Plan Now for
Long-Term Care

You could buy insurance to finance future costs, but policies are
pricey. Here's how to decide whether you need coverage.

BY RIVAN STINSON

l' fearly June, a102-year-old South
1 Nl carolina woman made headtines
with her secret to a tong life: minding her
own business. While most of us probably
won't live that long (or resist the tempta-
tion to be nosy), modern medicine has in-
creased the likelihood that we'll live well
into our nineties. But living longer alsc raises
adaunting question: Will you need long-
term care, and if so, how will you pay for it?
More than two-thirds of 65-year-olds will
rieed some type of long-term care intheir
{ifetime, according to the Administration
for Community Living, a division of the U.S.
Department of Health and Human Services.
The cost of long-term care can deplete
even a well-funded retirement savings
plan: According to the 2020 Genworth Cost
of Care Survey, the median cost of a private
room in a skilled nursing home exceeds
$8,800 a month. And the cost varies de-
pending on where you live. A typical private
room in New York costs about $12,930 (ac-
cording to the Genworth survey), compared
with about 57,600 in Tennessee. (To get
an idea of how much you would need in
each state, check the Genworth Cost of
Care Survey at www.genworth.com.)

ILLUSTRATIDNS BY JOE ANDERSON 00/2021  KIPLINGER'S PERSONALFINANCE 53



RETIREMENT !

Many Ameri-
cans mistakenly
believe that Med-
icare will cover
their long-term
care. Medicare
Part A may cover
care that is deemed
medically neces-
sary at a certified
skilled nursing
facility for up to
90 days, but if you
need custodial
care for a condi-
tion such as de-
mentia, Medicare
won’t cover the
costs.

Long-term-
care insurance
provides benefits
in the event you
need help with
at least two “ac-
tivities of daily
living”—bathing,
getting dressed
or eating, for
example—for
more than 90
days. (Some poli-
cies will kick in
at 60 days or less,
but you’ll pay
higher premiums.,)
Most policies will
pay for care in
your home or at
along-term-care
facility, and some
will pay for your

_transportation to a doctor’s
appointment.

A long-term-care policy
could give you peace of
mind, but the cost is steep.
Premiums are expensive
and are continuing to in-
crease, due in large part to
the rising cost of care and
historically low interest
rates. These premiums, as
well as returns from fixed-
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income investments, cover
the cost of long-term-care
insurance. But many poli-
cies were designed 30 years
ago, when interest rates on
U.S. Treasuries were much
higher than they are today,
says Jesse Slome, executive
director of the American
Association for Long-Term
Care Insurance (AALTCI).
For a single percentage

point decline in interest
rates, an insurer needs to
raise premiums 10% to 15%,
he says. If rates rise signifi-
cantly, premiums could de-
crease, but that’s unlikely
anytime soon.

Costs aside, you have to
deal with the uncertainty of
your long-term needs. You
Or your spouse may not re-
quire care at all or only for

a short period of
time (see the box
on the next page).
Determining
whether insur-
ance is right for
you depends on
whether you have
enough money to
self-insure and
what’s best for
your family (see
page 56 for ques-
tions to ask to help
make the deci-
sion). If you can’t
afford to pay for
long-term care,
family caregivers
could be forced to
cut back on work
hours or quit their
job to take care of
you, jeopardizing
their own retire-
ment security. In
arecent survey
by Fidelity Invest-
ments, 28% of
respondents left
their job due to
caregiving respon-
sibilities. Of those
who eventually
went back to work,
more than one-
third said their
earnings declined.

CANYOU
SELF-INSURE?

If you have suf-
ficient assets, you may
choose to self-insure, which
means any long-term-care

_needs you have will be paid
“out of your own coffers. “If

someone has over $1 million
in liquid assets, then they
could probably self-insure,
provided they were willing
to spend it all for their

own care,” Slome says. If
you’re married, he ups the



number to $2.5 million.
When you self-insure,
yow're basically betting that
you won’t require a pro-
longed stay in a nursing
home—and it’s not a bad
bet. According to the Ad-
ministration for Commu-
nity Living, most people
who go into a nursing home

stay for less than 12 months.

Instead, you are more likely
to rely on in-home care. It
costs about $4,600 a month
for one or more caregivers
to provide 44 hours a week
of in-home care, according
to the Genworth Study.
Mari Adam, a certified
financial planner with Mer-
cer Advisors, in Boca Raton,
Fla., suggests sitting down
with a financial planner to
figure out how much you'li
have in savings to cover
long-term care. You'll typi-
cally include funds in your
traditional and Roth IRAs,
401(k) plans, taxable ac-
counts, Social Security, and
any pension income.
Your home is also part
of the equation when calcu-
lating whether you can self-
insure. If you've built a
substantial amount of home
equity, you can downsize to
a smaller place. If you even-
tually need to move to as-
sisted living or a nursing
home, you may be able to
use proceeds from the sale .,
"of your home to cover the
costs. If you don’t want to
sell your house, a home-
equity line of creditor a
reverse mortgage is also
an option. (For more on
how to tap your home
equity, go to kiplinger.com/
kpf/tapequity.)
If you're enrolled ina
high-deductible health in-
surance plan, you can also

harness the tax-saving
power of a health savings
account (HSA) to pay for
some of your long-term-care
costs. Contributions are
pretax (or deductible if you
set up an HSA on your own),
earnings are tax-free, and
distributions aren’t taxed
if you use them to pay for
qualified medical expenses.
Plus, you can keep your
account after you stop
working and take tax-free
withdrawals for medical
expenses in retirement,
including any long-term-
care costs. To qualify for
an HSA, your 2021 health
plan must have atleasta
$1,400 deductible for self-
only coverage or $2,800 for
family coverage. You can
contribute up to $3,600 if
you have self-only coverage
or up to $7,200 if you have
family coverage. If you're
55 or older at the end of the
year, you can contribute an
extra $1,000 in catch-up
contributions. Once you
enroll in Medicare, you're
no longer allowed to con-
tribute to an HSA, but the
money continues to grow
until you’re ready to use it.
You can also use money
from your HSA tax-free to
pay long-term-care insur-
ance premiums, with the
maximum annual tax-free
amount based on your age.
If youw're age 40 or younger,
you can withdraw up to
$450 tax-free from an HSA
in 2021 to pay the premi-
ums; if you’re 41 to 50, you
can take out $850; if you're
51to 60, $1,690; if you're 61
to 70, $4,520; and if you're
71 or older, $5,640. If you
and your spouse both have
long-term-care policies, you
can each use money tax-free

from your HSA to pay pre-
miums, up to the maximum
for each of you based on
your ages by the end of the
year. These limits increase
slightly each year to adjust
for inflation.

THE CASE FOR INSURANCE
Once you have run the num-
bers, you may conclude that
you can handle the cost of
long-term care. However,

if you’re married, you may
still want to consider buying
a long-term-care insurance
policy, Adam says. The risks
are higher that at least one
spouse will require long-
term care, and those costs
could exhaust your com-
bined savings, leaving

the other spouse with no
resources.

A 55-year-old couple can
expect to pay $2,100 a year
for atypical policy with an
initial benefit pool (the pot
of money the insurance
company will pay out) for
each spouse of $165,000 to
cover adult day care, home
aide services, assisted living
and nursing home costs. If
that seems like a high price
to pay for something you

may never use, there are
ways to trim the cost.

Married couples canre-
duce what they pay in the
long run by buying a shared
benefit plan, which allows
spouses to pool their bene-
fits. If one spouse exhausts
his or her benefits, then he
or she can tap the other
spouse’s share. To get the
best value, both spouses
need to apply for the same
amount of benefits—for
example, three years at
$200 a day—and then add
a shared benefits rider. Plus,
depending on the carrier,
both spouses can get a dis-
count of between 15% and
30% on their premiums if
both buy a policy with the
same company, according to
Bill Dyess, a long-term-care
expert and insurance broker
in Boca Raton. However,
even if just one spouse buys
a policy, the insurance com-
pany is likely to provide a
10% to 15% premium dis-
count because married
people are less likely to go
into a nursing home than
single people.

You can also save money
by skipping the inflation

if you need it, for how long.

SOURCE: HealthView Services

| WHO WILL NEED LONG-TERM CARE

| The probability that a 65-year-old will need long-term care—and

it e
No conditions 56.0% 992 days 89
Cardiovascular disease 61.2% 946 days 88

| High cholesterol 48.4% 1,000 days 87
No conditions 44.3% 660 days 87
Cardiovascular disease 45.1% 630 days BS

| High cholesterol 37.1% 663 days a5
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Weighing the Costs

SHOULD YOU BUY LONG-TERM-CARE INSURANCE?
Long-term-care insurance will pay for care in an assisted living facility, in a nursing home or in your own home, but premiums are expensive.

If you never need long-term care, or only need it for a few months, you may never recoup your investment. A yes or no answer to each ques-
tion below isn’t meant to be a definitive indication that you should buy a policy or self-insure, but it should help you make the decision:

DO YOUHAVEASUBSTANTIAL —VES
AMOUNTOF HOME EQUITY?

DOYOUHAVEARISTORY OF
CARDIOVASCULARDISEASE?

A g T o
‘DISEASEHASAGLIGH O
C

DO YOUHAVEAHISTORY.GF TOBACCOUSE
OR TYPEIDIABETES?

LONG-TERM
CARE
INSURANCE
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rider. While these riders
will help you keep up with
the rising costs of long-term
care, they can double your
premiums, Dyess says. For
example, if a 55-year-old
man bought a traditional
policy with a benefit pool

of $165,000 and he wanted
to add a 2% inflation rider,
he would pay $1,750 in an-
nual premiums, compared
with $950 for a policy with-
out a rider, according to
data from the AALTCI. A
55-year-old woman would
pay $2,815 instead of $1,500.

Buying a policy when you
are in your forties or early
fifties will also decrease the
cost of premiums (although
you’ll be paying for them
over a longer period of
time). Insurance companies
assume you’re at a higher
risk for heaith problems as
you age.

Slome says the sweet
spot for buying a policy is
between the ages of 55 and
65, before you sign up for
Medicare. “The first time
that people actually take
advantage of all those won-
derful free health screens
is usually after they sign up
for Medicare,” he says. “And
when they do, the doctors
tend to find something.” If
you have a health condition,
you'll pay higher premiums,
or the insurer may decline .
"to cover you at all.

A traditional policy with
$165,000 in initial benefits
(and no inflation rider) that
would cost a 55-year-old
man $950 a year jumps to
almost $1,200 a year, on
average, if he waits until his
60th birthday to buy cover-
age. A 55-year-old woman’s
premiums would jump from
$1,500 to about $2,000.

If you decide to buy a
policy at a relatively young
age—in your fifties, for ex-
ample—you may want to
add a restoration of benefits
rider. If you make a claim
and later recover from the
illness that caused you to
require long-term care, the
rider enables the benefit
amount you used to be re-
stored to your policy benefit
pool. For example, suppose
at age 60 you make a claim
for $50,000 to pay for your
care. If you recover and can
show your insurance com-
pany you've been healthy
for a set amount of time
(usually determined by the
insurance company when
the policy is written), the
restoration rider will add

back the $50,000 you ini-
tially used. This type of
benefit is typically only
good for a one-time use.
A policy with this rider,
which not every insurer
offers, costs about 4% to 6%
more than one without it.
1f the numbers start to
feel overwhelming, keep
in mind that you probably
don’t need a policy that will
cover 100% of your long-
term-care costs, Adam says.
Instead, you should con-
sider whether a policy can
help you pay for some of
your long-term care without
depleting all of your retire-
ment assets. And if a policy
that offers the benefits you
want is unaffordable, a long-
term-care insurance spe-

Is Government Help on the Way?

ina recent poll conducted by the Associated Press, 60% of
respondents favored a federal, Medicare-like long-term-care
insurance program. Some 70% said Medicare should cover long-
term care. While afederal long-term-care program s unlikely
anytime soon, President Joe Biden has proposed spending
$400 billion on home and community-based services for long-
term care (although the outlook for the proposal is unclear).

In the meantime, some states may look into starting their
own programs. In 2019, the Washington State legislature
passed a bill to create a state long-term-care program funded
by a new payroll tax. Starting on January }, 2022, the state will
add an additional 58 cents ta payroll taxes for every $100 of
eligible wages reported on Form W-2. Employees can opt out
by November 1, 2021, if they purchase a qualifying long-term-

care insurance policy.

if you're thinking that Medicaid wilt be your golden ticket
for long-term care, think again. To qualify for Medicaid, you
must spend down nearly all of your assets first. Medicaid also
has a “look back” period that involves examining your finan-
cial transactions from the past five years to determine
whether you gave away money to qualify for Medicaid, which
could render you ineligible. And even if you qualify for Medic-
aid, you'lt have to go to a facility that accepts Medicaid, and
as the population ages, those will be increasingly hard to find.

cialist can help you look for
ways to lower the cost.

CONSIDER A HYBRID POLICY
Another alternativetoa
traditional long-term-care
policy is a hybrid life insur-
ance policy that includes
long-term-care benefits. If
you tap the policy to pay for
long-term care, your death
benefit will be reduced, al-
though some hybrid policies
will pay a small residual
benefit even if the entire
death benefit is exhausted
by long-term-care costs.

Say you have a hybrid
policy with a $120,000
death benefit that provides
$180,000 of potential long-
term-care benefits. If you
spend $80,000 on long-term
care, your heirs will still re-
ceive $40,000 after you die.
If you spend the entire
$180,000 on care and your
policy pays a small residual
death benefit, your benefi-
ciaries may receive $10,000.

Such a policy may appeal
to you if you're determined
to leave something to your
heirs, but yow’ll pay more
for this kind of insurance. A
55-year-old man can expect
to pay roughly $4,600 a year
(compared with $950 for a
traditional long-term-care
insurance policy) for a life
insurance policy that pro-
vides $180,000 in long-
term-care benefits with a
$120,000 death benefit.

To find a long-term-care
specialist, go to www.aaltci
.org and click on “LTC Re-
sources.” Type in your zip
code to find a professional
in your area; make sure he or
she has a“certified in long-
term care” designation. !

YOU CAN CONTACT THE AUTHOR AT RIVAN_
STINSON@KIPLINGER.COM.
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