Long-Term Care Annuity

Where financial planning is all about people

What’s a Long-Term
Care Annuity?
“It felt like a huge responsibility to do the best for my aunt. Advice from Baker Davies
was invaluable and helped make sense of it all” Fiona, Power of Attorney

A guaranteed income to pay for some or
all of your care costs. A long-term care
annuity is where a lump sum of capital is
exchanged for an income that is payable
for the rest of the policyholder’s life. It
provides peace of mind that the specified
income will be paid indefinitely.

When is it useful?
W
 hen a client does not want the risk associated
with paying fees for care from savings.
W
 hen interested in capping the cost. By allocating
a capital sum for future care costs they will have
more certainty over how much of their money is left
and can plan what to do with it.
W
 hen a client wants to reduce the risk of the
money running out.
W
 hen considering what is value for money, as
the terms can be attractive (we would arrange
underwriting for you, to find out what terms
would be offered).
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How it works...

Payments continue each and every year for the rest of the client’s life.

Annuity
Provider

Client pays lump sum to annuity
provider; exchanges capital and
gains peace of mind

4
 00,000 older people
are in care homes in
the UK
(Laing Buisson 2018)

Annuity provider pays an income
for life - either a fixed amount or
increasing by a set percentage or
an inflationary amount year-on-year
*Example shows annuity increasing

Amount

1
2
3

Did you know?

with inflation

Time

Annuity is paid tax free to client’s
chosen care provider: e.g. care
home or registered carer.

(gov.uk 2016)

A
 verage stay in a
care home is 30
months (2.5 years)
(Laing Buisson 2017)

OPTION 1
TAX FREE

 verage cost for a
A
self funder = £846
per week

OPTION 2
LESS TAX PAID

Annuity is paid directly
to client and is partially
taxable as income.

No one can predict how long someone who needs care will live. Health, lifestyle and emotional wellbeing
all influence longevity. It makes sense to build in escalation as care fees tend to go up.

Dilemmas about inheritance
Most people want their family to inherit some of their
wealth. It requires a lump sum to buy a Long-Term Care
annuity and once spent, that money is gone (unless you
build in capital protection - see overleaf). A family may
fear losing out financially if the policyholder only lives
a relatively short time. On the other hand - if they live
a long time, then the family may inherit more with a
Long -Term Care annuity compared to seeing savings
dwindle to pay for care.
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Long-Term Care: Annuity Options
The income can increase by a set amount between
1% and 8% or inflation each year.

A deferred period can be included so it doesn’t start
paying straight away.

A capital guarantee can be included. This means
that in the event of the policyholder dying within
a specified period a proportion of the cost of the
annuity would be returned to their estate.

If you no longer require care, the annuity can be
converted to pay the income directly to you, less
income tax.
The Long-Term Care annuity is covered by the
Financial Services Compensation Scheme giving
a safety net in the unlikely event that the provider
becomes unable to meet it’s obligations.

The annuity can easily be transferred between care
providers should the policyholder move to a different
care home later or decide to have care at home from
a registered care provider.

How do I obtain a quote?

The rate of annuity is calculated on an individual basis
and takes into account the client’s health, wellbeing
and age. For example someone with a healthy body
but dementia may be expected to live a lot longer than
someone with a fully active mind, but a condition that
affects blood circulation to vital organs. The only way
to find out what terms would be offered is to apply.
We can arrange this for you, see below.

Insurance companies and regulators want to make sure
that people receive appropriate advice. A Long-Term
Care annuity cannot typically be obtained directly from
the provider, only through a specialist adviser. This is
due to the complexity of this area of financial planning
and the need to assess all the relevant risks and
potential solutions. At Baker Davies our specialist Later
Life Adviser can arrange to obtain annuity terms for you.

Client or Power of
Attorney completes
medical questionnaire
and authority

30 mins

Underwriting co-ordinator
(MDG) request information
from GP / Care Manager

We contact you and
explain the options

Underwriting Process

24hrs

Terms are offered and
sent to Baker Davies

48hrs

MDG respond to LongTerm Care insurers who
then assess the risk

2-12 weeks

GP / Care Manager
to provide further
information to MDG

Let us help you take the stress away
01202 716455
www.bakerdavies.com
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