
Long Term Medical Care 
A Study of Insurance and What To Do About It 

11/23/2000 

 1 

Table of Contents 
Section  

1.0 page 1  Introduction 
2.0  Disclaimer 
3.0 Long Term Care definition 
4.0 Medicare applicability 
5.0 page3  Expected Costs of Services 
6.0 page 4  Statistics of Using Long Term Care 
6.1 page 7  Statistics for the use of Home Health Care 
7.0 page 8  Type of Policy Required 
8.0 When Should You Purchase Long Term Care Insurance 
9.0 page 10  Bringing It All Together 
10.0 page 12 Conclusions 

 
Tables 

1 page 3  Average Nursing Home Costs for South and United States 
2 page 5  Probability of Nursing Home Stay 
3 Restated Data 
4.0 page 6   Weighting Factors 
5 Length of Stay for White, College Educated Nursing Home Patients that are 65+ 

Years of Age 
6 page 7  Probability of a Range of Stay in a Nursing Home 
7 Home Health Care by Disability Level 
8 page 11 Actual and Weighted Costs for a 3 Year Nursing Home Stay vs. Age at Entry 

Figures 
1 page 9  Estimated LTCI Rejection Rate vs. Age 
2 page 12  Cost of Nursing Home vs. Cost Inflator 
3 page 13 Actual Cost vs. Daily Benefits vs. Monthly Premiums for a 3 Year Nursing 

Home Stay 
 
 1.0 INTRODUCTION 
 Many times in the recent past, dating back at least to 1998, we have received 
solicitations from various agents to purchase insurance to protect our assets from the cost 
of long-term medical care.  The data that have been provided along the way have been 
conflicting and confusing, to say the least.  As a result of our concern over how we might 
be expected to fare in the event that we required long-term medical care, we have 
attempted to examine each aspect of this dilemma as accurately as we could in order to 
more clearly understand it.  Data were obtained from multiple sources, mostly from the 
Internet, where possible, they are identified by URL (at times this was not possible since 
I lost some on the way).  In every case however they were scrutinized to assure that they 
made sense in context with the remainder of the data. 
 The rejection of LTCI because of low probability of need has been criticized by 
comparing it to a fire insurance policy.  We do not buy fire insurance policies, we buy 
homeowner's policies to protect us against a myriad of losses from fire and natural 
disasters as well as unpredictable liabilities imposed by other individuals.  These 
liabilities can occur at any point in life and the result of the loss may be a drastic change 
in lifestyle for the remainder of the person's life. In LTCI the benefits are paid at the latter 
stages of life and there is usually no alteration of lifestyle afterwards (there's generally no 
life). 
 
2.0 DISCLAIMER 
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 As a reader of this document you must understand that this study was undertaken 
to apply to a specific set of circumstances.  Publicly available data were used to generate 
this study but they were used they applied to these conditions.  These results may not 
necessarily apply to any other situation and therefore no responsibility for the accuracy 
and/or applicability of the data or the analysis is assumed 
 
3.0 LONG TERM CARE 
 The definition of Long Term Care1 is a service that helps one live as he or she 
does now.  It may not help to improve or correct medical problems.  Long-term care 
services may include help with activities of daily living, home health care, adult day care, 
respite care, care in a nursing home or care in an assisted living facility. 
 People needing skilled care for medical conditions require care by medical 
personnel such as registered nurses or professional therapists.  This care is usually needed 
24 hours a day, a physician must order it and the care must follow a plan.  Individuals 
usually get skilled care in a nursing home but it can be received in other places such as 
your home from visiting nurses or therapists. 
 There is also personal care (sometimes called custodial care) that helps one with 
activities of daily living (ADLs).  These activities include bathing, eating, dressing, 
toileting, continence, and transferring.  Personal care is less involved than skilled care 
and it may be given in many settings 
 
4.0 MEDICARE 
 4.1 Nursing Home 
 Contrary to many opinions Medicare does not generally cover a stay in a nursing 
home.  There are certain conditions under which Medicare will pay for a short period stay 
in a nursing home but these are rigorous and most people will not be able to comply with 
these requirements.  In order to be covered by Medicare, you have to meet all of the 
following five requirements:2 

1. You require daily skilled nursing or rehabilitation services that can only be 
provided in a skilled nursing facility. 

2. You were in a hospital for three days in a row, not counting the day of 
discharge, before entering the skilled nursing facility (SNF). 

3. You are admitted to the SNF within a short period of time (generally 30 days) 
after leaving the hospital. 

4. The condition for which you are receiving skilled nursing care was treated in 
the hospital or arose while you were receiving care for a condition treated in 
the hospital. 

5. A medical professional certifies that daily skilled nursing or rehabilitation care 
is necessary. 

 If all of the above requirements are met, then Medicare will pay the total cost of 
a semiprivate room, meals, skilled nursing and rehabilitative services and other services 
and supplies for a period of 20 days and then all but $97.00 per day for days 21-100.  In 
the current case however, a Cigna retirement medical policy will pay for a total of 120 
days per calendar year in a network facility.  This is coordinated with any Medicare 
coverage that is available and requires pre-certification.  If precertification is not received 
then a fee of $300.00 is required.  In summary, either Medicare or Cigna (or a 
combination) can be expected to cover the first 120 days at a semiprivate rate.  A note of 
caution is advised here however; Cigna will not pay for an "out of network" facility nor 
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will Medicare pay unless the facility is a Medicare approved SNF.  The Medicare data 
carries a note saying that most nursing homes are not SNFs and Medicare does not 
approve many.  As will be noted later, neither the Medicare nor Cigna policies were 
considered in the analysis. 
 
 In this situation Medicaid is not an option and therefore will not be discussed 
further. 
 
 4.2 Home Health Care 
 In a similar manner to a SNF, Medicare can sometimes cover home health care.  
In order for this to occur, all of the following four conditions must be satisfied:3 

1. Your doctor must decide that you need medical care in your home, and make 
a plan for your care at home. 

2. You must need at least one of the following; intermittent (and not full time) 
skilled nursing care, or physical therapy or speech language pathology 
services. 

3. You must be homebound.  This means that you are normally unable to leave 
home.  Being homebound means that leaving home is a major effort.  When 
you leave home, it must be infrequent and of short duration, or to get medical 
care. 

4. The Medicare program must approve the home health care agency caring for 
you. 

 Medicare will cover skilled nursing care on a part time or intermittent basis but 
this is for services that can only be provided safely and correctly by a licensed nurse (RN 
or LPN).  It will also cover home health aide services on an intermittent basis so long as 
you are also getting skilled services and the service is part of the home care for your 
illness or injury.  Various therapies prescribed by the doctor are also available for 
coverage as is 80% of the approved amount for certain pieces of medical equipment, such 
as a wheelchair or walker. 
 As in most governmental entitlements there are catches and this is no exception.  
Medicare defines "intermittent" as services being required for fewer than seven days a 
week or less than 8 hours a day over a period of 21 days or less.  Once you have been 
approved for home health care then skilled nursing services and home health aide 
services are combined to total less than 8 hours a day and 28 or fewer hours per week. 
 Interestingly, the Part A of Medicare covers up to 100 visits associated with a 
post hospital or post SNF stay.  Part B covers an unlimited amount of visits so long as 
you continue to meet the rules for eligibility and are reviewed for eligibility at a 
minimum frequency of every 62 days. 
 Again we are fortunate enough to have home health care services included in our 
Cigna policy for 120 visits per calendar year, subject to the same precerification rules as 
noted above. 
 It should be noted that custodial and or assisted living services are not covered 
by any of the above (Medicare or Cigna). 
 
5.0 EXPECTED COSTS OF SERVICES 
 5.1 Nursing Homes 
 An examination of average costs for nursing homes from Health, United States 
20004 provides data regarding the average monthly charges for nursing home patients 
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who paid privately and with private health insurance from1985 through 1997.  These data 
are shown below with a projection to the year 2000.  If one takes the annualized increase 
from 1995-1997 and applies it to the years of 1997-2000 an average annualized change, 
for the south, of 7.42% is obtained.. 
 

Average Nursing Home Costs for South and United States 

Table 1 
 In order to check the validity of this projection, two nursing homes in the 
Orlando area were contacted to obtain their current rates (Sept. 2000).  The information 
obtained was as follows: 

• Semiprivate $3410/$3565/month; Private $3686/$4210/month 
• Semiprivate $3660/$4020/month; Private $4680/$4950/month 

These data generate an average for a semiprivate room of $3664/mo. or  $43965/yr. And 
for a private room, the average is $4381/mo. or $52578/yr.  These figures provide an 
overall average of $48271 per year for the Orlando area.  A comparison of the projected 
costs to the quoted ones yields an error of only 1.23%, which is considered by the writer 
to be quite accurate. 
 
 The Congressional Budget Office5 has projected that the costs of long term care 
in an institutional setting, paid by private long-term care insurance will increase from less 
than $5 Billion in 2000 to $25.9 Billion in 2020 in constant year 2000 dollars.  This is an 
annual increase of at least 8.57% per year or 5.43% greater than the rates shown in table 
1. 
 This increase is largely due to the increase in the 65+ population, as the Baby 
Boomers arrive.  During this same period of time, the 65+ population is expected to 
increase by approximately 2.37%6 according to the U.S. Census Bureau, middle range 
census estimates. 
  As a result of this, one might expect the individual costs to increase by a ratio of 
(1.0857)/(1.0237)=1.061 or a 6.1% per person increase in cost.  If an annual inflation cost 
of 3.4% (latest revision to annualized CPI of 9/29/00) is added to this cost increase, it 
results in an annual increase of 9.7%.  This is not far different from the U.S. cost increase 
of 8.13%, shown above (it will match if an inflation factor of 1.91% is used).  Using the 
CBO figures on the national scale (9.7% vs. 8.13%) results in a multiplier factor of 
1.0145 to adjust the southern nursing home cost growth to 8.98% average annual growth 
for the years 2000 to2020.  It should be recognized that the population growth of 65+ 
people is expected to fizzle out by 2030, slowing to an increase of only 0.6% from 2030-
2050.  It is believed, however, that even though this is within our biblical life span of 120 
years, it is beyond our "care horizon" so we won't worry those numbers. 
 In summary, we can expect nursing home costs to start at an average of $3973.00 
per month in our Florida location, in the year 2000, and increase at an annual rate of 

YEAR 1985 1995 1997 2000 Average(15yrs)
South $1,359.00 $2,945.00 $3,320.00 $3,973.90 
Annualized change 8.04% 6.18% 7.42% 7.42%
Annual Charge $16,308.00 $35,340.00 $39,840.00 $47,686.84 

United States $1,450.00 $3,081.00 $3,643.00 $4,683.93 
Annualized change 7.83% 8.74% 8.13% 8.13%
Annual Charge $17,400.00 $36,972.00 $43,716.00 $56,207.16 
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8.98% (including Inflation) for the years out to 2030 or beyond.  It should be emphasized 
that these cost projections are based upon private insurance and out of pocket payments.  
This is contrasted to Medicare and Medicaid costs, which are probably artificially low 
 5.2 Home Health Care 
 The data on Home Health Care Costs are much less available than that for 
nursing homes but"2000 Home Care Stats"7 shows that for the years 1997 through 1998 
Home Health Care Clients received an average of 67.2 visits per year (vpy) with a 
standard deviation of 8.57 vpy.  The cost for this service was $66.90 per visit.  If it is 
considered that a typical visit is 4.7 hours in duration (the maximum allowed by 
Medicare on a 6 day/week basis) then the 1998 hourly cost was $14.23.  During this 
period these costs had grown by an average of 2.65% per year.  These costs were paid 
primarily by Medicare (39.5%) and private sources (insurance 11.4%, Out of pocket 
22.3%).  Since the cost increase is even below the latest CPI value of 3.4%, and the 
single largest payer is Medicare (making the costs somewhat lower than a non-
governmental source might pay, any ongoing projections of HHC costs will use the CPI 
value of 3.4%.  Using these values and escalating to the year 2000 produces an average 
visit cost of $71.51, thus if you were to be covered under a LTCI policy the daily benefit 
would have to be at least $150/day @ 50% coverage for HHC. Even this is considered to 
be woefully inadequate unless there is a strong private non-paid network to go with it. 
 
6.0 STATISTICS OF USING LONG TERM CARE (LTC) 
 Each insurance person has his own spin on the need for long term care Insurance, 
obviously with the idea of selling one or more policies. One source, The Shopper's Guide 
to Long-Term Care Insurance1, provides the data for Table 2. 

 
Table 2 Probability of Nursing Home Stay 

 
 The only problem with these data is that they are not detailed enough to really make a decision 
regarding the purchase of LTCI.  If these are the only data to be used, it's a "no -brainer" since we would 
have a probability of less than 33.3% of spending anything on LTC since we are covered for 120 days of 
care by a combination of our Medicare and Cigna policies. 
 Referring to the reference used in the Buyer's Guide to LTCI8  Table 4 of the reference is 
reproduced here. 

Time  in Probability Percentage
Nursing Home

0 4 of 7 57.00%
>3 months 1 of 3 33.30%
 1 year + 1 of 4 25.00%
5 years+ 1 in 11 9.10%
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The above data may be restated to show:  

Table 3  Restated data from Ref. 8 

 It should be noted that conversion of the length of stay from a range of time to a number of days 
was derived by assuming that the midpoint of the range was the median, i.e. 0 to 3months becomes 1.5 
mos. etc.  The longest term, > 5 years was determined by examining the "Leading Causes/ Resulting 
Average Length of Nursing Home Stay9.  This reference shows that of the six leading causes of nursing 
home stays Alzheimer's is, by far, the longest at 8 years. (The next longest is given as Diabetes at 4 years)  
The median of the Alzheimer's stay and that of the reference ((8-5)/2)+5 is thus 6.5 years or 78 mos.  It 
could, arguably be shown that the long average stay could be stated to be 6 years but in order to remain on 
the conservative side, this analysis will stay with the 6.5 year figure. 

  As stated, the above data make no distinction between race, education or marital status.  In an 
attempt to weight these data for the above characteristics, data were reviewed from "An Overview of 
Nursing Homes and Their Current Residents"10.  This review resulted in weighting factors as shown in 
Table 4. 

 

Table 4 Weighting Factors 

 

Length of Stay Any <=3mos. 3/12mos 1-5yrs >=5yrs.
Characteristic
White 1.41 0.94 0.955 1 1.21 
Any College 0.987 0.931 1.15 0.938 1.04 
Married 0.663 1.368 1.111 0.911 0.467 
Widowed 1.031 0.923 0.889 1.171 1.067 
Combined
Married/White/College 1.02 1.08 1.072 0.95 0.906 
Widowed/White/College 1.143 0.931 0.998 1.036 1.106 

Time in Nrsg. Men Women Total
Home* (Days)

0 673 559 1232 
1.5 mos 106 140 246 
7.5 mos. 76 106 182 
36mos. 101 217 318 
78 mos. 42 153 195 
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 These weighting factors, when applied to Table 3, result in the Standard Distribution for: 
• The 33% Married, White, College Educated Males that have any stay; Avg. stay=24.72 mos., STD 

Dev.=21.93 mos. 
• The 52.7% Married, White, College educated Females that have any stay; Avg. stay=31.7 mos., Std. 

Dev.=28.8 mos. 
• The 57.2% Widowed, White College Educated Females that have any stay; Avg. stay = 35.4 mos., Std. 

Dev.=29.2 mos. 
 
In applying the weighting factors, it was assumed that they applied equally to both male and female since 
the listed characteristics were not further broken down by that characteristic and an overall gender 
distinction had been included. 
 
 When these values are converted into probabilities of occurrence, the following table results. 

 
 

  
 
The data of Table 5 may be restated to show the statistics for a range of length of stay in a Nursing Home. 

Table 5  Lgth. of Stay for White, College Educated Nursing Home 
Patients that are 65+ in age. 

Stay Married Males Married Females Widowed FemalesWidowed Females
0 67.00% 47.30% 42.80%

>= 3mos. 27.70% 39.80% 37.00%
>= 6mos. 26.50% 38.50% 36.00%
>= 1yr. 23.70% 35.60% 33.70%

>= 2 yrs. 16.90% 28.70% 27.90%
>= 3yrs. 10.10% 20.80% 21.10%
>= 4yrs 4.80% 13.40% 14.30%
>= 5yrs. 1.80% 7.70% 8.60%
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Table 6 Probability of a Range of Stay in a Nursing Home 

 
6.1 STATISTICS OF THE USE OF HOME HEALTH CARE 
 Table 3 of Ref.11 provides data depicting the distribution, by disability level, (in terms of the 
number of ADLs that a person cannot perform) and the number of hours per week that caregivers provide.  
These data are provided for the years of 1989 and 1994.  Although the trend of hours is down during this 
period, it is believed that this is primarily due to restrictions imposed by governmental agencies such as 
Medicare and Medicaid rather than those actually imposed by need.  As a result it was determined more 
representative to use the average of the data represented by the two years for the mean expenditures of 
hours per week.  The standard deviations were calculated for each of the ten data distributions (year x 
ADLs) but were found to be so close in value that a single representative standard deviation (σ = 22.98 
hours) was used.  In order to determine a reasonable coverage, the data were computed to cover the 90th 
percentile.  The hourly cost data were derived by using the hourly rate previously computed (page 4) of 
$14.23, which when escalated to the year 2000 becomes $15.21 per hour. 
 
 The above data result in the following table: 
 

Disability Avg. Hrs./wk. 90th  Percentile 
Hrs./wk. 

Cost per week Per 
Mo. 

1 ADL 12.8 42.44 $645 $2795 
2 ADL 14.8 44.44 $676 $2929 
3 ADL 20.7 50.34 $766 $3318 
4 ADL 29.45 59.1 $899 $3895 
5 ADL 49.2 78.8 $1200 $5193 

Table 7 Home Health Care by Disability Level 

 
 These data may be obtained by using the regression equation of: 

  Yavg(Hrs.)= 0.383X4-4.008X3+16.417X2-24.942X+24.95     (Equation 1) 

Where:  
• Y= Caregiver Hours per week 
• X= Disability in terms of failed ADLs 
Also; YZ percentile=Yavg+Zσ  and Z=multiple of the standard deviation, σ, for the desired 
coverage level (1.29 for 90th percentile) 

 
 The previously determined year 2000 nursing home cost was calculated to be $3974 per month.  
This would say that the transition point between HHC and Institutional care would be at the 3 ADL 
disability level both because of the proximity to the nursing home monthly cost ands to the large jump in 
cost of care between 3 and 4 ADL disability levels.  The criteria for receiving home health Care benefits is 
often the same as that for receiving SNF benefits i.e. unable to perform 2 ADLs.  This also states that HHC 
benefits $109.43/day (at the 3 ADL level) or around 50% of a $200 per day SNF benefit but if 2ADLs can 

Stay Married Males Married Females Widowed Females
0 67.00% 47.30% 42.80%

0-3mos. 5.30% 12.90% 20.20%
3-6 mos. 1.20% 1.30% 1.00%

6-12 mos. 2.80% 2.90% 2.30%
1-2 yrs 6.80% 6.90% 5.80%
2-3yrs 6.80% 7.90% 6.80%
3-4yrs. 5.30% 7.40% 6.80%
4-5yrs 1.80% 1.80% 1.80%

>=5 yrs 3.00% 11.60% 12.50%
100.00% 100.00% 100.00%
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trigger SNF benefits just do away with HHC and save the premium cost (about 30% for 50% coverage and 
approximately 55% for 100%coverage). In addition, although I do not have data to support the argument 
$15.21 an hour seems like a very low hourly rate for professional medical help, even when it is mixed with 
unskilled caregivers. 
 
 Note that IADLs i.e. the disabilities reflected by the Instrumental Activities of Daily Living have 
not been considered in the above because it is not probable that an insurance policy would provide benefits 
solely for them and the cost to provide care for the IADL is generally that caused by the inability to 
perform 1 ADL. 
  
 
7.0 TYPE OF POLICY REQUIRED 
 A long-term care policy, to be of any value, must contain certain characteristics, it must: 

1. Include an elimination period of no more than 90 days and a repeat stay within 180 days of 
the previous one considered as a single continuous stay, i.e. No additional elimination period; 

2. Have compounded inflation protection of 5% per year for the life of the policy; 
3. Allow waiver of premium to take effect upon the start of nursing home payments and to 

remain in effect so long as the stay is considered continuous as noted in 1 above; 
4. Restore to the original benefit level if a break in continuity of stay beyond the 180 days of 1 

above occurs; 
5. Include benefits for cognitive impairment or mental incapacity; 
6. Be guaranteed renewable (preferred non-cancelable) and include third party notification of 

non payment of premium; 
7. Include some type of non-forfeiture benefit or lapse value, such that the policy always has 

some intrinsic value; 
8. Limit the trigger point for nursing home benefits and home health care to medical necessity, if 

this alone is not possible, then the inability to perform the ADL of bathing must be included 
in the disabilities to be demonstrated.  In addition a clear and unambiguous definition of the 
disabilities must be included; 

9. Not require a prior hospital stay nor require prior skilled nursing care; 
10. Include assisted living benefits. 
 
Tax qualification does not at this time appear to be a worthwhile characteristic since only a portion 

of the premium would be deductible and that would be subject to being greater than 7.5% of adjusted gross 
income before having any effect.  The difficulty of obtaining benefits under this type of policy is also a 
consideration. Penn Treaty12 has stated that some 40 percent of its claims for home care and 20 percent of 
its nursing home claims would not have been paid under the tax qualified plans.  It would be desirable 
however that, if tax legislation were to be improved, provisions would be included to convert the policy to 
a tax qualified plan if this were to become advantageous.  Although the position on taxability of benefits is 
unclear, it is doubtful that any political administration would be foolhardy enough to attempt to impose 
taxation on a benefit such as this. 
 
8.0 WHEN SHOULD YOU PURCHASE LONG TERM CARE INSURANCE 
 The insurance man's answer is "IMMEDIATELY! But this is not immediately obvious. It's true 
that the issue of insurability and the additional cost of the policy as the potential insured ages must be 
considered.  On the other side of the equation is the total amount of premiums being paid together with the 
potential of buying too soon. 
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 With regard to cost, using the age of 50 as a baseline of 1.0, Fidelity Investments13 state that 
purchases at the age of 65are a factor of 3.0 relative cost, while at age 80 there is a relative cost of 10.  
Additional information from the John Hancock Insurance Co. states that at age 67 there will be an increase 
of cost of 10% over that at 65, making our relative cost at 67 a factor of 3.3.  These data may be regressed 
into a fourth order polynomial equation to provide the age related relative cost of LTCI as follows: 
 

Rel.Cost=9.8835*10-6*X4-.00181*X3+0.11133X2-2.256X; 

Where X =Age in years    (Equation 2) 

Examination of equation 2 will show that a delay in purchase from age 67 to 70 years will incur a premium 
increase of 20% (about 3.39 to 4.07 relative cost) over a period of 20 years this is a considerable amount. 
 On the other hand there are premiums and then there are premiums. TIAA-CREF at their 
website15provide a long term care calculator for determining premiums to be paid for LTCI under various 
conditions.  The "age at start "sensitivity, again using age 50 as a norm of 1.0 gives the following equation 

: Rel. Cost (tiaa)=2.974710-5 *X4 -0.007678X 3  +0.74244X2-31.7673X+507.138 
Again X is age in years and this relationship provides a multiplier that is less than half of that using the 
Fidelity data (e.g. at age 65 TIAA=1.0504 while the other relation yields 3.085.  Although these are 
interesting data and a great deal of premium data have been provided at this web site, this analysis will 
continue with that of Eq.2.  It should be noted however that the increase in premium is about the same 
20%(19.89%) from age 67 to 70 years.  This says the model and the Insurance guy are correct! 
 The Fidelity Investments Institutional Service13 also indicates that most insurers will not write 
policies for clients over the age of 84 and that 65 year olds can expect to be rejected between 12 and 23 
percent of the time.  At 75 years of age the rejection rate increases to between 20 and 31 percent.  An 
estimate of the overall reject rates can be obtained by projecting those data given above, to age 50 (5%-
16.5%) and regressing these data to provide the curve shown in Fig. 1. 
 
 

Figure 1 Estimated LTCI Rejection Rate vs. Age 
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The data of Figure 1 were generated by the equation of: 

Y(MID RANGE)=0.012X2-0.88X+24    (Equation 3) 

 
Where: Y= Reject Rate in % 

X= Age at application in years 
 

. It should be noted that the reject rate at or beyond the age of 80 is probably academic since no 
insurance is written at 84 or older and the relative cost at 80 is a factor of 10 or greater than that at age 50.  
It is doubtful that anyone would engage that type of cost unless they knew that they really needed coverage 
and then they would be so sick that they would not be accepted anyway, unless they were married to the 
underwriter's mother. 

 The 1995 National Nursing Home Survey14 provides data for nursing home residents 65 years of 
age and over according to age, sex and race in the united States for the periods 1973/74, 1985, 1995 and 
1997 (projected using Federal Census Data).  Based upon these data, it is possible to determine that the age 
of the white male and female residents of nursing homes had a relatively invariant age distribution of :  

• Male; 80.76 years (average) with a std. Deviation of 7.7 years, 
• Female; 83.6 years (average) with a std. Deviation of 6.81 years. 

The standard life expectancy of a male who has reached the age of 67 in the year 2000 is 14.3 years and for 
a female the expectancy is 17.8.  Assuming that standard life expectancy is about two standard deviations 
and that it is desired to cover the 90th percentile life expectancy, the life expectancy of a male and female, 
having reached the age of 67 years is 90.5 and 96.2 years respectively.  Please note that the 90th percentile 
age in the nursing home is 90.7 and 92.4 years respectively, pretty good agreement 
 A review of table 6 shows that a policy term of four years will cover 95.2% of the stays for men 
and about 86% of those for women.  An increase of the term to 5 years only increases the coverage 
probability by about 1.8% but incurs a premium increase of about 9.2%.  If one were to purchase insurance 
to cover the mid-term of 6.8 years for the maximum imagined stay this would require a 7-year policy and 
for TIAA would incur a premium increase of about 23%.  It appears that the best compromise is the four-
year policy. 
 
9.0 Bringing It All Together 
 All of the above data, when brought together, provide an astonishing set of figures!  The key is the 
Nursing Home Inflation factor of 7.42% (page 3) and the cost for a private room of $4381/month.  If these 
numbers are correct then you must expect that any set of reasonable nursing home stays will rapidly deplete 
your assets, even when you have a good Long Term Care Insurance (LTCI) policy.  This is largely due to 
the disparity between the inflation protection in the normal LTCI policy of 5%,compounded (it would be 
very foolish to take the 5% per year option) and the previously experienced 7.42% increase in Nursing 
Home costs experienced in the South over the last 15 years.  This study does not consider any increase in 
premium costs, even though that may reasonably be expected to occur because of the looming large influx 
of "Baby Boomers" that is expected to occur in the LTC industry.  An analysis was made of the "actual 
costs" and the "weighted costs" of nursing home care. Weighted costs are defined here as the actual costs 
multiplied by the probabilities of being in the nursing home at that age and that of staying for the indicated 
time.  As an example of this analysis, the following data are proffered. 

For a three-year stay in a nursing home with an insurance policy and scenario that encompasses 
the following characteristics: 

1. Age at purchase of policy-67 
2. No Home Health Care provisions 
3. Insurance Coverage $150/ day 
4. Insurance Inflation Factor- 5% compounded annually; 
5. Nursing Home Cost Inflator- 7.42% annually; 
6. Exclusion Period-90 days 
7. Insurance Term-48 months 
8. No spousal Discount 
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Age at Nursing Home 
Entry 

Actual Cost 
(Dollars) 

Male Weighted Cost 
(Dollars) 

Female Weighted Cost 
(Dollars) 

71 $65422 $7752 $7498 
73 $76748 $9771 $9245 
75 $117003 $16276 $15539 
77 $150056 $21169 $20102 
79 $189166 $26698 $25328 
81 $235441 $33026 $31556 
83 $290182 $402901 $38961 
85 $354915 $48587 $47903 
87 $431428 $57978 $58310 
89 $521813  $70285 
91 $628519  $83902 
93 $754411  $98920 
95 $825577   
 

Table 8 Actual and Weighted Costs for a 3-Year Nursing Home Stay vs. Age at 
Entry 

 
 

 The above values were calculated by spreadsheet as shown in appendix A, and 
may be used to vary inputs and calculations as needed.  The weighted costs were 
calculated by multiplying the probabilities for a stay of that period (in the case of table 8, 
for 3 years) and the probability of being in a nursing home at the age used.  Actual costs 
include the total amount of premium paid up to the time of entry into the nursing home.  
No provisions were made for increases in premium, although it is recognized that this is a 
distinct possibility since the coming baby boomer explosion of nursing home residents 
may have a negative impact on insurance payout and a corresponding increase on 
premiums. 
 Although the preceding text shows that coverage is provided in Medicare and 
existing health insurance policies for up to 120 days of nursing home coverage.  These 
benefits were not included since the Medicare rules may be difficult, if not impossible to 
comply with and the Cigna coverage may well not be available at time of need.  These 
will be considered to be safety factors. 
 It should be noted that weighted costs for the male in table 8 was terminated at an 
entry age of 87 years.  This is because a male 90th percentile life expectancy is 90 years, 
thus he would not be expected to fulfill a three-year stay in the nursing home at any 
greater entry age. 
 The above study compounds both the nursing home costs and the insurance 
benefit pay out on a monthly basis.  This is probably an optimistic view on the benefits 
since the insurance company will most probably include this benefit as an annually 
increased value (i.e. level for a year and an increase of 5% at the end of the year ) and 
perhaps an overly pessimistic view on the Nursing Home costs. 
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 If the value of the NH inflator were to be reduced, it would have a significant effect on 
the actual cost.  In order to show the sensitivity to this value see figure 2 below. 

Actual Cost ($) vs NH Cost Inflator
For a three year stay at age 87
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Figure 2 Cost of Nursing Home vs. Cost Inflator 
 

Irrespective of the conservatism used, this study clearly shows that if you are 
going to invest in a LTCI policy it must be for a benefit payment of >= $150 per day.  
While the 7.42% annual inflator might seem to be an overly pessimistic value, one can 
only anticipate that it might go even higher (See pg.4).  The rationale for this is that as 
dependence upon the Federal government for social well-being increases there will be a 
greater and greater dependency upon Medicare and Medicaid.  As the "baby boomer" 
surge hits the nursing home age and the number of working/benefit receiving people ratio 
decreases government payments will be squeezed tighter than they have been in the past.  
Even though the payment values used in this study have been based upon private payer 
and insurance payments they will probably be pushed higher to make up for the shortfall 
in government payments much as has been seen in current day hospital costs.  In the 
event that nursing home costs increase at anything over 7.5% annually, it will mean that 
the industry will be totally unaffordable and will either made a part of a nationalized 
health care system or be subjected to rigorous controls to bring it back to affordability.  
For this reason the 7.42% value has been used in this analysis and that's bad enough. 

Since the actual cost, which includes the premium cost, is so high it was determined 
necessary to examine the impact of daily benefit plans that would help to mitigate the 
impact of the high nursing home inflation rate. 
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Actual Cost of 3 Yr. NH stay with Premi
7.42% NH Infl/4yr.term/90 day excl /sta
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   Figure 3 Actual Cost vs. Daily Benefit vs. Monthly Premium 

Figure 3 plots both the actual cost of a 3-year nursing home stay and the premiums paid 
against the daily benefit received.  The original parameters of 4year term, 7.42% inflation 
in nursing home costs, purchase of policy at age 67 and nursing home entrance at age 87, 
90 day exclusion period and 5% compounded inflation protection have been maintained.  
Figure 3 demonstrates that the optimal benefit to be selected is at about $200 per day 
under these conditions.  It should be noted that the $293,249 actual cost at the $200 per 
day point includes about $49,000 of premiums and $57,700 for the 90-day exclusion 
period. 
 
10.0 Conclusions 
 It does not seem practical to purchase LTCI for the male in this study since 72.3% 
of men either do not use the nursing home or do not survive the 90-day exclusion period 
(Table 6).  If they do surpass the exclusionary period only 15.6% survive the 2-year 
nursing home stay.  Admittedly the cost exposure at this level can be quite high but the  
lifetime of the male, pension income will remain at full levels.  Based upon life 
expectancies there will be a spouse to provide care at home.  In addition based upon the 
amount that we pay our financial adviser, our retirement funds should be expected to 
increase at a sufficient rate to cover any unanticipated stay in a nursing home beyond 3 
months. 
  Although it does not seem practical to purchase LTCI for the male, the 
female aspect is quite another matter.  The wife has a higher life expectancy and after the 
death of the spouse will face a decrease in pension levels which will have to be made up 
for by other resources.  The higher probability of use (almost 40% beyond the 
exclusionary period) and the higher probability of longer stays, almost 21%, greater than 
3 years, makes a LTCI policy much more desirable. 
 The omission of HHC is almost mandatory to the lone or almost alone widow 
since there is no personal network for her care.  The cost of sufficient care to maintain a 
disabled woman in her own home is far greater than allowed by the typical policy and is 



Long Term Medical Care 
A Study of Insurance and What To Do About It 

11/23/2000 

 15 

not considered worth the additional premium cost.  In most cases the requirements to 
obtain HHC are not much different than those to be admitted to a nursing home (i.e. the 
inability to perform 2 ADLs).  Of much more benefit would be the inclusion of assisted 
living benefits based upon the inability to perform IADLs in addition to the more 
traditional nursing home costs. 
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