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Medicare's Income-Related Premiums: A Data Note
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The Medicare Access and CHIP Reauthorization Act of 2015 (MACRA)—a new law to repeal and replace
Medicare's Sustainable Growth Rate (SGR) formula for physician payments—includes a provision to increase
Medicare premiums for some higher-income beneficiaries to help offset the cost of the law. The Congressional
Budget Office estimated that this provision would increase Medicare's premium revenues (and thereby reduce
program spending) by $34.3 billion between 2018 and 2025." This idea is not a new one, having been raised in
the context of earlier proposals to reduce federal spending and also included in the Obama Administration's
proposed budgets in recent years.>>*

This data note describes current requirements with respect to Medicare's Part B and Part D income-related
premiums, including the number and share of Medicare beneficiaries who are estimated to pay these premiums
in 2015, the amount they pay, and the revenues raised from these premiums, based on data from the Centers
for Medicare & Medicaid Services (CMS) Office of the Actuary (OACT). It also explains the recently enacted
changes in MACRA that will affect some higher-income people on Medicare who are already paying income-
related premiums, beginning in 2018.

Today, most Medicare beneficiaries pay the standard monthly premium, which is set to cover 25 percent of Part
B and Part D program costs, but a relatively small share of beneficiaries (around 6 percent in 2015) with
incomes above $85,000 for single people and $170,000 for married couples are required to pay higher
premiums for Medicare Part B and Part D—ranging from 35 percent to 80 percent of program costs, depending
on their incomes (Figure 1).
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INCOME-RELATED PREMIUMS FOR PART B AND PART D

People on Medicare with incomes above $85,000 for individuals and $170,000 for couples are required to pay
higher premiums for Medicare Part B and Part D. The Part B income-related premium was established by the
Medicare Modernization Act of 2003 and took effect in 2007. The Part D income-related premium was
established by the Affordable Care Act of 2010 (ACA) and took effect in 2011. Under these provisions,
beneficiaries with higher incomes pay a larger share of Part B and Part D program costs than 25 percent,
ranging from 35 percent to 80 percent of per capita costs, depending on their income.

In 2015, Part B premiums for higher-income beneficiaries range from $147 per month for individuals with
annual incomes above $85,000 up to $107,000, to $336 per month for individuals with incomes above
$214,000. For Part D, higher-income beneficiaries pay a monthly premium surcharge in addition to the
premium for their specific Part D plan; in 2015, the monthly premium surcharge ranges from around $12 for
individuals with annual income above $85,000 up to $107,000, to an additional $71 for individuals with
incomes above $214,000. When combined with the national average premium amount, higher-income Part D

enrollees pay between $45 and $104 per month
in 2015.

For beneficiaries enrolled in both Part B and Part
D, the combined monthly premiums (based on
the standard Part D premium) increase with
income, ranging from $138 (25 percent of
program costs) for single beneficiaries with
incomes up to $85,000, to $440 (80 percent of
program costs) for beneficiaries with incomes
above $214,000 (Figure 2). Monthly premiums
for married couples who are both enrolled in Part
B and Part D are twice these amounts, ranging
from $276 for those with incomes up to
$170,000, to $880 for couples with incomes
above $428,000.

The recent changes to Medicare's income-related
premiums will affect beneficiaries with incomes
above $133,500 ($267,000 for married couples)
by requiring them to pay a larger percentage of
Part B and Part D program costs than they
currently pay, beginning in 2018 (Figure 3):

¢ Beneficiaries with incomes above $133,500
and up to $160,000 ($267,000-$320,000 for
married couples) will pay 65 percent of Part B
and Part D program costs starting in 2018, up
from 50 percent prior to 2018. As a result of
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Figure 3
Medicare Part B and Part D Income-Related Premiums Before
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this change, monthly Part B premiums are expected to be $310 in 2018 for beneficiaries in this income
group, rather than $238 that year, based on projections of Part B program costs from the Medicare Trustees.’

¢ Beneficiaries with incomes above $160,000 and up to $214,000 ($320,000-$428,000 for married couples)
will be required to pay 80 percent of Part B and Part D program costs, rather than 65 percent. As a result of
this change, monthly Part B premiums in 2018 are expected to be $381 for beneficiaries in this income
group, rather than $310 that year, based on projections from the Medicare Trustees.

The law did not change premium payments for beneficiaries with incomes above $214,000, who already are
required to pay 80 percent of Part B and Part D program costs.

How MANY MEDICARE BENEFICIARIES PAY PART B AND PART D INCOME—-RELATED
PREMIUMS IN 2015?

PART B
In 2015, an estimated 6 percent (2.9 million) of the 50.8 million Medicare beneficiaries who are enrolled in

Part B pay income-related premiums (Figure 4). Of these 2.9 million Part B enrollees:

¢ 1.1 million beneficiaries with incomes above $85,000 up to $107,000 ($170,000 to $214,000 for married
couples) pay 35 percent of Part B program

Figure 4
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PART D

In 2015, an estimated 5 percent of the 42.2 million Medicare beneficiaries enrolled in Part D plans pay higher
income-related amounts in addition to their specific Part D plan monthly premium amounts. Fewer
beneficiaries pay the Part D income-related premium than that for Part B because fewer beneficiaries are
enrolled in Part D plans than in Part B.

Of the 2.1 million Part D enrollees who pay the Part D income-related premium:

¢ 0.8 million (2 percent of all Part D enrollees) pay 35 percent of Part D program costs;

¢ 0.7 million (2 percent of all Part D enrollees) pay 50 percent of Part D program costs;

¢ 0.2 million (1 percent of all Part D enrollees) pay 65 percent of Part D program costs; and

¢ 0.4 million (1 percent of all Part D enrollees) pay 80 percent of Part D program costs.
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For the first few years that the Medicare Part B income-related premium was in effect (between 2007 and
2010), the income thresholds that determined who paid the higher amounts were set to increase annually with
the rate of inflation so that about 5 percent of Part B enrollees would pay the income-related premium. Since
2011, however, the income thresholds that
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¢ Similarly for Part D, the share of beneficiaries
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future years and as their incomes rise.

Of the projected $67 billion in total Part B premium collections in 2015, 6 percent, or $4 billion, will be paid by
higher-income beneficiaries in the form of Part B income-related premiums, according to OACT. Income-
related premiums paid by Part B enrollees with incomes between $85,000 and $160,000 (70 percent of those
paying higher premiums) account for roughly 44 percent of the Part B income-related premium receipts, while
premiums paid by Part B enrollees with incomes above $214,000 (19 percent of those paying higher premiums)
account for 39 percent of additional premium income (Figure 7).
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The picture is similar for Part D. OACT has Figure 7
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increase Part B and Part D income-related
premium percentages for beneficiaries with incomes above $133,500 up to $214,000 ($267,000 to $428,000
for married couples) beginning in 2018, would affect around 2 percent of beneficiaries if it were implemented
this year.

Part of the appeal of requiring higher-income beneficiaries to pay a greater share of Medicare costs is that these
higher costs are imposed on only a relatively small share of beneficiaries who arguably have greater financial
means to bear the additional expenses, thereby protecting the majority of people on Medicare with relatively
modest incomes. At the same time, there is some concern that the income thresholds used to trigger the
payment of higher premiums by Medicare beneficiaries ($85,000 for individuals and $170,000 for couples) are
lower than the thresholds used to define higher-income people in other policy discussions. Tracking the effects
on beneficiaries of these higher income-related premiums, including whether they affect Part B and Part D
participation rates, will be important for understanding the implications of these and similar changes moving
forward.
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