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CGushman believes that advisers have successfully taught
clients to recognize the potential impact of TC expenses.
“LTC insurance is on the checklist of almost every financial
planner D've ralked to, and many lawyers and accountants
As a result, the market is changing. When 1 started in the
industry 11 years ago, my clients’ average age was in the
late sixtics. Today it’s in the mid-fifties.”

Cushman believes that the workplace—particularly
small- and medium-sized businesses—will be a growing
source of new LTC sales through the multi-life distribution
model. As a result, planners will be able to consider clients’
workplace-sponsored LTC policics as a viable altemative to
traditional group policies. Wich a traditional group policy,
the employer, not the employee, is the policyholder; the
employee receives a certificate instead of a policy. The
insurer and the employer's benefits staff negotiate the pol-
icy’s terms, which often results in bare-bones coverage. For
example, a group policy might provide $150 per day for nurs-
ing home care, $75 per day for home health care and no
inflation protection.
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In a multi-life arrangement, on the other hand, the
employee owns an individual policy. The employee can pay
100% of the premium, o the employer might provide a base
benefit and allow the employee to buy additional coverage.
Cushman reports that multi-life policies are usually 5% to
10% less expensive than traditional individual policies. Addi-
tionally, some insurers offer simplified health underwriting
for employees and their spouses, which allows otherwise
uninsurable applicants to obtain coverage.

Cushman believes that more employers will offer multi-
life policies because insurers” interest in the market is grow-
ing. “The insurers’ marketing focus is shifting away from
individuals o the workplace,” she says. “Many carriers now
require only 10 people for multi-life, and MetLife just intro-
duced a policy with a three-person requirement.”

New features are also increasing the policies’ appeal.
Atlanta-based Amy Pollock, a founding partner of LTC
Financial Partners, believes that the introduction of all-cash
policies will appeal to prospective buyers who want greater
control over how they spend the benefic payments. ‘Tradi-
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tional LTC policies reimburse policy-
holders for the expenses they incur, but
the policy determines which outlays
qualify. All-cash policies, which are
available from firms such as MedAmer-
ica, MetLife and Unum, among others,
eliminate those restrictions. “Once
your claim is approved, the insurer
sends you a check and you spend that
money however you want,” Pollock
says. “There is a price for the flexibil-
ity, though: All-cash policies cost
25% more than comparable reimburse-
ment policies.”

Some prospective purchasers object
to LTC insurance because they view it
as another insurance expense that is
likely never to yield a benefit. Cush-
man says that some insurers, including
John Hancock and MetLife, have
responded by offering a “return of pre-
mium” benefic that refunds unused
premiums at the insured’s death. For
example, if the insured pays $2,000 per
year for 20 years and incurs $20,000 of
expenses during the last year of his or
her life, the insurer would refund the
remaining $20,000 to the estate.

62 April 2006  FINANCIAL PLANNING

Premium expense is the major
objection to buying LTC insurance,
but some observers believe that high
premiums often result from excess cov-
erage. The American Association for
Long-Term Care Insurance, an LTC
industry trade group headquartered in
Westlake Village, Calif., sponsored a
study of LTC insurance claims’ dura-
tion. According to Jesse Slome, the
association’s executive director and
editor of Long-Term Care Insurance Sales
Strategies magazine, the study found
that only 14.4% of claims examined
Jasted longer than 24 months. Among
insureds with a three-year benefit
period, only 8% of claimants exhausted
their policy’s benefits.

Slome believes many consumers
would be better served by buying a
shorter-term policy, which is more
affordable, than no coverage atall. “For
the vast majority of people, a claim
period lasts two to three years,” Slome
says. “The savings to the consumer
from buying a three-year policy versus
lifetime benefits range from 36% to
39% per year.”

Slome believes individ-
ual LTC policy ownership
will double from the cur-
rent seven million Ameri-
cans to 14 million in five
years. Part of that growth
will result from the Deficit
Reduction Omnibus Rec-
onciliation Act of 2005,
which took effect in Feb-
ruary 2005, The law makes
Medicaid  qualification
more difficult and simulta-
neously encourages LTC insurance
ownership by expanding the Long
Term Care Partnership (LTCP) pro-
gram to all 50 states.

The LTCP was introduced in four
test states (California, Connecticut,
Indiana and New York) in the early
1990s and provided incentives to buy
LTC policies. Residents of these states
who purchased approved LTC policies
and subsequently exhausted the pol-
icy's benefits could qualify for Medic-
aid even if their remaining assets
exceeded the state’s maximums.

Slome provides an example: A Cali-
fornia resident with $250,000 in per-
sonal savings buys an approved policy
with a three-year benefit period and a
total maximum benefit payout of
$250,000. The California resident
requires long-term care, exhausts the
policy’s benefits and applies for Med-
icaid. The usual requirement that he
or she “spend down” his or her
$250,000 in personal savings would be
waived because the parenership pro-
gram provided assct protection cquiva-
lent to the policy’s benefit. Expanding





