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This report is the second in a series examining the challenges that long-term care poses for states in the SLC region.

Introduction

As the nation’s population continues to trend older, it
increasingly is apparent that long-term care (LTC) —defined
as a range of medical and social services required by indi-
viduals in need of extended support due to illness and
frailty —is becoming a growing concern for state and
federal policymakers. Across the country, the number of
people aged 65 and over is growing rapidly, a shift that
will continue for several decades. As noted in Part I of this
SLC Special Series Report, there will be approximately
88 million people over age 65 by 2050, almost double the
47.8 million recorded in 2015, according to the U.S. Census
Bureau. More importantly, the number of people aged 85
and older, the demographic most likely to require long-
term care, also will grow dramatically, from 6.3 million
in 2015, to an estimated 19.0 million in 2050.!

According to recent estimates from the Office of the
Assistant Secretary for Planning and Evaluation, which
advises the secretary of the U.S. Department of Health
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and Human Services, 52 percent of all people turning 65

between 2015-2019 will require some form of long-term
care during their lives, with 57.5 percent of women and
46.7 percent of men expected to need care.

The anticipated range of LTC services is extensive and
varied. It may include day-to-day personal care, such as
bathing, dressing and preparing meals, or assistance with
other essential activities, such as housekeeping, transpor-
tation and paying bills. Medical care also is frequently
necessary, particularly for those with more severe disabilities
and illnesses. Long-term care services can be provided at
home, in community-based residential settings or nursing
facilities, depending on the severity of ailments, financial

circumstances and personal preferences.

" Other sources project that the number of people expected to need
long-term care is higher than 52 percent. For instance, according
to longtermcare.gov, a site of the U.S. Department of Health and
Human Services, 70 percent of people aged 65 and over will require
some form of long-term care during their lives.
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Although many people requiring long-term care will have
manageable expenses for a relatively short period—on
average, 2.5 years for women and 1.5 years for men—
an estimated 15.2 percent are projected to have life-
time LTC costs greater than $250,000, and another
11.7 percent are projected to have costs anywhere
between $100,000-$250,000 (See Table 1).> Women,
because they have longer life expectancies and higher
rates of disabilities and chronic health problems, face
a much greater chance of requiring extended care later
in life: 17.8 percent are projected to require long-term
care for five years or longer, compared to 9.8 percent
for men. Among men turning 65 between 2015-2019,
average lifetime LTC costs are estimated at $92,000;
for women, it is nearly double: $182,000.°

As a result of long-term care’s high—and potentially
catastrophic—costs, coupled with the certainty that a
growing number of people will require assistance in
the years ahead, it is critical for policymakers to fully
understand how to manage long-term care in the most
efficient and effective way possible. Prudently financ-
ing high-quality long-term care could save billions of
dollars in state expenditures and alleviate the financial
burden that many families must endure when long-term
care eventually is required. Presently, the majority of
people rely on their personal savings to finance long-
term care, which too often is inadequate to cover the
high cost of care, or turn to other sources of support,
such as Medicaid and unpaid caregiving from friends
and family. As a result, a heavy burden is placed on all
parties involved: LTC recipients, their loved ones and
publicly funded resources.

Part I of this SLC Special Series Report detailed many
of the broader concerns that long-term care poses for
Southern states, including challenging demographic
shifts, deteriorating health status among key seg-
ments of the population and prohibitively high costs
of various LTC services. Part II outlines the role that
insurance plays in financing long-term care and reviews
potential insurance-related solutions that could create
more affordable care in the future for states and LTC
recipients.

LTC costs for all adults turning

Table 1

65 between 2015-2019

Expenses Percent
$10,000-$49,999 15.4
$50,000-$99,999 9.7
$100,000-$249,000 1.7
$250,000 or greater 15.2

Source: Office of the Assistant Secretary for Planning and
Evaluation, 2015.

Long-Term Care Insurance

On average, long-term care is less costly in the South
than in other U.S. regions. Nonetheless, the cost of
care remains high and largely unaffordable for low-
and middle-income families, particularly when median
household incomes, which are lower in much of the
South, are taken into consideration. According to a
recent study from Genworth Financial, an insurance
provider that offers LTC insurance policies, among
the 15 Southern states comprising the SLC region, the
average annual cost for all LTC services’ was approxi-
mately $47,500 in 2016, with a high of $55,492 in West
Virginia and a low of $40,321 in Louisiana.*

Moreover, states in the South are projected to experience
significant growth rates in the number of people aged
85 and over, a subset of the population that not only is
likely to require more support for extended periods of
time but also more likely to be living alone, without a
spouse or other family member to provide assistance.’
By 2050, all 15 Southern states are anticipating an
increase of at least 114 percent in the number of people
within this demographic, though some will experience
substantially higher growth (See Figure 1). Georgia,
for instance, could face a growth rate of 315 percent
between 2015 and 2050 for people 85 and over, while

Texas could experience an increase of 284 percent,

"These figures were obtained by averaging the costs of six differ-
ent LTC services, as classified by Genworth: homemaker services,
home health aides, adult day care, assisted living facilities, semi-
private nursing home rooms and private nursing home rooms.
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Projected population and percent change for people

Figure 1 aged 85-and-over in SLC member states (2015-2050)
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followed closely by Virginia, where an upsurge
of 282 percent is projected.®

Thus, long-term care represents a major finan-
cial obligation, one with a high probability
of affecting large and growing numbers of
people as the general population becomes
older. Despite the financial risks associated
with long-term care, very few people are cov-
ered by LTC insurance policies that could
provide protection from at least a portion of
the out-of-pocket costs associated with care.
According to the AARP, as of 2015, only 50
private LTC insurance policies were in effect
per 1,000 people aged 40 and over across the
United States, representing 5 percent of the
cohort, which is a slight reduction from the
5.3 percent reported in 2012.7

Among Southern states, only Missouri and
Virginia, where 6.2 percent and 7.4 percent of
people 40 and over are covered by private LTC
insurance, have enrollment rates that surpass
the national average. South Carolina, Tennes-
see, North Carolina and Texas are slightly
below the national average, with enrollment
rates of 4.8 percent, 4.8 percent, 4.5 percent
and 4.2 percent, respectively. In the remain-
ing Southern states, less than 4 percent of
people 40 and older have private LTC insur-
ance (See Table 2).

As people age, the rates at which they pur-
chase LTC insurance policies increase, but
not significantly. Among those 65 and over,
11 percent were covered by LTC insurance
in 2014, according to a study released by the
Urban Institute, a Washington, D.C.-based
nonprofit that has conducted multiple studies
related to LTC financing.®

Meanwhile, coverage rates vary widely by

household wealth and education. Twenty-
five percent of adults 65 and older with total
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Percentage of people
Table2 | 40 and older with private

LTC insurance policies (2015)

State Percent || State Percent
Alabama 3.7 Missouri 6.2
Alaska 3.0 Montana 5.8
Arizona 35 Nebraska 1.8
Arkansas 3.2 Nevada 2.5
California 4.6 New Hampshire 49
Colorado 6.1 New Jersey 5.2
Connecticut 6.7 New Mexico 4.6
Delaware 6.2 New York 4.5
Florida 3.7 North Carolina 4.5
Georgia 3.9 North Dakota 12.1
Hawaii 121 Ohio 4.6
Idaho 35 Oklahoma 3.9
lllinois 5.8 Oregon 4.8
Indiana 3.8 Pennsylvania 4.4
lowa 10.4 Rhode Island 4.1
Kansas 8.7 South Carolina 4.8
Kentucky 3.7 South Dakota 12.2
Louisiana 3.7 Tennessee 4.8
Maine 5.7 Texas 4.2
Maryland 6.5 Utah 37
Massachusetts 5.8 Vermont 5.3
Michigan 39 Virginia 14
Minnesota 8.6 Washington 71
Mississippi 34 West Virginia 29
NATIONAL AVERAGE 5.0

Source: AARP Scorecard, 2017.
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household wealth greater than $1 million were cov-
ered by LTC insurance in 2014, compared to only
8 percent of those with household wealth between
$100,000-$400,000, 4 percent of households between
$50,000-$99,000, and 3 percent with household wealth
under $50,000, rates that have remained consistent for
the past two decades. This disparity reflects a logical
correlation between wealth and purchasing power: those
with greater wealth possess the resources to pay for LTC
insurance, and they have assets and savings that may be
partially protected from spending on extensive, costly
care in the event it is needed. Assuming these trends
hold steady, most Southern states likely will continue
to rank among the lowest in terms of those covered by
LTC insurance. According to the U.S. Census Bureau,
12 Southern states were among the bottom 15 nationally
for median household incomes in 2016.°

Similarly, the Urban Institute study found that coverage
increased in direct proportion to educational attain-
ment, with those holding bachelor’s degrees or higher
purchasing LTC insurance at a rate of 22 percent in
2014, compared to 13 percent for those with some col-
lege education, 9 percent with a high school diploma
only and 2 percent without a high school diploma.”” On
average, individuals with greater educational attainment
are more likely to earn higher incomes, providing them
with greater flexibility to purchase insurance.

The ramifications of lower coverage for varying income
and educational levels are significant. The U.S. Office
of the Assistant Secretary for Planning and Evaluation
found that, on average, as incomes fall, the need for
long-term care also increases. Among the 65-and-over
demographic, the segment of the population in the low-
est income bracket accesses an average of 2.7 years of
high-level support—defined as requiring help with two
or more activities of daily living (ADLs) or assistance
related to a severe cognitive impairment. By contrast,
those in the highest income bracket require support
for an average of 1.5 years."! As a result, those requir-
ing assistance the longest are the least likely to have
the resources to afford care or appropriate insurance

coverage to defray some of the costs.

Understanding Long-Term Care Insurance

Multiple, important factors can explain the relatively
low percentage of the population covered by LTC
insurance. Many people—nearly 40 percent, accord-
ing to a May 2016 survey by the Associated Press and
National Opinion Research Center at the University
of Chicago—mistakenly believe Medicare will be avail-
able for their LTC needs."”” Medicare does cover some
services that fall under the umbrella of long-term care,
but only within strictly defined circumstances. For
instance, Medicare covers temporary visits in nursing
facilities, as well as eligible home health services, but
only within the context of recovering from acute health
issues that require support for a finite period. Medicare
generally does not cover the extended, ongoing care
that many LTC recipients require. Day-to-day ADLs
generally associated with long-term care, such as bath-
ing, dressing, moving within the home and eating, are
not covered by Medicare."”” Very few people, as little
as two out of 10 older Americans, anticipate needing
Medicaid for their LTC needs, even though Medicaid
is, by far, the nation’s largest source of support for paid
LTC services."

In addition, the LTC insurance market has experi-
enced significant instability in recent years, forcing
many current and prospective LTC insurance hold-
ers to reconsider the costs and benefits of purchasing
policies. Long-term care insurance providers initially
underestimated how long people might live and, thus,
the average length of time that long-term care would
be needed. Meanwhile, the number of policies that
would be dropped was inaccurately calculated, leading
to higher-than-anticipated costs for an unexpectedly
large number of policyholders. As a result, the number
of LTC insurance providers has declined across the
nation, from more than one hundred a decade ago, to
approximately a dozen today.” Providers remaining in
the LTC insurance market have been forced to increase
premiums, in some instances by as much as 130 percent
in a single year, due to LTC insurance market instabil-
ity and rising healthcare costs, leaving LTC insurance
recipients with a set of difficult options: pay higher
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premiums to maintain a consistent level of coverage,
settle for lower premiums with less generous benefits,
or drop coverage entirely and lose the money they have
invested into a policy.' If canceled, many LTC insur-
ance policies do not repay much, or any, of the money
recipients have paid into them, making such decisions
particularly difficult.

It is difficult to ascertain the exact cost of plans due to
price variations across states, gender and age levels. Nev-
ertheless, LTC insurance holders generally can expect to
spend a sizeable amount of their income toward monthly
premiums. Premium rates typically are higher the older
the purchaser is when entering the market and, across
all age levels, women pay more than men for coverage
due to longer average life expectancies. According to
the American Association for Long-Term Care Insur-
ance, an organization working on behalf of entities
that offer LTC insurance and other LTC solutions, a
single female aged 55 can expect to spend, on average,
between $1,490-$2,580 annually for an insurance plan,
depending on the amount of benefits included, while
a male at age 55 would pay between $1,015-$2,035."
For many individuals, maintaining continuous cover-
age at such a high cost is an investment they either are
unwilling to make or cannot sustain due to financial

constraints.

Determining at what age an LTC insurance plan
should be purchased, if ever, also is a difficult decision.
Although premiums are significantly less if an indi-
vidual begins paying during their 40s, the amount
of money paid over the course of a lifetime is far
greater—and there is no guarantee that care will be
needed. Moreover, the assumption is made that, even-
tually, premiums will increase, sometimes years after
a policy is bought. Over the past decade, increases in
annual premiums of LTC insurance plans averaged
between 50 percent and 60 percent, forcing policy-
holders to pay hundreds, and sometimes thousands,
of dollars more to continue coverage.”® Due to such
uncertainty, acquiring LTC insurance at a younger
age may prove cost prohibitive.

Conversely, if a person waits to purchase coverage until
they are older, when it is more likely that care will
be needed, premiums already are high due to market
structures and still can increase across the policyholder’s
lifetime. Moreover, the chances of being denied coverage
by providers increase as people age, particularly if there
is a history of medical issues for prospective insurance
holders or their families. According to one estimate,
23 percent of LTC insurance applicants in their 60s
were declined coverage, compared to only 14 percent
in their 50s.”

As a result of these numerous issues, the number of
people purchasing LTC insurance has dropped signifi-
cantly in recent years. In 2015, approximately 100,000
LTC insurance policies were sold, compared to 700,000
in 2000.%° There is no indication to suggest a notable
reversal in the decline will occur, making reforms par-
ticularly important if private insurers are to play a role
in providing coverage for long-term care.

Long-Term Care Insurance Solutions

For the majority of consumers, existing LTC insurance
policies are too expensive and complex. The general
unpredictability of the market, combined with the dif-
ficulty of purchasing insurance for a service that likely
will not be needed for many years, if ever, dissuades
most from making such a substantial investment. How-
ever, there are several options for expanding the LTC
insurance market that could render policies more widely

available and affordable.

Employer-Sponsored Private
Long-Term Care Insurance

Employer-sponsored LTC insurance plans are not avail-
able across much of the workforce. According to a 2013
report from the SCAN Foundation, an organization
in California that advocates for high-quality care for
aging adults, only 20 percent of companies with 100 or
more employees offer LTC insurance coverage; among
companies with less than 100 employees, it is only
5 percent.”! To expand the availability of LTC insur-
ance across a larger share of the population, employers

could offer plans to their employees on an automatic
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opt-in basis, much like many companies now do for
traditional retirement accounts, while allowing an opt-
out provision for employees not interested in, or unable
to afford, obtaining LTC insurance coverage.

To make an employer-sponsored LTC insurance
policy manageable for organizations, a set of condi-
tions could be implemented that target employees
who are most likely to need—and have an interest in
purchasing—coverage. Age and asset qualifications, such
as allowing only those between ages 45-60 with assets
of at least $50,000-$75,000, could minimize the over-
all financial obligations employers face when offering
such coverage to their employees. Likewise, employers
could limit coverage only for full-time employees who
receive retirement and other health benefits.*> A base
plan with less comprehensive LTC benefits could be
provided and, in the event more coverage is desired,
an employee would pay a higher premium.

Benefits of employer-sponsored plans include the
possibility of lower underwriting standards for plan
participants, meaning employees and their family mem-
bers who have health issues have an increased chance of
receiving LTC insurance coverage than they otherwise
would on the individual market. Additionally, because
employer-sponsored plans have access to a pool of pro-
spective participants, there is an opportunity for lower
individual costs that may not necessarily be the case
when LTC insurance is purchased independently.”

Employers offering LTC insurance plans do not neces-
sarily have to contribute much, or any, of the costs of
coverage with participants in the plan. In fact, for most
employer-sponsored plans currently offered, employees
are responsible for all costs of coverage.”* However,
offering some level of assistance to reduce the costs
of premiums would be an additional benefit to help
recruit employees to an organization, and makes it
more likely that employees will remain covered in an
automatic opt-in program. Similarly, LTC insurance
plans do not have to be portable from one employer to
another, meaning if a participant in a plan chooses to
leave a job that offers coverage, LTC insurance would

not necessarily continue.” In most cases, though, if
an employee leaves an organization that offers LTC
insurance, or the employer stops providing LTC insur-
ance benefits, the policyholder can remain covered or
receive a similarly priced option so long as premiums
continue to be paid.*

It is difficult to predict how many people would choose
to participate in an employer-sponsored, automatic opt-
in LTC insurance program. According to the Bipartisan
Policy Center (BPC), a Washington, D.C.-based non-
partisan organization that recently released detailed
reports about LTC financing, when coverage is offered
by employers, only 5 percent of employees participate.”
Generally, providers of traditional LTC insurance do not
reimburse policyholders or their families if the policy
is canceled or long-term care never is needed, deterring
many people from making the investment. Moreover,
unfamiliarity with long-term care and how it is financed
affect overall participation rates.

However, even under circumstances in which a large
number choose to opt out, the benefits to LTC insur-
ance pricing could be substantial. According to one
actuarial analysis, if only 10 percent of employees took
advantage of coverage in an automatic opt-in program,
the average costs of LTC insurance premiums would
fall significantly, from approximately $2,400 to $1,300
annually for a 50-year-old. If more people remained cov-
ered, the savings would be even greater.?® As additional
people enter the LTC insurance market, the overall
risk pool would be improved, making policies more
viable for carriers and, potentially, more affordable for

consumers.

Despite the uncertainty of this policy proposal, there is
reason to be optimistic for its success. Employers already
play a major role in providing health insurance. Accord-
ing to the Kaiser Family Foundation, approximately
49 percent of the total U.S. population receive healthcare
from employer-sponsored plans.” As such, employer-
sponsored insurers and retirement plan sponsors are
well-positioned to have personal and savings information

that could facilitate LTC insurance implementation.*’
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Retirement Savings for Private
Long-Term Care Insurance

Prospective purchasers might express more interest in
acquiring LTC insurance policies if given sufficient
financial incentives. One suggested proposal from BPC
would allow individuals 45 years and older to pay LTC
insurance premiums from defined contribution retire-
ment accounts without incurring a 10 percent penalty,
which applies to the majority of early withdrawals before
age 60. Premiums for LTC insurance plans covered by
retirement savings distributions still would be subject

to income taxes.

Under this proposal, according to BPC, an additional
8.5 million new policies could be sold to individu-
als aged 45 to 69, effectively doubling the current
LTC insurance market. Furthermore, over the course
of a decade, income tax revenue from the increased
number of policies sold would generate approximately
$51 billion.*" Enrollment increases, BPC suggests,
would result from the lower front-end impact on
policyholders: given that premiums would be paid
through distributions from a retirement account, the
only annual out-of-pocket costs for purchasers would
be the amount of income tax for that premium. For an
LTC insurance plan with annual premiums of $2,500,
for example, the direct annual cost on a policyholder
with a marginal tax rate of 33 percent would be $825
which, over the course of a year, translates into $68.75
per month.

Combined with employer-sponsored automatic opt-in
LTC insurance programs, the use of retirement sav-
ings for coverage could prove very popular for many
individuals. However, to optimize this policy proposal,
greater efforts are necessary to increase awareness about
the costs of long-term care and the strong likelihood
that assistance eventually may be needed. Without
additional awareness and outreach efforts, incentives
for individuals to use their retirement savings for LTC
insurance premiums may not materialize, negating the
policy’s potential benefits.

Utilizing retirement accounts for purchasing LTC insur-
ance policies would not benefit everyone. An individual
between the ages of 45 to 54 would need an initial
account balance of $89,000, increasing to $110,300
during the next decade, to sufficiently finance LTC
insurance premiums with gains from the retirement
account. These costs increase the longer people wait
to begin purchasing insurance policies. For individuals
aged 55 to 64, the initial retirement account would need
to be at least $132,684 to finance LTC insurance poli-
cies, an amount typically associated with income levels
higher than $75,000.%* Presently, the median family in
the United States is far from producing sufficient income
to have enough money saved for retirement to finance
an LTC insurance policy. According to one report from
the Economic Policy Institute, a nonprofit organization
that promotes issues affecting low- and middle-income
families, among households with wage earners between
ages 44 and 49, the median amount saved for retirement
is $6,200, compared to $8,000 saved for those between
50 and 55, and $17,000 for those aged 56 to 61.%

Additionally, not all retirement accounts necessarily
experience consistent annual growth. For example, equi-
ties and bonds play a major role in many retirement
portfolios. Such accounts can see significant declines
depending on market fluctuations, posing potential issues
for those interested in determining the long-term viabil-
ity of leveraging retirement accounts for LTC insurance.

Catastrophic Insurance Coverage

Multiple, bipartisan long-term care initiatives at the
federal level have suggested the need for a universal
catastrophic coverage program for the subset of people
anticipated to have extended LTC costs greater than
$250,000. Traditional LTC insurance policies are not
designed to fully address the needs of people who require
substantial support for an extended period of time,
such as those suffering from Alzheimer’s, other forms
of dementia or severe functional and cognitive limita-

tions, which often require care until the end of life.

Most LTC insurance policies are designed to cover a
set of designated services only for a specified period,
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normally anywhere from one to five years, depending on
how much an individual is willing to spend annually for
coverage, and generally only reimburse policyholders a
fixed daily amount.** As a result, people with extensive
and critical needs, even if they previously purchased
LTC insurance, must rely on their own out-of-pocket
spending and support from unpaid caregivers for a por-
tion of their care expenses because coverage eventually
is exhausted. Most low- and middle-income households
with extensive LTC needs use their financial assets and
rely on Medicaid as their final means of support.

A catastrophic insurance program has the potential
to significantly reduce both Medicaid and out-of-
pocket spending. According to the Urban Institute, a
catastrophic program that includes coverage eligibil-
ity two years after an LTC recipient develops severe
needs, also referred to as a “back-end” model, could
reduce out-of-pocket spending on LTC services by
10.4 percent by 2040, while savings to Medicaid would
be 15.7 percent. By 2050, out-of-pocket costs could be
reduced by 16.4 percent, and savings to Medicaid would
be 27.7 percent, with further reductions of 31.1 percent
in 2060 (See Table 3). Under such a program, after a
mandatory two-year waiting period, benefits would
include a $100 daily benefit (in 2015 dollars), with
3 percent annual increases for inflation, for as long as
a recipient is dealing with severe LTC needs, defined
as requiring help with two or more ADLs or assistance

related to a severe cognitive impairment.”

The back-end model, in theory, could encourage people
to purchase private LTC insurance plans. Knowing
that a two-year waiting period is required before the
catastrophic coverage becomes effective, there would be
an added incentive to maintain limited coverage during
this period. LTC insurance policies, already designed
to provide coverage for a limited duration, could act
as a buffer against significant financial losses during
the waiting period, allowing people to protect their
assets and savings in the event that extensive support is
required. Additionally, the projected savings to Medicaid
and, to a lesser extent, out-of-pocket spending, make
this a viable policy option to consider.

Another catastrophic policy that expands coverage on
the front-end, rather than the back-end, also offers ben-
efits, particularly for out-of-pocket spending. In contrast
to the back-end model, the front-end approach would
begin assisting LTC recipients with two or more ADLs
or severe cognitive impairment 90 days after disabilities
begin. A front-end option that provides $100 per day,
with 3 percent annual increases, would reduce out-of-
pocket spending 10.2 percent by 2040, and continue
to reduce spending by 13.6 percent in 2050, before
remaining relatively stable for the next two decades
(13.9 percent in 2060 and 13.1 percent in 2070).

A front-end model, rather than offering a longer-term
commitment for individuals with severe LTC needs,
would provide benefits for two years, after which other
private and public financial resources would be required
to pay for all continuing care. As a result, the front-
end option would have a much more limited impact
on Medicaid expenditures, since many LTC recipients
with severe disabilities eventually would need to rely on
Medicaid after the two-year support window. Medicaid
expenditures would be reduced 6.4 percent by 2040,
and 8.4 percent by 2050 under this model.*

If actuarial analyses are correct, projected savings from
catastrophic plans could significantly reduce annual
Medicaid expenditures across the Southern region,
providing increased flexibility to address other criti-
cal public needs, including education, infrastructure
and public safety. Furthermore, in light of the region’s
anticipated population growth for ages 85 and over, it
will be particularly important for Southern states to
have the requisite resources in place to care for this
large, expanding subset of the population that is most
likely to require expensive, prolonged support.

As an example, the Alzheimer’s Association approximates
that one out of three people over 85 have Alzheimer’s,
an extremely expensive disease that generally requires
extended long-term care until the end of a person’s life.
As more people enter the 85-and-over demographic
throughout the South, greater stresses will be placed on
state budgets to provide comprehensive care for people
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suffering from Alzheimer’s and similar conditions that
disproportionately affect people in old age. In 2016,
total annual Medicaid costs for Alzheimer’s and other
forms of dementia in Southern states ranged from a low
of $303 million in Arkansas to a high of $3.3 billion
in Florida, costs that inevitably will increase as a larger
share of the population becomes 85 and older.”” Cata-
strophic coverage programs have the potential to defray
a portion of these costs for states, while offering LTC
recipients and their families greater relief by providing
support when it is needed.

Conclusion

Without significant changes to the way long-term care
is delivered and financed, state budgets will continue to
be strained by another layer of expenditures: the neces-
sity of caring for the growing number of aging people,
many of whom will require long-term care at some
point during their lives. Although a significant number
may never require support, a sizeable portion —around
15 percent—will need long-term care for many years,
at a lifetime cost of $250,000 or more. Without the
necessary resources in place, the burden, financial and
otherwise, ultimately falls on LTC recipients, their fami-
lies and taxpayers.

In addition to exploring possible solutions to the private
LTC insurance market, states also will want to continue
their efforts toward ensuring that public expenditures for
long-term care are better managed and more efficiently
appropriated. In 2014, total Medicaid expenditures for
long-term care, the most important source of support for
paid LTC services, was more than $150 billion, nearly
one-third of the entire Medicaid budget for that year.’®
Given this considerable portion, it is essential that states
allocate their LTC Medicaid outlays as effectively as

possible to maximize positive outcomes.

As noted in Part I of this SLC Special Series Report,
ongoing efforts to shift Medicaid and other public
LTC resources away from institutionalized settings,
and toward care at home and in the community,
offer important savings. Home- and community-
based settings—which include LTC recipients’ own

homes or apartments, assisted living facilities, adult
foster homes and other supportive housing—are far
more preferential for the majority of people. They
also are significantly more affordable. According to
the AARDP, institutional care settings are nearly three
times more expensive per LTC recipient than home-

and community-based care.”

Recognizing these cost savings, there has been a notable
shift in recent years from institutional settings to these
more affordable care options. Nationally, Medicaid LTC
dollars were split almost evenly in 2013 between insti-
tutional care and home- and community-based care.*’
However, there still is progress that can be made in the
South. On average, the 15 Southern states spent approxi-
mately 32 percent of all LTC Medicaid and state-funded
dollars on home- and community-based care, nearly
10 points below the national average of 41.2 percent
(See Table 4).*' However, significant variation exists
across the region. Several states successfully have
diverted a large proportion of Medicaid dollars toward
home- and community-based settings, while others have
not seen as much success. Among Southern states, Texas
ranks first in the percentage of Medicaid and other

state dollars allocated toward care at home and in the

Catastrophic LTC coverage
Table 3 Projected savings for individual

out-of-pocket expenses and
national Medicaid program

Projected individual Projected
out-of-pocket savings | Medicaid savings
Year Front-End | Back-End | Front-End | Back-End
(percent) | (percent)| (percent)| (percent)
2020 1.6 09 0.7 0.2
2030 49 3.8 3.1 4.2
2040 10.2 104 6.4 15.7
2050 13.6 16.4 8.4 217
2060 13.9 16.8 1.2 31.3
2070 131 16.7 1.2 31.3

Source: Urban Institute, 2015.
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community, at 55.4 percent, placing it seventh nationally.
Virginia and North Carolina follow, with 48.3 percent
and 44.7 percent going toward such care, respectively.

Similarly, several states in the South have room to
expand the number of LTC recipients who receive
community-based care when they initially require

support. In 2012, the last year for which the AARP
has the most current data, 58 percent of all new Med-
icaid LTC recipients in the nation were receiving care
in community-based settings. Among Southern states,
only Arkansas, Florida, Louisiana, Missouri, Oklahoma
and South Carolina surpassed the national average
(See Table 5). Further adjustments in this area could

Percent of Medicaid and state-funded LTC expenditures

LELIEE allocated to home- and community-based settings (2014)"

Rank State Percent Rank State Percent
1 Minnesota 68.5 27 Arkansas 32.7
2 Washington 64.9 28 lowa 314
3 New Mexico 64.1 29 Louisiana 31.2
4 Alaska 62.8 30 Pennsylvania 31.0
5 Oregon 58.6 31 Oklahoma 30.4
6 California 58.4 32 West Virginia 29.0
7 Texas 55.4 33 Nebraska 28.8
8 Colorado 54.4 34 Georgia 28.6
9 Wisconsin 531 35 Delaware 21.7
10 Washington, D.C. 51.7 36 South Carolina 27.5
1 Virginia 48.3 37 Hawaii 26.5
12 New York 475 38 Maryland 26.4
13 Arizona 46.0 39 Mississippi 25.3
14 Idaho 45.6 40 Michigan 24.6
15 Massachusetts 45.5 4 Utah 23.8
16 North Carolina 44.7 42 Wyoming 23.2
17 Vermont 43.7 43 Florida 22.6
18 Missouri 40.6 44 Rhode Island 21.7
19 llinois 40.3 45 South Dakota 20.5
20 Nevada 38.4 46 Indiana 194
21 Montana 36.6 47 New Hampshire 19.3
22 Maine 358 48 New Jersey 18.3
23 Tennessee 35.1 49 North Dakota 174
24 Ohio 34.3 50 Kentucky 15.3
25 Connecticut 333 51 Alabama 13.6
26 Kansas 331 NATIONAL AVERAGE 41.2

"Home- and community-based settings are less formal care settings, distinct from institutionalized settings, such as nursing homes.

They include LTC recipients’ own homes, assisted living facilities, adult foster homes and other supportive housing environments.

Source: AARP Scorecard, 2017.
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significantly reduce the amount of Medicaid dollars
that are spent, per person, to provide LTC services.

Improvement in these areas, combined with a concerted
effort to increase the affordability and availability of
LTC insurance options, will better prepare policymakers
as they address the inevitable growth in LTC spend-
ing that will occur in the years ahead. Without robust

changes in the near-term, comprehensive support for the
growing number of aging people will become increas-
ingly difficult and costly in the future. Meanwhile, state
policymakers— tasked with balancing scarce resources
among numerous priorities—will face the constant and
continual dilemma of allocating these resources between
caring for vulnerable populations and cutting expendi-
tures for vital public necessities.

Table 5 | Percent of new Medicaid LTC users first receiving community-based care (2012)

Rank State Percent Rank State Percent
1 Minnesota 83.6 27 Michigan 549
2 Alaska 82.5 28 Virginia 53.1
3 New Mexico 78.8 29 Kansas 50.7
4 Washington, D.C. 77.2 30 Nebraska 49.5
5 llinois 71.0 31 Texas 49.1
6 California 74.6 32 New Jersey 489
7 Oregon 73.4 33 Ohio 46.6
8 lowa 72.8 34 Massachusetts 46.5
9 Idaho 69.2 35 Delaware 439
10 Arizona 68.2 36 Hawaii 43.8
1 Montana 67.7 37 Maine 43.7
12 Vermont 67.2 38 West Virginia 43.0
13 Washington 67.0 39 Georgia 40.7
14 Wisconsin 66.6 40 Connecticut 40.5
15 Colorado 66.4 1 Utah 39.2
16 Missouri 65.2 42 Rhode Island 38.5
17 Arkansas 64.8 43 New York 373
18 Florida 62.7 44 Wyoming 37.2
19 Oklahoma 60.3 45 North Dakota 354
20 South Carolina 59.9 46 New Hampshire 347
21 Pennsylvania 59.3 47 South Dakota 329
22 Maryland 58.3 48 Kentucky 30.8
23 Louisiana 58.2 49 Alabama 28.8
24 North Carolina 56.8 50 Indiana 28.0
25 Nevada 56.4 51 Tennessee 271
26 Mississippi 55.4 NATIONAL AVERAGE 58.0

Source: AARP Scorecard, 2017.
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