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guaranteed option could 
end up costing more for less 
coverage in the long run. 

If you can afford it, stick 
with a policy that offers in-
flation protection based on 
a 5% annually compounded 
rate. But if you are looking 
to hold down costs—and  
are willing to shoulder some 
of the potential future ex-
penses—consider a CPI- 
adjusted policy. It’s cheaper 
than the compounded ver-
sion and may be a safer bet 
than one with a guaranteed 
purchase option. However, 
you may want to buy a 
higher daily benefit initially 
to stay ahead of future care-
giving cost hikes.

Shared benefits. One of the 
most difficult decisions  
to make when purchasing  
a long-term-care policy  
involves the length of your 
benefit period. A typical 
65-year-old is likely to need 
some form of long-term care 
for three years, according to 
the National Clearinghouse 
for Long-Term Care Infor-
mation. A few people, such 
as those with Alzheimer’s 
disease, may need care  
for a much longer time. But 
policies that provide life-
time benefits are expensive, 
often costing more than 
$4,000 a year for people  
in their fifties.

Patrick and Jeanne 
O’Neill, owners of the Big 
Sky Bread Co., in Wilming-
ton, Del., discovered an af-
fordable way to hedge their 
long-term-care bets without 
spending a lot of dough.  
After his father died of pros-
tate cancer following three 
years of care, Patrick didn’t 

long-term-care policy, it’s 
essential that the amount of 
your daily benefit keeps up 
with rising costs. Insurers 
have been experimenting 
with more-affordable ways 
to provide inflation protec-
tion. John Hancock’s Lead-
ing Edge policy—the type 
that Marzolf purchased—
adjusts the daily benefit 
each year based on changes 
in the consumer price in-
dex. That’s why his policy 
costs up to 40% less than 
the company’s standard pol-
icy, which uses a 5% com-
pound-inflation factor. 

A CPI-linked policy can 
be risky, though. In years  
of high inflation you may 
come out ahead. In low- 
inflation years, however—
such as 2009—the cost of 
care may escalate, but your 
benefit may not (although it 
cannot shrink). 

Insurers have also been 
slashing costs by offering 
guaranteed purchase option 
coverage. These policies do 
not automatically adjust for 
inflation, but you may boost 
your coverage every few 
years, regardless of your 
health. You will pay higher 
premiums for the extra ben-
efits based on how old you 
are when you buy them.

The cost to purchase  
such a policy can start out 
substantially lower. A tradi-
tional policy with a 5%  
annual inflation adjustment 
may cost more than twice  
as much in the first year  
as one with a guaranteed 
option to bump up inflation 
protection in the future.  
But the savings may be a 
false economy: Purchasing 
additional coverage with a 

even though Marzolf was 
two years older. Thanks to a 
5% group discount, Marzolf 
pays about $2,400 a year for 
a policy that will pay $4,800  
a month (about $160 a day) 
in long-term-care costs  
for up to three years.

Both inside and outside  
of group plans, insurers  
are rolling out policies that  
hold down premiums by 
shifting some of the cost  
of future care to policy-
holders. “There is tremen-
dous interest in looking  
at more-economical ways  
to insure for long-term 
events,” says Beth Ludden, 
of Genworth. Some com-
panies have introduced new  
forms of inflation protec-
tion that can slash premi-
ums. Others are offering 
new strategies to hedge 
your bets when it comes to 
choosing the appropriate 
length of coverage. 

But there is a downside. 
Although many of these pol-
icies will save you money, 
they may also squeeze your 
benefits. You need to know 
the limitations before you 
decide whether one of them 
is right for you.

Cheaper inflation protection. 
Because you may wait 20 
years or more to tap your 

if you’re thinking about 
buying long-term-care  
insurance, here’s one more 
reason to do it: Long-term-
care costs continue to esca-
late. In 2009, the av erage 
annual cost of a private 
nursing-home room rose 
3%, to nearly $80,000. 
Luckily, many employers 
are now offering long-term-
care insurance as an em-
ployee benefit, and the deals 
tend to be better than they 
were even a few years ago. 

Previously, group long-
term-care policies asked 
few, if any, questions about 
an applicant’s health. That 
made group plans a good 
choice for people with pre-
existing conditions, but not 
so great for healthy people. 
Now, group policies look  
a lot more like individual 
long-term-care insurance—
but at a better price. 

Bob Marzolf, 61, a high 
school agriculture teacher 
in Forest Lake, Minn.,  
was discouraged when he 
shopped for a policy three 
years ago because a pre vious 
spinal operation triggered 
high premiums. When the 
Forest Lake school system 
began offering long-term-
care coverage last year, he 
decided to try again. This 
time, the price was lower—

By taking more risk, you can snag a lower  
premium. By KimBerly lanKford
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want to worry about what 
would happen if he needed 
care himself someday. And 
he was concerned that he or 
Jeanne would need care for 
a longer period than the typ-
ical three or four years. But 
the five-year policies they 
found were unaffordable.

Then their insurance 
agent, Andre Hoeschel, told 
them about a shared-benefit 
policy. The O’Neills bought 
a three-year shared-benefit 
policy that gives them a 
pool of six years of coverage 
between them. So if Patrick 
needs care for four years, 
for example, Jeanne would 
still have another two years’ 
worth of benefits. “You hate 
to pay for something and 
not use it,” says Patrick. 
“But the odds are that one 
of us will need it.”

Buying a shared-benefit 
policy costs about 15% more 
than buying two separate 
policies with three-year 
benefit periods. But it was 
less expensive than the poli-
cies with a five-year benefit 
period the O’Neills were 
considering. 

More cost sharing. Another 
money-saving strategy  
is to insure against only a 
portion of potential long-

ages to take advantage of 
lower premiums (although 
they are paying those pre-
miums longer). “It is part  
of protecting your assets 
and your whole retirement-
planning process,” says 
Kathleen Bucchianeri.

Bucchianeri, 56, and  
her husband, Richard, 63, 
who live in Westford, 
Mass., bought traditional 
Genworth long-term-care 
policies last year. They pro-
vide immediate coverage 
for home care and permit 
reimbursement for nonpro-
fessional home-care pro-
viders, such as neighbors 
or church members. When 
Richard’s dad needed as-
sistance years ago, his pol-
icy required that the Buc-
chianeris hire people 
through an agency even 
though Richard’s mother 
found capable independent 
caregivers.

Long-term-care policies 
have so many moving parts 
that it helps to have an ex-
pert agent, preferably one 
who deals with several in-
surance companies, lead 
you through the maze. To 
find one in your area, go to 
the American Association 
for Long-Term Care Insur-
ance, at www.aaltci.org. n

term-care costs. “A lot of 
customers are saying that 
instead of getting a policy 
that covers the full risk, let’s 
look at something that will 
cover most of the costs,” 
says Hoeschel. “They are 
willing to cover 10% to 40% 
of the costs themselves.”

Some people choose a 
smaller daily benefit, with 
the idea of paying for addi-
tional expenses on their 
own. Another option is  
to buy Genworth’s new  
Cornerstone policy. Policy-
holders agree to share 20% 
of the costs when benefits 
are paid; the policy can  
reduce premiums by about 
40% compared with tradi-
tional policies. 

Note that this type of 
scaled-back coverage could 
boost your out-of-pocket 
costs significantly depend-
ing on the type of care  
you receive. Unlike most 
long-term-care policies,  
this cheaper version doesn’t 
cover the room-and-board 
portion of an assisted-living 
facility’s cost.

Essential planning. When it 
comes to buying long-term-
care insurance, 50 is the  
new 60. Consumers are  
buying coverage at younger 

If you’re having trouble pay-
ing your long-term-care pre-
miums, either because your 
insurer raised your rates (as 
happened to thousands of 
federal workers and retirees 
this year) or because your 
income has decreased, con-
sider these three strategies 
for lowering your costs:

REduCE thE bEnEfit  
pERiod. Shrinking the bene-
fit period from lifetime to 
three years, for example, 
still covers average long-
term-care needs and may cut 
your premiums in half.

LowER thE daiLy bEnEfit. 
Your premiums will generally 
drop by the size of the bene-
fit reduction—for example, a 
15% benefit reduction would 
reduce your rate by 15%. But 
you may have to tap your 
savings to make up for any 
future shortfall in coverage.

ExtEnd thE waiting  
pERiod. But don’t go over-
board. Increasing your wait-
ing period beyond 90 days 
could be counterproductive, 
exposing you to more out-of-
pocket costs than you might 
be able to afford.

* KipTip 
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flation protection, he might pay about $2,000
a year. After 30 years, when he is 85 and most
likely to need care, he will have paid a total of
$60,750 in premiums.

Waiting to buy a policy with the same fea-
tures at age 65 would cost about $3,115 a year,
and total premiums paid by age 85 would be
slightly more, at $62,300. But in reality, the
difference is much greater. Since the first pol-
icy had a 5% compound inflation adjustment,
the $200 daily benefit he purchased at 55
would actually cover $325 per day of care by
age 65. You’d have to pay nearly $5,000 a year
to buy that much coverage at 65, and by the
time you’re 85, you would have paid just shy
of $100,000 in premiums—nearly 40% more
than if you had bought long-term-care insur-
ance ten years earlier.

Another option is to pay your entire premi-
um over ten years—and never pay another
dime. A 55-year-old married man in good
health would pay $1,125 a year for a three-
year policy from Genworth with a $150 daily
benefit, a 90-day waiting period and 5% 
compound inflation protection. If he bought 
a ten-pay policy with the same benefits, the 
annual premium would be $2,902 for ten
years. This option makes sense for the self-
employed and small-business owners, who
can deduct their long-term-care insurance
premiums as a business expense.

HEALTH MATTERS
ASIDE FROM HIGHER COST, THERE’S AN ADDITIONAL
risk to waiting: You might not be healthy
enough to qualify for coverage at any price.
“About half of the people I see each week ei-
ther aren’t given the coverage they originally
applied for, or the rate doubles because of
their health, or they’re denied coverage out-
right,” says Doug Worman, a long-term-care
broker in Audubon, Pa. 

Worman says diabetes is the single biggest
reason that potential policyholders, including
those who aren’t insulin-dependent, are re-
jected. High cholesterol, high blood pressure
and osteoporosis are other common reasons
that coverage is denied.

Each insurer has different underwriting
standards, so it’s important to shop around.
“The more you tell the underwriters, the bet-
ter off you are,” says Mike Ashley, a long-

term-care broker with Senior Benefits Con-
sultants, in Prairie Village, Kan., who sold the
Holms their policy. “If you have a medical
condition, I try to find out as much as I can
and include a letter from your doctor.” This 
is your chance to provide details about how
you’ve been managing your condition, which
can make you less of a risk.

WHERE TO BUY
IT’S BEST TO STICK WITH THE BIG INSURERS THAT
have specialized in this type of coverage for
years and haven’t imposed big rate increases
on existing policyholders. Worman prefers
John Hancock, Genworth, MetLife, Pruden-
tial, Mutual of Omaha and Allianz. New York
Life sells through its own agents.

Prices, underwriting and coverage details
vary from company to company, so it helps to
work with a broker who specializes in long-
term-care insurance and who can prescreen
several companies before you go through the
lengthy application process. If you are offered
a long-term-care policy through your employ-
er and you have health issues, you may qualify
for coverage that might otherwise be denied.
But if you’re healthy, particularly if you’re
married, you may save money by buying a 
policy on your own. 

Annual premiums in this table are for a 55-year-old
who buys a long-term-care insurance policy with a
$200 daily benefit and 5% compound inflation pro-
tection. A longer benefit period increases premi-
ums, while a longer waiting period before benefits
begin reduces premiums. Policies with three to five
years of coverage and a waiting period of 60 to 90
days are appropriate for most consumers.

»WHAT COVERAGE COSTS

Long-term-care insurance
prices and trade-offs

For nearly 15 years, four
states—California, Con-
necticut, Indiana and
New York—have partici-
pated in a partnership
program that encour-
ages consumers to buy
long-term-care insurance
in exchange for partial
protection of their assets
in the event that they ex-
haust their insurance
benefits and must turn
to Medicaid. For exam-
ple, if you bought a poli-
cy that would cover up to
$150,000 worth of long-
term care, you could pro-
tect $150,000 of your
assets and still qualify
for Medicaid assistance.

In 1993, Congress
banned other states
from following suit, al-
though more than 20
had expressed interest.
The new Medicaid law
lifts the ban. “This is the
biggest catalyst for long-
term-care insurance in
years,” says Phyllis Shel-
ton, president of LTC
Consultants, a training
firm for long-term-care
insurance agents in Hen-
dersonville, Tenn. “Peo-
ple won’t buy insurance
to pay for long-term care
if they think it’s free un-
der Medicaid. Now they’ll
know it’s not.”

But if you’re thinking
about buying long-term-
care insurance, don’t
wait for your state to act.
It could take years. The
older you are when you
buy a policy, the higher
the premium.

Help from
the states

WAITING                                                               BENEFIT PERIOD
PERIOD 3 YEARS 5 YEARS 10 YEARS LIFETIME

30 days $2,430 $3,166 $4,050 $5,350

60 days $2,227 $2,902 $3,712 $4,904

90 days $2,025 $2,639 $3,375 $4,458

180 days $1,822 $2,375 $3,037 $4,013

SOURCE: John Hancock Insurance Co.
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