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Life is filled with risks. While stock market, economic, or political risk is widely dis-
cussed in the press, there are other risks that financial advisors and clients must consider.  
One of the biggest and most uncertain risks has to do with the future high-cost medical 
care that is not covered by insurance. This is the care you may need if you have a pro-
longed physical illness, disability, or severe cognitive impairment. These limitations can 
prevent you from performing basic activities such as bathing, dressing, and eating. Help 
for these types of needs is called long-term care and can result in the biggest expense 
shock a retiree can face. 
 
Long-term care costs cannot be predicted because our life expectancy and health is uncer-
tain. Most of us know family members that needed very little or no long-term care assis-
tance. At the same time, we probably know others that have spent hundreds of thousands 
of dollars or even drained all of their assets to pay for long-term care costs. It is hard to 
estimate what long-term care will cost you, and it is also easy to justify never needing long
-term care services. Estimating long-term care costs is difficult, not only due to the uncer-
tainty of our future, but also because long-term care services are very diverse (i.e., long-
term care is much more than just nursing home care). Ideally, you would know the cost of 
different potential services, and then try to estimate these costs with your advisor based 
upon your own potential need.   
 
Who is at Risk? 
Women are at more risk of needing long-term care than men because they live longer, so 
are also typically the second spouse to die.  Consequently, women don’t have the benefit 
of their spouse being able to care for them, so will likely need costly professional care. 
Their resources may have been spent on their spouse’s long-term care needs, leaving them 
not only alone without help, but also with fewer financial resources. Also, anyone with a 
family history of mental impairment (Alzheimer’s) is also at a higher risk of needing long-
term care services. If you think you can avoid the cost of long-term care by getting in 
shape, you are wrong. Healthy individuals may be at a higher risk due to their longer life 
expectancies! 
 
How Do Most People Plan for Long-Term Medical Care?  
They don’t. The default plan for most people is to self-fund any expenses until their assets 
are depleted and they become impoverished. They then transition to Medicaid (which does 
pay for long-term care). Long-term care services are not provided just by nursing homes. 
Long-term care is made up of many different support services and is generally received as 
a progression of services/providers as follows: 
 In home care provided by family: Free! 
 In home care provided by hired health care aides: $15,000-$50,000/yr. depending on 

hours needed 
 Transition care provided by adult day care during the day and back home at night: 

$15,000-$20,000/yr. 
 Assisted living: $45,000-$65,000/yr. 
 Nursing home: $115,000/yr . (pr ivate room) 
 Hospice care: paid largely by Medicare 
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Mallard E-Mail Update 
Are you receiving our e-
mail newsletters (which are 
different from this quarterly 
newsletter)?  If not, let us 
know by sending an e-mail 
requesting to be added to 
our e-mail newsletter list. 
 
Use ShareFile 
When sending confidential 
information to us, please 
remember to use the secure 
ShareFile link contained at 
the bottom of each of our 
email signatures rather than 
using the attachment func-
tion of your email software. 
This link is also located at 
the top of every page of our 
website. 
 
MyWealthWindow 
You can always access your 
WealthWindow from a link 
found at the top of every 
page of our website. 
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Naturally, personal help from family members is needed 
regardless, but especially at each transition point. Alter-
natively, rather than experiencing and navigating these 
transitions, you could instead elect to move into a Con-
tinuing Care Retirement Community (CCRC) in order to 
receive this continuum of care under one roof in one 
community. Of course, this move must occur in advance 
of any significant health issues (see the July 2010 issue 
of this newsletter for more about CCRC’s). 
 
How Will You Plan for Long-Term Care? 
For most there are really only two options for paying for 
long-term care costs. You can either self-fund it with 
personal savings, or you can insure (partially or fully) 
the risk away with long-term care insurance.  
 
Self-Funding of Long-Term Care 
Self-funding is an excellent option for many financially 
independent clients who are comfortable absorbing a 
potential long-term care event. Self-funding requires 
estimating potential future medical expenses, and ensur-
ing, through 
an evaluation 
of your finan-
cial security, 
you have 
enough re-
sources to 
pay for this 
and still re-
main finan-
cially secure.  
You may 
think you 
must have the 
self-funded 
resources (let’s say $500,000) in a “separate account”. 
However, what many people forget is that their fully 
paid off home with a value of say $500,000 is their 
“separate account”. In any case, an estimate of these 
highly uncertain costs must be done in order to evaluate 
the prudence of self-funding. But where do you begin?  
 
The cost esti-
mates on the 
first page 
come from 
The Annual 
Cost of Care 
Survey from 
Genworth, a 
major pro-
vider of long
-term care 
insurance. It 
is easy to see 
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that the total costs for long-term 
care over a lifetime could total 
$500,000 and up to $1,000,000 in the extreme. How 
might these expenses unfold over time? 
 
The following chart is a hypothetical illustration of how 
your lifestyle expenses (in red) and long-term care ex-
penses (in blue) may be visualized over time beginning 
at age 70. This can be done using information about 
your current and anticipated lifestyle and after discuss-
ing the type of care you may need based on your life 
expectancy, family history, and preferences for care. As 
you can see, the basic lifestyle expenses start high and 
drop over time as you become more sedentary and espe-
cially once you begin in-home care. Then we can see an 
even larger drop at the time assisted living begins 
(because it is assumed you sell your home and these 
home related expenses drop away). Notice how the long
-term medical expenses begin at age 88 with in-home 
care, then move to assisted living, and finally nursing 
care. 

 
Of course, because all of this is highly uncertain, things 
may unfold differently as shown below where you fol-
low the same progression but require far more high cost 
nursing care: 
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Finally, you may need very little care at the end of your 
life as shown below. 

You may want to believe that the third scenario (very 
little care) will apply to you and you may be right. Ac-
cording to what is considered the most rigorous research 
on long-term care incidence, Peter Kemper, Harriett L. 
Komisar, and Lisa Alecxih show that 42%  of men and 
21% of women will require no long-term care. However, 
the affluent (like our clients) will likely have a higher 
incidence of need due to a healthy lifestyle and longer 
life expectancy than the averages. 
 
Once the expenses are illustrated, they can be used in our 
financial security modeling software to see if the odds 
are high that you can pay for this without running out of 
money. If everyone is comfortable with the estimates and 
results, then self-funding may be the plan. 
 
Why Self Fund if Medicaid Will Pay? 
I have never had a client say, “Bill, let’s figure out a way 
to make me 
financially 
destitute so 
that Medicaid 
will pay for 
my long-term 
care”.  You 
would do this 
by either gift-
ing assets or 
simply spend-
ing them 
down. Most 
people want 
to use their money to provide themselves with the best 
possible care – not the worst possible care. Medicaid 
planning usually means getting a lower level of care (just 
visit a state run Medicaid funded nursing home to see the 
alternative), but results in the largest inheritance for the 
family, by having the taxpayers pay for the long-term 
care needs (via Medicaid) instead of the client’s funds. If 

 

the  children 
want to pro-
tect their in-
heritance, they 
may consider 
paying for the 
long-term care 
insurance 
themselves. 
 
Long-Term 
Care Insur-
ance (LTCI) 
The million-

dollar question is: how much of the blue area in the 
graphs (long-term medical care) do you want to insure 
away? Long-term care insurance is purchased to remove 
some or all of these largely uncertain medical costs, to 
protect assets, or to provide peace of mind. Naturally, 
you are trading an uncertain and potentially large risk 
(i.e., LTC) for a series of smaller more certain risks (i.e., 
the premium)!  
 
As you can see below, this hypothetical client elected to 
buy insurance and insure away a majority of the long-
term care costs. The blue area below contains both the 
LTCI premiums and the now reduced long-term care 
costs. It is not eliminated, because they elected to insure 
only a portion of the costs. By electing to buy LTCI, they 
have created much more certainty about their financial 
future. 
 

Should You Buy LTCI? 
There are general rules of thumb such as only buy LTCI 
if your liquid net worth is above $400,000 and below 
about $1.5 million. The truth is you need to consider 
your circumstances, potential need/costs, and ability to 
afford the premiums. Most clients are able to self-insure 
when we build their expected LTC costs into their retire-

 

Benefits 
End 
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ment model (similar to above).  At the same time, since they can afford to self-insure, they can 
also afford the LTCI premiums.  In other words, it is really just a choice about the amount of 
risk to retain versus the peace of mind of insuring the risk away.  
 
Why Are People Reluctant to Buy Long-Term Care Insurance? 
Hesitation about long-term care insurance occurs for a number of reasons. First, people find it hard to understand, evalu-
ate, and compare LTCI polices. Further, it is expensive and people find it hard to place an appropriate value on some-
thing they may not end up using. Consumers also fear future rate increases could affect their ability to keep paying for 
the policy. Finally, there may be a worry that the policy will inadvertently lapse just before they need it.  
 
How Much Does Long-Term Care Insurance Cost? 
Naturally, the cost of the policy is driven by the amount of coverage, your age, health, and the options you desire. Op-
tions include inflation riders, term of coverage, daily/monthly benefit, and the elimination period. It does start to get 
complicated which is why working with an honest professional provider is so important. We recommend either Low 
Load Insurance Services (LLIS) or MAGA. 
 
Using the Genworth.com premium estimate calculator, we see that a 60-year-old male opting for 2 years of coverage 
with a $200/day benefit would cost about $2,300/yr. whereas the same policy for a woman would cost about $3,000/yr. 
or $4,500/yr. if electing four years of coverage. If a policy was issued for a couple with shared care benefits, the total 
annual cost would be closer to $5,000/yr. 
 
How Do Long-Term Care Insurance Payouts Work? 
If you have LTCI and you require assistance with two of six activities of daily living (or due to cognitive impair-
ment), LTCI will begin to reimburse you a fixed daily or monthly amount. Even if you have elected to 
move to a CCRC, if you meet this definition, you will be reimbursed based upon your policy.  
 
Conclusion 
In short, purchasing LTCI is a very personal decision driven primarily by your ability and desire to self-
insure. Each individual or family must look at the risks, costs and benefits, and then 
determine if LTCI would be a more palatable way to pay for these uncertain medical 
costs, and some peace of mind in the process. 

 

Bill Starnes is the founder and senior 
advisor at Mallard Advisors, LLC 
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