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Financing Long Term Care in Ireland Introduction 

1. Introduction 

"Age will not be defied " 

Francis Bacon 

Background 

I. I It is timely now to give consideration to the issue of financing long term care for the 
elderly. We have, in Ireland, a "window of opportunity" in which to address this issue 
before expected demographic changes bring us to a crisis point. In this respect, we are 
considerably more fortunate than many other developed countries, in which old age 
dependency ratios have already increased dramatically. 

1.2 The report of the Pensions Board on the National Pensions Policy Initiative earlier this 
year set out a strategy for future development of the pension system. The issue of 
long term care, however, was not considered in detail in the report, the Board taking 
the view that this issue would need separate consideration. 

1.3 The review of the Carer's Allowance recently published by the Department of Social, 
Community and Family Affairs considered the financial needs of carers and care 
recipients and outlined alternative financing arrangements to be considered as a means 
of paying for long term care At the launch of this review, the Minister announced that 
Government has agreed to carry out a consultancy report on the role of social 
insurance in funding I.ong term care. 

The. issues 

1.4 Experience in other countries suggests that about 40% of people over age 65 may 
require residential long term care at some point. Many people, however, will only 
need such care for a relatively short period, so that substantial care costs will arise for 
perhaps 20% of the over 65 population. 

15 It is clear from previous studies l that, for those elderly people who have significant 
care needs over an extended period, a "normal" level of retirement income is not 
sufficient to meet the·full cost offormal care. Many elderly people may be "asset-rich, 
but cash-poor". The sale of the family home may be one method of financing care 
costs, but obviously only facilitates residential care, not care in the community. It is 
also unlikely to be viable if the spouse of the person in need of care is still living. 

1.6 At present, the provision of informal care, largely by family members, to a significant 
proportion of the dependent elderly, reduces care costs in financial terms (although, as 
outlined in the Review of the Carer's Allowance and elsewhere, informal care may 

1 see, for example, "The Economics and Financing of Long-Term Care of the Elderly in 
Ireland", by O'Shea and Hughes, 1991 
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have significant costs which cannot be measured in financial terms, for example, in 
terms of the impact on the carer and/or family relationships). The extent of informal 
care provision is, however, likely to reduce given an increasing number of elderly 
people in need of care and in view of other social and demographic changes (of which 
perhaps the most striking is the increasing level of female participation in the labour 
force\ This will increase the need for effective solutions to finance the cost of formal 
care, both in the community and in institutions. 

1.7 As noted in the Review of the Carer's Allowance, "the degree of uncertainty with 
regard to who will need long term care and for what duration indicates that a 
collective risk-pooling mechanism may be the most efficient solution. " 

l.8 At present, the State is the principal financier of formal care for the elderly through 
direct provision of services in institutions and the community, nursing home 
subventions, the carer's allowance and tax allowances. There are, at present, no 
collective mechanisms in the private sector for financing long term care. Therefore, 
private contributions to the cost of long term care are currently limited by the amount 
of the dependent person's income, the income of family members, if available, and the 
amount which can be raised by the sale of family assets. 

Establishment of Working Party 

1.9 Against this background, the Irish Association of Pension Funds (IAPF), the Irish 
Insurance Federation (IIF) and the Society of Actuaries in Ireland (SOAI) established, 
some time ago, a joint Working Party to research and report on the financing of long 
term care (long term care) in Ireland. 

1.10 The members of the Working Party were: 

Mary Cahill (SOAI) 
John Caslin (IIF) 
Aisling Kennedy (SOAI) 
Paul O'Faherty (IAPF) 
Peter Prost (IAPF) 
Liam Quigley (IAPF) 
John White (IIF) 

2 Currently, about 80% of those providing infonnal care are women. 

2 
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1.11 The Working Party's formal terms of reference were:-

"In the context of integrating formal long term care and pension provision the 
Working Party will : 

(a) research the current and likely future needfor long term care in Ireland; 

(b) study the experience of other countries in making advance provision for long 
term care a,nd, in particular, instances where it has been integrated into 
traditional retirement planning; and 

(c) consider the various options open in an Irish context and assess their viability. 

On the basis of its findings under (a), (b) and (c) above the Working Party will draft a 
report for submission to the participating organisations. If appropriate this report 
should contain recommendations for legislative and other changes which would 
facilitate the integration of long term care into the broader retirement planning 
arena" . 

. 1. 12 The Working Party would particularly like to extend its thanks to Susan Elliott who 
made a substantial and valuable contribution to this report. 

Structure of the report 

1.13 Section 2 provides a summary of the contents of the report. 

1. 14 Section 3 defines long term care and outlines how the need for long term care can be 
measured objectively. Section 4 describes how long term care is financed in Ireland 
today, looking at both formal and informal care, the cost of care and the financial 
contribution made by the State. It then goes on to estimate the overall cost of long 
term care provision today and in the future and to project the potential shift in the 
balance between fOl'mal and informal care provision. Public attitudes to the issue of 
long term care are also discussed briefly. 

1 .15 The Working Party also considered relevant international experiences. These are 
discussed in Section 5. In addition, the systems which apply or have been proposed in 
the U.S., the u.K., Germany, France and Japan are outlined in Appendix 2. 

1.16 A range of possible long term care financing solutions, including State financing, 
private sector financing and partnership approaches, are analysed in sections 6 to 8. 
Section 9 makes proposals for the way forward. 

3 
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2. Executive Summary 

Section 3 

2.1 

2.2 

2.3 

2.4 

2.5 

2.6 

Section 4 

2.7 

Long Term Care: The Basics 

Section 3 defines long term care and describes the ways in which it may be 
provided. Long term care includes both social care and health care. Care may 
be provided either on a formal or an informal basis. Formal care may be 
provided on an institutional basis or in the community. Care in the community 
may include home nursing, home help, day care and respite care. Informal care 
refers to care given by relatives and friends. 

Formal long term care provision may be financed by the State or by the care 
recipient and/or his family (either from savings, income, equity release or 
through long term care insurance). 

Data is provided on the current prevalence of disability. The prevalence of 
disability rises sharply with age and is higher for women than for men. The 
various theories as to likely future trends in disability prevalence rates are 
outlined. It is currently unclear how prevalence rates will change over time. 
However, data from a US National Long Term Care Study show a small 
aggregate reduction (between 1.5% and 4.7%) in disability prevalence over the 
period 1982 to 1994}. 

The duration of long term care need is generally relatively short for those with 
a high level of dependency; low and moderate levels of care may be required 
for a relatively long period. 

The extent of informal care provision is likely to reduce as a result of socio
economic changes, in particular, increased female participation in the labour 
force and the increasing geographic spread of families. 

Methods of assessing an individual's need for care are outlined. These include 
assessment of the individual's ability to perform activities of daily living which 
is the method commonly used by insurers to determine eligibility for long term 
care insurance benefits. 

Long Term Care in Ireland: Now and in the Future 

Section 4 provides a brief description of current long term care financing and 
provision in Ireland. It then goes on to estimate the current and future level of 
long term care needs and the cost of meeting such needs. 

4 
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2.8 Health Boards provide institutional care for the elderly in a variety of 
settings including geriatric hospitals, welfare hospitals and district hospitals. 
There is no direct charge for such care but the hospital retains most of the 
elderly person's old age pens"ion as a contribution towards the cost of care. 
Where an elderly person is in a private nursing home, the Health Board 
provides a subvention towards the nursing home's charges on a means-tested 
basis. The amount of the subvention varies depending on the person's level of 
dependency, from a minimum of £70 to a maximum of £ 120 per week. 

2.9 As at 31112/96, there were approximately 20,000 long stay beds in 
public and private institutions. These are mainly occupied by the very old. 
Studies suggest that there is significant variation in the level of dependency of 
elderly people in residential care; it appears that social reasons, such as living 
alone and bad housing conditions, may play a part in the decision to transfer 
an elderly person into residential care. Overall, approximately 5% of elderly 
people are in receipt of long-stay institutional care, with perhaps a further 1 %-
2% occupying beds in acute and psychiatric hospitals. 

2.10 Community care services fmanced by the Health Board include 
community nursing, home helps, meals-on-wheels, day centres and respite 
care. Provision varies widely between health boards and there is evidence to 
suggest that formal community care is more likely to be provided when family 
care is absent than to support family caregivers. 

2.11 A substantial proportion of long term care is provided on an informal 
basis. A 1985 study found that there were at least 66,300 elderly people 
receiving care on an informal basis. 80% of informal carers are women. The 
State provides a means-tested carer's allowance to carers on low incomes who 
provide full-time care to an elderly or disabled person. The Department of 
Social, Community and Family Affairs has recently concluded a review of the 
carer" allowance and a number of proposals have been made. For example, the 
review proposes the introduction of a new non-means-tested "continual care 
payment" payable to carers of people in the highest category of dependency. 

2.12 Tax relief can be claimed on private nursing home costs and there are 
also certain tax reliefs for dependent relatives and "employed caretakers". 

2.13 A flow chart of long term care service provision and fmancing IS 

contained in Appendix 1. 

2.14 The overall cost to the State of formal long term care is estimated at 
£ 197 million for 1996. Private fmancing of formal long term care is estimated 
at £ 113 million. 

5 
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2.15 The number of elderly people requiring at least a moderate level of care 
is estimated as 102,9QO in 1996 (i.e. approximately 25% of the population 
over age 65). This is projected to increase to 176,000 by 2026 (an increase of 
71 %). Estimates have been made of the total cost of formal and informal care 
provision for the disabled elderly (valuing informal care at replacement cost). 
The overall cost of care is estimated at £877 million in 1996 and is projected to 
increase to £2.7 billion in 2026 (at 1996) prices, an increase of211%. 

2.16 However, the cost of formal care is likely to increase at a greater rate 
given that there will likely be some reduction in the provision of informal care. 
Allowing for trends in the female labour force participation rate, it is estimated 
that informal care provision may reduce by 20% over the next 30 years. On 
this basis, the cost of formal care is projected to increase from £310 million in 
1996 to £1.3. billion in 2026 (at 1996 prices), an increase of325%. 

2.17 These estimates have been made on the assumption of constant age
specific disability prevalence rates. If the prevalence of disability reduces by 
0.25% per annum, the estimated increase in costs over the 30 year period is 
189010 for total care provision and 294% for formal care provision. 

2.18 The core estimates are also based on the assumption that care costs 
will increase by 2% in excess of inflation (as the cost of care is largely labour
related). If the rate of increase in care costs were 3% in excess of price 
inflation, the estimated increase in the cost of formal care provision over the 30 
year period is 470%. 

2.19 The above projections, broad brush as they are, provide a basis 
for assessing the potential impact of an ageing population on the need for long 
term care provision and fmancing. The Working Party stresses that their 
usefulness li~s chiefly in providing a broad indication of the future trend in 
needs and costs rather than firm estimates of the likely actual cost of care. 

Section 5 An International Perspective 

2.20 Section 5 provides comparative old age dependency ratios for a number 
of developed countries, illustrating that long term care is an issue everywhere. 
Countries typically face similar issues in relation to long term care including: a 
growing proportion of very elderly people, the need to reverse a current bias 
towards institutional care and current reliance on a level of informal care 
provision which is likely to reduce in future. 

6 
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2.21 

2.22 

Section 6 

2.23 

Section 7 

2.24 

2.25 

Until recently, few countries had specific plans to address growing long term 
care needs. However, many countries have recently reviewed or are currently 
reviewing this issue. While public financing mechanisms seem likely to have to 
continue to bear a substantial proportion of the burden, some countries are 
seeking to harness private sector solutions (i.e. insurance and equity release 
mechanisms) which can make a contribution to long term care financing in 
appropriate circumstances. 

A summary of developments in relation to long term care financing in the US, 
the UK, Germany, France and Japan is set out in Appendix 2. 

Objectives 

Section 6 summarises the Working Party's objectives for suitable long term 
care financing models. These are as follows: 

• Promotion of informal care 

• Provision (and, where possible, priority) for care in the community 

• Universal access to benefits/services 

• Ensuring the quality of care 

• Cost-effectiveness 

• Maximising healthy life expectancy 

• Encouraging self-reliance 

• Collective risk-pooling 

• Pre-funding where possible 

• Stability/certainty in relation to the interaction of public/private financing 

The Role of the State 

Section 7 emphasises that the State is likely to continue to be the dominant 
player in the financing and direct provision of long term care services in 
Ireland. 

It discusses the advantages and disadvantages of a social insurance model 
relative to the current tax-based method of financing long term care, noting 
that Government has recently announced that a consultancy study will be 
carried out on the role of social insurance in funding long term care. It also 
draws attention to a potential alternative, in the form of a posthumous "care 
duty" as a means of financing care. This would facilitate risk-pooling and 
social solidarity, while making use of the assets which typically become 

. available on death. 

7 
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Section 8 

2.26 

2.27 

Section 9 

2.28 

2.29 

2.30 

Private Sector Options 

Section 8 summarises the key features of private sector financing options 
including long term care insurance products, pension-linked financing and 
equity release products. 

The financing options which may be most attractive to the public are identified 
as: 

• Long term care insurance purchased at the point at which an individual 
retires, by way of a single premium funded from pension scheme assets (in 
the case ·of defined benefit pension schemes, this would involve conversion 
of part of the individual's pension entitlement into a lump sum). 

• "Partial equity release insurance" whereby the individual would assign 
ownership of part of their home to a long term care insurer and this would, 
in effect, constitute a deferred single premium payment for a long term care 
insurance policy. The insurer would therefore pay for long term care as 
and when required. On the death of the individual, the property would be 
sold and the insurer would obtain the appropriate proportion of the 
proceeds. 

The Way Forward 

Section 9 emphasis that there is no single solution to financing long term care. 
As in other countries, the State is likely to remain the dominant funder of long 
term care. However, private funding mechanisms that encourage self reliance 
would help ease the growing financial burden on the Exchequer. 

The Working Party recommends establishment of a Long Term Care 
Stabilisation Fund in order to stabilise future Exchequer costs related to long 
term care. This recommendation has a parallel in the proposal in the recent 
re·port by the Pensions Board3 that a fund should be established to smooth the 
burden of financing pensions over future working generations. 

In addition, the Working Party suggests that consideration be given to a 
"partnership model", whereby the State would encourage individuals to plan in 
advance to meet their own long term care costs. This could be done by 
undertaking not to means-test assets for those who have effected long term 
care insurance to cover, say, the first three years of residential care or, say, the 
first six years of home care. At the end of these periods, the State would 
finance care required subsequently, subject to a contribution to care costs from 
the individual's income only. This proposal is based on the partnership models 
which have emerged in the US in recent years. 

3 "Securing Retirement Income" 

8 
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2.31 

2.32 

2.33 

2.34 

2.35 

2.36 

Whether or not a partnership scheme is considered viable, there is much that 
can be done to encourage the development of the long term care insurance 
market in Ireland. In particular, the tax position should be clarified. 
Specifically, the Working Party proposes the following tax treatment for long 
term care insurance: 

• full tax relief on premiums paid 

• gross asset build up, and 

• benefits used to support the provision of long term care to be payable free 
of tax. 

This approach should be fiscally neutral relative to the current situation where 
retirement income (which has been funded by tax-free premiums, with gross 
asset build up) can be used to paying nursing home costs, which are then 
eligible for medical expenses tax relief. 

The point at which an individual is retiring has the potential to be a significant 
watershed as far as planning for long term care costs is concerned. There is a 
heightened awareness of the need to make provision and substantial pension 
assets and other savings may be available. To take advantage of this, the 
Working Party strongly recommends that retirees should be permitted to use 
part of their pension assets, following payment of any tax free lump sum, to 
purchase long term care insurance on a single premium basis. 

For their part, insurers would be prepared to help develop a vibrant insurance 
market in long term care by: 

• Funding collectively and individually education and information campaigns. 

• Developing effective distribution channels. 

• Subscribing to an industry code of practice in relation to product design 
and claims administration that would be aimed at maintaining a high level of 
consumer trust and confidence in the approach. 

The last of the above points could be developed into a system of "kite
marking" of insurance products as has been proposed for Personal Retirement 
Savings Account in the recent Pensions Board report. 

In addition to providing quality long term care insurance products, another 
potential major role for the private sector would be to develop home reversion 
schemes aimed mainly at those whose have immediate or imminent care needs, 
and partial equity release insurance products aimed at those who are not yet in 
need of care. 

9 
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2.37 The table below summarises the current approach· and potential futur:e options 
for financing long term care in Ireland. 

Cu"ent Position 

The Way Forward 

Option 1 

Option 2 

Option '3 

• Direct provision of institutional and community 
care services by the State, 

• Means-tested State subsidies for private and 
voluntary nursing home care, 

• Means-tested Carer's Allowance, and 
• Unplanned private funding (income, savings, sale 

offamily home and family support) 

• No change 

• Non means-tested State financing via social 
insurance or a posthumous "care duty", and 

• Private funding on a top-up basis. 

• State funding on the basis of streamlined means
testing, 

• Planned private funding (through insurance and 
improved integration with general retirement 
income provision), and 

• Unplanned private funding (income, savings, 
family support, sale of family home or equity 
release) 

2.38 The Working Party's recommendations are summarised overleaf. 

10 
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Summary of recommendations 

.:. As part of the consultancy study which is to be undertaken in relation to the feasibility of 
social insurance as a means of funding long term care, consideration should be given to 
funding long term care by way of a posthumous "care duty" . 

• :. State services and benefits should be provided on the basis of a standard care needs 
assessment and means test which should be used by all State organisations which provide 
services or benefits to those in need of care . 

• :. Education of the public is required to ensure that there is a clear understanding of the way 
in which income and assets will be taken into account in determining eligibility for benefits . 

• :. Consideration should be given to restricting any means-testing of benefits to the resources 
of the care recipient . 

• :. The level of the financial contribution made by the State should be consistent across all 
settings. Specifically, the level of financial contribution should be the same for institutional 
care whether such care is provided in a public or private setting and there should not be 
any bias towards institutional care . 

• :. Consideration should be given to the establishment of an explicit mechanism to fund, at 
least partially, the expected substantial growth in long term care expenditure on a similar 
basis to the proposal made in the recent report by the Pensions Board on the National 
Pensions Policy Initiative in relation to the funding of Social Welfare old age pensions . 

• :. Consideration should be given to the feasibility of a "partnership" approach to financing 
long term care whereby the State would encourage individuals to make provision for their 
own long term care needs. This could, for instance, be done by providing State financing 
of long term care needed beyond a period of, say, three years, without means testing of 
assets, for those who have taken out an approved long term care insurance policy to cover 
the first three years of care . 

• :. The tax position for long term care financing should be clarified. Specifically, long term 
care insurance should be taxed as follows: 

• 
• 
• 

full tax relief on premiums paid 

gross asset build up, and 

benefits used to support the provision of long term care to be payable free of tax. 

.:. Retirees should be permitted to use part of their pension assets, following payment of any 
tax free lump sum, to purchase long term care insurance on a single premium basis . 

• :. Consideration should be given to developing a system of "kite-marking" (i.e. formal 
certification of certain products as meeting specified quality criteria) for long term care 
insurance products. 

11 
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3. Long Term Care: The Basics 

"Every man desires to live long; but no man would be old. " 

Jonathan Swift 

Introduction 

3. 1 The populations of most developed countries are ageing rapidly. Demographic change 
will affect society in many ways. For example, there is likely to be significantly 
increased demand for medical services and, in particular, for long term care. 

3.2 On the other hand, the supply of long term care is also likely to change. There is a 
general consensus . that care in the community is, where feasible, preferable to 
residential care. However, a significant proportion of community care is currently 
provided informally i.e. by relatives and friends without payment. Societal changes are 
likely to affect the availability of this source of care provision. In particular, the 
increased participation of women in the labour force and the wider geographic spread 
of families are likely to reduce the level of informal care provision. 

What is long term care? 

3.3 Long term care is the provision of nursing and other care services to people who are 
incapable, to a greater or lesser degree, of looking after themselves, due to functional 
or cognitive disability. A feature of long term care is that care may be required for a 
sustained period (i.e. months, or even years) and the recipient may have little prospect 
of recovery or, indeed, significant improvement. This distinguishes long term care from 
"acute" medical care where the objective is the cure, or at least the alleviation, of a 
specific medical condition or injury. 

3.4 Long term care includes both social care (i.e. help with activities of daily living) and 
health care (i.e. care associated with illness and clinical treatment, for example, care 
provided by a general practitioner or public health nurse). 

3.5 The following formal definition of long term care is one of many being used in the 
U.S.: 

"It is the broad spectrum of medical and support services, provided to persons having 
lost some or all capacity to function on their own due to chronic illness or condition 
of old age, and such services are expected to be required for a prolonged period of 
time. 

12 
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The services would generally include: 

• medical care rendered by medically qualified personnel such as physicians, 
physiotherapists and qualified nurses, etc. 

• rehabilitation services for chronic illness 

• assistance with the essential activities of daily living such as eating, walking, 
bathing, etc. 

• assistance with the essential household activities, but excluding activities such as 
gardening. " 

The provision of long term care 

3.6 Long term care can be delivered in a wide variety of ways depending on the degree of 
dependency and the availability of services. The following paragraphs contain a brief 
description of the types of care which may be provided. 

Formal care 

3.7 Formal care (i.e. care given by professional carers) may be provided in a variety of 
ways, ranging from full-time skilled nursing (either on an institutional basis or at home) 
for those with the highest degrees of dependency to support services, such as home 
helps, provided to people with low degrees of dependency who continue to live in their 
own homes. 

Institutional care 

3.8 Institutional or residential care consists of care in a geriatric hospital ward, a nursing 
home or sheltered accommodation. Sheltered accommodation usually provides 
grouped housing with a range of support services including a warden and/or an alarm 
system. Such accommodation is suitable for elderly people who are not in need of full
time nursing care but are too frail or vulnerable to remain in their own homes. 

Continuing care retireQ'lent communities 

3.9 A continuing care retirement community (CCRC) is a residential campus consisting of 
independent apartments and cottages and a variety of social and health services in one 
setting. There is usually a nursing home on, or near, the campus. In exchange for a 
large entry fee and ongoing monthly payments, the CCRC agrees to provide care to 
residents for the rest of their lives. CCRCs work on the principle of collective risk 
pooling. Not every resident will need expensive nursing care, but the fees paid by all 
residents fund the care for those who do. CCRCs originated in the U.S., but variations 
exist in countries such as France, Australia and Canada. 

13 
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Boarding out 

3. 10 Boarding out involves the placement - usually with a non-relative in a private 
household - of an elderly person, with the carer receiving some reward for the care of 
the person so placed. 

Community care 

3. 11 Community care or home care refers to care given to people who remain in their own 
home or in the home of a family member. It covers a wide range of services, such as: 

• home nursing 
• home helps 
• meals on wheels 
• day centres. 

3.12 Respite care and the provision of assistive devices (for example, grab bars, or stair 
lifts) are also important in order to facilitate care in the community. 

3.13 Respite care can be defined as "temporary care, either community or centre based, 
which provides relief and personal development opportunities for the carer and the 
person requiring care within a variety of facilities. The need for care ranges from 
crisis intervention to planned regular breaks.,,4 Respite care is particularly important 
as regular planned breaks and emergency cover can assist a carer to care for longer 
periods, thereby reducing the number of people seeking long term residential care. 

Informal care 

3.14 The term "informal care" generally refers to care given by relatives and friends. Such 
care is often provided without payment, although support payments may be made by 
State agencies and/or benefits paid by private long term care insurers in order to 
facilitate informal care provision. By definition, informal care takes place within the 
community. Often, the elderly person may live in the same household as the carer. 
However, there are ~lso many elderly people who receive care from family and friends 
outside their own households. 

3. 15 Some elderly people may receive both formal and informal community care, although, 
in general, formal community care services are likely to be provided predominantly 
where informal care is not available. However, the provision of formal support 
services such as respite care may be an important factor in sustaining informal care 
provIsIon in some cases. 

4 "Towards an Independent Future", Review Group on Health and Personal Social Services for 
People with Physical and Sensory Disabilities, 1996 

14 
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Designing a long term care package 

3.16 Ideally, a bespoke care package should be designed for each individual in need of long 
term care, with a specific mix of services and support appropriate to his needs as 
identified in an objective functional and cognitive assessment process. This approach 
would not only allow the care recipient and his family to be involved in the decision 
making process but would likely be the most cost-effective. Each care recipient is 
unique and he and his informal carers should actively participate in the choice of care 
package selected, whether it be residential or home care. 

The financing of long term care 

3.17 Formal long term care provision may be financed by: 

• State agencies, usually by means of general taxation or social insurance. State 
benefits may be in cash or in kind i.e. direct service provision by publicly financed 
institutions and/or professional carers paid by the State. 

• The care recipient and/or his family. They may use personal income or savings, or 
sell personal assets to finance care. If a suitable "equity release" mechanism is 
available, the family home may be used to finance care without it actually having to 
be relinquished immediately. 

• Private long term care insurance. 

The need for long term care 

3. 18 The need for long term care is a product of: 

• The number of people requiring care (prevalence of disability) 

• The amount of care they require (degree of disability). 

3.19 Both the prevalence of disability and the average degree of disability vary by age and 
sex as demonstrated in the charts overleaf. 
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Chart 3.1 

Estimated prevalence of disability in Great Britain by age and severity category 

(Number of disabled people per 1,000 population) 
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Source: opes, "The prevalence of disability among adults" 

3.20 The above chart shows that, while the need for long term care is not confined to the 
elderly, the great preponderance of need occurs amongst the infirm elderly population. 
This report focuses on the long term care needs of the population aged 65 and over. 

3 .21 The prevalence of disability continues to rise steeply after age 65. In particular, those 
over age 80 are more likely than not to require at least a moderate level of care. 13% 
of them will require continuous care. 

3.22 The chart overleaf demonstrates that the prevalence of disability is greater for adult 
women than adult men at all ages and in all severity categories. This, combined with 
the longer life expectancy of women, means that women have a significantly higher 
need for long term care than men. 
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Chart 3.2 

Estimates of prevalence of disability in Great Britain by age, sex and severity 
category 

(Number of disabled people per 1,000 population) 
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3.23 Life expectancy has been increasing steadily throughout the world during this century. 
This means that there is an increasing number of elderly people who will, in due 
course, have long term care needs. Unlike other developed countries, however, the 
increases in life expectancy in Ireland in recent years have largely been due to 
improvement in infant mortality rates as demonstrated by the table below. Other 
developed countries have experienced significant improvements in mortality rates at 
older ages. 
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Table 3.1 

Gains in life expectancy at various ages, 1925 - 1992 

'I : 

Period : I Males : Females 
I , 

Birth 5 years 70 years Birth 5 years 70 years 

1926-1946 3.1 2.0 -0.8 4.5 3.3 -0.5 

1946-1961 7.6 4.2 0.5 9.5 6.5 0.8 

1961-1971 0.7 -0,2 0.0 1.6 1.0 0.5 

1971-1981 1.3 0.6 0.0 2.1 1.5 0.7 

1981-1991 2.2 1.9 0.7 2.3 2,0 1.3 

1926-1991 14.9 8.5 0.4 20.0 14.3 2.8 

Source: CSO, "Population & Labour Force Projections, 1996-2026" 

3.24 Life expectancy at birth in Ireland in 1993 was 73 years for men and 78 years for 
women, 

Elderly dependency ratio 

3.25 As a result of more people living longer and a reducing birth rate, there will be a higher 
proportion of elderly people in future years. The elderly dependency ratio is usually 
defined as the population aged over 65 as a percentage of the population of working 
age (15-64). Projected elderly dependency ratios for Ireland and some other OECD 
countries are set out in section 5. 1 . 

Health and disability 

3.26 As demonstrated in Table 1 above, there is a clear relationship between age and the 
prevalence of disability. It is less clear, however, how increases in life expectancy will 
impact on future age-specific rates of disability prevalence. There is, in fact, currently 
much debate as to the prognosis for healthy life expectancy (alternatively known as the 
expectation of life without disability or disability free life expectancy). This IS a 
difficult subject because the link between morbidity and mortality is so complex. 

3.27 The prospects for healthy life expectancy are essentially dependent on expected 
changes in the incidence of disability and in the rates of mortality experienced by those 
who are disabled. It can be exp~cted that medical advances will result in a reduction 
both in the incidence of disability at specific ages and in the rates of mortality 
experienced by the disabled population. Depending on the relative impact of these two 
factors, disability prevalence rates at specific ages could reduce or increase, There are 
three main theories as to how disability prevalence rates are likely to change: 
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• Compression theory 

The optimists argue that through medical advances chronic degenerative diseases 
will be postponed until the most advanced years of life. If it is assumed that there is 
an overall maximum for total life expectancy, the delay of the onset of disease will 
result in a compression of the period of morbidity i.e. age-specific disability 
prevalence rates will reduce over time. 

• Pandemic theory 

The pessimists argue that although mortality rates are falling, this is not being 
accompanied by a reduction in morbidity. They believe that the reduction in 
mortality rates means that disabled people who would previously have died sooner 
are now living longer, that as we lengthen total life expectancy, we will experience 
more and more pathologies associated with advanced age and that we face a 
''pandemic'' of mental disorders and associated chronic disease and disabilities. 
This suggests that age-specific disability prevalence rates will increase over time. 

• The middle ground 

The middle ground is held by those who believe that it will be possible to postpone 
the onset of chronic degenerative diseases and disabilities such that healthy life 
expectancy will increase in tandem with total life expectancy. This suggests that 
age-specific disability prevalence rates will reduce but more gradually than the 
compression theory might suggest. 

3.28 In practice, it is difficult to measure either the progress of healthy life expectancy or 
trends in disability prevalence rates. At present, there is conflicting evidence from 
different studies. There is some evidence to suggest that healthy life expectancy is not 
increasing as fast as total life expectancy (Swiss Re Long Term Care Data Pack) and 
that disability prevalence rates may be increasing (Cologne Re, "Care Insights"). On 
the other hand, evidence from the US suggests that disability prevalence rates are 
falling as set out in the table below: 

Table 3.2 

Change in disability prevalence rates 

Age ! 1982 : 1994 . Difference 

65-74 9.8% 8.4% -1.5% 

75-84 24.7% 21.4% -3.5% 

85+ 57.3% 52.7% -4.7% 

Source: Dullaway and Elliot, 1998, ,based on data from the US National Long Term Care 
Survey 

3.29 It is also vital to recognise that future advances in medical science could alter current 
trends significantly. If, for example, a cure were found for Alzheimer's disease, the 
prevalence of cognitive impairment amongst the elderly would reduce significantly. 
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Duration of disability or long term care needs 

3.30 Dullaway and Elliott (1998) provide data on the life expectancy of the disabled elderly 
in the UK and on the duration of nursing home stays in the US: 

Table 3.3 

Life expectancy and one year survival probabilities 

, I "I ' 
_ ; I . 'ro su~iving after one Imp,lied life expectancy 

I ., i year . 

Age75 
Independent 89 
Moderately dependent 85 
Severely dependent 65 

Age 85 
Independent 85 
Moderately dependent 78 
Severely dependent 58 

Age 95 
Independent 74 
Moderately dependent 66 
Severely dependent 51 

Source: Age and Ageing, Va!. 12, Booth et ai, 1983 

Table 3.4 

Continuance of nursing home stays 

I I, i' ' I : A 7e at ell! , 

Male Female 

7.1 
4.6 
1.6 

4.6 
3.1 
1.3 

2.8 
2.1 
1.3 

65-74 75-84 65-74 75-84 
Days/rom % % % % 
admission 

0 100 100 100 100 
90 56 50 57 60 

182 42 36 45 47 
365 32 26 38 37 
730 21 15 27 27 

1095 16 7 19 20 
1460 11 4 14 14 
1825 8 3 11 9 

Source: Report of the Long-Term Care Experience Committee, 1985 National Nursing Home 
Survey Utilisation Data, US Society of Actuaries 
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3.3 1 Both the UK and the US data suggest that the duration of long term care need is 
relatively short for those with a high level of dependency and/or in residential care. 
Low and moderate levels of care may, however, be required for a relatively long 
period. 

Socio-economic changes 

3.32 The future supply of informal care may be threatened by socio-economic changes, such 
as the increasing geographic spread of families and, in particular, the changing role of 
women in society. Women have traditionally provided a high proportion of informal 
care of the elderly. However, women of all ages are becoming increasingly 
economically active as a result of which the extent of informal care provision can be 
expected to decline. 

Assessing an individual's need for care 

3.33 The need for long term care may arise suddenly, following some traumatic event or 
acute illness. More commonly, however, it develops more gradually as a result of 
degenerative disease and the ageing process. Typically, an elderly person's care needs 
increase over time, although there is often no clear dividing line between one level of 
care need and the next. Also, the same level of disability can imply different care needs 
for different individuals. The need for long term care can therefore be difficult to 
measure objectively. 

3.34 Methods which have been developed in order to provide an objective measure of 
disability include: 

• assessment of the ability to perform activities of daily living 

• the disability categories used by the Office of Population Censuses and Surveys 
(OPCS) in the UK 

• the Guttman scale used by Blackwell et al in their 1992 study of dependent elderly 
people at home and in geriatric hospitals 

• the UK Royal Commission of Nurses (RCN) assessment tool. 

3.35 The activities of daily living (ADLs) which are commonly used by long term care 
insurers to assess the need for care were originally developed in Cleveland, Ohio, 
based on the study of the effects of debilitating illness on the ability to perform basic 
functions of day-to-day life. An individual's need for long term care is related to his 
inability to perform one or more ADLs. Where ADLs are used to determine the need 
for care, there also needs to be provision for cognitive impairment. 

3.36 There are several variations of this approach currently in use. Typically, the ADLs 
assessed include the following: washing, dressing, feeding, toileting, mobility and 
transferring. Generally, insurers provide long term care benefits if an individual is 
unable to perform two or three of the ADLs. 
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Table 3.5 

Activities of Daily Living and Cognitive Impairment 

Washing The ability to wash in the bath or shower (including getting into 
and out of the bath or shower) or wash by other means. 

Dressing The ability to put on, take off, secure and unfasten all garments 
and, as appropriate, any braces, artificial limbs or other surgical 
appliances. 

Feeding The ability to feed one's self once food has been prepared and 
made available. 

Toileting The ability to use the lavatory or manage bowel and bladder 
function through the use of protective undergarments or surgical 
appliances if appropriate. 

Mobility The ability to move indoors from room to room on level surfaces. 

Transferring The ability to move from a bed to an upright chair or wheelchair 
and vice versa. 

Cognitive impairment means the deterioration in or loss of mental capacity which 
results in a need for continual care or supervision and: 

• results from an organic cause and 

• is shown by a deterioration in the individual's short and long term memory, 
knowing who and where they are, the identity of others, an awareness of time 
and the ability to solve simple problems and make rational decisions. 

3.37 The OPCS categories were devised to enable a nation-wide survey to be undertaken in 
the UK in the rnid-1980s on the prevalence of long term disability. The survey went 
into considerable detail to derive objective and comprehensive measures of disability 
covering both mental and physical impairments. Questions were asked in order to 
establish the degree of incapacity within each often main areas of disability: 

• Locomotion • Personal care 
• Reaching and stretching • Continence 
• Dexterity • Communication 
• Seeing • Behaviour 
• Hearing • Intellectual functioning 

3.38 Almost 100 professionals took part in an exercise to develop scales of severity: 

• between disabilities within the ten separate areas 

• between disabilities in different areas 

• between different combinations of disability. 
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3.39 This approach facilitated the classification of disabled people within 10 levels of 
disability. The detailed description of the classification system in the OPCS report, 
together with the pen-pictures provided of typical cases, enable the different categories 
of disability to be hypothecated to different care levels. 

3.40 The Guttman scaling approach is based on the studies which suggest that, in most 
cases, the loss of ability to perform ADLs occurs in a sequential and hierarchical order. 
F or example, the ability to bathe independently is the first to go. Hence, the degree of 
an individual's disablement can be measured by reference to the highest ranking 
activity which he is not able to perform. The Guttman scale points are: O. 
Independent, 1. Bathe, 2. Walk outdoors, 3. Walk indoors, 4. Dress, 5. Bed, 6. Sit or 
stand, 7. Use toilet, 8. Wash, 9. Feed. 

3.41 The RCN assessment tool focuses on the level and type of nursing required. Three 
components are considered in the assessment process: 

• maximisation of life potential 

• prevention and relief of distress 

• maintenance of health status. 

3.42 There are five stages in the process. The first four states are used to determine a score 
relating to the level of intervention required by a registered nurse. 

Stage 1 

Stage 2 

Stage 3 

Stage 4 

Stage 5 

Assessment of health status 

Stability and predictability matrix, which operates as a trigger for 
potential registered nursing input 

Determine levels of registered nursing input 

Predicting the number of registered nursing hours required 

Encouraging nurses to collect evidence to support the decisions they 
have made in stages 1 to 4. 
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4. Long Term Care In Ireland: Now And In The Future 

"The wise man looks ahead" 

Proverb 

Introduction 

4.1 Many studies have been carried out on various aspects of long term care provision and 
financing in Ireland. To date, however, no one has attempted the daunting task of 
quantifying overall long term care needs and costs, now and in the future. 

4.2 In this chapter, we set out a brief summary oflong term care provision and financing in 
Ireland today. We then go on to consider the future, including estimated care needs 
and costs. 

Public provision and financing 

4.3 Public health care provision is governed principally by the Health Acts, 1953 and 1970. 

• Section 60 of the Act obliges Health Boards to provide a home nursing service 
without charge to persons with medical cards and to other groups specified by the 
Minister for Health. 

• Section 61 of the Act, empowers, without obliging, Health Boards to provide a 
home help and other home support services (such as laundry or meals-on-wheels) 
with or without charge. 

• Section 26 empowers Health Boards to make arrangements with bodies (including 
voluntary bodies) to provide services under the Act for eligible persons. 

4.4 Health Boards also provide institutional care for the elderly in a variety of settings 
including geriatric hospitals, welfare hospitals and district hospitals. However, the 
Health Boards are empowered to charge for long term residential care. The legislation 
distinguishes between two categories of service: 

• institutional assistance (shelter and maintenance in a public institution), where 
regulations allow charges to be imposed on all persons with personal means, with 
effect from the date of admission, and 

• institutional services (services provided while maintained in a hospital or home), 
where regulations allow charges to be imposed only where the patient has no 
dependants and has been in care for thirty days. 
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4.5 In practice, it appears that charges are levied from the date of admission if patients are 
identified as potentially long-stay at time of admission to geriatric, psychiatric or long
stay institutions. Patients are required to surrender about 75% of their pensions 
towards the cost of care. 

Private residential care 

4.6 In 1989, the Commission on Health Funding took the view that unlike the general 
hospital services, publicly provided long term residential care for the elderly was not 
intended to meet all the needs of the elderly population. Subsequently, under the 
Health (Nursing Homes) Act 1990, provision was made for payment by Health Boards 
towards the cost of maintaining dependent persons in voluntary or private nursing 
homes. 

4.7 The 1990 Act enabled the Minister of Health to make regulations prescribing the 
amounts to be paid by Health Boards and the circumstances in which these should be 
paid. The Nursing Homes (Subvention) Regulations 1993 give details of how much 
can be paid towards the cost of staying in a nursing home and the conditions under 
which such payments can be made. 

4.8 Under the Regulations, the responsible Health Board must first assess whether the 
person applying for assistance is sufficiently dependent to require maintenance in a 
nursing home and, if so, within which of three different levels of dependency he or she 
falls. The Health Board must also assess the individual's means. In making this 
assessment, the Health Board may take into account the capacity of any of the 
individual's children to contribute towards the cost of nursing home care. 

4.9 Under the Nursing Homes Act, a dependent person is a person who requires assistance 
with the activities of daily living such as dressing, eating, walking, washing and bathing 
by reason of: 

• physical infirmity or physical injury, defect or disease, or 

• mental infirmity 

4.10 The maximum rates of subvention are as follows: 

• Medium dependency: 

• High dependency: 

• Maximum dependency: 

£70 per week 

£90 per week 

£ 120 per week 
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4.11 The table below, extracted from the Department of Health Statistics, 1996 provides 
details in relation to long stay residential care: 

Table 4.1 

Extended care by type of facility 

. ~~;-.:. , 

Numbers 
of beds 
(1996) 
Numbers 
of patients 
(31112/96) 

I Health 
I Board 
IGeriatri:c 
i Homes! 
IHos itals 

6,126 

5,596 

Health 
Board 

Welfare 
Homes 

1 

1,056 

984 

Health " Voluntary _ 
Board Ge.,-iatric 

Districtl Homes! 
Community _ Howitals 

1I0s itals 

2,391 3,786 

2,239 3,487 

Source: Department of Health Statistics, 1996 (unpublished) 

Private T6tal 
Nursing 
Homes 

6,209 19, 568 

5,806 18,112 

4.12 Long-stay beds are mainly occupied by the very old. As at 31 Decembe'r 1990, over 
75% of all beds were occupied by people aged 75 years and over (Department of 
Health Statistics, 1993). The overall ratio of females to males in long-stay beds was 
2: 1, with the ratio rising to 3: 1 in private and voluntary nursing homes. About half of 
those discharged from long-stay institutions during 1990 returned to the community 
(although only 8% returned to their own homes), while just under one third of 
residents died in hospital. 

4.13 Health Board geriatric institutions mainly cater for the most dependent old people. 
However, they also contain a significant proportion of low dependency people 
(Blackwell et ai, 1992). Information on the dependency levels of patients in voluntary 
and private nursing homes is provided by O'Connor et al (I988), as set out in the table 
below. 

Table 4.2 

Distribution by personal care category of elderly residents in nursing homes 

Self reliant 

Need help with some tasks 

Dependent 

No assistance needed 

26 

37.5% 

27.1% 

32.9% 

2.5% 
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4.14 There is evidence to suggest that living alone and bad housing conditions are important 
factors influencing the decision to transfer an elderly person into institutional cares i.e. 
the provision of residential care is not always based solely on levels of care needs. 

Sheltered housing 

4.15 There is a variety of sheltered housing schemes in Ireland with considerable differences 
in size, design, on-site facillties and community care services provided. O'Connor et al 
(1988) identified 117 such schemes (broadly defined) incorporating 3,504 units with 
1,000 persons on waiting lists. 

Boarding out 

4.16 This option has been tried in some Health Boards and is suited to elderly people who 
can no longer live on their own but who do not need day to day nursing care. Carers 
receive a small weekly payment from the Health Board towards the cost of placement 
while the elderly person pays a similar amount from his or her pension. 

Continuing care retirement communities 

4.17 As yet, CCRCs, as described in section 3, have not been developed in Ireland. 

Community care services 

4.18 Health Boards and voluntary organisations provide community care services under the 
following headings. 

• Community nursing 

Community nursing is a key service in maintaining the elderly and other groups in 
the community rather than in residential care. However, the workload of 
community nurses is such that routine visiting of the elderly and other groups 
requiring long term supportive care is greatly restricted. 

• Community social workers 

Community social workers also have a role in the care of the elderly In the 
community, but again the resources currently available are limited. 

5 O'Shea et ai, 1991 
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• Home helps 

Home helps provide assistance with home care and personal care tasks. Some 
Health Boards employ home helps directly, while others give grants to voluntary . 
bodies to organise the service. There are currently almost 12,000 home helps 
involved in the health services, the majority of whom work part-time. The number 
of beneficiaries of the home help service is currently around 20,000. A study 
carried out for the National Council for the Elderly (Lundstrom and McKeown, 
1994) highlights the discretionary nature of the home help service and questions 
whether the wide variations in needs assessment, eligibility and service provision are 
based on the optional nature of the service. According to O'Connor et al (1988) 
only 1.5% of elderly people with informal carers received home help services. 

• Meals-on-wheels 

Meals-on-wheels are provided almost entirely by voluntary groups who are grant
aided by Health Boards. 

• Day centres 

Day centres help to ease the burden on caring relatives while making a range of 
non-medical services available to their clients. There is, however, no legal 
obligation on Health Boards to provide them; the majority of centres are operated 
by voluntary bodies with grants from Health Boards. It is estimated that at the end 
of 1996 there were over 4,000 places available in day centres. 

• Respite care 

At the end of 1996, there were almost 700 respite beds out of the total of almost 
20,000 long-stay beds. 

4.19 The National Economic and Social Council (1988) reported that access to home helps, 
public health nurses .and meals on wheels services is limited and varies considerably 
within, and among, Health Boards. O'Connor et al (1988) suggest that the State more 
usually intervenes to substitute for the family when family care is absent or breaks 
down rather than to provide support for continuing family care. 

4.20 A summary of the current home care services and the recommended levels as outlined 
in the most recent report of the National Council for Ageing and Older People, IS 

shown overleaf in Table 4.3. 
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Table 4.3 

Summary of current and recommended home care services 

Recommendation of the Years Ahead Current situation 

Ratio of public health nurses to 
population to be brought up to 1:2,616; 
panels of registered general nurses to be 
established in each district. 

Possibility of employing care assistants to 
be explored. 

Domiciliary physiotherapy service to be 
provided. 

Domiciliary speech therapy service to be 
provided. 

Chiropody service to be available in all 
areas. 
Domiciliary chiropody service to be 
provided for older immobile people. 

Domiciliary counselling service to be 
provided. 

Ratio of 4.5 home helps per 1,000 older 
persons 
Emergency home help service to be 
provided 
Out of hours home help service to be 
provided 
Home helps to provide relief service to 
carers 

Overall ratio is 1 :2,567. Below 
recommended level still in two health 
boards. Panels established in all health 
boards but not in every district with the 
exception of two. 

Care assistants employed in four health 
boards. 

Limited service in three health boards. 

Limited service in one health board. 

Not available in any area. 

Available in four boards but mostly in 
exceptional cases 

Community care social work service for 
older people available in one health board. 
Domiciliary servi'ce provided by this 
health board. 

Recommended fevel exceeded by all 
health boards 
Provided in five health boards 

Provided in four health boards 

Limited service in five health boards. 

Source: Department of Social Community and Family Affairs, "Review of the Carer's 
Allowance ", J 998. 

Private provision of formal home care services 

4.21 There is also some private provision of formal home care services by qualified nurses 
and care attendants. 
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Informal care 

4.22 The National Council for the Elderly in a 1994 report6 concluded that: 

"informal care by family and friends is currently the dominant mode, by far, of 
providing long term care services to the functionally disabled elderly" 

4.23 On the basis of a 1985 survey, O'Connor et al (1998) found that 50,800 elderly people 
were cared for by another person in their household. In addition, however, the survey 
identified a significant number of carers providing care to a person outside their 
household. 

4.24 The numbers of old people who reported receiving care from someone outside the 
household was 15,500. However, 98,200 people reported giving care to a total of 
128,200 people outside their household. Part of the difference' between these two 
figures is attributable to the fact that some old people are visited by more than one 
carer. However, O'Connor et al also point out that the carers' definition of "care" 
may be different from the recipients' definition; care recipients may perhaps disregard a 
moderate level of care or assistance with day-to-day living. 

4.25 Consequently, the actual number of old people receiving care from people outside their 
household cannot be determined definitively from the available data. Based on the 
1985 survey, however, the total number of elderly people in receipt of informal care 
was at least 66,300 '(50,800 receiving care from a household member and at least 
15,500 receiving care from a person outside their household). 

4.26 It is noteworthy that the study found that 78% of carers looking after an elderly person 
within their own household were women. Data provided by elderly people who 
reported receiving care from someone outside their own household suggests that 80% 
of such carers are women. 

Current financing arrangements 

4.27 Long term care provided by the Health Boards is financed principally from general 
taxation. In addition, Health Board institutions retain, as revenue, most of residents' 
old age pensions. 

4.28 Elderly people who are resident in voluntary and private nursing homes may qualify for 
a graduated subsidy towards the nursing home charges, depending on their assessed 
level of dependency and their personal means, as well as the ability of their children to 
contribute towards the cost of their care. The subsidy ranges from £70 to £ 120 per 
week. 

6 The Economics and Financing of Long Term Care of the Elderly in Ireland 
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4.29 Those who do not qualify for the subsidy have substantial out-of-pocket costs which 
may be of the order of £ 10,000 - £20,000 per annum. The majority of elderly people 
are likely to be unable to finance this out of their retirement income and will need to 
draw on their savings or sell their home to meet the balance. Alternatively, financial 
assistance may be provided by family members. 

4.30 Voluntary organisations who provide services such as meals-on-wheels may be grant 
aided by the Health Boards, but also receive a significant level of funding from 
charitable contributions. 

4.31 Informal care, provided by family and friends, is provided without charge. However, 
such care entails a significant opportunity cost for the carers. Moreover, were such 
informal care to be withdrawn or the level reduced, the cost of replacing it with formal 
community or residential care would be significant. 

4.32 The State provides a means-tested carer's allowance to carers on low incomes who 
live with, and look after, elderly or disabled people who need full-time care and 
attention. The amount of the carer's allowance is currently £73.50 per week with an 
additional amount per dependent child. At the end of 1996, there were 8,298 people 
in receipt of carer's allowance, with additional allowances payable in respect of 6,597 
dependent children. In 1998, an estimated 12,000 people received a carer's allowance, 
at an estimated annual cost of £45 million. 

4.33 As mentioned previously, the Department of Social, Community and Family Affairs has 
recently concluded a review of the carer's allowance and a number of proposals have 
been made. For example, the review considers the introduction of a new non-means
tested "continual care payment" for carers in order to promote care in the community 
and to formally recognise the work of the carer. This payment would be made on the 
basis of a new assessment process to establish the needs of the care recipient and carer 
and would only be payable to carers who provide care to those who are in the highest 
category of dependency. The estimated full year cost of this proposal is £7.25 million 
and an estimated 6,000 carers would benefit. Other improvements to the current 
carer's allowance are also considered, including an additional annual flat-rate payment 
to all carer's allowance recipients as a contribution towards respite care, at an 
estimated annual cost of £1 million. An estimated 11,000 - 12,000 carers would 
benefit from this proposal. 

4.34 There are also certain tax reliefs available with respect to long term care: 

• Dependent relative allowance 

A dependent relative allowance may be claimed by a person if he or she maintains at 
their own expense an infirm or incapacitated relative. The annual allowance is 
currently £ 110 less the amount by which the income of the person for whom the 
claim is made exceeds the Social Welfare Contributory Old Age Pension for a single 
person. 

31 



Financing Long Term Care in Ireland Long Term Care in Ireland: Now and in the Future 

• Employed caretaker allowance 

An employed caretaker allowance may be claimed by a person who is totally 
incapacitated by old age or infirmity and who employs someone to look after them. 
The allowance is the cost of employing the person up to a maximum of £5,000. 

• Medical expenses tax allowance 

The cost of maintenance or treatment in an approved nursing home qualifies for 
medical expenses tax relief under section 12 of the Finance Act, 1967. The first 
£ 1 00 in respect of anyone person is excluded for the purposes of calculating the 
relief. Tax relief may be claimed by the person in respect of whom the expenses are 
incurred. Alternatively, tax relief may be claimed on behalf of a relative by a person 
entitled to a dependent relative allowance, if he or she is paying the nursing home 
costs. 

Flow chart of service provision and financing 

4.35 The flow chart contained in Appendix 1, while sacrificing some detail, attempts to give 
a general overview of the existing system oflong term care delivery and financing. 

The cost of formal care 

4.36 In 1994, 0' Shea et al reported that the real cost of care in public long-stay institutions 
was approximately £200 per occupied bed per week. For more intensive specialist-led 
geriatric units, with assessment and rehabilitation facilities, the average cost of care per 
occupied bed could double, even treble in some cases (Blackwell et ai, 1992). In a 
submission to the Department of Health in 1991, the Irish Private Nursing Homes 
Association estimated that the cost per patient per week for nursing home care was 
£230, taking into account the changes then required to comply with the Nursing 
Homes Act. Actual nursing home charges vary significantly from one nursing home to 
another, and can now be as high as £350 per week in some cases. 

4.37 O'Shea et al suggest that valuing informal care at public expenditure replacement cost 
would mean an average cost of community care of between £220 and £271 per week, 
depending on the replacement cost valuation used. 

4.38 The table below sets out an estimate of the cost to the State in 1996 of formal long 
term care including direct provision of services, nursing home subventions and tax 
reliefs in respect of long term care. 

4.39 In the case of public health nursing services and the cost of medical expenses tax relief, 
a crude estimate has been made that 75% of the total cost relates to long term care. 
Additionally, the figure for medical expenses tax relief is based on the actual cost in 
1993-94 as published ~y the Revenue Commissioners, with an allowance for inflation 
up to 1996. 
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1993-94 as published by the Revenue Commissioners, with an allowance for inflation 
up to 1996. 

Table 4.4 

Estimated State financing of long term care, 1996 

IR£million 

Health Board long-stay hospitals ·94. 

Welfare homes for the aged 13 

Home help services 11 

Meals-on-wheels services 2 

Home nursing services 24 

. District hospitals 40 

Nursing home subventions 30 

Tax allowances 8 

less retentions from pensions· (25) 

Total 197 

4.40 Private contributions, by both elderly residents and their relatives, towards the cost of 
voluntary and private nursing home care and charitable contributions which help fund 
the community services provided by voluntary organisations should also be taken into 
account. 

4.41 Figures are not readily available for private funding of formal care. However, a very 
broad estimate can be made of the private contribution towards the cost of voluntary 
and nursing home care. Allowing for approximately 9,000 residents of such homes at 
an estimated average cost of £ 14,000 per annum, the estimated total revenue to the 
nursing home sector amounts to £ 126 million. Deducting the £30 million State 
subvention and the estimated £8 million in respect of medical expenses tax relief 
suggests a total private contribution of the order of £88 million per annum. 

The total cost of care 

4.42 This suggests that the total cost of formal long term care in Ireland in 1996 was of the 
order of £310 million (i.e. State expenditure plus pension retentions plus private 
fmancing of nursing home care), with the State meeting approximately two thirds of 
this cost. This, however, ignores the enormous contribution made by informal carers. 
The opportunity or replacement cost of care currently provided on an informal basis 

• 
estimated as 75% of the annual old age pension multiplied by the number of residents of State 

long-stay institutions 
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4.44 Consequently, for the purposes of providing a tentative estimate of the overall value of 
long term care in Ireland, we have used the UK disability prevalence rates produced by 
the OPCS which were referred to in the previous section, to derive an estimate of the 
number of elderly people with different levels of care needs. 

4.45 It is perhaps unlikely that Irish disability prevalence rates are (or will be) the same as in 
the UK. In fact, on the basis of insured disability and serious illness experience as well 
as population mortality data, it might be expected that the age-specific prevalence of 
disability is higher in Ireland than in the UK. Hence, projections of Irish long term care 
based on UK prevalence rates are likely, if anything, to understate long term care needs 
and costs. 

4.46 As previously mentioned, the OPCS description of its classification system enables the 
different categories of disability to be hypothecated to different care levels (a broad 
correlation between the need for care and level of disability is set out in table 4.7 
below). We have excluded from this analysis OPCS categories 1 to 3, where the level 
of disability is so low as to require only occasional care. 

4.47 Based on the prevalence rates for each of the OPCS categories (which were shown in 
section 3) and on CSO population estimates for 1996 (CSO, 1995), we have estimated 
the total number of disabled elderly requiring at least a moderate level of care. These 
figures are set out in the table below. 

Table 4.5 

Estimated number of people in need of care, 1996 

.-~~~~~-.i- _. -1
1

- - - - -' ,.II - ',_. ;- -- Estin~ated ~-~7:;~)~f p_eop'I~JJJ.6, 
. , I 

, I , 

: I .: 65-74 75-84! 85+. ! Total 

4-5 Moderate? probably less 15.5 17.4 5.7 38.6 
than daily 

6-8 Regular, probably daily 14.4 20.2 9.4 44.0 
I 

9-10 Continuous 4.9 8.5 6.9 20.3 

4-10 Total 34.8 46.2 21.9 102.9 

4.48 The estimated figure of 102,900 elderly people needing at least a moderate level of 
long term care is consistent with the data which is available on the need for long term 
care in Ireland. It represents approximately 25% of the total population over age 65. 
This compares, for example, with an estimate derived by O'Shea et al (1991) that 
24.76% of the population aged over 65 were receiving care either at home, or in long
stay institutions, acute hospitals or psychiatric facilities. The recent Review of the 
Carer's Allowance estimated that in 1996 there were approximately 79,000 people 
receiving care at home. This, added to approximately 20,000 people receiving care in 
long-stay institutions, gives an estimate for the total number of elderly people receiving 
care of 99,000, which is in the same range as the estimate set out in table 4.5 above. 
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Chart 4.1 

Percentage increase in the elderly population 
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4.49 Chart 4.1 shows the extent of the expected increase in the elderly population according 
to the latest CSO projections (CSO, 1995). By applying the disability prevalence rates 
set out in section 3 to the projected numbers of elderly people in each age-band, 
according to the CSO projections, an estimate can be made of the likely number of 
elderly people needing care in the years ahead7

. 

Table 4.6 

Projected number of elderly people in need of long term care (000) 

Care Need . 1996 ,2001 2006' 2011 : 2016 2021' 2026 

Moderate 

Regular 

Continuous 

Total 

, '. 

38.6 40.2 42.0 45.2 

44.0 46.4 48.9 52.5 

20.3 21.9 23.5 25.3 

102.9 108.5 114.4 123.1 

50.6 

58.0 

27.7 

136.3 

57.4 

65.5 

30.9 

153.8 

65.4 

75.2 

35.4 

176.0 

7 It was necessary to use the CSO projections, as these provided a breakdown of the projected 
over 65 population by age and sex. However, more recent projections (for example, those set out 
in the Actuarial Review of Social Welfare Pensions (1997) undertaken by Irish Pensions Trust 
Ltd on behalf of the Department of Social, Community and Family Affairs indicate that the 
numbers over age 65 will be significantly higher in the years ahead. For example, the expected 
number of people over age 65 was estimated as 759,000 in the Review, compared to the CSO 
estimate of 694,000. Therefore, in this respect also, our projections of the number of elderly 
people who will need care are likely to err on the low side. 
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Projecting the ~ost of care 

4.50 Clearly, the cost of long term care for the elderly will increase as the numbers of 
elderly increase. While population projections are available and much attention has 
been given to the impact of the ageing population on the cost of social welfare 
pensions8

, to date no attempt has been made to quantify the financial impact of the 
increased need for long term care. 

4.51 In order to estimate the total cost of long term care, it is necessary to establish the 
current values of care provided. Unfortunately, the value of formal and informal care 
is usually measured in two different currencies. A monetary value can be assigned to 
formal care. Informal care is, by definition, not paid for, and is thus not easily valued 
in monetary terms. If measured at all, it might be appropriate to do so in terms of 
hours of labour. 

4.52 We have adopted the approach used by Nuttall et al to estimate the total value of 
formal and informal long term care provision in the UK. That is, we have calculated 
the total amount of care needed in terms of the number of hours required (taking into 
account the different levels of care needs amongst the elderly population). We have 
then placed a monetary value on the hours of care needed. This approach essentially 
values informal care at its replacement cost i.e. the cost of paying for the same amount 
of care. on a formal basis. 

4.53 Building on the assumptions used by Nuttall et ai, we have assumed that care needs by 
level of disability are as follows: 

Table 4.7 

(1) 
(2) 
(3) 

Moderate need (OPCS categories 4-5): 
Regular need (OPCS categories 6-8): 
Continuous need (OPCS categories 9-10): 

15 hours per week 
30 hours per week 
45 hours per week 

4.54 Hourly rates for formal care will vary significantly, with a relatively low figure for 
home helps and a much higher figure for skilled nursing care. F or the purpose of 
estimating the value of informal care, we have used a constant average rate of £6 per 
hour. Using this figure gives rise to a value for continuous informal care of £270 per 
week or £14,000 per annum, which is broadly consistent with the current cost of 
residential care. This approach also has the advantage that the informal provision parts 
of the model can be simply re-expressed in non-monetary terms. Finally, lack of more 
precise data makes it difficult to justify anything more complex. 

8 Most recently, the Actuarial Review of Social Welfare Pensions undertaken by Irish Pensions 
Trust Ltd on behalf of the Department of Social, Community and Family Affairs addresses this 
issue. 
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4.55 It should be noted that any conclusions drawn about the change in informal care alone 
are independent of monetary considerations; a doubling in value can equally be taken 
as a doubling in the amount of care required. It is only when one consider the 
implications of transferring provision from the informal sector to the formal sector that 
the monetary value assigned to informal care is relevant. 

4.56 The total cost of care, using the above methodology is shown in Chart 4.3. The total 
cost is estimated to increase from £877 million in 1996 to £2.7 billion in 2026 (at 1996 
prices), an increase of211%. These figures are based on the assumption that increases 
in long term care costs will exceed price inflation by 2% p.a. (this assumption is 
reflective of the high labour content oflong term care). 

Chart 4.3 

Projected increase in the cost of all long term care for the elderly (formal and 
informal) 

1~73Jm 

19)6 2011 2016 

4.57 This includes informal care, which does not actually incur any direct costs9 The cost 
of formal care is likely to increase much more significantly than the overall cost, as it 
can be expected that the level of informal care will reduce over time, due to changing 
social and demographic patterns. 

4.58 Trends in female labour force participation rates are shown in the chart below. 
Projecting these trends forward and allowing for the increase in the number of 
dependent elderly people suggests that the proportion of total care which is provided 
informally could reduce by as much as 33% over the next 30 years. For the purpose 

9 Note, however, that there are indirect costs in the fonn of carer's allowances and tax reliefs. 
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of our estimates, wei have made a relatively optimistic assumption that the proportion 
of care provided informally will reduce by approximately 20% over the next 30 years. 

Chart 4.4 
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4.59 The projected cost of formal care is shown on Chart 4.4 The cost is expected to 
increase from around £310 million in 1996 to around £1.3 billion in 2026 (at 1996 
prices), an increase of 325%. 

Chart 4.5 

Projected increase in the cost of formal long term care for the elderly 

IRC1.318 m 

2006 2011 2016 2021 2028 
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4.60 It should also be noted that the future cost of long term care could increase to an even 
greater extent if the unit cost of care increases at a greater rate than normal increases in 
earnings. This may occur as the demand for long term care increases relative to the 
supply. If, for example, the cost of care increases at an annual rate of 3% per annum 
ii1 excess of price inflation, the estimated annual cost of formal care in 2026 would 
increase by4 70% to £ 1.8 billion. 

4.61 The above projections are based on the assumption that age-specific disability 
prevalence rates remain constant. In practice, prevalence rates are a product of 
disability incidence rates and mortality rates for disabled people. As set out in section 
3, it is difficult to project the likely future pattern of age-specific prevalence rates 
given the limited data currently available. 

4.62 In order to illustrate the sensitivity of projected care needs and costs to the 
assumptions made about the future prevalence of disability, we have also carried out 
projections on the assumption that age-specific disability prevalence rates will reduce 
by 0.25% per annum (this is broadly consistent with the NL TCS data set out in Table 
3.2). On this basis, the estimated total cost of care in 2026 is £2.5 billion (an increase 
of 189%) and the estimated cost of formal care in 2026 is £ 1.2 billion (an increase of 
294%). These figures suggest that the rate of reduction in prevalence rates currently 
being experienced in the US would have a limited impact on future long term care 
costs. 

4.63 The above projections, broad brush as they are, provide a basis for assessing the 
potential impact of an ageing population on the need for long term care provision and 
financing. We would stress that their usefulness lies chiefly in providing a broad 
indication of the future trend in needs and costs rather than firm estimates of the likely 
actual cost of care. 

Public attitudes to long term care financing 

4.64 A survey recently undertaken by Amarach Consulting for Swiss Re found that 84% of 
Irish people believe that it is the Government who should have responsibility for 
making financial provision for nursing care for the very old. Interestingly, however, 
previous research undertaken by Swiss Re (in 1990 and 1995) found that about one 
third of the population "like the option of an insurance policy which would allow you 
to make provision now for private [long term] care in the future". It is also 
noteworthy that between 1990 and 1995, the number of people who expected that a 
member of their family would care for them when they became dependent in old age 
fell by 6% (from 27% to 21%). 
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5. An International Perspective 

.. The more extensive a man's knowledge of what has been done, the 
greater will be his power of knowing what to do . .. 

Benjamin Disraeli 

Introduction 

5. 1 It is useful to remember that Ireland is not alone in attempting to address the issue of 
the future financing of long term care for the elderly. In fact, for many other 
developed countries, the problem of financing long term care for the elderly is more 
acute and more immediate. This is illustrated by the table below which sets out 
projected elderly dependency ratios lO for a number of countries. 

Table 5.1 

The population aged 65 and over as a percentage of the working age population 
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Issues and development of policy 

5.2 Countries with increasing numbers of dependent elderly people face similar issues, 
which have been highlighted in studies by the OECD in 1988 and 1996. 

• There is a concentration of long term care use amongst the very elderly (i.e. those 
over age 80). This is the segment of the elderly population which is generally 
growing most rapidly (see Table 2 below). 

• Previously, there was a bias towards institutional care for the frail elderly. There is 
now a general consensus that community care, where possible, is preferable, 
reflecting the desire of most elderly people to remain in their own homes as long as 
possible. 

• Traditionally, families (and, in particular, women providing informal care) have 
made an enormous contribution to meeting the overall need for long term care. 
This contribution is, however, likely to reduce in future, due both to the increasing 
number of elderly people requiring care and social change. 

• The growing demand for long term care has led to considerable pressures on 
traditional mechanisms for funding health and social services. A number of 
countries have embarked on significant reforms of these mechanisms during the 
1990s. 

• While public financing mechanisms seem likely to have to continue to bear a 
substantial proportion of the burden, some countries are seeking to harness private 
sector solutions (i.e. insurance and equity release mechanisms) which can make a 
contribution to long term care financing in appropriate circumstances. 

Table 5.2 

Population aged 75 and over as a percentage of the total population 
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5.3 Until recently, few countries had any specific plans to deal with growing long term 
care needs. However, in many countries, long term care is an issue which has recently 
been reviewed or is currently under discussion. Ireland can, therefore, draw on the 
experiences of other countries in reforming long term care financing. 

5.4 It is important to note that there is no one "right" solution. Policy is developing in 
different directions in different countries. In particular, the type of approach which is 
favoured tends to be influenced by each country's approach to financing health care. 
For example, those countries which finance health care through social insurance (such 
as Germany) are more likely to consider a social insurance solution to financing long 
term care. We need to harness international experience to develop mechanisms which 
will work effectively in an Irish context. 

5.5 Some of the principal trends from around the world were identified in a recent paper 
by Dullaway et al and are summarised briefly below. 

Informal care 

5.6 Some countries have designed measures to help sustain and encourage informal care 
provIsion. In general,' there are two approaches which are used. This first is to 
provide incentives to families to provide care. An example of this is the German 
system, where cash benefits are provided to care recipients as an alternative to State 
care provision if care is provided informally. The second approach is to provide direct 
support to informal carers. For example ,this may take the form of continuing pension 
contributions so that provision is made for carers' own old age or provision of respite 
care in other to allow carers to take a break from providing care, either for a planned 
holiday or during a temporary crisis period. 

Home care versus residential care 

5.7 Various countries are attempting to shift the focus of long term care provision from 
residential to home-based care. This reflects a general consensus that care in the 
community is likely to be the preferred option of those needing care. In many cases, 
although by no means all, it is also cheaper. 

5.8 In order to support home-based care, benefits may be provided in the form of cash or 
care vouchers rather than in kind i.e. by means of direct service provision. The kinds 
of support for informal carers outlined above can also help to level the playing field 
between home-based care and residential care. 
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State provision is limited 

5.9 In all countries, the scope of State provision is limited. Often, benefits are provided 
for the care element of costs but not for the accommodation costs associated with 
residential care. The rationale for this appears to be that accommodation costs are 
equivalent to the normal living expenses which an individual would incur even if he 
was not in need of care. 

Pay-as-you-go or pre-funding 

5.10 Countries which operate a tax-based system for social security provtslOn meet the 
costs on a pay-as-you-go basis. Countries with systems of social insurance could, in 
theory, operate on a pre-funded basis but generally adopt a pay-as-you-go approach. 
The main argument in favour of a pay-as-you-go approach is that cover can be 
introduced immediately for everyone without any generation having to pay twice for 
cover. There are, however, problems with pay-as-you-go. In Germany, for example, 
it has already been pointed out that social insurance contributions to finance long tenn 
care will need to increase as the population ages. 

5. 11 Some countries, such as Singapore, operate what might be described as a "social 
saving" system. This is a pre-funded approach, with each person having their own 
individual fund. 

Private insurance 

5.12 Private' insurance, in one fonn or another, is part of almost every country's solution to 
the problems of long term care, although the extent of such insurance varies 
considerably. 

5. 13 In countries such as Singapore, it has the potential to provide the main protection 
against the risk of needing care. In Gennany, private insurance provides long tenn 
care cover for approximately six million people who are not covered by the State 
scheme and is also used to top up the State scheme if required. In some States in the 
US, there are "partnership" programmes which seek to integrate private insurance 
policies which provide benefits for a limited duration with "stop-loss" State provision 
once the insured period expires. In other countries, such as the UK, there are small 
(but often growing) private insurance markets which are operating quite independently 
of State provision. 

5. 14 Appendix 2 outlines briefly developments in relation to long term care financing in the 
US, the UK, Germany, France and Japan. The sections on France and Japan are 
largely reproduced from the Swiss Re Long Term Care Data Pack with the kind 
permission of Swiss Re Life & Health Ltd. 
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6. Objectives 

"The first years of man must make provision for the last. " 

Samuel Johnson 

6.1 .The Working Party developed the following set of objectives against which to assess 
potential models for financing long term care. 

• Promotion of informal care 

Any model which is devised for the future must fully recognise the value of, and 
not become a disincentive to, informal care. As has already been demonstrated, 
informal care has been the cornerstone of the provision of care to the frail elderly. 
While it must be accepted that, due to socio-economic trends, there is likely to be a 
certain shift from informal to formal care, it is imperative that any financing model 
does not accelerate this trend. Provision of benefits in cash, instead of or as well as 
benefits in kind (i.e. in the form of service provision) is an important feature to 
support informal care. The financing of support services, such as respite care, is 
also to be encouraged. 

• Provision for care in the community 

The elderly consistently express a clear preference to remain in their own homes and 
communities for as long as possible. In addition, except for the very dependent 
elderly, care in the home is generally less expensive than residential care. Hence, 
provision should be made for community care as well as residential care and, if 
possible, priority should be given to community care. Respite care, day hospitals, 
day care, visiting nurses, home helps and adaptive devices (e.g. grab bars) are all 
parts of the infrastructure which should be financed in order to help the elderly 
remain at home for as long as possible. 

• Universal access 

Basic long term care services, whether delivered in an elderly person's own home 
or in an institutional setting, should be available to everyone on a consistent basis 
and on the basis of need rather than ability to pay. In making this general 
statement, however, it is accepted that there is room for argument as to exactly 
what, in this context, constitutes "need" and "basic services". 

• Quality of care 

Any new financing solution adopted should enhance, rather than diminish, the 
quality of care provided. It is important to ensure that the standard of care 
provided is adequate whether care is provided informally or formally, at home or in 
an institution. 
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• Cost-effectiveness 

Any financing solution adopted should provide a cost-effective means of financing 
long term care It may, for example, prove cost-effective to invest in rehabilitation 
services if this reduces the need for residential care or results in a requirement for 
less intensive care in the home. In addition, it may be cost-effective to provide for 
home care services at a relatively low level of dependency if this slows the rate at 
which an elderly person becomes more dependent and therefore postpones the 
requirement for more intensive care. 

• Maximising healthy life expectancy 

The objective of financing long term care on a cost-effective basis is closely linked 
to another key objective, that of maximising healthy life expectancy for elderl)'! 
people ("adding health to years as well as years to life "). 

• Self reliance 

Individuals should be encouraged to take responsibility, to the extent that they can 
afford it, for funding some or all of the cost of their own long term care needs/. 
The Working Party recognises, however, that this may require fiscal incentives. 

• Collective risk-pooling 

The need for a substantial amount of care over an extended period will arise for la 
relatively small proportion (perhaps of the order of 20%) of the popUlation. Each 
individual faces a number of risks: 

• Will long term care be needed? 
• When will care be needed? 
• For how long will care be needed? 

For those who need care, however, the financial impact may be crippling. 
Preferably, therefore, long term care, like other morbidity risks II, should be 

I 

financed through a collective risk-pooling mechanism. This may consist of public 
financing (whether tax-based or through social insurance or a "care duty,,12) lor 
private insurance, or a combination. The financing of long term care purely from 

I 

personal savings or sale of personal assets is not the most efficient and may not be 
the most equitable solution. 

• Pre funding 

As has been shown in section 4, the cost of long term care is set to escalate sharply 
in the future with serious implications for both public and private expenditure. One 
obvious way of smoothing the impact of the expected increase in cost is to 
encourage advance funding of future liabilities. 

II i.e. acute health care costs and income protection insurance 
12 see section 7.12 
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• Stability 

Planning for long term care is a long term exercise. An essential ingredient for 
generating the confidence necessary to encourage advance commitment of private 
resources is a stable environment. In particular, there needs to be certainty 
regarding the interaction of private savings with entitlement to public financing of 
long term care. 

6.2 In relation to a number of the above objectives, it may be beneficial to separate the 
financing of care from care provision. This could, for example, avoid a bias towards 
residential care rather than home care, or towards formal rather than informal care. 
The provision of benefits on the basis of a consistent needs assessment would facilitate 
the objectives of universal. access and cost-effectiveness. It would also help ensure the 
quality of care provided. In this regard, the Working Party notes the proposal made in 
the recent Review of the Carer's Allowance to introduce a common needs assessment 
procedure to be used by all State organisations which provide reliefs or grants for 
those in need of care. 

6.3 The Working Party also considered that it would be useful to reproduce here the goals 
for long term care set out in the 1996 DECD study: "Ageing in DECD Countries. A 
Critical Policy Challenge." These are set out in Table 6.1 overleaf. 
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Table 6.1 

OEeD Goals for long term care 

• The first and most important goal is to treat long-term care as a normal life 
risk. Findings from such different welfare systems as Sweden and the United 
States suggest that the probability for someone aged 65 of needing 
institutional long term care at some point during their older years is around 40 
per cent. This is a significant risk and points strongly to collective risk
pooling mechanisms as being the most efficient solution. 

• Secondly, available finance should be focused to provide coverage against 
the most catastrophic costs. Where families are expected to pay for nursing 
home fees, the financial effect is considerable. If this risk is considered as part 
of the total health care package, it is by no means obvious that it is a lesser 
priority than, for example, routine pharmaceuticals, visits to the physician, or 
regular optical and dental care. Indeed, health financing systems that provide 
generous help to younger "worried well" people but require high payments 
when the patient is old and chronically sick could be judged to be failing on a 
fairly fundamental level. 

• Thirdly, reform options should aim to create a more balanced delivery 
system, such that demand is not channelled into particular service options 
merely because of their availability. In particular, the balance should tilt 
towards services supporting people in their own home, such as home health 
care, personal domestic care, meals on wheels and day care services. 
Currently, public expenditure on long term care is in all countries 
overwhelmingly for nursing home rather than home care. 

• Finally, any new reform system must be affordable in terms of both public 
and private expenditures . . While public willingness to contemplate higher 
taxes or contributions for social programmes evidently differs between the 
DECD countries, greater attention needs to be given to the overall societal 
costs of reform options. Just because expenses fall in the private sector does 
not mean that society does not incur them, although it may mean that they fall 
heavily on particular families rather than being pooled across all. 

Source' DEeD, 1996 (italics added by the Working Party) 

6.4 In the remaining sections of this report, the ingredients of various possible financing 
options are considered in relation to the objectives set out above. 
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7. The Future Role of the State 

"The ageing of the population will increase government 
spending ... Action is needed ... " 

OECD (Ageing in OECD Countries: A Critical Policy Challenge) 

Government objectives 

7.1 The stated objectives of Government in the proVIsIon of care for the elderly, as 
recommended in "The Years Ahead - A Policy for the Elderly", and more recently 
endorsed in the Department of Health's strategic plan "Shaping Our Future" are: 

• "To maintain older people in dignity and independence at home in accordance 
with the wishes of older people as expressed in many research studies. 

• To restore to indepenaence at home those older people who have become ill or 
dependent. 

• To encourage and support the care of older people in their own community by 
family, neighbours in every way possible. 

• To provide a high quality of hospital and residential care for older people when 
they can no longer be maintained in dignity and independence at home. " 

Alternatives 

7.2 If it is to deliver on these: commitments, the State must continue to be the dominant 
player in the financing and direct provision of long term care in Ireland (at least for the 
foreseeable future). The real issue is whether there is another approach to State 
financing which is capable of achieving the stated objectives at a lower cost to the 
Exchequer. One obvious alternative to the. present system is a social insurance model. 

Social Insurance 

7.3 The key distinguishing features of Social Insurance are that: 

• It is funded directly by contributions from employers and employees. 

• The benefits emerging are entitlements and, as such, not subject to means-testing. 

• Generally, social insurance is mandatory, thus ensuring both collective risk-pooling 
and income redistribution. 
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7.4 Although some of this theory has not quite translated fully into practice, Ireland 
already has in place a comprehensive system of Social Insurance covering, among 
others, retirement/old age pensions, widow/widowers' pensions, and disability benefits. 
With minor exceptions, these benefits are paid on a flat-rate basis. 

7.5 In addition, nominally as part of the PRSI system, an explicit contribution (the Health 
Levy) of 1.25% of salary is collected from employees as earmarked contributions 
towards the overall health budget. These contributions represent a relatively small 
proportion of the cost of publicly funded health services including long term care 
provision. It is generally accepted that this levy is not regarded in the public mind as 
social insurance: there is not an explicit "contract" between contributors and the State 
to provide or fund certain heahh services. 

7.6 It would not be possible, therefore, as has been done in Germany, to build a Social 
Insurance solution to long term care on top of an existing arrangement for funding the 
general health service. This does not rule out a social insurance solution to long term 
care financing but does make its adoption and implementation more difficult. 

7.7 To win public acceptance of any new social insurance arrangement for long term care 
it would be necessary for policy makers, in the first instance, to raise public awareness 
of long term care issues generally in order to convince people of the need for change. 
It would then be necessary in the current environment to prove that the new 
contributions were not "just a new tax". This could be done by demonstrating that: 

• the contributions collected would be ring fenced and explicitly used for long term 
care funding; and 

• compensatory reductions in general taxation would be made to reflect the savings 
which would accrue to the Exchequer. 

7.8 There would need to be a clear understanding as to what precisely the State will 
. provide. 

Advantages/disadvantages of social insurance 

7.9 The advantages of a social insurance approach for long term care include: 

• It would raise public awareness of long term care issues. This would be 
particularly important if the system adopted included elements of cost sharing 
which required people to make provision themselves (through private insurance 
arrangements or otherwise) to fund the gaps in cover. 

• It removes any welfare stigma associated with means-testing. 

• It combines risk-pooling with income redistribution - allocating services according 
to need and distributing the financial burden according to ability to pay. 
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7.10 On the other hand, some of the disadvantages which the Working Party sees in a Social 
Insurance model are: 

• It could potentially increase the overall cost of long term care. Those who pay 
contributions would naturally feel a sense of entitlement which could result In 

increased demand for care. 

• It could result in an acceleration of the likely trend away from informal care 
(although this has not happened in the German situation, due to the provision of 
benefits in cash as well as in kind). 

• The present political climate does not appear right for increased taxation. 

7.11 Further disadvantages of the social insurance approach are that it does not facilitate the 
pre-funding of care nor self-reliance by those who can afford to finance their own care. 
It also means that those with substantial assets are not called on to make use of any 
such assets to finance or part finance the cost of long term care. 

Care duty 

7. 12 As an alternative to social insurance, long term care could be financed by the State 
through a "care duty" i.e. a posthumous charge on assets. This approach has the 
following advantages: 

• It can be perceived as socially just that the present older generation should fund its 
own care costs from capital that they have accumulated over their own working 
lifetime. It means that present and future working populations would not have to 
fund both their own long term costs as well as the cost of care for the present 
elderly population. 

• It facilitates risk pooling between those who do not need long term care or only 
require care for a relatively short period and those who have high care needs over 

. an extended period. 

• The duty would be relatively easy to collect through the present probate system. 

7.13 To discourage people from depriving themselves of assets in order to avoid the duty, a 
method of levying a notional charge against property gifted to another person would 
need to be considered. 

7 14 Although the liability to care duty would be small for most estates, it would be 
possible, as is the case with inheritance tax, to mitigate the cost through life assurance 
held in trust. 

7. 15 The Working Party notes that Government has decided to carry out a consultancy 
report on the role of social insurance in funding long term care. It suggests that the 
option of a "care duty" be considered as part of this study. 
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The State's role in encouraging private provision 

7. 16 Whether or not the current State financing system is retained or replaced either with a 
social insurance or care duty system, the State has a key role to play in encouraging 
planned private provision for long term care by those who can afford it. The 
following two sections address private sector options and the way forward for 
financing long t.erm care. Section 9 includes a number of recommendations as to the 
ways in which private provision might be facilitated and encouraged by the State. 
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8. Private Sector Options 

"When the praying does no good, insurance does help. " 

Bertoh Brecht 

Introduction 

8.1 As highlighted in Section 4, private funding of formal long term care is currently 
sourced mainly from the income and/or assets of the care recipient or by direct family 
suPpo.rt. This private funding is largely unplanned and to date there has been little 
development in Ireland of "structured" private sector solutions. This is surprising 
because, on the face of it, long term care is a classic candidate for some form of risk 
pooling or insurance. 

8.2 Risk pooling is appropriate because not everyone will need long term care and it is 
impossible for an individual to predict in advance whether he .or she will require it. 
Moreover the intensity and the duration of any care needed varies considerably. A risk 
pooling arrangement allows individuals to protect themselves against potential future 
liabilities at a much lower cost than the amounts which they would need to save 
personally to provide the same level of protection. 

Example 8.1 

For instance, a 65 year old man would pay a single 
premium of approximately £6,400 for a level monthly 
long term care insurance benefit of £1,00013

. This benefit 
would be payable for as long as care is required. 

To provide the same monthly income for a period of 4 
years (assuming investment earnings of 5% p.a.) the 
same man would have had to invest £21,000 if the care 
were to commence at age 80 and £34,000 if the care 
commenced at age 70. 

8.3 On the other hand, the barriers to the emergence of long term care insurance products 
include: 

• a lack of public awareness of (and reluctance to think about) long term care issues 
and the role which insurance might play 

• probable over-estimation of the role which the State will play in long term care 
proVIsion. 

'13 Source: Swiss Re Long Term Care Data Pack 
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8.4 Both of these points have been confirmed by recent market research (see section 4.64). 
Other barriers are: 

• a poor understanding of how State and private funding interact 

• competing demands on disposable income 

• some concerns about the comprehensiveness or adequacy of the cover offered 

• a perception that long term care insurance is "expensive" 

• political uncertainties 

• a shortage of specific marketing and sales expertise and experience. 

Key features of long term care 

8.5 The key product features of long term care are summarised below based on 
international experience. 

• Premiums 

Long term care insurance can be purchased on the basis of either a single premium 
or regular premiums which may be fixed or indexed linked. Premiums vary 
depending on age, sex and health status - rates tend to be higher for women. 
Discounts may be offered if cover is purchased for a husband and wife on a joint 
life basis. 

• Benefit triggers and levels 

Eligibility for benefits typically arises if an insured person is unable to perform a 
number (typically either two or three) of the activities of daily living or ADLs (see 
section 3.35). Some "budget" contracts do not make contributions towards home 
care in order to keep premiums low. This may be counterproductive in that it 
creates an undesirable incentive for institutionalisation. On the other hand, a 
common scale of benefits irrespective of the setting in which care is delivered is 
unnecessary and would be quite expensive. 

A system of full benefits for those in need of institutional care with lower benefits 
for those with a lower level of dependency strikes a reasonable balance between 
these extremes. This approach has emerged as the norm in developed markets. 
For instance, inability to perform 2 ADLs could trigger payment of 50% of the 
insured benefit while the full benefit would be payable for inability to perform 3 
ADLs. 

• Indemnity liS. cash benefits 

Potential purchasers of long term care insurance would undoubtedly prefer full 
cover (i.e. indemnity) against any actual long term care costs that they may incur. 
Benefits which are cash based (i.e. specified in monetary terms) are likely to be 
perceived as a second best option. On the other hand, insurers have real and 
understandable difficulty in pricing future indemnity benefits in a situation where 
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they control neither the setting in which care is provided nor the cost inputs. For 
these reasons long term care insurance tends to provide cash benefits. However, 
most contracts offer some level of inflation protection. 

• Duration 0/ benefit payments 

Under some contracts, benefit payments may be limited to a maximum period. 
Alternatively, there may be a ceiling on the total amount of benefits payable. 
Typically, however, insurance can be obtained on the basis that benefits will 
continue to be paid as long as the need persists. 

• Underwriting 

Underwriting is the process of risk assessment by insurers which leads to a decision 
either that an applicant for long term care insurance can be offered "normal" rates 
(for their age and sex) or that a higher premium must be charged. In extreme 
cases, cover may be declined. Among the risk factors that insurers take into in 
underwriting applicants are age, sex, medical history, current functional and 
cognitive status and social factors (living alone, etc) . 

., Claims management 

The claims management process requires special sensitivity on the part of insurers. 
Ideally, the process should be collaborative, with the care recipient and possibly his 
or her family members having a say in devising the most appropriate care 
"solution". Positive intervention by the insurer in the early stages of disability may, 
if the underlying cause is treatable, both improve the individual's health and reduce 
the cost of the claim. In addition, benefits for assistive devices and rehabilitation 
can help extend the period for which an individual can remain in the home 
environment. 

o Pricing 

The pricing of long term care insurance is not easy given the paucity of relevant 
data and the uncertainties associated with long term care risks. These uncertainties 
include: 

• Propensity to claim 
Will the existence of insurance cover itself lead to greater utilisation of long 
term care services? Is recourse to formal care at an earlier stage more likely if 
the individual has long term care insurance? 

• Adverse selection 
Will underwriting processes be able to identify and assess in an appropriate 
.manner those individuals who have a higher risk of requiring care? 

• Secular trends 
How are disability incidence rates and the expected duration of disability likely 
to change in the context of continued improvements in life expectancy and 
developments in medical science? 
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• Legislative/taxation environment 
Uncertainty in relation to the legislative and taxation environment for long term 
care insurance would clearly be a concern given the long term nature of the 
liabilities being undertaken. 

Sample premium rates for UK long term care insurance policies are set out In 

Appendix 3. 

Timing of insurance solutions 

8.6 Different long term care insurance solutions are appropriate for different stages of a 
person's life. 

During working lifetime: pre-funded long term care insurance 

8.7 The earlier provision for long term care starts the better. Ideally an individual should 
effect a regular premium long term care insurance policy in his or her 30s, 40s or 50s. 
International experience, however, is that the take up of long term care insurance 
cover is very low in these age groups. 

At the point of need: immediate. care insurance policies and impaired life 
annuities 

8.8 Long term care insurance can also be purchased at the point of need, although this is 
an expensive solution compared to making advance provision. The amount of the 
premium payable for an immediate care policy depends on the insurer's assessment of 
the likely duration of care needs. Sale of the family home may be necessary in order to 
finance the premium for an immediate care policy. 

8.9 Alternatively, an individual who is already in poor health may be able to purchase an 
"impaired life" annuity. Such annuities provide an enhanced income if an individual's 
life expectancy is significantly lower than average. There are obviously sensitive and 
emotional issues involved in accepting and then openly acknowledging a shorter life 
expectancy for oneself or a family member. For this reason, the Working Party 
believes that impaired life annuities are unlikely to gain wide public acceptance as a 
long term care "solution". 

8. I 0 Illustrations of the terms upon which impaired life annuities are typicalIy offered are set 
out in Appendix 3. 
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Pension-linked provision for long term care 

8.11 Occupational pensions represent a significant proportion of income in retirement for 
many people. As such, without any direct or formal linkage, they already constitute a 
major source of finance for long term care. In addition, international experience 
suggests that long term care insurance is typically purchased around retirement age. 

8. 12 There is, in fact, a natural link between pension and long term care provision, as both 
relate to financial needs in retirement years. It is worth considering how this link might 
be made more explicit so that pension scheme structures can be better aligned to the 
pattern of financial needs after retirement and so that individuals can be encouraged to 
make advance provision for long term care needs. . 

8.13 Pension scheme benefits are currently delivered in three main forms: 

• tax free cash lump sum at retirement 

• member's pension 

• qependants' benefits 

8. 14 In the following paragraphs, we consider some ways in which the delivery of these 
benefits could be modified to address long term care needs. 

Variable pensions 

8.15 The main focus of a pension scheme is to provide members with an income for life. 
This income can either be fixed at outset or increasing over time. The pattern of long 
term care needs, however, would suggest a requirement for a much greater level of 
benefit at the more advanced ages. Simple modifications which could be made to the 
way in which income benefits are delivered include: 

• Encouraging individuals and pension schemes to provide for annuities that increase 
in the course of payment. 

• Allowing schemes to provide a "stepped" annuity with a lower starting level and an 
increased benefit payable once the member has attained a certain age. 

8.16 The recently published report by the Pensions Board on the National Pensions Policy 
Initiative ("Securing Retirement Income") recommended greater flexibility in the way 
in which accumulated retirement savings may be converted into an ongoing income 
stream. Long term care could be factored into such an arrangement by, for instance, 
allowing accelerated income drawdown if a long term care need arises. 
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Widening the scope of pension schemes 

8.17 More radically, the range of benefits which pension schemes provide could be extended 
to specifically include long term care benefits. Within defined contribution schemes, 
accumulated contributions made dunng an individual's working lifetime could be used 
directly to fund care. Alternatively, defined levels of long term care benefit could be 
provided. This approach would also be appropriate for defined benefit pension 
schemes. If desired, such long term care benefits could be insured in the same way that 
many schemes already insure death-in-service benefits. 

8. 18 The key advantage of this approach is that individuals would be able to make provision 
for their overall financial needs in retirement through one vehicle. On the other hand, 
there could be significant employer cost resistance to supporting a development of this 
nature. In addition, the legislative changes required to facilitate this sort of structure 
would be extensive. 

Insurance at the point of retirement 

8.19 Another approach to creating a link with pension provision would be to give retirees 
the option to purchase - out of assets which would otherwise be used to generate 
pension income - a single premium long term care insurance policy. Of the pension
linked approaches considered, the Working Party believes that this option has most 
po·tential and it is explored further in Section 9. 

8.20 A valid reservation in relation to all the pension-linked approaches outlined is that, in 
the absence of additional funding for long term care benefits, there will be an erosion 
of existing retirement provision, the adequacy of which may already be open to 
question. An increase in the overall level of retirement savings would therefore be 
required to facilitate pension-linked financing of long term care. 

Equity release plans 

8.21 Many older people are "asset rich but income poor" i.e. their incomes are low but they 
may have considerable illiquid assets (most frequently tied up in their own homes) to 
which they cannot gain access. A number of equity release plans have been launched 
in recent years in the UK with varying degrees of success. To date, no similar 
products have emerged in Ireland. 

8.22 In broad terms, equity release plans fall into two distinct categories: 
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Mortgage annuities . 

8.23 With a "mortgage annuity", the capital raised by securing a mortgage on a property is 
used to purchase an annuity in the insurance market. The balance of the annuity, after 
the cost of servicing the mortgage, is available as a contribution to long term care costs 
or, indeed, to general living expenses. If the annuitant dies before the mortgage term 
has expired, the balance of the loan outstanding is a first charge on the sale of the 
property. 

8.24 For the mortgage annuity solution to be viable, the amount of the annuity has to be 
reasonable relative to the cost of servicing the mortgage. Hence, this approach tends 
to appeal to those of more advanced years. 

8.25 A disadvantage of the mortgage annuity is the risk associated with financing a variable 
rate mortgage out of a fixed annuity income. A fixed rate mortgage, if such was 
available for the full term, would address this problem but at the expense (as it would 
likely be more costly) of a further reduction in the net income. 

8.26 Illustrations of the net income available from a UK mortgage annuity are set out in 
Appendix 3. 

8.27 It is worth noting that, in the 1980s, equity release plans attracted bad publicity in the 
UK as a result of sales of a variation of the mortgage annuity which involved using the 
amount of the loan to buy a unit-linked investment bond. It was intended that the 
income produced by the bond would cover the interest payments under the mortgage 
and leave income to spare. This caused major problems -when interest rates rose in 
conjunction with a period of lower investment returns and falling house prices. The 
result was that the accumulated debt frequently exceeded the value of the property. 

8.28 The Working Party considers that the mortgage annuity approach has little to offer as a 
long term care financing solution in Ireland. 

Home reversion 

8.29 Under basic home reversion plans, a proportion (or all) of the property is purchased by 
the investor who then leases it back rent-free to the existing occupant. The house 
reverts to the investor on the happening of specified events, such as death (of the last 
survivor in the case of married couples), moving away permanently (typically into 
residential long term care) or the sale of the property. If only part of the property is 
involved in the reversion, the individual(s) share proportionately in any increase in the 
value of the property when it is sold. 

8.30 Some home reversion schemes require that the cash realised on the sale of the property 
is used to buy an annuity with the reversion provider. Others allow the individual(s) 
the option of buying an annuity on the open market or deferring the purchase of an 
annuity ifconditions in the annuity market are unfavourable. 
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8.31 The actual purchase price of a reversion will vary depending on the ages and state of 
health of the people involved and on the general housing market and its prospects. 
Illustrations of the net income available from a UK reversion annuity are set out in 
Appendix 3. 

8.32 Relative to mortgage annuities, the advantages of home reversion arrangements are: 

• They are more flexible and are not dependent on mortgage interest relief. 

• There is no exposure to a rise in interest rates. 

8.33 On the other hand, the main perceived disadvantage of home reversion schemes is that 
the price a purchaser may be willing to pay is (inevitably) less than the current market 
value. A further disadvantage of equity release schemes generally is that the individual 
pays for his or own long term care needs since such schemes do not provide access to 
risk pooling. 

8.34 A recent proposal in the UK addresses this latter shortcoming. It involves a link 
between a home reversion scheme and long term care insurance. Under this proposal, 
the individual would assign ownership of part of their home to a long term care insurer 
and this would, in effect, constitute a deferred single premium payment for a long term 
care insurance policy. The insurer would therefore pay for long term care as and when 
required. On the death of the individual, the property would be sold and the insurer 
would obtain the appropriate proportion of the proceeds. This concept has been 
labelled Partial Equity Release Insurance. 
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9. The Way Forward 

"The history of human achievement is rich with stories of successful 
partnerships" 

Margaret E. Mahoney 

9.1 It is quite obvious that there is no single solution to the financing of long term care in 
Ireland. Realistically, if the objectives set out in Section 6 are to be achieved, the State 
will remain the dominant funder (and indeed provider) of long term care for the 
foreseeable future (this is consistent with the DEeD's conclusion that public 
mechanisms are likely to have to continue to bear most of the burden of financing long 
term care.). The challenge, however, must be to develop private funding mechanisms 
that encourage self reliance and will help to ease the growing cost to the Exchequer of 
long term care provision. 

9.2 It is therefore the Working Party's view that the future role of the State should be a 
dual one. It should act both as: 

• a direct funder of care; and 

• a facilitator of private provision. 

The State as a runder 

9.3 The Working Party notes the Government's intention to commission a consultancy 
study on the possibility of social insurance to cover long term care costs. The outcome 
of this study will be awaited with interest. The Working Party believes that a social 
insurance approach has considerable merit but has reservations as to whether, at 
present, there is sufficient public awareness of long term care issues to win the 
agreement of the social partners to the higher PRSI contributions it would involve. 

9.4 A possible variation on the social insurance model is the posthumous "care duty" 
described in section 7. It would perhaps be useful if this option could be explored as 
part of the proposed consultancy study. 

9.5 If no major structural changes along the lines described in the previous paragraphs 
materialise, the Working Party strongly believes that the State should continue to fund 
long term care on a means-tested basis. In this regard, the Working Party offers the 
following recommendations: 

• As proposed in the recent review of the Carer's Allowance, benefits should be 
provided on the basis of a standard needs assessment (taking into account both 
income support and care needs) which should be used by all State organisations 
which provide services or benefits to those in need of care. 

• Education of the public is required to ensure that there is a clear understanding of 
the way in which income and assets will be taken into account in determining 
eligibility for benefits. 
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• Consideration should be given to restricting means-testing to the resources of the 
care recipient.. Changing family structures and greater levels of cross border 
migration mean that taking total family income into account will become 
increasingly unworkable and is, in any event, of questionable fairness. 

• The level of the fmancial contribution made by the State should be consistent 
across all settings. Specifically, the level of fmancial contribution should be the 
same for institutional care whether such care is provided in a public or private 
setting. Furthennore, the financial contribution available from the State to 
support institutional care for a particular individual should equally be available to 
support care of the individual in the community, if the individual's "level of 
dependency makes this a viable option. The State contribution to institutional 
care costs, could, if applied to community care, be used to pay for home helps, 
home nursing and paramedical services as well as providing financial support for 
informal carers. 

Funding mechanism for increased State expenditure on long term care 

9.6 The Working Party suggests ·that serious consideration be given to the 
establishment of an explicit mechanism to fund, at least partially, the expected 
substantial growth in long tenn care expenditure. This recommendation has a parallel 
in the proposal made in the recent report by the Pensions Board on the National 
Pensions Policy Initiative in relation to the funding of Social Welfare old age pensions. 

9.7 A model which the Working Party has developed would suggest that an annual 
payment into a Long Tenn Care Stabilisation Fund of an additional 33% of current 
State long tenn care financing (£66 million in 1996 terms) tapering down to zero in 17 
years time would result in cost stabilisation over the next 30 years. At the end of the 
17 year period, the accumulated fund would be gradually drawn down to meet the 
growing cost oflong tenn care and would fmally be extinguished in 2029. In practice, 
it would be appropriate to review the funding level regularly, say every five years, 
and adjust it upwards over the later years in order to continue the benefits of funding 
over a longer period. 
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Chart 9.1 

Stabilised financing of long term care 
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9.8 This model builds on the projections set out in Section 4 and assumes additionally that: 

.' the State continues to pay either directly or indirectly approximately 2/3rds of the 
cost of formal care 

• the fund assets will grow at a rate of return of5% p.a. in excess of price inflation, 
and 

• increas~s in long term care costs will exceed price inflation by 2% p.a. 

9.9 Some pre-funding of the expected future increase in long term care costs would be 
particularly appropriate if a social insurance model is adopted. However, this 
approach also has merit even if the current system of financing long term care from 
general taxation is maintained. In particular, bearing in mind the extent of the other 
pressures on health care financing, it would have the benefit of ring fencing the funds 
required to support long term care needs. 

The State as a facilitator 

9.9 People generally have a very poor understanding of the way in which public and 
private financing of long term care interact. The relative complexity, lack of certainty 
and potential inequities in the application of means-testing rules can make the system 
impenetrable to anyone not directly involved in the process. The proposed 
standardisation and clarification of these means-testing rules would be a very important 
first step in creating an environment in which people themselves can plan ahead on an 
informed basis for future long term care costs. 

62 



Financing Long Tenn Care in Ireland The Way Forward 

A "partnership" approach 

9.10 More radically, the State could encourage individuals to plan in advance to meet their 
own long term care costs by removing the risk of an open ended funding commitment. 
Specifically, it could give relief from means-testing of assets where an individual has 
already met a substantial proportion of the cost .of care by means of an approved long 
term care insurance policy. This proposal builds on the type of partnership models that 
have emerged in the US in recent years. There are two ways in which such relief might 
be structured: 

• £ for £ scheme 

Under this approach, assets equivalent to (or equivalent to a modest multiple of) 
the amount . of an individual's insurance cover would be disregarded for means
testing purposes. So, for instance, if a £ 1. 50 for £ 1 scheme were adopted, then a 
person who, through an approved insurance policy, had paid the first £30,000 of 
long term care costs would have the first £45,000 of his or her assets ignored in 
determining eligibility for future means-tested State support. 

• A time based approach 

Under this approach, if an individual had insured the first X years of residential 
care or, say, 2 X years of home care, then the State would ignore accumulated 
assets completely in determining eligibility for means-tested State support for care 
needed after expiry of the insurance cover. 

9.11 Under both of these approaches, the individual would still be required to contribute 
towards the cost of long term care from income after expiry of his or her insurance 
cover. 

9. 12 On balance, the Working Party prefers the time based approach because of the greater 
clarity/certainty that it brings to the long term care planning process and its relative 
simplicity from an administrative point of view. Specifically, the Working Party 
proposes consideration of time limits of three years for residential care and six years 
for home care. 

9.13 As far as the Exchequer is concerned, introducing a partnership scheme would, in the 
first place, result in savings in respect of those individuals who due to income/asset 
inadequacy would otherwise have required State support during the partnership period. 
On the other hand, additional costs would arise after the partnership period for those 
who might be described as "asset rich, but income poor". The actual balance between 
savings and costs will depend very much on the detailed design of the partnership 
arrangement structure and the mix of people who take it up. However, the Working 
Party believes that from the Exchequer's point of view cost neutrality or better is 
achievable. Clearly, this is also the view taken by the authorities in the jurisdictions 
where such arrangements have already been introduced. 
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9. 14 Considerable thought would have to be given to the detailed operational rules for any 
partnership arrangement. To be eligible for approval, an insurance policy would have 
to provide certain minimum benefits. Drawing on US precedents, these might be 
structured as follows: 

• Coverage for at least 3 years of nursing home care, 6 years of home care or a 
combination of the two (where 2 home care days equal 1 nursing home day). 

• £x per week coverage for nursing home care; £x./2 per week coverage for home 
care. 

• Mandatory inflation protection. 

• Care management services to include information, referrals, consultation on service 
needs and benefits. 

The role of the private sector 

9.15 The introduction of a partnership framework would provide an ideal platform upon 
which to develop insurance based long term care solutions. The elimination of potential 
open ended liabilities would facilitate the pricing of individual long term care risks. 
Furthermore, if benefits were limited to a three year duration, this should allow a 
reduction of the order of 15% in the premiums that would otherwise be chargeable. 

9. 16 It must be acknowledged that a partnership/insurance approach in the form outlined 
above would not yvork for people who are uninsurable for health or other reasons at 
the outset. This concern could be addressed by allowing people who find themselves 
in this position to avail of the partnership safety net by directly funding all of their own 
care costs during the partnership period. 

The link with pensions 

9. 1 7 Whether or not a partnership scheme is considered viable, there is much that can be 
done to encourage the development of the long term care insurance market in Ireland. 
In particular, the tax position should be clarified. Specifically, the Working Party 
proposes the following tax treatment for long term care insurance: 

• full tax relief on premiums paid 

• gross asset build up, and 

• benefits used to support the provision of long term care to be payable free of tax. 

9. 18 It should be emphasised that the Working Party is not making a case for new tax 
reliefs. Rather, this proposal should be fiscally neutral. At present, £ 100 saved for 
retirement is eligible for tax relief when it is paid into a pension scheme, it then 
accumulates within the scheme on a tax free basis but the quid quo pro is that the 
resulting pension is taxed as normal P AYE income. If, however, the pension is then 
used to pay directly for nursing home care it is eligible for medical expenses relief So, 
in effect, reti~ement income is already used to fund 10l1g term care on a gross of tax 
basis. 
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9. 19 Potential abuse of these tax reliefs could be avoided by specifying that any benefits 
emerging that are not used to fund long term care would be taxed as income. 

9.20 As already highlighted, the point at which an individual is retiring has the potential to 
be a significant watershed as far as planning for long term care costs is concerned. 
There is a heightened awareness of the need to make provision and substantial pension 
assets and other savings may be available. To take advantage of this, the Working 
Party strongly recommends that, retirees should be permitted to use part of their 
pension assets, following payment of any tax free lump sum, to purchase long term 
care insurance on a single premium basis. 

9.2 I In defined benefit schemes, this could be achieved by commuting a further proportion 
of retirement income. The proposal in Securing Retirement Income for a new more 
flexible pensions vehicle, the Personal Retirement Savings Account (PRSA), would 
greatly facilitate a move in this direction. 

Example 8.2 

A woman earning £20,000 retiring at age 65 with a defined benefit pension 
entitlement of £12,000 p.a. would at present typically convert part of her 
pension entitlement into a tax-free lump sum of £30,000, giving a reduced 
pension entitlement of £9,000 p.a. 

On the basis of the Working Party's proposal, she would be allowed to convert 
an additional proportion of her pension into a lump sum to pay for a long term 
care insurance policy. The cost of insuring an index-linked long term care 
benefit of £750 per month might be of the order of £15,000, so her pension 
would reduce to £7,500 p.a. This level of income, together with benefits from 
the insurance policy should be sufficient to fund her future long term care 
needs. 

9.22 For their part, insurers would be prepared to help develop a vibrant insurance market 
in long term care by: 

• Funding, collectively and individually, education and information campaigns 

• Developing effective distribution channels, and 

• Subscribing to an industry code of practice in relation to product design and claims 
management that would be aimed at maintaining a high level of consumer trust and 
confidence in the long term care insurance market. 

9.23 Indeed, the last of the above points could well be developed into a voluntary or 
compulsory system of "kite-marking" of insurance products as recently proposed for 
Personal Retirement Savings Accounts in the recently published report by the Pensions 
Board on the National Pensions Policy Initiative. This is a system where certain 
products are formally certified as meeting specified quality criteria. 
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9.24 In addition to providing quality long term care insurance products, another potential 
major role for the private sector would be. to develop home reversion schemes aimed 
mainly at those whose have immediate or imminent care needs, and partial equity 
release insurance products aimed at those who are not yet in need of care. 

Conclusion 

9.25 The table below summarises the. current approach and potential future options for 
financing long term care in Ireland. 

The WaJ:' Forward 

Option 1 

Option 2 

Op#on 3 

• Direct provision of institutional and community care 
services by the State, 

• Means-tested. State subsidies for private and voluntary 
nursing home care, 

• Means-tested Carer's Allowance, and 
• Unplanned private funding (income, savings, sale of 

family home and family support) 

• No change 

• Non means-tested State financing via social insurance 
or a posthumous "care duty"; and 

• Private funding on a top-up basis. 

• State funding on the basis of streamlined means
testing, 

Q Planned private funding (through insurance and 
improved integration with general retirement income 
provision), and 

• Unplanned private funding (income, savings, family . 
support, sale of family home or equity release) 

Summary of recommendations 

9.26 The Working Party's recommendations are summarised overleaf. 
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Summary of recommendations 

.:. As part of the consultancy study which is to be undertaken in relation to the feasibility of 
social insurance as a means of funding long term care, consideration should be given to 
funding long term care by way of a posthumous "care duty" . 

• :. State services and benefits should be provided on the basis of a standard care needs 
assessment and means test which should be used by all State organisations which provide 
services or benefits to those in need of care . 

• :. Education of the public is required to ensure that there is a clear understanding of the way 
in which income and assets will be taken into account in determining eligibility for benefits . 

• :. Consideration should be given to restricting any means-testing of benefits to the resources 
of the care recipient. 

.:. The level of the financial contribution made by the State should be consistent across all 
settings. Specifically, the level of financial contribution should be the same for institutional 
care whether such care is provided in a public or private setting and there should not be 
any bias towards institutional care . 

• :. Consideration should be given to the establishment of an explicit mechanism to fund, at 
least partially, the expected substantial growth in long term care expenditure on a similar 
basis to the proposal made in the recent report by the Pensions Board on the National 
Pensions Policy Initiative in relation to the funding of Social Welfare old age pensions . 

• :. Consideration should be given to the feasibility of a "partnership" approach to financing 
long term care whereby the State would encourage individuals to make provision for their 
own long term care needs. This could, for instance, be done by providing State financing. 
of long term care needed beyond a period of, say, three years, without means testing of 
assets, for those who have taken out an approved long term care insurance policy to cover 
the first three years of care . 

• :. The tax position for long term care financing should be clarified. Specifically, long term 
care insurance should be taxed as follows: 

• full tax relief on premiums paid 

• gross asset build up, and 

• benefits used to support the provision of long term care to be payable free of tax . 

• :. Retirees should be permitted to use part of their pension assets, following payment of any 
tax free lump sum, to purchase long term care insurance on a single premium basis . 

• :. Consideration should be given to developing a system of "kite-marking" (i.e. formal 
certification of certain products as meeting specified quality criteria) for long term care 
insurance products. 
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Appendix 2 

Long Term Care in Other Countries 

u.s. 

1. In the U.S., long term care is delivered through a combination of public schemes and 
private funding. 

State provision 

2. The U.S. has four major programmes providing access to long term care for the 
elderly:-

• Medicaid 

• Medicare 

• Older Americans Act 

• Social Services Block Grant 

3. Of these, Medicaid, which provides health care services for the poor, and Medicare, 
which provides health care services for the over 65s, are the most important. 

Medicaid 

4. Medicaid is the most important provider of long term care in the U.S. Introduced in 
1965, it was primarily intended to provide medical assistance to those on low incomes. 
Medicaid programmes are initiated and administered separately by each State and are 
funded partly by the State and partly by the Federal Government. Each State 
determines who is covered, and what services are provided. Approximately 50% of 
Medicaid expenditure is on long term care generally and, of this, 72% is directed 
towards nursing home services. 

5. Medicaid is a means-tested programme with both income and asset tests. In order to 
qualify for· Medicaid, countable assets would generally have to be below $2,000. 
Certain assets such as the family home, car and certain life assurance policies are 
exempt from the test. Additionally, Medicaid recipients must also contribute from 
income (excluding an allowance for expenses) towards the cost of services. 

73 



Financing Long Tenn Care in Ireland Appendix 2 

Medicare 

6. Medicare was also created in 1965 to provide for the delivery of acute medical care 
services to those elderly entitled to Social Security benefits. Two separate programmes 
cover Hospital Insurance and Supplementary Medical Insurance. Hospital Insurance 
includes stays in acute care hospitals or extended care in certain skilled nursing 
facilities. Supplementary Medical Insurance covering physicians' services, out-patient 
care, hospice care and home health services is an optional add on. 

7. Medicare coverage for long term care is limited to post-hospital convalescent care and 
rehabilitative care, including home health agency services and short term, post-hospital 
skilled nursing care for a maximum period of 100 days after a hospital stay of at least 3 
days. Benefits are provided on the basis of medical need, without means-testing. 

8. Medicare is a social insurance programme funded by payroll taxes, beneficiary 
premiums and general revenues on a "pay-as-you-go" basis. Beneficiaries don't have 
to make co-payments for services. The benefits are the same for all and independent of 
Income. 

Older Americans Act and Social Services Block Grant 

9. These two Federal programmes finance small amounts of home and community based 
services. 

Private provision 

10. Long term care products have been available in the U. S. for more than 20 years. The 
market has been growing at an average rate of 25% per annum since the early 1980s, 
although growth rates did decline during 1993 and 1994. This has been attributed to 
uncertainty in relation to the Clinton health care reforms (which the public thought 
might provide Government-sponsored long term care) and the uncertain tax status of 
long term care insurance. At the end of 1994, there were approximately 3. 8m policies 
in force, underwritten by more than 121 different companies. 

II . Private long term care products can broadly be subdivided. into three main categories:-

o Stand-alone policies which have been primarily sold to the over 55's (the average 
age of those effecting stand-alone policies was 67 in 1994, but is decreasing). 

• Life assurance policies with accelerated benefit long term care insurance riders. 
These policies have found greater appeal amongst younger people (the average age 
of purchasers in 1994 was 42). 

• Employer sponsored plans which emerged in 1987 and grew rapidly during the early 
1990's. The average entry age to such plans during 1994 was 42.2, suggesting that 
this may be an efficient way of selling to younger people. 
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12. Initially, long term care insurance products only covered the cost of nursing home care, 
which made them unattractive to elderly people who would rather remain in their own 
homes. By 1994, however, a significant proportion of products also provided cover 
for home care benefits. Originally, benefit payments were restricted to a maximum 
duration of2 or 3 years, whereas more recently, many products provide benefits for an 
unlimited duration. The average benefit duration limit on policies purchased during 
1994 was 5 years. 

Partnership schemes 

13. Currently, Medicaid finances nearly half of the U.S. nation's long term care bill. 
Payments from the scheme have trebled over recent years, topping $150bn in 1995. 
This growing pressure on Medicaid, together with concern over the increasing 
numbers of people forced to spend down their assets, has led a number of States to 
look at ways to reduce the cost of financing long term care. Four States (Connecticut, 
Indiana, California and New York) have responded by introducing Partnership 
Schemes which incorporate both public and private financing. 

14. Under the Partnership Schemes, individuals are encouraged to share the cost of care 
with the State by purchasing an insurance policy. In general, these insurance policies 
can only be issued by participating authorised insurers. Exceptionally, the California 
Public Employees Retirement System, which also provides partnership policies, self
insures its arrangements. 

15. Each of the Partnership programmes requires that the policies offered by participating 
insurers include certain features, for example: 

• a minimum daily benefit and benefit duration limit 

• inflation protection, normally at 5% p.a. 

• benefit entitlements based on functional impairment (i.e. assistance needed to 
complete two or more activities of daily living) or cognitive impairment. 

• several features to protect policyholders including provision for a nominee who will 
be informed if a policy is about to lapse due to non-payment of premium. 

16. Only Medicaid approved services qualify for asset protection although other services 
may be provided. Any claim refused by a participating insurer may be reviewed by the 
partnership. 

75 



Financing Long Term Care in Ireland Appendix 2 

Dollar for dollar policy 

17. This system was first introduced in Connecticut in 1992. Indiana and California 
followed with versions in 1993 and 1994. Under this system, an individual purchases 
a policy to cover long term. care expenses incurred. Subject to certain minimum 
benefit levels, the individual may choose the level of cover he requires. In particular 
the level of cover chosen will have regard to the level of assets the policyholder wishes 
to protect. Once cover under the policy is exhausted, the individual may apply for 
Medicaid benefits. The individual is allowed to retain $1 of assets for each dollar paid 
out by the policy and such retained assets do not count towards the Medicaid means
test. The individual is still required to contribute from income towards the cost of 
care. 

- Time based system 

18. This system was initiated in 1993 in New York. Partnership policies must provide 
benefits for a minimum period. For instance, the minimum period for nursing home 
care is 3 years and for home care is 6 years. Minimum daily benefits are also stipulated 
($110 for nursing home care and $55 for home care in 1995). Once benefits under the 
policy have been exhausted, the policyholder is entitled to Medicaid benefits, without 
regard to the type or amount of his assets. The policyholder is still required to 
contribute from income to the cost of long term care. 

19. The NYS model provides total asset protection i.e. once the policy is exhausted, all the 
individual's assets are protected. This model is also much simpler to communicate to 
the public. 

Sales 

20. To date, sales of partnership policies could at best be. described as slow. Up to 
September 1995, just over 8,000 policies were sold within the NYS Partnership, while 
sales of 1, 000 - 2, 000 were recorded by the other Partnerships. Exceptionally, 50,000 
applicants have been received for the self-insured California Partnership. Slow sales 
have been attributed to: 

• cost, mainly due to obligatory policy features 

• a lack of public awareness of the need for protection 

• uncertainty about future heaIthcare reform 

• a reluctance amongst agents to sell long term care policies generally (largely due to 
the complexity of the product) 

• limited protection (i.e. only within State) and lack of portability. 
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UK 

1. The predicted demand for long term care it). the UK is set to increase substantially, as 
can be seen from the table below (from Nuttall et al). 

Le,:'el or Lare 'I }995 2(IO} : 20ll '2(12} 2031 
Low 
Moderate 
Regular, 
Continuolls 
Total 

2,248 
2,177 
1,516 

630 
6,671 

2,392 
2,082 
1,564 

706 
6,746 

2,602 
2,161 
1,720 

840 
7,324 

2,844 
2,336 
1,925 

993 
8,098 

3,041 
2,461 
2,141 
1,194 
8,828 

2. The predicted cost of long term care is estimated below (from Institute of Public Policy 
Research) in real terms (£ billions). 

I ,i }995 . 20(JJ 2011 2021 203ll 
Formal Care 12 
Notional cost of informal care 33.8 
Total 45.8 

Current State and private provision 

13.2 
34.2 
47.4 

17.6 
34.6 
52.2 

24.8 
33.3 
58.1 

33.6 
31.6 
65.2 

3. The State covers all care costs if an individual has assets of less than £10,000. If an 
individual has assets between £10,000 and £16,000, it will pay a portion of the cost of 
care. Above £16,000, there is no State support. 

4. Long term care insurance products have been available in the UK since 1991. Sales to 
date are estimated to be between 25 - 35,000 policies, which is considered somewhat 
disappointing. However, with increased Government activi"ty and media attention 
recently, sales are expected to rise as people become more aware that the State is not 
going to provide for all of their long term care needs. 

5. The major barriers to long term care insurance sales in the UK are set out below: 

• lack of perceived need 

• individuals believe that the State will provide care 

• political ,uncertainty regarding the State's role 

• complexity of the product 

• wrong sales message 

• expensIve. 
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"A New Partnership for Care in Old Age" 

6. In May 1996, the Conservative Government introduced a consultation paper followed 
later by a policy statement in March 1997 entitled, 'A new Partnership for Care in Old 
Age'. It explored various options regarding the development of a partnership scheme 
between the public and the private sector for the funding of long term care. These 
plans were eventually shelved. Although they had initiated debate, it was generally felt 
that they didn't go far enough. The concept was good, but it only protected the 
interests of a small sector of the public. 

Royal Commission on long term care 

7. In May 1997, Labour came into power and announced that it would not proceed with 
the previous Government's partnership proposals. It would be looking for a 
completely new way forward in the funding and provision of care for the elderly. 

8. The establishment of a Royal Commission was announced on 4 December 1997. The 
Royal Commission has been established to consider the funding of long term care for 
elderly people and has the following headline term of reference: 

"To examine the short and long term options for a sustainable system of 
funding of long term care for elderly people, both in their own homes and in 
other settings and, within J 2 months, to recommend how and in what 
circumstances, the cost of such care should be apportioned between public 
funds and individuals ". 

9. It has been recognised that there is not just one solution for the funding of long term 
care. The options being reviewed by the Royal Commission are: 

• some form of compulsion 

• link with pensions 

• equity release, in particular, Partial Equity Release Insurance (PERI) 

• long term care insurance 

• some form of public/private partnership. 

10. The Royal Commission is also reviewing the important role of informal care providers, 
which currently represents 75% of care provision. Some form of recognition is needed 
here. 
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Long term care insurance 

11. Long term care insurance is offered in a variety of forms in the UK. The product 
suitable for a particular individual will depend on the individual's circumstances with 
respect to age, asset level and income level. The main UK products currently being 
sold or being developed are summarised below. 

Prefunded long term care 

12. Prefunded plans are primarily aimed at those In good health. They fall into the 
following: categories: 

• stand-alone policies 

• rider to another policy, for example, a whole life insurance policy 

• extension of another policy, for example, permanent health insurance 

13. Benefit entitlement is based on the policyholder being unable to perform 2 or 3 
activities of daily living or having a significant cognitive impairment. The deferred 
period is typically 3 months, with benefits payable for the lifetime of the policyholder 
provided he continues to satisfy the claims criteria. Longer deferred periods and 
limited benefit periods have been introduced as a way of reducing the cost. 

14. The bulk qf sales to date have been for prefunded products. 

Immediate needs annuity 

15. An immediate needs annuity is suitable for those who are already receiving care. or are 
just about to go into care. They are sold on a case by case basis. An assessment of the 
individual's life expectancy is made and it is this reduced life expectancy that makes the 
terms for such an annuity more favourable than a standard annuity. 

16. Sales to date have been limited due to: 

• The difficult sale, i.e. it can be very difficult to sell someone an insurance policy 
when they are in a disabled state. 

• It is very labour intensive at the underwriting stage. This, combined with low 
'volumes, means that it is not a cost-effective product for most insurance companies. 

Investment bond 

-
17. This is a package which funds long term care using an investment bond (i.e. a single 

premium unit-linked insurance policy). The cost of the long term care risk is met by 
monthly morbidity deductions against the unit fund. Frequently, these products are 
written off-shore, because of the tax advantage this approach can offer. 
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Equity release 

18. A variety of equity release mechanisms are currently available in the market although, 
to date, none have been linked with long term .care insurance. However, it has been 
recognised that equity release is potentially a viable mechanism for funding long term 
care. There is a significant proportion of the over age 50 group who fall into the 
"asset rich but cash poor" category, where their home is their biggest asset. 

19 There are two main types of equity release scheme currently offered: 

• Mortgage and annuity scheme or Home income plan 

This involves taking out a mortgage and using the proceeds to purchase an annuity. 
This produces an income part of which is used to meet the interest payments on the 
mortgage and the balance of which can be used to fund long term care needs. 

• Home reversion 

This involves the sale of all or part of the property at a discount to its current value, 
in exchange for which the resident retains the right to live in the house rent free. 
The income produced from the reversion is a potential source of funding for long 
term care needs. 

20. Variations on these themes have been developed. From the point of view oflong term 
care provision, the most promising may be partial equity release insurance (PERI), 
which combines equity release with an insurance or risk-pooling mechanism. 

21. The PERI concept was first introduced by the Institute of Public Policy Research, in 
the publication 'Paying for long term care'. The proposal was that in return for the 
insurance company receiving a reversionary interest in part of the policyholder's home, 
the policyholder would be granted cover under a long term care insurance policy. The 
insurer would recover the cost of the insurance cover on sale of the house following 
the death of the policyholder. 

22. The other recent development is the Shared Appreciation Mortgage (SAM), which 
comes in two forms: 

• a zero interest mortgage 

• a fixed interest mortgage. 

23. Under the first option, 25% of the property value can be taken as an immediate 
mortgage on which no interest is payable, with the sum recoverable on the death of a 
policyholder. In order to compensate the provider for writing this zero interest 
mortgage, it would receive 75% of the growth in the value of the entire property 
between the issue of the mortgage and the death of the policyholder. 

24. The fixed. interest version works in a similar way, with the provider receiVing a 
proportion of the property growth in exchange for providing a subsidised fixed 
mortgage interest rate. 
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Link with pensions 

25. Long term care has a natural link with pensions, in that they both are dealing with 
financial needs in retirement years. However, long term care should represent 
additional funding, as current pension provision is not deemed to be adequate. 

26. A pensiqn-linked product was previously available in the UK. It was, however, 
withdrawn when it was challenged by the Inland Revenue for tax reasons. The link 
with pensions is currently being reviewed by the Royal Commission. 
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Germany 

1. Germany faces a dramatic change in its demographic profile. The percentage of the 
population aged 65 and over is projected to increase from 15% in 1990 to 28% in the 
year 2030. The number of persons needing long term care is projected to increase 
from 1.65 million to 3.5 million by the year 2010. 

Health insurance scheme 

2. Germany has a social insurance system for financing health care (Gesetzliche 
Krankenversickrung - GKV). Membership is compulsory for all employees with an 
annual income of less than DM68,400. The average contribution is about 12.5% of 
salary up to the above limit. Contributions are shared equally between the employee 
and the employer. Employees with an income in excess of DM68,400, the self
employed and civil servants can opt to stay within the GKV or to insure privately with 
one of the private Krankenversicherung (PKV) companies. 

Long term care 

3. Until recently, in spite of having a sophisticated welfare state, Germany offered 
relatively little in the way of State-financed long term care benefits. People requiring 
long term care had to pay for it themselves. In order to qualify for social assistance, 
individuals had to have an income below a certain limit, spend down savings and assets 
excluding their home and have no close relatives with a sufficiently high income to 
finance their long term care. 

4. In the early 1980s, the Government asked the insurance industry to offer suitable 
products. The German Life Assurance Association formed a committee to produce a 
model long term care product which was introduced in 1985. The insurance 
companies offered a uniform product which combined an annual benefit payable once 
permanent care was required - as determined by ability to perform activities of daily 
living - with a deferred annuity payable from a pre-defined age (80 or 85), a death 
benefit and waiver of premiums once benefit was in payment. The benefit was payable 
on the basis of disability, regardless of the type of care provided. The product was a 
whole-of-life policy with premiums payable on a regular or single premium basis. 
Premiums were not guaranteed and there was no limit on premium increases. 
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5. This product was not a success. Total sales had reached no more than 5,000 by the 
end of 1992. This was attributed to: 

• The low public awareness of need. 

• Poor marketing of the product. 

• The product was too expensive. 

• Underwriting had to be conservative because of the lack of reliable statistics on long 
term care. 

• The wide ranging package of benefits on offer was such as to drive up the cost. 

6. The German Government looked at the long term care issue again in the early 1990s. 
Three proposals were considered: 

• Market solution 

i.e. financing long term care through prefunded insurance products offered by 
commercial insurers. Consideration was given as to whether this should be on a 
voluntary basis or compulsory for citizens above a certain age. This approach was 
eventually discarded for a number of reasons. Firstly, following the introduction of 
a funded system, there would be a dual burden for the age cohorts who were 
currently worlcing. They would have to cover not only the cost of the then current 
elderly who needed care but would also have to provide funds to cover their own 
future care needs. Secondly, the view was taken that older people would require 
significant public subsidies in order to pay risk-related insurance premiums 

• Transfer model 

i.e. a tax financed federal government scheme, along the lines of the federal child 
allowance or housing allowance schemes administered by the Government and 
funded by general taxation. However, in general, Germany has a preference for 
social insurance rather than tax-based financing. 

• Social insurance model 

i.e. financing via earmarked payroll contributions from employees and employers. 

7. The social insurance model was adopted in 1993, after years of debate. The new 
statutory long term care social insurance system follows a similar model to the health 
insurance system and came into force with effect from January 1995. The scheme is 
compulsory for all members of the State health insurance scheme. 

8. The scheme is financed on a pay-as-you-go basis. Individuals initially contributed 1 % 
of gross earnings up to the sickness insurance contribution ceiling, but this rose to 
1.7% in 1996. Contributions are shared equally between employees and employers 
(employers were compensated for this additional cost by the abolition of one day's 
paid holiday per annum). 

83 



Financing Long Term Care in Ireland Appendix 2 

9. Individuals qualifying for benefit are classified into three categories. Th~ degree and 
frequency of assistance that the person needs in four specified activities of daily living 
determine the categorisation. . The activities of daily living are personal hygiene, 
feeding, mobility and domestic chores. 

Class 1: People with considerable incapacity who need care once per day or several' 
times every week. 

Class 2: People with heavy care needs who need care at least three times per day. 

Class 3: People with the heaviest care needs who require constant attention. 

10. The legislation specifies that home nursing and, in particular, nursing by relations and 
other persons close to the insured should have priority over residential care. Benefits 
are paid both for home nursing and' for residential care. 

11. Home nursing benefits may be in the form of cash to pay for a carer whom the 
individual has obtained himself or benefits-in-kind i.e. direct payment to a professional 
care attendant for a certain number of visits per month. The monthly benefit limits are 
as follows: 

Class 1 
Class 2 
Class 3 

, Bene It in Kind Vallie. em'" Vallie 
DM750 

DMl,800 
DM2,800 

DM400 
DM800 

DMI,300 

12. The lower cash benefits are apparently designed to encourage care by family members. 
In addition, family carers receive a contribution from the long term care scheme 
towards their own pension, according to the care level assigned to the care recipient. 
They also have the right to four weeks holiday per annum, provided that they are not 
in receipt of a pension or do not work for more than 30 hours per week. During this 
annual holiday period, the long term care scheme provides appropriate care for the 
care recipient. The scheme also finances and provides special technical aids and 
training courses for carers. 

13. The benefit for full-time residential care is designed to cover the total cost of care
related services in residential facilities, leaving "hotel" charges (i.e. accommodation 
and food) to be paid privately. Benefits are also available for: 

• partial residential care in establishments providing day or night care, if sufficient 
home care cannot be ensured 

• temporary full-time residential care for up to four weeks per annum, if necessary 
because of a crisis or temporary worsening of condition. 

14. All payments are indexed and periodically increased by Government decree. 
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Private insurance 

15. The first private long term care insurance policies were introduced in Germany in 
1985. F,ollowing the introduction of the statutory long term care insurance scheme in 
1995, individuals who have private health insurance are required to take out long term 
care insurance with private .health insurers to provide benefits at least equivalent to 
those provided under the statutory scheme. The private health insurers must offer such 
insurance on a community-rated, open enrolment basis (i.e. they must accept all 
applicants and must charge the same premium to all, regardless of risk factors such as 
age and sex). In addition, they are not permitted to charge more than 1.7% of salary 
for this cover. 

16. Individuals covered by the statutory long term care insurance scheme or equivalent 
private insurance may also take out supplementary insurance· either through a life 
assurance company or a private health insurance. Although it is expected that the 
private sector will benefit from public awareness of the need for long term health 
insurance, there is a real danger that individuals will assume that cover under the 
statutory scheme is sufficient. 
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France 

1. Informal care is very significant in France but this may decline. In 1988, 90% of 
elderly people with high levels of dependency who lived at home received informal 
care; only 10% of this group received professional care. 60% of informal care was 
provided by the children of the elderly person (the majority by women) and almost 
20% by the spouse of the person requiring care. In 1993, 75% of care given was 
provided informally, 13% was provided by the private sector and 12% was provided 
by the government. 

The provision of formal residential care 

2. As a result of legislation in the 1970's residential care is provided in psychiatric and 
long-stay warqs in hospitals, in retirement homes and within medical sections of 
sheltered housing. The ratio of residential care places is 6.8 per 1000 people over 65 
years old. 

3. There is a concern that a large number of elderly people are being cared for in 
inappropriate settings. 28% of the 100,000 elderly people being cared for in 
psychiatric wards, long-stay wards, "medical sections" and general hospitals in 1982 
were not correctly placed. Due to shortages of places in long term units, acute care 
sections of hospitals can often not discharge elderly people after treatment. 

4. Elderly people requiring acute care are cared for in separate long-stay wards for 
chronic care in general hospitals. The number of people in long-stay hospital wards 
increased by 15% (around 9,000 places) between 1990 and 1992. This is a small 
sector of care provision and despite being expensive it continues to grow. 

5. Retirement homes have, since social services legislation in 1975, set up "medical 
sections" (sections de cure medicate) and have taken on the role of nursing homes. 
Most retirement homes are managed by local government or by non-profit 
associations. Whilst the bed-capacity of retirement homes has remained reasonably 
static (355,000 including residents under 65), the trend has been to provide more long 
term care in "medical sections". There were approximately 3.9% of the elderly in 
retirement homes in 1990 and this figure had grown by 7% by 1992. 

6. Sheltered housing (logements-foyers) has also grown in capacity from 58,000 places 
(I. 7% of the elderly population) in 1975 to about 150,000 places in 1992. These 
centres are adapting from providing independent living arrangements to providing for 
the more dependent elderly. Between 1900 and 1992 the numbers of elderly in 
"medical sections" of sheltered housing grew from 10% to 15%. 

7. Residents requiring care in both retirement homes and sheltered housing are eligible to 
receive funding from the health insurance system. 
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Provision of formal domiciliary care 

8. Central and local government have prioritised the provision of "home-care" services 
since the early 1980s. Provision of the different types of service vary according to 
different regions. 

9. Home help services (aide a domicile) are provided by non-profit-making organisations. 
Elderly people who are designated by a doctor or social worker as needing assistance 
receive domestic help. The cost may be subsidised by pension schemes or financed ·by 
social assistance budgets if the elderly are on low incomes. The expansion of these 
services has provided more elderly people with a few hours of care. In 1991 the 
average number of hours provided per week was 2.77. 

10. Home nursing care is received by 0.6% of those people aged over 65 years and most of 
these people have a high level of dependency. Following regulations in May 1981 a 
new form of service, SSIAD (Service de Soins Infirmiers a Domicile) was set up. 
Home nursing care is provided by hospitals or local associations. Doctors prescribe 
the nursing care which is covered by health insurance. 

11. There are a number of other domiciliary services available including home medical 
care, home improvement and· adaptation schemes, live-in helper schemes and 
neighbourhood services. 

Current funding for care 

12. The funding system for formal care has grown in an incremental fashion as the health 
insurance system has been redefined. There are several funding sources that contribute 
to providing long term care. The result is that this makes it a very complex procedure 
for elderly people and their families to assemble an income package to support them in 
their home. Significantly, entry to a long-stay ward or residential home is far less 
complicated. 

13. There are three statutory social insurance schemes administered by the Caisses 
Nationales which are non-governmental bodies regulated at a national level by the 
appropriate govemment ministry, The schemes - the old age pension scheme, the 
health insurance system and the family assistance system - provide social protection for 
elderly people and are financed mainly through contributions levied on employers and 
employees with some central government tax funding. 

The old age pension scheme 

14. Individuals may, if they wish, supplement their retirement pensions payable from the 
scheme, by making contributions to a complementary scheme to cover the costs of co
payments. 
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15. Pensioners may also apply to the scheme for help with the costs of residential and 
domiciliary care. Over half of all financial assistance with domiciliary help is from 
these funds. The pension schemes use a more generous means-test than the social 
assurance system (see below). 

The health insurance system 

16. The health insurance system gives elderly people access to a range of health services of 
generally good quality with little cost to the individual. The healthcare system meets 
medical costs without means-testing but users must make co-payments. The 
proportion of medical and hospital costs covered by the social insurance scheme can 
also be added to by paying into a mutual insurance fund or other private scheme. 
Health insurance now only covers the "medical" element of long tenn care which 
means the family/elderly person must pay for the accommodation costs unless they 
qualify for "social assistance". Health insurance reimburses home nursing services at a 
fixed price per service and will sometimes also pay for the visits of a private nurse. 
Disabled people whose need is identified before age 65 also receive an allowance in 
order to employ home carers. 

The family assistance system 

17. A Housing Allowance may be provided for those elderly people who live in their own 
home, in sheltered housing or in a retirement home but not to those in a long-stay ward 
in hospital. The allowance is part of the family assistance system for families who 
cannot finance the care of their elderly relatives. It is therefore subject to a means-test. 

18. Social assistance is another system for funding the care of the elderly. It is funded by 
the budgets for "Aide Sociale" which are held by the local government areas -
"departements". It consists of various benefits including: 

• a minimum income scheme to top up the incomes of the elderly should they fall 
below a minimum level 

• payments to cover care charges for services including a maximum of 30 hours per 
week home help and the accommodation costs of homes and long-stay wards. 

19. These costs, except for those for home help services, will only be paid by the social 
assistance system if the family cannot pay for the services. A means-tested 
'compensatory allowance' can also be paid to disabled elderly people from the Aide 
Sociale budgets to help them purchase care from a third party. To qualify, the elderly 
must be assessed as being at least 80% incapacitated and show they require assistance 
from a third party with the essential activities of daily life. The assessment is carried 
out by a multi-professional committee appointed by central government. 
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20. Total expenditure on the Aide Sociale budget has been increasing by about 6% per 
annum since the mid 1980s. This is a cause for concern by the "departements" as they 
have no control over the assessment of individuals for the compensatory allowance and 
they have no powers to recover the costs of care from the elderly person's estate. 

The private long term care market 

21. Insurers in France have been writing long term care business since 1985. In January 
1996 over 250,000 people had purchased private long term care - the largest market in 
Europe. Despite facing consumer resistance to long term care insurance as in the UK, 
French insurers have successfully overcome the problems. This has been attributed to 
their ability to match product design and distribution to the market segment they are 
targeting and to design a plan so that its benefits interface with those available from the 
French Social Security System. 

22. The trend in France is to affinity group insurance schemes, sold to employees rather 
than individual policy sales. The joining age is relatively high; normally for a pure 
dependence policy, joiners must be over 50. 

The new State autonomy allowance 

23. After a lengthy period of consultation and debate, the Juppe government has 
announced significant reforms to the State benefit system with regard to long term 
care. In January 1997, a new State autonomy allowance will be introduced providing 
support to people with limited financial resources to pay for their long term care needs. 
It will provide for 400,000 elderly people living at home and 238,000 elderly people in 
retirement homes. 

24. The amount of autonomy allowance paid to individuals will depend on their income -
the higher their monthly income the lower the autonomy allowance they are entitled to. 
Those with an income exceeding FF9,300 per month will not qualify. The maximum 
autonomy cheque payable for a claimant - FF4,3.00 per month - will be paid to those 
with a monthly income of less than FF4,950. The cheque is payable to a third party 
care provider or the elderly person themselves and entitlement is based on a sliding 
scale. The assistance provided to the dependent person is monitored. 

25. Families will not be assessed on their ability to pay for the care of their elderly relative 
before the State autonomy allowance is paid. Costs will, however, be recovered from 
any inheritance exceeding FF2S0,000. 
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Qualification for the autonomy allowance 

26. In order to qualify for autonomy allowance payments, individuals will have their 
physical and mental ability and agility assessed by a socio-medical team. Actions 
which cannot be carried out by an elderly person on their own are scored and the 
individual can be placed in one of six categories. These are based on the AGGIR grid 
(Autonomic Gerontologique Groupe Iso-Resources) which measure loss of 
independence. 

Group 1 Loss of mental, bodily or locomotive autonomy requiring 
permanent supervision and frequent assistance. 

Group 2 Loss of mental or locomotive autonomy requiring permanent 
supervision and frequent assistance. 

Group 3 Total mental autonomy with partial locomotive autonomy 
requiring significant assistance. 

Group 4 No major locomotive problems, but a need for assistance with 
transferring and certain bodily activities, including the preparation 
of meals. 

Group 5 Ability to transfer (stand up, lie down or sit down) and move 
about independently but requiring some supervision and 
assistance. 

Group 6 Complete autonomy. 

27. There is conflict between the State and the private sector over the definitions. The 
State classifies those qualifying in the first 3 categories as significantly dependent and 
the private insurance sector believes the 3rd category to be only partially dependent. 
Beneficiaries must be over 60 years of age, totally dependent and living at home. 

Financing the new State autonomy allowance 

28. The costs of the new State autonomy allowance are estimated at: 

FF 22 billion in 1996 

FF 26 billion in 2000 

FF 36 billion in 2010 

FF 55 billion in 2020 

29. The French Government is proposing to finance this in a number of ways. The 
resources which local authorities "departements" use to provide for the elderly are to 
be reallocated, generating FF 9 billion. The remaining FF 10 - 15 billion will be funded 
by increasing the rate or scope of the public old age welfare fund administered by the 
CSG - Contribution Sociale Generalisee - taxation. Funds will be managed by the 
central pension scheme. 
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Implications of the new State autonomy allowance for the private long term care 
market 

30. New opportunities will be opened up for the private long term care market by the 1997 
changes in the French benefit system. The majority of the population will not have 
provision for long term care as only the lowest income groups will be covered by the 
new State autonomy allowance. 

31. By January 1996, there was evidence of a renewal of interest in long term care 
insurance as a result of the Government announcements. Two new products emerged 
in the private long term care market within a couple of months. These products offer a 
range of innovative features. . 
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Japan 

1. Traditionally in Japan the elderly are cared for by the younger generations of their 
families. Whilst the ratio of elderly living with their children has been high, the number 
of people over 65 years has not been an issue until recent years. 

2. This, however, is no longer the case. Japan has the longest life expectancy, in the 
world; currently 76 years for men and 82 years for women. This, together with a high 
standard of living and a declining birth rate, means the proportion of those aged over 
65 years is predicted to increase rapidly, from 12% of the total population in 1990 to 
26% in 2020. 

3. The increase in the proportion of the elderly population is significant because of the 
numbers of elderly who suffer functional impairment, chronic disease or senile 
dementia. 

4. It is estimated that there are 600,000 elderly people over the age of 65 years confined 
to bed of which 120,000 (20%) are in nursing homes, 250,000 (42%) are in hospitals 
and 230,000 (38%) are being cared for at home. Furthermore, family ties are 
weakening, so much less long term care is being provided in the family home and 
current home health and nursing home care is inadequate to meet the growing demand. 

The present health care system in Japan 

5. In Japan access to the healthcare system is universal and it has been compulsory to 
enrol in one of the public medical insurance schemes since 1961. There are two broad 
groups of medical insurance scheme, the employees health insurance system 
comprising of 1,900 individual insurers and the national health insurance system with 
more than 3,400 schemes (covers self-employed, retired, etc.). Healthcare is funded by 
health insurance schemes (56%), local government subsidies (7%), central government 
subsidies (25%) and by patient co-payments (12%). 

6. The elderly in Japan currently benefit from receiving healthcare from the public health 
system at little or no cost. In 1973, as part of a number of measures which improved 
provisions for the elderly, co-payments for medical services were abolished for all 
people over the age of 70. This resulted in an increase in medical expenditure on the 
elderly: the average annual increase was 18% from the early 1970s to the early 1980s. 
The cost of healthcare provision for the elderly is expected to peak in 2021. The 
working generation has supported the medical and nursing care costs of the elderly 
through high co-payments for treatment for themselves. 

7 In order to redress the balance the Health Services System for the Elderly (HSSE) was 
established in 1983. This had three main features. Firstly, a system was set up to 
finance the HSSE from which the municipalities, who arranged the services and paid 
the providers, are reimbursed. Secondly, co-payments for medical services were 
reintroduced with the aim of promoting health awareness and self-regulation of access. 
Finally, in order to reduce ill-health in old age and to contain costs in the long term, 
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preventative measures such as health advice and regular health checks for all those 
aged over 40 were also introduced. 

8. Provision is, like the funding of long term care, difficult to manage; in June 1996 
around 300,000 hospital beds were occupied by elderly people with social not health 
care problems. This perhaps explains why there are 15.4 hospital beds per 1,000 
people in Japan compared to 5.4 in the UK or 4.4 in the US and why the average 
length of hospital stay is 35 days longer than in the USA or Europe. 

Care provision 

9. Elderly who are diagnosed as capable of living at home are encouraged to return to 
their families. Within the social care system in Japan however, institutional care is still . 
dominant. There are 4 types of institutional care available for the elderly in need of 
care. 

• Geriatric hospitals 

These are licensed by the local government and are less intensively staffed than 
general hospitals. In 1992, 11.7% (1,197) of hospitals were for geriatric patients. 
Less than 1/5 of the 80 university medical schools have faculties specialising in 
geriatrics. 

• Nursing homes 

Nursing homes along with geriatric hospitals are the main providers of long term 
care. In comparison to Europe where nursing homes care for about 5 - 8% of those 
over 65 years, nursing home provision in Japan is modest, caring for 1 %. 

Almost all nursing homes are built and operated by non profit making social welfare 
corporations. They receive special dispensation from corporation tax. In 1985, 
85.7% of nursing homes were administered by social welfare corporations. 

The nursing home provision is inadequate in two respects: there is a lack of 
adequate medical facilities and there is little privacy for the elderly - on average four 
residents share a room. 

• Health service facilities for the aged 

Intermediate facilities, "Health Service Facilities", have· been established to offer 
both health advice and rehabilitative care for bedridden and other elderly patients to 
enable them to return home. These facilities have fewer medical staff than geriatric 
hospitals but more than nursing homes. 

• Fee charging old people's homes 

Some private old people's homes charge for care for the elderly. 
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Reform 

10. There have been a number of reforms introduced to improve provision for the elderly. 

• Housing for elderly people 

The government offers loans for the extension or reconstruction of houses for those 
households with people over the age of 60. Other measures include preferential 
treatment in public housing for households with elderly people or for elderly people 
experiencing difficulties in finding a home. 

The issue of suitable accommodation for elderly people once they have become frail 
is being addressed as part of a new government strategy, the new Gold Plan (which 
is discussed in the next section). 

• Support for families 

The burden of frail elderly people on families is relieved by home care services 
including day-time care and short stay services. Cash support is not given to 
families as it is believed that the direct supply of services is the most effective 
measure. Families with elderly people do however receive tax deductions to help 
with the cost of nursing, personal and domestic care. 

The new Gold Plan 

11. In December 1989 the Japanese government announced a 10 year strategy, the new 
Gold Plan to help deal with the problems of the ageing .population. The Gold Plan set 
out specific objectives for expanding care services as well as reducing the number of 
bedridden, converting unneeded active care hospitals to geriatric centres, establishing a 
10 year scientific research project into longevity and promoting various activities to 
help the elderly lead meaningful lives. 

Goals of the Gold Plan 

.' . " . .;"! E.'itimllted I (Joals . 
,- .. i 1991 : 1999 ; 
. . I - .. 1- • 

Home Helpers 48,519 100,000 people 
Temporary stay beds 13,371 50,000 beds 
Day services 2,224 10,000 centres 
Home care support centres 400 10,000 centres 
Special nursing homes for the elderly 
(SNHE) 186,267 240,000 people 
Health Service Facilities for the aged 
(HSFA) 56,238 280,000 facilities 
Care houses 2,520 100,000 people 
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12. The Gold Plan is expected to require an additional expenditure of Y6Trillion. Cost of 
care oqhe elderly in 1993 was Y3. 5Trillion. This was funded by the Family (60%), 
Special Institutions (35%) and Home Care Service (5%). The target for the year 2000 
is Y7.7Trillion funded by the family (45%), Special Institutions (40%) and Home Care 
Service (15%). 

13. The elderly will be required to pay more in terms of co-payments for treatment/care 
and the increases will rise in line with the consumer price index. 

14. With regard to housing, a number of programmes were initiated by the Gold Plan. The 
"Care House" scheme was launched to create homes where the elderly can continue to 
lead safe and independent lives, using wheelchairs if necessary, and with other aids and 
adaptations and visits from community home helpers when in need. "Silver housing" 
has emergency call systems installed and life assistants are dispatched in case of 
emergency. 

Compulsory long term care insurance 

15. The "Gold Plan" solution to funding care of the elderly includes compulsory long term 
care Insurance. The advisory body to the Minister of Health and Welfare, the 
Committee on Eldercare and Welfare, proposed an insurance scheme rather than a tax 
system. This would allow the elderly to have greater choice and stronger rights to 
demand service. It would also enable the service supply to be expanded in line with 
demand and is more acceptable to the public. The compulsory long term care 
insurance scheme was approved by the Government in May and is to come into effect 
in 1999. 

16. Everyone aged 40 years and over, including pensioners, will pay Y500 per month in 
1999 rising to Y2,700 per month in 2005. These charges will meet around 40% of the 
expected cost of long term care. The Government is going to pay for 50% of the costs 
from general taxation. A consumer tax increase from 3% to 5% will be levied in 1998. 
The remaining 10% will be funded by co-payments from those people using the 
servIces. 

17. The compulsory long term care insurance scheme is designed to redistribute funds 
between generations and lessen the burden on the working population. In general, the 
elderly in Japan are better off than the working generation. The major asset of most 
elderly households is housing equity, profitable because of the rapid rise in land prices. 
However, not all elderly people in Japan are asset rich, cash poor, many have very 
little. Furthermore the gap between the wealthy and the poor among older age groups 
is greater than in the younger generations. Some are therefore cautious about 
endorsing the compul~ory long term care insurance scheme and feel the government 
should give careful consideration to appropriate cost exemption measures for elderly 
with low incpmes. 
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The care system 

18 It is proposed that the long term care scheme will support anyone over 65 years with 
care needs (and younger if they are in the early stages of dementia). Review bodies 
will be established by local government to examine each person's level of care needs 
and approve an individual's entitlement to specific service types. 

19 Co-payments for care services received are intended to dissuade the elderly from 
choosing the services they do not need, and to encourage home care in preference to 
institutional care. 

20. Benefits of the long term care insurance scheme cover twelve care related services 
including home help, care aid rentals (wheelchairs), home alterations (stair-railings, 
floor levelling) and fees for institutional care. Long term care in general hospitals is 
not covered - reimbursement is offered to hospitals that meet the criteria for an 
appropriate care environment and are acknowledged as care institutions. 

Access to services 

21 . F or services that are financed by general tax revenues such as special nursing homes or 
home care services, the individual's needs are assessed by the local administration. 
Access to nursing homes is dependent on state of health, mental state and ability in 
daily life which results in a need for personal care. Access to home care services is 
assessed on the physical and mental state of an individual and the quality of care 
available from relatives. 

22. For services financed by health insurance such as hospital care and health service· 
facilities doctors assess the need for care on medical criteria. 

23. Charges made to the individual for services are also a deciding factor in determining 
the care provision. 

The future of long term care insurance in Japan 

24. Private long term care insurance was introduced in Japan 10 years ago and has had 
limited success. About 300,000 policies have been sold in Japan to date. This is due 
to the high insurance premiums, affordable only to the rich and high middle income 
earners, and the low benefits on offer. 

25. Currently there are a few providers of long term care insurance in Japan including the 
US insurer Am Fam and ALICO Japan. A number of other Japanese msurance 
companies have offered forms of nursing care products for several years. 

26. The prospects for private insurance seem favourable. The Government is considering 
providing nursing cover as part of social security and it is anticipated that private 
insurers will need to offer complementary benefits. 
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Appendix 3 

Typical long term care premiums 

Payment required to provide £800 a month of long term care benefit 

Age next Birthttay ." Single Premium' ; Monthly PI·e~ium 
. I \ .. -- I ' . l'; -,'!. : 

._ . • I . -:':'. \. : I Male _ ;' Female : Male i Female 

Budget range 

50 £7,205 £11,945 £30 £40 

60 £7,365 £12,850 £45 £55 

70 £7.400 £13,320 £65 £90 

80 £7,440 £14,030 £105 £180 

90 £6,780 £13,810 may not apply 

Middle. range 

50 £9,410 £15,425 £35 £45 

60 £9,420 £15,980 £55 £70 

70 £9,225 £16,470 £85 £115 

80 '£9,145 £17,340 £125 £210 

90 £8,210 £15,825 may not apply 

Top range 

50 £11,505 £18,745 £45 £55 

60 £11,370 £19,125 £65 £85 

70 £11,015 £19,480 £100 £135 

80 £10,520 £19,765 £145 £230 

90 £9,145 £16,915 may not apply 

Notes 

1 . Benefits and monthly premiums will escalate in line with price inflation 

2. Figures shown are approximate and individual quotes will be provided by long term care insurance 
companies. 

3. The three levels of plans generally provide benefits as follows: 

Budget plans payout when the insured person has been unable to perform three or more Activities 
of Daily Living (ADLs) for at least three months. 

Middle range plans payout half the maximum level of benefits when the insured person cannot 
perform two ADLs for at least three months, increasing to the full benefit when he or she cannot 
manage three or more ADLs. 

Top range plans. pay full benefits when the insured person cannot perform two ADLs for at least 
three months. . 

Source: "Protecting Your Independence: The Guide to Long Term Care" by Ian Cowie 
(sponsored by PPP healthcarej 
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Impaired life annuities 

When an impaired life annuity rate is set, each individual's medical history and current 
prognosis is assessed and then reflected in the terms offered. Each individual is offered an 
annuity rate specific to their condition. 

Some impairments which may result in an enhanced annuity are: 

Aids 
Alzheimer's disease 
Angina 
Aortic Aneurysm 
Arteriosclerosis 
Bronchitis (chronic) 
Cancer 
Chorea 
Cirrhosis (liver) 
Congestive heart failure 
Coronary isufficiency 
Coronary sclerosis 

Diabetes mellitus 
Dialysis (kidney) 
Emphysema 
Epilepsy 
Heart disease 
Hypertension 
Lung cancer 
Major organ failure 
Multiple sclerosis 
Non-Hodgkin's lymphoma 
Renal failure 
Stroke 

Below are some typical examples of the enhancements someone with heart disease or cancer 
might receive with an impaired life annuity. 

~ample enhancements 

Single life 

. :. Heart disease: Cancer , , ." . - ~ I: Increll.\·e in IlIJ/wit , Illcrell ... e ill 1I1l1lili , 

Man aged 

Woman aged 

60 
65 
60 
65 

Joint life (50% spouse's pension) 

40% 
23% 
53% 
36% 

84% 
60% 
102% 
78% 

, i! Heart disease. Cancer 
'. '. . i , Increl' ... e ill {llJIlIt; . Illcrea ... e ;11 1I111llli , 

Man aged 60 16% . 24% 
65 10% 18% 

Woman aged 60 26% 38% 
65 20% 32% 

Source: Norwich Union 
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Mortgage annuity - Net annual income (based on UK data) 

Taxpayers 

70 
75 
80 

£1,340 
£1,909 
£2,848 

Assumes deduction of tax at 20% 

Non-taxpayers 

70 
75 
80 

£1,615 
£2,179 
£3,143 

£767 
£1,239 
£1,884 

£825 
£989 

£1,400 

Man 73, woman 72 
Both 75 
Both 80 

Man 73, woman 72 
Both 75 
Both 80 

Appendix 3 

616 
791 

1,230 

616 
791 

1,230 

Assumes total income (including income from this plan) is covered by Personal and Married 
Couple's Allowances 

Other assumptions: Value of the property: at least £45,000 
Value of the loan: £30,000 

Home reversion - Net annual income* (based on UK data) 

.-; _ i: . :Sirigle pt;rson.' 1 Couple \ 
..... A e : ,..... II Man .! "'oman: A e : 

70 
75 
80 

£2,244 
£3,040 
£4,031 

£1,653 
£2,295 
£3,143 

Both 70 
Both 75 
Both 80 

1,167 
1,702 
2,438 

*after deduction of tax at 20% (higher benefit~ would be available for non-taxpayers) 

Assumptions: Value of property: £60,000 and sold 75% of the property 

Source: Swiss R~ Long Term Care Data Pack 
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