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September 9, 1998 
I 

TO: Len Burman, Mark McClellan 


FROM:' "Chris Jennings,Jeartne Lambrew~'-
~ t ,; 

RE: 	 REVIEW OF LONG-TERM CARE TAX CREDIT ESTIMATES 

Len, welcome. This is the first of what surely will be many overly demanding requests with very 
little time to respond. We look forward to working with you. ' 

We are hoping to schedule a meeting on Friday afternoon to review the estimates of the long
, term care tax credit options that you all developed in July and early August. We specifically 
wanted to go over: 

• 	 For both the 2 plus and 3 plus ADL eligibility groups: 

Split between the elderly and non-elderly 

Split between tax filers / spouses with ADL limitations and those who !rre claimed 
as dependents 

Number of those claimed as dependents who only qualifY by broadening the 
'definition of dependency (beyond waiving the $2750) 

Number of nonfilers meeting the eligibility criteria who do not get the credit, split 
between elderly and nonelderly. I 

, . 
• 	 Assuming the set of offsets discussed in August, what is the maximum credit per filing 


unit that we could afford for both the2 plus and 3 plus ADL eligibility groups: ' 


• 	 What are the 5 and 10 year costs for the 2 plus ADL eligibility group if the credit were: 
$750 "'\ 

$1000 

• 	 Can we get year-by-year, line-by-line: Treasury and JCT estimates of the offsets 

We have already requested and received many of these estimates, but given the pressure at the 
, tim~, we, wanted lQgive,yQ~ C;lU ,a ,chance to revisit, revise, update etc ,as, necessary. 

Please can-with questions, and thanks. 





Five and Ten Year Revenue Estimates' 
of LTC: Credit for Two or Three ADLS 

Effective 1/1/2000 

( $ billions) 

2000-2003 2000-2008 

2 + ADLs 
$500 credit 
$700 credit 
$750 credit 
$1000 credit 

3 + ADLs 
$500 credit 
$750 credit 
$850 credit 
$1000 credit 

August 8 estimates 

2+ADLS 
$500 credit 
$1000 credit 

3+ ADLS 
$500 credit . 
$1000 credit 

-3.1 
:-4.3 
-4.6 
-5.9 

-2.4 
-3.6 
-4.0 
-4.6 

-9.5 
-13.0 
-13.9 
-18.1 

-7.5 
-10.9 
-12.1 
-14.2 

-3.9 -12.4 
,-7.5 -23.5 

-3.3 -10.0 
-6.2 -18.9 

sept9model 98/09/11 

Italicized credits ($700 2ADL and $850 3ADL) yield five year but not 
necessarily ten year estimates close to the "payfor". 



Revenue Estimates 

Possible Paytonl for Long-Term Care Proposals 


Prelimina!y 

Fiscal Years 
10-Sep-1998 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 .1998-2003 1998-2008 

($'s in millions) 

Provision: 

Package 1: 
Allow taxpayers to use foreign tax credits to reduce income lor 1 year back and 
carryforward 7 years 0 47 248 322 277 260 241 181 97 66 62 1154 1801 
Require constructive ownership for certain financial derivatives (Kennelly bill) .0 53 35 2 23 41 46 50 55 61 67 154 433 
Liquidating REITS 0 30 60 60 60 60 60 60 60 60 60 270 570 
Modified child and dependent care tax credit proposal(savings relative to Budget proposal) 0 81 373 327 333 333 331 333 331 329 326 1447 3097 
Replace Harbor Maintenance Tax 0 176 205 220 235 251 269 288 308 329 352 1087 2633 

Total Packag_ 1 0 387 921 931 928 945 147 912 861 846 867 4112 8534 

Packag_ 2: 
Accelerate scheduled tobacco tax increases 0 2027 1244 817 203 0 0 0 0 0 0 4291 4291 
Require constructive ownership lor certain financial derivatives (Kennelly bill) 0 53 35 2 23 41 46 50 55 61 67 154 433 

Total Packag_.2 0 2080 1279 819 226 41 46 60 56 61 67 4446 4724 



Long-term Care Tax Preferences 

SUMMARY 

• 	 Should long-term care tax preferences be expanded? Neither narrow nor broad 
expansions of tax preferences for long-term care would be good policy. N¥1"oW . 
expansions would continue down a slippery slope and would not be cost effective in 
providing needed long term care services nor in reducing Medicaid expenditures. Broad 
expansions designed to jump-start the long-term care insurance market would not be any 
more effective, but would be even more costly. 

CONCERNS 

• 	 Providing additional subsidies for long-term care insurance does not make sense . 
Because of the very important Medicaid backstop, long-term care insurance can be more 
a form of asset protection than a vehicle for getting more long-term care 'services to 
people. If additional Federal resources are to be spent on long-term care, these resources 
should be targeted to expanding long-term care services to those with the greatest 
physical and financial need rather than spent subsidizing the insurance market. 

• 	 Current Jaw subsidies ar.e:already very generous. Compared with saving for "",
long-term care needs atage 90 by depositing earnings in a taxable savings account at age 
45, employer-provided long-term care insurance results in a subsidy of 64 percent in one 
example. Subsidies would be even larger for policies purchased at a younger age or for 
employees who are in a higher tax bracket during their working years than in the example 
(28 percent). 

• 	 It inay be very costly to jump-start health insurance.market. Long-term care 
insurance is not a wise buy for most individuals because the cumulative value of the 
stream of premiums in real terms would be relatively high compared with the assets that 
the insurance is designed to protect. As a result, subsidies would have to be very large to 
jump-start the long-term care insurance market. '. 

• 	 Expanding tax preferences for long-term care is unlikely to substantially reduce 
Medicaid expenditures. Expansion of long-term care insurance may not save enough 
Medicaid money to warrant large tax expenditures. Individuals that buy long-term care 
insurance may buy policies covering only a year or two oflong-term care services. 
Seventy percent of projected nursing home use for 80 year-old individuals occurs after 
the first year of nursing home residence. Many individuals that purchase long-term care 
insurance would otherwise have assets that could contribute toward long-term care 
expenses for one, or more, years. As a result, Medicaid savings are likely to be very 
small, yet tax benefits even under current law could be quite large, 

• 	 Some individuals could fall prey to insurance companies. A not s~ insignificant 
number of individuals, especially those who have less ability to make complicated 



financial decisions, could fall prey to insurance companies. Many individuals with few 
assets might purchase long-tenn care insurance and not be able to maintain premiUm 
payments. For example, lapse rates for one major insurance company were as high as 60 
percent resulting in the majority of purchasers paying premiums but being without 
c<?verage during their high risk years. Other individuals that continue to make the 
payments would do better by saving instead of paying premiums and using the savings 
and Medicaid to pay for long-term care. 

• Expanding the insurance market could have a variety of unintended consequences • 
. Just as health insurance contributed to inflation in the health markets, long-term care 
insurance is likely to contribute to inflationary pressures in the long-term care market. 
For example, providing tax subsidies for policies that pay more than Medicaid for nursing 
home care could result in pressure to raise Medicaid payment rates. 

In addition, the few policies that reimburse expenses are likely to lead to over . 
consumption of long-tenn care services also creating inflationary pressures. The more 
common per diem type policies will avoid these inflationary pressures but will require the 
insurance company to take a more active role in detennining who actually gets paid. 
Given the long lag between the time apolicy is purchased and the time a qualifying· 
disability is likely to occur increases the chance that individuals do not really know what 
they are buying ..~ome of the kinds of bad issues that are turning up in the medical 
managed care area today are likely to surface later in the long-term care arena. 

• Current law already allows penalty-fee withdrawals from IRAs for long-term care 
expenses under special circumstances. Medical expenses, including long-tenn care 

. expenses, for individuals with. expenses above 7 \4 percent ofadjusted gross income, for 
long-tenn unemployed individuals;and for individuals that are 59 \4 years of age or older 
are exempt from early wit4drawal penalties. It would not be sensible to give long-term 
care services, which are more difficult to distinguish from everyday needs (e.g. 
housekeeping) than medical care, more tax preferences than medical care (e.g. cancer 

. treatment).$imilarly, it would be unwise to expand penalty-free withdrawals to cover all 
medical care expenses. lRAs were intended for retirement, not for unlimited medical 
spending. 

• 	 IRAs should be protected for retirement cash needs. lRAs are intended to encourage 
saving for retirement needs. Using IRA funds to pay for long-tenn care premiums may 
result in some healthy individuals finding themselves without the resources needed to . 
meet everyday retirement needs. Deductible lRAs were designed to lock up funds until 
retirement. The list ofpenalty-free special purpose withdrawals should not be expanded 
further. It will already be difficult to avoid going further down this slippery slope. 

Possible Option [I ,would prefer not to offer any options. We have .not yet discussed this 
proposal and may not want it at all. On the other hand, even if we like this proposal, we 
may want to keep it in our back pocket. Or does this proposal keep the WH·from pushing 
something bigger? (I doubtit.) Even if we have a narrow proposal like this, wouldn't it 



be likely to grow on the Hill. JUST SAY NO.] . 

• 	 Clarify the tax treatment of nonqualified long-term care insurance. Despite these 
general objections to expanding tax preferences for long-term care insurance, there is a 
need for clarifying the tax treatment of nonqualified long-term care insurance. 

Qualified long-term care insurance receives special tax treatment. Both the ,definition of 
qualified long-term care and the special tax treatment is carefully prescribed iIi the law. 
Generally, an individual must meet a stricter standard of impairment under a qualified 
policy than under a nonqualified policy. The law was intentionally designed in this way 
to target tax· benefits to those most in need. Qualified long-term care insurance payments 
are not includable in taxable income. In addition, qualified long-term care insurance ' 
premiums are deductible to the extent that they exceed 7 Y2 percent of adjusted gross 
income and are excludable from income if provided by an employer. 

Currently there is no special tax treatment of popular nonqualified long-term care 
insurance payments. [Technically nonqualified long-term care insurance payments 
should be included in taxable income.) However, in practice few individuals include' 
these payments in taxable income. Under the proposal, a new category of "nonqualified" 
long-term care insurance would be defined. to ,cover a broad class of policies that are , . 
limited to long-term care insurance but that may include individuals that have relatively 
minor impairments (for example have only one limit in activities of daily living such as 
incontinence). Insurance payments from these "nonqualified" plans would not be 
includable in taxable income. However, premiums for nonqualified plans would not be 
deductible for income tax purposes nor excludable if paid by an employer. As a result, 
"nonqualified" plans would receive more favorable tax treatment than under the current 
vague law, but less favorable tax treatment than qualified plans targeted to those with 
more severe limitations. Insurance payments from plans that neither met the definition of 
qualified nor "nonqualified" would explicitly be includable in taxable income. 



.,. " 	 . 

Long-term Care Subsidies: An Example 

• 	 HIP AA changed the law to enable employers to provide long~term care insurance on an 
extremely tax-preferred basis. Consider the following example ofan individual who is in 
the 28 percent tax bracket while working and in the 15 percent bracket during retirement. 

• 	 In order to pay for $100 of future long-term care services at age 90, a 45 year-old . 
employee could allocate after-tax earnings toward those services. An employer would 
have to pay $13.10 in wages and payroll taxes. The employee would thenpay income 
taxes on the earnings and deposit the remainder into a taxable savings account. . 
Assuming an interest rate of seven percent, the funds would grow at an after-tax rate of 
return reaching $85 by age 90.· This individual could then purchase $100 in long-term 

. care services, using $85 from the account and $15 from reduced taxes (assuming that 
other medical expenses exceed 7 ~ % ofadjusted gross income). 

• 	 . Alternatively, an employer could purchase insurance for a 45 year-old employee. 
Suppose $100 of benefits is expected to.be paid out at age 90. The one-time premium at 
age 45 would be $4:76. Because insurance premiums would accumulate at a tax-free rate 
of return, there would be enough funds to provide $100 of long-term care services when 
the retired employee reached age ninety. . 

• 	 By providing long-term care insurance through an employer, the cost would be 36% 
($4.76/ $13.10) of what an individual would h~ve to earn to be able to provide an 
equivalent amount of long-term care services. In this example, an employee could 
receive a subsidy of 64%. Subsidies would be greater for individuals whose employer 
begins to contribute at an earlier age than in this example. Subsidies would also be 

. greater for employees that are in higher tax brackets during their working years. 
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.LRM ID: RJP306 

EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


Washington; D:C~ 20503-0001 


: .Thursday. August 6,1998 c.r.;O~ . 
LEGISLATIVE REFERRAL MEMORANDUM ....Cb 

TO: Legislative )¥iSO Officer - Seei?istribution below . "'I. 
FROM: ~frt.gre (or Assi tant Director for ~egislative Reference ' 

OMB CONTACT: Robert J. PeUicci 


PHONE: (202)395-4871 FAX: (202}395-6148 

SUBJECT: Office ofPersonnel Management Draft Bill on Federal Employees Group 


Long-Term Care Insurance Act of 1998 


DEADLINE: . Wednesday; August 19.1998 ..~ 
..,.... ,.1 

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above ' 
subject before advising on its relationship to the program of the President. Please advise us if this 
item will affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title 
XIII of the Omnibus Budget Reconciliation Act of 1990.' 

. . 
COMMENTS: OPM draft bill designed to implement the Administration's proposal for loni-term care 
insurance for Federal employees.' . ' , : (J, 

DISTRIBUTION LIST 

AGENCIES: ' 

52-HHS - SondraS. Wallace - (202) 690-7760 

62-LABOR ~ Robert A. Shapiro - (202) 219-8201 

118-TREASURY - Richard S. Carro - (202) 622-0650, 

61-JUSTICE - L. Anthony Sutin - (202) 514-2141 


EOP: 
Daniel N. Mendelson, 

. . . JENNINGS C' Joseph F., Lackey Jr. 
'~-Jeahne tambrew Mark D. Menchik 

Allan E. Brown James·J. Jukes 
Mathew C. Blum . Janet R.Forsgren' i, • 

Bruce D.' Long 

Lisa· B. Fairhall 

Daniel LaPlaca . 

Carol S. Johnson 

Barry T. Clendenin 

Mark E. Miller 


, Anne E. Tumlinson' 

Edward M. Rea 

Ellen J. Balis 


. . 



LRM 10: R~IP306SUBJECT: Office of Personnel Management Draft Bill on Federal Employees 
Group Long-Term Care Insurance Act of 1998 

.. 
RESPONSE TO. 


LEGISLATIVE REFERRAL 

MEMORANDUM 


. If your response to this request for views Is'short (e.g •• ~oncur/ilo comment). we prefer that you r~spond by 
e-mail or by faxing us this response sheet. If the response Is short and you prefer to call. please call the 
branch-wide line shown below (NOT the analyst;s line) to leave a message with a legislative assistant. 

You may 'also respond by: 
(1) ,calling the analyst/attomey's direct line (you will be connected to voice mail if the analyst does not 

answer); or ' 
(2) sending us a memo or letter . ., 


.Please include the LRM number shown above. and the subject shown below. 

, , , 

TO: 	 Robert.J. Pellicci Phone: 395-4871 Fax: 395-6148 

Office of Management and Budget 

Branch-Wide Line (to reach legislative assistant): 395-7362 


FROM: 	 ___---;_"'--__---:_____ (Date) 


__________~________________~(Name) 


_____________________________ (Agency) 


(Telephone) . 
--~---------------------------

The following is the response of our agenc,y to your request for views on the above-captioned subject: . 


Concur 


__ 	No Objection 


No Comment 


See proposed edits on pages 

""""""1---:- 

Other: ______...,.-__-'--____...,.-___ 

FAX RETURN of " pages. attached to this response sheet -- " --	 . 
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IINITED STA-:nt. 

OFFICE. OF PERSONNEL MANAGEMENT 

WA_KINGTON; I),C. 20415 

OFFICI!: OP' TIIP: OIHKC'"rUti 

Honorable Albert Gore, Jr. 

·President of the Senare 

Washington. DC 20510 


Dear Mr. President: . 

The Office. of Personnel Mana2ement (OPM) submits th~ enclosed legislative proposal entitled 
the "Federal Employees Group Long-Term Care Insurance Act of 1998." Thisproposal would 
authorh:e OPM tv vW'l,;hwsc: t1 policy or policies from one or more qualified private-sector 
contractors to make long-term care insurance available to Federal employees and retirees. and 
family members whom OPM defines as eligible. at group rates. Coverage would. be paid for 

· entirely hy thn~p. who elect it. 

In keeping w~th vw' lIli:ssion tv provide Oovernment-wi·de human resource management 
leadership. one of OPM's objectives is to achieve a modem, performance-oriented compensation 
system which includes a benefitS package that will enable Federal agencies to attract and retain . 
we1l-qualifiecl emJ'llnyf'.p.~· .As the large baby boom generation with its improved longevity· . 
projections begins to plan for retirement. large- and medium-sized employers are beginning to .. 
respoud tv 1I11;:ir C'mployC'es·.conc~ms by sponsoring group long-term care insurance. Long-term 
care, which includes assistance with daily living activities in a variety ofsettings, can be very 
expensive. Insurance products for this purpose have been evolving since the 19805. In the 
H~lth Insurance Portability arufAcc.oUntability Ac:t (HlPAA) of 1996, Congress recently . 

. authorized tax treatment simBar to that for m.edical insurance to protllQte access to good quality 
lUlIg-lt:fIIl care insurance contracts. .. 

The Administration also.has a more general interest in the development of a long..tenn care 
in~mrllln~p. program for Federal employees. It hopes to demonttrate the potential for priVAte 
inswance to help contain COsts under the Medicare·and Medicaid Programs. At present, 
Mc:u.i!..:arf; tultl ~upplemenUll Mecligap Insurance provide exuemely limited coverage of long-tenn 
care services. Medicaid covers nursing home and some community-based services only ifa 
person meets poverty guidelines for income and asset5.. Projected increases in the population 
over age' R~ will likely raisecoSlts for, and create pressure to expand, public:ly-funded health 
programs if reasonable alternatives do not exist. .. . 

... 
·	Since 1995, OPM arid the Department of Health and Human Services have been engaging in 
cooperative research on toni-term care insurance products and employer-sponsored programs. 
Re!>po""e!'l t.o l'lueqtinn~ in l\ 1997 OPM St1lVey indicated there is significant interest in such 

. protection among Federal employees. On March 26, 1998, we discussed our f'mdings at a 
beating lJt:rur~ the:: Hu !.lse SubcunlIIliHt=e on Civil Service during which there Was substantial 



Honorable Albert Gore, Jr: 2 

support for introduoing Govommcnt-sponsor~d group IOllg-tCl'Ul cure insurance, on an 

employee:pay-all basis. This is consistent with general pTaCtice among other employers who 

Offer this benefit. . 


Our proposal would allow OPM broad flexibility, similar to that available ll.Ilder the Federal 

Employee3 HQo.1tb Benefits (FElID) ProgrCUll,to J~1.C:ulLim:: uppropriate benefits and to contract 

for benetits with one or more private earners, without regard to section 5 of title 41, United 


, St;::z Code, or any oti"..er law requiring competitive bidding. Qualified carriers must: (A) be 
licensed by law in all States and the District of Columhia. to offer long term care insurance; (:8) 
alJI'ee to provide coverage for ail eligible enrollees ,consistent with requirements for qualified 
long tenn core insurance con'ttaCts and issucrs enacted LWuc:rsublitle C of Title 1lI of the Health 
Insurance Portability and Accountability Act of 1996; (C) propose rates which in OPM's 
Judgment reasonably reflect the cost ofbenefits provided; and (0) maintain funds associated with 
tile Federal employee contract separate and apart from the carriers',other funds. Contracts would 
be for a duration of 5 years~ unless tenninated earlier by OPM. Regulations of OPM will provide 
for opportunities to enroll and bcnditportability. Till:; nc:x.ibility will enable OPM to negotiate 
program improvemellts as the market for long-term care services and protection evolves over 
time. . . 

The program would be available to Federal employees and retirees, and their spouse, fonner 
spouse who is entitled to annuity wtdcr a Fedeuu rcil1n:mc:nt system, parents, and parents-m-Iaw, 
All participants other than active employees would be uiiderwritten (i.e., asked questions about 
health statUS for premium-setting purposes) as is standa,rd practice \\ith products ofthis kind. 
Coveraae made available to individua1!' would hI? el1~ranteed renewable and could not be 
canceled except for nonpayment ofpremium, Though each participant would be responsible for 
paying the full amount ofpremiums, based 011 i1¥!;l ~~ Umc: of ,nrollment, group rates will save an 
estimaled 15-20 percent off the cost ofindividuaI long.;.term care policies. 

Employe~ and annuitant premiums would be withheld from ~PllAry or annuity and transmitted 
directly to respective contractors, and those enrollees.could also elect withholdings for coverage 
of their spouse. Any other eligiblc enrollees shall, 8lthc: w:sc;rc:uon ofOPM, submlt preIDiums 
directly to the appropriate contractor. As with the FEHB Program, the bill would require 
participating contractors to provide benefits when OPM finds the individual is entitled to benefits 
under the terms of the cOlitract OPM WOllin h~vp. ::.ccess to the 1rwJt funds available for the 
operation of Federal employee benefits programs to cover its administrative expenses associated 
with making long-term care insw'allce available:. Pl:ICucipating carriers would be required to 
reimburse OPM's expenses for adjudicating claims disputes. . 

. - , 

In all ofits features. OPM's proposal is consistent with majn~~m rmhlir. policy. It reflects or 
is slighUyahead ofpredominant practices among nledium- and large-sized employersaad is 
oonsistent with Federal law and State InsUranc.e Conu1llssiollcrs' requhe1l1cut::i a,W.l ~uidc:1im:s for 
long-tenn care insurance products~ At virtually no cOst to the Government. the proposal would 

. , 

! 
I 
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Honorable Albert Gore. Jr. 3 

'. 	 provide asubstantia.l benefit to federal employees Illld l~~~'by pruviding access toqualiry 
long-tenn care insurance products at cost-saving, group premiums. Accordingly, OPM urges 
Congress to give this proposal earl)' consideration. 

The Ofiice ofManagement and Budget advises that there is no objection to the submission of 
!hi:! proposal and dlat ~llw;:t.luetit of tIlis legislaLillu wuuld be inaccord with the program of the 
President 

. A similar letter is heing ~ent to the !'i()C8.ker nf the HOll$e .. 

. 	Sinccn:Jy, .' 

Janice R. Lachance 
Director .. 

.Enclosures 

i· 

" ~ 

/ 
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AB~L 

To ameud title 5, United States Code; to provid~ for the ~tab1i$luueul uf 111 PIUJ91ID1 under 
which long-tenn care inSurance is m~e available to Federal employees and 

. . annuitants. and for other purposes. . 

Be it enacted by the Sen(.1,leand Hause ofRepreSentatives o/the United States o/America 

In Conwess assembled. 

Section 1. Short Title 

This Act may be cited as the,",tied.eral.Em-ployees Group Long-TermL:are lnsurance Act 
J 

of 19981
'. 

. . c Section 1. Long-Term Care Insurance 

SnbpartG nfJ':n1 m nftitle 5, TJn;ted~tate~ Conde.;!; a",eneteil hy arleting sd: thE! end the 

following new chapLer: 

"Chapter 9~Long-Term Care Insuruce 

"Sec. 

"9001. Definitions. 

"9002. Contracting authority. 

"9003. Minimum standards for contractors. ' 

"9004. Long·tenn care benefits.· 


. "9005. Fmancing. , , 


"9006. ~reemption. 


u9007. Studies. reports. and audits.. 

"9008. Time limit for filing claims. 

"9009. nff~t ofother statutes: 

"9010. Jurisdiction ofcourts., 

"9011. Reguiatil?IlS. 


"§ 9001. Defmltionl 

"'For the putpose"ofthis'chapt~ . , 

61(1) 'annuitant' meanlll,::''O iT1ciivitlualre~rl t.o inllec.rion 8901(3); 
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and (F)-(I) ofsection 8901(1); but does not inclu.de an employee excluded by regulation 

of the Office under section 9011; 

.U(3) 'other eligible individual' means the spouse, former spoUse. parent or in·law 
" ' ~ 

ofan employee or annuitant, or other individual specified by the Office;. . 

"(4) 'Offi~p.· mean~ the Office ofPenonnel Management: 

U{S) ,quwificu l,;t;Uiier:' 1.ueans au insurer meeting th~ rcquircmcnt~ of a qualified 

insurer in each of the States and the District ofColumhia; 

"(6) 'qualified contract' means a contract meeting the conditions pr~scribed in· 

section 9002; and 

,"(7) • State' means :.State or temtory or possession,of the United States. and 

includes the District of Columbia. 

"§ 9002. Contracting autbority 

"(a) The Office may, Without regard to'section 5 oftitle 41 'or any other statute requiring 

competitive bidding, p\ll't":h,.~e from one or more qualified carriers a policy or policies ofgroup 

long-term care insurance to proviuc; bellenlll ii:> specified by this chapter. 

"(b) The Office may design a benefits package or packages and negotiate final offerings 

with qualified carriers. 

"ee) Each contract shaJ.! be (or a uniform term ofS years) unless terminated earlier by the 

Office. 

U(d) Premium rates charged under a contract entered Into under this section shall . 

reasonably reflect the cost of the benefits provided under that ,contract 

"(e) The coverage aDd benefits made available .to individuals under a contract entered into 
. . 

http:inclu.de
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under this section are guaranteed to be renewable and ma.y not be caneeled except for 

nonpayment o!perlodlc charges. 

"§ 9003. Minimum studar. for coDtractors 
, ' ' 

"At the minimum.. to be a qualified camer :under this chapter, a company shaU-':" 

"(1) be licensed to issue group long-tenn care insurance jn all States and the 

District ofColumbia; and 

"(2) be in compliance with the requirements imposed on issuers ofqualified long

term care contracts by section ??02B ofthe Internal Revenue Code 0{1986. 

"§ 9004. LODg-Term Care BeDefits 

.' '. 

"The benefits provided under this chapter shall be group Ions-term care benefits which, at 

a minimum. shall be sufficient to enable each contract ,to meet the standards for a qualified long

'term, care insurance contrac1 in section 7702B(b) of the InternaJ Revenue Code of 1986. 

"§ 9005. FinaDclng 

"(a) The ~ount necessary to pay the total charge for enrollment ofan. enrolled employee 

~lwl b~ wiildn::ld Jh:uu the pay ofcach enrolled employee. 

. "(b) Except as provided by subsection (d). the amount necessary to pay the total charge 

for enrollment of an enrolled annuitant shall be \\itbheld from the annuity ofeach enrolled 

/. annuitant. 
I 

I U(c) The amount necessary to pay the total charge £Or emollment of a spollse ~y be 

withheld from payor annuity, as appropJi.ate. ,

"(d) An annuitant whose aanuity is insufficient to cover the withho1dings r.equired for 

enrollment, the spouse ofsuch an annuitant,or any other eligible individual, shall. at the 
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discretion of the Office. pay the total charge for enrollment niredly to the cUrier. 


"(e) na.chc;arI'ia pa.rticipatw.g in the Pn)S1'l:t.l11 ~Uf.blitihcd by this chapter sball maintain 


the funds related to this Program separate and apart from funds related to other contracts and 


other lines ofbusiness. 


. "(f)(1) The funds established under sections 8348(a}. 8714(a). and 8909(a) are available 


without fiscal year limitation to pay the experu:es oftho Office in Mminjstcring this chapte-.r. 


~'(2) The costs of the Office in.adjudicatuig a claims dispute under section 9008. 

. . . 

. '. ' , . 

including costs related to an inquiry not culminating in a dispute, shall be reimbursed by the 


carrier in~olved in the dispute or inquiry. 


"§ 9006. Preemption 


. ''The pLovi:;i\')!l~ uf lhili ct.n.pL~r t!lWl:supersede and preempt any State Or locallctw which. 
. .... I 

is determined by the Office to be inconsistent with- I 
"(1) the provisions of this chapter; or 


"(2) after consultation with the National Association ofInsurance Commissioners• 


.the efficient provision of Q national long term ~ insunmce prog:ra:m. 


..,9007. Studies, reports, and aadia .. 


"(a) Each qualified carner entering into a contract und~ this chapter sha11

U(l)fumisb such reasonable reports as the Office detennines to be necessat:y to . 


enable it·to car.ry out its nmctions under this chapter; and 

. . 

I.U(2) pennit tlJ~ omce aud f"pI.Oliieutativ"~ urili~. (kuw-alAct.;UU.ULiu, OffiCQ 1.0 

I 
I 

I .. examine such ~ords of the carrier as may be necessary to carry out the purposes 

of this chapter. 
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"(b) Each Federal apcy shall keep such records. make such certifications, and fumi,h 

the Office, the carrier. or both. with such information and. repons .15 the Office may require. 

. "I 9008. Claims for benefits 

"Ca) A claim forb~nefitsunder this chapter shall be filed within 4 years of tile date on 

which the reimbursable cost was incurred or the service was provided. 

"(b) The Offi~e may prescribe a maximum age by which a claim for benefits under thb 

· chapter shall' be filed.. 

U(e) The Office shall adjudicate a claims dispute arising under this chapter and shall 


require the contractor to pay for any benefit or provide any service the Office determines 


appropriate 1.Uldertbe applicable eont:ract. 


"(d) Benefits payable tmder this chapter for any reimbu.rsable cost incurred or service 

provided are secondalj'to any other benefit payable for such cost or service.. No payment may 

be made where there is no legal obligation fot such payment. 

"§ 9009. Erred of other statutes 

"No provision of law outside ofth:i!s chapter may provide coverage or any benefit under 

this. chapterto any individual who·wouldnot otherwise be eligible for such coverage or benefit. 

.. "§ 9010. JllrisdictioD of courts 

"A claimant under this chapter may. file suit against the carrier of the long-term care 

insuxanee policy covering such claimant in the district ~ourts of the United States; after 

·eXhausting all available administrative mnedies. 

· "§ 9011. Regulations 

U(a) The Office shall prescribe regulations necessal)' to carry out this chapter. 



• ~. ~ .. '. _r._¥" '._~....::'_·_._M_______.___~.~'.;,..~~ _"_.~ ....;-'..:...'_.-._._ .......... __~~ .. """, ~,.,~ .., ~ ._" .. ~ ".,'
___.,••• _.....;...-- .....~....:-...~_'·. 

08/06/98 THU 12: 48 Fll .......... , FORSGREN 1aJ0ll 


6 


U(b) The ret'ulAtjnn~ nfthe Office' may (11'eRcrihe the time at whic:h Anll the c:nnriitions, 


. under which an eligible individual may enroll in' theProgrdIIl established under this,chapter. 


"(e) The Office may not eXclud~ 


U(1) an employee or group of employeeS solely on the basis of the hazardous 


nature ofemployment; or" 

. . ,'., . 

'·(2) 1m cmj,loycc who is occupying ~ poaition on u. pu.rt-ume career employment . 

baSis. as defined in section 3401(2) . 

."(d) The regulations ofthe Office shall provide for the beginning and ending dates of 

. cove,rage ofemployees, annuitants~ fonner spouSes. and other eligible individuals under this 


chapter, and any require:ri1ems Cor contin\l~tion or cr.mvf!T~inn nf t"AWttraee. 


Section 3. Effective Date 

, . 

The amendments made by this Act shall take effect on the dale ofenactment of this Act, 

except .that no coverage may be effective until the first day of the fIrSt pay period in October . 

which foUows by more than 1 year the date of enactment of this Act. 
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;To accompany·a draft bill 

. , "To amend title S, United States code. to provide for thp. p.~tAblj~hment nf It1"fOeram 
, under which long4enn care insurance is made available to Federal employees 

.. and annuitants, and. for other purposes:' . 

The first seCtion ofthe bill titles the bill ~ th,e "Federal Employees GrOup Long~Term Care 
Insurance Act of 1998." 

. Section 2 ofth~billam.ends title S,Umted States Code, to provide for the establishment and 
.o],'1eration of the ProiUam by adding a new chapter 90. 

.. Ntlw $ection 9001 provides the definitions used in the Mmi:n.istmtion of the Program.. Included 

are the following: ... 
"Annuitant" is defined byreference to ,the definition in section 8901(3).wbich is used in 

., the Federal Employees Hp.Alth 'Renent!\ (FEHB) ProaraDl. 
"Employee" is defined by reference to the FEHB Program definition, specifically. 

subparagraphs (A)-(D) and (F}-(I) ufot;cliu1l8901(1), but expressly does not includQ.an ' 
employee eXcluded by regulation of the Office oCPersonnel Management under,new section 

. 9011, which requires the Office to prescribe regulations to carry out the putposes of the Program. 
uOther eligible individual" is defined CUi the spouse, f'omler spouse. parent, or ;n-I~w nf A~ . 

employee or aruruita:nt, or other indivldual specified by the Office. . , 
"Utnce" is c1efined as the Office ofPersonnel Management. . 
"Qualified camer" is defined. as an insurer who meets therequi.rem.ents of a qualified 

insurer in each of the States and the District ofColumbia. . . 
uQualificd contract" is d.efined ~ 3. contract meeting the conditiot'lS prescribed in new 

section 9002, which provides the contracting authority for the Program. . ' 
"State" is defined as aState or territory or possession of the United States, and includ.es 

the Ditttric.t ofColwnbia. . 
, . .'. 

New tStll,;UUll 9002 provides tbcc9Dtraeting, authority for· tho Office to usc in e3tD.blishing and 
. operating the Program: ., ., . 

·In subsection (,,), thf\ Office iR authori%edto purchase from one or more qualified carriers a ' 
. policy or policies of group long-term care insurance to provide the benefits, specified by this 

chapter, and. to do so Without regwdw ~L;tiOllS'oftitlc 41 or any other statute requiring , 
". competitive bidding. . , . ,.' . 

I' 
.:. \ 

Subsectio~ (b) allows the Office to deSigns benefit,., pAr.kaee nrpackages and'negotiatefinal 
offerings with qualified eaniers. .... , ' 

Subsection (e) specifies that a contract shall be for a unifolm term ofS years, unless terminated 
,., ,', , • '. j., ' • 

http:includ.es
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,earlier by the Office. 

.' .' '1" .' .• 

Subsection (d) requires the premium rates charged under a contract entered into undc=r chill 
section to reasonably reflect the cost of the benefits provided under that contract. 

Subsection (c)guorontees th3.t the 'cover~se and benefru made available to anindividuai under a' 
contract entered into under this section are renewable and may not be canceled except fur 
~~jt::'iw.!ot ofperiodic charges. , 

, New section 9003 specifies the minimum standards for contractors. It provides that, in order to 
,be a qualifi~d c.:ulJ.Lf:~tur Ulldcr thi.5 chapter, a companyi::il requited, at 11 ininimum, to be 1i~ensed 
to issue'group long-term care insurance,m all States and the District ofColumbia, and be in 
compliance with therequirem.ents imposed on issuers ofqualified long-term care contracts by 
,section 77028 of the. IntermlRevenlle Code'of 1986. ' 

, '. . 

New section 9004 specifies that !he bt;nt;ll~ provided ~lder this (;haptcr arc; reqtili-ed to be,. at a 
minimum, sufficient to enable each contract to meet the standards far a qualified long-tenn care 
insurance contract in section 7702B(b) ofllie IntemaJ,Reveriue Code of 1986. 

New section 9005 addresses the financing of the Program. Subsections Ca) through Cd) make it 
clear that the total cost ofcoverage wlc1er the Program is to be borne by the enrollee, wiLh 
separate provisions for withholding from the pay of an employee or the annuity ofan annuitant 
for coverage of the employee or annuitant.or spouse, as:weU as, at the discretion of the Office,' 

, requiring payment directly to the clUTier by QI\ wuitant or sPouse when the annuity is . " . 
insufficient to cover the withholdings, and also mandating direct payment by any other eligible 
individual. ' 

Subsectiori (e) requires each ,carrier participating In the Program established by this chapter to 
maintain the fLmU:s n.l~t~d to tius Program'separate and apart from funds related to other 
contracts and other lines ofbusiness., ' 

-' 

, . , 

Paragraph (1) of sub£eetion (f) m.~1c-p.~avai1ahle the Civ11 Service Retirement and Disability Fund 
,established Under section 8348(a): the Employees' Life Insw-ance Fund established under section 
, 8714(a), and the Employees Hea1thB~dHs Fu.ml established und~ $cction 8909(a), without' 
fiscal year limitation. to pay the expenses of the Office in administering this chapter. This w,Ould 
provide a method ofaddressing not only the initial costs of implementing a new program, but 
also the 'ongoing operating costs of the Office. No st::rrfnp apfImpriations would be required.

. .. . . . . .' 

Paragraph (2) of that subsection requires the reimburseme~t of Lh~ \:u~l:al uftlle Office in 
adjudicating a claims dispute under new section 9008, including costs related to an inquiry not 
'culminating in a dispute, by the carrier involved in the dispute or,inquiry. 

" . . .'. 

New section 9006 provides for the preemption of State or local law by specifying that the' .' , 

I' 
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pro~i5ions ofthis ChaptCT preempt OIly such law which the Office determines is' either 
inconsistent with the provisions of this chapter or, after consultation with the National 
Association ofInsurance Commissioners, InconsIstent Wlth the efficient provision ofa national 
lnnB~tenn care insurance prograrn. ' 

N e~ section 9007 addt'esses the requirements for studios, reports, and auditsrelflting to the' ,,' , , ' 
Program. 

Su.9seetion (~) requir~s eaeh qualifiedcRtri,P.1' en't.ering into a contract under this chapter tofumish 
such reasonable reports as the Office determines to be necessary to ,enable it to carry out its 
functiotl5 under this chapter, and. also requires each slJ.ch,c&UTi~r ~u pt:rudt the exam.inaltion. by the 
Office and by representatives ofthe GeneralAccounting Office, ofsuch records as ma.y be 
necessary to carry out the purposes ofthis chapter. ' ' 

Subsection (b) requires each Federal agency to keep such records, make such certifications, and 
furnish the Office, or the carrier, or both, with such information and reports as the Offic~ may 
require. 

, ' 

New section 9008 adc1rcsses ,claim, for benefits under t~$ eha~ter. 

Subsection (a) requires a claim tor benefits to be filed within 4 years ot'the date on which the . 
reimbuf'lIIahle cn"t wa.q incurred or the service was provided. . 

Subsection (b) i:l.ulhuri~::i·the Office to PreScribe a maximwn asc by which a olaim must be filed. 

Subsection (c) requiies the Office to adjudicate a claims dispute arising under this chapter and. to 

m:m.da.te that the contractor pay for any ben.Afit nr "provide any service the Office detennines ' .'.'-': 


appropriate under the applicable contract. .. , 


Subsection (d) provides that benefits payable under this 'chapter for any reimbUtSable cost 
incurred ,or seIVice provided are s~ondary to any other benefit payable for such cost or service. , '1 

I , . It also bar:,; payment where no legal obligation exists;. 'I, , . .' . " . . 
I 

New section 9009 expressly limits the effect of oth~ statutes by specifYing Llut" l1U piovisiOll of' 
. . .. 

" law outside this chapter may provide coverage or any benefit under this chapter to any individuaI 
who would not otherwise be eligible for such coverage or benefit. . .. 
" '. I 

,New section 9010 establishes the jUIisdietion ofeourts byauthoriZiniJa claimant undc::r this 
~ 

. !chapter 10 file suit agains1thecarrierofthe log-term care insurance policy covering the claimant , 
in the d;Rtrict courts ofthe United States. but onlv after exhausting all adrriinistrative remedies 
available to the claimant. 

" I 

1 
'JI

! . 

New section 9011 requires the Office, in sUbSection (a), to prescribe regulations neCessary to i 
I 
1 

. I , 

,.:;,' 
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I. 
CarTY out this chapter. 

SUb:S:CtiOll (b) auth~ii:zes the Office to p"esCI'ibe ill it$ regulutiulll'f Lbc Lime al which and the 
conditions under which an eligible individual may enroll in the Program. 

Sllbsection (c) bars the Office S:om. excluding au employee or gro-ap ofemployees solely on the 
basis of the hazardous nature of employment, and from excluding an employee who is occupying 
? ;,-:-sltion on a parHime career employment basis. as .defined in section 34Q1(2). 

Subsection (d) requires the Office to include in its regulations provisions for the beginning and 
ending Mtes of eoverg.se ofemployee$, 3mluitant5, fonner ~ouses, IU'ldother eligible individus.l& 
under thi~) chapter, as well as any requirements for continuation or conversion ofcoverage. 

Section jof the bill provides that the amendments made by the Act shall ~e effect on the date 
ofenactment ofthe Act, alloWing the immediate commencement of the establishme1itofthe 
Program.. IIowever, .sec:tion.3 alsoprovid.cs that no c:ove:rag~ may be eff~ti.ve until the first day 
ofthe first pay period in October which follows by more than 1 year the date ofenacttnent of the 
Act. This is designed to provide adequate time for the negotiation ofcontracts, the preparation of 
m::ltp.riaJIiI, Ann the mllimro.Clth tMlr nf p.rlut\Atinamlllions ofpotential enrollees about this Program. 

http:eff~ti.ve
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LRM ID: RJP306 SUBJECT: Office of Personnel Management Draft Bill on Federal Employees 
Group long-Term Care Insurance Act of 1998 

c, ,,_,; ,." Li. ,,( ,$,tt . £" ~" .• _. 4. ...... $ ....,x "Ck. a,a:...: e. 

RESPONSE TO 
LEGISLATIVE REFERRAL 

MEMORANDUM 

If your reaponae to thia reque., for viewl Ie ahart (e.g.• concur/no comment). wo pre'., that you respond by 
e-matl or by faxing us this response sheet; If the responae la ahort and you prefer to call, please call the 
branch-wide line shown below (NOT the analyst'. line) to leave B mUMBge with B leglsllrtlv. asslstant .. 

You may also respond by: . 
(1) calling the BnalyHtjattomey'. direct Une (you will be connected to voice mall If the analyst does not 

anawer); or 
(2) sendlng UI a memo or Iener . 

Please Include the LRM number shown above. end the lubject ehown below. 

TO: 

FROM: 

Robert J. PeUiccl Phone: 395-4871 Fu:: 395-8148 
Office of Management and Budget . 
Branch-Wide Une (to reach leg'el"tl..,e assistant): 3915-7362 

_____________ (Date) 

____________________________ (N8~) 

______________ (Agency) 

________________________ (Telephone) 

The following· Is the response of our agency 10 your requeltfor vlewe on the above-captioned subject: 

Concur 

__No Objection 

No Commont 

_ See proposed .dlts on pages _____ 

O1her: _______.-:-..___ 

__ FAX RETURN of ~ pagel, anached 10 mla reaponee sheet 
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IJMITED .T....'T"C. 

OFFICE OJ' PItRSONlVJCL IIAlfAGElIltJlifT 

orne!!: 0' TUP.: OIIey-c"rUN 

Honorable Alben GOfer Jr. 
Presid.enl of the Senate 
Washington. DC 20510 

Dear Mr. Pl-esident: 

The Office of Personnel Management (OPM) subm.its the enclosed legislative proposaJ. =titlcd 
the "Federal Employees Group LODg~Tmn Care Insurance Act of 1998." This proposal would 
",,,thoriz:e OPM tu yu.n;wc Ii. puli",), or policies from one or more qUalified private-sector 
contractors to make lOllg~term care insurance a.vailable to Federal employees and retirees. and 
family members whom OPM defines as eligible. at group ~tes. Coverage would be paid for 
entirely hy thMr. who elect it. 

In keeping wilL. uut w:l!iiun Lo pruvide OovemmcD.t-wic1e human resource management 
leadership. one ofOPM's objectives is to achieve a modem, performance-oricnlcd compensation 
system which includes a benefitS p~kage that will enable Fcacraiagencies to attract and retain 
welt-qualified em~ln)'f'\f'\' As the brse baby boom SC1lcratiOIl with its improved longevity 
projections 't1egins to plan for retirement, Jarp- and medium-sized employers are beginning to 
rcspal1d \u Lhclr cmpluyt:t=s' concern, by sponsoring sroup )ong.tcrm care insurance. LOlli-term 
care, whieh includes assistance with daily living activities in a variety of sctUnRS. can be very 
cxpellSivc. Insurance products for this purpose have been evolvin, since the 1980s.. In the 
HeAJ1h Tnsurance Portability and Aceountability Act (HIPAA) of H>9G. CongreGs recently 
authorized tax treatment similar to tbar for medical insurance to promote access to good quality 
lun~-lel'.t1'1 ~Uf¥ insurance contracts. 

The Administration also has a more general inteRst in the development of a IOftg-term care 
jn~!Jf"n('\ft program for Federal employeea. It hopes to demons.trate the potential for pnvD.te 
insUJ"lllce to help contain costs Wlder the Medicare and Medicaid Programs. At presCllt, 
Mcc.lil,;iUt: IiLElcl ~upplementa1 Medilap (neurinee provide exucmely limited coverage oUans-term 
we services. Medicaid covers nursing home and some wmmunity·based services only ita 
person meets ~\'erty (Uicielines for income and wets. Proj~ increases in 1I1e ~opulation 
nver I.ee R~ ..will Ukely raise co;ts for. md erear.e presswe to expand, publicly.fi.J.oGod health 
programs if reasonable alternatives de not exist. 

Since 1995. OPM and tM Department ofHcaJth and Human Services have been engapq In 
cooperative research on lona-term. eare insurance products andemployc:r-sponsored prosrams. 
Re~nnsc!; ttl C\ue~tinns in ~ 1997 OPM !l1.1rVey indic."ate.d du!re is sisnificaAt ic!8r8st in .'Uoh 
protection amons Federal employees! OD March 26, 1998. \\"C discussed our findings at a 
belling u~rul'C !.lIt: HUIJ.1c; S~bl,;urmniUCilC:: un Civil Service c1urlng which therre was subst:and.al 
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Honorable Albert Gore, Jr. 
':) 

support for introducing Govcmmcnt-aponsored group l011S"'tCl'W ~ insurance. 011 an 
employee-par-all basis. This is consistent with. general practice among other employers who 
o!fer this benefit. 

oUr proposal would allow OPM broad flexibilitY. similar to that available Wl.d.er the Federal 
Employees Health ~n~fiu (rmm) I'torrwn. to W::\CUU.ill1: tlppfoprialC benetlts aDd to contract 
for benefits With one or more private carners. without regard to sectiol1 S of title 41. United 
States Code, or any other law requiring competitive bidding. Qualified carriers must: (A) be 
licensed by law in all States and the District ofColurnhia tn otT~ long term care wuracco; (B) 
agree to pro.vide coverase for all eligible enrollees consistent with requirements for qualified 
lont; term core insurance COo.traC't5 and iSSI.lCl"S enacted uwler ~ubtitle CofTitle III of the Health 
Insurance Portability 8lld Accountability Act of 1996; (C) propose rates which in OPM's 
judgment reasonably refl"ct the cost ofbenefits ~rovided; and (0) maintain funds associated with 
the Federal employee contract separa.te 'and arart from th~ C'Mrie.rs' other funos. Contracts would. 
be for a outation of 5 years, Wlless tertnina~d earlier by OPM. ReSUlatioDS ofOPM will prollide 
for oppol'tWlitics to enroll and bcnmt portabilily. TW~ flcAibilfty will enable OPM to negotiate 
program improvements as the market for long-term care services and protection evolves over 
time. 

The pro&ramwould be available to Federal employees and retirees, and their spouse. fOlma 
3pOUK who i! entitled to a.nm:llty unde!' a fed.euu rc:limnc:nt :system. parents. and parents-tn-law. 
All pa.rcicipants other than active employees would be underwritten (i.e., asked questions about 
health st£tUS for premium-setting purposes) as is Sl~ard practice ~;th products ofthis kind. 
Cove11li1: made available to individual~ w(')uln he etu\J'Rnteed ~able and could not be 
canceled except for nonpayment ofPlCmium. Thou&h each participant would be responsible for 
pl:1)ing the: full amount ofprenllums, based 01111¥C at. IJmr: uf enrullment. group rates will save an 
estimaled 1S·20 percent off the cost of individuallong-tcrm care policies. 

'Employet and annuitant premiums would be withheld ftnm ~1I1A1')' or annuity-and transmitted 
directly to reipectivc contractors, and those enrollees cOuld also elect withh9ldings for COV8i118e 
oftbcir 'pouse. Any other eliaiblc enrollccs shall. al U1C w~n::Liun of OPM, subtnit premiums 
directly to the appropriate cona:actor. AS With the FEHE Pro~ the bill would requi.?C 
participating contractors to provide benefits when OPM finds the individua!·ts entitled to benefits 
under the terms of the cnntratt O))M WOllldhJlVf! JIIC".cess to tile trust funds a.vailable tor the 
operation ofFederal employee bCnefilS progmms to cover its administrative expenses BS5CXiated 
'WiUl mlking IOIli-tenu ~arc iJ.1SW1lJl~e aviUht.blc::. Pcu~ipadns carriers wouJ4 be required to 
rcimbw:se OPM's cx.penses for adjudicating claims 4isputes. ' 

La all ofits fes:turcs. OPMs proposal is consistent with mainartUl1'n t'l11hli~ policy. It reflects or 
is slightly ahead ofpredominant practices amons medium- an41arge-sized employers a.o.d is 
oonsistctU with Fcdcra11aw and State mswancc Colilnl.i4sionens' rcquu:eweub ~u.1 guicJclint:!:I for 
long-term care insJJraD.ce products. At virtu.ally no cost to the Ciovemment. th~prop09a1 would 

http:insJJraD.ce
http:C'Mrie.rs
http:separa.te


3 

AUG-:l2-1998 17: 15 TO: 204 - C. JENNINGS FROM: HASK INS, M. P. 5/15 

Honorable Albert Gore. Jr. 

provide a :5l.1bstlntiai benetit to Federal employees a.w1 ,~Li.n:e~ by ,pNvicJing ~ss 10 quality 
long·tenn care insUrance products a.t east-saving, group premiums. Aecordingly, OPM urges 
Congress to give this proposal early consideration. 

The Offic.e ofManagement and Budget advises that there is no objection to the submission of 
thi:s proposalrwd that CUIU:tJ.UCllt ofthlslegulw4JU wuwd be in accord with the progrmn o(the 
President 

A similar letter i8 being ~ent ttl the ~pe.aker nf rhe J.tnll.~e. 

S1u~lv'.1 

Janice R. Lachance 
Director . 

Enclosures 
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To ~llend title 5. United States Code, to provide tor the e.stablislul1CUl u! tl prugnan under 
which long-term car; ins~~ is made available to Federal employees &:D.d 
annu.itants~ 8114 for other purposes. 

Be it l!1Iacted by the Senate and House olReprtlentatMu olthe United Slatu ofAmerica. 

in Corw-e,f3 assembled. 

SOCtiOA 1. Short Title 

Ibis AJ;t may be cited as the hl"ecierai J:;mpJoyees Group J..cag.Tenn (..;aze lnsunDce Act 

of1998"~ 

SecdOD 2. Lang-Term Care lDluraace> . 

SubparT G nf'rart m n,.title 5, United ~tates l.nrle. iJi amennerl hy Arlriin8 at thft fl'l\d the 

following newcbapLc::r. 

"Cbapter gO-Lone-Term Care IDllIrlllce 

"See, 

"900 I. Definitions. 

119002. Contracting authority. 

"9003. Minimum standard!! for contrac.tDn. 

"0004. t.ong·term care benefits. 

119005. Financing, 

''9006. Preemption, 

"9007. Studies. reports. and audits. 

''9008. Time limit for fi1iDi claims. 

"9009. Ilf&ct ofother 1t1ZWCl. 

"gO10. Jurisdiction. ofcourts. 

"9011. bgulatiom, 


"19001. DefinitioDs 

"For the purpose ofthis chapter

> 66(1) 'annwtmt' mean~ 1'1\ incti\'i~lULl refem!ld tn in ~O" R901(3): 
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and (F)-(I) of;ection 8901(1); but doe. not includ. It\. employee excJ\ldod 'by regulation 

of the Ottiee UDder section 9011; 

"(3) 'other eligible individual' means the spouse, former spouse, l'arenl or in·1aw 

ofan employee or lIUluitarJ.t, or oth=, iDdiviclualspecUird by the Office:: 

"(4) 'Offi~I'!' meJlTlJ: the Office ofPmonn.el Manaiement: 

"(S) 'quwi.(it;d c.:liltrh:~r· wellllll IJl in.surc:r mcding the; n:qui"-menrs of a qualified 

lnoUJ."a in each o.ftbe States and the: District ofColumbia.; 

41(6) ;Ciualified cont:raet9 mew aCODtract meeting the conditioJ1l prescribed in 

section 9002: and 

"(7) 'StQte' lDoalll. II Stat. or territory or poaellion altho United Stater, cd 

includes the Dist:J:ict ot' (';olumbia. 

u§ 9002. CODtraeting authority 

"Ca) The Office may, withoat resani to section Softille 41 or any other statute requiring 

competitive biddini. putthlll~c fTom rmc or more qualified carriers & polity or policies of IfOUP 

long-term care insuranc;e to proviuG bcmctiLr.li iSIl spcciticd by thi. c:hapb:r. 

u(b) The Office IN.y desigrl a benefits package or packages cd negotiate final offerings 

. with qualified carriers. 

"tc} Each contia.ct shall be Cor a uniform term of S yem, unless terminated earlier by the 

Offioe. 

. . ·'(d) Premium rates cb.at8cd und.cn' a contract CIllc:rcd 1DtD under this section shall 

reasonably reflect the cost of the benefiTS provided. under that contract 

"(e) The coverage aDd beru:fits ma.dc available 10 individuals under,a contract mtered into 

\ 

http:contia.ct
http:bcmctiLr.li
http:ofPmonn.el
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under thie cecncra are guarantied to be fCYWahle aAd Iftay not 'be cao.eol.d except for 

nonpayment ofperiodic charges. 

"I 9003. MiDimwn standards for contractors 

"At the minimum. to be a qualified carrier Wlder this chapter, i compmy shall

"0) be licensed to issUe &roUP lOlli-term care insurance in all States and. the 

Dimic;t ofColw::nbio.; md 

U(2) bc in compliance with the requirements imposed on issuers ofqualified long

term care contracts by section 77028 oftbe Intem.al Revenue Code of 1986. 

"I 9004. LOlli-Term Care BeneBu 

""ThE benetits provided under th.is chsptt.r ahall b. St'0up lona-term care baaaStlwhieh, at 

a miDimWl.1, shall be sufficient to enahle each can'ttact tq meet the atandards lor a qualUlcd long-

term cm insurance contract in section 7702B(b) oillie Int~a1 ReVC!J.ll.e Code of 1986. 

"§ 900!. FiDanci.Dg 

U(a) The amount necessary to pay the total charic for mllmcnt ofan enrolled. mnployee 

~lwJl \,1" witlW"ld U'0111 Ul" pay of eas:b. cmollc4 employee. 
. 

u(b) Except as provided by iUbiecboIl (d). the amoum necessary to pay the total. charge 

£or earollment of an enrolled lMuitant &hall be withheld from the annuity ofea.ch emol~cd 

I· annuitant. 

"(c) rh. amoWlt neecsaary to PI)' the total chats! for c:nrollme:m of a spouse may be 

witbhelc1 from payor aamw.ty. IS appropriate. 

o;C(d) An armuitant whose mmuity is insufficient to cover the withholdings required for 

enrollment, the spouse of such an annuitant, or any other eligible individual, shall. al the 

I 

http:FiDanci.Dg
http:Intem.al
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discretion of the Office. pay tb= total charie for enmllrnent rHreetly tl) the camer. 

"(e) nac.h carrier pl.11icipad.u& in t.b,., PrOsnll.tl QlabWshed. by this chapter Ihall ma1n.tain 

the funds related to this Program separate and apart from ~ds related to other CODtraCts and 

othc:rlines ofbUlmes5. 

"(0(1) The funds established unde:r sections 8348{al. 8714{a). and 8909{a) are available 

without mcal year limitation to pay tAo txpea.et= oftho Offioe in Mminjstarins this dlaptcr. 

"(2) lbe costs of the OfD.,e ir. idju<1icat1D.g a claims dispute under section 9008. 

including costs rclatcdto .Ill inquiry not culminatini in a wsputr:, shall be reimburscd by the 

carrier involved in the disputc or inquiry. 

"I 9006. Preemption 

'''The: p,,,,,,,:>iul1lf ue "hi.1f clJMpl..c;r l:JhKllen.lpl1'sede apd preempt my State or local law which 

is 4ctmnioed by the Office to be incon.siJtent with

"(l) the provirions of this chapter; or 

"(2) after consultation with the National Association ofInsuranee C()mmissioners~ 

the efficient provision of a a.a:t:iona11ons t."" 0I.V:'e iDalmmce ptcpm. 

-. 9007. StucUel, repor1l, and audits 

"Ca) Eacb qUalified. eamer enteri:na into a contra.ct under this chapter shall 

..(1) furnish such reaaODlble reports as the Office determines to be necessary to 

enable it 10 carry out its flmctiOS2S under this chapter; and 

"(2) penwt dt.c om.:e aw:1 "epl'etOtUt4WvolI urth~ Gw.u.::r1ll At,owl.&l,LirltP Omg~ 1.0 

examine such rec;orOs of the cam=r as may be necessary to carry out the pwposes 

of this chapter. 

http:contra.ct
http:txpea.et
http:PrOsnll.tl
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w(b) Each Ftdcal apey shall keep such m:ordl. make' sUch ceniticationc, rmd fumi&h 

the Oreee. the camer. or both, 'With fiuch Informllion IO:d reponsas the OfDee may reqUire. 

"I 9008. Clal.ml for beaeflts 

"(a) A ela.i:m tbrb~efiUlW1dC1" this chapter shall be filed within 4 year, of the date on 

which the reimbursable eo~ was incurred or the 5er'rieewas provided. 

u{b) l'h= Oftic., may prescribo a maximum "ge by which a claim for 'bencfits w:l.d.er thb 

chapter shali be filed. 

"(c) The Office mall adjudicate aclaims dispute arising und.$r tbis chapter and shall 

require the contractor to pay for any benefit 01 provide any sc:rvice the Office determines 

appropriate Wlcler the applicable C:OD,1:ract. 

"(d) Benefits payable ucdcr tb1s chap\er for any rc1mbursable cost incu.r.rcd. or service 

provided are secondary to any other benefit payable for such cost or service. No payment may 

be made where there is no legal obligation for such pa.yment. 

'119009. Eaect of other statutes 

"No provision of11."" outside: of thi8 'haptc:r may provide ,overage Of my Dc:::D.efit under 

this chapter to any individu.af who 'Would flot otherwise be eligible for such coverage or benefit 

"I 9010. JIlrlt41ctlOD orcaurtl 

"A claimant under this chapter. may flle suit against the c~cr ofthe long-tCIm care 

insurance poliey COly·I'riD.S luchelaimmt in thedirtrict CoU!U of the Umtcd States. after 

exhlW5tinS all a\'ailable adminiStrative remedies. 

tI,9011. ReCUlatioDI 

U(a) The Office shall prescribe regulations neccssary to carry out thi.s chapter. 

http:individu.af
http:w:l.d.er


AUG-12-1998 17:15 TO:204 - C. JENNINGS FROM: HASK INS, !vL' P. 11/15 

6 

U(b) ·The reguIJltin.", nfthe Office may tm=acrihe the time III which smet th" ennnihons 

under which an cl1gfble i.:cdh1dual m.ay enroll in the Prognan eallt.blishcd under this Chapter. 

"(e) The Office may net exclude

"(I) an employee or group or employees soltly aD the buis o(tbe hazardous 

nature ofemployment; or 

"(2) III employee who is oooupying a. position on a. pa:t-time career employmem . 

basis, as defined in soctio1l3401(2). 

"(d) The regulations of the Office shall provide for the bcgi.nnin.& and endini dates of 

coverage ofemployees, annuitants, fotmer spouses, and other eligible individuals under this 

ch~ptcJ and any requi.ntm.eD.ta Cor contiuuAtion or M.n\'Minn nf r.cw~e. 

SectiOD 3. Etrecdve Date 

The amendments made by this Al;t shall take ef'fect on the dare ofena.ctm.ent of this Act, 

except that no coverage may be effective until the first day ortbe fint pay period in October 

which follows by more than 1year the date ofenactn1ent oflhis Act. 

http:requi.ntm.eD.ta
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SECTION·BY-SECTION ANALYSIS 

To accompany a diaft bill 

''To amend title S, United Statu code, to provide for thp. fI!"hlhlilihment nf A. J'M!'I'Ilm 
.uncier which long-term twe insur.mce is made available to Federc.1 employees 
and. annuitants. and fOr other purposes." 

lne rirSI section oftbe bill titles the bill as the "Federal. SmplcYI:e$ Group Lotlg-Tmn Care 
InsW'antt Act of 1!)98." 

Section 2 ofthe bill amends title 5, Umted ~tates Code. 10 provide for the estaTolisllment and. 
np:ra.non of the Prozrm by addina I Dew c:hil1tef 90. 

New c;ection 9001 providel the dc.5nitioDJ Ulcd in tho a.d:nin.UWt1.on of' the Program. IMlud.ed 
are the (ollowin,: 

"Annuitant" is defined by refcrcnc.c 10 the definitioD in section 8901(3). whic:lh is used in 
the Federal Employees H~:.lrh 'Renefitfl (FEHB) Proaram.· . 

"Employee" is defined by referen.c.e to the FEHB Program definitio~ specifically, 
subparagraphs (A)-(D) &DIS (F}-(I) ohccuull 8901(1), but sxpn:uly dO~51l0t include &Il 

employee excluded by regulation ofthc:: Offic.e otPersonnel Management und.erne\V section 
9011, which requires the Offi~110 prescribe regulations to tarry out the purposes ofthe Program. 

.. Other eligib1c individ.u.al'· is defincrj as the cpoUle, farmer spOUle, panmt. OT iJ"-bw ~fAn 
employee or annuitant, or other individual specified by the Office. 

"Urticc" is c1efineo as the otnce of Pmoc:ael Mana.gemcnL 
"Qualified carrier" is defined ~ an insurer who meats the requirements of a qualified 

insurer in each of Ib~ States and 1he District ofColumbia. . 
"Qu.ilificd COQ~t" iG d.efined ~ 3 COZ1t:raCt I:ne~ the conditiou prescribe<! in new 

section 9002, which provid.es the contracting autborityfor the Progt11ll. 
UStatc" is defined a.!I a State or territory or possession oftbc UDitedStares, and mclud.e9 

the nimic.t of Columbia. 

New lU::\,;UULl 900% PlDVides the CQIltrar.ti.n& mthority for tho Office to \lIe:.i.tI e3tAblisbini GIld. 
operating the Program. 

In EubsecD.on (lI)~ th" Office if! authorized to purchase from ooe or more qualified. camet'S a 
policy or policies of group 10ns-te.m1 care iDsunnce to provide the benOfils specified. by this 
cbaptcr7 and to do so -without rcpn1 lou :lCN11011 S-oftltlc' 41 or any otha' statute rcquiri.t1.g 
competitive biddina. 

Subsection (b) allow, the Offil:e to deJign 8 'benefits p"c:icaee nr paca,es and nei0t:iatc final 
offmings with qualified carriers. 

Subsection (c) specifies that a contraCt shall be {or a uniform term of 5 years, unless tenninat.ed 

http:tenninat.ed
http:10ns-te.m1
http:EubsecD.on
http:lIe:.i.tI
http:mclud.e9
http:provid.es
http:individ.u.al
http:IMlud.ed
http:a.d:nin.UWt1.on
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earlier by the Office. 

Subsection (d) requires the premium rates charged under a con1W:t' eDlend. into umler thili 
settlen to reasonably reflect the cost of the benetitA provided ander that cont::ract. 

Subsection (c) gun:a.a.cees thu the oov~ra&e and bClafiti a:w1e av;ilableto an in4ividual und.et'a 
contract entered into under this section are renewable and may not be canceled except for 
~~p3}'!llmt ofpcrio4ie charges. 

New section 9003 specifics the minimum standards for contn.c1Ol". It provides that. in cm:ler to 
be a qulSli!if:lll,;uuu'i:U,;l0l' UIldcr thi~ ehaptor, a campau)' u rcqw.rcd. at Do Jninimum., to be uoensed 
to issue group long..tetm tare 1nsunmce in all States and the District ofColumbilt and be in 
compliance 'With the reqUirements imposed an issuers ofqualified lODg-tenn care contracts by 
aection "O.1B oCthe Intem:al R~l!Tllle f.":nde of 1986. 

Ncw section 9004 specifies that Ihe bc;n~~ pl'ovided ulldu thia chapter are required to bc, at a 
minimum, sufficient to enable each COtlt.ract to meet the stwdarc1s far a. qualified.loDi-tenn care 
insurance contract in section 7702B(b) ofthe Intemal Revenue Cede of 1986. 

New section 9005 addresses the financini ofthe Progr~. Subsections (a) through (d) make it 
clear that the total cost otcoverage under me Prcsram is to b~ bome by the enrollee;wilh 
separate provisions for withholdinJi: from the pay of a.n employee 01" the annuity ofan BDDllitant 
for co'Verage of the employee or IrOD.wtarlt or &pous!:. as well as. at the discretion ofthe Office. 
requiring pl)'!1'1CQt d.~ctly to tho cwer by In mnuitsDl or spouse when th. azmwty is ". 
iruufficicnt to cover the withholdings, and also mandating direct payment by my other eliglble 
individual. 

Subsection (e) requires each carrier participating in the Program Cltablished by this cbaptcrto 
mafntllin Ihe AU:lI.l:i ~lu.tcd. to tb1a Prosnm soparatc me! apan from 1\mds related to other 
contracts and other lines of'business. 

Paragraph (1) ofsubllection (0 m~\-f!~ Available the Civil Service RetUeInent and Disability Fund 
established under section 8348(a). the Employees" Life Insurance Fund established under section 
87 14{a), anc1 tlle Employees Health Bcmetillil flWll oatabliahc4 \UUICT IcctiOU 8909(0). without 
fiscal year limitation. to pay the expenses of the Office'in a.d.mi!1istc:rhlg this chapter. nus would 
provide a method ofaddressing not Dilly the initial costS of implementing a new prognm. but 
elsa the onS0ins opc::rati:lS colts of the Offie.e. No stRT'hrr Af'rImpriations would be required.. . . 

Paragraph (2) ot'U1at subsection requ.ires the reimbursemCftt ofLhc: w"':. urtbe Omecdn' 
adjudieatin, a t.laims dispute under newacction 9008, including costs rel.B1ed to an inquiry DOt 
culmirwing in a dispute. by the carrier involved in the dispute or inqu,iry. 

New $ectioD. 9006 provides for the p-reemption oC State or localla~' by specifyiDg that the. 
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provision! of' fbi, chapter ptocmpt 1111)" :;u.cb. l11.w which the Offi~ 4e1e:n:nines il either 
inwusisteot.with the provisiom of this chapter or. after caDSUltatiou with the National 
Association of I.n8uraD.cc Commissioners, nu:on.sutent Wltb the efficient proVisiClft ofa national . 
lnn!-term care insurance PIOiI'aIU. . 

New secLion 9007 add.:cesse6 the t'CCluirem.mta for stu.d.ic;;s, reports, and audits relating to the 

Prognun. 


Subeection (a) requiree each qualified cmim- fmr.erlng into a contract under this chaptc:r to fUmish 
such reasonable rtports as the Office d.etcmtincs to be neceswy to mabIe it to carry out itt 
functions under thIs chapter. and allO requires each lIu.cb t:raTicr 1U p"cu,it tlJe exllllination. by 1he 
Office and by representatives ofthe General Accounting Of!icc. ofsuch rccotds as may 'be 
necessary to cart')' out the purposc:s ofthis cha.pter. 

Subsection (b) fC'luircs each Fec1eral qeaey to keep such records, make such certifications, and. 

fumi.&h the Office, or the carrier. or both, with iUCh information and reportS as the Oftlct: may 

require. 


New aectiOll 9008 &ddrcssea cl&iml for DCD.C:f1t.1 UAc1er this c:.ha;ptC'. 

Sllbsection (a) requires a claim for benefits to be filed wiUtin 4 yem of the date on which the 
reim"'n",ahl~ en~f, 'NI.~ incurred or the service \\'U provided. 

Subsection (b) "i..r.I,hv(u.c,~ the Office to pre&eribo & maximum asc 'by which Q claim must 'be fileel. 

Subsection (e) requires the Office to adjudicate a cla.irn.s dispute arising under this chapter and. to 
mand.a.te that the contractor pay for any ben~flt nr ~Mv;d.e any service the Office c.i.etermines 
appropriate under the applicable contract. 

Subsection (d) provide! that benefits payable under this chapter f'or any reimbursable cost 

incurred or service provided. are secondary to any other benefit payable for such cost or service. 

It also bAli payment where DO legal o'bli&ation e71:lsu. , 


New section 900~ expressly limitS lhe effect otother 5WUleS by spe~ifying Lbaalnu pu;wisloa of 
law outside this chapter may provide coverage or any benefit under this chapter to any incUvidual 
who would not otherwise be eligible £'or luch coverase or benefit. 

New sect:io:a. 9010 eitablishes the jurisdiction of'courts by authorizini a claimint WlIie:r this 
chapter to file suit against the camer oftbe los-term care insurmee polley covering 'Che Claimant 
in the diRtrict collttS. ofthe United St.al~~ but onlyaftcr exhau.stiDg all a.dm.i:ni5trative remedies 
available 10 the c:laima.a.t. 

New section 9011 requires the Office. in. subscctign (a). to prcscn'be regulations necessary to 

http:mand.a.te
http:I.n8uraD.cc
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carry out thiJ chapter. 

Subsccuoo. (b) authOJ'i,;,tos tho omco to p"C4csibe in i~ &-c,I.lIllLiu1.Ut Ihf; LiJm:; aL which and the 
conditions uncicr which an cliSlole individual may enroll in the Propm. 

Suluec:tioa. (c) bars the Office !am excluding an employee or arcUl' ofemployees 101e]y on the 
basis'ofthe hizardous nature of cmplOymeut, and from excluding an employee who is occupying 
? ~~sition on a parN:1me career employment basis. as de1iJ1ed in section 3401(2). 

Subsection (d) requires the Office to include in its regulations proviaiolls for the beginniIlg and 
ell.dJ.ng cbl.o:! ofeovem,p of employees, 4mluit=u, fonner spouses, And other eligible itu:uviduals 
under .this chapter, as well as any requiremcm.s tor ;oDlinuation or conversi~ ofcovcr&ge. 

Section 3 of the bill provides that the amendmCllts made by the Act shall take eft'ect on the date 
otenactment of the Act. allowing the immodiatc commencement of the establishment of the 
Program.. IIow.ver, section 1 also pravides that DO 4;ov.:ralc may be effc;cuvc until tlu~ fi.nit day 
of the first pay period in OCtober which follows by more than 1 year the date of'cuactm~t ofthe . 
Act. This is designed to provide adequate tim.e for the 'negotiation ofCOlltracts, the prepamtion of 
m$lt"ri"h:, mn the IT\MXUnoth t"sl( nf p.dnr~tin, millions ofpotential enrollees about tbiQ Program. 

TOTI=lL P.1S 
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, LONG-TERM CARE TAX OPTIONS 

$500 CREDIT ! 

Non-refundable" 

. $3.7 bDlion /5 
$11.3 billon 110 

2.9 million people 

$4.4 billion I 5 
$13.2 billion 110 

3.7 minion peopfe 

.Refundable 

$5.1 billion 15 ~ 

$15.1 billion 110 ~ 

3.2 million people ~ 

$6.5 billion/5 
$19.1 billion' 10 

4.1 million 

$1,000 CREDIT 


Non-refundable ... 

$6.8 billion 15 
$20.7 bilion 110 

2.9 million people 

$8.1 billion 15 
$24.7 billion 110 

3.7 million people' 
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Refundable 

$9.6 billion 15 
$28.3 biJIion/10 
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$12.4 billion 15 
$36.5 billion / 10 
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ElIGIBlLlTY 
'. 

MOte Disa.bled: 
3+ADLs 

~ 

Less Disa.bled: 
2tADLs 

NON-REFUNDABLE ~ 

$500 CREDIT $1rOOO CREDIT 

People getting credit: 2,9 million 

$3.7 bllion I 5 $6.8 billion I 5 
$11.3 bilion / 10 $20.7 billion 110 

: 

People getting credit: 3.7 mimon 

$4.4 billion 15 $8.1 billion 15 
$13.2 billion 110 $24.7 billion 110 

REFUNDABLE 
, 
? 

$500 CREDIT $11000 CREDIT 
J 

People getting credit: 3.2 million 

$5.1 billion 15 $9.6 billIon ( 5 
$15.1 billion 110 $28.3 billion ( 10 

: 

People getting credit: 4.1 

$6.5 biUion 15 $12.4 billion 1 5 
$19.1 billion 110 $36.5 billion J 10 
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NOTES 

Most of these estimates are not Treasury num~ers but extrapolated based on Treasury estimates . 
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It:> This credit is partially refundable, meaning that)f the filer has three or more dependents, then the ~redit is 
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All options include the up to $5,000 credit for wprk-related impairment expenses. This credit helps 300,000 and 
costs $600 million over 5, about $1.8 billion over 10 years.
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t- Treasury has strong ccncerns abput refundable credits..-I 
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Possible Revenue Offsets 
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....rv10dify Foreigri Tax Credit carryover rules· /] t,925 3,391 ... ..
Liquidating RElTs (see at1ached discussion) ...II 4,900 8,600 (Q

Constructive ovinersbip (Kennelly)'" 150 300 
Subtotal 6,825 11,99] 

N 

Superfund AMT tax" . 5,000 
0> 
NM·800 
~. 

0:.Superfund excise tax· . 3,600 5,000 I'.l 

IO-ce.nt tobacco excise, tax (could be scaled down or up) + 7,500 15,000 
N 

0:. 
0> 

Subtotal 14,900 25,000 en 
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01< == JeT scoring 
+ = rough guess 
. I . Used in the Senate's version oflRS Reslructuring L,2 
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AugustS, 1998 " 

TO: Gene 
FROM: Jeanne 

. RE.· LONG,.TERM CARE MEETING TOMORROW 

The goal of this small meeting is to (1) reduce the number of options for the tax credit to tWo Of 

three, possibly for discussion at a meeting with Erskine or memo (whichever way you think best 
to make a decision); (2) begin to discuss offsets., We do not have the final numbers or paper 
from Treasury, but will get it to you as soon as we have it. 

LONG,.TERM .CARE T AX ..CREDlT 

As we discussed at the last meeting, there were three issues: 


• 	 How many people with chronic}llness are non-filers: Trea~urY estimates that about 
half of people receiving the credit under the original Treasury option are non-filers. This 
is a major equity problem. ' 

• 	 Is the best way to capture non-filers to allow.them to be claimed as dependents for 
relatives who are filers, ~r to make.the cr~dit refundable. Obviously, the most direct 
,way to get the credit to peopie who need long-term care is ,to make it refundable. We 
have heard through the grapevine that this.will cost well over $10 billion over S years. 
The alternative is to broaden the number of non-filers who can be claiined as dependents 

1 	 . 

(e.g., replace the current "support test", which says that a person can only be a dependent 
if their relative is providing at least half of all support, with a "residency test" which is . 
much less strict). Although this still ol1}its'people with chronic illness, it can more easily' 
be claimed as a "caregiver" credit. . 

• 	 How many people receiving the credit are i~stitutio~alized: As Jack said, this would 
matter if we were trying to target the funds better. It turns out that few of the people 
receiving the credit'under Treasury's original option were institutionalized',' However, 
the risk increase~ as we add non:-filers either as dependents on tax filers' claims, or if the 
credit is refundable. 

With these issues in mind, we expe'ct Treasury to present two options: . , 	 , 

• 	 Option 1 (variant on Treasury option): $1,000 partially refundable credit, with two 
changes to the dependency test: waiving the gross income limit and replacing the support 
test with a residency test 

• 	 Option 2: Refundable credit: $1,000 fully ~efundable credit with no change in the 
dependency test but excluding people who have resided in a state certified nursing facility 
for at least 6 months in the tax year. . . 



J 

For both, we have asked for estimates of number of people helped and costs at both 2-plus and 3
plus ADLs. We may have to consider other ways to target the credit if we find that the 
refundable option is desired but too expensive. 

WORK-RELATED EXPENSES FOR PEOPLE WITH DISABILITY 
We also strongly support this credit, since it will be seen asa meaningful, well-targeted credit by 
the disability community. We have asked Treasury to revise some of the definitions in the 
option, but it looks good. 

OFFSETS 
I think that you have asked for a presentation of any options; I have asked as well. 

Please call with questions. 

" ., \ 



INFORMATION. FOR MEETING 


., 2+ADLS 3+ADLS 

.Ha~eli~e.n:U,I,lI:~_e!'()f(ll.ig~~~~~" .•...,.,r" ' " " '.,', .,'. "C '"." ~ '.", ' " , ... ' 

Filers' 


Dependents 


Non-filers 


Community-based 


Institutionalized 


Option 1: Broadening the dependency test 

5-Year Revenue Effect, 

.Number of people receiving credit 


Filers 


Dependents 


Option 2: Refundability 
. , ',,, ".''." ~ .'. , . 5-YeatR~VentieEffeCf' "'" 

Number of people receiving credit 


Filers 


Dependents 


Non-filers (if possible, also the number excluded 

who are institutionalized) 
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August 5, 1998 

TO: Karl ..,( d. 

FROM: Chris and Jeanne 

RE: TAX OPTIONS ON LONG-TERM CARE 

Good morning. As you know, there is a meeting in Gene's office at 5:15 with a core groupto 
discuss how we narrow the options on the tax credit proposaL There may also be a discussion of 
offsets (did Gene talk to you about this? I'll find out) . 

. A couple co~mentsonthe'options:' First, you are including childrenin·your cost estimates? 
Chris thinks that w~ decided that there is no logical reason to exclude them, but we should know 
the break-out of their expenses just in case. 

Second, about waiving the gross income limit ifwe use the residency test: given that your paper 
suggests that, for the elderly, tax liability begins when income exceeds about 200 percent of 
poverty, why don't we use that standard rather than 100 percent of poverty? . 

Third, on policy grounds, we think it is very important to broaden the work-related impairment 
expenses definition to include the personal assistance and other expenses needed to get to work. 
Do you have a revised cost estimate for this? Do you agree with the policy? If so, it is one less 
thing to discuss. 

Fourth, and most importantly, to make the meeting be a decision meeting about the options, it is 
REALL Y important that we have the cost and coverage numbers ahead of tIme so that we have a 
chance to think about them. The attached table is the information that we need to make informed 
choices. Please let one of us know ifthis is a problem. 

Thanks for all your hard work -- we understand that this has made for a busy summer, but we're 
getting deise t6iheerid(of' siirilrller; thatis -- just kidding): ' .. . .. 
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POSSIBLE SOURCES AND USES FOR LONG-TERM CARE POLICIES 

;(Most are CBO estimates, 5-yearnumbers) 

LONG-TERM CARE POLICIES OFFSETS 

Offering private long-term care 
insurance to Federal employees 

.' About $40 million OPM budget modifications , . (to review) 

Tax credit 
Long-term care 
People with disabilitie~ 

$4-5 billion 
$600million 

-

Republican Pt Protection Act offsets 

Democrat Pt Bill of Rights offsets: _. 

$1 billion 

$4 billion? 

Tobacco tax ?? 

Kennedy-Jeffords: 
Medicaid option 
Medicare option 

. 
-

, 

, ., 
.' 

$600-800 million 
$200-300 million 

Medicare fraud 
Centers of excellence 
Medicare Secondary:Payer 
Market price for drugs 
EPO 

SSA fraud 
Overpayments for SSI 
Shaw-like additions .' 

$300 million 
$400 million 
$600 million 
$100 million 

$170 million 
$125 million. 

Grant options $200-800 million [not likely to be needed] :::.:,", 

- ::·"~i: ~. 

..~.::.. 



Targeting Individunls with Significant Long-term Care Needs Through Tax System 

Basic option under discussion 

Under the basic option, taxpayers wouid receive a $500 or $1,000 tax credit if they are 
incapacitated or have an incapacitated spouse or dependent. Because the proposed credit is 
envisioned as an expansion of the $500 child credit, it would be partially refundable for those with 
three or more qualifying individuals (including children under 17 and incapacitated taxpayers, 
spouses, and dependents), mitigate the effects the AMT and would begin to phase out at 
$110,000 ($75,000 if the taxpayer is unmarried); 

. There are (at least) three targeting issues that must be resolved 

OPC has made two requests for additional information to be used in determining how to 
better target the credit toward individuals with significant long-term care needs. These requests 
would have very different impact on the costs and scoRe of the proposaL 

• 	 The first would ·narrow the targeted group of credit beneficiaries based on type of care (for 
example, exclude people in nursing homes) in order to provide a larger per capita credit. 

• 	 The second would expand the targeted group of credit beneficiaries to include more low
income individuals (in particular, taxpayers with no tax liability or taxpayers who do not file). 

There has b~en very little discussion regarding a third targeting criteria that also affects the 
costs and scope of the proposal. Treasury has developed and estimated options for the credit, 
using two very different definitions of chronic illness. Treasury ·is providing more background 
information regarding the specifications of these definitions, so that this issue can be discussed at 
the same time as the other targeting issues raised by Ope. 

Targeting based on type of care 

The inter-agency group has previously considered restrictions that would make the credit 
available only if the disabled person did not received care in an institutional setting for more than 
six months of the taxable year. Tax Policy has raised equity and administrative concerns with this 
restriction. 

In response to a request from OPC staff, we have gathered some data (Attachment 1) to 

provide a more detailed pict~re ofthe disabled based oil the type of care they receive. . 


Targeting based on economic needs 

The basic option has been criticized for not providing sufficient assistance to low-income 
taxpayers. Some of this objective was initially addressed by broadening the definition of 
dependents used in the basic option ..Adult dependents generally do not include individuals with 
gross (or taxable) income above $2,750 (1999 level). Many disabled elderly may have other 
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sources of taxable income that prevent them from being claimed as a dependent, even though they 
do not have sufficient income to have a positive income tax liability of their own. By lifting the 
gross income test, the basic option allows these individuals to be claimed as a dependent by the 
taxpayer who supports them. 

Even with this modification, some low-income individuals may not benefit from the proposal. 
In some cases, it may be because they cannot be claimed as anyone's dependent. Taxpayers must 
provide over half of a dependent's support. While expenditures for housing and food count as 
part of support, other types of care (such as dressing and bathing the disabled individual) are more 
difficult to value and are usually not counted as part of the taxpayer's support of a dependent. 
Thus, a taxpayer may not be able to claim her mother, for whom she provides day-to-day care, as 
a dependent, if the mother pays for most o~her living expenses out ofher own savings and 
income (including social security benefits). Other low-income disabled individuals will not benefit 
from a change in the definition of a dependent because they receive care from low-income 
individuals who do not have a tax liability, or they are not receiving assistance from any caregiver 
at all. 

Attachment 2 discusses three options to broaden the credit so that more low-income 

taxpayers might become eligible for the credit. These options would: 


• Replace the current dependency support test with a residency test. 

• Use Administration on Aging offices to certify caregivers. 

• Make the basic credit refundable. 

Implicit in these choices is another targeting issue '-- whether or not Medicaid beneficiaries' 
should be eligible for the tax credit. Under the current option, most will not be because they 
generally cannot have a tax liability and be eligible for Medicaid. Further, they are unlikely to be 

. claimed as a dependent by another taxpayer. Even though Medicaid is not included in support, it 
is unlikely that another taxpayer could be providing over half of their total support without 
adversely affecting their Medicaid eligibility. The three options under discussion would make it 
more possible for Medicaid recipients to benefit from the tax credit, in the absence' of additional, 

. possibly difficult-to-administer restrictions. 

Targeting based on severity of chronic .iIIness 

The options estimated by Treasury have been base9 loosely on two alternative definitions. 

The first definition is derived from the Health Insurance Portability and Accountability Act of 

1996 (HIPAA). The second definition is based on the 1995 National AssociationofInsurance 

Commissioners (NAIC) model for long-term care insurance legislation. 


• Under HIP AA, a chronically ill individual can be defined as someone who requires 
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substantial hands-on'or standby assistance with t~o(or more) out of six' activities ~f daily 
living (ADLs)" including bathing, dressing, toileting, transferring, continence, and eating. In 
addition, a chronically ill individual may require substantial supervision to protect the 

, individual from threats'to health and safety dueto:severe cognitive impairment. 

Hands-on assistance means the physical assistance of another person without which the 
individual would be unable to perform the ADL 

. , 	 , ' .' 

Stand-by assistance means the presence of anotherperson within arm's reach of the 
individual that is necessary to prevent, by phy~ical intervention; injury to the individual 
while performing the ADL ' ' " ' 

-- A severe cognitive impairment means a loss or ,deterioration in intellectual capacity that is 
(a:) comparable to ( and includes) Alzheimer's disease and similar measures of irreversible 
dementia, and (b) measured by clinical evidence and standardized tests that reliably' 
~easure impairment in the individual's (1) shoh-term or long-term memory, (ii) . 
orientation as to people, places, odime; and (iii) deductive or abstract reasoning. 

Substantial supervision means continual superyision by another person that is necessary 
to protect the severely cognitively impaired individual from threats to his or her own ' 
safety. ' ' 

" .' 	 " 

• 	 Following the 1995 NAIC model, the most restrictive definition ofa chronically ill person 
would be someone who requires hands-on assistance with three (or more) out of six ADL's 
or has a level of cognitive impairment such that the individual IS a "danger to himself or ' 

,herself or to others." '. 

Questions raised by these definitions include: ' 

• 	 How many ADLs should be used to trigger eligibi'lity for the 'credit? 

, . 
• 	 Which ADLsshould be used to trigger eligibility?: 

• 	 How should cognitive impairment be defined? 

• 	 If the credit is extende'd to minor children, how should chronic illness be defined? 
(Currently, options require children to have difficulty with two out offive ADts (same as 
adults but excluding continence) or to be very developmentally delayed (for example; cannot 
sit upright without leaning against something by ages 24 to 59 months, or cannot walk 
without holding onto something by ages 30 to 59'months).. ' 
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Attachment-1 
Targeting Individuals with Significant Long-term Care Needs Through Tax System: 
, Data Issues 

. 	 .' , 

In order to make informed choices about the long-term care tax credit proposals, more 
, information is needed regarding the characteristics of the chronically ill population and their 

caregivers. Specifically, Treasury has been asked to provide information regarding the number of 
individuals by severity of disability, type of care, and tax filing and liability status. For the reasons 
discussed in the appendix, we cannot provide this information in precisely the form that has been 

, requested at this time. Burin the discussion below, we present other data that can be used to 

infer answers to the key questions. ' '. 


, '1. How many individuals receive care athom'eor in the com~unity? 

Using, data from the 1:'Iational Long Term tare Survey and the National Health interview 
Survey, we estimate that there were about 3.4 million individuals living in the community or at 
home who had two qr more activities of daily limitations or who were cognitively impaired for 
three or more months when surveyed in 1994. Increasing the ADL limitation to three or more 
reduces thi's estimate to 2.6 million individuals; if this group was further restricted to include only 
those who received hands-on assistance, the estimate would fall to 2.0 million. (See Table 1) 

These estimates provide a measure of home and community care at a specific point in time 
during 199,5. The estimates must be adjusted to derive'the total potential beneficiary group. . 

'Under the current basic option, ,eligibility for the credit: would be based on having been chronically 
ill for at least half the year, as well as on annual income. Thus, the estimates of individuals in 
home and community care must be annualized. Several factors need to be, taken into account in 
annualizing these esti~ates: . 

• 	 ' The shorter the average expected duration of care at a specific point in time, the 
larger the total number of potential beneficiaries on an annual basis. ' 

• 	 To the extent't'hatthe duration of'care is'generaliy h~ssthansix months, the total 
number of potenii~ll beneficiaries would:be reduced. . 

2. . How many individuals are nursing home residen'ts? 

Two surveys conducted independently in 1995'show similar counts for the numherof 
elderly nursing home residents. As shown in Tables 2 and 3, there were approximately 1.4 million 
elderly individuals living in nursing ho'mes when surveyed by two different studies in 1995. Most 
of these individuals had at least,two ADL limitations, and over 80 percent had three or more ADL 
limitations. 

These numbers should not be added to the estimates of the individuals in home and 
community care to derive measures of the total beneficiary population: . , 
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• Because elderly indivi'duals move from ,home and community care to nursing homes, there 
is probably some overlap between the various ,surveys. '.' 

• 	 Again, these data are fora single point in time during 1995, and the year-long numbers (if 
they were available) would be somewhat different.. . '. . . I 

. 	 .,' i 

Other data and information can be combineq with these data to. estimate the number of 
potential nursing home residents for half the year. 

f -", '.' < • 

• 	 Anon-trivial number of nursing home resident~ have stays of relatively short duration. 

Spillman and Kemper found that among the elderly who died in 1985 and who had 
ever resided in a nursing home, one-third had . spent, less than three months in a 
nursing home, and about 43 percent had lived in a nursing home for less than six 
months. (See Table 4) , 

, 
" 

.j 

Kemper and Muragh found that,about 30 percent of nursing home residents had ~ 
total lifetime use of under three !llOnths, and 51 percent were in nursing homes for 
less than one year. 

3. 	 How many chronically iHindividuals have apositive income tax liability before tax! 
credits? ' 

To benefit from a nonrefundable tax credit, taxpayers must have a'positive tax liability. 
This means that their taxable income, prior to taking into account exemptions and deductions, 
must be positive, 

To have an income ta~ liability, a childless indi~idual must generally have income roughly 
above the poverty level. But, an elderly individual can have much higher in,come before 
generating atax liability because social security benefits will not be taxable at low and moderate 
levels of income and supplemental security income benefits are never includable in taxable income. 
It's probably fair to say that a single ~lderly individual could have social security benefits and . I 

other forms of income and not have a tax liability until the combined income exceeded 200 
percent of poverty. Assuming a $1,000 credit, they would'not be entitled to the full amount until 
their income was nearly 300 percent of poverty. (Seehypotretical examples 1 through 4.) 

Even at higher levels of income, a chronically iJI individual may not be able to benefit from 
the tax credit. Because the tax credit is stacked after itemized deductions, moderate-incorne . I 

taxpayers may find that their tax liability is already wiped out by high medical ,or long-term care' 
expenses even before the tax'credit is computed. (See hypothetical example 5). The credit, 
itself, begins to phase~out at$75,OOO for an unmarried individual and $110,000 for a married 
couple filing jointly. 
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We anticipate that many elderly long-term care recipients may not benefit directly from tile 
proposed credits because they do not have an income tax liability. This is particularly true of 
nursing home residents. 

• 	 Many nursing home residents are Medicaid recipients. About 38 percent of elderly nursing 
home residents are on Medicaid at time of admission. As others spend down, the share of 
nursing home residents on Medicaid increases to 56 percent. To qualify for Medicaid, 
most elderly will have t6 meet income tests that, almost by definition, reduce the chance 
that they have an income tax liability to qualify for the full or any credit. (See Table 3) . 

SSI beneficiaries qualify as categorically needy, but their income will generally be 
below poverty. 

The medically needy elderly may qualify with higher income, but they are still 
required to have income below, at most, 133 percent of the maximum payment 
received by a similarly situated family under AFDC. 

The third group ofMedicaid beneficiaries is relatively new and was authorized 
under the Balanced Budget Act of 1997. Under the 1997 Act, States are 
permitted to allow individuals to "buy into" Medic~id by paying a needs-based 
sliding scale premium if their income isup to 250 percent of poverty. 

• 	 About one-third of nursing home residents payfor care out of private means when they 
enter a facility. (See Table 3) Even amongst this population, it is unlikely that they will be 
able to benefit greatly from the proposal because the tax credit will be "stacked" after 
itemized deductions. 

With average nursing home costs of$30,000 (and, according to at least one 
. source, nearing $40,000 currently), an elderly nursing home resident would have fO 
have taxable income above that amount in order to take advantage of the credit. If 
the nursing home resident has other medical expenses and state and local income 
and property taxes, his or her income must be still higher in order to benefit from 
the tax credit. 

Over time, the number of nursing home residents who payout' of private means 
falls, declining to about 25 percent as the length of stay increases. 

These hypotheticals demonstrate that it is unlikely that many nursing home residents will 
be able to qualify for the credit. For these reasons, our preliminary estimates of the tax credit 
proposals inchJde only a small proportion of nursing home residents who were not community 
long-term care residents in the tax year. Individuals receiving long-term care at home or in the 
community constitute the overwhelming majority of those estimated to be assisted by the tax 
credit options. '. . 
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4. 	 IJow many elderly recipients may not h~ve .~ tax liability but are not Claimed as . 
.dependents by others? ' . 

. The hypoth~ticals, shown above, reinforce con~emthat' many chronically ill individuals, 
living at home or in the community may not be able to: benefit from th~ proposed credit because 
'they do not have a tax liability. Other data suggest that relatively few ofthechronic,dly ill are', ' 
likely to be claimed as a dependent by another t8.xpay~r and thus indirectly benefit from the cred~t 

Not surprisingly, 'most dependents are children: Out of 80million dependent exempti~ns 
claimed by taxpayers in 1995, only 2 million were for dependent parents, and an additional 3 'I 
million were claimed for individuals who were neither the taxpayer's child or'parent. To increase 
the likeliho'od that a low-income adult can be claimed as.a dependent; we have already proposed 
dropping the dependents' gross income test from the eligibilitycrlteria for the proposed credit. 
But even With the modification, the number ofchronically ill individuals claimed as dependents, ' 
for purposes of this credit, is likely to be small. _ ' ., :, ' ' 

, ,-" 

Some have suggested that many elderly indiyiduals may not be cl~imed as, dependents fOli · 
the credit because they are self-supporting, Under !he'current support test rules, the taxpayer 
. must provide over one.,half of the support of a depend~nt. For examp"Ie,' social security benefits 
cou~t as support provided by the recipient, making it difficult to claim a social security beneficiary 

.' as a dependent. If the chronically ill indiyidual owns his or her own home, the imputed rental. I 
value of the home also counts as self-support. The taxpayer may have to provide support in' . 
excess of the imputed rental value ofthe home and/or the ~ocial security benefits received by the, 
chronically ill individual in order to claim the individual as a dependent and benefit from the cred,it. 
Yet, we know that relatively few adults receive significant financial support from individuals with 

'~m~~~~: 	 , . 

.• According t~ the 1988 Survey oflncome and Program Participation, 1,7 million parents 
received financial support from their children who lived separately. Average support 


, payments were $1,330. Of these, 1.5 million lived in a private home; 101,000 lived in 

. nursing home. In total, about 5.4 million adults received financial support from other 


adults who did not live with them. ' " 	 '. 

We have been asked to consider whether a change i~ the definition of dependents could be 
'considered as a' way to expand the scope of the credit., However, data on the elderly disabled an,d 
their living and care arrangements (see Table 5) show that changes in the dependency definition I 

may not suffice because many elderly disabled live on their own and, if possible, rely on their own· 
'spouse (not an adult child) for care, 	 , . ' 

• 	 Over half of the elderly disabled who Iive'withano'ther individ~a(live with their spouse. 
Of the 583,000 elderly disabled who live with their spouse, thn~e-(fuarters rely on their 
spouse as the primary caregiver. ' .. " ' ' . 

I' '. 

',' ., 
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• 	 Over 300,000 elderly disabled (22.5 percent ofthe elderly disabled) live alone. Of these, 
only 133,000 actually receive unpaid care from a son or daughter. 

Allowing taxpayers to claim elderly disabled individuals who live.. with them would not increase 
the number of dependents significantly: . 

• Out of 1.4 million disabled elderly living in the community, only about one-third (481,000~ 
live with adults other than their spouses. In the majority of cases, this appears to be the 
disabled individual's son or daughter. 

Alternatively, an outside caregiver could be certified. But, the data suggest that the number of 
legitimate individuals, for whom assistance would be desired, is small, while the number of 
taxpayers who might try to take advantage of the provision could be much higher. 

• 	 Ideally, one might want to provide assistance to those who might be providing in-kind 
services for elderly disabled persons who live.alone; The data suggest that there are only 
about 241,000 elderly disabled individuals who live. alone and rely on unpaid, outside care. 

• 	 Depending on how the proposal was specified, a revenue estimate of a change in the . 
dependency requirements might be significantly larger as taxpayers change their living or 
care arrangements or lie about their living and care arrangements in order to claim the 
credit. For example, there are 169,000 elderly disabled who live with a spouse and other 
adults; of these, over half rely on the spouse as the primary caregiver. Depending on the 
change in the dependency rules, some of these individuals could be claimed by the other 
adults in the household, even though they did not provide either financial or in-kind 
services to the disabled individual. 

5~ 	 How does the definition of cognitive impairment affect the. beneficiary population? 

Table 6 compares two different definitions of cognitive impairment: 

• Under the first definition, an individual is considered severely cognitively impaired ifhe oJ 
she incorrectly answers five or more questions on the Short Portable Mental Status . 
Questionnaire (SPMSQ). This definition increases the number of chronically ill by 
between 900,000 and a million. 

• Under the second definition, cognitively impaired individuals must also have difficulty with 
one activity of daily living or one instrumental activity of daily living. This reduces the 
number ofindividuals, who qualify on the basisof cognitive impairment only, by roughly 
one-half . 

The current estimates use a definition ofcognitive imp~irment closer to the second definition. Btit. 
as Table 6 indicates, the definition of cognitive impairment will have significant impact on 
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estimates of the proposaL Further guidance would also be helpful regarding the definition of 
cognitive impairment. 

Appendix: Measuring the Revenue Effects of Long Term Care Proposals 

The Individual Tax Model (lTM) is an important tool developed'byOTA to aid in 
estimating changes in Federal receipts. The ITM is a large microdata simulation model. The 
microdata aspect of the model refers to the fact that it contains data on the income, deductions, 
health expenditures, and' other characteristics of individual tax filing units and families. The model 
can simulate thetaxes paid under both current law and proposed changes in law. 

Long-term care proposals present new challenges. For example, the nonfiling, 
institutionalized population is not represented in the t~o main data sets that are the traditional 
base of the ITM (tax returns and the CPS). While there have been numerous surveys and studies 
done in the area oflong-term care, much of the data regarding severity of disability and place of 
care are available only for a point in time in a given year and must be annualized in order to be 
used in combination with tax return data. Overlaps in samples (for example, between samples o~ 
individuals in home-based care and nursing home residents) must somehow also' be identified and 
removed. In order to be matched or imputed to the ITM, the surveys must also contain 
information that can be linked to data on tax returns or the CPS, or again, assumptions must be 
made. 

Some of the long-term care proposals have also raised questions regarding living 
arrangements and support, both cash and in-kind and both within and between households. At 
best, tax return and CPS data can measure cash payments received by members within a 
household, and the relationships b~tween members of a household, family, or tax filing unit, 
There are very few data that provide much insight into intra-family transfers or support networks 
between households. 

To meet these challenges, on-model imputations and off-model adjustments have been 
developed and currently are being refined. In addition, we are currently completing work on a 
new 1995-based ITM that will contain estimates of the, non-filing, and to some extent, 
institutionalized population. Incorporation on this model ofthe data on long term care, provided 
by IlliS and other sources, will significantly improve the precision of estimates. 

For these reasons, we have identified our revenue estimates for the current options as 
rough and preliminary. It is particularly difficult at this: point to pinpoint estimates for inputs 
(such as people counts) into the preliminary revenue estimates. The data reviewed in this paper, 
however, should give the reader some sense of the magnitude of the effects of the proposed 
changes. 



Table 1 

Numbers of Persons 'in Home or Community-Based Long-Term Care 


At Point in Time, 1994 


·1994 
(thous.) 

Age 65 and over 11 
Two or More Activities of Daily Living Limitations or Cognitively Impaired 21 

hands-on and standby 1,917 
hands-on only 1,625 

Three or More Activities of Daily Living Limitations or Cognitively Impaired 21 
hands-on and standby 1,622 
hands-on only 1,372 

Age 18-6431 
Two or More Activities of Daily Living Limitations 41 

hands-on and standby 1 ,482 
hands-on only 1,161 

Three or More Activity of Daily Living Limitations 41 
hands-on and standby 962 
hands-on only 667 

11 Source: ASPE tabs of 1994 National Long Term Care Survey. 

21 Out of six ADLs (bathing, 'dressing, tOileting, transferring, continence, and eating). 
Continence included only if needs assistance with continence. 
Cognitively impaired includes those with four or more questions wrong on the 
Short Portable Mental Status Questionnaire (SPMSQ) and (1) either one ADL.: or 
or one of the four instrumental ADLs (telephoning, medicine management, money 
managment or meal preparation). Three months or more duration 

. . . 

31 Source: ASPE tabs of 1994 National Heath Interview Survey, Disability 

Component Phase II. 


41 No real measUre of cognitive impairment in the 1994 NHIS, There is a "supervision only" 

variable that probably captures some persons.who are cognitively impaired 

and can perform all ADLs without assistance but may need cueing, 

Adding these individuals, aged 18 - 64, increases the estimates by about 5,000. 




Number of 

ADL 


Limitations 2/ 


Table 2 

Number of Nursing Home Residents Age 65 and Over 

. By Degree and Type of Disability 


At Time of Interview, 1995 1/ 

(Thousands) 


Total 	 With Demenitia, 
Mental Illness, 
Or Behavioral Problem 

o 33 16 
1 95' 56 
2 122 70 

3 or more 	 1,159 685 : 
Total 1,410 827 

1/ Source: ASPE tabs of February 1998 TABS Current Residents 

2/ Receives assistance (personal, assistive devices) eating, bathing, dressing, toileting, . 

transferring, walking. 


Note: Advance Data indicates that 40.5 % received assistance in 4 or more ADLs (eating, bathing, 

dressing, transferring or using toilet room). 




Table 3 


Elderly Nursing Home Residents by Source of Payment 

At Time of Aamission and in Month Before Interview 11 


1995 

(Thousands) 


Primary Source PrimaQl Source in Month Before Interview: 21 
At Admission Private Medicare . Medicaid Other 

All sources 1,385 401 176 772 ' 36 

Private 448 335 10 100 * 
Medicare 353 58 150 141 * 
Medicaid 526 . * 14 507 * 
Other 58 * * 24 26 

* means not significant. 
11 Source: Advance Data, NCHS Characteristics of Elderly Nursing' Home Residents, Number 289. 
21 Medicaid is the secondary payer for 8.4 percent (116,000) of elderly residents at time of interview. 

Addendum: Selected demographic characteristics 

Married 230 
Female 1,043 
Age 

65-74 242 
75-84 586 
85+ 557 



Table 4 
Life Time Nursing Home Use 

_____---,-----_-=--A:..:...:m~o'_'_'ng Persons Aged 65 and Over At Time of Death in 1985 and 
Who Ever Used Nursing Home 11 

Months in Total Private Pay Throughout 
Nursing Home Persons . Persons Persons Persons 

(thousands) (percent) (thousands) . (percent) 

Less than 3 

3-6 


6 - 12 

12 - 24 

24 -60 


60 or more 


All 

160 
50 
52 
56 
91 
83 

492 

32.5 
10.2 
10.6 
11.4 
1.8.5 
16.9 

100:0· 

90 
27 
24 
25 
31 
21 ' 

218 

56.5 
53.5 
47.1 
44.0 
33.6 
25.7 

44.3 

11 Derived from Spillman B. and Kem'per P., "Lifetime Patterns of Payment for Nursing Home Care," 
Medical Care Vol. 33,'# 3 p.280-96, 1995 . 

. Addenda: 16 percentof all persons have one or more year of nursing home care and private pay throughout· 



Table 5 

Numbers ot Disabled Elderly in Home or Community Care 


By Living Arrangements and Source of Care 1/ 

Living Arrangments and Type of Care 

Number of 
Disabled 
Elderly 21 

%of 
Disabled 
Elderly 

Lives in community with spouse only 

Paid help Oncludes government subsidized) 
Paid out-ot-pocket 

Unpaid help 

Spouse is primary caregiver 

Someone else is primary caregiver 


Both paid and unpaid help 

Lives in community with spouse and other adult 

Paid help (includes government subsidized) 
Paid out-of-pocket 

Unpaid help 

Spouse is primary caregiver 

Someone else is primary caregiver 


Both paid and unpaid help 

Lives with other adult(s) (not spouse) 

Paid help (includes government subsidized) . 
Paid out-ot-pocket 

Unpaid help 

Son or daughter is primary caregiver 

Someone elsejs primary caregiver 


Both paid and unpaid help 

Lives alone 

Paid help (includes government subsidized) 
Paid out-of-pocket 

Unpaid help 

Son or daughter is primary caregiver 

Someone else is primary caregiver 


Both paid and unpaid help 

Total disabled 

413,677 30.1% 

188,093 

89,720 


394,870. 

336,233 


58,638 


175,890 

169,214 12.3% 

57,098 

25,751 


167,032 . 

90,144 

76,888 


56,078 

481,403 35.1% 

192,389 

96,964 


460,417 

309,165 

151,252 


178,053 

308,538 22.5% 

181,814. 

120,543. 

240,736 

132,440 

108,266 


134,203 

1,372,832 100.0% 

11 ASPE tabulations trom 1994 National Long-Term Care Survey .. 
21 Three or more activity of daily living limitations out ofsi>: (bathing, dressing, 
eating, toileting, transferring, and incontinence management), with need 
for hands-on assistance, lasting three or more months or severe 
cognitive impairment lasting 3 months or longer. 
Severe cognitive impairment is defined as four or more 
errors on the Short Portable Mental Status Questionnaire (SPMSQ) 
and at least one ADL limitation (out of five, bathing, dressing, eating, 
toileting, transferring) or one i'nstrumental ADL limitation (out of 
four, medication management, money management, telelphoning, and 
meal preparation) or a serious behavoral problem (such as wandering). 



Table 6 
.. .' 0 . 

Altemative Estimates of Number of Persons in Home or Community-Based Long Term Care 

At Point in Time, Aged 65+ in 1990 11 


(Thousands) 


ADL Criteria 
Only 21 Plus 

Cognitive 
Impairment 
Defn. A 31 

Or 
Cognitive 

Impairment 
Defn. B 41 

Hands-on Assistance Onl~ 
2ADLs 
3ADLs 

1,007 
630 

1,947 
1,657 

1,457 
1,174 

tlands-on or Staodb~ Assistance 
3ADLs 1,157 2,076 1,588 

11 Source: Jackson M., Burwell B, Clark R,& Harahan M. "Eligibility for Publicly Financed Home 

American Joumal or Public Health. June, 1992. 

Authors' estimates based on 1984 National Long Term Care Survey. . 

21 one out of five core activity of daily living limitations (eating, tOileting,' transferring, dressing, bathing). 

31 Score of 5+ wrong answers on the Short Portable Mental Status Questionnaire (SPMSQ). 
41 Score of 5+ wrong answers on the SPMSQ and one ADL or one out of three instrumental ADLs 
(disability in money management, medication management, or telephoning). 



Hypothetical Example 1: 

Income Tax Liability of Elderly Disabled Single Individual 


Under Current Law and Basic Option ($1,000 max. credit) 


. 
Money Income: Social Security Benefits Only 

1999 Level 
Current Option Change 
, Law 

Income 

Social Security 11 8,612 8,612 . 

Pensions 0 0 

Interest Q .Q 


Total Money Income 8,612 , 8,612 

% of Poverty Level 107% 107% 


AGI 0 0 

- Exemption -2,750 -:-2,750 


. '. 	 - Standard Deduction . -4,350 -4,350 
-Deduction for Elderly -1,050 -1,050 
Taxable Income 0 0 

Pre-Credit Tax Liability 0 0 

-Long-Term Care Credit Q Q 

Post-Credit Tax Liability 0 0 


Department of the Treasury July 30, 1998, 
Office of Tax Analysis 

11 Based on average monthly benefit paid in December, 1996 and adjusted 
for inflation.' 

0 
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Hypothetical Example 2: 

. Income Tax Liability of Elderly Disabled Single Individual 

Under Current Law and Basic Option ($1,000 max. credit) 


Money Income: Social Security Benefits + Retirement Savings 

1999 Level 


Current Option Change 
Law 

Income 
Social Security 11 8,612 8,612 
Pensions 5,500 5,500 
Interest 1,950· 1,950 ' . 

Total Money Income 16,062 16,062 

% of Poverty Level 200% 200% 


AGI 7,450 . 7,450 
- Exemption -2,750 -2,750 

. - Standard Deduction -4,350 -4,350 
...-Deduction for Elderly -1,050 -1,050 


Taxable Income 0 0 


Pre-Credit Tax Liability 0 0 

-Long-Term Care Credit Q Q 

Post-Credit Tax Liability 0 0 0 


Department of the Treasury July 30, 1998 
. Office of Tax Analysis 

11 Based on average monthly benefit paid in December; 1996 and adjusted 
for inflation. . 



Hypothetical Example 3: 

Income Tax Liability of Elderly Dispbled Single Individual 


Under Current Law and Basic Option ($1,000 max. credit) 


Money Income: Social Security Benefits + Retirement Savings 

1999 Level. 


Current . Option Change 
Law 

Social Security 11 8,612 8,612 

Pensions 8,250 8,250 

Interest 3,250 3,250 

. Total Money Income 20,112 '20,112 


% of Poverty Level 250% 250% 


AGI 11,500 1,1,500 
- Exemption -2,750 -2,750 
- Standard Deduction -4,350. -4,350 
-Deduction for Elderly -1 ,050 -1,050 . 
Taxable Income 3,350 3,350 

Pre-Credit Tax Liability 503 503 
-Long-Term Care Credit. Q -503 
Post-Credit Tax Liability 503 -0 . 503 

Department of the Treasury . July 30, 1998 
Office of Tax Analysis 

." 

11 Based on average monthly benefit paid in December, 1996 and adjusted 
for inflation. 



Hypothetical Example 4: 

Income Tax Liability of Elderly Disabled Single Individual 


Under Current Law and Basic Option ($1,000 max. credit) 


Money Income: Social Security Benefits + Retirement Savings 

1999 Level 


Current Option Challge 
Law 

Social Security 11 8,612 8,612 
Pensions 11,000 11,000 . 
Interest 4,500 4,500 

Total Money Income 24,112 24,112 
% of Poverty Level .300%' 300% 

AGI 15,500 .15,500 
- Exemption -2,750 -2,750 
- Standard Deduction -4,350 -4,350 
-Deduction for Elderly -1 ,050 . -1,050 
Taxable Income 7,350 7,350 

Pre-Credit Tax Liability 1,103 1,103 
·Long-Term Care Credit Q -1,000 
Post-Credit Tax Liability 1,103 103 " 1,000 

Department of the Treasury July 30, 1998 
Office of Tax Analysis 

11 Based on average monthly benefit paid in December, 1996 and adjusted 
for inflation. 



Hypothetical Example 5: 
, Income Tax Liability of Elderly Disabled Single Individual 

With Nursing Home Itemized Expenses 
Under Current Law and Basic Option ($1,000 max. credit) 

Money Income: Social Security Benefits + Retirement Savings 
1999 Level 

Current Option Change 
Law 

Social Security 11 8,612 8,612 
Pensions 10,000 10,000 
Interest 10,000 10,000 

Total Money Income 28,612 '28,612 
% of Poverty Level 356% 356% 

AGI 20,000 20,000 
- Exemption -2,750 -2,750 
- Itemized Deductions 21 -20,000 :-20,000 
Taxable Income 0 0 

Pre-Credit Tax Liability 0 0 
-Long-Term Care Credit Q Q 
Post-Credit Tax Liability 0 0 0 

Department of the Treasury July 3D, 1998 
Office of Tax Analysis 

11 Based on average monthly benefit paid in December, 1996 and adjusted 
for inflation. 

21 Assumes nursing home expenses of $21,500. Medical expenses in 
excess of7.5 percent of AGI can be deducted. 

, ! 


