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											As policymakers consider ways to slow the growth in Medicare spending as part of broader efforts to reduce the federal debt or offset the cost of other spending priorities, some have proposed to increase beneficiary contributions through higher Medicare premiums.1  Some proposals would increase Medicare premiums paid by all beneficiaries, while others would raise premiums only for beneficiaries with higher incomes.  This issue brief explains provisions of current law that impose income-related premiums under Medicare Part B and Part D, describes recent proposals to modify these requirements, and analyzes the potential implications for the Medicare population. Under current law, monthly premiums for most people on Medicare equal 25 percent of average per capita Part B expenditures (for Part B enrollees) and 25.5 percent of average per capita Part D expenditures (for Part D drug plan enrollees).  The relatively small share of beneficiaries with higher incomes (more than $85,000 for individuals and $170,000 for couples) are required to pay higher premiums for Medicare Part B and Part D, ranging from 35 percent to 80 percent of per capita costs, depending on their income.  In 2013, 5 percent of Part B enrollees paid the higher income-related Part B premium, and 4 percent of Part D enrollees paid the income-related Part D premium. Modifications to Medicare’s current income-related premiums have been proposed recently by several policymakers and groups, including the Obama Administration as part of the President’s Fiscal Year (FY) 2013 and FY 2014 budgets, the Bipartisan Policy Center (BPC),2 the Center for American Progress (CAP),3 and the Moment of Truth Project4 (headed by Erskine Bowles and Alan Simpson, co-chairs of the National Commission on Fiscal Responsibility and Reform) (Table 1).5  In general, these proposals would reduce Medicare spending by increasing the share of beneficiaries paying income-related premiums relative to current law, increasing the amount of premiums they are required to pay, or both. This brief includes an analysis of a proposal to modify current-law income thresholds and freeze these thresholds until 25 percent of all Medicare beneficiaries are required to pay the income-related premium, based on the parameters in the President’s FY 2014 budget.  As described more fully below, this proposal is estimated to result in higher Medicare premiums for beneficiaries with incomes at or above $45,600 for individuals and $91,300 for couples (in 2013 dollars), once fully implemented in 2036—the year when 25 percent of beneficiaries are estimated to be paying income-related premiums, according to this analysis. The Congressional Budget Office has estimated that the income-related premium proposal in the President’s FY 2014 budget would reduce Medicare spending by $56.3 billion between 2014 and 2023.6  Estimates of 10-year Medicare savings for the other proposals are: $25 billion (CAP), $30.2 billion (President’s FY 2013 budget7); $65 billion (Moment of Truth), and $66.2 billion (BPC).

Income-Related Medicare Premiums Under Current Law

Part B Premiums

Beneficiaries enrolled in Part B are generally required to pay a monthly premium ($104.90 in 2014).  Medicare Part B premiums are calculated as a share of Part B program costs.  For most beneficiaries, Part B premiums are set to equal 25 percent of the projected annual Part B expenditures per enrollee ages 65 and over and the remaining 75 percent of Part B program costs is funded by general revenues.8  Until 2007, all Medicare beneficiaries enrolled in Part B were subject to the same monthly Part B premium. The Medicare Modernization Act (MMA) of 2003 included a provision that required higher-income Medicare beneficiaries to pay a greater share of Part B costs, beginning in 2007.  The distribution of income among Medicare beneficiaries is highly skewed, with half estimated to have income of about $23,500 or less in 2013 and the top 5 percent having income of $93,900 or more (Exhibit 1).9  The MMA indexed the income thresholds to increase annually with the rate of inflation (CPI-U), so that about 5 percent of all Medicare beneficiaries would pay the higher, income-related premium each year.

Exhibit 1: Distribution of Medicare Beneficiaries by Income Level, 2013


Beneficiaries are required to pay the higher Part B premium in 2014 if their income is equal to or greater than $85,000 for an individual and $170,000 for a couple.  Part B premiums for beneficiaries with incomes above the threshold range from 35 percent to 80 percent of Part B program costs, depending on their income  (Exhibit 2).

Exhibit 2: Overview of Medicare Part B Premiums Under Current Law


The 2010 Affordable Care Act (ACA) modified current law related to the Part B income-related premium.10  The law imposed a freeze on the income thresholds that were in place in 2010 from 2011 through 2019, rather than allowing the thresholds to rise with inflation.11  This provision will increase the number and share of beneficiaries who will pay the higher income-related Part B premium over these years.  In 2020 and subsequent years, the income thresholds will once again be indexed to inflation as if they had not been frozen between 2011 and 2019. Under current law12:  

	In 2013, 5.0 percent of Part B enrollees (2.4 million beneficiaries) are estimated to pay the income-related Part B premium.13
	The share of Medicare beneficiaries required to pay the income-related Part B premium is projected to rise from 5.0 percent in 2013 (2.4 million) to 9.6 percent in 2019 (5.4 million), before falling back to 6.4 percent (3.7 million) after the income thresholds are once again adjusted for inflation in 2020 and as if they had not been frozen at 2010 levels in 2011 (Table 2).
	In 2014, the income-related Part B premium ranges from $146.90 per month (for individuals with incomes between $85,001 and $107,000, and couples with incomes between $170,001 and $214,000) to $335.70 per month (for individuals with incomes above $214,000, and couples with incomes above $428,000), depending on beneficiaries’ income.14  By 2022, OACT projects income-related Part B premium amounts will range from $222.70 to $513.60 per month, assuming no change in current law (Table 3).15


Part D Premiums

Higher-income Medicare beneficiaries enrolled in Part D prescription drug plans are also required to pay higher Part D premiums as a result of changes made in the ACA.  In the years after the Medicare Part D benefit was implemented in 2006, but prior to 2011, premiums varied by drug plan but all enrollees in the same plan within the same region paid the same premium.16  The monthly premium paid by enrollees was set to cover 25.5 percent of the national average cost of the standard drug benefit, based on bids submitted by Part D plans for their expected benefit payments.  Medicare subsidized the remaining 74.5 percent of the Part D premium. The ACA modified these features by establishing an income-related premium for Part D coverage, which took effect in 2011.  The Part D income-related monthly adjustment amount (IRMAA) is calculated as a percent of the national average cost of the standard drug benefit, using the same surcharge percentages (35 percent to 80 percent) and income thresholds ($85,000 for an individual and $170,000 for a couple) as for Part B.  Similar to the income thresholds for Part B premiums, the income thresholds for the Part D income-related premium are fixed until 2019; that is, they are not indexed to increase annually.17 Unlike Part B, actual premium amounts paid by higher-income Part D enrollees depend on the particular plan they select and the premium charged for that plan.  The national average monthly Part D premium in 2014, according to the Centers for Medicare & Medicaid Services (CMS), is $32.42,18 although actual monthly premiums for stand-alone prescription drug plans (PDPs) vary across plans and regions (from a low of $12.50 to a high of $174.70 in 2014).19  The Part D income-related monthly adjustment amount is collected separately from the premium that higher-income enrollees pay to their Part D plan.  The income-related adjustment amount is withheld from the enrollee’s Social Security or Railroad Retirement benefit payments in the same manner that the Part B premium is withheld.20 Under current law21: 

	Four percent of all Part D enrollees22 (1.5 million beneficiaries) are subject to the income-related Part D premium in 2013.
	By 2019, approximately 9 percent of all Part D enrollees (4.0 million beneficiaries) are projected to be subject to the income-related Part D premium.  If the income thresholds are adjusted for inflation in 2020 and beyond, as scheduled to occur under current law, the share of Part D enrollees paying the income-related Part D premium is estimated to be 6 percent in 2020 (2.8 million enrollees).
	Based on the 2014 national average Part D premium of $32.42 and 2014 income-related monthly adjustment amounts ranging from $12.10 to $69.30,23 the income-related Part D premiums range from $45 to $102 per month in 2014.  Based on projections, the income-related Part D premium is estimated to range from $78 to $177 per month in 2022, assuming a national average premium of $57 per month that year and no change in current law (Table 4).24


Fewer beneficiaries pay the income-related Part D premium than the income-related Part B premium because fewer beneficiaries are enrolled in Part D plans than in Part B.  Also, a smaller number of Part D enrollees have relatively high incomes because higher-income Medicare beneficiaries are more likely to receive prescription drug coverage from an employer-sponsored retiree health plan.25,26

Implications of Proposed Changes to Medicare’s Income-Related Premiums

Several policymakers and groups have proposed modifications to Medicare’s current income-related premiums, including the Obama Administration as part of the President’s Fiscal Year (FY) 2013 and FY 2014 budgets, the Bipartisan Policy Center (BPC), the Center for American Progress (CAP), and the Moment of Truth Project (headed by Erskine Bowles and Alan Simpson, co-chairs of the National Commission on Fiscal Responsibility and Reform) (see Table 1 for a detailed comparison of these proposals). Each of the proposals increases the share of beneficiaries that would be required to pay the income-related Part B and D premiums relative to current law, up to 10 percent of all beneficiaries (CAP), 15 percent (initially) (Moment of Truth), 17 percent (BPC), and 25 percent (President’s FY 2013 and 2014 budgets).  The CAP, Moment of Truth, and President’s budget proposals also increase the share of premiums that would be paid by higher-income beneficiaries.  The President’s FY 2014 proposal also expands the number of levels of income-related premium payments. This analysis focuses on the parameters outlined in the President’s FY 2014 budget proposal.  Under this proposal, the current freeze on income thresholds enacted in the ACA would be extended beyond 2019 until 25 percent of beneficiaries pay an income-related premium.  In addition, beginning in 2017, this proposal would increase the lowest income-related premium percentage by five percentage points, from 35 percent to 40 percent; increase the highest amount from 80 percent to 90 percent; and expand the number of tiers of income-related premiums from four under current law (35, 50, 65, and 80 percent) to nine (40, 46.5, 53.0, 59.5, 66.0, 72.5, 79.0, 85.5, and 90.0 percent).  The proposal also lowers the income threshold for those paying the highest income-related premium amount from $214,000 to $196,000 (see Table 1 for the income amounts corresponding to the income-related premium percentages under current law and the President’s proposal). This analysis determines the year in which 25 percent of beneficiaries would pay income-related premiums under the President’s proposal, converts the income thresholds in that year into 2013 dollars, and estimates the increase in premiums that higher-income beneficiaries would pay based on the proposed income thresholds and higher premium percentages.  The analysis incorporates estimates and projections from the DYNASIM microsimulation model developed by researchers at the Urban Institute (see Methodology below for details).

How many beneficiaries would be subject to higher premiums, and by when?

Under the proposed income-related premium thresholds, it is estimated that by 2036, just over one-quarter of all Medicare beneficiaries enrolled in Part B (20.4 million beneficiaries) will be required to pay the income-related Part B premium, because their incomes are projected to exceed $85,000 per individual or $170,000 per couple that year. The income thresholds for the income-related Part B and D premiums in 2036 are equivalent to about $45,600 for individuals and $91,300 for couples in today’s inflation-adjusted dollars (Exhibit 3).  In other words, if the proposal to have 25 percent of beneficiaries pay the income-related premium was implemented in 2013, rather than reached gradually by holding the income thresholds constant over time, beneficiaries with incomes at or above $45,600 for individuals and $91,300 for couples would pay higher income-related Medicare premiums in 2013.

Exhibit 3: Illustration of the Implications of Proposed Changes to Medicare’s Income-Related Premiums


By design, these proposals would gradually increase the number and share of people on Medicare paying an income-related premium (Exhibit 4).  For example, under the President’s FY 2014 budget proposal, it is estimated that:

	In 2020, 10.6 percent of all Medicare beneficiaries (6.2 million) would pay an income-related premium, compared to 6.4 percent (3.7 million) under current law—an increase of 2.5 million beneficiaries who would be paying higher premiums that year.
	In 2025, 14.6 percent of all Medicare beneficiaries (9.8 million) would pay an income-related premium, compared to 6.8 percent (4.6 million) under current law—an increase of 5.2 million beneficiaries who would be paying higher premiums that year.
	In 2030, 18.9 percent of all Medicare beneficiaries (14.0 million) would pay an income-related premium, compared to 7.2 percent (5.3 million) under current law—an increase of 8.7 million beneficiaries who would be paying higher premiums that year.
	In 2036, 25.4 percent of all Medicare beneficiaries (20.4 million) would pay an income-related premium, compared to 7.8 percent (6.3 million) under current law—an increase of 14.1 million beneficiaries who would be paying higher premiums that year.


Exhibit 4: Share of Medicare Part B Enrollees Projected to Pay Income-Related Monthly Premiums Under Current Law and the President’s FY 2014 Budget Proposal, Selected Years, 2020-2036


As might be expected, these findings are sensitive to assumptions about the future growth of the economy (see the methodology below for assumptions incorporated in the intermediate-, low-, and high-cost scenarios):

	If the economy grows at a more rapid rate than is currently projected under intermediate-cost assumptions, then one-quarter of beneficiaries would pay an income-related premium in 2034, two years sooner than projected under intermediate assumptions of economic growth.
	Conversely, if economic growth is slower than is currently projected under intermediate-cost assumptions, it would take an additional three years—until 2039—for 25 percent of beneficiaries to be paying the income-related premium.


How much more would higher-income beneficiaries pay in premiums compared to what they will pay under current law?

Under most of these proposals, beneficiaries subject to the income-related premium would be required to pay a larger share of the Part B and Part D premiums than they do under current law.  For example, under the President’s FY 2014 budget proposal, effective in 2017, beneficiaries who currently pay 35 percent of the premium would pay 40 percent under the proposal, beneficiaries who pay 80 percent of the premium would pay 90 percent, and several new levels of premium percentages would be paid by higher-income beneficiaries, depending on their income (Tables 5 and 6).  The following examples illustrate premium changes that higher-income beneficiaries would face under the President’s proposal:

	Under current law, a single Part B enrollee with modified adjusted gross income (MAGI) of $86,000 in 2017 is estimated to pay $169 per month, or 35 percent of program costs that year, based on current projections.  Under the proposal, they would pay $193 or 40 percent of program costs—an increase of $24 per month, or $291 for the year.  Their Part D premium would increase from $57 to $65 per month—an increase of $8 per month.  Their combined Part B and Part D premium would increase from $226 to $258 per month—an increase of $32 per month or $388 for the year.  This increase amounts to less than 1 percent of the enrollee’s annual modified adjusted gross income in 2017.
	A single individual with modified adjusted gross income of $125,000 in 2017 who is enrolled in both Part B and Part D would pay around $323 per month in combined premiums under current law projections (50 percent of both programs’ costs that year).  Under the proposal, they would pay 66 percent of costs, or $426 in monthly premiums for both programs—an increase of $103 per month, or $1,240 for the year.  This increase amounts to 1 percent of the enrollee’s modified adjusted gross income in 2017.
	For a married couple with modified adjusted gross income of $200,000 in 2017, where both spouses are enrolled in both Part B and Part D, they would pay 35 percent of program costs that year, or a total of more than $452 in monthly Medicare Part B and Part D premiums for enrollment in both programs ($226 each).  Under the proposal, they would pay 53 percent of program costs, or nearly $684 per month combined.  The combined premium increase for the couple would be more than $232 per month, or $2,790 for the year.  This increase amounts to 1.4 percent of the couple’s modified adjusted gross income in 2017.


Conclusion

Some recent proposals to address concerns about federal spending have included recommendations to reduce the growth in Medicare spending by increasing beneficiaries’ contributions towards their health care costs.  These include proposals to increase the share of beneficiaries who would pay Medicare’s Part B and Part D income-related premiums and increase the portion of program costs they would pay. Part of the appeal of requiring higher-income beneficiaries to pay a greater share of Medicare costs is that these higher costs would only be imposed on those beneficiaries who arguably have greater financial means to bear the additional expenses.  In the context of current federal budget discussions, some consider an approach that includes this type of progressive financing to be preferable to one that imposes higher premiums or cost sharing across the board, without regard to beneficiaries’ incomes.  There is some concern, however, that the income thresholds used to trigger the imposition of higher premiums for higher-income Medicare beneficiaries ($85,000/individual, $170,000/couple) are substantially lower than the thresholds often used to define higher-income individuals in other policy discussions.  For example, the ACA imposed higher Medicare Part A payroll taxes on individuals with income of $200,000 and couples with income of $250,000. For many higher-income beneficiaries, the proposed increase in Medicare premiums might not be a financial hardship.  However, if the income thresholds are frozen over a longer period of time relative to current law, then a growing share of elderly and disabled people who would not be considered high income by today’s standards would face higher premiums, and as the income-related premium amounts increase over time, they would consume a larger share of income.  In addition, there is some possibility that such changes could lead some higher-income beneficiaries to drop out of Medicare Part B and instead self-insure, which could result in higher premiums for all others who remain on Medicare if the dropout group is large and relatively healthy. Amid ongoing concerns about the nation’s debt and the future financial stability of Medicare, policymakers are likely to continue their discussion of alternative Medicare savings proposals.  In light of the financial vulnerability of many people on Medicare and the difficulty they may have paying for rising health care costs on limited budgets, the proposal to require higher-income beneficiaries to pay more in Medicare premiums, rather than raise premiums for all beneficiaries, would protect those with relatively modest incomes.  Yet, given the relatively low incomes of most people on Medicare, a significant amount of savings from this proposal is only possible by going relatively far down the income scale to reach a sizeable share of beneficiaries—at which point the affordability of these additional costs could be called into question.

				
				
				

				
																Tables
									

			
					

		
						
			Topics

					Medicare


					

										
			Tags

					Premiums
	Medicare Part D
	Deficit Reduction
	Federal Budget
	Medicare's Future


					

					

		



			
					
							
															DOWNLOAD									

																
							
				
					ISSUE BRIEF				
			


					
					

					
							
															Also of Interest									

																
							
									
						Healthier and Wealthier, or Sicker and Poorer? Prospects for Medicare Beneficiaries Now and in the Future					
							
	
									
						Policy Options to Sustain Medicare for the Future					
							
	
									
						Income and Assets of Medicare Beneficiaries, 2013 – 2030					
							


					
					

				

				

			
	
					
				

					
			Get The Latest On Health Policy		

				
			Sign Up For Email Alerts		

		
		
			Your Email Address		
		
	
	
		Sign Up	


			

					Topics
	Affordable Care Act
	COVID-19
	Global Health Policy
	Health Costs
	HIV/AIDS
	Medicaid
	Medicare
	Mental Health
	Patient and Consumer Protections
	Private Insurance
	Racial Equity and Health Policy
	Uninsured
	Women’s Health Policy



	Sections
	Polling
	State Health Facts
	Graphics & Interactives
	Charts & Slides
	KFF Health News
	Social Impact Media
	Peterson-KFF Health System Tracker



	Newsroom
	News Releases
	Events
	Subscribe to Emails
	Cite Us/Reprint
	Media Contacts



	About Us
	From Drew Altman
	Our People
	Our Programs
	KFF Board
	Contact Us
	Support Our Work
	Join Our Team
	Privacy Policy



	Follow Us
	Email Alerts
	Facebook
	Instagram
	LinkedIn
	Threads
	X
	RSS Feeds
	YouTube




		
			
				
			
			
				© 2024 KFF			

			
				Powered by WordPress VIP			

			
				
					
					
					
					
				
					
						
							Citations and Reprints						
					
	
						
							Privacy Policy						
					


			

		
	
	

	
		KFF Headquarters: 185 Berry St., Suite 2000, San Francisco, CA 94107 | Phone 650-854-9400		

		Washington Offices and Barbara Jordan Conference Center: 1330 G Street, NW, Washington, DC 20005 | Phone 202-347-5270	

	www.kff.org | Email Alerts: kff.org/email | facebook.com/KFF | twitter.com/kff

	
		The independent source for health policy research, polling, and news, KFF is a nonprofit organization based in San Francisco, California.	




		

	

	

























