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MEDICARE/MEDICAID

Who Will Be Denied Medicare Prescription Drug Subsidies
Because of the Asset Test?

Thomas Rice, PhD; and Katherine Desmond, MS

Amidst fanfare and controversy, the Medicare
Prescription Drug, Improvement, and Moderni-
zation Act of 2003 was signed into law by

President George W. Bush in December of that year. The
centerpiece of the legislation was coverage of outpatient
prescription drugs, a benefit absent from Medicare dur-
ing the program’s first 40 years. This new drug coverage
takes effect in January 2006.

The legislation provides voluntary, subsidized pre-
scription drug coverage that can be obtained either from
stand-alone insurance policies or through Medicare
managed care plans. The specific style of benefit has

been referred to as having a “doughnut hole” because
during a given year, there may be a portion of expendi-
tures for which no coverage is provided. This gap, com-
bined with other cost-sharing features, means that
many beneficiaries will still have to pay a sizeable por-
tion of their prescription costs. An individual spending
$5000 a year for covered drugs would pay a total of
$3500 out-of-pocket, not including a premium averaging
$420 per year in 2006.

A subsidy intended to provide assistance for low-
income Medicare beneficiaries is the focus of this arti-
cle. This subsidy is necessary because without it, drug
coverage would not be affordable for such individuals
and would be far more costly than is now the case for
beneficiaries who are dually covered by Medicare and
Medicaid. Once the prescription drug provisions are
implemented in January 2006, individuals who are dual-
ly covered by Medicare and Medicaid will receive their
drug benefits through the Medicare program rather than
through Medicaid, as is currently the case.

To qualify for low-income subsidies, a beneficiary
must meet specific income and asset thresholds. The
low-income subsidies will offer substantial assistance in
paying the Part D premium and cost sharing associated
with drug coverage. The level of assistance will vary
depending on an individual’s income and assets.
Individuals who meet the income threshold but whose
assets exceed a specified limit will not qualify for low-
income subsidies.

For example, a person who is not dually eligible for
Medicare and Medicaid, and who has an income of less
than 135% of the federal poverty level (FPL), will fail the
test and thus will not be eligible for the low-income sub-

Objective: To determine the number and characteristics of
Medicare beneficiaries who will be excluded from low-income
prescription drug subsidies because they do not qualify under an
asset test.

Study Design: Cross-sectional, using the US Census Bureau’s
Survey of Income and Program Participation (SIPP); results were
based on interviews occurring between October 2002 and January
2003. The sample included 9278 Medicare beneficiaries, 2929
with incomes below 150% of the federal poverty level (FPL).

Methods: Using SIPP, each sample member’s income was com-
pared to the FPL. Income was adjusted to include only liquid assets
and primary residences. The number of individuals excluded by the
asset test and their characteristics and types of assets responsible
were calculated.

Results: Of 13.97 million noninstitutionalized Medicare bene-
ficiaries, 2.37 million (17%) with low incomes would be excluded
from subsidized drug coverage due to the asset test. Compared to
higher-income beneficiaries, the excluded individuals tended to be
older, female, widowed, and living alone. Almost half of their
assets were checking and savings accounts. Half of the individuals
failing the test had assets less than $35 000 above the allowing
thresholds.

Conclusions: Widows are disproportionately affected by the
asset test. When a husband dies, income plummets but accumulat-
ed assets often exceed those allowed under Medicare legislation.
During their working years Americans are encouraged to save for
retirement, but by accumulating modest amounts of assets, these
same people often will then not qualify for low-income drug sub-
sidies. Modifying or eliminating the asset test would help protect
individuals disadvantaged by low incomes who have modest
amounts of asset holdings.
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sidies if he or she has countable assets exceeding $6000
(individual) or $9000 (couple). The definition of count-
able assets does not include the value of a house and
automobiles, or household furnishings and possessions.

In this study, we addressed 3 key questions regarding
the asset test:

• How many and what percentage of Medicare bene-
ficiaries will be eligible for low-income prescription
drug subsidies?

• How many and what percentage of Medicare bene-
ficiaries are precluded from such subsidies because
they do not qualify under the asset test? What
types of assets are primarily responsible for pre-
cluding eligibility?

• What are the characteristics of individuals who are
excluded from the subsidies because they do not
qualify under the asset test? Do variations depend
on age, sex, race, education, family composition,

geographic location, supplemental health insur-
ance status, or health status?

BACKGROUND

Low-income Subsidies Under the Law
The new Medicare drug benefit will go into effect on

January 1, 2006. Certain Medicare beneficiaries are eli-
gible for substantial low-income subsidies (Figure 1).
The first group includes individuals who qualify auto-
matically because they are eligible for Medicaid,
Supplemental Security Income (SSI), the Qualified
Medicare Beneficiaries (QMB) program, the Specified
Low-Income Medicare Beneficiary (SLMB) program, or
the Qualifying Individuals (QI) program; such individu-
als are referred to as “dually eligible” for Medicare and
Medicaid.2 The second eligible group includes others
who have incomes below 150% of the FPL and assets of
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Figure 1. Breakdown of Subsidy Groups for Noninstitutionalized Low-income Beneficiaries

Medicare
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Income <100%
poverty

Subsidy group A
(2.51)

Income ≥100%
poverty

Subsidy group B
(2.23)

Dual eligibles
(4.74)

Numbers provided are in the millions. Our estimate of the dually eligible population is lower than may be expected because we counted only noninstitutional-
ized persons. In their June 2004 report to Congress,1 the Medicare Payment Advisory Commission estimated from the 2001 Medicare Current Beneficiary Survey
Cost and Use file that the number of dually eligible persons was 6.2 million to 7.0 million (depending on how they defined dual eligibility), of whom nearly one
quarter were institutionalized. Our estimates are consistent with these numbers.
Source: Authors’ analysis of Survey of Income and Program Participation, 2001 Panel, Wave 6, US Bureau of the Census, Washington, DC.
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less than $10 000 (individual) or $20 000 (couple). To
provide context, the FPL in 2005 was $9570 for a single
person, and $12 830 for a 2-person family.3

The subsidy a person qualifies for depends on his or
her income and asset levels. Figure 1 and Table 1 pro-
vide labels for 3 different benefit levels (subsidy groups
A, B, and C). The main data set used in this study, the
Survey of Income and Program Participation (SIPP), is
based on a sampling frame of the US civilian noninstitu-
tionalized population. A fourth group—eligible individu-
als who are institutionalized—is not included because
data limitations necessitated that this article focus on
the noninstitutionalized population.

As shown in Figure 1, subsidy group A consists of dual
eligibles with incomes less than 100% of the FPL. Subsidy
group B comprises dually eligible individuals with
incomes of more than 100% of the FPL and those not
dually eligible but with incomes less than 135% of the
FPL ($12 920/individual; $17 321/couple, in 2005) and
assets of less than $6000 (individual) or $9000 (cou-
ple). Similarly, 2 subgroups of non-dually eligible indi-
viduals make up subsidy group C: those with incomes
less than 135% of the FPL and assets between $6000
and $10 000 (individual) or $9000 and $20 000 (cou-
ple); and individuals with incomes between 135% and
150% of the FPL and assets less than $10 000 (individ-
ual) and $20 000 (couple). The following non-dually eli-
gible individuals do not qualify for the subsidies: those
with incomes of more than 150% of the FPL and those
with assets exceeding $10 000 (individual) or $20 000
(couple).

Table 1 shows the drug benefit for each of the 3 subsidy
groups in 2006. Persons in subsidy groups A and B will pay
no premiums and will be responsible only for relatively
small out-of-pocket copayments for each prescription they
receive, varying from $1 to $2 for generic and $2 to $5 for
brand name drugs. (The statute also requires that insurers
apply the generic copayment levels to “preferred multiple-
source drugs,” as specified but not defined in the statute.)
Subsidy group C pays more, including a premium that is
proportional to how close their income is to 135% of the
FPL (vs 150%); 15% of drug spending between their $50
annual deductible and the $3600 out-of-pocket cost thresh-
old (which could result in a maximum payment of about
$530); and copayments of $2 (generic) or $5 (brand name)
per prescription thereafter. No one receiving a low-income
subsidy is subject to the doughnut hole of no coverage.

Impact of Eligibility on Potential Out-of-pocket
Expenditures

Eligibility for low-income subsidies is likely to have a
dramatic effect on out-of-pocket expenditures for pre-
scription drugs. The Centers for Medicare & Medicaid
Services (CMS) has estimated that on average, beneficiar-
ies receiving the low-income subsidy would spend just
$170 out-of-pocket in 2006, compared to $1122 without
the subsidy—plus savings in premiums of up to
$440/year.4(p4468)

Similarly, another study using an actuarial projection
model concluded that near-poor persons who receive the
low-income subsidies would pay far less out-of-pocket
than individuals who do not qualify. Among individuals

with incomes between 100% and
134% of the FPL, annual out-of-
pocket costs for prescription
drugs are expected to average
$149 for persons receiving the
subsidies, compared to $1086
for those not receiving them.
The figures for beneficiaries
with incomes between 135%
and 149% of the FPL are $283
and $979, respectively.5

Congressional Budget Office
Estimates of the Impact of
the Asset Test on Eligibility
for Low-income Subsidies

The Congressional Budget
Office (CBO) has estimated how
many otherwise qualified low-
income beneficiaries will not
receive the low-income pre-
scription drug subsidies because

Table 1. Subsidized Prescription Drug Benefits in 2006

Cost Sharing Below Cost Sharing Above
Deductible Out-of-Pocket Out-of-Pocket

Subsidy Group* Premium ($) Threshold† Threshold ($)

A $0 0 $1 (generic) 0
$3 (brand name)‡

per prescription

B $0 0 $2 (generic) 0
$5 (brand name)

per prescription

C Sliding scale§ 50 15% coinsurance 2 (generic)
5 (brand name)

per prescription

*See Figure 1 for a definition of who falls into each subsidy group.
†The out-of-pocket threshold will be $3600 in 2006.
‡The statute also requires that insurers apply the generic copayment levels to preferred multiple source
drugs.
§The scale ranges from a zero-premium level at 135% of the FPL, to the full premium at 150% of the FPL
that is paid by beneficiaries ineligible for the low-income subsidies.
FPL indicates federal poverty level.



they will fail the asset test. The CBO’s estimates were
published before the final regulations were issued by
CMS. This point is particularly important because the
final regulations are, in some ways, more generous than
the previous asset test requirements used by state
Medicaid programs and the federal SSI program.
Whereas the other programs include as countable assets
the value of the first automobile exceeding $4500, and
the total value of a second car, the regulations do not
include any value from automobiles. As a result, fewer
beneficiaries are likely to be excluded.

In estimates published on November 20, 2003, just a
few days before Congressional passage, CBO estimated
that 1.8 million of the 15.1 Medicare beneficiaries with
incomes below 150% of the FPL (12%) would be ineligi-
ble for the low-income subsidies because their assets
were too high. This number includes:

• 0.4 million of the 7.7 million beneficiaries (5%)
with incomes below the FPL;

• 0.4 million of the 3.6 million beneficiaries (11%)
with incomes between 101% and 120% of the FPL;

• 0.5 million of the 2.0 million beneficiaries (25%)
with incomes between 121% and 135% of the FPL;

• 0.5 million of the 1.8 million beneficiaries (28%)
with incomes between 136% and 150% of the
FLP.6

DATA AND METHODS

Data
The data set used in this study was the SIPP, conduct-

ed by the US Census Bureau. The purpose of SIPP is “to
provide accurate and comprehensive information about
the income and program participation of individuals and
households in the United States, and about the principal
determinants of income and program participation.”7

SIPP also collects information on individuals’ assets, a
necessity for the conduct of the present study. The sam-
pling frame for SIPP includes only the noninstitutional-
ized population.

SIPP is a nationally representative panel survey
(details available at www.bls.census.gov/sipp). To ensure
adequate representation, it oversamples individuals with
low incomes. We based our findings on data collected
from the 2001 panel, whose members were interviewed
3 times annually over 3 years. Most of the data in this
study were based on interviews that occurred between
October 2002 and January 2003 and refer to the period
September through December 2002.

The overall sample size in the SIPP file from which the
data were extracted was 69 143 cases, of which 9278 were
Medicare beneficiaries and 2929 had incomes below 150%
of the FPL. The weighted counts were 37.6 million

Medicare beneficiaries, 11.1 million of whom had incomes
below 150% of the FPL.

Ascertaining the accuracy of the SIPP data is difficult.
The SIPP does represent the US government’s major
effort to collect accurate data on income, assets, public
program participation, and labor force issues (costing
more than $30 million in 1998).8 Detailed comparisons
have been conducted with respect to the accuracy of
income data by comparing the SIPP with other data
sources, notably the Current Population Survey.9

Although each survey has advantages, it is difficult for
researchers to establish which is, in the aggregate,
more accurate.

Methods
The current study was designed to address how

many, and what percentage of, Medicare beneficiaries
will be precluded from low-income prescription drug
subsidies because their assets exceed the legislation’s
thresholds. All noninstitutionalized Medicare beneficiar-
ies on SIPP were selected, including seniors and persons
eligible due to disability (N = 9278). The first task was
to estimate the number of low-income beneficiaries eli-
gible for the subsidies if there were no asset test. Two
groups are potentially eligible: those who receive
Medicaid, SSI, QMB, SLMB, and QI; and those who do
not receive any of these benefits but who have incomes
below 150% of the FPL. The SIPP indicates if a person
has Medicaid or SSI, but not QMB, SLMB, or QI. This
lack of detail does not present a formidable problem,
however, because an individual eligible for one of these
programs must have an income below 135% of the FPL
and therefore can be captured with SIPP through their
income.

The estimated number of Medicare beneficiaries in
this study was based on 2002 data from SIPP. These fig-
ures were then adjusted upward to provide the estimat-
ed number of beneficiaries in 2006. According to the
CMS regulations, income was defined in accordance
with SSI rules. Under those rules, certain exclusions are
made from income, including the sum of each of the fol-
lowing amounts: the first $20 per month of any type of
income, the first $65 per month of earned income, and
half of the earnings above $65 per month. (In Section
1612 of the Social Security Act, earned income includes
wages, net earnings from self-employment, and royal-
ties.) Each sample member’s income was compared to
the FPL. According to the final CMS regulations, income
includes that of both the individual and spouse (if
any).4(p4368) The FPL is based on family size, and natural-
ly is higher for larger families.

The second task was to estimate how many otherwise
eligible individuals will be excluded from subsidized pre-
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scription drug benefits due to the asset test. The final
regulations defined eligible assets as follows:

[W]e intended to only consider liquid resources (that
is, those that could be converted to cash within twenty
days) and real estate that is not an applicant’s primary
residence as resources that are available to the applicant
to pay for the Part D premiums, deductibles, and copay-
ments. Thus, we would not consider their nonliquid
resources (for example, a second car) to be available to
the applicant for this purpose.4(p4369)

As a result, only the following assets from SIPP were
counted for both the individual and his or her spouse:
bank accounts; stocks; bonds; mutual funds; retirement
accounts such as IRAs, Keoghs, and 401(k)s; rental and
vacation property; and other investments. To convert
the asset amounts from 2002 dollars to 2006 dollars (to
compare to 2006 asset thresholds), they were multiplied
by the predicted rate of growth in consumer prices over
this 4-year period (1.092). (Predicted inflation factors
were obtained from the CBO: http://www.cbo.
gov/ftpdocs/18xx/doc1824/EconProjectionsTables.pdf.)

The final task was to determine the assets that are
primarily responsible for precluding eligibility and the
characteristics of individuals who are precluded from
the subsidies because they fail the asset test. We also
examined sociodemographic characteristics (age, sex,
race/ethnicity, marital status, family composition, edu-
cation, geographic location); health status/usage (self-
reported health status, hospitalizations, physician visits,
prescription drug use); and possession of supplemental
health insurance.

FINDINGS

Overall Impact of the Asset Test on Eligibility for
Low-income Drug Subsidies

An estimated 13.97 million noninstitutionalized
Medicare beneficiaries would qualify for low-income
subsidized prescription drug benefits in 2006 based on
income alone. Among this group, an estimated 2.37
million are expected to be ineligible for low-income
subsidies due to the asset test. This represents 17% of
otherwise eligible individuals. Approximately 70% of
the 2.37 million who are ineligible because of the asset
test have incomes less than 135% of the FPL, with the
remaining 30% having incomes between 135% and
150% of the FPL.

This figure of approximately 2.4 million individuals
failing the asset test in 2006 is somewhat higher than
the 1.8 million calculated by CBO in its July 2004
report. Discussions with CBO staff revealed that a major

reason for this difference was related to different meth-
ods of calculating income. As noted earlier, our esti-
mates were calculated according to CMS regulations
that had not been released at the time of the CBO report
and which indicated that in determining eligibility for
subsidized drug benefits, income is to be defined in
accordance with SSI regulations. Under SSI regulations,
the first $20 per month of any type of income, the first
$65 per month of earned income, and half of earnings
above $65 per month are excluded. Using these exclu-
sions, more low-income beneficiaries fall below 150% of
the FPL, and therefore could be excluded from the drug
subsidies by the asset test. Because they tend to have
higher incomes relative to other near-poor individuals
and families, they are in fact more likely to have assets
in excess of the thresholds. Had these exclusions not
been made, an estimated 2.1 million beneficiaries
would have failed the asset test. Thus, this difference in
income calculation appears to explain half of the differ-
ence between the 2 sets of estimates.

Several other reasons may explain the different esti-
mates. The CBO estimates included the institutional-
ized population whereas our study did not. Because
low-income institutionalized seniors tend to have very
low asset levels, their inclusion in the total population
resulted in CBO estimating a lower percentage of people
failing the asset test. The 2 studies used different data
sets that were based on different sampling frames. The
CBO used multiple data sources including the Medicare
Current Beneficiary Survey, modified by CBO projec-
tions of population growth; the Current Population
Survey, to adjust income estimates; and SIPP, for asset
measurement. Our data source was SIPP alone. In addi-
tion, we used more recent data on assets than did CBO,
and differences are likely to have arisen from CBO’s esti-
mates of asset growth.

Characteristics of Beneficiaries Excluded 
From Drug Subsidies Due to the Asset Test

Table 2 provides the characteristics of individuals
who are ineligible for the low-income prescription drug
subsidies due to the asset test (group IV), as well as 3
other groups of beneficiaries: individuals who are dually
eligible for Medicare and Medicaid and who therefore
will automatically receive the low-income subsidies
(group II); those who are not dually eligible but who
qualify to receive the low-income subsidies due to low
incomes and assets (group III); and those whose
incomes exceed 150% of the FPL and therefore do not
qualify to receive the subsidies because of their incomes
(group V). The first 2 columns (group I) provide figures
for the total Medicare noninstitutionalized population,
that is, the sum of the 4 subgroups (groups II through
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Table 2. Characteristics of Noninstitutionalized Medicare Beneficiaries by Low-Income Subsidy Status
(Estimated Counts in Thousands)

Low-income Beneficiaries

Non-Dual Not
Non-Dual Eligible, Low Income,
Eligible, Low-income              Not Eligible for

Low-income Subsidy Ineligible Low-income Subsidy
Dual Subsidy Due to Due to

Total Eligible Eligible Asset Test Income Test
I II III IV V

N % n % n % n % n %

Totals 39 176 100% 4737 100% 6863 100% 2368 100% 25 208 100%
Age, y

Younger than 65 5074 13.0 2007 42.4 1126 16.4 137 5.8 1804 7.2
65 to 74 17 818 45.5 1361 28.7 2466 35.9 927 39.2 13 065 51.8
75 to 85 12 528 32.0 1001 21.1 2325 33.9 967 40.9 8235 32.7
85 and older 3757 9.6 369 7.8 947 13.8 336 14.2 2104 8.4

Sex
Male 16 907 43.2 1762 37.2 2320 33.8 696 29.4 12 219 48.1
Female 22 269 56.8 2976 62.8 4543 66.2 1672 70.6 13 079 51.9

Race/ethnicity
White 29 165 74.5 2305 48.7 4488 65.4 1921 81.1 20 451 81.1
African American 3818 9.8 1036 21.9 1104 16.1 83 3.5 1596 6.3
Hispanic 3973 10.1 629 13.3 674 9.8 269 11.4 2401 9.5
Other 2220 5.7 768 16.2 598 8.7 95 4.0 760 3.0

Marital status
Married 21 316 54.4 1177 24.9 2225 32.4 892 37.7 17 022 67.5
Divorced/separated 4351 11.1 1148 24.2 1117 16.3 250 10.6 1835 7.3
Widowed 11 343 29.0 1518 32.0 2986 43.5 1099 46.4 5740 22.8
Never married 2166 5.5 894 18.9 535 7.8 127 5.4 610 2.4

Living arrangements
Lives alone 11 871 30.3 1880 39.7 2862 41.7 1084 45.8 6045 24.0
Lives with spouse 21 316 54.4 1177 24.9 2225 32.4 892 37.7 17 022 67.5
Other 5989 15.3 1680 35.5 1776 25.9 392 16.6 2141 8.5

Education level
Through 8th grade 5196 13.3 1485 31.4 1534 22.4 241 10.2 1935 7.7
Some high school 5569 14.2 998 21.1 1578 23.0 407 17.2 2587 10.3
HS graduate 13 445 34.3 1250 26.4 2323 33.9 982 41.5 8890 35.3
Some college 8758 22.4 758 16.0 1127 16.4 508 21.5 6365 25.3
College graduate 6207 15.8 246 5.2 300 4.4 230 9.7 5431 21.5

Living in a MSA
Yes 22 830 58.3 2706 57.1 4046 59.0 1314 55.5 14 765 58.6
No 16 346 41.7 2031 42.9 2817 41.1 1054 44.5 10 443 41.4

Region of country
Midwest 8697 22.5 827 17.7 1285 18.9 612 26.3 5973 24.0
Northeast 7896 20.4 883 18.8 1451 21.3 485 20.8 5077 20.4
South 14 925 38.6 1899 40.5 3106 45.6 814 34.9 9105 36.6
West 7198 18.6 1079 23.0 965 14.2 420 18.0 4734 19.0

Private insurance
Yes 28 255 72.1 1046 22.1 3598 52.4 1842 77.8 21 769 86.4
No 10 921 27.9 3691 77.9 3265 47.6 526 22.2 3439 13.6

Health status
Excellent/very good 10 956 28.0 719 15.2 1287 18.8 670 28.3 8280 32.9
Good 13 425 34.3 1261 26.6 2246 32.7 934 39.5 8984 35.6
Fair 9331 23.8 1595 33.7 2012 29.3 493 20.8 5232 20.8
Poor 5464 14.0 1162 24.5 1319 19.2 271 11.4 2711 10.8

Hospitalization in past year
Yes 7753 19.8 1193 25.2 1484 21.6 476 20.1 4600 18.3
No 31 423 80.2 3545 74.8 5379 78.4 1892 79.9 20 608 81.8

Physician visits (n) in past year
0 to 1 6355 16.2 744 15.7 1426 20.8 386 16.3 3799 15.1
2 to 3 7891 20.1 828 17.5 1345 19.6 502 21.2 5215 20.7
4 to 5 8173 20.9 829 17.5 1317 19.2 513 21.7 5513 21.9
6 to 11 8004 20.4 935 19.7 1416 20.6 506 21.4 5147 20.4
12 8754 22.3 1400 29.6 1359 19.8 462 19.5 5533 22.0

Prescription drug use
Daily 31 028 79.2 3852 81.3 5223 76.1 1845 77.9 20 108 79.8
Not daily 8149 20.8 886 18.7 1640 23.9 523 22.1 5100 20.2

HS indicates high school; MSA, metropolitan statistical area.
Source: Authors’ analysis of Survey of Income and Program Participation, 2001 Panel, Wave 6, US Bureau of the Census, Washington, DC.
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V). Groups were compared using Chi-square tests that
corrected for the SIPP sampling design.

Two sets of comparisons are relevant: (1) low-income
beneficiaries who fail the asset test (group IV) versus
other non-dually eligible, low-income beneficiaries who
pass the test (group III); and (2) low-income beneficiar-
ies who fail the asset test (group IV) versus those who do
not qualify for it because their income exceeds 150% of
the FPL (group V). Most of the comparisons at the char-
acteristic level were statistically significant at the 5%
level. The only exceptions were for comparison 1 for

metropolitan statistical
area (MSA), hospitalized in
the past year, number of
physician visits in the past
year, and daily use of pre-
scription drugs; and for
comparison 2 for race (sig-
nificant at 10% level), MSA,
region, health status, hos-
pitalized in the past year,
number of physician visits
in the past year, and daily
use of prescription drugs.

Comparison With 
Other Low-income
Beneficiaries

Those with low incomes
who are expected not to
meet the asset test (group
IV) have somewhat differ-
ent characteristics than
other low-income benefici-
aries who are eligible to
receive the low-income
drug subsidies and who are
not dually eligible for
Medicaid (group III). Those
failing the asset tests are
more likely to be older,
female, unmarried, and liv-
ing alone. In these respects
one might view them as
more vulnerable, but in
other respects they tend to
be better off. They have
higher education levels, are
in better health, and are
more likely to have private
insurance. They are also
more likely to be white. To
illustrate, 55% of those fail-

ing the asset test are aged 75 or older, compared to 48%
of the low-income group who do not fail the test; 73%
graduated from high school, far higher than the 55% fig-
ure for the other group. 

Comparison With Beneficiaries With Incomes
Above 150% of the Federal Poverty Level

This comparison (group IV versus group V) is impor-
tant because low-income beneficiaries who do not pass
the asset test will receive the same coverage (and lack of
subsidies) as those who do not have low incomes. In near-

Figure 2. Comparison of Low-income (Non-dual Eligible) Beneficiaries Who Are
Not Eligible for Low-income Subsides (Group IV) and Non-poor Beneficiaries
(Group V)
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Of the 39.2 million noninstitutionalized Medicare beneficiaries, the 4.7 million dual eligibles and the 6.9 mil-
lion non-dual eligibles who are expected to be eligible for low-income subsidy assistance are not included in
this figure. 



ly all ways, individu-
als failing the asset
test are much more
vulnerable than ben-
eficiaries with higher
incomes. They are
far more likely to be
older, female, wid-
owed, and living
alone. They also
have lower education
levels and are less
likely to have private
health insurance.

Some of the key
differences are illus-
trated in Figure 2.
Fifty-five percent of
those failing the
asset test are aged 75
and older, compared
to 41% of beneficiar-
ies with higher
incomes. Seventy-
one percent failing
the test are female,
compared to 52% of
non– low- income
beneficiaries. The
most dramatic differ-
ence concerns mari-
tal status. Nearly half (46%) of those failing the asset test
are widowed, twice the share (23%) for those with high-
er incomes. Forty-three percent of those who would
fail the asset test are female widows. A related finding
not shown in Figure 2 is the fact that those failing the
asset test are far more likely to live alone (46%) than
are higher-income beneficiaries (24%). Finally, Figure
2 shows that 22% of people failing the test have no pri-
vate insurance, compared to 14% of higher income
beneficiaries.

A clear pattern thus emerges. Persons who fail the
asset test are disproportionately older widows who live
alone. The most likely scenario is that when a husband
dies, income plummets, making the widow potentially
eligible for the low-income prescription drug subsidies.
However, her accumulated assets exceed those allowed
under the legislation. Aggravating the situation is that
asset thresholds are lower for individuals than for cou-
ples (Figure 1). These people are vulnerable to finan-
cial catastrophe but, because they have some
accumulated savings, they are ineligible for the subsi-
dized prescription drug benefits.

Types of Assets That Preclude Eligibility 
for Low-income Drug Subsidies

Of the beneficiaries failing the asset test, on average,
44% of their total assets is with financial institutions;
that is, checking and savings bank accounts and the
like. Most of the remainder comprises stocks and mutu-
al funds (18%) and retirement accounts such as IRAs,
Keoghs, and 401(k) accounts (13%). On average, only
16% of the assets is equity in real estate (other than
one’s own house, which is not counted) and 3% is in
ownership of a business.

In some instances, one type of asset alone puts a
beneficiary over the threshold. Almost half (49%) of
those who fail the asset test would fail it based solely
on their assets in financial institutions. No other type
of asset would, alone, disqualify more than 25% of
individuals.

Figure 3 illustrates by how much individuals fail the
asset test. Each bar represents $5000 in assets. Thus,
the first bar indicates that of the people who fail the
asset test, about 13% exceed it by $5000 or less; the sec-
ond bar shows that another 9% exceed it by $5000 to
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Figure 3. Low-income Beneficiaries With Assets Exceeding the Threshold
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Only sample members from the Survey of Income and Program Participation (SIPP) exceeding the asset test threshold by
$500 000 or less are included. The 8 beneficiaries whose assets exceeded the low-income subsidy threshold by more than
$500 000 were excluded so that this graph could fit onto a single page. These 8 individuals, when weighted by the SIPP sam-
pling weights, represent 1.6% of those who failed the asset test.
Source: Authors’ analysis of SIPP, 2001 Panel, Wave 6, US Bureau of the Census, Washington, DC. 



$10 000, etc. The noteworthy pattern that emerges is
that a large proportion of the 2.37 million people who
are excluded from the low-income drug subsidies have
assets that are not excessively high by most definitions.
In fact, half of those who fail the asset test have excess
assets of $35 000 or less. These savings would not pay
for a year of nursing home care in most areas of the
country. The amounts by which the unmarried fail the
asset test are even more modest: 41% exceed the thresh-
old by $25 000 or less.

Suppose that a woman (the typical case) exceeds the
asset test by $35 000, which is the median amount.
Liquidating these assets to pay for the prescription drug
spending in the doughnut hole would reduce her current
income through forgone interest; moreover, it would
leave her with a very small financial buffer should she
become ill and fall subject to large out-of-pocket costs,
or suffer any other financial reversal. She would eventu-
ally be eligible for the subsidized prescription drug ben-
efits, but at a cost of having spent down nearly all of her
life savings.

CONCLUSIONS

This study estimates that in 2006, when the new
Medicare prescription drug benefit goes into effect, 2.37
million low-income Medicare beneficiaries will not qual-
ify for subsidized coverage because they fail the asset
test. As a result, these individuals will face the same
“doughnut hole” cost-sharing requirements as wealthier
beneficiaries.

We further examined the types of beneficiaries who
will be excluded by the asset test, as well as the types of
assets responsible. Perhaps the most noteworthy finding
was that the asset test will fall most heavily on widowed
individuals. Whereas only 29% of Medicare beneficiaries
are widowed, nearly half—46%—of those failing the
asset test are widowed and nearly all of these (43% of the
46%) are women.

It is hardly surprising that most individuals who do
not meet the asset test have relatively modest assets,
which tend to be bank accounts rather than stocks,
mutual funds, and bonds. They have little in the way of
private retirement accounts such as IRAs and 401(k)s,
real estate beyond their own home, and almost no equi-
ty in businesses. This financial state would be expected
among a population of low-income individuals.

The study’s findings raise serious questions about
the equity of the asset test. During their working years,

Americans are encouraged to save for retirement and
the possibility that they will face sizable long-term care
expenses. Yet many will have little or no income
beyond what they receive from Social Security. By
accumulating modest amounts of assets, either through
bank accounts or retirement-savings vehicles, these
same people have guaranteed that they will not qualify
for the low-income Medicare drug subsidies, but the
vast majority use prescription drugs every day. This
burden tends to fall on the most vulnerable of seniors:
older, low-income widows living alone. Thus, modifying
or eliminating the asset test would help protect individ-
uals disadvantaged by low incomes who would be
excluded from subsidized prescription drug benefits
due to the asset test.
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