and who would know that the government plan did not provide protection

against the cost of nursing home stays of more than six months when only one

spouse survived.

The role of private insurance wculd be important for those with assets,

but not crucial for public policy purposes. Under the proposal, the absence

of effective private insurance would be the loss of assets to an heir, but the

frail elderly and disabled and their spouses would be protected. No one would

have to "spend down" or meet any kind of means test before being admitted to a

nursing home, although income and assets would contribute to the cost for the

nursing home in the case of long stays if there were no spouse in the

community and no private insurance protection.

Public insurance with a long waiting period, such as a year or two, on

the contrary, depends crucially on the ability of private insurance to fill in

the one or two year gap. Without private insurance, most people would have to

turn to Medicaid before the expiration of the one to two year waiting period.

They would become eligible for a Federal benefit only after they had already

used up all or part of their assets and their spouses had typically been

forced to greatly reduce their standards of living. For a very large

number of people, the Federal program would come too late.

In closing, let me stress that protection against the costs of long term

care is a family benefit, not solely or perhaps even primarily a benefit for

older and disabled people. It is the middle-ag44 sons and daughters and their

children who are most at risk. They are the onev left to struggle, frequently
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more or less alone, with caring for disabled parents at home with consequent

disruption of the careers of a two-earner couple and the loss of time and

money for children. They are the ones usually who must help pay for nursing

home care. And the heavy burden falls on a minority who now experience high

long term care costs. We need plans that spread the risk to all and thus make

the cost bearable.

I have attached an outline of the sort of plan I have proposed, together

with suggestions for possible financing.

OUTLMZ ON A PEDURIL 2ROGRA( FeR LONG TzRZX CM

Benefits

1. Home Health Care

Home health care would be available for all eligibles after a

one-month waiting period following application and would be

available indefinitely. The cost of an annual plan for each

individual would be limited to 65 percent of the average cost of

skilled nursing homes in the area. Persons unable to perform two

or more of the activities of daily living (or the equivalent in

disability from a combination of several ADL limitations) or who

need constant supervision because of a mental condition would be

eligible. There would be a copayment of 15 percent of the cost of

services.

The annual cost of the benefit for the first full year after

the benefit was fully implemented is estimated to be:

$7 Billion

1I. A Respite Care Benefit

For the usual caregivers of those eligible for a home health

benefit, a respite care benefit would be available for charges up

to $3,000 annually, with a 30 percent copayment. The benefit

would provide full time in-home care or day care (even though the

regular approved plan for home care did not). Short-term nursing

home care would also be available for the purpose of relieving the

family members who are primary caregivers.

The annual cost for the first full year is estimated to be:

$1.5 Billion



109

111. Surfing Rome Care

A nursing home benefit would be provided for six months for

all eligibles unable to perform lhree or more ADLs (or the

equivalent in disability from a combination of several ADL

limitations) or who need constant supervision because of a medical

condition and whose circumstances make nursing home care

preferable to home care.

There would be a copayment of 15 percent of the cost of

services and a one month waiting period Ecr those admitted

directly to the nursing home rather than after a three day stay in

a hospital.

A patient would be eligible for a second six months of

nursing home care only after a period of 60 days in a private or

semi-private residence (i.e. not a hospital, nursing home, or

other medical facility.)

The annual cost of the benefit for the first year once the

program is fully in effect is estimated to be:

$9 Billion

III. Mtended Nursin= Home Care

An extended benefit with a 30 percent copayment would be

provided beyond the six months as long as there was a spouse

living in a private or semi-private residence (i.e. board and room

homes or retirement homes). For this purpose, a spouse would be

defined as one who had entered into a marriage with the eligible

patient at least two years prior to the time the patient meets the

disability standards for benefit eligibility.

The annual cost for the first full year is estimated to be:

$1 Billion

TOTAL $18.5 Billion

Financing

I. An estate and gift surtax of 10 percent could be imposed on

the transfer of assets by gift or inheritance in excess of

($200,000) and earmarked for long term care insurance.

Income the first full year: $5 Billion
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11. An increase of 0.3 percentage points in the Social Security

and Medicare tax on both employee and employer could be dedicated

to long term care insurance.

Income for the first full year: $14 Billion

TOTAL $19 Billion

There are many alternatives. A $5.00 a month premium paid by

the elderly would raise $1.8 billion in the first full year; the

hospital insurance tax of 1.45 percent applied to earnings

above the Social Security limit ($45,000 in 1988) and earmarked

for long term care insurance would raise $7 billion in the first

full year; there could be a dedicated surtax on the income tax;

taxes on alcohol and tobacco could be increased and the income

dedicated to long term care; Medicare could be extended to the 30

percent of state and local employees not now covered with the

savings to Medicare (about $2 billion) dedicated to long term

care; Social Security benefits could be taxed in a manner similar

to the taxation of contributory private pensions and government

career plans with the income dedicated to long term care

insurance: the taxation of capital gains at death could be

dedicated to long term care insurance, and there are, of course,

other possible sources of revenue.

Relationship to the Medicaid Procram

The financing proposed for the universal Federal long term

care plan does not depend on retaining the savings to Medicaid.

These savings might amount to about a fifth of what Medicaid would

otherwise spend on long term care.

A maintenance of effort provision would require the states

(with Federal matching) to liberalize the Medicaid program for

elderly and disabled people by requiring the states (1) to

increase the personal allowance for those in nursing homes from

$30 a month to $100 a month and to increase the asset retention

cash allowance from $2,000 (in 1989 for an individual) to $5,00

before patient income and assets could be used for the payment of

nursing home costs, and (2) to upgrade Medicaid nursing home

standards to assure quality care for federally reimbursed

services. The rest of the savings to Medicaid would be used to

improve the benefits and coverage of Medicaid for other groups,

particularly children.
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PREPARED STATEMENT OF RUTH VON BEHREN

Senator Mitchell, Honorable Committee members. I am RuthV on Behren,

Chair of the National Institute on Adult Daycare (NIAD), a membership unit

of The National Council on the Aging, Inc. (NCOA).
The National Council on the Aging, Inc., founded in 1950, is a national

nonprofit organization. Its membership includes individuals, voluntary

agencies and associations, business organizations and labor unions united
by a commitment to the principle that the nation's older people are entitled

to lives of dignity, security, physical, mental and social well-being, and
to full participation in society.

The National Institute on Adult Daycare is the only national organization

composed of professionals in the field working to develop and expand
adult day care, to advocate for those who rely on adult day care for daily

and continuing support and care, and for those working to ensure that adult

day care is of the highest quality, based on professional standards of

excellence and available throughout the nation.

Thank you for giving us the opportunity to comment on the provisions

of S. 2305, the Long-Term Care Assistance Act of 1988.
Last week I toured Western Kansas meeting with various groups of elderly

service providers and advocates to identify problems in obtaining health

care and long-term care services in rural areas. Over and over I heard,

"We can't afford the services, even if they were available." For the poor

there is Medicaid; for the rich -- whatever money can buy; for the majority,

a lack of quality, affordable health care.

We are grateful that the Congress is seriously addressing the need to

adjust Medicare to provide long-term care services, including home care,

such community-based services as adult day care, respite and chore services

and institutional care. Unfortunately, the lack of a national long-term

care policy has created a distorted array of long-term care services under

Medicaid, largely biased toward institutional care. Your bill, Mr. Chairman,

will go a long way toward realigning Medicare services to fit the altered

needs profile of Medicare beneficiaries.

Senate Bill 2305, the "Long-Term Care Assistance Act of 1988," provides

a comprehensive framework for addressing these needs. For the first time,
albeit after an extended exempt period, chronic nursing home care will

become a Medicare benefit, as will chronic home health care. Your bill
addresses the need for a respite benefit far beyond the limited range included

in the pending catastrophic Medicare Conference Report. It will provide

for Medicaid buy-in to protect the interests of poor Medicare beneficiaries.

Each of these components, if enacted, will comprise important components

of an emerging national long-term care policy.
At the same time, we believe that aspects of S. 2305 require additional

review by this Committee toward changes which NIAD considers essential to

sound long-term care legislation.
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We believe that S. 2305 does not appropriately portray adult day care
as the professional, skilled health system that daily is serving thousands
of Americans requiring long-term care services.

We believe that the bill errs in slotting adult day care solely as

a respite service for caregivers, with severe dollar limitations and

co-payment requirements contained in the section on Home or Community-Based
Respite Care. Instead, we urge your consideration of shifting adult day

care services to complement chronic home care as a direct beneficiary service
with important, but secondary, respite consequences for caregivers.

We believe that such a change will not fundamentally alter either the
fiscal impact of this legislation or the core intent to array sufficient

community-based services to allow impaired adults to remain in their own

homes. In fact, we believe that our recommendations will greatly expand

care options for beneficiaries, families, attending physicians and case

management agencies on a cost-effective basis. We also assert that the

services rendered under an adult day plan of care will meet the same standards
which this legislation will require of services provided at home.

Finally, we suggest that there is pending Medicare legislation which

could provide to this Committee models for incorporating adult day care

as a long-term care service option. In short, we believe that our recommendation

will not impede, in any way, the progress of this bill toward passage within

this Session.
Adult day care is a structured day program provided in a safe environment

where functionally impaired adults can receive the social, health and

supportive services needed to restore or maintain optimal functioning.
Hallmarks are an individualized, comprehensive assessment and a plan of care,
involving multidisciplinary staff. Attendance is planned and regular. The

primary target population is the impaired adult. The intent is to forestall
inappropriate or premature long-term institutionalization and to return

the beneficiary in an improved condition to his or her own home.
Services provided at the typical adult day care center include nursing,

personal care, social services, physical and occupational therapies,

nutritional counseling, transportation from home to center, 'noon meal, family

counseling and support and therapeutic recreation. Medical supervision

is usually provided by either the participant's private physician or a

consultant staff physician. Additional consultant services include speech

therapy, podiatry, psychiatry and-dentistry. These services, provided on
a cost effective, group basii, meet, at minimum, professional and quality
assurance standards required of home health care agencies under Medicare

and Medicaid.

Mr. Chairman, adult day care is not a new, arcane or remote service

unknown to the states. In fact, 41 states now apply standards for licensure,
certification or funding of adult day care. Such services to adults under

Medicaid, the Older Americans Act, state long-term care resources and

through private payments and co-payments are provided in all 50 states.
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NIAD will provide to this Committee extensive documentation, including

numerous state and privately sponsored evaluations, demonstrating the

availability of these services across the nation under requirements meeting

federal standards.

Adult Day Care Services
For the Participant:

Adult day care restores or maintains optimal functioning of impaired
adults. Every center can provide information about small miracles
that occur, for example, a person formerly in a wheelchair now walks.
A state of California evaluation study in 1982 found that 87-96%

of adult day care participants maintained or improved functioning.
For the Caregiver:

Business surveys are identifying, in increasing numbers, the impact

of caregiving on their employees. Adult day care is recognized as
a valuable asset, as it provides respite to the caregiver and relieves
stress, enabling the caregiver to continue providing care and helps
employee productivity.

For the Government:

By utilizing the benefits of a group setting, adult day care costs

less than the one-to-one provision of home health care.' On aimonthly

basis it costs less than a nursing home. Reports from states such
as California, Hawaii, New Jersey and Massachusetts indicate state

satisfaction with adult day care's costs and effectiveness.
On Lok Senior Health Services, my agency, has found the use of Adult

Day Health Care (ADHC) a vital component in the reduction of hospital

utilization. On Lok, a capitated, at risk comprehensive long-term care
system, funded by Medicare and Medicaid, sees the ADHC center as the focal

service delivery site. The monitoring and supervision of health status at
the ADHC center enables On Lok to prevent small health problems from

becoming major problems needing hospitalization. The hospitalization rate

for our elderly persons certified for nursing home care is .7% of enrollment

days, less than one third the average rate for this population, and even

lower than that for a general 65+ population (1.1%). In our current

replication program, authorized by Congress in 1986, all prospective On
Lok model sites must develop ADHC if it is not already in place.

Based on this extensive experience of meeting the long-term care
needs of hundreds of thousands of impaired adults, we recommend two major

changes in S. 2305:
* delete adult day care as a respite service under the Home or

Community Based Respite Care section;

* incorporate, under Title I of the bill, provisions to add

adult day care as a specific benefit and as a companion service

to chronic home care services.
We suggest that S. 1839, introduced this Session by Senators Melcher,

Bradley and Heinz, can provide to this Committee the elements necessary
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to define adult day care as a Medicare benefit under S. 2305. Incidentally,
S. 1839 is now co-sponsored by 15 Senators, including your colleagues on

this Finance Committee, Senators Durenberger, Moynihan, Matsunaga

and Chaffee.
S. 1839 establishes adult day health care as a distinct Medicare service

with service and eligibility requirements, certification standards developed
by DHHS with consultation from NIAD, eligibility determination by state
pre-admission or Medicaid long-term care agencies, and surveys by the
appropriate state agency. While S. 1839 limits adult day care reimbursement
to 100 days annually, we would suggest that it be reimbursed on the same
basis as chronic home care.

Recent further analysis of the NIAD 1985-86 National Survey indicates
that many centers will have no difficulty in meeting the service requirements

of S. 1839.
Particularly noteworthy is the fact that all centers, regardless of

licensing or funding source, do provide at least two of the following
professional services: nursing, social services, physical therapy and
occupational therapy. Even more significant is the provision by 40% of
our centers of one or more of the following medical services: physician
assessment and treatment, psychiatry, podiatry and dentistry. These figures
represent only services provided by staff or contract, and do not include

the informal alliance with participants' private physicians, which is a
part of every adult day care program.

Medicare reimbursement, as outlined under S. 1839, would increase
center resources, thus enabling those centers that wish to qualify for
certification to add additional services if needed.

Medicare funding through S. 2305 is needed for the following additional

reasons:

1. Medicare coverage for adult day health care will make the service
accessible to those low- and middle-income persons who do not
meet the income eligibility requirements for Medicaid or the

Social Services Block Grant program, but cannot afford to pay
for these services.

2. Medicare is a trend-setter for private health insurance coverage.
Medicare coverage will point the way towards inclusion of ADHC

in supplemental long-term policies.
The private sector is just beginning to offer coverage for adult day

care in insurance policies. Three companies, Travelers, Aetna and Prudential
(for AARP), already include adult day care as a benefit for'either group or
individual coverage. Others will follow if Medicare leads the way.

NCOA/NIAD acknowledges the leadership of these companies. However,
insurance policies are long-term. Persons who need ADHC now will not be

accepted by any long-term care policy. Insurance policies will reject
persons currently eligible. Also, premiums for persons of advanced age are
higher, making the policies uiaffordable. Therefore, although such policies
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should be strongly encouraged, the needs of our current long-term care

population cannot and should not be ignored.

Program Growth

I have worked with ADHC since 1975 and have experience both as state

administrative official and provider. The "woodwork" theory has been

raised numerous times. I have yet to see it happen. There are several

reasons why:
1. Admission to ADHC implies that the participant and the caregiver

need help. Neither likes to admit they can't function independently,

so they put off admitting this until a crisis is imminent or actually

occurs.
2. ADHC is a service-intensive program. The major reason for being

in an adult day care center is a service need.

3. Eligibility controls and case management standards will ensure that

only persons who need the services will receive them. NCOA/NIAD

feels there are adequate controls.

The "woodwork" theory has also been applied to providers. There is

fear that uncontrolled growth will occur if Medicare reimbursement is

available. There are several reasons why extremely rapid growth is not

likely:
1. The start-up and development time involved in establishing an ADHC

center.

2. Past experience of other providers when Medicare reimbursement

began.

ADHC is a complex program involving facility renovation; equipment

purchase; licensing and certification application and review; policies and

procedures development; staff recruitment, hiring and training; and,

marketing and outreach. In California, it takes a minimum of a year and

often much longer, to bring an ADHC center from design to operation. If

funds for development are lacking, the developmental period may double or

triple.
NCOA/NIAD has other concerns relating to S. 2305:

1. Case management is required for eligibility. This requires more

specific guidance as to placement and structure.

2. The Eligibility review process to determine an individual's

eligibility for these Medicare long-term care benefits allows

up to 60 days for the decision. This is far too long for a

chronically ill individual who needs services immediately.
3. The two year waiting period for Medicare coverage of chronic

nursing home care is far too long. According to the House Aging

Committee, nearly 70% of single elderly persons would be financially

impoverished after just 13 weeks in a nursing home; within a year, 94%.
For 34% of couples, impoverishment occurs after one spouse has

spent six months in a nursing home; for 78% at the end of a year.
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4. The $500 deductible for chronic home health care and the 50% match

for respite care will result in many persons not able to use the
services because they can't afford the deductibles. I am especially
concerned with low income persons who have not qualified for

Medicaid.
5. NCOA/NIAD would also like to suggest that the definition of

"institutionalized spouse" in §1923, Treatment of Income and Resources

for Certain Institutionalized Spouses, be expanded to include spouses
of persons receiving chronic home care and/or adult day care, as
specified in Title III, §301, 31(B)ii, your definition for "qualified

facility."
Mandating such provisions only for institutionalized sp-uses once again

gives an incentive to place the spouse in an ICF or SNF. Equal treatment is
needed for spouses who seek to prevent institutionalization by using adult

day care and/or hcme care.
A recent poll of 2001 Americans over the age of 45 commissioned by the

American Association of Retired Persons and conducted by Hamilton, Frederick
and Schneiders found that a federally administered long-term care program
similar to Medicare or Social Security is preferred by 84% of the respondents.

Respondents are also willing to pay for it with a $20 to $58 per month

increase in So-ial Security tax (depending on income) to cover the costs.
Senators, the need is there; the time is right. NCOA/NIAD commends

you for addressing these long-term care issues.

NCOA/NIAD asks that you develop a Medicare funded comprehensive long-
term care system which includes in-home, community-based services, including

aJult day care and institutionalization.

We ask that barriers of high deductibles be removed and this system

be accessible and affordable to those needing its services.
Thank you for giving me the opportunity to present NCOA/NIAD views

on this important legislation.

N
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Mr. Chairman and members of the Subcommittee, my name is

Daniel P. Bourque. I am Senior Vice President for the Voluntary

Hospitals of America, the nation's largest alliance of nonprofit

hospitals. I am also a member of the U.S. Chamber of Commerce's Health

Care Council and I served as the Chairman of the Task Force on Long-Term

Health Care Policies of the Department of Health and Human Services

(HHS), appointed by Secretary Otis R. Bowen, M.D. I am pleased to appear

today on behalf of the Chamber. I am accompanied today by

Frederick J. Krebs, Director of the Chamber's Employee Relations Policy

Center.

Mr. Chairman, the Chamber applauds you for beginning this

important dialogue on long-term care in a sincere effort to find a

workable and affordable solution. Finding the best solution will require

input from as many sources as possible. The Chamber appreciates the

opportunity to present its views on this important topic.

I would like to focus my remarks on the Chamber's perspectives on

the ways to address the need for long-term care coverage, on the

recommendations of HHS's Task Force on Long-Term Care Policies, and on

S. 2305.

The Need for Long-Term Health Care

The need for Congress to address the issue of long-term care is

indispUtable. Many elderly Americans and their families already face

impoverishment as they strive to meet the costs associated with nursing

home or extensive home health care services. Frequently, middle-income

elderly find themselves spending down" to eligibility for Medicaid - a

program designed for the nation's poor. The average nursing home stay

costs $22,000 annually - a large burden for almost any family to bear if

they lack some form of private or public insurance coverage.
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The realities of the demographics of our population Ensure that

this problem will only grow in the future. Today there are 2.2 million
Americans over age 85 and approximately one-fifth of them reside in
nursing homes. By the year 2000 - only twelve years from now -- the

population over age 85 will more than double to 5.5 million, and we can

expect a commensurate increase in nursing home residents. HHS estimates
that the lifetime risk of entering a nursing home is now between 20 and
45 percent. And for the elderly who spend more than $2,000 of their own
money annually on health care, 80 percent goes to nursing home care.

Obviously, the need to find affordable ways to pay for this coverage is
paramount and urgent.

The high cost of such care and the demographics of an aging

population make 'pay-as-you-go" financing far less desirable than

prefunding for long-term care needs. Few individuals are able to finance

an extended nursing home stay or other long-term care service entirely

out of their assets and income. Given the current federal deficit
picture, the same could be said for government's ability to finance a new

long-term care program.

Business has been the focal point in addressing various health

policy issues. Indeed, employers do have an important role to play in

this and other health care policy debates. But with many competing
interests vying for limited financial resources, we must set priorities.

He must sort through all possible options and devise a plan that takes

into account all of the needs and resources -- both public and private --
available to us.

Fortunately, despite the enormity of the national challenge to

provide long-term care, there are positive steps that can be taken to

help the elderly, today and tommorrow, meet their long-term health care

needs.

General Principles

To deal effectively with the issue of long-term care, we should

all recognize some important points. First, there is no single way to

solve this problem. Its solution will require multiple strategies and
demand the best in innovation and resources from both the private and

public sectors.

Mr. Chairman, you are to be commended for developing a response to

this need that combines private and public approaches. Health care

coverage in this country is, and rightly should be, a private and public

sector partnership.
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For those individuals whose modest means prevent them from

securing private long-term care insurance, a firm commitment to a variety
of public financing programs is necessary. But the Charber believes
that, to the extent possible, the private sector market for long-term

care -- like health care coverage generally -- should be encouraged.

Public policies should encourage and help make possible the purchase of
long-term care coverage for those who can afford it. Mr. Chairman, in
recognition of. thc important role private coverage must have in
addressing the nation's long-term care needs, your bill provides
incentive to encourage the expansion of this market.

Second, addressing the questions of financing alone will not

satisfy our long-term care needs as a nation. The complexity and
magnitude of the problem will require new and expanded teolivery systems,

effective methods to contain costs, and research breakthroughs to reduce
disability and improve the quality of life for those in need of long-term

care.

Third, public policies aimed at addressing the need for long-term

care should not discourage the extensive network of informal care that is

currently provided by family members and friends. In fact, policies
should support and encourage such informal care. Again, Mr. Chairman,
your bill's provision for respite care recognizes and reinforces this
important role.

Fourth, education of the public on the importance of seeking

protection from long-term financial catastrophe is vital. Too many

people simply do not understand what Medicare does and does not cover.
He cannot expect consumers to make informed choices without sufficient
information on the types of coverage tney are entitled to already. There

is strong evidence that with education, younger people can be encouraged
to protect themselves from future long-term care expenses.

The HHS Long-Term Health Care Policies Task Force that I chaired
issued a report to Secretary Bowen in September of 1987. The report

contained 41 recommendations for meeting the challenge of long-term

health care. The Chamber supports a number of the Task Force's
recommendations, the most important of which I will discuss today.

The PMrivatearket for Long-Term Care Insu rance

I cannot stress enough the vital role that private long-term care
insurance potentially can play in meeting the financial concerns of the

elderly. Because of the efficiencies of pooling risks and the internal
buildup of accumulated reserves, insurance provides an efficient means of

meeting financial risks that are too great a burden to bear alone.
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In the past three years alone, there has been a dramatic growth in
the private insurance market for long-term care policies. The number of
insurance companies offering such coverage has grown from about 20 in

1983 to more than 80 today. And the number of individuals covered by

these policies has increased from 100,000 to nearly half a million.

During this time, we also have witnessed a substantial change in

the types of policies being marketed and sold. For example, policies now
include features such as inflation adjustors, case management,
alternative home and community-based services, and eligibility criteria
based on the limitations of the insured person's ability to fulfill

certain daily living activities. In addition, exclusions for specific
conditions such as Alzheimer's disease and prior institutional stay
requirements are being removed. Increasingly, the typical idemnity

benefit policy with a permanent fixed daily dollar limit for
institutional or nursing home care is being augmented with products more

responsive to consumer's desires and needs.

Another important and recent development is in the area of
employer-sponsored long-term care insurance. A year ago, virtually no

employer plans were available. Today, more than half a dozen large

employers offer this coverage to their employees -- including American
Express, Proctor and Gamble, the states of Alaska and Maryland, Aetna,

and John Hancock -- and the list is growing. A survey by the Washington
Business Group on Health found that more than half of the companies

surveyed had investigated or were planning to investigate within the next
two years the possibility of offering a long-term care benefit to

employees and/or retirees.

The early experiences of these employer plans have been

encouraging. Enrollment rates have reached nearly 15 percent, even when
the employee is asked to pay the entire premium. The average age of
purchasers has ranged from the low 30s to the low 40s and the percentage

electing spousal coverage has been high. Some plans even allow employees
to purchase coverage for their parents.

The HHS Task Force underscored the importance of the

employer-sponsored market as the most effective way to expand rapidly the
availability of long-term care insurance. Offering this insurance

through employment is an effective means of making it readily available,

attractive, and affordable to large groups. Not surprisingly, it becomes

even more attractive if the appropriate tax incentives are available.



121

The public and private sectors should take immediate steps to

encourage the expansion of long-term care protection. The current
heightened awareness of the need for financial protection against the

potentially ruinous costs of these services makes this an ideal time for
stimulating growth in long-term care coverage. The market will need time
to develop, and the sooner we begin, the better.

Encouraaing the Development of the Private Long-Term Care Market

Federal policies could significantly enhance the growth and

breadth of the employer-sponsored long-term market. The HHS Task Force
recommended the use of tax incentives to encourage the purchase of

long-term care insurance. Obviously, we all must be sensitive to the

potential lost revenues resulting from tax incentives. However, a range

of tax policy options exist that would assist the private market in some
way, each with a different federal revenue impact.

Mr. Chairman, your proposal Incorporates several important tax

incentives for long-term care insurance. S. 2305:

o Clarifies the tax treatment of long-term care insurance

reserves and the investment earnings credited to them.

o Gives long-term insurance the same tax status as health and

accident insurance.

o Clarifies the tax treatment of long-term care insurance to

employers offering group coverage and to employees receiving

long-term care benefits.

o Provides that long-term care expenditures and insurance
premium payments are deductible medical care expenditures.

The two-year exclusionary period for nursing home care provided

for in S. 2305 would help to stimulate demand for long-term care
insurance to cover the exclusionary period for the benefit, the copayment

requirements, and other long-term care costs not addressed in the bill.
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Other options are also possible. For example, long-term care

insurance plans could be linked with other insurance programs and with

pre-paid health plans -- such as Health Maintenance Organizations and

Continuing Care Retirement Centers. One proposal suggested by the Task

Force would permit employees the option of directing a portion of their

vested pension benefits, including Keogh plans, Individual Retirement

Accounts, and 401(k) plans to the purchase of long-term care Insurance.

These tax incentives would encourage individuals to take financial

responsibility for their future needs.

The commensurate savings in the Medicaid program over time may

more than offset the tax expenditures needed to stimulate the private

insurance market. In 1986, outlays for nursing home care amounted to

more than $38 billion -- and more than $15 billion of these costs were

Medicaid expenses. These public expenditures would be reduced

signifcantly as the private system prospered. The HHS Task Force, using

a Brookings Institution model, projected that by the year 2020 $1 of tax

benefit for stimulating long-term care insurance would yield $2 of

savings in Medicaid spending to the federal government.

The long-term health care dilemma is complex and assuredly will be

expensive to solve adequately. The Chamber, however, has reservations

about a major expansion of Medicare at this time. Long-term care is one

complex facet of the broader and even more complex health policy picture,

which includes the needs of the uninsured and underinsured. He must

determine how to best allocate our limited resources among competing
interests. -The Chamber is currently establishing a panel to examine

these important issues and make policy recommendations on how to meet

U.S. health care needs.

Conclusion

Mr. Chairman, in introducing S. 2305 and conducting these

hearings, you have provided an excellent starting point for this debate.

The Chamber applauds you and the other members of this Committee for

drawing needed attention to this problem. Me pledge the Chamber's

assistance in your search for workable and affordable methods to meet the

nation's need for long-term health care protection.
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Good morning Mr. Chairman and Members of the Subcommittee.

I am Bruce L. Boyd, Vice President, of the Teachers Insurance

and Annuity Association and College Retirement Equities Fund.

I am manager of the Group Insurance Operations Division which

provides over 2,000 group disability, life, and medical plans

to colleges, universities and other educational institutions

for their employees, and insures over 500,000 people.

I am pleased to testify today as Chairman of the Long Term

Care Task Force of the Health Insurance Association of

America. The HIAA represents some 350 insurance companies

which write over 85 percent of all commercial health insurance

in this country.

HIAA applauds Senator Mitchell's interest and that of the

Subcommittee, in addressing the important national problem of

long term care and his recognition that the private sector

should play a role in paying the nat;'n's long term care bill.

We also understand that S. 2305 has been introduced as a

vehicle to begin a national discussion on financing long term

care and that many views will be considered in shaping the

ultimate structure of the bill. In the Chairman's own words,

the bill "is not a panacea" but "rather, a sincere effort to

reform the way long term care services are delivered and paid

91-983 0 - 89 - 5
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for." HIAA welcomes the opportunity to work with the Chairman

and his staff as the provisions of S. 2305 are refined.

The insurance industry is justifiably proud of the role it

has'played in the evolution of the largest private insurance

system in the world. The overwhelming majority of adult

Americans now have private life and health insurance and the

great majority of the "ERISA workforce" participates in pension

plans.

This situation didn't occur overnight. It evolved, mainly

after World War II, as the nation's growth and productivity

increased national income and allowed people to look beyond

cash income to securing themselves against premature death,

unexpected illness or disability, and planning for retirement.

Now, we are entering the next logical phase of this

evolution. The advances in both medical technology and general

health that are increasing the lifespan of the elderly are also

increasing the number of people who may require treatment for

chronic illness. Simultaneously, rising income, particularly

among the elderly, makes insurance against the costs of long

term care both desirable and affordable. The time has come to

begin folding long term care into this country's extensive

private insurance system.

Our testimony will focus on four areas:

o the nature of the long term care problem and why it
lends itself to insurance coverage;

o the new developments in long term care insurance
products;

o the challenges we face in attempting to meet the need
foV long term care insurance; and

o the specific provisions of S. 2305.

Nature of the Problem

When we speak of "long term care," we are describing a wide

range of medical and support services provided to individuals

who have lost some or all capacity to function on their own due

to a chronic illness or condition and who are expected to

require these services for an extended period of time. About
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70 percent of the noninstitutionalized elderly with long term

care needs receive their help solely from family members and

friends. However, others need paid home care services and

nursing home care.

Long term care is the major catastrophic health care

expense faced by the elderly today. On average, for those

elderly with out-of-pocket health care expenses over $2,000 a

year, 80 percent goes toward nursing home care. With nursing

home costs estimated to average $22,000 - 25,000 per year, such

expenses can indeed cause financial ruin.

Over the last three decades, both the public and private

sectors have focused their attention on the enormous tasks of

improving the scope of coverage for acute health care and the

financing of pension plans. The public and private sectors are

just beginning to focus on the need to establish a systematic

program of insuring long term care costs. Currently, nearly

half of all nursing home costs is paid for by Medicaid and the

other half is financed out-of-pocket on a pay-as-you-go basis.

There has been very little.prefunding of private resources to

minimize this financial drain. As a result, middle income

people are forced to impoverish themselves, "spending down"

almost all of their resources and becoming eligible for

Medicaid -- a health care program intended for the poor. This

all-or-none financing approach also encourages some people to

divest themselves of assets in order to qualify for Medicaid

benefits.

Not everyone will need paid long term care services. For

example, it is likely that somewhere between 60 and 75 percent

of the elderly will not enter a nursing home. Of those that

do, about half will be institutionalized for more than 90

days. Therefore, long term care embodies many of the

characteristics of a situation suited to insurance: a

potentially very expensive event, difficult to predict for a

given individual, and for which the frequency is sufficiently



126

low that the cost per person, spread across a large group, can

be relatively modest.

Private insurance, however, cannot provide the answer for

everyone. Insurance products are not designed for nor do they

lend themselves as financing vehicles for some segments of the

population such as those with low incomes. Providing care for

this population should be the objective of public programs and

reforms are needed to improve the government's ability to act

as a responsible safety net for those who must reLyron it.

HIAA supports the Medicaid reform provisions in S. 2305.

We believe that the Medicaid program must be enhanced for those

individuals who are unable through insurance or their own

resources to provide for the cost of their care. These

incremental Medicaid changes are necessary regardless of

whether or when a final financing solution is developed and are

clearly critical ingredients for a comprehensive bill such as

S. 2305.

NOW Developments in Long Term Care insurance

There has been a small private market for long term care

insurance in this country for some time. However, widespread

consumer misunderstanding about the extent of Medicare

coverage, coupled with other, higher priority uses for their

funds were two of the primary reasons why spending for private

long term care insurance has had little appeal.

Recently, that has changed dramatically, Es evidenced by

the number of companies developing long term care insurance

products, the number of individuals covered and the variety of

products being developed. There are now about 80 companies

selling a long term care product and almost all of this growth

is since 1985. Today, there are about one-half million

policyholders. Some companies report doubling their number of

policies in force each year.

More importantly, the products themselves are changing

rapidly. Because of the lack of experience, the early products
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tended to be more limited. For instance, they covered only

stays in a nursing home and then only following a hospital

stay. But virtually all of the newer products offer nursing

home and home health care, frequently without a prior

hospitalization. Instead, benefits are triggered based on

functional limitation measures. In addition, some policies are

now providing inflation protection against future long term

care costs. We will see a continued trend toward more

comprehensive and liberal benefit provisions as private sector

insurers and the consuming public become more sophisticated.

The recent introduction of employer-sponsored plans is

particularly promising. Such plans offer the opportunity to

efficiently reach a large number of people during their working

years when premiums are more affordable. A year ago when we

testified before your Subcommittee, only one employer plan had

been introduced. Six months later, at the end of 1987, there

were five more. Several employers have expressed interest in

offering a plan in 1988.

The enrollment experience to date has shown the average age

of the employees electing this coverage is in their early

40's. This is strong evidence that with education, younger

people can and will purchase long term care protection. And,

must of these plans provide coverage to the elderly including

retired employees and parents of the worker and worker's spouse.

The insurance industry is moving rapidly to serve more

people and offer a wider range of services. Clearly, the

availability of home and community-based care are highly

desirable from a social perspective and can also be

cost-effective under the appropriate conditions. HIAA is

pleased to see that S. 2305 recognizes the importance of

noninstitutional long term care services by offering home and

respite care benefits.
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Challenges to the Long Torm Care Insurance Market

There are several factors which have inhibited the

development of long term care insurance. In varying degrees,

these factors still operate today. The most important of which

are:

o A low level of consumer awareness about the risks and
costs of long term care, coupled with a widespread
belief that Medicare and supplemental Medigap policies
cover long term care costs.

o A lack of usable data by insurers regarding the use and
costs of long term care services, particularly in an
insured environment, which makes actuarially sound
pricing of products difficult.

o An uncertain public sector tax and regulatory
environment for companies developing long term care
insurance.

Consumer Awareness

The need for better consumer education is the

responsibility of both the private and public sectors. It

should begin early, so that people can purchase insurance when

they are younger and premiums are more affordable.

HIAA has undertaken a number of initiatives in this area.

I have submitted for the record one example of our efforts, the

Consumer Guide to Long Term Care Insurance. HIAA remains

willing to work with all levels of government to further these

communication and education efforts.

Data Needs

The development of an effective plan design and the

appropriate pricing of policies relies on a good body of data.

The data that do exist are fragmented and in many areas are

lacking. For example, there are almost no data on the rate at

which private pay patients exhaust their resources to become

Medicaid eligible. And, information on the lifetime use of

nursing home care is also limited.

Our knowledge gaps make it very difficult to predict the

future costs of a publicly funded long term care program.

Furthermore, these uncertainties strongly suggest that the
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private and public sectors take the several incremental steps

necessary to develop the components of a rational long term

care system in order to create a sound national policy.

Federal Tax Environment

Long term care insurance is a new product which has an

uncertain status under the current federal tax code. In order

to stimulate the growth of private insurance, especially

employer sponsored coverage, and to reduce the costs of long

term care insurance, it is necessary for the federal government

to clarify the tax status of long term care insurance and to

remove barriers to several logical and effective product

designs. HIAA is pleased that S. 2305 recognizes the -

importance of these concerns and we support the bill's

provisions that would address the current obstacles created by

these uncertain tax issues.

State Regulatory Environment

Long term care insurance is a new product that continues to

evolve. Insurers need a state regulatory environment which is

sufficiently flexible to allow for the development of new and

different products but is equally effective in protecting

consumers. In December 1986, the National Association of

Insurance Commissioners (NAIC) adopted model legislation that

successfully balances these two objectives. In the last 18

months, 13 states have passed the model bill and another 8 are

expected to pass this bill by the end of 1988. HIAA supports

this critical legislation and is working actively in those

remaining states for its passage.

gpeoific Provisions of S, 2305

HIAA supports the comprehensive approach taken by S. 2305

and many specific provisions of the bill. However, we believe

that it is premature to consider a government entitlement
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program that is structured to pay benefits based on length of

use rather than financial need. After thoughtful analysis and

discussion, HIAA has concluded that an approach such as the

2-year exclusionary period proposed in S. 2305, is premature

for several reasons. These reasons include:

o A time period is an arbitrary measure of need; it
over-assists individuals with resources to pay for care
beyond the time period and it is inadequate for persons
who cannot manage the cost of the "exclusionary" period
in a nursing home. And, the vast majority of private
insurance plans provide coverage in excess of 2 years.

o The cost of private insurance is determined more by the
age at purchase than the length of time for which it
provides benefits. Afforiability is enhanced by
purchasing at younger ages, accruing funds over an
extended period, and spreading risk over a large
population.

o There are many uncertainties about long term care
including the extent of future long term care use,
especially for home and community-based care; the most
cost-effective case management methods; the resources
available to those who enter nursing homes; and the
impact that third party payment could have on all of
these issues. We therefore, believe it is preferable to
pursue potential public-private partnerships through
smaller scale, controlled demonstrations that can be
adjusted and modified to provide insight into the design
of a successful national program.

o An entitlement program that leaves the insurance
industry with only a gap-filling role would certainly
limit the progress and experimentation currently
underway in the private market. Fitting the gaps of a
federal program would require that most features of the
products be standardized or virtually identical.

o Given the recent experience with Medigap and
catastrophic legislation, insurers are reluctant to
devote large resources to a new product line that could
greatly diminish over time. Under S. 2305, private
insurance benefit structures funded over an extended
period could prove inadequate or redundant when needed
if government, as often happens, changes the rules of
the partnership over time. Not only could this have an
adverse affect on consumers, it also will tend to limit
the number of companies willing to experiment and fund
the development of long term care policies.

o The proposed stop-loss structure could have a negative
impact on the fledgling employer group market. Some
insurers believe it could discourage insurers and
employers from offering any long term care coverage
because of the uncertainty of future government programs.

In general, HIAA is more supportive of a government program

that would provide needed benefits after individuals have used

some designated portion of their own resources to pay for
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care. In this way, government policy would be focused o -

helping individuals based on the adquacy of their own

resources, rather than a preset time period. Such a policy

should also prevent individuals from impoverishing themselves

as they currently do under Medicaid.

In addition, HIAA believes that the deductible for the

nursing home and home care benefits should be combined to

minimize incentives for overusing home care services because of

its significantly lower deductible. This deductible period, in

total, should be based on an individual's resources rather than

a preset time period for nursing home care and a less costly

dollar deductible for home care. The home care benefit should

also be offered in a way that will minimize the substitution of

paid care for the vast amount of care that is currently

provided by informal caregivers.

HIAA continues to support state experimentation to develop

the most efficient and effective long term care financing and

delivery system between the public and private sectors. We

believe that the evaluation of 'e projects will provide

valuable knowledge to policymakers. In this regard, HIAA

supports federal legislation that would permit these state

experiments to take place.

In addition to questions raised about the general structure

of the new program proposed by S. 2305, HIAA believes that the

linkage between the private insurance plans expected to fill

the 2-year exclusionary period and the public long term care

program needs further consideration. We welcome the

opportunity to sit down with you or your staff to more clearly

define and address these issues. Questions about the

coordination between the private and public sectors include:

o Why are different eligiblity criteria specified for
private insurance plans versus the proposed federal
program? How would beneficiaries be affected by these
different eligibility requirements across the two
different payors?

o Who is responsible, both functionally and financially,
for the case management of patient services? Is the
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private sector responsible under private insurance and
the public sector responsible under the proposed federal
program? How will the process be made uniform and
consistent to serve the beneficiary in the most
cost-effective manner?

o Why are different provider eligibility criteria
specified for private insurance plans versus the
proposed federal program? How would this affect
beneficiary access to appropriate care?

Finally, HIAA questions whether this proposal is the best

way to spend an initial *18 billion to solve the nation's long

term care financing problem. Given Medicare's current

commitments and future promises, the cost of this new proposal

must be considered within the context of Medicare's existing

fiscal responsibilities and costs. For example, the Part A

Trust Fund remains financially unstable, Part B premiums have

risen dramatically in recent years, and the new catastrophic

legislation will increase premiums and income taxes

substantially.

Given the aging population and health care cost inflation,

Medicare costs will continue to escalate in the future.

Because S. 2305 is financed on a pay-as-you-go basis, premiums

to cover the cost of the new program will skyrocket-or become

inadequate very quickly. HIAA supports the objective of S.

2305 to be fiscally responsible and we believe that other

public and private financing alternatives that rely on full

prefunding of benefits should be closely examined.

summary

In summary, HIAA believes that S. 2305 will serve as a

strong catalyst for further discussion on solving the nation's

long term care financing crisis. Specifically, we believe that

the incremental recommendations for Medicaid reform and long

term care insurance tax clarification should proceed as a

necessary component of any responsible financing solution.
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And, in designing the structure of a future public and

private sector financing arrangement, HIAA believes that more

analysis needs to be done to determine the most effective model

for a shared responsibility and to determine the most fiscally

responsible system over the long run. We need to explore more

ways to achieve this balance before settling prematurely on an

untested concept.

HIAA believes that the flexibility of private insurance

initiatives offers the preferred approach to prefunding long

term care for the majority of Americans. Private initiatives

also provide maximum choices and flexibility to informal

caregivers. And, over time, we believe private insurance will

help reduce public spending for this care.

Thank you, Mr. Chairman, for the opportunity to talk with

you today. We look forward to an on-going dialogue with you

and your staff as the bill moves forward.



134

4-

V A '~

I
}



135

Acknowledgments
e gratefully acknowledge the
help in identifying consumer
concerns provided by the

American Association of Retired Per-
sons staff. Also, we wish to thank the

members of the Health Insurance Asso-
ciation of America's Long-Term Care
Task Force for their guidance and tech-
nical assistance in developing this
booklet.



136

Foreword

hopping for health insurance can
be a very complicated matter.
There are always a lot of unfamil-

iar words and phrases to wade through
and differing costs of coverages to
understand.

Probably the single most con-
fusing aspect of it all is long-term care.
Because contrary to what most people
think, Medicare provides only very lim-
ited coverage for long-term care. It
covers only care of short duration, the
kind people may need right after
they've been in the hospital. This can
either be in a skilled nursing facility or
their own home.

What most people aren't
covered for-either by Medicare or
most private Medicare supplementary

policies-is long-term care in nursing
homes that serve people who will usu-
ally be there for the rest of their days.
Medicaid covers this but only after
people's savings have become exhaust-
ed.

You owe it to yourself to
examine carefully all aspects relating to
this coverage and its cost. This booklet
will tell you in plain language much of
what you need to know. I recommend
it for your careful reading.

Otis R_ Bowen, M.D.
Secretary
Department of Health
and Human Services

1
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any people want to know
how to buy insurance cover
age that will protect them

from the potentially catastrophic
expenses related to long-term care.
However, most people do not know

what their chances are of ever needing
long-term care services, how expensive
these services can be or whether their
present health insurance coverage will
take care of them.

What is Long-Term Care?

L ong-term care refers to the kind
of day-in, day-out help that you
could need if you ever have a

chronic illness or disability that lasts a
long time and you are unable to care
for yourself. You may never need
lengthy care in a nursing home (which
most people think is the only kind of
long-term care) but it's possible that
some day you will need help at home
with daily activities such as dressing,
bathing, or walking.

To meet a range of long-term
care needs, there are many kinds of
long-term care services in addition to
the care associated with lengthy stays
in a nursing home or health care you
may need at home. Other services
include: aduh day care; respite care
(which helps family members cope
with caring for older persons at home);
care given in senior citizens or congre-

gate housing; aide or chore services;
and friendly visiting services.

Some or all of these services
may be available where you live now
or plan to retire. However, this booklet
deals mainly with the two kinds of
long-term care covered by private long-
term care insurance policies that are
currently available: nursing home and
home health care.

The Consumer's Guide to
Long-Term Care Insurance will also
help you gauge whether long-term care
insurance policies can help you meet
future expenses related to chronic ill-
ness or disability. To make this guide
easier to understand, technical terms
are italicized and defined the first time
the), appear in the text; also, these
terms are defined in the Long-Term
Care Glossary in the back.

Medicare and Long-Term Care

he fact is that neither Medicare
nor private Medicare supple-
ment insurance (or the health

insurance you have through your
employer) will pay for most long-term
care expenses.

Medicare supplement insur-
ance (Medigap) is private insurance
that is designed to help cover some of

the gaps in Medicare coverage-but
not long-term care. Some retirees are
covered by their group health plan
which complements Medicare, but
these plans generally do not cover
long-term care either.

Although you may have Med-
icare as well as other health insurance,
you will be covered for expenses relat-

2
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ed to only a limited amount of skilled
nursing care. Skilled nursing care
refers to the kind of daily nursing and
rehabilitative care that can be per-
formed only by, or under the supervi-
sion of skilled medical personnel. The
care received must also be based on a
doctor's orders.

This means you will not be
covered if you need the kind of
extended, intermediate or custodial
care associated with long-term nursing
home stays or if you need prolonged
bome health care on a daily basis.

Intermediate care refers to
occasional nursing and rehabilitative
care that must be based on a doctor's
orders and can only be performed by,
or under the supervision of skilled
medical personnel. Custodial care is

care that is primarily for the purpose of
meeting personal needs such as help in
walking, bathing, dressing, eating or
taking medicine. It can usually be pro-
vided by someone without professional
medical skills or training.

Home health care may
include care received at home such as
part-time skilled nursing care, speech
therapy, physical or occupational thera-
py, part-time services of home health
aides or help from homemakers or
choreworkers.

At present, there are a limit-
ed number of long-term care insurance
products available that do cover these
kinds of expenses. However, insurance
companies are developing more prod-
ucts as the demand for this kind of cov-
erage increases.

Will You Need Long-Term Care?

y the year 1990, about 7.7 mil-
lion Americans over age 65 will
likely need some form of long-

term care.
But those 85 or older are the

most at risk for needing long-term care
services. In fact, statistics show that, at
any given time, 22 percent of those age
85 or older are in a nursing home.

At the same time, it is esti-
mated that 2 of 5 people age 65 or old-
er risk entering a nursing home. More
than half of those will need to stay 90
days or fewer; yet about 40 percent
will need to stay on average 21/z years.
Only a small number ever stay over

five years. While you may never need
nursing home care, home health care
or other long-term care services, you
still may wish to consider purchasing
insurance that covers many of these
services because of the risks posed by
the need for long-term care and the
costs involved.

Insurance, by definition, is a
way for you to share the costs of possi-
ble economic loss by contracting with
an insurance company to assume the
risk of such a loss in exchange for a
premium.

3



139

How Expensive is Long-Term Care?

L ong-term care can be very
expensive. In 1986, a year in a
nursing home cost an average of

$20,000 to $30,000 (the cost often
depending on the area in which the
home is located) or about $2,000 per
month. At the most expensive nursing
homes, the annual cost could be as
much as $50,000.

Home health care provided
on an unskilled basis (help with groom-
ing or dressing) by a home health aide
three times a week for a year can easily

cost $440 a month or S5,300 a year.
Skilled nursing home care visit; can
cost even more with three visits per
week for a year running as much as
$680 a month or S8,200 a year.

It's difficult to know what
kind of care you may need or what the
costs will be, but knowing you will be
responsible for the majority of
expenses, you can begin to consider
what kind of insurance coverage you
need to buy.

Elderly Out-Of-Pocket Expenses
over $2,000/Yr

1.7% Dental
1.2% Drugs

10% Hospital

6% Physician Services

4
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Who Pays for It?
n 1987, over half of nursing home
care expenses alone were paid
out-of-pocket by individuals or

families. Medicare paid for less than
two percent of the nation's $41.6 bil-
lion annual nursing home bill and pri-
vate insurance paid even less.

In fact, Medicare will only help pay
for:

" Skilled nursing care up to 100 days,
and your admission to a facility must
be within 30 days of a three-day hos-
pital stay. A physician must show
that your admission is necessary.*

" Part-time skilled home health care
(but only if you are homebound, a
physician certifies the care is neces-
sary and provides a treatment plan
and the agency is Medicare partici-
pating). This is a very limited benefit
and does not cover services you may
need on a daily basis over an extend-
ed period of time.*

The other primary payer of
nursing home care expenses (over

42%) is Medicaid, the government pro-
gram that is meant to provide help
with medical expenses to the poor. To
qualify for Medicaid, you (or your fami-
ly) either must already be "poor" or lit-
erally impoverish yourself- "spending
down" virtually all of your assets
(except your house). That happens to
about one half of the people who enter
nursing homes as "private-pay"
patients. A recent study showed that
those who pay for nursing home care
out of their own pockets are often
impoverished within six months to a
year. They then must turn to Medicaid
(public assistance) to pay part or all of
their expenses.

For those over the age of 60,
expenses for some home care services
are available under the Federal Older
Americans Act on a limited basis, such
as Meals on Wheels, homemaker and
home health aides. If you need such
services, contact the local Area Agency
on Aging listed in the phone book for
more information about them.

What Kind of Insurance is Available?
ou can buy private insurance Almost all available policies

that helps to cover major are "indemnity" policies, meaning they
expenses for long-term care. pay a set amount (usually a certain dol-

(See Page 11 for where to write about lar figure per day) for care in a nursing
available policies.) There are a limited home or for home health care. No poli-
number of policies on the market cy, however, provides blanket coverage
today, but at least one is available in for all expenses and most policies on
each state. These policies help pay the market today do not automatically
expenses that may pose the highest risk adjust icr inflation. This means a poli-
to ycu. cy's bent fits are not necessarily tied to

'Legislation currently pending in Congress is expected to change Medicare's present skilled nursing
care and home health care benefits. All Medicare beneficiaries will be receiving details from insur-
ers and the federal government once the law goes into effect.

5
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future increases in the costs of long-
term care.

Each policy is priced differ-
ently. In 1986, costs ranged from about
$1 00 a year in premiums to more than
$2,500, depending on several factors:
Age-In general, the younger you are
when you buy a policy, the lower the
premium.

Elimination or Deductible Periods
-These periods are defined as the
number of days you must be confined
in a facility or the number of home
care visits you must have received

before policy benefits begin. Usually,
the longer the elimination or deducti-
ble period, the lower the premium.

Amount Paid and Duration of
Benefits-These vary from policy to
policy, but in general, the more money
the policy will pay or the longer the
benefit period, the more you will pay
for the policy. For example, a policy
that pays $100 a day for up to five
years of nursing home care will cost
more than a policy that pays $50 a day
for three years.

What Kind of Care is Provided?

L ong-term care policies may pay
for skilled, intermediate or cus-
todial care in a nursing home.

Each policy may define these levels of
care differently and the definitions are
not the same as Medicare's.

Some policies require you to
be hospitalized first before covering
nursing home care, and many require
that you receive skilled or intermediate
care before they will pay for custodial
care expenses.

Policies generally pay only for
expenses in facilities that-

*,re licensed by the state and partici-
pate in Medicaid and/or Medicare;
and

e Meet the policy's definition of skilled,
intermediate or custodial care.

This is why it's very impor-
tant for you to find out the kinds of
nursing homes in the area in which
you live or plan to receive care before
you buy a policy. Check the nursing
homes in your area to make sure they
fit policy definitions. If they don't, you
may not be eligible for benefits.

Also, policies often cover
home health care services such as
skilled or non-skilled nursing care, and
homemaker and home health aides
although some policies require a prior
nursing home or hospital stay before
they will cover home health care
benefits.

What Kinds of Limits are There?
11 policies contain limitations periods, or the amount and duration of

and exclusions in addition to benefits. Others you should study
age, elimination or deductible before making a purchase are:

6
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Pre-existing conditions-When you
apply for long-term care insurance, you
may be asked questions about the pre-
vious and current state of your health.
This is because an insurance company
generally requires that a certain period
of time pass before the policy pays for
care related to a health problem you
may have had when you applied. Such
health problems are called pre-existing
conditions. At this time, most compa-
nies use a six-month pre-existing condi-
tion limitation period. In some cases,
you may be denied coverage because
of your health status.

Eligibility-After a certain age, you
will be unable to buy a policy. Each
company sets its own age limit-usual-
ly around age 79. Most policies are
only available to those over the age of

55. It's possible that both age limits
may change in the future, as new poli-
cies are developed and sold.

Renewability-1This policy provision
is normally found on the first page of
the policy. It tells you under what cir-
cumstances the policy can be cancelled
by the insurance company or how pre-
miums can be raised. Most policies are
guaranteed renewable and cannot be
cancelled.

Exclusions- Policies may not pay for
long-term care related to mental or
nervous conditions, alcoholism, mental
retardation, or certain other health
conditions or situations. However, Alz-
heimer's disease, and other organic dis-
orders, leading causes of nursing home
admissions, are generally covered.

What Kinds of Questions Should You Ask?

efore you consider buying long-
term care insurance, you should
determine what kinds of

resources you have or plan to have to
take care of your long-term care needs.
For example, do you have savings, life
insurance, a pension that would help
pay for them? Would other family
members help you if necessary or
would you qualify for community serv-
ices that are income-related?

Be sure to read policies you
are considering carefully and compare

them. Don't be afraid to ask an insur-
ance agent about anything that doesn't
seem clear in the policy. There is no
one solution for everyone in planning
for the future, but your financial plans
should include consideration of your
long-term care needs.

Here is a table to help you
compare and evaluate policies you may
wish to consider. Use it as a basis for
questioning an insurance agent or for
askin,, questions about promotional lit-
eratu-e- you may receive in the mail.

7
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Policy A Policy B

What Does Long-Term Care Cost?
1. What kinds of nursing homes are there in your area and how much do they charge for:

-skilled nursing care? $_ per month $_ per month
intermediate nursing care? $ - per month $ _ per month

- custodial/personal care? $ per month $ - per month

2. What do home health care agencies in your area charge?

__ unskilled care $_ per month $ - per month

__ skilled care S_ per month $_ per month

How Much Does the Policy Pay?
3. 'That is the maximum amount the policy will pay for:

* skilled nursing care $ per day

* intermediate nursing care . per day
* custodial nursing care S per day
" home health care S per day

How Much Does the Policy Cost?
4. How much will the policy cost you over time?

I year $

5 years $_
10 years S

15 years $

S per day

S per day

$ _ per day
S per day

$

$
$
$

5. Can the company raise your premium over time or under other circumstances?

YesE ] No El Yes F1 No [
If so, what are the circumstances?

What are the Benefits?
6. Does the policy provide benefits for the

kind.

* skilled nursing care
* intermediate care
* custodial care

* home health care

following long-term care expenses? If so, check which

Yes U No _J
Yes l No E]
Yes El No E_

Yes [1 No EI

Yes Li No F]
Yes [ NoEl

Yes LI No L
Yes [I No U]

8
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Policy A Policy B

7. For how long will the policy's benefits last?

* skilled nursing care? _ days _ days

* Intermediate nursing care? _ days _ days

* custodial nursing care? - days _ days

* home health care? - days _ days

* all of the above services? _ days _ days

8. Does the policy cover Alzheimer's disease if you developed it after you purchased the policy?

Yes E NoEl Yes E No E

9. Does the policy provide benefits if you need care away from the area in which you live or if
you move to another state?

YesEl No C] Yes[( No[E

10. Will the policy provide benefits if you have similar coverage with another policy?

Yes ED No El

What are the Limits?
11. What is the elimination or deductible period before benefits begin?

* nursing home care - days

* home health care - days

12. What is the pre-existing condition limitation period?

months

13. Can the company cancel or refuse to renew the policy?

Yes El No 0D

If there are conditions, what are they?

14a. Is a prior hospital stay, required before the policy will pay for:

# days

* skilled nursing care Yes [ No El
* intermediate nursing care Yes E[ No El
* custodial nursing care Yes ED No El

b. Is a prior skilled nursing home stay required before-the policy will pay

# days

* intermediate care Yes ED No ED
* custodial care Yes E3 No ED

c. Is a prior nursing home stay required before the policy, will pay for:

# days

0 home health care Yes El No ED

15. Are there other limitations or exclusions that concern you?

Yes ED No ED
* If so, what are they?

Yes ED No ED

_ days
__ days

__ months

Yes ED No ED

# days
Yes ED No D

Yes ED No ED
Yes El No El

for:

# days
Yes 0 No ED
Yes ED No ED

# days

Yes ED No ED

Yes ED No ED

9
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Long-Term Care Glossary

he following definitions of com-
monly used long-term care
terms may differ somewhat from

those found in long-term care policies
you may consider. In many cases, they
also differ from those definitions Medi-
care and Medicaid use:

Skilled nursing care is daily nursing
and rehabilitative care that can be per-
formed only by, or under the supervi-
sion of, skilled medical personnel. The
care received must be based on a doc-
tor's orders.

Intermediate care is occasional nurs-
ing and rehabilitative care that can only
be performed by, or under the supervi-
sion of, skilled medical personnel. The
care received must be based on a doc-
tor's orders.

Custodial care is care that is primarily
for the purpose of meeting personal
needs such as help in walking bathing,
dressing, eating or taking medicine. It
can be provided by someone without
professional medical skills or training,
but must be based on a doctor's orders.

Home health care may include care
received at home such as part-time
skilled nursing care, speech therapy,
physical or occupational therapy, part-
time services of home health aides or
help from homemakers or chorework-
ers.

Skilled nursing facility is one

licensed by the state and one that may
be certified by Medicare and/or Medi-
caid to provide skilled nursing care. It
may also provide intermediate or cus-
todial care.

Intermediate care facility is one that
is licensed by the state and one that
may be certified by Medicaid to pro-
vide intermediate care. It may also pro-
vide custodial care. It can provide Mcd-
icare or Medicaid-covered skilled
nursing care oly if it has been certi-
fied to do either one.

Medicaid is the joint state and federal
program that states have adopted to
provide payment for health care serv-
ices to those with lower incomes or
with very high medical bills. It does
provide benefits for custodial and home
health care, once income and assets
have been "spent down" to eligibility
levels.

Medicare is the federal program that is
designed to provide those over age 65,
some disabled persons and those with
end-stage renal disease with help in
paying for hospital and medical
expenses. It does not provide benefits
for long-term care.

Medicare supplement insurance
(Medigap) is- private insurance that
supplements or fills in many of the gaps
in Medicare coverage. It does not pro-
vide benefits for long-term care.

10
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Who Offers Long-Term Care Insurance?

here are policies available now
in every state and many compa-
nies are in the process of devel-

oping policies.

You may wish to contact
your state insurance department or
insurance agent for more information.
Or, for a list of private insurers offering
products in your state, write to:

Health Insurance Association of America
Information Services
1001 Pennsylvania Avenue, N.W.
Washington, D.C. 20004-2599

Additional Reading

A dditional publications about
health care coverage and long-
term care are available to older

American Association of Homes for
the Aging
1129 20th Street, N.W.
Washington, DC 20036
Telephone: 202/296-5960

Brochures describing continuing care
communities.

American Association of Retired
Persons
Health Advocacy Services
1909 K Street, N.W.
Washington, DC 20049
Telephone: 202/872-4700

Booklets and pamphlets on long-term
care choices for older Americans.

American Health Care Association
1200 15th Street, N.W.
Washington, DC 20005
Telephone: 202/833-2050

Various pamphlets about long-term
care facilities.

Americans or their adult children from
government agencies and other organi-
zations.

Council of Better Business Bureaus
1515 Wilson Boulevard
Arlington, VA 22209
Telephone: 703/276-0100

Written materials on home care and
nursing homes.

Health Insurance Association
of America
1001 Pennsylvania Avenue, N.W.
Washington, DC 20004-2599
Health Insurance Hot-Line:
1-800-423-8000

Booklets on health insurance in general
and how private insurance works with
Medicare. Health insurance hotline.

National Consumers League
815 15th Street, N.W.
Suite 516
Washington, DC 20005
Telephone: 202/639-8140

Consumer's guide to life care
communities have health and
ambulatory factsheets on Medicare.

11
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National Council on the Aging
600 Maryland Avenue, S.W.
West Wing, Suite 208
Washington, DC 20024
Telephone: 202/479-1200
Several guides concerning long-term
care and Medicaid, community
resources, housing options and long-
distance caregiving.

State Insurance Departments

Some have consumer education
programs for older Americans about a

range of insurance-related topics,
including Medicare, Medicaid, Medigap,
and long-term care insurance. Contact
the department in your state for further
information-

Social Security Offices
(Most Cities)

Several publications including Your
Medicare Handbook as well as
brochure-, pamphlets on Medicaid, and
other government programs for the
elderly.

12
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STATEMENT BY

SENATOR JOHN H. CHAFEE

AT

HEARING ON

S. 2305, LONG TERM CARE ASSISTANCE ACT OF 1877

ON

JUNE 17, 1q88

MR. CHAIRMAN, I COMMEND YOU FOR HOLDING THII SECOND HEARING

ON S. 2305, THE LONG-TERM CARE ASSISTANCE ACT OF a988. I AM PROUD

TO BE A COSPONSOR OF THIS LEGISLATION AND AM GLAD TO HAVE THE

OPPORTUNITY TO HEAR ADDITIONAL COMMENTS ON HOW WE MIGHT IMPROVE OUR

BILL.

EVERY DAY I RECEIVE LETTERS AND CALLS FROM RHODE ISLANDERS

CONCERNED ABOUT THE GAPS IN OUR HEALTH CARE SYSTEM. THE BIGGEST

FEAR OF OUR SENIOR CITIZENS IS HAVING TO DEPLETE THEIR LIFE SAVINGS

ON THE HIGH COST OF PRESCRIPTION DRUGS AND LONG-TERM CARE. THE

CATASTROPHIC ILLNESS PROTECTION ACT THAT THE SENATE PASSED LAST

WEEK IS A POSITIVE FIRST STEP TOWARD ADDRESSING THESE PROBLEMS AND

PROVIDING MORE COMPREHENSIVE LONG-TERM CARE FOR OUR ELDERLY

POPULATION.

BUT WE HAVE A LONG WAY TU GO. I RECENTLY HELD A HEARING

IN RHODE ISLAND THAT FOCUSED ON HOME HEALTH CARE SERVICES AND LONG-

TERM CARE. THE TESTIMONY REINFORCED MY BELIEF THAT MOST PEOPLE DO

NOT WANT TO LIVE IN AN INSTITUTION OR NURSING HOME, OR GO TO THE

HOSPITAL EXCEPT AS A LAST RESORT. PEOPLE WANT TO LIVE IN THEIR OWN

HOMES, WITH THEIR FAMILIES, FOR AS LONG AS POSSIBLE. THERE IS

CURRENTLY AN INSTITUTIONAL BIAS THAT PERVADES OUR ENTIRE HEALTH

CARE SYSTEM IN THE UNITED STATES. OUR SYSTEM SEEMS TO SAY THAT IF

YOU ARE REALLY SICK AND NEED HELP YOU WOULD BE IN A HOSPITAL OR

NURSING HOME RATHER THAN LIVING AT HOME. NOTHING COULD BE FURTHER

FROM THE TRUTH-

I BELIEVE THAT IF WE ARE INTERESTED IN TRULY ASSISTING THE

ELDERLY WHO FACE A SERIOUS ILLNESS, WE MUST RESTRUCTURE AND EXPAND
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OUR EXISTING PROGRAMS TO PROTECT THE FINANCIAL INDEPENDENCE OF THE

ELDERLY AND PROVIDE A BROAD RANGE OF COMMUNITY AND HOME-BASED

SERVICES TO HELP THEM REMAIN IN THEIR OWN HOMES FOR AS LONG AS

POSSIBLE. AND PROVIDE ACUTE CARE, INSTITUTION BASED SERVICES WHEN

NECESSARY.

THE LONG-TERM CARE ASSISTANCE ACT MEETS THESE GOALS. IT

EXPANDS THE MEDICARE PROGRAM AND PLACES THE EMPHASIS WHERE IT

BELONGS -- ON PROVIDING SERVICES IN THE HOME. RESPITE CARE AND HOME

HEALTH CARE WILL BE AVAILABLE WHEN THEY ARE NEEDED- HOWEVER, THIS

EMPHASIS IS NOT CREATED AT THE EXPENSE OF MORE INTENSIVE NURSING

HOME CARE. OUR PROPOSAL WILL PROVIDE FINANCIAL ASSISTANCE FOR

NURSING HOME CARE AFTER A TWO-YEAR EXCLUSIONARY PERIOD. THIS WILL

ENABLE EVERY INDIVIDUAL TO PLAN FOR THE FUTURE BECAUSE THEY WILL

KNOW IN ADVANCE WHAT THEIR FINANCIAL LIABILITY WILL BE IN THE WORST

CASE SCENARIO.

BECAUSE OUR PROPOSAL WOULD CREATE A DEFINED RISK, WE HOPE IT

WILL ENCOURAGE PRIVATE INSURANCE COMPANIES TO BEGIN TO OFFER LONG-

TERM CARE COVERAGE. INDEED, IN ORDER FOR THE SYSTEM TO BE

SUCCESSFIJL, PRIVATE SECTOR INVOLVEMENT TS ESSENTIAL.

IN OUR DISCUSSIONS TODAY WE MUST REMEMBER ALSO THE

CHRONICALLY ILL POPULATION UNDER 65. MANY OF OUR NATION'S CHILDREN

ARE WITHOUT THE HEALTH CARE THEY SO DESPERATELY NEED- MORE THAN

ONE THIRD OF THOSE WITHOUT ANY HEALTH CARE INSURANCE LIVE IN

FAMILIES WITH INCOMES BELOW THE POVERTY LEVEL, ANOTHER ONE THIRD

LIVE IN FAMILIES WITH INCOMES BETWEEN 100 AND 200 PERCENT OF THE

POVERTY LEVEL. FOR FAMILIES WITH A CHRONICALLY ILL CHILD, EVEN IF

THEY DO HAVE PRIVATE HEALTH INSURANCE, THEIR PERSONAL SAVINGS AND

INSURANCE BENEFITS CAN BE QUICKLY EXAIISTED. THEY HAVE NOWHERE TO

GO BUT INTO POVERTY TO QUALIFY FOR MEDICAID BENEFITS.

OUR HEALTH CARE SYSTEM IS A PATCHWORK OF PROGRAMS WITH MANY

HOLES THROUGH WHICH MILLIONS OF PEOPLE ARE FALLING- S. 2305, THE

SUBJECT OF OUR HEARING TODAY, FILLS ONE OF THOSE GAPS.
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STATEMENT

of the

AMERICAN ASSOCIATION OF RETIRED PERSONS

Thank you, Senator Mitchell. My name is Louise Crooks, and I am the

President of the American Association of Retired Persons (AARP). On behalf

of the more than 29 million members of AARP, I want to ccmend you for your

strong and positive leadership on the issue of long-term care. As with

your efforts to improve quality of life in nursing homes, to prevent

impoverishment of the spouses of nursing hame residents and to add a

prescription drug benefit to Mdicare, I believe your serious attention to

comprehensive long-term care will spark productive legislation. The

Association is pleased that your long-term care bill begins to move this

critical need from a welfare-based to an insurance based system.

There are few catastropes which can strike a family that lead to

greater financial and emotional devastation than a long-term disabling

illness. And there are few for which society offers so little help. Our

country's only long-term care program, Medicaid, is a welfare program which

often robs families of dignity and independence. Our society is already

paying the costs of long-term care, but in a way that places inordinate

burdens on the victims of chronic illness and their families. The issue

for federal policy is how to spread the burden so that the costs to any one

person will be small, while offering protection and appropriate care to

all. The answer will be found in a social insurance rather than welfare

approach.

I will focus my remarks on four areas: (1) eligibility requirements;

(2) review/case management; (3) home and community-based benefits; and (4)

nursing home benefits.

ADMINISTRATION

Eligibility 
__I

Long term care is potentially needed by persons of all ages, not just

the elderly. Seven million American households today have a child or adult

member who is chronically ill or disabled. Millions of chronically ill

children and adults who need long-term care are outside of the current
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Medicare/OASDI system and not covered under private insurance. The lack of

coverage of in-home and cmounity services, in particular, poses enormous

burdens for these families. The Association recognizes that providing

long-term care overage for these groups under Medicare will raise the

overall cost of the program, and we hope that we will have the opportunity

to propose possible financing source during future hearings on this topic.

I want to stress that the Association and its leadership are

reluctant to expand long-term benefits for the elderly without also

addressing the needs of the young. These individuals are our children and

our grardchildren, and we are as concerned about the burdens being placed

on families of chronically ill children as we are about the burdens being

placed on families caring for frail older relatives. We hope that you will

give serious consideration to -expanding your proposal to include these

younger groups in order to stimulate national debate on this issue.

The Association concurs with your decision to base eligibility for

benefits on cognitive as well as functional impairments. Because the

definitional issues are complex, we recxsmend that an expert oumnission be

established to assist the Secretary in refining eligibility criteria and in

developing a national, uniform assessment scale. How, for example, will

inability to perform activities of daily living (AD~s) without human

assistance be measured? How will fluctuations in a-i individual's ability

to perform certain activities at different times of the day or in different

settings be rated? Wat training will be needed by those conducting the
assessments? It will also be critical for such a commission to examine who

would and wckid not be included urder the definition of functional

impairment specified in the bill and to assess various measures of

cognitive impairment.

Review/Case Management

The process of case management seems to hold the best pirmise for both

helping individuals secure services most appropriate to their needs and

controlling any inappropriate utilization. The states with the most

Ocmprehensive long-term care programs have found that providing for



152

individual needs assessment by indeendent case management agencies allows

government to meet long-term care needs in a cost-effective manner.

The bill would establish "eligibility review organizations" to

determine eligibility for benefits under the program. It is not cAar

whether tcse organizations would also coordinate services for individual

clients, contract with providers to deliver care, and monitor the quality

of care provided, all of which are important case management functions.

It is noted that the Secretary of WHS would certify and contract with

agencies or organizations for case management services. We are not

certain if this provision would take full advantage of states' experience

in administering long-term care services provided under Medicaid, the Older

Americans' Act, the Social Services Block Grant(SSBG), and other programs.

Because states have a "track record", we believe they should be given a

significant role in the administration of the new program with appropriate

federal oversight. Both service delivery systems and the profiles of long-

term care populations vary widely between and within the states, and

states will need to have the flexibility to tailor programs to meet their

distinctive needs. In a poll conducted for AUARP and the Villers Foundation

this past summer, voters indicated by a 5 to 3 margin that they would

prefer a federally funded long-term care program administered at the state

rather than the federal level.

In determining eligibility for the program, 'inerson assessments and

interviews with caregiver(s) will be critical to gathering accurate

information about individuals' functional and health status, social

supports, and preferences about living and service arrangements. And in

developing care plans, it will be critical to focus on individuals'

g rather than weaknesses in order to maximize their independence.

The provision in the bill which would permit eligibility determinations to

be limited "in appropriate cases (as determined by the Secretary) to a

review of documents" could encourage paper reviews leading to inaccurate

and inequitable coverage determinations. Even in exceptional

circumstances, such as when individuals are both bedridden and cognitively

impaired, we believe they should have the right to discuss their needs and

preferee directly with case managers. Similarly, case managers shoed
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be required to discuss covexag dete irloins with beneficiaries and to

give them s c hoioe in providers.

The eligibilityy review Orjanizatins" would be required to natLfy

applicants of their eligibility within 60 days, a period we think is far

too long. Older persons experiencing a major illness or other life crisis

cannot wait that lcng for a decision.

We welcm the language in the bill entitling beneficiaries to alpeal

decisionsade by the eligibility review orqaizatins, and the fact that

benefits will be continued beyond the reconsideration and administrative

law judge stages. We would favor an additional stipulation that the

reconsideration decision be made by someone other than the individual or

individuals who made the initial denial. Further, we would urge

continuation of benefits through one additional level of review, i.e., a

Bureau of Hearings and Apeals ruling.

We are pleased that the bill encomasses in-hcme as well as

institutional care services, but are corned that the benefit package for

hcme and ccnrunity services is not broad enough, and that man older

Americans will find the two-year deductible period for nursing hame

benefits very burdenscae.

Hom & QqMMity Care

The bill would add homemaker and chore aide services, to current

Medicare home health benefits. The Association believes that a broader

array of home and oaimmnity-based services should be covered under the

bill, including adult day care, transportation, companion services, home-

delivered meals, and home adjustment equipment.. Since the bill is intended

to provide the maximum opportunity for older person to remain in their own

homes as long as possible, it will be critical to give case managers

flexibility in arranging services to meet individual needs. In addition,

case managers must be able to substitute less costly, non-medical services

whenever appropriate. In same cases, for example, crzpanion services may

be less costly and equally as effective as hcmemaaker/chore aides. And it

my be less costly to-provide hume-delivered meaLs to a homeboud person
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than to pay a Ioaaker/aie to cook and prear meals. Adilt day care can

also o=t less'than the ce-to-cre provision of ham health care. For

exale, in South Carolina's Medicaid waiver program, an adult medical day

care package, including physical therapy as well as personal care, meals,

and other services, costs $40 per day ccapared with a $60 charge for one

physical therapy session in the hcme.

Evidence suggests that providing a broader array of services would

not lead to significantly higher costs. In the channeling project

demonstration sites where case managers were able to purchase a very wide

range of services to meet client needs, services such as those mentioned

above represented only 14% of average monthly expenditures per client. The

services to be covered under the bill, including homemaker/personal care

aides, skilled nursing care, and home health aides, represented 86% of

these monthly costs. Thus, while cost savings might not be achieved by

adding new services, these data suggest that any cost increase would be

small. Yet such services can make a crucial difference in maintaining

independent living. A broader service package would also maximize

individual case managers' creativity in arranging service packages and give

consumers more choice.

Language needs to be added to the bill to assure that the post-acute

services currently covered under Medicare-home health care, hospice, and

skilled nursing facility (SNF) care--will not be reduced or duplicated

under the new benefit. We uld reozumerd that the current program be the

primary payer in situations where a person is eligible for benefits under

both this program and current Medicare post-acute services. It will be

important to assure that new hcme care benefits be permitted to supplement

current Medicare benefits, without jeopardizing coverage under either

program. We also-believe that currently covered Medicare SNF days should

be counted toward the 2 year deductible for institutional care.

AARP is concerned that the $500 deductible for home care benefits will

be a barrier to the use of such services by lower and middle income

individuals. Upper inoome individuals would have incentive to purchase

high cost services in order to met the deductible in less than one month.

In io~ntrast, many poor and middle income persons could not meet the
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deuctible for a mxh longer period, or might forego needed services. It is

luportant to underscore that the disabled elderly living in the camunlty

are more likely to be poor. While those below the official federal poverty

line would be protected due to the Medicaid buy-in provision in the bill,

those just above the poverty line would be hard pressed to meet the

deductible. Recent data from the 1984 Supplement on Aging of the National

Health Interriew Survey indicate that elderly persons with incones between

100-149% of poverty are more likely to experience ADL limitations (28%)

than those whose inccms exceed 200% of the official poverty line (18%).

Yet another problem with a dollar deductible is that it does not reflect

regional variations in the cost of hoae care services.

The bill limits home care services to those provided in a place of

residence used as a individual's iow. Because board and care homes ard
squppotive housing arrangmnts often house large numbers of severely

disabled persons, we favor language that explicitly includes there

The Association is pleased that the payment cap will be determined on

an annual rather than a monthly basis. Many community care coordinators

report that costs are almost always higher during the initial period of

eligibility, which often follows an acute health care crisis or

hospitalization and when patients need more intensive rehabilitation and

support. Anrualizd costs should allow for variation in client needs over

time. In addition, onsideration should be given to determining if there

are particular groups of beneficiaries who have extraordinary needs and

whose costs should be permitted to exceed the cap, e.g. up to 90-100% of

the cost of SNF care.

Happily, we anticipate enactment of catastrcpic legislation which

will include a modest respite care benefit. experience gained from that

benefit will be instructive for the manner in which respite care is fully

implemeted in comprehensive long-term care legislation. We believe that

given the pros expansion of home care benefits in the Mitchell bill,

respite care would more appropriately be listed as one of the services

91-983 0 - 89 - 6
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available, rather than as a separate benefit. Respite care defines the

goal of ca.e-which is to provide dxt-term relief to caregivers-rather

than the service itself. It my be proide in a variety of settings,

e.g. ,the hams, an adult day care center, nursing bome or hospital.

As drafted, the bill would require a 50% crpayment for respite care

services up to a maximum of $2,000 per year. Medicare beneficiaries would

be eligible if they reside with one or wor family members who provide

urpLid assistance in the perform of 2 or mor A[Ls. We are not

certain how this provision would be differentiated front the

homemaker/chore benefit, in which persas with 2 or mre ADL depdencies

would be eligible for hcemmaker services following an anaal deductible of

$500 per year and a 20% copayment thereafter. For those who have a

caregiver, homemaker assistance would represent both a home care benefit

and a respite benefit. Would the beneficiary pay a 20% or 50% copayment?

Another possible problem with the proposed beef it stncture is that it

would not be fair to deny oe care benefits to otherwise eligible persons

simply because they have a family caregiver available. Since we recxmmerd

adding day care to the list of covered cauminity services, we see little

reason for a separate respite care benefit for in-hume or day care.

In order to make the program cost-effective and to encourage continued

family support, case managers should make efforts to arrange informal

services before authorizing formal services. At the same time, the program

mst recgnize the stresses experienced by family caregivers and their need

for relief. Thus, the legislation should specify that providing relief to

caregivers is a legitimate reason for case managers to authorize home care

or day care services for beneficiaries who meet the eligibility criteria.

Since respite care would fall under the cap on allowable costs, and

because there is wide evidence that caregivers underutilize those respite

care services which are available, this change would not lead to

significantly higher costs, and perhaps to cost savings.

NUrsing Ho=e Benefits

We have very serious reservations about the distrxbtional effects of

the two year deductible period for nursing home care. Data from meny-

sources show that the great majority of nursing home residents would "spend
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d n anto Medicaid before the deductible is met and would not benefit fr

this aspect of the program. Instead, the likely beneficiaries would be

upper middle and upper income individuals. We question whether it is wise

social policy to allow nw public dollars for this benefit to accrue

primarily to dime who are mst able to pay, particularly when Americans of

all eoramnic status will be asked to contribute toward the costs of the

program.

In considering the impact of this proposal, it is important to remember

that nursing Ime residents are disproportionately poor, female, single,

and old. According. to the 1985 National NUrsing Home Survey, persons aged

75 and over account for 84% of all residents, and persons aged 85 and over

for 45%. Three-quarters are women, and 89% are urmarried (widowed,

divorced, or never-married.)

Currently, 40% of nursing home residents rely primarily on the

Medicaid program to pay for care in the first month of a nursing home stay.

According to an analysis ducted for the House Aging Cormittee, 67% of

persons aged 65 and over would deplete both their irnxme and financial

assets within one year of nursing home care. The recently published

Brookings study indicates that the median uxue and financial assets of

those aged 65-74 in 1986-1990 (about $32,000) is just barely sufficient to

meet the cost of mg year of nursing home care, which averages around

$24,000 per year. The average for those aged 75-84 (about $18,000) would

not be sufficient, and that of those aged 85 and older (about $13,000) is
only about half of what would be required to meet a one year deductible.

Because the vast majority of nursing home admissions (72%) are under

two years, the vast majority of those who need such care would not be

eligible for the new benefit. The primary beneficiaries would be the

minority whose length of stay exceeds two years And who do not become

eligible for Medicaid within this period-those in upper income groups.

Wile lowering the deductible period to one year would be an improvement,

it is alsO important to note that 63% of ralnsir home admissions are under

one year.

Anithe: serious concern is that the structure of the proposal will

risk retaining the current "two-class" system of care under which Medicaid
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patients have difficulty dotainig aess to nursing care. Since the

bill does not affect certificate of need limitations and bed shortages,

providers will be able to pick and goose among the .highest bidders. As in

the case of hospital "duping", raising home providers may try to minimize

admissions for uninsured beneficiaries. In addition, the approach will

perpetuate and possibly exacerbate the tw-tiered delivery problem, where

private pay and insured residents receive better food, private rocms, and

additional amenities compared to Medicaid beneficiaries. Finally, pre-

screening of nursing home applicants, as called for in the bill, is

critical but problematic with a 2 year waiting period.

If our nation is to achieve a cost-effective long term care system

which addresses the needs of our most vulnerable citizens, public sector

coverage for nursing home care mist be ccimprehensivq, as opposed to

providing solely "front-end" or "back-end" protection. While we have very

serious concerns about providing coverage only after the two year mark, we

also have reservations about providing sur-h coverage for only 6 months.

Eachx approad has different streths and weaknesses, but both risk setting

up two tiered systems of care, creating perverse incentives, and having a

number of unintended consequences.

7HE RXIE OF PRJM INUAC

since the role of private inuranre will be addressed in a future

hearing, we will comnent on this aspect of the bill only briefly.

By providing for a very substantial deductible period, the bill apparently

assumes that a substantial proportion of the elderly would and could

purchase private long-term care insurance to protect themselves during this

period. This assumption, however, ignores the limitations of the private

insurance marketplace. First, for many older persons, the premiums for a

policy that wxuld adequately cover the deuctible period may be

unaffordable. Moreover, the Brodkrs study has shown that those who are

able to purchase such policies are not, by ard large, the same people at

the greatest risk of institutionalization.

Second, private insurers cannot sell to those with potentially

disable ing medical oanditis and those who are at high risk of needing such
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ear,. Unlike a nore comprehensive approach, the bill offers virtually no

protection to the hundreds of thousards of elderly persons with pre-

existing conditions.

Ihird, private insurance is essentially unavailable to the old old.

Mst Inurers do- not offer policies to those over age 80 or 85, or, if they

do, the prices are very high. We should not develop a new, public/private

long-term care program that ignores those most in need.

And, even if one assumes that a substantial majority of the elderly

can afford private policies (which we think is a very generous assmption),

this does not necessarily mean that such policies will provide sufficient

protection to prevent most residents fro- spending down onto Medicaid

prior to the two year mark. Policies typically have a variety of

limitatior which redIce the protection they offer, such as prior

hospitalization requirements and indemnity levels that do not increase with

inflation. lile it is true that the newr generation of policies is

providing s( ehat better protection, the inability of insurers to

adequately predict future utilization patterns will mean that they will

move forward cautiously.

7he Association welcomes this serious proposal to reform our nation's

long term care system, and we look forward to working with merbers of this

Oumittee in improving it. We share the Oummittee's concerns that any

proposal xust be fully funded and not add to the federal deficit, and hope

to have the opportunity in future hearings to propose- financing options

which would permit more cumprehensive mrsing home coverage as well as

coverage for younger Americans.
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STATIEMEF OF

Richard E. Curtis

on

Long Term Care Insurance

Mr. Chairman, my name is Richard E. Curtis and I am President of the

Center for Health Policy Development and in that capacity, serve as Executive

Director for the National Academy for State Health Policy. The Center is a

non-profit organization recently-established to encourage the development of

innovative financing and delivery strategies to improve health outcomes. A

principal function of the Center is to provide analysis and staff support to

the Acadeary, which has been formed to bring together the best state policy and

operational expertise to analyze health and long-term care issues, and develop

strategies that will Luprove accessibility, quality and affordability. Each

of the Academy's standing cumittees are composed of accomplished individuals

front a range of agencies, including insurance commissions, aging and Medicaid

agencies, health departments and state university health policy institutes.

Mr. Chairman, your leadership in seeking a substantually improved and

workable federal role in long-term care financing is to be comended. I

appreciate the opportunity to provide information that I hope will be useful

to you and other inenfers of your subconattee as you further consider the role

of private long-term, care insurance vis-a-vis the roles of federal and state

government.

My ccztments will focus on the potential for long term care insurance of

case nnagenent systems and concepts developed by states, and are largely

based on a report for the John A. Hartford Foundation developed by myself and

Ed Neuschler of the National Governors' Association Center for Policy Research

(where until recently I was Director of Health Policy Studies) and Diane

Justice of the National Association of State Units on Aging. You nay also

wish to consider the potential of such state systems and concepts for further

refinement in the structure of benefits under your bill.
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Largely in response to the growing awareness that long-term care is the

leading cause of catastrophic health care cost for the elderly, a market for

private LTC insurance is emerging. The number of insurance companies known to

be offering such products has grown from 16 in 1983 to around 80 earlier this

year, while growth in the number of policies in force has been from about

150,000 to 500,000 during the same period.

As the structure of your bill recognizes, however, elderly persons do not

just want to protect their assets from being depleted by an extended nursing

hare stay. They generally express a strong preference to remain in their own

homes if at all possible. This preference is reflected in market pressure on

insurers to develop and offer policies that cover long term, supportive care

in the client's home as well as institutional care. The major question facing

insurers interested in meeting this d-.aMd is how to design products that will

provide the services people want at preaiiums they can afford.

Many states have wrestled with essentially the sare issue, as they have

designed alternative hoe and corraunity based care systems to maintain

low-income elderly in need of Long Tern, Care in their own hoes, and thus

avoid or at least delay placement in nursing hoes at greater public expense.

In virtually every case where a state has successfully implemented such a

system without signficiant LTC cost increases relative to growth in the

elderly population, case ranagefe4 has been a critical element. Is is used

to: assess clients' need for care under state guidelines; identify and

coordinate the multiple services often needed by frail elderly; authorize the

amount and type of services which will be covered under an individual's plan

of care; and control the total cost of such individual care plans while making

a broad array of alternative services available to best meet an individual's

specific needs..

Because our country's experience in developing and financing such hoe

based long term care systems has been through state programs, it is sensible

to ask whether and how insurers or their clients could benefit from state

experiences in developing LTC products. A recent initiative in Washington
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State provides an important example for potential public and private sector

partnerships in this arena. Blue Cross of Washington and Alaska has

contracted with the same network of local LTC case management agencies used by

the state for its public LIC programs to perform needs assessment, to develop

plans of care, and recomnd whether or not to activate benefits for its LTC

insurance plan, "Lasting Care". Many program standards and definitions

developed by the state to govern case management under public programs are

being adopted or adapted by Blue Cross.

The Blue Cross/Washington State initiative illustrates the potential for

private insurers to benefit from the state experience in developing and

financing community based LTC systems, and provides an example of how the

public and private sectors can each further their own objectives through

collaboration. It specifically exemplifies, at least in part, the most direct

and extensive use that insurers (or the federal government) could nake of

state LTC experience: contracting with the state developed system. It should

be noted that Washington State has developed one of the most cocprehsnvie

statewide systems of publicly financed commnity care systems in the country.

Other such states include Maine, Oregon and Arkansas.

In the context of current federal program structures, an important

question for state policy is whether the Blue Cross/Washington State

initiative could be replicated elsewhere or, more generally, how private LTC

insurance plans could benefit from state home and coutrnity based LTC

experience. To explore these question, a day-long symrposium was convened in

Janaury 1988. Symposium participants, chosen for their individual expertise

in LTC issues, included insurers (both Blue Cross and commercial), state and

local LTC program managers, private consultants and researchers, and a

consumer group staffer.

A brief summary of the insights provided by individual expertise and

collective interaction of symposium participants follows. In general,

insurers are under strong market pressure to develop LTC products that cover

home care, but most insurers do not have in-house expertise or previous
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experience of their ow in this area. Thus, insurers at the symposium

generally expressed great interest in learning what they could from state L6TC

experience. They were not interested in approaches that had not yet proved

their worth in the field, but they did want hard information about what

technologies had worked.

Because insurers do not know where to find information on state L

program elements and technologies that might be useful to them, a national

clearinghouse on "besL practices" in hoar- and cornriunity based LTC was

suggested. Many examples of state-of-the-art practice exist, but no one

person or organization knows about all of them. Such a clearinghouse was also

seen as greatly benefiting public program, managers in states where alternative

LTC prograrrLs are not yet well developed and as potentially invaluable to a

federal LTC program.

While many elements of such state LTC programs might be useful to

insurers, the discussion at the symposium focused largely on case management

functions, i.e., client authorization, care planning and coordination. (Those

current insurance plans that do provide substantial coverage of hone care

benefits typically leave it up to the client to find the covered services.)

One traditional function of case management in which insurers are very

interested is assessing the client's need for care. Care planning and

coordination is the other case manaageeent role of interest to insurers.

There are two ways of viewing this aspect of case management: as a benefit to

the client and/or as a risk/cost management tool for the payer. Help with

locating and organizing care is something potential clients are aware they

will need and want their insurance policy to cover. Insurers indicated they

would plan to market case management as a benefit to the client, even if they

also plan to use it for risk/cost management purposes.

A major dialogue ensued over whether case management is an effective risk

management tool. Although insurers present were not fully convinced that case

management can control utilization of LTC services, state officials generally

expressed satisfication that case management has allowed them to affordably

offer home and cmnaunity based services to state program beneficiaries.
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Concern was expressed by sce insurers that the current state of the case

management art is too subjective and non-standardized to project expected

utilization and develop actuarially sound rates. Further, some insurers fear,

the perceived subjectivity would rake then, liable to lawsuits front clients

dissatisfied with their care plans. A clear agreement was not reached on this

issue. Practitioners' response to these concerns differed for the two tain

aspects of case sarugement. The technology for assessing client functional

status is relatively well developed, it was noted. Several Instruments are

available; and high degrees of inter-rater reliability have been reported,

once appropriate training has been given. %bile care planning was seen as sore

variable and subjective, this was viewed as appropriate to meet individual

client circumstances and needs.

Several reasons were offered as to why an insurer might want to buy into

an existing case nanagefent system developed by a state (as in Washington

State) . Significant start-up costs would be required for a separate system,

and, since service volume is expected to be quite low in the early y-ars of a

new LTC product, sharing a systenL offers econcaies of scale. Insurers nay

value access to the local provider network, and clients nay be less likely to

feel that an independent case manager has a financial incentive to deny

benefits. However, insurers would not even consider contracting for case
aaanagemrent services provided directly by a state agency because they believe

that potential clients would not buy such a product. Instead participants

discussed a system,, similar to that used in Washington State, under which both

the state financed public LTC system, and private insurers offering LTC

products would use the sane local case management agency to assess clients'

need for care and arrange services. Blue Cross plan officials generally

thought a joint statewide system, similar to that in Washington State (i.e.,

using the sane local case management agency) night be a possiblity.

Commercial insurers were smore skeptical and raised the question of whether any

state-based system could be sufficiently uniform, nationally to meet the needs

of national insurers. The development of a public/private partnership to

enhance continuity between public and private systems was encouraged by state

officials. Noting that, to date, LTC systems develoieent has been'
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acca lished largely by states, they urged insurers not to try to re-invent

the wheel, especially since insurance is not going to replace state LTC

program; rather, they will operate on parallel tracks with ruch interaction.

Because neny states do not have fully developed, statewide, comprehensive

case ffanagerent systems in place, an initiative like that in Washington State

is not possible everywhere. States wanting to promote joint public/private

case rranaged cmatunity care system should enter into a dialogue with insurers

early on in order to reach mutually acceptable resolution of a nutmber of

issues. Significant econoies and efficiencies and a more rational system ffay

be possible for both the public and private sectors if they talk about the

desirable specifications and characteristics of case management organizations

and about issues such as definition the insurable event (i.e., assessing need

for care).

Another major topic for discussion was the need for data. A critical

eleffent in developing a TC insurance plan is estimating likely utilization of

benefits and associated costs in order, first, to determine whether marketing

a product is feasible given its probable cost and, second, to develop the

precise prenaium structure. Because little or no long terT care coverage has

been available (outside of the means tested Medicaid program), little

information about the potential use of hcne care services under LTC insurance

has been available to date. As states have expanded coverage of in-hcae

supportive servics for persons in need of LIC they have begun to acquire

significant amounts of data on use and cost of in-hore and conaunity based

services. However, few state data systems are structured in such a way as to

readily provide information directly useful to private insurers.

Another approach, more directly applicable to an insured environment,

would be to provide irerrediate coverage of older (80+), very high risk

individuals. Given how heavily underwrite ten current insurance products are

and how few insureds are likely to use seLvices over the next decade, it would

otherwise be many years before we would know what utilization is going to look

like and how well case nanagement works. One way to compress the time frame
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would be to initiate a demonstration project that covers older and higher risk

clients now. It would get them into the system and using services so that

utilization data would be available very quickly. Coverage could be provided

through several different financing and delivery structures to offer insights

on the cost and use implication of alternative system designs.

Mr. Chairman, the development of major improvements in this country's

financing and delivery of long term care is both greatly needed and intensely

challenging. A large part of that challenge will be to strike the appropriate

balance between public and private sector responsibilities, and determine the

government roles that can be best performed at the federal and state levels.

I hope that the information we have provided is useful to you and your

subconittee as you further refine your strategies.
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TESTIMONY OF THE HONORABLE HAL DAUB
BEFORE THE SENATE FINANCE HEALTH SUBCOMMITTEE

LONG TERM HEALTH CARE HEARING
MAY 27, 1988

MISTER CHAIRMAN AND MEMBERS OF THE HEALTH SUBCOMMITTEE:

I APPRECIATE THE OPPORTUNITY TO PARTICIPATE TODAY IN THIS

DISCUSSION OF-WHAT CAN ONLY BE CALLED THE AMERICAN LONG TERM

HEALTH CARE CRISIS.

SURELY, ALL PRESENT WILL AGREE THAT FEW ISSUES ARE MORE

DESERVING OF CONGRESS' ATTENTION THAN THE SKYROCKETING,

BANK-BREAKING COSTS OF LONG TERM CARE.

RECENT ESTIMATES INDICATE THAT OVER 80% OF HEALTH CARE EXPENSES

INCURRED BY THE ELDERLY RELATE DIRECTLY TO LONG TERM CARE AND

NURSING HOME COSTS.

FURTHER, IT HAS BEEN SHOWN THAT WHILE EIGHT OUT OF TEN SENIOR

CITIZENS ARE PROTECTED FROM ACUTE, HOSPITAL-RELATED HEALTH

COSTS, A FULL NINE OUT OF TEN HAVE NO PROTECTION FROM LONG TERM

CARE EXPENSES.

THIS DEPLORABLE SITUATION IS AS UNNECESSARY AS IT IS SAD. OLDER

AMERICANS SHOULD NOT -- INDEED, MUST NOT -- BE FORCED TO MAKE

THAT LAST TERRIBLE CHOICE BETWEEN BANKRUPTCY AND AN IGNOMINIOUS

DEATH.

AND SO WE AS RESPONSIBLE LEGISLATORS ARE FACED WITH A DILEMMA:

HOW ARE WE TO ADDRE.c;S THIS PROBLEM WHILE PRESERVING SOUND FISCAL

POLICY?

TO DATE, MOST MEMBERS OF CONGRESS HAVE RESPONDED TO THIS

CHALLENGE WITH PROPOSALS OF ENTITLEMENT EXPANSIONS FUNDED BY TAX

INCREASES; IN FACT, ADDITIONS TO MEDICARE AND INCREASED TAXATION

HAVE BEEN ADVOCATED BY SOME AS THE SOLE MEANS OF AMENDING OUR

NATION'S HEALTH CARE INADEQUACIES.
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A CASE IN POINT IS THE ACUTE ILLNESS COST CONTAINMENT BILL

RECENTLY ISSUED BY THE HOUSE-SENATE CATASTROPHIC CONFERENCE

COMMITTEE. HERE, MISTER CHAIRMAN, IS LEGISLATION WHICH PROMISES

TO COST $45 BILLION DOLLARS BY 1992, BURDEN THE MANY WITH

OUITLANDISH NEW TAXES, AND HELP THE FEW -- ALL IN THE INTEREST

OF PROVIDING SENIORS WITH BENEFITS THEY IN MOST CASES ALREADY

HAVE AND IN MANY CASES SIMPLY COULD DO WITHOUT.

NOW IS NOT THE TIME FOR THE WRECKLESS EXPANSION OF ENTITLEMENT

PROGRAMS. IN MY ESTIMATION, THERE NEVER WILL BE SUCH A TIME.

I AM WILLING TO AGREE THAT THE FEDERAL GOVERNMENT MUST PLAY A

SUBSTANTIAL ROLE IN THE FORMULATION OF A VIABLE LONG TERM CARE

COST SOLUTION. BUT I PROPOSE THAT THERE IS A RESOURCE OUT THERE

WHICH HAS BEEN IGNORED FAR TOO OFTEN DURING DELIBERATIONS OVER

LONG TERM CARE POLICY: THE PRIVATE SECTOR.

ADMITTEDLY, LEGITIMATE STUDIES HAVE ASSIGNED TO THE PRIVATE

SECTOR ONLY A LIMITED LONG TERM HEALTH CARE DOMAIN. BUT THE

FACT REMAINS THAT THE HEALTH CARE UNDERWRITING INDUSTRY IS IN AN

INCREASINGLY ADVANTAGEOUS POSITION TO HELP FILL THE VOID WHICH

CURRENTLY EXISTS ACROSS THE RANGE OF APPROACHES TO LONG TERM

CARE COST MANAGEMENT.

I AND MY WAYS AND MEANS HEALTH SUBCOMMITTEE COLLEAGUE BRIAN

DONNELLY INTRODUCED SOME TIME AGO A BILL, H.R. 3900, WHICH SEEKS

EFFECTIVELY TO APPLY THE BEST OF WHAT BOTH THE FEDERAL

GOVERNMENT AND THE PRIVATE SECTOR HAVE TO OFFER.

ESSENTIALLY, MY BILL IS DIVIDED INTO THREE SECTIONS:

THE FIRST SECTION ADJUSTS THE MACHINERY OF OUR CURRENT HEALTH

CARE ENTITLEMENT PROGRAM AND PROVIDES FOR MEDICARE COVERAGE OF

HOME HEALTH SERVICES AND NURSING HOME CARE COSTS. THIS LIMITED
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EXPANSION IS ENTIRELY SELF-FINANING -- IT DEMANDS NO PREMIUMS

FROM ELIGIBLE INDIVIDUALS -- AND CALLS FOR BENEFICIARY

PARTICIPATION IN THE HANDLING OF LONG TERM CARE COSTS THROUGH A

CAREFULLY-STRUCTURED SCHEDULE OF DEDUCTIBLES.

SECTION TWO OF MY BILL ESTABLISHES TAX INCENTIVES DESIGNED TO

ENCOURAGE THE WORKING-AGE POPULATION TO LOOK TO THE VARIETY OF

PRIVATE MARKET INSURANCE PRODUCTS AND PURCHASE INDEPENDENT LONG

TERM CARE INSURANCE PLANS. PROMINENT AMONG THESE INCENTIVES ARE

THE TAX-FREE CONVERSIONS OF INDIVIDUAL RETIREMENT ACCOUNTS AND

CASH-VALUE-LOADED LIFE INSURANCE POLICIES TO PRIVATE LONG TERM

CARE PLAN PREMIUM FUNDS.

FINALLY, MY LEGISLATION MOTIVATES EMPLOYERS TO OFFER LONG TERM

HEALTH CARE PLANS TO THEIR EMPLOYEES. SUCH PLANS WOULD BE

SUBJECT TO A FEDERAL TAX TREATMENT SIMILAR TO THAT APPLIED TO

CURRENT PRIVATE PENSION AND GENERAL RETIREMENT PROGRAMS.

SO IT IS THAT, THROUGH A COMBINATION OF DIRECT GOVERNMENT

SUPPORT AND PRIVATE SECTOR STIMULATION, Mi BILL WOULD ADDRESS

OLDER AMERICA'S MOST PRESSING CONCERNS.

I HAVE PLACED A PREMIUM ON BALANCE AND FAIRNESS, AND I HAVE

ABOVE ALL SOUGHT TO PROVIDE THE MEANS BY WHICH AN EVER-GROWING

ELDERLY POPULATION CAN AVOID THE FINANCIAL AND EMOTIONAL

DEVASTATION OF LONG TERM HEALTH CARE COSTS.

CERTAINLY, THERE REMAIN IMPERFECTIONS IN H.R. 3900. BUT THE

BILL'S MAJOR STRENGTH LIES IN ITS CONCEPTUAL RECOGNITION OF THE

NECESSITY OF A MARRIAGE BETWEEN FEDERAL ENTITLEMENT AND THE

PRIVATE SECTOR.

AND IT IS IN DENYING THIS UNION THAT BILLS SUCH AS SENATOR

PEPPER'S H.R. 3436 FALL SHORT OF ACHIEVING A LAST-WORD HEALTH
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COSTS SOLUTION. PLEASE UNDERSTAND: WHAT DISTURBS ME IS NOT SO

MUCH THE METHOD WHEREBY KR. PEPPER HAS CHOSEN TO FINANCE HIS

HOME HEALTH CARE BENEFIT (INDEED, MY OWN BILL MAKES LIMITED.

ADJUSTMLSTS TO THE HOSPITAL INSURANCE PORTION OF THE FICA TAX);

RATHER, IT IS THE CONSTRUCTION OF THE BENEFIT ITSELF.

H.R. 3436 WOULD ESTABLISH A MASSIVE NEW HOME HEALTH CARE

BENEFITS PROGRAM WHOSE AMBIGUITIES RENDER IT VIRTUALLY

UNWORKABLE WHILE IGNORING BOTH NURSING HCME COSTS -- INARGUABLY

THE TRUE HEALTH CARE CATASTROPHE IN AMERICA TODAY -- AND THE

PRIVATE SECTOR -- A VERY VALUABLE RESOURCE TO A GROWING OLDER

POPULATION.

ABOVE ALL, THIS LEGISLATION FURTHERS THE CURRENT TREND OF HEALTH

CARE SOCIALIZATION, A PHENOMENON NEVER ENVISIONED, I AM QUITE

SURE, BY MEDICARE'S ORIGINAL DESIGNERS.

MISTER CHAIRMAN, I WILL SUBMIT THAT THE AMERICAN INSURANCE

INDUSTRY MIGHT WELL BE CONSIDERED AN ENDANGERED SPECIES IN THE

VERY NEAR FUTURE IF DEVELOPMENTS ARE PERMITTED TO PROCEED AT

THEIR PRESENT PACE.

STILL, PROMISING MEASURES SUCH AS SENATOR MITCHELL'S S. 2305

RECENTLY HAVE BEGUN TO RECEIVE MUCH-DESERVED ATTENTION. IN THE

DISTINGUISHED SENATOR'S BILL #E WITNESS THE IMPLICIT RECOGNITION

THAT THE FEDERAL GOVERNMENT'S ROLE IS NOT THAT OF OBLIGATORY

COMPENSATOR; IT IS, RATHER, THAT OF BENEFICIAL AND TIMELY

PROVIDER.

S. 2305 EMPHATICALLY ASSERTS THAT THERE IS AMPLE ROOM HERE FOR

BOTH THE GOVERNMENT AND PRIVATE INDUSTRY TO LEND A HELPING HAND

TO THE LONG TERM CARE COST VICTIM. AND THE BILL PROMISES TO

DELIVER WHERE IT IS MOST NEEDED, BOTH ON THE HOME CARE AND

NURSING HOME FRONTS.
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I APPLAUD SENATOR MITCHELL' S EFFORTS, AND HOPE THAT CONGRESS CAN

LOOK TO HIS EXAMPLE IN FUTURE EFFORTS TO SHAPE SOUND, EQUITABLE,

COST-EFFECTIVE HEALTH CARE POLICY.

MISTER CHAIRMAN, THANK YOU ONCE AGAIN FOR '1.,IS OPPORTUNITY. I

AM CONFIDENT THAT SINCERE AND RESPONSIBLE CONGRESSIONAL ACTION

EVENTUALLY WILL RESULT IN THE END OF THE AMERICAN LONG TERM CARE

CRISIS.
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STATEMENT OF THE COMMITTEE ON l-IEALTH

AMERICAN ACADEMY OF ACTUARIES

ROBERT H. DOBSON, CHAIRPERSON

JUNE 17, 1988

The American Academy of Actu.ries is a professional association representing actuaries

in-all areas of actuarial practice. Members of the Committee on Health who prepared

this testimony are employed both as consultants and by insurance companies. For

purposes of this testimony, however, we speak as professional actuaries and not on behalf

of our clients or employers. The Academy and its committees do not advocate public

policy positions that are not actuarial in nature. We view our role in the governmerc

relations arena as providing information and actuarial analysis to public policy decision

makers, so that policy decisions can be made on the basis of informed judgment.

As a professional association, the Academy neither supports nor opposes legislation to

provide for the public financing of long-term care. We do, however, believe the cost of

providing such benefits has been understated. As the dialogue begins on the delivery and

financing of long-term care, we want to provide policymakers with the best information

on this complex topic. It is very difficult to make cost projections for long-term care;

however, we believe that the training and experience of actuaries provides for a unique

understanding of current practices in the financing of health care, and we hope to

contribute to the examination of this issue.

I. COST ISSUES

A. Demographic Issues - Increasing Cost as the Population Ages

The chart below outlines the projected increase of the population over age sixty-five.

- Population in Millions*-

(1) (2) (3) (4) (5)
Year Total Age Age Age Age % of (2)1(1)

All ages 65+ 65-74 75-84 85+

1980 226.5 25.5 15.6 7.7 2.2 11.3%

1990 249.7 31.7 18.0 10.4 3.3

2000 268.0 34.9 17.7 12.3 4.9

2010 283.2 39.2 20.3 12.3 6.6

*Source is "Aging America - Trends and Projections" 1987-88 Edition.

12.7%

13.0%

13.8%
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The U.S. aged population has increased and is projected to increase, dramatically from an

actual 25.5 million in 1980 to a projected 39.2 million in the year 2010. This is a

projected increase of over 50%. However, the number of age eighty-five and over (85+)

will triple in the same thirty years, from 2.2 million to 6.6 million. Currently, 13.4% of

those aged sixty-five and over (654 cannot perform at least two or more activities of

daily living (ADL). The comparable percentage for those aged 85+ is 36.1%.

Additionally, a conservative estimate is made that a minimum of 5% of those 65+ suffer

from dementia, but are able to perform all the ADLs or all but one ADL. Given these

projections, the need for, and expenditures on, long-term care (LTC) is likely to increase

dramatically in the ensuing years, particularly for the 85+ group.

B. Induced Demand - Enitlement Mentality and Increased Supply - Health Industry

Response

Once chronic home care benefits are provided through the public or private sector, the

mentality of the consumer will likely be to liberally use these benefits. The independent

assessors from the eligibility review organizations may have a very difficult time denying

many possible borderline cases regarding the criteria of inability to perform at least two

ADLs and as to when respite care is really *necessary." Induced utilization of the nursing

care benefit may be less severe, particularly because of the two-year exclusionary

period. The insurance industry will likely develop policies to fill this gap in coverage.

Since home health agencies are likely to be the primary providers of the chronic home

health care benefit, I believe that these agencies will multiply quickly to satisfy the

demands of the possible millions of new beneficiaries. Again, the insurance industry will

enhance this movement with policies to fill the gap.

C. Eligibility for Benefits

The provision of home health care benefits (80% payment by Medicare after a $500 per

year home care expense) for the aged with chronic illness who cannot perform at least

two of the ADL without human assistance, or who have dementia, opens the door for

about 5.5 million aged 65+ persons. In addition, a considerable portion of the

approximately 4 million (under sixty-five) Social Security disability insurance
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beneficiaries might be eligible for this benefit. Thus, more than 7 million persons might

be eligible, even now for this benefit, for which no cost estimate has been given in

S.2305. The only restriction given is that home health care costs cannot exceed 65% of

skilled nursing facility (SNF) Medicare nursing home costs. Assuming that an average

SNF cost per day is currently $70 to $100, the 65% limitation stipulated would create an

average current daily liability of $45 to $65. Currently, approximately 80% of these

persons are receiving home care only from a spouse or relative.

A respite care benefit provided in this bill would provide a $1,000 annual benefit ($2,000

of charges at 50% co-payment), for at least the 80% of tt.se persons above who are now

getting informal care.

The eligibility requirements for the above benefits may be difficult to assess correctly

and consistently, due to the subjectivity of the ADL performance determination, without

any homebound or other screening requirement. With a two-year exclusionary period for

the nursing home benefit, we cannot foresee large-scale difficulties in making equitable

eligiL ,lity determinations.

D. Cost Estimates

There are no cost estimates given in thi. bill. Instead, the claim is made that the

program will remain budget neutral. We question that a useful government LTC program

can be established that will be budget neutral without imposing an inappropriate burden

on the elderly. Adding homemaker and chore services, as well as serving significantly

more beneficiaries (see Eligibility for Benefits section) will be very expensive. Removing

the homebound and intermittent service requirements will further add to the cost. This

will also be a growing cost in the future, not only due to inflation, but also due to the

increase in exposure (see Demographic Issues). Changes in demand and supply will also

affect cost (see Induced Demand). All of these factors make it difficult to estimate

costs.

Based on Congressional Budget Office estimates, the nursing home cost in FY 1993 with

a two-year exclusionary period, will approximate $13.2 billion. Our own very rough

estimate for the 7 million extra beneficiaries of home health care might range from $22
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to $34 billion for the first year and an additional $3 billion fcr respite care. In claiming

budget neutrality, S.2305 would do all this by adding a fixed and income-based premium

to the current Medicare Part B premium.

E. National Affordability or Medicare Eligible's Burden

One of the most problematic aspects of this bill is the enormous and spiraling burden

placed on Medicare beneficiaries for the privilege of participating in the program. First,

all Part B beneficiaries will see increases in their basic premium. However, political

reality may not allow this increase to become too extreme. As program costs increase,

the only "moving target," the supplemental premium, will impose a significant and

unpredictable "tax" burden on those (44% - according to catastrophic bill estimates)*

who will have to shoulder the experiences of the whole group.

The combination of the Medicare catastrophic legislation and the Mitchell bill could add

up to a significant amount in supplemental premiums in a few years. Some of these

individuals may not have enough left over to pay premiums for Medicare supplemental or

LTC insurance to fill the gaps. If this bill is enacted, the cost of medical care ($44 to

$57 billion extra) will certainly increase as a portion of the GNP from its present 10%-

1 I%, since a large percentage of these costs were previously absorbed by family support.

When the tax burden on Medicare eligibles gets too high, who will be handed the tax

baton to pay the ever-increasing costs of this LTC program?

UI. Policy Decision - Nursing Home Care vs. Home Health Care vs. Family Support

As long as quality of health and personal care is maintained, home health care should be

favored over nursing home care. Costs will be less, not only because of the 65% of SNF

maximum allowable for home health care, but also because professional nursing/chronic

care services might not be required on a daily basis, particularly if family support is

available. In fact, the purpose of respite care is to allow some relief to persons providing

family support. In essence, however, the bill will encourage substitution of professional

home health care for family care.

'Appropriate only only if S.2305 income-scaled premium is equal to catastrophic
Medicare income-scaled premium.
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DL Private Sector Initiatives

Some fifty to seventy commercial health insurance carriers, in addition to sixteen Blue

Cross and Blue Shield Plans, currently have a long-term care policy on the market. The

policies vary in benefit scope and level, but are primarily indemnity in nature. This

implies significant cost-sharing and limited insurer liability.

Senator Mitchells bill will affect many private-sector policies by reducing the benefits

they are providing to a "fill" level. However, since there is a $500 deductible on home

health care with a 20% co-payment after the deductible, and a two-year exclusionary

period on nursing home care with a 306 co-payment, there is considerable room for new

private-sector policies to fill these gaps.

IV. Design Iss

One recognized shortcoming of the bill, as well as with virtually all current private-

sector policies, is that the insured-is still exposed to a significant LTC financial risk.

Since this bill has a two-year exclusionary period on nursing home care, a person could

become impoverished by that time. Likewise, the 30% co-payment on nursing home care

after year two, and the 7096 co-payment on home health care, could add up very quickly

to greatly increase the indivicivl's expenses. The-private market indemnity program

usually has an elimination period of twenty to 100 days a significant co-payment after

the elimination period, with a two-to-four year benefit maximum, or an equivalent dollar

maximum limitation. The accumulation of co-payments and subsequent full payments by

the individual after exceeding the insurer's upper limit of liability also does not protect

the individual from a financial catastrophe. Since, however, cost is a major concern,

legislation such as this is a good starting point. We believe the public/private approach is

certainly worthy of further discussion and development.

V. Conclusion

The purpose of this testimony has been to point out cost issues, policy decisions, and the

private sector response relating to this legislation. We hope that as Congress continues

further on the development a new Medicare benefit for long-term care it will proceed

with caution and deliberation, bearing in mind the concerns we have raised today. We

would be happy to meet with the Committee or members of the staff to further discuss

these sues.
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July 15, 1988

The Honorable George 3. Mitchell
Chairman, Subcommittee on Health
Committee on Finance
U.S. Senate
205 Dirksen Senate Office Building
Washington, DC 20510

Subject: Senate Subcommittee on Health hearing of June 17, 1988; response to
question from Senator Mitchell.

Dear Senator Mitchell:

On behalf of the Committee on Health of the American Academy of Actuaries, I am
pleased to respond to your question regarding the liklehood of cost increases as a result
of induced utilization under a program providing long-term care insurance. As we said in
our testimony, once long-term care benefits are provided through either the public or
private sector, the mentality of the consumer will likely be to liberally use these
benefits. We believe that fewer people will do without services they may need now but
cannot afford, and families may provide less in the way of uncompensated care. At the
same time, the health industry will respond to the demands of possibly millions of new
beneficiaries and the availability of additional financing by devoting more resources to
providing long-term care services. In short, costs will Increase beyond the increased
number of beneficiaries and inflation directly as a result of the additional financing.

The attached table illustrates the utilization history of an existing program (Medicares
home health care program) for a population likely to use the benefits that would be
provided under S. 2305. We believe the induced utilization effects caused by influences
such as those listed in Column 4 account for a substantial proportion of the patterns of
use illustrated. An absolute quantification of what proportion of the trend changes are
due to induced utilization cannot be precisely made or proved. However, in "real world"
casting, strong circumstantial evidence presents itself in characteristic patterns (e.g.,
the relatively violent utilization swings in a program of this size).

Our concern regarding induced utilization is further supported by data as to the
proportion of the over-sixty-five population currently in nursing homes versus the
proportion with limitations on activities of daily living. Data from the U.S. Bureau of
the Census (Demographic and Socioeconomic Aspects of Aging in the United States) show
that 5.1% of the over-sixty-five population are in nursing homes, while an additiv,,al
6.9% have limitations on activities of daily living (ADL). An Iqy magazine article in
1980 cited the total proportion of the over-sixty-five population with major ADL
limitations as 17%. Since many of these individuals could seek nursing home care if
financial obstacles were reduced, we believe that additional public financing of long-
term care could conceivably double or triple the total proportion of the over-sixty-five
population in nursing homes.

As we said in our testimony before the subcommittee, we are not suggesting that S.2305
would lead to a greater degree of induced utilization any more than any other public or
private financing of long-term care. What we wish to emphasize is-that policy makers
must be aware that costs will increase because of additional financing and that this must
be kept in mind as the issue of long-term care is debated.

We hope these comments serve to clarify our concerns -egarding the impact of induced
utilization on costs associated with a long-term care insurance program. We would be
glad to answer any questions you might have about our comments and to work further
with you and your staff in addressing the issue of long-term care for the elderly.

Sincerely,

Robert H. Dobson
Chairperson, Committee on Health

en.cL
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STATEMENT OF VAL J. HALAMANDARIS, PRESIDENT

NATIONAL ASSOCIATION FOR HOME CARE

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE,

I AM VAL J. HALAMANDARIS. I SERVE AS PRESIDENT OF THE

NATIONAL ASSOCIATION FOR HOME CARE (NAHC). NAHC IS THE LARGEST

PROFESSIONAL ORGANIZATION REPRESENTING THE INTERESTS OF HOME

HEALTH AGENCIES, HOMEMAKER-HOME HEALTH AIDE ORGANIZATIONS, AND

HOSPICES. NAHC IS COMMITTED TO ASSURING THE AVAILABILITY OF

HUMANE, COST-EFFECTIVE, HIGH-QUALITY HOME CARE SERVICES TO ALL WHO

REQUIRE THEM. WE BELIEVE THAT PEOPLE SHOULD BE ALLOWED TO REMAIN

IN THEIR HOMES FOR AS LONG AS POSSIBLE, WITH INSTITUTIONALIZATION

AS A LAST RESORT.

WE COMMEND Y3U FOR SPONSORING THE MEDICARE LONG TERM CARE

ACT OF 1988, S.2305, AND FOR HOLDING THIS HEARING. WHILE THE

CATASTROPHIC HEALTH INSURANCE BILLS -CURRENTLY IN CONFERENCE

PROVIDE A RICHER ACUTE CARE BENEFIT FOR MEDICARE BENEFICIARIES,

THEY DO t "T BEGIN TO ADDRESS THE PRINCIPLE CATASTROPHIC COSTS THE

ELDERLY FACE-- THE COSTS OF LONG-TERM CARE, WHICH AMOUNT TO 80

PERCENT OF ALL SPENDING FOR CATASTROPHIC ILLNESSES. S. 2305 IS AN

IMPORTANT VEHICLE FOR GENERATING SERIOUS DISCUSSION ON HOW TO DEAL

WITH THIS CRITICAL ISSUE.

QUITE SIMPLY, THE PROBLEM IS THAT MOST PEOPLE ARE NOT ABLE

TO PROTECT THEMSELVES AGAINST THE TREMENDOUS COSTS OF LONG-TERM

CARE. OLDER PEOPLE WHO ARE UNFORTUNATE ENOUGH TO SUFFEa FROM

LONG-TERM ILLNESS ARE FORCED ALL TOO OFTEN TO CONSUME WHAT SAVINGS

THEY MAY HAVE AND THEN TURN TO PUBLIC ASSISTANCE. THESE PEOPLE

OFTEN MUST MOVE TO A NURSING HOME TO RECEIVE THE CARE THEY NEED

BECAUSE MEDICAID COVERAGE IS GENERALLY LIMITED TO NURSING HOME

CARE.

SOME PEOPLE WHO NEED LONG-TERM CARE SIMPLY GO WITHOUT IT.

THE U.S. GENERAL ACCOUNTING OFFICE (GAO) IN A JANUARY 1987 REPORT
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NOTED THAT 3.2 MILLION ELDERLY PEOPLE NEED REGULAR HOME NURSING OR

OTHER ASSISTANCE TO REMAIN IN.THEIR OWN HOMES. WHILE 1.9 MILLION

OF THOSE PERSONS WERE RECEIVING SOME CARE (MOSTLY THROUGH

RELATIVES), 1.1 MILLION AMERICANS WERE GOING WITHOUT THE CARE THEY

NEEDED. MANY OF THOSE HAD NO FAMILY AND NO MEANS TO PAY FOR HOME

CARE SERVICES.

AS SERIOUS AS THE THE LONG-TERM CARE PROBLEM IS TODAY, IT

WILL GET WORSE. AMERICA IS GROWING OLDER AND MORE PEOPLE ARE GOING

TO REQUIRE LONG-TERM CARE SERVICES IN THE YEARS AHEAD.

BETWEEN 1988 AND 2040, THE NUMBER OF PERSONS NEEDING LONG-TERM

CARE WILL TRIPLE.

BASIC APPROACH

S.2305 TAKES A GIANT STRIDE TOWARD THE DEVELOPMENT OF A

REALISTIC AND EFFECTIVE NATIONAL LONG-TERM CARE POLICY. BY

SPREADING THE BURDEN OF LONG-TERM CARE COSTS BEYOND THOSE WHO WHO

ARE AT RISK, THE BILL WOULD MAKE THE COSTS OF LONG-TERM ILLNESS

AFFORDABLE. AND THE AVAILABILITY OF THE MEDICARE PROTECTION WILL

MEAN THAT THE ELDERLY WILL NO LONGER HAVE TO USE UP THEIR SAVINGS

OR TURN TO WELFARE TO OBTAIN THE LONG-TERM CARE THEY NEED.

THE BILL WOULD REDRESS THE BIAS THAT NOW EXISTS IN FAVOR OF

INSTITUTIONALIZING PERSONS WITH LONG-TERM DISABILITIES. THIS BIAS

EXISTS BECAUSE FINANCING IS PRESENTLY MUCH MORE WIDELY AVAILABLE

FOR NURSING HOME CARE THAN FOR HOME CARE, ESPECIALLY UNDER

MEDICAID, DESPITE THE CLEAR PREFERENCE OF AMERICANS TO REMAIN AT

HOME AS LONG AS POSSIBLE.

ACCORDING TO A REPORT BY THE HOUSE SELECT COMMITTEE ON AGING,

RESEARCH INDICATES THAT THE BULK OF LONG-TERM CARE PROVIDED IN THE

U.S. IS PROVIDED IN THE COMMUNITY. ONLY ONE IN FIVE ELDERLY

PERSONS WHO HAVE LONG-TERM CARE NEEDS IS LIVING IN A NURSING

HOME. NAHC STRONGLY FAVORS THE PROVISIONS OF THE BILL WHICH

PROVIDE A CHOICE OF COMMUNITY CARE ALTERNATIVES. BY MAKING

RESPITE CARE AND DAY CARE AVAILABLE IN ADDITION TO HOME CARE, THE
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BILL RECOGNIZES THAT MUCH OF THE LONG-TERM CARE THAT IS PROVIDED

IN THE COMMUNITY IS FURNISHED BY UNPAID FAMILY MEMBERS, FRIENDS,

AND NEIGHBORS. NEARLY THREE-QUARTERS OF THE NON-INSTITUTIONALIZED

DISABLED ELDERLY PERSONS RELY SOLELY ON FREE CARE FROM FAMILY AND

FRIENDS WHILE ONLY 5 PERCENT RECEIVE ALL OF THEIR CARE FROM PAID

SOURCES.

HOWEVER, WE ARE ALSO CONCERNED, AS I KNOW THE SUBCOMMITTEE

IS, THAT THESE CONTROLS BE EXERCISED IN A MANNER THAT WILL ASSURE

THAT BENEFICIARIES WILL RECEIVE ALL NEEDED SERVICES TO WHICH THEY

ARE ENTITLED. WE WOULD APPRECIATE HAVING THE OPPORTUNITY TO WORK

WITH YOUR STAFF TO SEE WHAT SAFEGUARDS MIGHT BE ADOPTED TO ASSURE

THAT THE INTERESTS OF THE PATIENTS ARE FULLY PROTECTED. WE BELIEVE

THAT PAST EXPERIENCE WITH THE MEDICARE HOME HEALTH PROGRAM

SUPPORTS OUR VIEW THAT HOME HEALTH AGENCIES COULD PLAY A USEFUL

PATIENT ADVOCACY ROLE IN THE PROPOSED PROGRAM.

FEE-FOR-SERVICE REIMBURSEMENT

THE LEGISLATION ALSO PROVIDES FOR REIMBURSEMENT BAAED ON A

FEE SCHEDULE. SUCH A SYSTEM WOULD HAVE MANY ADVANTAGES OVER THE

COST REIMBURSEMENT SYSTEM THAT MEDICARE NOW USES FOR FOR HOME

HEALTH AGENCIES AND MOST SKILLED NURSING FACILITIES. HOWEVER, THE

OVERRIDING CONSIDERATION IS THAT THE PROPOSED FEES SHOULD BE

REASONABLY RELATED TO THE SERVICES THEY COVER. IF THE FEES FOR

SOME TYPES OF SERVICES OR FOR SOME CLASSES OF PATIENTS ARE

PROFITABLE WHILE OTHERS LOSE MONEY, PATIENT CARE COULD SUFFER.

ECONOMIC INCENTIVES WOULD BE CREATED THAT WOULD DISADVANTAGE THE

PATIENTS THAT NEED THE UNDERPAID SERVICES AND THREATEN THE

FINANCIAL STABILITY OF AGENCIES THAT WOULD CHOOSE NEVERTHELESS TO

PROVIDE THOSE SERVICES.

THE ELDERLY MEDICARE BENEFICIARIES WHO WOULD QUALIFY FOR THE

LONG-TERM CARE BENEFITS WOULD TEND TO BE THE OLDEST AND POOREST OF

THE ELDERLY. THEY WOULD NOT ONLY HAVE THE MOST TROUBLE PAYING THE

DEDUCTIBLE AND COINSURANCE AMOUNTS BUT ALSO BE LEAST LIKELY TO

HAVE BEEN ABLE TO AFFORD PRIVATE MEDIGAP INSURANCE THAT WOULD

COVER THE DEDUCTIBLE AND COINSURANCE.
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ABOUT 9% OF THE ELDERLY ARE ELIGIBLE FOR. MEDICAID. THIS

SUBCOMMITTEE MAY WISH TO CONSIDER AMENDING THE FEDERAL MEDICAID

STATUTE TO PERMIT OR REQUIRE STATES TO PAY ANY HOME CARE,~-

DEDUCTIBLE AND COPAYMENT AMOUNTS FOR INDIVIDUALS WHO ARE OTHERWISE

ELIGIBLE UNDER THEIR STATE'S PLAN. SUCH AN AMENDMENT-WOULD HELP

?VOID SITUATIONS WHERE AN INDIVIDUAL QUALIFIES FOR. MEDICAID BUT

CAN ONLY RECEIVE ASSISTANCE IF HE MOVES TO A NURSING HOME. BUT

EVEN A MEDICAID PROGRAM THAT HAS BEEN AMENDED TO' PAY THE-LONG-TERM

COPAYMENT AMOUNTS WILL BE OF LIMITED HELP: NEARLY A THIRD OF THE

ELDERLY WHOSE INCOMES FALL BELOW THE FEDERAL POVERTY LEVEL ARE NOT

ELIGIBLE FOR MEDICAID.

CASE MANAGEMENT

WE ARE NOT YET PREPARED TO MAKE SPECIFIC RECOMMENDATIONS

CONCERNING THE PROVISIONS OF THE BILL THAT DEAL WITH CASE

MANAGEMENT AND DETERMINATIONS OF ELIGIBILITY. WE RECOGNIZE THE

NEED FOR CONTROLS THAT WILL HELP PROTECT THE PROGRAM AGAINST

UNWARRANTED UTILIZATION AND COSTS.

HOWEVER, THIS SO-CALLED "FREE" CARE CAN BE VERY COSTLY TO

THOSE WHO ARE INVOLVED. IN ADDITION TO THE LIMITATIONS THAT ARE

PLACED ON THE CAREGIVER'S PERSONAL' LIFE AND OPPORTUNITIES FOR

GAINFUL EMPLOYMENT, THERE ARE DEBILITATING EMOTIONAL AND PHYSICAL

DEMANDS THAT ARE FELT BY THE ENTIRE FAMILY. THE AVAILABILITY OF

RESPITE CARE AND DAY CARE SHOULD HELP EASE THESE BURDENS AND

MAXIMIZE THE CARE OF THE ELDERLY BY FAMILY AND FRIENDS. AVAILABLE

DATA INDICATES THAT FAMILIES TEND TO PURCHASE SERVICES ONLY WHEN

THE RESPONSIBILITY OF CARE BECOMES TOO GREAT FOR THEM TO HANDLE, OR

WHEN THEY BECOME EXHAUSTED.

WE DO, HOWEVER, HAVE SOME CONCERNS RELATING TO THE HOME CARE

PROVISIONS IN THE BILL AND WOULD LIKE TO WORK WITH THIS COMMITTEE

TO FURTHER REFINE THESE PROVISIONS.

COPAYMENTS AND DEDUCTIBLES

THE BILL REQUIRES AN ANNUAL $500 DEDUCTIBLE FOR HOME CARE

SERVICES AND A 20 PERCENT COPAYMENT BY BENEFICIARIES. WE
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RECOGNIZE THE DIFFICULTY OF FASHIONING A PROPOSAL WITHOUT

COPAYMENT GIVEN THE LIMITED FUNDING THAT IS AVAILABLE. HOWEVER,

WE ARE COMPELLED TO NOTE THAT COST SHARING WOULD BE BURDENSOME

FOR MANY OF THE MEDICARE BENEFICIARIES WHO WOULD QUALIFY FOR THE

LONG-TERM CARE BENEFITS. SOME 12% OF THE ELDERLY HAVE INCOMES

BELOW THE POVERTY LEVEL WHILE OVER 28% PERCENT HAVE INCOMES BELOW

125% OF THE POVERTY LEVEL.

THE UNDER-65 DISABLED

FINALLY, WE URGE THAT THE PROPOSED COVERAGE FOR HOME CARE

SERVICES BE EXTENDED TO DISABLED ADULTS AND CHRONICALLY ILL

CHILDREN. AS WE TESTIFIE BEFORE YOUR COMMITTEE YESTERDAY,

TECHNOLOGY NOW EXISTS WHICH ALLOWS CHRONICALLY ILL CHILDREN TO BE

CARED FOR IN THEIR HOMES. HOWEVER, FUNDING MECHANISMS HAVE NOT

EMERGED TO PAY THE COSTS OF THIS NEW TECHNOLOGY.

WE URGE THAT HOME CARE COVERAGE BE MADE AVAILABLE TO

CHRONICALLY ILL AND TECHNOLOGY-DEPENDENT DISABLED PERSONS OF ALL

AGES. LONG TERM CARE COSTS ARE NOT SIMPLY A PROBLEM FOR THE

ELDERLY.

PUBLIC SUPPORT

MR. CHAIRMAN, THE GREAT MAJORITY OF AMERICANS AGREE THAT THE

TIME HAS COME TO PROTECT OUR CITIZENS AGAINST THE COSTS OF

LONG-TERM CARE. IN A PUBLIC OPINION POLL THAT LOUIS HARRIS

CONDUCTED IN FEBRUARY, OVER 80 OF THE RESPONDENTS SAID THAT THEY

WOULD NOT BE ABLE TO AFFORD LONG-TERM CARE. AN EQUAL PERCENTAGE

FAVORED THE FEDERAL GOVERNMENT PROVIDING A PROGRAM OF LONG-TERM

CARE IN THE HOME TO THE CHRONICALLY ILL AND DISABLED ELDERLY,

ADULTS AND CHILDREN.
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IN TESTIFYING ON H.R. 3436, THE LONG TERM CARE HOME CARE

LEGISLATION INTRODUCED BY CONGRESSMAN CLAUDE PEPPER AND

CONGRESSMAN EDWARD ROYBAL BEFORE THE HOUSE COMMITTEE ON AGING LAST

MONTH, MR. HARRIS REPORTED THAT HE HAD RARELY SEEN SUCH UNANIMITY

OF PUBLIC OPINION. SUPPORT FOR HOME-CARE LEGISLATION WAS BOTH

BROAD AND DEEP AMONG ALL AGE GROUPS, FROM ALL PARTS OF THE NATION,

AND AMONG BOTH LIBERALS AND CONSERVATIVES OF BOTH PARTIES. MR.

CHAIRMAN, MAY I ASK THAT THE RESULTS OF THIS POLL BE MADE PART OF

THE RECORD?

IN CONCLUSION, WE THANK THIS COMMITTEE FOR ITS CONSIDERATION

OF THE CRITICAL ISSUE AND WE LOOK FORWARD TO WORKING WITH YOU IN

REFINING THE HOME CARE PORTION OF S.2305.
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OPENING STATEMENT OF SENATOR JOHN HEINZ (

HEARING ON S2305 LONG TERM CARE ASSISTANCE ACT OF 196

-MR. CHAIRMAN, THIS HEARING OF-THE SENATE FINANCE COMMrrTEE

REPRESENTS A CRITICAL JUNCTURE IN OUR EFFORTS TO PROTECT OLDER

AMERICANS AND THEIR FAMIUES FROM THE CRIPPLING COSTS OF LONG

TERM CARE. AT LONG LAST, WE ARE CONSIDERING LEGISLATION WHICH

WILL RESPOND TO MILLIONS OF PERSONAL CRISES CAUSED BY THE HIGH

COST OF LONG TERM CARE.

THIS LEGISLATION IS DESERVING OF WIDESPREAD SUPPORT. YOU HAVE

PUT TOGETHER THE FIRST COMPREHENSIVE BILL TO FINANCE LONG TERM

CARE, A BILL ON WHICH I AM PROUD TO BE AN ORIGINAL COSPONSOR.

S.2305 IS COMPREHENSIVE IN THAT IT PROVIDES CRITICALLY NEEDED

COVERAGE OF BOTH CHRONIC HOME CARE AND NURSING HOME CARE, AID

BECAUSE IT RELIES UPON A COMBINATION OF PRIVATE AND PUBLIC

FINANCING.

FOUR YEARS AGO I WAS PRIVILEGED TO CHAIR A HEARING OF THE

SPECIAL COMMITTEE ON AGING FOCUSING ON THE NEED FOR LONG TERM

CARE INSURANCE. AS I POINTED OUT THEN, WHEN IT COMES TO

INSURANCE, AMERICA IS A LAND OF PLENTY. OUR NATION'S MIDDLE

CLASS CAN INSURE THEIR CAR$ AGAINST THEFT OR DAMAGE, THEIR

HOUSES AGAINST FLOOD, FIRE, AND EARTHQUAKES, THEIR CHILDREN

AGAINST THE COST OF COLLEGE AND BRACES, AND THEIR FAMILIES

AGAINST THE FINANCIAL RISK OF AN EARLY DEATH.

BUT WHEN IT COMES TO INSURING AGAINST THE SINGLE GREATEST THREAT

TO THEIR LIFE SAVINGS AND EMOTIONAL RESERVES - THE COST OF LONG

TERM CARE - AMERICANS HAVE LITTLE PROTECTION. I NOTED AT THAT
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TIE THAT IN MANY WAYS IT IS AS IF WE AiE ALL WEARING

BULLE'rPROOF VESTS - WITH HOLES OVER OUR HEARTS. WE ARE MISSING

PROTECTION WHERE WE NEED IT MOST.

THAT WAS FOUR YEARS AGO. TODAY, MANY PEOPLE QUESTION WHETHER

THIS LEGISLATION IS STILL NEEDED. SINCE THEN, THEY POINT OUT,

PRIVATE INSURANCE FOR LONG TERM CARE COSTS HAS BEEN DEVELOPED

AND SOLD TO OVER 400,000 AMERICANS. EACH YEAR, THE QUALITY OF

COVERAGE OFFERED UNDER THESE POLICIES HAS IMPROVED. IN 1984,

FOR EXAMPLE, MOST POLICIES COVERED NO CHRONIC NURSING HOME CARE.

TODAY, MANY POLICIES OFFER NOT ONLY CHRONIC NURSING HOME

COVERAGE, BUT ALSO PAY FOR CHRONIC CARE IN THE HOME, AS WELL.

BUT THIS LEGISLATION IS NEEDED BECAUSE, UNFORTUNATELY, AS THE

QUALITY OF THESE POLICIES HAS RISEN, Si) HAS THEIR COST. ONE

LONG TERM CARE POLICY RECENTLY APPROVED FOR MARKETING IN MY HOME

STATE OF PENNSYLVANIA OFFERS TRULY COMPREHENSIVE CHRONIC CARE

SERVICES. THIS INSUROR ESTIMATES THAT HALF OF THE TARGETED

MARKET - ELDERLY PERSONS HOLDING MECIIGAP POUCIES - ARE SIMPLY

PRICED OUT OF THE MARKET. THE BROOKINIGS INSTITUTION

INDEPENDENTLY REACHED A SIMILAR CONCLUSION IN ITS RECENTLY

PUBLISHED STUDY, FOR WHICH I WAS PRIVILEGED TO SERVE ON AN

ADVISORY PANEL.

MOREOVER, MR. CHAIRMAN, MY CONVERSATIONS WITH PRIVATE INSURORS

INDICATE THAT FUTURE IMPROVEMENTS IN PRIVATE INSURANCE, SUCH AS

BENEFITS ADJUSTED FOR THE ERODING EFFECTS OF INFLATION, WILL

" - REQUIRE PREMIUM INCREASES OF AS MUCH AS 30%. MOREOVER, NO

PRIVATE INSUROR HAS YET BEEN ABLE TO AFFORD TO OFFER A POLICY TO

PERSONS WHO ARE ALREADY DISABLED OR SERIOUSLY ILL.

THESE PROBLEMS OF COST AND ACCESS-ARE PERHAPS THE MOST

COMPELUNG ARGUMENTS FOR A STRONG PUBLIC ROLE IN INSURING

AGAINST THE COST OF LONG TERM CARE.
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YOUR BILL, MR. CHAIRMAN, WILL PROVIDE PROTECTION DESPERATELY

NEEDED BY PEOPLE SUCH AS MRS. ELLA THOMAS OF PHILADELPHIA,

PENNSYLVANIA. MR. AND MRS. THOMAS RETIRED SEVERAL YEARS AGO AND

WERE CARING FOR THEIR MENTALLY RETARDED SON, WHO COULD NOT

FUNCTION ON HIS OWN. THEY FELT CERTAIN THAT THEIR MEDICARE AND

BLUE CROSS POLICY WOULD COVER THEIR HEALTH CARE NEEDS, UNTIL

MRS. THOMAS SUFFERED A STROKE. SHE SPENT 6 MONTHS IN

REHABILITATION BEFORE SHE WAS DISCHARGED HOME TO THE CARE OF HER

78 YEAR OLD HUSBAND. AFTER ONE MONTH OF CARING FOR HIS WIFE AND

THEIR SON, MR. THOMAS ALSO SUFFERED A STROKE, AND SUBSEQUENTLY

REQUIRED 24 HOUR ASSISTANCE. THIS FAMILY SPENT THEIR ENTIRE

SAVINGS AND MOST OF THEIR INCOME OVER A 3 YEAR PERIOD, TOTALLING

SOME $66,000. MEDICARE AND BLUE CROS PAID NONE OF THESE COSTS.

THE FAMILY COULD NOT QUALIFY FOR MEDICAID WITHOUT PLACING MR.

THOMAS IN A NURSING HOME - AND AS ANYONE IN PHILADELPHIA CAN

TELL YOU, MEDICAID ELIGIBLE PERSONS HAVE A DIFFICULT TIME

FINDING A NURSING HOME BED IN THAT CITY.

IN CONSIDERATION OF THE VERY HIGH PRICE TAG OF A PUBLIC PROGRAM,

HOWEVER, CONGRESS SHOULD SEEK TO ENSURE THAT COMPREHENSIVE AND

AFFORDABLE PRIVATE LONG TERM CARE INSURANCE COVERAGE IS WIDELY

AVAILABLE TO THE ELDERLY AND DISABLED. THE LONG TERM CARE

ASSISTANCE ACT OF 1988 ACCOMPLISHES THIS GOAL BY CREATING TAX

INCENTIVES FOR PRIVATE LONG TERM CARE INSURANCE, INCLUDING

INCENTIVES FOR WORKPLACE-BASED INSURANCE. IN ADDITION, BY

EXTENDING MEDICARE COVERAGE TO NURSING HOME CARE, THIS BILL

SHOULD PICK UP SOME 30% OF THESE COSTS NOW BORNE BY PRIVATE

INSURORS, ENABLING THEM TO LOWER PREMIUMS. THUS, THIS

LEGISLATION NOT ONLY LOOKS TO THE PUBLIC SECTOR, IT ENCOURAGES

THE PRIVATE SECTOR TO JUMP IN AS WELL. IT IS A BILL THAT

TOUCHES NEATLY ON ALL FACETS OF THE SOLUTION.

91-983 0 - 89 -- 7
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OUR WORK IS FAR FROM DONE, HOWEVER. CONGRESS STILL MUST ADDRESS

THE CRITICAL PROBLEM OF THE INADEQUACY OF THE MEDICAID PROGRAM.

FOR EXAMPLE, IN TWENTY STATES TODAY IT IS POSSIBLE TO SPEND ALL

OF ONE'S INCOME FOR LONG TERM CARE AND REMAIN INELIGIBLE FOR

MEDICAID PAYMENTS. I WILL BE WORKING WITH SENATOR MVTCHELL AND

THE OTHER COSPONSORS TO CORRECT THISOEVERE DEFECTION THE

MEDICAID FOUNDATION UPON WHICH THIS LEGISLATION IS BUILT.

IN CLOSING, I WOULD LIKE TO CONGRATULATE YOU, MR. CHAIRMAN, AND

YOUR. STAFF, FOR YOUR SUCCESS IN CRAFTING LEGISLATION THAT IS

SURE TO SERVE AS THE BASIS FOR ALL LONG TERM CARE LEGISLATION IN

THIS, AND THE NEXT, CONGRESS.
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STATEMENT OF THE HONORABLE CLAUDE PEPPER
CHAIRMAN, SUBCOM4ITTEE ON HEALTH AND LONG-TERM CARE

HOUSE SELECT COMMITTEE ON AGING
BEFORE THE SUBCOMMITTEE ON HEALTH

SENATE FINANCE COMMITTEE

MR. CHAIRMAN AND DISTINGUISHED MEMBERS OF THE SUBCOI4ITTEE. I
GREATLY APPRECIATE THIS OPPORTUNITY TO APPEAR BEFORE YOU TO DISCUSS
WHAT IS ARGUABLY THE MOST IMPORTANT DOMESTIC ISSUE FACING OUR NATION
TODAY, LONG-TERM CARE.

CHAIRMAN MITCHELL, I WANT TO SPECIALLY COMMEND YOU FOR YOUR
ACTIVE INVOLVEMENT WITH THIS ISSUE. IN YOUR SERVICE WITH THE SENATE,
YOU HAVE BEEN ON THE FRONT LINES IN TRYING TO RELIEVE ALL AGES OF THE
PRESSURES THAT COME FROM TRYING TO MEET THE COSTS OF NEEDED HEALTH
CARE. I SALUTE YOU AND LOOK FORWARD TO WORKING CLOSELY WITH YOU AND
THE MEMBERS OF THIS COMMITTEE IN THE COMING WEEKS AND MONTHS SO THAT
WE CAN PROVIDE THE AMERICAN PEOPLE WITH WHAT THEY WANT AND
nESPARATELY NEED: LEGISLATION TO HELP THEM WITH THE DEVASTATING COSTS
OF LONG-TERM CARE.

MY INTEREST IN LONG-TERM CARE AND SPECIFICALLY HOME CARE DATES
BACK TO MY DAYS IN THE SENATE. IN 1943, AFTER IT WAS FOUND THAT 4
MILLION YOUNG MEN WERE REJECTED FROM THE DRAFT BECAUSE THEY WERE NOT
PHYSICALLY OR MENTALLY FIT, THE SENATE ESTABLISHED AND I CHAIRED A
SPECIAL COMMITTEE ON WARTIME HEALTH AND EDUCATION. AFTER THREE YEARS
OF HEARINGS, WE RECOMMENDED, AONG OTHER THINGS, THAT ANY "HEALTH
INSURANCE PROGRAM SHOULD INCLUDE HOME NURSING IN ADDITION TO NURSING
CARE IN THE HOSPITAL, CLINIC OR OTHER INSTITUTION.- SO, 40 YEARS AGO
WE CONCLUDED THAT HOME CARE WAS SORELY NEEDED BY CHRONICALLY ILL AND
DISABLED AMERICANS OF ALL AGES.

SOME PROGRESS HAS BEEN MADE SINCE THAT TIME. MEDICARE AND
MEDICAID WERE ENACTED INTO LAW IN 1965, PROVIDING COVERAGE OQN A VERY
LIMITED BASIS. IN 1981, CONGRESSMAN HENRY WAXMAN AND I AUTHORED
LEGISLATION WHICH CREATED THE SO-CALLED N2176" MEDICAID WAIVER
PROGRAM ALLOWING FOR SOME EXPANSION OF HOME CARE TODAY FOR
IMPOVERISHED ELDERLY WHO WOULD OTHERWISE BE IN A NURSING HOME.
HOWEVER, TODAY, ONLY APPROXIMATELY 3 PERCENT OF MEDICAID AND MEDICARE
EXPENDITURES GO FOR HOME CARE. MUCH MORE NEEDS TO BE DONE.

IN AN ATTEMPT TO ADDRESS THIS CRITICAL NATIONAL NEED, AS MOST
OF YOU KNOW, LAST YEAR I INTRODUCED WITH CONGRESSMAN EDWARD ROYBAL,
CHAIRMAN OF THE HOUSE AGING COMMITTEE, H.R. 3436, THE MEDICARE
LONG-TERM HOME CARE CATASTROPHIC PROTECTION ACT. THIS BI--L IS NOW
SCHEDULED FOR A HOUSE VOTE JUNE 8TH.

BRIEFLY, H.R. 3436 WOULD PROVIDE NEEDED HOME CARE SERVICES TO
CHRONICALLY ILL AMERICANS OF ALL AGE 'ND WOULD BE PAID FOR BY
REQUIRING THE ROUGHLY 5 PERCENT OF Ak6RICANS EARNING MORE THAN
$45,000 A YEAR TO JOIN OTHER WORKERS IN PAYING THE 1.45 MEDICARE
PAYROLL TAX ON THEIR FULL INCOME. HIGHLIGHTS REGARDING H.R. 3436
INCLUDE:

I ___. __,; .c ,±;,o3u-~:'cU l1 ;.>, (OUT OF CONGRESS.
IT IS COSPONSORED BY 160 E7ICERS-OiF-AHE tUSE AND MORE THAN 70
OTHER MEMBERS HAVE COMMITTED TO VOTING FOR IT. THE BILL ALSO
HAS THE STRONG SUPPORT OF SOME 130 DIVERSE NATIONAL
ORGANNIZATIONS. LOU HARRIS, IN A RECENT NATIONAL POLL, FOUND
THAT OVER 80 PERCENT OF AMERICANS OF ALL AGES, INCOMES, AND
POLITICAL LEANINGS FAVOR A FEDERAL PROGRAM LIKE H.R. 3436. IN
ADDITION, THE HARRIS POLL FOUND THAT OVER 70 PERCENT OF
AMERICANS FAVORED THE TAX PROVISIONS OF H.R. 3436. THIS
SUPPORT INCLUDED 73 PERCENT OF AMERICANS EARNING OVER $50,000,
78 PERCENT OF BUSINESS EXECUTIVES AND 61 PERCENT OF BUSINESS
OWNERS.
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o AMERICANS GREATLY PREFER HOME CARE. AMERICANS, YOUNG AND OLD
ALIKE, OVERWHELMINGLY PREFER HOME CARE OVER NURSING HOME
CARE. LOU HARRIS FOUND THAT 78 PERCENT OF AMERICANS WOULD
PREFER TO RECEIVE LONG-TERM CARE IN THERR OWN HOMES RATHER
THAN IN A NURSING HOME.

o H.R. 3436 HAS NUMEROUS COST CONTROLS AND CANNOT RESULT IN A
DEFICIT. THE BILL, BY ITS DESIGN, IS COMPLETELY 1 •
SELF-FINANCING. THE OFFICIAL CONGRESSIONAL BUDGET OFFICE
ESTIMATE ON H.R. 3436 SHOWS THAT DURING THE FIRST FIVE YEAR

- COSTS WILL TOTAL $29.3 BILLION WHILE REVENUES WILL TOTAL $34.9
BILLION AND CONFIRMED THAT IN NO YEAR WILL COSTS EXCEED
REVENUES. THE BILL NOW INCLUDES LANGUAGE ASSURING ITS
SELF-FINANCING WHICH GOES BEYOND EVEN THAT DEMANDED BY THE
ADMINISTRATION ON THE DRUG BENEFIT CONTAINED IN THE
CATASTROPHIC CARE LEGISLATION.

H.R. 3436 EMPLOYS THE FOLLOWING COST CONTROLS: 1) PAYMENTS
FOR LONG-TERM HOK E CARE FOR AN INDIVIDUAL IN A MONTH COULD NOT
EXCEED 62 PERCENT OF. WHAT IT WOULD HAVE COST TO KEEP THAT
INDIVIDUAL IN A NURSING HOME. 2) BENEFITS ARE PROVIDED ONLY
ON A CASE-MANAGED BASIS AS PRESCRIBED BY AN INDEPENDENT LOCAL
GOVERNMENT AGENCY. 3) A SYSTEM OF UTILIZATION REVIEW IS
ESTABLISHED. 4) THE SECRETARY IS REQUIRED TO DEVELOP A
PROSPECTIVE PAYMENT SYSTEM FOR LONG-TERM HOME CARE.

o PRIVATE INSURANCE IS NOT ADEQUATE PROTECTION AGAINST THE COSTS
OF LONG-TERM CARE. AT THE PRESENT TIME, PRIVATE LONG-TERM
CARE INSURANCE IS NOT A GOOD BUY. STUDIES BY THE GENERAL
ACCOUNTING OFFICE, THE BROOKINGS INSTITUTION, CONSUMER REPORTS
AND OTHERS HAVE DEMONSTRATED THE INADEQUACY OF RELYING ON
PRIVATE INSURANCE TO PROVIDE MEANINGFUL AND AFFORDABLE
LONG-TERM CARE PROTECTION NOW OR IN THE FUTURE.

FOR THESE AND OTHER REASONS, I AM CONFIDENT THAT THE HOUSE
WILL OVERWHELMINGLY PASS H.R. 3436 ON JUNE 8, AND SEND IT ON TO THIS
DISTINGUISHED BODY FOR CONSIDERATION.

I AM DELIGHTED THAT YOU AND A NUMBER OF YOUR DISTINGUISHED
COLLEAGUES HAVE INTRODUCED LEGISLATION, S.2305, WHICH BUILDS IN LARGE
PART UPON H.R. 3436 AND ITS SENATE COMPANION, S.1616, INTRODUCED BY
THE GREAT SENATOR FROM ILLIOIS, PAUL SIMON. I KNOW THAT WE CAN WORK
TOGETHER TO GAIN PASSAGE OF LONG-TERM CARE LEGISLATION THIS YEAR. AS
WE WORK TOGETHER TO ACHIEVE THIS IMPORTANT MUTUAL GOAL, I HOPE THAT
YOU WILL GIVE CONSIDERATION TO SEVERAL IMPORTANT OBSERVATIONS I HAVE
REGARDING YOUR BILL.

FIRST, IT IS IMPERATIVE THAT LONG-TERM HOME CARE COVERAGE BE MADE
AVAIABLE TO CHRONICALLY ILL AND DISABLED CHILDREN AS CALLED FOR IN
H.R. 3433. THE NEEDS OF CHILDREN AND YOUNG FAMILIES IN THIS AREA ARE
GREAT AND MOST DESERVING OF EQAUL CONSIDERATION. SECOND, WE NEED TO
WORK TO LIMIT FURTHER INCREASES IN MEDICARE PREMIUMS AND COST
SHARING. FOR MANY ELDERLY, THIS LOAD IS ALREADY TOO GREAT. THIRD,
AS WE MOVE INTO NURSING HOME COVERAGE, OUR GOAL MUST BE TO PROTECT
PEOPLE OF ALL INCOMES FROM FINANCIAL RUIN AND THE TREMENDOUS
EMBARASSMENT OF ENDING LONG AND PROUD LIVES ON WELFARE ROLLS. WE CAN
FINANCE SUCH BENEFITS ADEQUATELY WITHOUT PLACING EXCESSIVE BURDENS ON
WORKERS OR EMPLOYERS.

THANK YOU SO MUCH FOR HAVING ME HERE THIS MORNING AT THIS HISTORIC
HEARING. GOOD THINGS ARE IN THE MAKING. AND THE AMERICAN PEOPLE ARE
FIRMLY ON OUR SIDE.
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- JOAN QUINN, PRESIDENT

CONNECTrICUT COMMUNITY CARE, INC.

GOOD MORNING, MY NAME IS JOAN QUINN. I AM THE PRESIDENT

OF A STATEWIDE, INDEPENDENT, NONPROFIT, LONG-TERM CARE MANAGE-

MENT AGENCY CALLED CONNECTICUT COMMUNITY CARE, INC. THE AGENCY

HAS BEEN IN OPERATION SINCE 1974, INITIALLY UNDER A 21'76

MEDICARE WAIVER DEMONSTRATION CALLED TRIAGE, INC. PRESENTLY,

WE CARE FOR APPROXIMATELY 5000 OLDER AND DISABLED CONNECTICUT

ADULTS EACH MONTH. WE HAVE BOTH PUBLIC AND PRIVATE CONTRACTS.

I APPLAUD SENATOR MITCHELL FOR HIS EFFORTS IN INTRODUCING

LEGISLATION TO PROVIDE LONG-TERM CARE TO THE NATION'S OLDER

CITIZENS. THROUGH MY 14 YEARS OF EXPERIENCE IN THE DELIVERY OF

LONG-TERM CARE, CASE MANAGEMENT AS A COMPONENT IS KEY IN THE

DELIVERY OF APPROPRIATE, AFFORDABLE LONG-TERM CARE SERVICES. I

WILL LIMIT MY REMARKS, THEREFORE, TO THE CASE MANAGEMENT AREA

IN SENATOR MITCHELL'S LEGISLATION.

THERE IS NO DOUBT THAT THE AREA OF LONG-TERg CARE IS OF

CONCERN TO THE ELDERLY AND THEIR FAMILIES. THIS CONCERN IS

EVIDENT EVERY DAY IN THE COMMUNITY AND THE WORKPLACE. THE LACK

OF A NATIONAL POLICY HAS RESULTED IN DIFFICULT ACCESS TO THE

MYRIAD OF COMMUNITY SERVICE PROVIDERS, FUNDED BY DIFFERENT

STATE AND FEDERAL AGENCIES WITH DIFFERENT ELIGIBILITY RULES,

QUALIFICATIONS, AND DELIVERED SERVICES. THE AVAILABILITY OF

SERVICE IS SPOTTY AROUND THE COUNTRY AND OFTEN PEOPLE, IF NOT

TOTAL SELF PAY, CANNOT AFFORD IT. CASE MANAGEMENT IS A

SUCCESSFUL METHOD TO ADDRESS THIS FRAGMENTED SERVICE AND

REIMBURSEMENT SYSTEM. THERE ARE FIVE MAJOR POINTS THAT I WOULD

LIKE TO MAKE REGARDING CASE MANAGEMENT SERVICES.

CASE MANAGEMENT, WHICH INCLUDES ASSESSMENT OF THE

INDIVIDUAL AND FAMILIES' NEEDS, CARE PLANNING AND

MONITORING OVER TIME OF THE CLIENT AND THE SERVICE

.%'"+-,- , '
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PRtOVIDER, IS.A VALUABLE SERVICE IN AND BY ITSELF (SEE

ATTACHED FAMILY SUPPORT LETTERS). IT MUST BE PROVIDED

BY PROFESSIONALS. THERE IS AN INHERENT ADVOCACY, COST

BENEFIT, AND EDUCATIONAL COMPONENT OF THE SERVICE.

THE INDEPENDENCE OF THE CASE MANAGEMENT FUNCTION FROM

ONGOING SERVICE PROVISION IS ESSENTIAL. THE ABILITY TO

USE- MULTIPLE SERVICE PROVIDERS AND TYPES OF SERVICE

WITHOUT HAVING A VESTED INTEREST RESULTS IN COST

SAVINGS. THE CASE MANAGER CAN SELECT QUALITY SERVICE

IN THE RIGHT AMOUNTS, DELIVERED AT THE RIGHT TIME FOR

THE CLIENT, AND AT THE LOWEST POSSIBLE COST.

THE CASE MANAGEMENT AGENCY SHOULD HAVE THE ABILITY TO

REIMBURSE FOR THE SERVICES ORDERED FOR THE CLIENT. THE

REIMBURSEMENT AUTHORITY FOR SERVICES ORDERED ALLOWS FOR

BETTER CONTROL OF BOTH TYPE AND UTILIZATION OF SERVICE.

CREATING AN INFRASTRUCTURE FOR UNIFORM QUALITY LONG-

TERM CARE CASE MANAGEMENT SERVICES IS BEGINNING. THERE

ARE TEN CASE MANAGEMENT AGENCIES NATIONALLY WHO ARE

CURRENTLY WORKING TO DEVELOP THIS NATIONAL 'NFRA-

STRUCTURE. SOME FUNDING FOR THE INITIAL TRAINING

ACTIVITIES OF THIS GROUP WOULD BE HELPFUL. FOR EXAMPLE,

CONNECTICUT COMMUNITY CARE, INC. HAS CONDUCTED A

NATIONAL CASE MANAGEMENT TRAINING INSTITUTE FOR THE

PAST THREE YEARS WITH PARTICIPANTS eROM AROUND THE

COUNTRY, INCLUDING HAWAII AND ALASKA IN ATTENDANCE.

THE TRAINING INSTITUTE WAS INITIALLY SUBSIDIZED

THROUGH A GRANT BY THE TRAVELERS INSURANCE COMPANIES.

ALL PARTICIPANTS PAY FOR THE SEMINAR; HOWEVER, I FEEL

MANY PROFESSIONALS ARE EXCLUDED FROM PARTICIPATING FOR

FINANCIAL REASONS.

,# ,4
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ESTABLISHED CASE MANAGEMENT AGENCIES HAVE PRIVATE CASE

MANAGEMENT SERVICE CONTRACTS IN PLACE AND ARE NEGOTIAT-

ING NEW ONES. IT IS ANTICIPATED THAT AN.INFRASTRUCTURE

OF' QUALITY, UNIFORM CASE MANAGEMENT AGENCIES WILL BE

AVAILABLE WITHIN THE NEXT TWO YEARS. IT IS THE BELIEF

OF THE TEN AGENCIES THAT A PUBLIC-PRIVATE RESPONSE TO

LONG-TERM" CARE NEEDS IS ESSENTIAL BECAUSE OF THE

SIGNIFICANT NUMBER OF 4GING OLDER ADULTS WHO MAY NEED

SERVICES.

DOES THE CASE MANAGEMENT AGENCY SAVE MONEY FOR THE

PAYOR? ANY LONG TERM CARE SERVICES PRESENTLY DELIVERED

ARE PAID FOR WITH PUBLIC DOLLARS AND THE CONSUMER OF

SERVICES (EITHER THROUGH THE FAMILY OR THE OLDER PERSON

HIM/HERSELF). PRIVATE INSURANCE COMPANIES ARE DEVELOP-

ING LONG-TERM CARE INSURANCE POLICIES, BUT THIS HAS BEEN

A MORE RECENT ACTIVITY. ONGOING LONG-TERM CARE POLICY

DEVELOPMENT BY INSURERS IS RESULTING IN BETTER COVERAGE

POLICIES.

CONNECTICUT COMMUNITY CARE, INC. HAS CONTRACTED WITH THE

CONNECTICUT STATE DEPARTMENT ON AGING TO PROVIDE CASE

MANAGEMENT AND COMMUNITY-BASED SERVICES TO OLDER

RESIDENTS WITH FUNCTIONAL AND/OR COGNITIVE DISABILITY.

WE ALSO HAVE A RISK-BASED CONTRACT WITH THE STATE

DEPARTMENT OF INCOME MAINTENANCE (TITLE XIX) TO PROVIDE

SERVICES UNDER THE II5 MEDICAID WAIVER PROGRAM. UNDER

THIS SPECIFIC PROGRAM, PEOPLE 65 YEARS OLD AND OLDER

MUST MAKE APPLICATION TO A NURSING HOME AND MEET ALL

LEVEL OF CARE CRITERIA FOR THE NURSING HOME. THEY, THEN

CAN'AVAIL THEMSELVES, THROUGH THE CASE MANAGEMENT

FUNCTION, OF EXPANDED COMMUNITY HEALTH AND SOCIAL

SUPPORT SERVICES. OUR MOST RECENT STATISTICS SHOW THAT

THE AVERAGE STATEWIDE MONTHLY COST FOR SERVICES INCLUD-

ING CASE MANAGEMENT SERVICES IS $838.64. NURSING HOME
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MONTHLY COSTS IN CONNECTICUT ARE AN AVERAGE OF $2224.37

PER MONTH. THERE WILL BE ONqOING -DEBATE ABOUT COST

SAVINGS OF COMMUNITY-BASED .CARE. THE QUALITY OF LIFE

FOR THE ELDERLY AND THEIR FAMILIES IS NOT QUESTIONED

OR OPEN FOR DISCUSSION.

WHETHER PUBLIC OR PRIVATE MONIES FINANCE LONG-TFRM CARE,

THERE IS A GREAT NEED TO CREATE VIABLE ALTERNATIVES FOR

SERVICE DELIVERY, LOCATION OF CARE, AND FINANCIAL PROTECTION

FOR OLDER PEOPLE AGAINST THE CATASTROPHIC EFFECTS SECONDARY TO

LONG-TERM CARE NEED. PARTNERSHIPS BETWEEN THE CLIENT, THE

FAMILY CAREGIVER, AND THE PUBLIC/PRIVATE SECTOR ARE NECESSARY.'

I WOULD BE HAPPY TO ASSIST YOU AND YOUR STAFF AS YOU

CONTINUE TO WORK ON THIS IMPORTANT ISSUE.

SUMMARY:

CASE MANAGEMENT IS A VITAL COMPONENT OF ANY LONG-TERM

CARE PROGRAM FOR OLDER AND DISABLED INDIVIDUALS. IT IS A

SUCCESSFUL METHOD TO ADDRESS THE CURRENT FRAGMENTED SERVICE

AND REIMBURSEMENT SYSTEM.

CASE MANAGEMENT IS A VALUABLE SERVICE IN ITSELF. THERE

IS AN INHERENT ADVOCACY, COST BENEFIT AND EDUCATIONAL

COMPONENT OF' THE SERVICE.

THE INDEPENDENCE OF THE CASE MANAGEMENT FUNCTION FROM

ONGOING SERVICE PROVISION IS ESSENTIAL.

THE CASE MANAGEMENT AGENCY SHOULD HAVE THE ABILITY TO

REIMBURSE FOR SERVICES ORDERED FOR THE CLIENT.

,
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STRUCTURE FOR UNIFORM QUALITY LONG-

ENT IS BEGINNING. SOME FUNDING FOR

ALS IS NEEDED TO ASSURE QUALITY CASE

HE INFRASTRUCTURE CAN B5 AVAILABLE
/

ARS.

THE COST OF CASE MANAGEMENT SERVICES WILL SAVE MONEY

FOR THE PAYOR WHEN THE CASE MANAGERS ARE SUFFICIENTLY

TRAINED AND ORIENTED TO THE FUNCTION.

THERE IS GREAT NEED FOR CREATIVE VIABLE SERVICE

DELIVERY ALTERNATIVES, A DIVERSITY OF LOCATIONS FOR CARE,

AND FINANCIAL PROTECTION FOR OLDER PEOPLE AGAINST THE

CATASTROPHIC EFFECTS OF LONG TERM CARE SERVICE NEEDS.

PARTNERSHIPS BETWEEN THE CLIENT, THE FAMILY CAREGIVER, AND

THE PUBLIC/PRIVATE SECTOR IS ESSENTIAL TO A SUCCESSrUL

PLAN.
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Letters To The Editor
The Hartford Courant
285 Broad Streot
Hartford, Canncticut 0115
Dear Mr. 14urphy:

This to in rocyuon-o to tair ; :nther'c "arch 5 article c5ncornint.
the debate over the effectivena-os and need for tho bcescn:ont and monitoring
services provided by Connecticut Commu'nity Care, Inc for its patents in tho
health and home care program. Senator 1!anoy L. lohnson of rci ritttn hc
introduced a bill ( I baliv. it Ser;:ae Pill 97) which would c).o.;oFCCCI's
offices and in.tituto direct tor'0vic3 by t1:- local hoMe-health agencies.

14V mother it a client of CCCI and hao al!waya received e:-.cc1lent and
careful attention by the agency. z ;az percent at the screening interview
described, which the article state "probet u0C; sanZitivo area as religion,
emotions, sexuality and daily hbits a: w0l1 a- health.' The intozvie; was
conducted in a purely converational tanner 2nd sba was told she needn't reply

to a thing objectionable to her. LUe did no: consider tho questions "intruiv.,
or that we were being'tros-:cacined." It t;au obvious the quectionz posed wer
mcant to afford the interviower with a,; to the general ell-beinz,
cental and physical health of .!to paticaL. 'Th3 interiw providod .th. se:-s
to asocLs the patient's rea ncedo ,hich it e oC toe agencyl:i prime function.
With the information obtained, I felt t'te aency was fully equipped to provado
the services required bain- fully coL.izz:n: of mother'a entire situation.
CCCI made its asczo.nt and inrottu-ed er.ce within a very few days.

Our experience with the ma.4, local servicin: agencies h5 often lefl.
nuch to be desired in terms of quality and r!iability of service provided.
In such instances, CCCI would locate another suitable agency. We found that
the servicing a6encies do'not provide anyj kind of fV.low-up and the. er!ployeoz,
once assigned, are left to thei. own devices reporting their oim. time worl:oe.d.
There were instances of "short day:;" put in of which the agency had no kro edc
and for which it billed in full. When abence- occurred, often no zubotitute
was provided. Thc tagencies le-vu it to the pati,.rtZ o report probemrno and
often they are fearful of "rcpqrti:idf anvonu. Thia it the area where CCCI's

"watchdog" capacity is t-o valuable. CCCI mairtainu contact wiLh their clients,
picking up Any difficulties encoutcrad. It al o providet regular ollar-up
visits to update and 'reass current needs. They have beon rort accoroiat'nz
in their efforts on our beablf.

C
196

Wethocfield, Cor.ecticut f

March 18, 1982
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Letters to the Editor
The Hartford Courant -2- March 18, 1982

The costs incurred by CCCI are well pent. Th screening and
t
-

monitoring process allows it to maintain a profile of its elderly clIents
whose needs it must represent an* sAtinfy. I zeo another function of CCCI

.' and that is ono as advocate for and caretaker of its elderly clients' best
interests. Direct assignment of the elderly to the various health agencies
would be stressful, requiring them to personally deal with interrupted or
inadequate soeice, absence and sundryother problems. Should the elderly
be burdened with agencies that are not well run, wasteful practices and
billing errors (which we have encountered)?

Without this prorn, mother wzuli be unable to live in her own
home because of her health. Lile many of that generation, she iz fiercely
independent and wants and needs to be in her own home. She ia very happy
to be living alone and is doing quite well with the assistance provided by
this program. The alternatives, a nursing home or living with one 6f her
children, are not entirely palatable to a woman of her genre.

This program should continue as it is and funding for CCCI shoW.
be increased so that others like my mother cap avail themselves of ll its
benefits.

Very truly yours,

//

cc: a-0 Ott rness

Co-Ocairmen, Human Ser-ricea Committee

Gatdner Wright
Marcolla Fahey
Co-Chairmen, Appropriations Committee

Iepresantative Robert G. Gilligan

Senator William E. Curry, Jr.
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Manchester, Connecticut, o6040
April 20,. 1982

Connecticut Community rare, Inc.
I Congress Street
Hartford, Connecticut
06114

Dear"
my

has been working with mother,. , for
over.a year ond has recently made arrangements for her to enter
Silver Lane Pavilion as she has' to move from the boarding home
where she has- been living with

Since the move became necessary has. had to deal with a very
complex and difficult situation which would try te patience of a
aaintt "o Just hit the highlighter-- would not tell
my mother directly that she wanted her to move, although ahe had
told both and the visiting nurse. My mother's resistance
was extremely high and she refused to believe the rest of us that
it was- indeed true. In addition, immediately family
did not. know until a few days ago that this was
desire -- so they were as confused as I was as to what the reality
of the situation was. In the meantime I have been feeling very
guilty as I felt I should offer to have her with us, although
this was not a realistic arrangement.

During this period
with all of us. In
would have begun to

: walked "the second mile" many times over
fact, by this time I would think this case
feel like the Boston Marathon to her!

I feel she has done an outstanding job of working all of ;T
through a morass of non-communication, indirectness, fear, guilt
and. resistance in a patient, yet firm and caring way.

Sincerely,

Joyce

k ; '

199 .41
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Southbury, onnecticuc
06488
December 16th, 1985

c/o Connecticut Community Care Inc.,
527 Volcott Street
,acerbury, Connecticut 06705

Deer

I a pricing this note to express my deep graditude to you for

all your assistance in trying to help cy 9!4 year old mother..

and I nighc add in trying to help me to help ny another. I feel
your interest, compassion and concern are above and beyond your
call of duties.

In a time wren so many are always busy and hurried I want you to
kno' , I appreciate all you've done apd just knowing I can call

you tor assistance is very comfortin: and deeply appreciated.

very best wishes to you and yours for good health, peace and

very happy holidays.

Sincerely yours,

Dorothy

cc - Director /Connecticut
Comr-unity Care INC.
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a
McLean Fund
WWW K. Cat., Ch...'e
OWWP INu0. .JA
Oabe, & EddyT . ~H,-*omM D
ftob., I MArm. M 0
D" 11, P.a.'

Frw* E W&So
johA 0 &nom. r, w- Er.

3-,
McLean Fund and McLean Honne
75 Great Pond Road
Sinsbuwy, C T 0607 ,0
(203) &5822S4

McLean Home Vdlage
4 Sarah Lane
S&risbury. CT 06070
( 03) 651-866

November 8, 1986

Case Manager
Connecticut Comonunity Care, Inc.
1-9 Congress Street
Hartford, Connecticut 06L06

Dear -

A special note of thanks for your timely intervention in the care of my
grandmother, . Your ability to quickly respond to the farinly
situation when she lived in Broad Brook and your conciued supoor: when she
moved to West Wartford was a great help to myself and my family in providing
for her care at home as she so strongly desired. AlrhouO she only needed
minimal outside assistance until her last few days, in was this assistance
that allowed her to die in her own home.

Again, thank you for your support. I will continue to speak out on behalf of
Connecticut Cocunity Care, Inc. and the strength of the progra=.

Cordially,

i;ancy
Associate Director
Director of Community Services

NER/srb

cc Ms. Joan Qinn

A Chanrable Trus: including McLean Home, McLean Hone Va:e and
M:Le3- Gane Refuge cree'ed through the gnerosi of GeorSe Pajne McLezn IS,7-1932
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Marc C. Abrahms
Charmer of te. board
Seymour Cavens
First V,¢e ChAirman
Mrs. Blanche S Coldenberg
Vke Chairmnan
Simon Konover
Vice Charman Co
David P. Marks
Vice Chaj,,man frnce 1 -
Morri, A. Morgenstein Ha
Aist Vice Charmj., finance
Robert J Nabo:check De
Vice Char-ar Secetary,
Irvi g Kronenberg, A
Pinesder and th
SEecuct,. Oecro,

July 1,6, 198!

nnecttcut Comunity
Care Inc.
9 Congress Street
rtford, CT 05106

ar

very special thark zcu for the assi stance you provided
rough CCC f-- r

You, very qict reipnne for the initial assessment in tre
spring not only was greatly appreciated, but I p I c e:
a source of supoor: .o the family. Although, addit :-nl
direct care service was not needed at that time, both

ard her daughters knew where to turn when and if
the traditional health care service could not meet treir
needs.
On the day before expire, you again ided
irreediate respcrse to the families' request fo assist.rce.
At thp time of tne request, there had been someone wito

constantly for -the past week and a half, and
additional relief was critical to allow to die at
home without acute hospitalization. It was ironic, cor-
sidering all of the time spent with by the hospice
home health aide (2 hours a day), her daughters and myself
that expired the next afternoon during the tire
that the person you sent was providing care.

It is through organtzattons such as C.CC. I. that app--
priate care can be coordinated in a timely, cost effective
manner. The service provided by C.C.C.I. needs to be
available to supplement traditional health care provide-s.
We were indeed fortunate that you were available to respond
to our call for assistance.

Thank You

Cordial , "

NpAr y yan, R.N. ,S.

V1 e Presl'ent, Nursinq.ServIces

NER-sg

cc: Mlly G ir r, Re; )nal Dire:t:,
Joan Quinn, President

--V
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STATEMENT FOR FINANCE SUBCOMMITTEE ON HEALTH ON THE LONG-TERM
CARE ASSISTANCE ACT OF 1988

SENATOR JOHN D. ROCKEFELLER IV

May 27, 1988

Hr. Chairman, thank you for holding this hearing on the
"Long-Term Care Assistance Act of 1988." Your leadership on this
very important issue is truly admirable. In March, when I
signed on as an original co-sponsor of your bill, I was proud and
honored to join you in the effort to tackle the challenge.of
long-term care head-on.

The American people clearly want Congress to act on the
,need for long-term care coverage. While it is obvious that
Medicare, Medicaid, other government programs, and private health
insurance must be expanded to cover long-term care, it is by no
means a simple or inexpensive goal to accomplish.

Thanks to the leadership of Senator Mitchell, Senator
Bentsen, and the rest of our committee, we are close to
enacting catastrophic legislation that will primarily improve
Medicare's coverage of acute care for our elderly. While we all
wish we could "rest" from our labors, I think we knew that when.
we made the commitment to focus on "catastrophic health care," we
would have to act on long-term care. It clearly is time to
respond to the enormous problems that befall elderly when they
suddenly encounter the need for ongoing, long-term care at home,
in a nursing home, or some other setting. Care in these cases
may not require the same sophisticated technology or medical
services as hospital care. It is as vital, however, to our
elderly and their ability to continue living, functioning, and
remaining as comfortable as possible.

Making long-term care affordable and available is the
challenge ahead. We must answer questions on who should pay, how
much will it cost, and how to divide responsibilities among
government, the private sector, and beneficiaries. More
specifically, we have to make it so that elderly no longer will
be forced to impoverish themselves when they or their spouses
need long-term health care and assistance.

I believe the Long-Term Care Assistance Act serves as a
historic first step towards solving this problem and filling in
the gaps. I should also note that I'm pleased to be a co-sponsor
of Senator Durenberger's Rural Long-Term Care Demonstration Act,
which deals with concerns about the availability of long-term
care services. This legislation will test various ways of
providing care in rural areas and finding out what works best.

I look forward to hearing and learning from the
witnesses today. I am pleased to be apart of this effort and am
deeply committed to playing an active role in producing answers
and action as soon as possible. At the same time, whatever we
do, we want to to do it right. Let's make sure we face up to the
costs involved when trying to provide long-term coverage, and
let's truly mobilize public, private, and individual resources to
accomplish this crucial objective.
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STATEMENT FOR FINANCE SUBCOMMITTEE HEARING ON THE LONG-TERM CARE
ASSISTANCE ACT OF 1988

SENATOR JOHN D. ROCKEFELLA IV
JUNE 17, 1988

Thank you, Mr. Chairman, for holding this second hearing on
your long-term care bill. I share your obvious committment to
this issue and concern for elderly Americans.

As you acknowledge - and I and other cosponsors have
emphasized since we joined you in introducing this bill last
April, this bill is a natural starting point for a major national
dialogue on the best ways to finance long-term care. These
hearings are helping us shape the "Long-Term Care Assistance Act"
into a better bill. It also informs the public that we are
earnest in our efforts to learn more about the problem so that we
can enact a bill that meets the long-term care needs of elderly
Americans.

I am struck by the diversity of the witnesses here this
morning. Their presence here today attests to the great need
this country has for some type of mechanism to pay for long-term
care. They will provide us with a very healthy mix of viewpoints
and I welcome the opportunity to hear their thoughts.

Personally, I tend to favor the mix of public and private
sector roles - as outlined in your bill, Mr. Chairman. No one
here needs to be reminded about the budget constraints we are
forced to legislate under, on a daily basis - the federal deficit
is one very strong argument against a new entitlement program for
long-term care. But we must recognize the responsibility to
ensure that the elderly are not forced into poverty when faced
with a physical or mental disability that requires them to seek
assistance with activities basic to life - whether in a nursing
home or at home.

Mr. Chairman, two weeks ago at a Seniors Town Meeting I held
in West Virginia, I heard some very compelling reasons for long-
term care coverage. Many elderly expressed relief that the
catastrophic bill was so close to enactment, but some were
surprised that Medicare still would not cover most nursing home
care and that home-health care would still be subject to strict
eligibility criteria. I promised them I would continue my work
in this vitally important area.

I am proud to be a member of this subcommittee as we work on
this task. The decisions we will be making will directly impact
the lives of many elderly, especially the lives of some very
fragile elderly. So we must take great care that the policies we
develop are well thought-out and finely crafted. I look to-this
impressive gathering of experts to provide us with the guidance
and advice we need to carry out this important mission.
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CARING FOR THE DISABLED ELDERLY: AN ASSESSMENT OF S.2305*

Alice N. Rtvlin and Joshua N. Wiener
Senior Fellows

The Brookings Institution
1775 Nassachusetts Avenue, N.W.

Washington, D.C. 20036

Mr. Chairman, we are pleased that the Subcommittee is turning its

attention to the difficult issue of financing long-term care for the

disabled elderly, We are happy to assist in your consideration of

S.2305.

At present the United States does not have, either in the private

or the public .sectors, satisfactory mechanisms for helping people

anticipate and pay for long-term care. The disabled elderly and their

families find, often to their surprise, that the costs of long-term

,care are not covered to any significant extent either by private

insurance or by Medicare. They must rely on their own resources or,

when these have been exhausted, turn to welfare. We share your view

that before the aging of the population puts additional stress on this

inadequate system, the Congress should carefully consider alternative

ways of financing long-term care and what role the federal government

mtght play in them.

We have just completed a three year study, published by the

Brookings Institution in Kay, called CARING FOR THE DISABLED ELDERLY:

WHO WILL PAY?. I6 the study we:
* assessed the current status of and future demand for

long-term care for the disabled elderly;

e evaluated the costs and effects of a wide variety of
public and private sector options fo;" paying for long-
term care in the future; and,

& suggested some directions for reform.

We are pleased to make the study available to the Subcommittee. Our

remarks today will draw on some of the findings of the study that are

relevant to the evaluation of S.2305.

* These opinions are those of the authors and should not beattributed
to other staff members, officers, or Trustees of the Brookings
Institution.
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General Principles of Long-Term Care Financing

We strongly support the general approach to long-term care

financing embodied in S.2035, especially in two important respects.

First, we share the view that long-term care expenses should be

recognized as a normal risk of growing old. Only a minority of the

elderly need long-term care, but for those who must pay for nursing

home or extended home care the cost can be far beyond the resources of

the average family. These costs should not fall mainly on those

unlucky enough to need long-term care, but should be spread over a

broader group through public or private insurance.

Second, we believe that solving the problem of financing long-term

care will require major efforts by both the public and private sectors.

Some contend that the private sector can become the dominant form of

long-term care financing. Our andlysis suggests that this is unlikely.

Even with fairly generous assumptions about who would participate and

the willingness of insurers to offer policies, private sector

approaches are unlikely to be affordable by a majority of the elderly,

to finance more than a modest proportion of total nursing home

expenditures, or to have more than a small impact on Medicaid

expenditures and the number of people who spend down to Medicaid

financial eligibility.

At the other end of the political spectrum, there are those who

argue that we should have a very comprehensive public long-term care

insurance program with no appreciable role for the private sector. In

an environment of large budget deficits and of concern that public

costs would be too high, this approach lacks political credibility.

S.2305 reflects a new view which we share: neither public nor

private sectors can be expected to carry the full burden of paying for

long-term care. We need to Increase the roles of both public and

private insurance.

Will Private Insurance Expand To Fill The Proposed Deductible Period?

A key element of S.2305 is a two-year elimination period before the

public program begins to pay for nursing home benefits. On average,
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this amounts to a $44,000 deductible, and in-some areas of the country

it could be $66,000 or more. Thus, the universal availability and

aggressive marketing of inexpensive private long-term tare insurance to

cover the elimination period is crucial to this approach. If

affordable private insurance Is not widely available, many people will

continue to impoverish themselves during the elimination period, such

as they do under the current system.

The reason for choosing such a long elimination period is to

moderate the size of the incremental taxes necessary to pay for the

program. From the prospective of potential nursing home patients,

however, this is a risky strategy. Currently only two percent of the

elderly have any private long-term care insurance. The crucial

question about S.2305, therefore, is whether a large majority of the

elderly would buy the insurance necessary to cover the two-year

elimination period.

The bill reflects the hope that reducing the time period for which-

an individual would need private insurance coverage to two years would

make such insurance more affordable. Clearly, policies that cover only

two years of nursing home carewill be less expensive than polices that

cover six years of nursing home care. Assuming that all elderly who

had at least $10,000 in nonhousing assets and who could afford

insurance at 5 percent of their income bought one of the currently

available two-year private insurance policies, then, by 2018, we

estimate that perhaps 70 percent of the elderly might have coverage.

Given that 72 percent of the elderly currently have some Medicare

supplemental Insurance coverage, it is unlikely that private long-term

care insurance will exceed this level of market penetration.

There are, however, some important caveats to this estimate of

affordability. First, the policy we simulated costs $473 if initially

purchased at ages 65-69, but the cost increases to $1,256 if initially

purchased at ages 75-79. At ages 65-69, the premium for this policy

is roughly equal to what people currently spend for Medicare

supplemental insurance policies. Thus, under this approach, the

elderly would have to double what they spend on health insurance.
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Moreover, the additional premiums that the elderly will pay for the

recently passed catastrophic health care bill will add to their health

insurance expenses--an increase expected to be offset only somewhat by

reductions in Medicare supplementary insurance premiums.

The second caveat to our insurance affordability estimate Is that

the the policy we modeled has major limitations that should be

eliminated in order to provide adequate financial protection. In the

simulated policy, only persons who have been in hospitals are eligible

for nursing home coverage and the indemnity payment levels do not

increase with inflation. Removing the restrictions will add

substantially to the premiums. The Social Security Administration

actuaries estimate that a two-year nursing home insurance policy, with

a 90 day elimination period but without the other restrictions, would

cost significantly more than the insurance policy we modeled--$647 if

initially purchased at age 65 and increasing to $1,517 if initially

purchased at age 80.

There is also the supply-side question of whether long-term care

policies will be available. Mori and more insurance companies are

offering policies and S.2305 should make it easier for them to do so.

By clearly defining a gap not covered by the public program, the -

marketing costs of private insurance should be reduced. Moreover, with

the public sector covering the long nursing home stays, the financial

risks to insurers are reduced. Nonetheless, insurance companies are

likely to remain cautious about entering the market because the risks

of financial losses remain significant.

Future financial liabilities of companies remain uncertain because

of the potential for moral hazard, adverse selection and misestimating

the benefit costs. -Insurers are worried about moral hazard--that

nursing home use will increase beyond that estimated. Most long-term

care is provided Informally by families and, even among the severely

disabled, more than half are not in nursing homes. They also fear

adverse selection--the disproportionate purchase of insurance by those

who know they will use long-term care services. Adverse selection

pushes use rates up beyond what was assumed in setting premiums,

forcing premiums up, causing peoples with a low risk of using services



211

to drop the policies, which further forces premiums up in a vicious

circle.

Finally, because long-term care is needed primarily by the very

elderly, a long time Is likely to elapse between the time of policy

purchase and its use. An insurance policy bought at age 65 is not

.likely to be used until age 85. Over a twenty year period, there is

great uncertainty about mortality and disability rates, use of

services, and inflation. Something as simple as the proportion of

policyholders who are women can substantially affect the amount of

benefits paid. An insurance company may not know for twenty years if

the policy it initially sold to 65 year olds was priced properly and by

then it is too late to change premiums.

To address some of the demand and supply issues, the following

policy initiatives should alsC be considered:

-- Liberalizing Medicaid financial eligibility so that the required

level of Impoverishment is not so extreme for those who have no

choice but to depend on it. This Initiative should include

increasing the personal needs allowance and the level of protected

assets. Such changes would explicitly recognize that some people
will never be able to purchase private insurance.

-- Reducing the elimination period from two years to one year. This

could reduce private Insurance premiums by 40-45 percent. One

possible way to pay for this change would be to impose higher

copayment levels on people with very long lengths of stay.

-- Subsidizing purchase of insurance by lower and moderate income

elderly. Admittedly, this could be administratively cumbersome and

may have the stigma of a means test to some elderly.

-- Establishing a federally-sponsored insurance policy to cover the

elimination period. Completely self-financed by premiums paid by

the elderly, this would ensure that policies would be available to

cover the deductible. Problems of adverse selection, however, could

be severe.

- Establishing reinsurance ur "stop loss" programs for insurers to

encourage them to offer policies.



212

-- Changing the tax code to make it more advantageous for employers to

help pay for long-term care insurance.

What Are The Goals Of Public Long-Term Care Insurance?

From the perspective of the elderly, there are two major goals of

public and private long-term care insurance against which proposals

such as S.2305 need to be evaluated. The first goal is to prevent the

elderly from having to use up all of their life savings simply because

they ended up in a nursing home or needing extensive home care. This

goal is most important to the middle class and above who have

significant assets to protect. Asset protection is obviously less

important to people who have little in the way of savings.

The separate but related goal is to prevent elderly people who have

been financially independent all of their lives from having to depend

on welfare in the form of Medicaid. People with substantial amounts of

assets may deplete their savings paying for their nursing home care but

may avoid becoming Medicaid eligible. The goal of avoiding welfare

dependency is most relevant to the middle class and below who have

relatively small amounts of assets to protect. Indeed, according to

data from the Survey of Income and Program Participation, approximately

25 percent of single people aged 75 and over (who have the highest risk

of using nursing home care) had no liquid assets in 1984 and 70 percent

had less than $10,000 in nonhousing assets. Because of the high costs

of nursing home care and their minimal savings, the middle class and

below often become Medicaid eligible at admission to a nursing home or

soon thereafter. Preliminary analysis of the 1985 National Nursing

Home Survey suggests that over 70 percent of Medicaid nursing home

patients are Medicaid eligible at admission to the nursing home.

Public long-term care insurance strategies that provide protection

against catastrophic costs by covering only very long nursing home

stays do well with respect to the first goal of protecting assets. The

middle class and above are most likely to be able to afford the private

long-term care insurance that will protect them against the costs of

the elimination period. S.2305 recognizes that the middle class and
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above will be the major beneficiaries of this strategy and rightly

makes them pay for the bulk of the program costs.

Catastrophic approaches, however, do less well by the second goal

of preventing the elderly from ending up on Medicaid because the middle

class and below are less likely to be able to afford the deductible of

the public program. They are also less likely to obtain the necessary

private insurance to keep them off Medicaid. The chaTtenge to

advocates of catastrophic strategies is to make Medicaid financial

eligibility standards less onerous and to help the less well off pay

for private insurance.

Conclusion

In sum, we have three basic observations about S.2305. First, the

bill properly recognizes that the solution to long-term rare financing

will require both the private sector and the public sectors to play

stronger roles than they do now. Second, it is an open question

whether private insurance will be able to expand widely enough to

provide the overwhelming majority of elderly with the financial

protection necessary to cover a long elimination period. And, finally,

policy debate about long-term care financing should recognize that

protection of assets and preventing people from becoming welfare

patients are related but not identical goals.

Changing the Benefit Structure

Dr. wiener. One way to find the money to reduce the initial

exclusionary period is to change the cost sharing for the social

insurance program from 30 to perhaps 40 percent. By covering less of

the total cost of nursing home stays, money could be freed up to reduce

the exclusionary period. The very real risk is that some people would

be unable to pay the increased cost sharing and would end up on

Hedicaid, defeating the purpose of the program.

An alternative approach to finding money to reduce the exclusionar]

period would be to limit the coverage of the new public program to
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nursing home stays lasting two to five years. While less than 10

percent of all nursing home admissions are for more than five years,.

the part of the stay that exceeds five years represents a

Disproportionate part of total nursing home expenditures and could be

used to help offset the increased costs of the shorter exclusionary

period. The obvious difficulty with this strategy ie that individuals

with extremely long lengths of stay would not be financially protected.

Time did not permit me to develop cost estimates of whether this change

would be adequate to pay for the costs of the reduced exclusionary

period, but this is an issue that we will be investigating in coming

months.

Subsidizing the Purchase of Insurance

Dr. Wiener. One way to increase the number of elderly with

private insurance would be to subsidize the purchase of insurance by

lower and moderate income elderly. This could be done either by

establishing a refundable tax credit or by issuing vouchers to targeted

groups. Both of these approaches could introduce certain 'welfare'

elements into the Medicare program and could be administratively

complex. In both cases, the subsidy could be related to income.

A refundable tax credit would be the easiest to administer, but

faces two critical problems. First, 60 percent of the elderly (and

virtually all of the elderly one would want to provide the tax credit)

do not cu-rently file federal income tax forms. Thus, they would have

to file solely for the purpose of obtaining the refundable tax credit.

Second, lower and moderate income elderly may have difficulty coming up

with the cash to meet the monthly, quarterly, or annual insurance

payments, even if the tax credit reimburses them after the fact.

The second approach would have individuals apply for vouchers at

local Social Security or State welfare 'offices. Individuals would have

to fill out an application form where they divulged information about

their income and possibly their assets. Individuals meeting the

predetermined standard would obtain a voucher that could be used to

help purchase private long-term care insurance. Disadvantages of this
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approach are that it would be complicated to administer and might have

the stigma of a means test.

Although time did not permit me to develop a comprehensive cost

estimate, I did develop a Oball park' estimate. Assuming a 60 percent

participation rate, a $500 subsidy for elderly with family income below

$5,000, a $400 subsidy for elderly with family income between $5,000

and $8,999, and a $200 subsidy for elderly with family income between

$9,000 and $14,999, I estimate that total costs of the subsidy tob be

approximately $3.5 billion in 1984. Net costs would be somewhat lower

because of Medicaid savings. We will be further investigating this

approach in the coming months.
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Statement of

Dallas L. Salisbury,
Robert B. Friedland, Ph.D.,

and
Deborah J. Chollet, Ph.D.

Introduction: the Long-Term Care Insurance Gap

Among the general population, recognition that neither Medicare nor most

private insurance plans cover long-tern care has come slowly. Retirees and

workers have only begun to understand their exposure to the risk of needing

costly community or institutional leng-term care, as an increasing number have

faced the desperation of caring for a parent, spouse or child needing chronic

(and often Increasing) assistance for personal care. Currently, an estimated

13 million people, or 5 percent of the population, require such care. Since

few people have recognized the likelihood of needing long-term care, most do

not plan to save sufficiently to finance care or budget to purchase insurance.

Employer Response

Employers' response to this new understanding has been mixed. New

employee benefits, usually provided through employee assistance programs, have

been formulated to assist workers in caring for disabled dependent parents,

spouses and children. These programs include financial planning services,

personal and family counseling, support group therapy, service referral ad

assessment and placement services, as well as adult day care. Flexible hours

art leave arrangements also assist workers with disabled dependents. In

addition, a growing number of employers are looking to more orthodox insurance

models to help employees finance long-term care.

Employer experience with retiree health insurance

The employer cost of providing health insurance to active workers,

retirees and dependents has been increasing at rates two to four times the

rate of general inflation. With plan costs uncontrolled despite employers'

attempts, health insurai.: has become a significant source of unpredictable
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labor costs. Not surprisingly, employers have devoted substantial attention

to attempting to limit and control their health plan liabilities.

New accounting standards, currently under development by the Financial

Accounting Standards Board (FASB), are likely to force employers to focus on a

variety of issues concerning their retiree medical benefits. In an exposure

draft to be issued later this year, FASB is likely to require that employers

estimate accrued liability for retiree health benefits, and include unfunded

liability as a balance sbeet entry; funding would become an income statement

expense. For many firms unfunded liability for retiree health benefits is

subst;Lntial relative to assets; annual plan expense is a significant percent

of active worker pay. The anticipated FASB accounting rules could jeopardize

their ability to raise capital and maintain present employee benefit

programs. For publicly owned firms, bond and stock prices are likely to be

adversely affected as lower corporate earnings are reported. New accounting

procedures recognizing accruing liability for retiee health insurance could

influence employers' willingness or ability 'to assume responsibility for

paying long-tern care insurance premiums.

Long-Term Care As An Employee Benefit: An EmerzjgLnj Market

Interest in long-term care insurance among the public and among Insurers

has grown substantially, raising the number of policy options and policy

holders more than four-fold in the past few years. At least nine large

employers have established long-term care as an employee-pay-all benefit,

enabling access to coverage by tens of thousands of employees. Mo~t of these

plans recognize employees' parents as qualified dependents.

'This market has emerged against overwhelming odds. Products have been

structured and priced without sound actuarial data. State insurance

regulations and federal tax laws are confusing and ambiguous. Recognizing

that most states have no laws explicitly governing long-term care insiurance,

the National Ksociation of Insurance Commissioners (NAIC) developed a model
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act and regulations to assist state legislators. At this time, 25 states have

enacted some type statute governing private long-term care insurance; 15 have

based their legislation on the NAIC model act. Another seven states have

pending legislation based on the NAIC model.

Ambiguity in the Internal Revenue Code regarding the tax status of

long-term care insurance reserves has affected the pricing and selling of

insurance products. By one -gstimate, premiums could be as much as II percent

lower for insurance purchased at age 65 if long-term care insurance reserves

were given the same tax status as life insurance reserves.I For consumers,

it has not been clear whether either the benefits received or the -premiums

paid would have the same tax treatment as other health insurance benefits or

premiums.

Other barriers to consumer interest in purchasing commercial long-term

care insurance include: (1) confusion about the long-term care coverage

provided by accident and health insurance, Medicare, retiree health plans,

Medigap policies, and Medicaid; (2) ignorance or confusion about the lifetime

risk of incurring a disabling condition: and (3) denial by many individuals

that life contains this contingency. The anticipated cost of public education

necessary to market commercial long-term care insurance has been a significant

barrier to.market development.

Nevertheless, this market is emerging without a full understanding among

providers or policy makers of what constitutes effective long-term care

delivery, how alternative forms of reimbursement affect delivery, dhow to

objectively assess patient.needs, or how to coordinate care among different

providers and sites. Finally, this market has emerged. without clear

legislative signals from the Congress.

1 U.S. Department of Heath and Human Services, "Catastrophic Illness

Expenses." Report to the President, p. 78 (November 1986).
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The limitations in the policies developed so far reflect insurers'

hesitation to commit to long-term care insurance products. Although many

insurers are attracted by the profit opportunities of a new insurance line,

they recognize the difficulty of limiting their financial liabilities yet

offering a product attractive to consumers.

Long Term Care Insurance as an Ennloyee Benefit

Insurers' tentativeness about entering the long-term care market has

been matched by employers' reluctance to institute new benefits or to assume

additional health care financing obligations for workers and retirees. 2

Frequent and pervasive legislative changes affecting their tax-qualified plans

have exacerbated their apprehensions about providing long-term care insurance.

Nevertheless, in the last two years, at least nine employers have

offered access to a long-term care insurance product to some part of their

current or former workforce. At least s'x additional employers have publicly

expressed their intention to sponsor long-term care insurance. A recent

survey of 144 large companies indicated that 55 of these companies had or were

then investigating the feasibility of long-term care as an employee benefit.

Ampng those who had not, 38 companies anticipated conducting an evaluation in
3

the next two years.

Employer-sponsored long-term care plans typically have been made

available to active workers, their parents, and retirees. With one notable

exception, employees pay the entire premium. Separated employees have been

able to continue coverage by paying the premium at the same rate plus a charge

for administrative cost.

2 Issues related to financing long-term care as an employee benefit are
discussed in D. J. Chollet and R. B. Friedland, "Employer Financing of
Long-Term Care." In R. H. Scheffler and L. F. Rossiter, eds. Private Sector
involvement in Health Care: Advances in Health Economics and Health Services
Research 9 (Greenwich, CT: JAI Press, 1988).
3 R. Levin and R. Frobom, The CorEorate Perspective on Long-Term Care:
Survey Repvqt (Appendix 2) (Washington, DC: Washington Business Group on
Health, 1987).

91-983 0 - 89 - 8
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Annual premiums are typically age-related, ranging from $120 to $158 for

individuals purchasing at age 30, and $204 to $384 for individuals initially

purchasing coverage at age 50. In at least one of these plans, the premium

for an initial purchase at age 75 is $1,800 a year.

For nursing home care, these plans pay $50 to $100 per day; for home

health care, they pay $20 to $50 per day. Some plans do not pay for care

necessitated by Alzheimer's Disease.

Each plan limits plan liability, typically imposing a lifetime maximum

of four years of nursing home care (or the dollar equivalent) and a 90-day

deductible or exclusionary period. Some plans offer an option to index

benefits, accommodating increases in the cost of care; some will return part

of the premium if the covered person dies before using any benefits,

Preliminary information suggests that the, average age of the purchasers of

this employment based coverage is about 40.

So - far none of these- -products_. -have. been.-.tue. ZruP. products:

individuals can be denied coverage due to an existing or past medical

condition. Nevertheless, these products offerr the consumer considerable

savings over searching for and purchasing individual products. In particular,

the costs of administration (unless the employee leaves the firm) and, move

substantially, the marketing expenses (including sales commissions) are less

and are likely to be paid by the employer.

Goals of a System of Long-Term Care Financing

In debating alternative systems of long-term care financing, a number of

general goals can be articulated for any system. These include:

o The development of an insurance sy3te. By spreading the cost of
long-term care need among a larger population than those *immediately
at risk, insurance would rationalize long-term care financing. This
insurance system may be mostly private, mostly public, or a
combination of private and public.
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o Adequate coverage. Adequate coverage would guarantee access to
needed care without imposing on participants unreasonable levels of
uninsured, out-of-pocket expense.

o Universal access. The system should be accessible to all members of
the population. This goal raises issues of affordability for
participants. If the system relied on asset accumulation to finance
long-term care, this goal also raises issues of portability and asset
preservation. Finally, it raises the question of coordinating
long-term care financing with individual retirement saving and
pensions (for example, targeting pension annuities for long-term care
insurance).

o Flexibility. Any financing system should accommodate individual
preferences for alternative forms of service delivery, including
community-based care, institutional care, and composites of
residential, medical and personal care services such as life-care
communities. The system should also recognize families and assist
them in providing long-term care.

o Efficiency. Any financing system should pay providers in a manner
that encourages cost-efficient service delivery and readily
accommodates technological change.

Any of a number of alternative financing systems might meet these

goals. S. 2305 would encourage a mixed, private-public insurance system. To

encourage the private market, the bill would clarify various tax code

provisions related to employer-sponsored and individual long-term care

insurance plans, extending to qualified plans the same tax treatment as health

exempt, in the same manner as life insurance reserves are exempt, lowering

premiums and encouraging wider participation. Conceivably, acute and

long-term care coverage could be underwritten in the same insurance plan,

expanding case managers' options in planning care for high-cost cases. Also,

S. 2305 establishes employer-based long-tern care insurance as a welfare plan,

presumably extending ERISA protections from state taxation and regulation ahd

establishing fiduciary standards for plan administration. By establishing

long-term care as a qualified cafeteria-plan benefit, S. 2305 also allows

employer-based plans to be wholly or partially employee-financed with pre-tax

earnings.

However, S. 2305 does not clearly address issues that relate to ensuring

that workers have long-term care coverage at the point of greatest probable

peed: after retirement. Current employer group products rely on asset

accumulation. Premiums are priced according to the participant's entry age

(older new participants pay more for coverage than younger new participants)
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and participants can uaint'ain coverage by continuing premium payments after

they separate frost the group. Since these plans are relatively new, we have

no experience to suggest the rate at which terminated employees actually

continue coverage. Experience with employees failing to transfer

preretirement lump-sum pension distributions into tax-qualified individual

retirement accounts, however, is not promising. It is likely that a

significant number of workers who separate from a long-term care insurance

plan will fail to continue payment if they anticipate no immediate need for

benefits. In the context of private pensions, the Congress is now considering

issues of asset preservation and portability to ensure an ultimate stream of

income for retirees in return for tax incentives (S. 1349). These issues are

critical components of other programs designed to provide economic se-.urity

for retirees.

Conclusion

The Committee faces a difficult challenge as they confront the

itmpl- ittie-s of this'' Aiso. ---brHicel1 hais ali~tAiii

issues clearly:

The policy issue we face is how to target our limited resources
to the elderly that are most in need .... I believe that the
insurance industry will respond to the demand for long-term care
insurance with the development of policies to meet the needs of
our aging population.

Through tax incentives, the. federal government now encourages a

substantial and growing system of pension provision for retirees. That system

provides an important part of the income that could pay for long-term care

insurance and now helps finance long-term care services.

We commend the Committee for undertaking the challenge of structuring a

workable system of long-term care financing in the United States, and stand

ready to assist the Committee in its efforts.
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CONSUMERS UNION

Mr. Chairman and members of the Subcommittee, Consumers

Union* appreciates the opportunity to present our views on the

Long Term Care Assistance Act of 1988. We commend Senator

Mitchell for his leadership on this important issue.

The Long Term Care Assistance Act would provide nursing

home coverage (after a two-year waiting period), home care, and

respite care benefits. All benefits would be available to

Medicare beneficiaries only, and would require substantial

cost-sharing.

My testimony today will focus on the role private

insurance would play under the Long Term Care Assistance Act of

1988. The key points are as follows: First, the private

....--- long-term -ee--iituranee-market--is -not presently-meeting-----

consumers' needs and will not do so in the future without

substantial government intervention. Second, there are several

very good policy options for improving market performance to '

enable it to meet consumers' needs. Finally, I include several

comments on the bill's financing mechanism, implications of the

two-year deductible, and proposed beneficiaries.

*Consumers Union is a nonprofit membership organization
chartered in 1936 under the laws of the State of New York to
provide information, education and counsel about consumer goods
and services and the management of family income. Consumers
Union's income is derived solely from the sale of Consumer
Reports, its other publications and films. Expenses of
occasional public service efforts may be met, in part, by
nonrestrictive, noncommercial contributions, grants and fees.
In addition to reports on Consumers Union's own product testing,
Consumer Reports, with approximately 3.5 million paid
circulation, regularly carries articles on health, product
safety, marketplace economics and legislative, judicial and
regulatory actions which affect consumer welfare. Consumers
Union's publications carry no advertising and receive no
commercial support.
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POOR PERFORMANCE OF THE PRIVATE LONG-TERM CARE INSURANCE MARKET

A key premise of Senator Mitchell's proposed bill is that

the private insurance will be marketed (and purchased) more

aggressively to protect consumers against the uncovered costs of

the first two years' nursing home stays. Consumers Union

believes that if Congress chooses to allow the private insurance

system to be a major player in the solution to the long-term

care problem, then Congress must take unusually strong steps to

assure that the private market provides high value products.

Neither the unguided free market nor the current National

Association of Insurance Commissioners (NAIC) regulations will

be sufficient to improve the performance of this market.

In May 1988, Consumer Reports published an in-depth

evaluation of 53 private long-term care insurance policies. (A

copy of the article and Consumers Union's "Long-Term Care Haze"

are attached-to my testimony.) What we found was

disappointing. All 53 of the policies we looked at had at least

one major flaw. All of the policies were expensive. Some of

the key findings of the article were:

-- People with existing health problems are often denied

coverage. Some companies reject as many as 30

percent of applicants; others have waivers for

pre-existing conditions.

-- The policies are expensive, with premiums for a

65-year-old as much as $100 a month, and for a

75-year-old as much as $260 a month. Companies are

free to raise the premiums charged to policyholders.

-- Some policies cover only skilled and intermediate

care, and not custodial care -- the potentially

longest lasting kind of care. Many others restrict

the benefits for custodial care.

-- While 61 percent of patients enter a nursing home

without being hospitalized, 72 percent of the
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policies examined by Consumer Reports required prior

hospitalization before any benefit could be provided.

Few policies had protection against inflation, which

can seriously erode the value of the policy over

time. Only one company had built-in inflation

protection, and less than half offered an optional

inflation rider.

-- More than half of the policies evaluated had vague

language that could be used to deny coverage for

people with Alzheimer's disease.

Another disconcerting fact about private long-term care

insurance is the amount of money that is diverted (from the pool

of funds available for benefits) to pay for the costs of

marketing, administration and profits. 40 to 50 percent of

premium dollars are expected to gq towards these costs. If the

medicare supplement insurance market is any guide, some

companies will need even more money for marketing,

administration and profits. We are disturbed by these facts,

and they have encouraged us to seek public policy options that

would enable us to get more bang for the long-term care buck.

Another disturbing conclusion one must draw from the

Consumer Reports article is that the variation in policy options

is overwhelming to the average consumer, and denies the consumer

the opportunity to compare the merits of alternative policies in

a rational and effective way. Attached to my testimony is a

table that shows many of the ways that the long-term policies

Consumer Reports examined vary. For example, daily policy

benefits range between $40 and $100, or might be a percent of

actual charge, or might vary by level of care. Inflation

protection varies. Type of facility included varies (e.g.,

skilled nursing, intermediate, custodial, home). Requirements

for prior hospitalization (or prior care at a skilled facility)

vary.



The degree of variation does not serve consumers well.

Consumers are precluded from comparing the prices of similar

policies -- too many things vary from one policy to another.

OPTIONS FOR IMPROVING PRIVATE MARKET PERFORMANCE

We recognize that budget constraints may force Congress to

enact a long-term care program that does not cover all of the

long-term care costs. In the interest of providing constructive

suggestions, I will outline three options for enabling Congress

to significantly improve consumers' "bang for the long-term care

buck" without burdening the federal budget beyond what is

proposed in Senator Mitchell's bill.

Voluntary Medicare Part C

Under this option, the Medicare-eligible could buy

(voluntarily) long-term care protection through the Medicare

program, in a way similar to Part B. However, unlike Part B

protection, 100 percent of the costs of the program would be

paid through the premium.. There is no question that the premium

would be high, but should compare favorably with private

insurance premiums since the Medicare program has a solid

history of very low administrative costs of three percent. In

contrast to the relatively low-efficiency of the private market,

Medicare returns 97 percent of revenues collected in the form of

benefits.

Premiums could be scaled to income, or partly "flat" and

partly income-related (as in the catastrophic bill and the Long

Term Care Assistance Act). If income-related, there should be a

cap on the maximum premium in order to encourage participation

by higher income people.

Karen Davis, Ph.D., and Diane Rowland, M.P.A., (professor

and research associate, respectively, at the Johns Hopkins

University School of Hygiene and Public Health) proposed an

optional Medicare Part C to cover nursing home care, home health

services and day hospital services. [Karen Davis and Diane

Rowland, Medicare Policy: New Directions for Health and
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Long-Term Care, The Johns Hopkins University Press, Baltimore,

1986] Under their proposal, coinsurance would be set at 10

percent, and out-of-pocket expenses limited to $3000 per year.

People would be eligible to enroll for the coverage at age 60,

but benefits would not be initiated until a person had enrolled

for at least five years. Premiums would be 4 percent of income

for those enrolling at age 60, and would increase for those

postponing enrollment.

Competitive Selection of Private Company(ies) to Sell

Government-Designed Policies

The second option could also have relatively low

administrative costs but could allow for a larger private sector

role in implementing the program. 'Under this approach, the

government (presumably the Department of Health and Human

Services, following the direction of the Congress) could design

a standard long-term care policy, with three or four option

levels (e.g., low, medium, high, each covering different dollar

amounts of coverage) and would allow private insurance companies

to bid for the right to market the policy on behalf of the

government. Competition could be set up regionally, thus

allowing several companies to participate. The companies that

would "win" the right to market the policy would be those that

could assure that they would not divert substantial funds away

from the money available to pay benefits.

This proposal is similar to an option explored recently in

Massachusetts to develop a state long-term care insurance plan

that could be administered by private insurers. (See Beyond

Chaos and Catastrophic Costs: A Long Term Care Plan for

Massachusetts Elderly, Report of The Special Commission on

Elderly Health Care, April 1987, pages 39 - 45]

Standardization of Private Insurance Market

The third public policy option could provide an even

-greater role for private insurance companies and is likely to

significantly increase the value consumers receive for their
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long-term care dollars. This option involves standardization.

Under standardization, the government would establish uniform

definitions for key policy terms (e.g., terms such as skilled

nursing facility and custodial care facility) and restrict the

variations allowed for other insurance policy provisions (such

as length of waiting period or inclusion of home care). Policy

standardization should be distinguished from "minimum standard"

types of regulation. With minimum standards, insurers are free

to offer benefits greater than the minimoA standard. With

standardization, no such variation is allowed.

The goal of standardization would be to limit the policy

features that vary from one policy to another to simplify the

market and facilitate price competition. While restricting

consumer choice on most policy features, the regulation should

seek to offer significant differences in the one or two policy

features that do vary. For example, standardization of the

long-term care market might include:

-- standard definitions of terms such as skilled nursing

facility, intermediate nursing facility, custodial

nursing facility;

-- uniform waiting period (e.g., 20 days);

-- benefit levels that are uniform for different types

of facility offered by any one policy;

-- proportional benefit (e.g., 50 percent of nursing

home benefit) for home care;

-- no prior hospitalization requirement;

-- coverage of Alzheimer's disease;

-- automatic inflation adjustment;

- - guaranteed renewable;

-- waiver of premium.

Once all of the above features were standardized,

regulators could develop three or four varying levels of the

benefit level. For example, the daily benefit level options

could be:



Option Benefit ldvel

LTCl $50 per day

LTC2 $75 per day

LTC3 $100 per day

Consumers could consider what benefit level they desire

and then compare prices of similar competing policies. Not only

would consumers benefit directly and be less confused, but this

simplification of the market should greatly reduce marketing

costs and lead to higher value products.

The private sector "solution" does have some serious

drawbacks. First, unlike the Medicare Part C approach, premiums

would be flat (i.e., unrelated to income). This is the most

regressive type of financing, and would keep private policies

out of reach of people with low and moderate incomes. The

second drawback is that insurance companies could screen out

relatively high risks, protecting. themselves against adverse

selection. Both of these problems have solutions: explicit

subsidization of premiums and mandatory open seasons,

respectively. But at some point, Congress must consider whether

a larger direct government role is preferable to such a heavily

regulated private role.

Inflation presents a third problem area for the private

sector. The private market is not able to handle inflation well

since premium revenue (unlike the payroll tax) does not

automatically grow with inflation.

The State of Massachusetts adopted a standardization

approach for the medicare supplement insurance market. The

regulation established three levels of medigap coverage. All

medigap policies sold in Massachusetts are required to comply

with one of the three benefit options and can not be modified.

The regulation has been extremely effective. In 1984, Consumer

Reports rated the most popular medigap policy sold in

Massachusetts as the top medigap policy in the country.
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[Consumer Reports, June 1984, p. 347] In 1986, the General

Accounting Office reported that the Massachusetts Blue

Cross/Blue Shield Medex individual policies had. a 1984 loss

ratio of 98 percent, thus assuring consumers an extremely high

value insurance product.

OTHER CONCERNS ABOUT S.2305

People under age 65

While the need for long-term care increases dramatically

with age, millions of people under 65 also need long-teta care.

Their long-term care needs may be caused by a birth defect, rare

disease, trauma, or other catastrophe. According to the 1985

National Nursing Home Survey, 11 percent of nursing home

admissions are for people under age 65. Projections for the

year 2000 indicate that 40 percent of functionally dependent

Americans will be under 65. It can be argued that the

relatively low probability of needing long-term care at a young

age makes social insurance even more appropriate for it than for

long-term care for people over 65. We urge you to expand your

discussion to include protection for all Americans, regardless

of age. We understand that this will have cost implications.

Burden of a Two-year Deductible

We note that this legislation (in particular if it is not

amended to improve the private market performance) benefits only

people who have assets sufficient to cover the cost of two years

in a naring home. On average, this will cost at least $44,000

nationwide, but closer to $90,000 or more in Washington D.C. and

other urban areas. The Impoverization of the middle class by

long-term care costs is an important public problem, and we

conmend you for addressing it. At the same time, we urge you to

keep in mind that this legislation does not help the average

American, who faces poverty after just 13 weeks in a nursing

home.
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ATTACHMENT

TABLE
VARIATION IN PRIVATE

LONG-TERM CARE INSURANCE POLICIES
EVALUATED IN CONSUMER REPORTS

Range or Description of Variations

Daily benefit for care --
in a covered facility --

Waiting period (the --
number of days a
policyholder must be
in a facility before
coverage begins)

Maximum benefit for each --
period (i.e., oile stay in --
a nursing home)

Maximum benefit for all --
periods (i.e., all --
nursing home stays)

Coverage of skilled --
nursing facility care --

Coverage of intermediate --
nursing facility care

Coverage of care in a --

custodial care facility

Coverage of home care

$40 to $100/day;
Some policies pay 80% of actual
charges up to $80/day;
1 policy pays 100% of actual cost;
1 policy pays 100% of eligible
charges up to $75/day;
1 policy pays $75 for skilled
care, $50 for intermediate care,
and $25 for custodial care.

0 days to 100 days.

730 days to unlimited days or
$60,000 to unlimited dollars.

730 days to unlimited days or
$60,000 to unlimited dollars.

Covered by all policies, but:
One policy pays half benefits for
first 50 days, with no waiting
period;
One policy pays for custodial
care only in a skilled facility.

Most but not all policies cover;
intermediate care, but:
For some policies, coverage
depends on company's
interpretation;
Some policies have shorter
benefit period for this care;
Some policies have reduced daily
benefit for this care;
One policy covers only custodial
care provided in an intermediate
care facility.

Several but not all companies
offer some coverage;
Three companies had shorter
benefit period for custodial care;
Five companies paid benefits only
after pre-confinement in skilled
or intermediate care facility,
with reduced benefits that are
paid-over a shorter period.

More than half of the policies
cover home care, sometimes as
part of basic package but often
as a separate rider;

Provision

i
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Financing

We strongly support three parts of the financing package:

repealing the Medicare wage cap ($45,000 cap at 1.45 percent),

the 5 percent surtax on estate transfers exceeding $200,000; and

the income-related supplemental premium. We also support

imposing increased Medicare premiums -- both flat and

income-related -- to finance long-term care costs. However, in

light of the distribution of the benefits to relatively

well-to-do elderly (with assets exceeding $44,000), we urge you

to consider exempting relatively low-income elderly from the

additional $2/month Part B premium. Another potential revenue

source that could be tapped for expanded benefits for people

under age 65 is a broad-based increase in the payroll tax.

Thank you very much for the opportunity to present our

views on this important legislation.



Prior hospitalization

Alzheimer's Disease

Inflation adjustment

Renewability

Waiver of premium
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-- Definitions of what "home care"
covers varied: most covered
convalescent care, homemaker or
companion services; some covered
skilled nursing care; a few
included care in hospices and
adult day-care centers;

-- The benefit is typically one half
the daily benefit paid for
skilled or intermediate care;

-- Some policies require previous
nursing home or hospital
confinement and would cover home
care only if its starts within 14
days after leaving the nursing
home or hospital;

-- Other policies do not require
prior hospitalization or nursing
home care, and apply the regular
waiting period.

72% of the policies require a
hospital stay of at least 3 days
before entering a nursing home;
the others do not.

-- Some policies clearly state that
Alzheimer's disease is covered
(though in most cases coverage is
subject to the prior
hospitalization requirement);

-- Vague policy language leaves
-ambiguityabout Alzheimer's
-coverage of many policies.

-- One company has built-in
inflation protection;
A few companies pay benefits
based on actual charges;

-- Some companies offer an inflation
rider that protects against
inflation;

-- Most policies offer no protection
against inflation.

Many policies are "guaranteed
renewable" (i.e., the company
must renew coverage each time the
policyholder pays the premium);
Some policies are "conditionally
renewable," allowing the insurer
to cancel the policy if it
cancels all similar policies in
the state.

Some (but not all) policies allow
policyholders to stop paying
premiums once they have been in a
nursing home for a certain period.
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his year, 2.3 rn of the
nation's elderly will be Iv-
iog in a nursing home.
Tree decades h=romwV

that number will nearly double. Ayea in a
rsing bone now costs on aver e

$22,000 or more. By the year 2018, it will
cost about $55,000 if inflation slays at re-
cent moderate rates.

Who will pay the bill?
Medicaid, the Federal program that f-

naaces health services for the poor, paid
half of the $38-billion that went into nus-
ing-home care in 1986. Most people arn't
poor when they enter a nursing home, but
they become poor soon slier.

The other half of the $38-biion come
out of the pockets of nursing-home resi-
dents or of their children, who often fiad
themselves squeezed between the finan-
cial needs of their own family and the bur-
den of caring for aged parents,

Contrary to popular belief, Medicm
the Federal program that provides health
care for the aged, pays only a tiny fraction
of the cost of nursing-home care.

The Reagan Administation believes
that the Federal government has no role
to play i providing long-term care tabeaa
you're poor. The nonpoor. it tebs us,
should look to private insurance compa-I for protection against the poteotlialy
devastating financial consequences oif a
prolonged stay in a nursing home. As a
result, long-term-care insurance polciea.
unknown until a few years ago, have proll-
mted- Currently, some 70 conpaaiea,

ranging from familiar giants like Aetna ad
Snohn Hancock to lesser-known firms a
Reserve Life and Pilgrim Lfe, have en'

ktered the field. For this report, we ma-Iyed 53 of their policies.
We'd like to report that private "air-
e policies can meet the increasingfy it-

" need kor loerina-cion cumage a a
mdae mi. 04 -,a of the mWearoc

poliies we looked at wevy vey given-
us e a ~* lookd isdk ewerage or
both. People wilo buy then atae 65 may
hafe to pay so coac n 100 a mmonh kor
akeqae -wya- Pnoql who try to
shop ko hesis wil ra n a cazny ,o of
daarrea. -um iy si ad m lok tioa e oo-
fnines evies the ~eem" who *Al
the pollcies,

pays a ad ao eah y for a apecified
peido i m tud a poky boes aysin
what's caled a 'coveed .ng fach"

itm poicies -1 dtd*t r eii the
poicyholder for iee ,y - * 'led. The
fixed I it is on noiai drawba~ck of
neau9y al stc -prkI 11S, ol ye bay a
poliy today an entu a worsin e 10

yesfrooa now. 7mn my Ind that the
bnfi pays a osch somlle pat o( the
actaco d than Von thagw t wa
the time io I bal the poliy. Only a 1ev
toies ra rideher t" a~os the ben-
fi Meill ke hiathiol.

Frlw oe, o in d bg iffer-
ences indla benelis. in deiio of
Wmend kcfb on the keth of

time benefits are paid, in linitauins on
coverage, and in eligibility for benefits.
Those differences are spelled out in the
Ratings on page 304.

1)weof fecft covered
There are three types of long-term-care

ability: skilled, intermediate, and custo-
dial. A policy may or may not cover care in
all three types, and different policies may
define the three types of faculty different-
Iy. In general. the definitions are the fol-
lowing:

Skilled nuraing. Such care must be
prescribed by a doctor, given by a skilled
nurse, and be available for 24 hours a day
These facilities are licensed by the state,
and daily medical records are kept on each
patieaL

Intermodu ate. In such facties, care
may require the skills of a nurse, but the
level of care is somewhat less than that
given iii a skilled-care facility. For exam-
ple. a nurse may be on hand only to give
patients ine or to change their ban.
dages. The facty may be licensed and
may provide post-hospital and rehabihita-
tive nursing care.

Ctstodlal. Care here means helping a
person with such routine actvities as get.
ting out of bed, walking, eating, and bath.
ing. It may be given by people without
professional skills or training, but some
imrsant uilic'es may require that the fa-
cily be licensed.

The best policies pay benefits' for all
three kinds of care in at three types of fa-
cility. Buy less than the best, and you may
discover that your insurance doesn't coNer
the type of care you require

Note that poles can inply coverage
where none exists. For example, a pohcy
might provide coverage for all three ly s
of care, but require that the care be gis en
in only onet type of facility, such as a nurs-
ing home that provides skilled care.

Custodial care is sometimes covered
only if it as provided in a skilled- or inter.
mediate-nsuig f.ahty. Some policies pay
no benefits for custodial care, no matter
where it's given. That's a major deficien-
cy. Very few people need skilled care for
king periods; much of the care in nursing
bomes is of the intermediate or custody
variety. Stroke victims, in particular, often
require a long period of custodial care
while recovering.

QoaWyg foW benefit
MSW policies require beneficiaries to be

hospitalized for at least three days before

OONSUMER REPORTS MAY IN

m --
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they enter a nursing home. And usually
the nursing home must continue to pro-
vide care for the ilness or condition that
put the individual as the hospital.

Furthermore, the person must check
into the nursing home within a certain pe-
nod after checking out of the hospital.
That period is usually 30 days, but it can
be as short as 14 days or as long as 90
days. These rules can Limt the usefulness
of the insurance. Such debilitating condi-
tions as arthritis and Alheirier's disease
usually do not require hospitalization.
Only about 40 percent of all nursing-home
patents check in after a hospital stay.

A few policies do not demand a hospital
stay before paying benefits for long-terni
care. But the companies that issue them.
including Blue Cross/Blue Shield and Met-
ropolitan Life, do retain the power to de-
ode who is eligible for benefits. Some
companies, including MidAmerica and
Continental Casualty. offer buyers a
choice of polices with and without "prior-
hospitalization" rules. Of course, the ones
without these rules generally cost more.

We found nine policies free of either the
pror-ospitaliation rule or the company's
veto of a policyholder's eligiblity for nurs-
ing-home coverage.

Other restrictions may stand in the way
of custodial care, which is potentially the
longest-lasting and hence the most costly
type of care. John Hancock's individual
policy, for example, pays for care in a cui-
todial facility only after 14 continuous days
of skilled-nursing care. Aetna pays for a
policyholder's first stay in a custodial facil-
ity only after a stay in either a skilled or an
intermediate-care facility.

What's not covered?
No pohcy pays benefits for stays am rest

homes or old-age homes, Nor do they pay
for stays in mental hospitals or alcohol and
drug rehabilitation centers. Most signii-
cantly, long-term-care policies tend to hm-
it benefits for existing health problems and
for Alzheimer's disease, the very reasons
people ought seek coverage in the first
place

Most companies limit coverage for
"preexisting conditions"-those illnesses
or diseases a buyer has when the polcy is
issued. The preexisting-conditions clause
aLts as a gatekccper, turning away those
who want to buy the coverage because
they know they need it. If a company does
not have a preexisting-conditions clause, it
usually retains the power to decide who's
eligible for benefits.
CONSUMER REPORTS MAY 1968

Most policies define a preexisting condi-
tion as any health problem experienced by
the polbcyboWer in the six months prior to
buying the policy. But a number of policies
count back one to three years.

If the insurance company sells a policy
to a person with such a preexisting condi-
tion, it sets a waiting period before cover-
age for that condittion can begin. These
periods range from six months to two
years. So if a heart condition laids some-
one in a nursing home three months after
the policy was issued, the company won't
start paying benefits inmediately.

Virtually all the pobcies exclude care for
mental and nervous disorders. Does that
include Alaheimer's disease, a debilitating
condition that's diagnosed in about half of
all nursirg-home patients'

Although Aluheimer's is not specifically
excluded, about half the pobcies we looked
at said something like "we won't pay for
confinements due to mental illnesses ex-
cept those with demonstrable organic dis-
ease." Alzheimer's disease is a degener-
ative brain disease with symptoms that
mimic those of mental illness. It's consid-

eved an organic disease and therefore
would seem to be covered. But is it a de-
miowtrable organic disease? Only a biopsy
or an autopsy can confi'n a diagnosis of
Alzheimer's disease.

In our opinion, the vague policy tan-
guage gives insurance companies too
great an opportunity to contest a claim on
the grounds that Alzhesrier's disease has
not been demonstrated. A company sud-
denly flooded with claims from policyhold-
ers with Alheianer's disease might rely on
that language as a basis for denying nurs-
ing-home coverage.

Other polcies clearly state that Ali-
hetmer's disease is covered. But here,
again, there's a catch. Many of these poi-
cies also ispose the priorhospitaliation
nale. Most Aluheimer's patents, as we've
noted, do not require hospitalization be-
fore they enter a nursing home.

Whes we asked an Aetna salesman
about this, he replied: "To tell you the
honest-to-goodness truth, if a doctor
didn't find some way to get you into a
hospital, then you're in trouble."
How 1&7 a lm~Nt?

Daily benefits range front $25 to $100.
Some policies offer a choice of benefit
amounts. Obviously, it makes sense to
pick a policy with benefits that closely
match local nursing-home costs. A policy

The elerwVppuaion
(aged 65 or older) is
5To wng rapi*..

31.3
am

lbut Ike numtr of eldy Ui*, I
muwhtghomn kgwwo*gWeme faste

Suns. 8'nu0i'gs frstuo.i

301



236

paying $40 a day when the local nursmg
home costs $140 isn't much help. A call to
two or three homes will help to establish a
reasonable range of daily charges. Nation-
ally, the average cost of a nursing home is
$60 a day,

Sometimes insurance companies pay
smaller benefits for custodial care than for
skilled and intermediate care. The Gerber
Life policy, for instance, pays a $75 benefit
for skilled-nursing care, a $50 benefit for
intermediate care, but only $25 if a policy-
holder needs custodial care.

When do beNfto be&h?
Policyholders can often decide when

they want their coverage to start-as soon
as they enter a nursing home, 20 days
later, or even 100 days Liter. The longer
ts "waiting period" (sometimes called an
ebmination period), the cheaper the policy.

Hew lNg do bnfts at?
The best policies pay benefits for an

unlimited number of days for each stay in a
nursing home and an unlimited number of
days for all nursing-tone stays. Those
stays in a nursing home are sometimes
called "periods o confinement" or "bene-
fit periods."

Other policies pay benefits for a specific
number of days. ranging from 70 (two
years) to 3650 (10 years) for one stay. and

€.^ u.,.a... i .. .. ... ^ o = ,e

years
polid
they'
mum

In
stay
must
hoime
or sh
over
med,
condi

So
bene

a i

MUrbnA pdod ionea

Maximum benefit period for al stays

Wles Nt pay Iks Ansi

not, VW dm IIIWy?)
t it has a pnoe-hospahzation rule,

does coverage begip within 30 days
afterahoswsaltayof -

at least 3 days?

Does I pay hoe-c tus b efst?
Does pay twoe wtfsoq tlsqutt
nurt-hi4U owes, Qe a

Does it have waiver of premium?

is it gLa, e re-ewale for ..?
Is Azheiner's disease covered by

spe fic policy language?

Does the prim stay level foe ?

What as the Best's rating of the company'

No premium i recommended; preftn vaty
with the age of the policylidac:
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a care than for skilled-nursing care. This
could be a severe limitation, since nurasig'
home patients require ski&d care less of-
ten than intermediate or custodial care.
Nearly 40 percent of all nursing-home pa-
tients stay longer than six months.
Chances are good that those longer-stay-
ing patient needed intermediate or custo-
dial care, not skilled care.

too.a ys ktwo years; to zoo 0l
)for all nursing-home stays A few Am p d s re wsbe?

es don't limit the number of days Many policies are "guaranteed renew-
ll pay benefits. They set dollar maxi- able," a desirable feature that insurance
s i,!itead. companies like to highlight in their sales
orde'r to receive benefits for a repeat lterature. The company must renew cuv-
in a nursing home, the polkholder erage each time the policyholder pays the
usually have been out of a nursing premium.
for at least 180 days. And when he Beware of policies tla' are only "condi-
returns, the waiting period starts all tionally renewable." The insurer can can-

again, so coverage doesn't begin in- cel the policy provided it also cancels all
ately. Waiting periods for preexistng other similar policies in a state. That could
Lions don't begin again, however, happen if an insurance company discovers
metimnes a policy will have a shorter it is losing money on this relatively new
fit period for intermediate or custody type of coverage.

A number of policies are written for
groups such as the American Associataon
of Retired Persons (AARP), or even for a
fictitious group set up by the insurance
company for marketing and regulatory
purposes. The group holds the master
contract and issues certificates to individ-

Res ripo ual policyholders. The master contract for
:the group can be canceled, but poicyhold-

ers are often able to continue the same
20 days covehge on their own.

. . ', What dse teo ook for?
Here are other features we looked for ina policy:

- Home care. Moee than half the pol-
- . t s in our study paid benefits for care at

Will home. These benefits are usually offered
MI as part of the basic policy coverage, but

- sometimes they are offered as a separate
pohcy or as rider at an additional premi-

yes um. Home care typically covers convales-
cent care, homemaker or companion
services, and occasionally even skilled-
nursing care. A few policies define home
care broadly enough to include care in hos-

_ - pices and adult day-care centers.
. Typically, the home-care benefit is one

half the daily benefit paid for skilled nur-
-" " " ..... ing or intermediate care, but that's where

the similarity among policies ends.
Yes There's wide vacation in elgiblty for

S- -. . home-care benefits and in when those
- _______ benefits begin and end.

Yes Policies that require previous nursing
home or hospital confinement would usu-
ally pay for home care only if it starts with-

- in 14 days after leaving the nursing home
or hospital. Policies that do not have such

A or A + a requirement would generally start pay-
ing as soon as the regular waiting period
has ended.

.. . . .. . . .. .. Continued on stage 304
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It has never been easy to understand in-
surance policies It's even tougher when
the agents selling them don't understand
what they're selling. And when the poliy
sold is brand-new, it takes a miracle to
avoid isunderstanding, dupliation of
coverage, or even inadequate coverage.

A CONSUMER REPORTS reporter listened
to sales pitches given by six insurance
agents as New York and Virginia. Two
agents represented Aetna; the others rep-
resented Union Bankers, Bankers Lfe and
Casualty, Gerber Life, and Mutual of Oma-
ha. Our reprvter witnessed no mirales.

She found confusing presentations from
agents who were either ignorant of the
provisions in their polices or who delber-
ately misstated them. An Aetna agent in
Virgmia admitted, "I've never had to ex-
plain this to someone." Some agents were
remarkably low key, acting as if they didn't
want to sell the policy.

Altheheers cent usle
About half of all nursing-bome patients

suffer from Altheiner's and related din-
eases, so shoppers would want to know
whether a policy provided coverage for
such dlnesses. They wouldn't have found
out lstening to these agents or reading
their sales brochures. The agents' contu-
sion may well reflect their company's inde-
cision over whether to provide such
coverage.

The Aetna agent in Virginia allowed than
"it was questionable" whether his policy
covered the disease, but said the company
was "still looking at it." He added, "It's a
mental disease, and they're not sure."

No wonder he was confused. The sales
brochure sent by Aetna said Alzheimer's
was covered, but the actual language in the
policy was less specific, It said that the
policy did not cover confinements for
mental disease or disorders without de-
monstrable organic disease. As we point
out on page 301, that language may or may
not mean the disease is covered.

The Union Bankers agent said Alz-
heimer's was covered, but the brochure
he left noted that the policy didn't cover
nursing-home stays for "mental dlness or
nervous disorders," Did that mean Alz-
heimer's is covered? Our reporter coukd
only guess.

WMt's coverd?
Coverage is the guts of a long-tem-ce

policy, but agents were of no help defining
the coverage or discussing the policy irn-
tations. Here's how the Aetna agent in
New York handled these questions:

What about intermediate-care cover-
age? The agent fumbled for his sales bro-

chure and rephed. "They define it here
somewhere." What about skilled nursing
care? "On this plan, you don't have to wor-
ry about the definition " he as ured us.

As for bmitations oi coverage, he said
there were none. "Oni e you have this po-
icy, you're covered f(r everything." Ev-
erything? The policy specfcally says it
does not provide benefits for six months if
a nursing-home stay results from a preex-
isting condition.

A competitor also Fad trouble explain-
ing coverage The as:ent from Bankers
Liae and Casualty sail that intermediate
care was the same thing as "convalescent
care" and that skullea care meant that
"they do a lttle more medical than the
others."

When asked whether any priot hospital-
szation is required before skilled-nursing
benefits could be paid, the agent for Mutu-
al of Omaha said "I -on't th nk so I've
never seen where you have to be bospital-
ined first." He din't look very far. That's
just what his compariy's sales brochure
said.

W Mdilce pays
Many people think that Medicare cov-

ers nursung-home sliys (see box page
3111. Actually, it pays for skilled nursing-
home care in Medicare-approved facibties
foronly 20days and t"en ai lbut $67.50 per
day for the next 80 days. Alter 100 days,
Medicare pays nothing.

Here's what the agents said.
The Gerber Lfe s.desman said that 70

percent of all applicants for Medicare
benefits were turned down "because
Medicare doesn't have funds for skilled
care." But when Medicare does accept an
individual, he said, "after 100 days, they
wash their hands of )ou."

The Bankers Lfe and Casualty agent
said that Medicatre paid for 100 percent of
home health-care costs "I's a wonderful
benefit." he said, declaring that Medicare
pays "for girls to coe in" and "help do
your hair."

The agent had kt his imagination run
away with him. Medicare's home-care
benefit is very ta-riled, and it certainly
doesn't pay for beaLtian services It pays
only for part-tine, uitermittent skilled care
and for physical or speech therapy. The
provider must participate in Medicare.

Wat ame raoe hken ?
It wasn't always' easy to get a straight

answer about sherher premiums could go
up or policies could be renewed.

The Bankers Life and Casualty agent
incorrectly said the premiums world nev-
er increase, wrongly labeling this pobcy

feature as "guaranteed renewable." The
policy and the sales brochure say that the
company can raise premiums if it raises
them for all poicses like the one the agent
was selling

The Aetna agent in Virginia also as-
sured our reporter that the premiums
would not increase. "Once these premi-
ums are set, you'll be paying them forev-
er." He even double-checked ha sales
manual. "No, they shouldn't go up," he
repeated. The sales literature he gave to
our reporter didn't say one way or the
other, but Aetna's policy is sinalar to the
one from Bankers Life and Casualty. Both
companies can raise rates for everyone
who owns the same pol,.y in the state.

The Mutual of Omaha salesman was
thoroughly confused His polcy is not
guaranteed renewable, but he replied, "It
is and it isn't If th. state does n permit
the company to renew, then we have to
pull the pobcy." While that statement is
true enough, 't has nothing to do with the
renewability feature of his pobcy.

Mutual ci Omaha's sales brochure re-
vealed thst the company could refuse to
renew a policy, if it refuses to renew them
for all those who own that particular policy
in the same geographic area of the policy-
holker's state,

Vilkh -n Is bitt?
Naturaly, each agent declared his policy

the best. The feature they all cited as evi
dence was the length of time benefits
would be paid nquestionably important,
but not necessarily the only measure of
superionty.

The Gerber salesman touted his polcy
as the best because he said it paid benefits
for "eight continuous years." And he
knocked the American Progressve pobcy.
But as you can see from the Ratings, the
Gerber policy was hardly the best, ranking
near the bottom. The American Progres-
sive policy ranked close to the top.

What's best is a combination of fea-
tures, To help you figure out which policy
is best, ask for answers to all the questions
listed in the box on page 302.

If you get answers that are vague or
that contradict the sales literature, ask for
a specimen policy. The policy will tell you
exactly what's covered and what's not,
setting out all the limitaLions you need to
know about.

An agent might be reluctant to give you
a specimen policy, however. When our re-
porter asked the Mutual of Omaha sales-
man for one, he refused to supply it. If that
happens, write to the company. If a com-
pan), doesn't give you what you need, go
to one that does.
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Rocies usually pay home-care benefits
until the regular benefit period maximum
has run out But we found polices that
pid home-care benefits for other periods:
30 days, 90 days, one year. two yeams, or
even three years.

InAtlon djustments. The great-
est danger facing poicyholders is the lack
of inflation protection. The $40, $75. or
even $100 (dy benefit paid by policies
today may be woefully inadequate of you
need nursing-home care 5 or 10 years
from now.

Only one company, Great Republic,
sells a policy with built-in mflocts protec-

Stion. The benefit automatically increases
by 5 percent each year for as long as a poh-
cyholder hangs on to the polky.

Other companies allow policyholders to
boy a rider that automatically raises bene-
fits by some amount each year, usually 5
percent. Thwse automatic increases usual-
ly stop after 10 years. The riders generally
add between 15 and 40 percent to the pre-
mium, depending on the coverage.

A few police s pay benefits based on the
actual nursing-home charges If these
charges go up, then the benefits will rise
as well.

Waiver of premium. Many insurers
relieve policyholders of paying further
premiums once they've been on a nursing
home for a period of time, usually 90 days.
This feature is often part of the basic pob-
cy, but occasionally policyholders will
have to pay extra for it.

Assistance in finding care. A few
sellers employ care coordinators who help
people find facilities that are covered by
their policies. Other companies have toll-
free telephone numbers that policyholders
or their families can call to find out about
nursing homes on their areas.

WE tme P#ke go up?
As with life insurance, the older you are

when you buy the policy, the more expen-
sive it is A 75-year-old buying Great Re-
public's long-term-care policy will pay
$3143 a year. A 55-year-old can buy the
same policy for $611 a year

In most cases, the premiums remain
"level"-they don't increase after some-
one buys the policy. (Premiums that do
increase annually or every few years as
the policyholder grows older make a poh-
cy far less desirable.)

But a level prenmum is not necessarily
as level as it looks. A company can in-
crease a so-called level premium on your
policy provided it also increases the pre-
miuri for everyone else in your state who
bought the same policy.

One COS5LMER RiEPORTS reader wrote
us about his experience with a policy from
Massachusetts Indemnity and [fe The

Contined on page 308
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Guide to the Ratings
Lited in order of estimated overall quality.
Within rn-d rules, plans were puged appeom-
martely equal t quality.
* Premium. Prenum pa at age 65
expressed as a nontsly amount foe the pur-
poses of the Ratilgs
* Daily benefit The amount Of money
a policy pays for each day spent in a covered
care facility.
* Wating period. The number of

s a policyholr must be on a faiity before
coverage actually begins.
0 Each period. The number of days.

pobo- pays for one stay sn a nursing home.
Somae polces have doar maximums inenad.

.Ali periods. The number of days a
pays For al -srmlg-hotne stayr

S &kied. Pnbc Pays benefts for care

P Intermediate. Policy pays benefitsprcare in an interrnedite-nimui facility.

0 Custodial Ptlicy pays benefits for
care in a custoda-eursng facility Care os usu-
ally itomted to belping peop person routine
actiitoes.
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* .y- M rirs7, a a1 way -

Every state has a department of insurance
that's supposed to protect consumers by
regulating the insurance policies sold in
" state and by supervising the activities

of insurance companies. But with few ex-
ceptions, regulators are reluctant to look
too closely at nig-term-care insurance
policies, for fear that insurance companies
will refuse to provide any coverage at all
rather than tailor coverage to meet stem
regulatory requirements.

"We are treating long-term care differ-
ently than other lines of insurance," says
Fred Bodner, chief of the New York Insur-
ance Department's Health and Life Policy
Bureau. "We're not going to approve a
policy if it's a rip-off, but we're not going
to turn it down if it isn't wonderful."

The National Association of Insurance
Commissioners (NAIC), which writes
model laws for all states to adopt, has writ-
ten one for long-term-care policies. So far,
II states have adopted this model, and
companie&.seUing policies in these states
must comply with its provisions.

States in which insurance policies must
meet the NAIC standards are: Arizona,
Hawaii. Indiana, Iowa, Kansas, Nebraska,

hau mm- a m11qmll
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North Carolina, North Dakota, Oklshona
Oregon, and Virginia. Wyoming and Geor-
gia were about to adopt the mo&l law as
we went to press.

The model has some good rules. Waiv-
ers denying coverage for specified health
conditions are prohibited, and companies
cannot offer substantially greater benefits
for skilled nursing care than for custodial
ar intermediate care. Policies must also
be guaranteed renewable, but state insur-
ance commissioners may allow cancella-
tion in limited circumstances.

The NAIC model permits other features
we consider undesirable: Companies can
require a hospital stay before providing
benefits for nursing-home care, and can
require that a policyholder receive skilled
care before qualifying for intermediate,
custodial, or home-care benefits. Although
the NAIC model prohibits companies from
excluding cooeiage for Alzheimer's dis-
ease, iitdoesn't require policies to specifi-
cally spell out that the disease is covered.

Not addressed by the NAIC model law
is the need for standard language for long-
term-care policies, much like the standard
language found in a homeowners policy.

premium for his long-term-care policy had
jumped a whopping 150 percent, from
$180 to $450, in a single year.

Long-term-care policies don't have
much of a history. As a result, insurance-
company actuaries may be unable to pre-
dict nursing-home use or future costs
accurately. Some insuraoce companies
may be pricing their policies too low to
cover the promised benefits in the future.

Without it, consumers will be forced to
rely o confused agents and equally cor
fusing sales brochures.

When CU asked all 50 state-insurance
commissioners what complaints had de-
veloped from the sale of long-term-care
insurance, we learned that consumers
complained most often about the unantici-
pated limitations on the coverage provided
by their policies. Consumers believed that
their policies covered them for a particular
kind of care when, in fact, no such cover-
age existed.

Members of the NAIC advisory com-
mittee that wrote the model law consid-
ered requiring companies selling long-
term-care policies to include the telephone
number of the state-insurance department
on forms given to policyholders who are
thinking about replacing their policies.
That way consumers could call their state
regulators if they couldn't decipher a poli-
cy. But the committee scrapped the idea
when insurance companies argued it
would not provide a substantial benefit to
consumers.

If insurance regulators don't help buy-
ers of long-term-care policies, who will?

aids in getting around-like walkers,
canes, and oxygen."

Some companies are choosier than oth-
ers. Rejection rates vary from I percent
for Harvest Life, Pilgrim Life, and Federal
Home Life to 30 percent for Finger Lakes
Blue Cross/Blue Shield.

Many companies offer coverage to peo-
ple with less-than-perfect health by apply-
ing "waivers," which exclude coverage for

Are you Insur ik? with a waiver for an illness that's likely to
Someone who's sick and ready to check land you in a nursing home is a waste of

into a nursing home can't buy a policy money.
from most companies. Many insurance Instead of waivers, some companies of-
companies have instructed their agents to fer coverage at higher rates to people who
weed out "undesirables" before applica- have health problems. Depending on the
tions reach the home office. If an agent severity of the illness or condition, a "sub-
sees that a person can't get out of bed standard risk" could pay as much as 100
alone or learns that a person has osteopo- percent more than a person whose health
rosis or Alzheimer's disease, the agent qualified him or her for the company's
won't even deliver a sales pitch. An Aetta_ standard rate.
agent in Virginia told our reporter that she I Me ... . ..
had to come to his office to hear the sales vi g t po is
presentation, probably to see whether she We requested data from 81 insurance
could actually walk, companies that sell long-term-care poli-

People who are turned down for life or des or that will start to offer them in the
health insurance might nevertheless be near future. Some told us they were with-
good risks for long-term-care insurance. drawing their policies and wouldn't have
"Someone with terminal cancer may be a new ones ready in time for us to evaluate.
better risk than someone with mild arthri- Several companies, including Mutual of
tis," says Karl Michaelson, director of Omaha, United American, Combined
health-products underwriting for Aetna. American Life Insurance Co., American
"We do not like to insure people who need Integrity, National States Life, and Central
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States Health and .de, dedcled to peoide
the information we requested. (We ob-
tained policies and rate inlornation on
some of those co from state iww-
aice departments, but decided mt to in-
dude these policies i the Ratinip
because the data are iacoix t)

We've Ited several policies twice,
once with their home-care pr, vi and
once without them. We've included two
policies sold by MidAmerics Nlueala Liap,
as wel as both the old and new policies un-
derwritten by Prudentia for the American
Association of Retired Persons,

The Ratings show the pla based on
the daily benefit amounts mad wait pesiw
od that companies said were selected
most often by their customer s a omps-
ny did't tell us which of p s ws
moat popular, we chose ot-

Some of the policies ae group pohies
that have the ase ia-scteristics as knS-
vidual policies. Policies sold by AARP ae
anextample.

To rank the policies, we pai special
attention to six main features that conori-
ute to a Policy's o derail quality: uitng-fa-
cility coverage, bome-care benefits,
restrictions, renewability, reLatious*~ of
benefits to premium and oter ct of
pricing, and underwriting (the process of
selecting applicants for coverage). We a-
signed the most points for quaty of cov-
erage and absence of restriction. We aso
give bonus points to ponies with beral
home-care provisions.

We also examined each companys -
nacial stability, as judged by the AIC
Best Co., which rates insurance, compa-
nies from A+ (superior) to C (fir). U a
company's Best's rating is B or poorer (or
if the company is not assigned a rating),
we've considered it a disadvaoLe, since a
low rating suggests some risk the comps-
ny mi % not be around to pay future benefits.

Showd you b"y?
We don't recommend tong-tert-care

policies for anyone under age 60 unless
the policy offers a good way to keep bene-
fits current with inflation in nursing-home
costs. For those over age60, a policy from
one of tne top-rzted companies might be a
reasonable choice. People whose income
and assets are fairly modest should not buy
long-term care policies. T1hey would quickly
qualify for Nedicaad benefits should they
need to stay in a nursing home.

The bent policies cover care in all three
types of nursing facility and offer gener-
ous daily benefits and benefit periods.
They also have a good price in relation to
those benefits.

Even the best policies had m defi-
ciencies in their coverage, however. For
example' the Great Republic policy has a
generous $80 benefit, paid for an unlimited
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period. But the policy restricts the benef
to a lower amotm for the first 50 days of
skied caue. It coaensates for that re-
atncts somewbal by not requiring a
wain period before paying benefs. And
it is the only policy witha built-in inlation
adustmeot a highly des"able feature.

Tbe Joln Hancock policy offers a gener-
ous $100 beneft for am years, a period
that should cover most nurbg home
stays, and its coverage has only a few me-
am limitations Buying the policy couAd be
a problem, however. The company esti-
mates its reection rate at 20 to 25 per-
cent. A company spokesperson says that
this reaction rate could drop as John Han-
cock agents acquire more experience sel-
ing the policy.

The most popular policies sold by Bank-
ers Le and Casualty and its subaidi. wa,
Bankers Multiple Line, Certified, Lie, and
Union Bankers offer coverage for care in
all three types of facility, and the policy
specifically says Alxheimer's disease m
covered. But these policies ranked some-
what below the top companies because of
their relatively low daily benefit 450),
which is available for only three years for
each nursing me stay.

A high premium doesn't always buy
higher-quality benefits. For example, com-
pare the American Progressive Life policy
with the Life and Health of America policy,
which ranked next to last

The former provides an $80 daily be,-
fit for a monthly rcemium of $57.24. The
policy offers benefits for three years for
one sl-aing-botne stay and five years for
aD stays. The Life and Health policy offers
a skimpy $40 daily benefit (for only two
yews) yet commands a $100 premium

Buying a policy through a group doesn't
necessarily mean you'll get more for your
money. Neither the policy recently sold
through the American Association of Re-
tired Persons nor the policy that w-f re-
place it this spring ranked highly. They
impose a 90-day waiting period before
nursing-home benefits begin and pay
benefits for only three years. (Visits by
bome-health-cae workers count toward
satisfying the 90-day waiting period.) Nei-
ther policy, however, requires a stay in a
hospital before benefits start.

The old AARP policy has no provision
to continue coverage if the group contract
is cancelled; the new one does. An AARP
spokesperson says that people who have
bought the o4d policy have assurances
from AARP that coverage won't end.

Insurance companies have come up
with some innovative ideas. For example,
Metropolitan's Security Care Agreement
for Group Healh Cooperative of Puget
Sound provides service in accordance with
the principles of a heath maintenance or-
ganization. Patients receive service in-

ead of dolar benefets. Sine the benefits
offered by daispewil cover 100 percent
of the acdw cot of ce.
they should bold up wai -o infato

Tis pla & heve its drao ks It pd
bente io a relaively sad tkne (4 yeas),
lacked a w omi pr asi ad had a io
esimated 6h rats (3D to 30 percent .
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, J ay An Matungly. of

Indianapolis, looked for-
ward to a comfortable
old age when her hus-

band James retired from hs job as a secu.
rity guard at the Eli Lilly Co, The Mat-
tinglys ived reasonably well on the $744 a
month he received from his company pen-
sion plan and from Social Seiunty. They
even managed to dine out on occasion.

But James's health slowly began to de-
terorate. He became confused. He could
no longer walk. He needed someone to
help him eat. ta 1979, at the age of 72, he
checked into the Eastside Health Care
Center, an Indianapolis nursing home, By
the tune James died in 1986, the Mattingly

family, despite a lifetime of work and the
security of a pension, had sunk into pover-
ty. it was either that or do without the
care James needed in his final years.

James's first year in the nursing home
cost $12,000.-ahout $300 a year more
than the family's total annual income.
Mary Ann applied foe help from Medicaid,
the Federal and state program that helps
the poor pay their health-care hills. She
learned she was too rich for Indiana's
Medicaid program. The Mattanglys had ac-
cumulated $5000 of Eh ily stock, $3000
in a passbook savings account, $2000 in
hfe-insurance cash value, $50O in a certif-
icate of deposit, and $300 u a Christmas-
club savings plan.

The only way Mary Ann could keep
James in a nursing home was to become
impoverished. Medacaid pays the bills only
after the family assets and income run out.
That usually doesn't take long, On aver-
age, 13 weeks elapse from the time a pa-
tient is admitted to a nursing home untl
the spouse left at home is impoverished. It
took Mary Ann Mattuigly only nine
months to spend on nursing-home care
most of what the family had acetimulated.
When she was poor enough, Medicaid
stepped in.

Each state has its own Medicaid rules.
Indiana allowed Mary Ann to keep $2250
of her family's assets plus her household

3100

Who will pay
the cost of

nursing-home care?

514% Individuals and
families

,.,2 41.8 Welfare (Medicaid)

4.1 Other sources
/ 17 iMedicare

1.0 P,vale insurance

C98 e

futushings. (If she'd owned a home, she
could have kept that, too.) But nursing-
home care still took $477 a month of the
Mattinglys' $744 monthly income, leaving
$238 to cover rent, gasoline and insurance
for the car, and food, and $29 for James'i
incidental expenses.

Once she become poor. Maly Ann, who
had never take' a hand-out in her life, qual-
ified for fooa stamps-as much as $75
worth a month, but more often $30 worth.
Special Federal funds to help poor people
pay for utilities sometimes paid for her
heating bills.

The Medicaid rules did give Mary Ann
one way to protect her assets and avoid
poverty, divorce. After 32 years of mar.
riage, she wouldn't consider it.

"it was homble," says Mary Ann-
"There's still anger in me. Nobody can
understand until they've experienced it. A
lot of people today don't know what they
have in store."

Indeed they may not,
In the year 2030, people over 65 will

make up 21 percent of the population, up
from 12 percent in 1985. The fastest-
growing age group is the "old-old," people
85 and older. Their need for long-term
care is greatest.

Nursing-home costs have gone up al-
most as fast as the age of the population
The average annual cost of a year's Stay in
a nursing home is now about $22,000, but
the cost rises to as much is $45,000 to
metropoltan areas such as New York
City. Medicaid pays for nearly half of those
stays, Federal expenditures for nursing-
home care grcs tenfold from 1965 to 1980
and A ill quadruple by 1990.

For years, health eronormsts and social-
service planners have seen the shadow of
these costs looming. But long-term care
for the elderly has only recently won a
place on the national agenda-as a seem-
ingly intractable problem for the debt-
ridden Federal government, as a giant fi-
nancial headache for state governments
that share the cost of the Medicaid pro-
gram, as a painful crisis for more and more
families, and lately as a marketing opportu-
niy fur insurance companies.

What tc- do?
In 1986, the Secretary of Health and

Human Sen-ices, Dr. Otis Bowen, issued a
report pointing out that Medicare, the
health-insurance program for the elderly,
did not protect people from the high costs
of a catastrophic illness The report fo-
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cused attention on the minda conse-
quence of stroke. beat attack, and other
medical catastrophes. The reaction to the
report spurred Congress to pma bis ex-
panding Medicare to include coverage
catastrophic illnesses of himrid ddrs6c.

But none of the bills do anything to help
families pay for long-term cue--the great-
est source of economic ctaatzophe.
gighty percent of heAlh-rlated cost that
exceed $2000 a year are due to naa-sg-
home and other long-term-care expenses.

Who then will pay?
The Reagan A niitrabon's aswer,

echoed by the health-isurnce industry.
Consumers should buy loig-ten- in-
surance policies, of the type rated in the
accompanying report T1tW set cf a sA
boom in this new uinrace product Un-
forlunately, few of the ixgrare pofies
we looked at adequately meet the need.
And the cost of these pobies--as mch as
$1230 a year for a 65-year-old--may wel
be beyond the means of those who need
protection mosL

Even those who can afford such policies
for themselves or for their parents may
find insurers unwilling to seE, usually be-
cause the person to be insmed is &keady a
candidate for a nursing home. Ins trance
companies aren't eager to kinore people
who are almost certain to gexer te a c aim.
A few companies in our survey estimated
that they turned down as many as 20 or
even 30 percent of potential buyers.

Insurance companies would prefer to
market their policies to employers, who in
turn would offer them to ther employes
thus encouraging younger people to buy
the insurance when they are stil hssrab
and when the rates are low.

But private insurance for oig-erm care
is a tough sell to employers and employ-
ees alike. lirnployers, some of whom al-
ready face huge liabilities for'caTent and
former employees' conventional health in-
surance, arc unlikely to pick up the tab for
yet another kin of insurance %Dw or in the
near future. At most compares that do
offer long-term-care iarnace, employees
must pay the entire premium. But healthy
workers either do not know what's ahead
for them (estimates are that as many as
one of every two people who reach age 65
will eventually Ia in a nursing home) or
prefer not to thank about it just yet When
Aetna [We Insurance Co. offered ling-
term-care coverage to its own etmoyees,
only 7 percent hooght it. Ten percent of its
retirees signed up.

A recent study by the Brookings lIst tu-
tion, using generous assumptions about
people's ability to pay for loegern-caae
policies, predicted that by the year 2018
private insurance would cover only 7 to 12
percent of all nursing-home expes.
Brookings researchers believe that, at
CONSUMER REPORTS MAY198

best, only one-quarter to one-half of the el-
derly would buy long-term-care policies.

Thus, for many low- and middle-uorne
families, Medicaid and its preiequisite--
spousal unpoverishmet-will remain the
only feasible way to pay for long-term
care, unless we find a better way.

Expae,*, the 84ty not
Soon the Federal goverrment-and

Amexican taxpayers-wll have to face the
increasing;y urgent need for a new social-
insurance program that helps chronically
Ii and disabled people with the costs of
lon-erm care before those costs impov-
erish them.

The need for universal long-term-care
protection can be met through a new man-
datory insurance program that comple-
ments Medicare and replaces the long-
term-care portion of Medicaid. Or the
cureat Medicare program -ould be ex-
panded to include voluntary insurance paid
for by premiums charged to participants.

The private insurance system can't
spread its costs over a large enough num-
ber of people to m aie the financial bur-
den on any one person. Only the Federal
government can do that. Funding long-
term-care insurance through general reve-
nues spreads the cost among everyone
who's a future candidate for long-term
care. And making the insurance available
to (and required of) everyone elminates

the eigibilty standards that now effective-
ly withheld private instance from those
who need it most A Federally mandated
insurance program would also eliminate
Medicaid nursin-bore coverage, and
with it the costs and stigma associated
with Medicaid.

So far, however, the truy long-term
care proposal to surface in Congress ad-
dresses mog4era care only at home, not
in a nursing borne. A bill introduced by
Claude Pepper, the Democratic Congress-
man from Florida, would provide a range
of howe-care, pbysica-herapy, and home-
maker services to the chrorikally ill elder-
ly and to disabled people of all ages. It
would be financed by applying that portion
of Social Secu-ty taxes that pays for Medi-
care (1.45 percentage points) to all earned
income rather than to the first $45,000 of
income, as at present. Some 5 percent of
American workers earn more than
$45,000 a ye-ar- the, pay a proportionally
smaller tax for Social Sectaity and Med
care than do the great niaority of workers
who earn $45,000 or less.

Although the Pepper bill, if it passes,
may help keep some ill or disabled people
out of institutions, it is only a first step to-
ward correcting a heahh-insurance system
that forces too many people into poverty.
The bigger step--uiversal coverage for
long-term care no matter where the ser-
vice is rendered--remains tobe taken. 2
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PubiaW of Consume Rexl

July 5, 1988

The Honorable Bob Packwood
United States Senate
SR-259 Russell Senate Office Building
Washington, D.C. 20510-3702

Dear Senator Packwood:

I appreciated the opportunity to testify before the Health
Subcommittee at the hearing on long-term care on June 17, 1988.
You made several excellent points at the hearing. You are a
long-siAhding friend to consumers, and I wanted to respond to
some of the questions you raised.

Medicare Efficiency

As you noted, private markets normally are very effective
and efficient at meeting consumer needs. When it comes to
health insurance for the elderly, however, the government's
record is far superior to that of the private industry.
Contrary to popular opinion, the government does a very
efficient job of administering the Medicare program.
Administrative costs were 1.3 percent for Hospital Insurance
(HI) and 4.0 percent for Supplementary Medical Insurance for
1986. Administrative costs for the overall Medicere program
(combining costs for both parts of Medicare) are 3 percent.
These figures are from 1987 HCFA Statistics, Health Care
Financing Administration, Bureau of Data Management and
Strategy, September 1987, p. 32. I have enclosed a copy.

In contrast, actuaries project that private long-term care
policies will divert 40 percent of the premiums collected to pay
administrative costs, marketing costs, and profits. The actual
experience could be far worse if the medigapmarket is any
guide.

As I explained in my testimony, Consumers Union believes
that these figures have important implications for public policy
with regard to long-term care.

Employer Mandated L6ng-Term Care Insurance

It was clear at the hearing that you recognize that group
marketing of private long-term care insurance policies could
reduce administrative costs. While employment-based basic
health insurance has been a tremendous success, we are not
optimistic about the ability to repeat this success with regard
to long-term care. In your consideration of the strategy of
encouraging group sale of private-long-term care insurance, we
urge you to explore these issues:

Washington Office
Suite 520, 2001 S Street, Northwest. Washington. D C 20009 1202) 462-6262
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1. Should employers be required to pay for long-term
care insurance?

Employers face an increased burden due to rising costs of
both current employee and retiree health benefits. In addition,
it is likely that the solution to the problem of the uninsured
will involve An increased employer mandate. At some point,
employers will legitimately argue that they have paid more than
their share of health benefits.

2. Will employees purchase long-term care insurance
policies for themselves if they have to pay a large share of the
cost?

To date, employees have been reluctant to enroll in
programs for which they must pay the full cost. We don't expect
this reluctance to buy a policy to change, and for good reason.
Most policies have level premiums by. design, fixed at the age of
purchase. (Though level by design, companies remain free to
raise the premiums, in practice.) Premiums from early years
help to finance the risk of needing long-term care that
increases ith the person's age. Yet, should the policyholder.
drop the policy, the companies do not refund any money to the
consumer. Another question employees have is portability: will
they be able to continue the policy if they change jobs? A
third reason for employees to resist enrolling is the belief
that the government may cover certain long-term care costs by
the time the employees would need them. A fourth concern
employees might have is getting locked in to what may turn out
to be an inadequate long-term care policy, in light of the
continuing change of the insurance market.

3. Will employees purchase long-term care insurance
policies for their spousef'and parents?

The same factors that cause employees to resist purchasing
policies for themselves are repeated here. In addition, the
cost can get extremely high when older parents (or in-laws) are
to be covered. One further point is that while companies may
automatically accept all current or newly retired applicants,
they underwrite coverage for dependents. Therefore this
employment-based coverage wll not be available to people with
high health risks.

We believe that a key public policy goal should be to
design a long-term care financing system that prevents
impoverishment of pple who need long-term care. Increased
estate taxes could be a significant revenue source for such a
program. Even employment-based insurance for dependents will be
extremely expensive, rendering it available only to the
relatively affluent who may view it largely as an "estate
protection" plan.
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4. When will employment-based insurance yield results?

If the program covers employees (and possibly spouses)
only, i.e., people who are most likely to be 65 and under, then
the actual use of covered long-term care services is not likely
to begin for a number of years, and will not be totally phased
in for around 50 years. This strikes Consumers Union as a long
time to wait, especially when one considers the fact that many
employees are likely to drop out from the system for one reason
or another. Again, we believe a social insurance system has the
potential to protect everyone -- regardless of age, income,
health status or employment status -- without creating a
patchwork system of coverage that depends on so many things
going right (e.g., financial stability of the insurance company,
portability of policies, continued employees' ability to pay the-
premium).

One public policy option we described in our testimony has
the potential to exploit the advantages of a group marketing
system without the pitfalls described above. A voluntary
Medicare Part C, to cover long-term care costs, could replicate
Medicare's efficiency and offer protection against long-term
care costs. It could be totally premium financed; the premium
could be adjusted to income; and it could be made available to
people regardless of health status, with provisions to avoid
undue adverse selection.

We would be delighted to talk with you or your staff to
explore these ideas further.

Sincerely,

GailS er
Manager, Policy Analysis
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Health Care Financing Administration
Bureau of Data Management and Strategy
September 1987



MEDICARE ADMINISTRATIVE EXPENSES/TRENDS

Administrade Expeam

As a Percent
Amount of eneiflt

In Millions Payments
HI Trust Fundl
1970 S 157 3.1
1975 266 2.4
1980 512 2.0
1984 629 1.5
1995 834 1.8
1986 664 1.3

SMI Trust Fundl
1970 237 12.0
1975 462 10.8
1980 610 5.7
1984 891 4.5
1985 933 4.1
1986 1,060 4.0

(Calendar yer data)3
Hospiul insurance ('ll3; supplementary medical insurance (SMI).

MEDICARE/CONTRACTS

Part A Par B
Intermediares Carriers

Bluc Cross/Blue Shield 47 27
Other 7 8
(January 1917)

MEDICARE/CLAIMS PROCESSING COSTS
Net Unit Cost Per Claim

1975 1980 1986

Part A Intermediaries S3.84 $2.96 $1.96
Pan B Carriers 2.90 2.33 1.75

'(Fiscal year dala)

MEDICARE/CLAIMs PROCESSING

Pan A Pan N
Intermediaries Cr a

Claims Processed (millions) 65.1 296.4
Total Costs (millions) $362.4 5618.7
Claims Processing Costs (millions) SI 11.3 $481.5
Claims Processing Unit Costs S 1.97 3 1.72

Range:
High S 2.39 $ 1.93
Low $ 1.65 $ 1.58

Average Processing Time (days) 14.7 18.4
(Fiwl year 1986)

MEDICARE/CLAIMS RECEIVED

Caltudar Year

196Intermtediary (thousands) 61.251

Percent of Total
lnpatient Hospital
Outpatient Hospial
Home Health Agency
Skilled Nursing Facility
Other

Carrier (thousands)

Percent of Tota!
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Unassigned

18.2
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8.3
1.3
8.2
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TESTINONY

of the

BLUE CROSS AND BLUE SHIELD ASSOCIATION

by

BERNARO R. TRESNONSI

PRESIDENT

Mr. Chairman and Members of the Committee, I am Bernard R. Tresnowski,

President of the Blue Cross and Blue Shield Association. The Association is

the coordinating organization for the 77 Blue Cross and Blue Shield Plans

throughout the nation. Collectively. the Plans provide health benefits

protection for more~than 80 million Americans.

I am pleased to have the opportunity to testify on S. 2305. the Long-Term Care

Assistance Act of 1988. The bill embodies what we believe is the best and

only viable approach to a national long term care insurance policy -- the

concept of a public and private sector paTtnership. He are confident that

"A . this proposed legislation will serve as a catalyst for the most serious

discussion to date of the appropriate roles for both the private sector and

the government in providing long term care services.

Very briefly, the following statistics demonstrate the current long term care

financing problem:

o Approximately 30 million Americans are over age 65. They comprise over

13 percent of our population, but vill grow to over 18 percent, or 55

million, by the year 2030.

o The number of individuals over age 85 - an age group particularly at

r tsk for needing long term care services - will grow three to four times

as quickly as the general population.



253

o Individuals and their families pay over half of total nursing home

expenses out of their pockets -- over $19 billion in 1986. Medicaid pays

for most of the rest, but only after a family has exhausted nearly all

financial resources.

Our testimony describes what Blue Cross and Blue Shield Plans are doing about

these problems, what we believe the government should do, and how the

government can assist development of the private long term care insurance

market. He also raise questions that relate to the design of a national long

term care policy that will best meet the needs of our aging society.

Blue Crossand BlueShield Plans Long Term Care Activities

Blue Cross and Blue Shield Plans and the Association have made development of

long term care insurance policies one of our highest priorities. Twelve of

our Plans are now marketing these products, and two more will be soon offering

policies.

Along with care provided in nursing homes, benefit programs cover a wide

variety of home and community-based health services, including home health

visits, adult day care, homemaker services, medical transportation, and

respite care. Respite care is one type of the non-traditional benefits needed

by those suffering from chronic conditions. It covers the services of trained

personnel who give relief to family caregivers.

These policies generally may be purchased by persons between the ages of 40

and 84. Premiums vary with age at initial purchase and with the benefit

options selected. Rates are jpt at a level that will, over an expected

lifetime, accumulate the funds necessary to meet the increasing need for

services in later years.

Due to the lack of data on utilization and costs of long term care, most of

the industry's early long term care policies were quite restrictive. These

policies predominantly offered nursing home coverage and usually required

prior hospitalization before individuals could receive these benefits.

Alternative levels of care, such as home care or custodial care, were seldom

offered.

I
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In.contrast, long term care insurance policies developed by Blue Cross and

Blue Shield Pla'ns more recently tend to offer benefits that are tailored to

meet a variety of long term care needs. For example, several Blue Cross and

Blue Shield Plans offer more traditional =service" benefits which base payment

on the cost of services received rather than a fixed indemnity amount of so

many dollars per day. This type of payment structure assures individuals that

their insurance coverage will keep pace with inflation.

Many of our policies provide extensive coverage for home care services and

some policies are designed exclusively to provide home care or custodial

care. Many policies also include individual case management benefits to help

assess a person's needs and to provide care in the most appropriate settings.

Some policies also protect against inflation by incorporating features such as

annual percentage increases in fixed payment amounts for covered services or

periodic opportunities to increase benefit levels.

The Association Is developing a program to support Plan entry into this

important new market. The Associatloh will make available a benefit design

package, administrative support, and a reinsurance option to minimize an

individual Plan's risk. He believe this program will speed up entry Into the

long term care market by: helping Blue Cross and Blue Shield Plans avoid the

cost and time of product development; providing administrative efficiencies

not usually available with a new product; and reducing the tremendous risk

associated with entering the uncharted territory of long term care insurance.

The Government Role in Assuring the Availability of Lona Term Care Services

The Blue Cross and Blue Shield Association, with our member Plans. performed

extensive market research and actuarial analyses and used this as the base for

designing our long term care products for the private market. Using this

research, we have developed a number of recomendations for government action

that we believe would make private insurance more widely available.

1) Market Incentives. First, we recomend the establishment of incentives

for the sale and purchase of long term care insurance. The most important of

these incentives is to clarify that long term care insurance products are to



be taxedon the same basis as non-cancellable accident and health insurance.

This would permit insurers to accrue reserves for these products on a

tax-favored basis. Specifically, insurers should be allowed to set aside a

portion of annual premiums collected, and accumulate interest on these funds

on a non-taxable basis. Insurers would be allowed to do this until the funds

are sufficient actuarially to pay for future-liabilities for long term care

benefits-

He recoemend that insurers be allowed to establish such reserves on a

tax-favored basis after the insurance has been in force for one year, instead

of the current two-year requirement. Under current law, insurers can not

establish tax-favored reserves for most types of health insurance until the

insurance policy has been in force for two years.

Allowing tax free reserve build up after one year would help insurers keep

premiums as low as possible. He also recocmmend that long term care insurance

be given the same tax-favored status granted to group health benefits.

Specifically, benefits paid out, and employer contributions for, long term

care insurance would be excluded from an employee's income. Also employers

should be permitted to deduct contributions to long term care insurance as a

current expense, and to offer such a benefit as part of a cafeteria plan.

Finally, we suggest that individuals be permitted to deduct qualified long

term care expenses and premiums using the limited medical expense deduction

allowed under Section 213 of the Internal Revenue Code. This section permits

individuals to deduct medical expenses in excess of 7.5 percent of their

adjusted gross income.

He believe these measures addressed particularly to the group market would

provide employers and Insurers with new incentives to provide long term care

insurance.

2) Continued Regulatory Flexibility. Our second recommendation is for

continued regulatory flexibility at all levels of government to support the

development of a variety of private sector long term care financing
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mechanisms. The Blue Cross and Blue Shield Association and its member'Plans

participated in the development of the lohg term care lodel Act and

Regulations by the National Association of Insurance Commissioners (NAIC). Me-

support this initiative. However, we remain concerned that further steps such

as the premature establishment of additional minimum standards or other

regulations could inhibit the development of innovative private sector

solutions.

These concerns for continued flexibility should not be misinterpreted as

disregard for consumer protection. The Blue Cross and Blue Shield Association

is, in fact, very concerned that consumers receive realistic protection

against the costs of long term care in exchange for their premium dollars.

For this reason, in order to qualify for favorable tax treatment, we recommend

that insuv'ers would have to meet certain requirements, based on the NAIC Model

Act and Regulations. Insurers would, for example, be required to provide

coverage for a variety of services for not less than 12 consecutive months.

Insurers also would have to offer coverage on a "guaranteed renewable" basis,

which would prohibit cancellation of a policy on the basis of a policy

holder'sage or deteriorating health. In addition, the Blue Cross and Blue

Shield Association supports a requirement that only insurers who are subject

to the jurisdiction and regulation of at least one state regulatory agency

could receive favorable tax treatment of their policies. This requirement,

which goes beyond the recommendations of the NAIC, would enhance consumer

protection by ensuring at all issuers be required to meet the regulatory

standards of at ast on state regulatory agency.

3) T ird. we support a government role in clarifying for

individuals the nature, extent, and risks of significant long term care

expenses. Many older people are under the impression that Medicare provides

coverage for long term care. He need to increase public understanding that

Medicare is designed primarily to cover acute care, and that it does not

- provide adequate coverage for chronic care or non-acute nursing home care.

Public misunderstanding on this issue Is clearly a major obstacle to the

expansion of needed long term care coverage. The recently approved Medicare
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The new program would be financed by removing the wage cap on the FICA payroll

Z' tax, increasing the Medicare Part B premiums by $2 a month, increasing the

income related Medicare premium as needed, and imposing a 5 percent surtax on

inheritances exceeding $200,000.

Me strongly support the section of the'bill related to clarification of the

tax treatment of long term care products. The proposed changes are essential

in making private coverage more widely available. Me hope to see them enacted

in this session even if broad agreement cannot be reached on comprehensive

long term care legislation.

There are several major questions that we believe require further exploration

in designing a public and private partnership. These questions deal with how

scarce federal resources should be used, the most appropriate Interface of

public and private coverage, and the financing and management of the public

program.

How Can He Best Use Scarce Federal Dollars? In a period of limited federal

resources, it is important that federal resources be used only where they are

most needed. A key question for debate is whether an entitlement program that

provides benefits to everyone after a two year waiting period -- or deductible

-- is the best use of public funds. It may well be that greater dependence on

private coverage for those who can afford the premiums would make funds more

available for those whose needs the private sector cannot meet -- the low

Income, the old-old uninsured, and those with pre-existing conditions.

To answer these questions there is a need for better data, such as nursing

home admission rates and length of stay information, in order to estimate the

financial and coverage implications of deductible arrangements for the public

and private sectors. Me will look forward to continuing work with the

committee on these questions.

What are the key elements necessary for an effective interface between Dublic

and private long term care programs? Under a universal entitlement program

that embodies-a waiting period to be filled in by the private sector,
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predictability of government benefits is essential to assure that the elderly

have a continuum of protection.

Long term predictability of government benefits Is necessary for consumers to

plan for their retirement and to feel comfortable purchasing a private policy

which they may not use for many years. Long term predictability is essential

also for private insurers to design policies that provide good protection.

He primarily are concerned that, unlike the situation with respect tu our

Medicare supplemental policies, the government cannot count on the private

sector using the sam *gap filling model in response to changes in government

long term care coverage. Because the nature of long term care policies

dictates that premiums be set as much as twenty years In advance of expected

benefit use, our ability to adapt our policies if the government reduces or

otherwise changes long term care benefits is limited greatly.

He in the private sector realize that the lack of information related to

morbidity, mortality, utilization, and institutional capacity, create

Inevitable uncertainty as to what benefits the government can or should

sustain over time. In addition to these uncertainties, the government faces

fiscal pressures separate and ?part from the cost of this program which could

well create pressures to modify waiting periods or possibly other benefit

changes. For example, this could lead to a situation where someone could

purchase a two year private policy only to find, when they need benefits, that

there is a three year waiting period for government benefits.

This raises a fundamental question of whether the best basis for dividing

responsibility between the public and private sectors is a universal

government program with significant cost sharing or whether coordination

should be based on each sector assuming responsibility for a defined segment

of the population.

How can Dublic benefits best be financed and administered? A third area for

debate is the best way to finance and administer a new federal ,long te m care

insurance program.
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catastrophic legislation inclwfts a Provision that requires bemfictaries be

*ifted as to of what Medicare will and will not cover. &j4pe this will

be helpful to beneficiaries.

4) Data Collecti2n. Finally, we believe the federal government should

continue to encourage the collection and availability of cost and utilization

data on long term care services. He are pleased that Blue Cross and Blue

Shield organization representatives were included in an HHS Task Force which

met last year to study how we should gather and organize data on long term

care. These data are critical in order to develop effective and sustainable

programs with realistic premiums.

He are confident that, with the needed government support, the private sector

can increase significantly the number of Deople protected against the cost of

long term care needs. However, we also know that the private sector can not

address the needs of all segments of the population. Individuals already 85

years old, people already suffering from chronic illneis, and the low income

generally will not be able to enter the private long term care market. He

believe that these groups will need to be a primary responsibility of the

federal government.

Comments on S. 2305

S. 2305 would promote a public-private approach to long term care protection.

The bill would expand Medicare coverage to include nursing home benefits after

a two year exclusionary period, home care after an annual deductible and a 20

percent beneficiary co-pay, and respite care up to $1,000.

The proposal also would establish tax incentives to encourage the development

of private long term care products. The intent is that private insurance

would cover the two year waiting period prior to government benefits becoming

effective. The tax incentives would include: classifying long term care

products as accident and health insurance for purposes of the tax bill,

providing an individual tax deduction for long term care premiums, and

allowing employers to provide long term-care insurance as part of a cafeteria

_plan.
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Me believe that the basic financing concept of S. 2305 - budget neutrality --

is a sound one. In today's fiscal environment, major new programs need to be

matched with the revenues to sustain such commitments. Multi-source revenue

bases and earmarked taxes, such as provided by S. 2305, are essential.

He are concerned, however, about the extent of premium financing from elderly

persons that may be required by S. 2305. Given the difficulty of estimating

current and especially future costs. it is possible that beneficiaries will be

financing an even larger proportion of the program than currently

anticipated.

Although the proposal is silent on the question of whether the new Part B

premium amount would be mandatory or voluntary, there are considerations to

either approach. Mandatory Part B premium increases are problematic given the

projected expense of Medicare's basic benefits and recently added catastrophic

coverage. The supplemental premium for the proposed long term care coverage

could lead to a decrease in participation in Part B. On the other hand, a

voluntary premium would increase the risk that only those who anticipated

using the benefits would participate in the program. If so, the premiums for

those participating would be extremely high -- to the point of being

unaffordable unless heavily subsidized.

Conclusion

In conclusion, we endorse the basic concept of S. 2305 -- a public-private

partnership -- as the most promising approach to developing a much-needed long

term care system for protecting the nation's 30 million. He strongly support

the tax provisions of S. 2305 and urge that they be adopted at the earliest

possible date. Me believe that more discussion and analysis is necessary to

determine whether those who need long term care are best served by an

entitlement program that uses a waiting period/deductible approach or an

approach that focuses federal dollars on those who do not have access to

private programs. However, I am confident that further joint exploration of

this can lead to a public-private partnership. He look forward to continuing

discussions and to working with the Committee.

- -,
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PREPARED STATEMENT OF PAUL WILLGING

Mr. Chairman and Members of the Committee%

I am Paul Willging, Exeoutive Vice President of tb% American

Health Care Association (AHCA), the largest association representing

America's long term care providers. As an association that

represents over 9,000 nursing homes which provide care for about

950,000 nursing home patients each day, AHCA is pleased to have

the opportunity to comment on S. 2305, the Long-Term Care Assistance

Act of 1988.

Mr. Chairman, we applaud you for your leadership incdeveloping

a public-private sector answer to the difficult question of

long term health care. Your series of hearings will bring much

needed attention to the failure of current programs to meet

long term needs and to the hardships which individuals and families

face in the event of needing long term care.

We strongly support your proposal to provide for expanded.

Medicare coverage of long term care after a long deductible

period, at the same time encouraging the development of. private

long term care insurance. It is clear that the cost of providing

more adequately for our elderly's long term care needs is so

great that it can not be borne by either the private sector,

or the public sector, alone. We feel that your "stop-loss"

proposal is a responsible solution that balances individual

and family responsibility with appropriate governmental assistance.

I think it is fitting, Mr. Chairman, that you turn Congressional

attention to the issue of long term care today, after the recent

culmination of the catastrophic conference that focuses solely

on protection against acute health care expenses. The so-called

catastrophic legislation provides limited benefit at significant
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expense to Medicare beneficiaries, but leaves the aged exposed

to their greatest health oars risk -- paying for nursing home

care.

From the elderly's perspective, their primary out-of-pocket

expense is for long term care, which is more than the combined

personal expense of hospital and physician care. In fact, almost

82 percent of out-of-pocket costs for elderly persons who incur

catastrophic medical expenses is spent on nursing home care.

We hope that enactment of a long term financing plan will be

the next giant step that Congress takes to close the last major

hole in the elderly's health safety net.

We must begin to make improvements in long term care financing

not only for the present, but for the future, as well. Every

demographic trend shows that the need for long term care will

only increase. Life expectancy has improved so that today's

65 year-olds can expect to reach an average age of 81. By the

year 2000, the number of Americanj over the age of 85 will have

doubled. Although advances in medical science and technology

have been successful in prolonging life, there have not been

comparable breakthroughs in thf chronic disabilities associated

with old age. Nursing home utilization among those age 85 and

over remains 14 times the rate for those age 65-74. In short,

the elderly are not only getting older, but "sicker" with multiple

and more debilitating limitations.

The lack of insurance and personal resources will continue

to force individuals to risk financial devastation in the event

of long term care. Huch attention has been given to improvements

in the economic status of the elderly, in general. While this

development shows the potential for long term care insurance

4 and other private financing arrangements, the improvement is



263

far from uniform, and many will be unable to afford long term

care when they need it. Almost by definition, aging is associated

with declining financial status due to depleting resources.

Clearly, there is a lack of comprehension on the part of

many individuals about the financial risk they run in the event

that they need long term care. Unfortunately, most elderly

erroneously believe Medicare will pay for nursing home care.

However, Medicare coverage is almost totally restricted to acute

episodes of care, and private insurance coverage has been extremely

limited. Of the nation's nursing hose expenses, Medicare covers

leas than two percent, and private Insurance less than one percent.

The reality is that personal savings are the first line

of long term care defense. But for most nursing home patients,

their savings seldom last as long as the care is needed. For

example, it has been projected that about one-half of the approx-

iuatiy 12 ~~llin9 1drky__persona who will be admitted to

nursing homes in 1988 will have out-of-pocket expenses greater

than $5,000 for their stay, and over 10 percent will have personal

expenditures of over $50,000.

Medicaid, by default, is the major public payor for nursing

home expenses as individuals, once institutionalized, exhaust

their financial resources. Approximately one-third of our population

would be impoverished after only 13 weeks in a nursing home.

Two-thirds of our elderly would exhaust their financial resources

within the first year of a nursing home stay. Once institutional-

ized, such individuals seldom return to the community even

if their condition improves, because of lack of personal resources-

and the difficulty associated with readmitting a Medicaid patient

to a nursing home. Medicaid, originally intended to protect

the poor, perversely forces impoverishment, thus ensuring dependency

on public assistance.
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Changes must be made to provide protection for those needing

long term care as well as to encourage the elderly to purchase

long term care insurance. Your approach, Mr. Chairman, would

address both needs. S. 2305 would expand Medicare to cover

nursing home care after a two-year deductible, during which

the individual is responsible for his or her care. Such an

exclusionary period would create strong incentives for individuals

to purchase long term care insurance to cover the deductible.

Insurance companies would have a defined period of risk -- leading

to lower-priced insurance premiums that would be affordable

to a greater proportion of the elderly. We feel this bill would

provide for appropriate cooperation between the public and private

sectors to better address the elderly's long term care needs.

From the perspective of nursing home care providers, there

are several other points that we feel should be addressed in

any 1ypeof-long-tera--c r--fl&hOing-plan .. ...

Preserve krena for Private Pay Patient

We have great concerns about other long term care financing

proposals, such as Senator Ted Kennedy's OLifeCarew plan, whica

would provide first-dollar coverage of nursing home care with

no deductible or copayment. This concept would result in nearly

complete federalization of long term health care, which would

drain the federal budget as well as eliminate the legitimate

role that the private sector should play in the financing solution.

First-dollar coverage would be prohibitively expensive and unneces-

sary, and would likely create a massive woodworkingm effect

that would generate increased utilization -- a particular concern

with long term care since the majority of care is provided by

families and informal caregivers.
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Large segments of our population can -- and should -- provide

for their own future needs. The two-year deductible in your

proposal, Mr. Chairman, is a reasonable exclusionary period

which will provide a needed incentive for individuals to purchase

private long term care insurance. Private insurance offers

these individuals a promising, but largely untapped, alternative

to spending their assets and impoverishing themselves to pay

for their long term care needs. As you have pointed out, however,

the success of this approach depends on the response of the

private long term care industry and its ability to design and

market affordable insurance policies.

Appropriate Rate-setting for Providers

We feel that any reimbursement system used for long term

care providers must be adequate to ensure that providers can

provide quality care. We must avoid the problems inherent in

many state Medicaid programs in which nursing home rates are

more a function of state budgetary pressures, rather than a

reflection of the cost of providing adequate care.

We do have concerns about your reimbursement language,

Mr. Chairman, that makes reference to regional Ifee schedules'

for nursing homes that we feel could imply a flat rate payment

system. We strongly support a prospective payment system that

recognizes the needs of the patient and the legitimate costs

incurred by facilities In providing care. AHCA has been very

supportive of prospective payments for nursing home services;

we have worked toward expanding prospective reimbursement that

Is available under current law for certified skilled nursing

facilities that provide fewer than 1,500 Medicare patient days.

We would urge that language be included in your bill that would

direct the Secretary to devise a prospective payment plan, with

input from the industry, that would provide for appropriate

variations based on patient needs, historical cost structures,

and regional wage rates.
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Designated Funding Souroe-for LTC Benefits

We support the creation of a separate trust fund that would

be created in S. 2305, to be funded by a combination of an increase

in Part B premiums, the lifting of the income cap subject to

the 1.45 percent Medicare tax, and an Increase in estate and

iqheritanoe taxes. A sound, designated funding source is critical

to avoid the need for future financing from general federal

revenues. We recognize that final cost estimates have not been

formulated for S. 2305; however, we note your commitment to

maintaining budget neutrality. We feel the concept of a payroll

tax is in keeping with the notion that this new Medicare expansion

should transform our federal long term care financing system

to a social insurance program, rather than a welfare program.

Allow Supplementation for Ion-oovered Services

We also fee- that clarification needs to be made in the

legislation that individuals may purchase additional services

In a nursing facility that may not be covered under the Medicare

reimbursement rate. This issue was addressed recently in the

nursing home reform legislation included in the Omnibus Recon-

ciliation Act of 1987. The Congress, in its wisdom, explicitly

clarified that facilities may charge residents for items and

services requested and received that are not covered by the

state Medicaid plan. We suggest that similar language be included

in S. 2305 that would allow Medicare beneficiaries to purchase

additional services over and beyond what the Medicare program

may reimburse.

nhano Consumer Protection in LTC Insurance Karket

Although, private long term care insurance has been severely

underutilimed, it in important to note that in a relatively
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short period of tine the number of insurance companies selling

long term care insurance has reached over seventy and the number

of policies in force exceeds one-half million -- double that

of Just two years ago.

Many state legislatures have been active in ensuring quality

long term care Insurance products. Seventeen states are considering

proposals to establish minimum standards for long term care

insurance. Last year, ten states adopted versions of the National

Association of Insurance Commissioners' (NAIC) model law, and

another nine are expected to do so.this year.

In response to research, consumer surveys, provider input

and the NAIC recommendations, many insurers have modified their

policies and are offering more flexible benefits along the long

term care continuum. Restrictions, such as prior hospitalization

requirements, are being removed in policies With time and additional

market experience. However, we feel that it is important for

Congress to avoid the pitfalls of the early days of Hedigap

insurance development and to work now to protect the purchasers

of private long term care insurance from abusive marketing prac-

tices. We support legislation promoted by Senator Durenberger

to establish a program of voluntary certification of long term

oars insurance policies which will enhance consumer protection

and confidence in this emerging insurance field.

Bnaot Federal Incentives to Purchase LTC Insurance

Despite progress in the development of private long tera

care insurance, a number of properly targeted tax clarifications

and incentives could accelerate the development of long term

care products. These Include:
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* Allowing the deductibility of insurance reserves and

related investment earnings;

* Applying the same tax status to long term care products

as now exists for health Insurance premiums and benefits;

* Offering tax credits for the purchase of long term care

coverage;

* Allowing the inclusion of long term care benefits in

.- oafotoriaw plans; and

* Eliminating the restrictions on the prefunding of retiree

health benefits.

Additionally, state Medicaid programs offer significant

potential for creativity in the development of long term care

partnerships between the public sector a~d private insurance.

Pilot programs to allow-states to purchase and design long term

care Insurance packages for their Medicaid recipients are currently

under way in several states, and their outcomes should be carefully

studied formore extensive application.

In closing, Mr. Chairman, we salute your foresight in the

introduction of your long term care financing proposal. AHCA

looks forward to the opportunity to work with the members and

staff of the Senate Finance Committee to better address the

long term care needs of our elderly.
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THE HONORABLE PETE WILSON
UNITED STATES SENATOR (R-CA)

MR. CHAIRMAN,

THANK YOU FOR GRANTING ME THE OPPORTUNITY TO
ADDRESS YOUR DISTINGUISHED SUBCOMMITTEE. THIS APRIL, WHEN
YOU INTRODUCED S. 2305, I HEARD YOU SAY THAT YOU HOPED TO
BEGIN A NATIONAL DIALOGUE ON THE DELIVERY AND FINANCING OF
LONG TERM CARE. I WANT TO PARTICIPATE ACTIVELY IN THIS
DIALOGUE AND IN THE PROCESS OF REFORMING THE WAY OUR
COUNTRY APPROACHES ENSURING ACCESS TO LONG TERM CARE.

THESE HEARINGS, ON YOUR LONG TERM CARE BILL, HAVE
ENORMOUS SIGNIFICANCE TO THE WHOLE OF CONGRESS, ESPECIALLY

AFTER THE HOUSE VOTE ON THE PEPPER BILL LAST WEEK. DEFEAT
OF THE PEPPER BILL CONFIRMS THAT CONGRESS STILL HAS GRAVE

RESERVATIONS ABOUT COMMITTING SUBSTANTIAL FEDERAL FUNDS TO
FINANCE A FURTHER EXPANSION OF MEDICARE. MOST MEMBERS

AGREE THAT CONGRESS CAN FIND VIABLE SOLUTIONS TO THIS
PROBLEM WITHOUT IMPOSING WHAT THEY CONSIDER UNREALISTIC
NEW EXPENDITURES UPON THE FEDERAL GOVERNMENT OR UPON THOSE

WHO PAY FOR MEDICARE COVERAGE.

DESPITE THE HARD, CAREFUL WORK WHICH WENT INTO

YOUR BILL AND THE MANY FINE PROVISIONS, I BELIEVE THAT THE

COST ALONE WILL MAKE IT UNPASSABLE DURING THIS 100TH

CONGRESS. BUT THAT DOES NOT MEAN THAT CONGRESS CANNOT AND
WILL NOT PASS SOME TYPE OF MORE TARGETED LONG TERM CARE

BILL THIS YEAR AS WE CONTINUE TO WRESTLE WITH THE
COMPLEXITIES OF COMPREHENSIVE BILLS SUCH AS YOURS.

EVERYONE IN THIS ROOM KNOWS THE URGENCY OF
FINDING WAYS TO MAKE AFFORDABLE, QUALITY LONG TERM CARE

COVERAGE AVAILABLE TO THE MANY AMERICANS WHO NEED IT.
MEDICARE PAYS ONLY 2% OF NURSING HOME EXPENSES AND PRIVATE

-- INSURANCE COVERS ONLY 1%. THAT MEANS THAT MEDICAID AND
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UNINSURED INDIVIDUALS NOW MUST STRUGGLE TO COVER THE
MAJORITY OF THE FINANCIAL BURDEN THAT LONG TERM CARE MAKES
NECESSARY.

EVERY TIME I GO HOME TO CALIFORNIA, I HEAR THE
STORIES OF ANXIETY AND FEAR. WORKING INDIVIDUALS WORRY
THAT WITHOUT AFFORDABLE LONG TERM CARE INSURANCE THEY MUST
SAVE ENOUGH MONEY TO TRY TO PROTECT THEMSELVES AGAINST THE
EVENTUAL ENORMOUS COSTS OF LONG TERM CARE. RETIRED
ELDERLY WHO STILL LIVE INDEPENDENT LIVES AGONIZE THAT THEY
WILL LOSE EVERYTHING THEY HAVE WORKED FOR BECAUSE THEY
CANNOT AFFORD THE HIGH RATES OF PRIVATE INSURANCE. AND
MANY ELDERLY NOW IN NURSING HOMES, LIVE IN ANXIETY AND
FEAR AS THEY. SPEND DOWN THEIR SAVINGS AND RISK BECOMING

IMPOVERISHED.

WHILE CONGRESS LABORS OVER HOW TO HELP THOSE
INDIVIDUALS SUFFERING RIGHT NOW BECAUSE THEY DID NOT HAVE
THE OPPORTUNITY TO PLAN AHEAD FOR THEIR LONG TERM CARE
NEEDS, WE CAN DO A GREAT DEAL TO MAKE SURE THAT TODAY'S
WORKERS AND PERHAPS EVEN TODAY'S INDEPENDENT RETIREES DO
NOT FIND THEMSELVES IN THE SAME AWFUL SITUATION AS THEY
GROW OLDER. I HAVE SEEN MANY INTERESTING PROPOSALS WHICH
WOULD ENCOURAGE PRIVATE INSURANCE COMPANIES AND EMPLOYERS
TO OFFER QUALITY LONG TERM CARE COVERAGE. THE FINEST IDEA
I HAVE SEEN THUS FAR CAME FROM THE OFFICE OF PERSONNEL

MANAGEMENT. SENATORS DOLE, DURENBERGER AND I HAVE SINCE
DRAFTED AND INTRODUCED LEGISLATION, S.1738, BASED ON OPM'S
PROPOSAL. I HOPE TO ADD OTHER DISTINGUISHED MEMBERS OF( THIS COMMITTEE AS COSPONSORS OF S.1738.

OPM PROPOSES TO OFFER OPTIONAL NURSING HOME AND
HOME HEALTH CARE COVERAGE TO FEDERAL EMPLOYEES WHO WANT

IT. SIMPLY STATED, WHEN A YOUNG BREADWINNER SELECTS AMONG
EMPLOYER-OFFERED BENEFIT OPTIONS, HE OR SHE MOST LIKELY
WILL BUY LIFE INSURANCE, DETERMINED TO PROVIDE SECURITY TO

A YOUNG FAMILY. BUT, ONCE THE CHILDREN HAVE GROWN UP AND
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BECOME INDEPENDENT, THAT FEDERAL EMPLOYEE BEGINS TO WORRY
ABOUT HIS OR HER OWN INDEPENDENCE IN OLD AGE, AND ABOUT
BECOMING A BURDEN TO THOSE CHILDREN.

OPM'S PLAN ALLOWS ALL FEDERAL EMPLOYEES
- REGARDLESS OF THEIR HEALTH STATUS, WHO HAVE REACHED THE

- --AGE OF 50 AND PARTICIPATED IN THE LIFE INSURANCE PROGRAM
FOR 10 YEARS, TO CONVERT THEIR LIFE INSURANCE TO LONG TERM
CARE INSURANCE AT NO ADDITIONAL EXPENSE TO THE FEDERAL
GOVERNMENT. SINCE LONG TERM CARE INSURANCE COSTS MORE
THAN LIFE INSURANCE, THE EMPLOYEE WOULD HAVE TO PAY A
SMALL ADDITIONAL PREMIUM (ABOUT $11.00 PER PAY PERIOD).
BUT, THE FEDERAL GOVERNMENT WOULD REDIRECT THE
CONTRIBUTION IT NORMALLY MAKES TOWARD THE EMPLOYEE'S LIFE
INSURANCE, TO INSURANCE FOR LONG-TERM CARE. THESE TWO
SOURCES PLUS THE RESERVES IN THE EMPLOYEES LIFE INSURANCE
FUND WOULD PAY FOR THE NEW BENEFIT AND KEEP PREMIUM COSTS
DOWN. OPM WOULD ALSO MAKE COVERAGE AVAILABLE TO SPOUSES,
ALTHOUGH THE EMPLOYEE WOULD HAVE TO PAY THE FULL COST OF
THE PREMIUM.

A POOL OF 3.1 MILLION ACTIVE FEDERAL WORKERS

OFFERS A TEMPTING INCENTIVE FOR INSURANCE CARRIERS TO
DEVELOP A COMPETITIVE-LONG TERM-CARE INSURANCE PROGRAM.
TO DATE, ONLY ABOUT 423,000 LONG-TERM CARE INSURANCE
POLICIES HAVE BEEN SOLD. 90% OF FEDERAL EMPLOYEES
PARTICIPATE IN OPM'S LIFE INSURANCE PROGRAM AND 655,-000
IMMEDIATELY WOULD BE ELIGIBLE WHEN S. 1738 BECOMES LAW.
THIS PROPOSAL ALONE COULD DOUBLE THE NUMBER OF PEOPLE IN

THIS COUNTRY WHO CURRENTLY HOLD LONG TERM CARE COVERAGE.

JUST AS IMPORTANTLY, BY TAKING THE LEAD TO CREATE
A MARKET IN THIS AREA, THE FEDERAL GOVERNMENT CAN CREATE A

_LONG-TE.M CARE "DOMINO EFFECT." WITH MORE .iSURANCE
CARRIERS ENTERING THE MARKET, EXISTING PROGRAMS WILL
EXPAND TO OFFER COMPETITIVE SERVICES AND AS A RESULT OF
THAT, PRICES WILL FALL. THE FALL IN PRICES PRESUMABLY
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LOCAL GOVERNMENTS TO OFFER A LONG TERM CARE INSURANCE
BENEFIT PLAN AND FOR INDIVIDUALS TO PURCHASE THEIR OWN
PRIVATE COVERAGE.

CURRENTLY, PRIVATE LONG TERM CARE INSURANCE DOES
NOT PLAY A BIGGER ROLE BECAUSE MOST INDIVIDUALS AND
EMPLOYERS CANNOT AFFORD THE HIGH COST OF THE PREMIUMS. AS
TWO OF TODAY'S PANELISTS, ALICE RIVLIN AND JOSHUA WEINER,
POINT OUT IN THEIR EXCELLENT NEW BOOK, CARING FOR THE
DISABLED ELDERLYs

boll "GROUP INSURANCE ESPECIALLY GEARED TO THE
NONELDERLY POPULATION WOULD POTENTIALLY ADDRESS
THE4R PROERT.MS O HIGH Ce'ST AD D -ADV r R-RSE SELECTION.

PREMIUMS SHOULD BE LOWER IN EMPLOYER-BASED GROUP
POLICIES BECAUSE... PEOPLE WOULD BE ABLE TO

CONTRIBUTE OVER THEIR ENTIRE WORKING CAREERS,
ALLOWING RESERVES TO BUILD."

PLANS SUCH AS OPM'S, WILL MAKE LONG TERM CARE INSURANCE
AVAILABLE TO THE MIDDLE CLASS AND TAKE IT OUT OF THE REALM

OF A BENEFIT ONLY AVAILABLE TO THE WEALTHY.

CURRENTLY, CONGRESS DOES NOT HAVE A CONCRETE
UNDERSTANDING OF HOW FAR THE PRIVATE SECTOR CAN GO TO MEET
FUTURE LONG TERM CARE NEEDS. IT'S DIFFICULT TO DECIDE
WHAT ROLE THE FEDERAL GOVERNMENT MUST PLAY IN FILLING IN
THE GAPS BEFORE THE PRIVATE SECTOR HAS DEVELOPED ITS

POTENTIAL.

MR. CHAIRMAN, IN YOUR BILL, YOU CREATE A
PUBLIC/PRIVATE PARTNERSHIP IN MEETING THE NATION'S NEED
FOR LONG TERM HEALTH CARE INSURANCE. .THE VOTE ON THE
PEPPER BILL SIGNALED THAT CONGRESS HESITATES THIS YEAR TO
MOVE AHEAD IN DEFINING TAE, PUBLIC SIDE OF THAT

PARTNERSHIP. BUT, I BELIEVE MEMBERS ARE READY TO
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DOES JUST THAT. THE DATA THAT WILL RESULT FROM INCREASED

PRIVATE SECTOR ACTIVITY IN THIS AREA WILL BE INVALUABLE AS
CONGRESS CONSIDERS MORE COMPREHENSIVE PROPOSALS IN THE . .. .
FUTURE.

THANK YOU AGAIN MR. CHAIRMAN FOR THE OPPORTUNITY
TO SPEAK ON A SUBJECT OF SUCH CRITICAL IMPORTANCE. I LOOK
FORWARD TO WORKING WITH YOU TO DEVELOP A NATIONAL POLICY

ON LONG TERM CARE.

PETE WILSON cow. _"1

to.,."- sm,.ct ,o:.::.,LSft( 4A tate tac .............flIIILUVLBLwg pIfl3Lt. n: € -tq

WASHINGTON. DC 205 10

_________________October E j jR S

Dear Colleague:

It is now estimated that Americans who reach age 65 have
a 43 percent risk of spending sometime in a nursing home during
the rest of, their lives., Yet, currently less than one percent
of the elderly have long-term care insurance. Unfortunately,
even the limited availability of l-ong-term -ca-r-e insurance is so
expensive that it is beyond the reach of most families. As
*a result, many individuals are unable to receive the care they
need or in many cases are forced to sell virtually everything
the>vown just to p&y the bills, which average about S60 a day
or 522,0C a yea.

For th s rei: 2 have introduced iegs- atc- to ma.e
lonc-tern care nursingv here and hone health care) insurance
available to soe '.7 .ilion federal workers in the hope th-:
this acotion i sci, ate erc oyers i.: .ti, pr:vae sector t,
offer their employees group coverage. Furthermore, the
extension cf "ona-tern care insurance to federal workers :
provide the ins-rance industry with valuable information tht
should encourage the growth of long-term care insurance
nationwidc .

Here's how the proposed option would work:

* When an employee reaches a minimum age of 50 with 10
years,' participation ir. the Federal E;-.-I-:oyees Government
Life Insurance Program (FEGLI) he would be given an
o;ncrrn'tr to convert tr on;-terr ca:ce insurance;

* H9 would convert a portion of the face value'of his
Basic FE-L. (c,., $25,000) ani associated resert funds
to lon2-term care insurance nk r.o16 retain a minimu-
$2,000 death benefits

I. . ' V
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*F wou'de cn-t~nue1 *n p; Lsbza,''re' 5
FEGLI premium for any amount of life insurance- remaining
and would pay an additional long-term care premium based
on his acs at conversion;

* He would receive stated dollar benefits for nursing
home or alternative home health care in accordance with
the specific long-term plan selected at the time of
conversion;

* He would be eligible to purchase coverage for his spouse
at group rates without evidence of insurability, and to
purchase additional life insurance;

" The Government would continue to pay its usual
cont-ibutions for Basic FEGLI but contributions
associated with converted life insurance would be
redirected to the long-term care option. (There is no
additional cost to the Government.)

* Premium rates and dollar benefits would rise
automatically with increases in the General Schedule
pay scale.

In addition, employees ineligible for the FEGLI
conversion, or whc for any reason do not wish to convert, could
elect thc long-term care option. Because not everyone would be
interested in long-term care insurance, participation in th
Pr'g 'o. 1 be ertr. zl•n-. 3.

Should you have any further questions, contact Bruce
Mills at 224-5422.

I hope you will join me in this effort.

Sincerely,

PETE WILSOI

, I

IF?



COMMUN I CAT I ONS

STATEMENT OF

THE AMERICAN ACADEMY OF NEUROLOGY

Mr. Chairman, the American Academy of Neurology appreciates the opportunity to

submit a statement for the record on the Chairman's bill, 8.2305, the Long Term Care

Assistance Act of 1988. We welcome the efforts you, and your colleagues on this

committee who have cosponsored this legislation, have expended In providing this forum_____

to begin a much needed national debate on how this country-both the government and

private sector - should be Involved In providing for the long term health care needs of

this nation's citizens.

TieAmerican Academy-of Neurology represents approximately 10,000 physicians

specializing In the care of patients with neurological conditions or diseases. Among these

are spinal Qord and head injury cases, neurological Impairment due to stroke, neuro-

muscular conditions such as cerebral palsy, muscular dystrophy and multiple sclerosis,

and those suffering from Alzheimer's disease - al of which necessitate a great deal of

chronic, expensive care, frequently over the life-span of the Individual, both In the home

and In Institutional settings.

Mr. Chairman, as neurologists, we know from from first hand experience In our practices

the types of long term *are needs our patients are confronted with, and those which they

have difficulty getting access to, whether due to availsbilty-problems, -or financial

constraints. We see on a daily basis the costs these Individuals and their families must

bear, both in financial terms, and In terms of meeting the physical needs of the

Individual's condition. These conditions necessitate large financial expenditures to meet

(27)
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the health-care needs butsalso cust(4al and social care. The population we care for that

has these needs Is not restricted to those over age 65. The diseases we treat, and their

debilitating effects are frequently not'diseases of the aging process. Many of those -. .

needing long term care services are children, young adults, and Individuals in the mldot of

their most productive working years.

Given our deep concern over the needs of the patients we treat, the American Academy

of Neurology has carefully examined the issue of long term care Insurance and developed

positions on what we believe long term care Insurance should cover (what services are

needed that must be made accessible), who should be eligible and how it should be paid

for and accomplished.

We welcome the CornmItte4s pers-eti-ve that the debate on long term care insurance

has just begun, and that S.2305, as currently drafted, is a core of concepts from which e

----- can begin to build a rational, valuable system to help meet our nation's long term care

needs. With that idea in mind, we will address the major provisions of the Mitchell bill,

pointing out those areas where we are In agreement with the proposals as drafted, and

those where we find the need for a continued debate, and fine-tuning of the bill's

language.

The Academy is particularly pleased to see the Inclusion of custodial care and respite

care in the coverage this bill would provide. It Is the Academy's osition that coverage

for long term health care services should include various modalities of care such as

hospital care, nursing home care, home care, respite care and day care. It is the

Academy's position that whenever possible, care should be made available in the home

situation. Incentives should be developed to conduct as much of the care -- both skilled

and unskilled -- in the home environment whenever possible, or failing that, in a nursing

home environment, such as a liscensed group .ioi-e or nursing home. It is important to

have these options available to the neurologist (and otber physicians dealing with the long

term care needs of their patients) to be able to put together a treatment and care plan

that Is best tailored to the individual's health and socild needs.

The Academy believes that there are some specific services that are necesary In the

treatment programs of many patients with neurological conditions and should be inclu' I

/
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-as covered services In any long term care Insurnce program to be made available to

persons with chronic, long term neurological Illness. These Include:

Home health care should Include such services as speech therapy, physical

therapy, and occupational therapy for those indivuls who have achievable goals

(as determined by their'physician), and there should be mechanisms available to

be able to fund their transportation needs to obtain these therapies while the

patient resides in the home situation.

* Durable medical-equipment, such as lifts, motorized wheelchairs, walkers, etc.

whka. Is extremely Important for the success of home health care programs.

-it ~ ~ ~ ; ! h Ivsta a th uieSA va.!.t- O, ctjac Should have malor roles-in

financir:g oni term care. This approach fosters personal responsibility for dealing with

the problems of Illness and aging, but also Improves the chances that those who are In

need of care will be able to obtain It. We agree with the concept that neither the public

nor the private sector can be expected to carry the full burden of paying for long term

care, and applaud the incorporation of this concept into legislation. We believe that any

. program established should prernt a variety of options to pay for long term care. These

may Include the elimination of the $45,000-a-year cap on annual wages subject to the

/ Medicare payroll tax, an increase in the basic Medicare premium, a supplemental

-. income-based premium, and a federal surtax on gifts or Inheritance of some assets, as

provided for In S. 2305. In addition, other options, such as tax credits, tax deferred

interest on Insurance premiums, medical IRAs, among others, may also be considered. We

should also be looking at ways that government can provide such options, Including the

ability of the states, and not solely the federal government to do so.

A key element of S.2305 requires a two-year exclusionary period before Medicare begins

to pay for nursing home benefits. The Academy believes that the concept of reducing

the time for which an Individual would need private Insurance to two years to help make

't affordable is a good one. However, given that the majority of nursing home stays (72

%) are under two years, we believe that the two year exclusionary period should be

reduced.

.V!
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The Academy is very concerned about the availability of long term care Insurance to

Individuals of all ages. As stated above, as neurologists who-treat chronically III persons

of all ages, we see the need for long term care insurance to be available, not Just for the

Medicare pop nation (those over 65), or those below the poverty level (as the Medicaid

buy-in would illow) but also for those individuals and families who face the costs of

chronic care without any insurance coverage to meet those costs.

We recognize that this legislation, as currently drafted does allow for a Medicaid buy-in

for those who are medically disabled and poor, or near-poor. However, we are concerned

a-ut another population of Individuals who must bear the expense of chronic illness,

without Insurance coverage. Itis frequently the case, where a family, with health

lusiuratte. through the enpoe is siluei spoh~ot.o~~n~m

debilitating chronic Illness because the health insurance does not cover the costs of such

-illnesses, or the costs reach the limits of what the policy will pay. Although the family is

not destitute (at least not yet), there Is no avenue for a family in that situation to afford

such costs. In addition, there Is no provision for the added costs of providing for child

care, due to the Inability of the III sp.juse to function independently. The burdens of such

a situation are also not strictly limited to financial ones, but fall upon family and friends.

8. 2305 as currently drafted does not address situations such as that described above, nor

that of families where a child Is the one who Is suffering from disabling, chronic illness.

The Academy believes that long term care financing should insure against the risk of

financial destitution as a result of having to pay for the care of an Individual once they

cannot function independently, for the rest of their lives. Since this legislation makes a

very good attempt at looking at ways that government and the private sector can both

meet the long term care needs of the elderly, we ask that it be expanded to ensure that

private sector Insurance coverage Is available, at an affordable rate, for thoso under 65,

or not eligible for medicaid.

The success of a Joint private and public sector approach to financing long term care will

depend on the response of the private insurance industry and its ability to design and

market affordable insurance policies. -



279

The Academy believes that safeguards must be put in place to avoid the proliferation of

policies touted as providing long term care benefits, but In actuality having so many

loopholes and exclusions as to make them useless. In May of this year, Consumer Reports

me-sai__ publitshei ,mIndepth evaluation of existing private long term care policies. Of

th, 53 policies they looked at, all were said to have at least one major flaw. Some of the

problems cited were:

Persons with pre-existing health problems were often denied coverage. This Is a

critical problem for some of the people that neurologists treat with conditions such

as Alzhelmers disease, which are progressive. Serious functional Impairment may

not occur until after many years.

The policies are expensive.

Some only cover skilled and intermediate nursing care -- not custodial care that

is commonly needed and very expensive.

• Almost three quarters of the policies required prior hospitalization before any

benefit could be provided. This is In the face of statistics that show that sixty-one

percent of patients enter nursing homes without being hospitalized.

6 Very few policies had protection against inflation, thereby eroding the value of

the policy over time. Since health care costs rise so quickly, outstripping general

inflation, we wou'4 expect this to be a serious handicap.

Another conclusion drpwn by Consumer Reports Is that the variation in policy options is

overwhelming to the average consumer, and denies the consumer the opportunity to

effectively compare the merits of alternative policies. We have seen this type of

problem before; It is not new. This Committee is well aware of the problems associated

with the provision of medigap coverage -- and the unnecessary costs exp,. "ded by the

elderly In the mistaken belief that the policy pure-ho-sedwkll provide the coverage needed.

Safeguards must be established and consumers educated as to the..Laltatlao of.

coverage. The federal government and states should play an important role In regulating

the Insurance industry to assure appropriate standards of coverage, the establishment of



280

guidelines for proper disclosure, protections against sales abuses, reg41aton of

requirements of renewal and cancellation, requirements for sufficient reserves, and the

development of beneflt/premium ratios.

One of the most critical voids that needs filling is the creation of consumer demand for

private Insurance policies. To create a truly useful and workable program to meet the

long term care needs of this nation, there needs to be a market of purchasers of the

prtvate insurance policies that we desire to proliferate. This Is an especially acute

problem for many of the neurological conditions that necessitate long term care, but are

not part of the aging process, and necessitate many, many years of care, both In the

home, and In Institutional settings. For those under 65 years of age, Incentives must be

... . In place to ensure access to long term care insurance.

The Academy believes that any legislation that comes out of this Committee should

provide for consumer education programs. Consumer education programs should

emphasize the need for pre-funding anticipated costs of long term care needs. Consumer

participation In private financing of long term care should be encouraged through a

variety of modifications to the tax law. Mechanisms should be developed to encourage

individuals to purchase long term care insurance, as well as for employers to offer such

policies as part of employee benefit packages. The Academy would support changes to S.

2305 to accomplish this goal.

In conclusion, the American Academy of Neurology believes that the sponsors of this bill

have made a very good start on the road to development of a valuable national program

to provide for the long term needs of the elderly and poor. We support the bill's emphasis

on a mix of public and private sector approaches to the financing of such care and the

inclusion of custodial and respite care as long term care needs. We encourage this

Committee to revise the bill to Include persons of all ages with chronic Illness, and to put

Into.pace provisions for consumer information programs, and quality safeguards to

regulate the desired proliferation of private long term care Insurance policies.

M-HWI-0034d
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- 'STATEMENT

of the

AMERICAN ASSOCIATION OF RETIRED PERSONS

The American Association of Retired Persons (AJRP) commends

the Chairman for his strong leadership on the issue of long-term

care. AARP is pleased that the Chairman's legislation would

begin to move the nation's long-term care system from a welfare

to an insurance-based system. We appreciate the opportunity to

comment on S.2305, The Long-Term Care Assistance Act of 1988 and

the role of private long-term care insurance. The Association's

statement for the record will focus on: (1) the need for long-

term care coverage--f2--the-potential of private insurance to

solve the problem; (3) the need for consumer protection; (4)

provisions to promote the development of private insurance; and

(5) the need for a strong public role in long-term care

financing.

The Need for Long-Term Care Coverage

Today, society in one way or another pays for the costs

of long-term care. But it does so by placing inordinate burdens

on a few individuals and their families, often robbing the family

of dignity and independence in the process.

Older people and their families are bearing the brunt of

practically all of the cost of community-based, long-term care.

The vast majority of long-term care (71%) is provided in the

community rather than in institutions. According to the 1982

National Long-Term Care Survey, nearly 3 out of 4 functionally

... _ impaired older Americans re npaids-voly unfad-- o -

care provided by families and friends, and another 21% on a

combination of support from families and paid providers. The

unpaid caregivers are usually the wives and daughters of people
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-vOtINg longtre care. Caregivers often suffer economic and

aw tfonal hardhips as a result of their role.

. )bhAn.!eR pple with chronic illnesses must rely on formal

long-term cafe services the expenses can be devastating. Nursing

home stays account for over 80% of the expenses incurred by older

people who experience very high out-of-pocket costs for health

care (over $2,000 per year).

The need for long-term care leads almost inevitably to an

unmanageable financial burden because the cost of care -- be it

in an institution or in the home -- is often enormous. Medicare

and priVate inouran ce 4 mbnd pay only A Tninu cula proportion of

nursing home costs (less than 3% in 1988). More than half of

nursing home costs are paid out of the pockets of residents and

their families. Most of the remaining costs, which average

$25,000 per year, are paid by Medicaid- because few people can

afford the expense of an extended nursing home stay.

The cost and nature of long-term care demonstrate the need

for an insurance approach based on shared risk: (L) relatively

few persons in our society need long-term care at any one time;

(2) it is difficult to predict who these individuals will be; and

(3) the lifetime risk of needing nursing home care is much higher

than most people think, e.g. estimates of the lifetime risk of

institutionalization at age 65 range from 36% to 63%. These

facts argue inherently for universal protection based on an

insurance approach to the problem, where the costs to any one

person can be small, while offering protection to all against

financial devastation.

The Potential of Private Insurance to Solve the Problem

The private long-term care insurance market is relatively,

new, and, although this market will provide a great diversity of

products to a larger number of people, we should not harbor
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unrealistic expectations about its potential. Many

uncertainties and problems remain which cast doubts on the

ability of the private market to provide adequate protection

against the risk of needing long-term care coverage.

Sufficient data- to accuratelyredict future use and costs

of long-term care services are not yet available, especially for

home care services. Current data on nursing home and home care

utilization is fragmented and incomplete. Further, insurers

must be concerned with a number of important variables such as

inflation, regulatory control of provider supply and price, and

the effects of new payment sources on the long-term care system.

The nature of this risk and how to manage it also are not

well understood. Less is known about chronic disability than

about acute care, and insurers have not yet been able to

precisely define what is being insured - what types and levels of

disability should trigger coverage. In addition, the problems of

assessing health status (knowing when benefits begin) and

controlling service use must be addressed. Insurers, like

others, appear to believe that case management is the answer.

While case management is useful for managing the delivery of

long-term care, its effectiveness as a cost control tool is still

an open question.

These uncertainties and problems cause insurers to place

significant limitations on the risks they are taking and the

coverage they offer. Thus, the policies on the market today have

restrictions and exclusions that limit their effectiveness.

Plans are generally not indexed for inflation and hence will fail

to keep up with the escalating costs of -care. For example, the

Brookings Institution's report, "Caring for the Disable Elderly"

found that if nursing home fees increase 5.8 percent per year,-a.

$50 per day indemnity benefit would have to grow to more than

$271 per day to maintain its purchasing power after thirty years.

91-983 0 - 89 - 10
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Many plans require a substantial deductible. The many policies

which still require prior hospitalization before covering a

nursing home stay can effectively deny coverage to Alzheimer's

patients and others whose need for long-term care services way

not begin with an acute care episode. Non-skilled home care is

-- infrequently covered, or a nursing home stay may be required in

order to trigger home health benefits. Often, buyers are unaware

of or do not understand the implications of these restrictions

until their claims are denied.

Perhaps most important, current long-term care insurance

policies are inaccessible to many older persons due to cost and

underwriting restrictions. -or most pviicte;-the pre ium is

determined by the age of the insured when he or she first buys

the coverage. The monthly premium for a sixty-six year old is

generally over $50; and for a seventy-six year old over $100.

Few insurers will even sell to those over eighty years of age,

and the premiums are prohibitive when coverage is availaEI .

The Brookings Institution report indicates that :a

substantial proportion of the elderly might not be able to afford

private insurance coverage and that the private sector cannot

become the dominant for'of long-term care financing.

Using the most optimistic assumptions about supply and demand,

the research found that by the years 2016-20, only 25-40 percent

of the elderly may be able to afford private long-term care

-insurance, and this insurance may account for a mere 7-12

percent of total nursing home expenditures. Additionally, this

* same amount of private coverage would have only a minimal effect

on reducing Medicaid expenditures and the number of individuals

who are impoverished by Medicaid eligibility requirements.

Additionally, even many people who could afford private

insurance might not be able to purchase it because those with

pre-existing conditions, such as Alzheimer's disease, are not
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eligible for most insurance plans. While this may be necessary

to maintain stable premiums, it leaves persons with disabilities

without any method to protect themselves from devastating long-

term care expenses.

Private long-term care insurance also faces major demand

problems for a variety of reasons. Most people seriously

underestimate the risk of needing long-term care. Further, even

those individuals who are aware of their statistical risk may

deny that they themselves would ever be confronted with a

disabling illness. Finally, many younger as well as older

persons feel they cannot afford the premiums due to competing

d6bazids on thiriesources.

While the market for long-term care insurance is limited,

there is potential for development of erployer-based, long-term

care insurance. These policies may be able to increase

affordability and availability. For example, the newer

generation of policies generally has- fewer restrictions and

provides more flexible benefit options. Protection against

future long-term care expenses can be offered at lower cost by

enrolling workers at a relatively young age. Aetna Life &

Casualty recently reported that the average age of workers

enrolling in a plan offered to its own employees was 42, and the

average age in a plan sold to Proctor and Gamble was 40. Seven

percent and 14% of the eligible workers, respectively, enrolled

in the plns. While the young age of enrollees is a hopeful

sign, the relatively low percentage of insured raises the

question of how many younger workers will take advantage of such

options.

In addition, many employers are justifia&Ay concerned about

creating new retiree health benefit liabilities when their

ability to meet current obligations is in question. Recent
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changes in accounting standards may force employers to show

these liabilities on their balance sheets. Estimates are that

companies may have to show an unfunded liability for current

retirees' health benefits of up to $85 billion.

Clearly, there are obstacles to be overcome before employer-

based coverage could become a meaningful part of the solution to

the need for long-term care coverage. And, even if these

obstacles can be overcome and a significant percentage of people

buy long-term care insurance, there will be those who are

uninsured or unable to afford coverage who will be left out of

the private insurance system and dependent on Medicaid for

protection.

Another limitation of private insurance is that insurers

have expenses that a public insurance program does not. Insurers

must advertise and market their policies. In addition, insurers

must make a profit or add to their surpluses. In comparison, the

Medicare program returns significantly more in benefits and

services for every dollar taken in than most insurers. Ninety-

eight percent of all disbursements under the hospital insurance

(HI) program went for benefit payments last year with only 1.6

percent spent on administrative expenses, according to the 1988

Annual Report of the Board of Trustees. In most cases, insurers

must return 60 cents in benefits for every dollar of earned

premiums.

The Need for Consumer Protection

Consumers must be protected from inadequate long-term care

insurance policies and misleading marketing practices. The

growth of the market suggests the need for increased state and

federal regulation of long-term care products. An important

first step toward regulation was taken this past year by the

National Association of Insurance Commissioners (NAIC), which
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developed a Model Long-Term Care Insurance Act that has been

adopted by at least 12 states. The Model Act sets state standards

for regulation of long-term care insurance and requires that

policies cover at least one year of non-acute services. This

past December, the NAIC adopted a Model Regulation designed to

implement the Act. The models continue to improve as the

insurance commissioners consider new methods of protecting

consumers.

As a result of the evolving nature of long-term care

products, the NAIC chose to focus the Act and the Regulation on

disclosure and product performance (e.g., renewability) standards

rather than on regulation of benefits. Given how little is known

about the demand for long-term care insurance and the best way to

structure protection, the decision not to regulate benefits is

understandable. Yet many insurers and agents are taking

advantage of the benefit restrictions and limitations in some

policies to mislead older persons and to sell them policies that

do not meet their needs. Many states have increased their

efforts to deal with misleading and abusive practices, but their

successes remain limited.

Because of the potential for abuse, AARP believes that

federal oversight of the long-term care insurance industry is

necessary. Federal standards could play a valuable role in

consumer protection by (1) assuring that long-term care insurance

is marketed and sold in a fair and informative manner; and (2)

eliminating certain limitations and restrictions that cause

confusion and reduce the value of policies. Some of the

standards which AARP believes would be useful follow:

(1) A long-term care policy which provides coverage for

nursing home confinement should, at minimum: (1) provide coverage

in skilled nursing and intermediate care facilities and (2)

provide coverage for all levels of care (skilled nursing care,
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intermediate care and custodial care) lawfully provided in any

state-licensed nursing home.

(2) A long-term care policy should not condition benefits

for confinement in a nursing home on a prior confinement in

another facility. A long-term care policy which provides

benefits for nursing home confinement should not condition

benefits for intermediate care or for custodial care on either

the prior receipt of skilled nursing care or intermediate care or

a prior confinement in a skilled nursing home or an intermediate

nursing facility.

(3) A long-term care policy which provides benefits for

home health care should not provide benefits only for skilled

nursing care and should not condition benefit eligibility on the

need for skilled nursing care.

(4) A long-term care policy which provides benefits for

home health care should not condition them on the prior receipt

of Medicare reimbursed home health care services or use

eligibility requirements or standards that are the same or

substantially similar to the rules and guidelines defining

eligibility for Medicare home health benefits.

(5) A long-term care policy which provides for home health

care should not condition benefits on the prior receipt of

hospital or nursing home care.

Finally, consumer education about long-term care insurance

is essential. States should provide consumers with brochures

that compare the benefits of insurance policies sold in the state

and insurers should provide clear outlines of coverage to

applicants.
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Provison t- Promote the Development of Private Insurance

S.2305 has three major provisions that could increase the

availability of private insurance: (1) permitting interft on

long-term care insurance reserves to accumulate tax-free; (2)

making long-term care insurance a non-taxable tefit for

employers; and (3) a two-year exclusionary periW for nursing

home coverage.

Permitting the interest on reserves for long-term care

policies to accumulate tax-free could reduce- premium costs

because insurers' tax burdens would decrease. This treatment is

accorded to life insurance. Many argue that long-term care

insurance should receive the same tax treatment as life insurance

because, like life insurance, an integral part of long-term care

insurance products is the accumulation of funds over time to pay

for benefits.

This approach seems desirable, especially if long-term care

insurance products can be developed that are attractive to

younger workers and their employers. Given appropriate provisions

to curb abuse, the long tax-free accumulation of interest could

substantially reduce premium costs. The Treasury Department is

examining tax treatment for long-term care insurance and its

findings should be carefully considered.

S.2305 also would give long-term care insurance the same tax

treatment that health insurance now enjoys. Thus, long-term care

insurance would become a non-taxable benefit for employees and

could become more financially attractive. This approach raises

several issues.

(1) There could be substantial tax losses. To deal with

this issue the following questions must be answered. What is the

potential tax loss? Will the tax loss be offset by cost savings

to programs such as Medicaid? Is a tax loss the most efficient

method of financing long-term care?
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from tax deductions. Should society subsidize the purchase of

long-term care insurance for those who can most easily afford it?

(3) Will providing tax advantages for long-term care

insurance lead to an additional benefit for employees or will

employers reduce essential acute care coverage when they increase

coverage for long-term care insurance?

A third provision that could lead to a higher demand for

long-term care insurance is S.2305's two year exclusionary period

that would delay nursing home coverage until a person had paid

for the first two years of care. AARP is concerned about this

provision.

Ideally, all of these individuals - and others requiring

longer nursing home stays - would have sufficient personal

resources or adequate insurance to pay for nursing home costs

during the exclusionary period. But this scenario is highly

unlikely for a number of reasons.

(1) Affordability. A significant number of elderly people

will not have the income necessary to either pay for their own

care or to purchase long-term care insurance. For example, the

populations most likely to need nursing home care - women and

the very old - are also more likely to be poor.

(2) Limited Accessibility. Many individuals will not be

able to buy long-term care policies because of underwriting

restrictions that exclude people who are likely to use services

(e.g., disabled populations).

(3) Inadequacy of long-term care insurance policies. Since

insurers are afraid of potentially large financial losses, long-
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term care policies generally have serious limitations, such as

prior-institutionalization requirements.

(4) Limited Demand. Most people seriously underestimate

their own risk of needing long-term care. Given this, they may

not see the need to purchase long-term care insurance to cover a

two year deductible.

The Need for a Strong Public Role in Long-Term Care Financing

The government must play a much stronger role in directly

financing long-term care. Neither private sector initiatives

alone nor tax-subsidized efforts can solve this problem. Thus,

while private sector activity that may develop new and innovative

mechanisms for delivering and reimbursing such care should be

encouraged, there is a need for a comprehensive public long-term

care program based on the principles of social insurance and

shared risk.

Our nation has had a long and successful tradition of

providing protection through social insurance against risks that

threaten the basic security of Americans. Social Security, for

example, has proven- effective in providing basic protection

against the risk of lost earnings due to retirement, disability,

and death. Medicare has made major strides in protecting acutely

ill older people from unmanageable health care expenses.

AARP believes that universal protection against the

financial burdens of long-term care is needed to. provide a true

"safety net" for all Americans. Thus there is a need for a public

program that provIdes basic long-term care coverage. People

could use their savings or private insurance to fill in any gaps

in coverage. Such a program must be designed to work in tandem

with private sector approaches so that private insurance products

complement the public long-term care system.
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STATEMENT OF

THE AMERICAN COLLEGE OF GASTROENTEROLOGY

Submitted by Edwin M. Cohn, MD, FACG

Mr. Chairman, the American College of Gastroenterology appreciates the opportunity to

submit a statement for the record on the Chairman's bill, 8.2305, the Long Term Care

Assistance Act of 1988. We welcome the efforts you, and your colleagues on this

committee who have cosponsored this legislation, have expended In providing this forum

to begin a much needed national debate on how this country-both the government and

private sector -- should be involved in providing for the long term health care needs of

this nation's citizens.

The ACG represents approximately 2,600 physicians specializing In the care of patients

with gastrointestinal diseases. Mr. Chairman . gastroenterologists, we know from first

hand experience in our practices the types of long term care needs many of our patients

with diseases such as portal cirrhosis, and Its complications of ascites, portal

hypertension associated with esophageal varices, hyperbilirubinemia, malnutrition; billary

cirrhosis; chronic Inflammatory bowel disease complicated by fistula formation and

maiutrition; and carcinoma of the gastrointestinal tract. We see consistently the costs

these individuals and their families must bear, both financially and the physical sacrifices

required to support a patient with a chronic illness. These conditions necessitate large

financial expenditures to maintain the needs caused by impaired health as well as the

custodial and social care. Much of these services are either unavailable to many of our

patients, or Inaccessible due to the high costs Involved. The population requiring such

overall care is not restricted to those over age 65. The diseases and their debilitating

complications are not solely diseases of the aging process. Long term care service needs

are problems found in children, young adults, and individuals In the midst of their most

productive working years.

Given our deep concern over the needs of the patients we treat, the American College of

Gastroenterology has carefully examined the Issue of long term care insurance and

developed positions on what we believe long term care Insurance should cover in regard
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to the services that are needed, and how to provide accessibility. In addition, decisions

are required to determine who should be eligible and how funding should be provided.

We welcome the Committee's perspective that the debate on long term care Insurance

has just begun, and that S.2305, as currently drafted, Is a core of concepts from which we

can begin to build a rational, valuable system to help meet our nation's long term care

needs. With that Idea In mind, we will address the major provisions of the Mitchell bill,

pointing out those areas where we are In agreement with the proposals as drafted, and

those where we find the need for a continued debate, and flne-tuning of the bill's

language.

ACG Is particularly pleased to see the inclusion of custodial care, and respite care In the

coverage this bill would provide. It is the College's position that coverage for long term

health care services should Include various modalities of care such as hospital care,

nursing home care, home care, respite care and day care. Each of these should be

available for the physician to be able to put together a treatment and care plan that is

best tailored to the individual's health and social needs. The qualifications of agencies

and Individuals that provide services to eligible patients ought to be examined and

certified. States and/or local communities should regulate this process.

ACG believes that both the public and private sectors should have major roles in

financing long term care. This approach fosters personal responsibility for dealing with

the problems of illness and aging, but also improves the chances that those who are in

need of care will be able to obtain it. We agree with the concept that neither the public

nor the private sector alone can be expected to carry the full burden of paying for long

term care, and applaud the incorporation of this concept Into legislation. We believe

that any program established should present a variety of options to pay for long term

care. Thes.! may Include the elimination of the $45,000-a-year cap on annual wages

subject to the Medicare payroll tax, an increase In the basic Medicare premium, a

supplemental Income-based premium, and a federal surtax on gifts or Inheritance of some

assets, as provided for in S. 2305. In addition, other options, such as tax credits, tax

deferred Interest on Insurance premiums, medical IRAs, among others, may also be

considered. We should also be looking at ways that government can provide such options,

Including the ability of the states, and not solely the federal government to do so.
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A key element of .2305 specifies two-year exclusionary period before Medicare begins

to pay for nursing home benefits. ACG believes that the concept of limiting the time Is

plausible (for which an Individual would need private Insurance to help make it

affordable). However, given that the majority of nursing home stays (72 %) are under

two years, we believe that the two year exclusionary period should be reduced.

The College Is very concerned about the availability of long term care insurance to

individuals of all ages. As stated above, as gastroenterologists wlio treat chronically Ill

persons of all ages, we see the need for long term care insurance to be available, not Just

for the Medicare population (those over 65), or those below the poverty level (as the

Medicaid buy-In would allow) but also for those individuals and families who face the

costs of chronic care without any Insurance coverage to meet those costs.

We recognize that this legislation, as currently drafted does allow for a Medicaid buy-in

for those who are medically disabled and poor, or near poor. However, we are concerned

about another population of individuals who must bear the expense of chronic Illness,

without adequate Insurance coverage. Frequently, a family dependent alone on the

health Insurance provided through the employer will be unable to support the costs of a

long term, debilitating chronic illness because the health insurance does not cover the

costs of such extended illnesses, and the various supportive measures that are required.

Although the family is not destitute early in the course of ilness there is no avenue for a

family In that situation to meet such ongoing costs. In addition, there is no source for

the added costs to provide for child care, when a parent is unable to provide that care.

The burdens of such a situation, with limited resources, economically and physically, by

necessity fall upon family and friends.

S. 2305 as currently drafted does not address situations such as that described above, nor

that of families where a child is the one who Is suffering from disabling, chronic illness.

ACG believes that long term care financing should Insure against the risk of financial

destitution as a result of having to pay for the care of an Individual once they cannot

function independently. Since this legislation makes a very good attempt at looking at

ways that government and the private sector can both meet the long term care needs of

the elderly, we ask that it be expanded to ensure that private sector insurance coverage

is available, at an affordable rate, for those under 65, or not eligible for medicaid.
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The success of a Joint private and public sector approach to financing long term care will

depend on the response of the private insurance Industry and its ability to design and

market affordable Insurance policies.

ACG believes that safeguards must be put in place to avoid the proliferation of policies

touted as providing long term care benefits, but in actuality having so many loopholes

and exclusions as to make them useless. In May of this year, Consumer Reports

magazine published an Indepth evaluation of existing private long term care policies. Of

the 53 policies they looked at, all were said to have at least one major flaw. Some of the

problems cited were:

Persons with pre-existing health problems were often denied coverage. If pre-

existing illness were present which did not interfere with the independence of

the individual, or cause restricted activities early In the course of the disease,

Insurance policies should not consider the individual ineligible for long term

care coverage when the advanced stages of such illness have become

manifest. At this time the ravages of the disease may be responsible for

rendering the patient Incapable of self-care and supportive care would be

required.

. The policies are expensive.

* Some only cover skilled and intermediate nursing care -- not custodial care

that is commonly needed and very expensive.

Almost three quarters of the policies required prior hospitalization before any

benefit could be provided. This is In the face of statistics that show that

sixty-one percent of patients enter nursing homes without being hospitalized.

This is frequently the case with patients gastroenterologists treat with

diseases such as chronic liver disease-with malabsorption anemia and under-

nutrition; granulomatous disease of the small bowel with stricture,

malabsorption and fistula development.

* Very few policies had protection against inflation, thereby eroding the value of

the policy over time.
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Another conclusion drawn by Consumer Reports is that the variation In policy options is

overwhelming to the average consumer, and denies the consumer the opportunity to

effectively compare the merits of alternative policies. We have seen this type of

problem before; It is not new. This Committee is well aware of the problems associated

with the provision of medigap coverage -- and the unnecessary costs expended by the

elderly In the mistaken belief that the policy purchased will provide the coverage needed.

Safeguards must be established and consumers educated as to the limitations of

coverage. The federal government and states should play an important role in regulating

the insurance industry to assure appropriate standards of coverage, the establishment of

guidelines for proper disclosure, protections against sales abuses, regulation of

requirements of renewal and cancellation, requirements for sufficient reserves, and the

development of benefit/premium ratios.

One of the most critical voids that needs filling is the creation of consumer demand for

private insurance policies. To create a truly useful and workable program to meet the

long term care needs of this nation, there needs to be a market of purchasers of the

private Insurance policies that we desire to proliferate. ACG believes that any

legislation that comes out of this Committee should provide for consumer education

programs. Consumer education programs should emphasize the necessity for pre-funding

projected costs of long term care requirements. Consumer participation in private

financing of long term care should be encouraged through a-variety of modifications to

the tax law. Mechanisms should be developed to encourage individuals to purchase long

term care Insurance, as well as for employers to offer such policies as part of employee

benefit packages. ACG would support changes to S. 2305 to accomplish this goal.

In conclusion, the American College of Gastroenterology believes that the sponsors of

this bill have made a very good start on the road to development of a valuable national

program to provide for the long term needs of the elderly and poor. We support the bill's

emphasis on a mix of public and private sector approaches to the financing of such care

and the Inclusion of custodial and respite care as long term care needs. We encourage

this Committee to revise the bill to include persons of all ages with chronic illness, and

to put into place provisions for consumer Information programs, and quality safeguards to

regulate the desired proliferation of private long term care Insurance policies.
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-WRITTEN STATEMENT

OF THE

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

The American Institute of Certified Public Accountants (AICPA)

welcomes the opportunity to provide written comments on the long-

term status of the Social Security trust fund reserves. The AICPA

has a membership of more than 260,000 CPAs. The Federal Taxation

Executive Committee has the authority to develop and communicate

positions on tax policy matters on behalf of AICPA.

The Executive Committee through its subcommittee on Tax Policy, has

had a continuing interest in the Social Security system since 1976,

when it organized a Social Security Task Force to address issues of

concern involving the system. The Federal Taxation Executive

Committee issued a Statement of Tax Policy (No. 8) in 1980 entitled

Suggested Improvements for the Social Security Retirement System.

This Statement was revised, expanded, and reissued in 1987. A copy

of the Statement is enclosed with this testimony. As described more

fully in the enclosure, the Statement advocates a change in the

philosophy of the Social Security program, with emphasis placed on

"individual equity" rather than "social adequacy." The AICPA

maintains that the "social adequacy" (income transfer) elements of

the present system should be part of the general revenues budget.

Although the focus of the Statement is on the benefit structure of

the program, these recommendations have financing implications as

well.

The Social Security program touches the lives of almost all

Americans. During 1987, approximately 128 million workers

contributed to the system and 38.1 million persons collected

retirement or disability benefits. Revenues from Social Security

taxes comprise approximately 36.8 percent of total federal

revenues, almost as much as the amount raised by individual income

taxes. While the collective effect of tax legislation in the 1980s
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has reduced individual income taxes for the period 1987-91 by $1.105

trillion, Social Security taxes have increased by $133 billion

duringg the same period of time. 1 It is noted in the Special

Analysis. Budget of the United States Government. 1989 that "[a]s a

result of the rapid rise in social insurance taxes (mainly Social

Security) and the passage of legislation reducing or eliminating

individual income taxes for many low- and moderate- income

individuals and families, millions of Americans now pay

significantly higher social insurance taxes than income taxes" [p.

B-4].

The Social Security programs have operated since their inception on

the concept of "pay-as-you-go" or "current cost" financing. Under

such a philosophy, the funds currently received are used to finance

current benefits. Trust funds serve as contingency reserves to

guard against fluctuations due to unforeseen changes in economic

conditions. The "pay-as-you-go" approach creates unique inter-

generational compacts between current beneficiaries, current

workers, and future generations of workers. In the absences of any

funded retirement system, the tax rates borne by current workers is

determined by the need for current funds and bears no direct

relationship to the amount of future benefits that these workers

will be entitled to receive. Traditionally, a fund ratio of 75

percent (9 months of benefit payments in reserve) has been

considered appropriate.

The status of the Social Security trust funds has been the subject

of legislative concern during most of this decade. During the early

1980s, it was the impending insolvency of the old-age and survivors

(retirement) fund that received much publicity. Such insolvency was

avoided by stop-gap measures uch as interfund borrowing and longer

range measures such as the Social Security Amendments of 1983.

Among the majoc provisions of the 1983 Social Security Amendments

were an increase in Social Security tax rates (reaching 7.65 percent
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for the employee and employer in 1990), an expansion of mandatory

coverage, income taxation of a portion of retirement benefits, and

an increase in the "normal" retirement age (from age 65 to 67 by the

year 2027).

During the past two years, the trust funds have again received

public attention, this time because of what might be described as

an "embarrassment of riches." The 1988 Annual Report of the Board

of Trustees of the retirement trust fund (old-age and survivors)

projects the fund to reach a fund ratio of 587 percent (531 percent

if the disability trust fund is included) by the year 2015 (under

the "intermediate" (II-B) economic assumptions). Historically, the

fund ratio has not exceeded 100 percent since the early 1970s.

Total assets of the combined retirement and disability trust funds

are projected to~reach $11.8-trillion by the year 2030 (again using

the II-B economic assumptions). This dramatic reversal in fortunes

can be attributed to sustained economic growth (in the short run)

and increases in tax rates and coverage (i.. the long run). The net

result of this build-up has been to create a quasi-funded system

rather than a true pay-as-you-go system, at least in the near term.

The report also projects that the funds will be exhausted by the

year 2048 under intermediate economic assumptions (and 2026 under

"pessimistic" economic assumptions). In other words, while it will

take 42 years to build the trust funds to their expected maximum

amount, it will take only 16 years to exhaust that reserve.

The challenge facing the Social Security program currently has been

succinctly summarized by the Government Accounting Office (GAO) in

its report Social Security Funds. Additional Measures Could More

Fully Indicate the System's Financial Condition (issued February,

1988). The GAO notes that the Social Security program faces a dual

challenge, that "[a]t the same time that the size of the trust fund

reserves is increasing, the long-term position of OASDI is becoming

less favorable." Beginning in the year 2020, the effects of the
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change in demographics of this country will begin to be evident.

The "baby boom" generation will begin retiring in significant

numbers. They will be supplanted by a smaller (relative) workforce,

the result of declining fertility rates. A retiree in the year 2030

will be supported by 2 workers, compared to 5.1 workers in 1960, and

3.8 workers in 1987. In addition, advances in medicine will extend

the average length of retirement, thereby increasing the number of

years of payments made to the average beneficiary. During the

middle part of the 21st century, significant changes will have to

be made in the Social Security program, either by way of higher

taxes on current workers or lower benefits on current retirees.

Judging from the current political influence of retired persons, it

seems reasonable to suggest that the fo-mer, rather than the

latter, course of action will likely occur.

The current debate over the impending surplus of Social Security

trust funds in the near term centers around the economic effect

such a surplus is likely to have on saving and capital markets. In

addition, the "presentation" of this surplus within the budget also

has received much debate. Some legislators have expressed concern

that large surpluses will drain money from the economy and that the

surplus could become so large that it could be used to retire the

entire federal debt. The entire federal debt would then be owed to

the Social Security trust fund, which would obviate the need for the

Treasury to issue government securities to the public. Others have

argued that the surplus should be allowed to accumulate, at least

until it reaches a fund ratio of 100 percent (around 1991), in order

to help restore public confidence in the system and to increase

national savings. Many witnesses at recent hearings have expressed

concern that keeping the surplus as part of the general budget

obscures the "true" deficit picture and will tempt Congress into

using such surpluses to subsidize other government expenditures.
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Position of the AICPA

In our Statement of Tax Policy No. 8 (Suauested Igprovements for

the Social Security Retirement System) we endorsed continuance of

the "pay-as-you-go" concept of benefit financing. We favor the

existence of a trust fund that contains a reserve of between six

and nine months of benefit payments. A "fully funded" program

would build reserves of such an enormous magnitude that there might

well be a deleterious effect on the private capital markets.

We have not, however, endorsed retention of the current benefit

structure of the Social Security program. This is an important

point, because our recommendation of a "pay-as-you-go" system is

based on significant changes in the benefit structure of the

program. The use of Social Security taxes to finance income

transfer payments to lifetime low-wage earners results in the need

for higher taxes and subjects the program to dramatic swings in fund

ratios due to demographics and economic vagaries. When retirement

benefits are not related to retirement "contributions," there may

well be a temptation by the Congress to increase benefits without a

corresponding fiscal discipline to increase taxes. The net effect

of such policies is evident when one notes the decline in the ratio

of "expected benefits" to "expected contributions" for current

workers relative to current retirees (see Tables 2.1 - 2.4 of

enclosed Statement No. 8). In fact, a married couple beginning work

in 1985 and earning at the Social Security wage and contribution

base will have to collect benefits for almost seventeen years to

recoup the expected future value of their employee-paid tax payments

at a 3 percent .eal rate of return (34 years are required to collect

both the employee and employer-paid taxes). 2 The same married

couple retiring in 1985 needs to collect benefits for only 5.5 years

to recoup their employee-paid taxes under the same assumptions. A

married couple beginning work in 1985 and each earning the

"average" annual wage needs to collect benefits for 10.5 (21) years
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to "breakeven," while the corresponding couple who retired in 1985

needs to collect benefits for only 4.8 (9.6) years.

The program changes recommended in our Statement of Tax Policy

would separate the "individual equity" aspects of the retirement

program from the "social adequacy" aspects of the program. The

"individual equity" element of the retirement system would be

funded by Social Security taxes, whereas the "social adequacy"

elements would be funded by general revenues. The other key points

recommended in the Statement can be summarized as follows:

1. The present three-tiered benefits structure should be

replaced by a level benefit structure in which benefits are

directly related to each worker's contributions to the

retirement system. An individual's total contributions

would include the retirement portion of both the employee-

and employer-paid contributions, increased by an earnings

factor that includes a real rate of return. Income transfer

payments, however determined, should be funded by federal

general revenues.

2. Settlement options selected at the time of retirement

should include (a) a joint-and-survivor annuity (for

married couples), (b) a single-life annuity, or (c) an

annuity with a guaranteed refund feature under which the

total retirement contributions (increased by a real rate of

return) would be guaranteed to either the retiree or the

estate.

3. The retirement annuity should begin at what Congress

determines to be an appropriate "normal retirement age."

4. For income tax purposes, the retirement portion of the

Social Security tax assessed against employees and self-
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employed persons should be deductible when it is paid, and

retirement benefits should be fully taxable when they are

received.

5. Coverage under Social Security should be mandatory for all

workers, with exceptions for short-term nonresident alien

workers.

6. In the event of death prior to retirement, the individual's

accumulated Social Security contribution should be paid to

the estate.

7. The concept of earnings sharing should be explored as one

means by which the contributions records of each spouse

would be determined.

We also recommend that the following additional goals be adopted in

conjunction with the suggested changes to the Social Security

program:

1. The Social Security program should be viewed as one part of

a broader national retirement income program, the other two

parts being private savings and employment-related pension

programs. The role of Social Security should be to provide

a basic floor of protection for every worker who has spent a

substantial portion of his or her working life under the

Social Security program, but not to provide the sole means

of support.

2. Congress should continue to provide incentives to promote

increased private savings and the expansion of the private

pension system.
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3. There should be a federally funded study to establish a

valid minimum income-level for retired persons and to

examine the economic implications of these recommendations.

Adoption of changes such as those advocated above will take time to

implement and transition rules will be required. During this time,

the problems of growing Social Security surpluses and growing budget

deficits will need to be addressed. We advocate the following

positions during the interim period:

1. Consistent with the individual equity philosophy of

Statement No. 8, the Social Security surplus (or deficit)

should not be part of the general budget. The Congressional

Budget Office and the Office of Management and Budget

present the following deficit projections with and without

Social Security (in billion of dollars):

19 1989 1990 19.1 1992 1993

CBO Projections

with social security 161 177 170 159 154 139

w/out social security 198 223 228 230 235 236

OMB Projections

with social security 148 138 111 86 63 39

w/out social security 184 184 169 156 143 132

Source: Senate Budget Committee Report (100-311) on Fiscal

1989 Budget Resolution (SConRes-113), as approved by

Committee March 30, 1988.

Using the Social Security surplus to mask additional deficit

spending of general revenues allows Congress the opportunity
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to postpone the exercise of restraint on government

spending or the imposition of higher taxes, either or both

of which would be necessary to reduce the deficit. The

Social Security trust funds are unique from other trust

funds (highway, etc.) because they are earmarked for future

liabilities rather than current consumption. Using Social

Security surpluses to subsidize current consumption

postpones hard decisions that need to be made now.

2. Congress should proceed with caution before it makes a

decision on the appropriate level of Social Security trust

fund reserves. Increasing benefits and/or decreasing taxes

in the short run seems to us as very short sighted. In its

report on the status of Social Security funds, the GAO

projects that a tax rate reduction to 10.8 from 12.4 percent

for 1990 and beyond would accelerate the exhaustion date of

the trust funds (OASDI only) by 25 years. A benefit

increase of 15 percent would have the same net effect.

While these two options are politically appealing, it would

seem to us that either of these actions would increase the

future tax burden of working Americans at the expense of

short term gratification. While the projected surplus under

the present system is potentially enormous, it also should

be noted that while it will take 42 years to build such a

surplus, it will take only 16 years to deplete it. If no

such surplus exists in the year 2015, the cost to the then

current workforce to fund current retirees would be so high

that it is likely that public support for the current

system would wane.

3. Most of all, Congress needs a vision for the future when

legislating change in the Social Security program. The 50

years since the Social Security program was initiated have

seen significant economic and cultural changes, e.g., the
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great increase in two income families; an extended life

span; earlier retirement (often followed by a second

career); a tremendous growth in employer provided retirement

programs; and a significant decrease in the number of

elderly people living with their children. It is not at all

clear that the Social Security system has changed

accordingly.

We agree with Dorcas Hardy, current Commissioner of the Social

Security Administration, who wrote:

My own vision of Social Security's future is seen through a

mirror to its past. The founders of the program envisioned

the system as a base upon which to build a complete package

of protection. Unfortunately, the success of the program

has led to an exaggeration of it capabilities. I believe

Social Security should get back to basics and provide a

"floor of protection" to be supplemented, not replaced, with

pensions, savings, and other investments. In sum, each

individual must take responsibility for ensuring his or her

own financially secure retirement.
3

The AICPA welcomes the opportunity to participate in the ongoing

discussions about the Social Security program, and we appreciate

the opportunity to contribute to the current debate.
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STATEMENT OF

THE AMERICAN RHEUMATISM ASSOCIATION

TO THE SENATE FINANCE COMMITTEE

The ARA appreciates the opportunity to submit a statement for the record on the

Chairman's bill, S.2305, the Long Term Care Assistance Act of 1988. We welcome the

efforts you, and your colleagues on this committee who have cosponsored this legislation,

have expended in providing this forum to begin a much needed national debate on how

this country-both the government and private sector -- should be involved in providing

for the long term health care needs of this-nation's citizens.

Mr. Chairman, the ARA Is the largest professional organization of physicians and

scientists devoted to the study and treatment of rheumatic disease. A rheumatologist is

a physician specialist who provides medical care to the patients with diseases of the

joints, muscles, and bones. Osteoarthritis, rheumatoid arthritis, gout, lupus, bursitis,

back pain, and osteoporosis represent some of the more than 100 types of rheumatic

syndromes. More than 37 million people in the United States have some form of

rheumatic disease. These disorders are a leading cause of disability and absence from

work In the United States. By special training and expertise, the rheumatologist is

uniquely qualified among physician specialists to provide care for people with rheumatic

diseases in a high quality and cost-effective manner, and to lead the team of health

professionals who assist In treating these diseases.

As rheumatologists, we know from first hand experience in our practices the types of

long term care needs people with arthritis or other rheumatic diseases have. We see on a

daily basis loss of dexterity, mobility and eventually independent functioning that

necessitates both increased support of family and friends, but hlso custodial, social, and

professional health care. Many of these services are either unavailable to arthritis

patients, or Inaccessible due to the high costs involved. The diseases we treat, and their

debilitating effects are not solely diseases of the aging process. A substantial number of

persons with rheumatic diseases Is under 65. It is not unusual for a rheumatology

practice to be made up of no more than one-third Medicare patients. A substantial

91-983 0 - 89 - 11
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number of persons with rheumatic diseases is under 65. Many of those needing long term

care services are children, young adults, and individuals in the midst of their most

productive working years.

Given our deep concern over the needs of our patients, the American Rheumatism

Association has carefully examined the issue of long term care insurance and developed

positions on what we believe such insurance should cover. Our positions address the

following Issues: 1) what types of services are needed; 2) access and eligibility

requirements; 3) payment mechanisms and insurance options.

We welcome the Committee's perspective that the debate on long term care insurance

has just begun, and that S.2305, as currently drafted, is a core of concepts from which we

can begin to build a rational, valuable system to help meet our nation's long term care

needs. With that idea in mind, we will address the major provisions of the S.2305

pointing out those areas where we are in agreement with the proposals as drafted, and

those where we find the need for a continued debate, and fine-tuning of the bill's

language.

The Role of Rheumatologists in Long Term Care

Rheumatologists have long standing expertise with both the acute and non-acute care

needs of people with rheumatic diseases. Due to the potential adverse effects of these

diseases on musculoskeletal function, we have long been Involved in leading a team of

health professionals whose goal Is to design and implement comprehensive rehabilitation

programs. We work closely with, and advise allied health professionals such as

occupational therapists, physical therapists, nurses, social workers and others, all of

whom are committed to helping the person with arthritis lead the most functionally

independent life possible. Through training and experience rheumatologists have the

skills which enable them to effectively assess therapy (type, duration, and probable

outcome),

This Involvement In the non-acute care needs of people with arthritis has led

rheumatologists to be acutely-aware of their home care needs, both medical and
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custodial. Therefore the ARA is particularly pleased to see the inclusion of custodial

care, and respite care in the coverage this bill would provide. It Is the ARA's position

that coverage for long term health care services should include hospital care, nursing

home care, home care, respite care and day care.

Assuring the Availability of Long Term Care

As stated above, as rheumatologists who treat chronically ill persons of all ages, we see

the need for long term care Insurance to be available, to all, not just for the Medicare

population or those below the poverty level (as the Medicaid buy-in would allow).

We recognize that this legislation, as currently drafted does allow for a Medicaid buy-in

for those who are medically disabled and poor, o -ter-poor. However, we are concerned

about another population of individuals who must bear the expense of chronic illness,

without long term care insurance coverage. Frequently, families who are not destitute,

or near poor (at least not yet) are faced with the high costs of caring for chronic, long

term Illness. They may be families with employer provided health insurance coverage,

but such coverage does not commonly include meeting the costs of debilitating, chronic

illness. The long term care needs are not limited to the expenses of caring for the

Individual, but often, when the individual with the disabling Illness Is the mother, with

primary responsibility for child care, there is also need for help in paying for the added

costs of providing for child care, due to the inability of the ill spouse to function

independently. (Females are more frequently affected by many rheumatic syndromes).

The burdens of such a situation are also not strictly financial, but fall upon family and

friends.

S. 2305 as currently drafted does not address situations such as that described above, nor

that of families where a child is the one who is sLffering from disabling, chronic illness.

The ARA believes that long term care financing should insure against the risk of

financial destitution as a result of having to pay for the care of an individual once they

cannot function independently. Since this legislation makes a very good attempt at

looking at ways that government and the private sector can both meet the long term care
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needs of the elderly, we ask that it be expanded to ensure that private sector Insurance

coverage Is available, at an affordable rate, for those under 65, or not eligible for

Medicaid.

Public/Private Sector Approach

The ARA believes that both th~e public and private sectors should have major roles in

financing long term care. This approach fosters personal responsibility for dealing with

the problems of illness and aging, but also improves the chances that those who are in

need of care will be able to obtain it. We agree with the concept that neither the public

nor the private sector can be expected to carry the full responsibility of paying for long

term care, and applaud the Incorporation of this concept into legislation. We believe

that any program established should present a variety of options to pay for long term

care. These may include the elimination of the $45,000-a-year cap on annual wages

subject to the Medicare payroll tax, an Increase In the basic Medicare premium, a

supplemental Income-based premium, and a federal surtax on gifts or inheritance of some

assets, as provided for in S. 2305. In addition, other options, such as tax credits, tax

deferred interest on insurance premiums, medical IRAs, among others, should also be

considered. We should also be looking at ways that government can provide such

options. State as well as federal participation should be encouraged.

A key element of S.2305 requires a two-year exclusionary period before Medicare begins

to pay for nursing home benefits. The ARA believes that the concept of reducing the

time for which an individual would need private insurance to help make It affordable Is a

good one. Given that the majority of nursing home stays (72 %) are under two years, we

believe that the two year exclusionary period should be reduced.

The Role of Private Health Insurance

The success of a joint private and public sector approach to financing long term care will

depend -on the response of the private Insurance Industry and its ability to design and

market affordable Insurance policies.
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The ARA believes that safeguards must be put In place to avoid the proliferation of

policies claiming to provide long term care benefits, but in actuality having so many

loopholes and exclusions as to make them useless. In May of this year, Consumer Reports

magazine published an indepth evaluation of existing private long term care policies. Of

the 53 policies they looked at, all were considered to have at least one major flaw. Some

of the problems cited were:

• Persons with pre-existing health problems were often denied coverage, or

waivers for pre-existing conditions were included in the policies. This is a

critical problem for people with rheumatic disorders which may be chronic and

progessive. Serious functional Impairment may not occur until after many

years. Such people would be denied benefits by these exclusionary policies.

. The policies are expensive.

• Some only cover skilled and intermediate nursing care -- not custodial care

that is commonly needed and very expensive.

Almost three quarters of the policies required prior hospitalization before any

benefit could be provided. This is in the face of statistics that show that

sixty-one percent of patients enter nursing homes without being hospitalized.

Congress, by eliminating pre-hospitalization requirements in the catastrophic

health insurance legislation has rectified this situation for current Medicare

benefits. It Is vital for private long term care insurance to also recognize

this. Patients with progressive, chronic diseases such as arthritis, do not, as a

matter of course suffer acute episodes requiring hospitalization prior to the

need for admission to a nursing home. The ARA believes that patients with

rheumatic and musculoskeletal diseases should have equal access to currently

available chronic care to meet their specific needs.

* Very few policies had protection against inflation, thereby eroding the value of

the policy over time.
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Another conclusion drawn by Consumer Reports is that the variation in policy options is

overwhelming to the average consumer, and denies the consumer the opportunity to

effectively compare the merits of alternative policies. We have seen this type of

problem before. This Committee is well aware of the problems associated with the

provision of medigap coverage -- and the unnecessary costs expended by the elderly in

the mistaken belief that the policy purchased will provide the coverage needed.

Safeguards must be established and consumers must be educated as to the limitations of

coverage. The federal government and states should play an important role in regulating

the Insurance industry to assure appropriate standards of coverage, the establishment of

guidelines for proper disclosure, protections against sales abuses, regulation of

requirements of renewal and cancellation, requirements for sufficient reserves, and the

development of benefit/premium ratios.

Creation of Consumer Demand for Private Insurance Policies

The ARA believes that any legislation that comes out of this Committee should provide

for consumer education programs. To create a truly useful and workable program to

meet the long term care needs of this nation, there needs to be a market of purchasers of

the private Insurance policies that we desire to proliferate. Consumer education

programs should emphasize the need for pre-funding anticipated costs of long term care

needs. Consumer participation in private financing of long term care should be

encouraged through a variety of modifications to the tax law. Mechanisms should be

developed to encourage individuals to purchase long term care insurance, as well as for

employers to offer such policies as part of employee benefit packages. The ARA would

support changes to S. 2305 to accomplish this goal.

In conclusion, the ARA believes that the sponsors of this bill have made an important

start on the road to development of a valuable national program to provide for the long

term needs of the elderly and poor. We support the bill's emphasis on a mix of public and

private sector approaches to the financing of such care and the inclusion of custodial and

respite care as long term care needs. We encourage this Committee to revise the bill to

Include persons of all ages with chronic illness, and to put into place provisions for

consumer information programs, and quality safeguards to regulate the desired

proliferation of private long term care insurance policies.
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TESTIMONY

of

BLUE CROSS AND BLUE SHIELD OF THE RF09R AREA

and the

FINGER LAKES L(NG TERM CARE INSURANCE COMPANY

by

HOWARD BERMAN

PRESIDENT AND CHIEF EXECUTIVE OFFICER

Thank you for the opportunity to submit a stateimet on a topic as

important as long-term care.

My name is Howard Berman. I am the president and chief executive officer

of Blue Cross and Blue Shield of the Rochester area and its subsidiary,

the Finger Lakes Long Term Care Insurance Caminy.

Our corporations have been providing health care coverage for more than 50

years. In keeping pace with consumer needs, we introduced a long-term

care insurance policy in November, 1987.

In my testimony, I will discuss our general support for S.2305. I will

also review possible criteria for qualifying long-term care policies to

receive tax-favored treatments; additional incentives to encourage groups

and individuals to purchase policies; and other possible actions the

government can take to facilitate the development and sale of long-term

care policies. My testimony concludes with a sumary of Blue Cross and

Blue Shield of the Rochester area's activity in selling long-term care

insurance.

We applaud S.2305 as the beginning of a workable solution to the long-term

care financing problem.
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In particular, we support the benefit design which includes:

- Coverage of custodial long-term care.

- Service coverage in a wide range of long-term care settings,

and most notably, care in the home.

- Coverage of home or ccmmunity-based respite care.

- Benefits paid in full when combined with beneficiary coinsurance.

- Eligibility review organizations.

As a private insurer, we agree with the contention that this bill should

promote the development of private long-term care insurance. Blue Cross

and Blue Shield of the Rochester area is committed to developing policies

that will supplement this federal plan-similar to the insurance plans

thdt private insurers developed to supplement Medicare.

WNG-TERK CARE POLICY QUALIFICATION CRITERIA

We support the definition of Oqualified long-term care insurance" in

S.2305, including the provision that long-term care insurance policies be

guaranteed renewable. However, we recoend that the definition be

expanded to include additional requirements. These are:

Policy Exclusions - Insurers should be required to provide for a

minimum of two years of care. Qualified long-term care insurance

policies should not be permitted to exclude coverage for such

conditions as Alzheimer' s Disease.

- Coverage for care in all settings - Policies should be required

to cover custodial care in all settings in which it is currently

provided. These include: state licensed nursing homes,

hospitals, hospices, adult day health care centers, and

non-institutional residences. This would allow for

responsiveness to patient preferences, as well as maximum

flexibility and cost-effectiveness in the development of

long-term care service plans.

- Inflation protection - Costs have risen significantly over the

past fifteen years. A year in a nursing home now averages
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$22,000. In another fifteen years, a year in a nursing home

could cost more than $70,000. Obviously, coverage purchased

today must have the same benefit value in the future.

"Qualified" policies should provide coverage on a service benefit

or a percentage of total expense basis. This will assure that

the consumer receives inflation protection and has full knowledge

of his copayment responsibility.

Patient advocates - Expert guidance is needed so that the

patient, family and physician work together to develop a plan of

long-term care services that takes into account all available

resources to meet a patient's individual health care needs.

Through case management, the patient advocate can monitor the

appropriateness of care plans and ensure that the needs of the

individual are continuously met. All "qualified" policies should

incorporate this type of beneficiary support.

The added features are important both to the real value of the insurance

and to Mdress the expressed needs of the elderly.

TAX INCENTIVES FOR THE PURCHASE OF LONG-TERM CARE INURANCE

While S.2305 provides a number of valuable tax incentives for the purchase

of private long-term care insurance, in order to successfully motivate

consumers to purchase policies, additional tax incentives are needed for

individuals, insurers and eployees.

For individuals, the bill should include a waiver of Medicaid spend down

requirements for holders of "qualified" policies.

For insurers, the bill should provide for the treatment for tax purposes

of "qualified" long-term care insurance plans as non-cancellable accident

and health insurance. This allows insurers to establish and build the

reserves needed to fund future long-term care liabilities on a tax-favored

basis. Reserves should be calculated using the "one-year full preliminary
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term" methodology instead of the current two year requirement. Under

current law, insurers cannot establish tax-favored status for reserves for

most types of health insurance until the policy has been in force for two

years. Allowing tax free reserve build up after one year would help

insurers to keep premiums as low as possible.

For employers, the bill should clarify that employer contributions towards

long-term care insurance premiums are a deduction from current operating

expenses.

FACILITATIVE ACTIONS

There are a number of actions which can also be taken to facilitate

private sector initiatives in developing long-term care insurance.

Provisions for the collection of long-term care data should be

incorporated into any federal legislation addressing long-term care. Data

regarding long-term care utilization patterns are essential to actuaries

rating long-term care policies and health care professionals developing

long-term care service programs. To establish a national data base, we

recammend merging of files from Medicare, state Medicaid programs, the

National Center for Health Statistics, and the National Home Care

Association among others.

Pooling statistics allows private insurers to better predict their

liabilities; this in turn should lead to more affordable private long-term

care insurance.

SUMMARY OF BLUE CROSS AND BLUE SHIELD OF THE ROCHESTER AREA ACTIVITIES

We at Blue Cross and Blue Shield of the Rochester area have been

responsive to these long-term cire issues. We are one of the pioneers in

the long-term care field and serve as a resource to organizations around

the country.

The long-term care policy we developed is different from all others

currently ayailable in the nation.
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The Blue Cross and Blue Shield of the Rochester area policy covers

custodial care - the service that is in greatest demand and which is not

covered by acute care programs such as Medicare. Coverage is provided in

a wide range of settings -- adult day health care centers, nursing homes

and most importantly, in the home. Entitlement is based on an evaluation

of cognitive and behavioral impairments as well as activities of daily

living. Importantly, custodial care, regardless of its level of

intensity, is covered. This means that custodial care provided in a

skilled nursing facility, if needed, is a covered benefit.

The policy offers direct admissions to the care settings. In other words,

no prior hospitalization is required for a nursing home stay and no prior

nursing home stay is required for home care or adult day health care.

The program provides trained professionals to work with the individual and

their families in developing an appropriate plan of care. These patient

advocates help make arrangements for obtaining needed services. Because

they can identify alternatives to nursing home care, they can help the

policyholder remain at home, in familiar and psychologically comfortable

surroundings when that plan of care is adequate.

The policy also provides coverage for "Respite Care,' so that family

caregivers can have up to 14 days of time off each year.

Additionally, the policy allows for retirement planning through variable

payments terms, including 10 year and 20 year paid up options.

Protection against inflation is provided automatically. Blue Cross and

Blue Shield of the Rochester area pays 75 percent of the cost of services

-- not a fixed dollar amount. People have asked us: 'hat about the 25

percent policyholder copayment?" Our estimates indicate that this

copayment can be paid using the Social Security benefits which an

individual receives. Thus, the person's assets will be left, for the most

part, Jmtact.
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To qualify for the policy, a person must be in reasonably good health for

theirAeje. Applicants must pass a medical screening test in order to be

accepted. Once an applicant has been approved and has purchased the

policy, their long-term care services are guaranteed. We do not exclude

coverage for specific medical conditions, such as Alzheimer's disease.

We believe we have developed a long-term care policy that addresses

several of the major concerns of the elderly: it provides coverage for

care, which might otherwise impoverish them; it provides assistance in

obtaining care, so they aren't faced with making these important decisions

alone; and it provides coverage for alternatives to nursing home care,

eliminating their concern of having to leave the familiar surroundings of

their home.

While introducing such an innovative long-term care program is very

gratifying, we are not resting on what we have done. We are in the

process of developing a group insurance approach with local employers. A

second generation of long-term care insurance offerings is also on our

drawing board.

We acknowledge that no one has all the solutions to the financing of

long-term care. Questions remain ... dealing with those currently ill and

whether they can be grandfathered into new benefit packages. We applaud

the introduction of S.2305 for it not only represents thoughtful and

realistic progress on this issue but it also sets the stage for continuing

discussion of how the public and private sector can forge ahead in a

partnership to:

- Educate concerned individuals to the needs of the elderly ... the

frail elderly as well as the sick. Unfortunately, the public

perceives that Medicare and the recent catastrophic amendments

offer long-term care protection; this misunderstanding must be

corrected.

- Provide a source of insurance for the cost of long-term health

care.
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- Develop/implement methods to finance prolonged care.

- Assure access to and availability of long-term care services.

We must be flexible, innovative and responsive to a constantly changing

long-term care environment. It is with this understanding that we support

what you have done and call upon others to join you and us in settling

this frontier in the financing of health care services.

91-983 0 - 89 - 12
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TESTIMONY OF THE H0OO&BLI BILL GRAOISOH

BEFORE THE

HEALTH SUBCOMMITTEE OF THE SENATE COMNITTEE QW FINANCE

HEARING ON LONG-TERM CARE

Mr. Chairman, I want to congratulate you for conducting this

hearing today and for the leadership you have showR in developing

ideas in the area of long-term care. Survey after survey have

shown that elderly Americans live in dread of becoming

chronically Ill and requiring the kind of support in daily living

which only a nursing home or significant formal or informal home

health care can provide. The elderly are afraid of the cost of

this care but more particularly of the implications of losing

control over their own lives. It is tragic in our society that

all too often they must lose that control and lose their dignity

as well.

Mr. Chairman, you have one of the most significant proposals

on the table expanding Medicare to cover long-term care.

Currently, there are over 50 bills from the House and Senate with

varying public and private sector initiatives.

It appears the Congress has a great interest in moving in

this area. But as we have learned over the years with medicare,

social insurance is a complicated area and requires a great deal

of work to structure appropriately. It has taken us over a year

to develop the catastrophic legislation which truly enhances the

insurance protection value of medicare. We cannot take the move

to long-term care lightly. It will take time -- probably more

time even than catastrophic -- to do it right.

I mention the need for this extensive effort because I know

my colleague in the House, Representative Pepper, who is

testifying today, will argue for his bill, H.R. 3436, which will

be considered by the full House in the next few weeks. To be
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blunt, this bill has a lot of problems and I hope my colleagues

in the House will send it back to the committees of jurisdiction

rather than pass it on the floor.

I have a great deal of respect for Mr. Pepper and know how

committed he is to long-term care for the elderly, but in this

case, his proposal falls short. First, his bill is a home health

bill and ignores nursing home coverage. Although they clearly

are aware of the need for health care in the home, I think most

elderly probably fear even more the prospects of $22-25,000 a

year expenditures for nursing home care. Research has indicated

that home care can make significant differences in the quality of

life for the chronically ill, but it will not prevent very many

home admissions. It is not, experts agree, a substitute for

nursing home care.

Second, the Pepper bill approach ignores the catastrophic

principal. Rather, it provides first dollar coverage for

benefits. We have seen in the other entitlements under medicare

-- Parts A and B -- the dilemma we face when we take a first

dollar approach versus catastrophic. Also, this approach,

particularly as it is carried over to the nursing home side,

would place all the cost on the federal treasury and foreclose

incentives for the elderly to fund their needs through private

insurance or savings.

Since the Social Security Amendments of 1983, the Congress

has moved toward the principle that those who benefit should

share the cost of these benefits. The medicare catastrophic bill

goes even further than the social security amendments. In the

catastrophic bill, the elderly pay for their new benefits and the

financing is geared significantly to income so that those who can

afford the cost pay more. Clearly, we as a society have to

protect the poor and near poor but those who have the ability to
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pay ought to do so. That principle is ignored in the approach

taken by Mr. Pepper.

Finally, I understand that the Pepper bill is considered

budget neutral. This is true to the extent that as revenues fall

short, the Secretary of Health and Human Services has the

authority to reduce the payments to providers or apply cost

sharing. The Congressional Budget Office estimates of the Pepper

bill indicate that in 1993, the bill will fall more than

$500 million short so that the Secretary would have to take some

action. Presumably, in the years beyond those for which CBO can

project, the growth in the benefit would continue to be even

greater than the expansion of revenues so that either the

benefits would suffer significantly or Congress would be forced

to find other funding sources to sustain the level of benefits.

This is no way to start out a new program. The Congress

needs to address long-term care and I believe that process has

begun in the appropriate fashion. Senator Mitchell, your bill is

an important part of that process. Mr. Pepper's bill can be

also, but it needs first to go through the rigors of hearings and

committee action and consideration of alternatives. From this

process will come the kind of program in long-term care that we

can live with and that will truly provide protection from what

the elderly fear the most.



323

STATEMENT

Submitted by

The National Association of Rehabilitation Facilities

Mr. Chairman:

This statement is submitted on behalf of the National Association
of Rehabilitation Facilities. NARF is the national organization
of community-based rehabilitation facilities serving over 600,000
persons with disabilities annually. Our membership includes
freestanding rehabilitation hospitals, rehabilitation units of
general hospitals, comprehensive outpatient rehabilitation facil-
ities, home health agencies, skilled nursing facilities, transi-
tional living centers and vocational facilities. Most, if not
all, of our medical membership participate in the Medicare and
Medicaid programs.

We commend the Chairman for introducing S.2305, the Long-Term
Care Assistance Act of 1988, and its recognition of the need for
long-term care assistance for many of the nation's elderly. This
statement addresses general concerns regarding long-term care and
makes some specific comments regarding S.2305.

I. THE PROBLEM

Existing health coverage of an illness or injury requiring care
beyond the acute aare hospital often does not address all needs
for rehabilitation services. While the majority of Americans
have some form of health insurance, this coverage is often
limited, in terms of maximum dollar expenditures and/or limited
in the scope or coverage of services. A patient requiring reha-
bilitation may exhaust this insurance coverage or the policy may
exclude rehabilitation. In either event the patient is faced
with the financial responsibility for the services and, if unable
to pay, the facility is faced with the grim decision of providing
the services free at a reduced rate or not providing them. From
a recent survey of NARF members, we have found that the vast
majority, primarily the non-profit respondents, experience an
average 5% charity care and 4% bad debts out of their total
annual budgets, but under increasingly more stringent financial
circumstances.

The Committee has heard ample testimony on the demographics
facing this nation. People are simply living longer. Twenty
percent of the population will be over 85 years old by the year
2010. As noted in the recent report, Caring for the Disabled
Elderly, Who Will Pay?, most older people ri-aiin--physically

ctive an&-apable or-caring for themselves. Only one-quarter of
Americans over age 65 in 1985 (6.3 million) were disabled. Of
this group, 2.6 million were severely disabled. However, the
prevalence of disability increases considerably with age.

Another group in need of long-term care services are the non-
elderly with disabilities who comprise a large percentage of this
nation's 36 million persons with disabilities. As medical tech-
nology has increased the ability to save lives, the issue then
becomes what quality of life and with what dignity will these
people be able to live it. For the young who incur disabilities
and who then become old, as well as older people with disabili-
ties, the need for long-term care occurs long before age 65, 75,
or 85.
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The Committee also has heard extensive coverage in its hearings
held in 1987 on the problems of the existing Federal programs and
lack of coverage of long-term care services and long-term care
rehabilitation services. Since that time the Secretary of HHS's
Task Force on Long-Term Health Care Policies has issued its
report and the Brookings Institution has issued its new extensive
report, all- focused on the issue of how to provide long-term
care. These studies highlight several features. They are:

1. The elderly and non-elderly disabled prefer to remain in their
own homes as long as possible and be cared for by relatives.
Only about 21% of the disabled elderly were in nursing homes
in 1985.

2. The vast majority, nearly 90% according to Brookings, of those
who are not in nursing homes, received assistance from rela-
tives and friends sometimes supplemented by paid services.
Studies have shown that usually these caregivers are female--
the wives, daughters, or daughters-in-law. The personal,
emotional and financial costs to the family and other friends
and relatives in making this care is sometimes astronomical.

NARF's testimony last year highlighted the problems that exist
with respect to rehabilitation coverage under commercial health
insurance a.i well as the basic lack of coverage under Medicare
and Medicaid. we noted the series carried by The Washington Post
on the experience of a Virginia family when the- 20 year old son
was in an automobile accident and suffered severe head injuries.
These series of articles highlighted the emotion, time and money
which a family experiences when a member suffers a catastrophic
illness and will probably require long-term care. Frequently, if
not inevitably, the people who need the care are not able to get
it because there is no one to pay for it.

The first objective in the area of long-term care is to avoid it.
The nation's focus should be on reducing dependency and allowing
people to maintain themselves in their own homes. In many cases,
rehabilitation is the key for doing this. Therefore, in looking
at the requirements for long-term care, NARF recommends that this
Committee first look at providing adequate rehabilitation serv-
ices as a way of avoiding permanent custodial costs.

II. MEDICAL REHABILITATION AND THE LONG-TERN REHABILITATION
PATIENT

The goals of rehabilitation is to restore patients I.o their opti-
mal functioning and thereby reduce dependency. Nonetheless, many
rehabilitation patients, particularly (but not exclusively) the
elderly, require continuing care services following or in support
of the care' rendered in rehabilitation facilities. Rehabilita-
tion facilities and professionals often face very hard choices in
dealing with the needs of their patients because they need long-
term rehabilitation services and, because of the lack of coverage
for such services. Current proposals on long-term care begin to
address this issue.

Rehabilitation facilities and professionals serve people suffer-
ing from major illnesses or the results of accidents. For
example, there are over 10,000 people with spinal cord injuries
per year and the majority are the result of automobile accidents.
There are between 700,000 and 900,000 head-injured people per
year of v.hich at least 10% (70,000) are considered severely
traumatically brain injured. Of these over approximately 50% are
the result of automobile accidents.

Rehabilitation specialists also treat the elderly who suffer from
strokes, arthritis, hip fractures, heart attacks, pulmonary and
cardiovascular diseases, and neurological and musculoskeletal
diseases. These individuals require extensive services both from
the time of the injury or illness, frequently through outpatient
care, home health, adult day health care, residential living care
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and, in some cases, continued support on a daily basis. These
programs have significant costs attached to them. As a result,
facility administrators and financial officers face the personal,
emotional, and financial trauma that occurs when our existing
health care payment system does not help these special patients.
These patients include the elderly, as well as non-elderly with
disabilities.

Rehabilitation integrates medical and social services. There are
over 500 rehabilitation hospitals and units, 150 comprehensive
outpatient rehabilitation facilities, 900 rehabilitation agencies
and other outpatient providers and numerous home health agencies
providing rehabilitation services throughout the country.

The primary function of such facilities is to provide diagnosis
and treatment of patients for specified medical conditions both
surgical and non-surgical. The average length of stay in a reha-
bilitation hospital or unit is longer than in the acute care
setting because the objective is restoration of impaired
functions which follow serious disease or injury. The ultimate
objective of rehabilitation is functional independence. Once a
patient is released, many require outpatient and home care
services. Rehabilitation can minimize the need for institution-
ally based long-term care, although some people with disabilities
require continuing institutionalization when home and community
care is inadequate.

While the emotional benefit of personal independence may not be
measured in dollars, psychological, physical and financial inde-
pendence can. Recent studies of rehabilitation patients who are
medically and vocationally rehabilitated show that for every
federal dollar invested, the person's earnings increases $10 per
hour. Cost studies of stroke rehabilitation also show consider-
able return on the investment in services. A person who is not
rehabilitated costs $92,736 in 1980 dollars more to support than
a rehabilitated patient living at home. The average cost for a
stroke rehabilitation program is $8,000 to $11,500 in 1980
dollars. This results in average savings of $81,250 to $84,740
again in 1980 dollars. More recent studies by the Health Insur-
ance Association of America show that for every $1 spent on
rehabilitation, $11 was saved in other benefits that would have
been paid. Also, an INA study in 1981 concluded that in long-
term disability- cases, for every $1 spent on rehabilitation $17
is saved. Rehabilitation thus should be a cornerstone of a
long-term care policy.

III. RECOMMENDATIONS

NARF commends this Committee and the Chairman for moving away
from the institutional bias for long-term care services. NARF
supports having services that can be delivered at home or through
community-based organizations such as rehabilitation facilities,
thereby allowing people to live in as independent a setting as
possible. This is simply the more preferable alternative for
most individuals. To this end, NARF has the following specific
comments on S.2305 and general comments.

A. S.2305

NARF commends the Chairman for the considerable effort involved
in drafting the bill. Our specific comments follow:

1. Section 101, page 8, we recommend adding "transferring to tub
and/or shower" to the list of activities of daily living that
would be examined to determine if someone is eligible to re-
ceive chronic home care services. Rehabilitation profession-
als have considerable experience in conducting rehabilitation
evaluations which focus on assessing an individual's ability
to perform activities of daily living. Included in the
typical evaluation is an evaluation of the individual's
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ability to transfer in and out of the tub and toilet, usually
a very hazardous area.

2. NARF appreciates the interest in a managed care approach,
however, caution that it not be used solely to contain costs.
The current experience of rehabilitation facilities with many
HMO plans is that they simply do not provide coverage for
rehabilitation services although generally required to do so.
The individual is left in a dependent state, and constantly
readmitted to the hospital setting for more acute care. This
is short-sighted.

3. NARF would recommend that before an individual is deemed to
be eligible for chronic nursing home services (Section 102,
pages 24-25) that in the eligibility section (page 24), the
individual be fully evaluated by rehabilitation professionals
for rehabilitation potential. Each person referred for
chronic nursing home services would have a rehabilitation
evaluation prior to placement for such services. Early reha-
bilitation can prevent or at a minimum reduce long-term care
needs, thereby either preventing placement in a nursing home
and dependency in areas of activities of daily living or
improving the level of functioning in activities of daily
living and reducing the need for certain services once in the
nursing home.

We would also recommend that a similar change be made for the
Medicaid program. Such an evaluation may prove to be a great
cost saving under the proposed S.2305 for states which are
spending close to 45% of their Medicaid dollars for nursing
home care. if an individual is deemed to have rehabilitation
potential he/she should then be referred to the appropriate
rehabilitation facility, hospital or unit to receive a
comprehensive rehabilitation program.

4. In Section 301, pages 73-74, pertaining to long-term care
insurance, NARF concurs that long-term care services must
recognize the role that rehabilitation plays in the
prevention of disabilities as well as maintenance of current
health status. We also concur with the definition of those
facilities that are qualified to participate.

5. In Section 301, page 75, for the definition of "chronically-
ill individual" we recommend adding locomotion (by walking or
wheelchair), communication and possibly cognition to the list
of activities. If a person is not able to communicate, he or
she usually needs assistance in making his or her needs known
to the outside world. Additionally, if a person is cogni-
tively impaired, personal safety and ability to make
judgments regarding personal safety may likewise be consider-
ably impaired.

B. General Comments

Several guidelines should be included in any final proposal:

1. The objective of any long-term care program should be to allow
the disabled elderly or non-elderly disabled to continue to
live a life of dignity and at the highest quality with an
emphasis on independence, autonomy aasd responsibility.

2. Support from the family and other informal systems should be
encouraged but not pushed beyond reasonable limits. For
example, the health of an overburdened family member should
not be Jeopardized.

3. Benefits should cover a comprehensive, defined spectrum of
appropriate medical, including rehabilitation, and social
services, both institutional and community- or home-based,
without financial bias in any direction.
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must be ensured with protection for the patient against being
given substandard care as part of an effort to control costs.

5. A health data base should be established for each participant.
Each person should have initial and periodically reviewed
multidisciplinary evaluation of medical and functional status,
i.e., abilities to perform all tasks of daily living at the
time of application for benefits to help in determining
eligibility, therapy and placement.

6. Financing must be adequate to the task. Good long-term care,
like good short-term care, will not be cheap. Inadequate
funding will kill the program. It should be based on risk
pooling through a combination of insurace and taxation, as
well as an appropriate amount of cost sharing by the patient
or family.

C. Coverage

Any final bill reported by the Committee should recognize and
cover the complete spectrum of the patient's long-term rehabili-
tation needs. People who do not receive such services deteri-
orate and often end up being readmitted to a hospital or a
nursing home. This is simply a waste of time, tax payer or
insurance money if, with a bit of foresight, such a situation can
be prevented. This continuum of coverage should be in addition
to rather than in replacement of existing benefits and not used
as a trade-off for or limitation on other benefits. Such
benefits should assume coverage of services offered under Part A
and Part B of Medicare as a starting point for the basic package
of rehabilitation services.

In addition the bill should provide for the long-term care needs
of rehabilitation patients by expanding services such as respite,
adult day, home health aide, and psychosocial rehabilitation
services. NARF members who currently run adult day rehabilita-
tion programs note the cost of such programs is a considerable
savings over the cost of a skilled nursing facility ($58,400
average versus $12,500 in New York City) -- almost a five to one
savings. We also would urge the Committee to look into such
issues as nutrition, transportation, and housing, particularly
for the non-elderly with disabilities. Finally, existing exclu-
sions in commercial insurance for rehabilitation services or
rehabilitation sites should be eliminated. S.2305 starts in this
direction.

D. Populations

Any final recommendation from the Committee should assure cover-
age of the long-term care needs for all populations including the
non-disabled elderly and elderly, as well as the potential
long-term care needs of the poor, working poor, unemployed and
employed.

E. Financing mechanisms

The major stumbling block in the discussion of how to provide
needed services, is how to finance them without impoverishing the
Federal Government, private insurers, estates, and individuals.

NARF believes that a combined public and private sector approach
is the most reasoned one. This is contemplated in part in the
Brookings study. It does have the draw back, however, of being
economically determined, usually by income and/or employment
status.
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if public financing is to b e addressed in addition to the discus-
sion on tax incentives and premium., MARf would recommend adding
excise or use taxes. For example, MKS' Secretary Bowen in his
proposal has suggested that catastrophic health insurance be
required of anyone registering a motor vehicle. We would suggest
that a true definition of catastrophic health needs and expenses
includes long-term care needs and that other sources of financing
be examined. motor vehicle accidents are highly correlated with
injuries such as spinal cord and head injuries, known to result
frequently in long-term care needs. Perhaps there eould be an
increase in the gasoline tax with a percentage dedicated to
reducing the deficit ard another percentage of the tax dedicated
to a fund to pay for the long-term rehabilitation needs of those
suffering from the results of car accidents.

To the extent Congress takes legislative action, to stimulateprivate long-term care insurance, NARF would recommend that the
egislation provide for the establishment of standards relative
to the clear statement of benefits covered and excluded. 5.2305
is a step in this direction.
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Comments - Submitted to: The Health Subcoxmittee of the Senate Finance
Ccrmittee

By: Coissioner Sandra S. Gardebring
Mimesota Department of Human Services

Minnesota has long enjoyed a reputation as an innovator in the area
of loalg term care for our elderly citizens. As our population ages
and the number of elderly needing long term care services increases,
costs will rise accordingly. We are concerned about the fiscal
impact of this trend on state and federal budgets. One of the few
alternatives that can ease this burden is private or government
sponsored insurance coverage for long term care. Current research by
Brookings/ICF indicates that by the year 2018 private insurance ray
be affordable by 26 - 45 percent of the elderly, may account for 7 -
12 percent of total nursing hame expenditures and way reduce Mechcaid
costs by only 2 - 5 percent. Clearly private insurance is only a
partial answer to funding long term care.

Various forms of long term care insurance have been marketed in
conjunction with "Medigap" policies for a number of years. The
biggest problem with these policies is that they have paid for very
little care. This is mainly because of language in the policies that
ties the insurance coverage to the Medicare definitions of skilled
nursing care which are extremely stringent and exclude certain types
of illness and/or require hospitalization prior to nursing home
admission. Furthermore, such policies have provided little if any
services in the policy holder's own home.

The recently passed catastrophic health care bill eased some of
these restrictions, but even after these changes, Medicare will pay
for relatively little of the high cost of long term care for our
elderly citizens.

Private long term care insurance is beyond the financial means of
many of those elderly who need it most. Therefore, we believe that
ultimately a national publicly financed long term care insurance
strategy should be pursued.

The financial risk of long term care should be pooled across a
broader population, not just those who are currently using long term
care services. This is one of the many positive features of S.
2305.
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Although S. 2305 goes a long way toward addressing the above issues,
I do have a number of concerns about this legislation:

1. The two year exclusionary period and 30% copayment are
still beyond the means of a large portion of our current
population using long term care services.

2. The effect of this proposal on state medicaid expenditures
is at present unclear. However, given the two year
exclusionary period and the 30% copayment, it appears that
there will still be the need for significant medical
assistance funding by individual states. It is imperative
that the current federal financial participation rate be
maintained for the ongoing Medicaid expenditures for
nursing home care if this new program is implemented.

Minnesota has a strong camrnitment to quality long term care
services for all its' citizens. We have demonstrated this
by our high level of financial support for long term care
services. Any new program must be designed keeping in mind
the fact that state governments have a very limited
ability to absorb any incremental increase in costs that
may result from the implementation of new federal program.
States that have demonstrated a willingness to provide
quality services should not be "penalized" financially for
being on the vanguard of meeting the long term care needs
of their senior citizens.

3. At present, there are 50 states and 50 different systems
for setting provider payment rates. How payment rates
would be established under the bill is unclear. Careful
consideration must be given to the systems that exist
because each state approaches the process differently based
on their own labor costs and policy objectives. Minnesota
did extensive research and expended significant resources
developing a case mix system that has been used as a model
in other states. It is important that these innovative
system which both target resources and control costs,
continue in the future.

4. State administration of long term care services is another
subject that must be addressed. The proposal presented,
gave no indication of what the role of the state would be
if this bill is passed. States have been the major actors
in the long term care field, filling the void created by
absence of a true national policy. The valuable experience
that states have in administering long term care programs
and policies should not be wasted. We feel it is vital
that states maintain control of program administration.
This would insure that the needs of our elderly are met at
a reasonable cost.
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5. A very important provision of this bill is that it does
support the use of private long term care insurance as a
method of paying for care during the exclusionary period.
This could provide a continued incentive for the purchase
of private long term care insurance and may reduce the
burden on the Medicaid program during the exclusionary
period for certain individuals. However, it appears that
this bill will function in many instances as a stop loss
program for insurers. Given the high copayment and lengthy
exclusionary period, it is likely that those individuals
with the greatest need will receive few if any of the
benefits available under this program.

In addition, many long term care insurance products do not
meet minimum standards required to truly protect consumers
even in the first two years of need. It is my belief that
the following are essential criteria of any long term care
insurance product designed to cover long term care, if the
policy is to be effective for the consumer, and in reducing
state and federal long term care costs:

a. No hospitalization requirement.
b. Reasonable deductibles.
c. Premiums that are affordable to persons on a fixed

income.
d. Coverage for home care.
e. Coverage should be indexed for inflation.

Until these elements are addressed as part of every long
term care insurance policy, Medicaid will continue to be a
major payor for those who fall through the cracks dur
the exclusionary period.

There is a great deal of research being conducted on the best design
for a publicly financed national long term care insurance system by
organizations such as the American Association of Retired Persons
(A.A.R.P.) and the Villers foundation. These efforts may result in
additional approaches which should be considered in solving this very
important problem.

This legislation provides an excellent opportunity to begin
discussion. However, I feel that we should further explore the
A.A.R.P./Villers proposals now being developed if we are going to
make substantial progress toward eliminating impoverishment of the
elderly. We look forward to continued debate about how best to
finance long term care services to our elderly arfd disabled
citizens.
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STATEMENT OF
FORMER CONGRESSMAN JAMES ROOSEVELT

CHAIRMAN OF

THE NATIONAL COMMITTEE TO PRESERVE

SOCIAL SECURITY AND MEDICARE

My name is James Roosevelt and, as chairman of the National Committee to

Preserve Social Security and Medicare, I represent more than five million seniors

with a deep, vested interest in long-term care. Our members are prolific writers, and

remind us daily through their powerful and often devastating letters about the

catastrophic flaws in our health care system.

Mr. Chairman, on behalf of the National Committee's members, I want to

commend you on your leadership in setting forth a constructive legislative proposal

to address the needs of seniors who experience the catastrophic cost of long-term

illness. Comprehensive coverage which includes home health care, respite services

and institutional care makes S. 2305 a far-reaching and important instrument for

shaping a long-term care policy for this nation.

I hope S. 2305 will receive prompt and positive attention from your

colleagues in Congress. The sooner S. 2305 passes, the sooner people such as 84-year

old Carrie Moore of Rome, Georgia, and her 86-year-old sister who suffers from

Alzheimer's disease will receive long-term care. Ms. Moore writes: "More than two

years ago I took (my sister) into my home to protect her from the severe winter

weather... She must not be alone more than ten minutes - doctor's orders. She has

to be bathed, dresssed and led to bed. Often I am awake all night and sleep only

while she naps a bit during the day. On February 23, as I rushed to complete the

early morning chores, I fell and cracked an ankle bone... I must pay a volunteer to

live in and care for us. The drain on my dwindling savings seems awful; but what

can I do? We can adjust to a handful of crackers and a glass of milk for a meal; but

medicine doesn't come cheap."

Another example of the desperate need for long-term care is a 76-year-old

man, Mr. Michael DeLoia from Hopedale, Massachusetts, who is caring for his 69-

year old wife, a stroke victim: "The stroke blew a hole in her brain the size of a

quarter, but after six months in a nursing home I had her brought home. I gave up

my salesman's job just to care and watch over her; now I have been caring for her
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for 12 years. I had Medicare, but that wasn't enough and I spent all my life's savings

to do all I could to help her recover... I need help to care for her. We live on a

Social Security pension."

If unable to finish work on your complete bill this year, we would urge you to

take a first step by passing a bill with home health care and respite care services. The

House will soon consider long-term home health care legislation introduced by

Representative Claude Pepper. This legislation, which in many ways is similar to

the home care component of your legislation, has been introduced in the Senate by

Senator Simon, an original cosponsor of your bill. This nation's current long-term

care policy has a strong institutional bias. As a result, the nursing home industry is

much more developed than the home health care industry. Putting a long-term

home health care component into place first will make home health care more

available to seniors who would prefer to stay at home.

PART ONE: BENEFITS

Care Management

Clearly, one of this country's most compelling social goals is to establish a

comprehensive, coordinated policy on long-term care. S. 2305 points the way

towards that goal by providing for Medicare coverage of an array of long-term care

benefits coordinated through a system of care management. An effective care

management system serves as a "gateway" to assure that only needed services are

provided and that beneficiaries do not experience any gaps in services. The

National Committee endorses the care management component of S. 2305 and

recommends a further development and integration of this component of the

legislation to reduce the bureaucratic layers and make the long-term care services

more effective.

It is wise cost control to limit potential conflicts of interest by separating

providers of direct services from care managers. The National Committee is

concerned, however, that your legislation leaves room for the creation of separate

structures for eligibility review and care management when ideally they should be

integrated. Two structures not only establish another layer of bureaucracy for

teniors to face, but also create an artificial division between the process of assessing

an individual's needs to determine his eligibility and developing and managing a

care plan based on that assessment. Another important benefit of combining
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eligibility determination and care management is that the eligibility decision would

be based on a face-to-face multidisciplinary assessment rather than a paper review.

In addition, the National Committee recommends that you clarify that

beneficiaries begin to receive care management as soon as a potential need for long-

term care services is identified, even at the acute care stage. The need for care

management should certainly be identified as part of the hospital discharge process.

Care management should integrate current Medicare benefits for acute care with the

proposed new long-term care benefits to eliminate gaps in coverage.

, Another, more financial, reason for initiating care management and

determining eligibility early is to establish that out-of-pocket long-term care costs

would be Medicare-approved and apply towards the deductibles and be covered by

private insurance. If an individual has no insurance and cannot afford to pay for

long-term care, the care manager can also assist in applying for Medicaid or

identifying other services or resources.

While other long-term care bills base eligibility primarily on the need for

assistance in a number of activities of daily living (ADL), your legislation expands

and refines the eligibility criteria to take into account individuals with dementia.

Clearly, many individuals in the early and middle stages of Alzheimer's disease

would not meet the ADL deficiency criteria and, yet, their families are in real need

of assistance. Studies of families with dementia patients indicate the families'

perceptions of their burden decreased over a two year span, even though the disease

progressed and the patients' problems occurred as often as before. S. 2305 allows the

family to get respite during the early stages when they are subject to severe stress.

The National Committee specifically endorses this provision.

It is estimated that between 100,000 and 200,000 children in need of long-term

catastrophic care would not be covered under S. 2305. The National Committee

recommends including children under S. 2305, because doing so would follow the

general principle that Social Security and Medicare insure workers and their

families for risks against which the private sector does not protect. The need for

long-term care is not age-related, so excluding children from coverage would

undermine the political support for the broad-based financing which is needed to

finance long-term care.
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Eligibility requirements in S. 2305 which limit the respite benefit to family

members living with the disabled person should be expanded to apply to all primary

caregivers. Between 80 and 90 percent of long-term care is provided by family and

friends who have their own personal needs and family responsibilities. The 1982

Informal Caregiver Survey of the National Long-Term Care Survey found that 26

percent of the 2.2 million caregivers in this country did not live with the disabled

person. Yet we know, it can be just as exhausting for a caregiver to run between his

or her own home and the home of the disabled person several times a day to make

sure that adequate care is provided.

This situation was powerfully illustrated in a recent nationwide video

teleconference on "Aging in America: Dignity or Despair." At 250 sites across the

country, 50,000 people watched a documentary of a young woman who spends all

her waking hours away from her own family taking care of her father in his home.

At night, after a long day at work, her brother relieves her so that she can go home

to her young children and husband. This family would greatly benefit from respite

care, but would not be eligible under your bill because they maintain separate

addresses. This restriction in your bill is unnecessary, because the already strict

requirement for care would prevent overutilization. A person with two or more

deficiencies in daily living, by definition, requires caregivers whether or not they

actually live under the same roof.

Deductibles and Copayments

The National Committee is concerned that the deductibles and copayments

for the home health and nursing home benefit are much too high for many seniors.

One must question how many seniors will actually benefit from the nursing home

reimbursement which requires a two-year waiting period. Well-publicized studies

released by the House Select Committee on Aging found that almost half of couples

with one spouse in a nursing home reach poverty within 13 weeks and around 80

percent of couples do so within one year. About 70 percent of individuals reach

poverty within 13 weeks of a nursing home stay and more than 95 percent of singles

go broke within one year. Few people have $50,000 life-time savings - - yet they'd

need that much to pay the cost of a two-year stay in a nursing home, prior to the

time Medicare would begin to reimburse nursing home care. The cost of private

insurance would also be expensive. Considering the above, the National

Committee believes that the waiting period should be no longer than a year.
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We also urge you to allow families to supplement the home care benefit with

their own resources if the dependent senior needs more care than permitted under

the home care cost containment cap. The current Medicare home health benefit

does not allow private supplementation.

At the same time, we applaud the Chairman for protecting seniors from the

additional out-of-pocket cost resulting from balance billing. S. 2305 requires that cost

of services be set according to a fee schedule which eliminates the serious problem

of providers charging beneficiaries large sums in addition to the copayment. This

removes the fear and unpredictability of balance billing which this year alone is

estimated to cost seniors $3 billion.

PART TWO: INTEGRATION WITH PRIVATE INSURANCE

The National Committee endorses the concept of a public/private

partnership providing protection from a catastrophic long-term illness. However,

the success of your legislation in providing adequate protection for long-term care

depends on insurance companies offering affordable policies to cover the

deductibles and copayments envisioned in your legislation. Without affordable

private insurance, the vast majority of seniors could not handle the nursing home

deductible without going bankrupt, thereby defeating one of the main purposes of

this legislation.

The Brookings Institution estimates that 70 percent of the elderly could afford

a currently available private insurance policy covering the two year nursing home

deductible without spending more than five percent of their income. Another 12

percent of seniors have incomes below the poverty line, and under your legislation,

would be covered by Medicaid. This leaves another 18 percent of.seniors -- 4.8

million -- who would still have inadequate coverage for a long-term care illness.

The policy that Brookings used in its study cost $470 a year in premiums at

age 65, but it did not provide indexed benefits and had many restrictions. The Social

Security Administration (SSA) has estimated tbat a fully indexed policy, without all

the exclusions of currently available policies, would cost $647 a year. Less than 50

percent of seniors could afford this. The National Committee would prefer a

waiting period at shorter duration so that 80 to 90 percent of seniors could afford

private insurance. Annual premiums for a one year policy would be $362 a year

according to SSA. Such a policy would be affordable for seniors with incomes over

$7,500 a year.



337

While the largest out-of-pocket costs would be related to the deductible and

copayment for nursing home care, your legislation envisions additional deductibles

and copayments for the home health and respite care component. It is not clear that

private insurance companies would offer policies to pay these deductibles and

copayments. In testimony to the Ways and Means Health Subcommittee last year,

the Brookings Institution warned that insurers try to protect themselves from

increased demand and utilization by using high deductibles and by limiting

coverage to nursing home care. If this proves to be true, the National Committee

would urge you to eliminate the deductibles and copayments for home health care

and reduce or eliminate them for respite care.

A key element to stimulating private insurance coverage is Medicare's role in

determining eligibility. As recommended in part one, Medicare will need to

determine immediately that expenses related to long-term care services are

necessary and will be applied toward the appropriate deductibles. Private insurance

coverage will be much more economical if it is also geared to Medicare-approved

long-term care services.

The National Committee supports provisions of S. 2305 which clarify the tax

treatment of long-term care insurance. Clarification of tax treatment is necessary to

stimulate private long-term care insurance. At the same time, S. 2305 should

anticipate the need for a regulatory framework to protect the consumer. A recent

Consumer Reports analysis of 53 long-term care policies pointed out serious flaws in

most of the products currently being offered on the insurance market. Many

policies have no inflation adjustment on benefits, a failure which makes such

policies almost worthless for individuals under age 60 who are not expecting to

need long-term care for years to come. Another problem is the exclusion of

Alzheimer victims in many policies. The requirement that coverage in a nursing

home has to be preceeded by a hospital stay eliminates most dementia patients as

well as other patients suffering chronic conditions not requiring acute attention.

, ome states have banned the prior hospitalization feature.

To leave the design and marketing of insurance products entirely to

insurance companies would invite abuses similar to those that occurred in the

medigap insurance industry. These abuses spurred Congress to pass the Baucus

amendment in 1980 establishing minimum coverage requirements, loss ratios and

marketing restrictions. The National Committee recommends that Congress pass

similar regulations for long-term care private insurance.
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PART THREE: FINANCING

Mr. Chairman, the National Committee wants to commend you for putting

forward a financ;- proposal consistent with social insurance financing principles.

To be affordable, the financing must be broad-based, as it is in your legislation.

Expanding on the "user fee" approach found in the pending catastrophic legislation

would have been a mistake.

Any long-term care legislation with adequate coverage will have a large price

tag, but a political consensus is developing which will accept the necessary taxes,

especially the elimination of the wage base cap on the Medicare portion of the

payroll tax. The public recognizes that a public insurance program would replace

private spending and relieve families of the emotional and financial stress.

The National Committee supports in principle the idea that seniors should

contribute to part of the cost of expanded Medicare coverage, up to 25 percent of the

cost. But if the catastrophic health insurance bill passes with 100 percent of the cost

financed by seniors, the National Committee would not support any further

increase in Medicare premiums to pay for long-term care. While S. 2305 would cost

approximately $14 billion a year, seniors could still be responsible fur another $10-15

billion a year in deductibles and copayments.. If the estate tax is increased to pay for

long-term care, a substantial portion of this revenue will be generated from assets

accumulated by seniors.

RECOMMENDATIONS

In summary, the National Committee urges you to consider the following

recommendations:

" Combine assessment, eligibility determination, development of a care plan

and care management into one service component.

" Integrate acute and long-term home health benefits by requiring assessment

and care management at the acute care stage.

" Allow supplementation of services from private funds.

" Extend coverage to disabled children.

• Reduce the two-year exclusionary period before nursing home coverage

becomes effective to no longer than one year.

" Allow the respite benefit to apply to caregivers who maintain a separate

address.
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" Require eligibility assessment at the onset of a nursing home stay.

" Assure minimum standards of long-term care private insurance policies.

* Limit beneficiaries' cost share to 25% of overall Medicare program costs

(including changes made by the catastrophic legislation).

Conclusion

Mr. Chairman, we are prepared to work with you and your staff to develop

this important legislation that would finally extend long-overdue true catastrophic

protection against the cost of long-term care. America's seniors are counting on

your leadership to find a way to meet the needs for long-term care.
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PROcER & GiMmE
LC M4 CAM ISANM PCM

Procter & Gamble (P&G) introduced a Long Term Care Irsurance Program to active
employees in the fall of 1987. By making this benefit available, the company
has provided employees a w-ty to insure against the potential significant
financial burden of long term care needs for themselves, their spouses and
parents.

The program is also currently being offered to most P&G retirees.

Description of Plan

Employees can participate in long term care through our flexible benefits
program using after-tax dollars from Ompany credits, redirected salary and/or
cash in-lieu-of vacation. Premiums can also be paid through payroll
deduction. Because the likelihood of needing long term care assistance is
higher as age increases, rates are based on age at the time of enrollment.
H ver once a person is enrolled in the program, their premium cannot be
increased based on solely age.

On January 1 following their employment date, employees can enroll themselves
and their spouses without providing evidence of good health. Once
participation is waived, employees and their spouses must provide evidence of
good health to enroll in the program. Parents of employees and employees'
spouses can enroll\within 60 days of their children's first enrollment period,
provided their children are participating in the plan. Parents must provide
evidence of good health.

The program is designed to maximize flexibility in how long term care services
can be provided, particularly in regards to home care. Home care services can
be rendered in the participant's home, any private home, a facility for the
retired or aged, an institution which provides residential or continuing care,
or an adult day care center. Also, the lifetime benefit maxinm of $109,500
can be used for any cobination of home care or care at a nursing facility,
which provides incentive to use the Home Care Services as long as possible.
Benefits for care in a nursing facility are $60 per day, and $30 per day for
home care.

Qualification to receive benefits is based on loss of functional capacity. If
a participant is unable to perform 2 out of 5 basic activities of daily living
(eating, toileting, dressing, walking or transferring) they are eligible to
receive benefits. T of functional capacity can be a result of injury,
illness or mental impairment due to a diagnosed organic condition such as
Alzheimer's Disease. Hospitalization or prior confinement in a skilled nursing
home are not necessary to qualify for any benefits provided by the Plan.

Other special provisions of the Plan include:

- tn of Premi
Should a participant die wi receiving more than 90 consecutive days of
benefits, an amount equal to the total amount of all premium payments will
be paid to the estate or premium payor.

Portability to an Individual Policy
In the event a participant is no longer eligible for P&G group coverage
(e.g., termination, death of employee, divorce of spouse), the insurance
company offers the opportunity to continue coverage in a commnity-rated
plan.

Extended Ten of Coveram
If a participant sto p.mium payments for any reason, coverage will be
extended for a period o' time, based on participant's age and length of
participation. (e.g., U1 premium payments stop at age 50 after 10 years of
participation, coverage will he extended until age 62).

E '
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d e tiled ki mtimn about the desig at YG's Lq -m o m1 n is
iludd in the attached plan b ddets.

As of June 1, 196, 35,000 active epliew ha O W ty to enroll In
the Lcxg Term Care program. Of the 35,000 mlo1s eligible, 3250 (9.3%)
ele&ted to participate. Wat participts areover e 40. Of cur
a;VcnciMtely 20,000 administrative, technical and mnagerial employees, 20% of
all eligible emloyes ovr a 40 are participating in the Frogm. A
two-thirds of participate eploy also rolled their ques, and over 360

-~e~ hov be enrolled.

t enrollment period for retimm a July 1, 1966, and final enrollmit data

is not yet available.

he Long-term Cam Bill Frlp",P1 by Senator Mitiell relies heavily on
deductibles, copsyt and waiting periods. T proisicns ar intended to
help control the ost of the prrqr, and ptxoide iaitives for inwranca
ompnies and eployers to make private coer available. In a rx it
article, Senator Mitchell was quoted as saying "If private lorq-term care
insurance bec widely available at a reasm-able cost, which I believe is
likely with the t-ys exlusionary period, this approach will be
successful".

We believe stronly that the introuction of a major federal program, such as
the cne proposed by Senator Mithll, would greatly reduce incentives for the
private s-ctor to =ake lug-tem care insurance available. We also believe
that costs of a federal long-term care prgram would be better controlled by
restricting who can collect benefits based on need, rather than creating a
system of deductibles, oD-payts and waiting periods in a program covering
the general population.

The grgz-ee rggra wold inibit the private sector fram makinct lorn-term
ge widely available

The current galification reqiireinrt to receive lcrq-term care benefits
under Medicaid have been a major reason many of our employees decided to
participate in, and pay for, amr program. If lcag-tern care coverage is
provided to all citizen thrug Medicare, regardless of financial status,
the real and perceived ned for private insurance will be dramatically
reduce. Because many long-term car needs would be met through Medicare,
employees wild be much les inclined to purc ase additional insurance of
thelk own. While the proisions of the proposed legislation wold leave a
gap for private program to fill, individuals wold probably perceive that
mort of their cirq-teru care needs will be met by the government (or, that
they would find a way, with their am funds, to fill the two-year gap if it
bee necessary).

When we introduced l1ng-ter care irsranoe at Procter & Gamble, we were
able to clearly c mie to employees that Medicaid unly pays lcur-term
expenses to thse whose financial resources have been exhausted.
Commnicatin ghe proposed provision in Senator Mitchell's bill would not
be a very cazzpellirq message for people to consider purchasing their own
long-teen- care i.rwicet.

As the need and motivation of individuals to purdias covexage is reduced,
the availability of pragpr offered by employers and inrance oocpanies
wIld also be reduced. Ftr eamle. if Senator Mithll's bill had been
_-iAs last vr. it is douful that Procter G Gable would have
introduced a Rr=o of cur am. If we had to design a program which would
supplement the proposed legislation, it is likely we would have determined
that the limited valueLw zoram provided did not warrant the resources
necessary to introduce and administer the plan. This, oourled with the
fact that fewer euployes wld participate in the plan, would probably
have resulted in a decision to not make lcrq-term care insurance available
to our employees.
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A more important factor in making that decision, however, would have been
cur understanding of the government's intended role in providir lon-term
cure. By making lcng-term care available to everyone, we could conclude
that the government had assumed responsibility for providing this benefit.
We wiuld predict that the oo-payment provision would be made less
restrictive over time, and cur plan would continually need revisions to
react to those danges. These danges would reduce the marginal value of
our plan, making it less attractive for employees to participate in and for
the Cacpany to administer.

There are certain aspects of the proposed legislation that would provide
positive incentives for the private sector to make long-term care insurance
more widely available. These incentives generally involve the tax
treatment of premiums and reserves for long-term care insurance. However,
based on our experience and current situation, the net result of the
proposed legislation would be contrary to its stated intentions. The
incentive for employers to make long-term care programs available and for
employees to participate would be significantly reduced.

The costs of a federal loro-term care program would be controlled better by
basing elicribilitv on financial need.

The primary benefit of most long-term care insurance programs, including
Procter & Garble's, is protection of financial resources; to prevent
long-term care expenses from depleting a person's assets. This would also
be the case with a federal program which is available to all individuals
regardless of financial need. The Department of Health and Human Serices
estimates that within 20 years, ninety-three percent of elderly couples and
60% of single elderly individuals will be able to finance lorq-term care
insurance with less than 5% of their income. Creating a major social
program to preserve estates of the elderly seems questionable. The cost
implications are cbvicws.

The furds required to provide benefits only to those in need are much less
than a comprehensive program wold require. There are also other important
cost considerations. If the federal govexTurent assumes responsibility for
providing long-term care benefits there will be little incentive for
individuals, families and employers to find ways to effectively deal with
this issue. The demand for the types of services provided through the
government's program will increase significantly and, in turn, will cause
costs to increase faster than normal. Increasing costs will also make
private programs more expensive, reducing the number of people who can
afford them.

wailability of a wide variety of options allows individuals to select
.lternatives that best meet their particular circumstances. Some plans,
like Procter & Gable's, are designed to maximize flexibility in terms of
delivery of benefits, especially for home care services. Other policies
may p.ovide more basic coverage at less expense, and some people might
determine they do not need insurance because of their financial situation
or family support. The cost to the goverTrent , and society in general, are
minimized by this approach, and needs are met more effectively.

We agree with Senator Mitchell's objectives of maki g affordable, long-term
care insurance widely available and controlling overall cost. Th do so, it is
necessary to provide incentives for employers and insurance companies to
develop and offer programs at competitive prices, and for individuals to
participate in those programs. Establishing a federal long-term care insurance
benefit that not consider financial need will, in our view, work in direct
opposition to providing the appropriate incentives needed to achieve these
objectives.
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'LONG-TERM CARE ASSISTANCE ACT"

Expansion on Medicare

submitted by

Valley Area Agency on Aging

June 21, 1988

Perhaps the two greatest concerns of the aging population in
the United States are health and finances. With the introduction
of Senate Bill 2305, Senator Mitchell should be congratulated on
his efforts to address these concerns. The "Long-Term Care
Assistance Act" provides a new Medicare benefit for. long-term
care.

This bill is an innovative attempt to feasibly expand the
delivery of long-term care and to provide assistance in financing
it. He does this by tapping into existing services or service
models, while expanding them, where necessary, in the areas of
funding and service delivery. This bill is noc "the" answer, nor
is it touted to be. Perceived assets and liabilities are as
follows:

The bill does specify eligibility criteria. The criteria
vary according to the service requested. Assessments and care
planning will be carried out by required case management services.
These specifications help ensure that money will only be spent on
those who qualify and that those persons with the greatest needs
will receive priority.

The program benefits do indicate an awareness of the
"continuum of care", an important concept in long-term care.
Respite care is offered either in the home or day care setting.
This displays sensitivity to the varied needs of caregivers.

Under this plan, identified beneficiaries would be eligible
for "chronic" home care. This adds homemaker and chore aid to the
already existing Medicare home care services. This is a key
aspect because the recipients would not be bound by the current
tight restrictions on skilled home care.

Nursing home benefits would also be expanded to include
chronic care. Like the expanded benefit under home care, we
support the commitment to providing financial support for
individuals requiring nursing home care.
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Fundamentally, the philosophy of this bill is to be lauded.
It is an attempt to ensure the future of long-term care delivery
in our society.

As was mentioned earlier, Senator Mitchell, himself, states
that this bill is not a panacea. There are costs involved, ccs-s
that may be prohibitive for some people.

First, as an expansion on Medicare, the basic Part B premium
would be increased by $2/month and the pending supplemental
premium set to a level to raise the same revenue as the increase
in Part B. Many older adults are on fixed incomes. Those
seniors, in poor health especially may be unlikely to afford any
additional expenditures.

In addition to the increased premiums, substantial co-
payments will be required. The respite care benefit of up to
$2,000 requires a 50% co-pay ($1,000 per year). Chronic home care
requires a $500 annual deductible and a 20% co-pay after the first
twenty days post-hospitalization. There is also a Medicare
expenditure cost cap, not to exceed 65% of SNF Medicare costs.

The development of support for chronic care patients is,
indeed, a breakthrough. The patient cost of this component may,
however, defeat the purpose of its existence. The beneficiary
would be required to pay full-cost during a two year exclusionary
period. After that, Medicare would reimburse at 70%. The writers
of this bill do recognize the need for flexibility in patient
financing of this care. The exclusionary period may be covered by
insurance, reverse home equity, etc.

Even with these options, the tremendous cost of nursing care
may force people to spend down to Medicaid. Medicaid will
continue to cover the exclusionary period and the co-pay.

The financing of this entire program is not solely dependent
on the increased premiums and beneficiary co-pay. This bill would
also remove the $45,000 wage cap subject to the Hospital Insurance
Tax. Also, a 5% gift surtax on transfers or inheritances over
$200,000.

It is clear that the Long-Term Care Assistance Act is very
well researched and thought-out. Its passage into law would be a
dramatic step in reforming the current long-term care delivery
system. The benefits reflect an open and innovative understanding
of long-term health care needs. The financing is comprehensive.
The fact that Medicaid will step in where the qualified
beneficiaries can no longer afford the payments makes this program
accessible to a larger number of Americans. We congratulate this
work and support this act, not as the answer, but as a step
towards a fully equitable and accessible long-term care system in
this country.

JO:mm
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Statement
of the

Service Employees International Union

Families impoverished by long term care costs, elderly Americans

relying on Institutional care because home care Is not available,

and family care givers without relief from their chores, are

among the serious problems In our long term care system.

The Service Employees International Union commends you for

examining these problems and for proposing legislation to

alleviate them. We are sympathetic to the broad outline of your

legislation which would expand Medicare to encompass nursing home

and home health care services. Yet we are concerned that the two

year waiting period--during which the elderly are expected to

rely upon private insurance for their needs--will pose an

overwhelming barrier to the use of the new benefits.

How will older Americans fare during this two-year period before

the public program begins to pay for nursing home care? Those

who are well-off financially--and thus able to purchase top-of-

the-line private Insurance or pay out-of-pocket for services--

will be unscathed. Unfortunately, the vast majority of moderate

and low Income Americans will continue on the current road of

"spending down" to poverty and Medicaid. On average, 13 weeks

elapse from the time a patient is admitted to a nursing home

until the spouse left at home is impoverished.

This legislative proposal is an advantage for the wealthy--as

well as for the insurance Industry--but offers little protection

or relief to most elderly Americans.

In addition, we have grave reservations about a program whose

success depends on the private long term care insurance industry.

In our view, the track record of this industry is dismal, and,



346

without with a major overhaul and strict government regulation,

we see little hope for improving its performance.

For instance, several recent studies demonstrated that the long

term care insurance policies sold by these companies are not

within the financial reach of low or moderate income people.

According to the Consumers Union study, the monthly premiums are

in the $100 to $250 range are common--an expense beyond most

individuals and most employers. The Brookings Institutions's

analysis of the industry projected that at best, by the year

2018, only one fourth to one half of the elderly will be able to

afford a private insurance policy.

Moreover, the private long term care insurance industry lacks

quality standards for its policies, has little government

regulation, and holds a poor record of self-regulation--the

experience with "Medi-gap" policies is the most recent example of

this industry's exploitative bent.

Another quality concern is the value of the policies that are

being sold. A variety of studies found that private long term

care insurance policies include many restrictions: a majority of

the plans examined by the Consumers Union required pre-

hospitalization, even though most of the elderly are not

hospitalized before they enter a nursing home; and many policies

will not pay benefits for pre-existing conditions or for certain

common diagnoses, such as Alzheimer's disease. These limitations

mean that many of the elderly who buy policies will continue to

shoulder significant out-of-pocket expenses.

Last, the private long term care insurance industry is

Inefficient. The Consumers Union study found excessive

administrative and marketing costs among these providers, with

many channelling 40 percent to 50 percent of premiums to their

administrative costs.
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A long term care reform package that hinges on private Insurance

Is not viable, in our view. The historical experience with this

Industry reveals major questions about cost, quality, and access.

Despite budgetary constraints, we believe that the initial pieces

of a publicly-funded comprehensive long term care plan should be

put into place now, rather than committing to a system patched

together with private insurance plans of questionable value.

Wa stand with you, committed to reforming our long term care

system, and we look forward to working with you to refine this

legislation.
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Long-Term Care
Insurance
A National Need...

A Response

U S Office of Personnel Management
Washinglor. DC 20415

September 1967

The Need for Long-term Care
* The over-65 population is growing master Ihali the pclpulaion 3s a O'hc'e .n 1-80 llhere l,,ere 25 5

miuon Americans over 65 In 2C00, I s prcjecled that J4 9 m-il -n 'il ceo Jeor .5 Coay. ,rere are
about 2 5 marion Americans over 65, 8 million is the prciectton for 2023

Out-of-pocket payments for long-term care a'e the leadirg cause of catastrophic health expendi-
lures Approximately 43% of the over-65 population can expect to spend some lime in a long-term
care facility

" At an average cost of $67 a day, a stay in a nu-,sing home can cost between $20,003 and $40,000 a
year.

" Less than 1% of the nation's population h3s any private insurance coverage for ;ong-term care
services

The Implications for Federal Employees
For most purposes, Federal employees are well insured. TI-e Federal Government has offered group life
insurance benefits to the workforce since 1954 and group health insurance since 1960. Like most other
Americans, however, Federal employees have no protection against the catastrophic costs associated with
long-term care for chronic, debilitating illness and few vehicles are available in the current market place to
provide such protection. For Federal employees, as for Americans generally, lhe most signiticant uninsured
event of potentially catastrophic impact is the expense associated with nursing home or other tong-term
ca:9 arrangements.

The Proposal
Federal errnjloyees would be given an opportunity to protect themselves from ;ie .,evislatirg costs o,
long-term cire by adding a new option to the current life insurance program (known as FEGLI).

Through a cnompetilive selection process, the Office of Personnel Management (OPM) would -elect several
private sector insurers offering varying benefit levels to participate in the new Federal employee icng-term
care option.
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Wans how the proposed option would woit:

* When an employee ,ached a minimum age of 50 with 10 years* pamiciatics in FEGLI he would be
given an opportunity to convert to :ong-term care insurance:

* He would convert a portion of the face vahie of his Basic FEGLI insurance (e.g., $25.000) and
associated reserve funds to long-term care insurance and would retain a minimum $2000 death
benetit;

* He would continue to pay his share of the regular Basic FEG premium bor an amouN of le
insurance remainig and would pay am additional loog-lenn care premium based on his age at
eanvermion;

* He would receive stated dollar be~fts lor nursing home or alternative home health care:

* He, would, b- e :, t prcase coverage I.- ris spouse at group tes ari whtoutr evidence ol
insurabii;rs, antj Ic, pjrf:lIase aoli ia lie insjranci

* The Gowe'rnmc-i: ws.u:d cortme to pay its usual contriwbutan for B.si: FEG_1 but contributions
associated w .h ccr, ened ilE insurance woud be reorecled to the long-term care opton (There is
no addliona cost to the Governmet* )

* Premium rates and dollar benef.s would rise automaticaly with increases in the General Schedule
pay scale Addcicna! inflation potection miglt be available in some plans .

Because not everyone wx.id be interested in long-term care insurance, participation in the program would
be entirety voluntary. Further, employees ineligible for the FEGLI conversion, or who for any reason do not
wish to convert, could elect the long-term care option and pay the full cost of thew coverage

Why Use the Life Insurance Program
To Solve a Health Insurance Problem?

* As an employee reaches his mature years, his need for large amounts of lIfe insurance coverage
decreases and his need for long-term care insurance increases Instead ot carrying a large amount
of life insurance coverage into retirement, as is the current practice, many employees would be
better served i0 their Basic coverage and the reserve funds associated with N could be converted to
long-term care insurance,

* Long-term care presents a special funding ditficu.hy. While health insurance is generally priced to
cover the near-term health costs of the affected group, long-term care would best be financed by
selling aside funds today for a need which may not arise for many years in the future. The Ife
insurance program provides such long-term financing

* Employees who need to remain large amours of Ide insurance could opt for long-term care conver-
sion since they would still have access to the optiona! coverages under FEGLI which provide death
benefits of up to five times salary.

Why Act Now?
* The need for long-term care will reach crisis proportions soon, yet most Americans are largely

uriawa'e of the impending threat to their financial well-being

* B, a: rc:v . can, educate our wzrk force -- and Americans generally -- concerning their
vL'e1 r;Tb i t ri,,-.,. ,11r,,c pi their need for long-term care.

We wit be able to keep the price of protection .to--,. n-ugh so that people in their middle years will be
rnol 'a!ed to buy insurance they are likely to need in -i ane

0

91-983 (356)


