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IF HIGH-LEVEL COMPANY executives 
are asked today whether they prefer 
a year-end bonus or an equal value 

in a long-term care insurance premium, the answers 
may come as a surprise. That is because long-term 
care insurance (LTCI) has become a sought after 
company perk, despite its obvious lack of glamour. 
In fact, a recent study carried out by the Employee 
Benefi t Research Institute showed that the frequency 
of corporate sponsored long-term care insurance plans 
now rivals that of more traditional executive benefi ts 
like stock options in larger corporations.

On examination, the reasons become clear. LTCI 
plans are afforded certain tax advantages, have 
an ability to discriminate in favor of key, higher 
income employees and help address an executive’s 
interest in protecting an accumulated estate. The 
latter is a segment of estate planning often lacking 
in consideration and action. Thus, as companies and 
key employees look closely, LTCI often emerges as a 

needed and valued benefi t, both to the employer and 
the employee. In fact, the federal government, sensing 
this need among its employees overall, went all out 
on the concept by offering long-term care insurance 
to its 1.8 million employees in 2002. The action had 
an immediate impact on private companies as well, 
demonstrating that LTCI is a benefi t which should be 
considered in the private employer setting, too.

Since that time, employer-sponsored LTCI programs 
have increased in popularity. Of course, unlike in the 
government, the tax incentives for employer-paid 
coverage are helping propel the programs. All the while, 
there is also a growing awareness of and 
demand for the coverage by employees 
and executives who have had experience 
with a family member needing care or 
who are simply responding to the media’s 
higher profi le attention to the issue.

An Evolving Concept
LTCI has historically been thought 

of as strictly nursing home protection, 
a need reserved generally for those who 
make it to their 80s and beyond but slip 
into chronic illness. Today, medical 
advances, increasing longevity and 
widening care options have changed 
that user profi le as well as the market 
involved. LTCI plans currently include 
benefi ts to help individuals remain in their homes and 
are targeted to buyers of all ages. No matter when 
the fi nancial planning process begins, it requires 
evaluating goals and possible outcomes. No one 
plans to become disabled and deplete his resources on 
health care. However, when considering the possible 
outcomes of one’s future, health care needs loom as 
a consideration to factor into the process. One can 
easily see why the possible methods and costs of long-
term care have become yet another part of fi nancial 
and estate planning considerations these days.
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Inside professional advisor circles opinions vary 
regarding at what level of invested wealth an individual 
becomes suffi ciently well-off to be considered self-
insured for long-term care expenses. In her book 
“Long-Term Care: a Financial Planning Guide,” 
author Phyllis Shelton argues that such coverage 
should typically be acquired by individuals having 
assets of $50,000 to $2 million, not counting homes 
and automobiles. Other respected analysts put the 
top end of that range at $1 million, still others at $3 
million while some believe that there is no ceiling. 
Whatever the answer, the fact remains that the 
possible need for long-term care and exposure to 
its associated cost is a risk we all share. Importantly 
and fortunately, it is an insurable risk. As with most 
fi nancial considerations, many factors can enter 
into each individual situation. Thus, the case can be 
made that LTCI should be included in the fi nancial 
planning processes for everyone and simply weighed 
and decided in each individual case. This is a widely 
held view today by certifi ed fi nancial planners. 

Nursing home confi nement is costly, and the reality 
is that most budgets are also not prepared for those 
expenses or the expenses associated with paying a health 
care aide to assist with care needs delivered at a person’s 
home, today a popular option. A Genworth Financial 
cost of care study showed an average cost of care in West 

Virginia of $6,000/month in a nursing home facility. 
Genworth pegged the cost of a care provider in West 
Virginia, delivering what is known as “unskilled care” 
in the individual’s home, at $15.00 an hour. Unskilled 
care is generally considered as providing assistance with 
activities such as bathing dressing, eating, toileting, 
exiting bed and continence, or supervision due to a 
cognitive impairment like Alzheimer’s disease.

MEDICAL EXPENSE DEDUCTIBILITY
OF LTCI PREMIUM ANNUALLY

Source: Internal Revenue Service
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The federal income tax deductibility of premiums is limited by 
the age of the taxpayer at the end of the year, as follows:
(Note: Limits will be adjusted annually with inflation)
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Coverage Cost
Insurance companies that market LTCI coverage understand 

their increased exposure since the product was introduced. 
Carriers have improved coverage in recent years, but premiums 
today are averaging 40 percent higher than comparable plans 
marketed in 2001. So, while the coverage is regarded as more 
encompassing today, increased costs suggest that a consideration 
of acquiring it earlier in life may be more prudent than it was 
before. Buyers of LTCI lock in to a degree they’re pricing at the 
age at which they purchase the plan, but insurance companies 
have always reserved the right to increase premiums, if, in 
their opinion, market conditions are such that an increase is 
justifi ed. However, while insurance companies are charging 
more to new buyers today, most reputable companies have not 
increased premiums on existing policyholders thus far. That cost-
containing position for earlier consumers does not guarantee the 
future of pricing on existing policies, though, and the companies 
involved will readily admit that fact. This is important to note, 
because owners of LTCI policies generally expect to keep their 
plans into retirement. Accordingly, affordability of coverage in 
retirement continues to be a concern.

On the other hand, most analysts presume that younger 
purchasers will continue to benefi t from lower pricing over 
time. If policy costs should increase by a fl at percentage, as 
one might expect, the younger purchaser’s pricing would be 
more cost-contained, due to its lower starting point. Perhaps 
a more important consideration is that, as a group, younger 
buyers are more likely to be accepted, based upon a review of 
their medical history. Conditions like diabetes, heart history 
and cancer history are still insurable conditions with established 
insurance carriers, but these conditions may increase the cost of 
coverage or make it more diffi cult to secure coverage at all.

Another advantage of starting a LTCI plan early is the ability 
to have the coverage paid in full during an insured’s strongest 
earning years. Typically, LTCI premiums are paid over an 
insured’s lifetime and waived any time that the insured is receiving 
benefi ts from the policy. However, many LTCI plans allow 
the individual to pre-pay the coverage in either 10 years or by 
age 65. Such policies typically contain an important provision 
prohibiting additional assessments, contractually assuring that 
there can be no further cost after the policy is paid for in full. 
This option protects the policyholder from potential premium 
increases after the payment period is completed.

Taxes and LTCI
West Virginia tax law provides for a state tax deduction for 

the cost of purchasing of LTCI by individuals, their spouses, 
parents and dependents, but only to the extent a federal deduction 
is not taken. Given that option, one would likely elect to utilize 
the federal deduction because the higher federal tax rates should 
provide a greater benefi t. However, many individual buyers 
are not able to take the federal deduction because the possible 
deductible amount must be counted fi rst toward the category of 

“un-reimbursed medical expenses.” Expenses in this category 
are deductible only to the extent they exceed 7.5 percent of 
the taxpayer’s adjusted gross income. Self-employed tax fi lers 
are better in this regard, because they can consider the expense 
separately and bypass the 7.5 percent threshold requirement, 
so long as there is at least as much taxable self-employment 
income as the deduction allowed.

In either case, deductible amounts vary based upon the age 
of the purchaser at the end of the tax year of the premium 
payment. For example, a 61 year-old will have a 2008 age-based 
deductibility allowance of $3,080 toward an LTCI policy’s 
cost (see table). In this example, if the taxpayer could actually 
take the deduction, it could reduce the net fi nancial outlay 
related to having LTCI coverage by an amount determined by 
the marginal tax bracket involved. Readers should, of course, 
consult their own tax advisors regarding the details of any 
possible tax benefi ts and how their individual situation may be 
affected and remember to keep one eye on the pesky alternative 
minimum tax as well.

For more of “Long-Term Care,” go to
www.wvexecutive.com/featured/longtermcare/
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