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What long-term care  
insurance does. 
Long-term care (LTC) insurance covers the cost of care when 
you can’t do basic activities on your own. These activities of 
daily living (ADLs) include walking, bathing, getting out of bed, 
eating and using the bathroom.  
It’s sometimes called nursing home insurance, but your care 
can be in an institutional setting or at home.  
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Why people buy it. 
The cost of long-term care is increasing, and studies show that 
many older people have three or more ADL limitations. LTC 
insurance protects you and your family from the financial drain 
of these expenses and allows you to get the care you need. 
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How to choose a policy. 
LTC insurance is complex and expensive. Before you buy, learn 
about the different options and decide what’s right for you.  
Relax and take time to think about your situation and priorities 
by answering these questions: 
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Q1: What care do you want? 
Policies can include up to four levels of care. Consider 
carefully what levels of care you want to cover. 

Skilled care Acute round-the-clock nursing and rehabilitative care supervised by a 
physician and given by a registered nurse or therapist. 

Intermediate 
care 

Occasional nursing and rehabilitative care under the supervision of 
skilled medical personnel. 

Adult day care Fixed set of hours at a community facility under the care of skilled caregivers. 

Hospice care Round-the-clock end of life care by skilled nurses  and physicians. 
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Q2: Where do you want your care  
to happen? 
The care that you get can happen in a nursing facility, at 
home, or a combination of both. Where can also depend on 
the level of care.  
If you want to stay at home for as long as possible, make sure 
to include home care coverage in your policy.  
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Q3: Who do you want to care for you? 
Many policies allow for custodial care or home care provided 
by licensed or certified professionals. Keep in mind that it will 
cost more if you want non-professionals like family members 
giving you care.  
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Q4: When do you want benefits to start? 
Benefits often start after you’re unable to perform two of six 
activities of daily living (eating, dressing, bathing, transferring, 
toileting, and continence). After that point, benefits may start 
at once or after a waiting period of up to 365 days.  
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Q5: How long do you want benefits to last? 
Policies can remain in effect for your lifetime, have a set 
benefit period, or have a limit for any one stay in a nursing 
facility. 
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Q6: What’s your plan for Medicaid? 
Policies can work with or without Medicaid or during an initial 
period of ineligibility. Think about your plans for managing and 
protecting your assets. 
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Q7: What conditions apply? 
All policies have exclusions and limitations of benefits. Review 
these carefully. You may have to make other arrangements if 
you need coverage for excluded conditions like mental or 
nervous disorders. 
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Q8: What about taxes? 
Some LTC insurance benefits are taxed like income. Make sure 
you understand your policy and how benefit payments affect 
your tax and financial plans.  
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Q9: Is your coverage attached to life 
insurance? 
When combined with life insurance, the benefits paid for LTC 
reduces the life insurance cash value and death benefit.  
Consider how this affects your financial plans. 
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A Consumer’s Guide to 
LONG-TERM CARE INSURANCE

LONG-TERM CARE INSURANCE
INTRODUCTION

Long-term care insurance is a kind of insurance instrument 
sold in the U.S., Canada, and the U.K. LTC can provide care 
with basic activities of daily living (ADLs) such as walking, 
bathing, getting out of bed, eating. With LTC the recipient 
can expect coverages such as home care, adult daycare, in-
termediate care, hospice care, or respite care. Studies show 
that many old people have three or more ADL limitations. 
Therefore having no LTC is one of the biggest risks and finan-
cial drains an individual can face. The costs of long-term care 
are increasing and for the most part the cost of insurance is 
increasing as well and even with insurance the most one can 
receive is $50,000. per month. Additionally, LTC often has ex-
clusions and limitations of benefits so it will be important to 
conduct a thorough investigation of costs and benefits before 
the purchase of LTC. Companies are beginning to provide 
greater flexibility in the kinds of plans they offer, making the 
consideration of one’s options of utmost importance.

 Some companies now offer long-term care rider on 
their single life products. Others require separate insurance 
products. When the LTC rider is offered with a death benefit, 
any money taken out is reduced dolar for dollar and the cash 
value is reduced proportionately.

In recent years long-term care (or nursing home) insurance 
has become widely available as an alternative source for the 
funding of long-term care expenses, whether received in an 
institutional setting or at home. Such policies are extremely 
flexible, and can be designed to pay for all long-term care 
costs indefinitely and without regard to Medicaid eligibility, 
or as a supplement to Medicaid payments. They can also pro-
vide benefits during the limited period of ineligibility caused 
by having excess countable resources, including the situa-
tion where assets have been transferred during the look-back 
period.

 Under recent amendments to the Internal Revenue 
Code, policies are issued as either tax qualified (TQ) or non-
tax qualified (NTQ). The tax treatment of qualified long-term 
care policies is described below, but generally NQT policies 
have tax liabilities open to further interpretation, posing 
greater risks of a large tax bill.



LEVELS OF CARE

 In understanding long-term care policies, the different 
levels of care should be recognized:

Skilled care is acute nursing and rehabilitative care given by a 
RN or therapist, usually daily (i.e. round the clock) and super-
vised by a physician.

Intermediate care involves occasional (not around the clock) 
nursing and rehabilitative care under the supervision of 
skilled medical personnel.

Adult day care involves a fixed set of hours at a community 
facility under the care of skilled caregivers.

Hospice care gives round-the-clock end of life care by skilled 
nurses and physicians. 

HOW TO ANALYZE A LONG-TERM CARE POLICY
SCOPE OF COVERAGE

Institutional Care and Home Care. Coverage can be for one 
or more of the four levels of care described above. Specifical-
ly, it is important to know where the services can be received 
for a particular level of care—in a nursing facility, at home, 
or a combination of both. Because most individuals will want 
to stay at home for as long as possible, home care coverage is 
an important feature to include in a policy, usually as a rider.

Does the policy state that custodial care or home care has to 
be provided by a licensed or certified professional, or can it 
be done by a non-professional such as a family member?

The policy may permit non-professionals to provide care, but 
such flexibility will likely come at the cost of an increased 
premium.

COMMENCEMENT OF COVERAGE.

The policy should clearly define when coverage will begin. 
These starting points, commonly referred to as “benefit trig-
gers,” have progressed from the strict standard of medical 
necessity to a finding that the insured is unable to perform a 
minimum of two of the “Activities of Daily Living: (referred to 
as “ADL’S”)—eating, dressing, bathing, transferring, toileting, 
and continence.

Coverage can be “first day” protection, or there can be a 



waiting (elimination) period (generally 20 to 365 days) before 
coverage begins.

LENGTH OF COVERAGE.

Policies can have a set benefit period, typically two to four 
years, for any one stay in a nursing facility, or they can re-
main in effect for the insured’s lifetime.

SUMMARY

Long term care insurance can be expensive so plan ahead. 
Decide what is right for you or your situation or your family 
history. Consider the various alternatives and start to make 
a plan. Don’t forget that some services such as mental or 
nervous disorders are not covered and you will have to take 
other actions if you need such coverage. Above all, relax and 
take your time in thinking through your decision. It may mat-
ter for the rest of your life.


