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Disclosure Notice

Gregory Schill is a registered representative with, and securities and
advisory services offered through LPL Financial, a registered
investment advisor, Member FINRA/SIPC.

The information provided is not intended to be a substitute for specific
individualized tax planning or legal advice. We suggest that you
consult with a qualified tax or legal professional.

LPL Financial Representatives offer access to Trust Services through
The Private Trust Company N.A., an affiliate of LPL financial.

The information that follows is intended to serve as a basis for further discussion with your
financial, legal, tax and/or accounting advisors. It is not a substitute for competent advice
from these advisors. The actual application of some of these concepts may be the practice of
law and is the proper responsibility of your attorney. The application of other concepts may
require the guidance of a tax or accounting advisor. The company or companies listed below
are not authorized to practice law or to provide legal, tax, or accounting advice.

This material has been written and published by Advisys, Inc. Although great effort has been
taken to provide accurate data and explanations, and while the sources are deemed reliable,
the information that follows should not be relied upon for preparing tax returns or making
investment decisions. This information has neither been audited by nor verified by the
company, or companies, listed below and is therefore not guaranteed by them as to its
accuracy.

If a numerical analysis is shown, the results are neither guarantees nor projections, and
actual results may differ significantly. Any assumptions as to interest rates, rates of
return, inflation, or other values are hypothetical and for illustrative purposes only.
Rates of return shown are not indicative of any particular investment, and will vary over
time. Any reference to past performance is not indicative of future results and should
not be taken as a guaranteed projection of actual returns from any recommended
investment.



Long-Term Care

Long-term care (LTC) is the term used to describe a variety of services in the area of health,
personal care, and social needs of persons who are chronically disabled, ill or infirm.
Depending on the needs of the individual, long-term care may include services such as
nursing home care, assisted living, home health care, or adult day care.

Who Needs Long-Term Care?

The need for long-term care is generally defined by an individual’s inability to perform the
normal activities of daily living (ADL) such as bathing, dressing, eating, toileting, continence,
and moving around. Conditions such as AIDS, spinal cord or head injuries, stroke, mental
illness, Alzheimer’s disease or other forms of dementia, or physical weakness and frailty due
to advancing age can all result in the need for long-term care.

While the need for long-term care can occur at any age, older individuals are the typical
recipients of such care.

Individuals with Disabilities, by Age!

5-17 Years 94% 6%
18-34 Years 92% 8%
35-64 Years 87% 13%
65-74 Years 76% 24%

75 Years and over 54% 46%

What Is The Cost of Long-Term Care?

Apart from the unpaid services of family and friends, long-term care is expensive. The table
on the following page lists national average costs (regional costs can vary widely) for typical
long-term care services. One federal study estimated that on average men will need 2.5 years
of long-term support services, while women will need 3.6 years of such care?

! Source: U.S. Census Bureau, 2022 American Community Survey 1-Year Estimates, Sex by Age by Disability Status for the
Civilian noninstitutionalized population, male and female, Table B18101.

2 See “Long-Term Services and Supports for Older Americans: Risks and Financing, 2022,” Table 1. U.S Department of Health
and Human Services, Office of Behavioral Health, Disability, and Aging Policy. August 2022.
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Long-Term Care

Assisted living facility (Private
& v $5,350 per month ($64,200 per year)

Room)

Nursing home (Private room) $320 per day ($116,800 per year)
Nursing home (Semi-private room) $285 per day ($104,025 per year)
Home health aide $30 per hour
Homemaker/companion $33 per hour

Paying for Long-Term Care — Personal Resources
Much long-term care is paid for from personal resources:
« Out-of-Pocket: Expenses paid from personal savings and investments.

« Accelerated Death Benefits: Certain life insurance policies provide for “accelerated
death benefits” (also known as a living benefit) if the insured becomes terminally or
chronically ill.

« Private Health Insurance: Some private health insurance policies cover a limited
period of at-home or nursing home care, usually related to a covered illness or injury.

« Long-Term Care Insurance: Private insurance designed to pay for long-term care
services, at home or in an institution, either skilled or unskilled. Benefits will vary
from policy to policy.

Paying for Long-Term Care — Government Resources

Long-term care that is paid for by government comes from two primary sources:

Medicare: Medicare is a health insurance program operated by the federal
government. Benefits are available to qualifying individuals age 65 and older, certain
disabled individuals under age 65, and those suffering from end-stage renal disease. A
limited amount of nursing home care is available under Medicare Part A, Hospital
Insurance. An unlimited amount of home health care is also available, if made under a
physician’s treatment plan.

1 Source: Genworth 2023 Cost of Care Survey. Downloaded November 21, 2024.

676544
July 18,2025
Page 3 of 32 Presented by Gregory Schill, CFP



Long-Term Care

. Medicaid: Medicaid is a welfare program funded by both federal and state
governments, designed to provide health care for the truly impoverished. Eligibility
for benefits under Medicaid is typically based on an individual’s income and assets;
eligibility rules vary by state.

In the past, some individuals have attempted to artificially qualify themselves for Medicaid by
gifting or otherwise disposing of assets for less than fair market value. Sometimes known as
“Medicaid spend-down”, this strategy has been the subject of legislation such as the Omnibus
Budget Reconciliation Act of 1993 (OBRA '93). Among other restrictions, OBRA '93 provided
that gifts of assets within 36 months (60 months for certain trusts) before applying for
Medicaid could delay benefit eligibility.

The Deficit Reduction Act of 2005 (DRA) further tightened the requirements to qualify for
Medicaid by extending the “look-back” period for all gifts from 36 to 60 months. Under this
law, the beginning of the ineligibility (or penalty) period was generally changed to the later of:
(1) the date of the gift; or, (2) the date the individual would otherwise have qualified to receive
Medicaid benefits. This legislation also clarified certain “spousal impoverishment” rules,
while making it more difficult to use certain types of annuities as a means of transferring
assets for less than fair market value.
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Paying for Long-Term Care

Long-term care (LTC) is the term used to describe a variety of services in the areas of health,
personal care, and social needs for individuals who are chronically disabled, ill, or infirm. LTC
may include services such as skilled nursing home care, assisted living, home health care, or
adult day care.

LTC in the United States today is, without doubt, expensive. In 2023, for example, the national
median rate (regional costs can vary widely) for a semi-private room in a nursing home was
$285 per day, equal to $104,000 per year.!

How long do most people need LTC? One federal study estimated that on average men will
need 2.5 years of long-term support services, while women will need 3.6 years of such care.?
Of course, not everyone will need LTC. And, in many cases, LTC will be needed for only a
limited period of time. However long the need exists, for many individuals, paying for LTC can
be a major challenge. Some resources which have been used to pay for LTC include:

Personal Resources

Personal Assets that an « Allows you to choose when, o Investment returns are

assets individual (or a where, and how you receive variable and subject to both
family) has care. gain and loss.
managed to « No concerns about being o May need to sellilliquid
accumulate healthy enough to qualify assets (such as the family
through work, for LTC insurance or other home) to free-up the cash
savings and types of insurance policies. needed to pay LTC costs.
investment, or o Funds not needed for LTC o LTC expenses may exceed the
inheritance. can be used for other amount of available assets.

purposes or left to family or
friends at your death.

1 Source: Genworth 2023 Cost of Care Survey, downloaded December 6, 2024.
2 See “Long-Term Services and Supports for Older Americans: Risks and Financing, 2022,” Table 1. U.S. Department of Health
and Human Services, Office of Behavioral Health, Disability and Aging Policy. August 2022.
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Paying for Long-Term Care

Personal Resources

Family Family members « No need to pay for care « Family members may be
caregiving provide the direct provided by family unwilling or unable to
“hands-on” effort members. provide the needed care.
needed to care for o Family support may also be o Some family members may
the individual. available to meet other feel that the burden of
needs besides LTC. providing care is unequally
« To the extent that personal on their shoulders.
funds are not spent on LTC, o You must pay for care that
they can be left to family or family members cannot or
friends at your death. are unable to provide.

Insurance-Based Resources

Long-term Private insurance « Provides a known benefit for e Insured must generally be
careinsurance designed to help a specified period of time. healthy to qualify for the
pay for many types Benefits paid under a “tax policy.
of LTC services. qualified” LTC policy are « Continuing premiums
generally received income required to keep the policy
tax free.! in force.

« Gives you more control over o Premiums may increase over
where, when, and how you time, benefits may
receive care. decrease, or both.

« Funds not spenton LTC can « Iftheinsured does not use
be used for other purposes the policy benefits, there is
or left to family or friends. a sense the money was not

well spent.

e LTC costs could exceed policy
coverage amount.

! The discussion here concerns federal income tax law. State or local income tax law may vary widely.
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Life insurance
policy
surrender

A life insurance
policy with
accumulated cash
values is
“surrendered” to
the life insurance
company.

Paying for Long-Term Care

o Provides cash needed to pa
for LTC.
« Cash gives you control over

where, when, and how you

receive care.

« Funds not used to pay for
LTC can be used for other
purposes or left to family
and friends at your death

Insurance-Based Resources

Accelerated
death benefit

Borrow from
accumulated
cash values

Some life
insurance policies
will pay a portion
of the death
benefit if the
insured becomes
“terminally” ill.t

Cash-value life
policies typically
allow the owner to
borrow from the
accumulated cash
value, often at
favorable interest
rates.

o Provides cash needed to pa
for LTC.

« Cash gives you control over
where, when, and how you
receive care.

« Funds not used to pay for
LTC can be used for other
purposes or left to family
and friends at your death.

o Provides cash needed to pa
for LTC.

« Cash gives you control over
where, when, and how you
receive care.

o Funds not used to pay for
LTC can be used for other
purposes or left to family
and friends at your death.

LIf certain requirements are met, the policy proceeds are received income-tax free.

677433
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y o Cash surrender value is
usually less than the
policy’s death benefit.

« Aportion of the proceeds
from the sale may be
taxable.

o LTC costs could exceed the
cash received.

y « You generally receive only a
portion of the policy’s death
benefit.

e LTC costs could exceed the
cash received.

y o When death occurs,
outstanding policy loans
and interest will be
subtracted from the face
amount.

e LTC costs could exceed the
cash received.

Presented by Gregory Schill, CFP



Insurance-Based Resources

Paying for Long-Term Care

| Method | HowltWorks | _____Pros | Cons

677433

Life insurance-
LTC
combination
policy

Annuity-LTC
combination
contract

July 18,2025
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A life insurance
policy that links a
traditional cash-
value life policy
with a LTC benefit.

An annuity
contract that links
a traditional
annuity with a LTC
benefit.

« Provides cash needed to pay

for LTC.

Cash gives you control over
where, when, and how you
receive care.

If LTC benefits are not
needed, life insurance
policy proceeds pass to
named beneficiaries at your
death.

Provides cash needed to pay
for LTC.

Cash gives you control over
where, when, and how you
receive care.

If LTC benefits are not
needed, annuity can
provide additional
retirement income or pass
to named beneficiaries.

o Insured may be required to

qualify for the underlying
life insurance policy.

Typically funded with a large,
single premium payment.
Insured must be either
“critically” ill or “terminally
ill” to qualify for tax-free
accelerated death benefit
treatment.

Typically funded with large,
single cash payment.

Accumulated values within
the annuity are used first to
fund LTC expenses.

Tax-free LTC distributions
typically require that an
individual be “chronically
ill.”

Presented by Gregory Schill, CFP



Government Resources

Paying for Long-Term Care

Medicare A health insurance
program operated
by the federal
government. .
Medicaid A federal-state .

program which
provides medical
care to those with
very low resources
and income.

Seek Professional Guidance

Part A helps pay for a limited
amount of skilled-nursing or
home health care.

Part B covers doctor’s services
and certain medical
services/supplies.

Part B home health care is
available if not covered under
Part A.

Part D can help pay for needed
medications.

Supplemental (Medigap)
policies can help meet some
expenses not covered by
Medicare.

For qualifying individuals,
Medicaid pays for LTC services
at home, in the community,
and in a nursing home.

o Part Askilled nursing facility
careis limited to a
maximum of 100 days.

« Medicare does not pay for
custodial care.

o Individual is responsible for
paying costs not covered by
Medicare.

o Individual must meet
Medicaid standards for low
income and resources.

« Nursing home services
usually limited to a
Medicaid licensed facility
with an available Medicaid
bed.

« State may seek post-death
recovery of amounts paid
for LTC.

Finding adequate resources to pay for needed LTC services can be difficult. Failing to meet
this need can result in essential care being unavailable or, when existing resources are
exhausted, in an adverse change in the type or quality of care already being provided. For
some individuals, the funds to pay for necessary care will come from multiple sources. The

guidance of trained financial professionals can help in creating a program to meet this

challenge.

677433
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Choosing a Long-Term Care Policy

Assessing the need for long-term care (LTC) insurance is an
important part of any risk management program. The
heavy economic burden of paying for such care should be
measured against your available resources. If you need LTC
for even a short period of time, what effect will that have
on your estate and any legacy you may wish to leave to

your heirs? The decision to purchase LTC insurance, either
individually or under a group plan, generally must be made
while you are still healthy. Once a disabling condition occurs, it is too late to act.

Common Elements in Long-Term Care Insurance Policies

“Qualified” LTC policies: If a LTC policy meets certain criteria established by the
federal government, the premiums for the policy are considered “medical care” and
thus qualify for the medical expense itemized deduction. Federal law limits the
amount of qualified LTC premiums that may be deducted each year.!

« Amount of the benefit: A policy will generally specify the maximum dollar benefit
payable. A survey of local nursing homes can help determine the amount needed.

. How benefits are paid: LTC benefits are generally paid under one of three methods:

« Reimbursement (expenses-incurred) method - pays the lesser of the actual
expenses incurred or the dollar limit specified in the policy.

. Indemnity (or “per-diem”) method - the entire daily benefit is paid as long as the
insured requires and is receiving LTC services, regardless of the amount spent.

. Disability method - once the eligibility criteria have been met, the full daily benefit
is paid, even if no LTC services are being provided.

. Inflation protection: Since costs inevitably increase, a policy without a provision for
inflation may be outdated in a few years. Of course, an additional charge is incurred
for this protection.

! The discussion here concerns federal income tax law; state or local income tax law may vary.
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Choosing a Long-Term Care Policy

« Guaranteed renewability: Almost all long-term care policies sold today are
guaranteed renewable; they cannot be canceled as long as you pay the premiums on
time and as long as you have told the truth about your health on the application. The
fact that a policy is guaranteed renewable does not mean that the premiums cannot
be increased; insurers typically reserve the right to raise premiums for an entire class
or group of policyholders. Some policies sold in the past were not guaranteed
renewable and a few of these policies may still be in force.

« Waiver of premium: Some policies will waive future premiums after you have been in
the nursing home for a specified number of days, e.g., 90 days.

. Prior hospitalization: This policy provision requires one to be hospitalized (for the
same condition) prior to entering the nursing home or no benefits will be paid under
the policy. Although prior hospitalization clauses have been prohibited in all states,
some older policies still in force may contain this provision. Policies currently sold do
not contain prior hospitalization clauses.

« Place of care: Does the policy require that the nursing home be licensed or otherwise
certified by the state to provide skilled or intermediate nursing care? Must the facility
meet certain record keeping requirements?

« Plan of care: A plan of care is part of the health care claims process. Itis the result of
an assessment prepared by the insured’s physician, and a multi-disciplinary team,
including practical nurses, social workers, and other health care professionals. The
plan outlines the appropriate level of care needed to assist the insured in performing
the activities of daily living.

. Level of care: There are three generally recognized levels of care in an institutional
setting:

« Skilled care: Daily nursing and rehabilitation care under the supervision of skilled
medical personnel, e.g., registered nurses and based on a physician’s orders.

. Intermediate care: The same as skilled care, except it requires only intermittent or
occasional nursing and rehabilitative care.

534175
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Choosing a Long-Term Care Policy

. Custodial care: Help in one’s daily activities including eating, getting up, bathing,
dressing, use of toilet, etc. Persons performing the assistance do not need to be
medically skilled, but the care is usually based upon the physician’s certification that
the care is needed.

« Pre-existing conditions: Depending on the state, a policy may limit coverage of pre-
existing conditions to discourage persons who are already ill from purchasing a policy.
Many policies will provide benefits if the pre-existing condition was overcome six
months or more prior to applying for the policy. Also, some policies will not pay
benefits if the pre-existing condition re-occurs within six months after the effective
date of coverage.

« Deductible or waiting period: Most LTC policies require you to “pay your own way” for
a specified number of days (generally ranging between zero and 120 days) before the
insurance company will begin to pay benefits. Of course, the shorter the waiting
period, the higher the cost will be. This is usually referred to as an “elimination
period.”

« Alzheimer’s disease: Most policies now include coverage for organic brain disorders
like Alzheimer’s disease.

« Home health care (home care): Many long-term care policies can provide coverage in
the insured’s home. Itis most often offered as a rider (requiring an additional
premium) to nursing facility coverage, and reimburses the cost of long-term care
received at home.

. Rating the company: Companies should be financially sound and have a reputation of
treating policyholders fairly.

Seek Professional Guidance

A perfect LTC policy does not exist. Many policy features must be compared and weighed. As
a general rule, the more benefits included in a policy, the higher the premium will be.
Professional guidance is extremely important in this complicated area.

534175
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How Individual LTC Insurance Works

Individual
i il LONG-TERM CARE
INDIVIDUAL INSURANCE COMPANY
Individual Long-Term
Care Policy

Long-Term Disability Event
(e.g. stroke, dementia, advancing age)

INDIVIDUAL

Pays any balance over

maximum benefit Pays benefits under the
terms of the contract, up
to policy maximums.

LONG-TERM CARE

INSURANCE COMPANY

LONG-TERM CARE PROVIDERS
(E.G.,HOME CARE, NURSING HOME)

1-739821
July 18,2025
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How Employer Provided LTC
Insurance Works

Employer and Employee
Each pays a portion of the premium?.

EMPLOYER AND LONG-TERM CARE
EMPLOYEE Group Long-Term Care Policy INSURANCE COMPANY

Long-Term Disability Event

A ————— T S iz

(e.g. strbké, dementia, advancing age)

EMPLOYEE LONG-TERM CARE

INSURANCE COMPANY

Pays any balance over

maximum benefit Pays benefits under the
terms of the contract, up
to policy maximums.

LONG-TERM CARE PROVIDERS
(E.G.,HOME CARE, NURSING HOME)

Y In some situations, the employer will sponsor a group long-term care insurance plan, but will not pay any portion of the
premium.

1-881642
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Life Insurance — LTC
Combination Policies

Providing for health care is a key part of retirement planning. For most Americans age 65 and
over, the federal government’s Medicare program, and its various components, provides most
of the resources to take care of a typical retiree’s health care needs.

One health care need that is only minimally covered by Medicare is that of long-term care
(LTC). LTC is the term used to describe a variety of maintenance or “custodial” services
required by individuals who are chronically disabled, ill, or infirm. Depending on individual
needs, LTC may include nursing home care, assisted living, home health care, or adult day
care.

Not everyone will need LTC in retirement. For those that do, LTC is expensive. In 2023, for
example, the national median cost for a resident in an assisted living facility was $64,200 per
year; the national median cost for a semi-private nursing home room was $104,000 per year.!
The problem, then, is how to pay for an expensive need that may, or may not, occur.

One answer has been that of a stand-alone, long-term care insurance policy. Should the need
arise, a LTC policy can furnish some or all of the resources needed to pay for care. LTC
insurance can be expensive, however, and most policies allow for the possibility of future rate
increases. Plus, if an individual uses few (or none) of a policy’s benefits, there is a sense that
the money was not well spent.

Life Insurance — LTC Combination Policies

One alternative to a traditional LTC insurance policy is that of a “combination” policy that
links a cash-value life insurance policy with a tax-qualified, long-term care benefit. These
combination policies take advantage of federal? income tax law which allows for payment of
“accelerated death benefits,” up to the policy’s death benefit, should the insured need long-
term care. If LTC services are required, the policy death benefit can be used to help pay these
costs. If LTC services are not needed, or only a portion of the death benefit is used to pay LTC
expenses, any remaining policy death benefit (less any policy loans) passes to beneficiaries
named by the insured. Such a combination policy is most appropriate when there is a need
for both life insurance and long-term care protection.

1 Source: The Genworth 2023 Cost of Care Summary, downloaded December 6, 2024.
2 The discussion here concerns federal income tax law. State of local income tax law may differ.
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Life Insurance — LTC Combination Policies

« Long-term care “riders”: In return for paying an additional premium, a “rider” can be
added to a life insurance policy which allows the insurance carrier to advance the
policy’s death benefit to the insured, if long-term care is required. With some policies,
a second rider can be added to increase the total dollar amount available to pay for
LTC services, beyond the policy’s original death benefit.

. Benefit “triggers”: Under federal law, tax-free, accelerated death benefits can be paid
from the policy when the insured is considered to be either “terminally ill” (death is
expected within 24 months) or “chronically ill.” For long-term care purposes,! an
insured is considered to be chronically ill when he or she is either (1) expected to be
unable to perform for 90 days two of six activities of daily living (eating, toileting,
transferring, bathing, dressing, and maintaining continence), or (2) suffers from a
cognitive impairment such as Alzheimer’s, dementia, or Parkinson’s disease. With
some policies, a more restrictive definition requires the underlying chronic condition
to be permanent.

. Elimination period: Once the insured is determined to qualify, long-term care
payments can begin after a waiting, or “elimination” period, which can range from 60-
100 days. The elimination period usually only has to be satisfied one time.

« Monthly LTC benefit amount: The monthly LTC benefit is a set percentage of the total
death benefit, typically selected by the policy owner when the policy is purchased.
The table below shows the payment amount and length of time for a hypothetical
policy with a $100,000 death benefit:

Payout )
Exemption Amount Payout Length
Percentage

1% $1,000 per month 100 months
2% $2,000 per month 50 months
3% $3,000 per month 33 months
4% $4,000 per month 25 months
5% $5,000 per month 20 months

1See IRC. Sec. 7702B(c)(2).
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Life Insurance — LTC Combination Policies

. Effect of LTC payments on policy death benefit: As LTC benefits are paid out, the
policy’s death benefit is reduced dollar-for-dollar.

. Indemnity vs. actual expenses: Some policies pay benefits on an indemnity or cash
basis, meaning that once payments begin the monthly payment is the same regardless
of the dollar amount of LTC expenses incurred. Policies that pay benefits on an
expense basis pay the lesser of the monthly benefit or the actual LTC expenses

incurred. If LTC expenses are less than the normal monthly payment, any unused
balance is held over, potentially extending the benefit period.

. Paying for the policy: In many cases, a life insurance policy with LTC benefits is funded
with a large, single premium. A few policies are paid through periodic premium
payments. If appropriate, an existing cash-value life insurance may be exchanged tax-
free for a new combination policy.

« Underwriting: Some policies, typically those funded with a large, single premium, use
a streamlined, simplified underwriting process, with no medical exam. Other policies
may require a medical exam and a complete health history.

. Taxability of benefits: Depending on the type of policy, long-term care benefits are
received income-tax free under either IRC Sec. 101(g) or IRC Sec. 7702B.

. Rate guarantees: With many life insurance policies, because the death benefit is a pre-
defined amount, the premiums are often guaranteed not to change. With a few types
of life insurance, the premium rates may increase under certain conditions, but
normally within a specified range.

« Guaranteed return of premium: Certain single-premium policies provide for a return
of the premium paid (within a specified period of time) if the insured decides not to
keep the policy. Life insurance policies which are paid for through periodic payments
typically do not have this feature.

. Residual death benefit: In some instance, a policy may include a “residual” death
benefit. If this feature is included, even though the policy’s death benefits are
exhausted through LTC benefit payments, the policy will still pay a small amount
(typically 5% - 10% of the initial death benefit) at the insured’s death. This benefit
allows the survivors to pay for funeral and other final expenses.

677429
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Life Insurance — LTC Combination Policies

Other Factors to Consider

There are a number of other factors to keep in mind when considering a life insurance-LTC
combination policy:

. Not considered state “partnership” LTC policies: Life-insurance-LTC combination
policies generally do not qualify as state “partnership” LTC policies. Aninsured
individual with a partnership LTC policy can keep a much larger dollar amount of
assets, while still qualifying for Medicaid, once the partnership LTC policy benefits are
exhausted. Normally, an individual must be nearly destitute before Medicaid will pay
for long-term care.

. Effect of inflation: Over time, the cost of LTC, like many other things that we buy, will
increase. Since it may be many years in the future before long-term care is needed,
consider a combination policy that offers a cost-of-living (COLI) rider. Without such a
rider, there is a risk that a policy’s LTC benefits will not keep up with increases in the
cost of long-term care. Generally, once a policy is in force, the death benefit does not
increase. Certain types of policies (variable life, variable universal life) have a death
benefit that may increase, depending on investment results.

« Most funded with a large, single premium: Most life insurance-LTC combination
policies are funded with a large, single premium payment. In many instances, a
minimum of $25,000 - $75,000 is required to purchase a significant LTC benefit
amount.

« Isthis theright tool? A combination life insurance-LTC combination may not be the
right tool if, for example, the insured is already covered by adequate life insurance. If
there is a potential need for additional retirement income, a deferred annuity-LTC
combination may be a better fit. For some individuals, a stand-alone LTC policy is
more appropriate.

Policy Guarantees

Policy guarantees are subject to the claims-paying ability of the issuing insurance company.
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Life Insurance — LTC Combination Policies

Seek Professional Guidance

One key part of a well-prepared retirement plan is looking ahead to the possible need for
long-term care. The advice and guidance of trained financial and insurance professionals, in
sorting out the various options for meeting this need, is strongly recommended.
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Annuity — LTC
Combination Contracts

Providing for health care is a key part of retirement planning. For most Americans age 65 and
over, the federal government’s Medicare program, and its various components, provides most
of the resources to take care of a typical retiree’s health care needs.

One health care need that is only minimally covered by Medicare is that of long-term care
(LTC). LTC is the term used to describe a variety of maintenance or “custodial” services
required by individuals who are chronically disabled, ill, or infirm. Depending on individual
needs, LTC may include nursing home care, assisted living, home health care, or adult day
care.

Not everyone will need LTC in retirement. For those that do, LTC is expensive. In 2023, for
example, the national median cost for a resident in an assisted living facility was $64,200 per
year; the national median cost for a semi-private nursing home room was $104,000 per year.!
The problem, then, is how to plan for an expensive need that may, or may not, occur.

One answer has been that of a stand-alone, long-term care insurance policy. Should the need
arise, a LTC policy can furnish some or all of the resources needed to pay for care. LTC
insurance can be expensive, however, and most policies allow for the possibility of future rate
increases. Plus, if an individual uses few (or none) of a policy’s benefits, there is a sense that
the money was not well spent.

Annuity — LTC Combination Contracts

One alternative to a stand-alone LTC insurance policy is a “combination” policy that links an
annuity, typically a single-premium, deferred annuity, with a tax-qualified,? long-term care
benefit. If LTC services are later needed, the accumulated value inside the annuity is
withdrawn first to pay LTC expenses. If on-going LTC expenses exhaust the funds inside the
annuity, additional, tax-qualified LTC coverage may be provided by the insurance company
through a LTC “rider” to the base annuity. If LTC services are not needed, the annuity value
can be used to either provide additional income, or, at the owner’s death, can pass to named
beneficiaries.

1 Source: The Genworth 2023 Cost of Care Summary, downloaded December 6, 2024.
2 The discussion here concerns federal income tax law. State or local income tax law may differ.
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Annuity — Long-Term Care Combination Contracts

« Thelong-term care “rider”: A long-term care “rider” to the annuity adds an insurer-
provided layer of LTC benefits to those derived from the cash contributed by the
annuity owner. The LTC rider could be paid for by periodic withdrawals from the
annuity value. Such withdrawals are tax-free as a reduction in the annuity basis. The
additional LTC benefit provided by the insurance company is often measured as a
multiple (2x or 3x) of the single premium deposited by the annuity owner.

. Taxability of LTC benefit: Annuity-LTC contracts are generally structured to meet the
requirements of the Internal Revenue Code (IRC) so that the LTC benefits received
(both cash values withdrawn from the annuity and the benefits provided by the
insurance company), are received free of federal income tax.

. Paying for the contract: In most cases, the annuity is purchased with a large, single-
premium payment, for example a premium of $10,000 - $300,000. A few contracts
allow for periodic payments into the annuity. As an alternative, if an individual has an
existing cash-value life insurance policy or annuity contract, IRC Sec 1035 allows for
the tax-free exchange of the existing policy or contract for a new life insurance policy
or annuity contract with LTC benefits.

. Benefit “triggers”: Tax-free LTC distributions generally require that an individual be
“chronically ill.” Anindividual is chronically ill when he or she is either (1) expected to
be unable to perform for 90 days two of six activities of daily living (eating, toileting,
transferring, bathing, dressing, and maintaining continence), or (2) suffers from a
cognitive impairment such as Alzheimer’s, dementia, or Parkinson’s disease.?

. Deferral period: Most contracts specify that the LTC benefits cannot be paid from the
contract for a specified number of years, known as the “deferral period.” Typical
deferral periods might range from two to six years.

« Elimination period: Once an individual is determined to qualify for LTC benefits
(considered to be chronically ill), and assuming that the deferral period has expired,
long-term care payments can begin after a waiting, or “elimination” period, which can
range from 60-100 days.

1See IRC. Sec. 7702B(c)(2).
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Annuity — Long-Term Care Combination Contracts

Riders are additional guarantee options that are available to an annuity or life
insurance contracts holders and may carry additional fees, charges and restrictions.
The policy holder should review their contract carefully before purchasing. Guarantees
are based on the claims paying ability of the issuing insurance company.

When evaluating 1035 exchange suitability, you should perform due diligence on the
existing contract. The existing policy may provide death benefits, pricing, or other
guarantees, in the original contracts that are unavailable in the new contract, which
may make the overall result less valuable.

LTC Benefit period: The annuity owner will select the period of time over which LTC
benefits are to be paid, at the time the contract is purchased. Depending on the
contract, the benefit period could extend from one to up to nine years. There may be
separate benefit periods for benefits paid from the annuity value and the insurer-
provided LTC benefits.

Monthly LTC benefit amount: The monthly LTC benefit amount is generally a function
of the total dollar amount of benefits available and the period of time selected by the
annuity owner. The table below shows hypothetical, sample monthly payment
amounts for various scenarios:

Leverage Maximum LTC Monthly

) Factor Benefit Maximum
Paid

$25,000 2 years (24 months) 2X $50,000 $2,083
$25,000 2 years (24 months) 3x $75,000 $3,125
$50,000 3 Years (36 months) 2X $100,000 $2,777
$50,000 3 Years (36 months) 3x $150,000 $4,166
$100,000 4 Years (48 months) 2X $200,000 $4,166
$100,000 4 Years (48 months) 3x $300,000 $6,250
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Annuity — Long-Term Care Combination Contracts

. Indemnity vs. actual expenses: Some contracts pay benefits on an indemnity or cash
basis, meaning that once payments begin, the monthly payment is the same
regardless of the dollar amount of LTC expenses incurred. Contracts that pay benefits
on an expense basis pay the lesser of the monthly benefit or the actual expenses
incurred. If LTC expenses are less than the normal monthly payment, any unused
balance is held over for future use, potentially extending the benefit period.

« Underwriting: Generally, annuity-LTC combination contracts, because they are
frequently funded with a large, single premium, use a streamlined, simplified
underwriting process, involving a telephone interview and a physician’s statement.

Other Factors to Consider

There are a number of other factors to keep in mind when considering an annuity-LTC
combination contract:

« Not considered state “partnership” LTC policies: Annuity-LTC combination contracts
generally do not qualify as state “partnership” LTC policies. Aninsured individual with
a partnership LTC policy can keep a much larger dollar amount of assets, while still
qualifying for Medicaid, once the partnership LTC policy benefits are exhausted.
Normally, an individual must be nearly destitute before Medicaid will pay for long-
term care.

. Effect of inflation: Over time, the cost of LTC, like many other things that we buy, will
increase. Since it may be many years in the future before long-term care is needed,
consider a combination contract that offers a cost-of-living (COLI) rider. Without such
arider, there is a risk that the contract’s LTC benefits will not keep pace with increases
in the cost of long-term care.

« Most funded with a large, single premium: Most annuity-LTC combination policies are
funded with a large, single premium payment. An individual may not have the
resources to make such a large payment.
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Annuity — Long-Term Care Combination Contracts

« Isthis theright tool? An annuity-LTC combination contract may not be the right tool if,
for example, the insured already has adequate retirement income. If thereis a
potential need for additional life insurance, a life insurance-LTC combination policy
may be a better fit. For some individuals, a stand-alone LTC policy is more
appropriate.

Seek Professional Guidance

One key part of a well-prepared retirement plan is looking ahead to the possible need for
long-term care. The advice and guidance of trained financial and insurance professionals, in
sorting out the various options for meeting this need, is strongly recommended.
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Long-Term Care Partnership

Private insurance is one of a number of ways that individuals who require long-term care
(LTC) are able to pay for the needed help. In 2023, for example, such private coverage
provided 9.8% of the funds spent on nursing home care in the U. S. In contrast, Medicaid, the
joint federal-state program that provides medical care for the impoverished of our nation,
paid for 30.4% of the nation’s nursing home care.!

Long-Term Care Partnership Program

In a LTC Partnership program, a state government and private health insurers work together
to make available to residents of that state LTC insurance policies that are “linked” to
Medicaid. If a buyer of a Partnership LTC policy later faces long-term care needs that exceed
the policy’s limits, he or she may apply for assistance from the state’s Medicaid program
under more relaxed eligibility rules. In what is termed an “asset disregard,” the policy owner
may keep a larger amount of assets than would normally be allowed under standard
Medicaid rules. In many states, for example, an unmarried Medicaid applicant may keep only
$2,000 of assets and his or her estate can be subject to a post-death recovery claim by the
state.

These relaxed eligibility rules apply only to the amount of assets that an individual can retain;
all other normal Medicaid qualification requirements apply.

Example: Susan, a single woman, purchases a Partnership LTC policy which provides benefits
up to lifetime maximum of $100,000. She later receives benefits under the policy, up to the
policy’s maximum of $100,000. Susan continues to need care and she applies for, and is
found to be eligible, for Medicaid. Because she had first received benefits through a
Partnership LTC policy, she is allowed to retain $102,000 in assets and her state will not seek
to recover that amount after her death. Susan would otherwise have been required to
“spend-down” her assets until they totaled only $2,000.

The formula used to determine the amount of assets that a Medicaid beneficiary may keep
varies from state to state. In the dollar-for-dollar formula, the amount of assets that may be

retained is equal to the dollar amount of benefits received from the Partnership LTC policy.

1Source: Centers for Medicare & Medicaid Services, National Health Expenditure Data, National Health Expenditures by type
of service and source of funds, CY 1960-2023.
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Long-Term Care Partnership

In some states, a total asset protection formula is used; a purchaser of a Partnership LTC

policy in these states effectively protects all of his or her assets when applying for Medicaid.
Generally, Partnership LTC policies in total asset protection states are more comprehensive
and cover a longer period of time. In a few states, consumers have a choice of which
approach they wish to use.

In an effort to encourage individuals to purchase long-term care insurance, the U.S. Congress
included in the Deficit Reduction Act of 2005 (DRA 2005), legislation to expand the long-term
care insurance partnership program to all 50 states. Under earlier legislation, LTC Partnership
programs had been operating in four states (California, Connecticut, Indiana, and New York)
for a number of years.

Partnership LTC Policy Qualifications

DRA 2005 established certain standards that all qualifying Partnership LTC policies must
meet, including:

. Insured a state resident: The insured must be a resident of the state the policy was
issued in at the time the coverage is effective. If the policy was received in exchange
for a policy issued earlier, the insured must have met the residency requirements at
the time the first policy was issued.

. Tax qualified®: Partnership LTC policies must meet the requirements of IRC Sec.
7702B(b). Under this federal tax code section, premiums paid for LTC policies are
considered to be qualifying medical expenses for the Schedule A medical-expense
itemized deduction. Policy benefits are treated as “amounts received for personal
injury and sickness,” excludable from gross income.

« Consumer Protection: The policy must meet the requirements specified in the
National Association of Insurance Commissioner’s (NAIC) Long-Term Care Insurance
Model Regulations and Long-Term Care Insurance Model Act (as adopted as of October
2000).

1The discussion here concerns federal income tax law. State or local law may differ.
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Long-Term Care Partnership

. Inflation protection: Partnership policies issued to individuals under age 76 must
contain certain benefit inflation protection provisions.

Other Issues To Consider

« Willyou qualify for Medicaid? Entitlement to Medicaid benefits is not automatic. In
addition to certain asset level requirements, a state’s Medicaid program will also
impose income and functionality limits. Many individuals have too much income or
are not “disabled” enough to qualify for Medicaid.

« Availability: Partnership LTC policies are available in most (but not all) states as well
as the District of Columbia.

. If you move to a different state: States that have Partnership LTC programs are
automatically considered to have “reciprocity” with each other and to honor the asset
disregard earned under a policy purchased in a different state. However, a state can
opt out of this requirement at any time.

Seek Professional Guidance

The medical, legal, tax, and investment aspects of planning for long-term care can be
complex. The guidance of qualified professionals is highly recommended.
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Long-Term Care Tax Issues

Federal law provides generally favorable tax treatment of
the expenses connected with long-term care (LTC).
However, a number of rules must be carefully followed in
order to maximize these tax benefits.!

Key Definitions

« Qualified LTC Services: The necessary services
required by a “chronically ill” individual, provided under a treatment plan prescribed
by a licensed health care practitioner.

« Chronically Ill Individual: An individual unable to perform at least two of the activities
of daily living (ADLs)? for at least 90 days, or who requires protective supervision
because of severe cognitive impairment. Certification by a licensed health care
practitioner within the previous 12 months is required.

« Qualified LTC Policy: A LTC policy that meets certain tax-related requirements under
federal income tax laws.

Long-Term Care Expenses

Long-term care expenses are medical expenses: Unreimbursed amounts an individual pays
for qualified LTC services, as well as premiums paid for qualified LTC policies, are included in
the term “medical care.” IRC Sec. 213(d)(1), as amended. For individual taxpayers, such
expenses thus qualify for the medical expense itemized deduction. Qualifying medical
expenses are deductible as an itemized deduction to the extent they exceed 7.5% of adjusted
gross income (AGI).

Current law limits the annual amount of LTC premiums that can be deducted, based on the
age of the insured.

1 The discussion here concerns federal income tax law; state or local law may vary.
2 Such as bathing, dressing, eating, toileting, transferring, and continence.
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Long-Term Care Tax Issues

Age Before Close 2024 2025
of Tax Year Limitation Limitation

40 or less $470 $480
41 to 50 880 900
51to 60 1,760 1,800
61to 70 4,710 4,810
Over 70 5,880 6,020

These annual limitation amounts are subject to adjustment for inflation each year.

Long-Term Care Policy Benefits

Benefits excluded from income: Beginning with policies issued in 1997, benefits received
under a “qualified” LTC contract are generally excluded from income as an amount “received
for personal injury and sickness.” (See IRC Sec. 7702B.) In order for benefits paid under a
policy to be excluded from income, the policy must meet strict federal tax requirements to be
a qualified contract. Further, benefits must be for services provided to a chronically ill
individual. A limited grandfather clause applies to contracts in existence before 1997.

The exclusion from income is limited to the greater of $420 per day (calendar year 2025)?, or
total un-reimbursed LTC expenses actually incurred. The dollar limitation is subject to
adjustment for inflation annually.

Other Tax Issues

. Employees: Generally, if an employer chooses to purchase tax-qualified long-term
care insurance for an employee, neither the coverage provided nor the benefits paid
(subject to the limitations described earlier) will be taxable to the employee. If certain
requirements are met, self-employed individuals may also include themselves for such
coverage.

. Self-employed individuals: Self-employed individuals are permitted to deduct
qualifying health insurance premiums, including tax-qualified long-term care
premiums, as an adjustment to gross income, rather than as an itemized deduction.
This deduction is also generally available to general partners in a partnership, limited

1 This amount was $410 in 2024.
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Long-Term Care Tax Issues

partners in a partnership receiving guaranteed payments, and more than 2% owners
of subchapter S corporations who receive wages from the corporation.

. Combination contracts: A “combination contract” is an annuity or life insurance
contract that also provides qualified LTC coverage. Withdrawals from the cash value of
either the annuity or life insurance portion of a combination contract to pay for the LTC
coverage are generally not includable in income and no medical expense deduction is
allowed for such expenditures. The LTC portion of the contract is treated as a separate
contract and the amounts received are treated for federal income tax purposes as LTC
insurance benefits.

Seek Professional Guidance

Federal, state, and local income tax law can be complex and confusing. The guidance and
counsel of a qualified tax or other financial professional is highly recommended.
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Who Makes Medical Decisions
When I Cannot?

Today’s advanced medical technology allows physicians to y
keep a person “alive” in situations that formerly would ’ j
have resulted in death. Individuals who do not wish their /

lives to be prolonged by such artificial techniques must lﬂ - -
plan ahead and put their desires in writing. ﬁ{&és&

-\tﬁ“ o e
In the now famous case of Cruzan v. Dir. Mo. Dept. of *QP ’

Health, 110 S. Ct. 2841 1990, the U.S. Supreme Court held

that a state may demand clear and convincing proof of a person’s wish to refuse or withdraw
medical support. Ms. Cruzan was an accident victim who had not made clear her desire to
have medical support withdrawn. Because of this failure, she could have been kept alive, in a
vegetative state, for years, at an estimated cost of $200,000 per year.

When Should Medical Treatment Be Withheld?

As the following examples are read, one might ask, “Would | want medical support withdrawn
in this situation?”

In a coma with no hope of recovery.

In a coma with a small likelihood of recovery with permanent brain damage.

Afflicted with brain damage or disease, severe in nature, and a terminal illness.

Afflicted with brain damage or disease, severe in nature, but without terminal illness.

In these situations, and others, difficult decisions must be made as to the treatment to be
provided or withheld (for example, artificial respiration, medicine, food, water, etc.).

When a patient is incapable of expressing his or her wishes, some other way must be found to
guide the decision making process. The “living will” and “durable power of attorney for
health care” (advance health care directives) are useful in this regard.
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Who Makes Medical Decisions When I Cannot?
Living Will

Most states recognize some form of what has been called a “living will”, or “directive to
physicians.” Such a document sets down in writing a person’s wishes as to the type of
medical treatment to be provided, or withheld, and the general circumstances under which
the directive applies.

Durable Power of Attorney for Health Care

Many states also have provision for a durable power of attorney for health care, which allows
an individual to appoint another person to make health care decisions for them if they
became unable to do so. The agent is generally empowered to make decisions beyond end-
of-life issues, such as admission to a nursing home, consent for surgical operations, and care
in the event of senility or other disability.

Seek Professional Guidance

In preparing the documents to guide those who will make medical decisions for you if you are
no longer able to do so, the advice and guidance of a trained, experienced attorney, licensed
in your state of residence and familiar with local law, is highly recommended.
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