A Way to Fix Long-Term Care Insurance?
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A therapy dog visits a patient at a West Virginia nursing home last year.

The best way to make long-term-care insurance accessible—and affordable—for more people might
be to change what has become gospel in the business: the use of short “elimination periods.”

That’s the thinking in a new article in Financial Planning: “How to Fix LTC Insurance,” by Michael
Kitces, director of research at Pinnacle Advisory Group in Columbia, Md.

Mr. Kitces notes that long-term-care insurance originally was created to guard against the “high-
impact but lower-probability risk of needing long-term care assistance at an advanced age.” In other
words, relatively small numbers of people would need long-term care—or so statistics indicated—but
those who did would face steep bills.

Today, though—thanks to improvements in medicine and a longer life expectancy—the chances of
needing long-term care are increasing. (Mr. Kitces says the risk of a person age 60 needing long-term
care is estimated at 50%; for a 50-year-old woman, the figure could be as high as 65%.)

At the same time, research suggests long-term care might be a “lower-impact event” than most
people think. Example: According to research from the American Association of Long-Term Care
Insurance, 75% of nursing-home stays last no more than three years.

In short, long-term care has turned into a high-probability event with a large number of lower-cost
claims, Mr. Kitces says. As such, long-term-care insurance, he adds, “has begun to morph from
effective insurance into something that looks more like just prepaying long-term-care expenses in
advance—at a high premium rate and with little insurance leverage.”

Mr. Kitces’s solution: lengthen—dramatically—the “elimination period.”

Approximately 90% of all LTC policies today are sold with a 90-day elimination period. That
deductible means the claimant pays for the first 90 days of care out of his or her pocket. The problem:
Ninety days doesn’t achieve the intended purpose of a deductible, which is to carve out high-
frequency small claims. (In the long-term-care world, Mr. Kitces notes, a year or two is a “small”
claim; a large claim might be five years of care or more.)
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Instead, a policy with a two- or three-year elimination period—and benefits that subsequently cover
as much as five or 10 years of care, if needed—would be more effective, Mr. Kitces says.

“‘With an elimination period that high, even the average stay in a nursing home will fall within the
deductible period; the actual probability of ever having a material claim against the long-term-care
insurance would fall dramatically,” Mr. Kitces says. “That’s good, as it means the cost of coverage
could fall significantly, while policies could simultaneously have richer benefits (after the elimination
period) and do a better job of insuring against extreme events when they occur.”

Mr. Kitces acknowledges that such a change would require consumers and insurers to rethink other
parts of the long-term-care equation. For instance, policies with longer elimination periods, he says,
may need additional financial underwriting or “some other process that will reduce the risk that
consumers might buy untenably long elimination periods.”

In the long run, though, changes in medicine and longevity mean that LTC insurance needs to
change, as well. He concludes: “By restructuring elimination periods, the coverage can be adapted
back to its primary purpose—to insure against an extended, financially devastating long-term care
event—and in the process bring down the cost and make the insurance accessible to more people
who want and need it.”



