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Introduction
Minnesota Commissioner of Commerce Glenn Wilson asked his staff
to provide an analysis of the rates, the current market, and the rate
increases for long-term care insurance in Minnesota. Commissioner
Wilson is concerned about the substantial rate increases filed by many
insurance companies for their long-term care insurance policies, the
likelihood of future increases, and the impact on consumers and the
market. These increases are happening throughout the United States,
but insurance regulation takes place on a state level. The Minnesota
Department of Commerce is responsible for regulation of the
Minnesota insurance market and for providing information to
Minnesota consumers.

Commerce Department staff collected information from stakeholders
in the market, including insurance companies, consumers, other state
agencies, and the federal government.

Background
This paper presents information about long-term care insurance
(LTCI) in Minnesota, and includes descriptions of the insurance, the
coverage, the purchasers, the premium costs, the current market in
Minnesota, and possible changes
to the market. In addition, there
are references to further sources
of information on LTCI, such as
government agencies, consumer
information providers, and aca-
demic papers.

This type of insurance is pur-
chased by individuals to cover
the possible cost of custodial care
such as a stay in a nursing home
or extended home health care. It
has been widely available since
the 1970s, but became more well-
known in 1996 when the federal
Health Insurance Portability and
Accountability Act (HIPAA) was passed. The long-term care insur-
ance section of the HIPAA law enacted specific coverage standards
for a federally qualified policy, and provided certain modest federal
income tax advantages for purchasers of such qualified policies. 

As stated above, insurance is regulated in Minnesota by the
Department of Commerce, an agency of state government. The
Commissioner of Commerce has authority to monitor the financial
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stability of insurance companies, and also enforces state consumer
protection laws in such areas as standards for policy forms, rates, mar-
keting materials, and agent licensing. 

Key Information 
What is long-term care insurance (LTCI)? 
Long-term care insurance covers custodial nursing home care and
home health care for long-term needs. Minnesota Statutes, section
62S.021, subd. 18 defines LTCI as insurance that is “designed to pro-
vide coverage for not less than 12 consecutive months for each cov-
ered person on an expense incurred, indemnity, prepaid, or other basis
for one or more necessary or medically necessary diagnostic, preven-
tive, therapeutic, rehabilitative, maintenance, or personal care servic-
es, provided in a setting other than an acute care unit of a hospital.”
The laws for long-term care insurance appear in Minnesota Statutes,
chapter 62S and sections 62A.46 through 62A.64. 

LTCI pays for the actual charges up to a fixed daily benefit when the
insured person needs services such as home health care or nursing
home care. The premium is usually based on age at issue, gender, mar-
ital status, benefit level, and the results of the company’s evaluation of
the applicant’s level of risk. The premium can increase later if the
insurance company has poor experience. Any increase must apply to
all policies in the same class, which are those in identical rating cate-
gories. For example, the class of policies that were issued at age 60 to
a single female in the Preferred underwriting risk category for lifetime
coverage with a 90-day elimination period. Almost all rate increases
have applied the same percentage to all classes.

Usually LTCI only covers services if the policyholder is unable to per-
form some number of activities of daily living (ADLs) as specified in
the policy, or if the policyholder has a cognitive disorder such as
Alzheimer’s disease. ADLs usually include bathing, eating, dressing,
toileting, transferring, and continence, and are defined in detail in
Minnesota Statutes section 62S.01.

What benefits are available if the policy lapses?
If a policyholder stops paying the premiums, the policy will lapse or
terminate. In most cases, there is no refund or benefit provided after
lapse, although in some cases the policy provides an extended or
reduced paid-up benefit. This benefit is never a cash payment, but is
only provided as reimbursement for long-term care services after the
policy has lapsed. Usually the total benefit paid is equal to the total
dollar amount of the premiums previously paid for the policy, without
adding any interest credits to the amount. 
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The extended benefit pays the full original daily amount of coverage,
but for a shorter period of time. The reduced paid-up benefit pays a
lesser amount, but for the same time period as in the original policy.
These benefits are sometimes called nonforfeiture benefits because the
lapsing policyholder forfeits any future coverage if he or she doesn’t
have this provision.

What are the considerations when buying a policy?
Only those who can pass underwriting can buy a policy. This means
that an individual applying for an LTCI policy must provide access to
information such as his or her medical history, current living situa-
tion, and a personal interview. The purpose of underwriting is to pre-
vent purchases by those who are likely to file a claim soon and,
without it, the premium rates
would be so high they would be
unaffordable. It would be impossi-
ble to set a reasonable rate that
would be profitable when some of
the purchasers start collecting
benefits in a year or two.

LTCI policies do not have stan-
dardized benefits. This means that
policies available from different
companies can (and do!) vary significantly in the details of coverage,
rates, and underwriting. The only limitations on policy design are cer-
tain minimum benefit standards for federally-qualified policies, and the
general requirements in Minnesota law.

Most LTCI is bought by middle-income to upper-income individuals.
The premiums averaged about $1500 a year in 2003, which is a large per-
centage of the Minnesota median household income of $47,000 in 1999.
The premiums are usually unaffordable for lower-income people, while
upper-income people usually don’t need insurance if they can afford to
pay for care from liquid assets. However, there is no generally accepted
guideline for the levels of income and assets that would define these eco-
nomic categories. The purchasing decision is usually made —at least
partly—on a subjective basis by the individual purchasing the policy.

One rule of thumb that gives guidance on the need for LTCI is found in
the Personal Worksheet developed by the National Association of
Insurance Commissioners (NAIC). It suggests that premiums should be
no more than 7 percent of income. Note that some financial planners
recommend that retirement assets be between $200,000 and $1.5mil-
lion.The Minnesota Senior Federation suggests an income of at least
$25,000 to $50,000 per year and liquid assets of at least $75,000 (2004
Health Care Choices, page 93).
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Most custodial care is not cov-
ered by any other public or pri-
vate insurance, unless the person
meets the income guidelines for
Medicaid, the public assistance
program that is paid for by both
state and federal funds. In partic-
ular, long-term care is only mini-
mally reimbursed by employer
health coverage, major medical
insurance, Medicare, or Medicare
supplement policies. These poli-

cies are designed only to cover care that is relatively short-term and
that is provided by skilled medical care providers, usually for skilled
care only. Payments from a disability income insurance policy may be
useful to help pay for custodial care up to the age of 65, but disability
income insurance is only designed to replace earned income, and
therefore the policies are written to pay benefits only until age 65, at
which age the coverage terminates.

Some of the benefits of having LTCI include the following:

• Reimburses payments made for various long-term care services
when needed 

• Protects personal assets when services are needed

• Preserves an inheritance for heirs

• Assists spouse and children in managing the assets, services, and
payments

• Avoids the need to depend on government programs

Purchasing LTCI is a personal decision that is usually based on the indi-
vidual’s desire to accomplish some of the goals listed above, combined
with his or her judgment of the affordability of the premiums, the risk
of needing services, and the soundness and reliability of the insurer.

What types of policies are available?
Some purchasers buy individual LTCI policies, and others buy certifi-
cates under group policies, which are usually issued to an employer to
cover employees. The employer does not usually subsidize group cov-
erage. The individual can keep the coverage even after he or she
leaves the group. 
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Long-term care is covered in some life insurance and annuity policies
for an additional premium charge, usually with a reduction in the life
insurance or annuity benefit if long-term care benefits are used.

The choices offered and to be considered when purchasing a policy
include the following:

• Elimination period—the initial length of time receiving care
before the insurance starts paying benefits.

• Daily benefit—the maximum payment per day of care.

• Maximum benefit length—the total length of time that the pol-
icy will pay benefits.

• Maximum dollar benefit—the total benefits that could be paid.
(This equals the daily benefit multiplied by the maximum bene-
fit length in days.)

• Nonforfeiture benefit—a reduced benefit that may be available
if the policy lapses.

• Inflation coverage—an automatic increase in the daily benefit,
usually 5 percent per year.

• Type of coverage—Nursing home only, home health care only,
assisted living, or some combination of the three.

Rating of Policies
LTCI policies have rates that do not automatically increase, but they
can if the company demonstrates that an increase is needed in order to
fund the future benefits. This is
similar to many other types of
insurance policies such as univer-
sal life insurance, medical insur-
ance, or homeowners insurance.
However, LTCI is unique in that
the average benefit payout is very
low when the insured person is
younger than 65, and then rises
very steeply as the insured person
reaches his or her seventies and
eighties. With a level premium
rate based on the issue age, the
annual premium is far more than
the annual average claim cost in
the earlier years of a policy, but is
far less than the claim cost in
later years. Therefore, most of the
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POLICY EXAMPLE*

Coverage
• $150 per day nursing home benefit,
• $75 per day for home health care, 
• inflation increase of 5 percent compounded, 
• five-year maximum benefit length, 
• no nonforfeiture benefit, a 30-day elimination period before benefits start, and
• typical underwriting standards.

Estimated Premium:
• Issued at age 45: $1,500 to $3,000 per year
• Issued at age 65: $3,000 to $6,000 per year
• Issued at age 75: $7,500 to $15,000 per year

Variables
• Remove 5% inflation increase: policy cost reduces by about 50% depending on age
• Remove 30-day elimination period: policy cost increases by 33-66%
• Increase to 90-day or more elimination period: reduces cost substantially.

* Based on recent rate filings for a newly issued policy for a single person.



earlier premiums must be retained
by the company to pay claims in
later years.

Also, the LTCI market has expe-
rienced tremendous change over
the last ten years because of
reduced interest rate earnings on
investments and reduced lapse
rates of policies in force. Most
companies that sell LTCI policies
have experienced significant neg-
ative financial effects from these
changes.

Ten years ago, a typical long-term
interest rate assumption might
have been around 7 percent to 9
percent. It was impossible to fore-
see that long-term interest rates
would drop to about half of that
level. Since earnings on set-aside
premiums provide a substantial
portion of the money to pay
claims, this change had a dramat-
ic impact on the ability of com-
panies to provide the promised
benefits at the existing rates.

In addition, most companies
assumed that policy lapse rates —
the proportion of policyholders
that stop paying premiums and
let their policies terminate each
year—would continue at histori-
cal levels of 10 to 15 percent of
policies each year for the first few
years after policy issue, and 4 to 6
percent per year in later years.
However, those levels have
reduced dramatically in the last

five to nine years. When a policyholder lapses his or her policy
(unless the policy included a nonforfeiture benefit), the reserves held
as a liability for future claims on the company’s financial statements
are released to go toward other policyholders’ future claims.
Companies anticipated this release of reserves when they originally
set the premium rates, but it has not happened to the extent antici-
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pated. Therefore the premium rates are now much less likely to be suf-
ficient to cover the total anticipated claims.

Changes in the frequency and intensity of use of nursing homes and
home health care can also affect the rates, but such changes don’t
appear to have had much of an impact. Companies have generally not
reported increases in such use when making rate increase filings. Most
companies don’t have enough claims experience for statistical credibili-
ty, so they don’t know if the level of use has changed significantly in
their insured population. Some companies have experienced higher lev-
els than they expected, but only a few companies have reported this, so
there may be such factors as different levels of underwriting rather than
changes in the overall insured population.

Current Marketplace in Minnesota
All LTCI insurance policy forms and rates must be reviewed by the
Commerce Department before being used and, if they comply with
Minnesota law, they are approved. In addition, the Commerce
Department provides assistance to consumers with insurance-related
questions, and enforces laws on insurer financial stability, product
marketing, and agent licensing.

At the end of 2003 about 113,000 individuals were covered under
long-term care insurance in Minnesota, according to a report from the
NAIC based on insurance company filings. (This number may be
understated, since not all insurance companies file state reports.)
About half of these individuals have received increases in their rates
ranging from 10 percent to 45 percent since 2002. Prior to this time,
LTCI rate increases had been relatively rare. Unlike medical insur-
ance, long-term care insurance had rarely experienced widespread sig-
nificant premium increases, partly because the price of long-term care
services and the degree of utilization had been relatively stable.
However, LTCI has recently experienced widespread significant pre-
mium increases in every state, not just in Minnesota.

The 113,000 Minnesotans covered by LTCI policies equal about 19
percent of the 600,000 residents aged 65 and higher (many covered
people are under 65, but this is a rough measure of market penetra-
tion). According to a 1996 Minnesota Department of Health issue
paper, the comparable number in the early 1990s was only about 1
percent. According to the Minnesota Department of Revenue, about
47,000 Minnesota individual income tax returns claimed the $100 per
person tax credit for LTCI for 2003. 

In 1998, the most recent year for which data is available, Minnesotans
paid around two billion dollars for nursing home care, about a tenth of
the total payments for all medical care services. The total had probably
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risen to around $2.5 billion by
2003. Based on national numbers,
Medicaid pays about 50 percent of
the cost of nursing home care and
patients pay directly for about 25
percent of the cost. Medicare pays
about 15 percent, private insur-
ance pays about 7 percent, and 3
percent comes from other private
sources.

Although there are some demo-
graphic differences between
Minnesota and other states, the
LTCI market here is similar to
the markets elsewhere in the
United States. Most of the poli-
cies are identical, and the recent
increases in rates have occurred
across the country.

At the end of 2001, Minnesota
had 427 nursing homes with
40,836 beds. Due to a state mora-
torium on new nursing homes,
the number currently is slightly
lower. There were 38,052 resi-
dents at year end 2001, for an
occupancy rate of 93.2 percent.
The national occupancy rate at

that time was 82.5 percent. According to a research study by the
AARP Foundation called Across the States 2002, the average private
payment in Minnesota per day in a nursing home in 2001 was $157,
compared to the national average of $150. The average hourly charge
by a home health agency in 2002 for a Licensed Practical Nurse was
$32, compared to the national average of $37.

The last page of this report contains a table listing the top 41 compa-
nies that have LTCI policies in Minnesota, as reported to the NAIC.
These are the companies that earned more than $50,000 of premium
for 2003. Many of the companies on the list no longer offer new poli-
cies, due primarily to the financial impact of changes in interest rates
and lapse rates. (Some companies do not report their experience on a
state level, so there may be companies missing from the list.) When
the 2004 national reports are available, the Commerce Department
will contact all companies reporting LTCI experience to request their
experience (if any) in Minnesota. 
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The cumulative total loss ratio of 32 percent in the bottom right-
hand corner of the table appears low, because most policies are in
their early years and are not yet generating as many claims as they will
in later years. In their income statements, companies include policy
reserves with their claims, to avoid overstating profits, but in these
experience reports companies do not include policy reserves.

Recent Changes in State Regulation of LTCI
State law regulates the benefits that are provided, the rates to be
charged, the financial soundness of the company, and the process of
marketing the policies. The Commerce Department is charged with
enforcing these laws, which appear in Minnesota Statutes, chapter
60A (financial soundness), chapter 62A (benefits and rates), and
chapter 62S (benefits, rates, and marketing).

Some of the laws regulating LTCI have been in effect since 1986. At
that time, the specific requirement imposed on rates, in addition to
the general requirements that apply to all health insurance, was that
the anticipated benefits had to be at least 60 percent of the anticipat-
ed premiums. The ratio of benefits to premiums is called the loss ratio,
so the minimum anticipated loss ratio was 60 percent. In 1997, some
changes were made to coordinate with federal law changes contained
in the Health Insurance Portability and Accountability Act
(HIPAA). At that time,
Minnesota Statutes, chapter 62S,
was added to regulate the benefits
of federally qualified policies.
However, regulation of rates did
not change significantly.

Rate regulation did change signif-
icantly at the beginning of 2002.
To address concerns about rate
increases on LTCI policies, regu-
latory changes were developed by the National Association of
Insurance Commissioners. The new language is referred to as rate sta-
bility requirements. In 2001, Minnesota adopted rate stability, and
Chapters 62A and 62S were revised. The revisions only apply to LTCI
policies approved after December 31, 2001. 

For those policies to be approved, the company’s actuary must certify
“that the initial premium rate schedule is sufficient to cover anticipat-
ed costs under moderately adverse experience and that the premium
rate schedule is reasonably expected to be sustainable over the life of
the form with no future premium increases anticipated,” as required in
Minnesota Statutes, section 62S.021, subd. 2, para. (2) (i). The actu-
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ary should be a member of the American Academy of Actuaries
(Academy), which requires basic and continuing education of its
members. The Academy also has professional standards of practice for
its members. After review of the documentation, the department may
request more details to establish that the rates are in compliance with
the law.

A variety of other requirements take effect if the insurance company
ever requests a rate increase, including contingent nonforfeiture on
lapse. This provides a financial penalty to a company that raises rates
by a large percentage. It requires that company to provide a nonforfei-
ture benefit to policyholders who allow their policies to lapse, even if
they didn’t purchase such a benefit.

These changes are intended to reduce the likelihood of future rate
increases, without increasing the likelihood of company insolvency. 

However, most of the policies currently in force in Minnesota are
NOT subject to the rate stability provisions described above, because
almost all policies currently in force were approved by the Commerce
Department prior to 2002.

Although complaints to the Commerce Department about rates have
recently increased, they are still low in number. In 2000, there were
two complaints about LTCI rates, and 283 about LTCI marketing and
advertising. In the first ten months of 2004, there were 33 complaints
about LTCI rates and 197 about LTCI marketing and advertising.

Possible Future Changes in the Market
Predicting the future is a risky business, but some images emerge from
the murky depths of the crystal ball.

We believe that rate increases will be less frequent in the future
(unless there are unanticipated changes in utilization) because long-
term interest rates are unlikely to decrease significantly from current
historically low levels. Also, lapse rates can’t go below zero, so they
can’t decrease very significantly from current levels. At this point,
there is no indication that per-person utilization of long-term care
services will increase or decrease significantly in the near future.

Sales of new policies appear to have plateaued in Minnesota.
According to the detailed state reports, enrollment climbed from
about 69,000 people at the end of 1999 to 112,000 at the end of 2002,
but only gained another 1,000 in 2003. Recently, rates appear to have
increased faster than wages, making the policies less attractive. The
market may have reached an equilibrium point, where sales do not
outpace lapses significantly, and the percent of the senior population
with coverage remains stable. 
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On the other hand, a greater proportion of seniors may decide to pur-
chase LTCI, depending on two potential changes in the decision
process. First, awareness of the potential for changes in Medicaid
reimbursements may lead individuals to purchase coverage. There is
no guarantee that government will be able to maintain the same level
of reimbursement in the future, particularly with the growth in seniors
as a percent of the population.

Second, if tax benefits for LTCI premiums are significantly enhanced,
this could increase the proportion who decide to purchase. However,
the federal government does not appear to be close to providing more
tax benefits, perhaps because the cost would be immediate and signifi-
cant, while the potential savings might take twenty years or more to
become significant.

Rate regulation is not likely to change in the next several years, nor is
the NAIC working on any further changes to rate regulation. The
impact of the most recent changes will take several years to be notice-
able, and significant changes are unlikely to be recommended until
after the impact has been studied.
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Sources of Additional Information
Here are sources of more detailed information, most of which are
available on the internet. If internet access is not available, most
information can be obtained by calling the organization that is listed.
The list includes government information, consumer information, and
studies or data sources.

Government Information
The Minnesota Department of Commerce has information on insur-
ance at www.commerce.state.mn.us. Click on Consumer Info and
then Insurance. The insurance Consumer Response Team (CRT) is
comprised of investigators who respond to consumer phone calls
about insurance. The CRT attempts to resolve disputes between con-
sumers and the insurance industry informally. In the Twin Cities
metro area call (651) 296-2488 or statewide toll free at 800-657-3602.

Minnesota law regulating LTCI can be found at www.leg.state.mn.us.

University of Minnesota Extension provides an interactive study pro-
gram to help seniors learn about long-term care options. Go to
www.financinglongtermcare.umn.edu.

Centers for Medicare and Medicaid Services (CMS) provides infor-
mation at www.cms.hhs.gov, including information on nursing homes
and alternatives to nursing homes. Click on Consumers, Medicaid,
and Disability & Aging.

CMS also cosponsors a consumer education initiative in several states
(not including Minnesota). Go to www.ltcaware.info.

The California Department of Insurance provides a listing of LTCI
rate increases in all states as reported by companies, at
http://www.insurance.ca.gov. Click on Insurance Guides, then Long-
Term Care Rate and History Guide.

Consumer Information
The National Association of Insurance Commissioners publishes A
Shopper’s Guide to LTCI. Go to www.naic.org. Click on Consumers,
then Consumer Publications.

AARP (they shortened their name in 1999) provides both consumer
information and research information on long-term care. Go to
www.aarp.org.

The Senior Federation of Minnesota provides a booklet on health
insurance, including LTCI, and also a variety of services for seniors.
Go to www.mnseniors.org.
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Consumer Reports has a November 2003 article, Do You Need Long-
Term Care Insurance? Go to www.consumerreports.org. Click on A to
Z Index, then on I, then under Insurance click on disability, long-term. 

The Insurance Federation of Minnesota sponsors an insurance help
line staffed by volunteers. Go to www.mninsurance.org.

The National Association of Health Underwriters has several useful
resources, including a 2004 state-by-state survey of nursing home costs
done by Met Life. Go to http://www.nahu.org/, and click on
Consumer Info, Issues, and Long-Term Care.

Data and Studies
The Congressional Budget Office issued a 2004 study on the financing
of LTC. Go to www.cbo.gov. Click on Publications, Health, and
Financing Long-Term Care for the Elderly.

The U.S. Census Bureau publishes the Statistical Abstract of the
United States every year, a compendium of information from a variety
of government and private sources. Average cost and levels of use of
nursing homes, numbers of medical care providers, and a variety of
other data appears in the chapter on Health. Current and past edi-
tions are available on-line at www.census.gov. Click on Statistical
Abstract under the Special Topics heading.

AARP (they shortened their name in 1999) provides both consumer
information and research information on long-term care. Go to
www.aarp.org.

Georgetown University has produced a variety of research and policy
papers on LTCI. Go to www.ltc.georgetown.edu.

The Institute for the Future of Aging Services is an organization spon-
sored by the American Association of Homes and Services for the
Aging. It has a variety of information at www.futureofaging.org.

The National Health Policy Forum is sponsored by George
Washington University. Information is available at www.nhpf.org.
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Long-Term Care Insurance Market in Minnesota
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