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EXECUTIVE SUMMARY

The Medicare Savings Programs provide premium protections as well as some
cost-sharing protections to Medicare beneficiaries with low incomes and few financial
resources. When the programs were created in 1988, income and asset limits were
established to target benefits to particularly needy Medicare beneficiaries. A review of
incomes and assets of Medicare beneficiaries age 65 and older, however, indicates that
some vulnerable individuals do not currently qualify for benefits. Less than half (48%) of
people who meet the Medicare Savings Programs’ income eligibility limits also meet the
asset limits. This means that a substantial number of individuals with low incomes do not
benefit from the Medicare Savings Programs. Low-income beneficiaries are more likely
than beneficiaries in higher-income groups to be single, older women in fair or poor

health and to have a limited education.

Although federal rules regarding asset tests have not changed since the Medicare
Savings Programs were created, some 21 states have made changes in the methodology
used to count assets, effectively increasing the asset limits. Some states also have made
efforts to ease the enrollment process for the Medicare Savings Programs by permitting
applicants to make self-declarations about their assets rather than having to submit
documents. They can make the self-declarations either when they first apply or at the time

when program eligibility is redetermined.

This report examines modifications to the rules regarding asset tests for the
Medicare Savings Programs that could extend benefits to more low-income Medicare

beneficiaries age 65 and older across the country. Among the findings:

e  Some 5.2 million people are estimated to have been eligible for the Medicare
Savings Programs in 1998. If asset limits had been raised to reflect the growth in
the economy from 1988 to 1998, an additional 230,000 people would have been
eligible. These are people whom policymakers envisioned would be eligible when
they initially targeted program benefits. The additional cost of providing benefits
to people newly eligible under this modification would be $172 million in 2002.

e Current rules regarding asset tests may discourage some people from saving for
retirement. Relatively few people who quality for the Medicare Savings Programs
on the basis of income also have substantial retirement funds, though some have
saved for retirement. Currently, tax-qualified retirement savings such as 401 (k)-

type plans and individual retirement accounts (IR As) are counted as assets, though
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retirement savings held in the form of defined benefit pension plans are not
counted as such. If the rules were changed so that no retirement savings were
counted as assets, program benefits could be extended to 112,000 more people at
a cost in 2002 of $67 million.

Under current rules, about 48 percent of people who meet the income eligibility
requirements for the Medicare Savings Programs meet the asset eligibility
requirements as well. If asset limits were adjusted for economic growth and tax-
protected retirement funds were not counted as assets, the proportion of people
who would meet the asset as well as the income requirements would increase to

51 percent.

A doubling of the asset limits would extend coverage to about 1 million more
vulnerable individuals, about 57 percent of whom qualify for the program on the
basis of income. The cost of providing benefits for this group would be $673
million in 2002.

The elimination of the asset test for the Medicare Savings Programs would be the
broadest and most costly of modifications, increasing the pool of potentially

eligible beneficiaries by almost 6 million at a cost in 2002 of about $3.2 billion.
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THE ROLE OF THE ASSET TEST IN TARGETING BENEFITS
FOR MEDICARE SAVINGS PROGRAMS

MEDICARE SAVINGS PROGRAMS

The Medicare program is an important source of health care coverage for some 39 million
Americans, 34 million of whom are age 65 and older. Even with Medicare coverage,
however, substantial numbers of older people have difficulty paying for the health care
they need. The Medicare cost-sharing requirements for premiums, deductibles, and
colnsurance represent a significant portion of income. On average, Medicare beneficiaries
age 65 and older spend out-of-pocket 22 percent of their incomes for health care, and
more vulnerable groups spend an even greater proportion. Older low-income women in
poor health, for example, spend more than half their incomes on out-of-pocket costs of

. 1
medical care.

Some low-income Medicare beneficiaries have protection from these costs because
they also qualify for Medicaid coverage. Medicaid covers Medicare premiums, deductibles,
and copayments. It also pays for prescription drugs and other services not covered by

. 2
Medicare.

Beginning in 1988, Congress enacted a series of Medicaid-financed provisions to
provide partial protection to low-income Medicare beneficiaries not entitled to the full
Medicaid benefits package. These Medicare Savings Programs, sometimes called Medicare
buy-in programs, include the Qualified Medicare Beneficiary (QMB), Specified Low-
Income Medicare Beneficiary (SLMB), and Qualifying Individuals (QI) programs. They
provide various premium and Medicare cost-sharing protections to Medicare beneficiaries
with low incomes and few financial resources. Basically, benefits are provided to Medicare
beneficiaries with incomes at or below 175 percent of the federal poverty level and with

assets up to $4,000 per individual or $6,000 per couple.

The QMB and SLMB programs are entitlement programs. Spending for program

benefits is shared by states and the federal government in the same proportions as the

! Stephanie Maxwell, Marilyn Moon, and Misha Segal (2001). Growth in Medicare and Out-of-Pocket
Spending: Impact on Vulnerable Beneficiaries. New York: The Commonwealth Fund.

* Very poor Medicare beneficiaries who qualify for Supplemental Security Income (SSI) are eligible for
Medicaid benefits. Some 35 states provide “medically needy” coverage for those who qualify for Medicaid
because of substantial medical expenses. In addition, 19 states provide full Medicaid coverage to elderly
individuals who have limited assets and family incomes at or below 100 percent of the federal poverty level.
See the American Public Human Services Association (2001). Aged, Blind, and Disabled Medicaid Eligibility
Survey. Available at: http//www.masterpiecepublishers.com/eligibility.
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Medicaid program. The QI programs were authorized by the Balanced Budget Act of
1997 to provide a five-year block grant, beginning January 1, 1998, and ending December
31, 2002. Some $200 million was allocated in 1998 with an increase of $50 million each
year through 2002. The QI programs are entirely federally funded and are not
entitlements. Enrollment occurs on a first-come, first-served basis. Enrollment in the QI

programs, however, has been lower than anticipated.

The protections offered through the Medicare Savings Programs are intended to
improve access to care for low-income Medicare beneficiaries, a group that is particularly
vulnerable to large unexpected expenses associated with health problems. The Medicare
Savings Programs also lessen the financial risks that low-income Medicare beneficiaries
pose to states: with this protection, states have more assurance that Medicare beneficiaries
have Part B Medicare coverage, for ambulatory care and related services, and that
beneficiaries’ copayments and deductibles are covered. Beneficiaries are less likely to have
to liquidate assets, including income-generating assets, in order to become “medically

needy” and hence eligible for full Medicaid coverage.

Eligibility Rules for Medicare Savings Programs

As with a number of other means-tested programs, eligibility determinations for the
QMB, SLMB, and QI programs require an assessment of applicants’ income and assets.
Income eligibility determinations are based on “countable” income, which includes both
earned and unearned income. Some exclusions apply. These include the first $20 of any
monthly income, the first $65 of monthly earned income, and half the remaining earnings.
Countable assets exclude assets such as the applicant’s home, household goods, and
personal property as well as part of the value of items such as an automobile and life
insurance policies. States have the option of excluding other income or assets as well. The
specific financial eligibility criteria and benefits for each of the Medicare Savings Programs

are presented in Figure 1.



Figure 1. Financial Eligibility Criteria for the QMB, SLMB, and QI Programs

Countable Countable
Program Income Limits Asset Limits Benefits
Qualified Medicare At or below 100% of the $4,000 for individuals  Medicaid pays all Medicare Part B
Beneficiary federal poverty level** $6,000 for couples premiums ($54 per month in 2002) and
(QMB) cost-sharing charges***
Specified Low-Income Between 100% and 120%  $4,000 for individuals Medicaid pays Medicare Part B premiums
Medicare Beneficiary of the federal poverty level  $6,000 for couples ($54 per month in 2002)
(SLMB)
Qualifying Individuals I~ Between 120% and 135%  $4,000 for individuals ~Medicaid pays Medicare Part B premiums
(QI-D* of the federal poverty level  $6,000 for couples ($54 per month in 2002)
Qualifying Individuals I  Between 135% and 175%  $4,000 for individuals  Medicaid pays part of the Medicare Part B
(QI-I)* of the federal poverty level  $6,000 for couples premium ($3.91 per month in 2002).

* The QMB and SLMB programs are entitlement programs, but QIs do not have an entitlement to assistance. Federal program funding
is capped each year and is due to expire at the end of fiscal year 2002.

** In 2002, the federal poverty level is $8,860 for individuals and $11,940 for couples.

*** States are not required to pay for cost-sharing if the Medicaid payment rates for a given service are substantially lower than the
Medicare payment rates.

Source: Andy Schneider, Kristen Fennel, and Patricia Keenan (1999). Medicaid Eligibility for the Elderly. Washington, D.C.: Kaiser
Commission on Medicaid and the Uninsured. Revisions by the Center on an Aging Society add values for current benefits.

Program Eligibility Rules Vary Across States

Under general rules for determining Medicaid eligibility, states are required to follow the
same rules and processes used by the most closely related cash assistance programs to
determine program eligibility. For elderly, blind, or disabled individuals, those would be
the rules of the Supplemental Security Income Program (SSI).> Under Section 1902(x)(2)
of the Medicaid statute, however, states may use less restrictive income and resource
methodologies in determining eligibility for most Medicaid eligibility groups than are used
by the comparable cash assistance program. Thus, states have some discretion in counting

income and assets for the Medicare Savings Programs.

Some 21 states have less restrictive rules regarding assets for the Medicare Savings
Programs (Figure 2).* A variety of approaches are used to implement these less restrictive
methodologies. Four states—Alabama, Arizona, Delaware, and Mississippi—have
eliminated the asset test for Medicare Savings Programs. Connecticut does not have an

asset test for the QI-I and QI-II programs.

? Some states, called 209(b) states, have opted not to provide Medicaid for all SSI recipients. Therefore,
eligibility criteria in those states differ somewhat from the SSI eligibility criteria.

* The states are Alabama, Arizona, Arkansas, Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois,
Indiana, Kansas, Maine, Minnesota, Mississippi, Missouri, Montana, Rhode Island, South Carolina,
Tennessee, Vermont, and Virginia.
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Figure 2. Special Eligibility Rules Related to Asset Tests, 2001

Disregard all assets AL, AZ, DE, MS
Disregard all assets for QI-I and QI-II CT
Disregard a portion of countable assets FL, ME, MN
Disregard the value of one vehicle FL, KS, MO, SC, VA
Disregard the value of two or more vehicles GA, ME, VT
Disregard a higher value for burial funds FL, GA
Disregard a higher value for life insurance FL, GA
Disregard resources used to pay certain medical, legal,

guardianship, or tax assessment fees ME, RI
Disregard all household goods and personal effects GA, HI, SC, VT
Disregard income-producing property AR, FL, IN, KS, SC
Disregard resources necessary for self-support FL, IL
Disregard property if applicant has made an eftort to sell it IN, KS, ME, MT, VT, VA
Use lowest asset value for the month KS, ME, MO, SC, TN

Source: American Public Human Services Association (2001). Aged, Blind, and Disabled Medicaid Eligibility
Survey. Available at: http//www.masterpiecepublishers.com/eligibility (2002).

In all states, certain assets must be excluded when the value is calculated. The value
of the home where an applicant lives, for example, is not counted. Some states have
specified other categories of assets that are not counted. For example, five states do not
count income-producing property. In six states, the value of property is not counted if
applicants make an eftort to sell it. States that do not count certain assets in making
eligibility determinations not only expand eligibility, but also simplify application and

administrative procedures because they have less information to verify and process.

Some assets are counted only if they exceed specific values. For example, federal
rules specify that the first $4,500 of the value of a vehicle is not counted. In five states, the
tull market value of one vehicle can be excluded from countable assets even it exceeds
$4,500. In three other states, the value of two or more vehicles can be excluded. Federal
rules also exclude the first $2,000 of household goods and personal effects in counting
assets, but four states have modified the rule to exclude all household goods and personal
effects. Federal rules set a standard disregard of $1,500 for burial funds, but two states have
higher limits. Similarly, federal rules provide a $1,500 exclusion for life insurance, but two

states have more liberal allowances.

Three states disregard some portion of countable assets. Florida excludes the first
$1,000, Maine excludes the first $8,000 for an individual and $12,000 for couples, and
Minnesota excludes the first $10,000 for individuals and $18,000 for couples.



Another approach to less restrictive guidelines is to use a more liberal definition for
the time period that is considered in evaluating assets. In five states—Kansas, Maine,
Missouri, South Carolina, and Tennessee—applicants are eligible if their assets fall below

the limits at any time during the month.

States also have made eftorts to ease the enrollment process for the Medicare
Savings Programs. They recognize that requirements to provide documents to verify assets
may be daunting for certain applicants and therefore some states allow applicants to make
self-declarations about their assets. Similarly, self-declaration is allowed in some states

when redeterminations about program eligibility are made.

How Many People Are Eligible for Program Benefits?

Figure 3 shows the number of people age 65 and older who are potentially eligible for
Medicare Savings Programs based on countable income and assets.” A total of 5.2 million
individuals have incomes and assets that meet the eligibility criteria for the Medicare

Savings Programs. Of that group, 1.5 million also qualify for full Medicaid benefits.

> The numbers represent individuals potentially eligible for benefits in 1998, the latest year for which
data are available. Standard rules were used to make eligibility determinations. In states that have more
liberal income or asset rules, more people would be eligible. The Center on an Aging Society analyzed data
on income and assets of individuals 65 years of age and older from the 1998 Health and Retirement Study
sponsored by the National Institute on Aging. The methodology is described in the Appendix.
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Figure 3. Number of People Age 65 and Older Potentially Eligible for Medicare Savings
Programs, Based on Income and Assets and Number Currently Covered by Medicaid

People People Who Say  People Potentially Eligible
Potentially They Are For Benefits Who Say
Eligible for Currently Covered They Are Currently
Countable Benefits by Medicaid Covered by Medicaid
Program Income Limits* (in thousands) (in thousands) (%)
Full Medicaid At or below 75%
Coverage of the federal 1,536 968 63%
poverty level
Qualified Medicare At or below 100%
Beneficiary (QMB) of the federal 1,410 *x okl
poverty level
Specified Low- Between 100% and
Income Medicare 120% of the federal 922 *x *x
Beneficiary (SLMB)  poverty level
Qualifying Between 120% and
Individuals I (QI-I) 135% of the federal 515 *x *k

poverty level

Between 135% and
175% of the federal 837 *k *k
poverty level

At or below 175%
of the federal 5,221 *k *k
poverty level

Qualifying
Individuals IT (QI-II)

All Medicare
Savings Programs

* People eligible for full Medicaid benefits who have countable assets below $2,000 for an individual and $3,000 for a couple. The
countable asset limits for the QMB, SLMB, and QI programs are $4,000 for an individual and $6,000 for a couple.

** The Health and Retirement Study asks respondents if they have Medicaid coverage, but does not ask about coverage under the
QMB, SLMB, or QI programs.

Source: Center on an Aging Society analysis of data from the 1998 Health and Retirement Study.

Program Participation Rates Are Low

Estimates using data from the 1998 Health and Retirement Study sponsored by the
National Institute on Aging indicate that the Medicaid program covers only 63 percent of
people age 65 and older who are eligible for full Medicaid benefits. Data from the study
cannot be used to determine participation rates for the individual Medicare Savings
Programs, but a number of estimates made in 1998 indicate that just over half of those
eligible for the QMB and SLMB programs were participating.’ In 1999, the Centers for
Medicare and Medicaid Services (CMS) estimated that 54 percent of people eligible for
the QMB and SLMB programs were participating and established goals to increase

enrollment in subsequent years. Program enrollment has grown since 1999, but CMS has

% See, for example, Mary A. Laschober and Christopher J. Topoleski (1999). A Profile of QMB-Eligible
and SLMB-Eligible Medicare Beneficiaries. Washington, D.C.: The Barents Group and Families USA
Foundation; and Cynthia Costello (1998). Shortchanged: Billions Withheld from Medicare Beneficiaries.
Washington, D.C.: Families USA Foundation.
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not released new estimates of the extent to which eligible individuals are participating in
the programs. Current enrollment figures, however, indicate that enrollment in the QI-I
program is particularly low. About 96,000 people are enrolled in the program, a figure far
below the 515,000 estimated to be eligible.”

INCOMES AND ASSETS OF ELDERLY MEDICARE BENEFICIARIES
Medicare beneficiaries age 65 and older who have incomes less than or equal to 175
percent of the federal poverty level—those who are potentially eligible for full Medicaid
coverage or for the QMB, SLMB, or QI programs—are decidedly difterent from other
Medicare beneficiaries (Figure 4). Compared with other Medicare beneficiaries, low-
income Medicare beneficiaries are older and more likely to be women. They are more
likely to be single and more than twice as likely to be widowed, divorced, or separated. In
addition, low-income elderly Medicare beneficiaries are less likely than other beneficiaries
to be white and are much less likely to have completed high school. Larger proportions of

low-income beneficiaries also report that their health is either fair or poor.

Figure 4. Characteristics of Populations Age 65 and Older That Do and
Do Not Meet Income Eligibility Limits for Medicare Savings Programs

Potentially Eligible for

Assistance from Medicaid Others
(income at or below (income greater than
175% of the 175% of the
federal poverty level) federal poverty level)

Mean Age 76 74
Female 70% 52%
Marital Status:

Married 32% 67%

Divorced/Separated 13% 6%

Widowed 51% 24%

Never Married 4% 3%
Race:

Black 16% 5%

White 79% 94%

Other 5% 2%
Graduated from High School 41% 78%
Self-Reported Health Status:

Very Good to Excellent 23% 39%

Good 28% 33%

Fair 28% 20%

Poor 21% 8%

Source: Center on an Aging Society analysis of data from the 1998 Health and Retirement Study.

’ Data from the Third Party Premium Billing File, September 2002 billing cycle, Centers for Medicare

and Medicaid Services, Washington, D.C.
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Characteristics Differ as Income Increases, Even Among the

Low-Income Population

Among groups that do meet income eligibility requirements for the Medicare Savings
Programs, consistent patterns appear (Figure 5). The average age and proportion of the
population that are women, unmarried, and nonwhite all decline as average income levels
increase. As income increases, so does the proportion of individuals that have a high

school diploma. Health status also improves with income.

Figure 5. Characteristics of Low-Income Population Age 65 and Older
That Meet Income Eligibility Limits for Each Medicare Savings Program

SLMB QI-I QI-II
QMB (income (income (income
(income at or  between 100%  between 120% between 135%
below 100% of  and 120% of and 135% of and 175% of

the federal the federal the federal the federal
poverty level) poverty level) poverty level) poverty level)

Mean Age 76 77 77 76
Female 74% 71% 70% 65%
Marital Status:

Married 24% 33% 35% 41%

Divorced/Separated 17% 12% 11% 8%

Widowed 52% 52% 50% 49%

Never Married 7% 3% 3% 2%
Race:

Black 23% 14% 12% 10%

White 70% 81% 84% 88%

Other 7% 5% 4% 2%
Graduated from High School 32% 41% 45% 52%
Self-R eported Health Status:

Very Good to Excellent 19% 24% 21% 30%

Good 26% 26% 32% 31%

Fair 30% 30% 28% 23%

Poor 25% 20% 19% 16%

Source: Center on an Aging Society analysis of data from the 1998 Health and Retirement Study.

Asset Holdings Correspond with Income for Elderly Medicare Beneficiaries
Generally, measures of wealth increase with income for the 65-and-older Medicare
population. The median value of assets that would be counted in determining eligibility
tor the Medicare Savings Programs, for example, is twice as high for the group of people

who qualify for the SLMB program based on income as for people who qualify for the



QMB program based on income. Median countable asset values are considerably higher
for people in the income range for the QI programs (Figure 6).”

Figure 6. Median Value of Countable Assets at Different Income Levels
for Population Age 65 and Older

SLMB QI-I QI-II Others
QMB (income (income (income (income
(income at or between 100%  between 120%  between 135% greater than
below 100% of  and 120% of and 135% of and 175% of 175% of
the federal the federal the federal the federal the federal
poverty level) poverty level) poverty level) poverty level) poverty level)
All $1,200 $4,900 $8,500 $19,000 $132,000
Individuals $900 $3,500 $9,000 $17,000 $88,500
Couples $3,500 $7,000 $7,500 $22,000 $156,500

Source: Center on an Aging Society analysis of data from the 1998 Health and Retirement Study.

Countable assets correspond with income, but asset levels vary within low-income
groups. Some of the low-income elderly have few assets because their lifetime earnings
have been relatively low. Others have earnings and savings that provide a financial cushion
to absorb the consequences of a certain level of risk, but risks associated with age,
widowhood, and poor health increase over time and may deplete savings. The fact that
the least-wealthy members of the low-income group are single, older women in fair or
poor health suggests that, over time, certain circumstances have seriously undermined

their financial security.

CONSEQUENCES OF CHANGING OR ELIMINATING THE ASSET TEST
The variability in wealth among the low-income population age 65 and older signals the
importance of the asset test in targeting benefits. A review of the data regarding the
characteristics of those who do and do not quality for Medicare Savings Programs under
current program eligibility rules indicates, however, that modifications of the rules might
help target benefits more eftectively and ofter some individuals much-needed financial

protections. This report examines several possible modifications. They are:
e adjust the asset limits for economic growth;

e exclude tax-qualified retirement funds from countable assets;

e adjust the asset limits for economic growth and exclude certain retirement funds

from countable assets;

¥ For many Medicare beneficiaries, the home is the most significant asset. Overall, home equity constitutes
about 50 percent of average net worth for elderly Medicare beneficiaries with homes. Among low-income
elderly Medicare beneficiaries who are homeowners, however, the home comprises 73 percent of net worth.
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e double the asset limits; and

e climinate the asset test.

Figure 7 shows how many more people would potentially be eligible for each of
the Medicare Savings Programs under each modification. Figure 8 shows the
corresponding proportions of people who would qualify for the Medicare Savings

Programs on the basis of income and assets.

These modifications could be applied to all of the Medicare Savings Programs or
to particular programs. The modifications could be made legislatively at the federal level.
Even without federal legislative changes, however, states still have the option of using
alternate methods to make eligibility determinations. If states raised the limit for the
amount of assets that could be disregarded before eligibility determinations are made, the
asset eligibility limit would be eftectively increased. In Minnesota, for example, the first
$10,000 of countable assets for individuals and $18,000 for couples is excluded from
countable assets. Four other states—Alabama, Arizona, Delaware, and Mississippi—already

have eliminated the asset test.

Figure 7. Changing the Asset Test: Number of People Age 65 and Older Who Would Be
Eligible for Medicare Savings Program Benefits, Based on Income and Assets (in thousands)

All Medicare

SLMB
QMB (income

(income at or between 100%
and 120% of
the federal
poverty level) poverty level)

below 100%
of the federal

QI-I
(income
between 120%
and 135% of
the federal
poverty level)

QI-II
(income
between 135%
and 175% of
the federal
poverty level)

Savings
Programs
(income at

or below 175%
of the federal
poverty level)

Potentially Eligible Under

Current Rules 2,946 922 515 837 5,221
Newly Eligible if Asset Tests Were Modified
Adjust for Economic Growth 88 39 41 62 230
Exclude Tax-Qualified
Retirement Funds from 34 13 16 49 112
Countable Assets
Adjust the Asset Limits for
Economic Growth and
Exclude Tax-Qualified 18 60 >3 12 343
Retirement Funds
Double the Asset Limits 306 238 144 336 1,025
Eliminate the Asset Test 1,403 944 831 2,536 5,714

Source: Center on an Aging Society analysis of data from the 1998 Health and Retirement Study.

10



Figure 8. Percentage of People in Each Income Group with Assets That Meet
Eligibility Limits Under Current and Adjusted Rules for Asset Limits

All Medicare

SLMB QI-I QI-II Savings
QMB (income (income (income Programs
(income at or between 100%  between 120%  between 135% (income at
below 100% and 120% of and 135% of and 175% of  or below 175%
of the federal the federal the federal the federal of the federal
poverty level) poverty level) poverty level) poverty level) poverty level)
Current Rules 68% 49% 38% 25% 48%
Proportion Eligible if Asset Tests Were Modified
Adjust for Economic Growth 70% 51% 41% 27% 50%
Exclude Tax-Qualified
Retirement Funds from 69% 50% 40% 26% 49%

Countable Assets

Adjust the Asset Limits for
Economic Growth and

0, 0, 0, 0, 0,
Exclude Tax Qualified 71% 53% 42% 28% S1%
Retirement Funds
Double the Asset Limits 75% 62% 49% 35% 57%
Eliminate the Asset Test 100% 100% 100% 100% 100%

Source: Center on an Aging Society analysis of data from the 1998 Health and Retirement Study.

Adjust the Asset Limits for Economic Growth

The limits for countable assets for the Medicare Savings Programs were adopted in 1988
and implemented in 1989. Since that time, income limits for the Medicare Savings
Programs have been increased to account for changes in the cost of living. Although assets
have appreciated in both real and nominal terms during the same period, the federal limits
have not been adjusted to reflect this appreciation. If the asset test had been raised to
reflect the economic growth from 1988 to 1998, the limits would have been increased
from $4,000 to $4,953 for individuals and from $6,000 to $7,430 for couples.9 An
additional 230,000 people would have become eligible for the Medicare Savings
Programs. They are the people that policymakers had envisioned would have been eligible
when they initially targeted program benefits.

Exclude Tax-Qualified Retirement Funds from Countable Assets
Moditying the asset test to exclude tax-qualified retirement savings such as 401 (k)-type

plans and IR As from countable assets would respond to the inequity that has emerged in

’ Using the gross domestic product price deflator, a measure of inflation, the asset limit in 1998 would
have been $4,953 for individuals and $7,430 for couples. The estimated limit for 2002 is $5,298 for
individuals and $7,948 for couples. If the consumer price index were used instead of the gross domestic
product to adjust for inflation, the asset limits would have been somewhat higher in 1998: $5,260 for
individuals and $7,890 for couples.
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the manner in which defined contribution and defined benefit pension plans are treated.
Deferred compensation in the form of a defined benefit pension plan provides pension
income for retirees, which is counted as a source of income in Medicaid and the Medicare
Savings Programs eligibility tests. Deferred compensation in the form of a defined
contribution plan 1s a financial asset for retirees. Although this asset can be converted into
annuities and hence converted from an asset to income, most people do not use their
retirement savings to purchase an annuity. Instead, they tend to roll over their defined
contribution pension into IR As or simply hold the pension as is. In this form, retirement

savings are considered to be countable assets.

The difterentiation that Medicaid and the Medicare Savings Programs eligibility
tests make between forms of deferred compensation in the form of a pension plan and
deferred compensation in the form of a defined contribution plan favors those whose
deferred compensation is in the form of a defined benefit pension. The bias stems from the
fact that asset limits are much lower than income limits and that income limits
automatically adjust with the cost of living, while asset limits do not. As a result, two
workers who have the same amount of deferred compensation but difterent types of
retirement plans will fare differently when they apply for benefits. Consider, for example,
a married couple at age 65 with tax-qualified retirement savings of $7,500 and a monthly
Social Security benefit of $400. Their retirement savings alone disqualifies them for
Medicare Savings Programs because this asset exceeds the countable asset threshold of
$6,000, even though their monthly income is well below the poverty level. If they had
converted their retirement savings into annuities, their income would increase by about
$480 a month. When this amount is combined with the Social Security benetit, their
income is increased to about $880 a month, an amount still below the income limit. The
couple would no longer have the $7,500 in countable assets and thus would qualify for the

Medicare Savings Programs.

Excluding tax-qualified retirement funds from 401 (k) plans, 403(b) plans, and
IR As would eliminate the bias in the current system that favors defined benefit plans over
defined contribution plans. Moreover, it would help encourage saving for retirement and
send a signal that low-income Medicare beneficiaries will not be denied Medicare Savings

Program benefits because of their retirement savings.

Relatively few older individuals with incomes below 175 percent of the poverty
level have substantial savings in the form of defined contribution plans or IR As. Some
112,000 people, however, would become eligible for the Medicare Savings Programs if
the rules for counting retirement assets were changed. They also would be able to use the
retirement savings they have accumulated over the rest of their lives. About half of these

people have incomes below 135 percent of the poverty level and therefore would qualify
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for the QMB, SLMB, or QI-I programs. If adjustments for economic growth were
combined with a modification to exclude certain retirement funds from the asset test,

some 343,000 people would be newly eligible for the Medicare Savings Programs.

Double the Asset Limit

Even with adjustments for economic growth and changes in the rules regarding retirement
funds, a substantial proportion of people who would qualify for the Medicare Savings
Programs on the basis of income would be disqualified because of their countable assets: only
51 percent of those who qualify for the Medicare Savings Programs on the basis of income
would also meet the asset limits. Therefore, it may be worth considering a substantial increase
in the asset limits. If the limits were doubled to $8,000 per individual and $12,000 per
couple, about one million vulnerable individuals would be newly eligible for the Medicare
Savings Programs. These individuals may become eligible for the Medicare Savings
Programs or even for full Medicaid coverage if their health status changes or if they incur
other unanticipated expenses. With earlier access to the benefits provided by the Medicare

Savings Programs it is possible that it would be easier for them to maintain their health.

Eliminate the Asset Test

The elimination of the asset test would substantially increase the number of people eligible
tor the Medicare Savings Programs. It also would simplify considerably program
administration, reduce administrative costs, and lessen the burden in states with staffing
shortages.'’ Program application forms could be shortened because less information would
be required from applicants. The time required to process applications would also
decrease. Some individuals who currently meet the income and asset limits for the
Medicare Savings Programs might be more likely to apply for benefits if the application
process were less cumbersome. The complexity of the application process is one of the
barriers often cited in discussions about low participation rates in the Medicare Savings
Programs. If the asset test were eliminated, almost 6 million more Medicare beneficiaries

age 65 and older would become eligible for assistance.

FINANCIAL CONSIDERATIONS RELATED TO CHANGING OR
ELIMINATING THE ASSET TEST

In addition to considering the potential benefits of expanding program coverage,
policymakers must consider the costs. Adding people to the Medicare Savings Programs
would increase the government’s expenditures for benefits. This would include Part B
Medicare premiums for each additional person participating in the QMB, SLMB, or QI-I
programs. For 2002, the Part B premium is $54.00 per month, or $648.00 annually. Costs

" Vernon K. Smith, Eileen Ellis, and Christina Chang (2001). Eliminating the Medicaid Asset Test for Families:
A Review of State Experiences. Washington, D.C.: The Kaiser Commission on Medicaid and the Uninsured.
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tor the QMB program are more significant because Medicare copayments and deductibles
are also covered. Average cost-sharing for Medicare services per elderly Medicare
beneficiary is estimated to be $690 in 2002."" The benefit cost for the QI-II program is
significantly less, $3.91 per month or $46.92 annually, since only a fraction of the Part B

Medicare premium is covered.

The costs of providing benefits to newly eligible beneficiaries under several potential
modifications in the asset test for the Medicare Savings Programs are presented in Figure
9. If the asset test were adjusted for economic growth and all newly eligible individuals
enrolled in the program, the public cost for benefits would increase by $172 million. A
more modest modification—a change in the rules to exclude certain retirement funds
from countable assets—would potentially increase benefit costs by $67 million. If both

changes were implemented, the public cost of the new benefits would be $236 million.

Doubling the asset limit to make benefits available to a broader range of low-
income individuals than originally was intended in the design of the Medicaid and
Medicare Savings Programs would have the substantially higher cost of $673 million.

Eliminating the asset test altogether would increase public costs by nearly $3.2 billion.

Figure 9. Cost of Benefits Related to Modifying or Eliminating the Asset Test
for Medicare Savings Programs (in millions of 2002 dollars)

All Medicare

SLMB QI-1I QI-II Savings
QMB (income (income (income Programs
(income at or between 100%  between 120%  between 135% (income at
below 100% and 120% of and 135% of and 175% of  or below 175%
of the federal the federal the federal the federal of the federal
poverty level) poverty level)  poverty level)  poverty level)  poverty level)
Adjust for Economic Growth 117.7 25.3 26.6 2.9 172.5
Exclude Tax-Qualified
Retirement Funds from 45.5 8.4 10.4 2.3 66.6
Countable Assets
Adjust the Asset Limits for
Economic Growth and
Exclude Tax-Qualified 157.9 38.9 34.3 5.2 236.3
Retirement Funds
Double the Asset Limit 409.4 154.2 93.3 15.8 672.7
Eliminate the Asset Test 1,877.0 611.7 538.5 119.0 3,146.2

Source: Center on an Aging Society.

" Center on an Aging Society calculations based on data from Stephanie Maxwell, Marilyn Moon, and
Misha Segal (2001). Growth in Medicare and Out-of-Pocket Spending: Impact on Vulnerable Beneficiaries. New
York: The Commonwealth Fund.
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It is important to note that the actual benefit costs associated with any of the
modifications for asset limits would be lower than those presented in Figure 9 because not
everyone would apply for the programs. In 1998, about 78 percent of those eligible for
the QMB program and 16 percent of those eligible for the SLMB program were
participating.'” In addition, a reduction in public costs could occur if some low-income
individuals were able to keep their assets and qualify for Medicare Savings Programs

instead of having to expend their assets and then qualify for full Medicaid benefits."

CONCLUSION

Low-income Medicare beneficiaries have few assets and are affected by any change in
their budgets. In particular, out-of-pocket health and long-term care expenses can be
financially catastrophic for this group. The Medicare Savings Programs provide important
protections for some low-income elderly Medicare beneficiaries. A smaller proportion of
people with low incomes qualify for assistance today than when the programs were
established in 1988, however, because the asset limits have not been adjusted for economic
growth. In addition, as a result of the dramatic shift from defined benefit pension plans to
defined contribution plans, the protected pool of low-income Medicare beneficiaries has

decreased even more.

Many states have recognized the need for change. Some 21 states have modified
the asset test for the Medicare Savings Programs in some way to provide assistance to more
people. Currently, on a national basis, 48 percent of beneficiaries who meet the income
eligibility limits for the Medicare Savings Programs also meet the programs’ asset limits. If
asset limits were indexed with economic growth and tax-qualified retirement savings
treated as defined benefit pension plans are now treated, the proportion of low-income
Medicare beneficiaries who meet both income and asset eligibility limits would increase to
51 percent. Doubling current asset limits would increase the proportion to 57 percent.
Modifying the asset test could extend benefits to a substantial number of low-income

Medicare beneficiaries who are extremely vulnerable to changes in their circumstances.

"> Marilyn Moon, Niall Brennan, and Misha Segal (1998). Improving Coverage for Low-Income Medicare
Beneficiaries. New York: The Commonwealth Fund.

"> Adding beneficiaries also would increase administrative costs associated with processing new
applications. If asset tests were eliminated, however, some savings would result as some of the costs
associated with processing applications would be reduced. Time studies from two states, Montana and North
Carolina, indicate that it takes approximately four hours, on average, to make an initial eligibility
determination for the Medicaid program. The Bureau of Labor Statistics reports that hourly earnings for full-
time state and local government workers in 2000 were $18.10. Adjusting for wage inflation and the cost of
fringe benefits and overhead, the hourly cost of processing new applications for Medicaid is estimated to be
$31.33. Therefore, the estimated cost of processing each new application is $125.33. Assuming that about
one of the four hours required to process applications is devoted to making determinations about assets, the
administrative savings, per application, related to eliminating the asset test is $31.33.
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APPENDIX. CALCULATIONS OF NUMBER OF PEOPLE ELIGIBLE
FOR MEDICARE SAVINGS PROGRAMS

A nationally representative survey was used to examine the incomes and asset
holdings of elderly Medicare beneficiaries. The Health and Retirement Study (HRS)
contains detailed information on incomes and assets for 11,126 people representing the
population age 51 and older in 1998. It also includes information about the spouses of
respondents age 51 or older, regardless of the spouse’s age. Questions were administered
from February 1998 through March 1999. HRS data were used to calculate countable
income and assets for individuals age 65 and older and their spouses. Program rules about
counting spousal assets are complex. For this analysis, the assumption is that all assets are

jointly held.

Countable income was calculated using both earned and unearned income.
Sources of income included in countable income are: earnings, veterans’ benefits, Social
Security benefits, pensions, unemployment compensation, workers’ compensation,
income from assets (such as rental property, a business or farm, stocks, bonds, checking,
savings, or money market accounts, certificates of deposit, trusts), annuity income, IRA
withdrawals, alimony, lump-sum payments, and other sources. Adjustments were made for
sources of income that are excluded when determining eligibility. These include: the first
$20 of any monthly income, the first $65 of monthly earned income, and half the

remaining earnings.

The value of countable assets includes real estate other than the main home,
vehicles, life insurance, IR As or Keoghs, stocks or mutual funds, bonds, amounts in
checking or savings accounts or money market funds, CDs or treasury bills, trusts, and
other assets. Exclusions from countable assets include the value of one automobile up to
$4,500, household goods and property, burial funds up to $1,500, and the cash surrender

value of a life insurance policy up to $1,500.
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