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SUBJECT: LAWS 2012, CHAPTER 351 (ARIZONA LONG-TERM CARE TRUST NOW:  

LONG-TERM CARE INSURANCE PREMIUMS; DEDUCTION) 
 
This memo summarizes the estimated fiscal impact of Laws 2012, Chapter 351.  This legislation allows 
subtractions, in calculating a taxpayer’s Arizona adjusted gross income, equal to 1) long-term care (LTC) 
insurance premiums paid by tax filers that do not itemize deductions and 2) deposits made to LTC savings 
accounts. 
 
Estimated Impact 
 
Based on past Arizona Department of Insurance (DOI) premium estimates, updated for inflation and 
population growth, the legislation’s premium tax deduction is estimated to reduce General Fund revenues 
by $(4.1) million in FY 2014.  The bill’s provision for a tax subtraction equal to deposits to LTC savings 
accounts is further estimated to reduce General Fund revenues by at least $(52,000) in FY 2014. 
 
Additionally, there could be a revenue reduction if the tax incentives encourage those who do not 
currently have long-term care insurance to purchase a policy.  Revenue reductions could however, be 
offset by increased insurance premium tax revenues and reduced expenditures for the Arizona Long Term 
Care System (ALTCS) (assuming additional LTC insurance coverage reduces ALTCS usage).  For each 
$1.0 million in General Fund savings to ALTCS, the bill would have to decrease enrollment by 
approximately 175 people. 
 
Analysis 
 
The law allows premium costs for LTC insurance, paid by tax filers that do not itemize their deductions, 
to be subtracted in calculating Arizona adjusted gross income, effective January 1, 2013.  LTC insurance 
provides services that help with activities of daily living, adult day care, nursing home care, home health 
care, and respite care.  Arizona filers who itemize deductions on their state tax returns are already allowed 
deductions of such expense and are thus not impacted by this provision of the law.  Additionally, the 
legislation allows people to subtract all deposits made to LTC savings accounts in calculating Arizona 
adjusted gross income, also effective January 1, 2013.  These accounts will be used to save for LTC 
expenses and will be managed by fiduciary administrators. 
 
Based on past DOI estimates, updated for inflation and population, approximately 122,000 Arizonans are 
projected to have LTC insurance policies in FY 2013 with an average annual premium paid of $1,970.  
The JLBC fiscal estimates are based upon the assumption that 50% of these policyholders itemize income 
tax deductions and therefore are already eligible for this incentive.  This percentage exceeds the 45% of  
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all Arizona filers that claimed itemized deductions in 2007 (most recent statistic available) because LTC 
insurance policyholders likely report higher income on average and would thus also be more likely to 
itemize their deductions.   
 
Using $240 million in total LTC premiums, a 50% itemizer rate and an average marginal individual 
income tax rate of 3.25%, the insurance premium provision of the legislation is estimated to decrease 
General Fund revenues by $(4.1) million in FY 2014.  A previous estimate of $(8.0) million for the 
provision’s General Fund impact assumed all LTC insurance premiums paid, not just those by filers who 
do not itemize deductions, could be subtracted from taxable income. 
 
The law also allows individuals to deduct the full amount of deposits to LTC savings accounts from their 
Arizona adjusted gross income.  These accounts would be used to save for LTC specific expenses, 
similarly to how medical savings accounts are used for general medical expenses.  Low to moderate 
utilization of a similar program in Nebraska suggests though, that the reduction in revenues to the General 
Fund may not be significant.  In CY 2010, utilization of the Nebraska program consisted of a total of 
$465,000 deposits in 369 accounts.   
 
Adjusting these figures for Arizona’s larger population, it is estimated that the bill would result in $1.6 
million deposits in 1,300 LTC savings accounts in FY 2014.  At this utilization, the tax subtractions for 
deposits would reduce General Fund revenues by $(52,000).  This figure may underestimate the revenue 
reduction however, since the tax deduction offered in Nebraska (capped at $2,000 for those filing jointly 
and $1,000 for single tax filers) is less generous than in Chapter 351.  This estimate does not assume any 
administrative efforts by the state in regulating the savings accounts. 
 
There could be more reductions in revenues to the state if the law’s incentives induce more people to 
purchase LTC insurance.  However, this reduction would be partially offset by increased insurance 
premium tax collections equaling 2% of net premium income for insurance companies.  Additionally, 
higher use of private insurance could cause utilization of ALTCS to decline and lower AHCCCS’ General 
Fund expenditures.  To generate $1.0 million in General Fund savings realized to ALTCS from this 
impact, enrollment would need to decline by approximately 175 people. 
 
Local Government Impact 
 
The Urban Revenue Sharing formula distributes 15% of income taxes collected 2 years prior to 
incorporated cities and towns.  Therefore, the bill’s insurance premium subtraction incentive would 
reduce these distributions by $(608,200) and the savings account deposits incentive would reduce them by 
$(7,800) in FY 2016. 
 
Since counties pay a portion of ALTCS program costs, any decrease in utilization would result in savings 
to counties, but not to cities and towns.  To generate a $1.0 million reduction in county contributions from 
this impact, ALTCS enrollment would need to decline by approximately 120 people. 
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