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The insurance industry is always talking about averages.   How many of us have heard 
or seen the following: 
 
 The average stay in an assisted living facility is 28.2 months 1 
 The average long term disability last 2.5 years 2 
  
Care needs to be taken when looking at averages during the insurance buying process.   
Most of the time the use of averages in the buying process will cause the insured to 
rationalize, thus, purchasing less coverage than is truly needed to insure the risk. 
 
Nicely defined by Kenneth Black, Jr, and Harold Skipper, Jr. in their textbook Life 
Insurance, the role of insurance is described as follows: “From society’s viewpoint, life 
or health insurance may be defined as a social device whereby individuals transfer the 
financial risk associated with loss of life or health to a group of persons, and which 
involves the accumulation of funds by the group from these individuals to meet the 
uncertain financial losses associated with loss of life or health.” 
 
We all should develop a risk management program with insurance to transfer a known 
amount (premium) to protect an unlikely, but potentially high dollar loss (claim).  A risk 
                                                 
1 National Center for Assisted Living, American Association of Homes and Services for the Aging, 
Assisted Living Federation of America, American Seniors Housing Association, and National Investment 
Center for the Seniors Housing & Care Industry, “2009 Overview of Assisted Living.” 
2 1985 Commissioners Individual Disability Table A 



that is unlikely and presents a low dollar loss, like warranties on household appliances, 
should probably be avoided.  This type of loss can be self-insured, as the potential loss 
is known (the replacement cost of the appliance) and is a fairly low dollar amount.   
 
Losses associated with a premature death, disability or need for long-term care services 
are usually losses that cannot be self-insured. This is where a properly structured 
insurance portfolio is vital.    For example, with a disability policy, an insured is 
transferring the risk of becoming disabled to an insurance company.  This person pays 
a premium in return to have the insurance company pay a claim if he or she would 
become disabled.  Without this transfer of loss, an individual could suffer a financial loss 
in the millions! 
 
After it is determined that a certain risk should be insured, what level of protection 
should be purchased?  This is where “averages” come into play.  If a potential loss is 
determined so large that the uninsured loss would be catastrophic, why would one use 
an average loss versus weighing the benefits of insuring the highest probable loss?   
 
In our office, we see averages often used with the purchase of a long-term care policy. 
It is correct, based on the before mentioned quote, that the average nursing home stay 
is 2.5 years.  As most professionals are aware, real life is not of averages but of both 
highs and lows. 
 
Let’s look at the premium to purchase a long-term care policy for a 50 year old male, 
$200 a day of benefit with a 90 day elimination period.  A 3 year benefit would cost 
$1,078 per year while an unlimited benefit policy would cost approximately $2,075 per 
year.   Should one go with the 3 year benefit policy and save the $1,000 per year? 
 
Based on the above example, the 3 year benefit policy would payout a maximum of 
$219,000 over the life of the policy whereas the unlimited would cover a loss of any 
magnitude.  If the 50 year old were to suffer a stroke or be involved in an automobile 
accident and need care for 10 years, the policy would pay $730,000 (assuming no cost 
of living rider adjustments).  The $219,000 may be able to be self-insured, but what 
about the $730,000.   Using the 2.5 year average nursing home stay makes a good 
argument to purchase the 3 year benefit, but a claim for $730,000 could be a serious 
financial blow to most families. 
 
For years, the norm for professional liability coverage has been $1,000,000/$3,000,000.   
Maybe it has something to do with the survey compiled by the ADA in 2005 that stated 
that 93.2% of all dental claims show a severity of under $100,000. 3  Though, as the 

                                                 
3 CMIRP Malpractice Survey, 2005, American Dental Association 



industry has seen fewer claims over the past few years, the severity of these claims is 
increasing. Further, seeing that an individual’s personal assets are not protected from 
professional liability claims, would it not make sense to examine higher limits especially 
for those whose practice’s scope warrants such a review. 
 
These discussions works for most types of insurance programs and that is why a careful 
analysis should be done to avoid the trap caused by the use of averages when 
designing an insurance program.  For more information, contact Treloar and Heisel, Inc 
at 800-345-6040.    


