Financial security
in sickness and in health

Using home equity as a more flexible, lower-cost
alternative to long-term care (LTC) insurance

Executive Summary
Every day, 10,000 people turn 65 in the United States1. As these Baby Boomers begin planning for retirement,
many find that today’s increasing life expectancy is a double-edged sword. Retirees can look forward to a long
retirement, but they must also plan for the possibility of declining health and the associated cost of care — and
unfortunately, those costs are soaring. Faced with average lifetime long-term care (LTC) expenses that now total
$138,000 per retiree, many Boomers are considering LTC insurance that will offer protection in the event of a
debilitating health event. Another, seldom-explored alternative to LTC insurance is the federally-backed Home
Equity Conversion Mortgage (HECM), a home-equity line of credit that can be used by qualified homeowners to
fund LTC insurance or to pay for in-home LTC in lieu of an insurance policy.
This paper makes a case for the importance of formulating a LTC strategy and explains how the HECM program
should be factored into LTC planning. Included are examples illustrating how homeowners can leverage their
home equity to gain peace of mind that all of their healthcare needs will be met in retirement.
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Example
Chris and Anna Williams, both age 63, are a recently retired married couple. Between personal savings,
pension annuity and social security, the couple has saved enough money to fund their living expenses and
modest spending during their retirement. Chris and Anna love living together in their home and do not want to
relocate as they age. However, their retirement plan does not contain the funds necessary to pay for the high
cost of in-home LTC.
The Williams’ turn to a financial planner to help them evaluate their options for funding LTC should they ever
need it. Their current home, which they own outright, is valued at $440,000 and conservatively expected to
appreciate at a 2% annual rate. The Williams’ have decided that if one of them falls ill, they will receive in-home
care rather than moving into a nursing home. Selling their home is not an option that the Williams’ are willing
to consider.
Statistics bear out that individuals are most likely to develop the need for LTC in their early eighties, so the
financial planner bases his models on the assumption that Chris and Anna will need LTC starting in about 20
years, at age 83.
Option 1: Purchase a LTC Insurance Policy Out of Pocket
The Williams do not currently have any health conditions that indicate they are more likely to require LTC than
the average senior. However, they also are mindful that the likelihood of requiring LTC increases significantly
with age. The Williams compare available insurance products and determine that their potential LTC needs
would be best met by a life insurance policy with a $300,000 death benefit that can be converted to a LTC
benefit. The Williams contact several insurance carriers for a quote, and the best price they receive is $8,038 a
year, or $160,760 over the course of 20 years.
•
•

Total Cost: $160,760 out of pocket
Total Benefit after 20 years: $300,000

At this price point, the Williams cannot afford to purchase an insurance policy to cover projected LTC expenses.
Therefore, their financial advisor suggests tapping into their home equity.
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Option 2: Use HECM Funds to Purchase a LTC Policy
The Williams’ financial planner models a scenario in which the couple takes out a HECM line of credit at their
current age (63) and uses it to fund their LTC insurance policy’s annual premium of $8,038. The couple’s financial
planner models a situation in which Chris and Anna continue making yearly draws — and paying their LTC
insurance policy — for 20 years. At age 83, Chris and Anna will discontinue making draws from their HECM line
of credit, stop paying into their insurance policy and begin receiving their insurance policy benefits for in-home
LTC expenses that they incur.
The financial planner finds that the total cost to the Williams after 20 years is $337,000, which represents 20
years of draws plus compounded interest on the loan. Because the Williams’ home has continued to appreciate,
they can still use the HECM to tap into additional home equity if they need it.
•
•

Total Cost: $337,000 in HECM funds
Total Benefit after 20 years: $300,000 + remaining untapped HECM line of credit

The Williams like that this option doesn’t require them to pay out of pocket for LTC expenses, but $337,000
seems like a lot to pay for an insurance policy with a maximum $300,00 benefit. So, the financial advisor
suggests another approach.
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Option 3: Set Aside a HECM Line of Credit to Pay for LTC in Lieu of an Insurance Policy
The financial planner models another option for the Williams. In this scenario, instead of buying an LTC policy,
the Williams will take out a HECM to generate a line of credit from which they can draw funds in the event that
they require costly LTC later in life. As in the previous scenario, Chris and Anna take out a HECM now, at age 63.
This time, however, Chris and Anna will make no draws for 20 years, which will allow the couple’s line of credit to
grow until they anticipate needing LTC in their eighties.
If Chris and Anna do not make any draws from their HECM for 20 years, their available line of credit will have
grown to more than $400,000, which can then be converted into cash flow to cover LTC expenses, should they
arise.
Since the Williams leave their HECM line of credit untouched for the first 20 years, only the closing costs of the
loan are accumulating interest, which keeps the loan balance low. All the while, the line of credit — which
appreciates faster than inflation — will continue to grow.
The financial planner finds that the total cost to the Williams after 20 years is $54,000.
•
•

Total Cost: $54,000 in HECM funds
Total Benefit after 20 years: $400,000 and growing HECM line of credit

After evaluating Chris and Anna’s options, the financial planner recommends that the couple chose option 3,
which makes more money available to Chris and Anna to pay for LTC at a lower cost than purchasing LTC
insurance. Additionally, if Chris and Anna do not end up requiring LTC, they can spend draws from their line of
credit in any way they please.
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About ReverseVision
Since 2007, ReverseVision (RV) has been the leading reverse mortgage technology provider, serving 50 of
the top reverse mortgage lenders, 100 percent of reverse investors, and more than 10,000 daily users. RV’s
award-winning technology offers new APIs (Reverse-as-a-Service) that open the total addressable market,
creating new technology synergies that allow forward and reverse mortgages to coexist in the lender’s core
systems, helping break down adoption barriers so that mortgage bankers can serve their borrowers for life.
ReverseVision’s core platform, ReverseVision Exchange (RVX), is comprehensive and proven to automate
the entire reverse lending process from origination through secondary marketing. The company’s
technology is being successfully leveraged as a springboard that helps lenders get into the reverse space
easily and efficiently
For more information, visit http://www.reversevision.com.

