WISER Special Report
Long-Term Care Insurance

Private long-term care insurance can help protect people with a disability or chronic health
condition from the high costs of long-term care. Private long-term care policies cover a wide
range of services, such as home care, to help people live at home, or assisted living facilities and
nursing homes.

What is long-term care?

Long-term care refers to services that people need as they grow older or experience health
problems that limit their ability to do certain things. Often referred to as activities of daily
living, they include such basic activities as eating, getting dressed, or household chores. It may
also include healt care services that can be provided in the home.

Experts predict that the costs of long-term care will increase dramatically over the next several
decades from an annual average of about $60,000 now to $200,000 by 2030.
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= Activities include bathing, walking, taking medication, shopping, cooking, and driving.
= Long-term care can be provided in a private home, assisted living facility, or in a nursing
home.

But doesn’t Medicare pay for long-term care?
Medicare covers very little in the way of long-term care.
= Medicare is mostly an acute care program covering hospital and physician bills.
= It pays for only limited home health care and nursing home costs — usually following a
hospital stay.

Medicare has three requirements before it will pay for a nursing home stay:
= You need to stay at least three days in the hospital. The day you are discharged does not
count. You must be admitted to the nursing home within 30 days for the same medical
condition.
= Your doctor must prescribe “skilled” care or “therapy.”
= The nursing home must be Medicare-certified.
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Medicaid only covers long-term care for low-income individuals without significant assets.

As a result, many individuals impoverish themselves before they get assistance from the
Medicaid program.
Medicaid focuses almost exclusively on institutional care — such as a nursing home.

Private Long-Term Care Insurance

Long-term care polices can be purchased on an individual basis and, increasingly,
through group plans offered by employers.

Most policies pay a fixed dollar amount—usually $50 to $250 per day—for long-term
care services.

Policyholders can choose the amount, the length of time benefits will be paid and the
deductible period.

The cost of long-term care insurance partly depends upon the age of purchase.

It generally costs less at a younger age. Typically, premiums purchased before the age of
65 are much lower than polices purchased after the age of 65.

Policies frequently have exclusions and limitations. It’s important to read any policy
carefully and ask questions before you purchase it.

Long-term care Insurance & Taxes

You can deduct premiums of a qualified long-term care plan from your federal taxes if your total
medical expenses, including the premiums, exceeds 7.5% of your adjusted gross income.
Congress is currently considering legislation to make premiums of qualified plans tax deductible
for everyone. The federal government offers long-term care insurance as a benefit to federal
employees.

Twenty-one states have adopted some type of state tax incentive for long-term care insurance
premiums, and some make it available as a benefit to state employees.

Long-Term Care Insurance: Average Annual Premiums

Age 3-Year Policy | 6-Year Policy
45 - 49 $644 $857
50-54 $693 $1,035
55-59 $911 $1,364
60 - 64 $1,272 $1,909
65 - 69 $1,830 $2,735
70-74 $2,756 $4,129

75+ $5,133 $7,274

Source: American Council of Life Insurance, 2000.
Premiums are a composite of four large long-term care insurance companies. Actual
prices may vary.
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10 Questions to Ask Before You Buy Long-Term Care Insurance

Does the policy include protection against inflation?
The benefits paid by the policy should increase with the rate of inflation; otherwise, your
policy may be worth very little by the time you want to use it.

Does the policy guarantee that premiums remain level?

If you bought your policy at age 60, the insurance company will always charge you the
same rate as other 60-year old policyholders. Once you buy the policy, the company can’t
raise your rates because of your age (but it can raise rates for an entire class of insured
individuals). Some policies guarantee that the rate will not change for a specific period of
time.

Does the policy cover home health care benefits and all levels of nursing home care
including skilled, intermediate and custodial care?

Classic policies cover nursing home care and can have a rider to cover home health care.
Integrated policies provide a pool of funds that can be used for a range of long-term care
services.

Does it provide comprehensive benefits for both home care and nursing home care?
Make sure that the policy covers less severe impairments and provides services that help
you remain in your home.

Is the policy renewal guaranteed?

Policies that qualify for federal tax deductions must have the renewal guaranteed, meaning
that the policy cannot be canceled if you pay the premiums on time. Other policies are
conditionally guaranteed and the company could cancel coverage for a group but not for you
as an individual member of the group.

Is the maximum benefit period one year or more?
The benefit period can vary from one year to a lifetime. You may also be able to choose to
have coverage for a maximum number of days or maximum amount of benefits paid.

Is the deductible affordable and does the policy have a waiting period of 100 days or less?
The deductible period is also called the waiting or elimination period. Most policies require
that you pay for needed care from your own money for a certain number of days before the
policy starts to pay for the services.

Once approved for coverage, will the policy cover pre-existing conditions or limit
coverage for certain conditions?

Some policies exclude preexisting conditions, or certain diseases like Alzheimer’s disease.
Since Alzheimer’s is a major reason for nursing home admissions, make sure you know if
your policy will cover you or your spouse if you develop Alzheimer’s disease.

Will you be able to keep up on the premium payments?
Important provisions, such as inflation protection and non-forfeiture, increase the cost of the
benefit but also increase the value of the policy.

Have you learned as much as you can about the insurance company?

Try to choose a company that will be financially sound in the future, has an excellent
reputation, and has a strong customer service record. Ratings by independent companies
such as Standard and Poor’s, Moody’s or A.M. Best are available at public libraries.
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