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Author’s Note: (this article sum-
marises a talk given at the SOA
meeting in Dallas. Please contact the
author at dgulland@bw-deloitte.com
if you would like to receive a full copy
of the slides used at the meeting)

T his article intends to give a
short overview of the situa-
tion in the United Kingdom

(“U.K.”) highlighting those areas
that should be of particular interest
to readers in the USA. There are
three parts to this article:
1. An overview of the demographics 

and method of supply of LTC

2. A review of the ongoing debate 
on the role of public funding, and

3. A summary of the insurance 
industry’s response

In brief, the latter makes
depressing reading since insurers
have failed to turn a clear consumer
“need” into a “want,” with sales of
business being significantly below
what could be achieved. This may
provide an opportunity for U.S.
companies with successful market-
ing, distribution, underwriting and
claims management skills to export
successfully to the U.K. market.

DDeemmooggrraapphhiiccss aanndd
SSuuppppllyy ooff LLTTCC sseerrvviicceess
The U.K. population is expected to
age in line with many similar
Western economies, as summarized
in the following table. (Slide 1 of
attached Powerpoint). The key
figures here are the growth in the
over 85s, expected to treble over the
next fifty years. The effect of this is
exacerbated by the falling birth-rate
and reduction in size of the working
population. Unlike the USA, immi-
gration does not materially effect
these demographic projections.

There are various
studies into the preva-
lence of the need for
LTC amongst the
elderly, but no single
source can truly be
regarded as reliable.
Various studies are
discussed and quoted
in the Report of the
Royal Commission into
Long Term Care set up
in 1997 and which
reported in early 1999.
A “benchmark” set of
data is as follows:
(Table 2).

To address this paucity of reli-
able data a new body was set up
during 2001 called the English
Longitudinal Study into Aging.
This has some similarities to the
National Long Term Care Survey
in the USA.

As is common across most coun-
tries there is an increased effort to
use home care rather than moving
individuals into institutional care.
Nonetheless institutional care is
still the most significant part of the
LTC market (as measured by costs)
as indicated by the following table
(Table 3). What has changed over
recent years is the nature of the
ownership of the LTC providers. For
example public-sector institutional
beds have fallen from approxi-
mately 40% in 1990 to approx-
imately 17% by 2000. Similarly the
supply of home health from the
public sector has fallen from almost
100% of hours provided to approxi-
mately 50% over the same period.

TThhee ddeebbaattee oovveerr 
PPuubblliicc FFuunnddiinngg
In July 2000 the government
published its Plan for the National
Health Service (“NHS”). Before con-
sidering this Plan, and its possible

effects, we must put it into context.
I will therefore first outline the
situation as it stood prior to July
2000 and then list the changes that
the Royal Commission wanted to
make.

The situation prior to July 2000:
The most important feature of the
UK system is the split between
medical care (including nursing)
and other aspects of LTC such as
bathing, dressing etc—which we
call “personal care.”

Medical care is provided by the
NHS and is free at the point of
service, being funded from general
taxation. Personal care has always
been the responsibility of the
Social Services departments of
local governments. Eligibility for
these services depends on a
“wealth test.” Such a system leads
to many problems.

The first problem is one of consis-
tency in interpretation. Not sur-
prisingly the financial constraints
on the NHS can lead many health
authorities to adopt different inter-
pretations of their duties. In
addition, different local govern-
ments apply the “wealth test” in
different ways, depending on their
own financial situation and on the
demand for services.

INTERNATIONAL SECTION NEWSPAGE 14 OCTOBER 2001

CCaarriinngg ffoorr tthhee FFrraaiill EEllddeerrllyy:: AA UU..KK.. PPeerrssppeeccttiivvee
by David Gulland



The second major difficulty is
public confusion over what the
state is providing. Many people,
particularly the current retired
generation, believe that the NHS
was created in 1947 to provide a
“cradle to grave” system and do not
understand (or accept) this split
between medical and personal
care. The confusion was made
worse because eligibility to free
nursing care actually depended on
where you are—rather strangely
only if you were living in a nursing
home did you no longer become the
responsibility of the NHS and
instead get passed to local govern-
ment.

A final major difficulty is the
gaps in the services being provided.
The lack of funds means that there
is significant unmet need for LTC.
Approximately 5.7 million people in
the UK give informal, or unpaid,
care to relatives, friends or neigh-
bors—with 1.7 million giving over
20 hours of care a week. Even with
this level of informal care there is
evidence that there is still a large
amount of care that is needed and
is simply not being provided either
by the public sector or through
these informal routes.

The Royal Commission’s Report:
As a consequence of this unsatisfac-
tory situation the Labor
government set up a Royal
Commission in December 1997 to
investigate the funding and deliv-
ery of LTC. The Commission
presented its Report in March 1999.

Its most controversial recommen-
dation was to split the costs of LTC
between living costs, housing costs
and what they called the costs of
“personal care”. Only the first two
should be subject to an “ability to
pay” test, with all “personal care”
being free at the point of need and
funded from general taxation. The
definition of “personal care” was
wide, including not only nursing
care but also all services which
involves physical contact between
the carer and the cared for.

This proposal would have radi-
cally changed the nature of LTC
funding in the U.K., and not surpris-
ingly it generated much controversy.
There was also much debate over the
accuracy of the financial projections
used by the Royal Commission to
cost their proposal.

The Government’s Response and
its Plan for the NHS:
The government rejected the Royal
Commission’s proposal to extend
free services to all “personal care”.
Instead it confirmed that only
“Nursing Care”—defined as services
carried out by, or under the direct
supervision of, a registered nurse
would be funded from the NHS. All
other aspects of personal care
would continue to be subject to the
“wealth test”, with some small

alterations. This introduction of free
Nursing Care will be effective from
October 2001.

Many of the less controversial
recommendations of the Royal
Commission are being acted upon.
For example there is a new National
Care Standards Commission which
will be responsible for monitoring the
quality of care being provided. In
addition, in May 2001 a “National
Service Framework for Older People”
was published which sets out
detailed targets for the amount and
quality of care. For example there are
requirements for the local NHS
bodies to carry out regular screening
and to maintain registers of those
individuals deemed to be “at risk”.

Although the government has
rejected the idea of extending the

scope of “free” services, it does
recognize the primary importance
of health care in LTC. In particular
the NHS Plan includes significant
funding, approximately £900
million, for intermediate care. This
will include additional beds and
other facilities to act as “step-down”
care between the acute care being
received in the NHS hospital, and
the care available in a Nursing
Home or other locality.

Other important developments
that the government is carrying out
include :

• The use of a single assessment 
tool for use by both the NHS and 
the local government agencies

• The use of “sticks and carrots” to 
ensure local NHS bodies and 

local governments cooperate in 
the management of care for the 
elderly

• The increased emphasis on pre-
vention and rehabilitation which 
is a recurrent theme in the 
National Service Framework

• Increased financial and training 
support for the vital body of in-
formal care givers.

HHaass tthhiiss eennddeedd tthhee
ddeebbaattee ??
In short, No! The first difficulty is
that the government in Scotland,
exercising its new powers under
Devolution, has adopted the Royal
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“Many people, particularly the current retired
generation, believe that the NHS was created
in 1947 to provide a ‘cradle to grave’ system
and do not understand (or accept) this split
between medical and personal care.”
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Commission’s proposals of free per-
sonal care. This raises interesting
problems about two different levels
of public sector care existing within
the U.K. It is very unclear how this
will play out in practice. Further the
actual costs of the Scottish solution
will be viewed with great interest.
Will it really be unaffordable, and if
not, will England then be forced to
follow Scotland?

The second difficulty is that
many pressure groups and political
“think-tanks” do not appear to have
accepted the solution in England.
However the issue failed to damage
the Labor Party in the elections this
summer and so they will have no
political need to amend their
approach over the next five years.

TThhee RRoollee ooff IInnssuurraannccee aanndd
FFiinnaanncciiaall SSeerrvviicceess
Despite the clear need for LTC
insurance there are at present only
approximately 35,000 insurance
policies in force in the U.K. The
following tables (Tables 4-6) show
the “growth” of sales subdivided by
the three categories of policies sold
in the United Kingdom:

• Pre-funded regular premium

• Pre-funded single premium

• “Immediate needs” policies.

The first two are similar to prod-
ucts sold in the USA, with benefit
eligibility determined with refer-
ence to failure of a certain number
of ADLs. What is slightly different
from the “typical” U.S. policy is a
tiered benefit structure. Typically
50% of the maximum benefit is paid
on failure of two out of six ADLs,
with 100% payable on failure of
three. A second difference is the

emphasis on cash benefits rather
than reimbursement of actual
expenses incurred. Finally, the
range of options seen in the U.S. as
regards elimination period
and maximum benefit
amount is not seen in the
U.K. Nearly all policies
have an unlimited maxi-
mum overall benefit.

Immediate needs
policies are sold to
individuals moving
into a
nursing
home
and
wanting
to pay a
single premium to an insurer to
meet all future fees. This business
is extremely competitive because of
the ease of price comparisons.

Why have insurers not been able
to translate the need for LTC insur-
ance into a want ? Some of the
reasons for this include:

• Lack of consumer knowledge on 
need

• Poor perceived value for money

• Marketing efforts concentrated
at wealthy retirees

• General reluctance to insure

• Difficulties of a stand-alone sale

• The general uncertainty over the 
government’s response to the 
Royal Commission

• Other more urgent problems 
facing the insurers (and their 
distributors)

The key question for the U.K.
market is whether these difficulties
are short-term and capable of being
removed, or whether they are
systemic to the U.K. My personal
opinion is that the next three years

will see the problems dissolve and
sales of LTC insurance (using more
innovative approaches) start to
grow rapidly.

There is also much interest in
designing various “equity

release” products that
allow elderly people with
high value houses but

inadequate income
to release some of

the value of the
property for

various
purposes
such as

the
purchase of
LTC insur-

ance, or care costs. Volumes of
business are however still small.
The government has launched a
small scale pilot into public sector
equity release. This allows local
governments to make loans to indi-
viduals needing personal care but
failing the wealth tests, secured on
the individual’s home.

SSuummmmaarryy aanndd
CCoonncclluussiioonnss
This article has only been able to
scratch the surface of this topic.
Nonetheless I trust it has shown
that there is a clear need for private
LTCI solutions in the U.K.
Actuaries should be able to play a
leading role in helping to design
and price products that meet this
need.

David Gulland is director at
Deloitte & Touche, LLP in Surrey,
England. He can be reached at
dgulland@bw-deloitte.com.

(Please refer to the supporting
tables on the next few pages.)
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The demographics – UK population, m’s

13.424.12.95.36.546.32051

10.722.91.94.87.748.42031

7.516.51.33.35.550.92011

7.015.71.03.15.149.41995

75+ as %

total

65+ as %

total

85+75-8465-74Under 65Year

Number of people receiving LTC
Care at Home: (Population 65+ =9.1m)

• Community Nursing 530,000

• Day Care 260,000

• Meals 240,000

Institutional Care:

• Residential homes 288,750

• Nursing Homes 157,500

• Hospital   34,000

Source – Royal Commission (“RC”) Report

(continued on page 18)
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The costs of LTC – formal payments

11,0652,2651,7254,5102,565

1.425--1,425Long-stay Hospital

2,7757505301,300195Nursing Homes

4,1401,2001,0301,910-Residential Homes

2,7253151651,300945Home Health

Total
Private

Direct Pay

Private to

Social

Services

Social

Services

National

Health

Service

(“NHS”)

Type

Statistics – Pre Funded Regular Premium

2,1141,899 2000

2,0502,0551999

2,7863,0401998

2,5522,8411997

2,9373,5751996

2,3332,9421995

New Premium

£000

New Policies
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Statistics – Pre Funded Single Premium

45,8372,053 2000

59,8892,9591999

63,7013,6721998

62,4553,7401997

69,1784,5051996

30,4011,9631995

New Premium

£000

New Policies

Statistics – Immediate needs

• NB: (excludes PAFS data and other Impaired Life Annuities – source is ABI)

27,6557432000

18,7635341999

11,5852801998

7,4391801997

5,3081271996

6,1451351995

New Premium

£000

New PoliciesPoint of Need
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