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FEATURED ARTICLE

CONTINUING CARE AT HOME: RISKY GAMBLE OR
POTENTIAL JACKPOT FOR THE CAUTIOUS PROVIDER?

Does the recent growth of continuing care at home (“CCAH”) mean that early adopters are walking naively into a tsunami of risk? The intentions
of CCAH providers are noble: to offer the insurance-like benefits of CCRC healthcare funding to individuals in their own homes. The promise to
providers seems very seductive: new revenue sources and better utilization of capacity with a minimal capital outlay. But, for CCAHs the danger
lies in the uncertainties of projection assumptions.

History of continuing care at home. The lifecare/continuing care at home (“CCAH”) concept was incubated in a 1985/86 research grant that was
funded by the Robert Wood Johnson Foundation (“RWJF”). The concept feasibility was tested at four pilot sites in California, New Jersey, Pennsylvania,
and Virginia. To the authors’ knowledge, only three of these pilots established a program and two are currently in operation: the Pennsylvania site
established in 1985 and the New Jersey program established in 1998. From 1998 through 2008, this concept demonstrated only nominal growth with
the addition of three sites nationwide, serving a total of fewer than 3,000 participants enrolled in the five programs. Recently, there has been renewed
interest in the concept with another seven new starts during the past five years. 

What are the reasons for the recent increase in CCAH development by CCRCs? What has prompted favorable regulatory treatment? Is CCAH the next
evolution of CCRCs and a panacea for their future growth?

During the past 25 years, enrollments in CCAHs have been unexpectedly low. The concept seems to be appealing, but the market demand has been
torpid. It appears that in many cases the market did not perceive a comparable value for the premiums charged to the anticipated benefits,
particularly, the up-front entry premium. CCRC providers and their trade associations have lobbied many states to allow the marketing of CCAH
products under existing CCRC regulations. Seven states (Connecticut, Florida, North Carolina, New Hampshire, New Jersey, Pennsylvania, and Virginia)
have approved the regulatory authorizations to develop CCAHs outside of existing health insurance regulations and one state (Ohio) does so with no
regulatory oversight.1 Firms that offer turnkey development contracts or specialized CCAH development consultants that offer marketing and
management services have reassured many CCRC providers that the financial risk is low.

One expert’s opinion is “that two primary rationales have evolved for developing a CCAH. The first is expansion of home and community-based
services (“HCBS”) to create a broad continuum to serve the nearby community surrounding a CCRC. When combined with the Program of All-inclusive
Care for the Elderly (“PACE”) and other HCBS, CCAH allows organizations to become one-stop shopping for seniors, regardless of economic or
functional status. The second is that CCRCs are seeking to expand life care and continuing care services to the broader community in order to increase
their near-term cash flow and increase connection to their brand and mission. Their hope is that the expansion into CCAH will be a successful new
ministry and a line of business that will supplement and feed referrals to the CCRC.”2

Risks associated with continuing care at home. Members of our firm have studied the actuarial and financial considerations of lifecare and
continuing care since 1979. Our firm participated in developing pricing guidelines for three of the four RWJF pilot CCAH studies. One of our early
observations in pricing the concept was the fact that the healthcare utilization distributions for both at-home benefits (i.e., home health aide,
companion, homemaker, adult day care) and institutional benefits (i.e., personal, memory, and nursing care) are categorized statistically as “heavy tail.”
This characteristic means that a substantial portion of the expected costs is likely to occur after a participant’s life expectancy where approximately
50% of the members will survive to that point. Thus, a review of experience during the first 15 years is likely to be much lower than comparable
experience after 15 years of operation. Sound actuarial and financing projections should reasonably attempt to estimate this phenomenon.

We recall that for decades some in the CCRC movement expressed concern about lifecare, or Type A, contracts as to whether or not they are
economically viable due to the perceived high actuarial utilization risk. The underlying reason for concern was that this type of contract provided
unlimited healthcare benefits to residents with no ability to adjust fees to match increases in benefit costs. CCAHs are essentially CCRCs with the
independent living and housing components removed, meaning that CCAH covers the component of continuing care with the highest actuarial

Senior living providers continue to expand their mission beyond the walls of the traditional continuing care retirement community (“CCRC”). The newly
released 2012 LeadingAge Ziegler 100 reveals that 72% of the LZ 100 provide some form of home and community based services and that 32% of
providers expanded these services in 2011. As our clients know, Ziegler is a leading advocate for industry-wide research and education, and this
week’s Z-News, contributed by AV Powell and Amy Lampo, offers an insightful analysis of the actuarial risks associated with at-home programs. Just as
there was once a time when the traditional CCRC risks were not as highly identified as they are today, the pool of knowledge about the actuarial risks
associated with at-home programs is still expanding.  And as the article concludes, collaborative data collecting and keener actuarial data for at-home
programs will help lead to more informed product pricing, breeding success and fostering much wanted growth in these programs in the future. 
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utilization risk. Feasibility study cash flow projections may show positive balances after a few years and no debt, even though actuarial analysis shows
an unfunded liability for many years. Given the current regulatory environment for most states, new CCAH development essentially allows providers
to offer an unregulated long-term care insurance (LTCi) product, and in some cases, with limited or no actuarial analysis. 

The typical CCAH provider undertakes these risks with a fraction of the financial backing that is held by the typical LTCi insurer, i.e., $100,000 to
millions of dollars in reserve assets earmarked for future claims by a CCAH versus $100 million to billions of dollars in reserve assets for a major LTCi
insurer.

Part of the reason that a CCAH holds lower asset reserves is because the plan is expected to sell an actuarially small number of policies. The number of
members in a CCAH plan represents a fraction of the book of business for a major insurance company who offers LTCi products, i.e., 200 to 2,000
members versus over a million policyholders. However, the science of statistics suggests that the law of large numbers will help to mitigate the risk of
bankruptcy due to variations in experience. This means that even if one knows the “correct” actuarial assumptions about future experience for
utilization of plan benefits, adverse random variations from expectations with a small group could deplete the contingency and reserve funds before
the law of large numbers is able to manifest favorable variance. In other words, CCAH programs have a much higher exposure to variation risk due to
their small size. Coupled with limited databases of actual experience, the initial pricing assumptions for most CCAHs are marginally credible at best
and highly susceptible to adverse variations.

There is an operational risk in addition to the actuarial utilization risk. CCRC providers should not assume that they are capable of managing lifecare
services in the broader community just because they feel that they have managed it well on their “contained” campuses. There are numerous
challenges, such as selecting quality partners for third-party service providers, logistics with care coordination, communications with members,
program exit strategy, and so forth, which need to be priced, marketed, and managed by the CCAH program.

Database size and source for continuing care at home. Our research identifies 12 CCAHs currently in operation. The first CCAH has been operating
for 25+ years and presently serves more than 2,200 members. Therefore, the utilization experience associated with the heavy-tail of the distribution
can be observed only for the very small actuarial data base of original members, who are probably 10% of the current membership. Unfortunately,
their data are not available for external analysis because it is treated as proprietary by the provider. The most recently established seven CCAHs have
been in operation less than five years. Consequently, they have no meaningful actuarial data because continuing care benefit utilization is expected to
be nonexistent or low due to the underwriting select effect where only healthy members are accepted.

Therefore, the available actuarial database consists of four CCAHs that have 9 to 15 years of experience. This timing places their earliest members still
within the lower utilization range of the heavy-tail distribution. The data on these members are at the border of the typical “select” period after which
actuaries observe that decrement rates, i.e., mortality, withdrawal, and morbidity, stabilize. The select phenomenon means that decrement rates are
lower than their post-select, or ultimate, status because of initial underwriting. It is important to estimate these ultimate rates correctly because they
will drive the long-term costs.

Each of these sites serves around 150 to 200 members. Our firm has collected and analyzed individual data from two of the four sites and reviewed
the aggregate data reports from the other two sites. One of the primary care management philosophies for CCAH is to reduce transfers to and
utilization of institutional care services by providing equivalent services in the member’s home; this is referred to as the substitution effect. We
decided to compare the anecdotal experience of CCAHs with start-up CCAH projections based on assumptions derived from our typical CCRC and
“best judgment” CCAH assumptions. To do so it was necessary to normalize for differences in the CCAH aging-in-place practices versus the typical
CCRC moving-along-the-continuum practices. This was done by calculating
a percentage statistic equal to the annual member days in benefit that were
provided to assist members who are not able to function independently
(such as daily companion care, live-in aides, adult day care, assisted living,
memory care support, and nursing care) divided by the total annual
member days for the case sites. The calculated percentages for the four sites
are compared with pro forma CCAH utilization percentages.

Exhibit 1 shows this statistic since inception for Sites A and B and starting in
the 6th year of operating for Sites C and D. It can be observed that Site A’s
utilization percentages are consistently higher when compared to the other
sites. This observation might suggest that their experience data is an outlier
even though their underwriting criteria are similar to the other sites. The
exhibit illustrates several challenges related to projecting CCAH
performance: (i) significant variation among sites; and (ii) utilization does
not appear to stabilize within 15 years and is trending upward. We also
found that institutional utilization for all four CCAH sites was less than the
typical CCRC in our database. However, we don’t know if this is a result of (a)
the substitution effect where institutional utilization is being lowered by
providing similar cost services to maintain members in their homes or (b) a
result of enrollment underwriting or (c) best care management practices.
Depending on the CCAH plan design and co-pay provisions, the
substitution effect may result in higher net costs if actual plan experience
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has a higher utilization percentage for independent-support benefits as compared to CCRC utilization percentage for institutional care.

While many observations and interpretations might be made using this chart, the decision for selecting appropriate actuarial assumptions is very
complicated and should be based on data from a diverse set of sources in order to evaluate the ranges in potential experience. For example, if the
“CCAH Exp.” projection were used for a feasibility study, then the experience of Sites A, B, and C shows higher utilization than projected. One might
infer from this sample that the probability is 75% or higher that actual utilization for a new CCAH will be higher than the “CCAH Exp.” projections, or
that the likelihood that the projections are conservative is 25% or less.

As previously noted, these four CCAHs represent the entire available universe of actual CCAH actuarial data. The combined total of these data must be
considered in regard to the credibility for developing statistically reliable assumptions. Without a statistically credible database, an actuary makes an
ad hoc judgment call for projections, or an educated guess. A perspective on this task would be to review the practices of insurance company
actuaries.

Regularly, insurance company actuaries develop mortality rates for combined inter-company studies by collecting and analyzing tens of millions of
life-years of data for just one decrement-mortality, or the probability of death. The sum of all of the CCRC resident actuarial data that have been
analyzed by consulting actuaries totals around 1.5 million life-years of exposure; our firm has collected and analyzed 50% of these data on a regular
basis. There are more CCRC data available, but not yet collected and analyzed. These 1.5 million life-years of exposure are used to develop rates for six
decrements for a three-level CCRC. So, in comparison to life insurance mortality tables, a CCRC decrement table would have a relative credibility of less
than one-tenth of a typical life insurance or annuity table.

For CCAHs, we estimate that these four sites total less than 10,000 life-years of exposure. If the typical CCAH offers four levels of benefit (care), then
these data would be used as a guide to set rates for 11 decrements. This suggests that the relative credibility, compared to CCRC experience, is less
than 1% and, compared to life insurance mortality rates, the credibility is less than one-hundredth of 1%. So, at this point, all actuaries and consultants
are guessing at future experience because there just aren’t sufficient data to back up their assumptions. 

Reliability of actuarial feasibility projection for continuing care at home. First, no actuarial firm has sufficient CCAH data to develop reliable
assumptions. It is important that your actuarial consultant has a diversity of experience in order to provide you with the likely ranges in adequate
premiums.

Second, it would be in the best interest of the CCAH movement to collaborate in developing actuarial utilization assumptions by sharing information,
using a robust and consistent set of data definitions.

Third, be cautious! The CCAH product has significant actuarial and financial risks even though start-up costs are relatively low. Positive cash flows
after a few years of operation do not mean that your product is priced adequately. Misestimating initial assumptions can create millions of dollars of
unfunded liabilities for even a small group of 200 members, notwithstanding positive near-term cash flows. The cautious provider will set fees for
market focus group testing and feasibility analysis that incorporate consideration of all risks. The CCAH concept has potential to (a) create a successful
new program which will meet the desires and needs of seniors in their local communities, (b) expand the HCBS capabilities of the organization, (c)
cultivate and maintain prospect interest for CCRCs with long waiting lists, and (d) benefit the CCRC through improved branding and referrals.

Fourth, after 25 years the continuing care at home concept is still in the introductory stage of growth and needs much more analysis and research. To
reiterate, CCAHs have significant actuarial and financial risks that are not easily mitigated by product design or underwriting. Therefore, these risks
mandate the actuary’s selection of conservative assumptions for initial pricing and annual updates to ensure that experience variations are
considered in future adjustments to premiums. The reduction in risk is directly related to the size of the plan along with the organization’s care
management expertise in reducing institutional and unnecessary at-home service utilization. We estimate that the additional risk premium to cover
random variations from the actuarial assumptions decreases to an optimum level after the number of plan participants exceeds 1,000 or more. 

In closing, this essay is intended to focus on collaborative data collecting and analyzing credible actuarial information in order to adequately price
your CCAH program and apply best practices for on-going monitoring of its financial status and solvency. By doing so, the CCAH movement will be
able to avoid mistakes that may lead to financial stress or bankruptcy, which would prompt more regulatory oversight and limit the future growth of
the movement.

AV Powell, MAAA, ASA, and 
Amy Lampo, MAAA, ASA, 

Consulting Actuaries


