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LONG-TERM HEALTH CARE

TUESDAY, FEBRUARY 24, 1987

U.S. SENATE,
SUBCOMMITTEE ON HEALTH,
CoMMITTEE ON FINANCE,
Washington, DC.

The committee was convened, pursuant to notice, at 10:00 a.m. in
Room SD-215, Dirksen Senate Office Building, the Honorable
George J. Mitchell (chairman) presiding.

Present: Senators Mitchell, Bradley, Packwood, and Chafee.

[The press release announcing the hearing and the prepared
statement of Senators Chafee and Heinz and a background paper
prepared by the Congressional Research Service follow:]

[Press Release No. H-17]

FiINANCE SuBcOMMITTEE ON HEALTH TO HoLD HEARINGS ON LONG-TERM CARE

Washington, D.C.—Sentor George J. Mitchell (D., Me.), Chairman, announced
today that the Subcommittee on Health of the Senate Finance Committee will hold
a hearing on Tuesday, February 24, 1987 to examine the issue of long-term care.
This hearing will be the first in a series of hearings on long-term care, and will be
an overview of the need for long-term care, types of long-term care services avail-
able, current prusrams for providing and financing long-term care, and problems
with access to services.

Senator Mitchell stated that the Subcommittee wants to examine all aspects of
long-term care provided in hospitals, nursing homes, in the home, and in other set-
tings, including demonstration projects and innovative approaches to providing serv-
ices.

The hearing will begin at 10:00 A M. on Tuesday, February 24, 1987 in Room SD-
215 of the Dirksen Senate Office Building.

Additional hearings will be announced later which will focus on particular aspects
of long-term care such as quality assurance and financing, including private insur-
ance.
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STATEMENT RY
SENATOR JOHN H. CHAFEE
AT
SURCOMMITTEE ON HEALTH
HEARING ON
LONG TERM CARE FOR THE ELDERLY
FERRUARY 24, 1987

NR. CHAIRMAN, THE HEARING WE ARE HAVING TODAY IS LONG
OVERDUE. THERE HAS BEEN A GREAT DEAL OF DISCUSSION LATELY ON THF
ISSUE OF CATASTROPHIC HEALTH CARE. [N MY OPINION, ANY HEALTH
RELATED CRISIS WHICH HAS THE POTENTIAL OF FORCING AN INDIVIDUAL OR
FAMILY INTO OR NEAR POVERTY IS CATASTROPHIC. PROBARLY THE MOST
CATASTROPHIC HEALTH CARE EXPENSES AN ELDERLY INDIVIDUAL FACES TODAY
ARE THOSE RELATING TO A CHRONIC IJLLNESS THAT RFEQUIRES SOME TYPE OF

LONG TERM CARE.

wung IT IS TRUE THAT BETWFEN THREE AND FOUR PERCENT OF
MENDICARE BRENEFICIARIES FACE OUT-OF-POCKET FXPENSES OF ovER $2,000
EACH YEAR, ABOUT FIVE PERCENT OF ALL FLDERLY INDIVIDIIALS ARE IN
NURSING HOMES AT ANY ONE POINT IN TIME AND THE L!'FETIME RISK OF
ENTERING A NIRSING HOME [S ABOUT TWENTY PERCENT. THE AVERAGE COST

OF CNE YEAR IN A NURSING HOME IS APPROXIMATELY $22,000.



FOR MOST OF THE ELDNERLY, THE RISK OF NEEDING LONG TERM CARE
AND ENTERING A NURS(NG HOME IS THEIR MOST PARALYZING FEAR. THEY
HAVE GOOD REASON TO RE CONCERNEN. (NE-HALF OF ALL NURSING HOME
PAYMENTS ARE OUT-OF-POCKET EXPENDITHRES BY THE ELDERLY AND ALMOST
ALL THE REST ARE PAID RY THE MEDICAID PROGRAM. APPROXIMATELY ONE-
HALF OF ALL MEDICAID RECIPIENTS IN NURSING HOMES WERE NOT INIT{ALLY
POOR, RUT SPENT THEIR INCOME AND RESOIRCES ON LONG TERM CARF BEFORE

BECOMING ELIGIBLE Far MenicalD.

No ELDERLY INDIVIDUAL OR COUPLE SHOULD BE FORCED INTO POVERTY
BEFORE ASSISTANCE WILL RE PROVIDED FOR LONG TERM CARE FOR A CHRONIC
ILLNESS OR DERILITATING CONDITION LIKE AL7HEIMFR'S DISEASE. | AM
CO-SPONSORING LEGISLATION WITH SENATOR MITCHELL DESIGNED TO ADDRESS
THE ISSUE OF SPOUSAL TMPOVERISHMENT IN THESE SITUATIONS; HOWEVER,

MUCH MORE MUST BE DONE.

ANY CATASTROPHIC PROPOSAL, IF [T 1S TO TRULY ANDDRESS THE
ISSUE OF CATASTROPHIC HEALTH CARE EXPENSES, MUST INCLUDE PROTECTION
AGAINST THE IMPOVFERISHMENT OF THE FELDERLY AS A RESULT OF THE COST
OF LONG TERM CARE AND IT MIST ADDRESS THF GROWING NEED FOR

ASSISTANCE IN THE HOME.

] LOOK FORWARD TO HEARING THE TESTIMONY PRESENTED ToDAY. |

HOPE THAT SOME OF THE GROUPS REPRESENTING THE ELDERLY WIL'. SUGGEST

_2_
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FAR REACHING SOLUTIONS TO THE PROBLEMS WE FACE -~ PRORLEMS WHICH

WILL CONTINHE TO GROW AS THE POPULATION OVER B5 INCREASES.



Opening Statement
of
SENATOR JOHN HEINZ
U.S. Senate Finance Committee
Subcommittee on Health
Hearing on Long Term Care

February 24, 1987

Mr, Chairman, I comme=d you for calling this hearing on what
is the most devastating problem facing older Americans ~-- the cost of
a long term, chronic fllness. It is especifally approprifate that you
have convened this he;ring now in light of President Recagan’s recent
endorsement of Secretary Bowen”s catastrophic health care proposal,
For all of its strengths, the Bowen proposal falls far short of the

mark when it comes to coverage for chronfc, long term care.

As chajrman of the Senate Aging Committee for the past six
years, Il have heard testimony from scores of families with
heartbreaking storfes of financial rufn and hardship caused by a loved
one who had an extended nursing home stay. The crushing costs of
nursing home care -- $50,000 a year or more -- {s a catastrophe In
ftself., With these costs, it 18 not surprising that half of all
nursing home residents are {mpoverished, relying on Medicald to pay

their bills.



The real catastrophe 18 the nearly complete lack of protection
for most widdle-class Amerfcans. Last year, Americans spent $39
billion on long tera care, averaging more than $22,000 per patient,
Half of this cost was paid out-of-pocket by the elderly and their
famflies. Only | percent was paid by private insurance. The
remainder was paid by Medicaid, protecting those who are poor or who

became poor after entering a nursing home.

Medicare does not cover chronic, long term care. Nonetheless,
most Americans believe Medicare will take care of them when they enter
a nursing home. This Iinformation gap could be at the heart of this
nation”s fnabflity to solve the long term care financing problem; most

Amerfcans don“t realize it §is a problem untfl it“s too late.

Solving this problem will not be easy, A step in the right
direction is the bill you, Senator Mitchell, will be introducing soon,
and on which I am a cosponsor, to prevent the fmpoverishment of
spouses of nurseing home residents who are on Medficaid. Improving
services for Alzheimers patients will also help. Likewise, expanding
home health benefits and improving the Medicare skilled nursing
benefit will relfeve some of the pressure on famjlies who now provide

two-thirds of the care for chronically §l1 elderly in this nation,

A true solution to the problem, however, will require a
comprehensive approach, one that ensures access to services along the
entire continuum of care -- from home health to nursing homes. Such a

solutfon must be affordable, which means we, the federal governaent,



nust play a role, Private fnsurance can be a parttal solution, but

fts cost will prevent most Amerfcans from purchasing policies,

With rhe nursing home population facing explosive growth in
the future -- from 1.5 million today to 3 million in 2020 and nearly
million in 2040 -- we must act now to develoup workable financing for

long term care. This hearing will help to move us toward that goal.

I look forward to the fine set of witnesses appearing here
today. I especially want to welcome a constftuent of mine, Dr.
Stanley Brody, a renowned gerontologist from the University of

Peunusylvania.

i
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FINANCING LONG~TERM CARE SERVICES FOR THE ELDERLY

I. INTRODUCTION

The phrase "long-term care” refers to a wide array of medical, social,
personal, supportive, and specialized housing services needed by individuals
who have lost some capacity for self-care due to chronic illness or physical
or mental conditions which result in both functional impairment and physical
dependence on others for an extended perfod of time. Major subgroups of indi-
viduals needing long-term care include the elderly and non-elderly disabled,
the developmentally disabled (primarily the mentally retarded) and the mentally
i111. This report focuses principally on long-term care services required by
the elderly. Elderly persons, by virtue of their high risk of chronic illness
that results in disability and functional impairment, are the primary recipients
of long-term care in this country. 1/

The range of chronic illnesses and conditions resulting in the need for
supportive long-term care services is extensive. Unlike acute illnesses,
which occur suddenly and are usually resolved in a relatively short period of
time, chronic conditions are of an extended duration and may be difficult to
treat medically except to maintain the status quo of the patient. Although

chronic conditions occur in individuals of all ages, their incidence, especially

l/ Doty, Pamela, Korbin Liu and Joshua Wiener. An Overview of
Long-Term Care. Health Care Financing Review, v. 6, no. 3, spring
1985. p. 69.
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as they rcsult in disability, increases with age. 2/ These conditions may
include heart disease, strokes, arthritis, and vision and hearing impairaents.
Dementia, the chronic, often progressive loss of intellectual function, is
also a major cause of disability in the elderly. 3/ At least half and perhaps
as many ax 70 percent of patieats with dementia have Alzheimer's disease, a
chronig progressive primary neurologic degeneration of unknown cause, which
increases in prevalence with advancing age and for which there is currently

no effective treataent. 4/

The presence of a chronic illness or condition alone does not neces-
sarily result in a need for long-term care. For many individuals, their
{1lness or condition does not result in a functionsl impairment or dependence
and they are able to go asbout their daily routines without major hindrance or
need for assistance. 5/ It is when the {liness or conditfon results in a
functional or activity limitation that long~term care services may be required.
Limitations can vary in severity and prevalence. For example, a chronic condi-
tion may result in dependence fn certain basic self-care functions such as
bathing, dressing, eating, toileting, and/or mobility from one place to
another. These are referred to as limitations in "activities of daily living"
(ADLs) . A second set of measures reflecting lower levels of disability in

the performance of a daily voutine are often referred to as limitations in

2/ Rice, Dorothy and Carroll Estes. Health of the Elderly: Policy ls-
sues and Challenges. Health Affeirs, v. 3, no. &4, winter 1984. p. 29.

3/ Rowe, John. Health Care of the Elderly. New England Journal of
Medicine, v. 312, no. 13, Mar. 28, 1985. p. 831.

4/ Rowe, p. 831.
5/ long Term Care: Background and Future Directions. Health Care Finan-

cing Adninistration, Department of Health and Human Services, Jan. 1981,
HCFA 81-20047. p- 4,
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“instrumental activities of daily living” (IADLs). 6/ These include such
functions as shopping, cooking, cleaning, managing money, and taking medicine.
For example, certain individuals may not have limitations in basic self-care
functions, but may not be able to clean or shop without some kind of assistance.
Other individuals may suffer from a chronfc condition or aultiple conditions
resulting in limitations in both ADLs and IADLs and therefore require a

nuaber of specific long~term care services.

Long~term care gservices include a wide variety of health and social servi-
ces provided in an institution, in the community, or in the home. Services
range from medical and therapeutic services for the treatment and management
of chronic 1llnesses and conditions to assistance with basic living services
associated with shelter and meals, such as housekeeping and shopping, to per-
sonal care assistance, such as bathing, grooming, and toileting. Such services
are generally provided by nurses, social workers, therapists, and a wide vari-
ety of unskilled personnel, such as honemakers, nurses aides, and volunteers.
Community-based services can be provided formally by agencies or organizations
that are paid for their services, or informally by family or friends who
offer assistance without compensation. By far, the great majority of long-tera
care is provided informally ty family or friends.

The projected grouth.of the elderly population, coabined with large and
increasing Federal and other public expenditures for long-term care services,
especially nursing home services, has generated over the years substantlal
legislative interest in altering the way in which long-term care services are

financed. This report discusses the financing of long-term care services,

6/ Liu, Kordin and Kenneth Manton. Disability and Long-Term
Care. A paper presented at the Methodologies of Forecasting Life
and Active Life Expectancy Workshop. Bethesda, Maryland, June 25-26,
1985. '
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and especially the extent to which various Federal programs cover and fund
these services. It also describes various proposals that have been advanced

as alternative private financing schemes for long-term care.
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II. SELECTED CHARACTERISTICS OF THE ELDERLY AND MEASURING
THEIR NEED FOR LONG-TERM CARE

The need for long-term cere services in the future will depend on a nuaber
of factors, including desographic changes in the Nation's population, economic
conditions which affect an individual's ability to pay for services, levels of
disability, and medical advances in the prevention and treatament of chronic
conditions. Estimating the dimensfon of the need for long-term care is a
difficult but critical task for policymakers. It is critical since large and
increasing amounts of public dollars finance long-tera care services. It is
difficult because the impact of certain of these factors cannot be predicted
vith certatnty. For example, msedical advances may result in the prevention of
certain chronic conditions, or simply in incremental improveaments in their
management. Medical and scientific advances can also lead to reductions {n
general mortality which would result {n fncreases in the size of the potential
long-term care popu’ation. This section provides information about certain

demographic and fncome characteristics of the elderly population.

A. Growth of the Elderly Population

The aging of the Nation's population has dramatic ifeplicstions for projec-
tions of need for long-term care services. The elderly population has grown
much more rapidly in this century than has the remainder of the populaticn.

As table 1 shows, from 1900 to 1950, the total_populntion doubled in size
while the population aged 65 and over increased by four times; from 1950 to

1980, when the total population increased by 50 percent, the aged population
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doubled in size, to 25.5 millfon. Between 1980 and the year 2020, the total
population is projected to increase by slightly more than 30 percent, while
the elderly population is projected to more than double again. By 2020, the

projected elderly population will be 51.4 million, 17.3 percent of the total

population.
TABLE 1. Size of the Elderly Population, 1900 to 2020
(in thousands)
65+ 85+
- - Aged
Total U.S. support
Year population No . ) 4 No . X ratio*
1900 76,303 3,084 4.0 123 0.2 7.6
1950 150,697 12,270 8.1 577 0.4 13.7
1980 226,505 25,544 11.3 2,240 1.0 18.6
2000 267,955 34,921 13.0 4,926 1.8 21.6
2020 296,597 51,422 17.3 7,081 2.4 29.3

* Ratio of 65+ plus population to working age population, 19-64
years, aultiplied by 100.

Source: U.S. Department of Comaerce. Bureau of the Census.
Decennfal Censuses of Population 1900-1980 and Projections of the
Population of the United States by Age, Sex, and Race: 1983 to 2080
(Advance Report). Current Population Reports, Serles P-25. No. 952.
May 1984. Projections are middle series.

As a result of the rapid increase in the elderly population, their propor-
tion of the population {ncreased from 4.0 percent in 1900 to 11.3 percent in
1980; this is expected to increase to 13.0 percent by 2000. At the same time,
the nuabar of elderly in comparison to the number of persons i{n the working

age population (persons aged 19-64) has increased substantially. The aged
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support vatio (that is, the ratio of the 65+ population to the working age
population 19-G4 years) increased from 7.6 in 1900 to 18.6 in 1980 and {s
expected to increase to 29.3 by 2020.

Despite the overall growth in the 65 plus group, the most critical demo-
graphic factor with implications for the future of long-term care service
utilization 1s the startling pace of fncrease in the oldest segment of soclety.
The "old-old,” persons 85 and over, are currently the fastest growing esge
group {n the U.S. population. This group represented only 0.2 percent of the
total population in 1900, but increased to 1.0 percent in 1980; by 2020,
they are projected to be 2.4 percent of the population, and nearly 14 percent

of the elderly population (up from about 9 percent in 1980).

8. Economic Characteristics of the Elderly

1. Income

In 1985, the median income of families headed by persons 65 or older was
$19,162; the median income of an unrelated individual in the same age group was
$47,568. (There were 10.1 million such families and 8.9 million such unrelated
individuals.) 1/ This compares to $27,735 for all families and $11,808 for
all unrelated individuals. Data from the 1980 Census of Population and RHousing

show that the cash fncowe of the elderly is lover in each older age group. 8/

7/ U.S. Bureau of the Census. Current Population Reports. Series
P-60, no. 154. Money Income and Poverty Status of Families and Persons in the
United States: 1985 (Advance Data from the March 1986 Current Population
Survey). U.S. Govt. Print. Off., Washington, D.C., 1986. p. 12.

8/ U.S. Bureau of the Census. 1980 Census of Population and Rousing.
Pubdlic Use Microdats Sample. Special tabulations.
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Married couples with a head aged 65-69 had a median income of $18,400, compared
to $11,200 for those 85 and over. Men aged 65 to 69 and living alone had a
median income of $8,200, while those 85 and over had incomes of $6,000; the
comparable figures for women living along were $6,800 and $5,200, respectively.
In 1984, the after-tax, disposable income of elderly households, adjusted for
fanily size, was less than that of households with heads aged 50 to 64, but
higher than all other households. 9/ Aaong the younger old, and particularly
among those who will become old in the next decade, pension coverage is higher
than was the case for the old-old. At the same time, early retirement is an

increasingly common phenomenon.

2. Poverty Rates

The poverty rates for the elderly nave shown a dramatic decline over the
last 25 years. In 1959, the poverty rate for the elderly was 35.2 percent and
by 1984 the rate had fallen to 12.4 percent, the lowest rate ever recorded for
that group. In addition, from 1982 to 1985, the poverty rates among the elderly
population in general have been lower than those of the rest of the population.
In 1985, 12.6 percent of those 65 and over were poor in comparison to 14.0
percent of the entire population. (In 1985, the estimated poverty threshold
for persons 65 years and over living alone or in households with no other
family members was $5,156, and for two person families whose head was 65 years
and over, it was $6,503.) These aggf:gate figures, however, mask important
differences within both the elderly and the remainder of the population. The

poverty rate among other adults (persons 22 to 64), for example, was 10.7
¥

8/ U.S. Bureau of the Census. Current Population Reports. Series
P-23, no. 147. After-Tax Money Income Estimates of Households: 1984. U.S.
Govt. Print. Off., Washington, D.C., 1986. p. 31.
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percent in 1985; the rate for the entire population is inflated by the very
high rates of poverty among children. 10/

There are specific groups among the elderly that are at substantially
greater risk of poverty. Poverty rates increase gsharply with age; in 1980,
the rates varied from 13.6 percent among those 65 to 69 to 27.3 percent smong
those 85 and over. Women have rates that are two to three times as high as
men; women 85 and over had poverty rates of 34.1 percent compared to 17.2
percent among men. Finally, elderly who live alone have much higher rates
than do persons living with s spouse or with children. People aged 85 and
over living alone in 1980 had a poverty rate of 36.8 percent, in contrast to a
rate of 12.4 percent smong those living with a spouse. 11/ In all cases, the

poverty rates are much lower among the young-old (persons 65-74 years of

age).

3. Net Worth

In 1984, the net worth of the elderly (including equity in their homes and
sutomobiles as well as other financial assets and subtracting any debt) also
varied by age group. Households with heads aged 65 to 69 on average had
greater net worth ($66,600) than households with heads 70 to 74 ($60,600),
or households 75 and over ($55,200). The age group that will become elderly
in the next decade, those 55 to 64, had a higher level of net worth ($73,700)

than their immediate seniors, and also a higher level than younger age groups

19/ Money Income and Poverty Status of Families and Persons in the United
States: 1985. pp. 27,33.

11/ The 1930 Census of Population and Housing. Special Tabulations.
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($56,800 for those 45 to 54 and $35,600 for those 35 to 44). 12/ Beginning
with those aged 55 to 64, an increasing share of net worth f{s in the form of
home equity. Thi: ranges from just over 50 percent of net worth among those

aged 55 to 64 to 57 percent among those 75 and over.

4. Future Resources

A number of sources indicate that in the future, the new elderly will
have increasingly higher incomes and assets. These predictions may have impli-
cations for the ability of the elderly to finance long-term care. Median
incone smong the elderly as a whole has been projected to rise (controlling
for inflation) from 10 to 20 percent from 1980 to 1995 (assuming 1.0 to 1.5
percent average annual growth in incuze among the general population). 13/
Under the same growth assumptions, income among persons 55 to 64 is projected
to increase from between 15 and 20 percent in the same period. Asset levels
are even more difficult to project, but because of the improved historical
personal economic experiences of the future aged who have lived through the
post-World War II prosperity, some anticipate that their levels of resources

will be considerably greater tham past generations of elderly. 14/

12/ U.S. Bureau of the Census. Current Population Reports. Series
P-70, no. 7. Household Wealth and Asset Ownership: 1984 (Data from the
Survey of Income and Program Participation). U.S. Govt. Print. Off.,
Washington, D.C., 1986. p. 19.

13/ U.S. Bureau of the Census. Current Population Reports. Series
P~60, no. 122. Illustrative Projections of Money Income Size Distributions for
Households: 1980 to 1995. U.S. Govt. Print. Off., Washington, D.C., 1980.
Series C. 1.0 and 1.5 percent growth in household income.

lﬁ/ Etheredge, Lynn. An Aging Society and the Federal Deficit.. Mflbank
Memorial Fund Quarterly/Health and Society, v. 62, no. 4, 1984. p. 527.
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Although the relative well-being (measured with income and assets) of the
future elderly may on average be greater than that of recent generatfons of
elderly, there will also continue to be large differences among the various
groups of the elderly. Some of the differences will be the same as those
described above, based efther on lifetime differences of individuals or on
sudden or gradual changes in family status or available sources of income and
assets. Even if poverty rates are substantially lower than they currently
are, there may be more poor elderly than there are now, because of the increas-
ing nuabers of elderly people. For example, if poverty rates among the elderly
drop 20 percent by the year 2000, to 10.0 percent (from the curreant 12.6 per-
cent), there would still dbe 3.5 million poor elderly--compared to 3.5 million
in 1985. If poverty rates were to reaain constant, there would be 4.4 million
poor elderly in 2000. These factors will continue to exert pressure on public

sector long-term care programs.

C. Utilization of Institutional and Community-Based
Long-Term Care Services

Based on the projected growth of the elderly population and current utili-
zation patterns of institutional and community long-term care services, major
increases in the demand for long-term care can be anticipated for the future.
In 1985, approximately 1.4 million elderly persons were residents of nursing
homes. This is about five percent of the total elderly population. With
current ut{lization, the National Center for Health Statistics has estimated
that the number of elderly nursing home residents will increase by 58 percent

from 1978 to 2003 when constant mortality is assumed and by over 115 percent
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when declining mortality is assumed. 12/ Another study has estimated that
between 1985 and 2000, the nursing.hone population will increase by 47 percent
from 1.4 to 2.1 million, and by 2040, it will more than double to 4.4 million. 12/
Analysis of nursing home utilization has found a high degree of variance in
the length-of-stay patterns among nursing home residents. The majority of
persons entering a nursing home (75 percent) stay less than 1 year, and one-
third to one-half of all entrants stay less than 3 moaths. About one-fourth of
all persons entering a nursing home stay beyond 1 year, and relatively few (l4-
17 percent) stay more than 3 years. 17/

Rates of nursing home utilizatfon are most dramatic when broken down
by age group. The old-old (those 85 years and over) show much higher nursing
home utilization rates than their younger counterparts. As table 2 shows, for
women 85 years and over the rate of nursing home use per 1000 population is
251.5 as compared to only 15.9 for females 65-74, and 80.6 for females 75-84.
A sinmilar pattern exists for men, although their nursing home utilfzation

rates are lower.

15/ Changing Mortality Patterns. Health Services Utilfzation and Health
Care Expenditures: United States 1978-2003, Analytical and Epidemiological
Studies Series 3, no. 23, Natfonal Center for Health Statistics, Department of
Health and Human Services, Pub. No. (PHS) 83-1407, Sept. 1983. p. 20.

16/ Manton, Kenneth and Korbin Lin. The Future Growth of the Long-Term
Care Population: Projecticns Based on the 1977 National Nursing Home Survey
and the 1982 Long-Term Care Survey. Unpublished paper, 1984. p. 20.

ll/ Cohen, Marc, Eileen Tell, and Stanley Wallack. The Lifetime Risks
and Costs of Nursing Home Use among the Elderly. Medical Care, v. 24, no. 12,
Dec. 1986. p. 1169.
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TABLE 2. Age-Specific Rates of Nursing Home Utilization per 1,000
Population, by Sex

Rates per 1,000 population

Sex and age Nursing home residents
Male

6578 civeenesvssesossasssnserscrtenctasnsnnssesacs 1247

75'8‘ ® 1 0 0P P ICPRIIIONNEIONtOCENBIONOTIOENROIRGITETRIOBDEOESE 6706

8}’. P9 0 S 0PI RSP OE PN PPN NNEIINNOIRIIEBNIBIOEIINPEDS lbo.o

Total 65+ cecocevccrcssnccncnsosensasssssansssnsses 30,7

Femsale
65‘7‘ DR N N N N N N N N N NN N 15-9
75'8‘ P N N N Y Y R NN RN E] 8006

85+ 00 e P00 EENEI N ENLEI IR0 PIRRRLIONACROIOEIRTETRDS 251-5

Total 65+ ccecvncccncvanccacssacnssavecasasnseeanss 59.7

Source: Rice, Dorothy and Jacob J. Feldman. Living Longer in
the United States: Demographic Changes and Health Needs of the
Elderly. Milbank Memorfal Fund Quarterly/Health Scciety, v. 61,
no. 3, 1983. Table 6. p. 376. Data are from the National Nursing
Home Survey of 1977.

For every person 65 years of age and over residing in a nursing home,
there are twice as many persons living in the comaunity requiring similar
levels of care. 18/ The 1979 National Health Interview Survey found that 12
percent of the population age 65 and over needed the help of another person in
carrying out everyday activities and managed to live in the community despite
chronic disability. 12/ Analysis from the 1982 National Long-Term Care

Survey found approximately 4.6 million non-institutionalized elderly

Mericans, or 18 percent of the over 65 population, had limitations in ADLs

ggj Doty, Pamela, Korbin Liu, and Joshua Wiener. And Overview of Long-
Term Care. Health Care Financing Review, v. 6, no. 3, spring 1985. p. 70.

12/ Feller, Barbara. Americans Needing Help to Function at Home. Nation-
al Center for Health Statistice Advance Data, no. 92, Sept. 14, 1983. »p. 7.
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and IADLs. 20/ As discussed above, limitations in ADLs reflect dependence

in certain basic self-care functions such as bathing, dressing, eating,

etc., and limitations in IADLs refer to lower levels of disability ir the
performance of a daily routine, including shopping, cooking, and cleaning.

The 1982 Long-Term Care Survey found that two-thirds of the 4.6 million dis-
abled noninstitutionalized elderly living in the comaunity were moderately
impaired with one or two ADL limitations or only IADL limitations. About
850,000 elderly individuals were residing in the community with severe limita-
tions (five or six ADLs).

This same analysis found that most of these disabled elderly received
ﬁernonal assistance in activities of daily living from spouses, children or
other informal sources of support. 21/ Of the 4.6 million disabled elderly
in the community, more than 70 percent ( 3.2 million) relied exclusively on
nonpaid sources. This finding corresponds to other research that has estimated
that between 60 and 80 percent of the care received by the impaired elderly is
provided by relatives and friends who are not compensated. 22/

There is evidence that informal care giving is one of the key factors in
delaying or preventing tustitutionalization of the frail elderly. However, the
aging of the Nation's population has important implications for ‘the availability
of informsl family sources of support for long-tera care. Estimates from the

1982 National Long-Term Care Survey show that the average age of caregivers of
»

20/ Liiu, Xorbin, Kenneth Manton, and Barbara Liu. Home Care Expenses for
the Disabled Elderly. Health Care Financing Review, v. 7, no. 2, winter 1985.
p. 52.

21/ 1Ibid.
22/ Long-Term Care: Background and Future Directions. Health Care

Financing Administration, Department of Health and Human Services. Jan. 1981,
~HCFA 81-20047.
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" the impaired elderly vas 57 years. More striking ie the finding that one-
quarter of caregivers was aged 65-74, and 10 percent was 75 years or older.
These data support the view that informal services are largely provided by
the “young old" to the “old old.” 23/ As the population ages, very old chro-
nfcally 111 parents with children who themselves are retired or chronically
impaired will become wore common. 24/ Researchers have noted thar the proba-
bility of young elderly (aged 65-69) women having at least one svrviving
parent aged 85 or older wvill more than double over the next 60 years. 25/
This factor has tended to underline the need for a range of formal services

which can support caregivers.

23/ U.S. Congress. House. Select Committee on Aging. Exploring the
Myths: Caregiving in America. Pub. no. 99-611, Jan. 1987, Washington, D.C.

24/ Long-Term Care: Background and Future Directions. p. 12.
25/ Soldo, Beth J. and Kenneth G. Manton. Health Status and Service

Needs of the Oldest Old: Current Patterns and Future Trends. Milbank Memorial
Pund Quarterly/Health and Society, v. 63, no. 2, spring 1985. p. 310.
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I1I. PUBLIC SECTOR PROGRAMS FOR FINANCING AND DELIVERY OF
LONG-TERM CARE SERVICES

Implicit in any discussion of long~term care policy is the fact that
large amounts of public dollars currently finance long-term care services,
and that even greater amounts will be spent fn the future as the elderly
population, especfally the very old, increases. Aggregated data on spending
for all nursing home and non-institutional long-tern care services under the
coaplete array of Federal, State and local programs are not easily available.
At least 80 Federal programs assist persons with long-tera care problems,
either directly or indirectly through cash assistance, in-kind transfers, or
the provision of goods and aervices. 1In addition, differences fn definitions
of services to be included in long-term care and inconsistent reporting
across programs make aggregation of expenditure data very difficult.

However, it {s generally agreed that most of thc public sector's expendi-
tures for long-tera care services are for nursing home or ather institutional
care. In 1985, the Nation spent $35 bdbillion for nursing hone care, accounting
for 9.5 percent of total personal health care expenditures. Approximately
47 percent of the Nation's expenditures for nursing homne care, or $16.5 billon,
vas financed by Federal, State, and local govermments.

By far the largest portion of public expenditurcs for nursing home care
is financed by the Medicaid progras for the poor and medically indigent.

In 1985, Federal, State, and local Medicaid expenditures for nursing home
care amounted to $14.7 billion. This represented 42 percent of total national

spending on nursing home care and 89 percent of public spending for nursing



26

CRS-17

home care in 1985. Medicaid's expenditures for .nuutng home care also repre-
ented a significant portion of total Medicaid spendiag. In 1985, Medicaid
nursing home expenditures amounted to about 37 percent of total Medicaid
spending for all health services covered under the program. In addition, an
analysis of Medicaid expenditures found that 27 States spent SO percent or
wore of their Medicaid budgets on nursing home care in 1982. 26/

It should be noted that the share of nursing home care financed by public
programs has been declining since 1979, from 56 percent to 47 percent in 198S5.
In part, this can be explained by vigorous State efforts to control expenditures
for nursing home care under their Medicaid programs. 27/ These efforts have
included limitations on the construction of nursing home beds, either through
requirements to certify the need for more beds before construction csn begin,
or through the prohidition of construction or addition of beds altogether
(often referred to as moratoriums). States have also used various forms of
utilization reviev and pre-aduission screening mechanisms to limit inappropriate
usa, as well as reimbursement policies to control coste per day of care provided.

By vay of éonu‘ut. the Médicare program for the aged and disabled accounts
for only a small portion of the Nation's expenditures for nursing home care.
Medicare's expenditures amounted to $600 million and represented less than 2
percent of natiounal spending and 3.6 percent of public spending for nureing
home care in 198S5.

26/ Short-Ters Bvaluation of Medicaid: Selected Issues. Department of
Lealth and Human Services, Health Care Financing Administration, Office of
Research and Demonstrations, no. 84-9. July 1, 1984.

27/ Nursing Home Reimbursement under Medicaid. Intergovernmental Health
Policy Project. Washington, D.C. Fedb. 1986. p. 2.
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Expendftures for non-instlitutional community-based services are relatively
small coapared to spending for nursing home services. Whereas nursing home
care accounted for about 37 percené of total Medicaid expenditures for health
care services in 1985, home health care accounted for only 3.0 percent of
total Medicaid spending in that year and amounted to approximately $1.1 bil-
lion. One State (New York) alone accounted for slightly more than 60 percent
of total Medicaid home health expenditures.

Medicare's spending for home health care benefits is also a small propor-
tion of total program expenditures. In 1985, home health expenditures amounted
to 3.2 percent of total program expenditures.

It should be noted that while its share remains small, home health care
has become one of the fastest growing components of both the Medicare and
Medicaid budgets. Between 1974 and 1985, home health care expenditures under
Medicare increased from $138 mfllion to $2.27 dbillion. This represented a 29
percent average annual coapound rate of growth. Medicaid expenditures for home
health also increased rapidly--from $31 million in 1974 to $1.1 billion {n
1985, a 38 percent average annual coapound rate of growth.

While the Medicaid program {s the predominant Federal program supporting
long-term care services, a variety of social service programs provide community-
based services which may prevent or delay institutionalization. Chief among
these are the Social Services Block Grant program and the Older Americans Act.
While their total resources are small in coaparison with total Medicaid expendi-
tures devoted to both institutional and community-based long-tera care services,
in many communities these two programs represent an important source of services
to the frail elderly or fill gaps in services not met by either the Medicare

or Medicaid programs.
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All States provide a number of home and comsunity-based long-term care
services for diverse client groups, including children, disabled, and the
elderly, through the Social Services Block Grant (SSBG) program under title XX
of the Social Security Act. Such services nay include homemnaker, home health
aide, chore, adult day care services, and adult foster care. Due to the lack
of Federal repor:ing requirements, virtually no nationsl data asre svailable on
recipients of services snd expenditures under the program. However, home-care
type services for needy groups is the one service provided by all States.

Home care, including homemaker, chore, and personal care services, is one
of the major service categories under title III of the Older Americans Act.
For FY 1985, it was estimated that the program would provide honemaker services
to almost 672,000 older persons and home health aide services to 159,000 other
persons. The Older Americans Act aleo authorizes & home-deliver.d meals pro-
gram for homebound elderly. An estimated 76 million home-delivered meals

were served under auspices of the program during FY 1985.

A. Major Federal Programs and Activities Supporting Long-Term Care Services

As noted above, at least 80 Federal programs asseist persons with long~term
care problems, either directly or indirectly through cash assistance, in-kind
transfers, or provision of goods and services. These programs often respond
ia a manner that {s problem-specific, categorical in nature, or targeted at
specific client groups. For example, certain programs provide health services
wvhile excluding social services; others are oriented to the elderly to the
exclusion of the younger disabled. Some programs carry income eligibility
requirements, others do not.

This section describes selected Federal programs--Medicaid, Medicare, the
Social Services Block Grant (SSBG), Older Americans Act, and Supplemental

Security Income (SSI) programs--which address the health and social services
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needs of the elderly. Taken together, these programs constitute the major
focus of Federal financlal support presently available for both community-based
and institutional long-tera care services. The differing characteristics of
these programs reflect what some observers point out to be the uncoordinated
nature of Federal support for long-term care services.

Not discussed here are s host of other Federal prograas dealing with
such components of the long-term care spectrum as housing, transportation, tax
policy as well as services provided through the Veterans Adainistration (VA).
It should be noted, however, that numerous long-term care benefits are offered
to veterans through the VA, including nursing home care, domiciliary care,
outpatient clinics, and adult day health services, as well as cash payments
for aid and attendance for certain severely disabled veterans. Services sre
offered directly by the VA and are also provided on a contract basis in non-VA
hospitals and comaunity nursing homes, and on a grant basis in State veterans'
home facilities. 1Issues surrounding the financing and delivery of long-term
care services to the veteran population are of increasing concern to the VA
because of the growing number of older veterans. By the year 2000, approxi-
mately two out of every three males age 65 or older will be veterans and the
VA i{s predicting dramatic increases in the need for and utilization of various
long~term care services by the veteran population.

The discussion immediately below summarizes some of the major differences
of the Medicaid, Medicare, Social Services Block Grant (SSBG), Older Americans
Act, and SSI programs in their approach to health and social services in general
and long-term care in specific. This discussion is followed by a more detailed
description of each of these programs.

* PROGRAM GOALS. Medicaid is the major Federal progran financing
health care services for certain low income persons. While it
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provides health care benefits, and to a limited degree, medically
related social services, to certain eligible persons with chronic
care needs, it i{s not designed to support the full array of long-
term care services on a systematic basis. Its prinicpal fora of
support for long-term care services is for nursing home care.
Medicare, on the other hand, is a nationwide health insurance
program for the aged and disabled and is intended primarily to
address acute medical care needes. To the extent that it provides
coverage for certain long-term care services, it does so with the
intent of reducing the need for more intensive and expensive acute
care services; the program was not designed to respond specific-
ally to chronic care needs of the eldarly over a sustained period
of time. The SSBG progran is designed to assist families and
fndividuals in waintaining self-sufficiency and independence;
however, the prograam is generally limited to the provision of
comaunity-based social services selected and defined by each
State and does not support institutional care. The Older
Americans Act is intended to foster the developament of a broadly
defined, comprehensive and coordinated service systea for the
aged; however, it is limited in ite ability to have a significant
{mpact on long-term care due to its small level of resources as
compared to other programs. The SSI program's purpose is to
provide an income floor for needy aged, blind, and disabled
individuals; it provides cash payments but not services.

ADMINISTRATIVE AUTHORITY AND FINANCING MECHANISMS. The Medicare
progras is sdministered and financed at the Federal level with
uniform national standards. The Medicaid, SSBG, and Older Ameri-
cans Act prograas are shared Federsl-State programs with States
responsible for iaplementation of Federal legislation and regula-
tions. The SSI program is adainistered at the Federal level but
allows States to augment the Federal SSI payment and this portion
of the program may be federally or State-adainistered. The Medi-
caid and Older Americans Act programs carry specific requireaents
for States to match Federal funds, whereas the SSBG does not. By
virtue of their statutory obligations to beneficiaries, Medicare,
Medicaid, and SSI represent uncontrollable expenditures in the
Federal budget. 1In contrast, the total funding available for pro-
grams under the Older Americans Act is subject to an annual limit
imposed through the appropriations process. Although the SSBG is
considered an entitlement program to States, it carries a statu-
torily faposed Federal expenditure ceiling.

SERVICE BENEFITS, DBFINITIONS, AND STANDARDS. As a general

rule, Medicare and Medicaid provide reimbursement primarily for
medical and health care services; however, in certain instances
Medicaid refmbursement is available for socfal service coaponents
of health care services, e.g., under State options for personal
care or adult day care services and under home and comaunity-based
vaiver provisions. The SSBG program provides reimburseaent for
social services only but will provide coverage for medical care
wvhen such care is "integral but sudbordinate™ to the provision

of a social service. Funding under title III of the Older
Anericans Act is to be used for the development of a service
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delivery system for older persons, focusing on supportive and
nutritional services. Recipients of SSI receive a cash payment
vhich is federally deterained but States may decide how much and
for wvhat purpose to supplement the Federal payment. Definitions
for similar or complementary services vary smong programs and
sometizes among programs within a single State. Certain service
definitions are established at the State level, or at the local
level by individual service providers. Similarly, standards for
services may be established upon legislative specifications.

* ELIGIDILITY. Entitlement for Medicare is generally based on
Social Security status. Bligibility for Medicaid is linked to
actual or potential receipt of cash assistance under the federal-
ly-assisted Aid to Families with Dependent Children prograa
and the SSI prograam for the aged, blind, and dissbled. The SSBG
does not require that applicants or reclplentc aeet income eligi-
bility guidelines, although States may set standards. The Older
Americans Act program prohibits income testing for services;
however, funds under the program must be directed toward those
with the greatest social or economic need. Eligidbility for the
Federal payment portion of SSI is based on federally established
income and asset rules.

1. Medicaid--Title XIX of the Social Security Act

The Medicaid program is a Federal-State matching program providing aedical
assistance for certain low-income persons. Each State adainisters ite own pro-
gran and, subject to Federal guidelines, determines eligibility and scope of
benefits. In general, each State also determines the payment rate for services
provided to Medicaid recipients. The Federal Governaeant's share of medical ex-
penses is tied to a formula based upon the per capita income of the State. As
a ninimum, the Federal Government will pay 50 perceat of the costs of medical
care; this amount ranges up to 78 percent in the lower per capits income States.

The States vary greatly with regard to services they include in their
plans and groups eligible to receive these services. For example, major long-
term care services provided under Medicaid include intermediate care facility
(ICF) services, skilled nursiag facility (SNF) services, and home health servi-

ces. Other Medicaid services sometimes associated with the needs of long-tera
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care patients ifnclude: private nursing services, clinic services, phyalcul
therapy and related services, inpatient care for patients 65 years of age or
older in institutions for mental diseases or tuberculosis, inpatient plychilkric
services for individuals under the age of 21, personal rare services at hoame,
‘nd.ndult day health services. However, not all States cover these services
equally. In addition, States may cover certain other home- and comaunity-dbased
services under special waiver programs reviewed and approved by the Secretary
of Health and Human Services.

Medicaid law requires that States cover under their prograas the "cate-
gorically needy“"--all persons receiving assistance under the Aid to Families
vith Dependent Children (AFDC) program and most persons receiving assistance
under the SSI program. States may also cover additfional persons as categori-
ically needy. These mnight include persons wvho would de eligible for cash
assistance, rxccpt that they are residents in medical institutions, such as
skilled nursing or intermediaste care facilities.

In addition to the categorically needy, States may at their option cover
the "medically needy,” persons whose income and resources are large enough to
cover daily living expenses, according to income levels set by the State, but
not large enough to pay for aedical care. If the income and resources of the
"medically needy” individual are above a State-prescribed level, the individual
must first incur a certain amount of medical expense which lowers the incoae
to the medically needy levels (so-called "spenddown”™ requirement). Thirty-two
States and juritdlctlonl.have medically needy programs that can cover the el-
derly. As a result of State variations such as these, persons with identical
circusstances may be eligible to receive Medicaid benefits in one State but
not in another; even individuals in the same State with similar incomes may

not be equsally elfgible for benefits due to welfare rules.
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Observers have noted that Medicaid's eligibility policies and benefit
structure have actually created financial incentives to use nursing homes ra-~
ther than communicy services. In general, Medicaid support to the chronically
impaired elderly living in the community has usually been quite limited. 1In
addition, certain elderly poor who are ineligidle for Medicaid while living in
the comaunity may become elfgible once they enter a nursing home because the
State has a higher income eligibility standard for nursing home vesidents.
Others become eligible for Medicaid once they deplete their resources after
entering the nursing home as privately paying patients. A 1983 GAO report
reviewed studies showing that one-quarter to two-thirdes of Medicaid patients
in nursing homes initially entered as private paying patients and subsequently
converted to Medicaid. 28/ Another analysis completed for the House Select
Comafttee on Aging found that in Massachusetts 63 percent of elderly persons
aged 66 and older living alone in the community will deplete their assets
after only 13 weeks in a nursing home, and for merried couples aged 66 years
and older, 37 percent will do so within 13 weeks if one spouse requires nursing
home care. 29/

In order to sllow States to broaden coverage for a range of comaunity-
based services and to receive Federal reimbursement for these services, Con-
gress in 1981 passed legislation authorizing the Secretary of the Department
of Health and Human Services (DHHS) to approve special State applications to

provide such services under their Medicaid programs. Specifically, the

28/ Medicaid and Nursing Home Care: Cost Increases and the Need for
Services are Creating Problems for the States and the Elderly. U.S. General
Accounting Office, GAO/IPE-84-1. Oct. 21, 1983. p. 25-26.

29/ U.S. Congress. House. Select Committee on Aging. America's Bl-
derly at Risk. Pub. No. 99-508, July 1985, Washington, D.C. Research analysis
completed for the Committee by Dr. Laurence Branch, Dr. David Priedman, and
Ms. Elinor Socholitezky.
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Secretary is authorized to waive certain Medicaid requirements to allow States
to provide a broad range of home and community-based long-term care services to
individuals who would otherwise require, and have paid for by Medicaid, the level
of care provided in a hospital, skilled nursing facility, or intermediste care
facility. Waivers to provide home and community-based services are frequently
referred to as 2176 waivers after the section i{n the Omanibus Budget Reconcili-
ation Act of 1981 which originally authorized thea. Under the 2176 waiver
program, the Secretary of HHS (and, on behalf of the Secretary, the Health
Care Financing Adainistration (HCFA), which adainisters the Medicaid program)
is allowed to waive two specific Medicaid requirements: (1) a requirement
that Medicaid services be availadble throughout a State and (2) a requirement
that covered services dbe equal in amount, duration, and scope for certain
Medicaid recipients. By allowing the Secretary to waive these requireaents,
the enabling legislation intended to provide the States flexibility to offer
selected 2176 home and community-based services in only a portion of the
State, rather than in all geographic jurisdictions as would be required sbsent
the waiver, and to offer selected services to certain State-defined individuals
eligible for Medicaid sssistance, including the aged, blind, disabled, mentally
retarded, and mentally 1i1l, rather than 9ffering such services to all persons
in particular groups. In addition, States have been able to extend to waiver
participants the more liberal Medicaid incoae eligibility rules that may
be applied to persons in institutions.

The expanded services which States may offer under an approved waiver in-
clude medical and medical-related services as well as social services. Prior to
the implementation of the 2176 waiver program, Medicaid services available to

chronically 111 or disabled individuals living in the comsunity were generally
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restricted to medical and medical-related services. The waiver authority
acknowledges that a wide variety of other non-medical services may be needed
in order to prevent or avoid institutionalization. For this reason, services
traditionally considered to be social services are covered in the waiver
authority. These include case mansgement (commonly understood to be a system
under which responsibility for locating, coordinating, and monitoring a
group of services rests with a designated person or organization), homemaker
and chore services, adult day health, and respite care.

The additionsl flexibility Congress authorized under the waiver as to
services, eligidbility, and geographic areas to dbe covered was qualified dy a
concern sbout the costs of home and community-based care to be provided under
the amendment. Therefore, the law included a requirement that States demon-
strate that the costs of services for individuals receiving home and community-
based services not exceel the cost to Medicaid of care in institutions. HCFA
regulations implementing the waiver program require States to demonstrate cost-
effectiveness through a waiver foramula in which States show that Medicaid
expenditures for all services provided to fndividuals under the waiver will
not, in any year of the waiver perfod, exceed Medicaid expendfitures that would
be incurred for these individuals in the absence of the waiver. This demonstra-
tion éf cost-effectiveness {s, as a result, extremely dependent upon assuaptions
regarding growth rates in nursing home utilization and expenditures which would
othervise occur 1if the waiver is not approved. 30/ Since the initial implemen-

tation of the program, HCFA has become fncreasingly stringent in its require-~

30/ Burwell, Brian. Home and Community-Based Care Options under Medicaid.
Affording Access to Quality Care: Strategies for State Medicaid Cost Manageaent.
National Governors' Association Center for Policy Research. July 1986. p. 74.
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ments for detailed and specific documentation that utilization of nursing hoaes
by Medicaid recipients would actually increase but for the waiver. This
docunentation may require, for example, subaission of certificate-of-need
applications, approved or pending, showing that nursing home beds would be
built to meet estimates of projected utilization. 21/

As of January 31, 1987, 44 States had 105 approved waiver prograas in
operation. (Por more information about the 2176 waiver program, see CRS white

paper, Medicaid 2176 Waivers for Home and Comaunity-Based Care, 85-817 EPW.)

2. Medicare-~Title XVI1I of the Social Security Act

Medicare is a Federal health insurance program with a uniform eligibility
and benefit structure throughout the United States. The program covers most
individuals entitled to Social Security benefits, persons under 65> entitled
to Federal disability benefits, and certain individuals with end-stage renal
disease. Coverage is available to persons without regard to their income or
assets.

Medicare is generally not regarded as a program intended to provide
support for long-term care. Its coverage {s focused primarily on acute care,
particularly hospital and surgical care and sccompanying periods of recovery.
For example, Medicare's hospital benefit covers only 90 days of care per spell
of illness and an additional lifetime reserve of 60 days. To the extent that
Medicare covers certain kinds of long-term care services, {t does so only wvhere
a need for skilled care i{s demonstrated. Program coverage of nursing home care
is limited to 100 days of skilled nursing facility (SNF) services following s

hospital stay of at least three consecutive days. The benefit is further

31/ 1Ibid.
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limited in that the patient aust be in need of skilled nursing care on a daily
basis for treatment related to a condition for which he or she was hospitalized.
The SNF benefit fs subject to a daily patient copayment after the 20th day of
care. The program pays for neither intermediate care facility services nor
custodial care in a nursing home. For those persons receiving SNF benefits,
Medicare covered an aversge of 27 days of care in 1984. 32/ In addition, the
progran paid for less than 2 percent of the Natfon's nursing home expenditures
in 1985.

Similarly, Medfcare pays for limited amounts of community-based long-tera
care services, primarily through the prograu's home health benefit. To
qualify for home health services, the Medicare beneficiary must be confined
to his or her home and under the care of a physician. 1In addition, the person
must be in need of part-time or intermittent skilled nursing care, or physicasl
or speech therapy. Services must be provided by a home health agency certified
to participate under Medicare, according to a plan of treatment prescribed
and reviewed by a physician. There is no statutory limit on the number of
home health visits covered under Medicare. Nor is the patient subject to any
cost-sharing, e.g., deductibles or coinsurance, for covered home health
services.

Once the beneficiary qualifies for Medicare's home health benefit, the
prograa will pay for the following services:

--part-time or intermittent nursing care provided by, or
under the supervision of, a registered professional nurse;

—physical, occupational, or speech therapy;
—medical social services provided under the direction of

a physician;

gg] Medicare: Use of Skilled Nursing Facilities, 1984. Health Care
Financing Administration. Office of Research and Demonstrations. Research

Brief no. 86-4. p. 2.
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~—aedical supplies and equipament (other than drugs and
medicines);

--medical services provided by an intern or reeident
enrolled in a teaching program in s hospital affil-
iated or under contract with a home health agency; and

--part-time or intermittent services provided by a hoae
health aide, as permitted dy regulations.

Persons receiving home health services under the Medicare program used an
average of 27 visits in 198¢. 33/

In addition to these SNF and home health care benefits, Medicare covers a
range of long-term care services, and especially home care services, for
terminally 111 beneficiaries. These services, authorized {n 1982 and referred
to as Medicare's hospice benefit, are available to beneficiaries with a life
expectancy of 6 months or less. Hospice care benefits include rursing care,
medical social services, physicians' services, counseling, therapy services,
hose health aide and homemaker services, medical supplies, including drugs and
biologicals, and short-tera inpatfent care. HCFA estimates that Medicare
expenditures for hospice care will smount to $15 million for FY 1985, and
$35 millton for FY 1986.

The introduction in FY 1984 of a prospective payment reimbursement systea
for inpatient hospital care under Medicare has raised & number of questions
about its impact on the quality of care received by the elderly, fncluding
care available in long-term care set:ings covered by the program--SNFs, home

health, and hospice. 34/ Moreover, concern has been raiscd about the effects

22/ Kirby, Will, Vikki Latta, and Charles Helbing. Medicare Use ani Cost
of Home Health Services, 1983-84. Health Care Financing Review, v. 8, n- 1,
fall 198¢. P 93.

34/ Post-Hospital Care: Efforts to Evaluate Medicare Prospective Payments
EBffects Are Insufficient. U.S. General Accounting Office, GAO/PEMD-86-10.
June 1986. P 10.
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PPS has on the ability of comaunity-based social service agencies, partially
supported by the (lder Amerfcans Act and the Social Services Block Grant, to
adjust their programs to meet the growing needs of hospital discharged patients
for certain social services, such as home-delivered meals and a variety of
other in-home services not covered by Medicare or Medicaid.

Medicare's prospective payaent systes (PPS) sets predetermined fixed pay-
aent rates for each hospital inpatient adsission, based on the diasgnosis-
related group (DRG) into which that adeission falls. This fixed payment pro-
vides hospitals with {ncentfves to limit costs incurrad for each Medicare
patient admission, generally either by reducing lensthe of stay and/or intensity
or care provided.

Since the fintroduction of PPS, averasge lengchs of stay in hospitals have
decreased markedly for Medicare beneficiarici. To the extent that this decrease
in length of stay represents a reduction in unnecessary acute care, one objective
of PPS reform is being amet. However, concern has been exp. sssed adbout the
availability and quality of care for those beneficiaries who may dbe discharged
sooner from hospitals and vho may need additional services that may or may not
be covered by Medicave as SNF or home health care. GAO has identified a numbder
o} {ssues which aust be evaluated in any assessuent of the iapact of PPS on
post-hospital care: Have patients' post-hospital care needs changed since
implementation of PPS? How are patients' needs being met? Are patients having
access problems? How have long-tecrm costs deen affocted? 22/ Currently little
information exists to provide conclusive answers to these questions, although
HCFA has spoasored a nuaber of studies that are {ntended to address these
{ssues.

In addition, limited studies have noted that earlier hospitzl discharges

22/ Poat-Hospital Care: Efforts to Evaluates Medicare Prospective Payment
Effects Are Insufficient, p. 12.



39

" CRS-31

are having a marked effect in some areas of the country on the demand for
community-based social services. An early study, which stteapted to measure the
changes in the service delivery patterns and priorities of community-based
long~term care services provided through the Older Americans Act since imple-
mentation of PPS, found increases in the length of service and varieties of in-
home services required by the elderly. 36/ Other observers have pointed to growing
pressures to use limited social services funding to respond to the needs of
patients discharged sooner from hospitals under PPS, resulting in a reduction of
cerylcel for other chronically 1l1 or functionally fmpaired elderly living in

the conmaunity who have not been discharged from a hospital and who require services

to remain independent.

3. Social Services Block Grant Program--Title XX of the Social
Security Act

Title XX of the Social Security Act authorizes a block grant to States
for & wide range of social services to diverse population groups, {ncluding
the aged, disabled, and children. States are allowed conslderable discretion
in their support of social services as long as the services are structured to
meet the following goals of the program: achieving or maintaining economic
self-support and self-sufficiency; preventing or remedying neglect, abuse, or
exploitation; preventing or reducing inappropriate institutional care by pro-
viding for community-based care; and oecufina referral or adwission for insti-
tutional care when other forms of care are not appropriste, or providing

certain services, such as counseling or discharge planning, to individusls in

36/ U.S. Congress. House. Committee on Education and Labor. DRGs and
the Comaunity-Based Long Term Care System. Testimony presented by the Southwest
Long-Term Care Gernitology Center, Univereity of Texas Health Science Center,
Dallas. July 30, 1985.



40

T CRS-32

institutions (excluding rooa and board). The SSBG provides reimbursement for
social services only, but will provide coversge for medical care when such
care is “integral but subordinate™ to the provision of a social service.

States receive allotments of SSBG funds on the basis of the State's popu-
latfion, within & Pederal expenditure ceiling. There are no requirements for
use of title XX funds—States are provided relative freedom to spend Federal
social service block grant funds on State-identified service needs. Legis-
lation in the 98th Congress permanently increased the expenditure ceiling to
$2.7 billion, effective in FY 1984; for FY 1985 through FY 1987, the appropri-
ation level has been $2.7 bdillion.

The title XX program was significantly changed by provisions of P.L. 97-35,
the Oanibus Budget Reconciliation Act of 1981, effective in FY 1982. Through
FY 1981, the pro‘r‘- conteined certain limited requirements regarding the
populatfon to be served and the kinds of services to be provided to families
and individuale. Under provisions of P.L. 97-35, States have been given much
more discretion in determining the service population and services to be
offered. The law eliminated requirements that States expend a portion of funds
for welfare recipients, that services be liaited to families with incomes below
115 percent of the State median income, and that fees be charged to persons
vith specified iacome levels. While previous State planning requirements were
lclsened.‘the lav continues to require States to develop and amake pudblic a
report on how funds are to be used prior to the State plan period, including
information on the types of activities to be funded and the characteristics of
individuals to be served.

The 1981 lav slso elininated State reporting requirements; therefore, only
very limited data are avatlable as to the extent to which title XX supports

long-term care services. According to a DHHS analysis of the States' ¥Y 1986
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pre-expenditure reports under title XX (a report on States' intended use of
funds), home care services, which may include homemaker, chore, and home man-
agement services, were to be provided by virtually all States (to adults and
children); adult day care by 31 States; and adult foster care by 18 States.

According to data compiled by the American Public Welfare Association
for a limited number of States, in 1983 home-based services were provided to
11 percent of total title XX recipients, or about 307,000 persons of all
ages. Home-based services accounted for about 14 percent of total expendi-
tures, or $555 million (out of a total estimated amount of Federal and State
funds of $4 billion). Adult day care services were provided to only 1 percent
of total title XX recipients, or about 32,000 persons. They accounted for
less than 1 percent of total expenditures. 37/ It should be noted that these
datas are for total title XX recipients; national data specific to the elderly
and disabled population and by service are unavailable.

Although the SSBG represents the major social service program supported
by the Federal Government, its ability to support significantly the long-tera
care population is relatively limited. Because it provides a variety of social
services to a diverse population, the prograa has coapeting demands. Community
care prograns such as those supported by title XX sre minimal when coapared to
Federal programs which support institutional care. For example, Federal funds

available for all title XX activities in 1985 ($2.7 bfllion) were less than 30

37/ American Pudlic Welfare Association (APWA). A Statistical Summary of
the Voluntary Cooperative Information System (VCIS) Social Services Block
Crant (SSBG): Data for 1983. October 1985. Data were compiled by the APWA
under its VCIS under which States voluntarily report data on their social
service programs. Data for recipients are for )2 States and expenditures are
for 31 States. Total expenditures including a combination of State and local
funds, Federal title XX funds, and other funds for }1 States, were an esti-
mated $4 dillion in 1983.
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percent of total Federal nursing home expenditures in that year ($9.4 bil-

lion).

4. The Older Americans Act

The Older Americans Act carries s broad mandate to improve the lives of
older persons in the areas of fincome, emotional and physical well-being, hous-
ing, employment, socisl services, civic, cultursl, and recrestional opportuni-
ties.

The purpose of title III of the Act, which authorizes formula grants to
States for services to older persons, {s to foster the development of & compre-
hensive and coordinated service system for older persons in order to (a) secure
and maintain meximum independence and dignity fn a home enviromment for older
persons capable of self-care; (b) remove individual and social barriers to eco-
nomic and personal independence for older persons; and (c) provide a continuua
of care for the vulnerable elderly. Under title III, grants are made ﬁo State
agencies on aging, which in turo awvard funds to 664 area agencies on nﬁlng. to
plan, coordinate, and advocate for, a comprehensive service system for older
persons. Title III1 supports a wide range of supportive services, as well
as congregate and home-delivered nutrition services. Certain supportive
services have been given priority by Congress, including in-home services,
such as homemaker and home health aide, visiting and telephone reassurance,
and chore. Each area agency {s required to spend a portion of its supportive
services allotaent on these services. Other community-based long-term care
services vhich may be provided under title III inc}udc case manageaet, assess-
ment, adult day care, and respite care, among others. Services under the
title III program are to be provided to older persons without regard to income,

although concentrated on those with the greatest social or economic need. Older
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persons are to be given the opportunity to contribute to the cost of services,
but failure to do so cannot be a basis for denifal of service.

Unlike the title XX progream in which States receive a block of funds for
unspecified social services, Congress makes separate appropriations of
title III funds for supportive services, for congregate nutrition services (in
which older persons receive meals and other services in a group setting), and
for home-delivered nutrition services. States receive allotments of these
funds according to the number of older persons in the State as compared to
all States. The law gives States and area agencies flexibility to define the
rnupportive services to be provided and to transfer funds among the three
service categories. Total FY 1987 appropriations for title II1 are $829 mil-
lion, with 67 percent of this amount appropriated for nutrition services.
Only one-third of title III funds is specifically appropriated for the entire
range of social services authorized by the Act, including comaunity-based
long-term care.

In~-home services clearly represent an expenditure priority for the
title I1I program. According to s Nstional Data Base on Aging survey of 121
ares agencies, in 1984, about one-quarter of funds controlled by area agencies
(including Older Americans Act funds as well as non-Older Americans Act funds)
was directed at in-home services. While a sudbatantial portion of these funds
was spent on the homedelivered meals coaponent, which receives a separate
appropriation under the Act, almost an equal proportion of the total spent on
in-home services was devoted to housekeeping, personal care, and chore

services. 38/

38/ Data are from a random sample survey of 121 ares agencies on aging ia
1984. Supplied by the National Data Base on Aging, a service of the National
Association of State Units on Aging and the National Association of Area Agencies

on Aging.
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The adility of the Older Americans Act to have a significant impact on
the long~term care system is limited due to fts relatively small level of
resources &8s compared to other progrsms. However, many State and ares agencies
have made strides to improve long-term care services through coordination
activities with health and other social service agencies, and through the
developanent of a social service infrastructure for the elderly at the local
level. Some State agencies on aging have also acted as catalysts to reorganicze
community-based health and social services systeas at the State and local
levels 80 as to serve more effectively the long-term care population. For
exsmple, State agencies have developed case msnagement and assessment systems
through area agencies on sging and have supported services othervise unavailasdle
to the frsil population. In other csses, State agencies on aging have been
given responsibility for the sdainistration of the section 2176 hoae and
comaunity-dased vaiver program under Medicaid. Although the amount of funding
vhich title III devotes to home care services may represent a small fraction
of the amount spent for home health services under Medicare and Medicaid, the
title III program has the flexibility to f1ll gaps in services for persons
othervise unserved. Since Older Americans Act services may be provided without
the restrictions required under Medicare and without certain {ncome tests
speciffed by Medicaid, in some cases title I1II may be used to serve persons
wvhose Medicare and Medicaid benefits have been exhausted or who are ineligidle
for Medicaid.

Although the home-delivered nutrition program receives less Federal funding
than the congregate nutrition program, in recent years States have locreasingly
shifted funds from the congregate program to the home-delivered and to the
supportive services components. In FY 1986 States shifted over $47 million

from the congregate nutrition appropriated amount of $322 million to the other
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service components. Reasons cited for this trend include the f{acreasing age
of the older population snd incressed demand for home-based services by a more
frail and older population. A recent evaluation of the Older Americans Act
nutrition program performed for the Administration on Aging has shown that
recipients of home-delivered nutrition services tend to be older, poorer, and
in worse health than congregate nutrition participants.

Another long-term care activity required under title III is the operation
of a statevide long-term care ombudsaan program. This authority requires State
agencies to conduct the following activities: {investigate and resolve complaints
relating to the health, safety, welfare, and righte of inetftutionslized persons;
monicor Federal, State and local lavs, regulations, and policies with reapect to
long~term care facilities; provide information to public agencies regarding
problems of older persons in long-tera csare facilities; and estsblish procedures
for sccess to facilities' and patients' records, fncluding protection of the
confidentiality of such records. Osbudsman activities are to take place not
only with respect to policies and practices of nursing homes but also activi-
ties in boarding homes. State agencies responsible for the ocabudsaan programs
have created sub-State programs to carry out these activities; in 1984 there
were about 679 sub-State ombudsmsn programs. In FY 1984, about $14.3 million
vas expended for ombudsmsn sctivities under the Older Americans Act ($9.4 afl-

1ion in Pederal funds and $4.9 million from State, local, and other funds). 39/

S. Supplemental Security Income Prograa--Title XVI
of the Social Security Act

The Supplemental Security Income (SSI) program is a federally administered

income sssistance program suthorized by title XVI of the Social Security Act.

39/ Adainistration on Aging. National Sunamary of State Long-Term Care
Ombudsman Reports for FY 1984. February 11, 1986.
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Enacted by the 1972 Social Security Amendaents and implemented in 1974, it
replaced previous programs of State income assistance for the aged, blind and
disabled. The SSI progrem provides a miniaus income level for aged, blind, and
disabled persons whose countable income does not exceed the Federsl maximum
monthly SSI benefit. In 1987 the monthly Federal SSI benefit is $340 for an
individual and $510 for a couple with no other incoame. SSI payments are made
to individuals under uniform, nationwide rules vith respect to income and
assets, and definitions of blindness and disability. In 1987 an estimated

4.3 million individuals will receive Federal SSI payaments (1.5 million aged
persons and 2.8 million blind or disabled persons). 40/

The SSI program also allows States to supplement the Federal SSI payment
through optional supplemental payments to individuals. All but eight States
and jurisdictions provide soa: form of optfonal State payments. (These are
Arkansas, Georgia, Kansas, Mississippi, the Northern Mariana lslands, Tennessee,
Texss, and West Virginis.) Each State deteraines whether it will make a supple-
lemental payment, to whoa, and in what amount. These State suppleamental pay-
ments, slso paid on a regular monthly basis, are intended to supplement the
basic Pederal SSI payment for food, shelter, clothing, utilities, and other
necessities. Some States provide optional State suppleaental payments to
all persons qualifying for SSI benefits, vhile others may limit payments to
certain State-defined SSI recipients, or may extend payments to persons who
would be eligible for SSI except for excess income.

A significant number of States provide, for certain individuals, supplenen-
tal payaents to the basic SSI payment to support selected comaunity-based

long-teram care services. This {s because the Federal SSI payaent may be

40/ This nusber includes persons receiving Federal SSI payments
and/or Federally adainistered State supplementation.
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{fonsufficieat to cover an individual's service needs which extend beyond room
and board, such as non-medical supervisfon or other group living arrangements
or personal care services. These services often include supervision of daily
living or other protective housing services for the mentally retarded,
chronically mentally {11, or the frail or confused elderly.

An gnalysis of optional State supplemental programs as of January 1985
shows that 35 States supported a diverse range of community-based long-term
care services through their optional State suppleamentation programs. &1/
Payments are made to individuals to support their residence in a variety of
housing arrangesents such as adult foster care homes, domiciliary care homes,
congregate care facilities, adult residential care homes, and shared homes
for adults. In addition to providing payments for specilalized housing arrange-
ments, some States aleo provide supplemental payments to psy for personal

care, home health and other home care services for eligible individuals.

B. Pederal Research and Demonstration Initiatives

Over the last decade, the Federal Government has made & substantial invest-
ment in research and demonstration activities in community-based care dby support-
ing a wvide range of projects designed to test new ways of providing and coordi-
nating long-term care services as well as to achieve costs savings in the
provision of care. Federally funded demonstrations have been sponsored princi-
pally by the Department of Health and Human Services (DHHS), and within DHHS,
by the Health Care Financing Administration (HCFA) and the Adainietration on

Aging (AOA). 1In some cases, HCFA has waived Medicare or Medicaid service or

41/ Iaformation was compiled dy CRS frowm The Supplemental Security Incoame
Program for the Aged, Blind, and Disabled, Characteristice of State Assistance
Programs for SSI Recipients, Social Security Administration, SSA Pub.

No. 17-002. Jan. 1985.
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eligibility requirements so that a fuller range of services may be provided to
persons who would not ordinarily benefit under the existing programs.

With nursing home care represeanting & substantial portion of public and
private expenditures for long-term care, most Federal research and demonstration
effortc have had the following objectives: (1) to reduce the cost of long-teram
care by reducing inappropriate institutionalization and the demand for institutional
care by persons vho could otherwise be served through community-based services
at less cost; (2) to test whether a carefully managed system of care would cre-
ate more efficient use of existing services and deter unncessary institutfonali-
zation; and (3) to make available to clients a wider range.of comaunity-based
services than previously existed. In order to accomplish these objectives, the
projects developed case managezent systeas to screen and assess persons judged
"at risk”™ of institutional care in order to divert, where appropriate, persons
to community-based care. In addition, case management systeas were designed to
improve the delivery of care to chronically 111 persons with complex needs.
Multfdisciplinary teams (generally composed of medicsl, health, and social
service professionals) were established to carry out the case management respon-
sidbilities.

Because the success of Federal demonstration projects was premised on the
need to serve persons who could be diverted from nursing homes to leas costly
and more appropriate comaunity care, effective client targeting strategies were
of paramount famportance. Projects used various methods to make decisfons as to
which prospective clients should be included in the demonstrations. Such
methods range from the acceptance of persons whose needs, based on results of
assessaents of functional capacfity, indicated a likelihood of nursing home
entry, to acceptance of only persons who had already been determined eligible

for nursing home placement based on specified nursing home preadmission screen-
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ing procedures. It was believed that the demonstration projects could achieve
cost savings only by serving those persons who could meet, or actually met, SNF
or ICF level of care requirements, but who could be equally well cared for in
the community by lower cost services.

Most of the projects have terminated as Federal deamonstrations, but most
have been viewed as precursors to the DHHS Nationsl Long-Teram Csre Channeling
Demonstration Program begun in 1980 and completed in 1985. 42/ Because this
demonstration was the most ambitious and extensive community-based long-term
care effort to date, its results will be discussed separately below. However,
some general remarks can be made about the themes which have emerged from these
earlier demonstration initiatives.

At best, the deaonstrations have shown amixed results in terms of overall
costs savings, reductions in the use of institutional care, and effects on
client functfoning. Various reviews of the demonstrations conducted over the
past decade have attempted to compare their respective findings and make general
statements about their results. 43/ In general, many of these reviews have
indicated that the demonstration findings do not support the view that cost

ssvings can be achieved through the substitution of community-based long-term

42/ It should also be pointed out that these demonstration initistives
also served as a wodel for the creation of the Medicaid Section 2176 home and
comsunity-based waiver program discussed earlier in this paper.

43/ Among the many reviews of these projects are the following: Stassen,
Margaret and John Holahan, long-Term Care Demonstration Projects: A Review of
Recent Evialuations. Working Psper: 1227-2. The Urban Institute. Washington,
D.C. FPFebruary 1981; Berkeley Planning Associates, Evaluation of Coordinated
Community-Oriented Long-Term Care Demonstration Projects. Prepared for the
Health Care Financing Administration. Berkeley, California. May 1985. Burwell,
Brian. Home and Community-Based Care Options under Medicaid. Affording Access to
Quality Gere: Strategies for Medicaid Cost Management. National Governors'
Association Center for Policy Research. Washington, D.C. July 1986; and Doty,
Penela. Can Home and Community-Based Services Provide Lower Cost Alternatives to
Nursing Homes? Working Paper. Health Care Pinancing Adainfistration. Washington
Washinton, D.C. Deceaber 1984.
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care gervices for institutional care. In some cases, the community-based ser-
vices offered to clients were found to be "add on" services, that is, additional
benefits vhose costs were not offset by reduced nursing home costs. In addition,
there is some evidence that any costs savings that were achieved by diverting
nursing home-bound clients to coamunity care were offset by the additional
costs incurred as a result of the case mansgement and assessment proceass.

One of the principal reasons for these findings, however, is due to
fneffective strategies for targeting coamunity-dased services on those
persons vho would actually have entered a nursing home without such services.
Many of the projects served persons who were functionally disabled but vho, in
the long run, would not have entered a nursing home for s variety of reasons.
Thus the projects were not found to have had any siganificant iampact on reducing
nursing home utflization. Ome exception to this has been demonstrated by a
prograa in South Carolina wvhich showed a substantial reduction in nursing home
ut{lization though the fmpleaentation of a managed care system. This reduction
has been attributed to the fact that the project accepted for community-based
services only those clients who had already been determined to be in need of
nursing home care through a State mandatory nursing home presdmission
screening program. Although the demonstration was able to reduce nursing home
utilization by successfully targeting a client group at high risk of institu-
tionalization, it was able to only break even in terms of total costs. Consis-
tent with the results of some of the other demonstrations, this break-even effect
wvas attributed to the additional costs generated by the case mansgeient process

and additfonsl community-based services. 44/

44/ Burwell, p. 83; and Mathematica Policy Research, Inc. The Evaluation
of the National Long-Term Care Channelfng Deaonstration: Final Report.
Prepared for the Department of Health and Human Services. May 1986, pp. xix,
14.
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In the area of the effects of the comaunity care projects on ¢lient
functioning, there are also mixed results. Some of the projects were able to
demonstrate reduced mortality, and i{mproved client outccaes in terus of func-
tional or cognitive sbilities. However, other projects were not able to support
totally the viev that a wider range of community care options would have overall
positive bunefits on the health and well-being of clfents. In some cases this
may be attriduted to the fact that the projects were essentially dealing with a
very frell and dieabled group whose functional status is not easily {mptoved
through the inftiation of these types of services. These findings may point up
the dilemas of providing services to a chronically disabled group--because the
needs of this group are so complex and of such a chronic nature, real improve-
ment in client outcome may not in fact be an attainable goal.

Based on the veight of evidence emerging from the enormous amount of
research vhich has been conducted on the effects of community-based care, many
analysts have come to the conclusion that the promotion of such care -u a cost-
effective “alternative” to institutional care vas based on a fiulty premise. 45/
Analysts and service providers alike ave increasingly recognizing that expanded
community care services may in fact represent nev services that result in
additional expenditures for a functionally impaired population which is not
at imminent viek of fnstitutionalization but which nevertheless needs help to
remain at home. Although there is some evidence showing that methods can be
devised to target services effectively to a group wvho wnuld othervise be

ifnstitutionalized, case management systeas have not proved theaselves on the

basis of reducing costs.

45/ Wefssert, William G. Seven Reasons Why It Is So Difficult to Make
Community-Based Long-Term Care Cost Effective, Health Services Research, v. 20,
no. &. October 1985, p. 432.
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1. National Long-Tern Care Channeling Demonstration

In 1980, three units within the Department of Health and Human Services—-
the Health Care Financing Administration, the Adainistration on Agiug, and the
Of fice of the Assistant Secretary for Planning and Evaluation--initiated the
National Long-Term Channeling Demonstration. This project was designed to test
wvhether a carefully managed approach to the provision of community-based long-
term care services to a frail elderly pcpulation 1living outside institutions
could help control overall long-term care costs vhile maintaining or famproving
the well-being of its clifents. This project has deen the largest, and the most
rigorously designed, demonstration undertaken to test the effectiveness of a
case-managed approach to long-term care service provision. The program coam-
prised 10 States and local sites, with about 6,326 frail elderly clients, and
vag designed with experimental and control groups.

The term "channeling™ refers to organizational structures and systeas
vhich coordinate available long-term care resources and manage them effectively
on behalf of functionally-impaired clients. Channeling was expected to achieve
its effects principally by providing clients with case manageament services, and
by substituting less costly comaunity or {nformal services for more expensive
institutional care. Services included a range of community care options such as
home health aide, homemaker, nursing, and respite care. Service expenditures
were subject to pre-established controis.

The program was devised to answer questions which previous Federal demon-
strations had not totally answered, such as the cost of case manageaent systeas
and how best to target comsunity-based services on those who would otherwise Le
institutionalized. Other questions to be answered by the demonstration inclu-
ded: Does channeling reduce institutionalization and hospitalization? 1s uge

of formal health and social services in the community increased? Do formal
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services substitute for services of families and friends? What impact does
chnnneling have on public and private costs of long-term care, on longevity,
fmproved health status, and overall client well-being?

The tinal results of the channelirg demonstration do not support the
argument for case-managed community-based services solely on the basis that
they substitute for institutionsl care or that they can reduce the total costs
of long-term care. However, the project did identify a range of umet needs
on the part of very frail older persons living in the comaunity. Channeling
clients were of advanced age (average age, 80 years), poor (average income of
clients and spouses vas $570 per month), and had major limitations in ability
to conduct activities of daily living.

Major findings of the demonstration include the following:

o The increased costs of case mansgement ci' expanded community ser-
vices offered by the demonstrativn were 1.t offset by reduced
nursing home costs. As a result, costs increased overall for
those persons receiving expanded services.

o Despite the frailty of the population, channeling did not identi-
fy a population who, without the services, would have entered a
nursing home. Channeling did not substantially reduce nursing
home utilizacion.

o Channeling did not affect longevity, hospital use, or use of phy-
sicians and other medical services.

o Channeling increased formal community service use. Service ex-
penditures were highest for home health atide and homemaker/person-
al care services. Almost three-quarters of services dollars were
spent for these services. This finding supports the prevalent
viev among social and health services providers that assistance
with personal care and housekeeping represent the largest service
need of the functionally imparied elderly and the one area which
{e inadequately supported by existing programs.

o Channeling did not have any major impact on the amount of care-
giving already provided to clients by families and friends. (This
finding 1is consistent with a wide body of gerontological litera-
ture ind{icating that initiation of formal services for ifmpaired
persons does not supplant the informal service provided by family
and friends.)
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o Channeling did not affect measures of client functioning, but did
reduce unmet need for services, increassed cients' confidence in
receipt of care, and increased life satisfaction. 32/

While it {s difficult to generalize about the application of the findings
of the deaonstration to other situations, the overall implications of the
demonstration led to the following statement included by the evaluators in the
final report:

Expansion of the case manageaent and cowaunity services beyond what
already exists, then, must be justified on the basis not of cost savings
but of benefits--increased in-home care, reduced unmet needs, and improved

satisfaction with 1ife among clients and the informal caregivers who bear
most of the care burden.” 47/

2. Social/Realth Maintenance Organization Demonstration (S/HMOs)

In 1980, the Health Care Financing Adainistration, DHHS, and private
foundatfions began funding the developaent, planning, and operation of the
S/HMO concept for financing acute and long-tern care services for an elderly
population eligible for Medicare and/or Medicaid. The S/HMO concept builds
upon and extends the health maintenance organization (HMO) model for financing
acute, medical care services. Specifically, an HMO offers health insursnce
coverage for specific health care services on a pre-paid, capitation basis
(the premium charge for enrollment) and either provides directly, or arranges
to have provided, the health services covered under the insurance contrsct.
The HMO is at risk for the costs of the services it covers; that s, {t will
experience some level of profit or loss on the basis of {ts ability to estimate

in advance {ts revenues and the utilization and costs of services it provides.

46/ Mathematica Policy Research, Inc., pp. 76-77 and 169-176.

47/ 1bid., p. 185.
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The success of conventional HMOs in managing scute medical care services
and costs suggested the possibility of expanding the concept to include long-
term care services to allow the elderly to begin to pool their risk for chronic
care. Under the three-year HCFA S/HMO demonstration, four test sites across
the country heve sssumed responsibility for financing and providing a full
range of medical and long-term care services under a fixed budget which {s
determined in sdvance. The four S/HMO sites are the Kaiser Permanente Medical
Program in Portland, Oregon; Metropolitan Jewish Geriatric Center in Brooklyn,
Nev York; Ebenezer Society in Minneapolis, Minnesota; and Senior Care Action
Network in Long-Beach, California. The four S/HMO sites serve an elderly
population eligible for Medicare and/or Medicaid. Enrollees are to be a
representative aix of people--from well to significantly fapaired. Medicare,
Medicaid, and privste premiums will finsance the services.

Long-term care gervices covered by S/HMOs include nursing home services,
howe health services, homemaker/home health aide services, personal care, adult
day care, respite care, and home-delivered measls. Each S/HMO site has its own
defined long-term care benefit. Bccause of limited experience with long-tera
care insurance and utilization, long-term care services are covered up to a
maximva dollar amount per year and require a copayment. The limits range from
$6,500 per yesr to $12,000. In additfon, S/HMOs share with the Federsl Govern-
meant risks for plan losses in excess of certain dollar limite during the first
_30 months of the demonstration and eventually assume full risk for the utiliza-
tion and coste of covered services.

The four demonstration sites began providing services in 1985 and will con~-
tinue to do so through June 1988. An independent contractor will evsluate all
four sites. In genersl, the S/HMO demonstration is fatended to provide fnfor-

mation about .he cost effectiveness of providing services in an integrated and
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managed system of care, its impact on the utilization of health and long-term
care gservices by the elderly, and its effect on the quality of care available
to the eligible population. Among the specific questions DHHS expects

this demonstration to address are the following:

® Whether comprehensive long-tera care insurance can be marketed

to a significant number of elderly;

What combination of benefits, eligibility criteria, premium and
marketing techniques produce a viable long-term care insurance
plan;

Whether a consolidated, pre-paid system of acute and long-term
care services can produce greater system savings than HMOs serv-
ing Medicare beneficiaries with acute care services only;
Whether the new privately financed long-terw care benefits will
significantly reduce nursing home sdmissions and Medicaid "spend-
down™;

Whether quality of care, service continuity and access can be
improved by consolidating acute and long-term care in a single
managed system; and

® Whether informal support (i.e., care provided by family membders,

friends and comaunity volunteers) of chronically fspaired elderly
is enhanced in a pre-paid, risk-based, case-mansged health care
systea offering both acute and long-tera care services.

Prior to the S/HMOs actual operation, the Office of Management and Budget
(OMB) opposed Medicare waivers required to {nitiate the demonstration. Citing
the Medicare program's acute medical care orientation, OMB opposed in principle
the use of Medicare funds for long-term care. 48/ OMB feared that the demon-
stration, by covering additional chronic care and social services, would increase
consumer demand and pressure for support of long-term care through Medicare
aod other Federal programs. In addition, OMB argued that, {f the consclidated
prepaid systea for acute and long-tera care envisioned in the S/HMO demonstration

did produce savings in acute hospital costs, Medicare would not save money,

48/ Social Health Maintenance Organization Demonstrations: First Returns,
National Health Policy Forum. Washington, D.C. 1Issue Brief 454. p. 6.
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given the high occupancy rates in nursing homes and the large amount of community-
based care provided inforually by family and friends. Medicare would efaply

end up paying for long-term care through the capitated Medicare payment paid

to S/EMOs, which is higher than the rste paid to other HMOs providing services

to Medicare beneficiaries. Thus, Medicare funds would replsce Federal/State

funds used under the Medicaid program for long-term care, State/locsl funds
supporting community programs, private out-of-pocket expenditures by individuals,
snd {nformal care. The result would be cost shifting, rather than savings to

the Medicare program.

In the end, Congress overrode OMB objections and mandated the S/HMO demon-
strations in the Deficit Reduction Act of 1984. The four S/HMO sites have been
fan operation for spproximately 2 years and they are now beginning to analyze
data on enrollment and marketing; utilization of hospitals, nursing homes, and
other services; and cost of services.

At the end of 18 months, only one of the four S/HMO sites had reached the
eorollment goal of 4,000 members. 43/ For the others, marketing the plan has
been much wore difficult than anticipated. This resulted in higher costs than
expected. Hospital utilization at each of the S/HMO sites ts significantly
below local county rates. Both nursing home and home care utilizatfon rates
varies greatly across the sites. For the first 6 wonths of 1986, nursing
home utilization varied across the four sites from 988 days per 1,000 enrollees
per year to 2,530 days per 1,000 enrollees per year; and home care use varied
from 5,282 hours per 1,000 enrollees per year to 40,073 hours per 1,000 eanrol-
lees per year. Chronic care costs for nursing home and home care varied from

$19.92 per meaber per month to $36.21 per meaber per month during the first 6

i9_l Social Health Maintenance Organization Demonstrations: First Returns,
P- 7.
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aonths of 1986.
Waivers for the S/HMO demonstration expire in 1988. HCFA has contracted
with the Institute for Health Policy Studies of the University of California/

San Francisco to evaluate the S/HMO demonstration.

C. State Level lnitiatives

The fragaentation and lack of coordination among aajor Federal programs
vhich support long-term care services have provided the States with major
impleaentation challenges. The Medicaid, Social Services Block Grant, and
Older Americans Act progranms all delegate administration and fmplementation
responsidflity to the States, and, in so doing, require the States to deal
with problems inherent in the different goals of these programs, as well as
their varying el}gibility requirements, service benefits, and reimbursement
polictes. These implementation problems have also resulted from the fact
that fragmentation at the Federal level has been airrored in State administra-
tion, with major long-term care programs being administered by different
State agencies.

Many States have responded to these challenges by enacting legislation
and/or creating init{atives to reorganize and restructure benefits offered
through the Federal programs, and to consolidate the administration of various
long-tera care prograas in a single State agency.

State inftiatives to alter and coordinate their long-term care policies
have been inspired, in part, by federally sponsored demonstration projects
begun in the 1970s8. Despite the mixed and rather negative results of the
federally-sponsored demons.ration efforts with respect to the impact of expan~

ded coamunity-based care on the costs of care, the directions established by
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the demonstrations have had widespread influence on State program development.
For example, demonstrations funded under Medicaid and Medicare waiver authori-
ties and the Older Americans Act research and demonstration authorities have
served as modcls for State-mandated case mansgement systems and nursing home
preadaission screening programs. Many States have, through the creative use of
Medicald, Social Services Block Grant, and Older Americans Act funds, created
major systea-vide changes in the way in which community cacre is orgenized and
delivered. In addition, demonstration initiatives have also served as a
testing ground for new community-dased service wodels. For example, adult

day care demonstrations vhich took place during the 1970s encouraged State and
local sgencies to merge existing heslth and social service funds availabdle
under Medicaid, title XX, and the Older Americans Act to create the now more
than 1000 sdult day care programs in existence.

Certain parallel activities have been initiated by States without the
benefit of Federal demonstration funds and without any changes {n Federal
legislation. A number of States have attempted to reduce the need for {nstitu-
tional care by redirecting existing Federal program funds or by using existing
Federal and compleamentary State funds in new ways. For exsmple, the Virginia
State Medicaid agency operates a nursing home pre-admission screening program
through local public health departments for persons likely to be adaitted to a
oursing home but whose needs could be addressed through community-dbased servi-
ces. The Massachusetts State agency on aging has establighed comaunity-dbased
organizations to manage certain key home care services for older persons
through creatfve use of title 11l Older Americans Act fundu_cnd State funds.
The Utah State agency on aging has established a program to identify persons
at risk of being instfitutionalized and has developed alternative comaunity-

based service plans using personnel of the State's area agencies on aging
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network.

The objective of redu.fmg institutional care costs and diverting potential
users to other forms of care may have been the original impetus behind much of
State efforts to alter long-term care systems. However, as evidence from
demonatrations has proved to be increasingly less optimfstic about cost-savings,
long-term care systeas development has becowe & priority of State legislatures
for other reasons, such as the growth and aging of the elderly population and
the necessfty to plan for che future, and the desire of State legislators and
planners to be responsive to the preferences of the elderly for community-based
care over care i{n fnstitutional settings.

Soae of the themes :videnced in State level inftiatives include the
following:

o Control of institutfonal ac:ess through screening/assessaent pro-
cedures. Many States have initiated screening and comprehensive
medical and social assessmant procedures of those "at risk™ of
long-term care services i. order to ascertain the most effective
and least costly care option, given the client's needs. Such
screening and assessment procedures are generally applied to per-
sons about to enter a long-term care facility. A review of State
Medicaid programs in 1981 showed that 28 States had mandatory pre-

adaission screening programs for Medicaid patie.ts prior to nurs-
fng home adatssion. 50/

o Reorganizing access to community services. Some States have de-
vised projects aimed at reorganizing access to community services
by providing case management services or "gateway” procedures for
clients. This concept has been developed to overcome problems as-
sociated with multiple providers and duplication of services that
have resulted in client confusion as to source of care and unnec-
esary administrative costs among agencies. The availability of
Medicaid funds upder the 2176 home and community-based service
wvaiver program has recently spurred the developaent of many more
case manageaent systems but perhaps not on & statewide basis.

o Consolidstion of State administrative and funding responsibili-
ties. Some States have combined authority for the adainistration
and funding for sll, or most, long-term care services under one

50/ Knowlton, Jackson, Steven Clauser, and James Fatula. Nursing Home
Pre-Adaissfon Screening: A Review of State Programs. Health Care Financing
Review, v. 3, no. 3, March 1982. p. 78.
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State agency. Such action is designed to improve coordination and
manageaent of care, and to overcome fragmentation resulting from
diverse requirements under verious Federal programs.

o Cost control mechanisas. Some States have eliminated the uncer-
tainty of whether comaunity care will exceed {nstitutional care
costs by pre-establishing upper cost limits on such care; for ex-
anple, community care may be provided only when such care does not
cost more than a certain percentage of inst{tutional care. An ex-
anple of this concept {s contained in New York's Nursing Home
Without Walls program. This cost control concept vas incorporated
into the National Long-Tera Care Channeling Demonstration program
and {s a basic element of the Medicaid 2176 hoae and community-
based service wvaiver program.

o Tax incentives for dependent care. Many States perait favorable
tax treatment for families or other caretakers who care for depen-
dent vlder persons. According to a survey of the National Associ-
ation of State Units on Aging, 27 States and the District of
Coluabia have sdopted sone form of dependent care tax credits,
generally designed to assist {n the care of dependents by adults
vho are working or seeking work. Of these 27 States, five have
enacted tax provisions specifically designed to assist caregivers
vith the expenses of caring for older persons. These States are
Arizona, Idaho, Iowa, North Carolina, and Oregon. 51/

51/ National Association of State Units on Aging. State Tax Policy
Options for the Elderly: A Guide for Aging Advocates. May 1985. Washington,

D.C. p. 46-47.

71-836 O - 87 - 3
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IV. PRIVATE SECTOR APPROACHES TO FINANCING AND DELIVERY OF
LONG-TERM CARE

Budgetary constraints resulting from growing Federal deficits and increas-
ing expenditures required under varicus entitlement programs which curreatly
finance long-term care have served to shift the focus of the long-term care
debate froa reform of Federal programs to consideration of private sector
initiatives vhich might relieve fiscal pressures on public programs and vhich
at the same time may improve the elderly's ability to finance long-term care.
Observers have also noted that the decline {n the ratio of workers to retirees
and the growth in nuambers of the very oldest segment of the population may
have a marked impact on the ability of public programs to support long-tera
care in the future. In addition, others point out that the econoaic status of
future generatfons of the elderly may improve significantly and that they will
therefore be able to pay for a larger portion of the cost of certain long-tera
care services.

The improvemeat in the econouic status of certsin groups of elderly may
lead policy-makers to target public sector long-term care programs on the most
needy income categories of elderly, vhile at the same time to encourage various
private sector financing approaches which could assure greater protection agaiunst
the cost of long-term care services for those vho are relatively better off.
Bowever, at the current time, most elderly do not have the resources to pay
for the catastrophic expenditures associated with certain long-tera care servi-
ces over sn extended period of time. For many, depletion of assets &nd income

for the cost of care and subsequent Medicaid eligidility i{s the only remedy.
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A number of private sector approaches have recently been suggested as po-
tentially feasible alternatives for financing long-term care services. These
range from vays to pool risks associated with long-teri care need through pri-
vate ingsurance and life care communities to conversion of an elderly homeowner's
equity into a source of funds to pay for care. A discussion of these approaches
and their feasidbility for financing long~term care follows. It should be noted
that these private sector slternatives may have only limited applicability for
the large nuaber of elderly who are poor or may be poor in the future. Another
method of risk pooling, the social/health maintenance organization, was dis-
cussed above in the section on public financing and delivery. This report does
not discuss still other options suggested as feasible alternatives for enhancing
the elderly's ability to finance long-term care expenses, including the various
tax code modifications proposed to assist families to contfnue providing long-tera

care services.

A. Private Health Insurance Coverage for Long-Tera Care

Among the private sector approaches receiving increased attention recently
as a potential alternative for financing long-term care services is private
health tnsurance. This alternative has been suggested not only because of
groving fiscal constraints on public program expenditures, but more basically
because private insurance coverage is currently available for a wide variety
of health care services and catastrophic illness. Private f{nsurance is generally
not available, however, for long-term care services or the catastrophic costs
associated with long-term care.

Expenditures for long-tera services, and especially for nursing home care,
not only strain the budgets of public programs; they are also a burden on

private resources. In 1985, total national nursing home expenditures of $35.2
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billfon were financed sbout equally by pudblic programs and private sources of
payment. Public programs financed $16.5 billion of the total, and private
sources §$18.7 billion. Of total private spending for nursing home care {n
1985, less than two percent vas psid by private insurance coverage. Ninety-seven
percent of the total private spending for nursing home care wvas paid directly
by the consumer out-of-pocket. The average annual cost of nursing home care

{s in the range of $20,000 to $25,000 per year, representing a catastrophic
expenditure beyond the financfal reach of most elderly. 52/ 1o fact, one study
found nursing home cost to be the primary catastrophic expense of elderly
persons with cut-of-pocket expenses over $2,000 a year. For these individuals,
nureing home costs accounted for over 80 percent of these costs. 53/

In addition, private tnsurance coverage has been viewed as a feasidle
alternative because of general fnterest among the elderly population in
purchasing private insurance to supplement thefr Medicare benefits. Nearly
two-thirde of the elderly currently purchase such “medigap” polfcies. While
these policies generally pay only certain deductible and coinsurance amounts
for which Medicare beneficiaries are lisble and do not cover long-tera care,
the widespread interest of the elderly L{n thia broader coverage suggests to
some observers that a market for long-term care coverage can and does exist.

Furthermore, evidence indicates that the elderly will have higher {ncomes
and assets in the future which will enable them to afford preamiuns for coverage.
One study has estimated that given future income levels and growth of pensions,

approximately 93 percent of all married couples at age 65 and alaost 60 percent

52/ Doty, Liu, and Wiener, p. 74.

53/ Rice, Thomas, and Jon Gabel. Protecting the Elderly Against High
Health Care Costs. Health Affairs, v. 5, no. 3, fall 1986. p. 17,
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of all single persons at that age would be able to purchase long-term care in-
surance with less than five percent of their cash incoae by the year 2005. 54/
Currently, relatively few insurance coapanies (surveys have found 12 to 38)
write long~term care insurance policies which are substantially more comprehen-
sive than standard nmedigap policies and vhich go beyond restrictive Medicare de-
finitions for skilled nursing care to include {atermediate and custodial care.
Surveys estimate that these polictes cover from 50,000 to 150,000 persons. 355/
Premiuas for most of the available policies increase with age of initial pur-
chase. The plans vary by length of time benefits are covered, waiting periods
before benefits can begin, and the conditions upon which benefits will be paid.
Most plans provide indeanity benefits, paying & fixed asmount for each day of
covered service, thereby limtiting the {nsurers' liability. In addition, most
have utilization controls to further limit an {nsurer’'s l{ability and to pro-
tect the insurer against unnecessary utilization of benefits. These include
medical screens and physical examinations for utilization of benefits, pre-
existing condition restrictions, prior hospitalization requireaents, exclusion
of mental and nervous disorders, and renewability limitations. Hoame care bene-
fits, especially those related to custodfial or personal care, are included
in even fewer long-term care insurance policies. Often plans that cover any

home care at sll require a prior stay in a hospital or skilled nursing facflity

$4/ Private Fiaancing of Long-Term Care: Current Methods and Resources.
ICF, Inc., Final Report Subamitted to the Office of th: Assistant Secretary for
Planning and Evaluation, Departaent of Health and Human Services, Phase I,
Jan. 1986. p. 79.

55/ Private Financing of long-Term Care, p. 12. For a review of plans,
see also, Meiners, Mark. The State of the Art in Long-Teram Care Insurance.
Long-Term Care Financing and Delivery Systems: Exploring Some Alternatives.
Conference Proceedings. Health Care Financing Administration, Department of
Health and Human Services, Jan. 24, 1985. Also, The State of Private Long-Tera
Care Insurance: Results from 8 National Survey. Health Insurance Association
of America. Rescarch and Statistical Bulleti{n, no. 5-86, Nov. 25, 1986.
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in order to reduce the large potential demand for home care asong the majority
of the covered population that has never been {nstitutionalized. 56/

A number of barriers have been cited as impediments to the developaent of
meaningful long-term care insurance policies. 57/ Traditionally, insurers have
been concerned about the potential for adverse gelection in long-term care
fnsurance, wvhere only persons more likely to need care actually buy fnsurance.
In addition, insurers point to the prodblea of the induced demand for services
that can be expected to be generated by the availability of new long-ters care
{nsurance. With fnduced demand, sometimes also referred to a#s moral hazard,
individuals decide to use more services tecause they have insurance and/or
will shift from non-paid to paid providers for their care. This is especially
critical in long-term care with 60 to 80 percent of dissbled or impaired per~

‘lonl receiving home care services from faaily or friends who are not compen-
sated.

Still other factors are nentfoned as problens inhibiting the developament
of long~term care policies. Many long-term carc services that are felt to be
critical in enabling frail elderly persons to remain in their homes are custodisl,
non-medical services. Traditfonally these services, such as personal care,
honenaker, and nutritional services are considered noninsurable because of
difficulty {n confining elfgibility to a limited number of people. In addfition,
observers have noted that, given the nature of many chronic conditions, many
people who need long-term care will need it for the remainder of their lives,

resulting {ao an open-ended lisbility for the insurance coapany. Moreover,

56/ Increasing Private Financing of lLong-Teru Care: Opportuni-
ties for Collaborative Action. SRI International, Aug. 1985. p. l4.

$7/ Long~Term Care: The Challenge to Society. Health Insur-
ance Association of America, 1984.
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evidence exists that the elderly do not understand their insurance coverage or
their potential need for long-term care. As a result, they do not demand
coverage. Some elderly believe they are already adequately covered for such
services under Medicare while others think they have coverage for long-tera
care with their purchase of a medigap policy. For exaaple, a 1985 survey
conducted by the Americsn Association of Retired Persons (AARP) found that 79
prercent of the elderly believe that Medicare will cover most of the cost of
nursing home care services. About one-third (35 percent) mistakenly believed
that their medigap policies included extended nursing home coverage.

According to a study of the Health Insurance Association of Amerjca (HIAA),
one of the most significant barriers to the development of private insurance
options is the major role played by Medicaid in f{ acing long-term care
and especially nursing hoame services. According to the HIAA report, Long-Tera

Care: The Challenge to Society, Medicaid is already viewed by many as a nationsl

coverage program for long-tera nursing home care, used by far more than the
low income population usually thought of as Medicaid's primary clients. In
addition, the ability of individuals to plan for the transfer of assets expands
the number of persons eligible for long-term care benefits under the program.
According to HIAA's report, public programs are viewed as a safety net providing
protection against the catastrophic costs of care. The report calls for reduced
Medicaid involvement in financing nursing home care so that fewer middle
income individuals can view the program as a viable option for their long-teram
care needs.

As noted above, the number of long-tera care insurance policies providing
meaningful protection for the at-risk elderly population is very limfted. How-
ever, recent research suggests that many of the barriers that are commonly

thought to preclude the development of long-term care insurance are subject to
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resolution by careful policy specification, {ncluding limitations on number of
days covered, waiting periods before benefits can begin, and maximum amounts
paysble. 58/ 1In addition, research has found that significant reductions in
annusl premium rates could be offered {f persons were encouraged to buy at
younger ages and to accept longer periods before coverage begins and shorter
length of coverage for benefits. 22/ Others have suggested that allowing
fenilies to purchase protection for their eclderly pareats could make long-term
care fnsurance a more feasible optloL. Ading adult children, who have a much
lower rfsk of incurring long-term care expenses for themselves, to the pool of
the insured could expand premium collections and at the sasme time make a policy
more affordable. The adult children could pay for the premiums on behalf of
thefr elderly relatives as well as theaselves, but presumadbly they would not
begin to make claims for long-term care services on their own behalf until
some future time.

Observers have noted that the employee benefits market has the potential
for expanding the long-term care insurance pool in ways suggested above. In
addition, eaployer-based coverage could increase the affordability of long-tera
care insurance, since currently a significant portion of the long-teru care
insurance premium is assocfated with the expense of marketing and underwriting
individual policies. Group coverage for long-term care has not been avaflable
uatil recently. In December, 1986, the Travelers Insurance Company sannounced
a long-term csre insurance product that will be available to employers with
10,000 or more eligible workers. Coverage would be available to both active

and retired employees and their spouses, and if the sponsoring eaployer so

58/ Meiners, The Case for Long-Term Care Insurance.

22/ Meiners, Mark and Gordon Trapnell. Long-Tera Care Insurance: Preaium
Estizates for Prototype Policies. Medical Care, v. 22, no. 10, Oct. 1984,
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chose, to parents of active employees and their spouses as well.

In addition, the Office of Personnel Management announced in January, 1987
the intention of adding a new long-terwm care option to the life insurance
program currently available to Federal eamployees. Under the proposal,

Federal employees who have been covered under the life-insursance prograa for at
least 10 years and who are at least 50 years old could coavert a portion of
their basic fnsurance to long-term care protection. As presently conceived,
Federal eaployees could voluntarily elect to pay an additionsl long-term care
premium that would entitle the eaployee to 3 years of nursing home and home
health benefits paid at a fixed amount.

What 1s unclear at present {s the extent to which private insurance companies
will expand and broaden thefir offerings of long-ters care f{nsurance products
in the future. A recent survey by the HIAA found a number of coapanies entering
the market within the past year, others developing new products or refining
old ones, and still others developing longterm care products for the first
time. gg/ However, this sane survey found that two coanpanies, including one
with extensive years of experience, recently reduced their ssles of long-term
care insurance products. One company did not receive the premium rate increases
it requested from a State insurance commission and subsequently stopped writing
nev policies. The other coapany, vith a large share of the market, found {t
necessary to redesign its policy to reduce adverse selection. It also limited
the number of States in which it sold the revised policy and implemented
rate increases in all States where {t had the original policies in force.

In November, 1986, Secretary Otis Bowen transaitted to the President the

Department of Health and Human Services' report on Catastrophic Illness Expense,

60/ The State of Private Long-Term Care Insurance: Results from a National
Survey. Health Insurance Association of America. tesearch and Statistical
Bulletin, no. 5-86, Nov. 25, i986. pp. 3,4.
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\
requested by the President earlier in the year. This report addresses the
issue of need to stimulate the supply of private long-term care fnsurance
options and to broaden the market for such policies. The report recommends
encouraging the developament of the private market for long-term care fnsurance
in three ways: (1) establish a 50 percent refundable tax credft for long-term
care insurance premiums for persons over age 55, up to an annual maximwum of
$100; (2) provide the same fevorable tax treatment for long-term care iasur-
ance reserves a¢ is nov the case for life insurance; and (3) remove certain
barriers included in the Deficit Reduction Act of 1984 to prefunding long~term
care benefits provided by eaployers to retirees. It s unclear how Congress
will respond to these recommendations of Secretary Bowen's report. In the
meantime, the Task Force on Long-Term Health Care Policies, established in 