INSURANCE PRODUCTS
With little track record on which to base decisions, potential
purchasers need to thoroughly examine their needs, as well as
the claims and provisions of competing policies.

A Reality Check: Do You
Need to Buy Long-Term
Care Insurance?
By Peter Katt
While “live long and prosper” may be
Star Trek Spock’s dictum, “live too long
and face financial uncertainty” has become the long-term care insurance marketers’ slogan.
Long-term care refers to the costs
some seniors may face due to the infirmities of aging. Typically, long-term care
insurance will cover some or all of the
costs associated with nursing home
care, home care or adult day care. Generally, long-term care insurance benefits are triggered when an insured is
no longer able to perform two or three
common activities of daily living (dressing, eating, bathing, toileting, mobility
and taking medicine) or has a cognitive
impairment or a medical necessity. The
amount of benefit, the length of time it
is paid, inflation protection, and the
waiting period before benefits commence after a triggering event are variables that each insured selects for himself. Obviously, a larger benefit, a longer
benefit payment period, the purchase
of inflation protection, and a shorter

waiting period will all increase the premium cost.
Long-term custodial care due to
chronic infirmities should not be confused with full-time or intermittent
skilled nursing care associated with
acute medical episodes. Skilled nursing care, whether in a facility or at home,
is covered in part by Medicare. Medicare supplemental insurance covers
some of the gaps in Medicare coverage. But neither Medicare nor supplemental insurance covers long-term custodial care costs.
Some studies indicate that many
Americans are confused about this issue, believing that Medicare will pay
some long-term care costs. It doesn’t.
Medicaid, on the other hand, may pay
for some or most long-term care costs if
the claimant’s income and assets place
them at or near the poverty level.
A Needs Analysis
Potential long-term care needs should
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ideally be evaluated around age 50, a
time when it is likely that retirement
resources can be reasonably estimated.
Such an analysis would make an estimate of income available from pension
sources (including Social Security), income that could be derived from income
investments (for instance, bonds), the
amount of growth investments (for instance,
equities), and use investments (for example, a home). Retirement goals and
plans might be considered, especially
in estimating income needs. Typically,
there are three retirement phases. First
is a very active phase during which
more income may be desired for travel
and such. Second is a less active phase
that may require less income. The third
phase is where there is the potential
need for custodial care.
Since the largest cost associated with
long-term care is custodial nursing
home care, this is the cost that should
be planned for. Obtain the cost of living in a nursing home in the area where
you are most likely to retire. Typically,
nursing home costs will range from
$3,000 to $9,000 per month depending
on the area and quality of the facility.
Determining whether you should purchase long-term care insurance, consider another funding method, or forgo
either option can best be explained by
looking at four typical examples:
• Dr. and Mrs. Welby: Both are in their
mid-50s. Dr. Welby wants to retire in
about five years. As a self-employed
physician, he has been able to accumulate a large pension fund that,
when combined with Social Security,
will provide them with income of
around $15,000 per month. They have
growth investments and “use” investments of some $3.0 million. The
Welbys have no need for long-term
care insurance, or any other funding
method, since it is nearly certain that
their current income plus converting
some of their growth investments to
income investments if necessary can
easily cover nursing home care for
both of them.
• Mr. and Mrs. Woods: Both are in their
early 60s. Mr. Woods intends to retire
in three years from a career as a research administrator with a pharmaAAII Journal

ceutical company. His pension plus
Social Security will provide them with
income of $4,500 a month that will
continue at about the same level if
Mrs. Woods survives him. They have
growth investments and “use” investments of some $600,000. Nursing
home costs at the best facility in their
area are $5,000 a month. They decide
to forgo long-term care insurance because they plan to liquidate growth
investments if needed to pay for nursing home costs. They figure that the
potential increase in nursing home
costs will be balanced by the growth
of their investments. If one or both
were to need nursing home care, they
could purchase a joint life immediate
annuity with the proceeds from liquidating some or all of their investments. In conjunction with this planning, they decide to purchase a joint
life insurance policy with a level death
benefit of $250,000 to ensure that their
two children will receive an inheritance even if they have had to
annuitize all their investments to pay
nursing home costs. The projected
annual cost of this life insurance policy
is $3,500.
• Mrs. Stanton: A widow aged 65, she
worked in the local paper mill and
has no pension benefits. Her Social
Security of $1,000 per month is her
only income. She has a nest egg of
about $15,000. Mrs. Stanton needs
long-term care insurance, but she can’t
afford it. Mrs. Stanton will have to
depend on Medicaid after her nest
egg is used up in the event she needs
long-term care assistance.
• Mr. and Mrs. Moore: Both are school
teachers in their mid-50s. They estimate their combined income in retirement will be around $5,500 a
month, which will continue at about
the same level for the survivor. They
have little in the way of growth investments because they put four children through college. At retirement,
they plan to sell their house and move
to Scottsdale, Arizona, where they will
rent an apartment. This will then give
them growth investments of some
$150,000. They figure they can handle
a situation where one of them dies
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and the survivor then needs to live in
a nursing home. However, they aren’t
equipped to handle the situations in
which one of them is in a nursing
home while the other remains in the
apartment or they both need nursing
home care. They decide to purchase
long-term care insurance. The question is: Should they buy a policy for
each of them, or can they cover their
risk only insuring one of them? Unfortunately, they need to buy a longterm care policy for each because it
isn’t possible to know which one might
be in a nursing home with the other
surviving.
The next section that follows will continue with the Moores’ example to illustrate the more important long-term
care insurance decisions.
Long-Term Care Policy Structure
Here are the policy benefits that are
the most important for you to focus on:
• Benefit Amount—The usual range is
between $100 and $300 per day.
($3,000 to $9,000 per month). The benefit amount should be directly related to the cost in your area (or the
area you intend to retire to) for nursing home care. For example, if the
per-day nursing home cost is currently
$200, this might be the benefit
amount you select.
• Waiting Period—The usual range is
zero days to one year. Get a range of
premium costs for different waiting
periods. Take the waiting period with
the best percentage savings, which
may not be the maximum waiting
period.
• Benefit Period—The usual range is one

year to lifetime. I would recommend
the lifetime benefit period to avoid a
traumatic disruption in living standards at a time you would be most
vulnerable. Of course, a lifetime benefits provision is more expensive.
• Inflation Protection—The usual inflation factor is 5%. Some policies figure
this as simple interest, and others
figure it as compound interest. The
inflation protector increases the benefit from the first day of the policy, not
from the first day that benefits are
received. Simple interest inflation
protection increases the policy cost
by about 45% to 85%, depending on
your age. Compound interest inflation protection increases the policy
cost by about 65% to two-fold depending on age.
The Moores decide to purchase longterm care insurance policies for each of
them with benefits of $6,000 a month
($200 a day for nursing home care and
$100 for home care), a 90-day waiting
period, and lifetime benefits with a
simple interest inflation protector. The
current premiums for both policies are
about $3,000 annually, including a 10%
discount because both spouses are
buying policies. These premiums can
change.
Premium Variability
Table 1 provides typical premiums
for long-term care insurance. Long-term
care insurance is guaranteed renewable,
which in insurance jargon means that
the company cannot terminate the coverage as long as the premium is paid,
but the company can increase the premiums of all such policies. This pricing

Table 1.
Typical Annual Premiums* for Long-Term Care Insurance

No Inflation Protection ($)
5% Simple Inflation Protection ($)
5% Compound Inflation Protection ($)

55
1,340
2,680
2,850

60
1,740
3,130
3,480

Age
65
2,600
4,240
4,680

70
4,160
6,530
6,860

75
7,500
10,880
11,250

* Premiums are based on $200 per day nursing home coverage and $100 per day home care coverage; and lifetime
coverage with a 100-day waiting period.
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variability is really a good thing becompanies can increase premiums, selling home reimbursement maximum
cause fixed pricing would almost cering for prices that may be too low beis $200 a day, the home care reimtainly result in insureds being overcomes a problem for the insureds.
bursement maximum would be $100.
charged. Alternatively, if too little preFor these reasons I suggest anyone
• The life insurance alternative: Some
mium is charged it could cause combuying long-term care insurance anticilife insurance marketers are trumpetpany insolvency, leaving the payment
pate premium increases on the magniing the use of life insurance living
of benefits in doubt. But pricing varitude of 50% just to be safe with your
benefits as a better alternative to
ability needs to be understood and
budgeting.
long-term care insurance. Some poliplanned for, so that pricing increases,
cies allow the policyowner to obtain
should they occur, are already built
Miscellaneous Issues
cash from the life insurance policy
into your budget.
while the insured is still alive. The
There are three factors that might
Here are other long-term care issues
advance is repaid at death from the
contribute to current premiums being
you should be aware of and research if
life insurance proceeds. While this
too low, which would inevitably cause
you intend to buy long-term care insurmethod may provide an alternative
the premiums to rise.
ance.
for short-term care needs, it is my
First, the investment yield being pro• Tax consequences: There may be
view that it should only be used when
jected by sellers of long-term care insursome tax advantages to buying longno other options remain and not if
ance may not be met. For example, if an
term care insurance that would not
the care need may exist for a good
investment yield of 8.5% is estimated by
apply to other funding methods. Longdeal of time.
the insurance company, but five years
term care insurance premiums are de• Sales pressure: Insurance salesmen
later it is determined that a yield of only
ductible if, when combined with qualiwill sell insurance to those who need
7.5% can be sustained, this would cerfying other medical costs, the total
the coverage and those who can aftainly cause a premium increase.
exceeds 7.5% of adjusted income. This
ford it without distinguishing between
Second, I am unaware of any authoriisn’t likely for most taxpayers. Typithe two. A salesman has a commistative study regarding the probabilically, long-term care insurance bension incentive to sell a long-term care
ties of benefits being triggered for the
efits are received tax-free.
policy, so their claim that you must
socioeconomic group typically buying
• Reimbursement or per diem benefits:
have the coverage may not be acculong-term care insurance policies.
A long-term care insurance policy can
rate and promised benefits may not
Therefore, calculating estimated beneither pay the full daily benefit rebe exactly as explained.
efit costs may be far more of a guesstigardless of the actual charges for long• Cheaper is better: Long-term care inmate than companies would wish to
term care services, or it can pay the
surance premiums are variable and
admit. Also, I am not sure to what exactual long-term care charge up to the
there is little experience with this
tent companies have taken into acmaximum benefit purchased allowed
type of insurance. Companies promiscount the inherent increase in benefit
by the policy. Reimbursement poliing lower cost may be offering it beclaims simply because people have
cies generally have a different benefit
cause obscure policy provisions may
the coverage. That is, without coveramount for nursing home care and
not be favorable, or it is a bait-andage, someone might be willing to put
home care. For example, if the nursswitch gambit and the premiums will
up with the inconveniences of
his own or a spouse’s old-age
Table 2:
infirmities, but after paying out
For More Information: Articles and Publications on Long-Term Care
all of those premiums, insureds
may be far more motivated to
“Long-Term Care Options Proliferate on Tax Breaks,” prepared by the staff of Best’s Policy
get a return on their premium
Reports, Best’s Review, March 1997/Volume 97, No. 11, pp. 64–67.
costs. For example, if a company is expecting one in five to
“The New Tax Rules Governing Long-Term Care Insurance—Part I,” prepared by John T.
eventually need benefits, but
Adney, JD, and Craig R. Springfield, JD, LLM, Journal of the American Society of CLU & ChFC,
actual experience is that one in
September 1997/Volume LI, No. 5, pp. 56–66.
four receive benefits, this would
also cause premiums to in“Long-Term Care—A Vital Product in an Evolving Environment,” prepared by Jacquelyn S. Coy,
crease.
CLU, and Paul J. Winn, CLU, ChFC, Journal of the American Society of CLU & ChFC, September
Third, variable insurance pre1997/Volume LI, No. 5, pp. 68–75.
miums in a competitive selling
environment have a tendency
“The Long Term Care Handbook,” by Jeff Sadler, published by National Underwriter. (Note:
to be set too low so salesmen
This handbook was written by an agent, for agents, with the intention of promoting the
can offer a better price than
product.)
their competition. As long as
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almost certainly be raised.
• Best companies to buy from: This is a
difficult issue because this is such a
new type of insurance that we don’t
have much experience with the full
cycle of selling, administering and
paying benefits. Rather than guessing which companies may be better,
we will have to wait and see.
Table 2 lists several publications you
may want to obtain and study before
making a decision to purchase longterm care insurance.

AAII

Conclusion
We are living longer and families no
longer tend to remain geographically
close, both of which create a new dimension to our financial lives. There is
the need to plan for the financial reality
that we may live long enough to have to
pay for assistance from others.
Long-term care costs will likely be
covered in one of several ways: the oldfashioned way of paying these costs
yourself; by purchasing long-term care

insurance; with a social safety net in
which taxpayers pick up the tab; or a
combination of these three. Because
of little experience with long-term care
insurance, I would advise those with
the resources to provide for their own
long-term care costs to forgo insurance; however, future events (especially better tax incentives) may cause
long-term care insurance to become a
more rational choice even for the more
affluent.
Stay tuned.

AAII INVESTMENT
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The More You Know, the More You Profit
Seminars are held in the cities listed below throughout the year and include question and answer sessions, workbooks and refreshment breaks. The programs are fullday and run from 8:30 a.m. to 4:30 p.m. on Saturday or Sunday (where indicated). Please note that dates and cities are subject to change and seminar registration is on
a space-available basis.

FUNDAMENTALS
Boston .................................... Feb 28
San Francisco .................... April 25
Chicago ................................... May 9
Includes
1997 Tax
Law Changes

San Diego ............................. May 16
Denver .................................... June 6

HOW TO BE YOUR OWN
PERSONAL FINANCIAL PLANNER

Arlington, Va. ..................... Nov 22
Chicago .................................. Feb 21

San Francisco ................. March 21
New York .............................. May 2
Los Angeles ......................... May 30

NEW
INVESTMENT MATH*
Philadelphia ......................... Nov 15
Chicago ................................... Jan 24

New York ............................... Feb 7
Los Angeles .................... March 14
*8:30 a.m.–4:00 p.m.

MUTUAL FUNDS
San Francisco ........................ Jan 24
Los Angeles ............................ Feb 7

•
•
•
•

Full Day Investing Seminar
Question & Answer Session
Detailed Workbook
Lunch and Refreshment Breaks

$149
Bring a family member for
only $100 more!

PORTFOLIO MANAGEMENT

OF INVESTING

Orlando .................................Feb 14

To reserve your seat,
or for more
information, call
Member Services at

(800) 428-2244 or
(312) 280-0170

New York ........................... Nov 15
Houston ................................. Jan 31
Arlington, Va. .......................Feb 28

Minneapolis ..................... March 28
Boston ................................. April 18
San Francisco ........................ June 6

Includes
1997 Tax
Law Changes

RETIREMENT
Arlington, Va. ................... Nov 23*
Chicago ................................ Feb 22*
San Francisco ................ March 22*

AND

ESTATE PLANNING

New York ............................ May 3*
Los Angeles ....................... May 31*
*Date is a Sunday

STOCK ANALYSIS
Tampa .................................. Nov 22
Arlington, Va. ........................ Jan 24
Denver ..................................... Feb 7
Atlanta ...................................Feb 21
Cincinnati .............................. Feb 28
New York ....................... March 14

Boston .............................. March 28
Detroit .................................. April 4
Chicago ............................... April 18
Los Angeles ....................... April 25
Seattle ................................... May 16
Philadelphia ............................ June 6

Registration and Fees: Seminar registration fees received one week prior to the
seminar are: $149 for a member, $100 for additional family members, and $198 for a nonmember. The non-member fee includes a one-year membership in AAII. Fees include a
detailed workbook, lunch, and all refreshment breaks.
To register, you may use the postpaid envelope in each issue of the AAII Journal, enclosing
a check. Visa/MasterCard holders can register by mail, by fax at (312) 280-9883, or
electronically through America Online (keyword AAII) or by E-mail to members@aaii.com.
A late fee of $20 per person applies to registrations received less than
one week prior to the seminar and all registrations at the door, spaceavailable basis only. A full refund applies to all cancellation requests
receiver prior to the seminar. After that date, a $25 cancellation fee
applies.
Certificates of attendance for continuing education will be available at the
seminar for CPAs and CFPs (credits based on a 50-minute hour).

More information is available on-line on America Online at Keyword AAII under Calendar of Events and at AAII’s Web Site at
www.aaii.com under Events.
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