BILL # HB 2319 TITLE: tax credit; long-term care insurance
SPONSOR: Stump STATUS. AsAmended by House HEALTH

PREPARED BY: JennaGoad, Blake Riley

FISCAL ANALYSIS
Description

Beginning in FY 2010, the bill would allow ataxpayer to claim anonrefundable individual income tax credit for premium
costs associated with long-term care insurance for the taxpayer, taxpayer’ s spouse, parent, parent-in-law, and other
dependents. The tax credit islimited to either 10% of the premium amount or $500 per person, whichever isless.

Estimated | mpact

Based on current premium usage as estimated by Arizona s Department of Insurance (DOI), the bill is estimated to reduce
Genera Fund revenues by $(18.1) million beginning in FY 2010. Based on rates from Texas, JLBC Staff estimates the hill
would reduce General Fund revenues by between $(8.7) million and $(24.3) million. There could be an additional revenue
lossif the bill encourages those who do not currently have long-term care insurance to purchase it or causes premiums to rise,
which could be offset by reduced expenditures for the Arizona Long Term Care System (ALTCY) if additional coverage
reduces ALTCS usage.

Analysis

Long-term care insurance provides services that help with activities of daily living, adult day care, nursing home care, home
health care, and respite care. Long-term care insurance costs primarily depend on an individual’ s age and coverage benefits.
The older an individual is when they purchase a policy and the more benefits that will be received, the higher the premium
will be.

Based on a marketing survey, DOI estimates approximately 119,197 Arizonans had long-term care insurance in 2006. DOI
also estimates that the average annual premium paid by a policyholder is $1,524. Based on these numbers, each policyholder
could claim $152 on average, resulting in atotal credit of $18.1 million. Because the credit would be effective in calendar
year 2009, it is assumed that the credits would be claimed starting in FY 2010. The cost impact also assumes all persons
purchasing the insurance will claim the credit and that no premiums will be above $5,000, which would reduce the credit
below 10% of the premium.

Although DOI does not have detailed information on the long-term care population in Arizona, a private research firm
estimates that, nationally, 7% of individuals with long-term care insurance are under the age of 45, 15% are between the ages
of 45-54, 45% are between the ages of 55-64, 26% are between the ages of 65-74, and 7% are over the age of 75. Based on
rates provided by the Texas Department of Insurance, annual premiums can range from around $200 for an individual under
45 to over $7,000 for those older than 75. Applying these figures to the Arizona long-term care population, it is estimated
that the total amount claimed as tax credits under this bill would be between $8.7 million and $24.3 million. Table 1 gives
details of annual average long-term care insurance premiums according to age.

Tablel
Average Annual Premiums According to Age Groups
Min. Coverage Min. Total Max. Coverage Max. Total
Age Participants Annual Premium Tax Credit ($M) Annual Premium Tax Credit ($M)

Under 45 8,344 (71%) $ 212 $0.2 $ 813 $ 07
45-54 17,880 (15%) 291 05 856 15
55-64 53,639 (45%) 438 24 1,363 7.3
65-74 30,991 (26%) 1,074 33 3414 10.6
Over 75 8,344 (1% 2,760 23 7,201 _42

119,197 $8.7 $24.3




The credit is capped at 10% of the premium or $500, whichever isless. Therefore, the amount of credit that could be claimed
would depend on the annual premium. Based on the average premiums for minimum and maximum coverage policies, it is
estimated that total credits would be between $8.7 million and $24.3 million. For the low estimate, based on minimum
coverage policies, thiswould result in a General Fund revenue loss of $(8.7) million, as the average premiums for these
policies do not exceed $5,000 and individuals with these policies would not be impacted by the $500 cap. The high estimate,
based on maximum coverage policies, would result in a General Fund revenue loss of $(24.3) million. Since the average
premiums for these policies can exceed $5,000, some of the credit takers would be limited by the $500 cap.

There could be additional revenue loss to the state if the bill results in more people purchasing long-term care insurance.
However, if more people purchase long-term care insurance, utilization of ALTCS could decline. Thiswould result in
savings to the state due to decreased Arizona Health Care Cost Containment System expenditures. The amount of these
potential savings cannot be estimated.

L ocal Government I mpact

The Urban Revenue Sharing formula distributes 15% of income taxes collected 2 years prior to incorporated cities and towns.
Thebill, therefore, could reduce these distributions by $(2.7) million using DOI’ s estimate or between $(1.3) million to
$(3.6) million based on the Texas figures, starting in FY 2012.

Because counties pay a portion of ALTCS program costs, any decrease in ALTCS utilization would also result in savings to
the counties.
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