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hile it's hard enough to raise children when one or

both parents pursue a career, a growing number of

families are caring not only for young children but for
aging parents. These “sandwich generation” families are mostly
on their own to manage the needs of aging parents who are in
need of long-term care. Creating an elder care tax credit can
help relieve some of the financial worries of caring for aging
family members.

I THE PROBLEM
No tax help for elder care costs

An increasingly common challenge for today’s families is the responsibility of
caring for both young children and aging parents. These “sandwich generation”
families now have few resources to rely on for relieving the pressure of these
obligations.

The sandwich generation is growing.

The fastest growing age group in the U.S. population is people over 85.'
When coupled with the trend toward marrying and having children later in life,
the result is a dramatic increase in the number of households with multi-gen-
erational caregiving obligations. In 2001, the last year for which data are available,
as many as 44 percent of adults aged 45 to 55 had aging parents or in-laws as well as
children under 21.2 Roughly seven out of ten adults between the ages of 41 and
59 have at least one living parent, up from 60 percent in 1989.3

Family and friends are the main source of help for seniors.

About two-thirds of the 5.5 million seniors over age 65 who live in the com-
munity and receive long-term care rely exclusively on family, friends and other
informal caregivers.* This help can include everything from shopping and clean-
ing to taking medication or getting to doctors’ appointments. It also includes
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financial help. Two in ten Baby Boomers are supporting their parents financially,
and slightly more than one in ten are providing financial help to a parent while
also raising or supporting a child.”

Many families are shouldering a heavy financial burden in caring for
aging parents.

Surveys find that caregivers spend an average of $5,530 out-of-pocket each
year on expenses for aging relatives, including the cost of providing food and
transportation and paying for medical expenses, prescriptions and co-pays.¢
In 2004, total out-of-pocket spending for long-term care was about $44 billion.”

Many families must make heavy financial sacrifices to meet these obligations.
More than one-third of families report dipping into their savings, 23 percent
say they’ve cut back on spending for their own health care, and 17 percent say
they’ve had to take an additional job or increase their hours to care for aging
relatives.® One in five say they switched from full-time to part-time work, and16
percent say they’ve even quit a job to meet caregiving obligations.?

I THE SOLUTION
An elder care tax credit

Families should be entitled to use the Dependent Care Tax Credit for elder
care expenses incurred on behalf of aging parents or in-laws.

Families would get substantially more help than under current law.

Current federal tax law provides no tax break for out-of-pocket caregiving
expenses paid on behalf of an elderly relative who is not a “dependent” as
defined by the tax code (i.e., a parent who is living outside the taxpayer's home).
Moreover, the current Dependent Care Tax Credit applies only to day care
expenses for a child under 13 or for expenses paid on behalf of a spouse or other
dependent living in the taxpayer’s home.

This proposal would allow families to receive the Dependent Care Tax Credit for
qualified elder care expenses paid on behalf of an elderly relative who is not a depen-
dent. Examples might include a parent who requires temporary personal care for an
illness or needs ongoing help on a sporadic basis. Fewer than half of caregivers live
with the person they're caring for, and 10 percent live more than an hour away.™

The proposed credit would be both generous to families and afford-
able for taxpayers.

Using the current structure of the Dependent Care Tax Credit, families with house-
hold incomes of $43,000 or more can receive a credit equal to 20 percent of up to
$6,000 in qualified elder care expenses—or a maximum credit of $1,200 per year.
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This proposal would cost an estimated $750 million per year, $4.1 billion over
five years and $9.4 billion over 10 years."

I THE ROLLOUT
Ideas for launching and publicizing the elder care tax credit

* Hold a press conference at a senior center or retirement community with
a sandwich generation family (children, parents, and aging parents) who
can share their experiences.

* Release a short report using readily available state and county data on
the elderly. Show how much it costs to provide some common treatments
for the elderly. Blow up a bill for medical care as a visual. Demonstrate the
financial and personal toll of juggling work and caregiving obligations.

* Hold a townhall or policy forum for families to talk about their experi-
ences and share ideas.

CRITIQUES & RESPONSES

The elder care tax credit

It's too expensive.

This proposal is a necessary investment to help families who are incurring
expenses on behalf of their loved ones. The elderly population is only going to
increase over the next fifty years, and this proposal would assist those families by
offsetting some of the costs involved with helping to care for an aging relative.

It's unnecessary.

This proposal would make a significant difference for many of the estimated
34 million Americans who now provide care for an older family member.’> And
this number can only be expected to grow as the American population gets
grayer. Many of the people caring for aging parents now spend thousands of
dollars on out-of-pocket expenses—yet the only tax breaks currently available
are for people whose parents or other relatives actually live with them and can
qualify as a “dependent” under the tax code.

It will be abused.

This proposal uses a tried and true structure that minimizes the potential for
abuse. For example, like the Dependent Care Tax Credit that it is modeled on,
deductible expenses must be from a qualified caregiver.
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I APPENDIX
Alternative structures for the elder care tax credit

This brief proposes expanding the Dependent Care Tax Credit to cover elder
care costs because it is simple, relatively cost-effective and provides the most
flexibility. Two alternative options for elder care tax relief are discussed below:

Alternative 1: Non-itemizer deduction for elder care expenses

This option would create an “above the line” deduction for a portion of
elder care expenses incurred on behalf of an aging parent. To discourage over-
utilization, deductible qualified expenses are those expenses in excess of $500
and up to a maximum of $2000 per year.

Under current law, elder care (long-term care) expenses are not deductible
unless (1) they are incurred by a taxpayer or a “dependent;” (2) the taxpayer
itemizes; and (3) such expenses are part of qualified medical expenses that in
the aggregate exceed 7.5% of adjusted gross income (AGI). As a consequence,
very few taxpayers take the medical expenses deduction (5% of taxpayers in
2000).™

This proposal would make two significant changes in current law. First, it
would give non-itemizers tax relief for elder care expenses. Only one-third of
all taxpayers itemize.” Second, it would allow caregivers whose parents are not
“dependents” as strictly defined by the tax code to qualify for relief.”

Alternative 2: Allowing reimbursement of elder care expenses from
employer-sponsored Flexible Spending Accounts

This option would allow families to use pre-tax dollars contributed to an employ-
er-sponsored Flexible Spending Account (FSA) for elder care expenses incurred
on behalf of a non-dependent parent. Under current law, medical and depen-
dent care expenses are reimbursable from an FSA only if they are incurred on
behalf of a parent who qualifies as a “dependent” under current tax law."

Under this proposal, expenses can be made reimbursable from either a
medical FSA, which would cover strictly medical expenses such as co-pays, nurs-
ing care or home health services, or from a dependent care FSA, which would
cover non-medical costs such as adult day care and non-medical personal care
services. Total contributions to dependent care FSAs are capped at $5,000 per
household per year. Limits on medical expenses FSAs are set by the employer
offering the benefit.
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