A NEW APPROACH TO PERSONAL ASSET PROTECTION 

Why the need?

According to a 2002 study by American HealthCare Associates, 60% of all Americans who reach age 65 will need long term healthcare services at some point in their remaining lives. Long term care can be described as assistance you would need if you were unable to care for yourself due to a prolonged illness or disability. Many people associate long term care as only care provided within a nursing home for elderly patients. But long term care involves many more services aimed at helping a people in a wide range of ages to perform normal activities of daily living that have been impaired due accidents, injuries and other chronic health care issues.

Long-term care could be our country’s greatest uninsured risk as the current generation of 77 million baby boomers move toward their retirement years. Most people would never go without car insurance or homeowners protection. Yet most people have no real protection for the increasing costs associated with a prolonged or chronic illness. Most employer sponsored health insurance programs lack long term care polices. And, Medicare provides limited coverage for nursing home stays and no coverage for assisted living or in home care. Business and Health Magazine reported that a year in a nursing home could cost anywhere from $35,000 to $80,000. Add a conservative inflation rate and go out 10-15 years from now and you will discover a shocking six-figure cost.

Many families have relied on Medicaid for their long term care needs. This federal and state controlled program requires you to meet certain asset and income limits to be eligible for coverage. Recently, most states have experienced significant financial shortfalls for their Medicaid long term care programs. With the continuing federal and state budget crises, Medicaid will be the target of ongoing cuts and changes with predictions that the income and asset levels will be further tightened to decrease future eligible participation. Not a pretty picture.

Why the concern?    

The Wall Street Journal reported that … “70% of all single people admitted to a nursing home go broke within 3 months and 50% of all couples are impoverished within 6 months after one spouse is admitted.” An American Association of Retired Persons study found that three home healthcare visits per week could cost $12,000 per year. Accepting the possibility that you or a loved one could need some form of long-term care can be a difficult bridge to cross. But with the continuing cost increases for all forms of healthcare and the challenges facing the Medicare and Medicaid systems, there is growing interest in a new risk transfer approach.

What are the personal and business tax incentives?

As individuals and families began to understand the financial risks associated with a chronic, long term health situation, the life and health insurance industries introduced a means to transfer this risk through a long term care insurance policy. During the past 15 years, hundreds of thousands of policies have been purchased to provide coverage for individuals and married couples. Most of these policies have been purchased as a result of information and interactions between independent insurance professionals and the private individual or family. These early adopters understood their risks and they decided to transfer that risk by funding a long term care insurance contract with one of many insurance carriers who offer these policies.

In 1996, Congress enacted “The Health Insurance Portability and Accountability Act”. This federal legislation provided the impetus for the initial movement of long term care insurance programs from the home into the workplace. Under the provisions of the Act:

· Premiums for qualified policies are treated as tax deductible medical expenses 

· Employer-paid premiums are tax deductible for the premiums paid on behalf of employees, spouses and other dependents and they are not regarded as income for the employee

· The self-employed health insurance deduction was increased and applies to long term care insurance premiums

· Businesses are allowed to provide programs for a select group of employees and still receive the applicable tax treatment for their premiums.

· Individuals can deduct some of the premiums on the medical expense portion of their federal tax return and New York State provides a 10% of premium “tax credit” for long term care insurance.  

Business owners now have the ability to develop programs that can provide large pools of tax free cash to protect their own and their employee’s hard earned personal assets and retirement savings. And by using pre-tax dollars to fund these policies, as well taking advantage of the available group discounts from the insurance carriers, more and more business owners recognize the value of long term care insurance as a critical financial protection program.

What about the new Medicare Health Savings Accounts?

The enactment of the new Medicare drug program included the opportunity for businesses as well as the self-employed to set up Health Savings Accounts that could be used to purchase long term care insurance with pre-tax income. Prior to this legislation, if a person used pre-tax income placed in a Flexible Benefit Plan or Medical Savings Account to fund long- term care insurance the paid premiums would be considered as taxable income.

Health Savings Accounts will be available for people with high deductible health insurance plans (over $1000) and they will carry funding limitations based on family status. That said, these new accounts would be among the many future government initiatives to transfer the risks associated with a chronic, long- term health issue from the public sector to the private sector.

What should you do?

There are a wide variety of programs available for consideration by individuals and employers. Long term care policies can be custom designed to meet individual, family and business needs. To obtain the most comprehensive understanding of how these programs work and whether they are appropriate for your situation requires the assistance of an experienced long term care insurance professional. Once you have obtained this knowledge, you can determine whether you or your business can benefit from a program to cover the costs associated with these unexpected but real threats to your financial security.
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