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Long Term Care Financial Planning 

 

What is Long Term Care 

Long term care is needed when a person becomes ill or suffers a disability 

that makes them unable to carry out their activities of daily living, with the 

probability that this disability will continue over the long term. More often 

than not, it is the elderly who require care over the longer term and it is 

typically occasioned by either increasing frailty due to ageing or the chronic 

aftermath of acute conditions such as a stroke or a fall. 

http://www.spallp.co.uk/


Long Term Care can also be required if a person is mentally impaired. The 

most common form of impairment for elderly people is dementia, and a 

common form of dementia is Alzheimer's Disease. A person suffering from 

dementia will need personal supervision and assistance to carry out normal 

daily activities. 

The care required can take many forms, from simple domestic assistance 

to medical interventions and may be provided in a care home or in the 

person's own home. 

The long term nature of the care needed, and the fact the person is unlikely 

to recover (they have a chronic condition), is what distinguishes this 

situation from the conditions covered by Private Medical Insurance - which 

covers acute medical conditions (i.e. conditions from which a recovery is 

expected). 

Many people would have hoped the National Health Service would look 

after them. They might have paid National Insurance contributions and 

taxes all their working lives, and recall the original intention of the Welfare 

State to care for people 'from cradle to grave'. But the NHS no longer 

covers all the costs associated with the care of incurable conditions in old 

age. 

Since the Community Care Act, which was passed in 1990, took effect in 

1993, that task has been transferred to Local Authorities. The NHS will only 

provide and/or pay for the Nursing Care Service Component of a person's 

long term care service needs. All other costs and services associated with 

long term care are the care recipient's responsibility unless they qualify for 

Local Authority assistance.  

 

 

 

 

 



Meeting the Cost of Care Fees  

For anyone contemplating a move into a care home, or if already in care, 

the cost issue is a major worry. This can be a stressful time when there are 

concerns such as finding a suitable care home and adjusting to a change in 

lifestyle.  

If capital and savings exceed the means test threshold the responsibility 

falls on the individual to fund care fees entirely.  

Perhaps the saddest message one hears from people in care is their worry 

that living too long will use up all the money they wanted to leave for their 

family.  

This article outlines the various means of meeting the cost of care from 

Local Authority Support, State Benefits Entitlement, to funding using the 

savings and investments of the person in care.    

 

What Local Authority Support can be expected? 

The provision of long term care outside hospitals has become the 

responsibility of individual Local Authorities and it is not free to everyone. 

However, all nursing care whether at home or via a care home should be 

provided free.  

The local council will assess anyone with over £23,250 in capital (England 

only April 2010), as being able to pay all of their care home fees. This 

capital could be savings, investments or property, which may include the 

value of your home. 

If assets fall below £14,250 (England only April 2010) this capital will be 

ignored in calculating how much you have to contribute to the cost of your 

care. 

Capital between £14,250 and £23,250 will be calculated as providing an 

income of £1 per week for every £250 (or part thereof) of savings. This is 

called tariff income and is added to the income calculation. 



 

In many cases a person‟s home is included in the means test. The home is 

not included in the following instances: 

 A spouse still lives in the property 

 A relative, if aged over 60 or disabled, lives at the property 

 A dependent child under the age of 18 lives at the property 

 The care is provided on a temporary basis (up to eight weeks) 

 For the first 12 weeks of needing permanent care    

It may be possible to avoid the sale of a home to pay for care fees by 

making a deferred payment agreement with the local council. The council 

keeps a record of what you have to pay and this is collected at a future 

date or on death. This method is not always popular with family members 

since it may seem that the family home has been taken over by the local 

council and a major part of or the full value of the home may eventually be 

lost. It can be viewed as avoiding the inevitable since the property may 

have to be sold at some stage and there is the risk that house prices may 

decline in the future.   

The value of jointly-owned investments is divided equally by the number of 

owners for Local Authority assessment purposes. For a married couple, 

any jointly-owned assets will be halved. However, if a husband or wife 

owns all the investments, and then needs long term care, the full value of 

those investments may be taken into account to pay for his or her care.  

Income, for example from a personal or company pension, state pension 

and most Social Security benefits, is also taken into account by the Local 

Authority when making an assessment of how much the person in care will 

contribute.  

With the exception of certain types of income, the Local Authority will 

expect a person in care to contribute all of his/her income less the 

Personal Expense (currently, £22.30 per week 2010/11), towards the cost 

of the care home. 



If a couple have any income in both names, it will be halved to work out the 

share of the person in care. 

 

 

State Benefit Entitlement 

Qualifying for the various State benefits is a complex area which requires a 

considerable amount of form completion. The three main areas of 

entitlement are briefly described below:  

Anyone over the age of 65 who needs care for longer than 6 months should 

qualify for Attendance Allowance which is not means tested. 

Anyone who has modest savings or income and who is over age 60 could 

qualify for Pension Credit, which provides a minimum level of income.  

Carer’s Allowance is a benefit to help those on low income who are 

looking after someone (possibly a relative or friend) who is disabled. At 

least 35 hours a week must be devoted to providing care.         

 

Funding the cost of Care Fees from Bank Account Savings 

Many people look to pay care fees from their bank account savings but this 

may not be the best way forward. It carries the risk that if they live a long 

time the money will run out. This may be a major cause for concern. 

For some this risk is minimal because they have a high pension income 

and savings or investments. For these people there may be a need to re-

arrange their investments to produce a higher level of income.  

If a Financial Adviser is asked to provide recommendations it is his 

responsibility to investigate the various options available which are outlined 

below. The adviser should take particular note of the client‟s tax situation 

and seek to minimise the amount of tax payable through the use of 

appropriate tax wrappers.       



 

 

 

 

Funding the Cost of Care fees with an Immediate Care Plans (ICP) 

An ICP is a type of annuity, specifically for the elderly, and is taken out at 

the time they need long term care or if they are already in care. It pays an 

agreed tax free amount, at regular intervals, directly to the care provider for 

the rest of the person‟s life and can increase over the years to keep pace 

with care fee increases. 

An ICP provides peace of mind and enables the person in care to have 

financial independence, dignity, and choice of where they receive care, for 

the rest of their lives. The amount needed to purchase an ICP is largely 

based on age and health. 

Each case is assessed by the ICP provider after having obtained health 

and care information from the doctor and care provider (no medical is 

required).  

On death payments will stop and no capital will be returned, although it is 

possible to protect some of the capital for a period of time for an extra cost.  

  

Funding the cost of Care Fees with Investments   

Where the person in care has sufficient funds, care fees can be paid by an 

income generated from their investments.  

The traditional method of investing a client‟s money to provide an income 

for this purpose has been an investment bond.  Investment bonds have the 

following advantages: 



 An income of 5% per annum of the original sum invested can be 

drawn without giving rise to an immediate tax charge. Any unused tax 

allowance can be carried forward and used in subsequent years. 

 There will be no capital gains tax to pay on the encashment of an   

investment bond 

 Funds can be switched within a bond without triggering a taxable 
event  

 The annual 5% withdrawals will not count as income in its truest 
sense, and as such will not affect Age Allowance for those over the 
age of 65.  

Where larger sums of capital are available the IFA may decide to include a 

proposal from a Discretionary Fund Manager (DFM). 

The DFM will make a portfolio recommendation to generate a target level of 

income. The objective is to generate an income to secure the payment of 

care fees for the lifetime of the person in care whilst at the same time 

ensuring that all or part of the original capital is available on death for the 

estate. The client‟s annual ISA allowance should be utilised to maximum 

effect each year. 

It is quite possible that a combination of using part of the assets for an ICP 

and part for an Investment may be the best solution. Or, indeed, a DFM 

may be asked to look after part of the assets whilst part is invested in a 

bond to avoid loss of the client‟s age allowance.   

   

Investment Example  

Let us consider a case where Stolworthy Pilling is asked to advise for a 

client aged 81 who had recently gone into care.  

The client‟s total assets are £ 448,500 and we are to construct a portfolio 

with assets of £389,500 to provide a gross yield of 10.24% to cover the 

cost of the care home fees. 



The client is advised that this requirement is unlikely to be met over the 

long term through yield and capital growth alone. As such, the initial capital 

is likely to be eroded over time.  

We seek to manage the drawdown of the portfolio by maintaining a „‟buffer‟‟ 

of at least two years care fees (in this case £72,000) invested in secure 

fixed interest investments mainly Gilts. The remainder of the portfolio is to 

be invested along the lines of a low to medium risk portfolio with some 

exposure to equities and a bias towards high yield investments in order to 

minimise the erosion of the initial capital.    

Taking the client‟s attitude to risk into account is fundamental in our 

approach and whilst in an ideal world we would take no or little risk with the 

capital we must be mindful that the portfolio value will erode if sufficient risk 

is not taken to mitigate the effect of inflation.  

In order to estimate the effect of time on the portfolio we have assumed the 

following:  

 Global equity markets grow in line with the long-run average return on 

the FTSE 100 of 5%, as quoted in the Barclays Capital Equity Gilt 

Study 2010. 

 Yields on equities and bonds remain at their current levels. 

 Fund Annual Management Charges amount to 1%. 

 Care home fees remain constant at £36,000. 

 The interest rate obtainable on cash deposits is 3%. 

 

Based on these assumptions we estimate the original £389,500 fund would 

be exhausted in 14 years if it were to be held in a bank cash deposit.  

However, investing the cash as described above with a minimum of 

£72,000 held in “secure” investments, we estimate the client would be able 

to cover the cost of care fees for a total of 20 years. 

Or putting it another way within 20 years a greater proportion of the original 

investment would be returned to the client‟s estate on death. 



      

 

 

     

Reference sources: 

- Lifetime Care 10/2010 

- Directgov 10/2010 

 

  

 

     

 

 

 

 

 


