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Long Term Care as an Executive Perk
Employer-provided 1.ong Term Care offers tax benefits on steroids

Post retitement employee benefits are seen as
extraordinary benefits—rewards even—as one
approaches or enters retirement. Defined benefit
pensions are now rare among the non-unionized
and the subject of “pension envy” for those riding
the markets in 401 plans. And paid up health plans
are amazing comforts to take into retirement. So it
is with paid up long term care insurance, which is
becoming a very big thing. Here’s why.

Statistically, a long term care event will afflict seven
in ten of the over-age 65 cohort. The average
durations of care, provided both at home and in a
facility, are 3.7 years for women, and 2.2 years for
men. That care will likely occur in their mid-80’s,
but the age at incidence, length of care and cost are
totally unknown. The only thing we know for sure
is that insuring at least part of it is a very wise
tinancial decision due to insurance leverage. Long
term care expenses of $10,000, for example, will
cost $10,000 out-of-pocket without insurance.
Claims of $10,000 may have cost only $4,000 or less
in long term care insurance premiums. Such is the
leverage of insurance.

Long Term Care as an Employee Benefit
So, back to our original statements: how nice it
would be to enter retirement with a paid up long
term care insurance benefit. There is growing
acceptance that long term care is an extremely
valuable employee benefit, especially among the
executive and owner classes, and that such a benefit
can help businesses recruit and retain executive
talent. Itis best provided by individual plans, which
can be configured to be fully guaranteed and paid
up at a defined time. The employer can structure
the benefit for an executive class of employees
which can include owners. In its most preferred
form, employer-provided long term care as an
executive benefit is fully paid for by the business,
and the tax advantages to all parties can be
significant. Here's an example.

Executive Bonus LTC
Trusty Corporation is a C corporation seeking to
provide a benefit for Tom, a key person. Tom is
age 50 and married. His retirement planning has

been casual and largely focused on wealth
accumulation, but Trusty is eager for him to think
long term and to complete his working career at the
company. Here is what they propose: CareMatters
II from Nationwide, one of the country’s major
long term care insurance providers. The amount of
long term care cash indemnity benefit to be
provided is $5,000 monthly, for a six-year duration.
A 3% compound inflation feature will ramp up this
monthly benefit from $5,000 per month today, to
$7,790 at age 65 and to $12,136 at age 80. Trusty
will pay the $7,113 annual cost of the plan for 15
years, at which point the plan will be fully paid up.
At retirement, Tom will have the great comfort of
knowing he has a fully-paid and fully-guaranteed
long term care plan that inflates annually, and is
wrapped with a modest life insurance benefit of
$120,000 should he pass away without ever going
on long term care claim.

Here are the tax aspects: the entire $7,113 premium
is deductible to the corporation as an ordinary and
necessary business expense. The premium has two
main components—the long term care component
costs $2,730 and the life insurance component
costs $4,383. The long term care portion is not
reportable by Tom and is excludable in his income
under IRC Section 106. Only the life insurance
cost is reportable by Tom. In a 30% tax bracket,
the after-tax cost of the life insurance is $1,315.
Consider this bundle of benefits—fully deductible
for the employer; the executive enjoys a benefits
package worth over $7,000 at an after tax cost of
only about $1,300. Further, any claim payments for
long term care are received tax free and the life
insurance proceeds are likewise tax free.

Few retention tools are this appealing to both
businesses and key executives, and few benefits can
be as meaningful in retirement planning as fully
paid up and guaranteed long term care insurance.

This example illustrates an executive benefit for an
employee of a C-corporation. Next month we’ll
discuss similar strategies for employees and owners
of pass through businesses.
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