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PREFACE TO THE 12TH EDITION

' INCE the first edition of How o Cover the Gaps in Medicare
w was published in 1983, a virtual revolution has occurred in the
Nation’s system of health care for senior citizens. The costs of
hospitalization, Medicare and supplemental health insurance premi-
ums, and nursing-home care are much more than they were then.
Doctors and hospitals now are paid according to Government-man-
dated price arrangements and are threatened by the Government and
insurers with sanctions unless they “cut costs” wherever possible.
Conclusive evidence of the full effects of such practices on the qual-
ity of patient care is not yet in, but it is clear, for example, that
clderly patients are being discharged from hospitals much sooner
than ever before. -

Whatever the clinical effects of these changes may be, the finan-
cial impact on elderly health care consumers of health care price
increases over the past 17 years has been dramatic, For example,
currently two-thirds of elderly nursing home residents are Medicaid
recipients. Indeed, in recent decades the health-related financial prob-
lems-of America’s senior.citizens have emphasized the need for
eiderly individuals and their families to seek a range of options that
encompasses both health and long-term care if they are to avoid
financial ruin. : :

It would be impossible in a general discussion to describe in great
detail ail of the ramifications of current health care and long-term
care trends, or all of the opportunities available to people.in different
circumstances. It is possible, however, to describe the principal con-
siderations that all of us ought to take into account when we plan for
our own futures—and when we exercise our rights as citizens in
choosing what type of health care “system” will provide widest
accessibility to the best medical care at the lowest cost.

Part 1 of this book briefly describes the history and current provi-
sions of Medicare, which have undergone numerous changes in the
past decade. It also traces the history of the “medigap”-—the portion
of elderly health care costs that has not been covered by either Medi-
care Part A or Part B. Despite all the talk of “cost containment” there
is little evidence that the medigap has begun to shrink. On the con-
trary, the medigap has grown wider and may continue to do so.
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Part 2 describes Medicare supplernental health insurance and dif-
ferent medigap policies. The most significant change since the first
edition of this book was published has been the introduction of the
National Association of Insurance Commissioners’ model regula-
tion for ten standardized Medicare Supplemental Insurance policies.
Chapters VI, VII, and VIII review these policies and provide criteria
for selecting one. Major changes in Medicare were introduced in
1998, and these are discussed in Chapter IX. '

Part 3 discusses long-term care options. Many of the aged under-
standably are concerned that the costs of long-term care in a nursing
home will leave either themselves or their spouses financially desti-
tute. In fact, there are a variety of protections against the costs of
such care. Not-only have continuing-care and heme-care alternatives
widened in the past two decades, but changes in Medicaid eligibility
rules opened the door to far greater “middle class™ participation in
that program. Recent legislation has altered some of the rules and
penalties relating to transfers of assets in order to become eligible for

Medicaid but it is doubtful that these developments will seriously

curtail Medicaid eligibility. ,. ‘ .

Part 4 considers end-of-life decisions that have been necessitated
by court rulings relating to “right-to-die” issues. The fact is that your
wishes respecting the type and extent of medical care that you re-
ceive if you become unable to make your own decisions probably
will not be honored unless you follow the specific procedures man-
dated by the “living will” legislation. ' '

" Lastly, an appendix considers some of the issues that have framed
the debate over public versus piivate health care systems, and which
proimise to attract greater public interest as the costs as well as ben-
efits of public health care become more apparent.

The task of insuring oneself | against the risk of illness and the
vicissitudes of old age is growing increasingly complex. At the same
time, the risks of not insuring oneself are more threatening than ever.

It is our hope that the pages that follow will be useful as an introduc-

tory guide to obtaining whatever protection is available.

I am grateful to my colleague, Dr. Charles Murray, who provided
the primary research and editorial support for the preparation of this
new edition of How to Cover the Gaps in Medicare, and to Jon
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Sylbert, who designed the text and graphics.
‘Robert A. Gilmour

Great Barrington
January 2000




Part 1
THE MEDICARE QUANDARY
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THE HEALTH INSURANCE PRINCIPLE

S with other forms of insurance, the purpose of health insur-
8 ance is to reduce the financial burden of risk by dividing

. losses among many individuals. In general, health insurance
in Amenca has worked much as life insurance, homeowners’ insur-
ance, or antomobile insurance. The insured pays the insurance com-
pany a specified premium and the company guarantees some degree
of protection. And like other types of insurance, heaith insurance
premiums and benefits are figured on the basis of average experi-
ence. Insurance company actuaries rely on aggregate statistics that
tell them how many people in a certain population group will be-
come ill and how much their illnesses will cost in order to fix rates
and benefits.

Here the similarity ends. Unlike life insurance or homeowners’
insurance, the value of health insurance is nof measured by the ac-
tual amount promised as a benefit—as in a $25,000, $50,000, or
$100,000 life or homeowners’ policy. And unlike automobile liabil-
ity insurance, which fixes a limit on the amount that the company
will pay, health insurance is “open-ended.” That is, no one can say
what the maximum benefit return on any given policy will be. Health
insurance limitations often are measured by time (90 days, 6 months,
1 year, etc.) rather than by dollar amounts. Unlike other forms of
insurance, the value of health insurance is measured according to the
extent by which it reduces potential risk in the event of illness. In
short, how much would the patient still owe after all insurance
benefits were exhausted?

The Unpredictability of Iliness or Inﬁrmuy
Average Risk vs. Potential Risk

From the individual consumer’s perspective, illness or infirmity
must be regarded as totally unpredictable. The uncomfortable truth
is that no one can predict when illness will strike or what form it will
take. Nearly everyone has friends or loved ones who have been hit
out of the blue with serious illness or disability. And often the reac-
tion is: “I never would have believed it could happen to such-and-
such.” Conversely, we all know people who for years think they are
desperately ill, yet live on to a ripe old age. In short, sickness—as
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well as good health-—often comes as a surprise. The belief that the
future is easily predicted seems to be a persistent type of human
behavior (especially among somé economists who ought to know
better). It must, however, be excluded from any thought regarding
health insurance.

It is-also crucial that average risks not be confused with potential
risks: Insurance companies structure policy coverages and premium
rates around the likelihood. of certain conditions occurring. To be
sure, a certain percentage of a specified group of people will contract
a certain disease or become disabled. But this average risk experi-
ence is of little practical value to the individual. :

The insurance buyer must be concerned with potential risks
that seidom occur, but that everyone nevertheless faces. This
point is of the utmost importance, sincé many insurance companies
cite average statistics in their sales promotions. Far too many people
have been misled by sales presentations giving general figures that
frighten them. into believing they will contract a certain disease or
require a certain type of care. Some companies have relied almost
exclusively on the power of such frightening figures to generate
purchases of their policies. Again, although the averages may be
accurate, they bear no relation to the potential risks arising from the
unpredictability of illness.- - - :

A hypothetical case from a less emotionally charged situation will
illustrate the point. Let us assume for the sake of example that more
automobiles are painted whité than'any other color and that on aver-
age white cars are involved in more accidents than any other. The
question is, would you purchase automobile insurance that protected
you only in the event that a whife automobile collided with you?
Obviously not. : s .

The unpredictability of illness and health care costs during recent
decades has thrown the health insurance industry into disarray, and
this fact has important implications for all health insurance buyers—
elderly ornot. Aside from the unpredictability of illness, the costs of
diagnosing and treating many conditions are uncertain. First, medi-
cal technology is rapidly altering diagnostic and therapeutic proce-
dures for most illnesses. Sometimes the actual costs go up, and
sometimes they go down. Second, illness varies from place to ptace
and from population to population. There is no sufficiently reliable
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way of predicting what will happen in any given arca on the basis of
aggregate experience. Third, and most important, health care costs
vary greatly. Historically, hospital and doctor fees have varied widely
from place to place. Medicare administrators have attempted to regu-
late both hospital and physician fees. But these attempts have intro-
duced new factors that have further complicated Medicare reim-
bursement procedures.

The consequences of these uncertainties—all of which are related
to the unpredictability of illness—are enormous. To a greater extent
than in other types of insurance, actuarial “science” in the health
insurance field is unreliable.

The result has been an enormous variation in premiugus and losses,
and this has offered tremendous variation in value for the health
insurance buyer. It may pay to expend considerable effort in price
shopping for “medigap” insurance; and in that endeavor it is hoped
that this booklet will be a useful resource.
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MEDICARE

insured under Medicare’s Hospital Insurance (Part A) and Supple-

IN order to purchase any medigap insurance policy, you must be
mental Medical Insurance (Part B). Howéver, coverage under

‘both Medicare insurance programs has been subject to frequent

change. And each time Medicare’s coverage has changed, the terms
of covérage of the various medigap policies then in force have also
changed. Medicare administrators base their premiun decisions and
claims payment practices on existing legislation. But as the brief
history below suggests, the Medicare laws could change again any-
time. Although it may be unsettling, virtually all health insurance
decisions that today’s senior citizens face should be made with the
understanding that they probably will be temporary ones.

Medicare’s History

The Medicare program, enacted on July 30, 1965 as Title XVIIT of
the Social Security Act, became effective July 1, 1966. It consists of
two separate parts, Hospital Insurance (Part A) and Supplemental
Medical Insurance (Part B). Medicare coverage initially included
only Social Security retirement beneficiaries, but subsequently has
undergonie many changes. Since it first became effective, the Medi-
care program has been extended at different times to provide cover-
age to disabled persons entitled to monthly cash benefits under So-
cial Security or the Railroad Retirement program, to pay benefits for
hospice care for terminally ill patients, to make Medicare the sec-
ondary payer for all workers aged 65 or older and their spouses who
are covered by employment-based health insurance, to include pay-
ment for immunosuppressive drugs to transplant patients, to provide
home health care benefits, and to provide coverage for mental hiealth
services. '

A comprehensive expansion of Medicare benefits was encom-
passed in the Medicare Catastrophic Coverage Act of 1988, under
which the elderly and disabled were to be protected against the costs
of catastrophic medical bills. This Act also provided for broad cov-
erage of outpatient prescription drugs. The new Medicare benefits
were to be financed through increases in both Part A and Part B
premiums, which sparked a wave of protest from beneficiaries.
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As a result, the Medicare Catastrophic Coverage Repeal Act of
1989 rescinded the Medicare catastrophic benefits legislated the pre-
vious year and generally restored Medicare benefit levels to those

available prior to January 1, 1989. The earlier legislated premium -

increases were canceled. An important feature of the Repeal Act
holds that “Hospital and skilled-nursing facility days used in 1989
will not be counted when calculating an individual’s balance of
lifetime reserve days.”

Initially, Medicare reimbursed healthcare providers on a fec-for-
service basis. However, since 1985, Medicare payments to hospitals
have been made under the “Diagnosis Related Group” (DRG) sys-
tem, which in most cases pays the hospital a fixed fee according to
the diagnostic group (i.e., illness) for which you are admitted, no
matter how long you stay or what treatment is given. Changes have
been made in the terms of benefit payments to Medicare physicians.
Under the Omnibus Budget Reconciliation Act of 1989 (OBRA),
Medicare physicians are paid according to a fee schedule that was
phased in over 5 years, beginning in 1992. The fee schedule is based
on what Medicare authorities deem to be a “relative value scale” that
pays physicians according (o the number of years of training they
have received, their overheads, and “geographical differences.” The
Act also limits so-called excess charges, or what doctors may charge

over and above the Medicare allowed fee. This last provision is of |

great significance, inasmuch as doctors’ charges in excess of
Medicare’s approved fees usually have constituted one of the largest
financial risks of Medicare beneficiarics. In effect, this legislation
has reduced somewhat this category of risk. More recent federal and
state legislation has restricted even further what doctors can charge
in excess of the Medicare allowed fee.

Most important from the point of view of 'this booklet, the Oroni-
bus Budget Reconciliation Act of 1990 directed that new standards
be set for Medicare supplemental insurance (medigap) policies. Ac-
cording to the legislation now in force, there must be a 6-month
“open enrollment” period for new beneficiaries aged 65 or older
during which insurers may not deny coverage or discriminate in the
price of the policy. That is, new Medicare subscribers now are guar-
-anteed the availability of medigap insurance at “regular” premium
prices regardless of their health history or present condition. (The
insurer may make you wait for up to six months before it pays

14
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benefits for preexisting conditions, but it cannot turn you down.)
Moreover, under current law a medigap policy may not be canceled
or a renewal refused by the insurer solely on the basis of the health of
the policyholder.

Beyond this Federal legislation, the National Association of In-
surance Commissioners (NAIC) developed model standards for ten
Medicare Supplemental Insurance policies. According to these model
standards, insurers are limited to providing policies that adhere to
the coverage requirements in the ten model policies. Chapter VI
discusses, and Chapter VIII describes a statistical procedure for com-
paring the relative value of cach policy.

Subsequenily, the enactment of Medicare Part C
(Medicare+Choice) legislation in 1997 introduced several private
market-based Medicare health plan options to choose from: that pro-
vide an alternative to participating in the comventional Medicare
plan and purchasing one of the ten standardized supplemental insur-
ance policies. The options available under Medicare+Choice are
discussed in Chapter IX.

Who is Eligible for Medicare?

Anyone who is entitled to monthly benefits under the Social Secu-
rity or Railroad Retirement program is automatically eligible for
premium-free benefits under Medicare’s Hospital Insurance (Part
A). These persons will be automatically enrolled in Medicare Part
A. In addition, several other classes of persons, who must apply for
coverage, are eligible for Medicare Part A, including:

— any disabled individual under age 65 entitled to monthly dis-
ability benefits for a total of 24 months (not necessarily con-
secutive) under Social Security or the Railroad Retirement pro-
gram is entitled to Medicare Part A coverage (spouses and chil-
dren of disabled beneficiaries are nof eligible for Medicare ben-
efits); disabled persons who become ineligible for Social Secu-
rity benefits because their earnings exceed the maximuimn al-
lowed have the option to purchase Medicare coverage;

— anyone under age 65 who has end-stage renal disease and who is
either fully or currently insured, or is entitled to monthly ben-
- efits under the Social Security or Railroad Retirement program
or is the spouse or dependent child of such an insured persen or
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MEDICARE PART B USUALLY PROVIDES COVERAGE FOR:

Physician services
Hospital outpatient services

Physical therapy, speech pathology, and occupational therapy by phy-
sicians or institutional providers

Services of independent physical and occupational therapists, subject
to limits

Non-routine vision services by an optometrist, if they would be cov-
ered when performed by a physician (ophthalmologist)

Diagnostic x-ray, laboratory, and other tests

X-ray, radium, and radioactive therapy

Mammography screening

Some drugs that cannot be self-administered

Blood transfusions after the first three pints per year

Surgical dressings, splints, casts, etc., when ordered by a doctor

Necessary ambulance services

Rental (and in some cases purchase) of durable medical equipment for
home use, when prescribed by a physician :

Home health services (same as Part A)

Artificial replacements

Colastomy, ileostomy  and urostomy bags and supplies
Braces for limbs, back, or neck

Mental health services

beneficiary. Eligi%ility begins on the first day of the third month
following the month in which either dialysis terminates or the
individual has a renal transplant;

— anyone aged 65 or older enrolled in the Medicare Supplémental
Medical Tnsurance program (Part B) who is not otherwise en-

MEDICARE PART B USUALLY PROVIDES NO COVERAGE FOR:

Acupuncture
Chiropractic services*
Christian Science practitioners’ services*
- Cosmetic surgery (except after an accident)
Custodial care
Dental care* ,
Experimental procedures
Eyeglasses (unless related to cataract surgery)
Foot care*
Foreign health care*
Hearing aids and examinations
Homemaker services ‘
Immunizations except for pneumonia and infection*
" Injections that can be self-administered
Meals delivered to your home
- Naturepaths’ services
Nursing care on full-time basis at home
Orthopedic shoes*
Personal convenience items
Physical examinations that are routine and related testst
Prescription drugs and medicines taken at home
Preventive care
Private duty nurses
Private room*
Services performed by immediate relatives
Services not reasonable and necessary -
Services payable by workers” compensation .
Services or items for which you are not legally obligated to pay

* May be covered under special circumstances.

levied as though no delay in enrollment had occurred.

titled to Part A benefits, upon voluntary participation with pay-
ment of a hospital insurance premium. (The full Part A premium
in 2000 is $301 per month.) Persons who do not purchase Part A
coverage within a specific time after becoming eligible because
of age are subject to a 10-percent penalty for each 12 months
they are late in enrolling. However, the 10-percent penalty will
be charged against the Part A premium for only a specified time
period (twice the number of years enrollment was delayed),
after which the penalty will be eliminated and the premium
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Medicare’s Supplemental Medical Insurance (Pa%'t B) is_avaﬂ_able
to any U.S. resident, either a citizen or lawfully adrmtte;d a_hgn with 5
years continuous residence, aged 65 or older, or any {ngilv1$iual en-
titled to Medicare Part A benefits upon voluntary participation with
payment of the Part B premiurm, which is $45.50 per month in 2000.
In addition, anyone under age 65 who is entitled to Medicare Part A
bepefits may enroll in Part B by paying the premium. Persons who
receive Social Security or Railroad Retirement ben§f1t§ will be auto-
matically covered by Part B insurance unless they indicate that they

17




do not want it when they become eligible for Part A insurance (the
premium is deducted from the Social Security benefit payment).

If you have turned 65 and want to delay your Social Security
benefits, you have to apply for Medicare. If you do not enroll in Part
B during your initial enrollment period but later decide you want
benefits, you can sign up during the general enrollment period each
year (January 1 through March 31). However, your benefits will not
begin until July 1, and your monthly premium will rise by 10 percent
for each 12-month period you are not enrolled in the program.

Under the new Medicare+Choice program, you may opt to join a
Medicare managed care plan (e.g., HMO) if you have both Part A
Hospital Insurance and Part B Medical Insurance, do not have end-
stage renal disease (kidney failure), and live in the service area of the
plan. Although Medicare managed care plans are offered by private
companies, you are still in the Medicare program. You will keep
your Medicare rights and protections as well as receive the regular
Medicare covered services.

To purchase a medigap insurance policy, you must be covered
under both Part A and Part B of the Medicare program. You have a
6-month open-enrollment period (that begins with the first month
that you are age 65 or over and also enrolled in Medicare) to buy the
policy of your choice. During this period, you cannot be denied
coverage or charged a higher price because of current or past health
problems. If you do not enroll during. this period, you may not be
able to get the policy you want, or you may be charged a higher
premium. You do not need to buy a medigap policy if you are in a
Medicare managed care plan, or if you are covered by Medicaid.

Current Medicare Premiums and Coverage

Under the Medicare benefits structure now in effect, Medicare
Hospital Insurance (Part'A) pays most hospital costs for the first 60
days of hospitalization after a deductible amount of $776 (see the
table on pages 12-13 for a summary of current Medicare benefits and
premiums). After that, Medicare pays the balance of covered costs
after the patient pays $194 per day for the next 30 days and $388 per

day for the following 60 “lifetime aggregate reserve” days. After -

150 days of continuous hospitalization, Medicare Part A pays no

benefits. Once the 60-day lifetime reserve has been used, it cannot
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be applied to subsequent illnesses. Should a new episode require
hospitalization after the lifetime reserve has been expended, Medi-
care Part A benefits will cease after 90 days of confinement.

A PRESCRIPTION FOR MORE BUREAUCRACY

in July 1999, President Clinton unveiled the details of his
new proposal to expand Medicare benefits to include coverage
of prescription drugs. This new benefit, which is projected to cost
over $118 billion over the next decade, would be the largest
expansion of Medicare since the program was created in 1965.

Beginning in 2002, Medicare beneficiaries would be able to
voluntarily pay an extra premium of $24 each month for drug
coverage. In return, the government would pay half of the first
$2,000 of prescription drug costs. The premium would gradually
increase to $44 by 2008, at which time the cap on coverage
would reach $5,000. Seniors with incomes below $11,000
($17,000 for couples) would not pay premiums or copayments,
and the government would pay all of their drug costs up to the
coverage cap. (Medicaid now covers prescription drug costs for
poor seniors.}

Interestingly, the president’s plan would not cover the drug
costs that pose the biggest financial risk to the elderly, the poten-
tially huge and often unpredictable “tail-end” drug costs that
might remain after private insurance (e.g., medigap) has paid all
its benefits. In other words, the proposed plan duplicates the
limited prescription drug coverage for “front-end” costs that is
already widely available through insurance companies or by en-
rolling in a Medicare HMO offering such coverage. Paradoxi-
cally, the Medicare Catastrophic Act of 1988 expanded Medicare
to cover most prescription drug costs above a $600 deductible—
i.e., it covered the high tail-end costs. However, the Act was
immediately repealed after the elderly protested the additional
premium, which varied according to income. '

Economically, there is no good reason for the government to
provide “front-end” drug benefits solely on the basis of age. 1t
does make political sense, however. Seniors seem to favor the
subsidy aspect of such a policy over the insurance feature of
covering “tail-end” costs.
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Medicare Part A also pays for the costs of 20 days in a skilled
nursing facility after a hospitalization of at least 3 days and all but
$97 per day of skilled nursing home costs for the next 80 days. After
100 days of such confinement, Medicare Part A pays nothing.

Medicare Part A helps pay for home health care and hospice care.
Home health care includes part-time skilled nursing care, physical
therapy, and durable medical equipment (such as wheelchairs, hos-
pital beds, oxygen, and walkers). Hospital Insurance covers the first
100 visits following a hospital stay of at least 3 consecutive days or a
skilled-nursing facility stay. You must pay 20 percent of the ap-
proved amount for durable medical equipment.

Hospice care includes medical and support services from a Medi-
care-approved hospice, drugs for symptom control and pain relief,
and care in a hospice facility, hospital, or nursing home when neces-
sary. Home care is also covered. You pay $5 for outpatient prescrip-
tion drugs and $5 per day for inpatient respite care (short-term care
given to a hospice patient by another care giver so that the primary
care giver can rest). To receive hospice care, patients must be certi-
fied as being terminally ill. Benefit periods include two 90-day peri-
ods, followed by an unlimited number of 60-day periods.

Medicare’s voluntary Medical Insurance (Part B), which costs $45.50
per month if you enroll as soon as you are eligible, pays 80 percent of
Medicare’s “approved charges” for covered services after the first
$100 per calendar year. In most situations, Medicare Part B does not
provide coverage for outpatient prescription drugs or routine or physi-
cal examinations (unless covered as part of Medicare participating
Health Maintenance Organization [HMO] services). However, Medi-
care now provides for a number of preventive measures such as bone
mass measurements, colorectal cancer screening, mammogram screen-
ing, pap smear and pelvic exams, and various vaccinations. Medicare
Part B home health care benefits have also been expanded to include
80 percent of the costs of durable medical equipment purchased for
such care. The tables on pages 12 and 13 summarize current Medicare
premiums and benefits. The boxes on pages 16 and. 17 list specific
items that are and are not covered under Medicare Part B.

How Claims are Processed and Benefits are Paid
All Medicare participants are issued a Medicare card that contains
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a personal claim number and that must be used whenever a claim is
submitted. This card is the only evidence of Medicare insurance that
most providers will accept, and Medicare will not pay any claims
unless a claim number is provided. (If you are in a Medicare man-
aged care plan, your membership card will have the name of the plan
on it.)

Medicare claims usually are processed by third parties that have
contracted with the government. For Medicare Part A, claims are
processed by insurance companies or other organizations, such as
Blue Cross/Blue Shield, that are known as “intermediaries.” The
hospital will submit charges directly to the intermediary, and the
patient will be notified of any amounts that remain due (i.e., the
Medicare Part A deductible and charges for uncovered services)
after Medicare has paid its benefits.

Medicare Part B claims are submitted directly by the physician
who treats you to a “carrier” to be processed. If the physician agrees
to accept what is known as “assignment,” he or she will be paid
according to Medicare’s “approved charges” schedule and the pa-
tient will be billed only for the Medicare coinsurance amount (i.e.,
the 20 percent not paid by Medicare). If the physician will not accept
“assignment,” the doctor’s office still must submit a Medicare claim
to the carrier in your behalf. The patient will then be billed for the
Medicare coinsurances amount plus any excess physician’s charges

. up to the Medicare-allowed maximum. Current Federal law limits

these excess charges to 15% above the allowed charge. Some state
laws limit excess charges even further.

Medicare also may be the “secondary payer” in certain cases where
other insurance is in force. For example, if you have an automobile
liability insurance policy that pays medical benefits for treatment of
injuries sustained in an auto accident, a claim must be submitted to the
automobile insurer and that policy’s benefits must be paid before
Medicare will pay any benefits. Medicare will pay the remainder of
Medicare-covered charges as the “secondary payer” up to Medicare
limits. Similarly, if you are employed past age 65, are enrolled in
Medicare, and are also enrolled in an employer-sponsored health plan,
Medicare will be the “secondary payer” with respect to Medicare-
covered charges not covered by the employer-sponsored plan. Medi-
care also will be a “secondary payer” under such an employer-spon-
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sored plan for a spouse age 65 or older. Claims and payments process-
ing are considerably different with HMOs, described in Chapter V.

If You Retire Before You or Your Spouse Has Reached Age 65

For most persons, Medicare eligibility begins at age 65. If you
retire before that time, you should, if possible, make arrangements to
continue the employer-sponsored health plan that provided coverage
while you were working—or to convert that insurance to an indi-
vidual policy, an option that in most instances is required by law
(within specified time limits). If you retire at age 65 and become
eligible for Medicare but your spouse is under age 65, current law in
most siates requires that group insurance carriers permit the cover-
age of a spouse and other dependents’to be continued under the
employer-sponsored plan. However, the employer has no responsi-
bility to contribute toward the costs of such insurance and the retiree
will have to pay whatever premiums are required to keep it in force.

The Politics of Medicare

In March 1999, the National Bipartisan Commission on the Fu-
ture of Medicare released the final report of its two-year study. Its
recommendations, endorsed by only ten of the seventeen members—
one short of the number needed to make a formal presentation to
Congress—proposed restructuring Medicare as a defined-contribu-
tion plan, called “premium-support,” along the lines of the Federal
Government employees’ health care benefit plan. Under this pro-
gram, the age of Medicare eligibility would be increased to 67 (in
line with changes in Social Security) and each beneficiary would
receive a fixed payment with which to purchase a public or private
health plan.

The report was immediately criticized by the Clinton Administra-
tion for not including a prescription drug benefit. President Clinton
wants to provide “affordable” drug coverage for all seniors. (See the
box on page 19, “A Prescription for More Bureaucracy.”)

It remains inescapable that Medicare, as currently administered, is
unsustainable on three counts: demographics, technology, and third-
party payment. In the year 2011, 77 million baby boomers (people
born between 1946 and 1964) will begin flooding into the Medicare
system. Over the next fifty years, the number of beneficiaries is
expected to more than double while the ratio of workers to retirees 1s
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expected to decline to slightly more than 2 to 1.

In addition to the predictable deleterious effect of such population
changes on Medicare’s finances, new technologies and treatments
that often are invoked only in the final weeks of patients’ lives but
that account for a substantial proportion of all outlays have greatly
increased Medicare’s aggregate costs during the past decade. Pro-
longing for even a short period the length -(if not quality) of some
seniors’ lives has become burdensomely expensive.

Finally, numerocus studies suggest that individuals will consume
more, and more expensive, health care services if someone other
than the consumer bears the cost. There is little reason to think that
additional benefits, such as a provision for prescription drugs, would
not also be subject to these same demographic, technological, and
third-party payer factors that plague the rest of the system.

The direction of most current and proposed reforms—increasing
premiums, reducing reimbursement rates, and shunting patients into
managed care—does little to address Medicare’s structural flaws.
Instead, it would seem destined to compound them. As we have
observed on many occasions, what seems most needed is not more
regulation, but less.
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HI. :
WHY YOU NEED “MEDIGAP” INSURANCE

HOR any illness, there will be immediate costs. You will have
4 to visit the doctor at least once or twice. Furthermore, if the

i condition requires it, you will have to be hospitalized for a day
or two These initial costs, which are predictable and inevitable with
most illnesses, are termed “front-end” costs by the insurance compa-
nies. They apply to the early stages of treatment, and your personal
liability for them usnally corresponds to your Medicare deductibles.
If these were the only costs that Medicare enrollees faced, they
would have little need for “medigap” insurance.

“Tail-end” costs, on the other hand, refer to those expenses that
occur toward the end of an illness or remain affer Medicdre has paid
all its benefits. Unlike the initial costs of an Hlness, the tail-end costs
are virtually unpredictable. Medicare does not cover them, and if
they are not protected against, they can lead to financial ruin. Ex-
tended hospital confinements can easily run into tens, and often
hundreds of thousands of dollars

Many insurance p011c1es cover both front-end and tail-end costs,
But many others offer some sort.of option, for example, reduced tail-
end coverage in return for front-end coverage. When presented with
this option, always choose the best tail-end coverage. The later
stages of hospital and medical care have the greatest financial risks.
Front-end costs occur more often but they are more financially man-
ageable. Tail-end costs are by far the largest part of the “medigap.”

Any Medicare supplemental insurance policy that you purchase
should, first and foremost, provide coverage for the costs of the two
categories of tail-end costs that pose the greatest risk to Medicare
patients: (1) the costs of catastrophic illness that may continue after
Medicare Part A benefits run out; and (2) the costs that remain after
Medicare Part B has paid its 80 percent of “approved.charges.” -

And as uncertain as its future is, for many people Medicare itself
still is essential to their protection against the financial risk of health
expenses. Virtually all current supplemental health plans require
Yyour participation in both Medicare programs. Therefore, until
such time as genuine changes in the relation between Medicare
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and private fee-for-service care actually are implemented, it is
imperative that you secure both Part A and Part B Medicare
coverage.

The expansion of Medicare benefits described in the preceding

chapter may suggest that Medicare participants are less exposed to -

the financial costs of hospital and medical care than they were when
the Medicare program began. This is not the case. The “acid test” of
any insurance program is the amount that remains after all insurance
benefits have been exhausted. By this measure, the medigap (the
difference between what Medicare pays and what you still owe) is
getting wider.

Many Medicare participants have complained about the high costs
of prescription drugs, which usually aré not covered by Medicare.
Although the median expenditure per Medicare beneficiary on pre-
scription medication (in 1995) was $343, the costs of drugs pale in
comparison with the potential financial risks of lengthy hospitaliza-
tion and medical treatment.

Personal Financial Risk of Hospitalization Is Greater

The average costs of a day’s stay in the hospital have increased
more than 25 times since 1966, when Medicare first paid hospital
benefits. At that time, the average daily cost of hospitalization was
$44. By 1981, 1 day in the hospital cost nearly $350, and by 1998
(the most recent available data) daily hospital costs for Medicare
patients averaged $2,545. Today, they almost surely are even higher
than that. As Chart 1 clearly illustrates, increases in daily hospital
charges are getting larger. '

Medicare Part A benefits simply have not kept pace with this
increase in hospital charges—a fact reflected in the decreasing por-
tion of actual hospital charges that Medicare has paid. In 1968,
Medicare Part A paid over 80 percent of all hospital charges of
Medicare patients, By 1998 (again, the most recent available data),
Medicare Part A benefits paid only 45 percent of covered hospital
charges. Chart 2 shows this trend.

The decreasing proportion of Medicare Part A payments shown in
Chart 2 probably reflects changes in both Medicare’s payment sys-
tem and the clinical treatment of Medicare patients. Beginning in
1985, the Medicare authorities initiated the DRG prospéctive pay-
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Chart 1 - $3,000

AVERAGE DAILY HOSPITAL CHARGES
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Sources: Social Security Bulfetin, Annual Statistical Supplement 1999.

ment system described earlier, which plainly has resulted in reduc-
tions in the actual portion of charges paid by Medicare. At this time,
however, it is not clear what portion of actual charges not paid by
Medicare is being “absorbed” by the hospitals and what is being
passed on to Medicare patients as unpaid bills. Whatever the actual
distribution of liabilities, it is difficult to imagine that Medicare
patients’ liabilities have not increased in these circumstances.

Equally important, one effect of the DRG payment system has
been to reduce the average length of stay for Medicare patients by
half—from over 12 days prior to prospective payment to under 6
days in 1998. Whatever this change may imply for the quality of
patient treatment, statistically it favors a decrease in the percentage
of actual charges paid by Medicare, since the shorter the stay, the
larger the portion of total expense represented by the “front-end”
Part A deductible. (It may also reflect the tendency to keep only
genuinely catastrophically ill patients hospitalized for lengthy peri-
“ods, which also would tend to reduce the percentage of costs paid by
Medicare, since those patients stay after Medicare benefits have
been reduced or terminated).

In any event, your persenal financial risk for hospital costs is
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Table 1 o
ESTIMATED FINANCIAE RISK OF HOSPITALIZATION, 1971-1997

Amount Not Paid by Medicare for:
60 Days 90 Days 5 Months 6 Months 9 Months 12 Months

muich greater than it was only a few years ago. The front-end risks
of hospitalization have increased from $60 in 1971 to $776 in 2000,
but these are manageable amounts. Tail-end risks have increased
much more. In 1971, 12 months in the hospital left Medicare patients

at risk for just over $20,000. Today, the risk of that confinement is 1971 § 60 210 2310 4950 12870 20790
. - 1972 § 68 578 2,618 5,528 14,258 22,988
over 24 times that, or more than $500,000. Moreover, this risk ac- 1973 $ 72 612 9777 5 977 15379 24 822
counts only for hospital expenses. Medical and surgical costs are 1974  $ 84 714 3,234 6,834 - 17,634 28,434
an additional risk. Table 1 shows how the estimated amount of risk 1975 - $ 92 782 3,542 7,892 20,942 33,992
for some different hospital stays has changed since 1971. 1976  $104° 884 4,004 9,134 . 24,524 39,914
, 1977 $124 1,054 4,774 10,684 . 28,414 46,144
The Importance of “Assignment” 19786 $144 1,224 5544 12,294 32,544 52,794

Assignment only applies to the services and supplies covered by 1979 3160 Jaey . ble0 13810 36760 59710 :
. e ) . 1980  $180 1,530 6,930 15,750 42,210 68,670
Part B and only works with the “original ' (fee-for-service) Medicare 1981 4204 1734 7854 18294 49614 80934
plan. Assignment does not apply if you are in a Medicare managed 1982 $260 2210 10010:° 22400 59,570 96,740
care plan (i.e., HMO). “Assignment” simply means that the doctor 1983 $304 2,584 11,704 26,044 69,064 112,084
or other health specialist who treats you agrees to accept as full 1984  $356 3,026 13,706 29,696 77,666 125,636
payment Medicare’s “approved charges.” You will be responsible 1985 $400 3400 . 15400 33,220 - 86,680 140,140
only for the $100 medical deductible plus additional coinsurance 1986  $497 4,182 18,942° 39,312 100,422 161,532

1987 $520 4,420 20,020 42,730 110,860 178,990

payments (the 20 percent of “approved charges™). Assignment does : _
1988 $540 4,590 20,790 46,710 124,470 202,230

not mean that you have no liability, but it guarantees that a physician

will not bill you for amounts beyond the Medicare approved charges. 1990%  $592 5,032 22792 55852 155,032 254,212
. s _ } 1991 $628 5,338 24,178 62,278 176,578 290,878
1992 §652 5542 25102 68,482 198,622 328,762
. _ Chart 2 1993 $676 5,746 26,026 74,446 . 219,706 364,966
: _ : : 20 1994 $696 5916 26,79 79,356 237,036 394,716
'PERCENTAGE OF ACTUAL HOSPITAL CHARGES 1995  $716 6,086 27,566 84,896 256,886 428,876
PAID BY MEDICARE, 1966-1998 1996  $736 6,256 28,336 90,869 278,468 466,066
" 80 1997  $760 6,460 29,260 97468 302,092 506,716
* Amounts for 1989 omitted due to statistical distortion from the passage and repeal
4 70 of the Medicare Catastrophic Coverage Act.
According to the Health Care Financing Administration, all doc-
60 tors and other health professionals who have contracts with Medi-
care (i.e., treat some patients for a predetermirgé fee according to a
contract with Medicare) are required by law t6 accept Medicare’s
4 50 assignment of fees. Other physicians who accept assignment 4te on
record at local Social Security Offices. To find physicians i youi
area who accept assignment, call your local Secial Security Of-
l; e ST SR RS e fice and ask for the “Medpar List.”
1965 70 75 '80 85 ‘90 ‘95 ‘00

If you locate physicians who will accept assignment of fees; your
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Sources: Social Security Bulletin, Anhual Statistical Supplement 1999,
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financial risk can be effectively limited to the known Medicare de-
ductible and coinsurance requirement for covered services. In these
circumstances, Medicare Supplemental Insurance that restricts cov-
erage to Medicare’s coinsurance liability is adequate. You would be
throwing money away by purchasing a policy that promises to pay
more than 20 percent of Medicare’s approved charges.

However, financial risk is the least of your risks in the event of
Jife-threatening illness. You must be satisfied with the quality of
health care you receive, and in this respect for any number of reasons
you may not always wish to be treated by doctors who accept assign-
ment. Top-flight specialists, for example, often charge fees that are
beyond those approved by Medicare—and, as discussed b_elow, in
such cases patient risk can be substantial, Federal law restricts doc-
tors who do not accept assignment but do provide services to pa-
tients that will be billed through Medicare from charging more than
15% above Medicare’s approved charge and some states have even
lower limits. (In New York, the limit for most services is 5%.} Other
specialists may not agree to any Medicare participation whatsogver,
and require a private fee-for-services contract. Currently there is no

Table 2
REDUCTIONS OF UNASSIGNED CLAIMS
UNDER MEDICARE, PART B, 1971-1998

Percent  Average Percent Percent  Average Percent

of Claims Reduction of Claims Reduction
Year Reduced.  of Charges Year Reduced of Charges
1977 o 6 i T2.5 1985 oo 846 e 25.9
1972 covesrirne 23 s 12,0 1686 .ooorecrrrn 85.0 .. 26.9
1973 oo 668 o 12,6 1987 82.4 24.7
1974 v 7. 147 1988 oo 864 oorrvvrerernns 25.0
1975 oo 774 .. 177 1989 oo, 907 .0 250
1976 19.8 1990 ..... 90.4... .. 253
1977 e 190 1991 o 913 23.1
1978 192 1992 ... B2 s 185
1479., .. 207 1993 .. 86.5 .. 165
1980 . 22.5 C 1994 . 864 163
1981, 238 L1 TR . SO | 1
1982 . ... 239 1996 .... .. 84.4 15.8
1983 ... ereereirenees 22.9 1997 ... B4.4 . 16.4
1984 B3.7 coeeeminenne 24.2 TO98 1. B2 cirrivnreenenr 1701

Source: U.S. Department of Health and Human Services, Social Security Administra-
tion, Social Security Bulletin; Annual Statistical Supplement, 1999.
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INSURANCE IMPLICATIONS
OF “COST CONTAINMENT”

Statistical evidence of changes in the quality of health care *
delivered to Medicare patients that may be related to “cost con-
tainment” initiatives of Medicare authorities, private insurers, and
health care providers is as yet inconclusive. Nevertheless, it seems
clear that where rapid reductions in medical staff are undertaken
as a cost-saving measure, patient care is bound to be affected. -

For example, a recent survey of nurses conducted by the
American Journal of Nursing found that more thantwo thirds of
nurses reporting said-that they don’t have time to perform basic
nursing care, like teaching patients how to tend to wounds or
inject themselves with insulin. More than half reported they were
too busy to consult with other members of the patient’s health-
care team. A full one third would not recommend that their fam-
ily members receive care at the facility where they work.

Such reductions have resulted in what some medical ana-
lysts believe is a “hospital nightmare,” in which fewer staff are
doing more work and there is “the imminent danger of errors of
judgment and misassessment.” More likely, simple schedules are
apt to be confused: medication schedules may become lax; rou-
tine care or prescribed therapy may be missed; changes in patient
condition may escape notice; responsibilities may be juggled;
and so on. In any event, hospital staff errors or neglect could be
harmful, if not life-threatening. '

None of the NAIC approved Medicare supplemental insur-
ance policies now provides coverage for the costs.of private duty
nurses. Nevertheless, private duty nursing coverage would seem
to be desirable, especially in instances where reference to the
records of a local Peer Review Organization reveals that a medi-
cal facility has a below-average record of performance. In the
current situation, the easiest way to obtain “coverage” for private
fiursing costs may be through the purchase of a hospital indem-
nity policy, discussed in Chapter IV." IR S

limit on fee schedules agreed to under such private contract§, For -
more information on assignment, call 1-800-MEDICARE (1-800-
633-4227) and ask for a free copy of Medicare & You: Does your
doctor or supplier accept “assignment?” This publication is also
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available on the internet at www.medicare.gov.
Medical Claims Reduced

Medicare patients’ average personal financial liability for phy-
sicians’ and other professional services has been greater than
that for hospital costs. Doctors’ bills have accounted for the largest
part of private liabilities by a wide margin. Even after Medicare Part
B paid its benefits, doctors’ bills have remained a large financial risk
for most Medicare subscribers. In 1978, for example, Medicare and
other Government programs paid for 87.5 percent of all hospital
costs of retired persons, but they paid only 59.4 percent of doctors’
and other professional fees. For every health care dollar that Medi-

A MEDICARE-RELATED HEALTH RISK

The implementation of the prospective payment system based
on DRG categories may itself pose a new “health risk” to Medicare
patients. Medicare officials have become alarmed at reported in-
stances of premature release of patients — that is, where hospitals
release patients “quicker and sicker.” They soon will require hospi-
tals to inform Medicare patients of their legal right to challenge
their discharge from a hospital if they or their physicians believe
such discharge is premature.

“Dumping” of Medicare patients whose hospital stay exceeds
the DRG patient allowance for their diagnosis is a predictable
result of the prospective payment system. Whether wittingly or
unwittingly, hospital officials in a number of reported cases have
informed their Medicare patients that their “Medicare hospital ben-
efits have run out” and that therefore the hospital must discharge
them. You should be aware that the prospective payment system
does not limit your stay in the hospital to the time corresponding
to the reimbursement provided by any diagnosis related group.
Your benefits cannot “run out” before your discharge is clinically
warranted. As a Medicare patient, you have a right to appeal your
discharge to the local medical peer review organization. That

~ organization must issue a decision within 3 days of receiving your
appeal.

If your appeal is granted, you may stay in the hospital and it
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care enrollees were required to pay that year (either themselves or
through private insurance), only about 23¢ were for hospital charges.
More than 37¢ were for doctors’ bills. This is due to the fact that
Medicare will pay only its “allowed charges,” not what a doctor may
actually charge. In 2000, Medicare pays 80 percent of allowable
charges after the $100 deductible has been paid by the patient. How-
ever, patient risk may still be great, since a doctor may charge as
much as 15% more than allowable charges.

Most people entering the Medicare program probably expect that
Part B insurance will pay 80 percent of their doctors’ bills. This is
not necessarily the case. As Table 2 shows, the proportion of unas-

must absorb any cost of your treatment that exceeds the DRG
reimbursement amount.

If your appeal is denied, you still cannot be charged for the 3
days of your hospitalization following the hospital’s notification
of its intent to discharge you.

Although one would expect that in most cases of attempted
premature discharge, your attending physicians would offer full
support of any warranted appeal you may make (or actually initiate
same), as a Medicare patient you should be aware that the prospec-
tive payment system has imposed disincentives to such appeals by
physicians: even if a doctor follows the guidelines set by a peer
review panel to admit or retain a patient, the same panel can later
disallow the stay and reimbursement. Peer review panels are pri-
marily engaged in slashing expenses, and any physician who inter-
feres with a review organization’s task of cutting costs risks being
labeled a “Medicare abuser” and losing hospital privileges.

Thus; it is your responsibility to initiate the appeal process if,
after consultation with your physician, you feel that you are being
discharged prematurely.

Probably your best “guarantee” that a hospital will not try to
discharge you prematurely is a Medicare supplemental insurance
policy that promises to pay hospitalization benefits in excess of
Medicare’s DRG-based reimbursement. Unfortunately, most in-
surers have discontinued this benefit.
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Part 2

HOW TO PROTECT YOURSELF
AGAINST THE “MEDIGAP”




Iv. _
ALTERNATIVES TO HEALTH INSURANCE POLICIES

TOR a number of years, many health-related insurance policies
have aimed at the Medicare market. This is understandable.
For the past 50 years, the retired have had the most reliable
incomes of any segment of the population. Although small in reia-
tion to their working-years’ incomes, the more-or-less guaranteed
aspect of retirement income, combined with the health consequences
of aging, generated a great deal of market interest within the insur-
ance industry.

One result of this interest has been the proliferation of limited-
coverage health policies. These have relatively low premiums and
are affordable to most retired persons. However, they cover only a
small portion of the potential health risk of the elderly. These poli-
cies isolate a particular disease or sitnation, and their sales approach
generally exploits the understandable fears of most of us. Limited-
coverage policies are not the bargains they appear to be and are
no substitute for comprehensive insurance.

In general, any policy that limits coverage to a particular set of
conditions violates the health insurance principle, which is to re-
duce potential risk regardless of the circamstances of illness. All
states allow the sale of limited policies in one form or another. But

- Federal law prohibits their sale as “supplemental health insurance.”

Limited policies such as accident, “dread disease” or cancer, and
daily indemnity insurance leave wide gaps in coverage and thus in
financial risk. Their traditional popularity testifies powerfully to the
persistence of the myths surrounding elderly health risks. For the
most part, these policies create only the illusion of greater protec-
tion.

Accident Insurance

Accident insurance is not health insurance. These policies pay
hospital and medical costs enly if you have been injured as a
result of accident. They frequently impose limits on benefits that
are far below actual costs of rehabilitation.

Accident indemnity policies, which promise to pay a specified
amount for the loss of one or both eyes, arms, or legs in an accident,
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are so narrowly written that they apply only in an infinitesimally
small set of circumstances. Amputees who have had their limbs
removed for clinical reasons, for example, are not protected by such
policies. Accident insurance is a waste of money.

“Dread Disease” and Cancer Policies

These policies, which usually are solicited either through the mail,
in newspapers and magazines, or door to door by salesmen working
on commission, are notoriously poor values. Their appeal is based
on unrealistic fears, and a number of states have prohibited their
sale. They provide coverage only for very specific conditions and
are no substitute for comprehensive insurance.

Even if you do contract an insured disease, the chances are you
will not be in the hospital long enough to see a benefit return farge
enough to justify the premiums on these policies. Moreover, special
disease policies normally do not provide protection against many
types of costs incurred as a result of the disease, such as home care,
transportation, and rehabilitation.

Most cancer policies contain one or more of the following limit-
ing conditions:

* Some pay only if you are hospitalized. Today, most cancer care,
such as radiation treatment and chemotherapy, is provided on an
outpatient basis. The average hospital stay for cancer patients is
less than 7.5 days.

* No policy will provide protection against cancer diagnosed be-
fore you applied for the policy.

* Most cancer insurance does not cover related ilinesses, and
there are many related illnesses such as infection, diabetes, or
pneumonia.

* These policies often require waiting periods of 30 days or even
several months before coverage becomes effective. Many stop
paying benefits after a fixed period of 24 or 36 months.

* Although a number of these policies increase coverage after 90
consecutive days in the hospital, this feature is nearly worthless

since 99 percent of all cancer patients spend fewer than 60 days

in the hospital.
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Cancer policies have traditionally posted the lowest loss ratios—
sometimes only 20 percent—of all forms of health insurance. As
with accident indemnity policies, special disease insurance is a
waste of money.

Hospital Indemnity Policies

Hospital indemnity policies, which promise to pay you a fixed
amount for each day you spend in the hospital, have been widely
advertised on television. Actors hired for their high “trust quotients™
counsel elderly viewers in soothing, yet urgent, tones to subscribe to
their particular plan, which is often made to sound exclusive. In fact,
indemnity policies, which usually promise to pay between $50 and
$100 a day, are not health insurance. Although they may be useful
in some circumstances, as discussed below, the average benefit
return does not justily the premium cost of this kind of insur-

ance.
When an Indemnity Policy May Be Useful

Indemnity pelicies may have value under some conditions. You
may have noticed that advertisements describe them as supple-
mental income plans. They are, in fact, prohibited by law from
being advertised as otherwise. If you already have supplemental
insurance, an indemnity policy may be attractive as a source of
income in the event of extended hospitalization. This type of benefit
can help to defray associated expenses-~-transportation, home main-

~ tenance, and other expenses after you leave the hospital—that may

not otherwise be covered by health insurance.

Many people buy indemnity policies in hopes that they will “make
money” if they get sick. Purchased this way, an indemnity policy is a
gamble and nothing else. It is the same as buying a lottery ticket. If
your potential risk does not justify the policy—either because it is
too high or too low—you are throwing your money away.

Whether or not an indemnity policy is worthwhile te you, depends
on two separate considerations. First, to what extent will hospitaliza-
tion place you at financial risk for nonmedical reasons? Second, to
what extent will the policy reduce this financial risk?

Everyone incurs some nonmedical expense as a result of hospital
confinement. If nothing else, the lawn has to be mowed and house-
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hold chores have to be done. The important question is, can these
routine expenses be handled out of pocket, or does your situation
involve financial risk that merits the purchase of separate income
insurance? For example, would you have to hire full-time help to
maintain your residence while you were in the hospital? Would you
suffer a loss of essential income? Would others be deprived of your
needed services as a result of your absence (if, say, your spouse or
another household member relics on you for daily care)? Do you
conduct a business that would require you to employ someone if you
were in the hospital? In short, the extent of your nonmedical risk
determines if you should consider an indemnity policy. This, of
course, assumes that you can afford its premium costs over and
above the price of supplemiental health insurance. You should not
sacrifice supplemental health insurance coverage in order to pay
premiums on a hospital indemnity policy.

As a rule of thumb, a hospital indemnity policy may be justified
only if it reduces your nonmedical potential risk by between 50
percent and 150 percent. If it reduces your risk by less than 50
percent, you need some other form of protection. If it pays you more
than 150 percent of your anticipated risk, you are better off to absorb
the risk.

In addition, a hospital indemmnity policy might now be useful for
one medical reason. The new medigap policies (described in Chap-
ter V1) no longer offer to provide coverage for private duty nursing
costs. Inasmuch as many physicians now advise that a private duty
nurse is highly desirable in many clinical situations, a hospital in-
demnity policy may be a useful way of covering all or a part of such
expense. Some existing medigap policies continue to provide cover-
age for private duty nursing—and holders of those policies might be
well-advised to retain them. ‘

To find the best value in indemnity policies, calculate a benefit-
cost index by dividing the benefit for the first 30 days of hospitaliza-

tion by the monthly premium. The higher the index figure, the better
the value.

Example:

Policy A pays $75 per day after the first 3 days of hospitalization
and costs $6.52 per month.
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Policy B pays $60 per day as soon as you enter the hospital and
costs $5.89 per month.

Which is the better value?

Solution:

Policy A: 27 x 75+ 6.52=310.58
Policy B: 30 x 60 + 5.89 = 305.60

The index for Policy A is higher; therefore, Policy A represents
the better value.

Health Associations

Health associations (not to be confused with Health Mamtena_nce
Organizations, discussed in Chapter V) usually are local organiza-
tions designed to provide routine and emergency health care more
conveniently in relatively isolated areas. They USl'la:Hy operate one o;
more clinics and employ a small number of physicians, dentists, an

supporting staff.

For a nominal fee of $20 to $40 per year, anyone can join the
association. Membership entitles you to partmlp_athn in t_hg
association’s programs and allow's. you to_make appointments wit
doctors and dentists at the association’s clinics.

Health associations provide no health insurance, howevef. You
are responsible for any charges. You must have your own insur-

- ance. Aside from the convenience it may offer, health association

membership has another advantage. Me_dicare participating health
associations must agree to accept Medl.care approved charges a?
payment in full. (You still are responsible for the 20 percent o

“approved charges” that Medicare does not pay.) I you-J.ﬁhave a
Medicare supplementai policy that does not cover the difference
between Medicare’s “approved charges” a.nd Dactual cost, mem-
bership in a health association may be a wise investment.

Employer Insurance and Self-Insurance

Many corporate employers participate in group health msurance:
programs offered by various insurance companies. These group em
ployee plans often give the best value available in hea.lth 1nsu§?n{;:$
tc employees, and many‘—thougl} not all—are convertible to b g i
care supplemental plans after retirement. If you are employed by a
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company that has a health insurance plan, you should contact the
personnel or benefits office to determine what kind of protection is
available to you after retirement. Ag a rule, employer-obtained
group insurance offers a far better value than individual poli-
cies, but not always. You must compare with other forms of health

coverage, such as Health Maintenance Organizations, which are dis-
cussed in Chapter V.

A small percentage of employers now offer thejr employees health

plans that are totally independent of the Insurance industry. Tnsur-
ance spokesmen refer to such plans as “self-insurance,” and for
obvious reasons insurance industry representatives seldom publicize
the availability of such plans. In the case of self-insurance, a com-
pany or corporation contracts independently with physicians and

Contracts with employers are particularly inviting to Health Main-
tenance Organizations and Preferred Provider Organizations. In this
instance, costs are kept down and benefits often are greater than
other arrangements provide. This type of “self-insurance” has be-

with access to Health
Maintenance Organizations and Preferred Provider Organizations.
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V.
HEALTH MAINTENANCE ORGANIZATIONS

" A EDICARE Health Maintenanc_e _Organizatlons_; (Hl;/lg(g{s})
began serving Medicare beneficiaries in 1932. Slglce ﬁcia.,
1 W 1 the number of plans PrgVidiIflgb 0?12\?; aI\IdiZgaaﬁz C;I:.)Z oia-
; er of be

pes ha_S ﬂu(;tr?; tzg,:a];; t;lfa:: rl?as continued to grow. In 1935, folr
o }l.n moregthan 1.2 million beneficiaries were enrolled in 19
. PH k?;aith care plans across the United States. Currently, more
mana6ge2 million of the roughly 39 million (15 perctent} Me%lcgég
bene fi éiaries are enrolled in over 300 HMOs. Approxun_ately ?—[[\’/1 o
Ezggficiaries per month, on average, enrolled in Medicare

during 1999.

i ear to be, you should keep in
'Hofie&gggcfg Ifllﬁgspé:ﬁii ilzllljer coordinated care plans) ('ie—
H'lmd t Cai’l ear whether to continue operatipg in selected cc?untlf:
g;d:n{:?re serice areas. In 1999, 41 plans cfl;;icrtli(r)ltgrggi:fvz) 51(1)6;2 :;gfi_
tracts and 58 reduced their serv1c§ areas, ?ectéd o th,e o oF
oo Abg}lftfeti?telllf&uggiaﬁ?15111235?2'??000 beneficiaries affected
QhOOSlng al 1ss the 407 000 who were affected the year before. Qn
::Eel gtghgeish:nd in 199’8, the Health Care Finance Administration

(HCFA) approved 39 applications for plans to begin service or

i 1 iewed another 29 applicants in
their service areas, and. reviewe ! nts
FlﬂégzndSome applications included areas with few or no existing
Medicare HMOs.

A General Accounting Office (GAO) report foundttil(l)ar.lt E)rllzl; \;;t\k{le
drawals cannot be traced to a §1ng1_e cause—a p;)]rjle ! Com?ete
been the result of plans deciding they were un.der o compere
effectively in the market, unable to e_stab11§h pr0v1d it
dissatisfied with payment .level.s. Ever managia care plan that
serves Medicare beneficiaries will receive an gv}cla %han s vor

ercent in reimbursements in 2000. That’s hig er | n the 2 per-
Eent increase for 1998 and 1999. However, h/}htis :;ccost o
sufficient to cover &scalating health costs. de t}116 S et
especially pharmacy coverage, have outpace

crease in reimbursement rates.
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How HMOs Work

Sur}:zzCﬂetE Ii\;llalﬂzlltenance O'-rganizations, although not technically “in-
Venti()nz’ﬂ o eory pFOVIde health care more efficiently than con-
veni ee-for-service arrangements. An HMO operates as a com-
a;naﬂon of insurance company and doctor/hospital. Like an insur-

ce company, an HMO pays health care costs in return for a monthly

or annual premium. Like a doctor ital. i
- 0 -
health care. r hospital, it furnishes actual

CO;IMa;)s zl[llféutlllla}te the principal middleman, namely the insurance
t pd_ Y, his help; to keep operating costs down. HMOs con-
ract irectly with i}ospztals and other health care providers for ser-
}r(l);;easn tIt—lI?\t/I g)rehpxoylded to their _subscgibers. The major cost saving
greater incel.rlttilzlzs1 St(t)h i;el;)e gg;:l CgJaﬁIlg %(;Spitals i e
‘ s down. They ar i
mined amount based on the number of patieits iehg;l Seravé) I:I?de ttf;f_
types of services they provide, rather than a fee based on the actuzfl

costs of providing these services. If th al
. . e actual costs ]
determined payment, they lose money. exceed the pre

HMOs offer their services at premiums com

lqwer than those of supplementa%)p(ﬂicies, and glf;bglznga?f Oftrf)rj'
z;S:Sﬁztie;l;é:é)g;rf\fe&iFederaléy certified HMOs must offer 33{1 F;er—

: edicare and must meet minimum protecti -
%a;‘/}i(s) prescribed for supplemental health insmancepgztl?gfﬁlagflli&igt
o V?Sci:;rr;:;ﬂy offer _plans that. pay for physical examinations, of-

i S, in mumzations, routine eye examinations, and hea,rin

aid examinations. Some provide coverage for a pOI’ti();l or all of hg
costs of drugs prescribed by HMO physicians. o

- Mlorf_;c_)ver, HMO sub,scri'bers do not have to worry about the ir-
nbggfa;;t:;jzf l\({tladlcarel s “approved charges” schedule. HMOs have
£ 1liness clauses, waiting periods, or eliminati i
. s ) immation -

ods. Members are entitled to full coverage as soon as they enroiffrl

HMOs now exist in man it

‘ nany localities. The best way to find i

ﬁ); Ia;:g r:: an Ir(I%VIO area is to look in the Yellow Pagesy under “H(:;tltllf

nce Organizations” or, as mentioned ab

local Social Security office or t’h i fedioars Fotlme st 1.
! ¢ national Medicare Hotline at 1-

800 MED;CARE (1-800-633-4227) or visit the Medicare websit

www.medicare.gov. e
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Disadvantages of HMOs

1f HMOs sound “too good to be true,” in some situations that may
be the case. Membership in a Health Maintenance Organization may
pose two potentially serious risks: 1) reportedly, the quality of care
delivered by some HMOs is unsatisfactory, and 2) some HMOs have
been financially troubled and could leave their members at great risk

if they go broke.

With respect to the first concern, a major disadvantage of HMO
membership is that once enrolled, members are limited to care under
its physicians and its participating hospitals. Many HMOs advertise
that they have a large number of member physicians, and often their
prospectuses list all physicians who participate in their program. By
implication, HMO members are free to choose their care providers
from a large number of clinical personnel. In practice, the number of
participating doctors may be deceptive. Very often, the most sought-
after physicians already are “fully subscribed.” Even though the
total number of physicians in the HMO may be quite large, the
number of physicians who will accept new patients may be quite
small, and consist of relatively inexperienced practitioners.

Before you join an HMG, you should determine which HMO
physicians are available to new members. If you are not satisfied
with that list of doctors, you should go elsewhere.

If you become dissatisfied with one doctor, you can change to
another within the organization. But you still are limited to care
under HMO physicians. This rule does not apply in the event you
need the services of a specialist who is not in the HMO. In this case,
HMO physicians will refer you to several specialists, and the HMO
may pay the costs of whomever you select.

If an illness requires major surgery, it normally must be per-
formed in an HMO participating hospital. You are free to choose
your own surgeon, but if you elect to have surgery performed else-
where, you likely will have to pay a portion or all of the bill yourself.

The current dangers of HMO membership relate directly to the
type of physicians they may attract and to mismanagement that has
landed a number of them in financial difficulty. Although there are
many “first-rate” HMO physicians, reportedly in some HMOs the
clinical staffs are simply not as qualified as non-HMO doctors in a
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given area. Moreover, cost-cutting measures reportedly have led to
numerous abuses and inconveniences for members: long waiting
times for appointments, tests, and treatment; repeated shifting of
patient assignments (you may not see the same doctor from one visit
to the next); lack of concern for patient welfare; and reluctance to
proceed with high-cost treatment even when it is clinically war-
ranted. In short, some HMOs reportedly place their patients at clini-
cal risk that would more likely be avoided with conventional doctor-
patient arrangemeénts. ‘

Of course, many HMOs have none of these troubles-—but it is
worth your time to determine the performance record of any such
organization you are thinking of foining. Interview the HMO’s phy-
sicians and supporting statf (ask to see their credentials). Ask a few
nurses at your local hospital about the HMO physicians. Find out as
much as you can about its participating hospitals. Ask to see the
résumé of any doctor you are considering as a “primary care pro-
vider.” And, most important, try to interview other members. Are
they satisfied with the care they have been getting? Do they have
complaints that have not been satisfied? Would they Join the HMO
now, knowing what they know about its operations? Give further
consideration to joiniag only if you are satisfied on all counts.

Although speaking with other members of an HMO is a good
idea, information about a plan’s quality is available from Medicare’s
internet site at www.medicare.gov. The information under the “Help-
ing You Stay Healthy” and “About Your Providers” pages was col-
lected from the managed care plans and carefully checked for accu-
racy by Medicare. The currently available quality information is for
calendar year 1997 and was collected using thie Health Plan Em-
ployer Data and Information Set (HEDIS). “Helping You Stay
Healthy” includes information such as the percentage of female plan
members who received a mammogram and the percentage of plan
members seen by a provider in the past year. “About Your Provid-
ers” includes data on the percentage of primary care doctors who are
board certified, the percentage of specialists who are board certified,
and the percentage of providers who stayed in the managed care plan
for at least 1 year. As a rule of thumb, when measuring quality, a
difference of 10 percéntage points between plans’ scores on a par-

ticular measure indicates a significant difference.
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Additional information on the quali‘ty of Medicqre Ef(glfdi? a;g
provided under the heading “Beneficiary Satisfaction.

; their doctors ex-
iari urveved and asked whether .
el things in 8 & %ey could understand, and whether it was

i ings in a way t ‘
gil;l ig gf]:ltnag referral to a specialist. The plans also receive overall

ratings for the plan and the health care patients received.

Managed care plans differ in quality. If you have determined that

the quality of medical services provided I_Jy the Hl\’/;?hmaifﬁs your
criteria, you still must be concerned about its financial health.

Medicare regulations require that (%ffun(f:t Hésflg(s) Ift%r;ﬁ:t}g:rt% 511;12:
i bscribers for bank
vide coverage for Medlcarf: subscri S o e i
] hile this provision provides s ju
e W' iculti 1derly members may encounter
dress the difficulties that elderty ! .
dOIfSnnt(I)lEeadtr;eto obtain new supplemental insurance. Eor examplei ,nlf
yofr Megicme HMO plan stops participating m Mcelgwarelz; Sgg Bg
i have the right to buy medigap p , B,
e O e ol s ' long as you apply no later
if they are sold in your state and as long asy
t%a%r §3(1531:1¥dar days after your heal}il:h cq\;fe,]rtaaieEl :inc;di;)e.dﬁgdlgg
ill ble to purchase one of the other sIX s :
Stlliset?ut etherz may be conditions p.laccd on .the pohgiy lgz.rg.,rezi
\P;rajti;lg period), exclusions for preexising conditions, or higher p
miums because of past or present health problems.
The financial “balance sheet” of anHMO may be as 1mp§§t;n;;§
our continued protection as the quality of its Physmlans.ted many
f two-thirds of the country’s HMOs have al times opera N
asdwa(;ld many of these could be sold off or merged with ott}zlr otra%u .
;E;zgltions You should try to find out exactly w]ga; the at}ga;;:; ! 2 as
- inki joini clow
i vy HMO you are thinking of joining. .
}[?ozfs atlrllzt you should ask before you sign up for membership.

i i i if it was only recently
- long it has been in business (i . °
oArSgka;(;‘:d dognot join it) and request a copy of its most-recent
financial statement. .
if it i i i ial entity or part of a larger
- f it is an independent f11-1a1.1c1 _
é’li;iz;tion (HMO chain). If it is part of a larger chain, ask to
see the annual report of the pareat group.
ompany? If it is, check that

—1Is it owned by an insurance ¢ ODANY MO is taking Josses,

company’s financial staternents.
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the company may try to sell it or dismantle it.

— Ask if the Medicare segment of the HMO is reporting losses,

and if there are plans to cancel membership for Medicare recipi-
ents.

— Ask how many of the HMO’s physicians have left the organiza-
tion during the past 5 years, and why. If there has been a “mass

exodus” of doctors, you want to know why; try to interview any
such physicians,

How to Double-Check an HMO’s F. inancial Status

If HMO representatives are reluctant to answer your questions or
do not provide you with the materials you request, do not do further

business with them. If they provide angwers, you still should “double
check” the accuracy of their statements.

Best’s Managed Care Reports-HMO, Standard and Poor’s, and
Weiss Ratings now provide financial reports and ratings for HMOs.
These may be available in the reference section of your local library.
Rating agencies are also available by phone: A.M. Best Company,
(908) 439-2200; Standard & Poor’s, (212) 208-1527; Weiss Re-
search, Inc., (800) 289-9222. Other HMO “chains” are listed in the
Value Line Investment Survey, a regularly updated survey that ranks
the safety and financial performance of publicly traded stocks.

The HMO/Medicare Outlook

As a result of the losses suffered by the HMO industry, a major
restructuring has occurred among many of the organizations that
performed poorly. It is a matter of common sense that Medicare
recipients avoid any HMO that is likely to be liquidated or cancel
Medicare memberships. However, if you find an HMO that is well-
established, financially strong, and clinically superior, membership
may still provide good value relative to that of conventional medi-
gap insurance. Otherwise, it would seern prudent to forgo such mem-
bership until a more financially solid HMO is available,

Leaving a Medicare HMO Plan

In the year 2000, you may leave a plan for any reason at any time.
Simply write to the plan or the Social Security Administration (1-
800-772-1213) and tell them you want to leave. You will be auto-
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i igi i , unless you join an-
ally return to the original Medlcgre plan, u
g‘iﬁgf Mgdicare+Choice plan (discussed in Chapter IX). In most cases,
your new coverage starts the month after you leave the plan.

ing i Vi ly be allowed to disenroll
However, starting in 2002, you will only
during the first 6 months of the year. In the year 2003 and beyondﬁ
the disenrollment period will be limited to the first 3 months of eac

year.

' ioin a Medicare HMO (or other Medicare managed care
plalrfl)s,{?il;oj; l}rrlo?lr medigap policy, and then 1at€;r disenrpll fil'lom the
HMO, you may be able to return to the mec_hgap pthy t Et‘ fy(oll;
dropped. You will be able to get your old medigap pohcy(‘;a'ac2 i )
this was the first time that you joined a Med1g:a_re_ HM 21(3) ygu
Jeave the medicare HMO within one year a'fter joining; and 3) };ter
apply for your former medigap policy WlthII:'l 63 calendar telllyi aour
the health plan coverage ends. Of course, this all assumes a; Ly ur
previous medigap insurance company still se?lls the same po 1cyan_
your state. If your previous policy is n(‘)t.ava.llable, you ;r?f gtr:lnaran
teed the right to purchase medigap policies A,. B,C, 01:t t ro( D ar gr
insurance company which sells these plans in your state (agam,
within 63 calendar days after health care coverage ends).

i i hen you first became eli-

If you enrolled in a Medicare HMO w
gibleyfor Medicare at age 65 and you d1senrqiled from the HMO
within one year after joining, you have the right to purchase any

medigap policy sold in your state, with no conditions such as a

i i isti iti lusion, and without
waiting period and no preexisting cqndltmn exc ,
diséring]jﬁation in the price of the policy based on your health status,
within 63 calendar days after your HMO plan coverage ends.

rotections and guarantees outlined above are important. If
yoz,h seas, voluntarily disenroll from a Medlqare HMO ‘%131])62“5 git;ii
joining, and wish to purchase a m@digap policy, you will be su Jthe
to Insurance companies’ underwritmg standards. That is, 1(131}11 run he
risk of not being able to buy any poh‘cy because your he- ;{ 1[clzo‘rllin
tion is unacceptable, risk paying a _h;gher premium, or ris ) Etl oi
preexisting conditions limitations imposed. The point is tha you
once you are enrolled in a Medicare HMO for 1 year or morec,l-ya
may find it difficult or costly—if not impossible——to g(ei:jt a mc;,{;% é)
policy should you then decide to disenroll from the Medicare .
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Other Medicare HMO Enrollment Situations

?f you lose your Medicare HMO coverage—as opposed
tarll}_r d1senrqlling—your rights are the sarrgie as if yI())g drop?ego;ggr
memgap policy to enroll in a Medicare HMO and then decided to
disenroll as described above. You must have. lost your health care
coverage because your HMO plan terminated its Medicare participa-
tion or stopped providing care in your area, you moved outside the

HMO plan’s area, or you left the it fai
S area, plan because it failed i
contract obligations to you. 10 meetits

The protections will not be guaranteed if you voluntarily disenroll
’pefore the hf:alth coverage ends or is lost. (You may start checking
mto alternatives so as to have a new policy in place right away and
?vmq cgver;ige gaps.) Make sure you keep a copy of your plan’s
erminaiion letter in case you have to prove that you lost co i
a situation described above. o ’ soveeen
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VL.
MEDICARE SUPPLEMENTAL INSURANCE

4 INCE July 31, 1992, any insurer offering Medicare Supple-
, mental Insurance has been required to restrict policy offerings
b toten “approved” policies Iabeled A through J as stipulated by
federal and subsequent state regulations. In 1997, Congress allowed
insurers to also offer a high-deductible option ($1,500 in 1999) for
plans F and J. This does not mean that insurance companies are
prohibited from sclling other types of policies. But they may not be
called “Medicare Supplemental Insurance.”

In this chapter the major provisions of each of these ten policies
are described. With the important exceptions noted below, in states
that have approved the NAIC model regulation any Medicare Supple-
mental Insurance policies offered for sale must adhere strictly to
those provisions. (Some choices may not be available in Massachu-
setts, Minnesota, and Wisconsin because these states already re-
quired standardized medigap policies prior to 1992.) The intent of
the framers of these new model standards was to simplify the medi-
gap insurance decisions of consumers by requiring that insurers of-
fer policies that are strictly comparable, thus permitting accurate
“price shopping.”

However, one provision of the NAIC regulation and an “exog-

-enous” provision of the Omnibus Budget Reconciliation Act of 1990

would seem to have created a gaping loophole that may permit insur-
ers to tinker with the NAIC policy requirements. According to the
NAIC regulation, “The issuer of a Medicare supplement policy may,
with the prior approval of the [State] commissioner [of insurance],
offer new or innovative benefits in addition to the benefits provided
in a policy that otherwise complies with the applicable standards.”
And according to the Omnibus Budget Reconciliation Act of 1990,
issuers of Medicare supplement policies are not prohibited from
offering discounts to policyholders “for the purchase of items or
services not covered under its Medicare supplement policies (for
example: discounts on hearing aids or eyeglasses).” In short, the
insurers may simply find new ways to make their medigap policies
unique—which would largely defeat the intent of the “simplified”
NAIC regulations.
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The Ten NAIC Approved
Medicare Supplemental Insurance Plans

Be that as it is, the NAIC regulation is very specific about the
benefits that the ten approved policies must contain. Any insurer
who wants to sell Medicare Supplemental Insurance in a state must
offer a basic policy (Policy A) that contains only the “core” benefits
that are common to all approved policies. Insurers who offer the core
policy may or may not offer any or all of the other approved policies
that contain additional benefits. However, no policy may duplicate
coverage that is provided by either Medicare Part A or Part B. (You
don’t need to buy a medigap policy if you are in a Medicare man-
aged care plan, or if you are covered by Medicaid. Generally, it is
not legal for anyone to sell you one in such cases.) The terms of
coverage provided by the ten Medicare Supplemental Insurance poli-
cies approved in the NAIC model regulation are summatized in the
table on page 54. The specific provisions of each of the policics are

as follows: ,
Plan A (core policy) provides: (1) Coverage of Part A Medicare
Eligible Expenses for hospitalization to the extent not covered by
Medicare from the 61st day through the 90th day in any Medicare
benefit period (in 2000, that amount is $194 per day); (2) Coverage
of Part A Medicare Eligible Expenses incurred as daily hospital
charges during use of Medicare’s lifetime inpatient reserve days (in
2000, $388 per day); (3) Upon exhaustion of the Medicare hospital
inpatient coverage including the lifetime reserve days, coverage of
the Medicare Part A eligible expenses for hospitalization not cov-
ered by Medicare, subject to a lifetime maximum benefit of an addi-
tional 365 days; (4) Coverage under Medicare Parts A and B for the
reasonable cost of the first three (3) pints of blood (or equivalent
quantities of packed red blood cells, as defined under Federal regu-
lations) unless replaced in accordance with Federal regulations; and
(5) Coverage for the coinsurance amount of Medicare Eligible Ex-
penses under Part B regardless of hospital confinement, subject to
the Medicare Part B deductible.
Plan A thus provides basic coverage for the hospitalization costs
of catastrophic illness up to a year after Medicare benefits cease, and

for medical costs for afl Medicare-approved charges. The nine Medi-
care Supplemental Tnsurance policies described below that offer ad-
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ditional benefits must include the Plan A core benefits,

Plan B provides only: Core benefits plus the Medicare Part A
deductible ($776 in 2000).

Plan C provides only: Core benefits plus the Medicare Part A
deductible; coverage from the 21st day through the 100th day in a
Medicare benefit period for the coinsurance amount of Medicare
cligible post-hospital skilled nursing facility care charges eligible
under Medicare Part A ($97 per day in 2000); the Medicare Part B
deductible {$100); and medically necessary emergency care in a
foreign country. '

Plan D provides only: Core benefits plus the Medicare Part A
deductible; skilled nursing home care same as in Plan C; medically
nhecessary emergency care in a foreign country; and coverage for at-
home services associated with short-term assistance with activities
of daily living for those recovering from an iliness, injury, or sur-
gery. Coverage for at-home services is limited to 7 visits in any one
week, where each consecutive 4 hours in a 24-hour period is deemed
one visit, the maximum reimbursement is $40 per visit, the attending
physician certifies visits as necessary, and the total number of at-
home recovery visits does not exceed the number of Medicare-ap-
proved home health care visits under a Medicare-approved Home
Care Plan of Treatment. (Medigap policies do not cover care pro-

‘vided by family members or unpaid volunteers.)

Plan E provides only: Core benefits plus the Medicare Part A
deductible; skilled nursing care as in Plan C; and medically neces-
Sary emergency care in a foreign country; and coverage for the fol-
lowing preventive health services: an annual physical examination
that may include (1) tetanus and diphtheria boosters, (2) pure tone
hearing screening tests, (3) dipstick urinalysis for hematuria, bacte-
riuria, and proteinuria, (4) thyroid function test for women, (5) fecal
occult blood tests and/or digital rectal exarmination, (6) cholesterol
screening every 5 years; and influenza vaccine administered at any
appropriate time during the year. Reimbursement shall be for the
actual charges up to 100% of Medicare-approved amounts to a maxi-
mum of $120 per year. The $120 annual limit on benefits for preven-
tive care reduces the protection offered by that coverage, and may
not justify the additional premium. In effect, individuals who pur-
chase such coverage are simply “prepaying” the affordable costs of
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the annual physical examination.

Plan F provides only: Core benefits plus Part A dedt%ctiblc; skilled
nursing care as in Plan C; the Medicare Part B deglucuble; coverage
for 100% of the difference between the actual Medicare Pa:;}’t B charge
as billed, not to exceed the charges as set forth joy the Re§()_urce—
Based Relative Value Scale” or other Jawful maximum phys1C1_.an or
provider charges, and the Medicare—.approve'd Part B charge; and
medically necessary emergency care in a foreign country. Cov_exfage
of Medicare Part B excess charges is of no value_ where physicians
are required to accept Medicare assignment, and is of rgdl_lced value
where the excess fecs that physicians may charge are limited.

Plan F also has a high-deductible option ($1,500 in 1999). It re-
quires the beneficiary of the policy to pay annual 0ut~0f—pqcket ex-
penses (other than premiums) in the amount of $1,SOQ (1.n 1959)
before the policy begins payment of benefits. The prescription drug
deductible must be met as well. After 1999, thc? deductible increases
by the percentage increase in the Consumc?r Price Index for all urbal;
consumers (CPI-U) for the 12-month period ending with August o

the preceding year.

Plan G provides only: Core benefits plus Part A dedugtlble; skilled
nursing care as in Plan C; coverage for 80% of the difference b}tle-
tween the actual Medicare Part B charge as billed, not to exceed ¢ e
charges as set forth by the “Resource-Based Relative Value Scale

- or other lawful maximum physician or provider charges, and the

icare-approved Part B charge; and medically necessary ermer-
lg\gz(ily care iI;lpa foreign country. Again, coverage of Me_dicare Part Bﬁ
excess charges is of no value where physicians are required to ac;ep
Medicare assignment, and is of redqced value where the f;xcess ees
that physicians may charge are limited. Coverage for at-home care
as in Plan D is also included.

Plan H provides only: Core benefits plus Part A deductible; skﬂlgq
nursing care as in Plan C; emergency care in a fpreIgn coun;xgé
coverage of 50% of outpatient prescription drug charges aftera $
annual deductible, to a maximum of $1,250, to the extent not cov-

ered by Medicare.

Plan I provides only: Core benefits plus Part A deductible; :skilled
nursing care as in Plan C; 100% of Part B excess charges as in Plan
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F; emergency care in a foreign country; and at-home care as in Plan
D; prescription-drug benefits as in Plan H.

Plan J provides only: Core benefits plus Part A deductible; skilled
nursing care as in Plan C; the Medicare Part B deductible; 100% of
Part B excess charges as in Plan F: emergency care in a foreign
country; at-home care as in Plan D; an extended prescription drug
benefit that provides coverage for 50% of outpatient prescription
drug charges, after a $250 annual deductible, to a maximum of $3,000
per calendar year, to the extent not covered by Medicare: and pre-
ventive medical care as in Plan E. There is also a high-deductible
option available for Plan J that works just like the high-deductible
option available for Plan F described above,

What is Medicare SELECT?

Medicare SELECT was introduced on a trial basis in 15 states in
1994, expanded to all 50 states in 1995, and made permanent in
1998. Medicare SELECT is a type of standardized medigap insur-
ance policy. If you buy a Medicare SELECT policy, you are buying
one of the 10 standardized medigap plans A through J. With a Medi-
care SELECT policy, you may need to use specific hospitals and
doctors to get full insurance benefits (except in an emergency). For
this reason, Medicare SELECT premiums are generally 15 to 25
percent lower than comparable medigap policies that do not have
this selected-provider feature. Although there are nearly 500,600
beneficiaries in the program, Medicare SELECT may not be offered
in your state. For more information call your state insurance depart-
ment (see Chapter VII), '

How Much Does Medigap Insurance Cost?

Costs vary from plan to plan, from insurance company to insur-
ance company, and from state to state. The bottom line is that medi-
g4ap premiums vary widely and it is in your financial interest to shop
around. The table on page 54 shows the average cost for each of the
various standardized plans. Premiums for medigap insurance rose

by 40 percent in some states between 1995 and 1996 and continue to
rise,

Beneficiaries should consider what one policy is likely to cost
over 5 or 10-years compared to premiums for other policies. In other
words, what you pay when you first buy a policy and what it costs in
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re depends on the method used to price the policy. Ifa p(_)hcy
itstz‘i%tr‘il;un?ty rated,” all policy holdc?rs pay the same premium,
regardless of age. Companies are required to sell community ra;;{e
policies in Connecticut, Maine, Massachusetts, Miimesota, Ne_;w Yor_ 1i
and Washington. If a policy is “issue-age rated,” the premium wi

“depend on the age of the beneficiary at the time the policy is pur-

d. Florida and Georgia both require compani,cs to sell:ssue_:—age
;glais;gs. Most medigap I:%olicies today are whgt is ca}led attained-
age rated.” With attained-age policies, premiums rise as you get
older. For example, while the initial premium for an a'ttamed;iage
policy is generally lower than that qf el}ther a community rate 1or
issue-age rated policy, just the opposite situation is l‘1kely to devehop
as the beneficiary ages. There is no way to predict h_ow mtgg a
policy’s premiums may rise as you get older. A policy \gz ag
attractive premium at age 65 may not turn out to be the same bargai
it was at age 70 or 75.

The Relative Value of Plan Options

What you pay for a medigap policy largely depends on how m‘;cﬁ
coverage you want—the more the coverage, the more the ccl)_st. (0 !
should not, however, purchase the most comprehensive policy _}%s
because you can afford the premjurps. Certain plans may provi e;
relative value—that is, when comparing two plans, one plan may no
be worth the additional premiums you would pay for it.

Part B Deductible and Preventive Screening benefits are not ma-

jor expenses and so are less important than the other remaining

options — Part B excess charges, at-home recovery and prescription
drugs. )
| i han $40 per visit an
At-home recovery benefits pay no more t :
$1,600 per year. In order to receive this benefit, you must ?)e receiv-
mg;, Medicare-covered home health services already. Medicare cov-
erage may be ample for the same services that the at_‘—home recovery
benefit would cover. The benefit tends to be expensive and may not
be worth the additional premiums you would pay for it.

Part B excess charges are now somew_hat. less important i:halgl1 1t.hey
were because of federal and state 1imtapons on balance billing.
However, $115,000 worth of physician bills that were 1‘5% gbove%
Medicare’s allowed charge would leave you with a liability o
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$15,000.

Your decision may therefore be simplified, particularly if you
have some idea of your particular risks relating to Part B excess
charges or prescription drugs, since these are the two benefits which
could make the largest difference in your costs and risks, assuming
you are choosing a policy from Plan C to Plan J. If you think Part B
excess charges are likely to be important, Plans F, I, or J give maxi-
mum benefits; Plan G provides the 80% benefit. If you think pre-
scription drugs are likely to be important, Plans H and I give basic
coverage; Plan J gives extended coverage. However, the prescrip-
tion drug benefit makes these plans expensive. Because of the de-
ductible ($250) and 50 percent coinsurance, you would have to spend
more than $2,750 a year for drugs to make Plans H and [ worthwhile.
Plan J makes sense if you spend at least $6,250 a year on prescrip-
tion drugs.

Plans C and F are the most widely sold plans and identical except
that only Plan F covers Part B excess charges. Plan F costs on aver-
age $200 more than Plan C. Neither plan covers at-home recovery or
prescription drugs.

Beware the “Hard Sell”

Whenever major changes occur in a program such as Medicare,
opportunities are created for the insurance companies to exploit a
newly created market. Today, the “Medicare roller coaster” has cre-
ated just such an opportunity and, not surprisingly, the sales forces
of most health insurers have marshaled their considerable talents to
convince Medicare subscribers that they need their company’s policy.
As in all such situations, exaggeration of risks and benefits some-
times plays a part in the sales presentation. We review below a
number of tactics—and potential sales abuses—to which consumers
should be alert. . :

“Lead cards.” Reportedly, a number of marketing organizations
currently are mailirig what aré called “lead cards” to Medicare sub-
scribers in matly States in order to identify potential supplemental
msurance buyeéis: Usually, these mailings come in official-looking
envelopes with an official<sdunding name that conveys the impres-
sion the sender is connected with a Government agency. The en-
closed letter warns of supposed great risks faced by the elderly as a
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result of changes in Medicare and purports to offer the gddrcssee
important information if the enclosed form is fﬂh?d out (stating name,
address, age, Social Security number, and the like) anq retumed to
the sender. Often, the subject of insurance is not mentioned in the
lead card, but that is the purpose of the mailing. :

In fact, the names and addresses that are returned on the cards t'o
the marketing firm are then sold to insurance corgpanies or the%r
agents as “hot prospects” for Medicare supplemental insurance. Cali-
fornia has prohibited the mailing of one firm’s lead cards, but U.S.
postal authorities and the other state insurance regulators have takep
no action. If you receive such a mailing, you should ]Je aware that, if
you return the card, in all likelihood your name will be sold to an
insurer who then will try to sell you a policy.*

Appeals to urgency. Insurance salespersons may stress that you
must “act now” to get the most coverage from a particular insurance
policy. In fact, once a policy prospectus has beén developed, the
terms of coverage for that policy will not change no matter how long
a buyer waits to purchase it. High pressure sal.es te_chmques that
stress the urgency of acquiring a p-artlcplar policy simply are de-
signed to get you to “sign on the dotted line” as scon as possible.

In some situations, however, it may make sense to buy a policy
sooner rather than later. For example, if you have decided _that a
policy provides adequate coverage at a reasonable cost, and if pre-

. mium costs will increase if, say, you become a year older (for insur-

ance purposes) at an imminent birth date, it will save you money to
sign the insurance contract before that time.

Duplicate coverage. The NAIC Model Standards prevent supple-
mental policies from duplicating Medicare benefits, but they do not
address the sale of policies that may replicate other sqpplemgn_tal
policies. Althcugh it violates most states’ fair sales practices legisla-
tion, insurance sales personnel may try to find a way arougd ‘Fhe mles
and scll you what amounts to duplicate coverage. For gxample, the
salesperson may not inquire if you already own a Medicare supple-

* For a more thorough review of the deceptive practices used in the ial_es_ of
Medicare supplemental insurance, see Consumer Reports, August 1994, _Fllllgg
the Gaps in Medicare” and September 1994, “Five Ways to Cover theé Gaps in

Medicare.”
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_ Table 3
UNDERWRITING LOSS EXPERIENCE OF THE
50 LARGEST MECHGAP INSURERS

Company Name Loss Ratio Company Name Loss Ratio
Prudential Ins Co 98.8  State Farm Mutual Automobile Ins Co  76.6
Bankers Life & Casualty Co 71.%2  Union Bankers ns Co 90.9
Empire Blue Cross & Blue Shield 93.0  BCBSMInc 78.2
United American Ins Co 68.4 Capital Blue Cross 90.8
Medical Service Assac of PA 93.4  Hartford Life ins Co 84.7
Biue Cross & Blue Shield of FL 84.2 Arkansas Blue Cross & Blue Shield 89.7
Heaith Care SVC Corp 81.9  Anthem Health Plans 891
Blue Cross & Blue Shield of VA 77.2 Blue Cross & Blue Shield of MO 79.4
Blue Cross & Blue Shieid of NC 81.2 Blue Cross & Blue Shield of MD inc 777
Blue Cross & Blue Shield of NJ 90.0  Community Ins Co DBA Anthem 78.6
Physicians Mutual Ins Co 77.2 Blue Cross & Blue Shield Mut of OH  78.5
Fioneer Life Ins Co 68.1 Blue Cross & Blue Shield of Ri 95.7
Mutual of Omaha Ins Co 68.4  Principal Mutual Life fns Co 783
Anthem Ins Co 73.9  Blue Cross & Blue Shield United of W1 72.6
IASD Health Services Corp 91.3  First National Life Ins Co 85.5
Blue Cross & Blue Shield of Ml 132.7 LA Health Service & Indemnity Co 91.7
Blue Cross & Blue Shield of AL 92.3  Blue Cross & Blue Shield of NE 76.9
Blue Cross & Blue Shield of TN 91.6  Assoc Hospital Service of Maine 98.4
Blue Cross & Blue Shield of CT 9¢.9  Blue Cross & Blue Shield of TX Inc 81.2
Standard Life & Accident Ins Co 71.0  Group Health Service of OK Inc 87.5
Blue Cross & Blue Shield of KS Inc 924 Equitable Life & Casualty 76.0
Blue Cross of Western PA 90.8 Blue Cross & Blue Shield of GA Inc 81.6
American Family Life Asr Co 68.1  Amierican General Life & AccInsCe 77.0
Independence Blue Cross 1128 Humana Ins Co 74.4
American Republic Ins Co 66.8  Allianz Life Ins Co of NA 75.7

Source: National Association of Insurance Commissioners, 1995,

mental policy, and if challenged later be able to say that he or she
was unaware that the policy offered replicated existin g coverage. Or
the sales pitch may emphasize that the offered policy provides addi-
tional coverage from the supplemental policy you own and that both
are needed to provide “comprehensive protection.” Do not be de-
ceived by such appeals. You should look for the best supplemental

policy for your circumstances and buy that policy and only that
policy.

“Mining for gold.” Beware of salespeople who immediately try
to find out how much you are worth. They may want to know how
large a policy they can sell, not what may be the best buy for you. Do
not offer information about your personal finances. Afier all alterna-
tives have been explored and you have had a chance to compare a
number of different policies at your leisure and out of the watchful
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Table 4
UNDERWRITING LOSS AND EXPENSE RATIOS OF THE
50 LARGEST WRITERS OF ACCIDENT AND HEALTH INSURANCE

‘Compan |4 Loss Ratio Expense Ratio
Blue Cross & Biue Shield of Ml ....ccovirevccnevireenne 92.3 8.5
Prudential ins Co of America ...... .. 87.2 24.8
American Family Life Celumbus ... 85.5 .1226
Highmark, Inc. .ovieeereiennane, 90.3 136
Empire BC & BS ... 89.1 23.7
Guardian Life ins Co of Amer . 83.2 22.0
Principal Mutual Life ..o eeeeenae 83.4 20
Continentat Assurance Company ... 91.2 .
Connecticut General Life Ins ... .. 895 1;3
Metropolitan Life Ins Co ......... .. 100.6 58
United HealthCare Ins Co.... 82.7 30.7
Aetna Life INS CO rvvvvrevernvinvrnernns 84.9 X
Blue Cross & Blue Shield of TX .. 87.7 14.9
UNUM Life Ins Co of Amer ... 79.5 ?gg
Employers Health Ins Co ..... 71.8 e
Mutua! of Omaha Ins CO vvvrrrninns 76.8 : 9.3
Community nsurance Company ... 83.4 17.3
Blue Cross & Blue Shield of FL ...... 80.6 3
Health Ins Plan of Greater NY ... .. 923 12.5
Health Care Service Corp .......... . 875 12
Blue Cross & Blue Shield of Nj .. 821 12‘6
Trigon Insurance COMPANY c...veeoocvnrisssnmenenssizenss 894 10.6
Chattanooga Hospital & Medical ..o 905 18.3
Biue Cross and Blue Shield of NC.. .. 88.4 183
Bankers Life and Casualty Co ........ e 747 7 35.3
Paul Revere Life Ins Co coeeeneen. .. 91.0 22.1
Hartford L & AINSCO wervvirvinerrrcsimererreeeeenesees .. 87.6 6.1
Finger Lakes Health NS CO ..o 96.0 ng
Wellmark, InC. covievvevrnsciianees . 849 24.5
United Wisconsin Life Ins Co ... 76.0 12‘5
UNICARE Life & Hedlth Ins Co .. 89.9 29-5
Fortis Benefits Ins Co ... 80.0 14.3
Blue Cross of WA & AK ....icennne 88.3 26.8
Anthem Insurance Companies Inc . 79.8 .8

American Life ins Co—- DE ............ .. 51.8 34.2

l.ife Ins Co of North America ..... 84.1 %g(z}
Blue Cross & Blue Shield of MN _.. 85.3 ”.3
Triple-5, INC. oevniciernieeene 89.2 14.2
Regence BC B5 of Oregon .. 87.0 18-1
New York Life & Health ........... 83.4 23.1
Trustmark Insurance Co (Mutual) .. .. 77.4 2 .6
Combiried ins Company of Amer .. - 40.6 38‘8
Fortis Ins CO .veiveeeciiiniorerininnnens ... 68.0 37.9
Provident Life & Acc.... v 105.2 36'-4
John Alden Life Ins Co .o 75.7 14.5
Blue Cross & Blue Shield of K5 ..... 88.0 9.0
Blue Cross & Blue Shield of CNY .. 92.0 43.2
General Electric Capital Assur ...... 76.5 4.2
Great-West Life & Ann Ins ... e 42,6 60.3
1 C Penney Life Ins Co ......... et b e 38.0 .

Source: Best’s Review, December 1999,




eye of the salesperson, you may want to review how much insurance
you can “afford™ with a disinterested third party (your financial
adviser or banker, for example). But opening your financial account
books to the insurance salesperson may invite sales abuses.

Evaluating the Insurers

Industry specialists .agree about what the future of health care
insurance holds: higher premiums, rate increases, restructured ben-
efit offerings, additional “out-of-pocket” expenses, continued growth
in the size of the uninsured population, more mergers and acquisi-
tions, amended prescription benefits and more failures by healthcare
companies. Furthermore, a host of regulatory and performance is-
sues will affect various products and markets.

The combination of sharply rising health care costs, Government
regulation, actuarial imprecision, and managerial confusion has re-
suited in substantial underwriting losses for some insurers in the past
decade or so. (Underwriting losses occur when companies pay out
more in benefits and operating expenses than they take in as pre-
mium income) One might well question how insurance companies
can continue in business afier taking losses. All insurance compa-
nies have two sources of income—premiums and investments. For
most of the last decade, premium income was inadequate to cover
benefit expenditures. But until now investment income more than
made up for premium losses. Thus far; many insurers have been able
to absorb underwriting losses because investmient yields have been
historically high. But it is by no means certain that investment “gains”
can continue to offset underwriting losses.

Unless premium charges are brought into line with benefit pay-
outs, the continued solvency of life and health insurers will depend
on adequate investment earnings—and as recent events suggest, the
financial markets can be highly volatile. Heavy reliance on unstable
investment returns has, in fact, made insurers especially vulnerable
to a situation where health care costs and benefit payments may
continue to increase at the same time that offsetting yields on invest-
ments become more difficult to achieve. In short, many insurance
companies could find themselves in a classic financial squeeze, a
possibility that has led some industry analysts to speculate that fur-
ther “shakeouts” may occur—that is, that the weaker companies will
continue to be forced out of business or merged with healthier ones.
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- What this situation means to you as a health insurance consumer
is that you must take care to ascertain that any policy you buy is with
a healthy insurer—and that it is likely to return good value. With
respect to the former, we recommend that policies be purchased only
from companies that are rated “A+” or “A++” by Best’s Insurance
Reports. Best’s Reports represent an opinion based on a comprehgn-
sive quantitative and qualitative evaluation of a company’s financial
strength, operating performance, and market profile. (Chapter VII
discusses how to use Best’s Reports.)

Another useful measure of both the financial health of a company
and the value that it returns to policyholders is the so-called loss

‘ratio, which represents the percentage of premiums that are returned

to policyholders as benefits. Many state departments of insurance
have prepared briel guides to supplemental health insurance for
Medicare subscribers. And a number of these advise supplemental
insurance buyers to use insurance companies’ loss ratios as a means
of comparing the relative value of policies. Low loss ratios are a sign
that a policy is not returning value to policyholders. Ec?deral ]aW
stipulates that a cumulative 65 percent loss ratio for ind1v1du_a1 poli-
cies (75 percent for group policies) must be met over th_e life of a
policy, which is assumed to be 15 years. Insurers are reguired to pay
refunds or provide credits to policyholders when Medigap policies
fail to meet loss ratio standards.

Table 3 shows the underwriting loss ratios of the 50 largest writers
{by premiums) of accident and health insurance in 1998. A§ that
table illustrates, the majority of companies writing policies in the
accident and health insurance field currently are posting underwrit-
ing loss ratios that are very high. Traditionally, insurance actuaries
aim at achieving underwriting loss ratios in the range of 70 to _75
percent. Losses in this range allow a company to retain an attractive
marketing stance, yet still permit the company to turn an acceptable
underwriting profit. Losses much over 75 percent, however, may be
risky to the company—and here a difference of a few percentage
points can make the difference between profit and loss, 'ar}d, eventu-
ally, between solvency and insolvency. One supposes 1t 1 a matter
of some concern to those involved that, in 1998, 36 of the 50 largest
insurers posted loss ratios above 80 percent, by conventio_nal stan-
dards a somewhat risky level. In short, check out the financial health
as well as the benefits and premium costs of any insurer whose
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policy you are considering. Even the best coverage at a low price

will be useless if the company cannot pay claims promptly (or at all). Vil

SHOPPING FOR
A MEDICARE SUPPLEMENTAL POLICY

B~ NSURANCE agents are trained to emphasize the advantages of
|| their company’s policies and the drawbacks of their competi-
I tors’ products. Insurance salespeople hope to convince you that
their policy represents the best value by “comparing™ it with other
policies. Do not be deceived. These sales-oriented comparisons of-
ten are designed to make one policy look much better than all the rest
and are unreliable. In all likelihood, few, if any, will offer all ten
medigap plans—and they will, no doubt, develop sales presentations
" that emphasize the benefits only of the plans they do offer.

Ultimately, it is up to you to find the best value through indepen-
dent inquiry. Do not rely on salespeople, and do not rely on friends
who claim to have found a “great deal.” Friends may be well-mean-
ing, but they also may not have all the facts relevant to your situa-
tion.

Every State Is Different

Today, insurance analysts are especially concerned that large dif-
ferences in premiums from one geographical area to another hamper
their ability to monitor actuarial performance and set realistic pre-

. mium rates. A number of companies already have established a
computerized consortium data bank that allows each member to
draw on the experience of others in the consortium. But so far this
project has barely gotten started and ironically is facing antitrust
opposition. Many insurers are still more or less in the dark about
industry-wide actuarial experience.

What this means to you as an insurance buyer is that there
still are wide variations in premium costs from company te com-
pany and from state to state. Even within some states, prices on the
o same policy are different. In fact, in the larger metropolitan areas of
o the Northeast and the Midwest, your premium cost may depend on
the side of town in which you reside. In short, a policy that may
represent the best value in one state or Jocality will not necessarily
be the best value in another state or locality. You cannet rely on the
advice of others who reside outside your area.
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The State Insurance Departinent

A number of state insurance departmoents have consumer affairs
divisions that provide information free to prospective insurance buy-
ers. As a first step in shopping for a Medicare supplemental policy,
contact the State Insurance Department to see if your state has sucha
service. If it does not, urge that one be established.

Therefore, consult the accompanying National Dlrectory of State
Insurance Departments, and write or telephone to request a list of all
Medicare supplemental insurance providers currently offering poli-
cies in your locality. Make certain you get current addresses and
telephone numbers

At the same time, ask for any related 11terature A number of state
insurance departments have prepared guides to supplemental insur-
ance, and most contain pertment information regarding the pecu-
liarities of such insurarice in their states.

When you have obtamed a list of Medicare supplemental insur-
ance providers for your area, contact each. Request full policy de-
tails, including coverage, exclusions or restrictions, waiting periods,
renewability, and premium rates. If any policy does not meet the
NAIC Model Standards or the additional requirements of your state,
contact the State Insurance Department and report the discrepancy.

Using Best’s Insurance Reports '

To deterrmne the status of each company. for which you have a
policy prospectus, consult Best’s Insurance Reports: Life and Health.
Even fewer insurance buyers know about.Best’s than about their
state insurance department, but it is an equally useful resource. A.
M. Best Co. is an independent insurance evaluator that publishes
monthly and annual reports on a variety of issues regarding the
insurance industry. The reference librarian in your locai 11brary will
direct you to Best’s Reports ‘

You want to consult Best’s Insumnce Reports Lgce and Health
for the most recent year available. This will be a large, heavy, red
bound volume that resembles an encyclopedia in looks and contains
nearly as much information. Best’s Reports lists virtually all insur-
ance companies currently writing policies in the United States. Best’s
rates each company on a letter grade: “A++" and “A+” (Superior),
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“A” and “A-" (Excellent), “B++” and “B+” (Very Good), “B” and
“B=" (Good), “C++" and. “C+” (Fair), “C” and “C-" (Marginal),
“D” (Below Minimum Standards), “E” (Under State Supervision),
and “F” (In Liquidation). Any company with a B rating or lower is
being “damned with faint praise.” As a general rule, it is advisable to
insure only with those companies rated A+ or A++. Ratings are also
available from Standard and Poor’s Ratings Group, Duff and Phelps
Credit Rating Company and Weiss Ratings, Inc. Ratings are avail-
able by phone: A M. Best Company, (908) 439-2200; Duff & Phelps,
Inc., (312) 368-3157; Standard & Poor’s, (212) 208-1527; Weiss
Research, Inc., (R00) 289-9222. Insurance News Network has a
website at www.insure.com which makes ratings from Standard and
Poor’s and Duff and Phelps available. Quotesmith.com
(www.quotestnith.com) provides free instant Medicare supplement
insurance quotes from up to 80 companies along with the latest A.
M. Best, Duff & Phelps, Moody’s, Standard & Poor s and Weiss
ratings for each company.

What You Should Ask the Insurance People .
Before You Buy

A policy may look good on paper, but if the company refuses for
one reason or another to pay the promised benefit, or if benefits are
so slow in coming that they cause you worry, inconvenience, and
embarrassinent, you may want to avoid that policy. This remains

_ true no matter how low the premiums or how high the supposed

coverage. Therefore, you should learn the claims response record of
the company before you purchase a policy. In this regard, the impor-
tant facts are not published. Consequently, it is up to you to
question the insurance agent on a2 number of matters.

First, ask the agent what the actual loss ratio on the policy (or on
a similar policy if the policy you are considering is new) has been for
the past few years. This figure may differ from the “anticipated loss
ratio” usually cited in promotional literature. If the actual figure is much
lower than the anticipated figure, you want to know why.

Second, ask the agent to tell you the average time it takes to
get a claim processed and for you or your doctor or hospital to
receive payment. It can be annoying and costly if benefits are inor-
dinately slow in coming through. Ask where your claim will go and
who has to approve it. Is claim authorization made locally, or are all
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NATIONAL DIRECTORY
OF STATE INSURANCE DEPARTMENTS

Write or telephone the State Insurance Department at the fellowing
locations:

Alabama, Montgomery 36130-3357 ..ocooiiionaieecna. 334-269-3550
Alaska, Anchorage 99515 ..o 907-465-2515
Arizona, Phoenix 85018 ...l 602-912-8400
Arkansas, Little Rock 72204 .oooovvicieeninidl e 800-282-9134
California, Sacramento 85814 ......oociivviinns v ieeerena—. 213-346-6400
Colorado, Denver BOZ02 ... e eeeeeaseosee e 303-894-7499
Connecticut, Hartford 06142-0816 .............. weeiarenes evenranes " 860-297-3800
Delaware, Dover 19904 ..o e 302-739-4251
D.C., Washington 20007 .....cccoocevcrvcnenneee creebesnerie s 202-727-8000
Fi_orida, Tallahassee 32399-0300 ....... tereas T 850-922-3100
Georgia, Atlanta 30334 ..o 404-656-2070
Hawaii, Honolulu 96817 ..vriveeiicervrivcerectrcrennnness © 808-586-2790
idaho, Boise 83720-0043 ..o 208-334-4250
illinois, Springfield 62767 ..., 217-782-4515
Indiana, Indianapolis 46204 ... 317-232-2385
lowa, Des Moines 50319 .. ivvinnccreresr e 515-281-5705
Kansas, Topeka 66612 .....c.cvveruerrcenrmennne et 785-296-3071
Kentucky, Frankfort ETe 0 800-595-6053
Louisiana, Baton Rouge 70804-9214 ................ rrreiesnnens 225-342-5900
Maine, Augusta 04333 ... 800-300-5000
Maryland, Baltimore 21202-2272 ........cocomvvererioreereeens 410-468-2000
‘Massachusetts, Boston 02210-2223 .......... e 617-521-7777
Michigan, Lansing 48909 .........c..ccivenn PP POTI 517-373-9273
Minnesota, St. Paul 551072362 ..o 651-297-7161
Mississippi, Jackson 39205......ccciiiiiiiine e, ereereanes 601-359-3569
Missouri, Jefferson City 65102-0690 ..covreeeeeieiiiininieccnnes 573-751-4126
Morttana, Helena 59601 e, 406-444-2040
Nebraska, Lincoln 68508 .......oooveeiiieee e 402-471-2201
Nevada, Carson City 897710 ..cccvvueriecrerenseireersssarinas 775-687-4270
New Hampshire, Concord 03307 .....ccccviininniincns 603-271-2261
New jersey, Trenton 08625 ... .ciiiiieireiccrerr e 609-292-5313
New Mexico, Santa Fe 87504-T269 .. ..oveirviceveeeeeccnee 505-827-4297
New York, New York 10073 .o creeeirieanees 212-480-2301
North Carolina, Raleigh 27617 .o 919-733-7343
North Dakota, Bismarck 58505- 0320 e 701-328-2440

Ohio, Columbus 43215-T067 .ot 614-644-2658

Oklahoma, Oklahoma City 73152-3408 ... 800-522-0071
Oregon, Salem 97310 .o erares 503-947-7980
Pennsylvania, Harrisburg 17120 .oevieiiiii 717-787-2317
Rhode Island, Providence 02903-4233 ...cvcvveevivenveeannn, 401-222-2223
South Carolina, Columbia 29202-3105........c.ceviiiineeaenn 803-737-6160
South Dakota, Pierre 5750T-5070 ..ceirieirieeeeieeeanni e ees 605-773-3563
Tennessee, Nashville 37243 .. viierieeirmirseeceeeeneeen 615-741-2241
Texas, Austin 78714-9091 . 512-463-6169
Utah, Salt Lake City 84114-6907 ..o 801-538-3800
Vermont, Montpelier 05620-310T .....ocovivrniroenniecniecns 802-828-3301
Virginia, Richmond 23219 ... 804-371-9741
Washington, Lacey 98504-0256 .......cccooeviiiiiniinnninnns 360-753-7301
West Virginia, Charleston 25305-0540 .....cooeovevevinnnnne. .. 304-558-3354
Wisconsin, Madison 53707 ... ierreissriinrerserresprnnseees 608-266-3585
Wyoming, Cheyenne 82002 ........cococcorcomecnnvirnicnenninn: 307-777-7401

claims forwarded to the “head office™?

Third, ask what your rights are as a policyholder in the event
that your claim is reduced or denied. Find out what percentage
of claims is reduced and what percentage is denied on the policy
you are investigating. And find out why such claims have been
reduced or denied. Your questioning may very well make the in-
surance representative uncomfottable, but it is your right and in your

" interest to ask. If the salesperson is uncooperative or if he is

pleasant but never provides you the information you want, do
not do business with that person. The overwhelming majority of
insurers have scrupulous claims procedures, but a few have been
known to try to cut losses through legal challenges to claims. You
want to be certain that any policy you purchase will pay benefits
promptly as promised.

Ask to see a claim form. Is it straightforward and simple? Or is it
overly complex?

Find out if you will be paid benefits dlrectly or if the insurance
company will make payments directly to the health care provider.
Generally, it saves you time and trouble if the company will make
payments directly to the doctor. Many doctors have arrangements
with insurers so that you need not bother with filing claim forms at all.
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Others have no such arrangements, and it is up to you to take care of
the bills and file for your insurance benefits. If you are still ill when the
bills start to come in, this task can be burdensome. If the company will
pay benefits directly to the health care provider, ask how you will be
notified that such payment has been made. This is important, since all
too often the doctor’s office will mistakenly continue to bill you for
charges already paid by your insurance. You need evidence that the
bill has been paid. The absence of such potification also will alert you
that the company may not have paid the bill.

A related matter concerns claims procedure in the event that you
require treatment out-of-state, or even outside of your “prevailing
charge” area. Ask the insurance representative how out-of-state
claims will be evaluated. Many insurance companies calculate pre-
miums on the basis of actuarial estimates for a limited geographical
area. Some of them will pay only the “prevailing charges” of your
area even though the charges in the other area may be higher. In that
event, you can be left at substantial risk. For example, if you
reside in a rural or suburban area and are stricken with an illness that
requires emergency surgery in a large metropolitan area, the differ-
ence in coverage from one “prevailing charge” area to the other
could easily-amount {0 hundreds, if not thousands, of dollars. This is
a significant matter, because the incidence of iliness among retired
persons is statistically greater during holiday visits with relatives
and friends than at other times. And yot certainly want to be pro-

tected during those tumes.

What You Should Tell the Insurance People
 Before You Buy

It is unfortunate but true that all too many of the claims difficultics
retired people have reported in the past were their own fault. Policy-
holders have paid hundreds and hundreds of dollars in premi-
ums only to bave their claims legally denied by the insurance
company when illness struck. In most of these cases, the claim-
ants either gave false information or withheld pertinent infor-
mation of which they had knowledge when they completed their
applications for insurance. ' _

Open Enrollment Requirement

The new NAIC Medicare model legislation requires that new
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Medicare subscribers be allowed a 6-month “open enrollment” pe-
riod in which they cannot be denied Medicare Supplemental Insur-
ance on account of their health status, previous claims history, or
medical condition. Section 11 of the NAIC Model Standards provi-
sions states: “No issuer of Medicare supplement policies in this state
may deny or condition the issuance or effectiveness of any Medicare
su_pp.lement policy available for sale in this state, nor may it dis-
criminate in the pricing of such policy because of the health status,
clalms experience, receipt of health care, or medical condition of an
applicant where an application for such policy is submitted during
the six (6) month period beginning with the first month in which an
individual (who is 65 years of age or older) first enrolled for benefits
u___nder Medicare Part B.” Most states now have adopted such legisla-
t1on.

Take advantage of this window of opportunity. If you don’t, you
may not be able to get the policy you want, may face a preexisting-
condition limitation, may have to pay more for any given policy, or
even run the risk of not being able to buy a policy at all. This point
cannot be overemphasized—once you sign up for Medicare Part
B, make sure you don’t let the six-month open-enrollment pe-
riod lt)'or purchasing a Medicare supplement insurance policy
pass by. | |

Even with the open enrollment guarantee, the medical history that

- you will be required to submit when applying for a policy constitutes

an integral part of the insurance contract. If that medical history can
be demonstrated to have been willfully falsified, the insurance con-
tract may not be legally binding.

It is therefore crucial that you complete the medical history form
accurately. Do not be concerned about reporting illness that required
hospitalization, surgery, or other treatment in the past. A person who
gclachel:s age 65 with no prior history of illness is the exception, not

e rule.

Do not think that because you may not have to submit to a physi-
gal examination, your health history is not of consequence to the
insurance company. It is. That is why the health history you com-
plete becomes a part of the contract.

Even though you may sign a contract, pay premiums, and be
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issued a policy, an incorrect health history could mean that you have
absolutely no insurance.

Therefore, answer all questions regarding your health hon-
estly and completely. This does not mean that you will be required
to recall everything that happened to you in the past. But as a matter
of contractual integrity, you are obliged to do the best you can. To do
otherwise is to place yourself at enormous risk.

How Much Can You Afford?

You must expect to pay between about $1,000 and $2,000 annu-
ally {at present rates) for a Medicare supplemental insurance policy
that provides adequate protection. For a couple, then, $2,000 to $4,000
per year. About 14 percent of the value of the Nation’s output con-
sists of medical services. Elderly health care costs are proportionally
much greater than those of the general population.

In short, you ought to view this expense as a matter of necessity.
There is no question that health insurance costs are high, but the
risks of remaining underinsured are much higher. In the case of most
retired couples with a financial stake to protect, the cost of an ad-
equate policy will not mean the difference between comfort and
deprivation. Moreover, it is not advisable to try to save a hundred
dollars or so by automatically choosing the lowest-premium Medi-
care supplemental insurance policy. Rather, the insurance buyer’s
task is to find the best coverage at the best price within the affordable
range.
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VIIIL
RANKING THE NAIC POLICIES BY COST AND RISK

the NAIC’s delineation of ten standard policies, there still is

no easy way to determine which policy offers the best value
for a particular individual. Of course, the task of comparing similar
policies has been made immeasurably easier: other things being equal,
for identical policies the one with the lowest premium is the best
value. But that type of comparison does not address the problem of
which options might be most valuable to individual consumers. In-
deed, advice about the value of different coverage options often is
vague and subjective. Although we know of no foolproof method for
evaluating the relative values of the health insurance policies now on
the market, we try here to provide a procedure that can be applied to
virtually anyone’s particular circumstance.

D ESPITE the “simplification” of medigap insurance through

Many state insurance departments have booklets available to help
you compare the NAIC supplemental policies. These uisually in-
clude two or three pages of comparison worksheets for you to fill in
policy options and compare prices. These guides advise you to “weigh
each option carefully” and to “decide which is best for you.” Unfor-
tunately, they usually do not tell you how to weigh options or how to
arrive at an informed decision regarding them. With little or no help,
you are asked to compare different options whose value to you re-
mains unkniown. Here we try to be more specific.

There are two overriding concerns that ought to form the
basis of any evaluation of health insurance. The first is risk.
Since the purpose of health insurance is to reduce your financial risk,
you must determine the extent to which any given policy would
reduce your risk in the event of illness. The second factor is cost.
How much would you have to pay for this protection? Stated simply,
the cost-risk principie demands that you elect insurance that
provides the most protection against risk at the lowest cost,

Fortunately, there is an uncomplicated statistical expression of
this principle that allows you to compare the relative value of poli-
cies. For the purpose of evaluating health insurance policies, the
index of comparison is called the “cost-risk index.” Tt is arrived at in
the following manner:
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Cost-Risk Index = Cost x Risk

The lower the cost-risk index, the better the value. The higher the
index, the worse the value.

Determining cost is usually quite simple; cost is the annual pre-
miwm on the policy. Many insurance companies quote monthly, quar-
terly, or semiannual premiums in order to make the amount seem
smaller and thus more affordable. These must be converted to an
annual figure. If the premium is quoted as a monthly amount, multiply
it by 12 to get the annual premium. If the premium is quoted as a
quarterly premium, multiply it by 4. If semiannual, multiply by 2.

Determining risk is more complicated. Determination of risk
requires 2 risk design based on a hypothetical situation or situa-
tions. In short, you assume the need for a ceitain type of care and
then calculate how much protection ‘a policy would not provide in
the event of such need. Your risk is taken as the amount you
would still ewe for such care after both Medicare and the supple-
mental policy had paid their benefits. Use of the hypothetical case
in risk evaluation is a relatively uncomplicated procedure. And even
though calculating risk this way can be time-consuming, it is the
most useful way. ' '

Advantages of Multiple-Case Evaluation of Risk

Previous uses of hypothetical cases in the evaluation of Medicare
supplemental insurance have relied mainly on a single-case risk de-
sign. That is, the determination of risk was based on only one hypo-
thetical situation. Although a single-case design is of some value
and is not very time-consuming to develdp, a multiple-case risk
design can be more useful. ’

: Multiplé—case risk designs incorporate both the strengths and weak-
nesses in coverage over a number of policy provisions. Singlé-case

designs of necessity exclude one or more provisions from the deter-
mination of risk. . ) -

Further, multiple-case risk designs allow flexibility and weight-
ing. You can accommodate average fisks based on the reported ex-
perience of the Medicare populatiof; infréguent but potentially cata-
strophic risks, and the likelihoed of known risks based on your own
health history.

76

In short, multiple-case designs can take into account a variety of
potential risk_s, which single-case designs cannot. The fact is 3t(hat
there are a wide variety of potentially ruinous illnesses that require
many different types of care — and hence insurance coveragé.

.The risk design shown below was determined after consultation
with health care planners and with reference to the Activity Reports.
of the Commission-on Professional and Hospital Activities. It incor-
porates.bol;h average risk experience and potential risk exi)erience
In keeping W}th the health insurance principle, weight has been giveri
to the potential risks. This design may be used as shown or adjusted
to accommodate your own health situation:

-' Sample Risk Design

Case 1: Average Hospital Confinement
5-day hospitalization
Medical expense of $7,500

Case 2: Intermediate Hospital Confinement/
Intermediate Skilled Nursing Facility Confinement
21-day hospitalization ‘
30-day skilled nursing facility confinemen
Medical expense of $25,000.

Case 3: Extended Hospital Confinement
100-day hospitalization
Medical expense of $85,000

Case 4: Extended Skilled Nursing Facility Confinement
16-day hospitalization -
180-day skilled nursing facility confinement
Medical expense of $35,000 ' )

Case 5: Extended Hospital Confinement/ :
Extended Skilled Nursing Facility Confinement
180-day hospitalization
150-day skilled nursing facility confinement
Medical expense of $200,000 ‘

To de?ermine the total risk associated with this risk desi‘gn for
each pphcy you are considering, ascertain probable daily hospital
and skilled nursing facility costs for your locality (call the billing
department of your hospital or local nursing . facility and request
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current daily charges) and then calculate what you would still owe
after the insurance benefits had been paid for each case and then sum
these five amounts. That is your total estimated financial risk.

1t must be emphasized that this “Sample Risk Design” is based on
a distribution of both potential and average risks. It has been con-
structed to accommodate a variety of hypothetical situations. How-
ever, it was figured without regard to individual health experience,
which can have a significant bearing on the value of a particular
policy. Of course, potential risks must always be accorded the great-
est weight in the multiple-case evaluation of risk. And in the absence
of prior knowiedge of illness or the likelihood of illness, averages
represent a statistical means of assessing intermediate risks. For
persons whose heaith history indicates no particular risk, the sample
risk design will provide an indication of how different policies com-
pare in relation to average risk experience.

Vour health history may suggest that your risks in some areas
may be greater than in others. This knowledge should, and can, be
incorporated into any risk design. If you are aware of an existing
condition, or have parents and relatives who have been stricken with
an illness requiring specific care, then you ought to use this knowl-
edge to advantage. If, for example, you or members of your family
are prone to illness requiring long-term care in a skilled nursing
facility, then your design ought to include a hypothetical case to that
effect. Or if you or members of your immediate family suffer from a
chronic condition that requires regular physician visits and treat-
ment, butnot hospitalization or skilled nursing facility confinement,
then your risk design ought to give more weight to that condition.

In short, so long as yeu include potential risks in your risk
design, then you can weight your evaluation according to the
specific knowledge that you possess regarding your individual
health risks.

For the most part this is a matter of “fine tuning” and is not likely
to affect greatly the rank order of policies. In cases where there is a
close decision to be made, bowever, it may suggest the more attrac-
tive alternative.

Using the Cost-Risk Index
Tn order to compare the relative values of specific policies, calcu-
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late the cost-risk index for each b iplvii :
. y multiplying the total
determined above by the annual premium P g «% risk as

. The resulting cost-risk index rank (i.e., the indexes listed by mag-
nitude) must be interpreted with discretion. The rankings that you
calcu]at.e ought not to be taken as an “absolute’” indication that
one policy represents a “better value” than another, or vice versa
I_Iather, the index rank provides you only with one statistical indica;
tion of how different policies may or may not represent value in
view of your own needs and resources.

Such_mdexes and rankings do, however, serve as broad indicators
of relative value. A policy with a relatively low cost-risk index
ysually means that it is a good value. Risk is by far the larger factor
in the_ cost-risk formula, so that a low index nearly always indicates
lqw rlsk;. Low price and low risk determine good value. A policy
v_v1th an 111_termediate index value might indicate any of several situa-
tions: 1).nsk might be low, but price is high; 2) price might be low
but risk is relatively high; or 3) both price and risk are moderate. ,

A policy with a high index, however, usually indi

' high index, y y indicates poor
value. Either the risk is high, or the cost is high, or botlllj. In
general, the lower the cost-risk index, the better the value.

79




MEDICARE+CHOICE

"V HE Balanced Budget Act of 1997 expanded Medicare’s heaith
plan options with the creation of a parallel program called

. Medicare+Choice. In addition to the “original” Medicare and
Medicare supplemental insurance plans, Medicare participants now,
subject to availability, will be able to choose among a variety of

qualified private market-based health care plans similar to those .

available to the nonMedicare population. The new options include
managed care plans such as Health Maintenance Organizations
(HMOs), HMOs with Point of Service (POS) option, Provider Spon-
sored Organizations (PSOs), and Preferred Provider Organizations
(PPOs). Medicare+Choice also includes a variety of non managed
care arrangements such as private fee-for-service (PFFS) plans, Medi-
care Medical Savings Account (MSA) plans, and the ability to con-~
tract privately with a doctor outside the Medicare system to provide
Medicare-covered services.

Medicare+Choice Basics

Under what is now called the “original Medicare plan,” Medicare
pays doctors and other health care providers directly for each service
a patient receives. Under Medicare+Choice health plans, Medicare
pays-a lump sum, called the capitation rate, to the plan administrator
- and the plan then manages the services you recéive. In other words,
the Medicare+Choice options are a shift toward a “defined contribu-
tion” plan and away from the original “defined benefit” plan.

To be eligible for the new Medicare health plans you must have
both Medicare Parts A and B, and live in the health plan’s service
area. Unfortunately, few if any of the options may be available where
you live, Where options are available, no matter which you choose,
you are still in the Medicare program. Each Medicare+Choice plan
must provide all Medicare-covered services, except hospice care. In
addition, you retain the same rights and protections afforded under
the original Medicare program.

Your choice of plans, however, will affect your costs, what extra
benefits you receive (e.g., prescription drugs) and how much choice
you have among doctors, specialists, and hospitals (i.e., quality and
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access). Beware that any plan’s benefits and costs are subject to
change from year to year, and that Medicare health plans are free to
terpinate their contract with Medicare at any time.

Until 2002, you can enroll in any of the managed plans or a PFFS
plan at any time. The plan cannot refuse to enroll you. You may also
clect to disenroll for any reason from most Medicare health plans
and return to the original Medicare plan or enroll in a different
qualified plan. After 2002, Medicare beneficiaries can enrolt and
disenroll only during the first three months of the year, or the first
three months of eligibility in a year in the case of newly eligible
beneficiaries. Special rules apply for enrolling and disenrolling in a
Medicare MSA. ;

If your Medicare+Choice plan coverage ends because your plan
terminated its Medicare participation.or stopped providing care in
your area, you moved outside the plan’s service area, or you left the
plan because it failed to meet its contract obligations to you, you
have the right to purchase medigap policies A, B, C, or F that are
sold in your state as long as you apply within 63 days of losing your
coverage. The insurance company cannot deny you the policy, place
conditions on the policy such as a waiting period, apply a preexisting
condition exclusion, or discriminate in the price of the policy based

on your health status.

If you have a medigap policy and then drop it when you join a
Medicare+Choice plan, you will be allowed to return to your origi-
nal medigap policy if it is still available from the same insurance
company. If it is not still available, you have the same rights tobuy a
medigap policy as you would if your coverage ended. You are guar-
anteed issuance of any of the 10 standardized medigap policies avail-
able if, when you first became eligible for Medicare at age 63, you
enrolled in a Medicare+Choice plan and then disenrolled from that
plan within 12 months of the effective date of your enrollment.

Should you voluntarify disenroll from a Medicare+Choice plan
one year or more after joining and decide to return to the original
Medicare plan and wish to purchase a medigap policy, you run the
risk of being subjected to medical underwriting standards. The in-
surance company may deny your application, or impose policy re-
strictions and charge you more.

32

The Options

Medicare beneficiaries can choose to remain in the origi
for-service plan run by the Federal Government. Y(fgiag;lt%fengj; e;(;
Part.B premium, Part A and Part B deductibles and any fees for
services not fully covered by Medicare. You have access to an
doctor that accepts Medicare and you receive the basic Part A ang
Part B services discussed in Chapter I. This choice entails signifi-
cant ﬁna}ncml risks because many medical expenses are not covered
by Medma_re; thus, our observations discussed in earlier chapter
about Medicare supplemental insurance continue to apply. pe

The .ﬁrst group of Medicare+Choice options is to choose one of
the various types of managed care—HMO, HMO with POS options
PPO, or PSO. Managed care combines the roles of insurer and heaItlr;
care provider. By eliminating the middlemen (i.e., the insurance
(clompames), managed care theoretically enhances efficiency and re-

ucgs costs. Under managed care, your out-of-pocket costs (what
youmust pay) are generally lower. Another advantage is that benefi
ciaries do not have to contend with burdensome paperwork _

Your choice of doctors and hospitals depen
aged care plan. Members in an }II)MO or I])?S(c)lsrg?lstth flstzliflﬁ? ! Ilnai? ;
doctors and hospitals. The plans must approve treatment andpmake
referrals. PPOs z_md HMQS with POS options usually let you use
doctors and hospitals outside the plan—albeit at extra out-of-pocket

~ cost. Although the number of physicians in a managed care plan may

be very large, the number accepting new patients may be quite small
and compnsc_d mostly of relatively inexperienced practitioners Fi:
nal_ly., recognize that managed care suffers from an inberent conﬁict
of 1'nterest; that is, it attempts to minimize costs and to méximiz

patient welfare at the same time. If the latter objective is suborch’f—:
nated to the former, patients may face serious health risks; inad-

equate atiention placed on the fi i i : ’
ancial well oo ormer may jeopardize the plan’s

Medlcare Health Maintenance Organizations (HMOs) have
existed for around 15 years, and our observations in Chapter V
apply. Thq focus here will be on HMOs with a Point of Servi
(POS) option. Originally referred to as “open-ended HMOs,” P:)cg
fElans have been around since 1961. These plans combine féatures
rom both HMO and PPO (discussed below) plans. Members can
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choose to use the HMO network or go outside the network each time
they need care. If they choose to use the network, the care is coordi-
nated by their primary care physicians. '

From a purely financial standpoint, it is always in the member’s
best interest to use the network. However, from a health care starid-
point, it may make sense 10 50 outside the network for certain care.
In this case, the member can go to the provider of his or her choice—
i.e., the primary care physician or so-called gatekeeper-is not in-
yolved. Claims for out-of-network care are reimbursed after any
applicable deductible and coinsurance provisions are met. A further
complication is that non-network providers may not accept assign-
ment of benefits or charge much more than the network’s reimburse-
ment levels. ’

POS plans are best suited for people who would generally stay
within the HMO network for most of their routine care, but value the
ability to go out-of-network in the event that a major illness strikes.
In essence, the POS option would act as a (costly) safety valve.

Preferred Provider Organizations (PPOs), whose roots can be
traced back to the early 1930s, try to lower costs without compro-
mising quality. A PPO is madé up of medical providers (hospitals
and physicians) who agree to provide services at negotiated fees.
Third party payers, such as insurance companies or large employers,
are able to access the network to provide health care services for
covered individuals. The PPO charges an access fee that varies with
the services used. PPOs do not generally require members to choose
a “gatekeeper.” : :

Like HMO plans with POS option, PPOs are best suited to people
that plan to stay “in-network” for most their health care services, but
do not want to be permanently “locked-in” to a particular doctor or
hospital or always find it necessary to.obtain permission from a
primary care physician to sec a specialist. '

The final type of Medicare+Choice coordinated care plan is a
Provider-Sponsored Organization (PSO). Under the new legisla-
tion, doctors and hospitals are allowed to form their own plans.
Precisely the same considerations would seem to imply fo these

groups as to HMOs and PPOs. There is no experience with such -

organizations to date, but presumably a PSO would involve a some-
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w.lilat (perhaps markedly) more limited network of care-givers than
either HMOs or PPOs. If such groups do develop as relatively small
local networks, it would seem crucial that enrollees be permitted t
seck treatment outside the PSO like PPOs and HMOs with POSO
option. If not, patient choice could be severely limited. |

‘A genuine departure from mana 1
; ged care arrangements is a pri-
v?fte fee-for-sel_'wce (PFFS) plan. A PFFS plan is health plan thgt is
0 er‘ed by a ppv‘ate Insurance company to Medicare beneficiaries.
gil)er:rclilljzzltlretpays a csle't amount of money every monith to the privatf;
pany to provide coverage to people wi i
A o ge to people with Medicare on a pay-per-

A PFES plan works somewhat like being in the origi i
plan (_IU.I.I‘ by' thf.: Government) and having agseparate nigil;:g i)(i)lﬁgre
The similarity is that health care providers of the patients’ choosiny'
supply ho_spl.tall_zation and medical services on a fe's’:—for-servicégr
Here the. similarity fands. Under the PFFS plan, the private insurer—;
not Med10are-—dec1des how much to reimburse for the services you
receive. You pay the monthly Part B premium; any additional monghl
premium the PFFS plan charges above the Part B premium; a.ny
ad_dltlonal monthly premium the PFFS plan charges for extra’-belz
eflts_; and any plan deductible, coinsurance, or copayment amount
(which can differ from those under the original Medicare plan) ’

_ Although this option is touted as bein a “revoluti i

tion” in Medicare, p;ivate fee-for-service f;r)lans have bg:golﬁ;lg ‘f?r
ntrlangyears. Very snnply, these plans were widely available as the
stan a_rd form of health insurance before the inception of Medicare
E;c‘?grrgzgc?hti:en Sul%lgf)StS that it yielded highly favorable results: i.e '

‘ > that could be tailored to the consumer’s ci nstances,
wide patient choice, and market-directed pricing g; Iie;]trfll;?rsetalcl)?dss,
and services. In short, it worked then and, if allowed to devel%)
the market dictates, could be expected to work once again P

Another genuine departure from Medicare’s “mana, ”
Xin gements 1s a test program called the Medicare Medgiiglcéa;frinagrs
t a;c;)unt (MSA) plan. A Medicare MSA plan has two parts: (1) a
i ree savings account, and (2) a health policy that has a high

& _uctlble (po more than $6,000 in 1999). Medicare pays the health
policy premiums and deposits money into the savings account, which
you use to pay your “qualifying” medical bills. Once you ha’ve met
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the deductible, the health policy pays.
The total amount of money that Medicare puts into your medical

savings account and pays for the héaltl} insurance component f)f the
plan equals the same amount that Medicare woqld have spent if you
had selected another Medicare+Choice option. S1I}ce the tot.al amount
Medicare pays is fixed, the higher the health.pohcy premium of the
MSA plan you choose is, the less Medicare will be able to deposit (in
one lump sum at the beginning of the year) into your mgdical sav-
ings account and vice versa. In addition, a hlgh?l‘ deductible would
tend to reduce the health policy premiums and increase the amount
deposited in your savings account. In afl likelihood, the a).mount of
money in your savings account would be 1e§s than the plan’s dedpct—
ible for the first few years. No one but Medicare can put money mnto
your account, and you are not allowed to purchase other health
‘nsurance th would cover the policy’s deductible. If you use all the
money in your Medicare MSA before you reach the plan’s deduct-
ible, the difference will have to be made up out-of-pocket. Another
restriction is that medical expenses paid from your account cannot

be deducted on your yearly income tax.

This provision, if it actually becomes a_vgjlable, has many advan-
tages. Even though recent rulings prohibit account holders frorp
depositing their own funds in an MSA, such a plan would permit
elderly health care consumers 1o manage their own _health—r_elated
finances to a much larger extent than other alternat_lves (w1t1_1 the
exception of PFES plans). Moreover, if the funds in a Medicare
MSA were not required for medical expenses, they could be passe__d
through the accountholder’s estate or else be spent otherwise (sub-
ject to restrictions, penalties, or both).

Perhaps the largest long-term benefit of such an arrangement 13
that widespread participation in Medicare MSAs could vastly dimin-
ish the subsidy effect that for decades has propelleq the spiral for
Medicare-related goods and services (see the _Appeqdm, ‘fThe:' Oth_e,:r
Side of Public Health Care™). For the first time since Med;care $
inception, under the MSA program patients themselves Would have
direct financial responsibility (i.e., they would become primary pay-
ers) for the front-end costs of tt_leir care, and a significant incentive 1o
measure their demand for health care against other needs and prefer-

ences.
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Information on Options Available in Your Area

To help Medicare beneficiaries find out about existing Medicare
health plan options available in their area, the Health Care Financing
Administration (HCFA) designed an interactive data base called
“Medicare Compare.” The data base, updated quarterly, is available
(along with other information concerning Medicare) on the irternet

. at www.medicare.gov. Those without access to the intemet at home

or through a friend may find it worthwhile to visit their local library,
community college, or senior center and ask for assistance in getting
on the website. (You can also call 1-800-MEDICARE (1-800-633-
4227) for more information about the various Medicare+Choice op-
tions and for local information on the Medicare health plans in your
area.) '

Once on the website, type in your zip code or click on your state
and then county to call up the plans in your area. (Most, if not all of
your Medicare+Choice options available will be HMOs.) Next, se-
lect a topic. You can choose to view “Costs and Benefits” or “Qual-
ity” information.

The “Cost and Benefits” topic allows you to compare the original
Medicare plan and Medicare+Choice plans available in your service
area. You can compare plans in three ways: (1) “Basic Information”
(side-by-side comparison of basic plan information, cost, doctor and
hospital choice, prescription drug benefits, and extra benefits); (2)

" “Detailed Information” for each plan covering 24 categories of ben-

efits; and (3) “Specific Service” (side-by-side comparison of all plans
by a service you select—e.g., prescription drugs). ‘

If you are mainly interested in any plan for its prescription drug
benefit, realize that coverage caps, co-payments, and how the price
of a drug is applied to the cap (ask the plan) will affect the value of
the benefit. To determine the value of the drug benefit, first total
how much all your drugs would cost to purchase for the-year, then
subtract the sum of the following items: the plan’s co-payments, the
uncovered cost (cost after co-payments less cap), and the annual
plan premium. The larger this difference is, the greater the benefit of
the drug coverage. Note that owing to the rising cost of pharmaceu-
ticals, many plans are raising premiurns, raising co-payments, low-
ering caps, only paying for drugs on an approved list (called the
formulary), or some combination thereof. _
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In addition to costs and benefits, the website provides quality
information on plans and providers. You may search under “Helping
You Stay Healthy” (information about plans, such as plan members
seen by a provider in the Jast year); “About Your Provider” (infor-
mation about prov1ders in the plans, such as the percentage of doc-
tors and specialists who are Board certified, and the percentage of
providers who have stayed in the plan at least one year); and “Ben-
eficiary Satisfaction” (information about how beneficiaries rate their
experiences in the plan). Unfortunately, much of the information is
not available for many of the plans. Of course, obtaining as much
information as possible about any plan you may consider joining is
advisable—given the varled experience of different insurers and
managed-care plans.

~ Information that is not available on the website—but is equally as
important as costs, benefits, and quality—is the financial condition
of the health plan insurers and managed-care organizations under
con51derat10n Best’s (908-439-2200), Standard and Poor’s (212-
438-7212), and Weiss Ratings (800-289-9222) all provide reports
and ratings for HMOs. These may be available in the reference
section of your local public or college library. Be wary of any newly
organized managed-care plan, plans reporting losses (many currently
are), and evidence of a mass exodus of doctors.

Outlaok

At thlS time, dependmg on your geographic arca, Medicare+Choice
offers most persons little more than a Hobson’s choice; that is, no
choice at all other than-conventional Medicare. In areas where choices
do exist, the only available option is likely to be one or more Medi-
care HMOs. To date, the HCFA has not contracted with any PPO,
PFES, or Medicare MSA plans It’s too soon to know whether se-
niors will have a menu of genuine options beyond various managed-
care arrangements—which at bottom must depend on the behavior
of healthcare providers, insurers, and Medicare consumers them-
selves.

"~ Private Contracts

Perheps the most controversial provision under Medicare Part C
as now legislated, this option presumably would permit Medicare
enrollees to contract privately with physicians of their choosing en-
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tirely independently of Medicare. Medicare would pay none of the
physician’s charges and it would be the responsibility of the patient
to negotiate fees under such contracts unfettered by any price regula-
tions. It is not clear at this time if such contracts would apply only to
medical services, or what role Medicare might take in absorbing the
costs of hospitalization under such a ‘contractual arrangement. How-
ever, there has been much ¢onfusion in the outraged response to this
provision in some dirigiste circles. :

Prior to the Medicare+Choice leglslatlon Medware patients had
long obtained medical services outside the Medicare apparatus—for
both Medicare-covered services and services not covered by Medi-
care. However, confusion arose-as to whether “excess fee restric-
tions” imposed by federal and state law applied to-Medicare-covered
services delivered outside the Medicare program. The original intent
of adding the private contracting option to the Medicare Part C
legisiation, according.to the bill’s sponsors, was to make it explicit
that Medicare patients had the right to contract privately with a
doctor of their choice: for medical services for which no claim for
payment is submitted to Medicare—regardless of whether the care
was a Medicare-covered service or not. The logic was that patients
had a right to contract privately for medical care services, and any
restrictions regarding excess fees did not apply if Medlcare wasn’t
billed. : :

The final Medicare Part C legislation did include a provision for
private contracting betweern-doctors and patients. However, a hitch—
known as Section 4507-—was attached to the bill with virtually no
publicity or debate. Section 4507 prohibits Medicare patients from
going outside Medicare for Medicare-covered services and paying
for them out of pocket unless the doctor who provides the services
forswears any Medicare program involvement for at least 2 years.
Medicare patients are free to obtain non-covered services on thelr
own if they choose to pay for the service themselves.

Section 4507 is supposed to prevent doctors from treatmg both
Medicare patients and Medicarc-eligible private patients at the same
time. The fear, held. by those opposed to patlents being able to con-
tract privately for Medicare-covered services, is that it would lead to
a two-tiered system with private patients getting more and better
medical care than their Medicare-pay ¢ounterparts. It was also as-
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serted that under such private atrangements, there would be “no
limit” to what a physician might charge a patient.

From an economic perspective, this argument reveals a profound
ignorance of market processes. Rather than a two-tier system, what
is more likely to develop is a no-tier system. For instance, a special-
ist who has opted out of Medicare because he or she contracts pri-
vately with Medicare-eligible patients may be willing but unable
under Section 4507 to take on a Miedicare-pay patient. In addition, as
we have observed in relation to many other transactions, “for every
seller there must be a buyer.” The market for medical services is no
exception, and in voluntary transactions the price of anything has a
limit: namely, what the buyer is willing to pay. If market transac-
tions actually revealed that the prices’ physmlans were able to get for
their services were “exorbitantly high,” the forces of supply and
demand soon would provide more doctors seeking those prices —
and fees would collapse. If aliowed to develop unfettered, a genu-
inely private medical services market almost surely would, ceteris
parabis, see a slower rate of increase in medical costs.

What Should You Do?

The point is that not only Section 4507, but probably a number of
the new Part C options will be challenged one way or another, if they
ever actually are introduced. Already opponents of Medicare+Choice
say that the new options will advantage “the rich” while “the poor”
will be forced to accept second-class health care, and they vow to
fight for its repeal.

Moreover, at this time no one knows what the specific terms of
any Part C plans that come to market will be. Because they have
little or no claims or loss experience, very often it is the newest
products to reach the healthcare market that carry the highest costs to
consumers (as with, say, long-term care policies when they first
were introduced). On the other hand, sometimes “getting in on the
ground floor” is the best way to save money. For the elderly health-
care consumer this situation is likely to further confound the task of
finding the lowest-cost protection against the expense of illness and
incapacity.

In these circumstances, it will pay elderly healthcare consumers to
remain as flexible as possible. At present, the shortest-term renew-
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able coverage with the shortest exit-notice terms would seem to be
advantageous. Even cuwirently available coverage and premiums could
change markedly if a significant portion of current Medicare sub-
scribers choose to enroll in one of the Medicare+Choice program
plans (medigap policy premiums might even go down). But what-
ever options eventually reach the market, the underlying financial
considerations discussed in the previous chapters will not change:
i.e., cover the major risks first—which means acquiring the most
comprehensive tail-end coverage available, whoever the provider
may be.
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Part 3
LONG-TERM CARE OPTIONS




LONG-TERM CARE INSURANCE

V{HE greatest nonmedical financial risk associated with aging
is the cost of custodial nursing care. Considerable media at-
tention has been focused on the development of insurance
contracts for older Americans that promise to pay benefits for custo-
dial nursing care as well as for skilled nursing care. Morey featured
an article titled “When A Nursing Home Becomes Your Poorhouse.”
That discussion advises that “you can cushion the cost [of nursing
home care]—albeit at steep prices—with these new policies.” Simi-
larly, U.S. News & World Report reported that “the latest pohcxes
already offer a useful extra planning tool for many people and pro-
vide at least a partial solution to the harrowing costs of long-term

*9

care.

Many insurers have marketed nursing care indemnity policies in
the past decade. Their literature understandably has directed atten-
tion toward potential risks. Insurance companies” proimotional bro-
chures stress statistics such as: “The costs. of nursing home care
today runs around $40,000 per year”; “Less than $6.00 out of every
$100.00 spent on nursing home care will be paid by Medicare”; and
“One-third of all patients nationwide who tried to pay for thelr own
nursing home care became ehg}ble for Medicaid within just one year

_of nursing home admission.” The tmplication that a high proportion
of older Americans are impoverished by nursing home costs, and
that “useful” protection against long-term ‘custodial nursing home
expense now is available has predictably generated great interest
among Medicare subscribers. However, despite the hype, market-
penetration levels among consumers age 65 and older are currently
between 5 and 7 percent.

Many of the early nursing home policies were very high-priced
indemnity contracts that provided limited ‘coverage far below that
required for protection against the catastrophic costs of long-term
custodial care. For annual premiums of between about $1,250 and
$2,500 per year (at age 65), some nursing home indemnity contracts
promised to pay daily benefits of $100 for a period of 3 to 5 years for
a combination of skilled and custodial nursing facility and home
health care. The premium costs rose to $1,700 to $3,200 per year at
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age 70 and much higher at more advanced ages.

In many instances, the policy provisions—_which in some respects
resembled those of prior “special disease” insurance contracts téla(:
have been prohibited from sale in many states—effectively preclurted
payment of any benefits for custodial care. M(?reover, thf: reporte
loss ratios of several companies offering nursing home 1ndemm%
policies were exceptionally low, suggesting that benefit returns di
not justify the premium amounts collected.

In the past decade, however, some of thg most pbjectlopab'le f.ea-—
tures of earlier policies, such as those requiring prior hospltahzatlon
before admission to a nursing home or exc}udIng coverage ‘for. nursc‘—1
ing care required for Alzheimer’s d1s_e§§e, have been el‘lmmatfid
from many nursing home insurance policies. Hovyever, pqllg;ﬁc;s SO
earlier may retain clauses that make them prgctlcally wort ess as
“insurance” and if you hold one of those pphcws you should review
its provisions and obtain modiﬁcgtior}s if necessary. .Somf-:; states
have adopted or are considering 1eglslat_10n that requires certain mini-
murn requirements for fong-term care 1asurance.

Tn this respect, in January 1991 the National Associa_tio?, of Insur-
ance Commissioners (NAIC) revised its “model re gulat}orl for 101,1’g—
term care insurance. Most states have now adOptet_i th_1s model;” a
review of its major provisions may help you to decide if a long-term
care policy you are considering meets the requirements that are con-
sidered minimum by the insurance regulators.

According to the NAIC model, all long-term care insurance poli-
cies should provide at least the following:

— Definitions of terms used in the policy sfh_ould be stated clearly
in the policy itself. The terms that are specifically enumerated in
the NAIC model are: “acute condition,” “home healtlr} care ser-
vices,” “Medicare,” “mental or nervous disorder,” “skilled mj.rs—
ing care,” “intermediate care,” “personal care,.” “home care. In
addition, a complete description of all prov@ers of services,
especially in relation to licensure or certification requirements
or degree status must be included in the policy. A number gf
policies have failed to pay claims because the care provided did
not meet the technical definition of “covered” care. For ex-
arople, claims of holders of some policies that had prior hospi-
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talization requirements were denied because the hospitalization
did not meet the company’s definition of “acute care”; other
policyholders have had benefits withheld because the care pro-
vider was not licensed by the state, as required by the policy;
still others have had their claims denied because the facility did
not meet the company’s criteria, which were not stated in the
policy. In short, if all terms of the policy are not described
clearly and completely, the insurance company may deny ben-
efits for services that you thought were covered but that are
disqualified by criteria that are not stated explicitly in the policy.

— All policies must be “guaranteed renewable” or “noncancel-
lable.” The “guaranteed renewable” feature should provide that
you may continue the policy by timely payment of premiums
and that the insurer cannot change the terms of the policy. How-
ever, the insurer may change the premiums, which could make
the policy prohibitively expensive. The term “noncancellable,”
in contrast, should be used only when the insured has the right to
continue the policy in force by timely payment of premiums and
when the insurer has no right to unilaterally make any change
in any provision of the insurance or in the premium rate.

~ Limitations and exclusions of coverage may be permitted only
in the following situations: preexisting conditions or diseases;
mental or nervous disorders, excepting Alzheimer’s Disease;
alcoholism or drug addiction; iliness or condition arising from
war or act of war, participation in a felony, service in the armed
forces, suicide, attempted suicide or self-inflicted Injury, or avia-
tion (applies only to non-fare-paying passengers); services pro-
vided in a Government facility and for which benefits are avail-
able under Medicare or other Government program; and geo-
graphical limitations for services (i.e., for care outside the
policyholder’s area). Plainly, exclusions permitted under the
NAIC model are numerous, and you should carefully review
any exclusions that apply to any policy you are considering. For
example, the geographical limitation alone may be significant if
your children live outside the arga—-the policy might not cover
care provided in a locale near to them. Be sure that the defini-
tions of excluded coverage are specific and clearly understood.
- If you have any questions about what is or is not covered, ask
the agent for a clarification in writing. If you decide to purchase
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the policy, any such written documents should be kept with it.

- _term care insurance should be convertible to indi-
S;;l(iluali Ilgzrllgg—term care insurance with compargble coverage fora
period of 31 days following the discontinuation of group insur-
ance to anyone continuously insured under the group policy for
a period of 6 months.

— Any riders or endorsements that reduce benefits or coverage
require signed acceptance by the insured individual.

— Any policy that pays benefits according to standards des”cnbed
as “usual and customary” or “reasonable and customa;y ‘must
include a definition of such terms as a scparate paragraph in the
policy. : |

— No insurer may engage in “post-claims und;rwntmg.” Many

complaints from policyholders relate to _the insurance cor:lapa—
nies’ practice of reviewing health histories only after a claim
has been filed. If the history is found inadequate, the company
may decide to deny the claim and refund thc? premiums paid 1nt(%
the policy. To prevent this, the NAIC_requlres th_at a number o
provisions be added to the medical history apphcatlor_fx, among
them: a listing of all medications that have been prescribed by a
doctor (which would indicate a specific copd1t19n); a s;atenr_mnf
indicating that a false medical hi§t0r§r may 1nva11ciate the polé?,r,
the requirement that insurers obtain either a report of the insured’s
physical examination, an assessment of _functzqn-al capacity, g.n
attending physician’s statement, or copies 9f medical records;
that the insurer accept such medical hlstones bg:forg or at the
time the policy is issued; and thgt the insurer mamta.m a record
of all policy or certificate recessions.

—No loﬁg-term care policy may require;: prior nursing home or
other nursing and/or therapeutic services before homc health
care benefits are paid; that home health care services must be
provided by a registered nurse or licensed pra_uftlcal nurse; that
the insured/claimant must have an acute condition b_efgre home
health services are covered; and that services be provided by a
Medicare-certified agency or provider.

— Insurers must offer to provide policyhelc_iers..with the op_tion to
purchase “inflation protection.” This option 1s very significant,
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because the costs of long-term care are increasing faster than the
rate of price inflation. Thus, the nominal benefits offered by a
policy may be woefully inadequate to cover the actual costs of
care when it is needed. Many policies now offer to increase
benefits by 5 percent per year or some such amount. In fact, if
price inflation accelerates, even this “protection” may be inad-
equate. A provision that guarantees to pay a specified percent-
age of actual charges and has no dollar limit provides Jar better
“inflation protection.”

— All individual long-term care policies must experience loss ra-
tios of at least 60 percent. That is, 60 percent of premiums
collected must be returned as benefits to insureds. In fact, the
accounting procedures used to project loss ratios are extraordi-
narily complex and subject to manipulation. The loss experi-
ence with long-term care insurance has been minimal, and until
there is an adequate record, any projections of loss ratios prob-
ably ought to be viewed as self-serving “guesstimates.”

— Long-term care insurance sales representatives are prohibited
from the following practices: “twisting” (making misleading
representations); “high pressure tactics” (any method tending to
induce the purchase of insurance through force, fright, threat,
whether explicit or implicit); and “cold lead advertising” (mar-
keting that fails to disclose that the purpose of the solicitation is
to sell insurance). Of course, “prohibiting” insurance salespeople
from engaging in such practices is the same as passing legisla-
tion that requires the leopard to change its spots. As in dealings
with other sales personnel, do not be pressured into anything. If
any insurance representative says you must “sign right away” or
the policy will not be available, walk away. Consider purchas-
ing a policy only after you have had the chance to review its
provisions (in private and with-the counsel of knowledgeable
third parties) and to compare its costs and benefits with a num-
ber of other policies.

Note that the NAIC model standards do not prescribe the
specific benefits that a long-term pelicy must offer. It may offer
minimal benefits at very high cost. Thus, even a policy that claims
to adhere to the NAIC model may not provide adequate cover-
age. Of the states that have adopted legislation establishing mini-
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mum coverage for long-term care policies, New York has the most
stringent requirements. Unless the policy you are considering has
been approved for sale by the State of New York, you might be
advised to avoid it (ask the sales representative, or better, call the
New York State Tnsurance Department to determine whether or not
the policy has been approved there).

The 1996 Health Insurance Portability and Accountability Act
allows certain premiums for long-term care insurance to be deducted
from taxable income. Your long-term care premiums can be added
to your other deductible medical expenses and if all of your medical
expenses are greater than 7.5% of your adjusted gross income, this
will increase your itemized deductions. For premiums to be deduct-
ible, plans must be “qualified” by meeting federal standards. The
benefits qualified long-term care policies are tax free. The premiwms
for nonqualified plans are not deductible, and the IRS has yet to rule
on taxation of benefits from nonqualified policies. Consult a tax
attorney or accountant for more specific advice on this tax issue.

For those interested, the NAIC’s free booklet “A Shopper’s Guide
to Long-Term Care Insurance” is available on request from NAIC,
2301 McGee, Suite 800, Kansas City, Missouri 64108-2604, (816)
842-3600, website at www.naic.org.

“Low”’ Early-Retirement Premiums: An Advantage to Whom?

Insurance companies offering nursing home indemnity contracts
have made much of the alleged “fact” that nursing home insurance
probably will not be profitable to insurers, and premiums will not be
affordable to most potential insurance buyers, unless the policies are
purchased ‘a number of years before there is a significant probability
that nursing home care will be required. With this in mind, every
insurer that has tested the market with a nursing home policy has
made substantial effort to advertise the “advantage” to consumers of
buying such a policy at, say, age 55 or 65, before annual premiums
become prohibitively costly. (At more advanced ages, the policies
that offer the most comprehensive benefits carry premium costs of
about $5,000 to $10,000 per year, which presumably is beyond the
means of many, and probably most, retired persons.)

However, in the great majority of instances, retired persons prob-
ably would be better off financially to invest the premium amounts

160

prudently in a personal investment account rather than make pre-
mium payments for years.

Take, for example, the costs and promised benefits of one repre-
sentative policy. This nursing home insurance policy had a maxi-
mum benefit of $146,000 for 4 consecutive years of skilled and
custodial nursing home care (it paid $100 a day). If purchased at age
65, the annual premium was $1,740 (maximumy), presumably an
affordable amount for many retireds. However, if purchased at age
75, the annual premium was $5,260 (maximum)—clearly beyond
the financial means of many, if not most, septuagenarians.

It is very unlikely that the benefits received from such a policy
purchased at age 65 would justify the cost to the buyer. Let us
assume for the sake of example that some nursing home care be-
comes needed at age 85 (even though the chances of nursing home
confinement then are only about 1 in 7 for men and 1 in 4 for
women). Had the policy been purchased at age 65, as much as $34,800
would have been paid into the policy before it retwrned any benefit.
If the same amount had been invested over that period of time,
depending on the rate of return on the investment, by age 85 the total
amount of accrued interest and principal might be, respectively,
$59,600 (5 percent yield), $80,300 (7.5 percent), or even $110,100
or more (10 percent or higher). At present custodial nursing home
rates, $110,100 will purchase about 3 years of custodial nursing
home care. That is virtually as much “coverage” as is likely to be
available from most nursing home policies that are now being sold.

In short, if you paid premiums for 20 years amounting to tens of
thousands of dollars, at the end of that time there still would be only
about 1 chance in 5 that you would receive any benefit (assuming
that your illness required hospital and skilled nursing home confine-
ments that satisfied the conditions for payment of benefits). On the
other hand, if you had invested the same amounts in interest-bearing
accounts or dividend-yielding securities, by the end of 20 years you
would have a sizable fund to draw on, if needed. But, again, there
would be only about a 20 percent chance that you would have to tap
the fund. The much stronger probability would be that you would
not need it and that it would pass to your heirs as part of your
estate—or could be designated in a will by you for whatever purpose
you might desire.
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There is little justification for pouring thousands of dollars before
retirement or-early in retirement into a limited-coverage nursing
home policy. Indeed, any “sales pitch” that exhorts the need for such
a policy must ignore the obvious shortcomings of all such limited-
coverage policies: namely, that if long-term nursing home care were
required, say, beginning at age 66, according to the “coverage” pro-
vided by many of the policies now being sold, benefits would run out
before even age 70. The “insured” would be faced with financial
disaster in any event. Obviously, the insurance companies want your
money as soon as they can get it—that is to rheir advantage. Giving
it to them many years before benefits may be needed, however, wiil
not-protect you against financial catastrophe.

Will You Need Nursing Home Care?*

Most of the literature sent out by insurance companies to promote
their policies may exaggerate the probability that any individual will
require long-term nursing home care. For example, a handsome bro-
chure promoting one company’s long-term care policy quotes an
American Health Care Association spokesman as authority for the
assertion that “Actuarial risk is nearly 1.out of 2 for an individual age
65 plus to require professional services of a nursing home.” Regard-
less of the possible technical accuracy of such a statement (“profes-
sional services of a nursing home” can be very broadly interpreted),
it is misleading. This statement may frighten some people into buy-
ing a policy, but far fewer elderly Americans ever are required to be
confined in nursing homes for many years than the insurance sales-
people would have you believe.

Long-term care insurance products have increased from a half
dozen or so just a decade ago to literally hundreds today. New forms
of nursing care coverage are being introduced almost daily; and, in
the absence of any industry-wide agreement as to what are the actual

* Statistical Note: In the previous edition of this book, data in the following two
scctions came from extensive studies that were part of the 1985 National Nursing
Home Survey, Series 13, No. 103 {March 1990), U.S. Department of Health and
Human Services,; National Center for Health Statistics (NCHS), Vital and Health
Statistics. A more limited study of nursing homes was undertaken in 1995, The
published data from that survey are as yet fragmentary, but the resuits available
strongly suggest that the trends revealed by the 1985 survey have persisted,
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risks to insurers and insureds, consumers today face a bewildering
array of policy options and costs. :

It is beyond the scope of this brief discussiop to consider all thf;
factors involved in this new market. Howcver,_ inasmuch gs curren“
nursing care msurance sales efforts may be dlre_cted atbt ose fz??o
sumers who are least apt to require nursing care, it may be use o
review the characteristics of nursing home residents as reported in

public and private sources.

Surveys of nursing home utilization by the Departmegt ofI\II{gglgi;
and Human Services’ National Center for Health Statistics ( HS
have generally been regarded as the most accurate measures té) la efi
of the long-term care risks of the elderly.'From the perspective ot
healthcare policy makers, the most ex_ploswe statistics to co(rsr}se 0};1
of the NCHS studies are that about 2_ in 5' persons over age 0 wil
require nursing home care at some time in their lives and aﬁ at, ;-:)1;
average, those now in nursing homes have been qqnﬁned 3-lml;)s
years.* These statistics taken together have be_en cited by healt ca.;e
activists and insurance salespeople alike as evidence that the elde;‘ y
face a very substantial risk of confinement in a nursing home o;

many years.

Such a conclusion is unwarranted. Even though as many as 40
percent of today’s elderly may at some time require care in a nurs1;1lgt
home, the overwhelming number of nursing I;ome admissions res

- in short stays. An NCHS 1984-85 survey of discharges I:fo_m ﬁursmg
homes (not included in the 1995 survey), which 1nclud_es disc ar§<;56
of dead patients, shows that more than half of all discharges gr 6
percent) were for stays of less than 3 months; and almost td ee
quarters of all discharged patients had been confined for Hil er a
year. Indeed, patients who had been gonﬁned for 3 years or longer
represented only 10.9 percent of ail discharges. T

1 i these two

What accounts for the seeming discrepancy between ' _
sets of data? The NCHS 1985 and 1995 surveys of nursing home
residents are population censuses, nothmg‘more. As with any ce}rlk
sus, they count only those who reside at a given place at the time the

itations ¢ idend ' ited in the table on page 105.
* All citations of residency data are from thcf: source cite ! . . )
T Seec]:.\lI.CHS, Vital and Health Statist-i_cs, Discharges From Nursing Homes: 1985
National Nursing Home Survey, Series 13, No. 103 (March 1990).
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census is taken. They say nothing about those who may have lived
there previously or about those who will live there at some future
time. The 1985 NCHS survey of nursing home discharges, on the
other hand, is a rough record of the “flow” of patients over a speci-
fied time period, and includes the experience of short-stay patients.
Although it is far from clear that the available discharge data are
representative of the “average™ nursing home experience of the eld-
erly (if there is such a thing), they plainly indicate that the risks of
long-term confinement have been far less than might be inferred
from the NCHS surveys of nursing home residents.

The nursing home residency pattern may illustrate a phenomenon
that is common to virtually any institution that has certain popula-
tion limits. Stated simply, nursing homes tend to generate popula-
tions of long-term residents. The reason is uncomplicated, but an
illustration may be helpful. Assume, for example, that a nursing
home has 50 beds and that initially it admits patients with a wide
range of clinical problems. Of those initial 50, 20 die within a few
weeks of admission and 25 return home, leaving five still in resi-
dence and 45 beds available. Of the 45 “new” patients, 20 die and 20
go home—but five remain, enlarging the number of long-term resi-
dents to ten and leaving only 40 beds available. And so on, until
most beds are occupied by long-term patients. Unless an institution
specifically reserves a percentage of its beds for “transients,” over
time almost all beds in a given facility will become occupied by
long-term patients. While the NCHS nursing home utilization sur-
veys confirm this circumstance, they reveal nothing about the expe-
riences of the vastly greater number of patients who were discharged
after short stays, or about those who never were admitted to a nurs-
ing home at all. :

This process is also characteristic of organizations as diverse as
social or athletic clubs, which tend to become more exclusive be-
cause openings become available only as current members die; aca-
demic departments in colleges and universities that confer lifetime
tenure, which become bloated with senior faculty; and prisons, which
tend to become populated mainly with “lifers” as lesser felons serve
out their time and are paroled while the incorrigibles remain incar-
cerated (which accounts for the fact that even though crime rates
may not accelerate, prison “shortages” still occur).
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SELECTED CHARACTERISTICS OF NURSING HOME RESIDENTS
(Percent of All Residents Over 65)

1985 1985

Male  Female Total Male Female Total
10.7 17.5

65-74 6.1 10.0 16.1 . 6.7
75 -84 0.6 28.0 38.6 10.4 32.0 42.3
85 + 8.5 36.8 45.3 7.6 326 40.2
Total 25.3 /4.7 100.0 24.7 75.3 100.0
i ' 7.4 166

Married 7.1 55 12.7 9.2
Unmarried 18.1 69.2 87.3 15.6 67.9 83.4

i National Center for Health
Source: U.S. Department of Health and Human Serwcg_s, : : . !
Statistics, Vital and Health Statistics, Nursing Home Utilization by Current Residents:
United States, 1985, Series 13: Data from the National Health Survey, No. 102, Oc-
tober 1989, DHHS Publication No. (PHS) 89-1763.

Who Needs Long-Term Care?

The nursing home residency data shown in the accompanying
table are more useful for the light they shed on some key ch_aracterls-
tics of those requiring long-term care. Even though nursing home
insurance sales promotions often target married men, tthej data in the
table suggest that this group represents only a small fraction of those
receiving long-term care. Women over 65.‘far outnumber men over
65 in nursing homes, and unmarried patients outnurnbe%'- mamed
ones by an even greater margin (almost nine to one). The 1n_’c1dence
of nursing home confinement for unmarried men over 65 is about
twice the incidence for married men over 65, but the former are
outnumbered by unmarried women four to one. Ir}deed,. at more than
two-thirds of the over 65 nursing home population, smglg women
constitute by far the largest category of long-term care patients.

The likelihood that either spouse will require long-term care dur-
ing the early years of retirement is very slight. In 1995,_0nly. 1.3
percent of men and women aged 65-74 years were conﬁned ina
nursing home. Among married persons aged 65-74 nursing _homc
residency rates are minuscule: around 0.25% of the population in
that age group.

The chances that nursing home care will be needed increase mark-
edly with age. Of those aged 75-84 years, abgu? 3.3 percent of the
men and 6.5 percent of the women were receiving long-term care.
However, nursing home residency jumps sharply among those 85
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E;:;a;se 21:; Q(id'(eir: Of thpse elderly, about 1 in 10 men and 1 in 6

o ands; lfi in nursing hopaes in 1995. However, the elderly 85

S end o er now in nursing homes represent a much smaller
. of the original population. Male nursing home resid

years or older in 1995 constituted only about 1.1 percent anld fv’gﬁziﬁ

residents 85 and older only about :
ae 63 enty sen o o gf out 3.5 percent, of the population over

M i W

o %Lezvg, t?e med1cal data suggest that mental condition ma
pow be a k y factor, if not the key factor, in a majority of nljrsiny
home Suffei::jo?l:s. According to the 1985 Survey, nursing home pag
tents su: om a variety of physical ills that i s the
primary diagnosis.” However ; o of e e

SIS, , even the most eomm i

\ | on of these di-
gnoses, heart disease and cerebrovascgalar discase, were represeit(z:ld

by only 17.4 percent and )
home residents. : 108 percent, respectively, of all nursing

#

Corl:gigtal. q?teriOration, on the other hand, was a far more prevalent
condi :&)nt. ;)veraH, 66 percent of all nursing home residents were
reglrdatio 1? a}?;zi ait {;east ong, of the following conditions: mental
2 ) ol abuse or dependence, drug abuse or depe
: _ , orde

Z?;giz dcment{a or chrqmc and organic brain syndrome (feiggigi?’
(isord gsarszgﬁgggeia, (zlther psychoses, anxiety dis;rders per?

\ _ sorders, or other mental di » 0
two-thirds of residents who were meni i ther vt e
_ _ were mentally impaired, the va i
;)tgh(aSV’I; pe;cent) when 11.1tervi‘ewed were found “to have onesf)?r?f(?;
pehay or; airoblem_s: disrobing or exposing oneself, screamin be-
de%iggyim;: y abusive to self or others, stealing, getting lost org\;/an

nto unacceptable places, or inability to ayoid si h

: . , ity to avoid sim -

?gﬁﬁé ullllder_scormg the increasing role of nursing homes iﬂlia?ian

chronically mentaily ill. . .. Cognitive impairment and behar\lf

E) § -

reSIigesnl;gr; Il:getchgractensucs of current long-term nursing home
popular discussignseoffifle%?;igsﬁ:):;iriﬁ . thﬁn‘might oy e Y
P -term care crisis.” Many of thy -
frr(lg_Il Iggnhi;etzaﬁne_ or more physical conditions that pZeven??:iil:i
o beir ag1 ! W'H.y mdepepdent. But this does not necessarily mean
hat ﬁ-y . i end. Up 1n nursing homes. A spouse, family rela-

- 1T1€nds, Ot a variety of home care services for seniors oftzn c:ln
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provide the required help. In these circumstances, 1ost older people
with disabilities apparenily can manage in a noninstitutional setting,
provided they have use of their mental faculties. This experience
applies especially to elderly married men, who on average can be
expected to die before their spouses (men have shorter life expectan-
cies than women and in most marriages the wife is younger than the
husband).

Tn contrast, most nursing home admissjons that resultin long-term
stays are those of aged single men and women (mostly women)
without family or friends to care for them, usually because mental
impairment and associated behavioral problems have made them
dangerous to themselves or difficult to care for.

Nursing Homes In Perspective

The nursing home is a relatively modern creation that evolved
mainly as a result of two concurrent developments: the advent of
modern antibiotics, which increased life expectancies.markedly, and
increased “middle-class” affluence that followed Wortd War IL Prior
to that time, care for the elderly infirm usually was provided either
through family arrangements or through numerous voluntary orga-
nizations, charities, and churches that sponsored “old folks homes.”
In most cases, the burden of such care probably was less than might
be imagined today. Regardless of who was caring for them, most .
elderly people who subsequently contracted serious illnesses—pneu-
monia or some other infectious disease-—died, and the care giver

was relieved of further responsibility.

The mass market for care of the elderly in nursing homes per se
evolved during the 1950s under specific circumstances that mir-
rored, among other things, the state of medical technology at that
time, the relative affordability of pursing home care, and an absence
of other “support services” for the elderly. Perhaps most significant
from the point of view of family members who would otherwise be
required to provide care, medical technology had fostered greatly
lengthened periods of elder dependency: the new drugs kept people
alive, but often in physical circumstances that did not permit them to
live independently. A parent might recover from a serious illness
and require more care than ever. Without other services available,
the nursing home provided an efficient solution.

107




Only in recent decades have i
. 7 Inedical procedures (artificiaf i
1 li;e))asrsoiugﬁgy :rg;lln transplants, drug therapy, eye gaul;tgell?;alailc:intllis
ety wane Iylravga e(;:l many oldgr people whose conditi;)ns fo :
Io “manges LAY gqa f:1 them nursing home candidates to continurc;
care serypg Tl wn lives. With Increasing availability of hom,
» & primary concern of. Mmany elderly with disabﬂitie:

elerated by the
term care for other

Limited-Benefiy Indemhity Corntracys
Nursing home

Sur policies are heavily weighted in favor of the in-
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an insurer’s loss risk involved in screening against “bad risks” for
different kinds of insurance. A comparison of some of the actuarial
factors applying to whole-life insurance contracts and nursing home
indemnity policies may suggest the extent to which the limited-
benefit indemnity contracts now being billed as nursing home insur-
ance could be a potential windfall for some insurers. :

Consider one inescapable fact: everyone dies. The actuarial tables
that insurance companies use to establish the premium and benefit
levels of whole-life insurance contracts reflect that fact. The selec-
tion process involved in the sale of life insurance is designed to
assure that policies are issued to average or better-than-average risks,
or if they are issued to bad risks, that premiums are adjusted upward
accordingly. But in any case, the life insurer must accept the strong
likelihood that, if the policy is kept in force, there will be a payout on
that policy—because the insured dies and the death benefit must be
paid or because the policy “matures™ at some date and the company
is responsible to the beneficiary for its “surrender value.”

By contrast, nursing home indemnity contracts provide insurers
with far greater opportunities to exclude bad risks. As far as possible
they will try to issue only contracts for which the likelihood is high
that no benefits ever will be paid out. To repeat, unlike the life
insurance situation where everyone either dies or receives a payment
for the investment portien of the policy, the odds are very high that
an individual aged 65 will not require lengthy nursing home care of
any kind during the remainder of his or her lifetime and will receive
no benetits whatsoever from a limited-benefit indemnity contract.
Nursing home indemnity contracts do not accrue to some sutrender
value, as does whole-life insurance. Moreovet, unlike most health
insurance contracts, which have “open-ended benefits” that gener-
ally are not limited to any dollar amount, nursing home indernnity
policies promise to pay only a fixed amount that in many cases could

fall far short of actual costs of care.

Viewed from the perspective of other types of limited-coverage
policies still being sold, nursing home indemnity policies would
seem to combine the worst features of the hospital indemnity and
“special disease” contracts. Like the hospital indemnity policies,
most nursing home contracts would pay only a portion of actual
costs for a specified period of time. Since every policy on the market

109



today is “ - ” i
y 18 “closed-ended,” you simply cannot obtain adequate protec-

tion against any genuinely ¢ )
. catas
g home care. - Y trophic expense of long-term nurs-

Like the « ial di ” indemni ' : )
indemnjtt};?c} 05;;;(;1;1 chs:;:ase 1ndem1}1Fy policies, most nursing home
Significat e s:: slt: 1 have cond1_t10ns and exclusions that could
e candly rest ct the number of instances where benefits would

stodial nursing home care, which is the type of care most

custodial care facilities.

Vi . :

Coﬁdrjtt]jlsgi Eﬁl ?algsm% home %ndemn;ty policies have “Pre-Existing
o By it 101? that w1thh0}d benefit payments for 6 months
oy Cc,md.tpo icy becgmps_ ggffective for care required for any
fhe o g con al Ii1on.bThis hml_ta.uon is especially significant since
5o broasly s un} er of policies describes preexisting condition
éxample, one polig?i;scggfsh ; gfeg;j?t?d . m;ln s, Tor
Sxampl licy des: ap ing condition as “the exist-
o Wh?cfgls‘::ggé,_ cWIthln one year preceding your pelicy effectifrte
nosis, care or treatm:lrji?’é}i; ?gglgirlléy 'p;u dent_ er compang o2&
such a statement in a policy instmmcnst (s)i ié:cllegeihcog}pany ltivyye_r,
effect, a license to steal. : s ' Y e suedTis, in

Although an i .
clausesoin'gg ;rfll Insurer might not abuse such “loopholes,” similar
(and their .ab ny b‘«‘ancﬂ nsurance” and earlier “Medigap:’ poh’éie
vestigations gfs eth d unstqrupulous insurers) provoked numerous inS
~oat OIS 01 e practices of insurance. co i el
prohibition of such policies in ”man_y states mpanics and led to the
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policies.

Industry officials claim that low market-penetration levels reflect
seniors’ misperception of their level of long-term care coverage. In
other words, the elderly believe, should they ever need long-term
care, they’re covered through their health insurance or by Social
Security, Medicare, or Medicaid. Industry leaders think what is needed
is a consumer awareness ad campaign. However, just as impoitant a
point is that long-term care insurance—as currently marketed—re-
mains confusing. The cost of long-term care policies varies greatly,
and it is often unclear why. In addition, consumers must struggle to
anderstand and be able to compare how benefits are paid, what
services are covered, where services are covered, what is not cov-
ered, when and why benefits are triggered, and so forth. Although
the policies may be less deceptive, they remain very confusing.

A More Promising Approach

From both the buyer’s and the insurer’s points of view, a major
problem with existing nursing home insurance contracts is that they
rely on actuarial “models” for which no reliable data exist. In a
thoughtful study of the nursing home insurance problem, Max E.
Lemberger has proposed that long-term care insurance be fashioned
after a type of insurance that has long been marketed with favorable
results for both insurers and insureds—namely, long-term disability
insurance, which is, after all, what custodial nursing home insurance
amounts to. He writes: “The long-term care products developed by
the industry to date—all suffer from a commeon problem—one that
originates in the model we have used to underwrite these policies.
LTC insurance has been built on a major medical model, so the
products resemble the old-fashioned hospital indemnity products
that paid a specified amount for cach day in the hospital.

“This model, however, has serious limitations when used for long-
term care insurance, which can better be insured using a disability
model.

“Taking this disability concept and moving to the over-65 market
of retirees,... coverage would provide economic restoration associ-
ated with the loss of functional abilities.”*

* See Max E. Lemberger, “A New Deal for Long-Term Care,” Best's Review,
October 1987, pp. 50-54.
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Lemberger proposes that future long-term care policies ought to
be designed to cover a wide range of risks that embrace not only the
possible need for nursing home care (of whatever variety), but also
the various degrees of “disability” that result from aging. His point is
that the “risk pool” must be broadened very substantiaily if such
insurance is to be made affordable to most persons, and coverage

must provide protection against a much broader range of losses for a
longer period of one’s life.

This approach would seem to offer an alternative to a situation in
which the pool of high-risk insureds is relatively small, the insurers’
loss experiences virtually are nonexistent, and premiums are arbi-
trarily (if not abusively) priced. The life insurance industry has de-
veloped new “long-term care” Jife insurance products that have ex-
panded the risk pool, and so lowered premium costs for insureds. We

can only hope they will be allowed to develop in a market environ-
ment. '

Long-Term Care (Living Benefits) Life Insurance

A growing number of insurers now offer policyholders the option
of taking their death benefits before they die. This innovation was
introduced in the United States several years ago in response to
AIDS patients seeking additional financial resources to help cover
medical costs. Since then, this provision has been expanded to cover
most terminal illnesses and many catastrophic illnesses as well. The
option is available in new policies or as a rider to existing ones.

The logic behind offering “living benefits” is simple. The insur-
ance company eventually will have to pay death benefits to a termi-
nally ill policyholder’s beneficiary, and it makes little difference
whether they pay it slightly sooner rather than Iater. The cost to the
imsurer of doing so is minimal, representing only the potential inter-
est earnings lost on the benefit when it is paid out, say, a year earlier.
Insurers can make up this cost by paying a “living benefit” that is
somewhat less than the face value of the policy. The attraction for
the insured is that accelerated benefits (as they also are called) can
help defray medical costs and reduce the financial upheaval that can
follow even an expected death. Moreover, the insured could con-
ceivably use the funds to finance lifesaving medical treatment.

The most conservative policies provide carly death benefits only
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. . ¢
i vinal illness. The living benefit is a percentage o
$et I%Zczaszlzf: fg?nlm policy, typically rangtg«ingtfrom 3:)1 (‘;(I)l g8(1 é;;?;c:;rz
Some insurers also offer jaccelerated benf(:ﬂizsz ff:?;hether e ont
or confinement in a nursing home,_regar hether e patien’
i i g ese cases, the insured may be allowe .
N tcﬂlallﬁégéflirtl tr]:zlﬂ:hcr than a lump sum. The monthly bfirgzﬁ(; 018
. ma(il aypercentage of the face value. For example, a $150, "
uSlll’ ymi ht pay 2 percent of the face value, or $3,000, per mon_ﬁ;
B lsger wgords the benefit is a fixed amount t_h::lt does not vary w;
o ¥ tual cost; of care. (In this respect, the living benefit is 51?11 ar
o E}lhc spital indemnity policy.) Whether the insured chooses a uﬂp
. (;)r Elonthly' benefits, he can elect the living beneﬁts option only
?)1111?6, and the consent of the beneficiary may be required.

There are as yet no industry stqnc_:lards vgith respect to ‘t]he S&?gﬁ;
cations of accelerated payment policies. Policy provisions ta]?:(r widely
among companies. For examph;,l, sogne pazli%rlllge—;etr;z ri?r ;sng Eome
benefits only after the insured has been ¢ O o the
for 3 or even 6 months. Others pay Ehes; monthly ben o ot
i i itali ior to confinement in a nursing _
HISUF_Gd lli(ﬁlrzsépi‘;ﬁcziggtgrilzr L(Z)t require hospitalization). Othersdre;
nm'.sintgl;le types of illnesses that qualify for benefits. The broa ES
o i{alzludes heart disease, i'Iife:—threate:nmg cancer, stroke,
flvﬁr'?ir’s disease, kidney failure, and liver failure. Most cowtfﬁz

nZ iflness that leaves the insured with a life expectancy oif.1.2 H)m?\n
arjl(ess (although even this provision may vary among po g_:gs é_nce);
giagnosis requires verification by a doctor. In addl.m)'n tod ‘:ane;re e
in coverage, the percentage of the face value paid in a
varies from company to company. .

Since living benefits policies were introduced fairly recentl)lr ;hietbgz
are many questions about them yet to be answerfad. For exal%llllae ;nost
not clear whether they provide life or health msura.nce.ﬁ i
conservative policies, those that pay rpdpced dea?ili ‘l_)en:l s ony In
the case of terminal illness, are very smnlarlt_o'gsa Ct;ggring ey

ici iprehensive policies, 1
olicies. The more comprehensiv . : :
ig(r:zepcare for an indefinite period, are closer to being medical insur
ance.

The Health Insurance Pdrtability and Accountability Atholfi ft9i9116_
climinates the income tax on certain advanced payments o
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surance, including accelerated death benefits under a standard life .

msurance policy. For paymenis to avoid taxation, a chronicaily ill
person must be certified by a licensed health care practitioner to be
unable to perform at least two of sjx daily living activities for at least
90 days. Those six activities are eating, toileting, transferring, bath-
ing, dressing, and continence. Persons that need to be supervised to

protect their personal health or safety (e.g., Alzheimer’s patients)
also fall under the standard.

Accelerated benefit payments are only treated as tax-free if they
are paid under a rider or other contractiial agreement as they would
be under a long-term care insurance policy. The payments are not
tax-free if an insured’s long-term care is already being paid for by
long-term care insurance or Medicaid. Tax-free payments are capped
under the same standard regarding long-term care payments (cur-
rently $190 per day or $69,350 if received for the full year). Benefits
received that exceed the Cap are taxable as income, unless those
benefits go to pay for qualified long-term care services.

Older people who might otherwise let their life insurance lapse
(say, because their children have grown) might instead choose to
keep it in force in order to take advantage of the tax-free availability
of accelerated benefit payments. The cost of this stmple rider is
minimal, and some compaiies provide it at no extra premium charge,
However, living benefits are not costless. The death benefit, the
cash value, and the loan value of the policy all will be reduced if
the insured takes advantage of the early benefits option.

Individuals lacking adequate health insurance could also benefit
from accelerated benefits. The benefits could finance medical care
that might otherwise be unaffordable. However, it should be remem-
bered that insurers have almost no experience with living benefits
policies. Their costs could turn out to be higher than expected (e.g.,
if monthly benefits to nursing home residents continue longer than
expected). In that event, companies would likely restrict their “medi-
cal” coverage and adjust their premiums and benefits. In view of the
uncertainty over how well these policies will perform in the future,
potential buyers should be wary of contracts that promise overly
generous benefits. Cash-value contracts that offer exceptionally gen-
crous iiving benefits “at no extra charge” also should be examined
closely—hidden costs may be built into the policy in the form of
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higher mortality expenses, a slower build up of cash value, etc.

Further, a number of questions remain as to 13he actual prot;vlt;:ttll(})jz
hat such policies might provide under current f:lrcumsta?ces.h (his
;espect there are three major drawbacks to virtually all such p

cies:
1) Currently, the wording of all policies that vséle hail;ecls;f;;lscgfsl-
ords” ive i strong edge
ins “weasel words” that give insurers a ‘
;ajifs This is understandable, since the insurers thexpselvciz ggintjé
. i heir actual loss experience
they have no idea of what t \
g::atCOIf;umers, therefore, may have far less protection than they

o i i tandard life
G e which st benlfﬁt”fltjdf iéga:szpﬁéﬁ;;} Eace amount

i i encfit sta . ,

msura;réi:éy tlillglilx?satfrch ?gtginst the ravages of' price inflation. Yoal:}i

;?;;llljt purchase such a policy now, .only to find tha‘ttth::at élacirlrglxllg_

amount of coverage offered is totally inadequate to meet a

term care expenses even just a few years from now.

3} Most important, no one knows what the Goyemment will ci(; ng
iati , 1 ther Federal insurance prog
initiatives to expand Medicare or 0 il
:;glglitlludc long—‘It)erm care succeed, then funds invested now to cover

long-term care could be wasted.

In short, life insurance that provides for long—tqrm c:arf:t VIV-I(:)%(%
seem to be’a useful approach in a-private market zgwronmenﬂlarket
i e yney in a socialized insurance et.
ever, it could be a waste of money in 4 insurance markel
, i life insurance rather than
ong have advised that term life ' ! hif
i\:{:uiange is generally a better buy in a volatile ﬁ:llanc:gl ‘;E:]lglifz
i ilable long-term care riders
our view, the currently available lon; o younger
icl i , it would be prudent for y .
ies do not change the situation; 1
?r?sltlliancc buyers to await further develop_ments before they commit
themselves to costly and perhaps useless msurance.
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XI.

LONG-TERM CARE ALTERNATIVES:
CONTINUING CARE RETIREMENT COMMUNITIES
AND HOME HEALTH/ELDER CARE

wm RESUMABLY, the overwhelming majority of us would rather
¥ spend our declining years in home surroundings of our own
choosing rather than in an institutionalized setting that is forced
on us. As discussed in the preceding chapter, the possibility that you
will end up residing many years in a nursing home actually is quite
small. Statistically, the vast majority of elderly Americans live out
their lives outside of nursing facilities in their own or in family
members’ homes.

However, this aggregate experience should not be taken to indi-
cate that many older people will not at some point in their lives
require assistance, perhaps substantial assistance, with their living
arrangements, or decide to move to more convenjent homes. Fortu-
nately, today there are a variety of alternatives for long-term care
that for many people may largely obviate the need for any extended
stay in a nursing facility. In this chapter, we discuss two options—
Continuing Care (Life-Care) Retirement Communities and Home
Health and Elder Care—that have become widely used alternatives
to conventional nursing home care.

Continuing Care Retirement Communities

Continuing Care contracts, sometimes called Life Care contracts,
are offered by more than 900 Continuing Care Retirement Commu-
nities (CCRCs) throughout the United States. In brief, a Continuing
Care Retirement Community is one that guarantees living accom-
modations and bealth care services, including custodial nursing care
if needed, for life. Residents of CCRCs still must have Medicare
and supplemental insurance coverage, since CCRCs do not pay
for medical bills. Rather, they guarantee to provide long-term care
nursing facilities, usually for life, as part of the Continuing Care
contract. The physical accommodations in different CCRCs vary
widely—from luxury apartments or bungalows to modest studios—
as do the communities’ related amenities. Some have auditoriums,
tennis courts and swimming pools, ¢laborate recreation centers, 1i-
braries, shopping facilities, movie theaters, and the like on the pre-

117




mises. Often, planned outings and other activities integ
R are an integral part

A principal advantage of CCRCs is that they guarantee to provide
the level of care that is required throughout your life and insure that
Eoth you and your spouse can live without the worry of not knowing

what comes next.” Couples who join life-care communities know
what facilities they will occupy if they become unable to manage for
themselves. And they have the comfort and convenience of being
able to continue to “live together” in the community even though
one spouse may require full-time nursing care.

In. f_act, the vast majority of CCRC residents move into such com-
munities some years before they require nursing care (average age at
entrance is about 75 years). Typically, a couple will Tive in their
apartment or bungalow some years before one of them needs nursing
care. When .that time comes, nursing facilities usually are available
on the premises and the non-institutionalized spouse may remain in
the apartment. Often, nursing care arrangements proceed flexibly—
for elxample, with daily or weekend visits “home.” Or if the need for
nursing care ceases, say, after convalescence from surgery or an
gllm;ss,_the patient simply returns to his or her apartment (unless the
Institutionalization of a surviving spouse is terminal).

Typically, the CCRC will provide the care that is needed in the
setting that is appropriate for that level of assistance. The staff may
prepare meals (available for home delivery or in a common dining
room), provide housekeeping services, and offer custodial or nurs-
ing care on a regular basis while you continue to live in an indepen-
dent setting.

. CCRCs probably are not for everyone. Even though they permit
independent living for as long as possible, most such communities
cannot avoid an “institutional atmosphere.” To some extent, this is
intentional—and may be in the interest of most residents. Afthough
remdfant-s are freg to do as they wish, they are encouraged to 'partici—
pate 1n community activities as a means of enriching their lives. For

many older people, this is a desirable feature, while for others it may
not be.

The genuin_e drawbacks of CCRCs may be more obvious. For one
they are relatively expensive. The initial “entrance fee” varies, de—,
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pending on the type of living unit and the CCRC. Currently, entrance
fees for a studio or “alcove” apartment (i.e., one room with kitchen
and bath) at the least-costly CCRCs range between about $45,000 -
$50,000. At the “top-end” of the scale, the entrance fee for a luxury
2-bedroom suite at a high-cost CCRC may be $250,000 or more.

The entrance fee usually is a lump-sum payment that you are
required to make on signing the Continuing Care contract. The en-
trance-fee refund policies of different communities vary depending
on how you leave the community (before the contract expires, on
death, or after the contract ends). In some communities, there is a
fully refundable entrance fee; others refund a percentage of the fees
(as much as 90 percent) regardless of when or how you leave; 1n
others the amount of the refund decreases the longer you stay (an
amortized refund); and in others the entrance fee is a nonrefundable
“gift.”

In addition to the entrance fee, there is a monthly fee, which may
range anywhere from about $450 per month for a low cost CCRCin
Oklahoma to about $4,000 per month for a high-cost CCRC in Cali-
fornia. In short, in addition to the entrance fee, current CCRC resi-
dents can expect to pay from around $5,000 to $50,000 per year in
monthly maintenance charges. For most residents, monthly fees fall
between these extremes—from $1,250 to $2,500, or between $15,000

and $30,000 per year.

Both the entrance fee and the monthly maintenance fee will vary
depending on the type of contract for services you sign. The more
services that are provided in the contract, the more costly it will be.
In general, Continuing Care contracts fall into one of three catego-

ries, described below.

1) Ali-Inclusive Plans. All-inclusive plans provide that for the
payment of the entrance fee and monthly fee, you will receive all the
services, as needed, that are provided by the CCRC. Residential
services usually include apartment cleaning and maintenance, din-
ing room service, flat linen laundry service, grounds maintenance,
kitchen appliances, personal laundry facilities, dietetic services, use
of scheduled transportation by the community, storage, tray service,
if needed, and utilities. Health-related services usually include an
emergency call system, home health care (in your apartment), long-
term pursing care, recreational therapy, and social services. With
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these plans, your total costs are predictable. The major exception is
possible inflation-adjustments to the monthly fee, which in all likeli-
hood will be substantial, unless the contract provides for no such
adjustments.

2) Medified Plans. Modified plans usually provide some of the
residential services listed above, but require an additional fee for
other services. They also provide only a specified amount of long-
term nursing care. If that amount is exceeded, an additional charge is
levied. Home health care usually is not included in modified plans
and additional charges are added for it. - '

3) Fee-for-Service Plans. This type of plan usually provides an
independent living unit, limited residential services, and guarantees
access to nursing care. It does not, however, pay for nursing care.
Residents must pay full per diem charges for nursing care, when
required. Total costs under fee-for-service plans arc least predict-
able. : : :

Perhaps the chief difficulty with CCRCs is that, in the broadest
sensc, you have little flexibility to alter arrangements once you have
moved in. Few people want or, if they have poured most of their
funds into a CCRC, are able to change residences late in life. For
many people, once they have committed funds to a facility they
share its fate. If its finances go downhill and the food service sud-
denly starts serving “mystery meals” 7 days a week, the attendants
are less-attentive than when you entered the community, or the build-
ings and grounds, security arrangements, etc., begin to deteriorate,
you may be stuck. This situation differs from services that you pur-
chase independently. Those you can change if they are not doing a
satisfactory job.

What You See Now Is Not What You May Get Later

Any CCRC facility’s greatest costs are apt to occur when the
residential population matures and requires more services. Thus it
may not be prudent to enter a “new” CCRC, with a large population
of relatively young healthy adults—no matter how appealing it may
be now. It is this type of facility that is least tested, and could dete-
riorate dramatically as the fit become unfit. In this respect, the safest
facility (in terms of the quality of services it is likely to provide in
the future) is one that has a “mature” population. If the facility is
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handling the needs of those people well, and its finances remain
sound, then it probably is a good bet.

Thus, it pays to “shop around” for a CCRC: fI'h'e best way to
determine if a facility is well-managed is to visit it. Talk to the
current residents. Are they satisfied with the services pr0v1ded? Is
the food good? Has there been any deteriorgtlon in the physical
facilities or in the “extras” that the CCRC provides? Most 1mpon§nt,
obtain copies of the organization’s ﬂnancial- statements and review
them with vour accountant. If they are unsatisfactory or leave'un?n—
swered questions, look elsewhere. Finally, buy only a Contsmumg
Care contract that offers a substantial refund at any time during the
contract’s life.

Tf you are interested in learning more about Continuing Care Re-
tirement Communities, you should obtain a number (_)f separate pub-
lications. Most state insurance departments, listec! in Chapter VII,
have published free guides to Continuing Care Retirement Commu—
nities. You should also send for a copy of “The Contmul_ng‘Care
Retirement Community; A Guidebook for Consumers,” 'a_nd :,Con-
sumer Directory of Continuing Care Retirement Commumtles.., both
available from the American Association of Hgmes and Services for
the Aging (AAHSA), 901 E Street NW, Suite 500, Washlpgt_on,
D.C. 20004-2011, 202-783-2242, www.aahsa.org. The Continuing
Care Accreditation Commission (CCAC) establishe_s standards for
CCRC quality and provides consumers with inform:f\tw.n and alist of
CCAC accredited communities. Contact the Continuing Care Ac-
creditation Commission (CCAC), 901 E St. NW, Suite 500, Wash-
ington DC 20004; 202-783-7286; www.ccaconline.org.

After you have determined costs and living conditions of 2 num-
ber of CCRCs, you will be in a better position to compare tl}ose COsts
and services with the costs of services that might be obt_amed el_se-
where and that would permit you and your spouse to continue to live
in a noninstitutional setting-—namely, your own home. In any event,
if you think a CCRC may be right for you, sta_rt looking earl;_r.
The waiting lists for entrance into thie most desirable communi-
ties may be as long as 10 years. '

Homie Health/Elder Care =
Presumably, the vast majority of elderly people would prefer to
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remain at home even though they may require assistance of some
form—housekeeping services, personal services, health care, or what-
ever. In fact, many of the services that are provided by nursing
homes now are available on a home-care basis from independent
contractors. Some services are covered by Medicare or Medicaid
and many operate on a nonprofit basis or are subsidized by local
agencies for the aging. Some are provided free of charge.

A wide variety of home-health care and elder care services are
now available in most metropolitan communities. Health care ser-
vices include home skilled nursing care, custodial nursing care, home
therapy and clinical testing services (e. &., routine blood tests can be
performed by a health care technician in your own home, saving a
trip to the doctor’s office or clinic). In addition, many local elder
care agencies provide low cost or free transportation for senior citi-
zens, volunteer housekeeping services, live-in companion referrals,
“meals on wheels” food services, shopping services, and the like,
And today, so-called “life-call” communications services are widely
available to homebound seniors for a relatively modest fee.

Your Own “Life-Care” Home?

In short, especially in view of the Medicaid exemption of assets

held in the home, it may be possible for many elderly persons to
create their own “life-care” home by altering the structure physically
as may be required to accommodate walkers or wheelchairs—or
adding a “companion’s quarters”—and utilizing the many home-
health and elder care services now available. Of course, this requires
planning ahead and the expenditure of resources. But if a compari-
son of costs and benefits of home care with the major alternatives
(i.e., nursing homes and continuing care retirement communities)
reveals substantial potential savings, you may be better off to con-
sider a home-care plan of your own design.

It would be impossible in a publication of this scope to describe
all of the services, and their costs, available in each locality in the
United States. Your local Yellow Pages may contain listings under
“Home Health Services” and “Senior Citizens® Service Organiza-
tions™ that can direct you to local care providers. The accompanying
“Directory of State Aging and Adult Protective Service Agencies”
lists offices that can provide you with further information. In addi-

tion to the offices listed there, the location and telephone number of
122

ional Association of Area Agencies on Aging (or “N4A”)
ﬁff:ilﬁzt??garest you can be obtained by calling the toll-free tele-
phone number for NAAAA’s Eldercare Locator 1-800—677—1 116 or
on their website at www.nda.org. Comp!ete information on the
NAAA’s 4,800 agencies nationwide is e'wallable."You may wrf; Sto
the National Association of Area Agencies on Aglqg at 927 15t : £[
NW, 6" Floor, Washington, D.C. 20003. Information is also avail-
able from the Federal Administration on Aging, 330 Independegrie?,
Ave., SW, Washington,” DC 20201; 202-619-7501;

www.aoa.dhhs.gov.
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MEDICAID: A MIDDLE-CLASS FINANCIAL OPTION?

HE 1989 repeal of the Medicare Catastrophic Coverage Act
opened the door to vastly increased enroliment of otherwise
“middle-class” beneficiaries in the Federal-State cosponsored
Medicaid programs originally intended to provide care for only the
neediest patients. Amendments to the Medicaid Law in 1993 and the
Health Insurance Portability and Accountability Act, signed in Au-
gust 1996 and amended in the Balanced Budget Act, effective Au-
gust 1997, have complicated this somewhat by changing rules and
criminalizing some activities, but middle-class use of Medicaid for
long-term care is not likely to be significantly reduced, especially if
provisions of the recent legislation are amended again or repealed.

Medicaid plays a substantial role in financing long-long term care.
The Medicaid program pays for an average of 45 percent of all care-
provided in custodial nursing care and home health services. In 1997,
Medicaid payments for nursing facility and home health care totaled
roughly $43 billion for the 3.4 million recipients of these services—
an average expenditure of $12,500 per long-term recipient. Medic-
aid is the primary source of payment for both men and women at the
time of admission. Not surprisingly, long-term care spending now
plays an increasingly larger role in total Medicaid spending. Medic-
aid payments for long-term care amount to one-third of Medicaid’s
Lobbyists for the elderly have long insisted that the potential costs
of long-term nursing or custodial care constitute the single largest
potential financial risk for most retirees of average means. Indeé-d,
the costs of just a year’s stay in a nursing home now average nation-
wide about $40,000 (in some states, such as New York, the cost is
almost double that amount). It is a matter of record that the savings
of over two-thirds of current nursing home residents are totally de-
pleted within 24 months of their admission. Elder advocates have
publicized such data and vigorously promoted Medicare coverage
for long-term custodial care. Understandably many retirees are con-
cerned that nursing home costs could quickly wipe them out. In fact,
only a relatively small proportion of -the elderly face lengthy con-
finement in a nursing home. Even so, the fear that nursing home
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costs could be disastrous has spawned a new branch of the financial
planning industry, as described below.

The 1989 Medicare legislation that repealed the Catastrophlc Cov-
erage Act also rescinded most of the prohibitions against so-called
“Medicaid trusts,” which permit retirees to become eligible for
Medicaid’s nursing home coverage without dissipating their estates,
and provided substantial protection against the impoverishment of
at-home spouses of institutionalized Medicaid patients. The appar-
ent result has been a proliferation both of attorneys who specialize in
drafting Medicaid trusts that meet the technical requirements of the
law and of middle-class clients who want their wealth sheltered in
the event they need long-terin care. :

Reportedly, the liberalized treatment of trust arrangements de-
signed to promote Medicaid eligibility was a “compromise” intended
to offset in part the effects of the repeal of Medicare’s catastrophic
coverage provisions and to provide some relief for those forced to
enter nursing homes. From the perspective of the Washington law-
makers; it also achieved other goals. Unlike Medicare, which is
Federally funded, a substantial portion of the costs of Medicaid
programs is funded by state taxes. In effect, by stanching Medicare
catastrophic illness and long-term care coverage but at the same time
relaxing middle-class prohibitions on Medicaid eligibility, Congress
shifted a portion of the costs of such programs onto the states.

The liberalization of Medicaid eligibility has been somewhat te-
versed in the last few years. The 1993 Amendments to the Medicaid
Law require states to increase the. “look-back™ for transfer of assets
to 3 years for transfers to individuals and to 5 years for transfers to
certain types of trusts. This law also required states to remove the
cap on penalties. for such transfers in terms of the period of ineligi-
bility (POT) that results from proscribed transfers. The penalty for
transferring assets at less than market value for the purpose of be-
coming eligible for Medicaid 1s calculated by dividing the value of
the transferred assets by the average monthly private pay rate for
nursing facilities:in the particular state. The result is the number of
months of ineligibility for-receiving Medicaid. The 1988 legislation
had capped this period of ineligibility at 30 months; the 1993 legisla-
tion removed the cap.

The Health Insurance Portability and Accountability Act, also
132

known as the Kassebaum-Kennedy health reform bill, made asset
transfers to qualify for Medicaid for nursing home or other long-
term care a federal crime in addition to already being penalized with
periods of ineligibility. This provision passed with no hearings and
no debate and no members of the House of Representatives were
willing to claim authorship of it. The provision, dubbed the “Granny
Goes to Jail Law,” was poorly drafted and unclear on many issues,
such as who might be prosecuted and whether the crime involved
was a felony or misdemeanor.

The Balanced Budget Act of 1997 (the budget reconciliation bill)
amended this provision to read that the criminal penalties applied
only to those who “for a fee counsel or assist an individual to make
certain transfers of assets” for the purpose of qualifying for Medic-
aid. The law, now tabbed “Granny’s Lawyer Goes to Jail,” came
under immediate fire. In 1998, Attorney General Janet Reno stated
that she would not enforce the law. Later, the New York State Bar
Association challenged the law’s constitutionality and won a nation-
wide injunction against its enforcement. The Justice Department
filed a notice of appeal, which was ultimately withdrawn. In any
event, one should understand the eligibility rules and should not
try to apply for Medicare during a period of ineligibility.

Ironically, the recent legislation may not discourage such asset
shifting, but rather may encourage more and earlier transfers. The
new difference in look-back periods, 3 years for transfers to indi-
viduals and 5 years for transfers to trusts, may also encourage rela-
tively more transfers to individuals rather than to trusts. One issue
that few people seem to consider, however, is that a significant
proportion of nursing home residents recover from the condi-
tions that led to their confinement and go home again. If these
people have intentionally impoverished themselves in order to
be eligible for Medicaid, they may find that they are unable to
support themselves or are at the mercy of the beneficiaries of
their transferred wealth. :

. The new legislation has increased the already complicated prob-
lems that accompany such transfers. With the legislation, it has be-
come crucial that application for Medicaid not be submitted until at
least 3 years after transfers to individuals and S years after transfers
to some trusts. Application during these look-back periods may re-
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sult in penalties under the new periods of ineligibility and possibly
criminal action against paid advisors. This area of legislation could
change frequently over the next few years. For current information
on Medicaid and other legal issues for elders, contact National Se-
pior Citizens Legal Center, 1101 14th St. NW Suite 400, Washing-
ton, DC, 20005, (202) 289-6976, website www.nsclc.org.

Comprehensive Meédicaid Coverage

Medicaid coverage for medical services varies markedly from
state to state within the range of Federal Medicaid standards. All
states are required to provide “core” coverage for a variety of ser-
vices, including: inpatient and outpatient hospital services, labora-
tory and x-ray services, skilled nursing facility services, physicians’
and some dentists’ services, home health care, medical supplies and
appliances, physical and occupational therapy, and speech pathol-
ogy and audiology services. Many states also include coverage for
services of chiropractors, optometrists and podiatrists, private nurses,
dental care (including dentures), eyeglasses, and prescription drugs.

Most pertinent from the point of view of this discussion, Medicaid

pays for the costs of custodial nursing home care once certain in-
come and asset criteria are met. In addition, all states must pay the
transportation costs of Medicaid recipients for travel to and from
their health care providers.

“In shoft, even the “core” coverage provided by Medicaid is sub- -

stantially greater than that offered to Medicare subscribers, or to
most holders of even the most costly Medicare supplemental insur-
ance policies (none of which, for example, pays transportation costs
other than for ambulance services). In most states, Medicaid benefi-

ciaries receive virtually all medical goods and services, even periph- -

eral ones, f_ree’ of charge.-

From a clinical perspective, Medicaid’s chief drawback has been
that not all physicians and health care instifutions will take Medicaid
cases. Especially in the case of nursing home care; the better-rated
care facilities may not accept Medicaid patients. The result has been
that many impoverished Medicaid recipients have been forced to
accept treatment at substandard “Medicaid clinics” and ended up at
“Medicaid mil” nursing homes. In the case of middle-class retirees
whose financial plans include the deliberate transfer of assets and
“spend downs” described below to qualify for Medicaid coverage,

134

however, nursing home admission can be made on a private-pay-
ment basis and the “cold-shoulder” treatment usually reserved for
destitute Medicaid patients avoided.

Medicaid Eligibility Requirements

Each state determines its own Medicaid eligibility requirements
within broad Federal guidelines. Generally, however, states are re-
quired to provide Medicaid services to most recipients of Federal
and/or state income assistance or related programs. Recipients who
in most states automatically qualify for Medicaid include those re-
ceiving Aid to Families with Dependent Children (AYDC), Supple-
mental Security Income (SSI), and certain Medicare beneficiaries
(discussed below). States may also provide Medicaid coverage fora
variety of “categorically needy” groups, including infants and preg-
nant women whose family income is at or below 133 percent of the
Federal poverty level; aged, blind, or disabled adults whose incomes
and assets may be above the SSI threshold but below the Federal
poverty level; institutionalized persons with income and resources
below specified limits; and “medically needy” persons. Many have
further expanded coverage to those with family income below 185
percent of the poverty level. '

Some aged, blind, and disabled persons are covered under both
Medicare and Medicaid as “dual beneficiaries” whose Medicare Part
B premiums and Medicare coinsurance are paid by Medicaid. Dual
beneficiaries also receive some, but not all, of the more-comprehen-
sive Medicaid coverage described above, including eyeglasses and
hearing aids. Such “qualified Medicare beneficiaries” are individu-
als with incomes at or below the Federal poverty level and resources
at or below twice the standard allowed under the SSI program.

The SS] threshold amounts for income and resources may vary
somewhat from state to state. But generally Medicare beneficiaries,
to become eligible for Medicaid, must have “countable” income
below the Federal “administrative poverty income guideline” (cur-
rently $8,484 per year for a single individual 65 years or over and
about $11,304 for a couple 65 years or over) and resources of no
more than $4,000 ($6,000 for a couple).

However, not all income is included in “countable” income and
certain assets are exempt from the inventory of resources. In the case.
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of a spouse who must enter a nursing home, income deductions are
permitted for the maintenance of non-institutionalized family mem-
bers. In addition to a $30 “personal needs allowance,” a “monthly
needs allowance” for the at-home spouse of from $1,383 to $2,049,
and an allowance for each additional family member of at least one-
third of the monthly needs allowance for the at-home spouse, are
deducted from the institutionalized spouse’s income. (With the maxi-
mum allowable deductions, actual income available to an at-home
spouse alone could approach $25,000 per year.)

More important, under SSI eligibility requirements an individual’s
or couple’s home, automobile (up to a certain value), household
goods and personal effects of “reasonable” value, and burial plots
and life insurance with a face value up t0:$1,500 or burial funds up to
$1,500 are exempt from the SSI inventory. And in the case of a
Medicare-Medicaid dual beneficiary who enters a nursing home, the
“spousal impoverishment protection” provisions of the 1989 repeal
of the Medicare Catastrophic Coverage Act allow that the non-insti-
tutionalized spouse is entitled to retain .a minimum of $16,824 or
one-half of the couple’s total resources up to a maximum of $84,120.
Moreover, if one partner must enter a nursing home, the spousal
impoverishment legislation protects SSI-exempt resources (car,
household goods, and personal effects) to any value, even if 1t is
much higher than SSI limits.

In short, current legislation provides liberal exemptions of both
income and assets from consideration under Medicaid eligibility
tests. Today many of the “middle class” aged may qualify for Med-
jcaid and still retain substantial income and resources. This is espe-
cially so if a couple’s liguid assets (bank accounts, CDs, stocks,
bonds, etc.) are converted into exempt assets and a portion of them
sufficient to produce income up to the Medicaid limits annuitized.

Asset Conversion

For couples with liquid assets under $350,000 or so, the least
involved and least costly way to protect financial resources from
Medicaid “spend down” requireménts is to convert them to exempt-
category assets. For example, all outstanding debt should be paid off
at once. If a couple’s home has a mortgage, nonexempt assets held in
savings accounts, stocks, and bonds can be used to pay off the out-
standing mortgage balance, which immediately converts those funds

136

to an exempt category, the home. If the couple rents but has substan-
tial savings, the savings can be used to purchase a condominium
home that will be exempt. Or if the family car needs replacing,
nonexempt resources could be used to purchase a new .one, which
would be exempt under the spousal impoverishment protection leg-
islation.

Similarly, liquid assets can be used to make home improvements
or to purchase household goods that are exempt from Medicaid re-
source limitations. Preventive and cost-saving home repairs can be
made that would be prohibitively expensive under Medicaid’s in-
come limitations—a new roof, siding, windows, plumbing and heat-
ing, wiring, insulation, or energy-efficient labor saving appliances
that reduce living costs for the at-home spouse. Even major remod-
eling (a new kitchen or bathrooms), additions to the structure, or
“low-maintenance” landscaping might be contemplated as a means
of protecting assets at the same time they “make life casier” for the
spouse at home. '

And by annuitizing remaining liquid assets, a portion of otherwise
“countable” financial resources can be converted into largely (or
perhaps totalty) exempt income. At current-annuity rates, a $100,000
lifetime annuity purchased at age 65 would yield an'income of about
$8,000 per year to an at-home (female) spouse {($10,000 per year if
aged 75). ' : : :

Pouring assets into the family home provides “ironclad” protec-
tion only so long as the non-institutionalized spouse or certain other
relations reside there. After that spouse or other relations vacate the
residence or die, the state may (but is not required to) seek “recov-
ery” of Medicaid outlays for nursing home expenses after the death
of the institutionalized beneficiary—unless the property has been
transferred outright to another party (e.g., to the heirs).

Medicaid Trusts

In situations where total “countable” assets exceed Medicaid lim-
its even after the above measures have bcen_takenmsay, between
$400,000 and $600,000—assets now can still be sheltered by means
of so-called “Medicaid trusts.” In brief, the Medicaid law does not
permit individuals to transfer assets to individuals or to a trust in
order to qualify under Medicaid’s income and resource limits within
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certain “Jook-back” periods. Federal law requires that states “look
back” at least 3 years for transfers of assets to individuals (and some
trusts) and at least 5 years for transfers of assets to certain trusts.
Once the look-back period is over, however, the grantor can become
eligible for Medicaid coverage.

Medicaid trusts became big business during the past decade. Re-
portedly, “elder-practice” law firms in the larger metropolitan areas
regularly hosted Medicaid trust promotions for senior citizen audi-
ences in hopes of drumming up clients. For legal costs of between
$2,500 and $3,500, such firms will draft a trust agreement that meets
Medicaid qualifications.

Medicaid trusts usually are “conventional” irrevocable trust agree-
ments with special provisions added to satisfy the needs of long-
term care patients and the requirements of the Medicaid authorities.
Although each agreement is different depending on individual cir-
cumstances, Medicaid trasts generally have had two common char-
acteristics: (1) they require that income from the trust, or trust princi-
pal as required, be used to pay the costs of long-term nursing care
during periods of ineligibility; and (2) they are designed so that
“countable” income, including “outside” buildup, from the trust would
not exceed Medicaid limits (thus, trust assets could be limited to
low-income or no-income holdings). Such provisions could be made
through a “springing trust” arrangement in which a revocable trust
agreement, which retains complete control of trust assets until the
last minute, would automatically become an irrevocable Medicaid
trust when the grantor entered a nursing home. Trusts agreements
are, no doubt, being modified as needed to conform to the new legal
requirements. : : -

A Public/Private Medicaid “Partnership”?

The increased use of Medicaid by “middle-class” recipients has
prompted officials in some states to try to find ways to reduce the
consequent financial strain on state budgets. One current “experi-
ment” involves a public/private “partnership” that provides incen-
tives for elderly persons to purchase private long-term care insur-
ance in return for the state’s promise to waive Medicaid eligibility
“spend-down” requirements for custodial nursing home costs when
private insurance benefits cease.
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Experiments in four states (California, Connecticut, Indiana, and
New York) comprise the Partnership for Long-Term Care under a
grant from the Robert Wood Johnson Foundation Program to Pro-
mote Long-Term Care Insurance for the Elderly. If these experimen-
tal programs are successful, they could be adopted by the other states
as well.

The information for the program in New York State clearly states
that the “desired market” is primarily the middle-class elderly. The
target market includes single persons with a total income of at least
$30,000 and assets of at least $60,000 (excluding home) and married
persons with incomes above $40,000 and assets over $140,000.

According to the New York plan, individuals who participate in the
experiment must purchase and maintain in force an approved private
nursing home insurance policy that promises to pay benefits for nurs-
ing home care for 3 years, 6 years of home care, or an equivalent
combination of both. In return, assets (but not income) will be disre-
garded when eligibility for Medicaid is being determined. Income will
be considered in determining Medicaid eligibility. '

Interested persons residing in the states that currently are partici-
pating in the Robert Wood Johnson Program can wtite to the Part-
nership for Long-Term Care, National Program Office, Center of
Aging, Room 1240, HHP Building, University of Maryland, College
Park, MD 20742-2611, call 301-405-1077, or go to
www.inform.umd.edu/aging/PLTC for more information.

Must We All Become Thieves?

Of course, Medicaid never was intended to be a financial tool of
the middle class, as it apparently has or may soon become. It was
designed to provide medical relief to the genuinely needy. Almost
surely, some middle-class retirees who would never steal from their
neighbors but have taken advantage of Medicaid trusts are uncom- .
fortable with the notion that in their efforts to prevent the dissipation
of their own wealth they have gone on the dole at the expense of
other taxpayers. In this respect, a number of comimentators who
usually favor social legislation—and who supported the extension of
Medicare to cover costs of catastrophic care—have observed that
middle-class “abuse” of Medicaid threatens to bankrupt the pro-
gram.
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Others, including the attorneys who profit therefrom, defend the
use of Medicaid trusts as a legal means to preserve one’s hard-
earned wealth that in practical effect is no different from tax shelters,
which permit-some to pay less tax than others who deploy their
assets in less-advantaged ways. Still others argue that by entering
the Medicaid rolls they simply are seeking partial restitution for the
Government’s prior confiscation of their wealth that has funded pro-
grams that almost surely will impoverish their children and grand-
children unless their inheritance is preserved. '

‘From a purely ethical standpoint, it may be difficult for most
people to distinguish the “right” froin the “wrong”.in any of these
positions. Rather, it would seemn that questions of who are the “more
deserving” are largely political and are incapable of final resolution.
What is more clear is that many no doubt will take advantage of all
legal means to prevent the dissipation of their wealth. The inexo-
rable result is the tendency to make “suckers” of anyone who does
not do likewise, even if he or she is in general sympathy with the
original goals of programs such as Medicaid. '

This process seems characteristic of almost any regime that seeks,
beyond some as-yet unmeasured extent, to advantage some people at
the expense of others. Seemingly, those who are disadvantaged even-
tually seek redress by one means or another, usually by demanding
“henefits” for themselves. The result effectively defeats the original
intent of the program. '
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XII.
LEGAL CONSIDERATIONS

%, F great concern to many older people is the possibility that if
[} they become irreversibly ill and are unable to make deci-
w_? sions for themselves, artificial means will be used to prolong
their Iives long after they have any hope of recovery and long after
they would wish to remain “alive,” were they able to speak for
themselves. Not only does such treatment often prolong the anguish
of family and friends, but it also can be financially devastating to the
survivors who may be forced to pay the costs of such care.

In today’s litigious society, however, virtually no care provider—
hospital, nursing home, or physician—is willing to accept the poten-
tial liability for withholding life-prolonging care. This is so even
when a patient’s life is being sustained under highly artificial cir-
cumstances and where there is no hope of recovery.

The only way to insure that your wishes are carried ouf is to
state your instructions in writing according to the procedures
required by the pertinent laws of the state in which you reside.

Living Wills

All 50 states and the District of Columbia have enacted “living
will” laws that specify the legal language individuals must follow in
declaring their wishes with respect to medical treatment in the event
they should become unable to make decisions. In the states that have
such laws, it is not necessary to have a lawyer draw up a living will.
However, you must use the form that has been approved for use in
your state. To obtain a copy of a living will form for your state, see
your attorney or send for your state’s advance directive package and
booklet, “Questions and Answers: Advance Directives and End-of-
Life Decisions” ($5.95) from Choice in Dying, 1035 30™ St., Wash-
ington, DC 20007, 1-800-989-WILL (9455), or website at
www.choices.org. This organization provides forms free of charge,
although a donation is requested. See also, “Ten Myths About Ad-
vance Directives” and “Shape Your Health Care Future With Health
Care Advance Directives” from the American Bar Association’s
Commission on Legal Problems of the Elderly at www.abanet.org/
elderly/home html. The ABA can also be reached by writing the
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American Bar Association, 740 Fifteenth Street, NW, Washington,
DC 20005-1022 or dialing 202-662-8690.

You should also ask your doctors and local hospital for a copy of
any form to which they require a living will to adhere before they
will honor its instructions. :

All living wills must be signed and witnessed, and it is prudent,
and may be required by law, to have such documents notarized as
well. Witnesses to a living will may not be anyorie who would “ben-
efit” from your death (through an inheritance or otherwise). Usually
the following individuals are specifically prohibited by statute from
witnessing a living will: anyone related to the declarant by blood or
marriage; any heir or claimant to any part of the declarant’s estate,
including  creditors; the declarant’s physician or physician’s em-
ployee; any employee of the patient’s health facility; or.any other
person responsible for the patient’s health care. :

Once the living will is prepared, you should keep the original with
your personal papers. You should give copies to your doctors, mem-
bers of your family, and your health care proxy (discussed in the
section that follows). Some states require that a living will be up-
dated periodically. Even if your state does not, you should review
the living will period zally to make sure that it still accurately states
your wishes, and initial and date it to so indicate.

In some states the prescribed form must be followed precisely. In
other states, however, the living will form permits personalized in-
structions. The conteats of the living will in these states obviously
will differ for each individual depending on his or her wishes with
respect to certain medical circumstances, including “hydration” and
“feeding,” that must be specified in the document. '

Since the issues involved may be complex, it is important that
individuals determine their wishes with respect to medical treatment
while they are still able, and discuss them with the physician, loved
ones, and health care proxy.

In states that have no living will legislation, living will declara-
tions should be drafted to meet the requirements of health care pro-
viders and other pertinent law. Printed on the following page is one
sample form that has been widely distributed in those states and may
serve as a foundation for a living will declaration (and health care
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proxy) in consultation with your attorney and health care providers.

A"gain, in states that have living will Jaws, you must follow the

LIVING WILL DECLARATION
To My Family Doctors, and All Those Concerned with My Care

L e , being of sound mind, make this
statement as a directive to be followed if I become unable to
participate in decisions regarding my medical care.

1f 1 should be in an incurable or irreversible mental or physi-

cal condition with no reasonable expectation of recovery, I di-

rect my attending physician to withhold or withdraw treatment

* that merely prolongs my dying. I further direct that treatment

be limited to measures to keep me comfortable and to relieve
pain.

These directions express my right to refuse treatment. There-
fore I expect my family, doctor, and everyone concerned with
my care to regard themselves as legally and morally bound to
act in accord with my wishes, and in so doing to be free of any
legal liability for having followed my direction.

I especially do not want:_

Other instructions/comments

Proxy designation clause: Should I become unable to communi-
cate my instructions as stated above, I designate the following '
person to act in my behalf:

Name:
Address:

If the person I have named is unable to act in my behalf, lautho-
rize the following person to do so:

Name: __

~ Address: __ _
Signed: __ Date:

Witness: (Name & Address) Witness: (Name & Address)
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prescribed form for the state. The sample form is not intended to be
used as a “finished document,” but only as a possible starting point
for drafting a living will in consultation with your attorney and other
interested parties. Depending on your situation, other forms may be
more useful as a starting point. Indeed, in some states that do not
have specific living will laws, such as New Jersey, attorneys have

available a lengthy living will form that has been drafted to accom-

modate that state’s relatively lengthy comprehensive body of law
respecting refusal of life-supporting medical care.

Durable Powers of Attorney for Health Care
(Health Care Froxies)

Many. health care analysts advise that a durable power of attorney
for health care (health care proxy) should accompany the living will,
as in the sample form on page 147. The specified living will forms in
some states include such a health care proxy, and should be used
when available.

Tn btief, a durable power of attorney for health care empowers
someone of your choosing to act in your behalf should you become
unable to make decisions for yourself. Plainly, you should choose
your surrogate carefully, and discuss with him or her your wishes as
expressed in your living will thoroughly, even if that requires going
into specific detail about precise procedures and under precisely
which circumstances you do or do not wish them to be used. In most
states and the District of Columbia, health care proxies are permitted
to make medical decisions specifically including decisions to with-
draw or withhold life support. However, in other states the force of
health care proxies is limited to one degree or another. Nevertheless,
a health care proxy who also is supportéd by a properly drafted
living will declaration is in a strong position to see that your wishes
are carried out.

As with living wills, the legal forms for héalth care proxies vary
from state to state. You should use the form that is specified by your
state. These forms are available from Choice in Dying, cited above.
A sample health care proxy that may serve as a rough example is
printed on the following page. This form should not be used as your
living will. :

It should be noted that even the most carefully prepared docu-

146

!
i
1
i
§

HEALTH CARE PROXY
1.5 (name)......... ,herebyappoint ............ (name, home
address, telephone number)............ as my health care agent to

make any and all health care decisions for me, except to the
extent that I state otherwise. This proxy shall take effect when
and if I become unable to make my own health care decisions:

2. Optional instructions: I direct my agent to make health care
decisions in accord with my wishes and limitations as stated
below, or as he or she otherwise knows.

3. Name of substitute or fill-in agent if the person I appoint
above is unable, unwilling, or unavailable to act as my health
care agent. ......... (Name, home address, telephone number.).........

4. Unless I revoke it, this proxy shall remain in effect indefi-
nitely, or until the date or conditions stated here: '

5. Signature, address and date

Witness: (name and address) Witness: (name and address)

The proxy may not be a witness, and the two witnesses must be
individuals who do not stand to benefit from the death of the
proxy maker; both must be 18 or older.

ments cannot guarantee that all your wishes will be carried out.
However, if you have not prepared a living will or a health care
PToxy, it is almost guaranteed that they will not be. For more infor-
mation about living wills and health care proxies, write to AARP
Fulfillment, 601 E Street NW, Washington, D.C. 20049, or phone 1-
800-424-3410 and request the free booklet Tomorrow’s Choices (D-
13479). The AARP’s website is www.aarp.org.
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XIV.
FUNERAL OPTIONS

= EATH is one of the few events that every human experi-

) ences. Nevertheless, the disposition of a person’s physical

[l remains often is one of the least-planned of his or her affairs.
Fears about death understandably may make all concerned, espe-
cially family members, reluctant to discuss or plan funeral arrange-
ments much in advance of actual need. However, “last minute” ar-
rangements made in hastened or anguished circumstances can be far
more costly—sometimes onerously so to survivors-—than informed
decisions reached before death stares one in the face. As a practical
matter, the disposition of one’s physical remains might prudently be
arranged just as one plans for the disposition of one’s legal estate. -

In this respect there are far more funeral options available than
many may realize. For many people, knowing that after they die they
will be celebrated by a funeral that spares no expense and is attended
by a host of friends and family is an important source of satisfaction
during their remaining lifetime. For others, a private funeral of mod-
est proportions that does not pose a financial burden to survivors, or
deplete the estate that will pass to heirs, is desirable. Still others may
prefer that no funeral service be held, and that their remains be
disposed of in the least costly fashion. Your own wishes probably
will not be fulfilled unless you make them known—and unless you
have the opportunity to review the options that are available for a
particular type of funeral arrangement.

Funeral Regulations

Whatever those wishes may be, a variety of state and Federal laws
regulate funeral practice, and it is in your interest and the interest of
your survivors to be familiar with the principal laws governing the
disposition of human remains and funeral industry operations. The
Federal Trade Commission developed a trade regulation, known as
the FTC Funeral Rule (16 CFR Part 453), that became effective on
April 30, 1984 and that enables consumers fo obtain information
about funeral costs. Among other provisions, the Funeral Rule re-
quires: that funeral providers give price information over the tele-
phone (which relieves buyers of funeral services of subtle “pres-
sure” tactics that may be employed in a face-to-face meeting with
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funeral personnel) and that funeral providers give on request a gen-
eral price list of all items and services offered.

In order to help consumers decide on whether to purchase it, the
Funeral Rule also requires that customers be given information
about embalming and specifies that funeral providers: 1) not falsely
state that embalming is required by law; 2) must disclose in writing
{(with some exceptions) when embalming is not required by law; 3)
may not charge a fee for unauthorized embalming unless it is re-
quired by law; 4) disclose in writing that (usually) you have the right
to choose between cremation or immediate burial if you do not want
embalming; and 5) disclose in writing under what circumstances
embalming is a practical necessity.

The Funeral Rule stipulates that funeral providers disclose any
fees that they charge for so-called “cash advance” items related to
funeral arrangements. These are items or services that the funeral
director purchases in your behalf, but that you could purchase your-
self, and include flowers, obituary notices, clergy honoraria, and the
like. The Funerat Rule requires that the provider inform you if a fee
is added to the price of cash advance items or if the provider gets a
“kick back™ from any of the suppliers.

One of the most costly items in most funerals is the casket. How-
ever, in some circumstances a casket may not be appropriate. For
consumers who select direct crernation, for example, an inexpensive
alternative container or unfinished wood box that will be destroyed
during cremation may suffice. Under the Funeral Rule funeral di-
rectors who offer cremation services are prohibited from telling you
that state or local law requires a casket for direct cremations and
must make an unfinished wood box or alternative container avail-
able. 3

In short, there are a variety of options available for conventional
funerals that could bewilder your survivors. It is not much trouble to
telephone one or more funeral providers in your locality, listed un-
der “Funeral Homes” in the Yellow Pages, to request a “general
price list” of funeral items and services. Such lists are yours to keep,
and you may wish to discuss them with whomever you expect to be
in charge of funeral arrangements when the time comes— and to
indicate on the price list exactly what you want. A copy of this list,
with your written instructions, ought to be kept in an available loca-
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tion in the event of your death, and be made known ahead of time to
your spouse or anyone else who may require such information.

For further information on the laws governing funerals in your
state, how to make funeral arrangements, or the options available,
you may want to contact Funeral and Memorial Societies of America,
P.O. Box 10, Hinesburg, VT 05461, (802) 482-3437,
www.funerals.org. This is a consumer organization that dissemi-
nates information about alternatives for funeral or non-funeral dis-
positions whose purpose is to encourage advance planning and cost
efficiency. The Cremation Association of North America, 401 North
Michigan Avenue, Chicago IL. 60611, (312) 644-6610, is an associa-
tion of 750 crematories, cemeteries and funeral homes that offer
cremation. The National Research and Information Center, 2250 E.
Devon Ave. #250, Des Plaines, II. 60018, (800) 662-7666 makes
available a Funeral Service Consumer Assistance Program, with
information on death, grief and funerals.

For a free copy of “Funerals: A Consumer Guide,” telephone or
write the Consumer Response Center, Federal Trade Commission,
600 Pennsylvania, NW, Room H-130, Washington, D.C. 20580-
0001, (877) FTC-HELP or visit their website at www.ftc.gov. Addi-
tional information concerning the Funeral Rule is available on the
FTC website at www.ftc.gov.ftc.consumer.html.

Pre«Paid Funerals

Many of the Nation’s funeral directors urge consumers to pay for
their own funerals in advance—termed *“‘pre-need”—which they say
will not only save grief-stricken survivors the trouble of making
funeral arrangements but also save money by locking-in the current.
price for funeral goods and services.

In principle this may seem a prudent course. In practice, however,
it requires that consumers take a number of precautions to insure that
when the time comes they will get the funeral that they already have
purchased. Reportedly, in a number of instances, prepaid funeral
funds have gone not into a trust account or life insurance policy, but
into a managed-money account to which the funeral director may
have direct access. And in several instances, the funeral director has
used the funds for other purposes or the managed accounts have
gone bankrupt.
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If you are considering prepaid funeral arrangements, you should
determine how your funds will be held in trust. If they are not
placed in an escrow account, trust account, or life insurance
policy to which the funeral firm does not have access, do not do
business with that firm.

Equally important, make sure that you can get a refund if you
change your mind. Where funds are held in a deposit fund or trust
account at a financial institution, you should be able to receive a
refund in accordance with the terms of the written contract (there
probably will be a penalty for “early withdrawal”). If the funds are
poured into a life insurance or annuity contract, the terms of the
prepaid arrangement should permit you to receive the cash surrender
value of the contract. :

Burial Insurance

There is an alternative to “prepaid” funeral arrangements that can
achieve many of the same goals—namely, to save your survivors the
expense of your funeral—but provide some flexibility that is not
available when you contract far ahead of time with a particular fu-
neral provider. Very simply, you can “pre-fund” your own funeral,
to be carried out according to your instructions, by purchasing a life
insurance policy with a death benefit adequate to cover the costs of
the funeral you desire. Although it does not relieve your survivors of
all funeral tasks, such a plan will insure that the funds are available
when needed—and could cost substantially less than the prepaid
funeral, depending on the premiums that you must pay to keep the
insurance in force before you dic. For example, if you purchase a
level-premium policy and die shortly after the policy becomes effec-
tive, your estate probably will save much of the cost of your funeral.
Of course, you have to gualify for life insurance. If you are in poor
health, you may not be able to get insurance, or the death benefit
may not justify the premium costs. =

Low-Cost or No-Cost Alternatives

For those who do not want -a “conventional” funeral, there are
legal non-funeral options that may be appealing. There are four legal
methods of disposition of human remains: burial, entombment, cre-

mation, or donation for scientific study.

Many large medical centers that also are teaching or research
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hospitals accept donations of human remains for purposes of teach-
ing or research. In most instances there is a set “donation fee” that
the facility will pay upon receipt of such remains. In many states,
such donations are regulated by a state Anatomical Board that pays
the fees to the donor’s estate, which then can either be retained as
part of the estate or in turn donated to a charity of one’s choosing.
Arrangements should be made in advance and interested individuals
should contact the medical facility to which they wish to donate to
obtain information about the forms they must complete and the pro-
cedures that must be followed. All such donations are revocable by
alternate instructions prior to death.

We also are aware of at least one non-funeral cremation plan that,
for a fee of less than $1,500, will provide removal of the remains
from the place of death anywhere in the United States, transportation
to a holding facility pending procurement of the signed death certifi-
cate and disposition permit, cremation, urn, professional and admin-
istrative services as needed, and scattering of remains by sea, rose
garden, or return to the family, as desired. For further information,
contact The Neptune Society, 1721 West Magnolia Boulevard,
Burbank, California 91506, (800) 201-3315, www.neptuznesociety.com.
This is a for-profit firm that also has offices in California, Florida
and New York.

Finaily, in some states, such as Texas, a family may bury its own
dead without using a licensed funeral director. Do-it-yourself burials
require at minimum a statement of death, death certificate, and burial-

- transit permit. In many states, local ordinances govern do-it-yourself

burials, which may be prohibited in some jurisdictions. To obtain
information about laws governing funerals by non-licensed family
members, contact the Funeral and Memorial Societies, cited above.
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Appendix
THE OTHER SIDE OF PUBLIC HEALTH CARE

insurance evidently flourishes in the United States today. For

example, to the extent that there is dissatisfaction among the
elderly with Medicare, it is chiefly becausc it is said to be “too
costly” and affords “too few benefits.” And if the outraged response
of elderly voters to the Medicare surtax to finance catastrophic cov-
erage is any indication,* many people mow receiving heavily subsi-
dized benefits are unwilling to give them up. Given the political
clout of the elderly, it seems very unlikely that nominalt Medicare
benefits will be reduced soon.

P OPULAR sentiment in favor of some type of socialized health

At the same time, there appears to be growing public recognition
that the present arrangement places an unfair burden on others. For
example, families with young children, who are thought to be just as
deserving of access to health care as are either the elderly or Medic-
aid recipients who pay nothing for their care, are disadvantaged
under the present system. Today many are forced to contribute pre-
cious financial resources for the care of others while they themselves
must go without. '

An evidently growing segment of the public believes that an equi-
table solution to this disparate treatment is a publicly financed uni-
versal health care system that would favor no class of beneficiaries
over any other and, it is thought, would be less costly than either the
current “mixed” health care arrangements or a purely market-based
regime. As appealing as it may seem at first blush, from the perspec-
tive of both sound economics and social ethics, there would appear
to be many difficulties with this approach.

Health Care Spending in Perspective
One of the principal advantages publicly financed health care is

* Elder activists forced the repeal of the entire catastrophic coverage program on
the basis of objections to the surtax on the high-income elderly, which would have
helped to finance the program. :

+ This does not imply that actual benefits will not continue to be curtailed through
reduced Medicare reimbursement practices under the DRG and relative value

scale payment policies.
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said to have over a market-based health care system is that a public
system would be better equipped, to “contain costs.” As a primary
example of the deficiencies of market-based medicine, advocates of
upiversal health insurance cite the fact that, as a percent of Gross

Domestic Product (GDP), health care expenditures in the United
States are greater than in any other major industrialized nation—and
still are increasing. - . . T

- Although the numbers may be accurate, this argument is spurious.
For one, a retatively high level of spending per se in no way reflects
«deficiencies” in the way health care is provided. From a market
perspective there is no rationale for believing that any particular
level of health care.expenditures represents the optimum. Individu-
als decide how much they wish to spend on their health in relation to
other things, and very often that decision depends on the proportion

of their wealth that must be spent on life’s other necessities—food,

shelter, clothing, ctc, It is a mattef of supposition that in economies
where the necessities. of Tife require less of one’s resources, a rela-
tively greater proportion will be directed toward improving health

and longevity, which aTe the fundamental measures of the standard
of living in any sogicty. That the United States spends proportionally
more on health care than any other country may indicate pot that we
somehow have “fallen behind” in managing health care, but that we
have advanced economically beyond other nations—to the point that
health concerns are markedly greater priorities here than elsewhere.

" Hence, that we have chosen to devofe more of our resources t0-
ward improving our health properly might be viewed as an indica-
tion of our relatively greater affluence. And there is ample reason to
suppose that an even greater portion of our resources may be chan-
neled that way ifi the future, especially if medical advances continue
to encourage &ven greater consumption. Who would not want to
invest in the discovery of a fountain of youth, which is what modern
medicine in effect promises today? It should come as no surprise that
the “product” of medicine in the United States, which has enabled
millions to enjoy longer lives in betiér health than ever before, in
recent decades has attained greater appeal ifi felation to other things.

Or to put it another way, in the last 3 decades consumer spending
on, say, recreational goods and services s increased markedly as a
proportion of total spending. Yet no one complains that the relative
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level of spending on such items as stereos, VCRs, speedboats, or Las
Vegas vacations, which is much higher in the United States than in
most other countries, is “too high.” Why, then, the preoccupation
with containing the level of spending on health care, especially when
it would seem to mirror priorities that, literally, are healthy ones?

Beyond this, our relatively greater health expenditures also reflect
the aging of America and the fact that for the majority of the popula-
tion life expectancies have increased markedly.* In relation to GDP,
health care expenditures can be expected to increase disproportion-
ately as the proportion of the elderly and longevity increase. The
reason is uncomplicated: the aged contribute proportionally less to
the other GDP components than they do to its health care component
(the elderly consume relatively more health services than other age
groups at the same time that, as retireds, they contribute less to the
nonconsumption components of GDP). In part, then, our current
level of spending on health care has been a predictable result of
demographic contours that have little if anything to do withi the way.
the health care markets operate. S

* Subsidies Create Price Spirals

But perhaps the greatest misunderstanding of health care cost
pressures involves the Medicare and Medicaid subsidies. Appeals
for greater Government intervention in our health care system often
lay the blame for “high costs” on mismanaged hospitals, greedy
doctors and lawyers (who prosecute malpractice suits), and profit-
seeking insurance companies. But the chief culprits are Medicare
and Medicaid themselves.

It is an axiom of economics that subsidies of any kind create
shortages that promote price spirals. Subsidies affect supply, de-
mand, and prices. Agricultural subsidies often involve restrictions
on supply as well as “price supports” in the form of government
purchases at above-market prices. B ' '

In the instances of Medicare and Medicaid, which serve to.enlarge
demand for medical services, the fully predictable result has been to
increase the prices. It would seem that whenever a third party as-

= Only a very sharp reductios in life expectancy among young minorities, which
is a consequence primarily of social pathology, has reduced aggregate life expect-
ancies below those of some other industrialized nations.
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sumes responsibility for payments there is a subsidy effect, with
demand tending to increase and prices tending to be pressured up-
ward. For example, it almost surely is not coincidental that with the
advent of tax-exempt employer sponsored group health insurance
after World War 11, health care prices began to increase faster than
the prices of other things. Indeed, the prices of health care related
goods and services as measurcd by the Consumer Price Index (CPI)
have increased faster than the prices of other goods and services in
all but 6 years since 1947. The prices of Medicare-covered services,
which hugely increased subsidies to elderly consumers, skyrocketed
after its introduction in 1966. ‘

Chart 1 shows the price of a semiprivate hospital room relative to
the prices of five other types of health-related goods and services
from 1947 to 1995. An increase in the relative price of a hospital
room in any given period indicates that the change in the price of the
hospital room was greater than the change in the price of the com-
parison item during that period. The chart shows clearly that the
price of a hospital room accelerated in relation to the price of four
relatively unsubsidized comparison items (dental care, eye care, pre-
scription drugs, and vitamin supplements) precisely at the time Medi-
care was established in 1966. On the other hand, the price of hospital
rooms relative to the price of physicians’ services, which also were
subsidized in 1966, accelerated much less, if at all. That is, the prices
of subsidized hospital rooms and physicians’ services both acceler-
ated much more than those of the unsubsidized items. This is what
economic theory would predict, and this is what has happened.

Subsidies Foster Scarcities—and Rationing

_ Even less well understood is the tendency for health care subsi-
dies over the long run to create scarcities. Producer subsidies to
farmers or manufacturers are designed to foster scarcity directly by
keeping goods from reaching the market (e.g., payments to farmers
to keep land idle, grain purchase and storage programs, or quotas on
auto imports). But consumer subsidies indirectly produce the same
effects, which in the case of health care are especially injurious.

Stated simply, consumer subsidies for health care trigger a spiral
of events that begins with accelerated demand and culminates in
rationing, in which access to goods and services can be manipulated
to suit the wishes of those with the greatest political clout. This has
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happened in virtually every country that has adopted state-sponsored
universal health insurance, and its implications dwarf the current
“right to life” versus “pro-choice” abortion debate.

Ultimately, access to care is decided politically by the elite in power
(one shudders to think what preferences some political factions might
legislate). The eventual result is that someone other than the patient or
the physician—usually a bureaucrat administering the “regulations”
who has no interest in the outcome—decides who does or does not get
what kind of care. A chief problem with the politically based alloca-
tion of scarce resources is that almost inevitably those resources are

Chart 1 _
RELATIVE PRICE OF Semiprivate HOSPITAL ROOMS

Dental Care

Eye Care
Pre;cription Drugs-
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Physicians' Services -

| IR

w6 " 86
Source: Bureau of Labor Statistics, Handbook of Labor Statistics and CPI Detailed Report.
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used in ways favored by the elite in control, but which may not be
(indeed, almost never are) their most efficient use. Medical entitle-
ments to sophisticated procedures such as heart bypass operations
may be enormously politically attractive, but they are not cost effec-
tive in comparison with, say, immunization programs.

The point is that wherever resources are scarce, all needs cannot
be satisfied and someone must make the decision as to how they will
be distributed. In a market-based health care system, those decisions
are made by the patient and doctor, who together arrive at the most
cost-effective course of treatment within the range of affordability.
Under this arrangement, virtually everyone who needs it gets some
care. In a socialized health care environment, someone other than
the patient or the doctor makes those decisions based on priorities
that often are mechanistic and that may deny all care to those who do
not meet certain qualifications (say, because you arc “too old” or
have “no dependents” or are not in a “crucial occupation”).

The flip side of this situation is “supply side” scarcity that results
from restraints that often are concurrently imposed on the providers
of the subsidized goods and services. In the case of Medicare and
Medicaid, for example, at least one “cost containment” initiative
undertaken in the 1980s appears to have had measurable effects on
the supply of one health care commodity. As shown in Chart 2, the
supply of community hospital beds has dropped sharply since
Medicare’s substitution of the DRG prospective payment system for
reimbursement of actual charges. (The average length of stay for
Medicare patients decreased markedly following the introduction of
the DRG system. Under that system, hospitals are paid a fixed fee
for a given diagnosis and they benefit financially if actual costs are
less than the payment they receive—that is, if patients are discharged
quickly.)

Beyond this, regulation of physicians’ charges under Medicare’s
“relative value scale” reimbursement policy almost surely will have
unintended consequences over the long run. The reasoning behind
the “relative value” policy is roughly as follows: on the basis of the
time and resources it takes them to learn their respective specialtics
and the time they actually spend with patients, some doctors are paid
“too much” and some “too little” under market-based pricing, and
therefore all doctors’ charges should be regulated to reflect more
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accurately the relative value of their inputs.

‘Such logic is seriously flawed, and betrays a lack of understand-
ing of the role of prices (doctors’ fees) in promoting self-regulating
markets. It appears to depend on the assumption that the current
allocation of human resources in the training of physicians reflects
“optimal utility.” In fact, the very presence of the “imbalances” that
the relative value regime seeks to redress is prima facie evidence
that this cannot be so. The genius of the market is that when some
jobs are paid “too much” while others are paid “too little,” soon there
will be more people available to do the higher paying job. Markets
rarely, if ever, reach, let alone sustain, equilibrium. But the continual
process of adjustment insures that, ceteris paribus, vast imbalances
cannot persist. : -

To enshrine existing imbalances via some incomes policy, which
is what the “relative value scale” reimbursement scheme does, is
economic insanity. Over the long run, it can be expecled to drive
talented individuals away from those medical occupations that, as
evidenced by market prices, are most valued. Indeed, the long-run
effects of price restraints, rationing of health care and the concomi-
tant dilution of physician authority, and the many other attributes of
politically regulated medicine are not hard to predict: they very likely
will drive talented individuals away from medicine. In their most

161




completely developed expression (i.e., in fully socialized medical
environments) such restraints have been a powerful prescrlpuon for
scarcities, even of the most clementary medical goods and services.
Reportedly, it was hard to find even a bottle of aspirin in Soviet
Russia during its final years. '

Problems with Health Care “Rights”

Many people-apparently believe that equal access to health care is
a “right” which everyone in an advanced country such as the United
States ought to enjoy. At the very least, however, the notion of rights
of any kind requires that they be describable. In the case of health
care, this would seem to imply some related level of benefits that is
obvious. But it isn’t. Some people rush to the doctor for every stubbed
toe while others may be on their death beds before they will consent
to see a doctor; the hypochondriac demands more care than the
Christian Scientist. )

The result is that any health care “rights” assigned to individuals
with such disparate behavior will, in all likelihood, be viewed differ-
ently by their possessors. Some will view their rights far more ex-
pansively than others. And if health care rights are viewed broadly to
describe treatment on demand, it is the hypochondriac who will
consume scarce resources at the expense of others. If such rights are
not so viewed, as they almost certainly would not be, then the prob-
lem of rationing is reintroduced, and the “rights” made conditional—
which is but another way of saying there are no rights at all.

The larger problem is that human health and human behavior
often are directly linked. Of course, many people who are “health
conscious” and act in ways to promote theéir own good health still
have heart attacks, get cancer, or suffer iliness no matter how assidu-
ously they follow a health regimen. But others by free choice engage
in behavior that is known to lead directly to illness or accident. A
question that follows is: should others be forced to pay the costs of
care of those who persist in behavior that is risky? In this context,
health care rights that convey equal access to care, or care on de-
mand, would seem to imply disregard for the possible individual and

social advantages of one type of behavior over another. Put another
way, they would seem to subsidize pathological behavior which,
broadly described, accounts for a substantial portion of health care
expenditures in the United States today.
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