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PREFACE

Like most sates, New Mexico faces a severe budget chalenge driven in large part by Medicaid,
especidly long-term care costs for the older adult. New Mexico has alarge population of needy
citizens of al agesfor whom Medicaid isacritica safety net. Although the State maintainsa
relatively tight Medicaid long-term care residentid and community services digibility, federad

rules prevent targeting benefits only to the poor. This dlows middle and upper-middle class
people to qudify for Medicaid funds without spending down due to the use of Miller income
trugts for higher income citizens and exemptions for homes and other assets The state needs to
preserve Medicaid for those whom it was intended by encouraging its citizens to utilize, where
appropriate, ther financd resources for their long-term care cogts before relying on Medicaid.

In 2005 Senate Memorid Bill 35 (see appendix) was introduced into the 47" Legjidative session
to study thefinancid impact of long term care (community and resdentid care) on the Medicaid
budget and identify aternative models of funding such care. Unfortunately, time ran out and the
full Serete never consdered the Bill onthe last day of the sesson Although the Memorid was
not enacted, requesting individuas from the public and private sectors formed an ad hoc task
force to comply with the spirit of Memorid Bill 35 with recognized expertise on dternative
modd s for Medicaid funding to contribute to the contents of this document._Contribution to the
content does not imply endorsement of the recommendations.

Thisintent of thisreport isto encourage the New M exico legidatureto: a) consider other
optionsto Medicaid funding of long-term care and b) encourage New M exico citizenswith
the financial resourcesto utilize these optionsprior tother relyingon Medicaid. Thisis
doneby:
 Providing information on the advantages and disadvantages of thevarious financial
programsthat may be used as alter natives to Medicaid support of long-term care
cost, and
* Making recommendationsfor legidative action needed to encour age the utilization
of these financial programs.

Please note, this report does not endorse any particular financid program




EXECUTIVE SUMMARY

Medicaid was established in 1965 with the aim of providing medicd hedth care for the poor and
to assist those with few resources and incomes too low to cover needed hedlth services. Today,
Medicaid expenditures exceed the cost of Medicare and will continue to explode. If Medicaid
entitlement programs are under-funded today, in the future, the demand for long-term care,
driven by longer life expectancy and the oncoming wave of Baby Boomers, will exhaust the
program. Today 13% of the population is age 60 and over, by 2030 it will increase to 20%. By
2030, New Mexico will rank fourthin percentage over age 60 (Albuquerque Journd, April 22,
2005). Steps need to be taken to insure that Medicaid provides support to those the program was
intended to serve. There are three gpproaches to insure adequate funding of Medicaid:

* Provide full funding of Medicaid (state and federd)

» Make Medicaid a pre-funded program such as Socid Security and Medicare, and,

* Encourage the utilization of resources to fund long-term care before relying on

Medicad.

Thisreport will focus on the utilization of resources to fund long-term care cost.

Presently approximately 75% of Medicaid recipients are poor adults (mostly women) and
children. But this group accounts for only about one-third of Medicaid's costs. The remaining
25% of Medicaid recipients are aged, blind or disabled, and they account for two-thirds of the
program's costs (Ellen O’ Brien, 2005). The main cost driver for thislatter group islong-term
care for the ederly (age 65 and over). One reason contributing to this high cost isthat Medicad,
in part, has become long-term care insurance for the middle socia economic class (Stephen
Moses, 2005).

Medicaid was never intended to be "long-term care insurance for the middle dass’ asit has
become. Aslong asit remains "inheritance insurance’ for the baby boom generation, Medicad
will continue to fall in itsfirgt respongbility—to provide along-term care safety net for the
disadvantaged (Stephen Moses, 2005). Thiswill be exacerbated as the Baby Boomers begin to

age beyond 65.

CMS (Center for Medicaid and Medicare Services) noted that the Medicaid program will only be
sudainableif its resources are not drained to provide hedlth care assistance to those with
subgtantial ability to contribute to the codts of their own care (Stephen Moses, 2005).

A shift in the Medicaid funding paradigm is needed to encourage individuas who have the
finandd resources to take persond responsbility for their long-term care (Nationd Governors
Association (NGA, 2005). The NGA recommendations to promote such ashift are:
* Strengthen asset trandfer rules;
» Use incentives and education to increase public awareness to use "dterdive financing'
to offset long-term Medicaid costs;
* Increase cogt sharing for beneficiaries with annua incomes above the federd poverty
leve;
 Streamline the Medicaid waiver gpplication process for states,
* Allow gatesto offer different benefit packages depending upon beneficiaries hedlth;
and




* Pro-activdy position states to immediatdy implement the federd Long-term Care
Insurance Partnership programs once the federd government removes the restriction
prohibiting the states from implementing the program

This paradigm shift recommended for New Mexico isnot directed at our current older adult
population, but intended for those age 60 and younger. The well-publicized aging of the Baby
Boomer generation threatens to place considerable stress on our state’ s long-term care system,
specificdly, the publicly financed Medicaid program. The state must fortify itsdf onimpending
need for long-term care sarvices by ensuring that citizens who have the meansto finance a
portion or dl of their long-term care services aso possess the tools to do so. It will teke time and
education to bring about this change.

Nationdly and locdly, it has become recognized that changes must occur inthe current
Medicaid funding paradigm to: a) keep Medicaid solvent and reduce the cost burden to states;
and, b) insure adequate funds are available to assst those with few resources and limited
incomes by ether pre-funding Medicad, fully funding Medicad, utilization of ones resources
prior to accessing Medicaid, or posthumous financing through estate recovery. Pre-funding and
fully funding Medicaid are the purview of the federal government and are not being considered.
Therefore changes in the funding paradigm must focus on how to:

A. Re-direct persond assets in edtate planning to support long-term care, and

B. Enhance estate asset recovery programs as a disincentive to asset trandfer.

Our gtate should consider embarking on a new mission that is proactive by encouraging those
who are soon-to-age or at risk for disability to focus on preparations for their needs. This
preparation includes the state' s critica involvement in identifying, characterizing, and educeting
the citizenry about the various private financing modds avallable in the marketplace. Perhaps,
most importantly, the individual autonomy promoted by privete financing mechanisrsisthe
ultimate expresson of sdf-direction




NARRATIVE

A. Re-directing personal assets with Estate Planning (Private Financing Options
for Long-Term Care)

Thetrandfer of assets varies with the level of assets held and demographic characteristics, such
asthelevd of disability, maritd status, and gender. Approximately 6 million, or about 22

percent, of al ederly households reported transferring cash during the last 2 years. Elderly (age

65 and over) households with higher asset levels were more likely to have transferred cash than
households with lower asst levels.

Almogt dl of these cash transfers were made to children or stepchildren. Of the elderly
households that transferred cash, the median income was $37,000. The amount of cash
transferred ranged from $0 to $725,600; median non-housing resources were $128,000 and
ranged from less than $0 to $12,535,000 (www.gao.gov/new.items/d05968.pdf .).

Thismind-set in asset trandfer, as the main focus for estate planning must be re-directed to
encourage individuas who have the financid ahbility to use these resources to pay for long-term
care expenses.

Nationally, severd options have gained prominence as viable methods for dternative financing
for long-term care. They indude:

Long-Term Care Insurance

State “Partnerships’ for long-term care insurance

Annuities

Life Insurance with long-term care provisons

Long-Term Care Insurance offered through employment or uniors
Reverse mortgages

Sk wbdpE

Individudly, none of these solutions represent a“ cure-al” for the financing needs of New
Mexicans, but taken collectively, these options can be matched to the needs and preferences of
the growing Baby Boomer population, who are current residents of New Mexico or who will
retireto our state.

The following sections provide a further description of these options induding a short sketch of
the intended audiences and the advantages and disadvantages of each.

1. Long-Term Care lnsurance

Description: Similar to hedth insurance, long-term care insurance enables consumers to plan
for cogts in a manner that limits exposure to out- of- pocket expenses while megting preferences
for sdf-financing. The long-term care insurance policies can provide for arange of services,
including nurang home bendfits, asssted living, home and community-based care such as home
hedlth aides, persond assstance, and case management. The annua premium required by a
policy will vary widely based on benefit selection(s) aswell as age at the time of purchase.



Consumers who chose long-term insurance have two options: a non-forfeiture benefit policy (if
default on premium, do not lose what was paid in) or aforfeiture policy (if default on premium
dl padinlogt), which isless expensve. In choosing the latter consumers should be sure the
coverage does not lgpse because the premium will be lost. The most important reason to
purchase Long-term Care insurance is to maintain independence and contral: i.e., to be able to
purchase quality care in nurang home care. Asset protection is a secondary benefit of LTC
insurance.

Since 1992, there has been a 300% increasein long-term care palicies. Currently 9 million long-
term care policies arein force. Asresult of the Hedlth Insurance Portability and Accountability
Act of 1996, (HIPAA), to reform hedthcare those policies, that qudify, receive afedera tax
exemption and severa states have additiond tax incentives. New Mexico does have tax credit
for LTC insurance. Nationa studies show market penetration in New Mexico is 1-5 percent over
the age of 50, ranking New Mexico at the bottom quarter of states (www.ahip.org). Arizonaand
Colorado have market penetrations between 6-9 percent and lowa and Nebraska more than 15
percent.

Target Groups: Consumers whose annud income is more than $35,000 or if premiums
account for less than seven percent of annud income. Traditiondly, long-term care insurance
was meant for those who possess the means to self-insure long-term care, but choose not to do so.

Advantages. Long-term care insurance provides the purchaser with the ability to plan againgt
catastrophic costs associated with extended aging-related illnesses. If not planned for, these
costs may threaten assets, resulting in lost inheritances for family members or impoverishment.
Long-term care insurance yidds consderable choice in designing plan benefits aswel asin

ng those services once the benefits are triggered.

Long-term care insurance is sold ether as an individua policy or through an employer-
sponsored modd, similar to traditiond hedth insurance.

Individual palicies

The mgority of policiesareindividud. The average age at time of purchase of an

individud policy is 60, withan individud policies, the policyholder is protected by a

contract with carrier, enforceable in court of law. The premium is 100% tax deductible to
C-Corporation owners and scheduled according to the IRS medica expense deduction rules
for S-Corporation owners, Partners, and Sole Proprietors.

Employer sponsored policies

Employer-sponsored policies are becoming increasingly popular. The average age at time
of purchase for employer-sponsored policiesis45. Annual premiums are consderably
cheaper a younger ages and with the additiond funds over time from such apolicy helps
reduce premium costs for older gpplicants. Policies offered through the workplace are
usudly reviewed by the human resource department, provide objective policy
recommendations and reduce the confusion from an array of different policies. Many times
the palicy is portable if the employee leaves their place of employment.

Disadvantages: Thelong-term care insurance market is very confusing due to an array of policy
options. Picking the right one is fraught with many uncertainties. Policy standardization is
occurring as more insurers offer policies that conform to standards regarded as “qualified”
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according to HIPAA. Long-term care insurance is not a comprehensive solution for the entire
population. The disabled cannot purchase long-term care insurance nor islong-term care
insurance recommended for lower income households. Long-term care policies may experience
sgnificant increases in annua premiums making premiums unaffordable and cause Sgnificant
policy lapses (currently less than 10%) for those with no non-forfeiture benefits.

2. State “Partnership” Policiesfor Long-Term Care | nsurance

Description: The Partnership program is currently authorized in only four states (NY, CA, CT,
IN). Thereis pending federa legidation to open this program to dl states.  The*Partnership” is
the collaboration between long-term care insurance providers and state regulators to craft policy
guiddines that provide increased consumer protection and standardization in long-term care
insurance policies: inflation protection, non-forfeture benefits, case management, home and
community-based services and a standard “benefits trigger”.

The uniqueness of a Partnership policy combines traditiona long-term care insurance with
access to Medicaid benefits once these Partnership policy benefits expire, providing asset
protection by walving the traditiond “spend-down” requirements. The amount of asset
protection depends which of two public policiesis available:

1) Ddllar-for-dollar (currently in 3 of the 4 gpproved states). For each dollar of policy
value, adollar of assets was protected (and exempted from posthumous asset
recovery efforts)

2) Tota asset protection (New York State). The purchase of a Partnership policy
enabled a purchaser to protect al assets, with no * spend-down” required prior to
Medicad digibility. Total asset policiestypicdly require 3 years of nursng home
benefits or 6 years of home and community care benefits or some combination of the
two.

The “Partnership” program began as a demonstration project sponsored by the Robert Wood
Johnson Foundation. Four states: New Y ork, Indiana, Connecticut and California implemented
Partnership programsin the early 1990s.
*New York - 47,439 policies, Aug 2005 (www.nyspltc.org/saes.html)
eIndiana- 34,969 policies, March 2005 (www.in.gov/fssaliltcp/quarter 404 report.htrml)
*Connecticut — 46,000, 2005(www.opm.state.ct.us/pdpd4/Itc/consume/consumer. htm#generd)
«Cdifornia— 96,774, June 2005 (www.dhl.ca.gov/cpltc)

Provisonsin the Omnibus Budget Reconciliation Act (OBRA) of 1993 precluded additiond
datesfrom offering partnership policy asset protection when accessng Medicaid services.
Lobbying efforts, including support from the National Governors Association, Nationa
Asociation of Hedlth Underwriters and the National Council of Insurance Legidators, are
underway to jumpstart the partnership program. Recently, Senator Grasdey (R-1A) introduced
Senate Bill 1602 whichwould amend OBRA, 1993, to enable the Partnership modd to expand.
Currently, 8 states have passed partnership-enabling legidaion in anticipation of the remova of
Federd redtrictions. New Mexico's 2005 legidature introduced Senate Memorid 35 (see
Appendix A), to study financing options. Unfortunately, the Senate memoriad did not pass due to
time condraints.




Target Audience: The*Partnership” program offers the opportunity of expanding the long-term
care insurance market to include lower-wedth individuas by providing affordable and flexible
policies to consumers who may not be able to afford traditiond long-term care insurance. The
Partnership program intent is to delay, and potentialy eiminate, total reliance on Medicaid by
enabling those who can afford to purchase long-term care insurance to initidly pay for their
long-term care needs.

Advantages. The Partnership program encourages individuas not to spend through their
persona resources and become dependent on Medicaid but to finance their long-term care needs
from aflexible menu of sate-endorsed policies. Thisprogram should at least yiddd Medicaid cost
neutrality but most likely produce costs-savings. Three of the four current Partnership states offer
one-year policies, which are more affordable than the traditiond three year long-term care
insurance policies. An important incentive for the purchase of Partnership paliciesis the ability

to protect assets while accessing the Medicaid program.

One mgor advantage of the Partnership programisimproved collaboration and communication
between the insurer community and state regulators.

Disadvantages: The Partnership programsin the origina four demonstration states are not
meature enough to conclusively document Medicaid cost-savings. The Partnership’s ability to
reach farther down to lower-wedth individuds is not guaranteed and is predicated on program
design and the program’ s relation with the insurer community, specificaly sdesagents. A
congderable gap in service type may exist as a purchaser trangtions from long-term care benefits
to Medicaid benefits. For example, a beneficiary may be using home care benefits via the
Partnership policy, but smilar services may not be available via Medicaid once Partnership
benefits expire.

3. Annuities

Description: The basic annuity concept issmple. Anindividud, who has alarge sum of
money, but wants continuing income, transfers the funds to a commercid issuer (usudly an
insurance company) or a private person.  The annuity issuer promisesto provide a continuing
gream of income payments. The payments can be promised for life, the joint lives of 2 people, a
gpecific number of years, or anumber of years with refund provisonsif the annuitant dies before
the term ends. The more payments made to an individud, the smdler each individua payment.

The basic concept supports many annuity variations:
Is the firgt annuity payment immediately or deferred?
What determines the span over which the issuer will make payments to the owner? (10
years certain? 20 years certain? or over alifetime?)
Although many annuities are purchased with a angle lump-sum payment, multiple
premium annuities are possble.
Isthe rate of return set in advance, responding to interest rates (fixed annuity) or subject
to change based on market forces (variable annuity)?
How much control does the purchaser have over the investment of the account?
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|s a charge imposed for surrender of the annuity? A frequent provison is a“back-end’
charge that sarts out fairly high, but is reduced each year, and phases out after seven
years.

Is there an insurance eement and, if so, what is the effective cost? Mogt annuities
include a death benefit provison of sometype. Some annuities are now offering Long-
term Car e benefit provisions.

Who regulatesit? Variable annuity products are considered securities, so the person
sling them mugt have a securities license. Fixed annuity products are considered to be
insurance if sold through life insurance companies, o the person sdlling them must have
alifeinsurance license.

Will the annuity be tax qudified, (i.e.,, IRA)?

Target Audience: Annuities are ussful in der care financid plamning. A person whose
judgment is somewhat impaired might be cgpable of administering each month’sincome and
paying hills, but incapable of managing large principd sums. Annuities offer financid
management to those individuas with large sums of money, but who are medically uninsurable
for atraditiond long-term care policy. Annuities dso offer afinancia tool for young investors
who are looking to diversfy portfolios and place fundsin safer investments that offer an income
stream for retirement or healthcare needs at a later date.

Advantages. Entry into the annuity marketplace requires no medicd underwriting. The
products are available to dl ages. Some annuities offer early withdrawa provisonsfor the sole
purpose of long-term care needs. The early withdrawal provisions dlow the annuitant to draw
monthly income payments for the long-term care without early withdrawa pendties. The
annuitant must provide proof of long-term care needs by a doctor’s recommendation that he/she
cannot perform 2 activities of daily living (bathing, toilet use, eating, grooming, waking).
Annuities can be purchased with long-term care insurance policies to guarantee that the premium
on the long-term care insurance policy gets paid. The coordinated purchase of the two policies
alows the annuitant to Stipulate that the annuity income be paid to the long-term care insurance
company and, therefore, a premium is never missed because of a billing error, a payment error, a
bank account closing, or achange in power of attorney. Annuities are not consdered to be tax
qudified under HIPAA and the proceeds for long-term care needs may be determined as taxable
at some paintintime. Asof this date they are not being taxed.

Disadvantages: Annuities are not typicaly marketed to the young, underfinanced marketplace.
Annuity fees may be adisncentive for investors. Although the company issuing the annuity has
the opportunity to benefit from investment funds, it dso has expenses related to marketing and
adminigtering the annuity. Thus, fees of various kinds are imposed, depending on the annuity
contract. The various fees reduce the amount that will eventudly be available to the owner of
the annuity (or heirs). Because financia planners tend not to bring annuities into the plan

because the commissions are not as great as other investment opportunities, the consumer is not
well educated on annuities and their potentia for long-term carefinancid planning. A minimum
of $50,000 is required to gain any significant LTC benefit which may not be possible for may
New Mexico resdents
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4. Lifelnsurance with Long-Term Care Provisions

Description: Lifeinsurance plays asgnificant rolein financid planning. Life insurance can
create an “ingant estate’ in particular for younger individuas. Lifeinsurance traditiondly has
been used to help pay for things like estate taxes, burid costs, debts of the insured, ongoing
living expenses of the beneficiaries, and education costs for children of theinsured. In more
recent times, life insurance is dso being issued with arider known as* Accelerated Degth
Bendfits’.

Accderated Degth Benefits, (ADB), may be made available on the basis of a diagnosis of
termind illness, or for either atermind iliness or chronic illness requiring long-term care.

Nursing home, home hedlth and adult day care are services that can be paid for with ADB life
insurance. At thetime of degth, the life insurance proceeds that were not used for long-term care
are paid to the designated beneficiary.

Target Audience: Anyone who buys life insurance should be educated about the use and add-
on of the ADB rider.

Advantages. Lifeinsurance is more universaly known and purchased by al age groups. Life
insurance has multiple purposes and one purchase could solve amyriad of financid planning
Stuations. Lifeinsurance underwriting concentrates on mortality not morbidity and is more
eadly issued on individuas who have minor illnesses and injuries. Life insurance with an ADB
isaso available to employer groups. Permanent life insurance policy premiums are guaranteed
not to go up if the policy is set up correctly.

Disadvantages. Lifeinsurance is more difficult to place on older ages because of the mortdity
tables and the hedth risks. Larger death benefits should be considered if the policy isto be used
for long-term care and other persond life insurance needs. Older age prospects may not be able
to afford the premium that it takes to purchase and keep the policy going.

5. Long-Term Care lnsurance
Through Employment or Unions

Description: Group Long-term Care Insurance (LTCi) is quickly becoming the “hottest” new
benefit within the corporate scene. According to America s Hedlth Insurance Plans (AHIP),
employer sponsored LTCi plans are growing at arate of 32% per year. The National Council on
Aging finds that seven out of ten employeeswant LTCi. And, by the year 2006, NCA estimates
that 46% of al companies will be making thisimportant benefit available to their employees.

The country’s 77 million Baby Boomers born between 1946 and 1964 now represent a quarter of
the population. Asthey age, they’ll not only need LTCi for themsdves and their spouses, but for
their aging parents aswell. When an employee takes time off to care for an elderly parent, this
affects the workforce productivity.

Asabenefit, LTCi isunique. It can be offered as a carve-out to a select group, such as the key
executives. Theflexibility of LTCi adlows companies to pay premiums for some employees and
offer the policy as avoluntary benefit for others. When it is offered as a voluntary group benefit,
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the employees will be given the opportunity to take the policy with them if they leave the place
of employment. Another unique feature isthat LTCi benefits are tax-free benfits.

Employees can opt to take coverage on their spouses, parents, in-laws or other family members
through the group LTCi benefits offered by the employer. Typicdly, the employee will be able
to obtain the insurance without evidence of medicd history (groups of 10+ employees); however,
if the employee wishes to add a spouse, or parent or in-law to the plan, those individuas will
need to qudify medicaly. The extended family memberswill have amuch easier time getting
group LTCi with their medica history than they would in the individud marketplace and the
premiums are more reasonable.

Group Long-term Care Insurance is Smilar in design to the individud long-term care insurance
and istax qudified. NM has only one group long-term care insurance carrier in the marketplace
and that is UNUM Insurance Company. UNUM has done a good job in designing the product to
look like individud products with some limitations that make the policy affordable, but not
uncompetitive with the individual market. Long-term care insurance can be awin-win benefit

for both employers and employees that can provide for loved ones (including oneself) and help

in employee retention and workplace production.

Target Audience: Employer groups with at least 15 igible employees on the payrall.
Minimum participation with UNUM isthe greater of 15 employees or 10% of igible
employees.

Advantages:
- Reaching out to large population who needs the coverage rather than one at atime
Reaching out to a younger age group
Underwriting for the under age 65 employee is easier — no medica questions asked
Pricing is very reasonable
Policy is portable
Policy can be extended to other immediate family members with medica underwriting
Policy premiums can be run through a cafeteria plan option
Benefits are not taxable
Benefits are comprehensive and competitive with the individua products
Rates can be guaranteed for up to 4 years for a specific policy type
Premiums can be deducted off of payroll so that lapses are less likely

Disadvantages:
- Does not capture the very smal employer groups (2-15 employees)
Employer needs to be “sold” on the idea of offering another benefit for the employees
Older employeeswill need to be medically underwritten and may be turned down
To avoid cancdlation, participation requirements must be maintained

6. Rever se M ortgages or Home Equity Conversion

Description: Reverse mortgages have emerged as a tool in making available the wedlth of
Americans’ mog sgnificant financid asset for financing long-term care, homes. Eighty-two
percent of people over the age of 62 own homes and 74 percent of these own homes free and
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clear. These older homeowners have nearly $2 trillion in home equity, cdoseto haf of which
could be unlocked to pay for long-term care by means of home equity conversion according to
the Nationa Council on Aging (Tatsha Robertson, Boston Globe, April 25, 2005).

Although the popular home equity loan can provide an up-front cash amount based on the
homée' s equity, it does require the homeowner to repay thisloan on a monthly basis. Seniors
living on afixed income are averse to taking a home equity loanfor fear that they may default
and lose the home.

The reverse mortgage works in the opposite direction. A portion of the home' s appraised vaue
is provided to the homeowner ether as lump sum, credit line or monthly payment, depending on
the type of areverse mortgage. The loan is based soldly upon complete homeownership;
therefore, the borrower’ sincome, medica history or credit are not determinants of loan

digibility or amount. In addition, no payment is made to the lender as long as one of the
homeowners Hill livesin the home. If a spouse should move to a nursing home while another
remansin resdence, the loan is il in deferment. When the homeis no longer occupied by the
owners, the home can be bought back by the family or the loan is paid via sale proceeds. Lagly,
as long as the homeowner purchases mortgage insurance, the owed amount can never exceed the
gppraised value of the home.

Target Audience: Familieswho own homes without debt with adequate equity. Unlike long-
term care insurance and partnership policies, this vehicle is not dependent on hedlth Satus.
There are no redtrictions on policy denid to disahilities.

Reverse mortgages can be used by over 13 million Americans to remain independent and in
their homes longer while & risk of quickly spending down assets and needing Medicaid. In
addition, there are some 9.8 million elder households (aged 62 and older) that are deding with
impairments that can make it hard to live at home. In totdl, these households could access as
much as $695 hillion through reverse mortgeges.

(http://Avww.ncoa.org/content.cfm?sectionl D=105& detail =834).

In 2004, NCOA (Nationa Council on Aging) reported that 31.6% of those at highrisk in
receiving Medicaid could be digible for reverse mortgages. In addition, 45.3% of these high-
risk individuas could be described as potentialy spending down their assets, making them
digible.. Bighility is much higher for reverse mortgage thanit is for long-term care insurance
within the sphere of the age 65+ marketplace. It is unknown how many of thoseresding in
nursing homes own their homes http://www.ncoa.org/content.cfm?sectionl D=105& detail =576).
In 1989, the GAO found that 14% of the nursing home population receiving Medicaid owned
homes in 8 states http:/archive.gao.gov/dl 5t6/138099/pdf.

The use of reverse mortgage to pay for long-term care can dleviate financid pressure for sate
Medicaid programs and the federa government. Increasing the market for reverse mortgages
could save Medicaid $3.3 billion (with afour percent take up rate) annudly by 2010
(http://Avww.ncoa.org/content.cfm?sectionl D=105& detai|=834).

! Homeowners must continue to pay property taxes and keep the house in proper physical condition so that the unit
does not devalue.
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Advantages. Thosewho qudify for reverse mortgages through the Home Equity Conversion
Mortgage (HECM) program can quickly access fundsto pay for long-term care needs.
Individuals do not need to coordinate benefits through along-term care insurance policy; rather,
they can direct funds according to their preferences. In addition, reverse mortgages offer a
variety of waysfor drawing funds. Thistool diminates the risk of defaulting on loans and
subsequently jeopardizing home ownership. Furthermore, the concept of using home vaue to
provide critical servicesis quite familiar to the Baby Boomers who have frequently used home
equity to fund education and larger purchases.

Reverse mortgages are broadly available. Many older Americansown homes “free and clear.”
However, Medicaid exempts homes and dl contiguous property regardiess of value. This
decreases the chance of individuals using reverse mortgages. Congressiswaorking on legidation
to include homes as assets.

Disadvantages: The HECM product, aswell as others, has severa requirements that reduce the
goplicant pool for thistool. For example, any underlying liens on the home must be removed,

the home must be in “acceptable’ condition according to an independent appraisal, and the
borrower must continue to pay property taxes. These fees and obligations can be paid fromthe
loan amount, but in addition to closing fees and service charges, additiona costs can reduce the
loan vaueto alevel whereit losesits gppropriateness. The homeowner must continue to pay
property tax and keep the house in proper physical condition so that the home does not devalue.

Consumers are less aware of reverse mortgages than long-term care insurance. Outreach
regarding reverse mortgages will be needed for this vehicle to take root. Adding additiona
complexity to acceptance of thismodd is the dream the home holds for Americans. Although,
this program guarantees the home cannot be taken away while program requirements are met,
many may continue to believe otherwise. Other potentid program applicants may be concerned
about reverse mortgages jeopardizing the home sinclusion in inheritances.

B. Enhancing State Assets Recovery Programs

Background

Edtate recovery has received increasing prominence among both nationa and state policy-makers
as amethod to recouping costs of Medicaid services funded by the state from the estates of
deceased recipients.

Asst trander to quaify for Medicaid isonly asmdl part of the Medicad digibility issue. Most
people qudify for Medicaid nurang home digibility without hiding thar income or assets or
without spending down sgnificantly. Medicaid has no guiddines on income (if medicd
expenses are high enough) and no hard limit on assets (if they are held in exempt form).

Only people with assets, especialy red property assets, are likely to transfer sgnificant assetsto
qudify for Medicaid. They are mogt likely to transfer red estate, and are highly likely to make
such transfers a least three years in advance of applying for Medicaid to avoid the "look- back™
window.

15



The Omnibus Budget Reconciliation Act (OBRA) of 1993 required that states establish estate
recovery programs which, at a minmum; recoup the cogts of individuas' Medicaid benefits from
probate estates.

Estate Recovery in New Mexico
New Mexico's program is based on OBRA 1993, and contains many festures and definitions
common to other Sates recovery plans:

Definition of estates subject to recovery is limited to assets that pass through probate and
to Medicaid beneficiaries who were over the age of 55 at the time of receiving Medicad
services defined as nurang home care, home and community-based services, or
prescription drugs,

Basic adminidrative processes, including notification of new Medicaid beneficiaries of
the potentid for estate recovery aswdll as the posthumous natification to heirs of re-
payment obligations;

Specifications for waiver of estate recovery efforts, including conditions for surviving
spouses or dependent children, and if recovery efforts will cause surviving heirsto
qudify for assistance programs (TANF or Medicaid) or conversdly, if estate proceeds
will enable an helr to leave assistance programs.

New Mexico reported zero probate recoveries to the federal government in 2002 and in 2004
reported $28,200 probate recovery. Although New Mexico has not fully implemented the
expanded definition of "edtate" authorized by OBRA, '93, it isin the process of a policy change
to be more aggressive. A perception that the state’ s estate recovery efforts are not widely
enforced discourages the use of partnership’s asset protection program. The problem is that the
gate of New Mexico isthe last in line to receive any award from the edtate,

National Trends

The recent emphasi's on estate recovery efforts has spurred additional research on programs
design, implementation and outcomes. Programs have changed and expanded in response to
heightened scrutiny by the federal government. The most comprehensive and comparative study
on edtate recovery programs was produced in June 2005 through ajoint effort by the American
Bar Associaion’s Commission on Law and Aging and the American Association of Retired
Persons'. Thereis some concern that the report grosdy understates estate recoveries and
underestimates potentia recovery. Sdient findings from this report are relevant to New
Mexico's of its estate recovery regulations include:

Modest dollar amount of recovery: For fiscd year 2003, 46 states with active
programs collected atotd of $347.4 million, with amedian amount of $3,562,363.
Asaproportion of states total long-term care Medicaid expenditures, recovery
efforts ranged from 0.01% in Louisianato 2.2% in Oregon with the mean of 0.57%
for Medicaid expenditures collected. If every sate recovery were 2.2% the nationd
recoveries would be $1.8 billion.

Under current federd law it is easy to transfer assets before becoming digible for
Medicaid. Making it difficult for states to recover from estates. NM could
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implement a high qudity MER (Medicaid Expenditures Recovery) program like
Oregon's and lobby for changesin federa law to unleash its potentia for estate
recovery. The datais based on an older population of 12%, but in 20 years the aging
population will be close to 20%. The percentage of assat recovery will increase
accordingly

Cost effectiveness: Nine states recover over $14 for every administrated dollar
invested in the estate recovery program.

Operations: A few states employ outside contractors to conduct estate recoveries
and compensate these firms through a percentage of the dollar amount collected.

Program expansion: States are expanding definitions of estate beyond probate to
indude annuities, trusts and life estates.

Additional Benefit: Changing I ncentives?

Proponents fedl that the stringent posthumous estate recovery of assets will offset Medicaid costs.
and the aggressive expanson of an estate recovery program may be the incentive that individuas

need to plan for long term care needs through home ownership, long term care insurance,

annuities, and/or life insurance.
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REQUEST FOR THE NM HEALTH POLICY COMMISSION TO LEAD A STUDY OF
ALTERNATIVE MODELSTO MEDICAID IN FINANCING LONG-TERM CARE OF

It is the recommendation of the ad hoc task force to the Legiddive Interim Hedth and Human
Service Committee to submit ajoint memorid to the 2006 NM Legidative sesson addressing
dternative funding long-term care needs of the state' s population.

We recommend that the following language be included in the joint memorid:

WHEREAS, the population of New Mexicans over the age of sixty-fiveisgrowing and will
amost double by the year 2020; and

WHEREAS, due to medical advances, people are living longer, but not necessarily hedthier,
lives and

WHEREAS, the population over the age of eighty-five is growing twice the rate of people over
sxty-five, and these are the mogt frail of the ederly; and

WHEREAS, alarge and growing number of aging people are suffering from the ravages of
Alzheimer's disease and are unable to care for themsdves, and

WHEREAS, the Medicaid program in New Mexico covers the cost of nursing home care and
home- and community-based services for the derly and disabled and providesin excess of two
hundred twenty-one million dollars ($221,000,000) in combined state and federa funding for
these services, and

WHEREAS, the private cost of nursing home care is unaffordable for most peoplein need of
nursng home care and therefore most families have come to rly on Medicaid to fund thisleve
of carefor their dderly reatives, and

WHEREAS, people arefinding it relatively easy to qudify for Medicaid long-term care services,
despite seemingly redrictive digibility rules, and this relaxed access has resulted in an
entitlement mentdity regarding the financing of these services, and

WHEREAS, use of private, out-of-pocket and insurance financing of these long-term care
services has languished while Medicaid costs have skyrocketed; and

WHEREAS, long-term care insurance, home equity conversion and other dternative
mechanismsfor private financing of long-term care services have been underutilized;

NOW, THEREFORE, BE IT RESOLVED BY THE SENATE and HOUSE OF
REPRESENTATIVES OF THE STATE OF NEW MEXICO that the NM Hedth Policy
Commissionlead astudy based on the information in 2005 ad hoc committee report
“Alternatives to Medicaid Financing for Long- Tterm Care” with the cooperation of the Human
Searvices Department and the Aging and Long-term Services Department and any other
appropriate statewide public or private organizations representing aging, long-term care services
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and financing to study the financia impact of facility-based and home- and community-based
care on the Medicaid budget and identify dternative modds of financing such care; and

BE IT FURTHER RESOLVED that the study identify appropriate incentives to encourage self-
care and the use of insurance, explore potentid ways to limit asset identification and asset
transfers and promote a study to maximum Medicaid edtate recovery; explore the mechaniamsto
adopt the Federd Long-Term Care Partnership legidation when passed and identify any
loopholesin thet federd legidation that would have an adverse consequence to the state
including but not limited to gaps in coverage when trangitioning from private insurance to public
financid ad, and explore tax incentives for busnesses and individuds to purchase long-term

care insurance, and

BE IT FURTHER RESOLVED that the NM Hedth Policy Commission support the efforts of a
statewide organization representing the needs of people with Alzheimer's disease, and others as
gppropriate, to hold a conference exploring aternative models of financing long-term care
sarvices, and

BE IT FURTHER RESOLVED that the NM Department of Insurance support the development
of funding dternatives for long-term care by maintaining alist of long-term care insurance
policiesthat are federdly qudified according to HIPAA which can be accessed by the NM
public and by supporting broker education on long-term care insurance, and aiding in the
development of a statewide database of employers who offer group long-term care insurance,
and

BE IT FURTHER RESOLVED tha the NM Hedth Policy Commission develop
recommendations for education, incentives and implementation of dternative mechanisms for
financing long-term care services and report its findings and recommendations to the interim
legidative hedth and human services committee at the October, 2006, mesting; and

BE IT FURTHER RESOLVED that the NM Hedth Policy Commission provide copies of the
report to appropriate public and private statewide organizations representing aging and long-term
care; and

BE IT FURTHER RESOLVED that copies of this memoria be tranamitted to the NM Hesalth
Policy Commission, the Aging and Long-term Services Department and the Human Services

Department.
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APPENDIX A

47TH LEGISLATURE - STATE OF NEW MEXICO

INTRODUCED BY Dede Feldman
MEMORIAL Bill 35

REQUESTING THE AGING AND LONG-TERM SERVICESS DEPARTMENT TO LEAD A
STUDY ON THE FINANCIAL IMPACT OF FACILITY-BASED CARE ON THE MEDICAID
BUDGET AND IDENTIFY ALTERNATIVE MODELS OF FINANCING SUCH CARE.

WHEREAS, the population of New Mexicans over the age of sixty-fiveisgrowing and will
amost double by the year 2020; and

WHEREAS, due to medical advances, people are living longer, but not necessarily hedthier,
lives, and

WHEREAS, the population of people over the age of eighty five is growing twice asfast asthat
of people over sixty five, and these are the most frail of the dderly; and

WHEREAS, alarge and growing number of aging people are suffering from the ravages of
Alzheimer's disease and are unable to care for themsalves, and

WHEREAS, the Medicaid program in New Mexico covers the cost of nursing home care and
home- and community-based services for the elderly and disabled and providesin excess of two
hundred twenty-one million dollars ($221,000,000) in combined state and federd funding for
these services, and

WHEREAS, the private cost of nursing home care is unaffordable for most people in need of
nursing home care and therefore mogt families have come to rly on Medicaid to fund thisleve
of carefor their elderly rdatives; and

WHEREAS, people arefinding it relatively easy to qudify for Medicaid long-term care services,
despite seemingly redtrictive digibility rules, and this relaxed access has resulted in an
entitlement mentdity regarding the financing of these services, and WHEREAS, use of private,
out- of-pocket and insurance financing of these long-term care sarvices has languished while
Medicaid costs have skyrocketed; and

WHEREAS, long-term care insurance, home equity conversion and other aternative
mechanisms for private financing of long-term care services have been little utilized;

NOW, THEREFORE, BE IT RESOLVED BY THE SENATE OF THE STATE OF NEW
MEXICO that the aging and long-term services department be requested to lead a study with the
cooperation of the human services department and appropriate Statewide organizations
representing aging and long-term care services to study the financia impact of facility-based and
home- and community based care on the Medicaid budget and identify dternative models of
financing such care; and

BE IT FURTHER RESOLVED that this study identify appropriate incentives to encourage self-
care and the use of insurance, explore potentid ways to limit asset identification and asset
trandfers and promote maximum Medicaid estate recovery; and BE IT FURTHER RESOLVED
that the aging and long-term services department support the efforts of a statewide organization
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representing the needs of people with Alzheimer's disease, and others as appropriate, to hold a
conference exploring dternative modds of financing long-term care services, and

BE IT FURTHER RESOLVED that the aging and long-term services department develop
recommendations on implementation of aternative mechanisms for financing long-term care
services and report its findings and recommendations to the interim legidative hedlth and human
services committee at its October 2005 meeting; and

BE IT FURTHER RESOLVED that the aging and long-term services department and the human
services department provide copies of the report to appropriate statewide organizations
representing aging and long-term care; and

BE IT FURTHER RESOLVED that copies of this memoria be tranamitted to the aging and
long-term services department and the human services department
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