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One of the more difficult issues that financial planners work with is the cost and benefit analysis for long term care (LTC) insurance.  There are two populations for which LTC coverage is not necessarily important-the very poor and the very rich. The poor can rely on government programs such as Medicaid for long term needs, and the rich can self insure.  It is all the rest of us that must wrestle with the issues having to do with long term care insurance.

A few facts:

40% of those needing long term care are under age 65-usually this care is at home rather than at a nursing home.  It is usually due to an accident or a chronic disease.

About one half of the number of people entering a nursing home stays more than 3 months.  Only 10% stay more than 5 years.
At age 60, one in four people need some type of long term care.

When considering insurance, one considers both the cost of the event and the chance of the event occurring.  If the cost is low, insurance is rarely indicated, regardless of how frequent the occurrence is.  If the cost is high and the risk low, then insurance can be considered, but probably not obtained.  However, if the risk of occurrence and the cost are both high, insurance should be obtained in most instances.  This may be the case for long term care insurance.

Who Pays for Long Term Care?

Nationally, Medicaid pays for 50-60% of nursing home long term care expenses.

Medicare pays approximately 12% of nursing long term care expenses (mostly short term stays).
Probably 90% of home long term care “cost” is absorbed by family members.

What Does Long Term Care Cost?

Nursing home care (private pay) carries a cost of between 60 and 100 thousand dollars per year.

Private home care carries a cost of up to 60 thousand dollars per year (varies with intensity of service).

Doesn’t Medicare Pay for Long Term Care?

In short, no.  Medicare will pay for 100% of a twenty day nursing home stay, and part of another 80 days (patient must pay $119 per day) only if the stay is following a minimum 3 day hospitalization for the same problem that requires nursing home care.  Medicare does not pay for the most common home health care needs, especially chronic supportive care.  Additionally, Medigap policies don’t cover any long term care problems that Medicare doesn’t cover.
Why Not Just Rely on Medicaid?

Although Medicaid does indeed end up picking up the lion’s share of national nursing home care costs, the family penalty is very high.  If you are not almost destitute, it is difficult to qualify.  In addition, recent legislation has made recovery by the government of any assets owned by the patient or spouse more certain.  It is increasingly clear that Medicaid will become available only after a family is impoverished.  Also, using Medicaid as a payment source literally removes the choice of where you or a loved one will find a nursing home bed.  A family member that has just a need for some help at home might instead end up in a “Medicaid” bed in a substandard nursing home far away.
Why Not Self Insure?

This is a reasonable option for families with sufficient assets.  Discuss with your financial planner the potential effects of a significant long term care expense on your savings to see if a long term care policy is a good idea.

Options for LTC Insurance
Find a good broker to discuss your options. If you have an employer, see if group coverage (usually less expensive) is available.  Discuss the ability to pay for premiums with pre-tax money with your accountant or financial advisor.

Usually, LTC policies provide a certain amount of a dollar benefit per day for a given term.  A common current type of policy will provide $150/day for up to five years.  Most new policies will pay the same benefit for home health care if it is an alternative to being in a nursing home.  Most new policies are also “tax qualified” in that their premiums are deductible under certain circumstances.
Where to Learn More:

http://www.aarp.org/money/financial_planning/sessionfive/longterm_care_insurance.html
http://www.medicare.gov/LongTermCare/Static/Home.asp
http://www.iii.org/individuals/longtermcare/
