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Alternatives to Long Term Care Insurance 
The costs of long-term care can be 
overwhelming, potentially 
exhausting retirement income and 
savings. You may be thinking 
about buying long-term care 
insurance
(LTCI) to help cover some of the 
potential costs of long-term care, 

but LTCI can be expensive, and if you do buy the 
coverage, you probably hope you never have to use it. 
A complete statement of coverage, including exclu-
sions, exceptions, and limitations, is found only in 
the LTC policy. It should be noted that carriers have 
the discretion to raise their rates and remove their 
products from the marketplace.
The prospect of paying costly premiums for LTCI that 
you may never use might not appeal to you. But there 
are alternatives worth considering.

Self-insure

You could use your personal savings and retirement 
income to pay for long-term care expenses (self-in-
surance). While this option may be appealing, there 
may be some drawbacks. Depending on the type 
of long-term care, where that care is provided, and 
for how long, it’s possible that you could run out of 
savings while still needing care. Also, using your own 
savings and income for long-term care costs may 
affect the financial well-being of a spouse or other 
dependents. And you may not have anything left to 
pass on to your heirs when you die.

Life insurance to pay for long-term care

One of the risks of buying LTCI is that you may spend 
thousands of dollars in premiums and never use the 
insurance. As an alternative, you may be able to use 
life insurance to help pay for long-term care expens-
es. For instance, some insurers offer policies that 
combine long-term care insurance with permanent 
life insurance. While these “combination” policies 
may differ, they generally offer a pool of money that 
can be used to pay monthly expenses associated with 
long-term care. If you don’t use the policy for long-
term care, then it will pay a death benefit to your 
designated beneficiaries if the policy is in force at 
your death.
Alternatively, you might be able to add an accelera-
tion rider to your life insurance policy that will allow 
you to tap into (accelerate) your death benefit for 
long-term care expenses. Again, if you don’t use the 
death benefit for long-term care costs, the policy will 
pay the death benefit to the beneficiaries you name 

in the policy. In any case, before buying a policy, you 
should have a need for life insurance and you should 
evaluate the policy on its merits as life insurance. 
Optional benefit riders are available for an additional 
fee and are subject to contractual terms, conditions, 
and limitations as outlined in the policy and may 
not benefit all investors. Any payments used for 
covered long-term care expenses would reduce (and 
are limited to) the death benefit and can be much 
less than those of a typical long-term care policy. Any 
guarantees are contingent on the financial strength 
and claims-paying ability of the issuing insurance 
company.

Medicaid

Medicaid is a joint federal and state government pro-
gram that helps people with low income and assets 
pay for some or all of their health-care bills, including 
some costs associated with long-term care. Quali-
fying for Medicaid and covered services is based on 
federal requirements and eligibility rules, which vary 
from state to state. Generally, to be eligible for Med-
icaid, you must meet certain preconditions, which 
include income and asset levels that meet your state’s 
eligibility requirements. You may need to exhaust 
your savings to qualify for Medicaid. Once the state 
determines that you’re eligible for Medicaid, the state 
will make an additional determination of whether 
you qualify for long-term care services, based on 
whether you need assistance with personal care and 
other service needs, such as eating, bathing, dressing, 
toileting, and transferring (to or from a bed or chair).
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Future of the Federal Estate Tax
While no one can predict the future, the possibili-
ty of tax reform is once again in the spotlight. If it 
occurs, it may very well include repeal of the fed-
eral estate tax and related changes to the federal 
gift tax, the federal generation-skipping transfer 
(GST) tax, and the federal income tax basis rules.

History of the federal estate tax

In general, an estate tax is a tax on property a 
person owns at death. In one form or another, a 
federal estate tax has been enacted or repealed a 
number of times since 1797.1

Estate tax enacted Estate tax repealed

1797 1802

1862 1872

1894 1902

1916 2010*

2011*

*For 2010, the estate tax was repealed, but later retroactive 
legislation provided that an estate could elect to be subject 
to estate tax in return for a stepped-up (or stepped-down) 
income tax basis for most property. The estate tax was 
extended in 2011, with some changes.
The estate tax has undergone many changes over 
the years, including the addition of a federal gift 
tax and a federal GST tax during modern times. 
A gift tax is a tax on gifts a person makes while 
alive. A GST tax is a tax on transfers to persons 
who are two or more generations younger than 
the transferor. In recent years, property owned 
at death has generally received an income tax 
basis stepped up (or down) to fair market value at 
death.
During the 2000s, the estate, gift, and GST tax 
rates were substantially reduced, and the gift 
and estate tax lifetime exclusion and the GST tax 
exemption were substantially increased.
The estate tax and the GST tax, but not the gift 
tax, were scheduled for repeal in 2010 (although 
certain sunset provisions would bring them back 
unless Congress acted), but legislation extended 
the estate tax and the GST tax in 2011. (For 2010, 
the estate tax ended up being optional and the 
GST tax rate was 0%.)
The gift and estate tax lifetime exclusion and the 
GST tax exemption were increased to
$5,000,000 and indexed for inflation in later 
years. For 2013, the top estate, gift, and GST tax 
rate was increased to 40%, and the extension and 
modifications were made “permanent.”

2017 Estate Planning Key Numbers

Annual gift tax exclu-
sion

$14,000

Gift tax and estate tax 
basic exclusion amount

$5,490,000

Noncitizen spouse an-
nual gift tax exclusion

$149,000

Generation-Skipping 
transfer (GST) tax 
exemption

$5,490,000

Top gift, estate, and 
GST tax rate

40%

Federal estate tax

Repeal of the estate tax seems possible once again. 
If repeal occurs, it could be immediate or gradual 
as during the 2000s. Would it be subject to a sun-
set provision, so that the estate tax would return 
at a later time? All of this may depend on con-
gressional rules on the legislative process, other 
legislative priorities, and the effect the legislation 
would have on the budget and the national debt.

Federal gift tax

If the estate tax is repealed, the gift tax may also 
be repealed. However, it is possible that the gift 
tax would be retained as a backstop to the income 
tax (as in 2010). To some extent, the gift tax 
reduces the ability of individuals to transfer prop-
erty back and forth in order to reduce or avoid 
income taxes.

Federal GST tax

If the estate tax is repealed, the GST tax would 
probably be repealed (as in 2010). If the gift tax is 
not repealed, it is possible that the lifetime
GST tax provisions would be retained, but the
GST tax provisions at death repealed.

Federal income tax basis

If the estate tax is repealed, it is possible that the 
general income tax basis step-up (or step-down) 
to fair market value at death would be changed to 
a carryover basis (i.e., the decedent’s basis before 
death carries over to the person who inherits the 
property). In 2010, a modified carryover basis 
(a limited amount of property could receive a 
stepped-up basis) applied unless the estate elected 
to be subject to estate tax. It is also possible that a
Canadian-style capital gain tax at death could be 
adopted in return for a stepped-up basis for the 
property.
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The federal estate tax has 
been enacted or repealed 

a number of times over 
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ing many changes. Tax re-
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Converting Retirement Savings to Retirement Income
You’ve been saving diligently for years, and now 
it’s time to think about how to convert the money 
in your traditional 401(k)s (or similar workplace 
savings plans) into retirement income. But hold 
on, not so fast. You may need to take a few steps 
first.

Evaluate your needs

If you haven’t done so, estimate how much in-
come you’ll need to meet your desired lifestyle in 
retirement. Conventional wisdom says to plan on 
needing 70% to 100% of your annual pre-retire-
ment income to meet your needs in retirement; 
however, your specific amount will depend on your 
unique circumstances. First identify your non-ne-
gotiable fixed needs — such as housing, food, and 
medical care — to get clarity on how much it will 
cost to make basic ends meet.
Then identify your variable wants — including 
travel, leisure, and entertainment. Segregating 
your expenses into needs and wants will help you 
develop an income strategy to fund both.

Assess all sources of predictable income

Next, determine how much you might expect from 
sources of predictable income, such as
Social Security and traditional pension plans.
Social Security: At your full retirement age 
(which varies from 66 to 67, depending on your 
year of birth), you’ll be entitled to receive your full 
benefit. Although you can begin receiving reduced 
benefits as early as age 62, the longer you wait to 
begin (up to age 70), the more you’ll receive each 
month. You can estimate your retirement benefit 
by using the calculators on the SSA website, ssa.
gov. You can also sign up for a my Social Security 
account to view your
Social Security Statement online.
Traditional pensions: If you stand to receive a 
traditional pension from your current or a previ-
ous employer, be sure to familiarize yourself with 
its features. For example, will your benefit remain 
steady throughout retirement or increase with 
inflation? Your pension will most likely be offered 
as either a single life or joint-and-survivor annuity. 
A single-life annuity provides benefits until the 
worker’s death, while a joint-and-survivor annu-
ity generally provides reduced benefits until the 
survivor’s death.1
If it looks as though your Social Security and 
pension income will be enough to cover your fixed 
needs, you may be well positioned to use your oth-
er assets to fund those extra wants. On the other 
hand, if your predictable sources are not sufficient 
to cover your fixed needs, you’ll need to think 
carefully about how to tap your retirement savings 
plan assets, as they will be a necessary component 
of your income.

Understand your savings plan options

A key in determining how to tap your retirement 
plan assets is to understand the options available 
to you. According to the Government
Accountability Office (GAO), only about one-third 
of 401(k) plans offer withdrawal options, such as 
installment payments, systematic withdrawals, 
and managed payout
funds.² And only about a quarter offer annu-
ities, which are insurance contracts that provide 
guaranteed income for a stated amount of time 
(typically over a set number of years or for the life 
expectancy of the participant or the participant 
and spouse).³
Plans may allow you to leave the money alone or 
require you to take a lump-sum distribution.
You may also choose to roll over the assets to an 
IRA, which might offer a variety of income and 
investment opportunities, including the purchase 
of annuity contracts. If you choose to work part-
time in retirement, you may be allowed to roll your 
assets into the new employer’s plan.
Determining the right way to tap your assets can 
be challenging and should take into account a 
number of factors. These include your tax situa-
tion, whether you have other assets you’ll use for 
income, and your desire to leave assets to heirs. 
A financial professional can help you understand 
your options.

¹Current law requires married couples to choose a 
joint-and-survivor annuity unless the spouse waives those 
rights.

²”401(k) Plans: DOL Could Take Steps to Improve
Retirement Income Options for Plan Participants,”
GAO Report to Congressional Requesters, August
2016

³Generally, annuity contracts have fees and expenses, lim-
itations, exclusions, holding periods, termination provisions, 
and terms for keeping the annuity in force. Most annuities 
have surrender charges that are assessed if the contract 
owner surrenders the annuity. Qualified annuities are 
typically purchased with pre-tax money, so withdrawals are 
fully taxable as ordinary income, and withdrawals prior to 
age 59½ may be subject to a
10% penalty tax. Any guarantees are contingent on the 
claims-paying ability and financial strength of the issuing 
insurance company. It is important to understand that 
purchasing an annuity in an IRA or an employer-sponsored 
retirement plan provides no additional tax benefits other 
than those available through the tax-deferred retirement 
plan.
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Regardless of which path 
you choose with your 
retirement accounts, 

keep in mind that gener-
ally, you’ll be required to 

begin taking minimum 
distributions from em-
ployer-sponsored plans 
and traditional IRAs in 
the year you reach age 

70½; you can delay your 
first distribution as late 
as April 1 of the follow-

ing year.

Taxable distributions 
from traditional employ-

er-sponsored plans and 
IRAs prior to age 59½ 

may be subject to a 10% 
penalty tax, unless an 

exception applies.

Different rules apply 
to Roth accounts. For 

information on how Roth 
accounts may fit into 

your retirement income 
picture, talk to a finan-

cial professional.
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What is a pet trust?

A pet trust is an arrangement to 
provide for the care and financial 
support of your pet(s) upon your 
disability or death. You fund the 
trust with property or cash that 

can be used to provide for your pet based on your 
instructions in the trust document.
Your pet trust should name a trustee who will 
carry out your instructions for the care of your 
pet, including handling and disbursement of trust 
funds and turning your pet over to the person or 
entity you designate to serve as your pet’s care-
giver. The trustee and caregiver could be the same 
person or entity.
As with most trusts, you can create your pet trust 
while you’re alive (an inter vivos or living trust) or 
at your death through your will (a testamentary 
trust). In either case, you can generally change the 
terms of your pet trust at any time during your 
lifetime to accommodate changing circumstances. 
If you create an inter vivos trust, you can fund 
it with cash or property either during your life 
(needed if the trust is to care for your pet if you 
become incapacitated) or at your death through 
your will. A testamentary trust is only funded 
after you die.

Some of the instructions to consider for your pet 
trust include: provisions for food and diet, daily 
routines, toys, medical care and grooming, how 
the trustee or caregiver is to document expendi-
tures for reimbursement, whether the trust will 
insure the caregiver for any injuries or claims 
caused by your pet, and the disposition of your 
pet’s remains.
You may also want to name a person or organiza-
tion to take your pet should your trust run out of 
funds. Also consider naming a remainder benefi-
ciary to receive any funds or property remaining 
in the trust after your pet dies.
A potential problem arises if your pet is expected 
to live for more than 21 years after your death. 
That’s because, in many states, the “rule against 
perpetuities” forbids a trust from lasting beyond a 
certain period of time, usually
21 years after the death of an identified person.
However, almost every state has laws relating to 
pet trusts that address this issue in particular and 
allow for the continued maintenance of the trust, 
even if its terms would otherwise violate the rule.
Note that there are costs and expenses associated 
with the creation of a trust.
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