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In the Year One Thousand Nine Hundred and Eighty-Seven

The Special Commission on Elderly Health Care was established
by the Legislature in the 1984 session to study all aspects of elderly

'health care both financing and delivery.
The Commission has studied the problems and solutions for the

finance and delivery of long term care (ETC) for 18 months, involv-
ing meetings with hundreds of people. This report documents our find-
ings, and discusses the recommendations for action in four areas;
finance, coorindation of care, data, and education.

* One thing is clear: All elders must be insured for long term health
care costs.

1. The current system for financing long term care is inadequate;
we leave elders who need long term care no reasonable alternative
to impoverishment. We have a State long term care budget that is
out of control.

The Commission recommends that:
* The state develop a financing mechanism for long term care that

offers citizens a reasonable means of protecting against the
catastrophic costs of long term care. By 1990 catastrophic long term
care insurance coverage should be available to all Massachusetts
elders at an affordable cost.

2. The current system creates incentives for elders to divest or
protect assets in order to avoid impoverishment.

The Commission recommends that
* The State should waive the Medicaid Asset Test to elders who

wpurchase long term care insurance coverage. That is, elders who pur-
chase insurance protection would be eligible for medicaid payment
for nursing home and home health coverage after the insurance
benefits are exhausted. The state should also consider significant
tightening of Medicaid eligibility for those elders who choose not to
participate in a long term care insurance plan.

Financing Long Term Care

GCfje Commontocaltt) of ina£*ad)u*ett*

EXECUTIVE SUMMARY
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3. Most long term care is rendered by family members free of
charge. It is estimated that 70-80% of long term care is provided by
family and friends.

The Commission recommends that;
* The state should investigate tax incentives and other incentives

to encourage continued family participation in the long term care of
their family members.

4. Many elders are “house rich” but cash poor. Current vehicles
for home equity conversion in Massachusetts are inadequate to meet
the financial needs of elders.

The Commission recommends that:
* The state should promote availability of home equity conver-

sion financing instruments to enable elders to purchase long term care
coverage.

5. Since annual insurance premiums are much lower for the under
65 age group, the Commission will strongly recommend and encour-
age marketing of long term care insurance to that age group. The
Commission will consider creating incentives for those under 65 to
purchase long term care insurance.

The Commission recommends that
* The state should promote development of “prepaid options” for

those under 65 years old to begin to insure for their long term care.

The current system for delivery of long term care is fragmented,
there is lack of coordination in policy development at the State level,
and lack of coordinated service delivery at the local level.

The Commission recommends coordination of long term care at

both the State agency level and the local level.
The Commission recommends that:
*1 Utilization of a single assessment tool for authorizing home

health, home care and nursing home services purchased by the state.
*2. Development of a single State definition of geographic long

term care areas.
*3. Policy coordination at the State agency level: Development of

an interdepartmental council to coordinate long term care policy and
budget initiatives between the Executive Office of Elder Affairs and
Medicaid.

Coordination of Care
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*4. Coordination at the local agency level; Development of a local
administrative structure for coordinating assessment and authoriza-
tion of long term care services purchased by Medicaid, Executive
Office of Elder Affairs and the proposed pool of premium dollars for
long term care. This local structure would coordinate health and social
services, so would require staff with health and social services
expertise. The local administrative structure should be in place by
1990.

There is a lack of data on elder need and use of long term care serv-
ices. Much of the needed information is collected by the State Depart-
ment of Public Health, Executive Office of Elder Affairs, Medicaid,
and Rate Setting. Yet the information is not collected in a way that
allows evaluation of program initiatives or planning for future needs.

The Commission recommends that:
*l. The state establish an integrated database on long term care

need and services utilized by the elderly. The database design should
be the responsibility of a task force consisting of the Executive Office
of Human Services (EOHS), Rate Setting, Medicaid, the Department
of Public Health (DPH), and the Executive Office of Elder Affairs
(EOEA). The task force should be funded to hire staff and technical
support developing the database. The task force should have the
database designed and ready for implementation by 1988.

Most elders believe that long term care services are covered by
Medicare or supplemental Medigap policies; long term care services
are not covered by any public program. This lack of comprehension
about the financial risk elders run in the event that they need long
term care results in a lack of demand for long term care risk protection.

The Commission recommends that:
The state develop an educational campaign to inform consumers

about the need for long term care coverage. The educational campaign
would have two major components: A general consciousness raising
campaign and individual counseling about long term care options.

Database

Education
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Today’s health care system for the elderly is a confusing array of
coverages, deductibles and forms. Choices are difficult enough when
an older person must find a new doctor or health plan, face an ill-
ness or an operation. But when the need is for a nursing home bed
or home health care, there are few affordable choices anywhere. One
of the best kept secrets in the nation is that even with Medicare and
a Medigap policy, elders are not covered for long term care.

A real life example may be helpful:

«i«*7*

Eleanor Jamison took care of her husband Fred at home
for three years before she even considered placing him in a
nursing home. At first Fred was forgetful and got confused.
Eleanor had to keep watch over him, in case he wandered out
of the house. But as time progressed Fred got more forget-
ful, and at times didn’t recognize Eleanor. When Fred got to
the point of wandering during the night, and soiling himself
when he forgot to use the bathroom, Eleanor knew she
couldn’t keep this up any logner. She asked around and met
with her pastor, talked to her doctor and finally decided that
having Fred in the nursing home might be better for both of
them.

Eleanor knew they had insurance to cover things that Medi-
care didn’t cover; she’d taken over paying the bills years ago,
and had paid quarterly premiums for each of them. She
couldn’t believe it when the nursing home people told her she
would probably have to pay $2,500 per month for Fred’s care.
Medicare and their Medigap policies didn’t cover long term
care. She was told she could fill out a Medicaid application
(imagine, Welfare!) but because she and Fred had $30,000
saved in the bank they probably wouldn’t be eligible.

INTRODUCTION
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This scenario represents the very rude awakening that elders and
their family members face when the need for long term care* arises.
Most nursing home and home health care is not covered by Medicare
or any Medigap policies sold. Long term care can cost thousands of
dollars per month which must be paid for out of pocket until there
is no money left. Once an elder is impoverished, Medicaid will pay
for long term care.

This personal dilemma faced by the Jamison’s resulted in their
spending over $25,000 for Fred’s long term care. Then Medicaid paid
for his care for two more years at a cost of over $40,000 to the State.
Cases like the Jamison’s create a crisis for both the individuals
involved, and the State. The individuals lose all their assets and
become impoverished, and the State Medicaid budget is huge and
growing out of control.

Massachusetts spent over $BOO million for long term care in 1985.
Conservative estimates project Massachusetts will spend over $2
billion for long term care by the year 2010. These funds are spend
for very real people, with very real needs; yet the long term care tax
burden will soon overwhelm the State budget. The partnership
between the elders and the State is not working for either elders or
the State. The partnership must be restructured.

The Commission has heard the plight of individuals and weighed
the State concerns of a growing Medicaid budget under the mandate
of a tax cap. In proposing solutions the Commission has focused on
goals of financial independence for elders and control over a growing
Medicaid budget. The Commission proposes system wide changes in
financing and delivery of long term care services which will enable
us to meet the long term care challenges of the 1990’s and on.

The Commission’s recommendations would establish a new system
of long term care guided by six key principles which we judge to be
essential to success in the legislature and with the public:

Envisioning a New System of Long Term Care: Key Principles

Long term care is broadly defined to mean health, personal and social services required foi
extended periods of time by elders who are disabled and/or chronically ill, in an institu
tion or at home
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1. The Proposed System must be Affordable. Senior citizens
already bear a heavy burden of health care costs. While there will
continue to be consumer contribution to the cost of long term care,
that contribution must be realistically priced for people on limited,
fixed incomes. It is a goal of the Commission to provide an alternative
to our current process which requires the impoverishment of vulner-
able senior citizens before public assistance becomes available.

2. The Proposed System must Provide Budgetary Relief to the
Commonwealth. Our public budget for long term care is out of
control. A reformed system must address the rapidly escalating cost
of Medicaid and other state services which currently bias our pattern
of expenditures toward institutional care rather than care at home.

3. The Proposed System Must Encourage Universal Participation.
While the Commission does not recommend mandatory participation,
it recognizes that universal participation is fundamental to financing
that is affordable both for individuals and for the state. Pooled risk
could spread costs broadly enough to eliminate the catastrophic
effects of nursing home care on individual families. We cannot be
satisfied with a situation where insurance is available only to the
healthiest and wealthiest elders.

4. The Proposed System Must Provide Equal Access to All. A
reformed system must eliminate the two tiered pricing system for long
term care. A restructured long term care system should eliminate
discrimination based on ability to pay.

5. The Proposed System Should Promote Explicit Standards for
Quality of Care. Quality issues will need continuing attention, parti-
cularly as home care and home health care are proposed as a substi-
tute for some institutional care.

6. The Proposed System Must be Simple. Families in need of serv-
ice should not have to negotiate a maze in order to put together a
service plan. Nor should they have to hire an accountant to figure
out how to pay for their long term care. The HMO, the hospital, the
nursing home, home care and home health services must be
coordinated to provide an understandable continuum of care. The
Commission believes that both financing and coordination of long
term care can be simplified in a comprehensive system.
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The scope of the crisis elders and States are facing in long term
care begs for a national solution. The Federal government has studied
that matter extensively, and has reviewed proposals for comprehen-
sive health care coverage*, but has failed to act.

Over the years the proposals for comprehensive health care cov-
erage have ranged from minimal public interventions (such as offer-
ing tax incentives for purchase of qualified private insurance plans)
to fully publicly funded programs similar to Canadian or European
systems. National health insurance proposals (not only for the elderly,
but for all the uninsured) are strongly supported by the voting pub-
lic, yet the price tags in the 50 to 100 billion dollar range have
precluded passage.

In 1986 President Reagan charged Secretary Bowen with proposing
solutions for the catastrophic costs to elders. Secretary Bowen’s Task
Force made recommendations for catastrophic costs for both acute
and long term care. If any action is taken, it looks as though acute
care costs may be capped for elders. Long term care costs will continue
to fall squarely on the shoulders of elders and State Medicaid budgets.

Medicare was enacted in 1965 to provide insurance protection to
elders who at that time were spending between 15-20% of their income
on health care costs. The Medicare benefit package included coverage
for acute care costs, including hospitalization, and physician services.
Some historical accounts suggest that long term care was to have been
added to the benefit package in the following years, but this has never
been enacted.

Today’s elders are spending as much, if not more, in out of pocket
health costs than in 1965. Lack of coverage for long term care accounts
for most of the catastrophic expense to elders. Yet it appears that there
will be little or no action on the national level to address this dilemma.

While continuing the press for a national response to this dilemma
States have begun to search for solutions that they might enact. A
recent report of the Intergovernmental Policy Project identified 21

Historical Overview: How Did We Get Into This Mess?

In the 1970’s proposals for comprehensive health care coverage included Fullon-Brc
Mortice bill which utilized tax incentives and Kennedy-Cormann bill which proposedbill which proposed
payroll taxes and general revenues to fund universal coverage. Partial public subsi
proposed in both the Kennedy-Mills bill and in the Ford Administration Plan
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states (including Massachusetts) that have established Study
Commissions or Task Forces to examine long term care financing.
Other States include Alaska, Arizona, California, Colorado,
Connecticut, Florida, Georgia, Illinois, Minnesota, Montana,
Nebraska, New Mexico, New York, North Carolina, North Dakota,
Oregon, Texas, Virginia, and Wisconsin.

The Special Commission on Elderly Health Care was established
by the legislature in the 1984 session; the charge to the Commission
was to study all aspects of elderly health care, both financing and
delivery. (See Appendix A and B for a list of Commission and
Advisory Committee members.)

The Commission has studied the problems and solutions for finance
and delivery for 18 months, involving meetings with over 300 people.
(See Appendix C for a full description of the Commission process.)
This report documents our findings and discusses the recommenda-
tions in four areas; finance, coordination of care, data and education.

The findings of the Special Commission can be summarized as
follows;

1. Elders’ income and savings can be wiped out quickly by
catastrophic long term care costs. There is no reasonable way for
elders to protect themselves against the catastrophic costs of long term

care. Current long term care insurance policies are expensive and
inadequate.

Had Eleanor and Fred Jamison known that Medicare and Medigap
policies didn’t cover long term care they would have been faced with
three choices; purchase private long term care insurance, protect assets
in a trust, or gamble that they might not need LFC services and go

unprotected. ,
* Purchase Private Long Term Care Insurance. Insurance policies

available in Massachusetts today cover nursing home care; few, if any

have a meaningful home health benefit. Policies cost between $3OO-
- 000 per year for a 65 year old. If the Jamisons had purchased a

long term care policy, it probably would not have covered Fred’s care.

The Special Commission on Elderly Health Care

Findings of the Special Commission on Elderly Health Care



1987] SENATE -No. 1948 15

I

Exclusions and stipulations in these policies leave elders uncertain that
they will actually be covered, if they need long term care.

* Protecting Assets. Setting up a trust fund, or transferring assets
to children or relatives is another choice elders face; these methods
are used to create the illusion of poverty, a sort of “paper poverty”,
so that elders will be eligible for Medicaid, and Medicaid will pay for
long term care. Although we do not know the numbers of elders who
utilize trust funds to protect their assets, in every public forum we
have held, elders will acknowledge off the record, that establishing
trust funds is common practice to avoid the risk of impoverishment
for long term care. Elders do not see asset transfer or trust funds as
the best choice, but as the only reasonable choice, given the current
alternative of impoverishment for long term care.

* Gambling. The third option elders face if they are aware the
Medicaid and Medigap policies do not cover long term care, is to do
nothing, and hope that they won’t need long term care services. The
actual numbers of elders in a nursing home at any one point in time
is only 5%; at age 65 the risk of an elder entering a nursing home
is one in four; by age 75 to 80 the risk increases to one in two. So
elders can play the odds and hope they don’t need long term care.
If they lose in this gamble, they lose big. Without any coverage, long
term care services have to be paid out of pocket and this can cost
between $5O-$lOO per day for nursing home care ($lB,OOO-$36,000 per
year). Home health costs range from 535-S7O for a nursing visit and
$25 to $4O for a homemaker/home health aid visit.

Most elders are not aware that they are not covered for long term
care. (An AARP survey found that 70-80% of elders presumed they
would finance an extended nursing home stay with Medicare and
Medigap policies.) Since most elders are unaware of the risk of long
term care costs, they gamble by default. We must address this
misperception that elders are covered for long term care. We must
improve the choices for long term care coverage.

2. The Slate Budget for long term care is out of control
* State expenditures for long term care in 1986 exceed $BOO

million, nearly one tenth of the State budget. The following figure
depicts the breakdown in spending for long term care services in
Massachusetts in Fiscal Year 86
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ELDERLY LONG TERM CARE EXPENDITURES
1986

$ 1 Billion

Based on Data free Executive Office of
Huikti Services and Executive Office for
Acinin 1 etrat lon and Finance

Projected expenditures for long term care in the 1990’s are for
almost a billion dollars per year, and by the year 2008 will be 2 billion
dollars per year. These projections presume we do nothing but
maintain existing programs; no new programs, just care for more frail
older people.

>

.Medicaid *559M

MCB/DPH »3CM
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PROJECTED LONG TERM CARE
Institutional Spending h/ill Exceed

$2 Billion by 2008

Boeed on Dote from Executive Office for
Adelnletrotlon end Finance

* The State budget currently pays for 65 - 70% of long term care
in the State. Elders pay out of pocket for the other 30 - 35%. Private
insurance pays for less than 1% of long term care.

ELDERLY LONG TERM CARE EXPENDITURES
1986

PRIVATE/PUBLIC RATIO

■MCB/DPH 4Z
■EOEA 15Z

-Medicaid 81Z

Government Prograee

Boeed on Data fro» Executive Office of
Hueor Servlcee and Executive Office for
Acfclnletrotlon end Finance
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* The State commitment to funding of social services, and a higher
rate of Medicaid eligible elders than the national average, accounts
for the large State role in financing long term care.

This budget has to be brought in line. If we act now, we have an
opportunity to create a better system; failure to act today will put us
in the position ofmaking difficult choices in the years ahead choices
between long term care and education or roads. Cost concerns will
force choices: denying services, limiting nursing home bed growth.
And we will have lost the opportunity to prefund.

To bring the budget into line, coordination of funding sources may
create some efficiencies; currently long term care services are paid
through a number of programs housed in different State agencies. But
re-organization will not entirely solve the problem. We must restruc-
ture the partnership between elders and the State so that elders
have an opportunity to protect themselves against the catastrophic
costs of long term care, and so that the State taxpayers are protected
from an unwieldy tax burden.

3. The long term care system is an organizational mess
* Massachusetts has been expanding community based services

and restricting nursing home bed growth for years as a means to
contain costs and offer noninstitutional alternatives to elders. While
both these activities have been necessary and good, no coordinated
community network has developed, so we are in the position of
needing gap services and coordination.

Pressures to allow more nursing home beds is building, and service
expansion is inevitable. It is time to develop a Master Plan for long
term care service expansion. We cannot continue the uncoordinated
policy planning between agencies. We cannot continue to describe the
maze of long term care services as a “system.”

* The current delivery of long term care can be thought of in terms
of providers of service and authorizers of service. The providers
include home health agencies, nursing homes, adult day care centers,
and social home care service providers. Authorization of service is
a function of the agency that funds the services; The Executive Office
of Elder Affairs funds 27 Home Care Corporations to authorize social
home care services. Medicaid’s Long Term Care Connections teams
(or their designees) authorize nursing home care. Medicaid funded
home health care is largely authorized by community physicians.
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* Access to long term care service is confusing; financial and
clinical eligibility for Medicare, Medicaid and EOEA programs differ.

* There is currently no local agency that is responsible for, or
capable of, assessing and authorizing the array of services a frail elder
may need. This results in elders either not knowing where to go for
help, or having to go through several agency screens and assessments
in order to arrange needed long term care services.

4. Informal caregiving is the cornerstone of long term care.
* Most long term care for elders is voluntary offered by family

members and friends free of charge. This valuable human service must
be encouraged and supported by policies that address long term care.

* National data suggest that 70 - 80% of long term care is provided
by informal caregivers and that “formal” services account for 20% of
long term care services. (U.S. Comptroller-General, 1977.) A study
of Massachusetts informal caregiving supports the national data.
Tennestedt (1986) studies a group of frail Massachusetts elders and
discovered that those receiving formal services were receiving 5-7
times more informal services than formal services. This data refutes
suggestions that families abandon their elders when formal services
are provided.

* In the years ahead the availability of caregivers will be reduced.
Because of declining fertility, increased lifespan, and the aging of the
baby boom generation, the ratio of dependent elders to the working
population will climb from its current rate of 18.8/1 to 37/1 by 2030
(Tennestedt, 1986, citing U.S. Census Bureau, 1983b).

* People are living longer. Currently Massachusetts elders
comprise 12.7% of the population higher than the national average
of 11.3%. That percentage is expected to rise to 14.5% by 1990
an increase of 200,000 elders. (State Office of Health Planning, 1986.)

The fastest growing segment of the over 65 population is the over
75 age group. The figure on the next page graphs the segments of
elderly population growth in Massachusetts into the 1990’5. Note that
the over 75 age groups are growing fastest.

* Persons over the age of 75, especially those over the age of 85
are the highest utilizers of long term care services. Less than 2% of
elders age 65 - 74 are in a nursing home at any one time, compared
to 6% of those 75 - 84 and 23% of those 85+ who are in a nursing
home at any one point in time.
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MASSACHUSETTS ELDERLY POPULATION PROJECTIONS

Percent of Total Population

9a«ad on Data fro* U. S. Ceneue Bureau

55-74

figure 5; SERVICE USE BY AGE GROUP
NURSING HOMES

Porcont Utilization
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Proposal to Restructure the Financing of Long Term Care

One 6f the key areas for reform of the long term care system is

restructuring the financing in a way that makes more sense for elders
and for the State. After much study, the commission is convinced that
all elders need protection against the catastrophic costs of long term

care. This protection requires an insurance solution which could be
a public program or could be a private market approach.

This chapter will review background to the financing problem and
will review the potential options for addressing the problem. The
specific recommendations of the Special Commission tor restructur-
ing the financing will be described and discussed.

Background
Financing for long term care is a topic ot much discussion and

debate as States and the Federal government anticipate burgeoning
long term care costs in the next years. Many point to a lack of Federal
foresight in designing Medicare in 1965 to cover only acute care.
Today’s elders are protected from potentially catastrophic costs ot
illnesses for acute care, but are left defenseless in the face of
catastrophic costs of long term care.

Many have called for solutions to the financial dilemma elders face.
The Harvard Medicare Group suggested coverage of long term care
under Medicare Part C. (Long term care costs would be financed with
acombination ofelder premiums, payroll taxes and general revenues.)
The Massachusetts electorate called for consideration of National
Health Insurance coverage. Secretary Brown of Health and Human
Services proposed private funding solutions for long term care costs,
suggesting Medical IRA’s and private savings to fund long term care.

Clearly long term care policies must be addressed. The rate of
growth of the elderly population (as depicted in figure 4) and the
projected costs associated with that growth (see figure 2) mandate
action.

Goals of Financing Solutions:
To resolve the financing dilemma for both the individual and the

State the Commission has identified the following goals:
1. Every elder must be protected against catastrohic ETC costs.

Now, to secure Medicaid financial assistance for LTC costs a family
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must “spend down” (i.e. lose) its life savings. Such impoverishment
is unacceptable and outrageous. We must provide alternatives.

2. Protection must be affordable. The protection against
catastrophic costs must be affordable. Using state or private
insurance, affordability will require some sort of means testing and/
or subsidized buy in for low income elders. It also means incentives
and education to encourage the under 65 age group to buy insurance
or otherwise contribute.

3. Protection must be comprehensive. ETC protections should
dovetail with acute coverage and provide comprehensive benefits so
that coverage gaps are avoided.

4. The financing system must be simple and understandable. Elders
now are often overwhelmed by various insurance policies and
uncertain coverage. Simplicity of design will limit some choice but
makes decision making more rational for the elderly.

5. The financing system must promote equal access. The private
pay preferential admission policies in nursing homes today are
creating a two-tiered health care system. We must stop this
discrimination.

6. Thefinancing system should be designed topromote family care,
cost containment and ensure quality. Careful screening before nursing
home admission is critical. Payment based on level of care needed
rather than on a flat rate may be necessary. The current case mix
reimbursement demonstration for nursing home payment should be
considered preferable to retrospective cost based reimbursement.

7. The financing system redesign must promote community care.
Adequate financial coverage for home health care not just nursing
homes is essential. No one prefers going to a nursing home, and
screening teams should see nursing homes as a last resort only.

8. Thefinancing system should reduce reliance on slate medicaid
as the major source offunding for long term care.

The Commission considered a full range of financing alternatives
in the redesign of financing long term care. The range of choices
include publicly funded tax solutions and privately funded solutions
(see figure below).

Options for Financing Long Term Care Insurance vs. Other
Solutions:
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IC Insurance Medical IRA
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The commission is convinced that pooled risk solutions are needed
for financing long term care. Pooled risk solutions include long term
care insurance, social health maintenance organizations and
continuing care retirement communities.

The alternatives to insurance are 1.) tax based public funding
solutions or 2.) out of pocket private funding solutions. These
solutions are less desirable because publicly funded, or tax-based
solutions would dramatically increase reliance on State funds for long
term care. With the recently passed tax cap and surtax repeal, and
increased budget costs (even without additional State LTC programs),
entirely tax based solutions appear unrealistic. Proposals for
increased private out-of-pocket expenditures which don’t pool risk,
(such as Medical IRAs) actually excaberate the phenomena of elder
spend down. (See Appendix D for a full discussion of alternative
financing solutions.)

The current “partnership” for financing long term care exists
between individuals and the State; this partnership requires elders who
need care to pay for that care until impoverished; at that point the
State will pay for care with Medicaid monies. This dynamic is depicted
below:

IMPOVERISHMENT

FIGURE 6: FINANCING OPTIONS FOR LONG TERM CARE

Home Equity Conversion
Payroll Taxes
General Revenues

FIGURE 7. CURRENT FINANCING FOR LTC
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We envision a new dynamic, where all elders who can afford to,
pay a reasonable amount toward long term care coverage, instead of
a few elders paying an unreasonable amount.* This dynamic is really
an insurance solution; insurance spreads the risk of needing long term

care among a population that is a risk of needing long term care.
Insurance relieves the individual of the financial burden of
catastrophic long term care costs. Individuals pay premiums, and if
they need long term care, the benefits are paid from the pool of funds
generated by premiums.

In order for insurance to be a viable option for both the individual
and the State the insurance policy has to cover the long term care
needs elders have, and the policy has to be affordable to a large group
of elders. Comprehensive insurance coverage for nursing home and
home health care is generally unavailable in private insurance policies
today; the cost for comprehensive coverage has been quoted as near
$ 1,000 per year for an individual to purchase at age 65.

Only elders with significant incomes will be able to afford the full
price of comprehensive long term care coverage. Therefore we must
look to a solution that meets the needs of a larger segment of the
population. The challenge in designing such a system, is to develop a
mechanism for low income, middle and high income elders to each
contribute a reasonable premium in exchange for coverage for long
term care.

The Commission investigated models to make long term care
insurance available in Massachusetts. Two options are I.) promote
availability and affordability of private long term care insurance
products or 2.) to design a State long term insurance plan.

Encouraging a private market solution to long term care is
appealing. The Commission identified a set of incentives to encourage

Promoting Private Market solutions for Long Term Care

Since annual insurance premiums are much lower for the under 65 age group, the Commission
will strongly recommend and encourage marketing of long term care insurance to that age
group. The commission will consider creating incentives for those under 65 to purchase long
term care insurance.
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insurers to develop and promote quality long term care insurance
plans. These incentives include:

A. Encouraging regulatory flexibility to draw insurers into the
Massachusetts market.

B. Tightening Medicaid eligibility to encourage responsible
individual planning to pay for long term care.

C. Designing an educational campaign to inform elders of the need
for coverage.

D. Waiving the Medicaid asset test to elders who purchase long
term care coverage.

E. Providing State specific utilization data to insurers for actuarial
estimates for premium costs.

F. Offering tax incentives to individuals who purchase qualified
long term care insurance plans.

G. Purchasing private long term care insurance coverage for low
income elders and/or subsidizing policy purchase for middle income
elders; in effect, creating a market for ETC products.

The Commission proposal to implement a set of State incentives
to encourage development of private long term care coverage was
developed (See Appendix E for Working Paper #l.) Ensuing dis-
cussion and commentary identified five potential problems with
this approach. The problems include lack of universal coverage, lack
ofaffordability, lack of simplicity of policy design, lack of incentives
for cost containment, exacerbation of the problems of unequal access.
Each of these is discussed briefly below. The advantages of pursuing
a private market solution for long term care are that the industry is
yet in its developmental stages and that innovation and competition
in the marketplace might bring new approaches to the design of long
term care products.

Lack of Universal Coverage If insurers are allowed to underwrite
policies, there is the potential for insurers to choose to insure the “good
risks” and leave the “poor risks” unable to purchase protection. There
is also concern that insurers may back out of the market several years
down the road and leave elders and the State in the crunch of having

Potential Problems with Encouraging Private Insurance as a
Solution.
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no coverage available. We want to avoid the situation we are in with
liability insurance, in which insurers are no longer offering coverage.

Lack of Affordable Coverage If in fact, comprehensive ETC
insurance policies will cost nearly $l,OOO per year, this insurance will
be beyond the reach of 25 - 50% of today’s elders. The State could
subsidize the premium purchase for this low income population, but
with current insurance regulations proposing 50% loss ratios, the State
could end up paying more for insurance premiums than the State
would have paid for direct care for low income individuals.

Lack of Simplicity in Product Design Private market innovation
in product design gives elders choices, but also creates an opportunity
for confusion and deception. Elders would need to make wise choices
to purchase policies that offer true protection for long term care.
While a one year nursing home policy or a five year home health care
policy may offer fair value for the premium dollar, elders would have
to weigh the facts that suggest many elders stay much longer than
one year in a nursing home, or that many elders who prefer home
health care, may eventually need nursing home care. An elder could
purchase these policies and still not be protected against catastrophic
costs. The Commission would recommend stipulation of “qualified
plans” that offer comprehensive enough coverage to avoid gaps that
leave elders unprotected.

Lack of Incentives for Cost Containment Private insurance
coverage will pay an agreed upon daily amount ($5O per day, for
example) for nursing home or home healthc are. A private insurance
approach provides no incentives for cost containment. Nursing home
care or home health care costs could escalate and neither the insurer
nor the provider would be at risk. This would leave the elder at risk
for making up the difference between costs and the amount insurance
would pay.

Exacerbation of Problems of Unequal Access Increasing the pool
of ‘private pay’ elders without addressing cost containment issues will
likely create a greater differential between Medicaid and private pay
rate. This will likely increase problems of access for Medicaid clients.

A private insurance solution approach to long term care must
address each of these issues. It has been suggested that lack of
universal coverage could be addressed by developing a “high risk
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pool” for individuals who don’t meet the underwriting guidelines of
private insurers. Funding for this “high risk pool” could be shared
between the State and insurers.

The private insurance market for long term care is a rapidly
developing market. Some of the products that have come into the
market in the last year are much improved over older products.
Private insurers in the State, notably Blue Cross/ Blue Shield and John
Hancock have done significant research and development on plans
that offer both nursing home and home health care.

Much work needs to be done before the Commission could
recommend the private market approach as a solution for financing
long term care. Designing a model and costing out assumptions for
a private insurance solution will be one of the tasks of the Special
Commission in the next year.

In an effort to promote availability of long term care insurance in
Massachusetts, the State could take a more aggressive role and
develop (perhaps in conjunction with an insurer) and market a State
long term care insurance plan. The State Plan could be funded with
a combination of elder premiums and State revenues. A State Trust
Fund could be established to manage the premium and tax dollars
allocated to long term care; participants who contribute to the Plan
would have their long term care paid for with dollars from the Trust
Fund. The specific features of one model for a State long term care
insurance plan are depicted graphically below.

Developing a State Long Term Care Insurance Plan

FIGURE 8. PROPOSED FINANCING FOR LTC WITH INSURANCE



[JulySENATE - No. 194828

Instead of the current system where an elder pays for long term
care until impoverished, in the new program an elder would pay an
annual insurance premium to the State Trust Fund. When an elder
needs long term care the elder would be assessed a deductible amount,
based on ability to pay. After that deductible period, the State Trust
Fund would pay for care for up to three years. For an extended
nursing home stay elders would pay a residential co-pay which would
also be based on ability to pay.

After three years of care the State would pay for care with Medicaid
dollars.

The long term care insurance product would target a premium
within the reach of most elders ($3OO-$5OO range). As a tradeoff to
a lower premium, the State insurance plan would have a significant
deductible which would be based on ability to pay. Fligh income elders
might be responsible for as much as 180 days of care, whereas middle
and low income elders would be responsible for much less. In effect,
the State would be subsidizing the deductible for low and middle
income elders.

The State subsidies for low and middle income elders are depicted
in the following charts. Low income elders would be responsible for
a minimal deductible period, after which the State Trust Fund would
pay for care up to three years. Medicaid would pay for care after three
years.

FIGURE 9. SUBSIDY OF DEDUCTIBLE

riHE
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The advantages of such a plan include:
A. The insurance product would offer nursing home and home

health care to all elders at age 65, at reasonable cost.
B. Elders would be protected against the threat of impoverishment,

as care beyond three years would be paid for with State Medicaid
funds.

C. Although the deductibles may be significant, they would be
capped at a lifetime amount, so elders and family members could save
and plan for them. Elders who use care would pay more than elders
who never use care, but would not be impoverished in the process,
as the amount users contribute is based on ability to pay.

D. As major purchaser of care, the State could negotiate rates for
nursing home and home health services. Because the State Plan would
be responsible for the cost of care (less a residential co-pay) the State
would have an incentive to keep costs down, or risk having to increase
the premium.

A Commission proposal to develop a State long term care insurance
plan was proposed (see Appendix F for Draft Recommendations,
December 1986). Ensuring discussion and commentary identified
potential advantages and disadvantages of this approach. The
potential problems with a public program include concerns about lack
of innovation and flexibility in the plan design, development of an
inefficient bureaucracy, and difficulty securing a Federal Medicaid
waiver for matching funds. Each of these is discussed briefly below.
The advantages of a public program are the potential for universal
coverage, incentives for cost containment, and equalization of access
for low and high income elders.

Lack of Innovation and Flexibility in Plan Design Design of
a State long term care insurance program might result in loss of a
competitive market for long term care insurance pioducts. Although
the private long term care insurance market has not developed
products that meet the long term care needs of elders, some argue
insurers are increasingly interested in long term care products, and
a competitive market could develop. Some argue that developing a

Potential Problems with Proposing a State Long Term Care
Insurance Plan
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State insurance plan would close out the possibility of the private
market developing. Another concern regarding plan design is that
program design and premium structure might be influenced by
political pressures. Elders fear that budgetary constraints could
potentially reduce benefits. Others fear that premium increases might
be politically undesirable and maintaining the level of elder
contribution may be difficult. Medicare has experienced both of these
problems.

Development of an Inefficient Bureaucracy Neither the State,
nor most private health insurers have experience managing the
accumulated reserves anticipated in long term care insurance
products. There is some concern about the State managing these
reserves. Concerns have also been raised about the State
administrative costs of managing an insurance plan vs. private
insurers’ administrative costs. Concerns about inefficiencies in the
State could be dealt with by subcontracting the administration of the
insurance plan to an insurer, as Medicare does.

Difficulty Securing a Federal Waiver for Matching Funds Use
of any Medicaid dollars as levers to stimulate elders to purchase long
term care insurance will require a Federal waiver. This obstacle will
be faced whether the proposed program encourages a State plan or
a private insurance approach. Given the current political environment
in Washington, this waiver may be difficult to achieve.

Development of a State long term care insurance plan would need
to address each of these issues. Concerns about lack of plan flexibility
could be addressed by establishing an independent board to annually
review whether or not the plan is meeting consumer needs. Concerns
about premium levels might be addressed by including elders in the
process of determining rates.

The State insurance program addresses some of the disadvantages
or inequities in the present system; a two-tiered system of care would
be eliminated if the State was the major purchaser of care for elders
of all income groups, rather than purchaser for just the poor. Cost
containmemt incentives would be created by having the State Trust
Fund at risk for the cost of care, rather than a fixed daily amount.
Universal coverage offers the best chance of reducing catastrophic
risks for both elders and the State Medicaid budget.
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The Special Commission on Elderly Health Care recommends that;

1. The State develop a financing mechanism for long term care that
offers citizens a reasonable means of protecting against the
catastrophic costs of long term care. By 1990 catastrophic long term
care insurance coverage should be available to all Massachusetts
elders at an affordable cost.

2. The State should waive the Medicaid asset test to elders who
purchase long term insurance coverage. That is, elders who purchase
insurance protection would be eligible for Medicaid payment for
nursing home and home health coverage after the insurance benefits
are exhausted. The State should also consider significant tightening
of Medicaid eligibility for those elders who choose not to participate
in a long term care insurance plan.

3. The State should investigate tax incentives and other incentives
to encourage continued family participation in the long term care of
their family members.

4. The State should promote availability of home equity conversion
financing instruments to enable elders to purchase long term care
coverage.

5. The State should promote development of “prepaid options” for
those under 65 years old to begin to insure for their long term care.

The State should develop a financing mechanism for long term care
that offers citizens a reasonable means of protecting against the
catastrophic costs of long term care. By 1990 catastrophic long term
care insurance coverage should be available to all Massachusetts
elders at an affordable cost.

Discussion of Recommendation
The Commission has identified the key steps needed to meet a 1990

target date. The specific tasks for the following year are outlined
below. These steps will require commitment of State resources; the
Commission considers this a needed investment for research and
development of long term care insurance options.

The Commission proposes the following workplan for redesigning
the financing mechanism for long term care:

I. Continue work begun on modelling the costs of a State long term
care Insurance Plan. Determine costs to elders, to the State (in

FINANCE RECOMMENDATIONS

Finance Recommendation #1
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subsidies) and potential savings to the State Medicaid budget. We are
currently using the ICF model which is based on a sample of U.S. elders.
To further refine the projected costs and savings of a State Plan will
require data on Massachusetts elder income, data on elder spend
down, and an estimate of the impact of asset transfer and trusts.

2. Design and model costs and savings of a private insurance
proposal. The concepts to be explored are utilizing premium subsidies
for low income elders and funding a high risk pool for elders not
eligible for private insurance.

3. Design a demonstration to implement one or both of the above
proposals - if initial modelling suggests either one or both are
feasible.

Finance Recommendation #2
The State should waive the Medical asset test to elders who

purchase long term care insurance coverage. That is, elders who
purchase insurance protection would be eligible for Medicaid
payment for nursing home and home health coverage after the
insurance benefits are exhausted. The State should also consider
significant tightening of Medicaid eligibility for those elders who
choose not to participate in a long term care insurance plan.

Discussion ofRecommendation
There are two aspects to Medicaid eligibility addressed in this

proposal. The first is to waive the Medicaid asset test to those elders
who purchase long term care insurance protection. The second is to
tighten Medicaid eligibility requirements for those who choose not
to purchase protection against the catastrophic costs of long term care.
Rationales for both are described below.

Waiver of Asset Test for Medicaid Eligibility
Current State policy maintains that long term care expenses are

solely the responsibility of the individual until or unless an individual
is poor and therefore is eligible for Medicaid. We feel a more socially
responsible State policy would identify an individual’s responsibility
for long term care; if the individual meets that responsibility the State
would guarantee coverage for long term care for as long as needed.

We propose that the amount that an individual is responsible for
contributing towards long term care be based on ability to pay. As
described above, elders would contribute premium dollars to private
insurance or a State insurance pool. If an elder needs long term care
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services, they would contribute whatever deductible, or co-pay their
policy requires. They would then be covered for long term care by
their insurance policy. This recommendation proposes that any care
beyond that covered by the insurance policy, would be paid for with
Medicaid dollars.

The proposal to waive eligibility requirements, and pay for
extended stays with Medicaid dollars offers true catastrophic
protection to elders. Most nursing home and home health needs would
be covered by a 2 or 3 year long term care insurance policy. This
proposal would guarantee elders that they would not have to begin
out of pocket payments for nursing home care after insurance benefits
run out, for example, if they were in year five of a nursing home stay.
Extended long term care stays result in truly catastrophic expenses,
and it seems reasonable for the state to provide a true safety net for
those elders who have responsibly protected themselves with an
insurance plan.

It is unlikely that this proposal would significantly increase
Medicaid expenditures. Although we have no data on how long elders
pay privately for nursing home or home health care, it is generally
agreed that Medicaid is probably already paying for most long term
care beyond two or three years. It is doubted that many elders have
assets significant enough to fund three years of nursing home care
at private rates (a cost of about $100,000). Therefore, this proposal
would offer elders a guarantee of any coverage needed beyond their
long term care insurance policy, and offer true peace of mind, for little
or no increase in Medicaid costs.

Tighten Medicaid Eligibility
The second aspect to the Medicaid eligibility proposal addresses

the use of estate planning, trusts, and divesture of assets in order to
“look poor on paper” and thus become Medicaid eligible. We do not
know the extent to which this happens, nor the fiscal impact on the
Medicaid budget. We do know that a policy proposal that
recommends a “fair” contribution for long term care, is unlikely to
work if there is a “free” alternative. A clear message must be sent that
the new partnership will only work if the State’s social responsibility
is matched by elders’ responsible participation.

We propose that the State consider significant tightening of
Medicaid eligibility for those elders who choose not to protect
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themselves with long term care insurance. The means to tighten
Medicaid eligibility include increased enforcement of current policies
and/or establishing new and more stringent policies.

Increased enforcement of current policies could include:
* Really looking back two years for evidence that assets were

transferred in order to become Medicaid eligible.
* Pursuing estate recovery more aggressively.
* Reviewing the Medicaid eligibility determination process;

encouraging intake counselors, and community professionals to
view Medicaid as originally intended, as payor of health care for
the poor.

* More aggressive and timely implementation of utilization review
results, assuring that Medicaid pays only for the appropriate level
of care.

Among the possibilities for new and more stringent eligibility
policies are;

* Establishing a longer look-back period for determining if asset
transfer has occurred.

* Changing the current fixed time period for Medicaid eligibility
after asset transfer, to a variable time period based on the amount
of assets transferred.

In combination, these two approaches to Medicaid eligibility
reward elders for responsible planning for long term care and create
a strong disincentive for avoiding responsibility for long term care.

The State should investigate tax incentives and other incentives to
encourage continued family participation in the long term care of their
family members.

Discussion of Recommendation
Most long term care is rendered by family members free of charge.

This “informal care” or family rendered care takes many forms,
ranging from minimal assistance to heavy daily care. Informal care
includes family members providing transportation to church or
shopping, doing heavy yard work, or helping with finances. Or,
informal care might mean daily care of an elder relative, assisting with
bathing, dressing, and preparing meals. This valuable human service
must be encouraged and supported by policies that address long term
care.

Finance Recommendation #3
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The current system for long term care does encourage family care,
if only because the alternatives may be unavailable or may cost
thousands of dollars per month. (In re-designing the financing for long
term care that rather perverse incentive may be lifted.) However, the
current system neither creates a clear expectation of family
responsibility nor recognizes or rewards families who assume a
disproportionate responsibility for elder care.

In proposing reform of the long term care system, the State will
need to weigh the potential impact of any reform on informal
caregiving. Policies that promote social responsibility, and
acknowledge family rendered care must be encouraged.

The State should promote availability of home equity conversion
financing instruments to enable elders to purchase long term care
coverage.

Discussion of Recommendation
Many elders are “house rich” but cash poor; that is, elders may have

tens of thousand of dollars of equity in their home, but have a very
limited monthly income stream. Availability of home equity
conversion financing instruments would enable these elders to enjoy
a monthly income of perhaps hundreds of extra dollars per month.
Elders would be better able to purchase long term care coverage, or
other needed services with this income.

Home equity conversion instruments actually allow a homeowner
to take out a loan (received as a lump sum or monthly income stream),
using the value or equity in the home as collateral. It is presumed that
the value of the loan will be repaid when the home is sold.

The current home equity conversion instruments available in the
State are inadequate to meet the financial needs of elders. The current
instruments have a seven year maturity date, which means after seven
years the loan must be repaid. At this time elders would need to sell
their home in order to repay the loan.

What is needed is a type of home equity conversion instrument that
does not come due until the elder is ready to leave their home, or has
died. Banks are adverse to the risk of writing a loan with an open-
ended due date. There may be some combination of long term care
insurance financing and home equity conversion financing that shares
the risk of loss, and ensures elders that they will not need to sell their

Finance Recommendation #4
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home while still able to live in it. Availability of more diverse home
equity conversion instruments should be pursued.

The State should promote development of “prepaid options” for
those under 65 years old to begin to insure for their long term care.

Discussion ofRecommendation
Approaches to long term care financing may differ by the age group

we’re concerned with. There is much concern about funding long term
care as the baby-boom generation comes of retirement age in the years
2010-2030. It is expected that the annual State share of long term care
costs would crowd out other social programs. Long range solutions
to both the individual dilemma and the State dilemma of funding long
term care may be relieved by prefunding of tomorrow’s long term care
by today’s workers. One such prefunding mechanism would be
purchase of private long term care insurance policies prior to age 65.

Citizens should have the option of purchasing protection for long
term care costs while in their high earning years. Policies could be
offered as part of employee benefit programs, or could be available
for individual purchase. By paying in over many years the costs of
the premium should be affordable. Many private insurers today are
designing policies targeted at the under 65 population. The State
should look at incentives for those under 65 to purchase protection
for long term care costs.

Specific approaches to encourage availability of insurance to the
under 65 population would be to:

1. Aim for a long term care insurance product to be available to
State employees through the Group Insurance Commission by the
early 1990’5. This would be an optional coverage that employees
would choose to purchase. The product should offer the same benefits
as outlined in the State long term care insurance plan, that is, coverage
for nursing home and home health care when the individual is assessed
to need long term care services. The premium structure would allow
employees to start paying for their long term care insurance in their
middle years for use when they need long term care in their later years.
The insurance product should utilize capital accumulation of long
term care premiums.

2. As a next step, the State could promote the availability of the
“prepaid” product to all Massachusetts citizens by:

Finance Recommendation #5
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A. Mandating that employers offer employees the option of
purchasing long term care coverage.

B. Using a designation on the tax form similar to the SI
contribution for political campaign funds. A taxpayer would pay their
annual long term care premium in addition to taxes owed. The
premium dollars would be transferred to the State long term care
Trust Fund. The premium dollars would be accumulated to pay for
long term care that taxpayers might need in their later years.

Coordination of Care Recommendations:
The Commission recommends coordination of long term care at

both the State agency level and the local level.
Specifically the Commission recommends;
1. Utilization of a single assessment tool for authorizing home

health, home care and nursing home services purchased by the State.
2. Development of a single State definition of geographic long term

care areas.
3. Policy coordination at the State agency level: development of an

Interdepartmental Council to coordinate long term care policy and
budget initiatives between the Executive Office of Elder Affairs and
Medicaid.

4. Coordination at the local agency level: development of a local
administrative structure for coordinating assessment and authoriza-
tion of long term care services purchased by Medicaid, Executive
Office of Elder Affairs and the proposed pool of premium dollars for
long term care. This local structure would coordinate health and
social services, so would require staff with health and social services
expertise. The local administrative structure should be in place by
1990.

Utilization of a single assessment tool for authorizing home health,
home care and nursing home services purchased by the State.

Discussion of Recommendation
One of the barriers to coordination between health and social

services in the State is the lack of a common language for describing

Coordination Recommendation #1

Proposal for a Coordinated Delivery System for Long Term Care
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the kinds of impairments and needs elders have. Social service
providers describe elder’s functional impairment levels, health care
providers describe level of care needs. The fallout of this lack of a
common language is:

1. There is no way to compare elders need for services, costs of care,
or outcomes of care in different types of programs. There is no way
to evaluate the effectiveness, value, or efficiency ofprograms designed
to meet long term care needs of elders.

2. Elders with complex needs may have as many as three
assessments by different professionals asking many of the same
questions in different ways. These assessments usually take an hour
or more and are usually done at the elder’s home. The information
from these assessments is not routinely shared with other providers
who may be providing services to the same elder. This is not only
inconvenient to the elder, but is a costly and inefficient use of
resources.

Both Medicaid and the Executive Office of Elder Affairs have
participated in workgroup sessions to design a single assessment tool.
There seems to be support from both agencies for implementing a new
tool, although it is acknowledged that the clinicians in the field are
not likely to welcome this change.

Although a common language cannot guarantee that providers
from health and social services will communicate effectively, lack of
a common language is a guarantee that they will not be understood
if they try. Coordination of long term care requires that we at least
implement the tool of a common language between programs.

Development of a single State definition of geographic long term
care areas.

Discussion of Recommendation
Another barrier to coordination between health and social services

is the lack of common geographic boundaries for describing long term
care service areas. The Office of State Health Planning uses 33 long
term care service areas to determine need for nursing home beds. The
Executive Office of Elder Affairs uses 27 home care service areas to
authorize funding for social services. The Medicaid Long Term Care
Connection teams collect data in 21 long term care service areas.

Coordination Recommendation #2
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The fallout of this lack of common geographic boundaries for
discussing long term care is;

1. There is no answer to the question: How much home care do
we need in an area, or how many nursing home beds do we need in
an area considering the other resources the State provides in this area?
The question of allocating services in an area based on aggregate elder
need is not even seriously considered.

2. Attempts to plan demonstrations to coordinate services in an
area are immediately thwarted by turf battles over which geographic
area definition to use.

3. As noted above, there is no ability to compare the relative cost
or effectiveness of programs in an area in meeting elder needs.

There is general consensus that a single State definition of long term
care service areas would help in planning, allocation and evaluation
decisions. The Executive Office of Elder Affairs would feel the greatest
impact if the number of service areas were to change, as it would
require altering contracts with 27 home care corporations.

Discussion and debate over the exact boundaries of the geographic
long term care service areas is inevitable. But consensus and a decision
are mandatory if we are able to have a more rational delivery system.

Policy coordination at the State agency level; Development of an
Interdepartmental Council to coordinate long term care policy and
budget initiatives between the Executive Office of Elder Affairs and
Medicaid.

Discussion ofRecommendation
State funds for elderly long term care are currently channeled

through the Executive Office of Elder Affairs (EOEA) and Medicaid.
Long term care funds for other populations are channeled through
Medicaid, The Department of Public Health (DPH), the Department
of Mental Health (DMH), and the Massachusetts Commission for
the Blind. A coordinated policy for long term care could probably
be achieved by consolidation of funding streams for long term care
services. The precise organizational structure that should take is
unclear at this point. It is clear that establishing a new funding source
(pooled premiums from elders) will require an administrative
structure that must be well coordinated with Medicaid and EOEA
budgets.

Coordination Recommendation #3
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A short range goal of coordinating long term care policy and budget
initiatives between Medicaid and EOEA might be achieved by an
Interdepartmental Long Term Care Council. This structure is used
in other states that actually pool sources of long term care funding.
This Council would coordinate and prepare annual long term care
budget and policy initiatives.

A longer range goal of consolidating funding streams for long term
care services should be pursued so that by 1990 there is an
administrative structure for coordinating and managing long term
care funds from Medicaid, EOEA, and pooled premiums from elders.
Models in other states that have a single state agency for long term
care or coordinated funding streams for long term care should be
considered.

Coordination at the local agency level; Development of a local
administrative structure for coordinating assessment and authoriza-
tion of long term care services purchased by Medicaid, EOEA and
the proposed pool of premium dollars for long term care. This local
structure would coordinate health and social services, so would
require staff with health and social services expertise. The local
administrative structure should be in place by 1990.

Discussion of Recommendation
Access to long term care services is confusing: Financial and clinical

eligibility for Medicaid and EOEA differ. Each agency has a different
assessment and authorization process for long term care services
purchased with their respective budgets. Introduction of a premium
based long term care benefit will require an assessment and
authorization process for that benefit. Coordination of assessment
and authorization is clearly needed.

One of the goals of a coordinated or integrated system is efficient
and effective allocation of long term care resources. The decisions
about who will be eligible for which services will be controlled by a
resource allocator a role traditionally described as a case manager
in publicly funded programs. The case manager has two roles; to make
clinical decisions and prescribed services based on need and to manage
or control allocation of resources in general. Currently Medicaid’s
Long Term Care Connection teams (or their designees) authorize

Coordination Recommendation #4
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nursing home care. The 27 Home Care Corporation’s case manag-
ers authorized social home care services.

In a coordinated long term care system the case manager function
would control entry into the entire long term care system. A single
entry point allows for optimum control over resource allocation,
standardization of eligibility criteria and ease in access for elders. A
single entry point increases the span of authority ofthe case manager,
in that the range of services controlled is broader than any single
program currently controls.

Discussion of coordinating authorization of services raises concern
of both EOEA and Medicaid. The differences between the agencies
might be characterized as follows:

Medicaid operates with a cost-containment mind-set. Medicaid
needs to control access to services to assure cost containment as well
as to assure expenditures are within guidelines for Federal matching
funds. Medicaid hires a professional staff of R.N.’s and social workers
to authorize care.

EOEA has enjoyed rapid budget growth over past years, and is seen
primarily in an advocacy role, requesting adequate funding levels to
meet elder needs. EOEA has a mix of professional and paraprofes-
sional staffauthorizing services.

The agencies share similarities; once EOEA has a budget it must
develop strategies to contain costs within that budget. Medicaid very
clearly advocates for its beneficiaries to receive equal access and the
same quality of care as private pay clients. However, the agencies
differ in who they are ultimately “responsible to” the State
government or elder constituency.

In designing a coordinated or integrated long term care system, then
these mission questions must be addressed. Should the agency that
authorizes care be more responsive to State government or to elders?
Should the staffing of the agency that authorizes care be professional,
paraprofessional or mixed?

Despite general consensus that a more coordinated assessment and
authorization process would help elders navigate the long term care
system, no clear consensus has developed about the “best” model for
achieving that coordination. The Commission would press for
resolution of this dilemma by 1990.
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The Commission recommends that the State establish an integrated
database on long term care need and services utilized by the elderly.
The database design should be the responsibility of a Task Force con-
sisting of the Executive Office of Human Services (EOHS), Rate
Setting, Medicaid, the Department of Public Health (DPH) and the
Executive Office of Elder Affairs (EOEA). The Task Force should
be funded to hire staff and technical support developing the database.
The Task Force should have the database designed and ready for
implementation by 1988.

Discussion ofRecommendations
There is a lack of data on elder need and use of long term care serv-

ices. This data is needed for estimating actuarially sound long term
care insurance premiums, as well as for program planning and
evaluation.

Much of the needed information is already collected by the State
by DPH, EOEA, Rate Setting, and Medicaid. This information needs
to be integrated into a database that will:

* Describe the over 65 population in the State. Specific data on
age, sex, income, living arrangement, home ownership and value of
home, frailty level, and availability of informal support systems is
needed.

* Describe the long term care providers in the State. Much of this
data is available in the Rate Setting cost reports and the DPH sur-
vey of facilities. Specific estimates of the expected years of service of
our long term care institutions is needed.

* Describe the long term care services paid for in the State. We
have data on Medicaid purchased institutional services. Information
on community based services paid by Medicaid is scant. Community
based services purchased by EOEA is reported to EOEA by the Home
Cares, but is not automated, and is generally unavailable. Seivices
purchased with private out of pocket dollars is generally unavailable.
A picture of all the purchased services whether purchased with private
or public dollars is needed.

PROPOSAL FOR A LONG TERM CARE DATABASE

Database Recommendations
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I

* Described individual elders’ long term care services use over
time. By using an identifier, the database should allow tracking pat-
terns of service use over time, identification of payor source over time,
and level of frailty over time.

The long term care database design should be the responsibility of
a Task Force consisting of EOHS, Rate Setting, Medicaid, DPH, and
EOEA. The Task Force should consider advisory input from the long
term care provider community (nursing homes, home health agencies,
home care agencies) as well as from private insurers. Each agency cur-
rently collecting long term care data must make a commitment to
review their data collection efforts and (lest the provider and elderly
community drown in a sea of data forms) streamline and integrate
long term data collection. The joint assessment tool proposed in
Coordination Recommendation #I should be the starting point for
a data collection tool for Medicaid and EOEA.

The Task Force should be funded to: 1.) hire staff to direct the
project, and 2.) to contract for technical support in developing the
hardware and software needed. The technical support for the project
should be put out for competitive bidding by an RFP process.

The Commission recommends that the State develop an educa-
tional campaign to inform consumers about the need for long term
care coverage. The educational campaign would have two major
components: a general consciousness raising campaign and individual
counseling about long term care options.

Discussion of Recommendations
Most elders believe that long term care services are covered by

Medicare or supplemental Medigap policies. Long term care is not
covered by any public program. This lack of comprehension about
the financial risk elders face in the event they need long term care,
results in lack of demand for long term care risk protection. Education
about the need for long term care should not focus only on elders;
the marketability of private insurance coverage for the under 65

PROPOSAL FOR EDUCATION ABOUT LONG TERM CARE

Education Recommendations
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population will be enhanced by understanding the financial risks of
long term care.

General consciousness raising about the costs and risk of needing
long term care coverage should be initiated in the next two years. This
campaign should be a broad general media compaign using public
service announcements, flyers, and presentations to community and
employee groups. This campaign should be coordinated with Federal
efforts to inform consumers about the limits of Medicare coverage.

The general consciousness-raising piece might be coordinated out
of the Division of Insurance, the Executive Office of Elder Affairs,
or the Governor’s Office of Human Resources. Public relations
expertise will be needed. Councils on Aging and Senior Advocacy
networks should be key elements in disseminating information to
elders. Employee benefits counselors, and preretirement counselors
should be key contacts for the working age population.

If the State is successful in creating awareness of the need for long
term care coverage, there will be a demand for information and
individual counseling about options for financing long term care. This
individual counseling on choosing long term care options could be
linked to counseling on other health benefits choices, such as those
elders face in choosing Medigap policies vs. HMO. The State might
joint in a public-private venture with insurers to hire counselors to
act as brokers for private and public insurance options. The initial
eligibility determinations for the financing plan proposed in Finance
Recommendation # could be accomplished by Checkpoint staff.

The Health Benefits Checkpoint should be planned for implemen-
tation in 1989/1990. The agency that manages the elder premium fund
for long term care should develop this educational plan in conjunction
with the Division of Insurance, and other private insurers offering
long term care coverage in the State.

The Next Steps: Where Do We Go From Here?
The Special Commission on Elderly Health Care proposes a plan

The General Consciousness-Raising Campaign

Health Benefits Checkpoint: An Individual Counseling Plan
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to redesign the financing and delivery of long term care. Key
components of the plan include 1.) ensuring that by 1990 catastrophic
insurance coverage for long term care is available to all Massachusetts
elders at an affordable cost, and 2.) ensuring the delivery system
needed to coordinate that care is in place.

There is much work to be done. The Commission has identified
key steps which will facilitate meeting our 1990 target. Over the next
months, legislation will be filed to seek commitment of State resources
for the 1986-1987 Workplan outlined below.

Proposed 1987-1988 Workplan for Long Term Care

I. Finance Workplan
A. Research and propose specific incentives for citizens to

purchase ETC insurance protection prior to age 65 examples; tax
credit for purchaser, credit for employers who offer LTC, etc.

B. Research and propose specific tax incentives for family care
including likely cost/savings to the State.

C. Research and propose measures to expand availability of
home equity conversion loans to elders in Massachusetts.

D. Research and propose State action needed to encourage
conversion of life insurance policies to long term care insurance.

E. Long Term Care Insurance Project
1. Design a model to encourage private insurance: State

subsidies of premium purchase for low and middle income elders, high
risk pool for those who do not meet underwriting guidelines, State
subsidy of high risk pool, etc.

2. Model costs of private insurance model to elders, to the
State (in subsidies and for high risk pool), potential savings to the
Medicaid budget.

3. Model costs of State long term care Insurance Plan; Model
costs to elders, to the State (subsidies for deductible period, cost of
waiving Medicaid asset test) and potential savings to Medicaid
budget.

Requires; data on Massachusetts elder income
data on spend down
estimate of asset transfer

irrevocable trust impact
survey of elder preferences

likelihood of purchase
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5. Estimate cost of State administration vs. private insurers
administration of Trust Fund

6. Design RFP for insurers to bid on State Trust Fund
business

11. Coordination of Care Workplan
A. File legislation to establish Interagency Council
B. Charge Council with responsibility to:

I. Revise assessment tool.
2. Define geographic boundaries
3. Propose structure for local coordination

111. Education Workplan
A. Plan general consciousness-raising to increase public

awareness of need for ETC coverage (seek matching funds from
Federal Government)

B. Study feasibility of models for individual education piece.
(Health Checkpoint vs. SHINE program)

C. Propose Education package to be implemented by 1990.
IV. Database Workplan

A. Design a long term care database.

4. Develop a model for testing or use of ICF model
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Senate Chair John P. Houston : Senator Houston is the State
Senator representing the First Worcester and Middlesex District.
Houston was raised in Massachusetts and earned his B.A. in political
science from Wesleyan University in Connecticut. Senator Houston
also chairs the Joint Committee on Human Services and Elder Affairs,
and the Senate Rules Reform Caucus; he serves on the Insurance,
Health Care, and Housing & Urban Development Committees. In
addition, Houston is a member of the Employee Ownership
Commission and the Metro West Legislative Caucus.

House Chair Sherwood Guernsey: Representative Guernsey was
recently sworn into his third term in the Legislature. He holds his B.A.
from Dartmouth College, Hanover, N.H. and his J.D. from Antioch
School of Law, Washington, D.C. In addition, Guernsey served in
the Peace Corps for 2 years from 1975 to 1977. Representative
Guernsey is Vice Chairman of the Committee on Health Care. In 1984,
he filed the legislation that established the Special Commission on
Elderly Health Care. He is also a member of the Committee on
Commerce and Labor, and chairs it subcommittee on Employment
and Training.

Senate Vice Chair Linda J. Melconian: Senator Melconian
represents the Second Hampden-Hampshire District. She has earned
her B.A. at Mount Holyoke College, M.A. at George Washington
University, and J.D. at George Mason University. Melconian is the
Senate Chairman for the Joint Committee on Insurance, and also
chairs the Special Commission on Medical Malpractice.

House Vice Chair Frank Hynes: Representative Hynes has been
a member of the General Court since 1983. He has earned a Certificate
of Advanced Graduate Study from Suffolk University in counseling,
and has M.A. degree in both counseling and education from St. Paul
University - Ottawa, Canada. He currently serves on the Committees
on Health Care, Natural Resources and Agriculture, and Transpor-
tation. In addition Representative Hynes chairs the subcommittee on
Coastal Issues.

APPENDIX A

Profiles of Appointed Commission Members
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Christy Bell'. Mr. Bell has been the Executive Director of the Fallon
Community Health Plan since 1982. He earned his B.A. from Hobart
College Geneva, N. Y., and spent 2 years in the U.S. Airforce where
he earned the rank of First Fieutenant. Prior to 1982 he held the
positions of Associate Executive Director and the Director of
Marketing for the Fallon Community Health Plan. He has been
instrumental in the successful development of the Fallon Senior Plan,
a demonstration project to explore the feasibility of delivering health
care to Medicare recipients through health maintenance organiza-
tions. Mr. Bell is also a consultant to the Department of Health and
Human Services’ Office of Prepaid Health Care.

Jacob Getsorr. Mr, Getson is the Vice-President of Health Programs
Development at Blue Cross of Massachusetts, Inc. He was educated
at Temple University where he received both his undergraduate and
Master’s degrees. Prior to 1980, when Mr. Getson joined Blue Cross
of Massachusetts, Inc. he held a variety of positions in various
departments of the Commonwealth of Massachusetts’ state system.
These positions are Assistant Secretary for Health and Human
Services, Assistant Commissioner of the Department of Public Health
and Executive Director of the Office of State Planning.

Peter Hiam : Commissioner Hiam has held the position of
Commissioner of the Massachusetts Division of Insurance since 1983.
He holds his A.B. from Harvard and his LL.B from Harvard Law
School. Prior to 1983 he held the positions of Chairman,
Massachusetts Rate Setting Commission; Staff Director, Boston
Finance Commission; Counsel to the Secretary of Administration and
General Counsel, Department of Public Health.

James Killeen'. Mr. Killeen is a resident of Massachusetts. He
represents the Commonwealth’s elderly health care consumers and has
long been active in the elder concerns of Pittsfield and Berkshire
County. Mr. Killeen is a member of Pittsfield’s Council on Aging.

Richard Rowland'. Dr. Rowland holds a Ph.D. from the Heller
School of Social Welfare at Brandeis University. He has been the
Secretary of the Executive Office of Elder Affairs since 1983. Prior
to his position at E.0.E.A., Dr. Rowland was the Executive Director
of the Massachusetts Association of Older Americans.

Members:
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Alzheimer’s Disease and Related Disorders Association
of Eastern Massachusetts, Inc.

American Association of Retired People
Massachusetts Legislative Committee

American College of Health Care Administrators
Massachusetts Chapter

Association of Massachusetts Homes for the Aged
Boston University School of Public Health
Brandeis University, Health Policy Center
Sonja Brownson Private Citizen
Consumer Health Advocates

Executive Office of Human Services
Governor’s Office of Administration and Finance Budget
Governor’s Office of Human Resources
Group Insurance Commission
Harvard University Center for Health Policy and Management
John Hancock Insurance Company
Life Insurance Association of Massachusetts (Commercial Insurers)
Massachusetts Association of Community Health Agencies
Massachusetts Association of Councils on Aging
Massachusetts Association of Home Care Corporations
Massachusetts Association of Home Health Care Providers
Massachusetts Association of Older Americans, Inc.
Massachusetts Business Roundtable
Massachusetts Continuing Care Association
Massachusetts Council Homemaker/Home Health Aides

Advisors to the
Special Commission on Elderly Health Care
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Massachusetts Department of Public Health
Massachusetts Federation of Nursing Homes
Massachusetts Health Action Alliance
Massachusetts Health Council
Massachusetts High Tech Council
Massachusetts Hospital Association
Massachusetts House of Representatives Committee

on Ways and Means
Massachusetts Medical Society
Massachusetts Nursing Association
Massachusetts Senate Committee on Ways and Means
Massachusetts Rate Setting Commission
Massachusetts Senior Action Council
Massachusetts Taxpayers Foundation
Medicaid Division of the Department of Public Welfare
National Center for Health Services Research
National Conference of State Legislators
North Shore Jewish Community Center Social

Action Committee
Northbridge Health Systems Planning
Society for Hospital Social Work Directors

Massachusetts Chapter
University of Massachusetts, Boston

Institute of Gerontology
Villers Foundation
Visiting Nurse Association of Massachusetts, Inc.

Worcester Memorial Hospital
Chief of Geriatrics, James Fanale
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Background on Commission
The Special Commission on Elderly Health Care was established

by the Legislature in the 1984 session; the charge to the Commission
was to study all aspects of elderly health care, both financing and
delivery.

Commission members were sworn in by Governor Dukakis in
April, 1985. Commission members include: The Honorable John P.
Houston Senate Chairman, The Honorable Sherwood Guern-
sey House Chairman, The Honorable Linda Melconian - Senate
Vice-Chairperson, The Honorable Prank Hynes House Vice
Chairman, Richard Rowland Secretary of Elder Affairs, Peter
Hiam Commissioner of Insurance, Christy Bell Pallon Senior
Plan, Jacob Getson, Vice-President of Health Programs Development

Blue Cross/Blue Shield, and James Killeen Consumer
Representative. A brief profile of Commission members is included
in Appendix A.

An advisory committee was established and continually expanded
to include the interests of consumers, providers, State policy makers,
State regulatory agencies, recipients and families of those receiving
long term care. A list of advisory committee members is included in
Appendix B.

Commission Process
The first Commission meetings from June through October 1985

focused on reviewing the potential problems to be addressed. At one
point, a list of potential topics for Commission study was three pages
long. Most of the issues raised could be fairly neatly divided into acute
health care issues (DRG’s, Medicare and Medex charges, HMO’s,
quality care in prepaid system vs. fee for service etc.) and long term
care issues (need for ETC insurance, lack of coordination of
community based ETC services, quality care in nursing homes, limited
availability of homemakers and home health aides, etc.) After much
discussion and assurances that the acute care financing issues were
to be addressed by the 574 Commission and quality of care issues
under DRG’s would be addressed by the Department of Public
Health, the Commission decided in October of 1985 to focus on long
term care issues.

APPENDIX C

Summary of Commission Process
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The specific focus of questions the Commission would address were
clarified by mid-November 1985. Specifically, 1.) the lack of a
financing mechanism for long term care and 2.) lack of coordination
in the long term care delivery system. The Commission divided into
two workgroups: one to study financing and one to study coordination
of care. Each workgroup was to study its problem and return to the
full Commission with a report describing the problem and identifying
possible approaches for solutions.

In late-January 1986 both workgroups reported to the full
Commission. The Finance Workgroup had a series of meetings in
January and educated itself on financing alternatives for long term
care. Specifically, the group had reviewed long term care insurance,
social health maintenance organizations (S/HMO’s) and continuing
care retirement communities (CCRC’s) as mechanisms for financing
long term care. The workgroup recommended incentives the State
could create for the development of private financing options for long
term care.

The Coordination of Care Workgroup also had a series of meetings
and interviews in December January with the goal of better
understanding the reasons for, and implications of an uncoordinated
delivery system. The workgroup focused on developing a model
delivery system that would coordinate local long term care services.
Convinced that no ideal model existed, the workgroup suggested the
Commission recommend issuing an REP for coordination to local
communities, and pilot several models of coordinated service delivery
throughout the State.

The Commission then conducted a series of three public hearings
to discuss with elders, providers, community leaders etc. the two
problems the Commission was addressing. Public hearings were held
in February through mid-March and were attended by over 200
people. Testimony was given by 50 people.

In a series of Commission meetings in April June, alternative
solutions to financing and delivery problems were discussed. Two
sessions were particularly helpful; at one session, the Health Policy
Center Staff from Brandeis met with the financing group for three
hours of “brainstorming”. It became clear that the Commission would
need to develop consensus on whether the new financing solution for
long term care would rely on private, public/ private, or public dollars,
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and whether financing for long term care should be borne by the
generation that will need long term care or by each succeeding
generation for its parents.

Another productive session was a conference on Coordination of
Care that the Commission co-sponsored in June, 1986. At that
conference, results of the U.S. Government’s Channeling projects
were described; Dr. Robert Kane, University of Minnesota then
reviewed features of the Canadian long term care system and raised
thought-provoking questions about our public will to care for our frail
elderly. The conference was attended by over 400 participants, and
provided a challenging, and oft times, heated dialogue on the health
vs. social service flavor the long term care delivery system should take.

By June, 1986 consensus was among Commission members that the
Commission should recommend a public - private financing solution
for long term care and should recommend steps towards better
coordination of care. Commission leadership met almost weekly
during June and July 1986 and released a first proposal (Working
Paper 1) for financing and delivery on July 30, 1986. That draft was
circulated to over 50 agencies, with over 30 returning comment during
August. A second Working Paper was drafted in September, 1986 and
circulated for comment. That draft was the topic of discussion in the
October Commission meeting. A third draft of recommendations was
proposed in December 1986. Comments and finishing touches were
incorporated into this report.

The Commission has studied the problems and solutions for the
finance and delivery of long term care for 18 months, involving
meetings with several hundred people. This report documents our
findings, discusses the various options for solving the problems
identified, and summarizes the recommendations we feel are the best
course of action for the State to take.

Summary



SENATE - No. 1948 [July54

This section will review possible financing options, that is, ways to
share costs for long term care. An overview of all the financing options
is helpful in deciding who should pay for long term care. The diagram
below identifies the range of public and private financing options for
long term care. Each of these options will be discussed below.

FINANCING OPTIONS

PRIVATELY FUNDED TAXED - BASED
1

PUBLICLY FUNDEDPOOLED OF POCKET

LTC Insurance Medical IRA Payroll Taxes
Social HMO Home Equity Conversion
CCRC

General Revenues

In Massachusetts, the current funding is a ratio of 30-40% private
funding and 60-70% public funding. The public portion is paid from
general revenues, the private portion paid out of pocket.

Public Funding Options
Those who favor publicly funded solutions for financing long term

care suggest increasing funding through the tax base. Medicare Part C
proposals suggest a combination of increased payroll taxes and
general revenues, in combination with a modest premium to pay for
long term care. National health insurance proposals rely on payroll
taxes and general revenues as payment sources for long term care.

Although it might seem reasonable to fund long term care for the
elderly in the same way acute care is funded, this would require a
national initiative; it seems unlikely that such a proposal would be
coming from Washington in the foreseeable future. We reviewed the
features of Medicare financing that might be implemented on a State
level. Medicare funding comes from three sources: payroll taxes, paid
into a Hospital Trust Fund, Part B premiums paid by elders, and
general revenues. There are logistical problems of implementing a
payroll contribution system in one State, which would not be
transferable to other states should a worker retire outside of
Massachusetts. These logistical problems are a major obstacle to a
State payroll approach for financing long term care.

APPENDIX D

Summary of Financing Options
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Some suggest a tax based on general revenues, similar to the current
Medicaid program, but with eligibility for all income groups, not just
the poor. The difficulty with this idea is that the ratio of workers/
taxpayers to elders will shift significantly in the coming years; where
we currently have 5-7 workers to one elder, there will be 3 workers
to one elder. In a pay-as-you-go system, the tax rate needed to support
long term care needs of elders might be exorbitant.

One approach to a tax based solution for funding long term care
would be for the State to begin to accumulate reserves, in a sense
“prefunding” the anticipated long term care costs for large numbers
of elders anticipated in the future.

Private Funding Options
Private funding solutions can be divided into those that pool risk

over a large cohort of those “at risk” of needing long term care and
those that rely on out of pocket payments only by those who utilize
long term care services. Currently the private funding is predomi-
nantly out of pocket expenditures by those who use services.

Out of Pocket Options
Suggestions to create individual medical retirement accounts or use

home equity conversion vehicles fit into this category. Individual
medical retirement accounts would allow tax favored savings in
retirement accounts; no taxes would be due on funds withdrawn to
pay for medical care. Home equity conversion vehicles use equity in
the home to supply monthly income or a lump sum to elders. These
options as stand alone solutions have limited appeal in that they
require those who use services to pay even greater sums for their care.
The current problem of elders having to pauperize themselves for long
term care would be extended to using new sources of money from
an elder’s home so they truly have nothing left.

These options in conjunction with pooled risk vehicles have
potential.

Pooled Risk Options
Pooled risk options share the cost of long term care among a larger

group of elders who are at risk of needing long term care services.
The concept of pooled risk means that those who may be at risk of
needing care (remember only 18-20% of elders are frail), pay into a
fund, which collects/invests the money, and then pays out for
authorized services. Understanding this concept is key to
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understanding why the claim “insurers should pay for long term care”
is an answer only as long as people pay into insurance plans.

Long term care insurance, social health maintenance organizations,
and continuing care retirement communities fit into the category of
pooled risk options for long term care. In each of these three options,
premium dollars are collected from a large group of individuals, on
the assumption that a small percentage of policy holders will actually
need or use services.

Let’s look at each of these in turn:
1. Long term care insurance is defined as insurance that provides

for payment of care in an institution, the community, or in an
individuals residence. The development of long term care insurance
is quite complicated because insurers must estimate today what long
term care expenses elders may accumulate tomorrow and if an
insurance company guesses wrong, they are contractually liable to pay
out benefits. Fearful of the risk of underfunding for future costs,
insurers build in “safety factors” in their ratings which cause higher
premium costs.

Insurers cite four barriers to the development of affordable
insurance products:

a. Rating problems
b. Lack of market demand coupled with the risk of adverse selection
c. Regulatory issues
d. Lack of quality of care guidelines for long term care
2. Social Health Maintenance Organizations or Social/HMO’s -

There are currently 4 Social/HMO demonstration sites funded by
HCFA in: New York, Oregon, Minnesota, and California. The idea
of a social HMO is that the HMO which “manages” acute care would
collect an additional premium for long term care and would “manage”
that benefit (that is, make a decision on what services are authorized,
and at which facilities).

Collecting a premium and authorizing a benefit utilizes the long
term care insurance concept; think of Social/HMO’s as HMO’s with
a long term care insurance benefit.

3. Continuing Care Retirement Communities (CCRC’s) can be
thought of as “housing” that is, buying a place to live, plus buying
a guarantee of long term care services if needed. The guarantee varies
in different retirement communities, but those communities that
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charge a premium from all elders to pay for the care needs of those
who require services, are basically self-insuring the retirement com-
munity for long term care needs.
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Working Paper on
Financing Long Term Care

July, 1986

Lack of a financing mechanism for long term care services is a major
policy gap that has dire implications both for the elderly and the State.

* For elders it means being at risk for catastrophic long term care
costs, which if needed, must be paid out of pocket until the elder is
impoverished and eligible for Medicaid.

* For the state it means Medicaid has become the financing
mechanism for long term care. Short of any other mechanism, elders
who “spend down” all their assets (or transfer their assets,) become
Medicaid eligible. The State spent over 600 million dollars through
the Medicaid program in FY 85 for long term care. Long term care
costs account for over half the Medicaid budget. Given demographic
trends, the need for long term care services in the coming years is likely
to increase dramatically; if the State continues in the present role of
financing most of long term care, the LTC budget will quickly crowd
out other Medicaid and social initiatives.

The State Plan for financing long term care should be a public/
private partnership wherein the State would maintain a role in pay-
ing for long term care for poor elders and will structure a set of incen-
tives or “rewards” for non-poor elders to purchase LTC risk cover-
age. The incentive for elders would be that those who purchase a quali-
fied LTC insurance plan would have complete coverage for LTC serv-
ices by the state after their LTC insurance coverage run out. That is,
for those elders who purchase a qualified LTC insurance plan, the
State would not look at personal assets, nor require that an elder be
“poor” in order to receive LTC coverage. The combination of a

APPENDIX E

WORKING PAPER FOR THE
SPECIAL COMMISSION ON ELDERLY HEALTH CARE

Background

Proposal
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qualified LTC insurance plan and the State commitment to pay for
services after the LTC insurance plan runs out, would give elders the
security of knowing that their needs would be met without financial
impoverishment.

In this Plan the State will also create incentives for LTC insurance
coverage to be developed by insurers, health maintenance organiza-
tions, or retirement communities at an affordable price.

Financial independence for elderly

Principles by which we hope to achieve goals of Financial
Independence for Elderly and Control of the Medicaid Budget
Growth for Long Term Care Services:

Universal Participation in a pooled risk mechanism to insure
against the cost of LTC services. Various estimates of the lifetime risk
of an elder needing nursing home care range from 23% to 43%. The
lifetime risk of becoming frail and needing supportive health services
is not calculated but is more frequent than needing nursing home serv-
ices, so an elder at 65 has a good chance of surviving to an age where
s/he may need long term care services.

To meet the goals stated above, most elders need to participate in
a financing plan for LTC. Universal participation offers the most
likely success for risk pooling arrangements; with costs for LTC cov-
erage spread over a large group of elders, the premiums should be
reasonable, and cost savings to the State should be large.

To encourage universal participation the State could mandate
insurance coverage (as we do with auto insurance); our preference is
leave elders the choice of whether to participate or not, but to struc-
ture incentives to encourage widespread participation.

The features in the State Plan that encourage universal partici-
pation are consumer education, subsidizing policy coverage for low
income elders, and requiring a “Health Coverage Checkpoint”.

Simplicity, Simplicity, Simplicity Aware of the complexity of deci-
sions elders are faced with, re: health care coverages, our goal is to

Goals

CONTROL OF THE MEDICAID BUDGET GROWTH
FOR LONG TERM CARE SERVICES

Universal Participation
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ensure that the financing options for ETC dovetail with acute
coverages.

Our goal is that all elders need is;
Medicare Coverage (Part A and B)
Medigap policy or HMO membership

Long Term Care coverage with an insurance policy or a social
HMO.

(Innovative policies might combine a current Medigap and new LTC
coverage.) Whatever the policy design, the long term care insurance
coverage must clearly begin where acute coverages leave offand must
offer comprehensive enough benefits to cover most LTC needs, so that
an elder need not buy more than one LTC policy.

Long term care policy definitions must be comparable and
information about risk of needing different LTC services must be
available so elders can make educated choices between policy options.

There is a trade-off between the need for simplicity for the elder
decision maker, (i.e. choose between comparable LTC insurance plans
from company A or B) and the desire not to stifle the development
of competitive plans.

The feature in the State Plan which encourages simplicity, yet
allows for development of competitive policies is the Definition of
Qualifying Plans. By spelling out what coverages must be included
for an insurance plan to qualify for the State Plan, the State in effect
“puts out a bid” on behalf of elders, for plans that offer them the
coverage needed for long term care.

Affordability of long termc are insurance coverage for the elderly
can be viewed as a function of cost of the product and elder ability
to pay.

Cost of LTC Insurance Product:
Cost of the LTC Insurance Product should be related to

comprehensiveness of the benefit package; i.e. the more comprehen-
sive the package the higher the cost.

Age of purchase, amount of the deductible, and amount of co-pays
also affect product cost.

An analysis of current LTC Insurance product prices for purchase
at age 65, with 30-40 day deductible are depicted in the table below:

Affordability
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Daily Benefit Benefit Cost Month Notes

$42.50Meiners $35 Home health after
90 day nursing$59.80Trapnell Proto- $5O

type Policy $7OS7O $82.80 home stay

Metropolitan $46 IAF SNF $23/day
(for CCRC health
group)

... ~
, ,

$95 1. Home health
after 30 day nurs-
ing home stay.

$l6 custodial $lO/day 2. 60 day

deductible

underwriting
4. Unlimited life-
time Maximum.

Level benefit
3 day hospital
stay.

20 day deductible

With 3 day hospi-
tal slay.

20 day deductible.

100 day

deductible

No 3 day hospital
stay.

20 day deductible

100 day

deductible

0, 20, or 100 day
deductible

NURSING HOME
HOME HEAL!HEALTH

Medical

United $44-$59none$6O

Equitable 4 years
skilled.
2 years

custodial
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The question of whether the qualifying plan should have compre-
hensive benefit coverage (and thus cost more) or limited benefit cov-
erage with a more reasonable cost required looking at the cost of dif-
ferent benefit options. Meiners/Trapnell, in developing a prototype
LTC policy, outlined the effect of various benefit options on premium
price (NCHSR, 1984).

They noted the following differences in premium cost;

Duration of benefit coverage;
To increase coverage to
To increase coverage to

3 years (in their prototype plan)
4 years increases premium 15%
5 years increases premium 9%

90 days (in their prototype plan)
30 days increases premium 33%

180 days decreases premium 14%
360 days decreases premium 31%

Elimination Period;
To decrease elim. period to
To increase elim. period to
To increase elim. period to

Home Health Benefit at 3 visits per week of unused nursing home
coverage after nursing home stay.

To eliminate home health coverage decreases premium by 10-20%.
To increase benefit from 2 to 4 years increases premium by 9%.

In this proposal we have opted to define the Qualifying Plan as a
comprehensive benefit package, so that elders will have protection for
most LTC costs. The State could subsidize purchase price of pre-
miums for elders who cannot afford the cost of a comprehensive plan.

Estimates vary on the percentage of elders who could afford long
term care coverage. A study which looked at only cash income
suggested that 40-50% of elders could afford a policy costing $3B per
month assuming it was purchased at age 65 (ICE, 1985).
Methodologies that include cash income and asset income (not
including the home) derive higher estimates; 75% of elders who were
willing to pay 5% of discretionary income on LTC coverage could
afford a policy costing between 525-S5O per month and using the same
assumptions 46% of elders could afford between $59-$ 100 per month.

An analysis of Massachusetts elder ability to purchase LTC
coverage has not been done (to our knowledge). Data on elder income

Discussion:

Elder Ability to Pax
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and assets will be reviewed, and a methodology for determining the
elder “fair” portion of premium costs will have to be developed.

There has been suggestion of the State fully subsidizing LTC
coverage for poor or, those elders just above the poverty line. A
preliminary review of 1980 census data suggested that about 114,813
elders or about 17% of elders not in group or institutional settings
were below 125% of poverty in 1979. Until a methodology and data
analysis are completed, the authors suggest that a very rough estimate
of the State role in premium subsidy might be:

Full subsidy for 17-20%(those 125% of poverty)
Partial subsidy for another 20-30*%
No subsidy for estimated 50% who could afford

On January 1, 1990 the State of Massachusetts would initiate a new
plan for financing elderly health care. Massachusetts elders who have
Medicare coverage (Parts A and B) and a qualified Medigap policy
(or belong to a HMO) would now have a major incentive to purchase
a qualified long term care policy. Massachusetts elders who purchased
a QUALIFIED long term care policy whether through an insurance
company, & HMO, or retirement community would be guaranteed
continued coverage of health care benefits at home or in a nursing
home for as long as needed.

At age 65 Massachusetts elders would be required to pass through
a health benefits checkpoint, at which time the following would be
explained!

1. If you enrolled in Medicare Parts A and B
AND

2. If you enrolled in a HMO or buy a qualified Medigap policy.
AND

3. If you bought a qualified long term care policy, THEN
The state of Massachusetts would guarantee coverage for long term

PROPOSED MASSACHUSETTS STATE HEALTH
PLAN FOR LONG TERM CARE

KEY FEATURES OF THE PLAN

The Health Coverage “Checkpoint”
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care benefits after your long term care policy benefits are used up.
Counselors at the Health Coverage “Checkpoint” would be

available to advise and counsel elders about HMO’s, qualified
Medigap policies, and qualified long term care policies.

The State would subsidize the purchase of long term policies for
income eligible elders. Elders who cannot afford the full premium
price of long term care policies will be reviewed by the eligibility office
(?Medicaid eligibility staff?). Elders will be assessed a “fair” portion
of health coverage costs, based on evaluation of disposable income.

If elders choose not to purchase what is deemed to be their fair share
of the premium cost for the qualified long term care plan, they would
sign a statement saying that they have been advised that if one chooses
not to participate in the State Plan for long term care coverage, one
would be at full risk for certain health care costs, including the
possibility of nursing home and home health care. The State would
not provide coverage for those health care costs until the State is
satisfied that all financial means of paying for that care have been
utilized.

In order to qualify for the State Plan policies offered for Long Term

Care must include a total of four years of long term care coverage
offering an interchangeable home health and nursing home benefit.

Nursing Home Coverage:
Duration: Interchangeable with Home Health,

total of 4 years
Indemnity 80% of daily charges,
indexed $$ per years

Amount:

No more than 40 days or $4OOO
6 month for preexisting condition
Case Management plan approved by
DOE Must meet Medicaid medical

Deductible;
Exclusions;
Access to Benefit:

need standard

STATE SUBSIDY OF POLICY PURCHASE

TIGHTENED MEDICAID ELIGIBILITY

DEFINITION OF A QUALIFIED PLAN
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Home Health Coverage:
Duration: Interchangeable with Nursing home

Benefit, total of 4 years. 3-5 visits a
week.
50% of nursing home daily rate
no more than 40 days or $4,000
6 months for preexisting condition
Case Management plan approved by
DOI

Amount
Deductible
Exclusions:
Access to Benefit:

Must meet Medicaid medical need for
level 2 nursing home care

Nursing Home Coverage:
Duration; Anything after 4 years
Amount; Nursing home rate less $l5/day
Deductible: None
Exclusions: None
Access to Benefit: After use of “qualified” plan benefit

Home Health Coverage:
Duration; Anything after 4 years

Amount; 50% of nursing home daily rate
Deductible; None
Exclusions: None
Access to Benefit; After use of “qualified” plan benefit

Home Care Coverage:
Same as offered through EOEA home care program

The Massachusetts State Plan for Financing Long Term Care
would require coordination of several State agencies, and cooperation
between the State and the private insurers offering “qualified” long
term care policies.

INTERCHANGEABLE WITH

DEFINITION OF STATE LONG TERM CARE BENEFIT

PROPOSED ADMINISTRATIVE FEATURES
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The State would provide Health Coverage Checkpoint counseling
staff at sites where elders enroll for Medicare benefits. Checkpoint
staff should be able to counsel elders about both Medigap and long
term care policy choices, as well as assist elders in filing for state
subsidy of premium purchase.

Medicaid eligibility staff should be on site (or nearby) to determine
eligibility for the state subsidy for LTC insurance premium (if any)
and to explain the new and tighter Medicaid eligibility guidelines.

The Division of Insurance would determine “qualified” plans for
long term care.

Subsidization of long term care premiums for income eligible elders
would be paid for by the Medicaid long term care budget. As a
purchaser, Medicaid would choose one or two qualified policies that
offered the most competitive price.

State long term care benefits for nursing home and home health
care would be paid by the Medicaid long term care budget.

State long term care benefits for home care would be paid by the
EOEA budget.

State efforts to encourage universal participation, decrease insurers
marketing costs, and provide coverage after 4 years are designed to
decrease premium rates, and assure coverage is affordable.

Incentives to encourage individual or group purchase of long term

care coverage before age 65 need to be developed.
The mechanism by which elders who are already over 65 at the time

this plan would be implemented needs to be developed.

Other

Payment/ Premium Price
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The Special Commission on Elderly Health Care recommends that
FI. The State develop a financing mechanism for long term care

that offers citizens a reasonable means of protecting against
the catastrophic costs of long terra care.
Fl.l Specifically: The State could design a long term care

insurance plan that would be available to elders at a
reasonable cost. The insurance plan would have a level
premium and utilize capital accumulation.

F 1.2 The insurance plan would pay for authorized nursing
home and home health services for (2, 3, or 4) years.

F 1.3 The insurance plan would have a significant deductible
which would vary by elder ability to pay. The State would
cap risk to an individual to a lifetime deductible of XXss.

F 1.4 The insurance plan would require a residential
copayment amount for extended nursing home stays.
The residential copayment amount would be adjusted
according to amount of government (Social Security and
SSI) pensions received.

F 1.5 The State would waive the Medicaid asset test to elders
who purchase long term care coverage: elders who
purchase the State Plan or a qualified (2, 3, or 4) year
private Fong Term Care insurance plan would be eligible
for Medicaid payment for nursing home and home health
coverage after the insurance benefits are exhausted.

Implementation Issues:

F 1.6 Premium dollars would be accumulated in a State Fong
Term Care Trust Fund. Medicaid, EOEA and premium
dollars would be used to pay for long term care services
for low income elders and elders who have contributed
to the Fund.

F 1.7 Fong Term Care Services would be paid for eligible
elders at rates established by the Rate Setting
Commission. A case mix reimbursement rate is
preferred.

APPENDIX F

FINANCE RECOMMENDATIONS
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FI.B Long Term Care services would be authorized by case
management teams of nurses and social workers.
Significant frailty and lack of family or informal supports
will be criteria for authorizing services.

F2. The State Consider significant tightening of Medicaid
eligibility for those elders who choose not to participate in
either the State Plan, or private long term care insurance plan.

Among the possibilities for tightening eligibility are:
F2.1 Increased enforcement of current policies:

A. Really looking back two years for evidence that assets
were transferred in order to become Medicaid eligible.

B. Pursuing estate recovery more aggressively.
C. Reviewing Medicaid eligibility determination process;

encouraging intake counselors, and community
professionals to view Medicaid as originally intended,
as payor of health care for the poor.

F2.2 Establishing new and more stringent policies such as:
A. Establishing a longer look-back period for determining

if asset transfer has occurred.
B. Changing the current fixed time period for Medicaid

eligibility after asset transfer, to a variable time period
based on the amount of assets transferred.

F3. The State should investigate tax incentives and other incentives
to encourage continued family participation in the long term
care of their family members.

F 4. The State should promote availability of home equity
conversion financing instrument to enable elders to purchase
private or public long term care coverage.

F5. The state should promote development of “prepaid” options
for younger than 65 year olds to begin to insure themselves
for their long term care

D. More aggressive and timely implementation of utilization
review results (i.e. paying only for the appropriate level of
care).
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F5.1 Specifically, The State should aim for a LTC insurance
product to be available to State employees through the
Group Insurance Commission by the early 1990’5. This
would be an optional coverage that employees would
choose to purchase. The product would offer the same
benefits as the State Plan, that is, 2,3, or 4 years ot
nursing home and home health coverage for the
individual who is over 65 and assessed to need LTC. The
premium structure would allow employees to start
paying in to the Trust Fund in their middle age years for
the LTC they may need in their later years. The product
would utilize capital accumulation of LTC premiums in
the LTC Trust Fund.

F5.2 As a next step, the State could promote the availability
of the “prepaid” product to all Massachusetts citizens by;

A. Mandating that employers offer employees the option
of purchasing long term care coverage

B. Using a designation on the tax form similar to the $1
contribution for political campaign funds. A taxpayer
would pay their annual LTC premium in addition to
taxes owed; the premium dollars would be transferred
in the taxpayers name to the LTC Trust Fund. As above,
the premium dollars would be accumulated to pay for
long term care that taxpayers might need in their later
years.

Special Commission on Elderly Health Care recommends that;

State implement three strategies to begin improvement in
The
The

ination of long term care servicescoord
Utilization of a single assessment tool for home health, home
care and nursing home services purchased by the State. This
one tool would be used in place of the Executive Office of
Elderly Affair’s CNAP tool and Medicaid’s Long Term Care
Assessment Tool.

Cl

COORDINATION OF CARE

RECOMMENDATIONS
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C2 Develop a single State definition of geographic long term care
areas. The geographic areas would be used by all State long
term care agencies for planning, data reporting, and program
evaluation.
Coordination of long term care services at both the State
agency level, and local levels.

C3

C3.1 State agency level: State funds for elderly long term care
are currently channeled through EOEA and Medicaid.
Long Term care funds for other populations are
channeled through Medicaid, DPH, DMH and Mass.
Commission for the Blind. A coordinated policy for long
term care could probably best be achieved by consoli-
dation of funding streams for longterm care services. The
precise organizational structure that should take, is
unclear at this point. It is clear that establishing a ETC
Trust fund will require an administrative structure that
must be well coordinated with Medicaid and EOEA
budgets.
C3.IA A short range goal of coordinating ETC policy

and budget initiatives between EOEA and
Medicaid might be achieved by an Interdepart-
mental ETC Council. This Council would
coordinate and prepare annual elderly ETC
budget and policy initiatives.

C3.18 A longer range goal of consolidating funding
streams for ETC services should be pursued so
that by 1990 there is an administrative structure
for coordinating and managing ETC funds from
Medicaid, EOEA and the ETC Trust Fund.

C3.2 Local Agency level: Both Medicaid and EOEA have
different assessment and authorization processes for
ETC services purchased with their respective budgets.
Financial eligibility for the two programs differ.
Introduction of a premium based ETC benefit, will
require an assessment and authorization process for that
benefit. Coordination of assessment and authorization
is clearly needed.
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C3.2A The State should pursue a strategy so that by
1990 there is a local administrative structure for
coordinating assessment and authorization of
long term services purchased by Medicaid
EOEA, and the Long Term Care Trust Fund.
There is currently no existing local agency
structure that has the capacity or the expertise to
fulfill this function for the State.

Special Commission on Elderly Health Care recommends that:
The State establish a database on long term care need and
services utilized by the elderly. (? probably also include non-

Dl.

elderly).

Much of the needed information is already collected by the
State by D.P.H., E.0.E.A., Medicaid, and Rate Setting. This
information needs to be integrated into a database that will
Dl.l Describe the over 65 population in the State. Specific

data on age, sex, income, living arrangement, home
ownership and value of home, frailty level, availability
of informal support systems is needed.

D 1.2 Describe the long term care providers in the State. Much
of this Data is available in Rate Setting cost reports and
D.P.H. survey. Specific data needed is estimates of
expected years of service of our bricks and mortar long
term care institutions.

D 1.3 Describe the long term care services paid for in the State.
We have data on Medicaid purchased institutional
services. Information on community based services paid
by Medicaid is scant. Community based services
purchased by E.O.E.A. is not automated, and is generally
unavailable. Services purchased with private out of
pocket dollars is generally unavailable. A picture of all
the purchased services whether purchased with private
or public dollars is needed.

D 1.4 Describe individual elders’ long term care service use over
time. By using an identifier, the database should allow
tracking patterns of service use over time, identification
ofpayor source over time, and level of frailty over time.

The
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D2.1 The Long Term Database design should be the
responsibility of a Task Force consisting of E.0.H.5.,
Rate Setting, D.P.H., Medicaid, and E.O.E.A. The Task
Force should consider advisory input from the Long
Term Care provider community (nursing homes, home
health agencies, home care agencies, etc.) Each agency
currently collecting long term care data must make a
commitment to review their data collection efforts, and
(lest the provider and elder community drown in a sea
of data forms) streamline and integrate long term care
data collection.

D2.2 The Task Force should be funded to hire staff to direct
the project and funding for technical support in
developing the hardware and software should be
available. The technical support for the project should
be put out for competitive bidding by an RFP process.

EL The State develop an educational campaign to inform
consumers about the need for long term care coverage. The
educational campaign would have at least two major
components: a general consciousness raising campaign, and
individual counseling about long term care options.
ELI General consciousness raising about costs and risk of

needing long term care coverage should be initiated in
the next 2 years. This campaign should be a broad general
media campaign using public service announcements,
flyers, presentations to community groups. This
campaign should be coordinated with Federal efforts to

inform consumers about the limits of Medicare coverage.
E 1.2 The general consciousness raising piece might

coordinated out of Division of Insurance, the Executive �

Office of Elder Affairs, or the Governor’s Office of
Human Resources. Public relations expertise will be
needed. Councils on Aging and senior advocacy
networks should be key elements in disseminating this
information.

D2. Implementation

The Special Commission on Elderly Health Care recommends that:
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E 1.3 The State cannot do general consciousness raising
without planning a resource for individuals to turn to
with individual concerns and questions. This individual
counseling on choosing long term care options could be
a joint public-private venture, with the counselor acting
as a broker for insurers and the State long term care
plans. The counselor or broker should be paid, not
volunteer staff.

E 1.4 The specific individual counseling/broker education
piece should be planned for implementation in 1989/
1990. The agency that manages the ETC Trust Fund
should develop this educational plan in conjunction with
the Division of Insurance, and with other private insurers
offering long term care coverage in the State.
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