
 

 

YOUR COMPLETE GUIDE TO 

Living Benefits & 

Long-Term Care Insurance 

 

 

How to protect your wealth, your family, and your future from 

the most overlooked financial risk in retirement planning 

 

 
WHAT YOU'LL DISCOVER IN THIS GUIDE 

✓  The real limits of Medicare's long-term care coverage — and what they 
don't tell you 

✓  How living benefits life insurance lets you access your policy while 
you're still alive 

✓  Four real-life case studies showing the financial damage of being 
unprepared 

✓  The ideal planning timeline by age — and why every year you wait 
costs more 

✓  Key questions to ask any agent before you buy 

✓  A 5-step action plan to get protected starting today 
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SECTION 1 

The Financial Risk Most People Never See Coming 

 

For most Americans, retirement planning focuses on saving enough to stop working. But there's a second 
threat that derails more retirement plans than market crashes, inflation, or outliving savings combined 
— and most people never prepare for it. 

 

It's the cost of a serious illness, injury, or cognitive decline that leaves you needing care for months or 
years. It's the gap between what Medicare covers and what care actually costs. And it can wipe out 
decades of careful saving in a matter of months. 

 

The Numbers That Should Change How You Plan 

 

70% 

of adults 65+ will need some form 
of long-term care in their lifetime 

 

$10,646 

median monthly cost of a private 
nursing home room in the U.S. 

(2024) 

 

$61,776 

median annual cost of a home 
health aide — often needed for 

multiple years 

 

What Medicare Actually Covers — and What It Doesn't 

 

Medicare's Skilled Nursing Benefit 

Medicare covers short-term skilled nursing facility 
(SNF) care only — and only after a qualifying 
hospital stay of 3 or more days as a true inpatient. 

 

•​ Days 1–20: 100% covered after Part A 
deductible (~$1,736 in 2025) 

•​ Days 21–100: $217/day copay falls on you 

•​ After Day 100: You pay 100% of all costs 

•​ Custodial care (bathing, dressing, eating): 
NEVER covered by Medicare 

 
What Medicare Was Never Designed For 

Medicare was built to cover acute medical events — 
not the slow, prolonged care that accompanies 
Alzheimer's, Parkinson's, stroke recovery, or general 
frailty. For long-term custodial care, you are largely 
on your own. 
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⚠️ The Observation Status Trap 

Thousands of patients spend nights in a hospital 
but are classified as 'under observation' rather 
than as true inpatients — even if the stay lasts 3 
or more nights. Without formal inpatient 
admission, you lose access to Medicare's entire 
skilled nursing benefit. Many families discover 
this only after the bill arrives. 

 

 
💡 Key Reality 

The average nursing home stay in the U.S. is 2.5 
years. At $10,646/month, that's $319,380 — 
almost entirely out of pocket once Medicare's 
100-day benefit is exhausted. 

 

 
📊 Medicaid Is Not a Plan 

To qualify for Medicaid long-term care benefits, 
you must spend down to roughly $2,000 in 
countable assets. For most middle-class families 
this means: 
·  Liquidating retirement accounts 
·  Potentially selling the family home 
·  Leaving a surviving spouse with minimal 
resources 
·  No inheritance for children or grandchildren 
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SECTION 2 

What Is Living Benefits Life Insurance? 

 

Traditional life insurance has one job: pay a death benefit to your family when you die. Living benefits life 
insurance does something profoundly different — it allows you to access a portion of your own death 
benefit while you are still alive, if diagnosed with a qualifying condition. 

The Three Accelerated Benefit Triggers 

 

TERMINAL ILLNESS 

Diagnosed with a terminal 
illness with 12–24 months to 
live? You can access up to 
100% of your death benefit 
immediately — tax-free in most 
cases — to use however you 
need. 

 
CHRONIC ILLNESS 

If you cannot perform 2 of 6 
Activities of Daily Living for at 
least 90 days, or require 
substantial supervision due to 
cognitive impairment, you can 
access benefits to help pay for 
care. 

 
CRITICAL ILLNESS 

Upon diagnosis of a qualifying 
critical illness — heart attack, 
stroke, cancer, kidney failure, or 
organ transplant — you can 
access a lump sum to cover 
costs, replace lost income, or 
simply protect your savings. 

 

The 6 Activities of Daily Living (ADLs) 

Inability to perform at least 2 of these 6 tasks for 
90+ days triggers the chronic illness benefit: 

 

1.  Bathing — washing oneself 

2.  Dressing — putting on and removing clothing 

3.  Eating — feeding oneself 

4.  Toileting — getting to and from the toilet 

5.  Transferring — moving in/out of bed or a chair 

6.  Continence — maintaining bladder and bowel 
control 

 
🧠 Cognitive Impairment Trigger 

Many policies also trigger benefits when a 
physician certifies that you require substantial 
supervision due to cognitive impairment — such 
as Alzheimer's disease — even if you can still 
perform ADLs physically. Alzheimer's affects 1 in 3 
seniors. 

 
Living Benefits vs. Traditional Life Insurance 

Feature Living Benefits Traditional 

Death Benefit Yes — reduced 
by any benefits 
used 

Yes — full 
amount 

Benefits while 
living 

Yes — illness, 
injury, care 

No — 
death only 

Funds care 
costs 

Yes — can fund 
years of care 

Cannot 
access 
before 
death 

Tax treatment Generally 
income-tax free* 

Income-tax 
free 

Use of funds Unrestricted Unrestricte
d 

Premium cost Slightly higher Lower 
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* Consult a tax professional. Per-diem limits apply. 

 

 
 

SECTION 3 

Real-Life Case Studies 

 

The following case studies are representative examples drawn from commonly reported financial 
planning scenarios. Names and details are illustrative, but the financial outcomes reflect real patterns 
experienced by American families every year. 

 

CASE STUDY  ·  Robert & Carol M.   Age 67 & 65 

 

THE SITUATION 
Retired engineer and school administrator. They 
had saved $620,000 in their 401(k)s and owned 
their home free and clear. They assumed 
Medicare would handle any serious health issues. 

 
THE PROBLEM 
Robert suffered a major stroke at 68. After 12 
hospital days, he transferred to a skilled nursing 
facility. By day 21, they owed $217/day. After day 
100, a $12,400/month bill fell entirely on them. 
Robert required 26 months of care. Total cost: 
$322,400 — more than half their retirement 
savings. Carol was left with $290,000 and no 
coverage of her own. 

 

THE SOLUTION 
A living benefits policy with a $500,000 death 
benefit and chronic illness rider would have 
allowed Robert to access up to $300,000 tax-free 
upon his stroke — leaving Carol's finances 
completely intact. 

 
THE OUTCOME 
The family spent years recovering financially. Carol 
eventually sold the house to fund living expenses. 
With a living benefits policy — approximately 
$180–$250/month starting at age 55 — the entire 
financial disaster could have been avoided. 
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CASE STUDY  ·  Sandra K.   Age 58 

 

THE SITUATION 
Single mother, self-employed graphic designer, 
and sole financial provider for her teenage son. 
She had term life insurance but no living benefits 
or disability coverage. 

 
THE PROBLEM 
Sandra was diagnosed with stage III breast cancer 
at 58. Chemotherapy left her unable to work for 
14 months. Medical bills reached $87,000 beyond 
what health insurance covered. She withdrew 
$95,000 from her IRA early — triggering taxes, 
penalties, and permanently reducing her 
retirement by far more than that amount in lost 
compound growth. 
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CASE STUDY  ·  James & Phyllis T.   Age 72 & 70 

 

THE SITUATION 
Retired schoolteachers with modest pensions, 
Social Security, and $280,000 in savings. Phyllis 
had purchased a standalone long-term care (LTC) 
policy 15 years earlier at $2,800/year. 

 
THE PROBLEM 
At 70, Phyllis was diagnosed with early-onset 
Alzheimer's. Over 7 years she required 
progressively intensive care — first home aides, 
then memory care. Total care costs over 7 years: 
$594,000. Without LTC insurance, this would have 
required total asset liquidation and Medicaid 
spend-down. 

 

THE SOLUTION 
Phyllis's LTC policy paid $5,000/month in benefits 
for the claim period, contributing $420,000 
toward her total care costs. The family covered 
the remaining gap from savings and James's 
income — without liquidating their entire estate. 

 
THE OUTCOME 
James retained approximately $190,000 in savings 
at the time of Phyllis's passing. He remained in the 
family home and was able to provide a meaningful 
inheritance to their adult children. Her LTC policy 
cost $42,000 in total premiums over 15 years — 
and returned more than 14 times that amount in 
benefits. 

 



 

THE SOLUTION 
A living benefits policy with a critical illness rider 
would have accelerated a portion of Sandra's 
death benefit upon her cancer diagnosis — 
providing a tax-free lump sum to cover lost 
income and medical costs without touching 
retirement accounts. 

 
THE OUTCOME 
Sandra recovered from cancer but will work 5–7 
additional years beyond her planned retirement. 
She now carries a living benefits policy and 
actively shares her story with other self-employed 
professionals. 
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CASE STUDY  ·  David C.   Age 52 

 

THE SITUATION 
Business owner and father of three. He had 
$800,000 in term life insurance — but his advisor 
never discussed living benefits because David was 
'only 52 and healthy.' 

 
THE PROBLEM 
At 52, David had a sudden cardiac event requiring 
emergency bypass surgery. Recovery took 8 
months. He could not work, could not perform 
several ADLs without help, and accumulated 
$143,000 in out-of-pocket medical costs. His 
business partner bought him out under duress at 
below-market value. 

 

THE SOLUTION 
David's term policy provided zero help — it only 
pays at death. A living benefits permanent policy 
or even a critical illness rider could have 
accelerated up to $200,000 of his death benefit 
upon his cardiac diagnosis. 

 
THE OUTCOME 
David rebuilt his career over several years, but 
describes the event as 'the financial disaster that 
also almost killed me.' He is now a financial 
planner himself and converted to a permanent 
living benefits policy — and tells every client 
under 65 to do the same. 

 



 

 
 

SECTION 4 

Understanding Long-Term Care Insurance 

 

Long-term care (LTC) insurance is specifically designed to cover custodial care — the ongoing personal 
assistance that millions of Americans eventually require. Unlike living benefits riders embedded in a life 
policy, standalone LTC policies are dedicated instruments built around the reality of prolonged care 
needs. 

 

What LTC Insurance Pays For 

•​ Skilled nursing facility care 

•​ Assisted living and memory care facilities 

•​ Home health aides and personal care 
attendants 

•​ Adult day care programs 

•​ Hospice and respite care 

•​ Home modifications (grab bars, ramps, 
wheelchair access) 

•​ Care coordination and case management 
services 

 
Key Policy Features to Compare 

•​ Daily or monthly benefit amount 
($150–$500+/day) 

•​ Benefit period (2 years, 5 years, or lifetime) 

•​ Elimination period — typically 30, 60, or 90 
days 

•​ Inflation protection — 3% compound is the 
gold standard 

•​ Shared care benefit for married couples 

•​ Return of premium option — get premiums 
back if unused 

 

The Real Cost of Waiting 

LTC insurance premiums are driven primarily by your age and health at purchase. The math is 
unforgiving: waiting even 5 years can increase your lifetime premium burden by tens of thousands of 
dollars — if you can still qualify at all. 

 

Age at Purchase Est. Annual Premium* Increase vs. Age 45 20-Year Total Cost 

45 $1,700 — $34,000 

50 $2,100 +24% $42,000 

55 $3,000 +76% $60,000 

60 $4,800 +182% $96,000 

65 $7,600 +362% $152,000 
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70+ Often uninsurable or 
prohibitively expensive 

— — 

 

* Estimates for a single individual: $150/day benefit, 3-year period, 90-day elimination, 3% compound inflation protection. Source: 
AALTCI 2024. 

 

Hybrid Policies: The Best of Both Worlds 

 

 

 
How Hybrid Policies Work 

A hybrid policy combines permanent life 
insurance with a long-term care or chronic illness 
rider. You make a single premium payment (or a 
series over 5–10 years). 
If you need long-term care — the policy pays for 
care. 
If you die without using all LTC benefits — your 
heirs receive the remaining death benefit. 
If you change your mind — most offer return of 
premium. 
You never 'lose' your premium, solving the classic 
objection to traditional LTC insurance. 

 

  

 
Reimbursement vs. Indemnity 

REIMBURSEMENT: Pays for actual care costs 
incurred up to your benefit limit. Receipts 
required. Unused benefit stays in the policy. 
INDEMNITY: Pays your full scheduled benefit 
regardless of actual costs. No receipts needed. 
Allows payment to family caregivers. 
For most families, indemnity-style benefits offer 
significantly greater flexibility — especially if 
family members provide some care. Indemnity 
policies cost more, but the added value is 
substantial. 
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SECTION 5 

Who Needs Coverage — and When 

 

Most working adults between 40 and 70 would benefit significantly from some form of living benefits or 
long-term care coverage. The right solution depends on your age, health, financial situation, and family 
circumstances. 

 

Strong Indicators You Need Coverage Now 

 

You are between 45 and 65 

This is the prime planning window. You're young 
enough to qualify at the best rates and healthy 
enough to clear underwriting. Every year you wait 
increases both cost and risk. 

 
You have assets to protect 

If you've built $200,000+ in retirement savings, a 
long-term care event can devastate your estate. 
Insurance becomes highly cost-effective relative to 
what it protects. 

   

You have a family history of chronic illness 

Alzheimer's, Parkinson's, stroke, diabetes — if 
these run in your family, your likelihood of 
needing care is significantly above the national 
average of 70%. 

 
You are self-employed or a business owner 

You have no employer-sponsored disability or 
supplemental benefits. A serious illness doesn't 
just affect your health — it can shut down your 
income and your business simultaneously. 

   

You are married with an income-dependent 
spouse 

One spouse's long-term care costs can devastate 
the surviving spouse's financial security. Joint or 
shared-care policies can protect both of you with a 
single coordinated plan. 

 
You want to leave a legacy 

Living benefits and LTC insurance ensure your 
estate isn't consumed by care costs before it can 
be passed on to children, grandchildren, or 
charitable causes. 

 

The Planning Timeline by Age 
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Ages 35–44 
Start with living benefits life insurance. Replace or supplement term life. Focus on 
critical and chronic illness riders. Cost is very low at these ages and health is typically 
excellent. 

  

Ages 45–54 
Prime window for long-term care planning. Consider hybrid life/LTC policies. Health is 
typically still good enough to qualify for the best rates. Premiums are manageable and 
every year of delay is costly. 

  

Ages 55–64 
Urgency increases sharply. LTC premiums rise steeply. Apply before any health changes 
make you uninsurable. Review existing policies for adequacy and inflation coverage. 

  

Ages 65–70 
Options narrow but don't disappear. Some carriers offer simplified-issue products. 
Short-pay hybrid policies can still provide strong value. Never assume it's too late 
without checking. 

  

Ages 70+ 
Traditional LTC insurance becomes difficult to obtain. Focus on asset-based strategies, 
and living benefits life insurance to ensure premiums and allocations have guarantees 
for increased payments. 
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SECTION 6 

Questions to Ask — and Your Next Steps 

 

Shopping for living benefits or long-term care coverage can feel overwhelming. Products are complex, 
carriers vary widely, and the stakes are high. Here are the most important questions to ask any agent — 
and a clear five-step action plan to get started. 

 

Questions About the Policy 

•​ Is this policy guaranteed renewable, and can 
the premium increase over time? 

•​ What is the exact trigger for each living 
benefit rider? 

•​ Is the chronic illness benefit 
reimbursement-based or indemnity-based? 

•​ What is the maximum monthly benefit I can 
access? 

•​ Is there an elimination (waiting) period 
before benefits begin? 

•​ What happens to my death benefit if I use 
all the living benefits? 

•​ Are benefits paid income-tax free? 

•​ Can benefits be used to compensate a 
family member who provides care? 

 
Questions About the Carrier 

•​ What is the carrier's financial strength 
rating? (A or better from AM Best is 
preferred) 

•​ How many living benefit claims has this 
company paid, and what is the average 
processing time? 

•​ Does the carrier have a history of raising LTC 
premiums on existing policyholders? 

•​ What is the company's claim denial rate? 

•​ Is the company well-capitalized and have 
they been in business at least 20 years? 
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Your 5-Step Action Plan 

 

1 

Audit your current coverage 

Pull out every insurance policy you own. Identify gaps: Do you have any living benefit riders? 
Any long-term care coverage? What does your Medicare supplement actually cover? Most 
people discover significant gaps they didn't know existed. 

2 

Estimate your exposure 

Research care costs in your area — they vary significantly by state and city. Factor in your family 
health history and realistic care duration. The national median is $10,646/month for a private 
room, but your local market may be higher. 

3 

Get multiple quotes 

Living benefits and LTC products vary enormously by carrier. Work with an independent broker 
who can compare 4–5 carriers side by side rather than a captive agent representing a single 
company. Price differences of 30–50% for similar coverage are common. 

4 

Involve your family 

Long-term care events affect everyone. Have the conversation with your spouse and adult 
children about your wishes, values, and care expectations before a crisis forces the issue. 
Families who plan together navigate these events far better than those who don't. 

5 

Review annually 

Your coverage needs change as your assets grow, your health evolves, and products improve. 
Schedule an annual coverage review — ideally the same time each year. What was adequate at 
55 may be insufficient at 62. 

 

 
Ready to Take the Next Step? 

At DG Life, we specialize in helping families build comprehensive protection strategies tailored to their 
specific situation. Whether you're just starting to think about living benefits or you need to fill a gap in 
existing coverage, our team is here to help. 
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REFERENCE 

Glossary of Key Terms 

 

Accelerated Death 
Benefit (ADB) 

A rider allowing the insured to receive a portion of the death benefit before 
death, upon qualifying for a triggering event such as terminal, chronic, or critical 
illness. 

 

Activities of Daily Living 
(ADLs) 

Six basic self-care tasks used to determine functional impairment: bathing, 
dressing, eating, toileting, transferring, and continence. Inability to perform 2 of 6 
ADLs for 90+ days typically triggers chronic illness benefits. 

 

Benefit Period The maximum length of time a long-term care policy will pay benefits. Common 
periods are 2, 3, 5 years, or lifetime. 

 

Chronic Illness Rider A living benefit rider that activates when the insured cannot perform 2 of 6 ADLs 
for at least 90 days, or requires substantial supervision due to cognitive 
impairment. 

 

Cognitive Impairment A deficiency in short- or long-term memory, orientation, deductive reasoning, or 
judgment requiring substantial supervision. Alzheimer's disease is a common 
qualifying condition. 

 

Critical Illness Rider A living benefit rider paying a lump sum upon diagnosis of a qualifying critical 
illness such as heart attack, stroke, cancer, kidney failure, or organ transplant. 

 

Elimination Period The waiting period after qualifying for benefits before payments begin — similar 
to a deductible in time rather than dollars. Typically 30, 60, or 90 days. 

 

Hybrid Policy A life insurance or annuity product bundling a death benefit with long-term care 
or chronic illness benefits, solving the 'use it or lose it' problem of standalone LTC 
insurance. 

 

Indemnity Benefit A policy benefit that pays the full scheduled amount regardless of actual costs 
incurred. Provides maximum flexibility and allows payment to informal caregivers. 
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Inflation Protection A policy feature that increases your benefit amount over time to keep pace with 
rising care costs. Compound 3% inflation protection is recommended for those 
under age 60. 

 

Living Benefits A broad term for any policy provision allowing access to life insurance proceeds 
during the insured's lifetime, triggered by a qualifying health event. 

 

Long-Term Care (LTC) 
Insurance 

Insurance designed to cover custodial care services that assist with ADLs over an 
extended period — services not covered by Medicare or most health insurance. 

 

Medicaid Spend-Down The process of depleting assets to qualify for Medicaid long-term care benefits. 
For an individual, countable assets must typically be reduced to $2,000 or less. 

 

Reimbursement Benefit A policy benefit that pays for actual care expenses incurred, up to the daily or 
monthly limit, upon submission of receipts. 

 

Return of Premium (ROP) A policy feature returning all premiums paid if you cancel or die without using 
benefits — common in hybrid LTC policies. 

 

Terminal Illness Rider A living benefit rider allowing access to most or all of the death benefit when the 
insured has a terminal diagnosis and life expectancy of 12–24 months. 
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Important Disclosures & Sources 

 

 

This guide is intended for educational and informational purposes only. It does not constitute legal, tax, or financial 
advice. Insurance products, coverage terms, premiums, benefit amounts, and eligibility requirements vary significantly by 
carrier, state, age, health status, and policy design. 

All statistics, cost figures, and premium estimates referenced in this guide are based on publicly available data and 
industry sources current as of 2024–2025 and are subject to change. Always verify current figures with your licensed 
insurance professional. 

Case studies are illustrative examples representing commonly reported financial planning scenarios. Names are fictional. 
Financial outcomes reflect realistic patterns experienced by American families and are not derived from any single real 
individual. 

Tax treatment of insurance benefits depends on individual circumstances and policy structure. Consult a qualified tax 
professional. LTC insurance premiums may be partially tax-deductible for qualifying taxpayers — see IRS Publication 502. 

Always review any insurance policy carefully before purchasing. Verify the financial strength of any insurer with AM Best, 
Moody's, or Standard & Poor's. Work with a licensed, independent insurance professional. 

 

 

Sources & References 

·  Genworth Financial. Cost of Care Survey 2024. genworth.com 
·  American Association for Long-Term Care Insurance (AALTCI). 2024 LTC Insurance Sourcebook. 
·  U.S. Centers for Medicare & Medicaid Services. Medicare & You 2025. cms.gov 
·  Urban Institute. Financing Long-Term Services and Supports. urban.org 
·  Alzheimer's Association. 2024 Alzheimer's Disease Facts and Figures. alz.org 
·  Kaiser Family Foundation. Long-Term Care in the United States. kff.org 
·  Internal Revenue Service. Publication 502: Medical and Dental Expenses. irs.gov 
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