
CLTC Digest  | WINTER 17

Questions often arise about the federal tax 
deductibility of long-term care (LTC) riders and 
����i`� Li�iwÌ� �/
� «���VÞ� V�ÃÌÃ°� �ÕV�� �v� Ì�i�
confusion centers around the fact that stand-
alone (traditional) LTC policies enjoy a number 
of tax advantages. Individual taxpayers have 
the opportunity to choose either a federal tax 
deduction under IRC §213 as a medical expense, 
or receive reimbursement from a Health Savings 
Account (HSA)—both opportunities being 
subject to IRS limits. There are also attractive tax 
advantages for business owners when purchasing 
traditional LTC policies through their businesses.  
However, the tax advantages afforded to 
traditional LTC policies do not necessarily carry 
�ÛiÀ� Ì�� V��L�� �À� �ÞLÀ�`� ­����i`� Li�iwÌ®� �/
�
«���V�iÃ°� +Õ>��wV>Ì���� v�À� Ì>Ý� `i`ÕVÌ���Ã� >�`�
HSA eligibility depends largely on how the policy 
is structured.

LTC RIDERS ON LIFE INSURANCE 
AND ANNUITIES

As of January 1, 2010, the Pension Protection Act 
2006 declared that an IRC §213 tax deduction 
for medical expenses is not allowed for the cost 
of a LTC rider, if the charge for the LTC rider is 
deducted from the cash value of a life insurance 
policy or annuity contract. This will apply to 
certain “combination” LTC products, depending 
on the product and their structure.

LTC Riders on Life Insurance
Most life insurance policies with LTC riders take 
Ì�i��/
�V�>À}iÃ�vÀ���V>Ã��Û>�ÕiÆ�Ì�iÀiv�Ài]�Ì�iÃi�
products generally will not qualify for any type of 
tax deduction or HSA eligibility. 

Ɣ� Possible Exception: Whole Life Policies 
with LTC Rider. Because these policies
typically are structured differently in 
regard to how premiums are received 
and used to pay policy and rider charges, 
some LTC riders on whole life policies 
may qualify for a tax deduction or 
HSA eligibility. Contact the carrier for 
V�>À�wV>Ì���°

LTC Riders on Annuities
Nearly all annuities take the charge for the LTC 
rider from the contract value, thus will not qualify 
for a tax deduction or HSA eligibility. 

.KPMGF�$GPGƂV�.6%�2QNKEKGU
Whether there is eligibility for a tax deduction 
or HSA reimbursement for the LTC costs varies 
between carrier versions of this product. Please 
V�iV��Ü�Ì��Ì�i�Ã«iV�wV�V>ÀÀ�iÀ�v�À�V�>À�wV>Ì�������
deductibility.

Ɣ� Some products are designed with
Ãi«>À>Ìi��`i�Ì�w>L�i��/
�«Ài��Õ�Ã�Ü�Ì��
���Ì�iÃ�Ì��V>Ã��Û>�ÕiÆ�Ì�iÃi��/
�«Ài��Õ�Ã�
may qualify for a tax deduction or HSA 
eligibility. 
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Ɣ� Other policies take LTC charges from cash
value and will not qualify for a tax deduction or 
HSA eligibility.

SEPARATE IDENTIFIABLE LTC PREMIUMS

Policy structure is the key. In order for LTC premiums 
to be tax deductible or HSA eligible, they must 
Li� Ãi«>À>Ìi� >�`� �`i�Ì�w>L�i°� ��� >``�Ì���]� Ì�i� �/
�
premiums must never be linked to the cash value of the 
policy. Only the life insurance component of the policy 
can be associated with the cash value. 

In addition, life insurance premiums are not tax 
deductible as a medical expense, so if an individual 
taxpayer decides to take a deduction, it would only be 
for the cumulative total of LTC rider costs (per person if 
married) up to age-based limits. 

Individuals Taking a Medical Deduction vs. 
an HSA Reimbursement
It always makes good sense to consult a tax advisor 
on such matters. However in general, the amount 
of tax savings from claiming a IRC §213 medical 
tax deduction vs. spending pre-tax HSA dollars 
for the LTC premium would be similar. Both tax 
advantages are subject to the same age-based 
limits. Keep in mind the taxpayer may only choose 
one tax advantage—they may either deduct their 
allowable LTC premium, or be reimbursed for the 
allowable HSA reimbursement.

Individuals who own an HSA account may want 
Ì�� wÀÃÌ� V��Ã�`iÀ� V�iV���}� Ì�� Ãii� Ü�iÌ�iÀ� Ì�iÞ�
qualify for a medical tax deduction before taking 
a reimbursement from their HSA account. The 
tax deduction is more valuable than an HSA 

reimbursement by the sheer fact that it preserves 
HSA dollars for use in a tax year when the taxpayer 
is unable to qualify for the medical deduction. 

Also worth noting is that currently, it may not be 
easy for individuals to qualify for the medical tax 
`i`ÕVÌ���°� ��ÀÃÌ]� �Ì��ÕÃÌ��>�i� w�>�V�>�� Ãi�Ãi� v�À�
Ì�i� ��`�Û�`Õ>�� Ì>Ý«>ÞiÀ� Ì�� �Ìi��âi� `i`ÕVÌ���ÃÆ�
and second, the taxpayer must pay for qualifying 
medical expenses out-of-pocket in an amount 
iµÕ>��Ì��Ç�¤¯��v�Ì�i�À�Ƃ`�ÕÃÌi`��À�ÃÃ���V��i�­Ƃ��®�
before any additional medical expenses (which 
includes LTC premiums) will qualify as deductible.

.KPMGF�$GPGƂV�2QNKEKGU� CPF� .6%�
Tax Advantages for Businesses
LTC tax deductibility rules for 
businesses vary from those of 
individual taxpayers. The rules 
Ã«iV�wV� Ì�� LÕÃ��iÃÃ� �Ü�iÀÃ�
purchasing a policy for themselves 
and their spouse also vary with 
the type of business entity. These 
rules may also apply to the 
LTC components of certain life 
��ÃÕÀ>�Vi� L>Ãi`� ����i`� Li�iwÌ�
policies when structured to qualify 
for a tax deduction.


�V�À«�À>Ì����"Ü�iÀÃ�>�`�

ÝiVÕÌ�Ûi�	i�iwÌÃ
7�i�� �/
� V�ÛiÀ>}i� V�>ÃÃ�wi`� Õ�`iÀ� �,
�
ÅÇÇäÓ	� �Ã� «ÕÀV�>Ãi`� LÞ� >� 
�V�À«�À>Ì���� v�À�
>�L��>�w`i��Ü�iÀ�Ü�À���}����Ì�i�LÕÃ��iÃÃ]��À�
purchased by any business entity providing 
i�«��Þii� �Ü�i`� Li�iwÌÃ� v�À� >�� i�«��ÞiiÉ
iÝiVÕÌ�Ûip£ää¯� �v� Ì�i� �/
� «Ài��Õ�Ã� Ü����
be deductible to the business as accident and 
health premiums, and will be excluded from the 
employee’s income. The life insurance premium 
>ÌÌ>V�i`� Ì�� Ì�i� «���VÞ� Ü���� >�Ã�� Li� £ää¯�
deductible to the business as compensation 
(wages) paid, and the employee will pay tax on 
the life insurance premium amount as income 
received.

"Ü�iÀÃ��v�>�	ÕÃ��iÃÃ�
�>ÃÃ�wi`�
>Ã�>�*>ÃÃ�Ì�À�Õ}��
�Ì�ÌÞ
Owners of any pass-through entity will be able 
to deduct the LTC premiums of the policy, but 
that deduction will be subject to age-based 
����ÌÃ°� /�iÀi� �Ã� ��� ÀiµÕ�Ài�i�Ì� Ì�� �Ìi��âi�

Life Insurance
(Holds all cash value.)

LTC Premiums
(Have no cash value.)
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deductions, nor is the business owner 
ÃÕL�iVÌ�Ì��Ì�i�Ç¤¯�y��À��v��ÕÌ��v�«�V�iÌ�
medical expenses. Rather, the deduction 
will be taken as some form of self-
employment health insurance, making 
it an “above the line” deduction for the 
business owner.

What are Age-Based Limits?
These limits are calculated and published each 
year by the IRS and determine the maximum 
tax deduction available, or maximum amount 
allowed as an HSA reimbursement based 
on age banding. The rates generally go up 
on an annual basis, however, due to various 
formula factors used in the calculations and 
rounding, it is possible on rare occasions that 
a segment or segments of these numbers 
will stay the same from one year to the next. 
Even more rare is for a subset of numbers to 
go down, but that is what happened for the 
Ì>Ý�Þi>À�ÓäÓÓ�v�À�>}iÃ�È£�Çä°�/�i�Ài`ÕVÌ����
was limited to $10. The chart below shows 
Ì�i���ÃÌ�ÀÞ��ÛiÀ�Ì�i��>ÃÌ�wÛi�Þi>ÀÃ�v�À��,-�>}i�
based limits. 

CHRONIC ILLNESS RIDERS.. .
NOT DEDUCTIBLE

Chronic illness riders are a different product. 
While similar in some respects, it is important to 
remember they are not long-term care products 
and:

x� They cannot be marketed or spoken of 
as long-term care coverage

x� They are not required to and usually do 
not offer the comprehensive consumer 
«À�ÌiVÌ���Ã� ÀiµÕ�Ài`� �v� �,
� ÅÇÇäÓ	�
long-term care coverage. 

x� They are not tax deductible or HSA 
eligible


�À���V� ����iÃÃ� À�`iÀÃ�>Ài�V�>ÃÃ�wi`�Ã��i�Þ�Õ�`iÀ�
IRC §101(g) for determining any tax advantages. 
7���i�Ì��Ã�>���ÜÃ�v�À�V�À���V�����iÃÃ�À�`iÀ�Li�iwÌÃ�
to be tax-free up to IRS guidelines, none of 
the costs for a chronic illness rider qualify for a 
Ì>Ý� `i`ÕVÌ���]� ��À� >Ài� Ì�iÞ� µÕ>��wi`� v�À� �-Ƃ�
reimbursement.

IRS AGE-BA SED L IMITS
Attained Age 
$GHQTG�'PF
QH�6CZ�;GCT�� ����� � ����� � ����� � ����� � ����

���QT�WPFGT $   420  $   420  $   430  $   450  $   450

������ � f���Çnä� � f���Ç�ä� � f���n£ä� � f���nxä� � f���nxä

������ � f£]xÈä� � f£]xnä� � f£]ÈÎä� � f£]È�ä� � f£]È�ä

����� $4,160  $4,220  $4,350  $4,520  $4,510

��
 � fx]Óää� � fx]ÓÇä� � fx]{Îä� � fx]È{ä� � fx]È{ä
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FINAL THOUGHTS

Even when LTC premiums can be listed on a tax return 
>Ã�>�� �,
�ÅÓ£Î�Ì>Ý�`i`ÕVÌ���]� �Ì�Ü����Li�`�vwVÕ�Ì� v�À�
many individual taxpayers to reach the requirements 
�ii`i`�Ì��Ài>��âi�Ì�i�`i`ÕVÌ���°��i`�V>��iÝ«i�ÃiÃ�
must generally be higher in a year when income is 
lower. For people with HSA accounts, reimbursements 
(up to age-base limits) for LTC premiums paid will be 
available for products that qualify. Business owners 
will have greater latitude in capturing tax deductions. 
However, the bottom line is that one should choose 
the LTC solution that meets the care needs they 
envision in the future, not because there might be a 
tax deduction.
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>��>��À���yÕi�Vi����«À���Ì��}�Ì�i��ii`�
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Neither the company not its representative give legal or tax advice. Please consult your 
>ÌÌ�À�iÞ��À�Ì>Ý�>`Û�Ã�À�v�À�>�ÃÜiÀÃ�Ì��Ã«iV�wV�µÕiÃÌ���Ã°

.6%�5VCPF�#NQPG�2QNKE[
(individually owned)

.6%�5VCPF�#NQPG�2QNKE[�
(paid for by a business or corp.)

.KHG�+PUWTCPEG�DCUGF�.KPMGF
$GPGƂV�.6%�2QNKEKGU�

LTC Rider on Life Insurance

LTC Rider on Annuities

Chronic Illness Rider on 
Life Insurance

TAX DEDUCTIB IL ITY POTENTIAL

YES, within IRS limitations.

YES. Rules and amount will vary based on the type of business entity and particular
circumstances.

YES]�Ü�i���/
�V��«��i�ÌÃ��v�Ì�i�«���VÞ�>Ài�«>�`�v�À�Ü�Ì��Ãi«>À>Ìi��`i�Ì�w>L�i�
«Ài��Õ��­��Ì�vÀ���V>Ã��Û>�Õi®°�7�i��µÕ>��wi`]�Ì>Ý�>`Û>�Ì>}iÃ�v�À�Ì�i�VÕ�Õ�>Ì�Ûi�
total of LTC premiums follow the same rules as traditional LTC premiums (whether 
paid for by an individual or paid for by a business). Please check with the carrier 
Ài}>À`��}�«���VÞ�ÃÌÀÕVÌÕÀi�>�`�Ü�iÌ�iÀ�µÕ>��wi`�v�À��/
�Ì>Ý�`i`ÕVÌ���Ã°

NO (generally), when the cost of the rider is paid from cash value deductions,
which applies to most policies, except some whole life policies. Please check with 
the carrier.

NO.

NO.

#�)GPGTCN�5WOOCT[�HQT�VJG�2QVGPVKCN�VQ�&GFWEV�.6%�2TGOKWOU
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