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Long-Term Care Coverage 

 

Tha ur Long-term Care 
rers.  

We hope you will find it informative. 

 

ty net function 
 is the purpose of providing employee benefits, current employer long-term care products 

 fail to delive mployees end up with coverage.  

if it is redesigned  
into a true group retiree medical and pension benefits 

include waiting periods, vesting, employer contributions toward cost, and possibly self-funding 
or alternative fund long-term care coverage to propagate, 

encourages 

Funding Alternatives 
Except for the very largest groups, there has only been one finding option available to employers  

ed option.  
S xibility and possibly  

cost savings for an employer. Providing alternatives to your employer clients can increase your market share. 
 

Why Bother? 
The individual market products have convinced employers that the benefit is too expensive.  

mployers. 
 

 
The authors of this article have written a book, True Group Long-Term Care. It was published this 

summer by the International Foundation of Employee Benefit Plans (IFEBP). This article outlines 

problems and solutions associated with long-term care coverage of particular interest to nursing homes. 

The book develops many of these ideas in more detail for a generalized employer audience. 

Moving to true group coverage could open a significant market for e

nk you for requesting o
White Paper for insu

 

 
Current Group Products: What is Missing? 

If providin n important safeg meaningful benefits that perform a

r in one important way: too few e
This limits growth in the employer market. 

 
True Group Long-Term Care 

Employer-sponsored long-term care insurance is more likely to take off 
 benefit. Group features common for 

ing. In order for group 
it will need to become a true group benefit that includes these features and 

high employer and employee participation. 
 

who wish to provide long-term care coverage, and that is a fully insur
elf-funding, common for other employee benefits provides some fle
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While most long-term care insurance 
is sold on an individual 
employers have begun 
it available to employee
their families.  Almost
policies sold in 200
sold through employers, 
according to Health 
Insurance Association of 
America. More than 4,700 em
including some very large employers 
IBM and the federal government, off
term care insurance.  Growth 
employer long-term care insurance
(about 35% per year)i is outpacing gro
the sales of individual long-ter
insurance policies (about 13% pe

basis
to m
s an

 25% 
1 we

ploy
suc
er lo
in 

 ma
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ts 
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the workplace may be in the form of 
form

ucts.  Group 
include much 
on rates and a 

of underwriting 
s.  Otherwise, 

 or “true group” 
e insurance 

imic individual 
ination of the 

e market by 
omplete that, by 
ave to do to get 
rite the contract 

r rather than the 
individuals.  Designing it appropriately for 

ary to gain the 

d the design of 
are insurance products more like 

the design of other group products?  What 
t such products look like, and what 

would be their advantages over currently 

ers, 
h as 
ng-
the 

rket 

Clearly, long-term care produc
employers represent a dynamic elem
the current long-term care insurance 

care insurance prod
products usually 

lower commissi
lower level 
for employee
these “group”
long-term car
products m

products.  The dom
long-term care insuranc
individual products is so c
current definitions, all you h
a “true group” policy is to w
with the employe

h
care 
r)ii.  
for 

t of 
et. 

an employer is not necess
definition. 
 
What if insurers approache
long-term c

Long-term care insurance offered through migh

traditional group products, or in the  of 
worksite marketing of individual long-term 

available group products? 

 

Current Group Produc
 
Current employer products provide
nice features for employers and emp
First, they provide ease of enr
Employees can learn about the cover
enroll at work, and then they c
advantage of payroll deduction to pa
their coverage.  This arrangement c
employer some employee time an

ts: What is Missing? 
few 
ees.  
ent.  
nd 

policy enrollment cost will 
to 8% of premium. 
 
How

 a 
loy

ollm
age 
an t

y
osts
d l

more, and it is convenient for employees.  
Second, obtaining long-term care coverage 
through an employer is less expensive than 
purchasing an individual policy due to the 
savings in commissions.  Over the life of the 
two policies, an individual policy 
commission cost will range from 17% to 
30% of premium, whereas an employer 

range from 3% 

ever, if providing meaningful benefits 
ety net function 

benefits, current 
products fail to 
way:  too few 

employees end up with the coverage.  
Because of that, growth in the employer 
market is limited. 
 
While attracting quality employees and 
reducing employee turnover are commonly 
stated goals of employee benefit plans, most 
employee benefits have the primary purpose 

a
ake 

 for 
 the 
ittle 

that perform an important saf
is the purpose of employee 
employer long-term care 
deliver in one important 
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of providing a financial safety n
employees.  Consider four 
employee benefits:  medical coverage
insurance, disability coverage, and pen
Medical coverage protects a
catastrophic medical bills for
conditions that could be fin
catastrophic.  Life insurance protects 
loss of income due to the deat
breadwinner.  Disability coverage
protects

 

et 
stand

, 
si
ga

 a
anci
aga

h o
 

 against the loss of income, du
the inability to work.  Pension, such a

 a

t covered by 
is the 

der for 
erform 
wever, 
ployer 

n 
 
 
 

 the long-term care insurance 
business, it would be hard to say that long-
term care insurance as an employee benefit 
has really taken
no more than 
employees, and it can be as low as 1% to 
2%. 
 

 appears to be 
cal, life, and 
 an employee 

yed.  Pension 
transition from 

 Long-term care 
family members 
us, an employer 
ediate concerns 
e lack of a long-
ine the value of 
rrent dollars, a 
over $300,000, 

ll or most of the 
mulated in their 
accounts.  The 
at the programs 

s long-term care 
s an add-on to 

ment income. In 
a recent article in National 
Underwriter, author Skip Liddell 
listed important assets and the 
vehicles used to protect those 
assets.  This is presented in the 

table below.iii 
 

 

ducts and Po lan 

for 
ard 
life 

ons.  
inst 
cute 
ally 
inst 
f a 
also 
e to 
s a 
fter 

At one level, long-term care
further removed.  Medi
disability coverages protect
who is currently emplo
benefits help smooth the 
employed to retired status. 
coverage primarily protects 
who are already retired.  Th
appears to have less imm
about the risk.  However, th
term care benefit can underm
retirement benefits.  In cu
five-year stay would cost 
and it could easily eat up a
benefits a couple has accu
401(k) or other retirement 

result could be th
set up to protect retirees would be 
insufficient.  Thu
coverage become
protect the retire

401(k) plan, replaces income
retirement. 
 
A major financial hardship no
standard employee benefits 
cost of long-term care.  In or
long-term care coverage to p
its safety net function, ho
employees need to join em
plans in far greater numbers tha
they are currently.  While long-term
care insurance offered through the
employer is a rapidly growing share
of

 off.  Participation is often 
6% to 15% of eligible 

 
Pro sitions in a Financial P

 
ASSET ASSET Protection 

Car Car Insurance 
Home Homeowners Insurance 
Family Life Insurance 
Income Disability Income 
Wealth More Life Insurance 

Retirement Long-Term Care Insurance 
Source:  Skip Liddell, “It’s Time for Advisors to Address LTC’s Place in a Financial 
Plan,” National Underwriter Life & Health/Financial Services Edition, February 2, 2004. 
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Employers today face a dilemma if they 
offer long-term care insurance.  Th can 
choose to offer it as a voluntary, employee-
paid benefit.  The high cost to the 

employer contribution tow
achieve higher enrollment, 
cost for the employer. The
curr

ey 

employees, however, results in low 
ith an 

ard the cost to 
resulting in high 
 problem is that 

ent products are offered to all employees 
and do not distinguish short-term from long-
term employees. 

 
participation.  Or they can offer it w

True Group Long-Term
 
Long-term care insurance designs to
not consistent with how employe
other lifelong benefits – only to long
employees, and including some e
contribution to cost.  Employer-sp
long-term care insurance is more l
take off if it is redesigned into a tru
employee benefit.  Group feature

 Care 
 are 
ffer 
erm 
yer 
red 

In order for group long-term
to propagate, it will need t
group benefit that includes
and encourages high e
employee participation.  A

day
rs o
er-t

mplo
onso
ikely to 
e group 

s common 
for retiree medical and pension benefits, for 
example
e ard cost, 
p

 care coverage 
o become a true 
 these features 
mployer and 

 summary of the 
differences between true group (as we define 
it) long-term care coverage and current 
employer long-term care coverage is 
presented in the following table.

 

st of True Group an  Plans 

, include waiting periods, vesting, 
mployer contributions tow and 
ossibly self-funding or alternate funding. 

 
d Convenience Long-Term CareContra

True Group Long-Term Care Current Employer Long-Term Care 
Employer Contribution No Employer Contribution 
Targeted at long-term employee

esting 
ation available to all employees s using Particip

waiting periods and/or v immediately 
Plan offered to dependents, if i
employers’ obje

t meets Plan offered to
ctives 

 spouses, parents, 
retirees, others to maximize insurance 

specting company pro
Benefit design set by employer and may be 
changed 

Benefit design set by insurer and 
immutable 

Possibly self-funded or alternate financing Always fully insured 
Commissions always removed Commissions may be removed 
High participation expected, providing 
meaningful safety net 

Participation at most 6% to 15% 

Cost to employer around $5
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 to $25 per 
employee per month 
 

Negligible cost to employer 
 

 
Vesting and waiting periods 
In a true group long-term care plan, the 
employer takes on some responsibility for 
the long-term care benefits of its employees.  
In return, the employer can share cost with 

employees and limit its exposure only to 
those employees who are employed for a 
longer term.   
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The plan design features that achieve
objectives are employer contrib
waiting periods, and vesting. 
employers excha

 th
uti s, 

 T
nge a plan with no cost

one with a small cost that is directed

yee
 be
Wai
ning

s and reduce costs for 
o th
loym

hip
an m

plo
yed,
ene

nt, t ey 
funded 
g rules 

indicate whether departed participants are 
eligible for benefits funded by employer 
contributions.  A fully vested participant 
“owns” the benefits
by the employer thr

parture.  Once a vested employee departs, 
the employer does not make further planned 

enefit dollars to 
ho have been with the 

employer the longest, it serves to retain 
keeping the per 
wer.   

g requirements 
t on cost.  For a 

are benefit plan, 
ximate resulting 

the following 
ed relative to a 
r pays 100% of 
aiting periods or 
that our starting 
han the typical 

 benefit now in the marketplace.  
A “10 Years & Age 50” vesting rule is like 
pension vesting rules where a person must 
have at least 10 years in the plan and be at 
least 50 years old.  The actual values will 
vary, depending on an employer’s turnover 
rates and age distribution. 

 

sting and Wa Period Saving
(No Employ ontribution 

ese 

employer by restricting coverage t
employees who do not leave emp
after a short time.   
 
Vesting rules determine the “owners
the employer contributions to the pl
on behalf of an employee once an em
leaves employment.  While emplo
plan participants are eligible for b
When participants leave employme
continue to be eligible for benefits 
by their own contributions.  Vestin

de
on
hus 
 for 
 at 

contributions. 
 
Because vesting allocates b
those employees wlong-term employees. 

 
A waiting period requires that emplo
employed for a certain time period
they can participate in the plan.  
periods take place prior to the begin
vesting period

s be 
fore 
ting 
 of 
the 
ose 
ent 

” of 
ade 
yee 
 all 
fits.  

valuable employees while 
employee cost of doing so lo
 
Waiting periods and vestin
can have a significant impac
standard group long-term c
some options and the appro
savings are presented in 
tables. All savings are stat
plan in which the employe
the benefit cost, without w
vesting.  We should note 
point is more expensive t
convenience

h

 that have been funded  
ough the date of 

 
 

Ve iting s 
ee C

 
Savings Over  Without Vesting Or Waiting Period Plan

Vesting Period No waiting period 1 year waiting 
period 

2 year waiting 
period 

0 Years 0% 12% 25% 
5 Years 44% 44% 46% 
10 Years 51% 51% 52% 
20 Years 61% 61% 62% 
10 Years & Age 50 55% 55% 55% 
Source: Milliman USA, Milliman Long Term Care Model 
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Vesting and Waiting Period Savings 

(50% Employee Contribution 
 

Savings Over ithout Vesting Or Waiting Period  Plan W
Vesting Period aiting period 1 year waitin

period 
2 year waiting 

period No w  g 

0 Years 70% 74% 77% 
5 Years 83% 83% 84% 
10 Years 85% 85% 85% 
20 Years 88% 88% 88% 
10 Years & Age 50 86% 87% 86% 
Source: Milliman USA, Milliman Long Term e Model   Car
 
 

 
For example, a rich benefit pla

contribution, a 10-year v
n with 
and 

plo

esting period, and a 
1-year waiting period, the employer cost 

 to $37.50 per 
benefit design 

 this amount. 

for any 
pension benefits, and then they are eligible 
for full pension benefits. This is known as 
“cliff vesting”. For 
pension plans (Savings, Thrift, and 401(k) 
plans), employers typically employ a 
graduated vesting scale that fully vests after 

 medical benefits 
es who satisfy 

 requirements 
(typically age 55 with 10 to 20 years of 
service).  The table below presents the 
proportion of defined benefit plans that have 
various vesting and waiting period 

uctures.  Qualified pension plans under 
ERISA must vest with a five-year cliff or 

cker. 

 
 

 
Relataive Use of Different Methods 

immediate vesting, no waiting, no 
employee contribution might cost $250 per 
employee per month – exorbitantly 
expensive. However, with 50% em yee 

would be reduced by 85%
employee per month. Other 
changes could further reduce

 
How to Incorporate True Group Features 
For defined benefit pension plans, most 
employers require five years of service 
before employees are eligible 

seven years or less.  Retiree
are only available to employe
certain age and service

defined contribution str

qui

 
Cliff Vesting, < 1 Yr 1% 
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Cliff Vesting, 5 Yrs 85% 
Cliff Vesting, 10 Yrs 1% 
Cliff Vesting, after certain age, 5 Yrs 6% 
Graduated, full after < 7 Yrs 6% 
Graduated, full after 7 Yrs 1% 
TOTAL 100% 

 
Graduated vesting would create complexity 
that is: a) difficult to describe to employees, 

and b) difficult to administer. Therefore, 
cliff vesting is advisable for a group 
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long-term care plan.  The most o
choices are five and ten year cliff 
Additionally, plans may want to 

bv
vest
cons

15 and 20 year vesting depending on their 
 

n
e 

red
rt-t
eca

ployees participate.  On the o
d 

trac

sy 
ing periods 

nths
pens
wai

w
The rst 
hat 
d is
 ma

ribu
yer 

oli
insu

plo
 

work
am

ay choose to have the employee pay 
premiums for life. This enables the 
employer-paid benefits to be fully accrued 
during the employee’s working life, while 
keeping premiums payments for the 
employee as low as possible. If the employer 
plans to pay contributions on behalf of other 
dependents, other options might be 
preferred.  
 

g periods 
ng rules and 
e a number of 

questions regarding their implementation.  

its is a participant eligible 
 but before 
n?  

rrent protection 
 to provide full 
ng period for 

become ADL-impaired 
after joining the plan, but prior to being 

at the status of 
 ADL-impaired 
 be.   

ent before 
he plan could be 
son to continue 
 For example, if 
y the policy is 

$200 per day and employees pays one-half 
ution, then after 
igible to have a 
ontinued paying 
tribution after 

 automatically 
tributions with 

  However, this 
stances where 

employees became uninsurable due to 
current or impending disability and did not 
purchase long-term care coverage on an 
individual basis because of the group 
coverage option.  Therefore, they would be 
in a worse position than if they had not 
joined the group long-term care plan and 
had instead purchased their own individual 
coverage.   
 

ious 
ing.  
ider 

While the implementation of waitin
is straightforward, vesti
employee contributions rais

goals, workforce profile, and budget.
 
During waiting periods employees ca
contribute and would not be eligibl
benefits. Waiting periods 
administrative costs for sho
employees and reduce costs overall b
fewer em

not 

These are discussed below. 
    
For what benef

for 
uce 
erm 
use 
ther 
can 
ting 

after starting coverage
becoming vested in the pla
Generally, since long-term care coverage 
has a small element of cu
built into it, it makes sense
benefits during the vesti
participants who 

hand, an overly long waiting perio
undermine the objective of at
employees. 
 
Waiting periods are fairly ea
administer.  Typical wait

to 
for 
, 9 
ion 

ting 

hen 

vested.  It is less clear wh
someone who is already
when joining the plan should
 
If someone separates employm
they have become vested, t
designed to allow that per
coverage at a reduced level. 
the total benefit provided b

pension plans are 3 months, 6 mo
months and 12 months.  Qualified 
plans under ERISA must have 
periods of no more than 12 months. 
 
There are two critical questions 
designing employee contributions.  
is the percentage of the cost t
employee (or spouse) pays.  Secon
time period over which the employee
payments.  Note that the cont
periods might differ for the emplo
the employee. Most long-term care p
are paid for over the lifetime of the 
In designing a true group plan, the em
would almost certainly want to
contributions only for the expected 
life of the employee, to age 65 for ex
They m

fi
the 

 the 
kes 
tion 
and 
cies 
red.  
yer 
pay 
ing 
ple.  

of the total required contrib
separation, they would be el
$100 per day policy if they c
the same amount of con
leaving employment.   
 
Another option would be to
refund the employee con
some possible adjustments.
option would create in
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The plan should be designed to 
either a reduced benefit or the re
premium upon termination prior to
vested, but not a choice.  Pr
separating employees with both 
could lead to adverse selection in that 
exiting employees who choose to rem
the plan might be more likely to nee

prov
turn of 
 being 

oviding 
options 

ain in 
d long-

term care benefits than the average 
 more 

 what 
t pr or 

loy
e is

c
er p

 and emplo
each pay for one-half of the bene

epar
ge, 
nd

 peo
 ves

b
 th

always belong
the people who made them.  The limitation 

ves
In o
s an

th
in 

 
In each piece of the account, a vested 
participant can take the value of the account 
as a reduced benefit.  For example, if the 
daily benefit was $100, the vested balance 
might allow a $40 daily benefit.  
Alternatively, the participant can decide 
whether to continue making the scheduled 

contributions.  In practice, this allows three 

stop making 
contributions.  They are eligible for a 

 both pieces of 

ntinue making 
 contributions.  

ligible for the full 50% 
the employee 

educed benefit 
count. 
ncrease their 

contributions to cover both the 
ployer portions.  

 for the full 

gnificant adverse 
ng employment, 
ibution choices 
ully considered.  
n, if somebody 
red or has been 
hat will present 

they will choose 
most coverage 

writing (if such 
the other hand, 
ss underwriting 

hase an individual 
policy without benefit of the accumulated 

ns.  While some 
oidable because 
wledge of their 
else, it can be 
 level through 

efit design.   
 
Once vested, what contributions are 
required after retirement? 
Upon reaching retirement age, the employer 
piece of the benefit will have been fully 
funded.  Therefore, the retirees only need to 
choose whether to continue their own 
contributions.  If they do, the full benefit 

ide 

is that employees cannot take the 
accumulated contributions as cash.  
to fulfill the purposes of the benefit
minimize adverse selection, 
accumulated contributions remain 
fund to pay for long-term care.   

employee and would therefore be
expensive than average. 
 
Once an employee is vested,
happens if s/he leaves employmen
to retirement age? 
It is helpful to think of the emp
account in two pieces.  The first piec
portion that the employee pays.  The se
piece is the portion that the employ
Assume that the employee

i

ee’s 
 the 
ond 
ays.  
yer 
fits. 
ated 
the 

 the 

ple 
ted, 
een 
em.  
 to 

employee and the em
They are eligible
scheduled benefit. 

 
The plan may experience si
selection by those separati
and the employee contr
provided have to be caref
Upon employment separatio
is close to being ADL impai
diagnosed with a condition t
itself in a number of years, 
the option that provides the 
without going through under
an option exists).   On 
somebody who could pa
might choose to purc

Because the employee s
employment prior to retirement a
employer piece is not fully funded a
employer will not finish funding it.   
 
The implication of vesting is that if
leave employment after becoming
the employer contributions that have 
made on their behalf “belong” to
Employee contributions 

ted, employer contributio
rder 
d to 
ose 
the 

adverse selection is unav
employees have more kno
health status than anyone 
minimized to a manageable
careful underwriting and ben

options: 
1. Participants can 

reduced benefit from
the account. 

2. Participants can co
only the employee
They are e
benefit funded by 
account, plus the r
from the employer ac

3. Participants can i
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will be available.  If they do not, the
is only re

 ben
duced for the missing ret

contributions.   

that employee 
ed to end by a 

retirement age so that this choice 
may not be necessary. 

efit 
iree 

It should be noted 
contributions can be design
defined 

 

Funding Alternatives 
 
Except for the very largest groups, th
only been one option available to em
who wish to provide long-term
coverage, and that is a fully insured
Self-funding, common for other e
benefits such as pension, provides 
flexibi

ere
plo
 c

 opt
mplo

so
lity and possibly cost savings for

employer.  Over time, we expect to see m
undi

 re 

ean
s 
(ve

 insured products), and cons
 and alternate fund

w, 
ld o
fund

 wh
ute 
ns o
ste
g-t

d.  
 set us

actuarial assumptions regarding a range of 
items, including the age of the participants, 
the rate of ADL impairment, the daily cost 
of benefits while impaired, the average 
length of time covered when one is 
impaired, the investment earnings rate, 
operating expenses, any taxes payable, and 
turnover and vesting rates of employees. 

rily need to 
e services.  

ted to long-term 
as medical 

eligibility 
ment.  They 

lp in actuarial 
nvestment management.  

Insurers (or firms that provide services to 
y candidates to 
e the personnel 
place. 

 benefit that has 
any employers 

t it would be a 
he nature of the 
hat risk.  This is 
ssets in the fund 
e cost of the 
out of the fund 

re plans are not 
fashion.  When a 

as an “actuarial gain or loss,” 
ver five years in 
e, in any given 

is much smaller 
pension plan.  

 in a long-term 
care plan could also be amortized over the 
following five or more years. 
 
Further, while the method and usage of 
delivering long-term care services could 
change over time, the rates of disability 
(either cognitive impairment or ADL 
dependency) should remain fairly stable or 

 has 
yers 
are 

ion.  
yee 
me 
 an 
ore 
ng” 

 
Such a fund would necessa
purchase certain administrativ
These include services rela
care coverage, such 
underwriting, benefit 
determination, and case manage
also include ongoing he
valuation and iself-funding or “alternate f

arrangements for employer long-term
coverage. 
 
We will start by defining what is m
self-funding, compare advantage
disadvantages of self-funding 
purchasing

ca

t by 
and 
rsus 
ider 
ing 
tax 
pen 
ing 

ich 
to a 

insurers) are the most likel
provide such services sinc
and expertise are already in 
 
Since long-term care is not a
been around for long, m
understandably assume tha
risky venture.  However, t
pre-funding greatly limits t
because, in any year, the a
should greatly exceed th
expected benefits to be paid 
in that year.  Long-term ca
unlike pension plans in this 
pension plan h

the spectrum of self
arrangements.  As discussed belo
limitations on self-funded plans cou
a door to insurers’ alternate 
arrangements. 
 
Definition of Self-funding 
A self-funded plan is one in
employers and/or employees contrib
fund, using a schedule of contributio
time.  The money in the fund is inve
help grow the fund over time, and lon
care benefits are paid out of the fun
schedule of contributions is

ver 
d to 
erm 
The 
ing 

the amounts are amortized o
the plan. This occurs becaus
year, the payout to retirees 
than the assets in the 
Likewise, gains and losses

10 
 

 



Designed for Employers 

improve.  This is a fairly predictable r
much like longevity is in a pension plan. 

 
an to
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ide

 the level of benefits or decre
may
vor

e w
 T

 ret
ng-t

 Eac
enefits involves a long-term risk 

ut only w
n me
erva
 take

an 
plan

are risk, hassle, and poss
taxes.  While self-funding a coverage wi

rm 
oye

bu
la
f

 
Another major disadvantage of self-funding 
is the hassle factor for the employer.  The 
fund needs assistance (either internal or 
external) with administrative services, 
including tracking eligibility and 
contributions, underwriting, benefit 
eligibility determinations, case management, 

s, professional 
actuary, and an 
 needed), an 

und monitoring.  
not purchase these 

services as part of an insured arrangement, it 
eparately.   

entity (generally, 
ty, Taft-Hartley 
pay taxes on the 
or the long-term 
is can have a 
ontribution rates 
he benefits. In 
ly cannot deduct 
to cover future 

nefits from their taxes. However, 
r ruling from the IRS 

racts that cover 
y a self-funded 

ding 
ologies assume 
rating entirely 

  In most other 
 insurers have 

“alternate funding 
rangements, the 

 to the 
the catastrophic 
 administration.  

ts for true group 
xist. 

e policies sold 
icies in that the 

contract is primarily between the insurer and 
the individual, rather than between the 
insurer and the employer.  Other group 
long-term care policies are like most other 
group coverages in that the contract is 
between the insurer and the employer, and 
the employees have certificates of coverage.  
Of the long-term care arrangements 

isk, 

 an 

long time horizon such as long-te
coverage allows time for an empl
make corrections to benefit and contri
levels to ensure adequate assets for c
payment, this is still riskier than a 
insured product.   

employee communication
advice (e.g. an attorney, an 
accountant might all be
investment manager, and f
If an employer does 

 
Advantages of a Self-Funded Plan
The advantages of a self-funded pl
employer are control and cost.  Self-fu
plans can have non-standard benefit 
and can even change over 
Contributions for a self-funded plan
flexible as well.  If fund exper
favorable, an employer could dec
increase

d
gns, 
me.  
 be 
 is 
 to 
ase 
 be 

able 

hen 
wo 

will need to purchase them s
 
If an employer is a taxable 
other than a government enti
fund, or non-profit), it must 
investment income it earns f
funding of benefits.  Th
significant impact on the c
needed for pre-funding t
addition, employers general
amounts that will be used 
inflation be

contributions.  Of course, the reverse 
necessary in the event of unfa
experience. 
 
Cost may also be an advantag
moving to a self-funded basis. 
comparable benefits, pensions and
medical, are rarely insured on a lo
basis.  What is the reason for this? 
these b

iree a recent private lette
erm 
h of 
that 
ith 

ans 
tive 
 are 

suggests that insurance cont
future inflation purchased b
plan would be deductible. 
 
Alternative Forms of Self-Fun
Most self-funding method
that an employer is ope
separately from an insurer.
coverages, employers and
entered into 

insurers are willing to take, b
adequate protection.  Such protectio
that insurers must load in cons
margins to ensure that the risks they
profitable. 
 
Disadvantages of a Self-Funded Pl
The disadvantages of a self-funded 
an employer 

 to 
ibly 
th a 
care 
r to 
tion 
ims 
ully 

arrangements.”  In such ar
insurer passes aspects of the risk
employer, while keeping 
risks and much of the benefit
A similar set of arrangemen
long-term care does not yet e
 
Some group long-term car
today look like individual pol
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established as group contracts, onl
have established the rights of the e
to a fund/reserve transfer upon term
(although this is growin

y a few 
mployer 

ination 
g), and even fewer 

have explicit terms regarding how such a 

iness of 
 would 
tage of 
well as 
s.  To 

ge of potential options, we 
wil at an 
insurer could take on under an alternate 
fun
 

This 
edical 

ligibility 
case 

 basic 
unctions 

iated with long-term care 
e non-
ecialize 

y also 
of many 

As 
rves associated with long-t

care coverage grow, it is critical 
  W
a c

e 
e

 pen
funds.   

 
3. Holding the fund balance.  By 

contract, the insurer would hold and 
manage the fund.  The contract 
would specify what credits 
(including contributions and 
investment income) and charges (for 

services) would 
e fund.  If the 
terminated, the 

 be returned to 
ince the insurer 

 return the fund 
uld be deducted 

 taxes, and 
 balance could 

tax-preferred 
 employers have 

no means to accumulate funds in this 
t be the most 
t an insurer can 

f the risk.  An 
 or a portion of 

rm care claims.  
e the form of 

, covering each 
certain period of 

o years), or 
 Aggregate stop 

cts an employer 
d fluctuations in 

 a particular 
amount.  Finally, an insurer could 

-of-stay risk.  In 
a claim occurs, 

arge the fund for 
 fixed rate, and 

e actual claim 
length. 

s of each party 
lly spelled out, 
arges associated 

with the functions, the rate guarantees for 
these functions, or the definition of the tasks 
to be performed. 
 
We can imagine an alternate funding or 
administrative services agreement that could 
take the form of any or all of the four 
functions above.  The most practical might 

fund transfer would take place. 
 
Insurers have not yet started the bus
alternate funding arrangements that
allow an employer to take advan
some aspects of self-funding, as 
some aspects of insured product
consider the ran

l first consider the functions th

ding arrangement. 

1. Administrative functions. 
includes enrollment, m
underwriting, benefit e
determinations, and 
management.  These are the
technical support f
assoc
coverage.  While there ar
insurance companies that sp
in these functions, the
represent a core competency 
insurers. 

 
2. Investment management.  

rese
the 

erm 
that 
ile 

take the entire length
that case, whenever 
the insurer would ch
the entire claim at a
then take the risk for th

these funds be well managed.
this is a function that is 
competency of insurers, ther
also independent firms that curr
specialize in investments for

benefits and insurer 
be made against th
contract were to be 
fund balance would
the employer.   S
would be obligated to
balance, its value co
from the insurer’s
therefore the fund
accumulate in a 
fashion.  Since most

h
ore 
are 

ntly 
sion 

 
In any case, the obligation
would need to be specifica
whether it related to the ch

fashion, this migh
critical function tha
undertake. 

 
4. Taking a portion o

insurer could take all
the risk of long-te
This risk could tak
individual stop loss
stay that exceeds a 
time (such as tw
aggregate stop loss. 
loss coverage prote
against a year of ba
total claims in excess of
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include items 1, 2, and 3.  I
arrangement, the insurer and e
would agree on a set of contribution
the fund.  The insurer would hold th
and manage the investments for th
crediting the results to the fund.  The
would also provide necessary admin
functions, including enrollment, process
contributions, medical underwriting
necessary), benefit el
determinations, and case manag
Charges for these functions would b
against the fund.  In subsequent ye
employer

n 
mplo
 rate
e fu
e fu
 ins
istra

 (w
igib
em nt.  

e m
ars,

 and insurer could agree 
changes in benefits or contributions

s on m
e m

ent
 

of th
r-t

ent for the employer.  
creating long-t

uce 
ding
for 

 gro
gra

ard 
nefi
s. 

t ben fit 
on the 

employee’s longevity, salary, and age at 
retirement.  Because of changes in 
investment returns, the cost of a defined 
benefit plan was not as predictable as 
employers liked.  A defined contribution 
plan, such as a 401(k) plan, limits the 
employer’s obligation to a fixed amount of 
contribution by year.  If investment returns 

the employee 
t of retirement 

come.  If they are worse, the employee 

 a concept could 
e.  The simplest 
ogram, in which 
xed amount per 

year.  If the insurer chooses to raise the 
premiums (which is its right), the employer 

ncrease on the 

an, any changes 
l could result in 
utions for the 
in the level of 

 employer could 
rom disappointing investment 

earnings or higher than expected long-term 
ould need to be 

yees at the 
ssibly making it 

ee account could 
ual investment 
ntribution could 

be fixed.  In each year, the cost of covering 
are for that year could be 

 The employees 
f the value that 
based on their 

 This would be 
mmunicate. 

 
Building Blocks Program 
Some insurance companies currently offer 
single premium products:  make one 
payment and your long-term care benefits 
are covered for life.  Many more offer 
limited pay options, such as paid up in ten 
years.  These products are very expensive. 
 

this 
yer 
 to 

care coverage for an employer red
level of commitment while still provi
opportunity for a safety net 
employees. 
 
Defined Contribution Program 
Defined contribution programs have
very popular in employee benefit pro
The most notable change in this reg
been the change from defined be
defined contribution pension plan
defined benefit plans, the retiremen
was set by a formula based up

are better than expected, 
receives a greater amoun
ins

nds, 
nd, 

urer 
tive 
ing 
hen 
ility 

receives less. 
 
There are several ways such
be applied to long-term car
way is through an insured pr
the employer contributes a fi

e
ade 

 the 
on 

 if 
any 
ost 

s 

could pass all of the i
employees. 
 
Second, in a self-funded pl
to the needed funding leve
(a) a change in contrib
employees, or (b) a change 
benefits.  In this fashion, the
be insulated f

needed.  Because of tax limitation
employers, this approach may be th
tax effective. 
 
Other Possible Coverage Arrangem
While we think that the approaches
mentioned above are best, each 
involved a degree of longe
commitm

em 
erm 
The 
erm 
this 
 an 
its 

care costs.  Such a plan w
fully disclosed to emplo
beginning of the plan, po
less attractive to employees. 
 
Third, an individual employ
be tracked with individ
returns, and the employer co

following methods for 

wn 
ms.  
has 

t to 
 In 

deducted from the account. 
would need to be advised o
could probably be funded, 
current account balances. 
admittedly complex to co

e

long-term c
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A building blocks program would al
insured program.  Although we are 
of anyone currently offering this pro
is consistent with other products o
Under a building blocks program, 
year that someone is employe
employer and/or the employee wo
one building block.  The block mig
the standard features of a long-te
plan, except that it would only pay a
amount per day, such as $10.  The m
benefit would be expressed as a mu
that amount, so a four-year plan mig

so be
unaw

duc
ffe

in e
d, he 

uld 
ht h

rm 
 lim
axim
ltipl
ht h

a maximum benefit of $14,600 (four years at 
infla
d o

oyer
 at $200 
and the 

92,000 
f the plan is 

 could also be arranged 
.  This 
dictable 
roviding 

reasonable benefits for the employee. 
 
Yearly Renewable Term 
Yearly renewable term coverage is limited 
to paying for any long-term care expenses 
that are incurred in the current calendar year. 

” will generally 
nses during one 
expenses that all 
ome disabled but 

 recovered.  Thus, a five-year nursing 
home stay following ADL impairment could 

for all costs on a 
 because costs 
he older ages.  
 must begin, and 
higher than they 

would have been had the funding started 
the shorter-term 
ery little cost to 

The difference between the YRT costs and 
funding over the working lifetime of the 
employee would likely become unfunded 
FAS 106 liabilities, and therefore would 
need to be disclosed on a company’s balance 
sheet.  

 
 
 
 
 
 
 
 
 
 
 
 
 

 an 
are 
t, it 
red.  
ach 

  In this context, “incurred
refer a set of related expe
benefit period.  These are 
occur after a person has bec
not yet

t
buy 
ave 

care 
ited 
um 

e of 
ave 

be covered by YRT. 
 
However, planning to pay 
YRT basis is undesirable
increase dramatically at t
Thus at some point, funding
at that point, costs will be 

$10 per day).  The plan could have 
protection, elimination periods, an
similar features. 
 
If an employee stayed with an empl
20 years, this benefit would now be
per day plus inflation increases, 
maximum benefit would be up to $2
plus inflation increases.  I

tion 
ther 

 for 

earlier.  However, many of 
employees will contribute v
the program. 
 

employer paid, this
with vesting to keep the cost down
would achieve the objective of pre
costs for the employer while p
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Why Bother? 
 
In presentations that we have g
employers, employers become much m
interested in contributing to long-ter
plans if the cost can be lowered to a
amount per employee per month
providing meaningful coverage
individual market products 

iven

m 
 sm

 w
. 

have convinced 
employers that the benefit is too expensive. 

d open a 

as been 
years.  

 Health 
ility Act 
ng-term 
 as a 
 More 
ernment 

aking 
hrough 

enience” 
e safety 

sion goals of the employer due to 
the low participation rates among eligible 
employees. This low participation 
undermines the reasons for providing 
benefits in the first place, and offers little in 
the way of a safety net for the employee 
population.   
 

ingful safety net 
 often neglected 
d a method for 
 that employee 
 while keeping 

 low. It seems to 
be only a matter of time before alternative 
approaches to offering and funding long-
term care coverage will be sought.

 to 
ore 

care 
all 

hile 
The 

In order to provide a mean
benefit in this important and
area, employers need to fin
offering this coverage such
participation is encouraged
employer costs reasonably

Moving to true group coverage coul
significant market for employers.    
 
The long-term care financial crisis h
creeping up on Americans for 
However, in 1996, the passage of the
Insurance Portability and Accountab
of 1996 (HIPAA) defined how lo
care coverage can be offered
tax-preferred employee benefit. 
employers, including the federal gov
and many state governments, are m
long-term care insurance available t
payroll deduction.  But these “conv
benefits are not consistent with th
net provi
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