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Social Insurance: A Critical Base for Financing
Long-Term Services and Supports

By Lee Goldberg and G. Lawrence Atkins

This series summarizes current issues in
financing long-term care and outlines
policy options for increasing affordable
access to services.

The Current System

America is graying — fast. Although much
attention has been paid to baby boomers

who are qualifying for Medicare at the rate

of 10,000 a day, the most rapidly growing
segment of the population is individuals

over the age of 85, who have significantly
higher rates of disability. As the median

age of the population increases over the

next two decades, the demand for long-term
services and supports (LTSS) is expected to
increase sharply.! The issue, however, is not
limited to older adults — about 40 percent of
individuals who need LTSS are under the age
of 65. The nation is ill-prepared to meet this
complex demographic challenge. Only a small
percentage of the population that will need
nursing or home care has coverage ahead of
time through either a private plan or a public
program.? The vast majority of people have no
protection against future LTSS liabilities.

Today, there are few options for financing
one’s LTSS needs in advance. Individuals
can increase their level of savings, but few
people can accumulate sufficient assets, even
over a lifetime to cover the cost of extended
institutional care.” Home and community-
based services (HCBS) may not be as

expensive on a per unit basis, but over time
the cost of such care can exhaust the resources
of even affluent households.* Private long-
term care insurance is an option — benefits
typically cover a significant portion of the
care needed by the average policyholder’ —
but the cost of the premiums are prohibitive
for most of the population® and underwriting
requirements eliminate many interested
buyers.” Individuals may spend down their
assets to receive LTSS through Medicaid, but
the strict financial eligibility requirements
and the prescribed set of benefits available

in most states make Medicaid an unattractive
outcome.® The challenge is to address the
needs of the large group in the middle of the
income distribution that faces a significant gap
between the resources required to maintain
their quality of life and what they can actually
afford at the time they need care.

The issue with LTSS is not whether there
should be government funding. In 2010, the
federal government and the states spent more
than $200 billion on LTSS, primarily through
Medicaid.” The state and federal partnership
is a critical lifeline for millions of low-income
people who cannot afford the LTSS they need,
but it is only available after an individual
becomes impoverished. Absent is a universally
available insurance-based approach that would
spread the financial risk of developing and
living with a chronic illness or disability.

Reform of our LTSS system may be on the
horizon simply because the status quo will

be increasingly difficult for governments to
manage, especially state governments.'’ Since
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1970, state Medicaid spending as a share of In principle, social insurance is universal,

Gross Domestic Product has tripled and is contributory, and offers a benefit based on some
projected to double again by 2040.!" Although triggering event. Universality may be achieved
the federal government will absorb almost through a mandate or by creating compelling

all of the growth in Medicaid spending under economic incentives to enroll that eliminate or at
the Affordable Care Act (ACA), there is no least reduce concerns about adverse selection.'
additional federal funding for projected LTSS The farther one gets from universal participation,
expenditures. Federal matching payments for however, the greater the need for underwriting
Medicaid LTSS remain unchanged, so the or other strategies to manage risk. The trigger for
financial burden of an aging population will eligibility can be a functional need for assistance
fall heavily on the states. Reducing the current (sickness, loss of income or the need for services
reliance on Medicaid as the primary funder of and supports for individuals with disabilities) or a
LTSS is a political and a policy imperative. life event (turning a particular age).

The Case for Social Insurance The vast majority of people have no

protection against future LTSS liabilities.

Aging is a certainty, but there are large
variations in LTSS expenditures among
individuals.'”? While most people have
reasonably modest LTSS needs, a relatively
small percentage of the population will have
LTSS costs over $250,000. A sensible way

to prepare for such an unpredictable and
financially difficult event is through the
pooling of risk."* Spreading the financial risk
of disability across a large population reduces
the amount any one person must set aside to
try to cover his or her expenses. Spreading
the financial risk also increases resources

in the aggregate since individuals tend to
underestimate their future need.'

Although the most common social insurance
programs are designed to address the loss of
income when one leaves the labor market (either
voluntarily due to retirement or involuntarily
due to injury), most also serve broader societal
goals that cannot be achieved by individuals
contracting with private insurance.'”!® This is
certainly the case with LTSS financing where
the failure or inability to plan has an impact
beyond the individual who develops functional
impairments. Employers who experience an
increase in absenteeism and the departure of
valuable employees from the workforce are
impacted, as are taxpayers who must pay for
additional Medicaid services. Financing our
LTSS needs is a public problem that requires
more than an individual response.

Insuring an individual against the risk of
needing LTSS continues to be a challenge for
the private sector. The dimensions of LTSS
risk (the probability and the cost of a claim)
and the voluntary nature of private coverage
require private insurers to either limit their
exposure (by limiting services or excluding
the highest risk individuals through medical
underwriting) or to pass potential losses on to
the consumer in the form of higher premiums.
In fact, cost is most often cited as the primary
reason for foregoing LTSS insurance, although
medical underwriting also eliminates a
significant share of the market.'

Social and private insurance mechanisms are not
mutually exclusive options for managing risk.
In fact, the former has often provided a base of
support around which the latter has flourished.
Building a universal floor for retirement, Social
Security laid the foundation for a financial
services industry that has prospered as people
sought complementary ways to meet their
financial needs over the course of a lifetime.
Likewise, by offering universal health insurance
for older adults, Medicare has facilitated the
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development of supplemental plans in the
private sector. The heterogeneous nature of the
population in terms of income, work history and
service needs means that any solution for LTSS
financing is likely to require a mix of benefit
designs and funding mechanisms.

In principle, social insurance is universal,

contributory, and offers a benefit based on
some triggering event.

Despite the relative efficiency of Medicare and
Social Security, concerns over the solvency of
existing programs going forward may make

the creation of additional social insurance
programs difficult. Though both programs face
demographic challenges, it is important not to
confuse this particular demographic moment
with the overall model, which can be constructed
to ensure adequate financing under a variety

of demographic scenarios. Given the current
political and economic environment, any new
program for financing LTSS — whether it is social
insurance or subsidies for private insurance

— should be able to pay for itself through
premiums, taxes, or other revenue streams. An
effective approach to LTSS financing will not
only reduce the growth in Medicaid expenditures,
but also alleviate some of the current pressure

on Medicare, particularly for those with chronic
health conditions and functional limitations that
result in high Medicare spending."”

Applying the Social Insurance
Construct to LTSS Policy
Solutions

Having discussed the applicability of social
insurance to the financing of LTSS, it is
important to consider how Social Security

or Medicare — the nation’s two major social
insurance programs — can provide a platform to
help individuals finance their LTSS needs.

Like most health insurance plans, Medicare
is built around an indemnity/care model that
reimburses providers who offer a defined set

of services. This model is suitable for services
that require significant clinical knowledge and
the use of advanced technology. It also works
well when the needs of the eligible population
are fairly homogeneous and individuals
themselves do not possess the knowledge to
piece together a package of services.

The indemnity/care model is familiar to

most Americans and gives policymakers
mechanisms for monitoring utilization,
assessing outcomes and controlling costs.

But this model has its drawbacks. Claims
procedures are complex and require constant
scrutiny and a process for resolving disputes;
the model also requires tracking of utilization
to monitor benefit limits and maximums.
Perhaps most importantly in the case of LTSS,
the package of benefits can become outdated as
modes of service delivery change.

Social Security, in contrast, follows a disability
model that provides a monetary benefit. Other
examples of programs with monetary benefits
include the U.S. Department of Veterans
Affairs’ Housebound and Aid and Attendance
Allowance Program created in 1951, and

the Medicaid program known as Cash and
Counseling, which started as a demonstration
program in four states in the late 1990°s.%
Rather than provide a particular set of services,
the disability model is designed to supplement
a person’s income and improve his or her
economic well-being. The disability model

has advantages: it can cover a heterogeneous
population and offers consumers the flexibility
to select the combination of goods and services
that they deem necessary; cash models are
often associated with greater consumer
satisfaction.?!

There are disadvantages to a monetary benefit.
It is almost certainly more expensive since all
eligible individuals who make a claim will use
100 percent of the available benefit. The cost
differential can be addressed by discounting
the cash benefit, as is done in Germany,

where the monetary benefit is approximately
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half the value of the in-kind option. The other
major disadvantage of a monetary benefit may
be the difficulty of monitoring how funds are
spent — for example, ensuring the quality of care
provided and guarding against situations where
the monetary payment is spent inappropriately
by someone other than the beneficiary. A
monetary payment also requires an administrative
structure that includes uniform and fairly strict
eligibility determinations, counseling, periodic
reassessments and other forms of oversight to
address concerns of fraud and abuse.

Expanding Medicare to Include LTSS
Medicare has long been seen as a natural
platform for creation of an LTSS benefit.??
Certainly, expanding Medicare makes
demographic and administrative sense. The
15 percent of Medicare beneficiaries with
chronic conditions and functional limitations
account for one-third of Medicare spending.?
Medicare’s near universal reach addresses
concerns about adverse selection while also
eliminating the incentive to transfer assets that
may be created by a means-tested program
like Medicaid.** Expanding Medicare would
also take advantage of current efforts under
the ACA to increase the coordination and
integration of acute care and LTSS across a
range of providers.

Such an approach would require a reworking
of Medicare’s eligibility rules. Individuals

are eligible for Medicare based either on a
combination of work history and age, or on a
determination of disability. Medicare relies on
the definition of disability used by the Social
Security Disability Insurance (SSDI) program:
the inability to perform one’s current work
due to a medical condition that is expected

to last at least one year or result in death.

This is an appropriate disability standard for
the provision of health insurance in a system
where most people purchase coverage through
their employer. It may not be appropriate,
however, for a program designed to assist
individuals no longer in the workforce who
may need help with activities of daily living

(ADLs).” Including an LTSS benefit in
Medicare may instead require borrowing from
the eligibility standards used by state Medicaid
programs. It may also require for the first time
that Medicare have a tiered package of benefits
in which not all beneficiaries would be eligible
to receive all benefits. For example, individuals
might become eligible for acute care coverage
when they turn 65 or meet the current SSDI
standard for disability but might not be eligible
for LTSS benefits until they are considered
disabled according to state Medicaid standards.

Social and private insurance mechanisms are
not mutually exclusive options for managing

risk. In fact, the former has often provided a
base of support around which the latter has
flourished.

The options outlined below are an attempt to
identify the mechanisms within the Medicare
program that could be utilized to improve
access to LTSS through social insurance.
These options are not mutually exclusive;
several could be combined to ensure an
appropriate mix of public and private
insurance mechanisms. This is apparent from
the Appendix, which sketches out the basic
features of each option and its likely impact.

1. An Incremental Benefit. Ending

the “home bound”*® requirement for
Medicare home health services and the
three-day hospitalization requirement for
Medicare coverage of skilled nursing care
would inch Medicare closer to providing
an LTSS benefit without changing the
basic elements of the program. Such
incremental changes would build on the
recent legal settlement clarifying access
to home health care when a beneficiary’s
health is not expected to improve.?’
These two incremental steps would also
address growing concerns about hospitals
keeping beneficiaries for observation
without admitting them — a practice that
can leave beneficiaries with large out-
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of-pocket costs if and when they are
moved to a skilled nursing facility.?®
Although an incremental benefit would
help individuals in need of post-acute
care and would expand the kind of
skilled care available to beneficiaries
outside a hospital setting, it would do
little to improve access to custodial
care for individuals who are unable

to perform ADLs but want to remain

in the community. Nor is it clear that
this incremental expansion of benefits
would be the least costly option, since it
would increase access to a set of high-
cost services delivered by agencies and
institutions.

2. Limited First-Dollar Coverage.
Another option is expanding Medicare
Part A to include first-dollar coverage
of custodial nursing home care as well
as HCBS aimed at diverting people
from nursing homes, preventing
unnecessary hospitalization and reducing
readmissions. Though services would
only be available to a beneficiary on a
short-term basis, the expanded coverage
would help many eligible individuals
avoid or postpone institutionalization; it
would also enable eligible individuals to
avoid or postpone the impoverishment
that comes with Medicaid eligibility.?
Access to the benefit would be based

on functional impairment (for example
whether an individual needs assistance
with two or three ADLs or has a severe
cognitive impairment that requires regular
supervision). The benefit could include
consumer-directed as well as agency-
provided HCBS.

The benefit would provide some measure
of assistance for all people with ADL
limitations. A two-year benefit would
assist 42 percent of people who quality
for the duration of their disability; a
one-year benefit would assist 25 percent
of people for the duration of their

disability.*® The financial burden created
by the waiting period would depend on
the services needed by the individual.
Three months of skilled home health
care cost an average of $10,000; three
months of care in a nursing home (with
a semi-private room) cost an average of
$18,450.%

Such limited coverage has clear design
flaws. Younger people with disabilities
may outlive the benefit, remaining
financially vulnerable. Some services,
such as care coordination, may require
continued updating, while others, such
as transitional care, may be necessary
after each episode of illness. This
design, however, is intended to avoid the
potentially open-ended liability of other
options. The benefit would also slow the
growth of state Medicaid expenditures
since fewer people would spend down to
become dually eligible.*

Such an expansion of traditional
Medicare would, however, require
greater coordination between the federal
government and the states, which would
retain responsibility for certifying
providers and ensuring a set of labor and
quality standards in a particular state. The
federal government could even contract
with individual state Medicaid agencies
to deliver benefits to eligible individuals
living in their jurisdiction.

Critics note that a limited first-dollar
benefit targets resources poorly since
middle-income individuals with relatively
light LTSS needs would be able to get
assistance with services that they could
purchase on their own in the absence of a
benefit. Such an argument misrepresents
the nature of social insurance, which
seeks to provide a broad pooling of risk
and a universal floor of support so that
everyone participates and everyone may
potentially benefit. In this case, targeting
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is achieved through a narrower definition
of services, not eligibility.

3. Catastrophic Coverage. This option
would create a Medicare Part A benefit
that covers out-of-pocket expenses after
a lengthy waiting period defined either in
time (beneficiary has paid for three years
of home care services) or expenditures
(beneficiary has paid for $50,000 in home
care services).”® Expressing the waiting
period in service hours would create

an incentive for individuals to manage
their needs in the most economic manner
possible. State Medicaid programs would
see savings since they would transfer

to Medicare expenses above threshold.
Providers would also benefit since private
insurance and Medicare reimburses

at a higher level than Medicaid, as do
uninsured private pay consumers.**

This option would offer risk-averse
individuals some certainty about the
upper limit of their LTSS costs; it would
create an insurable zone — a front-end
space — that could be filled by personal
savings or private insurance. Having the
federal government provide reinsurance
would reduce plan liabilities significantly
and lower LTSS insurance premiums.
For individuals with chronic functional
impairment, a benefit that covers their
catastrophic care may enable them to
avoid impoverishment if they can afford
insurance or can pay for the initial
services.

The benefit, however, would be available
to anyone with sufficient functional
impairment, regardless of whether they
could actually pay the out-of-pocket

cost of care during the waiting period

or had to rely on Medicaid. Most people
with chronic functional impairment

who rely on Medicaid would continue

to rely on Medicaid for services below
the threshold.® If the waiting period is

very long — such as three years — then
catastrophic coverage may not assist
individuals with average out-of-pocket
costs that are unlikely to exceed the
threshold.

4. Expanding Medicare Managed
Care. Incorporating LTSS coverage into
Medicare Advantage (MA) plans would
highlight new methods of organizing
care and emphasize the potential benefits
of care integration. Plans could include
case management, personal care services,
transportation, daycare, prepared meals,
respite care and social services. This
approach would build on the lessons
learned from the development of Social
Health Maintenance Organizations (S/
HMOs), the Program of All-inclusive
Care for the Elderly (PACE) and the
current dual eligible integration projects
that offer eligible beneficiaries access

to LTSS through capitated financing
arrangements.

If traditional Medicare were expanded

to include LTSS coverage, the expanded
benefit would naturally become the basis
for the MA benefit. In this case, federal
payments to managed care plans would
be increased to reflect the additional costs
of providing LTSS in fee-for-service
Medicare.

Even without an expansion of traditional
Medicare, MA plans could still be allowed
to offer LTSS as an optional supplemental
benefit for which plans could charge an
additional premium. Benefits and premiums
would vary among plans but would
presumably be limited to minimize plans’
financial exposure and control premiums.
The optional supplemental package

might be expensive, given the potential

for adverse selection, which could be
exacerbated by variations in benefits and
pricing among plans.
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Alternatively, MA plans could be required
to include LTSS as part of the basic

benefit set by the federal government, with
capitation amounts adjusted accordingly.
Requiring all MA plans to include some
minimum LTSS would reduce the potential
for adverse selection among plans. Without
LTSS as a component of traditional
Medicare, however, it 1s not clear if federal
payments could be risk-adjusted adequately
to compensate plans for both the cost of
LTSS and the more significant health risk
of beneficiaries that would be attracted to
MA plans. This option also raises a number
of questions about the phase-in needed for
plans to develop the capacity to provide and
manage such benefits.

5. Comprehensive Public Insurance.
Expanding Medicare to cover LTSS

more fully can be accomplished in
number of ways. One option is to create
a new voluntary part of Medicare (such
as a Medicare Part E) with benefits
comparable to private insurance.’® As
with Parts B and D, this new benefit
would be voluntary and financed through
a combination of beneficiary premiums
and general revenues, with the latter used
to reduce premiums, attract enrollment
and increase the size of the risk pool.
With voluntary enrollment, the enrollment
period would need to be limited and

it might be necessary to impose cost-
sharing on current Medicare benefits that
resemble LTSS in order to avoid gaming
the system.

Eligibility would be based on the inability
to perform either two or three ADLs

and benefits would be available after

an initial waiting period of 90-days.

The benefit would last longer than the
temporary first-dollar coverage described
above (private long-term care contracts
currently offer services from anywhere
between two and 10 years, with five years
as a common upper limit). Individuals

who are functionally eligible but cannot
afford services or arrange for informal
care during the waiting period would
receive LTSS through Medicaid.’” The
new LTSS benefit would be a blend of the
indemnity and disability models since it
could provide reimbursement for care up
to a certain dollar amount per day.

The new LTSS benefit would replace
private insurance in its current form,
since premiums for private coverage
would exceed the subsidized premiums
for the new Medicare benefit. The
replacement would carry a substantial
cost since societal subsidies for the new
Medicare Part E would replace a portion
of the beneficiary dollars that now go into
private insurance.

Alternatively, the comprehensive

LTSS package could be incorporated

as a component of Medicare Part A.

By building it into Part A, the benefit
would be mandatory and financed by
current workers through an increase in
the payroll tax rather than financed by
current consumers and taxpayers through
a combination of premiums and general
revenue. This benefit design would also
eliminate the market for private LTSS
insurance or at least limit it to providing
supplemental coverage for the highest-
cost cases.

With all of these options, the financial impact
on states would depend on whether the federal
government created a “claw back” provision
to recoup dollars for services that are currently
provided under Medicaid.

Of course, it is not necessary to organize or
administer an LTSS benefit through Medicare.
An LTSS benefit could be established as a
stand-alone federal program with its own
dedicated funding. This scenario would
require additional efforts to ensure that the
new benefit would be integrated with the
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existing Medicare program to provide seamless
access to the continuum of LTSS and acute
care medical services and was structured to be
financially solvent.

An effective approach to LTSS financing will
not only reduce the growth in Medicaid
expenditures, but also alleviate some of the

current pressure on Medicare, particularly
for those with chronic health conditions and
functional limitations that result in high
Medicare spending.

An LTSS Benefit Based on Social Security
Medicare was created to help people access
complex services provided by highly skilled
medical professionals. LTSS is fundamentally
different. While some LTSS is provided

by skilled and licensed staff, often the care
people want most — personal care services,
respite care, home modification services

and transportation services — is provided by
unlicensed workers and guided by the personal
preferences of consumers. Consumer-directed
care has become popular because LTSS is
much more personalized than acute care.

Arguably an LTSS benefit is as much about
income replacement as it is about providing
access to a standardized set of skilled services.
Social Security, designed as a cash benefit to
boost the income of older adults, may be a
good model for an LTSS benefit, especially if
the onset of a disability leaves an individual
with a modest gap in financial resources.’® A
benefit of $70 a day, for example, may fund
enough home care each week to meet the needs
of the average older adult with disabilities;
such a benefit could also complement the
incremental expansion of Medicare described
above. By itself, however, a monetary benefit
is likely to fall short for people with serious
medical needs that require around-the-clock
home health care or seek institutional care.

A monetary benefit would complement the
efforts of states and the federal government

to improve models of capitated, risk-based
managed care for the dually eligible with

LTSS needs. At least 25 states are actively
working with the federal government to
integrate Medicaid and Medicare services.*
The next few years may be a time to focus on a
monetary benefit that increases the resources of
individuals with disabilities — complementing
rather than competing with or complicating
changes currently ongoing in the health care
delivery system.

The duration of the benefit is a key design
issue. A lifetime benefit is an attractive
feature of existing social insurance programs
like Medicare and Social Security, but it
would in the case of LTSS drive up program
costs significantly. A benefit of limited
duration would offer some assistance to all
who are functionally eligible; that would in
many cases be sufficient to meet the needs
of a beneficiary.** Of course, the shorter

the duration of the benefit, the greater the
opportunity for private plans to offer a wrap-
around benefit.

One could also cap coverage by limiting

the benefit to the cost of a specific basket of
services. For example, one proposal developed
by stakeholders in Washington State would
offer a monetary benefit pegged to the annual
cost of the nursing care provided in a skilled
nursing facility.*! This was done not simply for
budgetary reasons but to make the assistance
site neutral.

A monetary benefit allows policymakers

to project costs with relative confidence

and to avoid reliance on reimbursement
methodologies that inevitably become
vulnerable to political manipulation and
redefinition in a way that distorts markets. For
people who acquired a disability early in life
or developed a serious medical illness lasting
many years, this kind of temporary monetary
benefit will need to be combined with other
LTSS benefits.
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Financing Mechanisms for these
New Options

America’s social insurance programs were
originally financed through a payroll tax on
current workers that funded benefits for current
retirees. Surplus revenues were invested in
government-backed securities to help future
retirees. Social Security and Medicare are
intergenerational transfers that build on the
promise that future workers will finance the
future retirement benefits of today’s workers.
Medicare also relies (in Part B and Part D)
on premiums paid by current beneficiaries
combined with subsidies from general tax
revenues. Participation in the tax-financed
programs is mandatory, whereas participation
in premium-financed programs is voluntary
(with an opt-out in Part B and an opt-in in
Part D). General revenue subsidies in Parts

B and D substantially reduce the premium
cost to beneficiaries, providing an incentive
to enroll and ensuring adequate take-up rates.
Such social insurance programs are paid for
by current enrollees and taxpayers — many of
whom have a personal or family stake in the
provision of services.

The choice of an appropriate financing
mechanism for a social insurance LTSS
program is contingent upon decisions about the
mandatory or voluntary nature of the program,
the suitability of intergenerational transfer
versus beneficiary financing, and the degree

of progressivity needed to make the program
equitable and workable.

The proportionality of payroll taxes make
them moderately regressive, particularly when
taxable wages are capped, wage earners no
longer receive the gains from productivity, and
rapidly growing non-wage compensation is
excluded from the tax. While the progressivity
in Social Security’s benefit formula can offset
some of the regressivity in the tax, benefits in
the Medicare program are generally unrelated
to income. While an LTSS benefit could

have higher cost-sharing for high-income
beneficiaries, it will not be able to offset

a regressive financing mechanism with a

progressive set of benefits.

A more progressive way to structure the tax
financing of an LTSS program would be to
add an income surcharge on all tax brackets.
An across-the-board income surcharge of

one percentage point applied to all federal

tax brackets would raise substantial revenue

— estimated to be $55 billion annually, with

a relatively small burden on households with
income in the bottom 40™ percentile.*> An
important consideration in any tax approach

is the extent to which the revenues are tied to
growth in the economy. Taxing any commodity
or economic activity that is declining would
be counterproductive, particularly since any
legislative adjustment would be challenging in
the current political environment.

The reliance on tax-financing can be reduced
by developing a premium that would shift
some portion of the costs from wage earners
to current beneficiaries and taxpayers more
broadly. Premiums reinforce the notion that
the program is a form of insurance and they
allow individuals to make a straightforward
cost-benefit calculation. A recent survey of
Hawaii residents found that a clear majority
(57 percent) would be willing to pay an
amount less than $40 a month for an LTSS
program with a monetary benefit.** While a
uniform premium is the most regressive form
of financing, it can be moderated by subsidies
for low-income beneficiaries (as with Medicare
Part D) or means-tested for higher-income
beneficiaries (as with Medicare Part B).

It is time to change the paradigm for LTSS
financing, moving away from a welfare
program in which assistance is provided on a

means-tested basis and toward an insurance-
based model that allows people to spread
risk and plan ahead for their LTSS needs.
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Conclusion

The current system of LTSS financing is
problematic at best. The lack of coverage leads
to significant unmet need, while governmental
payers strain under the cost of providing LTSS
through vital programs such as Medicaid. Since
middle-income Americans have few financially
viable options to plan ahead for their potential
LTSS needs, one’s income security often
depends on medical luck. Medicare covers
surgery for congestive heart failure, but it often
does not cover the daily care needs of someone
with symptoms of late-stage Alzheimer’s
disease. Someone who needs the latter care is on
his or her own. As a country, we have a program
to help with LTSS when someone becomes
impoverished, but nothing to prevent it.

It is time to change the paradigm for LTSS
financing, moving away from a welfare
program in which assistance is provided on a
means-tested basis and toward an insurance-
based model that allows people to spread risk
and plan ahead for their LTSS needs. While

a means-tested program like Medicaid has a
critical role in ensuring millions of low-income
individuals and individuals overwhelmed by

www.TheSCANFoundation.org

the cost of care have access to LTSS, social
insurance is the most efficient and affordable
way to address the risks of disability and aging
in advance. A universal compulsory program
that spreads risk broadly could improve access
to affordable services, relieve the burden

on state Medicaid programs, and provide a
vehicle for Americans to take greater personal
responsibility for their LTSS needs.

Addressing LTSS is not an all-or-nothing
proposition. It is not necessary to address every
kind of risk that a person faces to improve the
current situation. Social insurance programs
typically allow private market mechanisms

to provide supplemental coverage. More
importantly, there may be a political as well

as a practical wisdom in focusing on LTSS
changes that start to shift us away from

the current system while we explore the
complementary roles of government and the
private sector in meeting our LTSS needs.
Only once that has been accomplished can
policymakers focus on critical decisions
around benefit design and financing options
that hold real promise of improving the quality
of life for the large number of Americans in
need of LTSS today and tomorrow.
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Appendix

_ Summary of Medicare Options

Type of Benefit

Description

Comment

Incremental Benefit

Modify Part A by eliminating the “home
bound” requirement for home health
benefit and the three-day hospital rule
for SNF coverage.

Helps with post-acute care, increases
access to skilled care.

Does not help with people seeking
access to HCBS or custodial care.

Temporary, First-Dollar Coverage

Expand Part A to provide time-limited
access to custodial nursing care, HCBS,
transitional care services. May include
consumer-directed, agency-provided
HCBS.

Assists all ADL-eligible individuals with
LTSS needs; allows some individuals to
avoid or postpone institutionalization.

Reduces Medicaid expenditures.
Allows for respite care.

Younger people with disabilities likely to
outlast the benefit.

Avoids federal open-ended liabilities.

Catastrophic Coverage

Expand Part A to include a lifetime
benefit covering most out-of-pocket
costs after significant waiting period.

(2-3 years or $50,000 in services).

Helps small number of people with high-
cost needs.

Reduces state Medicaid expenditures
by transferring custodial care in nursing
homes and other high cost cases to
Medicare.

Most people who become Medicaid
eligible will continue to rely on Medicaid
for services below the threshold.

Increases reimbursement for providers.
Creates insurable zone, but increase in

private insurance coverage likely to be
small.

Managed LTSS

(1) MA plans permitted to add LTSS

as optional supplemental benefit and
charge enrollees an additional premium.
Benefits, premiums would vary among
plans.

(2) Mandatory expansion of current MA
program to cover specified benefits;
plans would have flexibility to offer
additional benefits.

Provides LTSS as part of a package of
integrated care.

Concern whether MA plans will have
experience integrating acute care and
LTSS but current demonstration should
provide CMS with expertise and may
bring Medicaid managed care plans into
Medicare.

Comprehensive Public Insurance

(1) Create a Medicare Part E with similar
benefits as above. Voluntary enroliment
during limited window of time.
Subsidies, added cost-sharing on existing
Medicare benefits that overlap with LTSS
to control for adverse selection.

(2) Expand Part A to cover LTSS services
similar to what is currently offered by
private plans. Mandatory enrollment; no
medical underwriting, no subsidies.

Designed to cover needs of the average
older adult.

Waiting period unlikely to impose major
financial burden.

Expansion of Part A to become the basis
for expanded MA coverage.

Private LTSS insurance would be
eliminated in option (1) and (2).
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$100,000 a year. The base rate for assisted living facilities averages $41,000 a year, while adult
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