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FOREWORD 

This report has been prepared in response to H.R. No. 13, H.D. 1 and H.R. No. 14, H.D. 
1 which were adopted during the 1989 Regular Session. House Resolution No. 13, H.D. 1 
requests an examination ot state tax credits to encourage individuals to purchase long-term care 
insurance. House Resolution No. 14, H.D. 1 requests an examination of credits to relieve 
families that care for the elderly who are ill. 

Two years ago the Bureau submitted a report that addressed many of the same issues 
relating to long-term care insurance and state tax credits. This report supplements the previous 
study and re-examines the role of tax credits in the area of long-term care. Developments during 
the past two years have not altered the original report's primary finding that public information 
and education are probably the most important activities of state and local government in the 
area of long-term care for the elderly. 

This report examines the public policy issues from the perspective of long-term care 
programs and in terms of the State's tax system, and finds that, under current conditions, 
neither long-term care policies nor tax policies would be supported by enactment of the tax 
credits suggested in H.R. Nos. 13 and 14. Instead, the report recommends using State 
resources to develop a comprehensive long-term care data base and, where appropriate, direct 
funding of the care needs documented by the data. 

The population projections and related demographic statistics on long-term care reveai 
two factors that both public officials and program advocates should bear in mind. First, while the 
elderly are the largest portion of the population needing long-term care services, a number of 
other groups such as the developrnentaily disabled, mentally ill, and the growing number of AIDS 
patients aiso have significant and costly long-term care needs. Secondly, the fact that the 
elderly are projected to be the fastest growing segment of the population over the next 20 to 30 
years creates a potential for inter-generational conflict over programs for the elderly and the 
ways they are funded. The time frame and magnitude of this population shift are dramatically 
illustrated by the series of population pyramids presented in Chapter 2. Questions about the 
fairness and costs of pubiic services that use age as a key eligibility criterion can be expected to 
increase in coming years. 

Readers should also Dear in m,nd that rrajor revisions to :be medicare Catastroph~c 
Coverage Act of 1988 are currently before Congress 
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Takamura, Executive Directw and Marilyn Seely, Long Term Care Planner, Executive Oifice on 
Aging, Alan Matsunami, Administrator Department of Health, Community Long Term Care 
Branch., Laurel Johnston Mitchum, Legislative Analyst, Office of the Legislative Auditor, and 
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CHAPTER 1 

INTRODUCTION 

Long-term care for the elderly is a national problem. It crosses ail age, income, ethnic 
and professional lines, as well as all political boundaries. While there is agreement that 
individuals, businesses and government each have a part in the delivery of long-term care for the 
elderly, the nature and extent of that participation is still the subject of much debate. Efforts to 
resolve the policy and technical issues include state and federal task forces charged with 
developing policy and program recommendations, and a number of special studies and 
demonstration projects funded by the private sector as well as government. 

This report examines two proposals to use state income tax credits to support spec~f~c 
areas of long-term care, cred~ts to encourage individuals to purchase long-term care Insurance 
(H.R No. 13, HD 1 (Appendix A)), and credits to prov~de relief to famtlies that care for the 111 
elderiy (H R No 14, HD 1 (Appendix B)) Both resolutions, which were adopted by the House of 
Representatives of the State of Hawaii during the 1989 regular session, request the Legislative 
Reference Bureau (Bureau) to study the respective proposals. Both proposals ralse the issue of 
the relationshtp between program policy and fiscal or tax policy, and for this reason their 
examination has been combtned in one report 

Chapter 2 presents statistical and demographlcl data on the irnpatred elderly, thew 
caregivers, and how thelr care is currently fmanced Material in this chapter is based upon 
exfstlng state and national data and a numbfi!? of studies conducted by researchers in the field of 
long-term care 

The State's policy and plan for long-term care of the elderly is reviewed in Chapter 3, with 
related research and legislation discussed in Chapter 4. The long-term care plan developed by 
the Hawaii Executive Office on Aging is the primary source of this material. 

Chapter 5 reviews long-term care insurance policies including the type of coverage 
generally offered and its costs. This chapter uses the findings of Mattson & Co:s 1989 report to 
Hawaii's insurance commissioner, Consumer Reports' May 1988 survey, and the analysis 
conducted to develop the Brookings-ICF Long-Term Care Financing Model. 

Hawaii's tax policies and the tax provisions of other states that relate to long-term care 
are summarized in Chapters 6 and 7. The material on other states is based on responses to a 
questionnaire sent to the tax departments of states that have special long-term care income tax 
provisions. 

Examples of alternative approaches that have been suggested by researchers and policy 
advisors are presented in Chapter 8. Some of the alternatives are under consideration or being 



tested as demonstration projects in other jurisdictions while others are purely conceptual at this 
time. 

Each chapter concludes with a section on findings that are the basis for the report's 
conclusions and recommendations as presented in Chapter 9. 



CHAPTER 2 

LONG-TERM CARE DEMOGRAPHICS 

The Elderly 

Eleven per cent (1 14,000) of Hawaii's resident population was 65 years of age or older in 
1988. By the year 2010 the total for this group is projected to increase to 188,000 and represent 
13% of the State's population - an increase of 65% over the 22-year period. Increased life 
expectancies and the aging of the "baby boomers" will raise the median age of Hawaii's 
population from 32 to 35 over this period, and more than double the number of persons age 75 
and older. 

RESIDENT POPULATION' 
f In Thousands) 

AGE - 1988 - 
TOTAL 1098.0 
UNDER 65 985.0 
65-74 72.0 
75-84 42.0" 
85+ 

TOTAL 65+ 114.0 

$ OF % CHANGE 
2010 - TOTki 1988-20'10 - 
1436.0 100 31 
1247.5 87 27 
96.4 7 34 
63.8 6 * 119* 
28.0 

* Includes those age 85 and older.  

The aging of the population is not iimited to Hawaii. It is a well documented national 
trend, and its magnitude is dramatically illustrated in the traditional population pyramid. By the 
year 2030 the pyramid will. in fact, closely resemble a square (see Figure I) .  

Hawaii individual income tax returns for 1386 showed claims ior 86,000 aC;e exemptions 
where the [axpayer and/or the taxpayer's spouse was age 65 or oider. (The elderly who are 
dependents of non-elder!y taxpayers are not eligible 'or the age 651- exemption.) Income 
reported by the Slate's elderly taxpayers was $827 million or $9,616 per elderly exemption. This 
fgure does not include social security and most pension and retirement benefits because szch 
income is no? taxable in Hawaii and need not be reported. Salaries and wages accounted for 
28% of repgrted income, and "passive" income from d~vidends, interest and capital 
assetslproperty income accounted for another 56% The average adjusted gross iwome (AGI) 
for taxpayers age 65 and older was nearly $14,000, whik :he average for ail taxpayeis was 
~13,600.2  



FIGURE 1 

Populat ion F'yramids, by Age and Sex, 
United States 1960 - 2030 

Age 

10 5 0 5 10 
Population in milljons 

2010 Age 

15 10 5 0 5 I0 

Depression cohort persons born 1930-39 

Baby boom cohort persons born 1950-59 

Baby bust cohort persons born 1970-79 



1 . . . . . . . . . . . . , I 
10 5 0 5 10 

Population in millions 

Sources: Adapted from L. Bouvier, "America's Baby Boom Generation: 
The Fateful Bulge," Popuhtion Bulktin, voL 35, no. 1 (Population 
Reference Bureau, Inc., Washington, DC, 1980); 1960-1970; US.  
Bureau of the Census. 1970 U S  Census ofPopulatiorx Geneml Popula- 
tion Characteristics United States Summary, VOL 1, PC(lfB1, 1972, 
Table 52; and 1980-2050: Special unpublished tabulations prepared by 
L. Bouvier for the Select Commission on Immigration and Refugee 
Policy, 1980. 

Note: 1980-2050 projections assume a total fertility rate rising to 2.0 births 
per woman by 1985 and constant thereafter; life expectancy a t  birth 
rising to 72.8 years for males and 82.9 years for females by 2050; net 
immigration constant a t  750,000 persons per year. 
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The 1986 distribution of adjusted gross income among returns claiming age exemptions 
showed a major clustering at the lower AGI brackets. Age exemptions for returns reporting AGI 
of $20,000 or less totaled 72,000, which accounts for 84Vo of the 86,000 age exemptions 
claimed. Fewer than 4,000 age exemptions were claimed on returns reporting AGI exceeding 
$50,000. 

aDJUSTED GROSS INCOKE OF 
HAWAII RESIDENT TAXPAYERS AGE 65 AND OLDER~ 

1986 Tax Year 

ADJUSTED NUMBER OF s 10 OF 
GROSS INCOME AGE EXEMPTIONS TOTAL 

$0-9,999 55,974 65 
$10,000-19,999 15,943 19 
$20,000-29,999 6,277 7 
$30,000-30,999 2,690 3 
$40,000-49,999 1,308 2 
$50,000 & OVER 3,728 4 

TOTAL AGE 65+ 
EXEMPTIONS CLAIMED 85,920 100 

A study conducted for the Social Security Administration in the mid-1380's found that, 
nationally, the mean annual household income of the elderly from both taxable and nan-taxable 
sources was $23,000 and net worth $1 10,000 

Similar findings were reported for a 1983 survey of consumer finances conducted by the 
Federal Reserve Board. Mean annual income of $21,800 and financ~a! assets of $65,330 were 
reported for households where the head of household was between the ages of 65 and 79. This 
compared with incomes of $26.300 and assets of $27,400 for all households surveyed." 

The Long-Term Care Population 

Long-term care has beer defined as "the help needed to coce, and scmet!rnes tc sbrvive. 
when phys!cai or mental disabilities impair the capacity to perform tP,e bas,c act~vities cf 
everyday life, such as eating, toiletlng, batnmg, dressing. and rnowng abaut . "~  These basic 
act!vilies are broken inlo two classes called "!nstrunental activmes of daily livlrg" [ IADL ' s j  and 
"activities of daily living" (ADL's) .  IADL's  include household !asks such as cieanifii;, ccoitrns: 
and shopping. ADL's are personal care activities scch as Sathing, eating, toilellrg, and 
dresslng7 



LONG-TERM CARE POPULATION 

Long-term care needs occur in all age groups and at all economic levels. An estimated 
l2Vo of Hawaii's population (127,000 persons in 1985) are classified by the Community Long 
Term Care Branch of the Hawaii Department of Human Services as "disabled," i.e.. having "... a 
physical or mental impairment which substantiaily limits one or more of such person's life 
activities" including a record for such an impairment or bemg regarded as having one.8 This 
total includes the developmentally disabled, chronically rnenta!!y ill, and catastrophically ill as 
well as the disabled elderly. 

The Disabled Elderly 

The Long Term Care Branch estimates that, in 1985, persons age 63 and older with 
activity limitations numbered 76,000 and represented a significant majority of the State's 
disabled population. Some 14,000, or 15% of the elderly with activity limitations, were estimated 
to be eligible for medicaid. Projections to the year 2000 show the State's disabled population 
increasing to 152,000 and the number of elderiy with activity iimitations rising to 1061000, of 
whom 22,000 will be med~caid eligible9 (see Appendix C). 

According to Hawaii's Executive Office on Aging (EOA), 15% of those between the ages 
of 60 and 74 suffer from moderate to severe impairments, while the comparable rate for the age 
75+ group is 344/0.'0 Given these figures, Hawaii residents age 65 and oider with moderate to 
severe impairments can be estimated to be 25.000 for 1988. This is slightly more than one-fifth 
(22Oio) of those age 65 and older, and represents 2O/o of the Stare's total resident population for 
that year. This estimate indicates that, of the total number of elderly with activity limitations, 
approximately one-third are impaired to the extent that care services are probably needed. 

NUMBER OF ELDERLY WITH MODERATE TO SEVERE IMPAIRMENTS" 
1988 and 1990 Estimates 

AGE - - I988 :ysicI 

TOTAL 25,000 jii , occ 
IMPAIRED AS A 
:! OF ALL 05+ 225 273 

The EOA estimates are supported Dy national figures showing that while 760% of the 
elderiy are fully independent. the picbabiiity of having an !ADL or ADL inpairmerx increases 
from less than 130'0 in the age 65-69 y o u p  to over 5500 fi7r !hose over age 84.72 
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Infwml or Home Care for the Elderly 

The EOA reports that an estimated 80-85% of long-term care in Hawaii is provided 
inforrnaliy by famidy and friends13 indicating that some 20,000 to 21,000 of the moderately to 
severely impaired are cared for in this manner. 

NUMBER OF MODERATELY/SEVERELY IMPAIRED ELDERLY 
RECEIVING INFORMAL CARE 
1988 and 1990 Estimates 

1988 - 

LOW ESTIMATE 20,000 
HIGH ESTIMATE 21,000 

IMPAIRED ELDERLY 
RECEIVING INFORMAL CARE 
AS A $ OF ALL 65+ 18% 

Analysis of 1985 national survey data shows that one-third of the dependent eiderly live 
with their spouse, 24% live alone, and 21% live with others. Twenty-three per cent are residents 
of nursing homes or board and care facilities.14 

NUMBER OF MODERATELY/SEVERELY IMPAIRED ELDERLY 
BY PRIMARY SOURCE OF CARE 

(Based on 1985 National Living Arrangement Data) 

LIVING ARRANGEMENT 

WITH SPOUSE 8,000 i 1,000 
WITH OTHERS 5,000 7,000 
ALONE 6,000 8 , 000 
iNSTiTUTION/OTHER 6,000 8 000 

TOTAL 25,000 34,000 

Assuming that living arrangement correiates with the source of care and that Hawaii 
foiiows the national pattern, a rough estimate can be made that the primary caregivers for 
Hawaii's non-institutionalized impaired elderly are spouses (40°/oj and other family or ciose 
friends in a household environmenl (25%). 



LONG-TERM CARE POPULATIOW 

A series of national surveys found the followrng with regard to informal caregivers 

68010 of informal caregivers are 45 years of age or older 

72Oro of caregjvers are female (60% are wives or daughters of the disabled person 
and 12°~o are other females) 

61010 otchildren who are caregivers share a household with the care recipient, 

33O1o of all informal caregcvers are employed outside the 9ome and 

57" of caregivers reported no addrtional expense incurred as the resuit of tneir care 
activities and nearly 80°0 reported care expenses of $50 or less per month 15 

While the majonty of informal caregivers reported care costs of $600 or less per year, 
costs of up to $10,000 per year have been cited l 6  When home care is provided wholly or in part 
by paia caregivers or includes iorrnar meoicai services, out-of-pocket expmses will be 
srgnifcanlly greater than is the case when care is primarily householdor personal care provided 
by family members 

In 1987 the City and County of Honolulu Office of- Human Aescurces' Elderiy Affairs 
Dzvrs~an surveyed cafegwers through tSie Ca-ai3.iuw-tcj-Caiiquer newsletter The 115 usable 
resfiionses received rdected a response rate OF 4% of the 3,100 questiot-mrwes dstntluted and 
is too srnail to be satisticaliy signrficant However, it does ind,cate a local pattern similar in 
many respects ta the hndings cd rraional caregiver surveys 

The avefage age of caregivers was 60 and three-fowrtbs were femaie Ahout one-half of 
care recipients ware patents of the caregiver and 39" were spouses When asked what would 
be most nelpful, rwo-thirds said emergency he:p in case the caregiver gets sick, and 450/0 sard 
respite service Only 2100 said financial assistance wou~d be helpful Howeve: 4600 responded 
favorabiy to a tax credit that would in fact, be financial assistance l a  

Nearly 70% of care recip!en:s were age 75 or older and 804'0 lived with :he caregiver. 
Nearly 90Qo reported that skiiied care procedures wefe not required. The most common ADL 
limitations reported were bathing and dressingigrooming. Fifty per cent reported eight or more 
IADL limitations from a list that tncluded t:ansaor:at.cn, shopping, housework, getting around 
outside, laandry, cooking, 9andiing fmances tak~rr; medicin.?, and using the te!ephone.'g 

Institutional C z e  for the Elderly 

Those with multiple or severe impairments are more likely to be cared for in an ins~itution 
and tc be age 75 or older. Data on nursing home util~zation in Hawaii show that 800% of the 
State's long-term care beds are occupied by persons in this age group.2"hus, of Hawaii's 
3.750" nursing home ~ e d s  in service cr approved as of September 1987, some 3,000 are 
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serving the portion of the elderly population with the highest probability of need for inst~tutional 
care. In 1986. the average length of stay in Hawaii's long-term care beds ranged from 95 days 
on Molokai to 419 days on Oahu.22 

Occupancy rates for Hawaii's long-term care facilities have consistently been quite high 
and are expected to remain so in the future (see Tabie 1). These rates indicate full utilization of 
the State's long-term care beds, and may mask a significant level of unmet demand. Staff 
shortages, rather than insufficient physical plant, are cited as !he primary factor behind current 
and future unmet care needs - both institutional and non-inst1tutional.~3 Low pay, lack of 
ervployment benefits, and low job status make careers in long-term care unattractive to many 
who might otherwise consider entering the fieid.Z4 

Nationally, characteristics of the elderly in nursing homes include the following: 

older women are twice as likely as older men to be in a nursing home 

0 the most frequently experienced ADL limitations of nursing home residents are 
bathing and dressing, 

e 63% of nursing home residents experienced disorientation or memory impairment 

more than one-half of nursing home residents were admitted from either a hospital or 
another nursing home, 

similarly, 60°/o of those discharged from a nursing nome are transferred to a hospital 
(49Ooj or another nurs~ng home (1 14o), 

309.0 of those discharged transfer to a private residence 2s 

Annual costs of nursing home care vary widely depending upon the level of services 
provided. Average costs in :he western states range from $21,170 for skiiled care to S19.585 for 
residential In Hawaii, ihe average is $36.000. with typical costs running between 
S3C,000 and $35.300." Figures of a? to $40 COO have been cited.28 



LONG-TERM CARE POPULATION 

TABLE 1 

Occupancy Rates by Counties 
S ta te  o f  Hawai i  1981 - 1986 

1981 
LONG TERM CARE 

Oahu 94.4 
Hawaii 95.3 
Kauai 101.2 
T r i - i s l e  93.2 

Matii 94. 
Molokai 78.3 
Lanai  68.8 

"data no t  a v a i l a b l e  

Source: S t a t i s t i c a l  Report, De?artment o f  Health, S ta te  o f  Hawai i ,  1986, 
p. 83. 

Financing Long-Term Care for the Elderly 

Medical Care: Most medical services for the disabled elderly are financed either by 
medicaid or medicare. Medicaid is a means-tested welfare system designed to deiiver medical 
care to the poor without regard to age, including physician-prescribed nursing-home care.'g in  
1985, medicaid accounted for just under one-half of nursing home expenditures in the United 
States with out-of-pocket spending covering the other haif. About 1?/0 was covered by long-term 
care insurance.30 Medicaid coverage of home care may be available under sqecial state- 
initiated waiver programs. (Hawanits Long Term Care Branch of the Department of Human 
Serwes  provides medicaid-funded home care services for some 350 medically needy of all ages 
under the Nursing Home Wi!hou! Wails Program.)3' 

Medicare is t!% genera! public health insurance program for the elderiy and 1s designed 
to Cover the cosi of phys~clans, hoso;tals and spec i f~ i  related services such as physical and 
ocz;pa?rora! :herapy when preSCribeG by a ohysictan. I: covers the cost of some non- 
~nst!iu!ior;ai care ,i it IS xeuicaily necessary.3' Medicare payments reqresen:ed on!y Sob of 
ndrs.rg nsme uaymects in 1385 33 This will procably increase under tne new iederai 
Gatastrcph~c Cr;veiage Act that incitides physician-presw~ed cursing home care for up t:: 150 
days per year, effective January ' ,  i989. 

Long-term care: Long-term care atre: tnan care that is rnedicai!~ wcessary is nai funded 
under me3care. Mea~caily necessary long-rerm inst,tut!onaI i a t e  is ei,gibie for medicaid funding 
ii the mdrviduai meets :he Iw- i?ccme ;equ,:arnents 91 the program. Since nos? iong-term care 
IS nc! pr~mar~ly nedicai, ;r m ~ s t  Se finance3 victhpr:vaie funds. T h ~ s .  v;r!uaiiy ali Pun-rnedlca! 
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home and custodiai care, and nursing home servces for persons other than the poor is privately 
f~nanced 

Findings 

Eleven per cent or 114,000 of Hawaii's resident population is age 65 or older. By the 
year 2010 a projected 65% increase will bring this total to 188,COO. 

A majority of the elderly are economically independent with financial resources 
comparable to the general population. In 1986, Hawaii income tax returns filed by persons age 
65 or oider show 84010 with adjusted gross income (AGI) of $20.000 or !ess, with average AGI of 
$14,000 as compared with $19,600 for all taxpayers. AGI significantly understates the financial 
resources of the elderly because it does not include social security, most pension and retirement 
benefits, or the value of accumulated assets. National data show the elderly with an average 
income of $21,000 to $22,000 and assets valued in excess of $75,000. 

An estimated 25,000 of Hawaii's 114,000 persons age 65 or older are moderately to 
severely impaired. Of this group, 14,000 are age 75 or older. Some 20,000 to 21,000 impaired 
elderly are cared for informally by family or friends. More than 3,000 are cared for in the 3,750 
long-term care beds available in the State's skilled nursing and intermediate care facilities. 

Hawaii's long-term care beds have been and are expected to continue to be fully utilized, 
with typical occupancy rates well above 90%. Chronic high occupancy may reflect a significant 
ievel of unmet demand for institutional care. An acute lack of properly trained staff is the 
primary factor behind unmet demand, and low pay, poor employment benefits, and low job 
status make the field unattractive to many. 

Statistically significant data on informal caregivers and rec~pients in Hawaii are not 
available. National surveys show the majority to be women, age 45 and older, who are relatives 
of the impaired person. One-third of i ~ io rma l  caregivers are also employed outside the home. 
Informal caregivers report minimal direct costs attricutable !o their care activities. 

Data ina~cate that 4000 of primary caregivers are the spouse 3f the impaired person and 
25% are other famiiy cr friends. The latter figtre may be higher in Hawaii. 

Elat~onai surveys ~ndicate that women are twice as iikely as men to be ir, a nursing home. 
Mgst :ursir!g home residents were admitted i ron  a bospital or another nurs,rg home and will be 
dischargei! ro another %iiity rather tkan to a priva!e home. These persons dsuaiiy experience 
disorrentat~on or memory impairment and require assistance in Dathing and dressing. Tne 
average iength of stay in Hawaii's long-term care beds ranged from 95 days (Moiokaij to 419 
(Oahu) in 7986. 
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The costs of institutional cafe vary depending upon the types of care required Annual 
averages ~n the western states range from $10,000 to $21,000 Hawaii's average IS $36,000 per 
year 

Medically necessary care provided in an inst~tutional setting is generally covered by 
medicaid or medicare, as are some medicaily necessary services provided in custodiai facil~ties 
or in the home. 

Many long-term care needs are for assistance with bathing, dressing and transportation, 
shopping, cleanmg, and srmilar activrties of daily life, and are not primarily medical unless 
assoc~ated with a specific illness or other medical event The cost of care to meet these needs 
is not covered by medicaid or redicare 



CHAPTER 3 

LONG-TERM CARE POLICY FOR THE ELDERLY 

The State Constitution 

Article IX, section 4, of Hawaii's constitution states that: 

The S ta te  s h a l l  have the  power t o  p rov ide  f o r  t h e  s e c u r i t y  o f  the  
e l d e r l y  by e s t a b l i s h i n g  and promoting programs t o  assure t h e i r  
economic and s o c i a l  wel l -being.  

State Law 

The State's purpose, policies, and responsibilities regarding the elderly are set forth in 
chapter 349, Hawaii Revised Statutes. This chapter establishes the Executive Office on Aging 
(EOA) within the Office of the Governor, designates the EOA as the single state agency 
responsible for programs affecting senior citizens, and directs all state and county agencies 
serving the elderly to coordinate their activities with the EOA. 

Among the goals specifically identified as state and county responsibilities with regard to 
the elderly are: 

The best  poss ib le  phys i ca l  and mental  h e a l t h  which science can 
make avai:able, w i thout  regara co economic s ta tus .  

F u l l  r e s t o r a t i v e  serv ices  f o r  rhose who r e q u i r e  i n s t i t u t i o n a l  
care. 

e E f f i c i e n t  community serv ices  which prov ide  s o c i a l  ass is tance i n  
a coordinated manner and which are r e a d i i y  a v a i l a b l e  when 
needed. ' 

T5e law p:ovides that the elderly, state and local gcvernment, and the cowmunity at-large 
are to work in partnership to "make avadabie comprehensive programs which irc'ude a f;i' farge 
of nealth, education, and social services to our older residents who need them."Z The policy 
statement also specifies that the programs shail, "...pending the avaiiability of such programs for 
ail older restdents. give priority to ihe eideriy with the greatest economic and social need."3 
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The State Plan for Long-Term Care 

The EOA 1s the State's advocate for the elderly. Amonq its duties 1s the development, . 

implementation and updating of a comprehensive state master plan for the elderly. The Long 
Term Care Plan for Hawaii's Older Adults - A First Step in Planned Care," identifies the policies 
and goals for long-term care that are a key element of the master plan. Within the long-term 
care plan, the issue of financing is a priority consideration. Specifically, the plan states that the 
finance-related issues are: 

how to impel the federal  government to  recognize that  the long- 
term care of e lders  is a national issue requiring federal  
leadership i n  the form of substantive i n i t i a t i v e s ;  

how to  best finance both community-based and ins t i tu t iona l  long- 
term care costs  using a mixed funding approach which: 

- is f i sca l ly  responsible, 
- provides adequate coverage, 
- s t i m l a t e s  private sector and personal i n i t i a t i v e s ,  and 
- assures the appropriate use of Medicaid funding; 

. hor best to  generate public revenues for gocernrnental 
i n i t i a t i ves  in long-term care;  

r how to  encourage private sector involvement i n  a partnership 
w i t h  the public sector  in the financing of long-term care;  

how best to  concrol long-term care costs  i n  both community-based 
and ins t i tu t iona l  s e t t i ngs ;  and 

0 ho~i best to  protect  members of the older adul t  gap group from 
personal/spo~sa: irn?overisi?ment due to  long-term or catastrophic 
i l iness  ." 

The pian's pciicy objectives witn respect to financing are aimed at protecting individuals 
from impover!shment due to locg-:em care costs while conserving !imi:ed state furds. These 
objectives are: 

ensuring that  t h e  feceral  goverment develop a re t iona i  long-  
term care progrm: 

r shif5ing t h e  foe-s of f inarce and o the r  aeci-anism so that 
conmunity-based and home care services are  developed and covered 
t o  suff ic ient  quantity; 
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o supporting family caregiving e f f o r t s ;  

0 stimulating public-private sector partcership aromd financing 
options; and 

increasing public awareness about long-term care issues and 
costs to  permit ample opportunity for  individual planning and 
a ~ t i o n . ~  

While advocating the development of a national policy to address long-term care costs, 
the plan also recommends development of a state funding mechanism that: 

..may take t h e  form of: 

a payroll-based tax t o  undergird a long-term care fund which 
would pay for pr ivate  insurance coverage or for  long-term care 
costs,  including community-based and home care;  

a universal long-term care insurance plan for older adul t s  i n  
the s t a t e ,  using an incremental approach, i f  necessary, 
beginning with the coverage of re t i red  s t a t e  workers and/or 
members of large organizations through group coverage; 

inheritance tax c red i t  to  e s t a t e s  for  g i f t s  made to  a s t a t e -  
administered long-term care fund for  home care;  

a tax credi t  for matching corporate contributions for  voluntary 
employee purchase of long-term care insurance; 

loans to  present and re t i red  s t a t e  woriters from the s t a t e  
retirement fund a t  sub-market ra tes  to  qual i f ied homeowners for  
the purpose of home ~ o a i f i c a t i o n  to  keep older adul ts  a t  home; 

tax r e l i e f  for the purchase of medical or l u n g - t e r n  care IRA'S 
(individual retirement accounts); 

a s t a t e  lo t te ry  w i t h  proceeds earnarked for long-term care. '  
(Emphasis added. ) 

The plan encourages the State to institute policy optio~s to encourage developrne~t of 
comrrhnity-based and home care and to acknowledge the fact that they are the preferred 
methods of care of older adults. The alternatives identified inciude: 
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tax  r e l i e f  t o  f a m i l i e s  p r o v i d i n g  care a t  home; 

tax  c r e d i t  f o r  the purchase o f  long-term care insiirance, 
i nc lud ing  community-based and home care; 

. extend the tax  c r e d i t ,  which i s  c i i r r e n t l y  a v a i l a b l e ,  f o r  
household and dependent care expenses t o  i nc lude  impaired o lde r  
persons who are  considered non-dependent r e l a t i v e s  o f  
caregivers;  

t ax  rncent lves t o  encourage employers t o  inc lude long-term care 
p rov l s lons  and programs i n  emp:oyee b e n e f l t  packages; 

the enactment o f  l e g i s l a t i o n  t o  e s t a b l i s h  the  use o f  a s l i d i n g  
fee scale f o r  p u b l i c l y  funded serv ices  t o  s t i m u l a t e  an 
a v a i l a b i l i t y  o f  serv ices  t o  a l l  i n  need, regardless o f  income; 

the  amendment o f  the  S ta te ' s  medrcald p l a n  t o  l nc lude  community- 

based long-term care servrces and programs such as case 
management, personal care, and o t n e r ~ . ~  

Findings 

By statute, public policy with respect to the elderly cn Hawait 

identifies the need for a full range of comprehens~ve programs to serve the elderly, 

places responsibility for "... performance, ievelopment, and contro! of programs, 
policies, and activities on behalf of the eiderly"9 with the governor's executive office 
on aging; and 

gives priority to those in the greatest econorric and social need 

The Executive Office on Aging's Long-Term Care Plan reflects this policy. The pian 
states that communlry-based an:! home care are preferred by the elderiy and urses state supoort 
for the~r developmert. It identifies financing as a priority concern, long-term care insurance as a 
r e t h o d  :a pay for some of the long-term care needs of some elderly, and state tax credits as one 
of several possible incentives for me purchase of long-term care insurarce and as a way to 
support family caregwng efforts. 

The plar: reccmmefids that a state funding mechan~sm for long-term care be developed. 
However. the alternatives identified are not presented as a financing pian for long-term care, nor 
is impleme~~tation beirg recommended by the EOA. They are a list of separate options that, 
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upon further consideration, may be found to be appropriate methods for financing long-term 
care. 



CHAPTER 4 

RELATED RESEARCH AND LEGISLATION 

Hawaii's long-term care plan is supported by other research activities and specific 
legislation at both state and federal levels. This chapter provides an overview of the recent 
activities in the areas of long-term care insurance and informal family care. 

Hawaii 

The Legislative Reference Bureau's report, Assuring Dignity in Long-Term Care for the 
Elderly,' examined the issue of long-term care, and the roles of medicare, medicaid, and private 
financing mechanisms in funding long-term care. The report focused on private long-term care 
insurance, and the advanrages and disadvantages of using state tax credits to stimulate the 
development and purchase of properly regulated policies. 

The report's analysis of long-term care insurance products found that: 

long-term care insurance, while not a panacea, offers a viable and immediate 
alternative to dependency on medicaid for institutional care, 

the long-term care insurance policies available in 1987 were institutionally biased 
(i.e., covered institutional care while offering little or no coverage for home or 
community-based care), and could hinder the development of community-based care 
alternatives, and 

although still evolving, long-term care insurance is more established than alternatives 
such as social health maintenance organizations, and tax-deferred individual medical 
accounts.2 

The report further found that a state perscral income tax credit for long-term care 
Insurance premiums 

wouid result in revenue losses that would Increase because c!aims would be 
curnular~ve each year 

could berefit the elderly at all income levels, 

r could benefit the elderly with no tax liability 3r ti-ose for whom a policy is too 
expensive if the credit were not limited to insureds, and could be an incentive for 
relatives of the elderly l o  purchase coverage for them, and 
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may be a desirable way to inform the public about long-term care issues.3 

The report pointed out that state financial support for consumer awareness efforts can be 
provided either directly through specific program appropriations, or indirectly through tax 
incentives such as credits or deductions, or both - a decision that rests with the legi~lature.~ It 
recommended that, first, with or without a tax credit, the State should assume a more active role 
in consumer education, and that funds should be provided to the Executive Office on Aging to 
develop and plan a comprehensive public education program on long-term care for the elderly.5 
Second, any tax credit should be established only in conjunction with appropriate guidelines 
(such as the National Association of Insurance Commissioners 1986 model legislation) for the 
sale of acceptable policies. Should a credit be enacted, the report recommended that: 

0 the value of the credit not exceed 50% of the premium paid. 

taxpayers be allowed to claim credits for more than one policy and for policies 
purchased to insure another, 

a dollar ceiling for the credit on each policy be established (e.g., 50% of the average 
for policies that meet minimum qualifying standards), 

a maximum (e.g., $1,000) be established for the total credit any taxpayer may claim 
for the tax year, 

a provision be included allowing excess credits to be carried over for the next tax 
year, and 

the credit be designed with an income limitation and a declining percentage of 
premium costs allowed as income rises.6 

The third and final recommendation was to consider tax incentives that encourage the 
development of community-based non-institutional forms of long-term care including those 
families caring for the frail elderly at 

Related Legislative Actions: Act 253, Session Laws of Hawaii 1987, adopred the National 
Association of lnsurance Commissioners' long-term care model legislation. The law establisnes 
disclosure standards and gives the insbrance commissioner power to enforce compliance. This 
measure was replaced by Act 335, SLH 1989. 

An appropriation was made to EOA in 1988 to implement a demonstration public- 
awareness program on long-term care insurance a 

The 1989 regular session of the Legislature adopted Senate Concurrent Resolution No. 
137 and House Resolution No. 13, H.D. T I  requesting the Legislative Auditcr and Legislative 
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Reference Bureau (Bureau), respectively, to examine earmarking of excise tax coliections on 
med~cal services to provide funds for long-term care insurance H R No 13, H D 1, further 
requested a study of state tax credits to stimulate the purchase of long-term care msurance 

House Resoiution No 14, H D 1, also adopted in 1989, requests the Bureau to estimate 
the number of persons eligible for a tax credit for cafe of the frail elderly at home, and to 
examine alternative methods to provide relief to informal caregivers 

The Bureau's repart, Employer-Assisted Dependent Care 9 examined the State's role in 
meeting dependent care needs of Hawaii's labor force The report found that botn Hawail ana 
federal income tax iaws allow empioyers to establish Dependent Care Assistance Plans 
(DCAP's) for their employees These plans offer significant tax savings to those with qualified 
work-related dependent care expenses, and may be used for the care of elderly dependents as 
well as children The expenses must be incurred in order to allow the taxpayer to be employed, 
and the dependent must be 

. under age 151° and e l i g i b l e  t o  be c lamed as the taxpayer's 
personal deductron, 

a dependent %ha could be elaimed as a personal deduction except 
for having gross income of $7,900 or nore, but  i s  physrca l ly  o r  
mentally unable t o  care for ane's se l f ,  or 

+ a spouse who i s  phys ica l ly  o r  mentally unable t o  care f o r  one's 
self-.1' 

Simifar provisions apply to the child and dependent care tax credits that are also ava~lable 
under both Hawaii and federal tax iaws 12 

The report recommended that the State (1) encourage the use of DCAP's by establishing 
a DCAP ~nformational and technical assistance program for private employers,l3 and (2) offer 
salary reduction DCAPs as a voluntary employee-funded fringe benefit to state employees '4 

Related Legislative Actions: Act 63, Session Laws of Hawaii 1989, allows the State and 
counties to establish cafeteria plans within the meaning of section 125 of the internal Revenue 
Code for state and county employees. DCAPs are among the programs that can be offered 
under cafeteria plans. 

Acts 321 and 322, Session Laws of Hawaii 1989, amended the state dependent care tax 
credit by: 

B allowing credits that exceed rax iiability to be refunded to the taxpayer, 



T A X  C R E D I T S  AND CARE FOR THE ELDERLY 

increasing from $10,000 to $22,000 the amount of adjusted gross income (AGI) above 
which the percentage credit is to be reduced by l?/o for each $2,000 of additional 
AGl, and 

increasing the ~naximum percentage of eligible care expenses from 15% to 25% and 
the minimum from 10% to 15%. 

Act 321 a!so established a new "medical services excise tax credit" equal to 4% of all 
medical expenses allowed as deductions under section 213 of the Internal Revenue Code 
(medical, dental. etc.). The maximum credit in any tax year is $200 per return, $400 for 
claimants age 65 or older, or $600 when the claimant and spouse are age 65 or older. Credits in 
excess of tax liability are to be refunded. The cost of capital improvements, prescription drugs 
or prosthetic devices are not eligible expenses, and the medical expenses claimed must have 
been subject to the general excise tax. The credit is effective until December 31, 1991. 

Mattson & Co.'s January 1989 Report on the Feasibility of Providing Long-Term Care 
Insurance for Enrollees of the Hawaii Public Employees Health FundI6 examined long-term care 
insurance products currently available, specifically those offered to state employees in Alaska 
and Maryland, and the related public policy issues. The report presented proposed bid 
specifications and funding recommendations. 

While noting that the suggested program is clearly feasible, since similar programs have 
been established by two other states, the report did not recommend whether Hawaii should offer 
long-term care insurance to its pubiic employees. The following policy issues were raised as 
factors that may make establishing the program premature: 

quality of care, 

r lack of facil~ties, 

. need for public education regarding long-term care, 

. need for a multi-faceted approact? io  financing long-term care of which insurance is 
only one element, 

s need to coordinate any state eifor?s with fader21 programs and possible changes !n 
those programs :hat are cuireptiy alder conside:a!~on by Ccngiess, ard  

r !he assessrneni !hat a number of zurreotiy avaiiabla long-term care ins~rance 
products do not adeqmely meet consumers' needs.!' 

The report recommended 13Wc e~ployee-funded premigrns. but rioted that pfeceder' 
exists for employer-empicyse cost si-amg of certain fringe befiefits of slate and county workr 
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Related Legislative Actions: Act 334, Session Laws of Hawaii 1989, authorized the board 
of the public employees health fund to provide and administer a voluntary long-term care 
insurance plan for employee-beneficiaries and their spouses. During the first three months of 
enrollment, public employees retirement system retirees will be eligible to enroll. The plan shall 
provide not less than twelve consecutive months coverage for one or more medically necessary 
diagnostic, preventive, therapeutic, rehabilitative, maintenance, or personal care services in a 
setting other than an acute care hospital unit. The Legislature appropriated $72,700 to 
implement the plan. The plan is to be financed entirely by employee contributions. 

National 

In September of 1987, the Department of Health and Human Services' Task Force on 
Long-Term Health Care Policies submitted its Report to Congress and the Secretary. The Task 
Force concluded that long-term care insurance can provide financial protection to individuals and 
may reduce medicaid expenditures for some by preventing them from becoming dependent upon 
medicaid. it also found that properly designed policies could increase the care options available 
and become an integral part of a person's financial plan. The Task Force did not take a position 
on the public sector's role in direct financing of long-term care, including social insurance. 
However, there was a consensus that increased public spending is not likely in the immediate 
future, and that private insurance offers the best means, at present, for financing long-term 
care.18 

Cr~tical factors in the further development of private long-term care insurance identified 
by the Task Force include: 

8 consumer awareness of the absence of long-term care coverage under existmg 
health programs, the long-term care coverage that 1s ava~lable, and the potential 
costs of long-term care, 

8 consumer protection through regulation of insurance products, 

market development by deve'op~ng a data base to assist insurers design and price 
policies that meet long-term care needs and allow development of new policies as 
needs change, 

s market development through employer-sponsored long-term care Insurance, and 

tax cncent~ves that address tax treatment of industry reserbes, employer-spo~sored 
olans and vested retirement funds '9 

The highest priority recommendations of the Task Force addressed these issues as 
foilows: 
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1 .. In form consmers t h a t  Medicare, Medigap, and acute h e a l t h  care 
insurance do no t  cover long-term care. 

2 Encourage s ta tes  t o  adopt the n a t i o n a i  assoc la t lon  o f  
insurance comrssroners model long-term care insurance ac t .  

3. Promote che a v a i l a b i l i t y  o f  long-term care insurance chrough 
employment. 

4. Develop long-term care insurance f inanc ing through vested 
pension funds. 

5. Use federa l  and s t a t e  tax codes t o  encourage the purchase o f  
long-term care insurance. 

6. Encourage new approaches t o  determine e l i g i b i l i t y  f o r  long- 
term care insurance bene f i t s .  

7. Encourage greater  cooperation i n  the c o l l e c t i o n  and sharing of 
long-term care data.20 

The report's recommendations for tax incentives relate to the federal tax code. The 
specific recommendations for industry incentives are that reserves and related investment 
earnings held by insurers be treated the same as the reserves and earnings of other insurance 
products.21 Similarly, premiums and benefits of long-term care insurance should be treated the 
same as medical insurance premiums and benefits.22 

To encourage employer-sponsorship of long-term care insurance as an employee fringe 
benefit, the report recommended that: 

long-term care insurance shouid be a permitted section 125 cafeteria plan benefit, 

incentives for employers to pre-fund "ealth acd long-term care benefits that were 
eliminated by the Deficit Recovery Act of 1984 should be restored, and 

. transfers from over-fsnded pension placs tc retiree welfare plans shouid not be 
t a ~ e d . ~ 3  

Individuals should be allowed to make tax-free transfers from the:r pefision and retlr, amen; 
vehicles (IRA'S, life insurance, annuities, post-retirement mccme, etc.) to buy long-term care 
insurance.24 

The Task Force encouraged states to enact tax provisions that conform to the proposed 
federal incentives. 
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The Medicare Catastrophic Coverage Act of 1 9 8 8 ~ ~  does not cover long-term care 
However, acute hospital care, 150 days of medically necessary physician-prescribed skilled 
nursing home care and, in limited situations, certain home health care services are now el gible 
for e~ther fbll or substantial medicare 'mancing The extended coverage is funded with a new 
oremium on medicare Part A beneficiaries 26 

The Catastrophic Coverage Act of 1988 also liberal~zed the asset and rescurce 
restrictions on medicaid eligib1iiry2~ that had required some individuals and their spouses to 
"spend down" to the point of impoverishment in order to oe eligible far medicaid nursing home 
coverage 28 The Act requires the Secretary of :he Treasury to study federal tax incentives to 
encourage ~ndividuals to purchase long-term care insurance Rxommended statutory changes 
were to have been presented to Congress by November 30, 1988 29 

Caring for the Disabled Elderly, Who Will Pat30 is a comprehensive study of the issues 
and options for long-term care financing that confront today's policy makers. The authors 
developed a demographic to project the size and key character~sti(ts of the nation's 
ejderly population, and used it to test a variety of tinanwng alternatives k r  long-term care 

The audy concluded that 

i the need for long-term care is a natural pa& af the agng process, 

6 risk paaiing 1s apprmftate for financing long-term care, 

E both pubEic and private resources wrlE be required to pay for long-term care, 

the primary source of public sector financing should be a sociai insurance program 
rather than a means-rested welfare program, and 

there are a variety of ways public and private sector financing can be interfaced to 
finance long-term care efficiently 32 

The report's basic recommendations were :hat, (1) private insurance and otner forms of 
ris~-pooling be encouraged and expaqded, and (2) medicaid be replaced with public insurance.33 
Hawall's Executive Office on Ggrng nas contracted :o Pave a similar model developed 
soecificaily for Hawaii's elderly. 

The Robert Wood Jonrison Foundation has unaertaken the Program ti: Promcte Long- 
Term Care insiirance for ihe E lde i i~ .  The Foi~ndation has awarded planning grants to eight 
states to design demonstration programs that wrli allow :hem to gather experience in insuring 
long-term care. The states participating in !he program are hlassachiisetts, Connecticut, 
Wisco~sin, Indiana, New Jersey, New York; California and Oregon. The University of Maryland 
Center on Aging is providing directlor: and technical assistance This is a multi-year program. 
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The first planning grant was awarded September 1987, and most are scheduled for completion 
by the end of calendar 1989. The demonstration project(s) in each state will begin after 
completion and review of the results of the planning p h a ~ e . 3 ~  

Findings 

A number of studies conducted in the past few years have examined specific issues 
relating to iong-term care including iong-term care insurance and aspects of home care. The 
studies agree that: 

0 long-term care insurance is a new and rapidly changing product 

too few policies have been issued and those that have have been in force for too 
brief a period to allow definitive evaluation at this time, 

the states should regulate and monitor long-term care insurance, 

a strong educational effort is needed to inform the public about long-term care issues 
generally, including the advantages and disadvantages of the long-term care 
insurance policies currently on the market, 

while government should encourage the development of long-term care insurance, 
direct public funding of long-term care insurance or endorsement of specific policies 
is not recommended, 

long-term care insurance has the potential to assume a mucn greater share of long- 
term care costs, particuiarly for institutional care. and 

a number of long-term care poiicies do not meet consbmer needs, particularly witn 
regard to home and community-based care 

Both nationally and in Hawaii, the research on long-rerm care ins~rance has not See? 
balanced by corresponding efforts in the area of informal home and community-based care. 

The Hawaii legislature has enacted a number of measures that are respsnsive to the 
recommendations of researchers and poilcy adviscfs wi:h regard to long-term care. The 
'nsurance commissioner has been given the recm?mended regbliitwy and rcan~tormg powers, a 
major pubiic iniormaticn prcgram was directly fbnded, and the State as an emoicyer will be 
oi!e:ing group long-term care insurance to its empioyees. Funds have been appropriated to the 
EOA to develop a long-term care financing model, and to survey Hawaii's state workers wit9 
regard to long-term care. 



RELATED RESEARCH AND LEGISLAT ION 

In the area of taxation, the State provides dependent care tax credits and the 1989 
legislature increased both the maximum credit and the income limits of the program. A new 
credit to offset the general excise tax on medical services was established on a temporary basis, 
and the authority to estabiish cafeteria plans for dependent care expenses of state workers has 
been enacted. Both state and federal tax savings are avaiiabie to employers who sponsor 
eligibie dependent care assistance plans and to their employees. 



CHAPTER 5 

LONG-TERM CARE INSURANCE 

[Ljong-term care insurance means any insurance p o l i c y  o r  
s i m i l a r  h e a l t h  b e n e f i t s  p lan  which i s  designed f o r  o r  marketed as 
paying b e n e f i t s  f o r  the  care o f  a po l i cyho lde r  who, due t o  chronic  
i l l n e s s  o r  i n f i r m i t y ,  i s  unable t o  per form a c t i v i t i e s  o f  d a i l y  
l i v i n g  f o r  an extended pe r iod  o f  t ime. Such covered care inc ludes 
h e a l t h  care serv ices  such as nurs ing  home care, personal  care, and 
home h e a l t h  care o r  r e l a t e d  serv ices  which may inc lude home and 
community-based serv ices,  o r  both.  Long-term care insarance does 
n o t  i nc lude  medicare supplement insurance p o l i c i e s ,  as de f ined 
under sec t i on  431-771, Hawaii Revised Sta tu tes ,  which are  designed 
p r i m a r i l y  as supplements t o  reimbursements under Medicare f o r  
h o s p i t a l ,  medical,  o r  s u r g i c a l  expenses.' 

Long-term care insurance is a new insurance prodoct that is still being developed. In 
1985, some 125.000 policies were in effect nationwide and the field was dominated by two 
insurers.' By 1986, the number of policies had increased to 200,0003 and, by mid-1987, the 
federal Task Force on Long-Term Health Care Policies was able to identify 423,000 that had 
been sold.4 The Congressional Research Service (CRS) reported an estimated 1.1 million 
persons covered under individual long-term care policies and an additional 20,000 under 
employer-sponsored plans by the end of 1988.5 Today, most major insurance companies offer 
long-term care policies. although some are issued on a limited basis."ome 40 companies are 
registered to sell long-term care insurance in Hawaii, and coverage is also available as a rider to 
some health insurance policies. 

This chapter relies on three recent studies that have surveyed long-term care insurance 
p ~ i i c i e s . ~  As summarized in chapter 4, Mattson & Co. 's report examined the group long-term 
care insurance coverage available to public employees in Maryland and Alaska, as well as a 
representative group of poiic~es avallabie to individuais (See Appendix D for the poiicy 
summaries and the details of typical specimen policies from rne Mattson rep0rt.j 

In May 1988, Ccilsumer Retorts evaluated and rated long-term care insurance po!icies. 
Data was requested from 81 comparies offering or planning to offer long-term care insurance. 
Both group and individuaiiy offered pol~cies were included in tne anaIysis.8 

The third major review of long-term care insurance policies was conducted by Alice Rivlin 
and Joshua Wiener as part of their comprehensive analysis cf !ong-term care financing. They 
examined thirty-one poiicies available during 1986 with attention given to premium costs, 
exclusions or restrictions on purchasing policies and iengt i  of coverage.9 
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While these surveys were conducted at different times, used different sample sizes, and 
were conducted for different purposes, they all identified certain key aspects of the long-term 
care policies avaiiabie in today's market (Readers shouid refer to the original reports for 
specific details ) The reports show that a "typical" long-term care insurance poiicy cncludes the 
foilowing provisions 

Premiums 

Premiums are based on the age of the insured at the time of purchase, wath lower 
premiiims for younger applicants The premium remains the same as the mured 

ages 

Premiums vary depending upon the specific coverage selected The more limrted the 
coverage the iower the premium 

Premiums are waived when the nsured has been under nursing home care for a 
specific percod, usually 90 days 

The Rivlin study reparted average annual premiums for a lav-option p o k y  of $318 
and an average of S684 for high-option coverage for applicants age 65 l o  

0 The Consumer kpom evaluation reflected premiums for a person age 65 ranging 
fmn just urtder $2C& per year lo over $1 ,W xi 

0 Coverage IS restricted to care that is medicaily necessary as prescribed or 
recommended oy a physician 

o Policies are designed to pay benefits when specific services are provided in an 
institution, usuaiiy a iicensed skilled-nursing home. Medically necessary home or 
custodial care when foliowing a specified number of days in a skii!ed nurslng home is 
increasingly available. 

Benefits ars a fixed doliar arncunr per gay paid direc:ly to t?e insured (indemnity 
benefits) without regard to the actuai cost of the servce proiiided. Po;ic!es offer a 
range of from $25 to $100 per day for care in a skilled cursins witk lewer daily 
benefits for !owe; Levels cf care (mternedvate 3rd  cl;s!odlalj. 

. Coverage does nci start anti1 a "deductibie" cerioo of care has elapsed. Payment for 
this perioc is the responsibility of the benefic~ary. 
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Coverage may require that care in a skilled nursing facility be preceded by a 
minimum number of days in an acute care hospital and. simiiarly, that home or 
custodial care be preceded by skilled nursing care. (This mandatory care sequence 
provision is less common than was the case in policies issued a few years ago.) 

A maximum number of days for a continuous period of care limits the coverage. This 
is often 2 years or more. 

Coverage is available for Alzheimer's patients 

Eligibility 

Whether for group or individual policies, applicants must answer a series of 
questions on their medical history and condition when applying for long-term care 
insurance. A company may also require a personai interview with an insurance 
agent. 

. There are no true group policies on today's market and insurers retain the right to 
refuse coverage to high risk individuals. 

Applicants with pie-existing medical conditions can purchase a policy, but must 
compiete a period free of treatment for that condition before coverage becomes 
effective. This waiting period is usualiy at least three months and may be up to a 
year. 

0 Once the policy is issued, renewai is guaranteed so long as the coverage is offered in 
the insured's state and the insured's premium payments are current. 

Industry Issues 

The insurance industry is aware :hat a significant market exists or can be developed for 
:ong-tem care insurance. However, in designing and marketing products. inshrers have tried to 
a o ; d  "adverse seiection" where only h igh-r is~ individcais purchase coverage. Concern also has 
ueen expressed that "woral hazard" wiii occur. "Moral hazard" refers to situat!ons where 
demand for !he efsured benei~t ~ncreases sinply because zcverage has been parchased A 

nunbe- of the covevage provisions of ex~s t~ng  poiicies are specifica'ly desagned to WdbCe cr 
control these 

Another groblem facing both the industry and others involved in !ong-term care IS the lack 
of data upon which to base analyses and projections of need. use, and costs. The lndcstry has 
not hao sufficiaft experience with long-rerm care pciic~es to develoo reiiable actuar~al data. T h ~ s  
data base 1s essential for policy pricing, coverage design, and basic research. 
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Findings 

Long-term care insurance policies are based on a physician-driven medical model. They 
equate long-term care needs with health care needs. Health care is physician-controlled and 
relies on services provided in an institutional setting. The bias of long-term care insurance on 
coverage for care in skilled nursing home facilities is a reflection of the medical model rather 
than responsive to identified long-term care needs. Thus, a number of long-term care needs are 
not covered by most policies or covered only after an acute medical event has occurred. 

Because of its bias toward institutional care, long-term care insurance in its present form 
could finance a greater share of nursing home care (currently about 10/0).~3 However, it will not 
help shift demand to a home or community-based care system, and may, in fact, contribute to a 
"moral hazard" situation where demand for nursing home services is actually stimulated. 

The concerns of the insurance industry regarding adverse selection and moral hazard are 
reflected in the eligibility and coverage restrictions of their long-term care policies. From the 
insureds' perspective, this means that those least likely to claim benefits are those most likely to 
be granted coverage. 

A number of insurance companies offer long-term care policies with premiums ranging 
from $500 to $600 per year for applicants around age 65. This represents 5% of a $12,000 
income and can be considered "affordable" for many elderly persons. However, as age 
increases, and with it the probability of requiring long-term care, so does the cost of new 
insurance coverage. In order for long-term care insurance to be effective and affordable, an 
individual should be insured at an age when premiums are lower, and coverage must be 
maintained for the rest of their life. (If a policy is allowed to lapse, the person must reapply and, 
if eligible, pay premiums based on their age at the time of re-application, and !he "value" of 
years of coverage forfeited.) 



CHAPTER 6 

STATE TAX POLICY 

The State's policy of support for long-term care for the elderly raises the issue of qow 
much and in what manner public funds should be allocated to the effort. The elderly care 
programs join the competition for limited public funds, and the elements of fiscal and tax policy 
come into play. 

Tax credits to encourage the purchase of long-term care insurance (H.R. No. 13, HD 1) 
and to relieve persons who provide informal care to the frail elderly in their homes (H.R. No. 14, 
HD 1) reflect this situation, and should be evaluated not only in terms of their potential for 
implementing the State's policy toward long-term care but also in light of existing tax policy in 
Hawaii.' 

Hawaii's first tax review commission2 identified the basic tax policy g3als as: 

. . .  the fa i rness of taxes (equal treatment o f  equal taxpayers), 
s imp l i c i t y  o f  the tax system, e f f i c i ency  o f  the tax s t ruc tu re  i n  
generating revenue wicn a minimum o f  economic d is locat ion,  and the 
a b i l i t y  o f  revenues t o  meet fu tu re  expenditure needs.3 

The commission recognized that these goals may often be in conflict. A simple tax may 
not be fair, a fair tax may not be easily administered, and an administratively efficient tax may 
generate too much or too little revenue. These policy goals are widely accepted in the field of 
public finance and taxation and, in fact, differ very little from the principles of taxation identified 
by Adam Smith4 in the ~ighteenth century. 

Principles and Concepts of Taxation 

Tax policy is based on a few fundamental concepts and principles: 

Ver t i ca l  equi ty:  Appropriate treatment o f  households a t  d i f f e ren t  
leve is  of economic well-being. This i s  inherent ly  a value judgment. 
Taxes are characterized as progressive, propor t iona l ,  or  regressive 
according to  whether payments r i s e ,  are constant, or  f a l l  as a 
proport ion o f  income as income r i ses .  

Hor izontal  equity: Eqsal treat=er!t o f  equals. Hoiiseholds w i t h  the 
same income and xeal th receiv ing the same services should pay the 
same taxes. This p r i nc ip l e  i s  v io la ted by provis ions such as those 
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that enable homeowners to pay much loher income taxes than renters 
who are equally dell off. 

hieutraf i ty:  Taxes should not bias economic choices made by 
individuals and businesses because in competitive markets those 
actions will tend to produce an efficient allocation of resources. 
This principle must be qualified under certain conditions, such as 
if markets are not competitive or if economic choices entail social 
benefits or costs. These conditions can be characterized as "market 
imperfections . '  

Administrative costs: Taxes should not be extremely dSfrcult or 
expensrve for governments to aamlnlster relatrve to the revenue tkey 
produce. 

Compiiaace costs:  The computatlon af tax llabllity, inciudrng the 
fllling out of forms and keeping of records, should not place great 
burdens on  taxpayer^.^ 

The isme of eqcury can be approached ham ma perspectives 

The a$.iiity to pay: The a b i i r k y  ct6 pay principle states that taxes 
should be distribut& m a g  taxpayers in relatron ta their financial 
capacrties.. . a regressive tax mans that the ratro of tax payments 
to i n m e  declines as income rlses...a prapartronal tax means the 
ratro staces the same...a praeresslve tax means the ratio of tax 
payments rrses as income rises.6 

The hemfi t  t-eceived: Under the benefit received principle, taxes 
are regarded as "prices" and distributed in accordance witin 
the ... benefits received by taxpayers from government goods and 
services. 7 

ures (PT Tax Preferences 

The process of taxation causes a redistribut~on of i~come by takifig more morey f r cn  
some than from others and, ideaily, reilects society's consensus on the best way io distr~bate the 
costs of gouernnent."Tine tuning" a tax system to ackieve a fair distribution cf costs :s 
accomplis"rd by adjusting :he tax base with deductions or exemptions, and a1terii.g tax liab:lity 
through tax rates and tax credits. 

The income redistribution power of taxation can also be used to support sociai pclicyg 
The term "!ax expenditure" was coined by Stanley S. Surrey when he was Assistant Secretary of 
the Uniied States Treasury for Tax PoIicy1"o describe this use of taxirg power. 
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The term "tax expenditure" refers to the fact that many of the 
provisions of the U.S. tax laws are intended, not as necessary 
structural parts of a normative tax, but rather as tax incentives or 
hardship relief provisions. These p r o v i s i o n s  are  thus r e a l l y  
spending measures. D i r e c t  ou t l ays  cou ld  be designed t h a t  a re  
equ iva len t  i n  t h e i r  e f f e c t s  t o  the  tax  expendicure p rov i s ions  t h a t  
favor  c e r t a i n  groups o r  t h a t  encourage c e r t a i n  forms o f  a c t i v i t y  and 
favor  c e r t a i n  sources o f  income; ... It i s  being i nc reas ing l y  
recognized t h a t  unless a t t e n t i o n  i s  pa id  t o  tax  expenditures, a 
country does n o t  have e i t h e r  i t s  tax  p o l i c y  o r  i t s  budget p o l i c y  
under f u l l  c o n t r o l  (emphasis added). 

Tax expenditures intended as incentives are a type of subsidy. When targeted at 
consumers they become "user subsidies," and if targeted at producers or providers they serve 
as "provider subsidies." Thus a tax credit to encourage individuais to purchase long-term care 
insurance wou!d be a user subsidy granted as a tax expenditure. 

Tax experts usually oppose tax expenditure proposals for two reasons. First, they distort 
the resource allocation process of the budget by removing the activity from the general 
competition for public funds and from the periodic review that is part of the budget process. 
Second, tax expenditures or, as Hawaii's First Tax Review Commission called then,  narrow tax 
preferences, raise questions of equity and efficiency about the tax system as a whole, and 
stimulate requests from those with competing interests for similar favored tax treatment.12 

Guidelines for Analysis 

The National Conference of State Legislatures' State Tax Policy & Senior Citizens - A 
Leg slator's Gwde recommends that the following questions be ra~sed about any proposal to help 
senior citizens through tax rei~ef 

How mgch does i C  cost? 

. shy shosid the e l d e r l y  receive spec ia i  t reatment? 

Is tax r e i i e f  o r  zt d i r e c t  ex,enditure program more appropr iate? 

rnlch tax should ?ave t ke  h ighest  p r i o r i t y ?  Tnat is :  which tax  
is most onerous from the viewpoint o f  sen ior  c i c i zens  and thus 
the one toward which the most r e l i e f  should be d i rec ted? 

. How skci i la  the b e n e f i t s  o f  cax re l ie : '  be d i s t r i b u t e d ?  Should 
they be targeted? I s  an exemption, a deduct ion, o r  a c r e d i t  the 
most appropr iate device f o r  p rov id ing  r e l i e f ? l 3  
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Hawaii's Tax System 

The taxing power in Hawaii is highly centralized at the state level with state general and 
special fund tax revenues accounting for more than 80%0 of total state and county tax 
 collection^.^^ Earmarking of state tax revenues in Hawaii is the exception, with only 8% of tax 
revenues being deposited in special funds in 1987,'s Income and generai excise tax collections 
dominate the state tax system accounting for two-thirds of all general fund tax revenues and 
57%0 of total state tax revenues.16 

Historically, the Legislature established and has retained a progressive tax system with 
individual tax liability reflecting taxpayers' ability to pay." The individual income tax is 
progressive with graduated rates that increase as income rises. The regressive impact of the 
general excise tax has been recognized and addressed by means of tax credits rather than tax 
exemptions or deductions.18 The benefit of credits is targeted at low income taxpayers with a 
sliding scale system that reduces the amount of credit as income rises. 

The newly enacted medical services expense tax credit is specifically intended to refund 
the general excise tax paid on medical services that are subject to the tax. The probability that 
the elderly have higher medical expenses than most non-elderly taxpayers is recognized by a 
higher maitimum credit for those age 65 and older. 

Hawaii has also used tax credits as incentives and to provide relief for non-tax burdens, 
i.e. as "tax expenditures." The child passenger restraint system credit was established to 
encourage the purchase of a specific item - not to correct tax inequities. Similarly, the lifeline 
telephcne service credit (claimed directly by telephone utilities) refunds lost revenues to the 
utility equal to the revenue loss and administrative costs of reduced phone rates for low-income 
handicapped and elderly residents.'g These credits are not offered under the federal income tax 
law. The dependent care expense credit provides relief from expenses that are not attributable 
to taxation. 

The state income tax conforms closely with the federal tax code. This simplifies :axpayer 
compliance requirements and increases administrative efficiency. Hawaii's tax relief provisions 
for dependent care comply with those of the Internal Revenue Code. This includes the 
deperdent care :ax credir and state income tax benefits for tnose participating in employer- 
sponsored dependent care assistance plans that meet federal requirements. 

Findings 

The baslc goals of tax policy are fairfiess, simplicity, efficiency with minimum economic 
dislocation, and the ab~iiiy to provide adequate revenues 
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Taxes can exert an influence on the fiscal behavior of :axpayers. However, there !s no 
indication that taxes influence activities that are driven by non-economic factors. 

Taxing powers should not be used to provide incentives or relief for non-tax activities. 
Direct iunding through the budget process ensures that program needs are subject to periodic 
review and are balanced with competing demands for public funds. 

Hawaii's tax system is highly centralized and progressive. Tax credits have been 
established to compensate for those features that have been identified as unfairly impacting low 
income individuals. The system is characterized by the "ability to pay" principle reflected in 
graduated income tax rates and inversely graduated tax credits. The major use of the "benefit 
received" approach is the state highway fuel tax and vehicle weight fees. These revenues are 
derived from highway users and are earmarked for highway purposes. 

Hawaii's income tax law includes credits that (1) relieve tax inequities, (2) are user- 
subsidy incentives for the purchase of certain items, and (3) provide economic relief for certain 
non-tax expenses. Credits in the second and third categories are tax expenditures and could be 
funded directly rather than through the tax law. 

The state income tax law conforms closely with the Internal Revenue Code, including the 
provisions for dependent care. 
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TAX PROVISIONS OF OTHER STATES 

Forty-two states and the District of Columbia tax personal income 1 Of these, six have 
incentive or relief provisions that relate to long-term care In addition to these programs, more 
than one-haif of the states, including Hawaii, offer dependent care tax credits for employment- 
related dependent care expenses These credits are usually a percentage of the federal 
dependent care tax credit 

Except as noted, the following summaries are based upon the claims forms and 
instructions of each state, and the responses of therr tax directors to a Bureau questionnaire (see 
Appendix E) 

Taxpayers in Arizona who pard nu?sing nome, supmisory c x e  facri~ty, foster care, home 
health care, or medical expenses for a person age 65 w older may deduction?;. for such 
costs The care recipient does not have to be a relative of the taxpayer 

Taxpayers may also d a m  the elderly person as a dependent and be granted a personal 
exemption ($1,275 in 1988) rf the taxpayer pafd 

0 at least 25% of annual nursmg home, supervtsory care facility, foster care home, or 
home health costs or 

at least $800 for other medical costs 

Claims data on the program are not available. The program was enacted as an 
amendment to a nursing home regulation bill in 1981. The measure was enacted in an effort to 
reduce nursing home costs and to stimulate private sector participation in long-term care costs 
and services. In a study3 analyzing the Arizona and Idaho programs' effectiveness as 
incentives, program participants were identified, and two rounds of interviews conducted over a 
three-year period immediately foiiowing enactment. Of rhe 78 elderly identified as program 
participants in Arizona, :he average age was 86, and 8CVo were female. Sixty-six per cent had 
inconies of $5,000 or less. and the overall severity of disabilities (ADL and iADL impairments) 
was significantly greater than is found in the elderly population generally. 

Eighty per cent of the caregivers in Arizona were chiidren of the program participants, 
820io were female, and 72% were over age 55. Only 3% were non-relatives. Fifty-nine per cent 
reported income of $20,000 or more. More than three-quarters of the Arizona claimants 
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indicated that the tax provision was of real importance with a higher proportion of the more 
affluent holding this view. This can be attributed to the fact that the deduction must be ~temized 
and has no ceiling, thus offering greater tax savings to higher income  claimant^.^ 

Citation: Arizona Rev. Stat. $943-1062 (deduction), and 43-1023 (exemption) 

ldaho 

A resident taxpayer in ldaho who maintains a household with one or more dependents 
age 65 or older (the taxpayericlaimant provides more than one-half of each dependent's support) 
may claim a tax credit of $100. A maximum of three credits is allowed. In lieu of the credit, a 
tax deduction of $1,000 is allowed for a family member who is age 65 or older or who is 
developmentally disabled. The taxpayer must maintain a household for the dependent and 
provide more than one-half of their support. These provisions were first available for the 1981 
tax year. The deduction is rarely claimed because the credit is always more beneficial.5 

IDAHO CLAIHS EXPERIENCE 
TAX CREDITS FOR ELDERLY DEPENDENTS 

TAX YEAR NO. OF CLAIMS 
1981 Noc Available 
1982 t ,I 
1983 64 1 
1984 708 
1985 763 
1986 691 
1987 677 

REVENUE LOSS 
Not Available 

59,873 
59,044 
66,974 
66,879 
67,072 
62,157 

ldaho also allows taxpayers to itemize up to $1,000 in personal care expenses for dependents 
who are immediate family members. The care services must have been provided in the 
taxpayer's or care recipient's home, not reimbursed by medicaid, medicare or private insorance, 
prescribed by a physician, and supervised by a registered nurse. 

The analysis of the tax incentive effects of the ldaho program relied on interviews with 
398 elderly beneficiaries and their caregivers. Thirty-four per cent of the care recipients were 
age 85 or older, 78% were female, and 82% had incomes of less than $5,000. Care recioients 
reported a significantly higher level of disability than was found in the general elderly population. 

Caregivers in ldaho were all reiatives of the recipient and 94% were children or 
stepchildren. Forty-five per cent were age 55 or older, and 55% were female. Fifty-eight per 
cent of the caregivers reported income of less than $20,000. More than one-half were employed 
outside the home, and nearly one-half spent 2 to 3 hours daily providing personal assistance to 
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the recipient. Sixty-nine per cent provided $1,000 or more in general living expenses, but only 
12V0 paid $500 or more in medical costs.6 

Citation: Idaho Code $63-3022E (deduction) and 63-3025D (credit) 

Resident taxpayers in lowa may deduct itemized expenses of up to $5,000 for in-home 
care of a grandchild, child, parent or grandparent who is unable to live independently due to 
physical or mentai disabiiity, and is eiigibie tor public assistance. Expenses that may be 
deducted include food, clothing, transportation and medical costs not otherwise deductible. Only 
those expenses that are not reimbursed may be deducted. 

The lowa deduction has been available since the 1983 tax year. Data on the number and 
amounts reported are not available. 

Citation: lowa Code, §422.9(2)(e) 1989 

North Carolina 

North Carolina taxpayers may claim a deduction of up to $3,000 for payments made for 
the care or maintenance of one or both parents. The parent must be age 65 or older and have 
disposable income of $9,000 or less from sources other than gifts and inheritances. The parent 
cannot be claimed as a dependent of the taxpayer, must be a resident of the State, and not in a 
public or private institution for more than one-half the year. Expenses allowed are those 
generally permitted for care of dependents. Any monetary gifts from the parent to the taxpayer 
in excess of $700 must be subtracted from the amounts itemized. 

The North Carolina department of taxation is currently sampling returns for data on this 
provision. However, no claims data 1s available at present. The deduction has been available 
since the 1985 tax year. 

Citation: General Statutes of North Carolina, $105-147128) 

Oregon 

A tax credit of W o  (up to a maximum of $250) of the expenses of home care of a person 
age 60 or older is allowed in Oregon if the care is provided in order to keep the eiderly person 
from being placed in a nursing home. The claimant's household income must be less than 
$17,500 and the elderly person's household income must be less than $7,500. The amount paid 
by the claimant for the elderly person's care, less $500, 1s considered gift income to the elderly 
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person. Household income includes taxable and non-taxable income of both husband and wife. 
The elderly person must further be eligible for but not receiving assistance under Oregon's 
Project lndependence or from the State's Adult and Family Services Division. They may not 
reside in a nursing home or mental institution, and must have disabilities so severe as to 
normally require institutional care. 

The credit has been available since the 1980 fax year but is rareiy claimed. Project 
lndependence served 4,600 elderly residents of Oregon in fiscal years 1988 and 1989, and the 
credit is not available for program participants. Oregon does not maintain data on use of the 
credit. 

Citation: Oregon Revised Statutes, $5376.747, 316.148, and 316.149: Oregon 
Administrative Rules, $150-316.148. 

South Carolina 

Taxpayers in Sou~h Carolina may claim a tax credit for expenses paid lo support 
themselves or another in a licensed skilled nursing or intermediate care facility (in any state). 
Expenses claimed as medical deductions on federal schedule A or reimbursed from public 
sources may not be used to com!aite the credit. The amount of the credit is 200h of eligible 
costs tip to a maximum of $300. There are no age or income restrictions for the credit. 

The credit has been available since the 1987 tax year for whch 245 claims were f~ led with 
revenue loss of $70.000 

Citation: Code of Laws of South Carolina, $12-7-1235 

Findings 

Six states have specific tax provisions for long-term care. Five offer tax deductions !or 
defined expenses. and two have tax credits. 

Each of the programs is unique. However, all have resrrictions :hat iimit eiigibiliry 
through age and income requirements. allowable exi;enses, the relationship of :he cla;man: to 
the care recipient, or ceilings on the maxamum :ax benefit a!lowed. 

Arizona and South Caroiiria offer tax relief for insti:u!ionai costss wh!e the other four !im~t 
tkeir programs to taxpayers assisting persons in a wan-mstiiutionai setring. 

No significant administrative costs, or piobiems iegardrng equlty 3r conpiiance were 
reported by the states' tax administrators. 
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Two states maintain records on the number and amounts of claims. Idaho has between 
600 and 700 claims per year rotailing around $67,000 for its :ax crecit for hone care. South 
Carolina had 245 claims for a total of $70,000 under iis deduction ior nursing home costs paid by 
individuals 



CHAPTER 8 

ALTERNATIVES 

This chapter summarizes ,-. a few of the long-term care alternatives that have been 
proposed or are being tested as demonstration programs. The material is presented as a 
sampling of current efforts and does not constitute a recommendation for or against further 
consideration by the Legislature. 

It must be remembered that the goals of these approaches reflect the perspective of the 
sponsoring entity, and are not necessarily compatible with those of others involved with long- 
term care. State and federal government officials look to containing medicaid costs. Thus, rhey 
view success as shifting costs of services to the private sector or replacing them with 
alternatives that are less costly to the government. The elderly and their advocates look for 
alternativl?s to institutionalization because i i  is considered the least desirable choice for persona! 
and psychological reasons. The elderiy also seek to protecr the assets they have earned during 
their lifetimes. The insurance industry sees a potential market but can meet demand only to the 
degree that allows a reasonable profit. Long-term care institutions search for funding that is 
reliable and adequate, and assurances that a properly trained labor force will be available. 

National Social Insurance 

A number of researchers propose that long-term care be treated as an insurable risk and 
funded under a general social insurance program just as medicare covers acute heaith care 
services. Under these proposals all would contribute and earn the right to benefits. Cost 
sharing and deductibles are recommended to control demand. Alice Riviin and Joshua M. 
Wiener' propose that private insurance either provide protection that supplements a medicare- 
type public program, or be substantially expanded and asked to fund a specified period oi 
nursing home care (1 to 2 years) with medicare stepping in when care needs extend beyond the 
privately insured period. 

The Indiana Program 

In 1937 Indiana establisned a long-term care pror;ram tha!: offers incentives and 
assistance for individuals to purchase approved long-term care insurarce. ~ncludlng eligib~lity for 
coverage under medicaid without an income test: provides cwnseling serwces with regard tc 
long-term care; and assists certain persons with premium costs fcr private long-term care 
insurance. 

This program is condiiioned upon the state of Indiana receiving a medicaid waiver. The 
program is assisted by a giant from the Robert Wood Johnson Foundation, and is among the 
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Council of State Governments' suggested state legislation for 1989.' As of September 1988, 
Indiana was still awaiting the medicaid waiver. 

Citation: Burns Indiana Stat. Ann., $12-1-25 

Estate Recovery 

A 1988 report by the Office of the Inspector General of the United States Department of 
Health and Human Services found that, "Although Medicaid covers only about one-third of poor 
people over age 65, many elderly recipients retain sizable estates which pass to the heirs without 
reimbursement of public costs." The Tax Equity and Fiscal Responsibility Act allows states to 
establish estate recovery and lien piouisions to recover certain medicaid costs. For exampie, a 
program could require a lien on certain assets as a condition of medicaid eligibility while allowing 
families to retain and manage the assets while the elderly person is receiving long-term care. 
The iiens could be conditioned to avoid impoverishment of a surviving spouse or other 
dependent individual, and still aliow the slate to recover some of its medicaid costs eventually.3 
(Section 346-29.5, Hawaii Revised Statutes, relating to real property liens provides for liens of 
this nature in Hawaii.) 

Volunteer Service Credits 

T'ne 1987 report of Connecticut's Governor's Commission on Long-Term Care Financing 
inciuded a proposal to support a volunteer service credits demonstration program. The objective 
of the concept was to expand home and community-based long-term care by allowing volunteers 
to "bank" the time spent helping an elder and to "withdraw" assistance in the future when 
needed. The commission identified three basic components for a volunteer service credits 
program: 

0 it should be implemented by an existing organiza!ion such as a labor union, reiigious 
group. or fraternal association, 

a system to record and track credits earned and used must be developed, and 

the types of servlces covered including rheir exchange value be specliied 

The w e f t  of the program IS to expand the ne:work of !nformal caregivers beyond the 
inmediate friends and family by establishing a value and system of exchange for the time and 
services of infcrma! caregivers. Stich a pragram could be organized as a cooperatisle or qon- 
profit organirat:ond 

Langlife Insurance 

Thomas E. Getzen has proposed a new insurance product called "longlife insurance". 
Longlife insurance is the financial equivalent of a life care community v~ithout the bricks and 
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mortar, and would provide comprehensive financial support throughout retirement. According to 
Getzen's anaiysis, a couple a: age 60 could pay an initial lump sum of $9,885 followed by 
monthly premcums of $1 19. Their benefits would be $50 per day after the first 45 days in a 
hospital, skllled nursing facility or nursing home. Home health benefits would be $40 per visit 
after the first 30 days, Starting at age 76, the couple would receive $750 per month wi:hout 
regard to their health or care needs. The initial lump sum and premiums could be taken as 
distributions from empioyee retirement benefits. Upon the insured's death a guaranteed-return- 
of-premium clause would return to the estate the portion of all initial and monthly premiums in 
excess of benefits. 

The program limits adverse selection. The deferral of annuity payments and the 
reduction of annuitants through death would be sufficient to fund the program. It is estimated 
that two-thirds of rettrees could afford longlife insurance - 790% of couples, 57"0 single males and 
47% singie females. 

Getzen's proposal 1s based on known mortality and nursing home utilization rates, and 
conservative rate of return assumptions for ~nvested deposits and premlums 5 

Blue CrosslBlue Shield Custodial Care Insurance 

In November 1987. Blue CrosslBlue Shield of the Rochester, New York area began 
limited marketing of a custodial care poiicy. It does nor have prerequisites such as prior 
hospitalization, and covers care in the home, adult day health care centers, and nursing homes. 
Benefits are a percentage of costs with no dollar maximum rather than fixed indemnity 
payments. A case management approach is used to ensure that the most ap~ropriate custod,ial 
services are provided. The policy has a 100-day deductible for nursing home care (no deductible 
for lower levels of care) and pays 75% of care costs in facilities that have contracted &h the 
insurer (50% in other facilities). Premiums range from just under $60 per month i o  $238. 
Applicants must pass a rnedica! screening test. 

The policy holder selects coverage for 3. 4 or 5 years. Benefits are based on 365 
"service days" per year of coverage. As each type service is used the appropriate number of 
service days is deducted from the total available. Cafe in a less intensive setting than a nursing 
home is c'iarged as only one-half a service day, ihus significantly expanaing coverage and 
c:eat;ng an incent:ve to use home or bay care when ~ossibie.6 

Employer-Sponsored Programs7 

IBM offers a nationwide ir?toination ard  referral service to help employees find care for 
their eiderly famiiy me-iibers. Up ro three years unpaid !cave with continued health benefits and 
guaranteed re-emplcyment is also available. 

AT&T and two of its largest labor unions recentiy negotiated an elder care ~ackage that 
includes. generous leave provisions, coui-seiing and referral services. flexible spendins accounts 
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(Dependent Care Assistance Plans), and direct funding assistance for eiderly care programs 
nationwide. 

Stride Rite shoe manufacturing company 1s expanding its chiid care center to ificlude 
adult day care for empioyees' elderly parents. 

Several companies, including First Interstate Bancorp and American Express are offering 
long-term care insurance to their employees. information and counseling services are avaiiab!e 
to employees of Travelers, Johnson &Johnson, and several other major U.S. firms. 



CHAPTER 9 

FINDINGS AND RECOMMENDATIONS 

Tax Credit Incentive for the Purchase of Long-term Care Insurance 

H.R. No. 13, H.D. 1, requests an estimate of the number of persons who would be 
eligibie for a tax credit for long-term care insurance premiums; the feasibility of making the credit 
inverseiy graduated with a maximum of $500 for those with adjusted gross income under 
$20,000; the impact on medicaid costs: an examination of other financing mechanisms; and a 
determination of institutional and non-institutional services. 

Findings and Conclusions 

1. Number of persons Eligible. Based on statewide population estimates, the number of 
insurable persons age 65 or over is estimated to be: 

These figures assume that the moderately to severely impaired (22%) and those age 85 
and older (8%) are uninsurable. Those who are dependents of another for tax purposes are 
included. 

Using data on taxpayers who claim the age 65+ personal exemption the estimate is: 

This figure excludes the elderly who do not file state income tax returns and those who 
are dependents of another for tax purposes. The uninsurable are also exciuded using the same 
assumptions of 22% and 8%. 

Both estimates reflect the maximum number of persons who would be eligible without 
regard to: 

income - some couid not afford insurance, 

the person actually paying the premiums - a non-eider might purchase coverage for 
someone 65 or older, and 

0 other factors making a person uninsurable - some insurers reiy on factors other than 
age and general disability when considering applicants. 
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Both estimates assume that only one person would be allowed a credit for premiums 
covering an eligible elder, and that premiums covering persons under age 65 would not be 
eligible for the credit. 

2. Feasibility of an Inversely Graduated Credit. H.R. No. 13, H.D. 1 ,  outlines an 
inversely graduated tax credit of $500 per policy premium for AGI under $20,000 to $0 credit 
when AGI exceeds $60,000.' 

The following table shows that an estimated 84010 of persons claiming the age 65+ 
personal exemption have adjusted gross income of less than $20,000, and only 4010 have AGI in 
excess of $50,000. (The department of taxation data does not break down AGI data at the 
$60,000 level.) Thus, if  the AGI limits were to apply only to the insured elder and not to the 
purchaser of the policy, and if the credit were limited to the elderly age 6 5 + ,  the maximum 
credit of $500 would be available to an estimated 56.600 taxpayers. A cut-off at $50,000 would 
exclude some 3,000 taxpayers, and 8,000 would be eligible for a partial credit (AGI) between 
$20,000 and $49,999). 

STATE RESIDENT TAXPAYERS AGE 65 AND OLDER 

NUMBE8 OF NUMBER OF 
ADJUSTED AGE 65+ AGE 65+ LESS PER CENT 
GROSS EXEMPTIONS EXEMPTIONS UNI3SURABLE OF 
INCOME 1986 ACTUAL 1988 EST.* 1988 EST. *' TOTAL 

$0-9,999 55,974 62,892 44,024 65 
$:0,000-19,999 15,943 17,914 12,540 19 
SUBTOTAL 71,917 80,806 56,564 84 

$20,000-29,999 6,277 7,053 4,937 7 
$30,000-39,999 2,650 3,022 2,115 3 
$40,000-49,999 1,308 1,470 1,029 2 
SUBTOTAL 10,275 11,545 3,081 : 2 

* 6% ger year iccrease. 
** 22% due to existing impairments p l u s  8% due to age 8%. 

Source: Eeveloped ?roc Tibis 9, p.  45, Hamii Ifieorne Fatzerns 
I x i i v i d u a l . ~ ,  1986, Department of Taxation, S%te of 
Yawaii: March :989. 
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Recent surveys of long-term care insurance premiums show a number of policies 
avaiiabie in the 5600-700 range for applicants age 65 with costs rising as the age of the applicant 
increases. (See Rivlin, $684 average for age 65 "high-option" coverage. See also Consumer 
Repcrts, May 1988.) Well over one-half of those age 65+ are between 65 and 74 years of age. 
Assuming that ihere is a fairly even distribution by age and by income among those age 65 to 
74, a $500 credit would cover over 80°/o of a $600 annual premium for some 27,000 taxpayers. 

3. Effect on Medicaid Costs. The effect of long-term care insurance on state medicaid 
costs cannot be determined. While researchers agree that the potential exists for long-term care 
insurance to assume a greater share of institutional costs, onty 1% of these costs are currently 
being reimbursed by private insurance. Insurers avoid issuing policies to those more likely to 
use covered benefits, and the flat rate indemnity type coverage currently offered may not cover 
actual costs of the insured person. (During the preparation of this report, no case was found in 
Hawaii of nursing home costs being covered by long-term care insurance.) The fact that only 
low-risk persons are insurable means that several years of coverage will be required before 
statistically significant claims experience could be accumulated and analyzed to document the 
imoact on medicaid. 

In order to shift the cost of institutional long-term care from medicaid to private insurance 
the particular coverage that will accomplish the goal must be defined and be both profitable to 
insurers and attractive to potential purchasers. (See discussion of the lndiana program in. 
Chapter 8.) An approach of this type will not reduce the total costs of institutional care. 

4. Alternative Incentives. Chapter 8 provides an overview of some of the alternatives 
that have been proposed and demonstration projects being devetoped in other jurisdictions. 
While there is general agreement that long-term care insurance has the potential to assume a 
greater share of long-term care costs of the elderly, the costs, coverage and underwriting 
restrictions of the majority of available policies leave serious questions as to whether government 
should actively encourage individuals to invest in these products. Researct? indicates that the 
present priority should continue to be a strong public information effort and development of the 
population and de,nographic data required by insurers and researchers. 

5. Earmarking and Other Financing Mechanisms. The legislative auditor's report on 
earmarking the general excise !ax on health services will address the issue of dedicated 
revenues to finance specific prcgrams. 

6. Institutional and Non-institutional Services. TPe current sysrem for identifying and 
&!ivering long-term care services has been shaped by the physician-driven medical model. The 
major public programs (medicare and medicaid) and most long-term care insurance products are 
designed to identify and respond to care that is medically necessary. However. medical needs 
are only one part of the long-term care continuum and it is both unrealistic and costly to rely on 
physicians and other medicai professionals to direct all aspects of an individual's long-tem care. 
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The identification and delivery of non-medical long-term care needs is poorly developed relative 
to medically necessary needs. 

Recommendations 

1. The Legislature should not establish a tax credit incentive for long-term care insurance 
premiums at this time. Offering a credit based on a single years' premium will not ensure that 
coverage is maintained. Any user-subsidy should be provided directly so that continued 
coverage will be assured, and specific policies can be reguiarly evaluated to determine if they 
support the State's long-term care goals. 

2. The Legislature should continue to fund the information program(s) of the Executive 
Office on Aging and the Insurance Commissioner to counsel groups and individuals on the 
advantages and disadvantages of long-term care insurance. 

3. Government agencies and insurers must work together to identify the specific data 
needs and to develop the data bases for insurance product design and evaluation, as well as for 
public policy analysis. 

4. The definition of long-term care services, whether provided in an institution or the 
community, should be shaped by factors that reflect the entire continuum of long-term care 
need. Consideration might be given to focusing more on the length of time a service will be 
required rather than the specific service. Programs should also be designed to deliver long-term 
care needs identified by professionals in non-medical fields. The Executive Office on Aging 
should be the lead agency to coordinate the public and private sectors in this task. 

5 The lnsurance Commissioner should maintain records on the long-term care insurance 
policies available in Hawaii lncldding 

the number of poiic~es in effect 

the number of applications for coverage granted and denied including the reasons for 
decial, 

the amourts of benefits paid and n ~ m b e r  of pol~cyholders receiving benefits, and 

the conmons for which Decefits are being paid 

Tax Credit Relief for Families Caring for the Elderly 

H.R. No. 14. H.D. 1: requests an estimate of the number of persons eligible for a tax 
credit for families caring for the elderly who are ill: and alternatives, other than tax credits, to 
orovide rellef to these fami!ies. 
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Findings 

1 .  Number of Persons Eligible. The following are rough approximations rather than 
reliabie estimates. An accurate estimate of persons eligible !or the suggested tax ciedit requires 
statistically reliable population estimates for both caregivers and care recipients, and the basic 
parameters of the program under consideration. The assumptions upon which the 
approximations are based are not recommendations. 

Maximum - the primary caregivers for all impaired elderly receiving informal care are 
eligible: 

Intermediate - limited to those caring for the impaired elderly in the caregiver's home: 

Low - excludes any caregiver who is the spouse of the impaired elder: 

These figures are based upon the demographic data presented in Chapter 2 and assume 
that: 

only one ciedit is allowed for a care recipient, i.e. only the primary caregiver is 
eligible for the credit, 

the credit does not have an income ceiling for either the caregiver or the care 
recipient, 

caregivers need not be an immediate relative of the care recipient, 

the care recipient need not be a tax dependent of the caregiver, 

"elderly" means age 65 or older, 

''ill" means moderateiy to severely impaired and 1s not limited to purely medical 
cond~t~ons 
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"care" means the help needed when physical or mental disabilities impair the 
capacity to perform the basic activities of daily life, inciudes both skilled and 
unskilled assistance, and covers both monetary contributions or gifts and care 
services when provided directly by the caregiver. 

Persons eligible for the credit would tend to be age 45 or older, and nearly all would be 
spouses (unless specifically excluded by the program) or children of the impaired person, They 
would probably be caring for the person in their home and providing unskilled care to assist in 
activities of daily iiving rather than skilled nursing, therapy or medicai services. Their out-of- 
pocket expenses would be less than $50 per month. 

2. General Findings. 

Long-Term Care Demographics: An estimated 25,000 of Hawaii's 114,000 persons age 
65 or older are moderately to severely impaired. Of this group, 14,000 are age 75 or older. 
Between 20,000 and 21,000 of the impaired elderly are cared for informally by family or friends. 

Data on informal caregivers and recipients in Hawaii are not available. National surveys 
show the majority to be women.. age 45 and older, who are relatives of :he impaired person. 
One-third of informal caregivers are also employed outside the home, Informal caregivers report 
minimal direct costs attributable to their care activities. 

Data indicates that 40V0 of primary caregivers are the spouse of the impaired person and 
25% are other family or friends. The latter percentage may be higher in Hawaii. 

Many long-term care needs are for assistance with bathing, dressing, transportation, 
shopping, cleaning, etc. and are noi primarily medical unless associated with a specific iliness or 
cther medicai event. 

Long-Term Care Policy: The Executive Office or, Aging's long-term care plan states that 
community-based and home care are preferred by the eiderly and urges state support for their 
ceveiopmenr. It identifies financins as a priority and state tax credtts as a possible way to 
siiopor: family caregiving efforts. 

Littie researcn has been rordacted on home and sornmdWy-base0 care for :he impaired 
eiderly. 

in Hawa~i, recen? legisiatcn i a s  srpan-?eo the dece~Senl  rare :ax r r ~ d l :  icr emplsymen?- 
related expenses. and %is enacreo a texporary med:cai services tax credi; to efiset !be senerai 
excise tax o r  medical services The eiaerly are allowed righer maximum benefits bcder the 
rnedica! services credit. Both state a ~ 3  federal tax savings are a'~al;ai'le :; : k s e  ~articipating in 
ernpioyer-sponsored dependen: care assistance Drograrxs. 
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State Tax Policy: The basic goals of tax policy are fairness, simplicity, efficiency with 
minimum economic dislocation, and the ability to provide adequate revenues. 

Taxes can exert an infiuence on the fiscal behavior of taxpayers. However, there is no 
rndication that taxes inf!uence activities that are driven by non-economic factors. 

Taxing powers should not be used to provide incentives or relief for non-tax activities. 
Direct funding through the budget process insures that program needs are subject to periodic 
review and are balanced with competing demands for public funds. 

Tax Provisions of Other States: Six states have specific tax provisions ior long-term care. 
Five offer tax deductions for defined expenses, and two have tax credits. 

Each of the programs is unique. However, ail have restrictions that limit eligibility 
through age and income requirements, allowable expenses, the relationship of the claimant to 
the care recipient, or ceilings on the maximum tax benefit allowed. 

Arizona and South Carolina offer tax relief for institutional costs, while the other four limit 
their programs to taxpayers assisting persons in a non-institutional setting. 

Two states maintain records on the number and amounts of claims. Idaho has between 
600 and 700 claims per year totaling around $67,000 for its tax credit for iiome care. South 
Carolina had 245 claims for a total of $70,000 under its deduction for nursing home costs paid by 
individuals. 

Conclusions 

Unti! an accu-ate profile of family caregivers is available, programs that effectiveiy 
mplemevt and fund the State's policy of support for informal and community-based care for the 
mpairea elderly cannot be designed 

State tax credits for these caregivers wouid be contrary to accepted tax poiicy and, based 
iipon the limited data available, would not significantiy relieve tne major burdens they 
experience. 

The experience of other states offers little. ! f  any. guidance ir t"is matter 

The deveiopmenl and evaluation of alternative programs !c reiieve :anr:y aregivers :s  
similarly constrained by the lack of data in this area. H~~~rjever.  a general oattern of the 
development of care needs 1s suggested by recent research. This :s a pattern :n wnich, as a 
couple ages, they ace abie to meet their cornblned care needs to a large extent. Foi as long as 
poss~bie, these care efior!s reflect traditional sex roles with :he wife :espons.bie !or no2seho;d 
and personal care tasks, and the huscand responsibie for fhanctai rnaaagemenl and business 
affairs with adjmtmeats made as s~ec i f ic  disaoriities and care neels deveiog. The kilscanrf v~il l 
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pre-decease the wife and, without a second person to snare necessary tasks, she wiil require 
institutional long-term care. 

Recommendations 

1 The Leg~slature should appropriate funds to the Executive Office on Aging to conduct 
a survey and needs assessment of Hawaii's informal caregivers The results of this effort should 
be used by the EOA to design programs that will meet the documented needs 

2. The Legislature should defer further consideration of tax credits for famiiy caregivers 
unless the results of the survey and needs assessment show that: 

a majority of informal caregivers are experiencing significant financial hardship as a 
result of their care activities, and 

the tax system provides the most effective and efficient method for identifying such 
caregivers and delivering appropriate amounts of financial relief to them. 

3. The Executive Office on Aging should give priority to the development and 
strengthening of programs that: 

heip men develop household and personal caregiving skills that have traditionally 
been the responsibility of wives and daughters, and 

ensure that widowed elders have access to personal support and programs that help 
them develop the skills and resources necessary to continue living independently 
after the death of their spouse. 
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HOUSE OF REPRESENTATIVES 

Appendix A 

H.R. NO. 13 
H.D. 1 

FIFTEENTH LEGISLATURE, 1989 
STATE OF HAWAII 

HOUSE RESOLUTION 
REQUESTING A STUDY ON LONG-TERM CARE. 

WHEREAS, the elderly persons of this State through hard 
work, vision, and love of these islands have made Hawaii the 
place it is today, with a quality of life enjoyed by all of the 
State's people and envied throughout the world, and it is these 
individuals who deserve in their latter years lives filled with 
dignity, caring, and respect; and 

WHEREAS, one of the greatest concerns of the ever-increasing 
population of older people is the devastating expense of 
institutional long-term care, which at a private facility can 
impoverish a family in only two years or less and if provided by 
a government facility via public assistance, will mean that a 
similarly high cost must be borne by the taxpayers; and 

WHEREAS, the purchase of long-term care insurance is 
currently also expensive and usually beyond the means of most 
people, even though many with low but taxable incomes are able to 
pay part of the cost for such insurance, while those with low, 
nontaxable incomes needing the same protection are unable to pay 
any of the cost, and individuals from both groups could have 
assets that would have to be spent down to the point of 
impoverishment in order to qualify for public assistance; and 

WHEREAS, a mechanism is needed that will provide relief to 
individuals and to the taxpayers of the Stace from the burden of 
long-term care costs in a manner that will be fair to all groups 
by giving special incentives to buy long-term care insurance to 
those with taxable incomes less tnan a specified amount and also 
providing purchase incentives to those whose personal income tax 
returns show no taxable income; and 

WHEREAS, in addition :o incentives to purchase long-term 
care insurance, other efforts must be made to improve access to 
long-term care and to clarify terminology in this energicg area: 
now, therefore, 

BE IT RESOLVED by the House of Representatives of the 
Fifteenth Legislature of the State of Hawaii, Regular Session of 



Page 2 H.R. NO. 13 
H.D. 1 

1989, that the Legislative Reference Bureau is hereby requested 
to conduct a study of long-term care insurance, which shall 
include, but not be limited to: 

(1) An estimation of the number of persons eligible for a 
tax credit for long-term care insurance premiums; 

(2) The feasibility of making such a credit inversely 
proportional to the gross adjusted income of the 
taxpayer, with credit ranging from $500 per policy for 
those in the zero to $19,999 tax bracket to no credit 
for those with over $60,000 in taxable income; 

(3) The extent to which long-term care insurance can affect 
Medicaid costs to the State; 

(4) The consideration of alternatives that do not utilize 
tax credits but which provide other incentives for the 
purchase of long-term care insurance; 

(5) An examination of the concept of earmarking the four 
percent excise tax on health services to fund 
institutional and nonistitutional long-term care 
services, and an analysis of other possible financing 
arrangements, such as subsidies to providers, benefits 
to individuals, and the expansion of existing programs 
such as Medicaid; and 

(6) A determination of which services should be included 
within the scope of institutional care and wichin the 
scope of noninstitutional care: 

and 

BE IT FURTHER RESOLVED that the Legislative Reference Bureau 
report its findings and reccmwndacions to the Legislatcre at 
least twenty days prior to the convening of the Regular Session 
of 1990: and 

BE IT FURTHER RESOLVE3 that certified copies of this 
Resolution be transrnitced to the Director of the Legislative 
Reference Bureau and the 3irector of che Exectitive Office on 
Aging. 



Appendix B 

HOUSE OF REPRESENTATIVES 
FIFTEENTH LEGISLATURE, 1989 
STATE OF HAWAII 

M R .  NO. 14 
H.D. 1 

HOUSE 

REQUESTING A STUDY ON ESTABLISHING TAX CREDITS FOR FAMILIES 
CARING FOR THE ELDERLY. 

WHEREAS, the elderly persons of this State through hard 
work, vision, and love of these islands have made Hawaii the 
place it is today, with a quality of life enjoyed by all of the 
State's people and envied throughout the world, and it is these 
individuals who deserve in their latter years lives filled with 
dignity, caring, and respect; and 

WHEREAS, one of the greatest concerns of the ever-increasing 
population of older people is the devastating expense of 
institutional iong-term care, which at a private facility can 
impoverish a family in only two years or less and if provided by 
a government facility via public assistance, will mean that a 
similarly high cost must be borne by the taxpayers; and 

WHEREAS, it is also a burden on those families who care for 
the elderly who are ill at home because of the physical, 
emotional, and intellectual strain on family care-givers to 
provide round-the-clock care and meet the high cost of medical 
care and medication; and 

WHEREAS, the purchase of long-term care insurance is 
currently expensive and usually beyond the means of most people, 
even though many with low but taxable incomes are able to pay 
part of the cost for such insurance, while those with iow, 
nontaxable incomes needing the same protection are unable to pay 
any of the cost, and individuals from both grcups could have 
assets that would have to be spent down to the point of 
impoverishment in order for them to qualify for public 
assistance; and 

WHEREAS, a mechanism is needed that will provide relief to 
individuals and to the taxpayers of the State from the burden of 
long-term care costs a manner that will be fair to all groups by 
giving tax credits to families caring the elderly who are ill; 
now, therefore, 
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BE IT RESOLVED by the House of Representatives of the 
Fifteenth Legislature of the State of Hawaii, Regular Session of 
1989, that the Legislative Reference Bureau is requested to 
conduct a study of offering tax credits to families caring for 
the elderly who are ill, including, but not limited to: 

(1) The estimated number of persons eligible for a tax 
credit of this nature; and 

(2) Alternatives that do not utilize tax credits but which 
provide relief to those families providing care for the 
elderly who are ill; 

and 

BE IT FURTHER RESOLVED that the Legislative Reference Bureau 
report its findings and recommendations to the Legislature at 
least twenty days prior to the convening of the Regular Session 
of 1990; and 

BE IT FURTHER RESOLVED that a certified copy of this 
Resolution be transmitted to the Director of the Legislative 
Reference Bureau and the Director of the Executive Office on 
Aging. 



Appendix C 

Table 2 
Long Term CareICommunity Long Term Care Branch' Target Populations 

I Statewide Projections 

1985 
LTC i CLTCB 

Developmentally 
Disabled (DD) 

Chronically Mentally ill 
( C W  

Catastrophically 111" Not Not 
Available Available 

- - ~ .  

LTC I CLTCB ( LTC CLTCB 1 LTC / CLTCBI LTC ( CLTC 

'Consists of the long term care population which is projected to be Medicaid eligible and therefore a d d  be 
appropriate for CLTCB services 

@Comprised of residents age 65+ who are either in institutions or living in the community with limitations in their 
acfivity 

CB There is some overlap of persons in this population/gmup with other population groups due to the broad 
definitioo used for disabled " Includes AIDS population projected using a conservative 25% conversion rate 

SOURCE: Numbers are based on information from DPED. DOH. DD Council. Commission on the H a n d i i  



Appendix D 

John Hancock 

Daily Benefits: 
Nursing Home 
Home Health 
~dult Day care 

Qualifying Period: 

Waiver of Premium: 

Portable/Convertihle: 

Guaranteed Renewable: 

Lifetime Maximum: 

Eligibility: 

Underwriting: 

Participation: 

Age : 
45 
55 
6 5 
7 5 

$60, $80, $100 
$30, $40, $50 
Under Home Health Benefit 

90 days consecutive 
confinement. 

After 90 days of confinement. 

Benefits and rates are 
portable. 

Yes. 

1460 times nursing home benefit 
selected. 

Active employees, retirees, 
spouses and parents to age 79 

Non-Medical based on functional 
capacity. 

Must have a minimum of 750 
eligibles. 

80/day Nursing Home Benefit 



Hartford 

~aily Benefits: 
Nursing Home 
Home Health 

Adult Day Care 

Qualifying Period: 

Waiver of Premium: 

Portable/Convertible: 

Guaranteed Renewable: 

Lifetime Maximum: 

Eligibility: 

Underwriting: 

Participation: 

Age : 
45 
55 
65 
7 5 

520-5100 
50% of nursing home benefits 
for 26 weeks or number of weeks 
con£ ined. 
No adult day care available. 

20, 30, 60, 90, 100, or 180 day 
elimination period. 

90 days after confinement. 

NO. 

2, 3, 4, or 5 years. 

Active employees, retirees, 
spouses, and their spouses, and 
parents age 79. 

Everyone must complete medical 
information. 

No minimum number for group of 
significant size. 

$50/day Nursing Home Benefit. 



Travelers 

Daily Benefits: 
Nursing Home 
Home Health 
Adult Day Care 

Qualifying Period: 

Waiver of Premium: 

Guaranteed Renewable: 

Lifetime Maximum: 

Eligibility: 

Underwriting: 

Participation: 

Age: 
18-24 
35-39 
50-51 
65 
7 5 

120 days of covered services - 
Lifetime aggregate. 

After 120 days in a nursing 
home. 

Portable for coverage and 
rates. 

by class 

1500 times the daily nursing 
home care benefit selected. 

Active employees, spouses, 
retired employees and their 
spouses, and parents ages 18 to 
80. 

Everyone must complete an 
enrollment form with medical 
questions. 

No minimum. 

$50/day Nursing Home Benefit 



The Independence Plan 
Underwritten by: Life Insurance Company of North Fmerica 

Daily Benefits: 
Nursing Home 

Home Health 

Adult Day Care 

Qualifying Period: 

80% of usual, customary, and 
reasonable to $125,000 
100% of usual customary and 
reasonable to 6150,000 

48 hours of hospitalization 
then confinement within 30 days 
or 21 days of skilled nursing - 
home. 

Waiver of Premium: After 90 days in a nursing 
home. 

Portable/convertible: Benefits and rates portable. 

Guaranteed Renewable: yes. 

Lifetime Maximum: 

Underwriting: 

$125,000 for Nursing Home 
Beneflts, $150,000 for Home 
Health Care. 

~ l l  employees medically 
underwritten. 

Participation: No minimum. 

Other: Extra $5,000 for Alzhelner 
patients. $10,000 benefrt wrtb 
no hospltallzatlon for Home 
Health Care wlth soEe criteria. 

High option. 

Age : 



MNG-TERU CARE POLICP OHPARISON--INDIVIDUAL POLICIES 

Terms & Provisions Aetna - M R P  - 
Ganeral Contract Provisions 
Age Limits - Purchase 
Age Limits - Benefits 
Daily Benefit Options 
Benefit Period Options (yrs) 
Elimination Period Options (days) 
Renewability 
Waiver of Premium 
Pre-Existing Conditions (days) 
Inflation Adjustment Option 
Premium Type 
Alzheimer's Covered 
Organic Medical Disorders Covered 

50-84 
None 

$40-120 
4-6 

20-100 
Guaranteed 

yes 
180 
yes 

Level 
Yes 
yes 

18-84 
None 

$40-100 
4 ** 

0-100 
Guaranteed 

Yes 
9 0 

yes 
Level 
yes 
Yes 

50-84 
None 

$30-100 
2-6 

20/100 
Guaranteed 

yes 
180 
Yes 

Level 
yes 
yes 

60-84 
None 

50-79 
None 

~uaranteed 
yes 

Guaranteed - - 
yes 

Level 
Yes 

360 
yes 

Level 
yes 
yes 

mrsing Home Benefits 
Levels of Care Covered 

0. 
u3 All Levels Covered @ same Benefit 

Level of Care Required C, Admission 
Number of Days Required in Hospital 
No. Of Days Allowed Between Hospital 
Discharge & Nursing Home Admission 
Number of Skilled Days Required 
Type of Facility Required 
other 

A1 1 
Yes 

A1 1 
Yes 

Custodial 
0 

A1 1 
yes 

custodial 
0/3 

9 0 
0 

A1 1 
Yes 

Custodial Custodial 
0-3 

0 
0 

Skilled 
0 

Skilled 

5 yrs 
7 yrs 

3 yrs 
3 yrs 

Haximum Consecutive Stay [yrs) 5-6 
Maximum Llfetlme B2refit i y r s )  4-6 

4 yrs 
4 yrs 

6 yrs 
6 yrs 

Home Health Care Benefits 
Maximum Benefit Available (yrs) 2 
No. of Days Required in Nursing Home 30 
No. of Days Required in Hospital 0-3 
No, of Days Allowed between Hospitals 
Discharge & Home Ijealthcare 0 
No, of Days Allowed Retween Nursing 
Home Discharge & Home Healthcare 0 
Benefit Available as Extra Rider Only yes 

750 visits 
-0- 
-0- 

N/A 

N/A 

3 0 

3 0 
Yes 



LONG-TERM CARE POLICY COXPARISON--INDIVIDUAL POLICIES (continued) 

Terra & Provisions Aetna Mutual AHslr - CNA AARP - - 
Monthly Premiur for $6O/Day 3 Day Hospital $50 D ~ Y /  
3 Year Benefit - 20 Day Elisination 4 Yr Plan 30 Day Elim. 90 Days 
Age 55 15.20 NO Rates 20.10 NO 16sue NO Rates 
Age 65 38.85 NO Rates 49.80 30.90 NO Rates 
~ g e  75 119.75 NO Rates 126.30 72.10 NO Rates 

\.> 
0 nonthl? Presiw for $6O/DaY 0 Day Hospital 

3 year-~anefit - 20 Day Eli~inat~on 
Age 55 19.80 28.99 39.00 NO Rates 20.00 
Age 65 56.80 43.95 83.40 NO Rates 55.00 
Age 75 209.75 94.95 225.00 NO Rates 135.00 
*Differant if custodial 

**365 Days (for ages 80-84) 



Specimen Policy 

Individual: 

General Definitions: 

Injury: 

Bodily injuries caused by an accident, independent of all 
other causes. The accident must occur while coverage is in 
effect. 

Sickness : 

Sickness or disease manifesting itself after the Effective 
Date of this contract. 

we, us, Our: 

The Insurance Company. 

YOU, Your: 

The Owner named in the application. 



A c t i v i t i e s  of  Da i ly  Liv ing:  

These a c t i v i t i e s  a r e  a  measure of  t h e  I n s u r e d ' s  need f o r  
long-term c a r e .  The a t t e n d i n g  phys ic i an  m u s t  c e r t i f y ,  i n  
w r i t i n g ,  t h o s e  a c t i v i t i e s  which t h e  Insu red  i s  unable t o  
perform. The a c t i v i t i e s  i n c l u d e  t h e  fo l lowing:  

1. e a t i n g ;  

2 .  d r e s s i n g ;  

3 .  ba th ing ;  

4 .  walking; 

5 .  g e t t i n g  i n  and o u t  of bed; 

6 .  t a k i n g  medicat ions;  and 

7 .  u s ing  t h e  t o i l e t .  

Adult Day Care Center :  

An organization t h a t  p rov ldes  a  program of a d u l t  day c a r e  and 
t h a t  f u l l y  meets a l l  of t h e  fol lowrng t e s t s :  

1. It i s  e s t a b l r s h e d  and ope ra t ed  as an Adult Day Care 
Center  i n  accordance wi th  any applicable s t a t e  o r  
l o c a l  laws.  

2 .  Its s t a f f  m c l u d e s  all of tbe  followrng: 

a .  A f u l l - t i m e  d i r e c t o r ;  

b .  One o r  more r e g r s t e r e d  g r a d u a t e  nurse ( R . N . J  
i n  a t t endance  dur ing  operating hours f o r  a t  
l e a s t  4 hour s  a  day; 

c .  Enough f u l l - t i m e  s t a f f  melahers t o  ma in ta in  a 
c l i e n t - t o - s t a f f  r a t io  of 8 t o  1 o r  b e t t e r ;  

d .  A d i e t i t i a n ;  

e .  A l i c e n s e d  p h y s i c a l  t h e r a p i s t ;  

f .  A l i c e n s e d  speech t h e r a p i s t ;  and 

g .  A l i c e n s e d  occupat iona l  t h e r a p i s t .  

3 .  It o p e r a t e s  a t  l e a s t  5 days a  week f o r  a  d a i l y  
minimum of  6 hours  and a  d a i l y  maximum of 1 2  hour s .  



4. ~t maintains a written record of medical services 
given to each client. 

5. It has established procedures for obtaining 
appropriate aid in the event of a medical 
emergency. 

Nursing Care Facility: 

A facility which meets all of the following standards: 

1. It is licensed by the state in which it is located. 

2. It is a separate faciLity or a distinct part of 
another facility physically separated from the rest 
of such facility. 

3. It provides Skilled or custodial Nursing Care to 
individuals who are not able to care for themselves 
due to sickness or injury and who require nursing 
care. 

4. Its primary function is to provide, for a charge, 
room and board and nursing care. The care must be 
performed under the direction of a licensed 
physician, registered graduate professional nurse 
(R.N.), or licensed practical nurse (L.P.N.). 

5. It is not, other than incidentally, a hospital, a 
home for the aged, a retirement home, a rest home, 
a community living center, or a place mainly for 
the treatment of alcoholism, mental illness or drug 
abuse. 

Skilled Nursing Care: 

Care which uses professional nursing methods and procedures 
administered by licensed health care personnel. This care 
consists of one or more of the following: 

1. intravenous injections; 

2. tuba1 or intravenous feedings; 

3. oxygen therapy; 

4. catheterization; and 

5. administration of medications. 

It is performed under the orders of a licensed physician by a 
registered graduate professional nurse (R.N.) or licensed 
nurse (L.P.N.) and is available on a 24-hour basis. 



Custodial Nursing Care: 

Care which is designed to provide personal assistance with 
the Activities of Daily Living which the Insured is not able 
to perform. 

Other Coverage: 

All health care coverage. This coverage may be provided by 
any other insurance or welfare plan or prepayment 
arrangement, or by any federal, state or other governmental 
health care plan or law (except Medicaid under Title X I X  of 
the Federal Social Security Act). 

Physician: 

A duly licensed practitioner of the healing arts who is 
practicing within the scope of that license. 

Reasonable Charge: 

An amount measured by comparing it with charges normally made 
for similar services and supplies to individuals of similar 
medical condition in the locality where the charge is made. 

Waiting Period: 

The Waiting Period is the number of days shown in the 
schedule during which the Insured would otherwise qualify for 
coverage. 

A separate Waiting Period is not applied to each type of 
care; only one Waiting Period applies whether the Insured is 
confined in a nursing home or receiving home health or adult 
day care services. 

If the Insured has not incurred covered expenses for home 
health or adult day care or been confined to a Nursing Care 
Facility for 6 consecutive months, the Insured must satisfy a 
new Waiting Period. 

The days counted in the Waiting Period do not have to be 
consecutive. No day will be counted toward the waiting 
Period if it was prior to the Effective Date of the Contract. 

Eenef its : 

The carrier will pay the benefits described in this section 
if, as a result of covered injury or sickness, the Insured's 
physician certifies that care and 'reatment are medically 
necessary, are delivered in the least intensive health care 
setting required, and that the care and treatment are based 
on a physician's plan in accordance with accepted standards 



of medical practice. Certification will be required 
periodically, but not more than once every 31 days. No 
benefits shall be payable for care received during the 
Waiting Period. The most the carrier will pay for all 
services received on one day will be the Daily Limit. 

Lifetime Maximum: 

The total of all benefits payable under this contract during 
the Insured's lifetime will not exceed the amount stated in 
the Schedule. Increases to the initial Daily Limit from the 
two Benefit Inflator Options, if selected, will not be 
applied toward the Lifetime Maximum. 

Home Health Care Benefit: 

The benefits are payable up to the Daily Limit. The amount 
payable is 80% of covered home health care expenses incurred 
by the Insured for each day the Insured is not able to 
perform three or more of the Activities of Daily Living. 

Covered home health care expenses include reasonable charges 
for: 

1. Services of an agency which is licensed by the 
state to provide: 

a. home health care; or 

b. home health aide services; or 

c. hospice services. 

2 .  Nursing care provided by a licensed nurse (R.N., 
L.P.N., L.V.N.). 

3. Care provided by a licensed physical, respiratory, 
occupational, or speech therapist. 

4. Nutrition counseling provided by or under the 
supervision of a registered dietitian. 

adult Day Care Center Benefit: 

The benefits are payable up to the Daily Limit. The amount 
is 80% of the reasonable charges for covered Adult Day Care 
center expenses incurred by the Insured for each day the 
Insured receives covered adult day care services at an Adult 
Day Care Center. 

The Adult Day Care must be an organized program of 
therapeutic and rehabilitative care provided in an Adult Day 
Care Center. Such care must be ordered in writing by a 
physician and be structured according to a written plan of 



care developed just for the Insured. 

skilled Nursing Care Benefit: 

If the Insured's physician certifies that the lnsured 
requires Skilled Nursing Care in a covered Nursing Care 
Facility, the benefits are equal to the Daily Limit shown in 
the Schedule for each day the Insured is confined and incurs 
a charge for the day of confinement. 

Custodial Nursing Care Benefit: 

If the Insured's physician certifies that the Insured 
requires Custodial Nursing Care in a covered Nursing Care 
Facility and the Insured is not able to perform three or more 
of the Activities of Daily Living, the benefits are equal to 
the Daily Limit shown in the Schedule for each day the 
Insured is confined and incurs a charge for the day of 
confinement. 

Exclusions: 

The carrier will not pay the benefits of the contract for 
that portion of any expense which is: 

1. for care or treatment for which no charge is 
normally made to the Insured; 

2. for care or treatment where the person perfoming 
the servlce is the Insured's spouse, chrld, parent, 
slbling, spouse's chlld, or spouse's parent; 

3. for care or treatment received outside the United 
states; 

4. caused by declared or undeclared war or any act 
thereof; 

5. caused by any attempt at suicide, within the first 
2 years, whiie sane or insane; or intentionally 
self-inflicted iiljury; 

6. payable under any Other Coverage; 

7. caused by mental or nervous lisorder, alcoholism, 
or drug abuse without demonstrable organic disease. 
This exclusion does not apply to senlie dementia, 
including Alzheimer's Disease. 

Premium Payment: 

The first premium payment is due, in full, within 30 days 
after the Effective Date. Premiums, after the first, may be 
paid annually, semi-annually, quarterly or for any other 



period which the carrier and you agree upon. They must be 
paid on or before the date they are due or during the grace 
period. They must be paid to the carrier at its office or to 
one of the carrier's authorized representatives. Renewal 
premiums will be due on the day after the end of each term 
for which premiums have been paid. 

Premium Change: 

On each due date, the premium will be based on the Insured's 
age and classification when the contract was issued and on 
the table of rates in effect on that due date for this 
contract. The carrier will notify you at least 30 days in 
advance of the last day for timely payment of the premium of 
any change in the premium due which is caused by a change in 
the table of rates. 

Waiver of Premium: 

If on any premium due date you have benefits due for that 
date, the carrier will waive that premium. Any premium paid, 
which would have been waived, will be refunded. 

Grace Period: 

The carrier will allow a 31 days grace period after the due 
date for payment of any premium after the first. During this 
period, this contract will be in full effect. If any premium 
past due is not paid during this period, this contract will, 
except as stated in the "Reinstatement" provision, end. The 
carrier will refund any unearned premium paid when the 
carrier receives proof at its office of death. 

Reinstatement: 

If any premium is not paid, the carrier's later acceptance of 
premium without requiring an application for reinstatement 
will restore this contact as of the date the carrier accepts 
the premium. If the carrier requires an application and 
gives a conditional receipt for the premium, the contract 
will be restored on the date the carrier approves your 
application. Lacking such approval, the contract will be 
resorted on the 45th day after the date of the conditional 
receipt unless before then the carrier has notified you in 
writing of its disapproval. 

Your restored contract will provide you the same benefits 
that you had before you failed to pay premium when a loss is 
caused by: (a) an injury sustained after the date the 
contract is restored; or (b) a sickness which starts more 
than 10 days after that date. In all other respects, you 
have the same rights that you had before you failed to pay 
premium, subject to any rider attached to, or to any 
endorsement made on, this contract at the time it is 



restored. 

Entire Contract; Changes: 

The entire contract between the carrier and the applicant 
consists of the contract, all attached pages, and the written 
application. All statements made in the application are 
considered to be to the best knowledge and belief of the 
applicant and not as promises of truth. Unless it is in the 
written application, the carrier will not use any statement 
to avoid this contract or to reduce or to deny a claim. No 
change in this contract shall be valid until approved by one 
of the carrier's officers and unless that approval is 
endorsed or attached to the contract. No person other than 
one of the carrier's officers can, for it, alter or waive any 
terms or provisions of this contract. 

Contest : 

1. Misstatements of the Applicant--~fter coverage 
under this contract has been in effect during the 
Insured's lifetime for two years, the carrier will 
not contest the coverage or reduce or deny a claim 
based on the statements made in the application. 

2. Pre-existing Conditions--After coverage under this 
contract has been in effect during the Insured's 
lifetime for 6 months, the carrier will not reduce 
or deny a claim for a loss that starts after those 
6 months because it was caused by a pre-existing 
condition which was not admitted in the 
application. For any other condition which was 
fully described in the application, the carrier 
will not reduce or deny a claim for a loss that 
starts after the Effective Date of a coverage 
unless that condition is excluded by name or 
specific description. A pre-existing condition is: 
(1) A condition for which medical advice or 
treatment was received during the months prior to 
the Effective Date of the coverage; or ( 2 )  a 
condition which produced symptoms which would cause 
an ordinary prudent person to seek diagnosis, care 
or treatment during the same period of time. 

Notice of Claim; Claims Forms: 

The carrier must receive written notice of claim at its 
office within 60 days after any covered loss occurs or 
begins. If notice cannot be given at that time, it must be 
given as soon as reasonably possibly. When the carrier gets 
the notice, it will send out forms for filing proof of loss. 
If the carrier does not send the forms within 15 days after 
receiving written notice, its requirements will be met if the 
carrier receives written proof of the event and type and 



e x t e n t  of  t h e  l o s s  w i t h i n  t h e  time s t a t e d  i n  "Proofs  of  
LOSS. " 

Proofs  of Loss:  

The c a r r i e r  must r e c e i v e  w r i t t e n  proof of l o s s  w i th in  90 days 
a f t e r  t h e  d a t e  t h e  l o s s  began o r  occur red .  I f  i t  is not  
reasonably  p o s s i b l e  t o  g i v e  t h i s  t ime ly  p roof ,  t h e  c la im w i l l  
n o t  be a f f e c t e d  i f  it is  s e n t  a s  soon a s  i s  reasonable .  But,  
u n l e s s  t h e  person  making t h e  claim i s  l e g a l l y  i n c a p a c i t a t e d ,  
proof must be  given w i t h i n  one yea r  from t h e  time i t  is 
o therwise  due. 

Payment of Claims; Time of  Payment of Claims: 

The c a r r i e r  w i l l ,  on r e c e i v i n g  proof of  a  covered l o s s ,  pay 
you t h e  b e n e f i t s  due. For cont inuing  l o s s e s ,  t h e  c a r r i e r  
w i l l  pay t h e  b e n e f i t s  due,  monthly, on r e c e i p t  of due p roof s  
of l o s s .  Any accrued b e n e f i t s ,  unpaid a t  your dea th ,  w i l l  be 
p a i d  t o  your e s t a t e .  I f ,  a t  t h e  t ime of payment: 

1. b e n e f i t s  a r e  payable  t o  your e s t a t e ;  or 

2 .  any b e n e f i t  i s  payable  t o  a  person who i s  a  minor 
o r  who is  n o t  a b l e  t o  g ive  a  v a l i d  r e l e a s e ;  t h e  
c a r r i e r  may pay t h e  b e n e f i t ,  up t o  $1 ,000 .00  
($3,000.00 i n  F l o r i d a ) ,  t o  any r e l a t i v e  of yours ,  
by blood o r  by marr iage ,  who t h e  c a r r i e r  t h i n k s  i s  
e n t i t l e d  t o  t h e  b e n e f i t .  The c a r r i e r  w i l l  b e  
d i scha rged  t o  t h e  e x t e n t  of any such payment made 
i n  good f a i t h .  

Phys ica l  Examination: 

To a s s i s t  t h e  c a r r i e r  i n  e v a l u a t i n g  a  c la im,  t h e  c a r r i e r  
r e s e r v e s  t h e  r i g h t ,  a t  i t s  expense,  t o  examine t h e  Insu red  
when and a s  o f t e n  a s  t h e  c a r r i e r  t h i n k s  is  reasonable .  

Ownership: 

The Applicant  f o r  t h i s  c o n t r a c t  w i l l  be  t h e  o r i g i n a l  owner. 
You, whi le  t h i s  c o n t r a c t  s t a y s  i n  e f f e c t ,  may e x e r c i s e  a l l  
r i g h t s  g iven  i n  t h i s  c o n t r a c t .  

Assignment: 

Ownership of  any b e n e f i t  provided under t h e  c o n t r a c t  may be 
t r a n s f e r r e d  b y  assignment .  No assignment is b inding  on t h e  
c a r r i e r  u n t i l  it r e c e i v e s  a  copy of  t h e  w r i t t e n  assignment a t  
i t s  o f f i c e .  The c a r r i e r  w i l l  n o t  determine i f  an assignment 
is  v a l i d .  Proof of i n t e r e s t  must be f i l e d  with any claim 
under a  c o l l a t e r a l  ass ignment .  



~egal Actions: 

NO legal action may be brought to recover on the contract 
within 60 days after written proof of loss has been given, as 
required, or after 3 years (in Kansas, five years; in south 
Carolina, six years; and in Florida, the time period stated 
in the statute of limitations) from the time proof of loss is 
required. 

Age : 

If the Insured's date of birth or age was misstated in the 
application, all benefits are what the premiua paid would 
have purchased at the correct age. If, according to the 
correct age, the carrier would not have issued a coverage, 
the carrier will not pay any benefits, but the carrier will 
refund all premiums paid. The coverage will be considered 
void. If, as a result of misstatement of age, the carrier 
accepted premium for coverage beyond the date on whicb 
coverage would have ended according to the correct age, no 
benefits will be paid, but the carrier will refund premiums 
for the period beyond that date. The coverage will be 
considered to have ended on that date. Proof of age may be 
filed at any time at our office. Age means age at last 
birthday. 

Non-Participating: 

Thrs contract wili not share in the carrier's surplus 
earnings. 



Appendix E 

JULY 1989 QUESTIONNAIRE 

LONG-TERM CARE TAX INCENTIVES/RELIEF 

STATE 

TYPE OF PROGRAM: TAX CREDIT ; DEDUCTION - 

OTHER (DESCRIBE) 

LEGAL CITATION 

FIRST TAX YEAR AVAILABLE --- 

ESTIMATED ANNUAL ADMINISTRATIVE COSTS (Most Current) 

CLAIMS EXPERIENCE (All years for which data are available) 

TAX YEAR NUMBER OF CLAIMS REVENUE LOSS ( $ 1  ---- 

CONTACT PERSON : PHONE ( ) 
- -- ................................................................. ................................................................. 

COMMENTS 

We will appreciate any comments and observations you have on the 
program, specifically with regard to tax administration, compliance 
or equity issues. 


