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Long-Term Care Planning for Colorado Consumers

What is
Long-Term Care?

Nursing homes. That’s what
most people think of but
long-term care actually
describes a much broader
range of health and per-
sonal care needed by
those who are chronically
ilor aged. A person’s need
for services changes over
fime and usually increases
with age or as an illness
progresses. People who ini-
fially need part-fime assis-
tance at home—perhaps
a homemaker or deliv-
ered meals—may gradu-
ally need more extensive
support services such as
adult day care. When
loved ones can’t manage
at home they may have

Why plan for

Long-Term Care?

60 percent of people who turn age
65 will need long-term care as they
grow older and one in five who
reach age 65 will spend more than
2 years in a nursing home. As our
population ages the need for long-
term care will increase, particularly
for women. 22 percent of men and
41 percent of women can expect
to have a nursing home stay longer
than 3 months. At age 65 14 percent
of men and 31 percent of women
are likely to have a nursing home
stay longer than one year. Women
are at most risk of a very long
stay—13 percent reportedly may
have stays exceeding 5 years. Only
4 percent of men will have nursing
home stays exceeding 5 years.
Older adults are most likely to begin
using nursing home care around
age 85.

Your genetic predisposition (espe-
cially Alzheimer’s disease), health
status, marital status, and avail-
ability of family to provide help are
important factors in determining the
likelihood that you'll need to pay
for long-term care services and how
long you’ll need them. If you don’t
have family or friends to help, you
are much more likely to end

up in a nursing home.

If this compelling
information didn’t
get your attention,
consider the other
benefits of plan- ;
ning ahead forthe &
financing of long-
term care. Planning

in advance forces

you to assess your
financial assets. It also makes
you consider legal issues, such

as durable powers
durable powers of

of attorney,
attorney for

fo move to a residential
care facility, such as a per-
sonal care boarding home
or assisted living commu-
nity. Ultimately, individuals
who are unable fo care
for themselves or are
totally incontinent will need
around-the-clock custodial
care provided in a nursing
home.

Frightened by horror
stories about middle-income
families spending their life
savings to pay for long-
term care, especially the
nursing home, consumers
justifiably are concerned
about how to protect
themselves. Compounding
these worries is the fear
that when they die there
will be nothing left for their
families.

health care that outline your health
care preferences, and optionally,
living wills. Plus, it gives you control
over the type of care options you'll
receive when you need assistance.
With advance plans in place you
might be able to remain at home
or in less restrictive settings in your
fime of need. Making plans about
future care certainly lifts the burden
of crisis planning from your family.

So why don’t people plan ahead?
Some may be unaware of the
risks and costs or may be in denial
because they don’t frust informa-
tfionsources. They may be paralyzed
into inaction by “it’ll never happen
to me” or “let the chips fall where
they may” philosophies. They may
believe that long-term care insur-
ance is too complicated and unaf-
fordable. Or, they may have other
planning priorities, such as college
tuition or immediate health care
needs.They may view retirement as
a period of good health and rec-
reation and prefer to plan toward
that end. Some simply cannot bring
themselves to discuss the unpleas-
ant subject of future dependency.
Even adults who have experienced
“crisis planning” when placing their
parents in nursing homes fail to think
of their own vulnerabilities and
delay investigating private
financing optfions  for

__,--’]; long-term care.

The key to overcom-
ing planning barriers is
to learn more about
financing opftions to
pay for long-term
care—options such as
long-term care insur-
ance, reverse mortgages,
life insurance, annuities,

etc. Thinking of your worst-case
scenario helps you personalize your
planning. Yes, it's going to take hard
work to gain this knowledge but

the result is worth the effort if it gives
you the independence you deserve.,
It's beftter to plan now than have
other people making decisions

f )
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What Does *

Long-Term
Care Cost?

Long-term care is expensive. The
national average for the 17,000
nursing homes in the U.S. caring for
1.5 million Americans is $56,000 a
year, but costs can run as high as
$80,000 or more in some parts of
the country. According to Metlife
figures, in 2004 nursing home costs
in the Denver metro area averaged
$147 per day for a semi-private
room and $172 for a private room.
In Colorado Springs a semi-private
room averaged $149 per day and
a private room was $165 daily.
Keep in mind these are the figures
for room and board only and don’t
include the extras, such as the
cost of medications and inconti-
nence supplies.

If you receive care in your home
in Colorado you can expect to
pay between $17-535 an hour for
a certified home health aide and
at least $15 an hour for a home-
maker. Moving to an assisted living
community is costly foo, averaging
between $1,779 and $2,056 per
month. These prices do not include
the extra charges for an increase

Who O/

Pays for ’
K

Long-Term
is the federal

Care?
Medicare

health insurance program
for people over 65 and
some disabled individuals.
Many people erroneously
believe Medicare will pay
for their long-term care.
Medicare does have a
limited benefit for home
care and nursing facility
care, however it only pays
if you need a very complex
level of skiled care and
it limits the nursing home
benefit period to 100 days.
Medicare only covered
a per capita average of
26 visits per vyear for
Colorado Medicare ben-
eficiaries needing home
health care in 2002.

Medicaid is the state/
federalassistanceprogram
that covers medical care

in frequency and time for personal

care, laundry services, meals deliv-
ered to the living quarters, medica-
fion management and dementia
care. At these prices it’s easy to see
how costs add up and how fast
your life savings can vanish.

Should | Rely on

Medicaid to Pay
for My Care?

If you have limited assets, or
cannot afford long-term care insur-
ance premiums without cutting
back on food or medicine you'll
probably have to rely on Medicaid
assistance. If you have a substan-
fial nest egg you’ll have to spend
a large portion before becoming
eligible for Medicaid. The informa-
fion following discusses long-term
care Medicaid as it currently
exists at the beginning of 2005.
Colorado is considering fightening
these regulations in at attempt to
reduce Medicaid spending. This
could put a much heavier burden
on Medicaid applicants and their
families in the future.

In 2005 a single person must have a
gross monthly income below $1,737
and resources of $2,000 or less
(including savings, checking, IRA’s,
etc). If the income is above this
level, but below the average cost
of nursing home care, the appli-
cant may still qualify by setting up
a qualifying frust (Miller trust). Any

Continued > > > > >

for eligible needy people.
Colorado long-term care
Medicaid helps eligible
individuals pay for services
in the home, in assisted
living communities, and in
nursing homes. To be eli-
gible you must have very
limited income and assets.
Many people eventually
use up their savings paying
for care and have to apply
for Medicaid. In 2001
Medicaid dollars covered
approximately 47 percent
of this country’s nursing
home expenses.

Private reserves, often
assistedbyfamily, coverthe
rest. Increasing numibers of
consumers are purchasing
long-term care insurance,
which pays benefits when
long-term care is needed.
This type of insurance can
protect savings for your
spouse and heirs and
give you more choices
about the type of services
and seftings in which to
receive long-term care.

State of Colorado



Long-Term Care Planning for Colorado Consumers

funds left in the trust at the fime of
the person’s death passto the state.
Although the value of a home and
car are exempt when applying for
Medicaid, the state can recoup
expenses from the estate when the
person dies.

The rules are different for couples
when one spouse needs long-term
care services. Spousal impover-
ishment laws protect the spouse
living in the community. In 2005
the community spouse can keep a
maximum of $95,100 of the couple’s
assets, not counting the home and
car. Under these rules the house-
hold income is evaluated and the
spouse remaining in the community
is allowed a minimum of $1,561 per
month for expenses and possibly
up to $2,377 per month if costs such
as mortgage or rent are high. This
may mean that part of the nursing
home spouse’s income is allowed
to help the community spouse.
Couples should realize that when
the Medicaid recipient dies, estate
recovery laws allow the state to
recover costs if there is no spouse
or dependent living in the home.

Medicaid laws are stringent in
order to prevent you from artificially
impoverishing yourself in order to
qualify for assistance. If you’ve
fransferred  considerable  assets
within 3 years before applying for
Medicaid you may be ineligible for
Medicaid until your penalty period
expires. The length of the penalty
period depends on how much
you've transferred.

Although many people needing
long-term care depend on
Medicaid, it limits their choice of
facilities, as well as the ability to
leave an inheritance to heirs.

Should | Buy
Long-Term Care
Insurance?

If you have a
comfortable
income and
a significant
amount of
savings and
investments
you should
consider purchasing long-term
care insurance. Consumer Reports
recommends that a consumer with
$20,000 in income and at least
$50,000 in savings and investments
should consider such protection.
Advocates also advise consumers
not to pay more than 7 percent of
their income toward

long-term care premiums.

A A
> g

Long-term care insurance can help
pay for a variety of long-term care
services, ranging from help with
activities of daily living—such as
bathing, eating and dressing —to
24-hour skilled nursing care. Long-
term care insurance helps to pay
for these services in a variety of set-
tings, such as home care, nursing
home, and assisted living. Unlike
major medical health insurance

How Do | Pick a

consumer experts

and accurately?

\

Good Company?

Key to the decision-making
process is selecting a sound
company that is financially solvent. Most
recommend doing
business with companies that have high
marks from several rafing services. Even
so, if you buy from a company that hasn’t
done its actuarial homework, your rates
could skyrocket in the future as policyhold-
ers file claims. Colorado’s guaranty fund
offers some protection to residents if their
company fails, but the value of your policy
may be worth considerably more than the °
state’s maximum payment.

You can research financial soundness, but
it’s harder to predict customer service. Will
your company process your claims quickly o

By calling the following financial
rating companies and asking for
the rafings desk you can get free
verbal rating information for up o
5 companies. Weiss Research does
not give free verbal information,
charging $15 per company for a report.
Or you can visit the company’s web site or
your local library for information. Be sure to
ask for an explanation of each company’s
ratings. An "A” rafing from one company
will not mean the same thing as an "A”
rafting from another company.

e A.M. Best — 908-439-2200
www.ambest.com

Moody’s — 212-553-0377
www.moodys.com

e Standard & Poor’s — 212-438-2000
www.standardandpoors.com

Weiss Research — 800-289-9222
www.weissratings.com

)

that pays a percentage of costs,
most long-term care policies pay
up to a maximum daily amount
selected by the applicant.

This type of insurance is appropriate
if you have assets that you want to
protect, can afford the premiums
and want to be in charge of the
type of future care you receive.
A Shopper's Guide to Long-Term
Care Insurance published by the
National Association of Insurance
Commissioners is an excellent source
of information. You can obtain a
free copy by caling Colorado’s
Senior Health Insurance Assistance
Program at 1-888-696-7213.

Consumer interest in long-term care
insurance is on the rise. According
to the Health Insurance Association
of America, over 6 milion long-
term care insurance policies were
purchased by 1998. More than
69,000 Coloradoans are covered
by long-term care insurance. In
2002 over 20 million federal and U.
S. Postal Service employees and
annuitants, members and retired
members of the uniformed ser-
vices and quadlified relatives were
offered an opportunity to purchase
group long-term care insurance
under the Federal Long-Term Care
Insurance Program. If you are
eligible for the federal program,
you can find out more information
at www.opm.gov or by calling
1-800-582-3337.

What are Some
ABC'’s of Buying

Long-Term Care
Insurance?

If you plan to buy long-term care
insurance, envisioning your worst-
case scenario can help you make
decisions about how to customize
your policy. A couple, for example,
may need enough cash to pay

in full for the nursing home so the
other spouse can live at home
on the couple’s savings. A widow
may need enough to supplement
her Social Security income in an
attempt to preserve her savings for
her heirs. Take intfo consideration
your parent’s longevity and your
lifestyle. Here are some basics
to remmember:

* Buy an integrated policy
that will cover your care
in a variety of settings, i.e.,
nursing home, assisted
living and your home.

* Don’t buy more coverage
than you need. For example,
if you can contribute $1,000
a month towards the cost
of care from your pension,
you can reduce the amount
of benefit you buy.

* Most consumers buy
coverage for 2 to 5 years.

* Selecting a 90- or a 180-day
deductible period will lower
your premiums, but selecting
a 90-day deductible means
that at today’s rates you will
have to pay almost $13,000
in care costs before the
policy begins making
payments and this amount
could at least double over
the next 15 or 20 years.

* Buy inflation protection
that increases your daily
benefit by 5 percent
compounded annually.
(Individuals in their late
seventies and older may
find it less expensive to
select simple interest or a
higher daily benefit instead
of inflation protection.)

* Buy when you're healthy.
If you already suffer from
a serious iliness, such as
Alzheimer’s or Parkinson’s,
you won’t be able to buy
insurance. But if you

contract these diseases
after your policy is in force
you are protected. Don’t
hide health problems. Your
policy can be canceled

if you don’t reveal a
medical problem on

your application.

* It pays to buy at a younger
age. Any future premium
increases would be based
on your issue age. In other
words, if you buy at a
younger age, your premium
increase will be proportionally
less. Or, you have the
right to downgrade or
reduce policy benefits at
any fime. This would
reduce premiums and
could prevent your having
to cancel the policy in
the future if your financial
situation deteriorates. The
older you are when you first
buy a long-term care policy,
the more expensive it is,
and after age 75 or 80 the
benefit options are limited.
Average premiums range
from $1,500 to $3,000 a year
and up depending on
benefits selected.

* Don’t be pressured into a

hasty decision. Do your
homework. Compare policies.

Does Colorado

Regulate Long-Term
Care Insurance?

The Colorado Division of Insurance
regulates long-term care insurance
policiesissuedin this state. The Long-
Term Care Act of 1990 prohibited
new policies from including onerous
provisions included in many earlier
policies. Policies purchased before
July 1991 may lack important fea-
tures now required in all policies.

State of Colorado



Long-Term Care Planning for Colorado Consumers

Colorado has adopted almost
all of the National Association of
Insurance Commissioners” (NAIC)
model regulations about long-
term care insurance. There are
two exceptions. One is the provi-
sion requiring insurers to offer a
non-forfeiture benefit to consum-
ers (although most do anyway to
complywithafederalstandard).The
other exception is the recent NAIC
model “rate stability” guideline in
which insurance companies must
certify adequacy of their premium
rates under "moderately adverse”
circumstances which makes it more
difficult for insurers to raise rates in
the future.

Colorado Regulation 4-4-2 effec-
tive January 1997 mandated that
all companies marketing long-term
care insurance in Colorado must
offer applicants a “basic” and
“standard” policy. These plans are
officially known as the "Basic Long-
Term Care Plan for Colorado” and
the “Standard Long-Term Care Plan
for Colorado.” Colorado became
the first state to require insurers
to offer standardized long-term
care insurance. At the time of this
writing there is proposed legisla-
fion to remove this regulation from
Colorado statutes. In anticipation

What Decisions
Will | Have to
Make When
Purchasing a
Long-Term
Care Policy?

When you buy long-
ferm care insurance
not only will you have to
decide what company
to buy your policy from,
you'll need to undergo
a health screening,
decide what opfions
tfo include, and decide
whether or not to buy
a fax qualified policy.
The next sections discuss
these topics:

» Covered Services

e Maximum Benefit

e Elimination Period

« Benefit Triggers

e Inflation Protection
e Premiums

e Waiver of Premiums
¢ Health Underwriting

e Tax Treatment

that it will be approved, information
about Colorado Basic and Standard
policies has been removed.

You can view Colorado LIC
regulations on the Colorado Division
of Insurance website at www.dora.
state.co.us/insurance/. S elect
“"Regulations and Bulletins” from
the “Main Menu.” Choose ‘Life,
Accident & Health” and scroll down
to “Long-Term Care” to read regu-
lations 4-4-1, 4-4-2, 4-4-3. Also visit
the Division of Insurance site and
select Senior Health/Medicare.

What are the
Covered Services?

With the increase in alternatives to
nursing home care it's important to
consider purchasing a policy that
will pay for benefits in a variety of
settings. Perhaps, with some adap-
tations you can stay in your own
home. Perhaps, you will need to
move to an assisted living facility
or other type of residential setting.
Seek flexibility in policy language
that anficipates new care settings
in the future and be aware of the
type of facility licensing the policy
requires. Long-term care insurance
may cover some or all of the follow-
iNng services:

* Nursing home

* Assisted living or alternate
care facility or other
community facility

* Skilled and personal care
in the home

%

Adult day care

Home modification
and supportive
equipment benefit

Hospice
Respite care

Caregiver training

k 3k ok ¥k

Care coordination/care
management services

* Bed reservation
Restoration benefit

% Survivorship benefit

What are the Policy’s

Maximum W17,
Benefits? ’
Colorado Medicaid

(]

calculates $4,965 a
month or $59,580 a
year as the average
private-pay rate for nursing home
care in Colorado. Prices in Denver
are usually higher than rural areas of
Colorado. Assisted living, depend-
ing on the level of care needed,
the location and type of facility,
costs between $1,800 to $3,900 a
month or more. Adult day care
averages about $50 per day and
the cost of hiring a home health
aide is approximately $20-23 an
hour. The average length of stay in
a nursing home is about 2.5 years.

4

What Triggers
Benefits?

Older generations of nursing
home policies require a phy-
sician to certify your nursing
home stay is “medically
necessary.” Most policies
on the market today pay
benefits if the insured is cog-
nitively impaired or not able
to perform 2 or more activi-
ties of daily living (ADL). The
6 important ADL's include
dressing, bathing, remaining
continent, toileting, eating,

Long-term care policies pay bene-
fits according to either an expense-
incurred or indemnity method,
both of which are based on a daily,
weekly or monthly limit.Generally
these limits are $50 to $250 a day or
$1,500 to $7,500 a month. Expense-
incurred (favored by most com-
panies) means the company pays
benefits based on your expenses
up to the limits of your policy. Some
companies have begun to express
their payment in terms of “prevail-
ing expenses,” which means they’ll
pay up to your policy limit, the
expenses you incur not to exceed
the “going rate” in your area. It's
possible that the “going rate”
may not be enough to cover your
actual expenses and you'll have to
subsidize the balance. Companies
that use the indemnity method pay
the dollar amount you've selected
directly to you, regardless of costs
incurred. Payment may differ
according to the type of setting
in which you receive care. Many
policies pay a percentage of the
maximum benefit for home care,
assisted living or adult day care.

Some companies offer a policy
with pooled benefits that cover
all long-term care services speci-
fied in the policy. A single policy
may even cover more than one
person, such as a husbaond and
wife. In other words as benefits are
used they are subtracted from a
single pool of money.

Policies state your total amount of
coverage differently. Some state
your maximum benefit in terms of
years, typically ranging from 2 to 6
years or lifetime, others in terms of
a maximum dollar amount. Policies
may pay different amounts for dif-
ferent types of services and may
have separate pools of money that
must be used toward each type
of care. Make sure you understand
the policy’s definitions. For example,
if the lifetime maximum is expressed
inferms of years, you could use up your
total years before the company
has paid the total dollar amount
you expected. On the other hand,
if the policy deducts benefits for all
services from a single pool of money,
care could extend beyond the stated
number of years of the policy.

and fransferring from a chair
or bed. Bathing is usually
the first ADL that a person
cannot perform.

Cognitive impairment refers
fo mental status and is
important  because many
people who enfer nursing
homessufferfromAlzheimer’s
disease or senile dementia.

Tax-qualified policies have
a uniform definition of the
deficits required to trigger
benefits Refer to ‘ls the
Policy Tax-Qualified” for
these definitions.

How Long is the

Elimination Period?

An elimination period is a waifing
period (or deductible). You select
a certain number of days during
which, although you're eligible for
benefits, the insurer doesn’t make
payment and you're responsible
for the charges. A longer elimino-
fion period lowers your premium.

Typically, choices for the elimina-
fion period are 0, 20, 30, 60, or 90
days, although some policies offer
a longer period. Sometimes people
assume that Medicare automati-
cally pays for the first 100 days of
care in a nursing home, but this is
not tfrue, since the Medicare benefit
requires a complex level of skilled
care in order to be eligible. Some
companies make you meet only
one elimination period in your life-
fime (better), others could require
a new elimination period if you are
discharged and then reenter a
facility after a specified number of
days have elapsed.

What is Inflation

Protection?

Although inflation protection
increases your premium, it is an
extremely important opftion that
increases your daily benefit over
fime to keep up with increasing
costs of long-term care. The ben-
efits you select today could be
woefully inadequate in the future
if you don’t take into account the
impact of inflation.

You can buy automatic inflation pro-
tection, which increases the daily
benefit each year by a fixed per-
centage (usually 5 percent) using
either simple or compound rates. It
is typically offered either for the life
of the policy or for a fixed number
of years.

Or, periodically you may be offered
an opportunity to increase your
benefits. However, if you turn down
the option when it is offered, you
may not get the chance again.

State of Colorado
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How Much  (‘nn
are the s
Premiums?

The Colorado Division

of Insurance regulates

pricing to that extent that actuarial
projections meet the required 60%
loss ratio. It's important to compare
prices among companies since
there is tremendous variation,
although purchasing the least
expensive policy may not be the
best decision. The younger you are
the lower the premiums. Premiums
are based on your age at the time
of purchase and don’t increase
because you aftain certain birth-
days or because your health status
changes. They can increase (and
most likely will), but only for the
entire group of people who pur-
chased that policy.

A substantial premium increase can
present a dilemmma. Imagine that
you’ve owned a policy for 10 years
and you're notified that everyone
in Colorado is gefting a premium
increase of 25 percent. You're no
longer in excellent health and, of
course, you're 10 years older. You
can’t really afford the increase, but
can’t replace the policy because
due to your poor health you know
you wouldn’t be approved for a
new policy, plus you'd have to pay
a higher issue age premium based
on your advanced age. To avoid a
premium increase companies offer
you an option to reduce some of
your benefits. Before purchasing a
policy you should review a compa-
ny’s premium increase history over
a 10-year or more period.

Insurers must offer a nonforfeiture
benefit, an optional feature that
is meant to cut your losses if you
cancel your policy or let it lapse. It
adds significantly to your premium
and may not give you substantial
enough return, since only your

premium dollars are available to
pay for services.

A 2002 survey by America’s Health
Insurance Plans (AHIP), a national
frade association representing
1,300 member companies, found
average annual premiums in 2002
for a 4-year LTC policy with a $150
per day benefit, 90-day elimina-
tion period and 5% compounded
inflation protection as $890 at
age 40, $1,134 at age 50, $2.346
at age 65 and §7,572 at age 79.

Is There a Waiver
of Premium?

If you have this option, you won’t
have to pay premiums while you
are receiving benefits. Some com-
paniesmake youwait 60 or20days
before waiving premiums; others
waive them as soon as they begin
to pay benefits.

Will | Have to

Undergo Health
Underwriting?

Not everyone who wants to buy a
policy will be approved. Insurance
companies “underwrite” long-term
care insurance. This means that
before issuing you a policy the
insurer will check your medical
history thoroughly. It's important 1o
give accurate information about
your medical history. Individuals
who already have been diagnosed
with Alzheimer’s disease, demen-
fia, multiple strokes, Parkinson’s
disease, insulin-dependent diabetes,
or other serious chronic conditions
will almost always be rejected. That’s
why it's important to apply when
you are healthy. Sometimes a group
or employer may offer members or
employees a policy with no health
underwriting (known as guaranteed
issue) or modified underwriting.

Are There Alternative
Financing Options to

Help Pay for
Long-Term Care?

In addition to purchasing
long-term care insurance,
there are other options
that provide funds to
help pay for care. These
include using your home's
equity: including lender
insured or FHA-insured
reverse mortgages; reverse
mortgage annuities; selling
your home and leaseback
arrangements. There are
also life insurance policies
that provide accelerated
death benefits; life settle-
ments; viatical settlements

Is the Policy
Tax-Qualified?

Since January
1997 under the
Healthinsurance
Portability and
Accountability
Act (HIPAA),
long-term care policies that meet
certain consumer protection and
benefit trigger standards are given
favorable federal tax freatment. If
you purchase a tax-qualified policy
you may be eligible for tax deduc-
fions if you file an itemized return
and your medical expenses exceed
7.5% of your adjusted gross income.
Benefits paid by a tax-qualified
policy are generally not taxable
as income, whereas benefits from
a non-tax-qualified policy may be
taxable as income.

Impact of Inflation Protection on Benefit

and limited pay/LTC poli-
cies. Some individuals use
frusts, including Medicaid
disability frusts and charito-
ble remainder trusts. Finally,
you have the opftion of

self-insuring or borrowing
funds through special
purpose loan arrange-

ments. Following are brief
summaries of these options.
Keep in mind that they are
complicated issues that
require the help of experi-
enced professionals.

Qualified policies pay benefits for a
“chronicallyillindividualwho cannot
perform at least 2 activities of daily
living without substantial assistance
from another individual for a period
of at least 90 days due to a loss of
functional capacity, or, who
requires substantial supervision to
protect the individual from threats
to health and safety due to severe
cognitive  impairment.”  Policies
purchased prior to that date are
automatically grandfathered as
tax-qualified.

Colorado allows a state income tax
credit equal to 25 percent (up to
a maximum of $150 per individual
policy) of premiums paid for long-
tferm care insurance by individu-
als with taxable income less than
$50,000 ($100,000 for joint returns).

D> O

USING
YOUR
HOME'S
EQUITY

Reverse
Mortgages.

Since there are no health screens,
reverse mortgages are appropriate
for older consumers who owe very
little on their homes and have a lot
of equity. The funds can be used
to buy long-term care insurance
or, if the individual doesn’t qualify
for insurance, to pay for care.
Loans do not adjust for inflation so
it is possible that long-term care
costs may exceed the amount
received through the reverse mort-
gage. If the homeowner needs to
Qo to a nursing home, the home
would have to be sold and the
loan repaid. This may leave little

Continued > > > > >
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or nothing to cover nursing home
expenses and the consumer would
have to plan for Medicaid.

There are currently 6 types of reverse
mortgages available to people age
62 and older. 2 of these mortgages
are governmentinsured; 1is offered
by Fannie Mae and 3 are proprie-
tary programs which are owned by
Lehman Brothers. The most popular
reverse mortgage is the FHA annual
program. A reverse mortgage
allows a senior to immediately lig-
uidate a portion of his/her home’s
equity and never have to make
a monthly mortgage payment as
long as the home is occupied as
the primary residence. The amount
of money a person can receive is
based on age, interest rate, value
of the property, life expectancy
to 100, and choice of program.
The house does not need to be
free and clear in order to obtain a
reverse mortgage and, in fact, in
many circumstances the reverse
mortgage will only pay off the
current mortgage. However, this
could easily free up $700 to $1,400

a month for the borrower. It is
still the borrower’s responsibility
to pay property taxes and
hazard insurance.

The Dborrower &

has  options ;

as to how he =
or she would - -
like to receive
the proceeds
from a reverse
mortgage. These include a) lump
sum; b) monthly payments to
the borrower; ¢) line of credit; or
d) combination of the above.
When the last person on the note
no longer occupies the home as
a primary residence, the note is
due and payable. The heirs may
choose to sell the home or choose
to obtain their own loan and keep
the home. In either case the reverse
mortgage is paid off and all remain-
iNng equity goes to the heirs, estate,
or borrower. In the unlikely event
that the home sells for less than is
owed, FHA's insurance will pay the
difference. A reverse mortgage
may be the only lien on the prop-
erty. Once a reverse mortgage has
been closed, a home equity line of
credit cannot be???

Selling Your Home

Single individuals without heirs or
couples who are willing to change
their lifestyle might consider selling
their home and using the proceeds
to pay for care or to purchase long-
term care insurance. Obviously
it is most advantageous to sell
your home when it is at its highest
market value.

Leaseback

An investor purchases your home
and you continue to live init, renting
it on a long-term lease. When you
no longer live in the home the inves-
tor possesses the property. This frees
the renter from home maintenance
costs and property taxes. The pro-
ceeds from the sale can be used

to finance long-term care or to buy
insurance. If your children become
the investors and purchase your
home, it can remain in the family.
However, it is important to consider
potential taxes on the proceeds
you collect from the sale, as well as
the fact that you may lose public
assistance. Also, if the property is
neglected, you may find it difficult
to live there.

S— PO

LIFE INSURANCE

Accelerated
Death L )
. \
Benefit ~ -

Atax-freecash
advance o
on your life %
insurance

policy’s death benefit
is another option to
finance needed care.
Eligibility to draw a cash
advance is determined
by a poor health condi-
fion, such as a terminal
iliness;  life-threatening
diagnosis (e.g., AIDS);
permanent confinement
to a nursihg home or
permanent  functional
loss. The payment
amount varies accord-
ing tfo your contract
provisions. For activity of
daily living loss, a typical
monthly benefit might
be 2 percent of the face
value for nursing home
and 1 percent for home
care. So, for example,
with a $200,000 face
value, you would collect
$4000 a month for
nursing care and $2,000
for home care. The
problem is that since
benefits are more limited
than typical long-term
care insurance policies,
the amount may not be
sufficient to cover costs.
Inflation protection s
infrequently offered. If you
use the death benefit
up entirely, there is
nothing left for survivors.
It's important to make
sure there are funds to
pay premiums on the life
insurance policy to keep
it from lapsing. This type
of arrangement may
affect your eligibility for
Medicaid.

6

Life Settlements

If you are a female age 74 or older
or a male age 70 or older, and no
longer have the need for a life insur-
ance policy, you might consider
selling it for its present value. The
use of the proceedsis not restricted,
therefore, you could pay for long-
term care or buy a long-term care
insurance policy. Since there are
tfax consequences, depending on
the income status of the individual,
this may not be the best option
for everyone.

Viatical
Settlements

In this arrange- = .
ment your life
insurance policy
is sold to a third *
party for a fraction (60% or more)
of the death benefit. The proceeds
are tax-free, however, you must
be terminally ill fo use this option. It
might be suitable for someone who
doesn’t qualify for long-term care
insurance. Often the settlement is
insufficient fo cover long-term care
needs. Only half of applicants are
approved for viatical settlements
and there are many requirements
regarding the face value, how
long the policy has been owned
and more. Finally, beneficia-
ries would no longer receive a
death benefit.

Single Pay
Life/LTC Policies

A lump sum deposit purchases a
death benefit and at least double
the amount becomes available for
long-term care expenses. If long-
tferm care is needed immediately,
the policy could pay as much as
four years of benefits at 2 percent
per month of the long-term care
amount. The longer the policy is
held without a claim, the more
accumulation and the longer the
benefit period becomes. In order
for the benefit to be meaningful
you would have to invest a large
lump sum, in the range of $100,000
for a 60-year old couple. If long-
tferm care is imminent the benefit
may not be sufficient. Inflation
protection may be included in the
lump sum, or paid separately and
require ongoing funding.

Long-term
Care Annuities

| | Deferred
annuities
may be
available
in  some
states.
One type

. L1 isdesigned
for those 85-years and older who
can satisfy broad health questions.
It includes two funds, one for long-
term care expenses and the other,
a regular cash fund. The long-term
care expense fund grows af a
higher interest rate for a specified
period while the regular cash fund
grows at 3 percent. The long-term

care fund allows for immediate use
of the funds for licensed long-term
care services. Actual expenses are
paid up to a monthly limit for @
minimum of 36 months. If they are
never used, the money can be
passed to beneficiaries. Younheedto
plan for inflation because depend-
ing on the length of needed care
and the amount of the annuity
the benefit could be insufficient
to cover expenses. Consult a pro-
fessional advisor to consider the
tax implications.

An immediate annuity is available
to an individual who is uninsurable
or dlready receiving long-term
care. A single-premium payment
is converted info monthly income,
guaranteed for the life of the
policyholder. Since it is medi-
cally underwritten, a person who
is impaired may receive a higher
monthly income that a healthy
person with a regular annuity. The
pay-out schedule is based on age
and gender. A beneficiary would
receive a portion of the money if
the policyholder died earlier that
the insurance company expect-
ed. Again, it is important to plan
for inflation in order to cover costs.

Tax ftreatment is complicated
and professional advice should
be sought.

Trusts

Trusts are legal arrangements by
which assets are transferred from
one party to another for the benefit
of a third party.

Medicaid Disability Trust

A Medicaid disability trust is the
only type of ftrust exempt from
Medicaid transfer rules. Its purpose
is fo enhance the life of a disabled
person while maintaining eligibility
for public programs. It can be set
up for a disabled person under the
age of 65 by a parent, grandparent
or legal guardian. Any Medicaid
benefits paid are recoverable
by the state upon the death of
the disabled individual. The trust
is managed by a nonprofit entity
that maintains a separate account
for each beneficiary. The assets
are pooled for management and
investment purposes. Upon the
death of the beneficiary, the state
must be reimbursed for Medicaid
payments made on behalf of
the disabled individual. Disabled
persons can be over 65 and may
fund the frust themselves. Since
Medicaid benefits must be reim-
bursed, not all money is sheltered.
It is important o seek legal counsel
in your state to set up this type
of tfrust.

Charitable
Remainder Trust

When a large sum of money is
gifted to a public charity at fair
market value the grantor receives
a payment from the trust based
on the current market value. The
payment could be used fto fund
long-term care expenses. The
grantor receives a tax deduction
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based on the market value of the gift
and the charity receives the balance
of the trust funds upon the grantor’s
death. This trust is subject to a 5-year
lookback period for Medicaid eligibil-
ity purposes.

Self-funding

Those who have planned and saved
considerable assets can pay for their
own care. There are, however, a lot
of unknowns in planning the amount
you will need, such as the future cost
of care and the length of time you
will need it.

Continuing Care
etirement Communities
(CCRO)

CCRCs provide a full continuum of
services that include housing, health
care, and social services all in the
same location allowing a person 1o
“age in place.” There are typically
enfrance fees and monthly pay-
ments, and fees are subject to peri-
odic increases. Depending on the
contract home care may not be pro-
vided. Usually you must be healthy
to enter a CCRC and have enough

in assets to afford the entrance and
monthly fees. A percentage of the
entrance fee may or may not be
refundable if the resident dies or
moves. It is important to do business
with reliable communities to assure
that living conditions remain stable in
the future.

Special Purpose Loans

Known as Deferred Payment Loans,
these low interest loans are pro-
vided by government agencies to
low to moderate-income people.
They don’t have fees and premiums

like reverse mortgages. The one-
tfime lump sum payment can be
used for home improvements such
as ramps or grab bars, not for long-
term care costs. With modifica-
tions to the home a person may be
able to stay in the home longer. Since
there are income qualifications this
type of loan is not for everyone. The
loan is due when you move from the
house, including to a nursing home.

Glossary

Activities of Daily Living (ADL)
means bathing, continence,
dressing, eating, toileting, and
fransferring. Many long-term
care insurance policies use

the inability to perform a certain
number of ADL’s (such as 2 of 6)
to decide when to pay benefits.

Adult Day Care describes licensed
or state-certified, non-residential
day care that provides 6 to 12
hours of care per day; maintains
and monitors a written plan of care
for each client, provides assistance
with activities of daily living; and
has a client to staff ratio of at least
1 staff member for every 8 clients.

Alternate Plan of Care refers to
payment of benefits for appropri-
ate long-term care services that
are not specifically mentioned

in the policy if the insured, the
insured’s doctor, and the insurance
carrier agree to the care.

Assisted Living Facility is o
residential living arrangement that
provides individualized personal
care and health services for people
who need help with their activi-

fies of daily living but who do not
necessarily need the level of care
provided by nursing homes.

Bathing means washing oneself

by sponge bath, either in a tub or
shower, including the task of getting
info or out of the tub or shower.

Bed Reservation feature refers to
payment of daily benefits to
reserve accommodations in the
nursing home during a period

of hospitalization.

Benefit Triggers is a term used by
insurance companies to describe
the criteria and methods they use
to determine when you are eligible
to receive benefits.

Caregiver Training describes training
of a designated person, agreed to

by the insurance company, in the
proper use and care of supportive
equipment, medical aids, assis-
tance with activities of daily living
or other supportive needs of the
insured. It does not include infor-
mal care provided by a caregiver.

Care Management Services refer to
a professional nurse or social worker
that may arrange, monitor, or coor-
dinate long-term care services. Also
referred to as coordination services.

Chronically lll Individual is a term
used in a fax-qualified long-term
care contract to describe. an
individual who has been certified
by a licensed health care practi-
fioner as: being unable to perform
without substantial assistance
from another individual at least 2
activities of daily living for a period
of atf least 90 days due o a loss of
functional capacity; or requiring
substantial supervision to protect
the individual from threats to
health and safety due to severe
cognitive impairment.

(1)Substantial assistance
includes hands-on assistance or
standby assistance.

(a) Hands-on assistance
means the physical assistance
of another person without
which the individual would be
unable to perform the ADL.

(b) Standby assistance means
the presence of another
person within arm’s reach of
the chronically ill individual
that is necessary to prevent,
by physical intervention, injury
to the individual while the
individual is performing

the ADL.

(2) Substantial supervision
means continual supervision
(which may include cueing

by verbal prompting, gestures,
or other demonstrations) by
another person that is

necessary to protect the severely

cognitively impaired individuall
from threats to his or her health
or safety.

Cognitive Impairment means a
deficiency in a person’s short or
long-term memory, orientation
as to person, place and fime,
deductive or abstract reasoning,
or judgment as it relates to safety
awareness.

Continence means the ability to
maintain control of bowel and
bladder function; or, when unable
to maintain control of bowel or
bladder function, the ability to
perform associated personal
hygiene (including caring for
catheter or colostomy bag).

Dressing means putting on

and taking off all items of
clothing and any necessary
braces, fasteners or artificial limbs.

Eating means feeding oneself by
getting food into the body from
a receptacle (such as a plate,
cup or table) or by a feeding
tube or infravenously.

Elimination Period is a deductible
period, that is, the length of time
the individual must pay for covered
services before the insurance
company will pay.

Home Care Services mean
medical and nonmedical services
provided to ill and disabled persons
in the home. They include nursing
services, physical, occupational,
respiratory, and speech therapy
services, homemaker services,
assistance with activities of daily
living, personal care services, and
adult day care services. There may
be licensing or certification restric-
tions on the agencies or individuals
that provide these services.

Home Modification and Supportive
Equipment/Supportive Services
Benefit describes home modifica-
tion and rental, lease, purchase,
and installation of supportive

equipment that is used to provide
covered long-term care services.

It might include lifeline alerts,
informal caregiver fraining, medical
equipment or devices, medical
tfransportation, *Meals-on Wheels,”
and other services or devices to
support the needs of people living
with disabilities at home.

Hospice describes skilled or
unskilled care of a terminally ill
patient through a home health or
community hospice organization.

Inflation Protection is an option

in long-term care insurance to
increase benefit levels to keep up
with expected increases in the
costs of future care.

Nonforfeiture Benefit describes an
optional feature intended to cut
your losses if you let your long-term
care policy lapse. If your policy
lapses within the grace period,
affter being in force for at least
three years, it willremain in force
with a reduced policy limit that is
equal to the sum of the premiums
you have paid.

Restoration Benefit restores the
initial maximum policy benefits if
affter using your long-term care
benefits you go 180 days without
needing or receiving long-term
care. Thisis a fairly illusory benefit,

Toileting means getting to and from
the toilet, getting on and off the
toilet, and performing associated
personal hygiene.

Transferring means moving into or
out of a bed, chair or wheelchair

Underwriting refers to the process of
examining, accepting or rejecting
insurance risks, and classifying those
selected, in order to charge the
proper premium for each.
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Colorado Licensed Companies Marketing
Long-Term Care Insurance

Key to
Comparison Tables

Footnotes

1. U.S. Policies in Force 2003

Policy figures for end of 2003 as self
reported to the National Association
of Insurance Commissioners (NAIC)
on Long-Term Care Experience
Reporting Form B. NAIC makes no
representations or warranties with
respect to the accuracy of the data
and statistics in this report and rec-
ommends that extreme caution be
used in analysis of this data.

About the S & P Ratings

Standard and Poors is a private
company, and the ratings are their
opinions. The Colorado Division

of Insurance does not endorse
these ratings, and is making them
available for the convenience of
consumers. Ratings were

obtained from an internet search
www.standardandpoors.com.

‘pi’ ratings are based on an analysis
of published financial information
and additional information in the
public domain. They do not reflect
in-depth meetings with an insurer’s
management and are there-

About the A.M. Best Ratings

A.M. Best is a private company,
and the ratings are their opinions.
The Colorado Division of Insurance
does not endorse these ratings, and
is making them available for the
convenience of consumers. Ratings
were obtained from an internet
search www.ambest.com.

Under Review (u) Rating Modifiers
are assigned to Best’s Ratings to
identify companies whose rating
opinions are Under Review and may
be subject to near-term change.

A++ and A+ (Superior): Assighed
to companies that have, in Best’s
opinion, a superior ability to meet
their ongoing obligations to
policyholders.

A and A- (Excellent): Assigned

to companies that have, in Best’s
opinion, an excellent ability to
meet their ongoing obligations
to policyholders.

B++ and B+ (Very Good): Assighed
to companies that have, in Best’s
opinion, a good ability to meet their
ongoing obligations to policyholders.

B and B- (Fair): Assigned to com-
panies that have, in Best’s opinion,
a fair ability to meet their ongoing
obligations to policyholders but are
financially vulnerable to adverse
changes in underwriting and
economic conditions.

C++ and C+ (Marginal): Assigned

to companies that have, in Best’s
opinion, a marginal ability to meet
their ongoing obligations to policy-
holders but are financially vulnerable
to adverse changes in underwriting
and economic conditions.

C and C- (Weak): Assigned 1o
companies that have, in Best’s
opinion, a weak ability fo meet
their ongoing obligations to
policyholders but are financially
vulnerable to adverse changes
in underwriting and economic
conditions.

D (Poor): Assigned to companies
that, in Best’s opinion, may not
have an ability to meet their
current obligations o policyholders
and are financially extremely
vulnerable to adverse changes

in underwriting and economic
conditions.

E (Under Regulatory Supervision):
Assigned to companies (and
possibly their subsidiaries/affiliates)
that have been placed by an
insurance regulatory authority
under a significant form of supervi-
sion, control or restraint, whereby
they are no longer allowed to
conduct normal ongoing insurance
operations. This would include
conservatorship or rehabilitation,
but does not include liquidation.

It may also be assigned to compa-
nies issued cease and desist orders
by regulators outside their home
state or country.

F (In Liquidation): Assigned o
companies that have been placed
under an order of liquidation by a
court of law or whose owners have
voluntarily agreed to liquidate the
company. Note: Companies that
voluntarily liquidate or dissolve their
charters are generally not insolvent,

S (Rating Suspended): Assigned

to rated companies that have
experienced sudden and significant
events affecting their balance sheet
strength or operating performance
whose rafing implications cannot
be evaluated due to a lack of
timely or adequate information.

fore based on less compre- e ~N
hensive information. Company Financial Strength U.S. Policies in  Phone Number
AAA: An insurer rated S&P Rating A M Best Rating  Force 2003
*AAA’ has EXTREMELY Rev 4/21/05 Rev 4/21/05
STRONG financial security
characteristics. *AAA” is Allianz Life Ins Co of North America AA- A+ 88,190 800-814-8841
the highest rating. Allistate Life Ins Co AA A+ 1,759 800-366-1411
, . Am Family Life Asr Co of Columbus AA A+ 36,495 800-992-3522
AA: An insurer rafed "AA American Fidelity Assurance Co Api A+ 14,476  800-654-8489x5099
has VERY STRONG financial A : Net K NR B- 10.303 800-362-0700
security characteristics, merlcorlw etwor ’
differing only slightly from Bonkers L|f§ & Casualty . BB+ B++ 343,586 800-621-3724
those rated higher. Berkshire Life Ins Co of America NR A+ N/A 800-819-2468
Constitution Life Ins Co NR B++ 4 800-789-6364
A: An insurer rated A’ has Continental General Ins Co Bopi B+ 19,564 800-545-8905
STRONG financial security Country Life Ins Co Api A+ 12,039 888-211-2555
characteristics, buf is some- CUNA Mutual Life Ins Co NR A 3.775 800-356-2644
what more likely to be Equitable Life & Casualty Ins Co Bbpi B++ 33,791 800-352-5170
2fof§g;ie§n?}’h‘;i\’§r§ei£L’f‘e”rsess Farmers New World Life Ins Co NR A 6,103 877-376-8021
with higher ratings. GE Life & Ar_mui’ry IAssuronce Co AA- A+ 9,288 800-543-2901
BBB: An insurer rated ‘BBB has %?QZ%?E&@%?Q&%L Capital Life Asr Co) AA- A 746,283 800-543-2901
GOOD financial security Golden Rule Insurance Company A+ A 14,043 888-474-6762
characteristics, but is more Great American Life Ins Co A- A 6,400 800-921-9338
likely to be affected by John Hancock Life Ins Co AA+ A++ 577,816 800-377-7311
adverse business conditions Knights of Columbus AAA A++ 12,099 800-345-5632
than are higher rated insurers i it Li
: TR o .
BB: An insurer rated "BB” has Massachusetts Mutual Life Ins Co AAA A++ 23,778 888-505-8952
MARGINAL financial security MedAmerica Ins Co A- A- 21,996 800-544-0327
chqroc’renshps. Positive Metropolitan Life Ins Co AA A+ 353,225 800-308-0179
atfributes exist, but adverse Mutual of Omaha Ins Co AA- A 84,666 800-775-6000
business conditions could lead . ’
to insufficient ability to meet National S’rgfes Insurance Co NR B 12,977 800-868-6788
financial commitments. An New York Life Ins Co AA+ A++ 66,814 800-224-4582
insurer rated ‘BB’ or lower is Northwestern Long Term Care Ins Co AAA A++ 29,571 877-582-6582
reggrded as hgving vulner- Penn Treo’ry B- B- 164,544 800-362-0700
able characteristics that may Pennsylvania Life Ins Co BBB+ B++ 9,542 888-802-9497
outweigh its strengthes. Peoples Benefit Life Insurance Co AA A+ 1,430 800-362-8837
, . , Physicians Mutual Ins Co AA- A 29,178 800-228-9100
e dted <€ | Provident Life & Accident Ins Co BBB+ A- 5,607 800-784-8686
. Y Prudential Ins Co of America AA- A+ 65,344 800-732-0416
fity characteristics. Adverse Senior American Life Insurance Co NR D 2,046 877-725-4582
business conditions will likely . .
impair its ability to meet State Farm Mutfual Automobile Ins Co AA A++ 98,766 Local Agents
financial commitments. State Life Ins Co AA- A ]3,2]9 888-505-8101
Union Labor Life Insurance Co CCChpi B- 372 202-682-0900
NR: An insurer rated "NR" is United Teacher Associates Ins Co NR A- 15,209 800-880-8824
NOT RATED, which implies no UNUM Life Ins Co of America BBB+ A- 573,516 800-784-8686
opinion about the insurer’s

financial security.
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