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PREFACE

This report marks an important step in the House Aging Com-
mittee's ongoing intensive review of insurance to supplement Medi-
care. Almost unheard of before the 1980s, "nursing home insur-
ance" is fast becoming a household word. Policies to help cover
nursing home costs are experiencing sharp increases in sales,
partly because the elderly are more aware of the limits of Medicare
coverage and recognize the potentially catastrophic out-of-pocket
costs they may incur.

The inquiry this report reflects was initiated in response to a
heavy volume of telephone calls and mail suggesting serious abuses
nationwide in the sale of nursing home insurance and equally seri-
ous gaps in coverage. The General Accounting Office was asked to
study available policies and report back to me. In their excellent
report, they concluded that, in general, policy restrictions and limi-
tations tend to reduce the benefits available to long-term care in-
surance policyholders, and that the lack of uniform standards and
marketing requirements affords consumers little protection against
substandard policies and sales abuses. I commend them for their
excellent work, which confirmed our fears and suggested possible
reforms.

Because insurance is regulated almost exclusively by the States,
my Subcommittee wanted to gain an understanding of the States'
experience. We conducted a telephone survey of the 50 State Insur-
ance Commissioners' offices and, by analyzing the responses, were
able to confirm the existence of a serious nationwide problem. Sev-
enty percent of the States have no laws or regulations in effect reg-
ulating long-term care insurance. Eighty-eight percent said yes,
seniors lack needed information about, or are intimidated by, long-
term care insurance plans.

Finally, after consultation with law enforcement officials, insur-
ance experts and others, the Subcommittee drafted recommenda-
tions for the Congress, the States, consumers and the insurance in-
dustry. In broadest terms, these are: that minimum Federal stand-
ards are needed for nursing home insurance policies and that
States should enact and strictly enforce these standards; that toll-
free hotlines and other educational devices should be established to
help seniors with questions regarding health and long-term care in-
surance and for the receipt of complab s of sales abuse and claims
handling related to such policies; that consumers should be cau-
tious in the consideration and purchase of long-term insurance
policies, and enlist the aid of knowledgeable experts; that the pri-
vate insurance industry should work to continue to develop long-
term care products which are affordable and provide benefits
which the elderly need; and that the private insurance industry
should develop and strictly enforce a company and agent code of
ethics. I intend to introduce in the near future legislation to regu-

WI)
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late this rapidly growing part of the insurance industry, and I will
continue working with State insurance officials and Federal en-
forcement officials, and with consumer groups and the industry, to
encourage other needed reforms.

This report and the investigation it recounts reflect the efforts of
many people. Kathleen Gardner Cravedi, Staff Director of the Sub-
committee on Health and Long-Term Care, was principal author of
the report and did her usual excellent job. She was joined in that
effort by Director of Research Peter Reinecke and Assistant Staff
Director Melanie Modlin, who made strong contributions, as well
as Executive Assistant Judy Whang, who was instrumental in the
report's production. Mention should also be made of Sara Marks, a
graduate student at the University of North Carolina, who per-
formed important research on long-term care insw Ince and con-
tributed the basic framework upon which the report was construct-
ed.

For their role in this investigation, I would also like to thank the
General Accounting Office staff. Their report, "Long-Term Care In-
surance: Coverage Varies Widely in a Developing Market," quanti-
fied and gave credence to the Subcommittee's hypotheses regarding
problems with nursing home insurance, and for that we were very
grateful.

It is my hope that the outcome of this unprecedented investiga-
tion will serve to increase public awareness of the very real prob-
lems with nursing home insurance today, guide public policy and
lead to needed reforms.

CLAUDE PEPPER, Chairman.
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NURSING HOME INSURANCE: EXPLOITING FEAR FOR
PROFIT?

(AN EXAMINATION OF AN EMERGING LONG-TERM CARE INSURANCE
MARKET)

BACKGROUND

This briefing paper and the Subcommittee's investigation of
nursing home insurance, commonly referre, to as long-term care
insurance, grows out of our earlier studies of abuses in the sale of
health insurance to the elderly and current Congressional interest
in meeting the catastrophic health care needs of our nation's senior
citizens.

In November 1978, the Committee released a report and held
hearings which disclosed that senior citizens were often being sold
several unneeded, duplicative and therefore, essentially worthless
health insurance policies in supplementation of Medicare. About $1
billion of the $4 billion seniors spent for supplemental Medicare in-
surance, or "medigap insurance," was found to oe lost to fraud,
waste or abuse. The Committee learned that the impetus for these
purchases was the aggressive tactics of unscrupulous companies or
agents and the fact that it was costing the average senior more and
more to participate in Medicare, and Medicare was paying less a.'d
less of their health care bills. To curb abuses, the Congress enacted
in 1980 legislation known as the "Baucus-Pepper" amendment.
This bill created a voluntary certification program wherein compa-
nies could receive from the Secretary of Health and Human Serv-
ices a "Good Housekeeping seal of approval" if their medigap poli-
cies met certain susecified minimum standards. In addition, the new
law made two insurance marketing practices, "overloading" and
the "government look," illegal.

In 1986, the Subcommittee released another report and held a
hearing to determine whether abuses in the sale of health insur-
ance to the elderly persist and the degree to which the "Baucus-
Pepper" amendment has helped reduce such abuse. The Subcom-
mittee found that the elderly were no better off than they were
eight years before. Also, it was found that the 1980 reform legisla-
tion and State regulatory improvements have not been enforced
and therefore have done little to deter the unscrupulous practices
of agents who would seek to take advantage of the elderly.

In both the 1978 and 1986 medigap inquiries, the Subcommittee
was surprised to learn that among the health insurance policies
which frequently were held by the elderly were those which pur-
ported to provide coverage for nursing home stays. The natural
question presented is: "Are these policies a good buy for the elder-
ly?"

(1)

7



www.manaraa.com

2

After more than a year of investigating the topic, it is the pri-
mary finding of this Subcommittee that until such policies are sub-ject to appropriate regulation and are required to meet certain
minimum standards they are not a good buy. We have also learned
that often sales tactics used to sell such policies are highly ques-tionable.

LONG-TERM CARE: THE PROBLEM AND THE COSTS

Long-term care refers to the kinds of daily care an individual
might equ:re if they have a chronic illness or disability that lasts along time and if they are unable to care for themselves. The twoprimary forms of long-term care which this briefing paper address-
es are nursing home care and home health care.

In 1988, estimated nursing home expenditures will exceed $46
billion, of which the elderly and their families will pay about half.
Medicare, the federal health insurance program for the aged anddisabled, and private medicare supplemental insurance (medigap),do not pay for nursing home care, except under special circum-
stances for a limited period of time in a "skilled" nursing home fa-
cility. Only after one has exhausted all assets and become impover-
ishea will Medicaid, the federal-state health insurance for the poor,
cover extended nursing home stays for the chronically ill.

The following statistics demonstrate the extent to which individ-
ual out-of-pocket payments finance long-term care:

Long-term care (all nursing home care in 1986), $30

PercentOut-of-pocket
50.1Medicaid
41.5Medicare

2.1Other Government Programs
4.4Private Insurance Plans
1.1Other
.8

The "Catastrophic Health Insurance Protection Act of 1987" re-
cently passed by the House underscored the absence of any mean-ingful federal program in America to protect individuals against
the bankrupting costs associated with chronic long-term illnesses.
While the House-passed bill certainly improved hosptial and doctor
benefits for the elderly and disabled, it failed to come to grips with
what comprises 80 percent of all catastrophic health care costs
those costs associated with long-term care. One million Americans,
two-thirds of them elderly, will fall into poverty this year due tothe catastrophic costs of their chronic illnesses. Unless public and/
or private long-term health care protection is made available, the
number of Americans who become impoverished in years to comeis expected to increase dramatically.

According to a recent publication of the Health Insurance Asso-
ciation of America, by the year 1990, about 7.7 million Americans
over age 65 will likely need some form of long-term care. And oneout of every four elderly will enter a nursing home during his orher lifetime.

Long-term care, either in a nursing home or in one's own home,
can be very expensive. The average cost of a year of nursing home
care is about $22,000 according to the Department of Health and
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Human Services (HHS), which is responsible for Medicare and
Medicaid. Depending on the geographic location of the home, how-
ever, costs can easily reach over $50,000 annually. By the year
1985, the average annual cost of a nursing home stay is estimated
to exceed $56,000.

While usually considerably less costly than nursing home care,
long-term care in the home can also be expensive. Daily unskilled
home care for a year could easily cost in excess of $16,000.

It should come as no surprise that the vast majority of chronical-
ly ill elderly exhaust all their life savings within 13 weeks of nurs-
ing home admission.

The Subcommittee has received thousands of letters from senior
citizens n itionwide whose lifetime savings were w'ped out paying
for chronic health care conditions, in spite of the fact that many
held two or more health insurance policie3. At a recent hearing of
the Subcommittee on Health and Long-Term Care, a well-insured,
middle class American who owned his own home and had $140,000
in the bank told about how catastrophic illness had impoverished
him. Ed Howard, 72, of Maryland, said. "In 1983, my wife was
stricken with cancer. In the year that followed prior to her death, I
spent more than $17,000 for her care, of which my four insurance
policies paid only $64. My own health has deterioratedI suffered
a stroke, have a liver disorder and my leg was recently amputated.
I require round-the-clock care all of which is uncovered by Medi-
care and my insurance. I have almost exhausted my $140,000 in
savings." Bankruptcy and then Medicaidthe federal-state health
program for the poorseem the only future for Ed Howard, a man
who never guessed he would find himself so vulnerable.

And Ed Howard is not alone. As previously noted, he is one of
some 1 million Americans, two-thirds of whom are elderly, who
will be forced into poverty this year due to the costs of catastrophic
health care. Like Ed, millions of Americans will continue to plan
for their long-term care needs but will find very few options for fi-
nancial protection against long-term illness available.

The urgency of long-term care as a public policy question is in-
creasing as the population ages. Within the next 45 years, the
number of people over the age of 65 will more than double, and the
number of people living to age 85 and beyond will almost quadru-
ple. By the year 2030, 2.8 percent of the population will be over the
age of 85 (8.6 million Americans), compared with 1.0 pert,cnt of the
population in 1980.

In lignt of these dramatic figures, President Reagan, in his State
of the Union address in February, 1986, asked Dr. Otis Bowen, Sec-
retary of Health and Human Services, to "examine how the private
sector and the government can work together to address the prob-
lems of affordable insurance for those whose life savings would oth-
erwise be threatened when catastrophic illness strikes."

In November, 1986, Dr. Otis Bowen submitted to the Congress his
report detailing his recommendations for meeting both the acute
and long-term care catastrophic needs of the elderly. The primary
recommendation of the Bowen report for meeting the long-term
care needs of the elderly was to "encourage development of the pri-
vate market for long term care insurance."

9
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Given the Administration's reliance upon private long-term care
insurance for addressing the elderly's long-term chronic health
care needs, the Subcommittee sought to determine the nature and
extent to which long-term care insurance is available in the United
States and how much seniors must pay for its protection. During
the course of its inquiry, the Subcommittee called upon the Gener-
al Accounting Office to ascertain, among other things, which com-
panies currently market long-term care insurance policies, tho
range of benefits and cost of policies currently being sold and the
availability of coverage for difference age groups, whether policies
contain clauses that restrict eligibility for benefits, what loss data
(the expected precent of benefits paid compared to premiums
earned) are available for companies that have sold policies, wheth-
er marketing abuses have been identified and the potential for
marketing abuse in this market, and what federal laws provide
protection to individuals who purchases long-term care policies. In
addition, the Subcommittee polled all State Commissioners of In-
surance to determine their experiences with long-term care insur-
ance. Lastly, the Subcommittee recruited senior citizen investiga-
tors to hear first hand sales presentations on long term-care insur-
ance. The findings of the GAO report, the survey of State Commis-
sioners and the Subcommittee's investigation follow.

LONG-TERM CARE INSURANCE

Prior to the 1980s, long-term care insurance was almost unheard
of. Just two years ago, less than three dozen companies were sell-
ing long term care insurance policies. Today, partly due to the el-
derly's increasing awareness of the limits of Medicare coverage and
the potentially catastrophic out-of-pocket expenditures they may
incurhighlighted in recent Congressional and Administration de-
bates on catastrophic health insuranceprivate insurance initia-
tives in this area are beginning to increase at a rapid pace. By mid-
1987, the General Accounting Office had identified at least 72 com-
panies offering long-term care insurance policies in the United
States. Between 200,000 and 450,000 policies are currently in force
and help primarily by senior citizens although many G. the policies
do permit and in fact encourage purchse at an earlier age. If trends
continue unabated, the number of policyholders is expected to
more than double before year's end.

The Subcommittee found that most policies have been sold on an
individual basis and provide fixed per diem payments which are
not indexed to keep up with inflation. It found considerable varia-
tion in the indemnity benefit amounts availablefrom less than
$10 to $120 a day. Only one policy indexed the per diem rate to
account for inflation. In general, long term care policies have a
waiting period ranging from 0 to 100 days before benefits begin and
a coverage period of 6 months to 6 years for nursing home care and
10 days to 6 years for home health care services.

On the average, long-term care insurance is expensive and not
affordable for the majority of senior citizens who rely on Social Se-
curity as their sole source of income. For those seniors with sav-
ings, however, long-term care insurance in now available in every

10
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State for premiums ranging from $20 to over $7,000 a year for
varying levels of rare at different age, .

The logical questions which follow are "What kind of long-term
care protection do seniors purchase? And, does it fulfill its intended
promise to serve as a "hedge against financial ruin when a long-
term illness strixes?" On the basis of those surveyed by the Sub-
committee and the General Accounting Office, the honest answer
appears to be that it rarely provides a hedge against financial ruin.

LIMITATIONS, RESTRICTIONS AND ABUSES IN THE SALE OF LONG-TERM
CARE INSURANCE TO THE ELDERLY

It comes as no surprise that our Nation's older Americans are
the most frequent targets of fraud and abuse in the health insur-
ance marketplace. Their search for health security is more intense
than that of their younger counterparts. They live in daily fear
that a long, drawnout catastrophic illness will strike, and that
absent health insurance protection, they will be left bankrupt with
little ability to recoup their losses in their retirement years. Their
fears are well founded. When seniors do get sick, an the average
they are hospitalized three times as frequently and stay sick three
times as long as their younger counterparts.

Their greatest fear is nursing home placement or long-term care
in the home, and rightfully so. One out of three Americans ever
the age of 65 will develop Alzheimer's and will require long-term
care in the home or in a nursing home. One of every four older
Americans will eventually spend time in a nursing homea costly
and often bankrupting experience as previously discussed. It is this
fear seniors have regarding tneir diminishing health status at a
time when the costs associated with health .are are increasing that
makes them prime targets of health insurance abuses.

To determine the extent to which senior citizens are purchasing
long-term care insurance products, which are limited in the protec-
tion they provide and the degree to which abusive sales techniques
are employed, Vie Chairman of the Aging Subcommittee on Health
and Long-Term Care called upon the General Accounting Office V_
conduct a thorough examination of restrictions, limitations and
abuses in the sale of long-term care insurance to the elderly. In ad-
dition, the Subcommittee undertook to assess that States experi-
ence with long-term care insurance by polling all 50 State Insur-
ance Commissioners. Lastly, the Subcommittee enlisted the serv-
ices of senior citizen investigators who met with over one dozen in-
surance agents from the D.C. Metropolitan area to observe first-
hand long-term care insurance presentations and to learn to what
extent insurance salesmen discuss policy restrictions and limita-
tions and/or engage in abusive marketing practices identified in
the GAO report. Highlights of the GAO and Subcommittee findings
follow.

1987 REPORT OF THE GENERAL ACCOUNTING OFFICE

The General Accounting Office concluded, in a report to be re-
leased by the Chairman at an August 6 hearing, that, in general,
policy restrictions and limitations tend to reduce the benefits avail-
able to long-term care insurance policyholders, and the lack of uni-

11
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form standards and marketing requirements means consumers
have little protection against substandard policies and sales abuses.
The GAO also found that the potential for abuse related to both
unclear policy language, especially with regard to coverage limita-
tions, and abusive marketing practices exist in the long-term care
insurance market jst ac it does in the Medigap market.

Before reaching these conclusions, the GAO analyzed the premi-
ums, benefits, and limitations of 33 policies offered by 25 of the 72
long-term care insurers in 1986. (Appendix I lists the insurers
whose policies were reviewed by the GAO, Appendix II lists all in-
surers offering long-term cart insurance products in 1986.) These
companies, according to the GAO, account for a sizable portion of
the private long-term care insurance policies sold nationwide. Also,
they assessed the potential for abuse in this market by surveying
State insurance commissioners in 26 States, interviewing officials
with consumer advocacy groups, and reviewing consumer guides in
the long -term care insurance literature.

According to the GAO, the 33 policies offered a broad range of
indemnity paymentsfixtd dollar amounts paid per eligible day of
coverage. There was considerable variation in the indemnity bene-
fit amounts availableranging from less than $10 to $120 per
dayand consequently, the premiums chargedfrom $20 to over
$7,000 a year for varying levels of coverage at different ages. Dura-
tion of benefits also varied widely, from 6 months to 6 years for
nursing home care and 10 days to 6 years for home health services.

As of mid-1986, the GAO found that approximately 200,000
people held private long-term care insurance policies, representing
less than 1% of the population over 65. However, more recent in-
quiries suggest that these numbers are growing rapidly. With ac-
companying cries of limited actuarial data and resulting high
levels of risk, the insurance industry is entering this market in
force.

Because the market for long-term care insurance is so new, fed-
eral and state legislative efforts to regulate the issuance of these
policies have been relatively slow in developing. As such, the
market is besieged with policies offering the unsuspecting senior a
wide variety of premium/benefit structures, based upon a non-uni-
form, equally random set of prerequisites governing the actual pay-
ment of benefits. Therefore, it is essential to view each benefit
package with skepticismbearing in mind the limited regulatory
involvement in this market. Absent state regulation, seniors who
invest great sums of money annually in this expanding long-term
care insurance market have little recourse in resolving complaints
that might arise.

LONG-TERM CARE POLICY RESTRICTIONS IDENTIFIED BY GAO

The GAO report reveals that most of the long-term care insurers
resort to the use of numerous restrictions and limitations which
are uncomaionly harsh even when judged against the most outra-
geous practices in other aspects of the insurance industry. The
GAO offers examples of policies which:

Do not adjust for inflation over time.The General Accounting
Office found that a major drawback with long-term care insurance

12
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policies is that they do not adjust for inflation. All but one of the
policies reviewed are not set to adjust for inflation. The Subcom-
mittee found that nursing home costs have risen by more than 6
percent a year historically, and this trend is very likely to contin-
ue. Assuming a person purchases a long-term care policy at age 65
and requires nursing home care at age 80 (average age of a nursing
home resident is 83), the value of his policy after 15 years without
adjustment for inflation would pay less than one-third of that inai-
vidual's nursing home e,-.c. - Table J which follows illuerates the
real value of nursing' urance benefits over time.

Current industry-%. .zketing efforts which encourage indi-
viduals to insure themoeives at a younger age in order to save
money on premiums are misleading consumers who, with associat-
ed indemnity rates unadjusted for inflation, face sharply eroded
future benefits.

Require prior hospitalization.The General Accounting Office
found that 88% of all the policies they reviewed contain a clause
requiring a hospital stay of at least 3 consecutive days prior to ben-
efit eligibility. See Table 1A. The Subcommittee has learned that
such a limitation will deny numerous elderly long-term care policy-
holders needed nursing home care because the simple fact is that
few elderly require a hospital stay prior to nursing home place-
ment. After all, over one-half of all nursing home residents have
Alzheimer's, a disease which does not typically require hospitaliza-
tion prior to a nursing home stay. The fact is that only one third of
all nursing home patients were admitted following a hospital stay.
Cases of this type of limitation brought to the Subcommittee's at-
tention include:

Edward Lewis, an 88 year old man from St. Petersburg, Flori-
da, had purchased a nursing home insurance policy just six
months earlier. One night his 82 year old wife was picked up
1.,A7 paramedics who had found her wandering around the
streets in her night gown. Mrs. Lewis suffered from a memory
disorder similar to Alzheimer's. At the urgings of police and
friends, Mr. Lewis put his wife in a nursing home. While it
was heartwrenching for him to place his wife of 53 years in a
nursing home, at least, he thought, the cost would be picked up
by Medicare and his nursing home insurance. He was wrong.
His nursing home policy wouldn't pay any part of the nursing
home costs because Mrs. Lewis hadn't been hospitalized before
going into the home. Mrs. Lewis was declared a ward of the
state after her nursing home costs had exhausted their small
lifetime savings.

Exclude nursing home admissions for Akheimer's disease or re-
lated disorders.The General Accounting Office found that 55% of
the long-term care policies they reviewed could exclude coverage,
and 35% do exclude coverage, for net vous and mental . Borders, of
which Alzheimer's can be considered one. However, as illustrated
in "'able 1B, one half or more of nursing home admissions are re-
la d to Alzheimer's disease or related disorders. This particular
exclusion fails to fulfill the most modest expectation an elderly
consumer might apply to any long-term care or nursing home
policythat it would cover them if they acquire Alzheimer's, the

13



www.manaraa.com

[F

1

8

leading cause of nursing home placement. A case of this type of
limitation received by the Subcommittee follows:

One insurance agent ,Jromised a Midwestern family of an
Alzheimer's victim that he had the only "full-coverage" custo-
dial nursing home insurance policy availahle in the nation.
The family was obviously impressed and relieved, knowing
that without such coverage they faced eventual financial dev-
astation. The family was fortunate to read the fine print of the
policy before they purchased it. The fine print indicated that
in order to receive any benefit from the policy, nursing home
care had to be provided in a skilled facility. It provided no cov-
erage for the custodial care required by their Alzheimer's
victim.

Require that nursing home care be "skilled."The General Ac-
counting Office found that 18% of the policies reviewed require
nursing home care to be provided in a "skilled" nursing facility.
First, what the Subcommittee found was that most seniors do not
realize when purchasing policies that stipulate they will only pay
for nursing home care in a skilled facility is that Medicare and
Medicare supplemental insurance already do a reasonable job of
paying for skilled nursing home care. The bankrupting costs the el-
derly should seek to protect themselves against are those associat-
ed with long-term care in a "custodial" nursing home care. Table
1C is most revealing, for as it illustrates, not only is "custodial"
nursing home care not covered by Mediare and most private insur-
ance, it is the type of care that 90% of nursing home residents re-
quire. Second, almost half the States classify 50%, or less, of their
nursing homes as "skilled." Fewer than 15% of nursing homes are
"skilled" in 7 States. Therefore, Oklahoma senior citizens who pur-
chase long-term care insurance better make sure their policy does
not require that their care must be "skilled." Because if it does, of
the 363 nursing homes in Oklahoma only 9 are classified as
"skilled." Only 6 percent of Iowa's and Louisiana's nursing homes
are skilled. New Mexico has 9 percent, Maine 12%, Nebraska 14%
and Kansas has 15%. Cases of this type of nursing home policy lim-
itation brought to tin Subcommittee's attention include the follow-
ing:

Mrs. S., a widow from Oregon, died penniless in a nursing
home. All she had left were two nursing home policies. Al-
though Mrs. S. had faithfully paid thousands of dollars in pre-
miums for nearly 10 years, when she really needed insurance
help, her policies didn't pay a penny. Her nursing home care
didn't meet the definition of "skilled" care set forth in the poli-
cies' fine print. Mrs. S., who lived off of a monthly income of
$580 from Social Security and a small pension, had been told
by the insurance agent that sold her the policy, that if she ever
needed nursing home care, the policies would provide her fi-
nancial security She had failing eyesight and as her daughter
said, "She couldn't have read the fine print if she had wanted
to, and if she had, she probably wouldn't have understood it."
Mrs. S. repeatedly told her daughter, also a widow, "Oh I just
pray I won't ever have to go in one of those horrible nursing
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homes. But at least if I do, it won't be such a drain on us." She
had been misled.

An 86 year old gentleman from Tampa, Florida had an in-
surance agent call on him at his home. The agent told the el-
derly man that he had an insurance policy which would pro-
vide him "financial solvency" and would pay him $1,200 a
month "in any nursing home." The 86 year old was quite im-
pressed and signed up for the plan, which had an ar ival pre-
mium of $771. After paying over $2,300 in premiums for this
policy, the elderly man found out he had been duped. What he
had been sold was actually a hospital confinement policy, a
rider to ;,-,thich covered "skilled" nursing home care. This policy
would pay only if one was confined in a skilled nursing home.
This coverage duplicated the elderly man's existing skilled
nursing home coverage through his health maintenance orga-
nization (HMO).

Mr. and Mrs. John Fiery, from the Washington, D.C. area,
bought a nursing home insurance policy in 1976. One day an
agent came by their house and presented them with a very im-
pressive brochure on his company's policy. The agent set off in
glowing terms the many benefits the Fierty's would enjoy from
this policy. He said that if either one of them ever was in a
hospital for three days and needed nursing home care, the
policy would pay. Five years later, Mr. Fiery had to be hospi-
talized for over two months and then placed in a nursing home
for six months until his death. Their nursing home policy
didn't pay a penny. The catchhis care wasn't skilled. Mrs.
Fiery said, I am just happy I never had to tell my husband
about the rotten deal we got. It would have Lpset him terri-
bly."

Limit renewability. The General Accounting Office found that
long-term care policies are characberized by varying degrees of re-
newability. However, within each renewability clause is embedded
the ultimate right of the insurer not only to revise the premium
structure for an entire class of insureds, but ultimately to cancel
the entire benefit package for the insured class at any point in
time. According to GAO investigators: "None of the cancellable
policies we reviewed contained a non-forfeiture benefits provision."
What this means is that at age 65 an individual could purchase a
long-term care policy. He could hold that policy for 10 years and
pay the average $2,500 annual premium, or $25,000 in total for its
future protection. What he probably does not know is that even if
his policy carries a "guaranteed renewable" provision, that will not
prohibit a company from simply cancelling that particular policy
for everyone who held it in a particular State.

ABUSES IN THE SALE OF LONG-TERM CARE INSURANCE TO THE
ELDERLY REPORTED BY GAO

The GAO found that abuse in both product content and market-
ing in the long-term care insurance market have been reported in-
cluding: 1) the use of unclear or complex policy language that may
mislead consumers about the content of the long-term care insur-
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ance they are purchasing, especially with regard to coverage limi-
tations; and 2) State insurance officials, consumer advocates, and
long-term care policy analysts told the GAO that the potential for
abusive marketing techniques used to sell Medigap policies exists
in the long-term insurance market as well, including posing as a
federal agent to sell policies, knowingly selling policies that dupli-
cate the policy holders' existing coverage, and selling supplemental
policies by mail in states that have not approved their sale.

The GAO cites the activities of three States who have already
taken formal action to curb abuse in the sale of long-term care in-
surance within their state:

Wisconsin, in 1981, enacted stringent minimum standards
for nursing home policies to reduce abuse and confusion associ-
ated with the sale of such policies. The commissioner found
that "significant misunder anding exists with respect to nurs-
ing home insurance," which he characterized as "misleading,
deceptive, obscure, and encouraging of misrepresentation." The
commissioner also described sales presentations by some
agents as misleading, confusing, incomplete, and deceptive.

Minnesota is currently investigating a case in which 4,000
policyholders allegedly were led to believe they had purchased
custodial care coverage when in fact their policies covered only
skilled and intermediate care. State officials were not at liber-
ty to discuss the details of the pending case at the time of the
GAO inquiry, but wia give detailed testimony at the August
6th hearing of the Subcommittee.

Washington state adopted regulations to prohibit unfair or
deceptive practices in the advertising, sale, or marketing of
long-term care policies, setting an effective date of January 1,
1988. Some agents may take advantage of complex policy lan-
guage to misrepresent the custodial care benefits offered by
policies, Washington officials told the GAO. For distance,
agents may not always explain that custodial care benefits in
certain policies are contingent on meeting a series of prerequi-
sites, including prior stays in skilled and intermediate care fa-
cilities for specified lengths of time. It is felt that the number
of similar cases of such abuse may increase as this new market
expands.

GAO's RECOMMENDATIONS FOR REFORM

The GAO notes that the majority of states have taken little
action to establish minimum standards for the sale of long-term
care insurance within their state boundaries. In fact, only 6
StatesArkansas, Colorado, Connecticut, Kentucky, Maine, and
North Dakotahave enacted laws establishing minimum policy
features and benefits for long-term care insurance. Similar action
is pending !n four other states.

The GAO found that given the probable rapid expansion of long-
term care insurance as people become more aware of the limits of
Medicare coverage and the potentially catastrophic out-of-pocket
expenditures they may incur, the Subcommittee is encouraged to
consider the desirability of enacting federal legislation, similar to
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the Baucus-Pepper medigap reform measure, to reduce potential
abuse at this early stage of market development.

1987 POLL OF STATE INSURANCE COMMISSIONERS BY THE
SUBCOMMITTEE

It is obvious from the results of the General Accounting Office
report on this subject that the potential for abuses in the sale of
long-term care insurance are serious and widespread and that little
regulation exists with respect to this relatively new type of insur-
ance product.

In order to gain an understanding of the States' experience in
this area, in the spring of 1987, the Subcommittee on Health and
Long-Term Care conducted a telephone survey of the 50 State In-
surance Commissioners' offices. By compiling the replies received,
the Subcommittee was able to show the dramatic lack of legislation
or regulation with respect to abuses in the sale of long-term care
insurance.

As is shown in Table II, only 7 of the 50 State Insurance Commis-
soners' offices (14 percent) have one or more professional staff
members assigned specifically to long-term care insurance matters,
even though that type of insurance has more than doul.:;ed in sales
since 1986 and is expected to double again before the end of this
year.

Table III reveals that 70% of the States (35) have no laws or reg-
ulations in effect regulating long-term care insurance. This has se-
rious implications, as the absence of any deterrence at the State
level may e, courage unscrupulous agents and companies to prac-
tice unethical sales techniques without fear of retribution.

When asked how many different long-term care policies were
being marketed in their States, the Commissioner's responses
varied widely. See Table IV. Twelve States said that this informa-
tion was not available. The Arkansas office said none were on the
market in that State. Florida, with a population that is 18% elder-
ly, said that 64 companies were selling long-term care policies in
that State and 54 other companies were planning to do so in the
near future. Fourteen States cited between 1 and 10 long-term care
policies for sale in their borders, or companies offering several dif-
ferent policies. Fourteen also said that between 11 and 20 different
policies were available. Five States claimed that between 21 and 30
policies were for sale and four said that 31 or more could be bought
in their State.

Unanimity was almost reached on the question addressed in
Table V, "Is the marketing of long-term care insurance increasing
in your State?" Ninety-two percent of the insurance commissioners
offices (46) answered yes, with only four offices (Alask-, Arizona,
Louisiana and West Virginia) noting no increase. Interestingly,
even those 13 States where laws or regulations controlling long-
term care insurance are in place, all answered that the marketing
of such policies is on the rise.

The question addressed in Table VI was, "Do you think that el-
derly people are confused and/or frightened about what insurance
protection they have or need far long-term care?" Again, the Sub-
committee found strong consensus, with 44 States (88%) answering

77-383 0 - 87 - 2
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that yes, seniors lacked needed information about, or are intimidat-
ed by, long-term care insurance plans. The six States which did not
cite this as a concern were Illinois, Indiana, Louisiana, Nevada,
New Mexico, and Oklahoma.

When asked whether their department had received complaints
related to long-term care insurance, slightly more than half (26
States) responded affirmativly. However, in several States, the com-
plaints appeared to Iv. of a serious nature, in terms of quantity and
quality. See Table VII.

Table VIII presents the answers to, "Are you aware of the exist-
ence of similar abuses in the marketing and sale of long term care
insurance as in the sale of Medigap insurance?" Almost all the
States, 92%, noted that 91-use of this type already exists with the
marketing and sale of long-term care policies, or that the potential
for abuse exists. Twenty-three States said abuses similar to those
found with Medigap already exist, while 23 more noted that the po-
tential was there. Only four States, Connecticut, Georgia, New
Jersey and New Mexico, did not respond affirmatively to either
choice.

The following are examples of numerous cases of long-term care
insurance abuse received by the Subcommittee from the States and
others:

Delbert Sims, a 95-year-old gentleman from Illinois, pur-
chased a nursing home policy in 1981. The cost of this policy
was close to $1,100 that year. Over the next six years, three
different insurance companies had charge over his policy. By
1985, his annual premium had gone up to over $5,000. Mr.
Sims, fearful about being wiped out by a nursing home stay,
reluctantly paid the exhorbitant premium. In 1987, Mr. Sims
received notice from the insurance company that he would
have to pay over $8,000 to keep his nursing home policy. Mr.
Sims was forced to drop his coverage. Sadly, now Mr. Sims re-
quires long-term home care, which comes at a cost of $20,000.

Four thousand seniors from Minnesota were duped into pur-
chasing very limited nursing home insurance policies at a cost
of up to $1,000 a year. They thought they were getting a lot
more. These seniors thought they were buying insurance pro-
tection which would protect them financially in case they ever
had to go into a nursing home. Upon review by the Minnesota
Insurance Commissioner, it was found that the policy provided
a daily benefit of $2 a day for custodial care and that require-
ments for the individual to be in a recuperative sts.te would
make it ery difficult for anyone to qualify for benefits.

A 71-year-old Florida woman had purchased, or rather,
thought she had purchased, a long-term care policy from an
agent who had called on her at her house. This elderly woman
had made out a check for $874 to the company represented by
the agent. The agent, who had authority from his insurance
company to cash company checks, cashed Brown's check and
pocketed it. He did not send her application for insurance to the
company and thus Mrs. Brown was never issued the policy she
had paid for.
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An 84-year-old woman from Washington was sold three nurs-
ing home policies over the last several years of her life. She
was sold one policy, then another, then another. The total cost
of these policies, which were all from the same major national
insurance company, was over $1,000 a year. The 84 year old,
unfortunately, broke her hip and required a lengthy nursing
home stay. During her nursing home stay it was discovered
that all three of her policies were for skilled nursing care only.
Both the woman's doctor and the nursing home said that the
care she required and was receiving met that criteria. The in-
surance company disagreed. It hired an osteopath and a regis-
tered nurse who swore that the woman's care didn't meet the
criteria of her policies. The company refused payment.

One insurance agent promised a Midwestern family of an
Alzheimer's victim that he had the only "full-coverage' custo-
dial nursing home insurance policy available in the nation.
The family was obviously impressed and relieved, knowing
that without such coverage they faced eventual financial dev-
astation. The family was fortunate to read the fine print of the
policy before they purchased it. The fine print indicated that
in order to receive any benefit from the policy, nursing home
care had to be provided in a skilled facility. It provided no cov-
erage for the custodial care required by their Alzheimer's
victim.

The Illinois insurance department reported that one of its
staff witnessed an insurance agent telling an elderly woman
that because oC the skyrocketing costs of a prolonged hospital
stay she should purchase one of his Medicare hospital supple-
ment policies. Once the woman agreed and signed for that
policy, he reached into his bag and pulled out a copy of a hos-
pital utilization review letter that informed a certain elderly
patient that she would have to leave the hospital after only
three days. The agent said, "You know the Government forces
people out of hospital and into nursing homes." He then told
her that he had a terrific nursing home policy and attempted
to sell it to her using exactly the opposite argument he had
used in selling the hospitalization policy.

An elderly couple in Florida were recently the unsuspecting
victims of an insurance agent's scare tactics. This couple lived
off of a small pension and Social Security and had no signifi-
cant savings. The agent pounded away at this poor elderly cou-
ple's fears. He told them a story of just having come from
Miami where he had been with elderly people who didn't have
insurance and were now actually living off of cat food, reduced
to an animal-like existence. Slapping his hand on the table, the
agent said, "How would you like to spend the rest of your life
eating Kal-Kan?" All the elderly gentleman remembered after
that was writing out a check for $2,500.

An 80-year-old Naples, Florida woman had recently pur-
chased a nursing home insurance policy. Shortly after purchas-
ing the policy, she was called on at her house by the agent
from whom she had bought the policy. The agent had since left
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the company sponsoring her current policy and was now p°d-dling another. This agent told the elderly woman that thepolicy he had sold her previously was w. w obsolete, but that he
had a new policy which would protect her. The woman wrote acheck for $2,342 and took out the new nursing home policy.
The new policy was just about the same as the one which wasdroppedat an additional cost of about $650 a yearand lefther without coverage for 6 months because of its waiting
period. The agent's commission was near 60 percent.

The irate daugther of an 87-year-old Californian wrote the
Subcommittee about nine health and long-term care insurance
policies she discovered in the possession of her father. The poli-
cies had all been sold to her father by the same insurance
agent and were from three companies. There were three hospi-
tal iniemnity policies, two cancer policies, two service policies,
a nursing home policy and q hospice plan. Her father told her,"He (the agent) told me I would need all of thesehe called it
a package deal. Then he came back and said I should have an-other 'package' for complete protection."

In New Jersey, an agent for Company "C" and 16 other com-panies refused to even examine the health insurance policiesheld by one a prospective elderly client. He saw the name ofthe company on the outside of the policies and concludee they
were worthless. He told the woman she needed six differentpolicies. He told her to buy Company "C" 's Medigap policy
and Company "X" 's hospital cash plan. He then pulled out
Company "C" 's nursing home policy and a cancer policy from
one of his other companies. When he told the elderly womanshe needed a burial plan, she shrieked openly. To calm her
fears, the agent said, "Oh, you don't like blue. Well we've got
the same thing in green. We call it our Life Plan." With that
he pulled out a green brochure from his bag.

To summarize, long-term care insurance, although a relatively
recent phenomenon, has already aroused feelings of concern in asignificant number of State Insurance Commissions. Clearly, in-creased regulation and legislation is needed to curb abuse in this
rapidly growing area, and more States need professional staff spe-
cially trained in such matters which are at present puzzling and
even frightening to most senior citizens, and the technicalities ofwhich may be beyond the grasp of the personnel trained to deal
with other types of insurance.

Given the lack of regulation at the State level and the GAO's
report that nursing home policies make generous use of limitations
and exclusions which may not be apparent at the time of purchase,
the Subcommittee undertook to determine firsthand, with the as-sistance of a senior citizen investigator, whether agents would dothe right thing and advise the senior citizen of limitations in their
policies. A discussion of the Subcommittee's investigation and find-ings follow.
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THE SUBCOMMITTEE'S EXPERIENCE USING A SENIOR CITIZEN
INVESTIGATOR DURING ACTUAL SALES PRESENTATIONS

In early 1986, Lillian Simmons, age 68, formerly of the State of
Nevada and now residing in Virginia, was recruited by the Sub-
committee on Health and Long-Term Care of the House Select
Committee on Aging as an intern and senior citizen investigator
during its two-part inquiry into abuses in the sale of insurance to
the elderly, involving both "medigap," and "long-term care" insur-
ance. Mrs. Simmons, recently widowed, was very much aware of
the problems confronting seniors in their search for health security
and reacted enthusiastically to the subcommittee's request for as-
sistance in determining whether marketing abuses currently exist.
Mrs. Simmons had Medicare and also a policy to supplement Medi-
care from the American Association of Retired Persons. An insur-
ance expert reviewed her insurance and advised the Subcommittee
that given her financial means, she was adequately insured.

In an attempt to ascertain whether agents would employ fear
tactics, engage in deceptive sales practices, or simply fail to proper-
ly disclose the limitations and restrictions of their policies, Mrs.
Simmons was scheduled to interview at least a dozen agents over a
two-month period. She agreed. She talked with 12 agents from the
District of Columbia, Maryland and Virginia. The premise she used
when making appointments was that she was not sure if her cur-
rent insurance was adequate for her potential long-term care
needs. Specifically, she was interested in obtaining appropriate and
affordable protection against the hazards of Alzheimer's disease or
other such chronic illnesses that eventually require placement in a
nursing home. She had no trouble getting agents to pay her a call.

When agents arrived, Mrs. Simmons presented her policy and
mentioned she was currently covered by Medicare parts A and B.

She would then ask for advice regarding nursing home care. Two
committee staff members were present in the room with Mrs. Sim-
mons at all times. One took part in the interview and the other
would take notes. In several instances a third subcommittee staff
member would take photos of the session.

The results of the interviews were shocking. Even with notoriety
surrounding previous investigations and legislative reform which
followed, agent after agent engaged in sales tactics that would con-
fuse the most knowledgeable insurance consumer. Again, adults
subcommittee staffwere always sitting in the room with Mrs.
Simmons while the insurance interviews took place. The sales tech-
niques used ranged from soft sell to high pressure sales tactics.

When Mrs. Simmons would raise the subject of nursing home in-
surance, literally all but two of the agents began their sales presen-
tation by arousing her fear of long-term care and establishing a
need for protection against its bankrupting costs. During and fol-
lowing the interviews, and in letters which she continues to receive
to this day, Mrs. Simmons was warned that without their nursing
home policy she might end up in a pauper's home, as one agent's
brochure implied:
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WILL A NURSING HOME BE YOUR POORHOUSE?

LET ME HELP TO MAKE SURE IT WON'T!

CALL ME TO SEE IF 11:0U QUALIFY.

THIS IS A NEW INSURANCE PLAN

CALL TODAY!

The agents would remind her that she certainly doesn't welt tobe a burden to her relatives and their children. Typical of the useof this fear tactic is the following excerpt of a sales brochure left
with Mrs. Simmons:

YOU KEEP YOUR INDEPENDENCE. NO NEED TO WORRY ABOUT BEING
A BURDEN ON YOUR CHILDREN. FAMILY? THEY WANT TO HELP.
BUT, REALISTICALLY, HOW LONG CAN THEY KEEP CHIPPING IN?

All would make her think that their policy would give her peaceof mind and enough protection to solve the budget-crunching prob-
lems created by illness in later life. Again, another brochure cites
pending financial ruin without adequate protection:

PERSONAL SAVINGS? THEY GET EATEN UP IN A HURRY. ONE G,.)V-
ERNMENT REPORT SAYS MANY FOLKS WILL GO BROKE IN JUST 13
WEEKS AFTER ENTERING A NURSING HOME.

The following is a description of some of the interviews which
typify Mrs. Simmons experience with nursing home insurance salesrresentations.

(1) In Virginia, an agent told Mrs. Simmons his policy would
cover all nursing home care costs, skillcd and custodial. In fact, it
covered Medicare gaps for skilled care up to 100 days and provided
no coverage at all for custodial care. If Mrs. Simmons had pur-
chased his policy and later was admitted to a home with Alzhei-
mer's diseasewhich is what concerned herthis policy would not
have paid for her nursing home stay.

(2) Another agent in Virginia seemed more interested in obtain-
ing the rir!..t to manage Mrs. Simmons' financial affairs as a way
of providing for her future financial security. He also encouraged
her to consider annuities, and home and life insurance, which he
also handled Once rebuffed in his primary goal he tried to sell her
his long-term ar(1 insurance policy. Although it would not coverher if she required care in a custodial nursing homehe avoided
mentioning this limitationagain, the major type of protection she
was seeking to secure.

(3) An agent from the District of Columbia told Mrs. Simmons
that the weakest protection under the Medicare Program was nurs-ing home coverage. The agent stated that his policy hes relieved
the fears that thousands of his clients who are seniors have about
potential nursing home expenses. When specifically asked whether
his insurance plan would cover care in a nursing home for Alzhei-
mer's patients, he skirted the issue, responding by noting that his
plan did cover nursing home care that Medicare didn't payimply-
ing that his plan would cover custodial, not just skilled care in a
nursing home. When pressed again, he responded by defining the
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difference between skilled and custodial care, saying that skilled
care is required for serious illnesses and that they cover that. He
added, custodial care is just care in feeding, bathing and such
nothing serious. He never mentioned whether his plan would cover
custodial care. He also told her that he just sold his policy to an
elderly couple and they would have lost their trailer without it.
"You don't want that to happen to you, do you?" he asked.

(4) Another agent from the District of Columbia recommended
that Mrs. Simmons buy his nursing home policy which he felt was
a more important benefit than her drug coverage. His policy would
cover both skilled and custodial care he said. Upon review of his
policy, which would have cost about $1,000 annually, we found that
in fact his policy would not cover mental conditions, including Alz-
heimer's disease.

(5) Another D.C. agent described his nursing home plan to Mrs.
Simmons as costing $138 a year for a person aged 65-69. His policy
could pay nursing home expenses for 1 year ($50 per day for the
first 90 days, $25 per day for days 91 to 365). The agent failed to
mention that his plan did not cover custodial care and excluded
Alzheimer's as a disease eligible for coverage under the plan.

(6) One D.C. agent described his company's nursing home policy,
which would pay for long-term stays in a skilled nursing facility
and which costs $586 a year as "the best policy we've seen of this
type." The terms of his policy did not seem to differ dramatically
from other policies of this type reviewed by the Subcommittee. He
did not have a copy of this plan with him but said, "You can keep
it as long as you live"a statement no company's policy reviewed
by the Subcommittee or GAO can keep. His big finish was "Insur-
ance buys you peace of mind," he said. "Even if you're feeling fine
today, you may not tomorrow." He also pointed out the ease with
which payments could be madeannually, semiannually, quarter-
ly, or monthly, and with any major credit card.

(7) A Maryland salesman, one of the fastest talking and one
whose presentation was among the fuzziest of the 12 agents, read
through Mrs. Simmons' policy and then recommended his compa-
ny's nursing home plan which would pay about $61.60 per day for
the first 30 days of care in a post-hospital skilled nursing facility.
This seemed far from the long-term care Mrs. Simmons had in
mind. The company's more upscale plan B would pay $92.25 a day
for 100 days of skilled care. This premium was $64.58 a month. The
agent advised Mrs. Simmons, who remarked on the high price, that
her monthly premium was of no consequence, really. "You buy an
insurance policy to collect on it, not to pay the premium," he said.

(8) This Maryland salesman leveled with Mrs. Simmons about
long-term custodial care which he called a time bomb waiting to go
off in this country, but said that virtually no policies in this coun-
try cover this much-needed type of care.

(9) Two agents met with Mrs. Simmons in a D.C. house. When
asked if they carried insurance which would cover her if she had
Alzheimer's, both advised her that her hospital bills, skilled nurs-
ing care at home, and expenses related to skilled nursing home
care would all be covered. They further added that their policy
would also provide hospice care benefits. It should be noted that
neither agent mentioned that patients suffering from Alzheimer's
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disease rarely demand skilled nursing home care. Nor did they
mention custodial nursing home care or the fact that their policy
would not cover such care.

(10) This D.C. agent interviewed Mrs. Dickson, a senior citizen in-
vestigator with the Subcommittee during its 1978 investigation into
abuses in the sale of Medigap insurance to the elderly. He told
Mrs. Dickson that it appeared she had decent coverage (she had
Medicare and 5 additional insurance poiiciesshe is overinsured)
and he left without suggesting she review any of his policies and
telling her he didn't know of any good nursing home policies which
would cover custodial care in the D.C. area. At first, we rated him
as an honest salesman. Several days later we rerated him. A letter
with three insurance applications arrived. He recommended she
sign on the dotted line with an X on all forms and remit a check
for a total annual premium in excess of $900 a year for the three
policies he thought would help her: a new service policy, a dread
disease policy, and a hospice plan. He didn't advise her as to what
to do with her existing 5 insurance policies. He simply suggested
they were outdated.

(11) A Virginia agent, while pleased to offer Mrs. Simmons an op-
portunity to switch to his company's policy, he had nothing to offer
her in the way of nursing home coverage. He told here there
wasn't a company in Virginia that provided insurance for such pur-
poseswhich of course was not the case. The Subcommittee felt he
simply did not want to lose her business on the medigap insurance
side.

When asked by the Subcommittee what her views were with
regard to her experience in interviewing a dozen agents, Mrs. Sim-
mons responded, "If a second opinion is advisable in medical cir-
cles, such advice doesn't apply to insurance. I got ten different
cpinions. I am more confused about what to buy than I was before
I began the interviews."

RECOMMENDATIONS

The evidence is clear that long-term care insurance is in need of
regulation. At present, the consumer's odds of collecting off these
policies are better at the track, at the lottery or with Las Vegas
slot machines. The following are recommendations to the Congress,
to the States, to consumer and to private industry which we hope
will lead to needed reform.

THE CONGRESS

1. Congress should fill the gaps in Medicare eliminating need for
supplemental and nursing home insurance, by enacting legislation
such as H.R. 65.

2. Congress should enact legislation, such as H.R. 2762, providing
home care services under the Medicare program to chronically ill
elderly, disabled and children.

3. Congress should enact legislation, such as that contained in
H.R. 2941, creating a Bipartisan Commission on Comprehensive
Health Care to make recommendations as to the best method of fi-
nancing and administering a comprehensive long-term care pro-
gram. Services included in such e program should include nursing
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home services, home health services, and other community-based
services such as adult day care.

4. The Congress should consider legislation requiring that all
nursing home and long-term care insurance policies: approved for
sale in each State, be certified by the Federal government as meet-
ing certain minimum standards. Those minimum standards should
include at least the following:

No requirement of a prior hospital stay or higher skilled level
of care to be eligible for long-term care benefits;
No exclusion for Alzheimer's Disease or related mental
disorders;
Coverage must include at least 3 years of skilled and custodial
nursing home care and similar coverage of home care;

Benefits must be indexed to medical inflation; and,
Cancellation of p licy either individually or in force is not

permitted.
Policies and brochures advertising such policies must clearly

state all conditions which limit access to and amount of bene-
fits of such policies, including, the difference between skilled,
intermediate and custodial nursing home care benefits and eli-
gibility criteria, r-e-existing condition limitations, and cover-
age exclusions.
Benefits paid shall not be less than 80 percent of premiums
taken in (after a reasonable experience period).

Such legislation should also require the Secretary of the Depart-
ment of Health and Human Services to annually report to the Con-
gress on State compliance with such minimum requirements.

5. Congress should consider legislation making it a felony to per-
petrate sales abuse in the marketing of long-term care insurance.
Such abusive practices should include:

Selling an individual more long-term care insurance than he or
she can use or afford;
Representing oneself as an agent of the Federal government or
as in any way connected with the Social Security or Medicare
program.
Selling an individual long-term care insurance coverage which
duplicated coverage under the Medicare program.

Willfully misrepresenting the benefits and eligibility criteria
for benefits of a long-term insurance policy.

THE STATES

1. Each State should enact, implement and strictly enforce mini-
mum standards set forth by the Federal government for private
long-term care insurance.

2. Each State Department of Insurance should hire and maintain
sufficient staff specially trained to handle long-term care insurance
matters, including the investigation and resolution of consumer
complaints.

3. States should more rigorously combat agent abuse in the sale
of health and long-term care insurance to the elderly. This action
should include the automatic and permanent revocation of agents'
licensure upon conviction of sales abuse.
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4. States should establish statewide toll-free hotlines to help sen-
iors with questions regarding health and long-term care insurance
and for the receipt of complaints of sales abuse and claims han
dling related to long-term care and Medigap insurance.

5. States should consider legislation limiting first year sales com-
missions for long-term care insurance and other Medigap and in-
demnity policies to 20 percent to promote incentives for continued
service to their elderly clients.

6. States should require that all insurance agents licensed to sell
long-term care insurance be certified as knowledgeable in the field
of long-term care and long-term care insurance and to meet mini-
mum education and moral fitness requirements.

7. Each State Insurance Commissioner should make available to
the public a updated and complete listing of loss ratios for each in-
surance company and each of the health and long-term care insur-
ance policies sold in the State.

CONSUMERS

1. Until there are uniform benefit standards and protections
against sales abuse which are enforced by the States, consumers
should seriously consider whether the costs of long-term care insur-
ance policies weigh favorably against their potential benefits.

2. A general practice that should be employed by consumers of
all types of insurance is to neer purchase a policy on the spot
either at the time of a salesperson's visit, phone call, or written
communication. Always use caution. Health insurance iz especially
complicated and open to misleading information. Take the time to
review a copy of the actual policy and have someone that you trust
review it also.

3. Immediately rep- rt any cases of health or long-term care in-
surance sales abuse t, yc...~ State Department of Insurance. A list
of those departments can be found in Appendix III.

PRIVA T. INSURANCE INDUSTRY

1. The private insurance industry should work to continue to de-
velop long-term care insurance products which are affordable and
provide benefits which the elderly need.

2. The private insurance industry should work closely with the
Federal and State governments in developing a plan to provide
comprehensive long-term coverage to Americans of all ages writ;
need such assistance.

3. The private insurance industry should develop and strictly en-
force a company and agent code of ethics. The industry should en-
dorse and support efforts by the Federal and State governments to
eliminate abusive wiles tactics, including the prosecution of cam-
panies and agents found to employ such tactics.
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TABLE I

($)
HOW MUCH OF THE BILL WILL NURSING HOME INSURANCE

70,000

80,000
Average Annual Cost of Nursing Home Care

PAY WHEN YOU ACTUALLY NEEO HELP?

n Tri

Amount and percentage of yearly

60,000 nursing home costs paid by policy

j Amount and percentage of yearly
5'0,000 nursing home costs paid by elderly

40,000

30,000

20,000

10,000

0

17%

83%

41%

591

V

56%

44%

III III
67%

33%

III 7.:

"/4
65 70 75 80

Age Entering Nursing Home
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TABLE IA

WILL LONG-TERM CARE ENE REALLY PROTECT YOU FROM

THE CMS OF NURSING HOME CARE?

38.7% of patients hospitalized beforehand.

MX of policies require prior hospitalization.

FACT: Only. 38.7% of all current nursing home patients were
admitted after a hospital stay.

GAO FINDING: BOX of all policies reviewed required prior hospitalization
before any benefit could be provided.
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TABLE IB

WILL LONG-TERM CARE INSURANCE REALLY PROTECT YOU FROM

THE COSTS OF NURSING HOME CARE?

50% or more admissions for
Alzheimer's.

551 of policies may exclude
coverage.

36% of policies explicitly exclude coverage.

FACT: One half or more of nursing home admissions are
related to Alzheimer's disease or related disorders.

GAO FINDING: 55% of all policies reviewed could exclude coverage,
and 36% explicitly exclude coverage, for nervous and mental
disorders, of which Alzheimer's can be considered one.
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TABLE IC

WILL LONG-TERM CARE INSURANCE REALLY PROTECT YOU FROM

THE COSTS OF NURSING HOME CARE?

FACT: 90X of nursing home care is custodial, not skilled, in nature.

FACT: Almost half the States (20) classify 50% or less of their
nursing homes 'skilled'. Fewer than 157, of nursing homes
are "skilled' in 7 States.

GAO FINDING: 18% of policies reviewed required nursing home care to
be provided in a skilled nursing facility.
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TABLE II.-DOES YOUR DEPARTMENT HAVE ANY PROFESSIONAL STAFF ASSIGNED SPECIFICALLY TO

LONG-TERM CARE INSURANCE MATTERS?

Yes No

Alabama..

Alaska ..

Arizona

Arkansas

Cabforma

Colorado .... .

Connecticut . ...... .....

District of Columbia. ..

Ronda

Georgia

Hawaii

Idaho.

Illinois ... .

Indiana . .

Kansas

Kentucky .. .

Louisiana .

Maine ...
Maryland ..

ft ssachusetts
Michigan ... ..

Minnesota

Mississippi...

Mtssoun...

Montana.......

Nebraska .

Nevada.

New Hampshire

New Jersey

New Mexico ...

New York

North Carolina

North Dakota .

Oho

Oklahoma..
Oregon ...

Pennsylvania .

Rhode Island....

South Carolina

South Dakota ...
Tennessee ....
Texas ...

Utah

Vermont ....

Virginia

Washington

West Virginia..

Wisconsin

Wyoming

X

X

X..

X

X

X

Total 7 44
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TABLE 111.-DOES YOUR STATE HAVE IN EFFECT LAWS OR REGULATIONS REGULATING LONG-TERM

CARE INSURANCE?

Yes No

Alabama.. .

Alaska.. .
Arizona ..

Arkansas

California

Connecticut

Delaware.

District of Columba

Gap
Hawaii

.

Indiana. ...

Kansas. .

Kentucky..

Louisiana .

Maine

Maryland. .

Massachusetts.

Minnesota

Missouri,..,........
Montana

Nebraska......
Nevada ......

New Hampshire

New Jersey

New Mexico.

New York ....

North Carolina....

North Dakota

Ohio.. .....

Oklahoma...
Oregon....

Pennsylvania .

Rhode Island

South Carolina .

South Dakota .

Tennessee .

Texas...
Utah.. ....

Vermont .

Virginia,. .

Washington

West Virginia

WisconsP

Wyoming

Total ..

X

0

0
x .

X

13 36

TABLE IV.-HOW MANY LONG-TERM CARE INSURANCE POLICIES ARE BEING MARKETED IN YOUR

STATE?

Alabama.
. 12-14

Alaska
1

Arizona , 30 companies
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TABLE IV.HOW MANY LONG-TERM CARE INSURANCE POLICIES ARE BEING MARKETED IN YOUR

STATE7Continued

kkartsas 0

Cafcrnia.. NA.

Cthado . . . 10.

t 3

Delaware ..... 16

District of Columbia 5

Florida. 64 companies

Georgia NA.

Hawaii. . 9.

7

Indiana 30

Iowa 18 companies

Kansas 40 companies and 65 policies

Kentucky. ... 15-20 companies

Louisiana . ... 8 companies

Maine. . . 16 companies approved

Maryland ...... . . 10

Massachusetts . 5-6.
Michigan ..

Minnesota. . . NA.

Miss . . NA.

Missouri . 12-20 companies

Montana 25

25-30 companies

Nevada 4 companies

New Hampshire NA.

Ncw Jersey 8

New Mexico NA

New York 4

North Carolina 16 companies

North Dakota . 20.

Ohio. NA.

Oklahoma. NA.

Otegon 12

Pennsylvania 29

Rhode Island 2-3
South Carolina ... . 15 companies

South Dakota . Many

Tennessee 16

Texas 60 polires

Utah 150.

Vermont 20-25
Virginia . 15

Washington__ .. 19

West Virginia ...... ........... NA.

Wisconsin 5

Wvomi 12

TABLE ' .IS THE MARKETING OF LONG-TERM CARE INSURANCE INCREASING IN YOUR STATE?

Yes No

Alabama X

Alaska. ...... .

Arizona ...... X

kkansas....
California. X

X

Connecticut . . X

Delaware . X

Distnct of Columbia X

33
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TABLE V.IS THE MARKETING OF LONG-TERM CARE INSURANCE INCREASING IN YOUR STATE?

Continued

Yes No

Georgia

Hawaii ,...,.. ,

Illinois ..

Indiana.

10W3

Kansas ..

Louisiana

Maine... .

Maryland . .. .... .

Massachusetts .

Michigan , .,
Minnesota

Mississippi .. ...... .

Missouri....

Montana... ...
Nebraska ..

New harnpshire

New Jersey

New Mexico.....

New York.

North Carolina . . .....
North Dakota..,..
Ohio.

Oklahoma..

Oregon .. . ,

Pennsylvania ... ,

Rhode Island

South Carolina ... .

South Dakota ...

Tennessee... .

Texas .... .

Utah. , .

Vermont .. . ..

Virginia .

Washington.,

West Virginia

Wisconsin

Wyoming

Total

x
x ...

x
x .

x
x .

x...... ..

0

x. ..... ..

47 4

TABLE VI.DO YOU THINK THAT ELDERLY PEOPLE ARE CONFUSED AND/OR FRIGHTENEDABOUT

WHAT INSURANCE PROTECTION THEY HAVE OR NEED FOR LONG-TERM CARE?

Yes No

Alabama

Alaska

Arizona ...,
Arkansas

California

Colorado

Connecticut ,

Delaware

District of Columbia

34
t.,
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TABLE ViDO YOU THINK THAT ELDERLY PEOPLE ARE CONFUSED AND/OR FRIGHTENED ABOUT

WHAT INSURANCE PROTECTION THEY HAVE OR NEED FOR LUNG-TERM CARE?Continued

Yes No

Fbrida X

Georgia . X

Hawaii X

Idaho .. X

Illinois .....
In&ana

Ionia ..... . . X

X

Kentucky X

Louisiana .

Maine ..... , X

Maryland X

Massachusetts X

Michigan X

Minnesota .... X

Mississippi . X

Missouri. X

Montana .. X

Nebraska X

New Hampshire X

New Jersey X

New Mexico.... .

X

North ......... X

North Dakota . X

Oha X

Oregon .

Pennsylvania .

Rhode island.

South Carolina

South Dakota .

Tennessee.. .

..

Utah

Vermont.. .

Virginia

Washington .

West Virginia

Wisconsin

Wyoming.

Total

0

0

0

0

0

0

X

X

A

X

X

X

X

X

X

X

X

X

X

X

45 6

TABLE VII. HAS YOUR DEPARTMENT RECEIVED COMPLAINTS RELATED TO LONG-TERM CARE

INSURANCE?

Alabama

Alaska

Arizona

Arkansas ...
California

Connecticut

Delaware

District of Columbia

35

Yes No

X

X

0
X

0
0

X
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TABLE W.HAS YOJR DEPARTMENT RECEIVED COMPLAINTS RELATED TO LONG-TERM CARE

INSURANCE?Continued

Yes No

Georgia

Hawau ..
Idaho . ..

Illinois

Indana..

Kansas ... .

Kentucky

Louisiana .

Maine

Maryland.

Michigan .. . ..

Minnesota..

0

X

X

X

X.

x

x

0

Missouri

Montana. .

Nebraska..
X .

Nevada .

New Hampshire
00

New Jersey . . ...
0

New Mexico...
LsNew York...

North Carolina ..
North Dakota.

Oklahoina.

Pennsylvania .

Rhode Island

South Carolina .

South Dakota
Tennessee..

Texas ..

Utah , ..

Vermont

Virginia...

Washington

West Virginia

Wisconsin

0
X.
X

X

0
0

X

0
0

X.
X

X

X

0
0

X

0
X.

O
Wyoming.

. ......
Total .

26 25

TABLE VIII ARE YOU AWARE OF THE EXISTENCE OF SIMILAR ABUSES IN THE MARKETING AND SALE

OF LONG-TERM CARE INSURANCE AS IN THE SALE OF MEDIGAP INSURANCE?

Alabama .....
Alaska .. ...
Arizona ...
Arkansas

Calforma.

Colorado

Connecticut

Delaware

Distnct of Columbia.

36

Exists

x

x
x

Potentat fa
abuse ems's
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TABLE VIII.ARE YOU AWARE OF THE EXISTENCE OF SIMILAR ABUSES IN THE MARKETING AND SALE

OF LONG-TERM CARE INSURANCE AS IN THE SALE OF MEDIGAP INSURANCES Continued

busts
Potential to
abuse exists

Ronda.

Grorgia .

Hawaii

Illinois

Indiana

Ian .
Kansas.. .

Kentucky . . .

Louisiana ..... ...

Maryland .. ..

Massachusetts

Michigan

Minnesota..

Mississippi . .

Missoun

Montana

Nebraska...... ..

New Hampshire

New Jersey

New Mexico

New York

North Carolina

North Dakota

Oklahoma

Oregon...
Pennsylvania

Rhode Island

South Carolina .. .

South Dakota X

Tennessee X

Texas ....
Utah

Vermont. ...... ......
Virginia ..... ...
Washington

West Virginia

Wisonsm X

Wyoming. .. X

x

X

X

X

X

X .

x

Total.. ... 24 23
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APPENDIXES

APPENDIX I.INSURANCE COMPANIES REPRESENTED IN
GAO REVIEW 1

Acceleration Life Insurance Company
Aetna Life Insurance and Annuity Company
MG Life Insurance Company
American Bankers Insurance Company
American Integrity Insurance Company
American Republic Insurance Company
AMEX Lif*- A. - nr,:. -...ompany (formerly Fireman's Fund)
Bankers ' P .1.t.: L.' -_,-. ity "or nany
Blue Cr: . of 'vtisedilig,trY, leul A.ask ..i.
California Belief Life ' '3U/'.. '2,e t -any
Colonial Penn Lite hi .-artc( ..k. p .."

Columbia Life Insura).
Continental Casualty .

Equitable Life and Cast.... : Company
Great Republic Life Insurance . .4,

Mutual Protective Insurance/Meai 0 Life Insurance Company
National Foundation Life Insurance Ccrap IV
Penn Treaty Life Insurance 0..-nipaily
Providers Fidelity Life Insurrve Com; g
Prudential Insurance Compan of Ame ..:. - ne
Sterling Life Insurance Company
Transport Life Insurance Con-ipa. y
Underwriters Life Insurance 1/4Jompany
United Equitable Corporation, The
World Life and Health Insurance Company of Penn

' 198'7 GAO Report on Long-Term Care Insurance to the Honoral -, , Pepper, Chairman,
Subcommittee on Health and Long-Term Care, Select Committee on Agi,,g,

(33)
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APPENDIX II.INSURANCE COMPANIES THAT HAVE STATE
APPROVED LONG-TERM CARE INSURANCE POLICIES 1

Acceleration Life Insurance Company
Aetna Life Insurance and Annuity Company
MG Life Insurance Company
American Bankers Insurance Company
American Family Mutual of Iowa
American Independent Insurance Company
American Integrity Insurance Company
American Motorist
American Republic Insurance Company
American Sun Life Insurance Company
American Travelers Life
AMEX Life Assurance Company (formerly Fireman's Fund)
Atlantic American Life Insurance
Banker's Life and Casualty Company
Bankers Life Company
Bankers Multiple Line Insurance
Blue Cross of Washington and Alaska
California Benefit Life Insurance Company
Central Security Life of Texas
Central States Health and Life of Omaha
Certified Life Insurance
Colonial Life of America
Colonial Penn Life Insurance Company
Columbia Life Insurance Company
Constitution Life
Continental Casualty Company (CNA)
Continental General Insurance Company
Continental Life Insurance
Equitable Life and Casualty Insurance Company
Far West American Assurance Insurance
Federal Home Life
First Far West Insurance
Gerber Life
Great Fidelity Life Insurance
Great Republic Life Insurance Company
Guarantee Trust
Harvest Life
Integrity National Life
Intercontinental Life
Life General Security
Life & Health Insurance of America
Life Insurance of Connecticut

' 1987 GAO Report on Long-Term Care Insurance to the Honorable Claude Pepper, Chairman,
Subcommittee on Health and Long-Term Care, Select Committee on Aging

(34)
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35

Lumbermen Mutual
Massachusetts Indemnity and Life
Mutual of Omaha
Mutual Protective Insurance/Medico Life Insurance Company
National Foundation Life Insurance Company
National Health Insurance
National States Insurance
Old American
Orange State Life/Health
Penn Treaty Life Insurance
Physicians Mutual
Pilgrim Life
Pioneer Life of Illinois
Providers Fidelity Life Insurance Company
Prudential Insurance Company of America, The
Pyramid Life Insurance
Reserve Life
Sterling Life Insurance Company
Transport Life Insurance Company
Underwriters Life Insurance Company
Union Bankers Insurance
Union Benefit Life
Union Fidelity
United Equitable Corporation, The
United General Life
United of Omaha
United Security Assurance
World Insurance Company
World Life and Health Insurance Company of Penn

Company

10)



www.manaraa.com

APPENDIX III

tI \l IVA \I; LIii ...0
Who Pays For i..011
Long-Term
Nursing Care.. Selik,
When 4re Cm/ gith

4,/--- - I
r --)

) er`

eol
i, :, 0°`'.%

cMedicare Won't? Ike& reoilitis are t.I.,-
,...

4'6 900.

Home Bills . . .""

Worried 4-ellse 06.

<0° .- -ecrr,

"If You've Ever W
About Nursing 0,009' 0-'se/r,

,09 ^5 p.,...;ew:o.,,.:,
,e,v, 99,0 , Velure. e, ,,n ,vt

6\" tko-' 0" c*ie ,c - force, Just keep paying
To keep yOur Coverage in

I ,:. . ,...0.0° `pt 50 col ,it,W cp, the premi
6 eboVZ) P.sve6kV? 00;1°,01%45,:t...;1,` St.

ot°° 44\006940' ..031,...0.0\Oil' S. 46

06 rS'W ,t4C' t4-'
ove. ow eos oey....soe cy .s.p\s, olit. -

23S OPC. '0( tool oVi .60" iCA' <Ai
\oso oss csel lee 0 06" i)1'

92.1e 001..co #V° V2sC_A 1) 771"e h no limit
01

a301. .`co

("W' rt1 08 si ,,,,,,
GOB

, .4 10 v,0.5*:,;(, ,,\, 0- , '''...- , zY° n'tft.,
to nave IC, worry aDouii/Vn.

kiln .., cuntined that Ion
payments when you've been' two

c,w ,,. 'Hypo -,/iV
N.' r05 --o

_5-1 5.i SWINGS'about ta. 4',('''/ q II yat, as(
you

MO° -, 0 / VOW s ? :',/., . tti)0 .5' f?tOt, ,..> souse apos at Itie
Same Int you art

..: ..et P.- i 0 both abb. 0,,tt Ku
fit4 ..) C/ Drettrrurn: wit

-'1
4,..

k /, 1:: ,

,z, f,i '
.1.- ooo e,oo if

rs o
c'o.. Le. G

r-5'r-'°.;411

..- -.

-:.V.3 l'I'P,.' c%;:., -" v5/ CvP 74i.gki;1
EXCEPTIONS

Ve Of 0 .,r, pi .: t c).. /;,,..,,-, otdOtioh4P1P..4 9 t.q. ',,, &bp.'" ro to Ws lt,r1 On Cerro. Detworts "Pa 'co
0,4 lb

CI C) rr,, . ProrrCY IM, ra MY lor Os =rot Oa ocovrtrioro
. . It

-.4 .., 13, ..r.swr fta im
pA

o 4.e.
sr., CAN. kflc... ,,.... c:na..-v 00624 an a

S ci 'Z. I?
lc, °Oa 1N "41)e gg'''Zicrilicawrak,gr

-a z 40 pie "Dio,...,04 Take This T.. <eel Quiz:
0

Tr Ns, -,
1-- -4" rz -(Wing i? for '"'"',,g,,' I. an eamaud 1.5.1aFan Sen. (

... ... 1 :Zletc.,h)Or h)Orp an con conhard to Donato burn..eki :.b '? COonsop or o.... Eta,/ cle,. ,Ing home vie can cos1 isIrOVIP irl CO MOW 60%.,. '45 0 V Of 030 00000 P,* .,.owl cOranimeni in c too, 4a ,. rri,
o(oosoyo.00,ora or o.d4roo, Yoo ,c/. iikss.un 2% it dUS A fusing home Ind o rapt( ci.N. Oh, '`''gtmammal rano or o p 14 to ITS opea OrccOOrC -.VP", coact co away) OW.

Because One Of The ,,reatest

ions on lime

Health Care Costs Today I.s.
/ 1:%1' 11e(licare 11(11(11y Co t.ei

(36) 41



www.manaraa.com

a

,310 4 iglo
A

i!
011:

H
ai

11%
11313

1144
1.5

1 11
1

1

6.60.80
.21

/JP lkt.5

3
5

k
4
j
1
;
 
L
a
e
!
 
P
I
M
!

1
;
1
1
;

1
1
4
 
°
 
1
1
4
2
1
1
 
M
;
1
0
1

2
g

a
_
3
a
 
3

u
g

k
o
l

/
,

a .1=
ihal`R

ig
g
l
a
 
g
 
I
g
l
i
 
l
u
g
s

a
.

4
<

1
M

a
R
m
.
 
a

4
'

4 rlx
I

=
!

d
g
 
-

g
8
-

P
r
4
 
I
l
§
i
"

2
 
1
5
 
;
9
;

1
.
3

4
1
;
3
4
1

r
1
7
5
1
1
.
1
 
'
I
A
 
/
1
3
4
1
1
4
1
1
1
3
 
M
a
 
2
1
0
P
 
5
1
,
1

:
1
 
!
i

i
l
l
!

I
I
I
 
!
 
i
f
 
a
 
0
-

-
R
I

t
i
k
l
!
8

1
,
F
,

1
4

;
 
a
 
L
a
!
 
1
1
1
 
1
.
1
2
1
1
4
1

:
Y
A
i
g
 
1
]

g
i
g
 
1
 
1
1
 
4
1

15/aa-
13''P'11

e
-
 
s
'
A
J
A
 
1
 
-
6

E
x

g
 
g
a
g
a
d
a



www.manaraa.com

O 00

90,000

70,000

60,000

50,000

40,000

30,000

20,000

10,000

0

APPENDIX V

HOW MUCH OF THE BILL WILL NURSING HOME INSURANCE

PAY WHEN YOU ACTUALLY NEED HELP?
Average Annual Cost of Nursing Home Care

'1 Amount and percentage of yearly
nursing home costs paid by policy

E "mount and percentage of yearly
nursing home costs paid by elderly

17%

93%

41%

59%

56%

44%

67%

33%

65 70 75

7 X

Age Entering Nursing Home
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