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E m p l o y e r s  a s  C a r e t a k e r s

This article is about paying for long-term care (LTC). 
First, some quick facts:

• Medicare was enacted to provide medical care for the 
elderly.

• LTC is not medical care.
• The chances of needing LTC increase as people age, 

and there is about a 70% chance of an individual aged 
65 or older needing some type of LTC services and 
supports during his or her lifetime.1

• The average length of time men need LTC is 2.2 years, 
and the average for women is 3.7 years. However, one 
in five people will need care for longer than five years.

• Having an accident that causes a disability, a chronic 
illness (such as diabetes and high blood pressure), 
poor diet and exercise habits, and living alone all in-
crease the chances of needing LTC.

• LTC can cost about $90,000 per year in a nursing 
home or between $50,000 and $200,000 for an in-
home professional caregiver (depending on how much 
time care is needed).2

• Just a reminder: Because LTC is not medical care, nei-
ther Medicare nor most health insurance policies for 
those who are younger than 65 will pay for it.

The statistics demonstrate that a lot of people in the Unit-
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ed States are at risk for requiring LTC, 
especially as they age, and those who 
need care will need to pay the steep 
costs out of pocket. 

Despite these facts, a robust market 
for LTC insurance products has not 
emerged, and few employers are offer-
ing LTC insurance as an employee ben-
efit. Neither has the federal government 
stepped in to provide a default and safe-
harbor method for employers to offer 
LTC insurance to their workforces on a 
purely voluntary basis. 

This article focuses on the Com-
munity Living Assistance Services and 
Support (CLASS) Act, which was en-
acted by Congress as part of the Afford-
able Care Act (ACA) of 2010.3 Because 
of the inefficient LTC insurance market 
and the aging population, Congress 
sought to allow employers to provide 
a floor LTC insurance benefit, which 
would hopefully encourage employees 
to recognize they might need addi-
tional insurance coverage and then go 
to the private market to purchase ad-
ditional policies. However, the prover-
bial devil was in the details as Congress 
demanded that the Secretary of Health 
and Human Services (HHS) develop all 
of the logistics and make the program 
actuarially sound but within very strin-
gent parameters. Due mostly to politics, 
in the run-up to a presidential election 
year, then-HHS Secretary Kathleen Se-
belius admitted that she could not meet 
the strict requirements of the statute. 
Then Congress, after the 2012 election, 
actually repealed the CLASS Act.

This article opines that if the CLASS 
Act provisions had been implemented 
and if employers were able to provide 

base LTC insurance benefits, the result 
would have been the intended influx 
of a diverse pool of Americans—of all 
ages, health statuses and socioeconom-
ic backgrounds—purchasing individu-
al policies to amplify the basic benefits 
offered through their employers. Since 
another truism predicts how Congress 
works, and that “everything old is new 
again,” this article hopes to persuade a 
hopefully not-too-future Congress to 
reapprove one of the final legislative 
acts that was wholly supported and 
promoted by the late Senator Ted Ken-
nedy.

The article begins with a discussion 
of LTC and its associated costs and then 
explores the evolution of the LTC insur-
ance market and why it has not become 
robust. Assuming a future Congress re-
instates the CLASS Act, this article then 
posits that in whatever actual form it 
would take, employers would readily 
embrace the role as “caretakers” of their 
workforces in regard to LTC by pro-
viding a large population with at least 
some minimal LTC insurance benefits. 

What Is LTC, and How Much  
Does It Cost?

It is crucially important to under-
stand the difference between medical 
care and LTC. Basically, medical care 
represents the prevention, amelioration 
and rehabilitation of an individual’s 
body, performed by a medically trained 
and licensed professional. Medical care 
costs are the amounts paid to medical 
professionals and associated institu-
tions, service providers and equipment 
dealers after they perform medical 
care.4

LTC is different. It can be provided 
by any person, without any special 
medical training, to assist someone else 
with activities of daily living (ADLs). 
ADLs refer to the basic tasks of every-
day life, such as eating, bathing, dress-
ing, toileting and transferring (actions 
such as going from a seated to stand-
ing position and getting in and out of 
bed).5 These activities are important 
in that if they are not performed prop-
erly on a daily basis, medical issues will 
ensue. Measurement of ADLs is criti-
cal because they have been found to 
be significant predictors of admission 
to a nursing home, use of paid home 
care, use of hospital services, living ar-
rangements, use of physician services, 
insurance coverage and mortality. As 
such, many LTC insurance policies 
(discussed later) will pay benefits only 
when a beneficiary cannot perform ei-
ther one or two of the activities.

Although these definitions seeming-
ly provide a clear bifurcation between 
medical care and LTC, life is not that 
simple. There is generally a point where 
the medical community can no longer 
“fix” the body or prevent it from getting 
worse and can only, at best, maintain 
status quo. When patients “plateau,” 
they move into the very murky world 
of maintenance, which means they will 
live with, or maintain, their chronic 
illness(es) for the rest of their lives. 
Maintenance of a chronic illness is gen-
erally comprised of some medical care 
and some LTC. This is the space that 
causes many fights between beneficia-
ries and their insurers. A health insur-
ance carrier might consider some of 
the medical care as LTC, and the LTC 



third quarter 2018 benefits quarterly 35

employers as caretakers

insurance carrier might consider some of the LTC as medi-
cal care. 

LTC is expensive, but it is also predictable since individu-
als can investigate the out-of-pocket costs for nursing home 
placement, in-home care or premiums for LTC insurance. 
Those who cannot pay for LTC out of their accumulated 
wealth (and do not own a LTC insurance policy) have only 
a few options: First, a family member can commit to being 
the caregiver for free. Second, if the person in need of LTC is 
a qualified disabled veteran, an application can be filed with 
the Department of Veterans Affairs for special “aid and at-
tendance” benefits. Finally, a truly indigent person can file an 
application with charitable organizations that provide LTC 
support services or with a state Medicaid department for as-
sistance in the form of public welfare.

Medicaid will pay for LTC for the truly indigent and, de-
pending on each state’s rules, possibly some other living ex-
penses to supplement that person’s limited income. However, 
the middle income and wealthier segments of society could 
benefit from insurance. Many middle-income individuals 
transfer their assets in anticipation of needing LTC through a 
process called Medicaid planning. However, since “Medicaid 
requires individuals to spend most of their assets before be-
coming eligible for benefits, it is a poor substitute for private 
insurance. Medicaid does not effectively protect financial as-
sets or allow individuals to smooth their consumption over 
time.”6 Wealthy individuals, even those who, at least in the 
view of objective third parties, can easily afford the high costs 
of LTC, may try to find ways to avoid it. Most people want 
to leave a legacy for their families and charities and believe 
that wasting their money on LTC in real dollars in real time 
is objectionable, especially if $90,000 a year goes to a nursing 
home. This high cost of LTC and increasing risk as people 
age, plus the time and energy spent on avoiding directly pay-
ing for LTC, set the stage for an insurance market. 

The LTC Insurance Market
There has been a private market for individuals to pur-

chase LTC insurance for a while, but problems with the pri-
vate market include:7

• Adverse selection. Only those individuals who are in 
bad health and believe they will need LTC purchase 

the policies, so in order to remain profitable, the insur-
ance provider needs to charge higher premiums.

• Insurance underwriting. Dovetailing with adverse se-
lection, when an insurer does its due diligence and as-
signs its internal risk of an applicant needing LTC, it 
charges a higher premium or simply refuses to issue a 
policy for those at a very high risk. 

• Complexity of the private LTC insurance market. 
Each policy and each insurer has different waiting and 
elimination periods, coverage exclusions, qualification 
for benefits, amount and delivery of benefits and other 
confusing terms. These make reading any single policy 
proposal a difficult task and comparing one policy 
with another almost impossible.

• The “use it or lose it” syndrome. If a person dies 
without the need for any long-term benefits services or 
stops paying premiums because of negligence or af-
fordability, then all premiums paid have been wasted. 
(This is really no different from premiums paid for fire 
insurance being wasted if your house never is de-
stroyed by fire.) 

In 1996, Congress clarified that the income from a regular 
LTC insurance policy is nontaxable, and the premiums paid 
to buy the insurance are tax-deductible.8 Similar tax advan-
tages might exist in states that have income tax systems. This 
didn’t energize the insurance market so, in 2006, Congress 
added the definition of a qualified LTC insurance contract 
and allowed the proceeds to be excludable from gross in-
come, allowed for the premium payments to be deductible 
and allowed taxpayers with existing nonqualified LTC insur-
ance contracts to exchange them for qualified contracts with-
out recognizing any gains.

However, in summing up the LTC insurance market for 
2016:9

• Only about 89,000 people bought private LTC insur-
ance in 2016, a nearly 14% decline from 2015 and an 
800% decrease from the amount sold in 2002, the mar-
ket’s peak.

• Seven million people currently own traditional poli-
cies.

• While fewer people bought traditional insurance last 
year, more purchased policies that combined life insur-
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ance with LTC benefits. More 
than twice as many consumers 
bought policies that typically add 
LTC benefits to annuities or 
whole life plans than purchased 
standalone coverage.

• Seventeen carriers sold tradi-
tional LTC policies in 2016.

• Average premiums fell slightly in 
2016, from $2,497 to $2,480.

The CLASS Act
The declining trend in the LTC in-

surance market was apparent in 2010 
and, since the amendments to the Inter-
nal Revenue Code have not seemingly 
opened the market for LTC insurance, 
Congress tried to allow employers to 
provide a floor LTC insurance employ-
ee benefit plan. After a very rough start 
in a very rough political environment, 
the law was repealed.

The CLASS Act was enacted as part 
of ACA in 2010.10 The law would gen-
erally allow employers to voluntarily 
set up a benefit program in which em-
ployees could voluntarily enroll and 
pay a premium. Individuals would be 
entitled to cash benefits to pay LTC ex-
penses once they could not perform at 
least two ADLs. 

The statute left all of the machina-
tions up to the Secretary of Health and 
Human Services, who was supposed 
to determine premium levels, ben-
efit levels and coordination with other 
public benefits, all within statutory pa-
rameters, but in a manner that would 
not permit “general federal revenues 
to subsidize the program.”11 However, 
before Sebelius could develop the pro-
gram within the statutory constraints, 

politics interfered. First, she announced 
that the Obama administration would 
not attempt to implement the CLASS 
Act because she did “not see a viable 
path forward for CLASS implementa-
tion at this time.”12 Then, the American 
Taxpayer Relief Act of 201213 formally 
repealed the CLASS Act.

The statute promised a lot. Most 
people would have been automatically 
eligible, no matter their health status, 
as long as they were working at least 
part-time. (There was even a discussion 
in the industry at the time that perhaps 
employers could use automatic enroll-
ment techniques similar to those used 
in 401(k) plans.) The law also promised 
a benefit of at least $50 or so a day that 
would last until death if necessary and 
a premium structure that would offer 
big discounts for lower income people 
but still wouldn’t require any federal 
money. 

Secretary Sebelius’s public declara-
tion that Obamacare’s new entitlement 
for elderly LTC was “totally unsustain-
able” in her February 16, 2011 testimo-
ny before the Senate Finance Commit-
tee immediately made the CLASS Act a 
new political hot potato, separate from 
all of the other hot potatoes associated 
with the enactment of ACA, just as 
President Obama was ramping up his 
campaign for a second term in office.

Conclusion
If the CLASS Act had been enacted 

separately from the more controversial 
ACA and had not been a partisan sore 
spot in a very partisan election season—
and had Congress given the Secretary 
of Health and Human Services a little 

leeway to work with actuaries, econo-
mists and other independent experts to 
make the program basically actuarially 
sound instead of the completely restric-
tive mandate in the statute—perhaps it 
would have been rolled out. Many mil-
lions of currently employed individuals 
might be paying very low premiums for 
benefits of $50 per day, sometime in the 
future, to pay for any needed LTC. The 
discussion would have started, and in-
dividuals who realized that they might 
need $150 a day in today’s dollars to 
cover the actual costs might purchase 
additional LTC insurance on the indi-
vidual market to fill in that gap.

Many employers would simply 
provide the minimums required to 
participate in this new program. How-
ever, as with other aspects of employee 
benefits, once LTC insurance becomes 
enmeshed in the employment relation-
ship, many employers would take their 
roles as “caretakers” seriously, and we 
would see more group policies with 
insurance companies that would offer 
more than the $50-per-day benefit. In 
addition, since many working adults 
are also providing LTC or otherwise as-
sisting their parents, employers might 
also find creative ways to offer family 
coverage of LTC insurance benefits that 
includes aging parents.

As a society, we are enjoying the ben-
efits of longevity due to the near eradi-
cation of communicable diseases, public 
health education and information, and 
medical advances. So instead of dying 
while young and mostly healthy, most 
of us will live to an advanced age, need-
ing medical care and LTC. The policies 
of 1965 that brought us Medicare and 
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Medicaid did not contemplate long lives with multiple chronic 
illnesses and the loss of the ability to independently perform 
ADLs. Therefore, they did not include a public funding meth-
od for anyone who is not financially needy. LTC insurance has 
the potential to prevent financial devastation for those need-
ing LTC and, if employers take the reins and offer some mini-
mal daily benefits, the private insurance market might become 
robust.

If the CLASS Act is not reenacted, society is in need of 
a different policy to cover ever-burgeoning LTC costs.     
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