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The narrow list of illnesses represents the problem of financing long-term care with a critical illness insurance policy. 
Unless an individual is ill with one of the exact illnesses covered in the policy, it is unlikely the policy is an effective 
source of insurance. The benefit to these policies is that they are significantly less expensive, and they typically pay 
benefits in a lump sum as soon as a diagnosis is confirmed. For this reason, they are frequently used by younger 
people, whereas the population of insureds with long-term care insurance tends to be older.222

Tax Treatment. Because critical illness insurance recoveries are not required to reimburse specific medical costs, 
premiums paid for these policies are generally not tax-deductible.223 However, some employers may offer these 
policies as a pretax benefit. Employers may offer it through a cafeteria plan. Claims paid on a policy provided through 
a §125 cafeteria plan would not be taxable.

Selling Assets224

For many taxpayers, selling assets to finance long-term care may be an alternative. If the assets to be sold are financial 
instruments, capital gains tax consequences are likely.225 Selling shares of stock from an investment portfolio, for 
example, might result in a significant capital loss or capital gain.

Collectibles may be problematic due to the uncertainty in their estimated value. The capital gains tax rate on collectibles is 
28%, which is applied to coin and stamp collections, as well as works of art, certain rugs and antiques, precious metal 
bullion, and some other forms of tangible property.226 The sale of collectibles could raise cash to fund long-term care 
needs. However, the individual in charge of selling the assets must set aside enough money to pay the associated 
income tax.

PUBLIC SOLUTIONS227

Medicare generally does not pay for long-term care stays in nursing homes or long-term care facilities. Medicare 
claims may still be made for hospital care, the services of medical professionals, and some medical supplies when an 
individual is in a long-term care facility, but usually, an individual starts payment of long-term care with funds they 
have previously acquired.

222. Long-Term Care vs. Long-Term Disability vs. Critical Illness Insurance. National Education Association. [www.neamb.com/family-and-
wellness/longterm-care-vs-longterm-disability-vs-critical-illness-insurance] Accessed on Oct. 18, 2021.

223. IRC §213(d)(1); Critical Illness Insurance. Aug. 30, 2019. Manulife Investment Management. [www.manulifeim.com/retail/ca/en/
viewpoints/tax-planning/taxation-of-critical-illness-and-disability-insurance-living-benefits-products] Accessed on Oct. 18, 2021.

224. IRC §§1201–1278.
225. IRC §§1221–1223.
226. IRC §§1(h)(5) and 408(m)(2).

Caution. A need for long-term care may accompany a need to sell a business. Taxpayers selling an interest in 
a closely-held business should anticipate complex tax planning needs. The proceeds from the sale of these 
assets could address long-term care needs, but their availability is dependent on the timing of different 
aspects of the business sale. The circumstances involved with the sale of a business for long-term care needs 
go beyond the scope of this chapter. For more information on the sale of a service business, see the 2022 
University of Illinois Federal Tax Workbook, Volume B, Chapter 2: Terminating a Business Interest.

227. How can I pay for nursing home care? Centers for Medicare and Medicaid Services. [www.medicare.gov/what-medicare-covers/what-part-
a-covers/how-can-i-pay-for-nursing-home-care] Accessed on Nov. 22, 2021.
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