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SUBJECT: INCOME, Credit for long-term care insurance premiums
BILL NUMBER: HB 584, HD-2
INTRODUCED BY: House Committee on Finance

BRIEF SUMMARY: Adds a new section to HRS chapter 235 to allow taxpayers to claim a tax credit for
the amount paid for a long-term care insurance premium. The maximum amount of credit for an
individual taxpayer or a husband and wife filing jointly shall be the lesser of: (1) $2,500, or (2) 50% of the
cost of any long-term care insurance premium payments; provided that a husband and wife filing
separately for which a joint return may be filed shall only be entitled to the amount of credit if they had
filed jointly. Stipulates that the tax credit shall be available to taxpayers with adjusted gross income of:
(1) $100,000 or less for a married couple filing jointly; or (2) $50,000 or less for individual taxpayers.

Delineates what premium payments shall be eligible for the credit and specifies persons, besides the
taxpayer and immediate dependents, whose premiums may be eligible for the credit. Credits properly
claimed and in excess of tax liability shall be refunded to the taxpayer.

If the taxpayer takes a deduction under IRC section 213 (with respect to medical, dental, etc., expenses)
no tax credit may be claimed for that portion of the cost for which the deduction was taken. Claims for
the credit must be filed within twelve months of the close of the taxable year or be waived if not filed on
time.

EFFECTIVE DATE: January 1, 2020

STAFF COMMENTS: This measure provides an incentive to taxpayers to purchase long-term care (LTC)
insurance premiums by allowing taxpayers to claim a credit for amounts paid for such imsurance. To the
extent that this is an alternative to a state-run, long-term care insurance program, it is a proposal that
deserves serious consideration. The question is whether or not individuals will plan ahead for their needs
in time to make such insurance reasonable and affordable. Encouraging taxpayers to acquire LTC
insurance now will insure that the state will not be burdened with supporting persons as the need arises.

The question now is whether or not the state can afford an incentive given all the other competing
interests. It should be noted that, as drafted, it would appear that the credit limits are per return. Thus,
the 50% or $2,500, whichever is less, applies to all insurance paid by the taxpayer filing that return.

Thus, if a couple bought policies for themselves and one of the spouse’s parents, the maximum amount
that could be claimed would be $2,500 even though the premiums for all three policies total more than
$5,000. On the other end, with an unknown impact, the legislature may want to take it slow and phase-in
the credit to assess the impact that this credit will have on the state treasury.

It should be noted that the proposed measure limits the availability of the credit for those joint filers with
$100,000 or less and single filers with $50,000 or less of adjusted gross income. If the intent is to get as
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HB 584, HD-2 - Continued

many people to take out private, long-term care policies, then the credit should not be limited to only
those with a certain amount of income. A couple at the high end of the income scale may have the
resources to take out policies for themselves as well as for an aging parent. They should be provided the
same incentive to do so as it will save the state in the long run from having to provide long-term care for
any one of them. Consideration might be given to an inversely graduated amount of credit such that the
amount of the credit gets smaller as income grows larger.

Given that many advocates of a previously proposed state run long-term care insurance system noted that
to do nothing about providing for such coverage will, in the end, cost the state more to provide that care,
the credits proposed in this bill can be viewed as a long-term investment on the part of taxpayers that will
msure that future taxpayers will not be asked to pick up the tab for long-term care for a growing segment
of the population.

That said, lawmakers should not overlook the fact that unless the necessary services and facilities are
available and in ample supply, no amount of insurance or money will be able to access the needed care.
Like early childhood care and education the same trilemma of affordability, accessibility and quality apply
to long-term care as well.

Digested 3/10/08
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Senate Committee on Human Services & Public Housing
Senator Suzanne Chun Oakland, Chair

Date of Hearing: March 13, 2008
Time: 1:15 PM

RE: HB 584, HD2 -- Relating to Taxation

Chair Chun Oakland and members of the Committee, NAIFA (National Association of Insurance
and Financial Advisors) Hawaii, an organization made up of insurance and financial advisors
across Hawaii supports HB 584, SD2, in providing our citizens with an incentive to purchase
LTC (long term care) insurance.

This measure will allow Hawaii residents to qualify for a LTC insurance premium tax credit.
The tax credit will apply to married couples filing jointly with an adjusted gross income of up to
$100,000 and up to $50,000 for an individual taxpayer. The tax credit shall be the lesser of
$2,500.00 for a joint return or 50% of the LTC insurance premium for an individual for the
taxable year which payments are made.

The tax credit for LTC insurance premium payments will allow our residents to use this tax
incentive either as a tax credit or a tax deduction. The tax deduction is allowed under the
Internal Revenue Code and Hawaii tax law for medical services and premium payments,
provided that these expenses exceed 7.5% of the taxpayer’s adjusted gross income.

Medicaid began as a safety net for the less fortunate but over the past 30 years loopholes have
“saved” family assets through “Medicaid planning” that we see advertised. By purchasing LTC
insurance policies, the original Medicaid “safety net” can serve those truly in need. The burden
on state and federal governments continues to grow and we need to address this complex
problem before the baby boomers wind their way through their golden years.

We support a tax credit for LTC insurance premiums for Hawaii’s citizens. We realize the
fiscal constraints on the general fund but urge that this LTC insurance premium tax credit

measure continue to move forward.

Thank you for allowing us to share our views.

Cynthia Hayakawa

Executive Director
NAIFA
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