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Briefing Paper #5: 
Dual Eligibles and Long-Term Care: 

How to Save Medicaid LTC $30 Billion Per Year 
and Pay for the "Doc Fix" 

 
A Foundation in Facts 
 
Medicaid expenditures today are huge ($366.5 billion for 2009)1 and 
growing rapidly (up 7.9% for 2010 and up 11.2% for 2011, estimated).2  
Medicaid is the biggest item in state budgets (22% on average), exceeding 
elementary and secondary education combined.3  Long-term care (LTC) 
accounts for 22.0% to 63.7% of total Medicaid expenditures in the states, 
33.3% on average.4  Medicaid-financed nursing home care totaled $45.0 
billion and home care, $24.3 billion in 2009.5 
 
LTC and Dual Eligibles 
 
Medicaid LTC recipients consume a disproportionate share of total program 
expenditures.  For example, people eligible for Medicaid and Medicare or 
"dual eligibles" account for 39% of Medicaid spending ($142.9 billion for 
2009), although they comprise only 15% of Medicaid recipients.6  Dual 
eligibles are heavy users of long-term care (LTC is 70% of their Medicaid 
expenditures) and acute care services not covered by Medicare (5%).  
Medicaid pays for their Medicare premiums (9%) and cost-sharing (15%) 
too.7 
 
The aged, blind and disabled--also heavy users of LTC--are 1/4 of Medicaid 
recipients (25.3%) but account for 2/3 of program costs (67.1%), whereas 
poor women and children are 3/4 of the recipients (74.7%) but account for 
only 1/3 of the cost (32.4%).8   
 
Potential Medicaid Savings 
 
Researchers and policy makers are trying to find ways to manage dual 
eligibles more cost-effectively, but no one has focused on how to prevent 
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people from becoming dual eligibles in the first place.  This briefing paper 
will suggest how Medicaid could save $30 billion per year by preparing 
people to pay privately for long-term care so they do not end up as dual 
eligibles dependent on Medicaid. 
 
The heaviest users of Medicaid's most expensive benefit (LTC)--dual 
eligibles and the aged, blind and disabled (ABD)--consume a 
disproportionate share of Medicaid's total resources.9  Therefore, every 
actual or potential dual eligible, ABD or LTC recipient diverted from 
Medicaid dependency will result in a disproportionate savings to the 
Medicaid program.  Conclusion:  prevent Medicaid dependency for even a 
small number of these heavy LTC users, and the savings will be 
extraordinarily high. 
 
Queries 
 
Aren't dual eligibles, the aged, blind and disabled, and heavy LTC users the 
poorest of the poor?  Isn't Medicaid their safety net which protects them only 
after catastrophic spend down has devastated their life's savings and driven 
them into financial destitution?  How can you possibly hope to divert such 
people from Medicaid dependency without destroying their lives and the 
lives of their spouses and dependents? 
 
Are people on Medicaid necessarily poor?   
 
Only if they need acute or preventive medical care.  Not if they're aged, 
blind or disabled and eligible because they need long-term care.  Income is 
rarely an obstacle to Medicaid eligibility for people who require LTC.  If 
they have too little income to pay all their medical expenses, including 
nursing home care, they're eligible.10  In other words, you don't need to have 
low income to qualify for Medicaid long-term care benefits.  All you need is 
a cash flow problem after you pay all your medical and LTC bills.   
 
Medicaid limits non-exempt assets for LTC recipients to $2,000.  But, 
exempt assets are practically unlimited.  For example, a home and all 
contiguous property up to $525,000 plus a business including the capital and 
cash flow, one automobile, prepaid burial plans, term life insurance, 
personal belongings and other resources are excluded without limit from 
eligibility asset caps.  Married couples are assured of even higher income 
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and asset protections, including up to $2,841  of monthly income and up to 
$113,640 of assets for the community spouse as of 2012.11 
 
For more details, see Briefing Paper #2 in this series:  "Medicaid Long-Term 
Care Eligibility." 
 
Medicaid Planning 
 
On top of these already generous income and asset limits, Medicaid planners 
use both simple and sophisticated techniques to protect additional hundreds 
of thousands of dollars for affluent clients and their heirs.  Such techniques 
include gifting strategies, annuities, trusts, life care contracts and dozens of 
others delineated in hundreds of law journal and popular media articles and 
books.  Google "Medicaid estate planning" to find thousands of methods and 
purveyors of self-impoverishment to qualify for Medicaid.  Similar 
techniques allow people with substantial income and assets to avoid 
Medicaid's estate recovery requirements, which in any case, are rarely 
enforced effectively by the states. 
 
For more details, see Briefing Paper #3 in this series:  "Medicaid Planning" 
 
Bottom Line 
 
Medicaid is not primarily a long-term care safety net for people who have 
spent down into impoverishment.  Rather, Medicaid is the principal payor of 
long-term care for nearly everyone.   
 
Medicaid pays less than one-third of the dollars for nursing home care 
(32.8%),12 but covers nearly 2/3 of nursing home residents (64%)13 and 
touches over 80% of all nursing home patient days with its extremely low, 
quality-destroying reimbursement rates.14 
 
Out-of-pocket expenditures for nursing home care are down from 49.5% in 
1970 to 29.1% in 2009.15  Nearly half of these already low out-of-pocket 
costs actually come from the Social Security income of people already on 
Medicaid, not from asset spend down.16 
 
When you back out all nursing home costs paid by Medicaid, Medicare, 
private health insurance, Social Security and other personal income spend-
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through by Medicaid recipients, individuals' and families' assets are at risk 
for less than one dollar in six of nursing home costs.17 
 
Home care is even less a private burden.  Only 8.8% of $68.3 billion home 
health care costs in 2009 were paid out of pocket.  Medicare (43.6%) and 
Medicaid (35.6%) paid 79.2% of the total and private insurance paid 7.3%.18   
 
Building on These Facts 
 
How can we take advantage of the fact that Medicaid LTC does not require 
impoverishment to improve the program, reduce its cost and generate 
substantial savings? 
 
First ask:  what is the single biggest asset Medicaid protects from long-term 
care costs?  Answer:  the home.  Medicaid exempts the home and all 
contiguous property up to an equity value of at least $525,000 and up to 
$786,000 in some states, e.g. NY, CA, ID.19 
 
What do we know about senior's home equity?  Roughly 81% of seniors 
own their homes; 65% of these senior homeowners own their homes free 
and clear.20  Altogether, seniors own nearly two trillion dollars worth of 
home equity.21  This home equity wealth is currently illiquid, largely 
untapped for long-term care costs, mostly exempted from Medicaid 
eligibility limits, and usually avoids Medicaid estate recovery.   
 
There are ways to liquefy this wealth and put it to use financing quality 
long-term care for frail and chronically ill seniors.  For example, reverse 
mortgages are private financial products that allow people to convert illiquid 
home equity into usable income or assets which they can use in any way 
they see fit and still remain in their homes as long as they are able.22 
 
According to the National Council on the Aging (NCOA), 48% of America's 
13.2 million households age 62 and older could get $72,128 on average from 
reverse mortgages.  "In total, an estimated $953 billion could be available 
from reverse mortgages for immediate long-term care needs and to promote 
aging in place."23 
 
Yet, reverse mortgages are rarely used to finance long-term care today.  
Why? 
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Because Medicaid LTC financing co-opts the market for reverse mortgages 
by paying for most formal long-term care for most Americans, exempting 
most home equity, and thus obviating the need to tap home equity for long-
term care. 
 
How to Save Medicaid LTC $30 Billion Per Year 
 
To save Medicaid billions of dollars every year and improve the program, 
replace the home equity exemption with a requirement that people consume 
their home equity before they become eligible for Medicaid LTC benefits. 
 
How much could this save?  Medicaid spent $142.9 billion on 8.9 million 
dual eligibles in 2009 or $16,056 per dually eligible recipient.24  To save $30 
billion per year, Medicaid would only need to reduce the number of dual 
eligibles by 1,868,460 or 21%.25 
 
Is that feasible?  Yes, because as NCOA reports, half of households headed 
by people over 62 could get over $70,000 each from a reverse mortgage.  
That much money added to other income and assets and used for long-term 
care, especially private home and community-based services, could delay or 
prevent Medicaid eligibility for millions of Americans.  The savings to 
Medicaid would easily exceed $30,000,000,000 per year in combined state 
and federal expenditures, probably much more. 
 
Over time, Medicaid savings will increase rapidly beyond these initial 
estimates as more and more people plan ahead to pay their own LTC 
expenses by means of home equity conversion and private long-term care 
insurance, a product whose market will expand if and when it becomes 
needed to protect home equity from LTC expenses. 
 
Objections and Answers 
 
If this is such a great idea, why don't people already use reverse 
mortgages for long-term care expenses?  Why would they when Medicaid 
exempts the home and all contiguous property regardless of value and estate 
recovery is easy to avoid?  Put home equity at risk and consumers will take 
long-term care seriously, plan for it, and save, invest or insure against the 
risk.  Consequently, many fewer will end up as dual eligibles. 
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How does requiring people to use their home equity improve Medicaid?  
With fewer people to serve, Medicaid will have more resources to help those 
who are genuinely in need.  Medicaid will require fewer eligibility workers 
and estate recovery staff, thus reducing administrative costs.  Part of the 
Medicaid savings can be applied to increasing reimbursement rates and 
expanding the continuum of services provided, thus improving access to and 
quality of care.  Finally, the jobs created in the financial services industry 
(reverse mortgage lenders) and the insurance industry (LTC insurance 
agents) will generate new tax revenues to help states and the federal 
government support Medicaid. 
 
Wouldn't reverse mortgages impoverish spouses of Medicaid recipients 
and leave them dependent on public assistance?  No, just the opposite.  
Reverse mortgages provide extra income indefinitely.  They are fully insured 
by the federal government so that families retain the income and the use of 
the home until they move, sell or die even if the home equity is entirely 
consumed. 
 
Doesn't this take away a sacred right people have to pass their homes to 
heirs?  No, Congress made it clear over 20 years ago "that all of the 
resources available to an institutionalized individual, including equity in a 
home, which are not needed for the support of a spouse or dependent 
children will be used to defray the cost of supporting the individual in the 
institution."26  That was the justification for estate recovery, which has not 
worked well because it is punitive, after the fact, and politically sensitive.  
Reverse mortgages as a pre-condition of eligibility would achieve the same 
objective far more efficiently. 
 
Long-term care providers, including nursing homes, assisted living 
facilities, and home care agencies, would lose Medicaid patients, 
wouldn't they?  Yes, and they'll be thrilled to replace Medicaid recipients, 
whose reimbursement is often less than the cost of providing their care, with 
private patients who pay a sustainable market rate for access to the top 
quality care they demand and receive as paying customers.  Furthermore, the 
influx of new revenue will improve care access and quality for all long-term 
care patients, private pay and Medicaid. 
 
Won't baby boomer heirs, who are counting on inheritances protected 
by Medicaid, object strenuously?  Probably, but why should Medicaid, 
which was intended as a safety net for the poor, be inheritance insurance for 
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middle-class boomers anyway?  Boomers are exactly the generation we need 
to awaken to long-term care risk and to their need to insure against it.  For 
nearly 50 years, Medicaid has done exactly the opposite.  It has anesthetized 
boomers to the risk by paying for their parents' long-term care.  We worry 
about the unfunded liabilities of Social Security and Medicare, but at least 
those programs have putative "trust funds."  Medicaid is a dead-weight drag 
on state and federal general funds.  Medicaid has nowhere to turn as the 
demographic tsunami hits. 
 
How would you prevent people from gaming this rule the same way they 
use Medicaid planning to circumvent the current system?  Most people 
who transfer assets to qualify for Medicaid do it after they have a long-term 
care crisis or when they (or usually their heirs) anticipate such a crisis 
coming soon.  By that time, they don't qualify medically or cannot afford 
private LTC insurance, so they turn to Medicaid by hook or by crook.  
Confront them with a real Medicaid spend down liability while they are still 
young, healthy and affluent enough to insure privately and most people will 
do so.  Unlike transfers of liquid assets or negotiable securities, real property 
transfers are publicly recorded and easily discovered.  It would be simple to 
hold people accountable who give away large amounts of home equity any 
time before applying for Medicaid, even a decade or more.  The asset 
transfer look back period for real property should be at least ten years, 
instead of five as now. 
 
This is a political non-starter because Medicaid is a "third rail" like 
Social Security and Medicare.  Nonsense.  We are quickly approaching the 
time when failure to confront exploding Medicaid costs will exceed the 
political risk of confronting them honestly.  How will politicians justify 
cutting dental benefits for poor children or slashing higher education or 
letting roads go unrepaired just so prosperous seniors can pass their wealth 
to affluent heirs at the expense of ever-skyrocketing Medicaid long-term 
care costs? 
 
Do enough people currently receiving Medicaid LTC benefits own their 
homes to achieve such big savings immediately?  No, probably no more 
than 15% to 20% of people already receiving Medicaid still own their 
homes.  Besides, policy makers would probably want to grandfather in 
current recipients under the status quo.  The major savings will come over a 
period of three years as the Medicaid long-term care population turns over 
and fewer new recipients qualify until after they spend down their home 
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equity with a reverse mortgage.  The big question here is:  what happens 
now to the homes owned by 81% of seniors by the time they qualify for 
Medicaid and most of them no longer own their homes?  Are the homes 
being transferred to heirs?  Are they being sold and the money used 
somehow?  How?  Evidently not for long-term care as the data explained 
above shows.  Research is needed to answer these questions. 
 
Summary 
 
Medicaid is supposed to be America's long-term care safety net for the poor.  
Instead, it is the principal LTC payor for nearly everyone.  Medicaid's LTC 
benefit has become "inheritance insurance" for baby boomers, lulling them 
into a false sense of security regarding their own future long-term care 
needs.  Medicaid's generous LTC eligibility and elastic income and asset 
limits create perverse incentives that invite abuse and discourage responsible 
long-term care planning. 
 
The conventional wisdom that most people must spend down their life 
savings before they qualify for Medicaid long-term care benefits is a myth, 
demonstrably false.  If people's biggest asset, their home equity, were at risk 
to pay for long-term care, most people would plan early to save, invest and 
insure against that risk.  Reverse mortgages permit people to withdraw 
supplemental income or assets from their otherwise illiquid home equity 
without giving up use of the home.  This extra cash can purchase services to 
help them remain at home and delay or avoid Medicaid dependency 
altogether. 
 
The single most effective step Congress and the President can take to fix 
Medicaid, reduce its cost, and improve America's long-term care service 
delivery and financing system is to reduce or eliminate Medicaid's home 
equity.  That simple measure will pump desperately needed financial oxygen 
into the LTC service delivery system, relieve the burden of Medicaid on 
taxpayers, enable Medicaid to provide better access to higher quality care for 
the genuinely needy, and expand the market for LTC insurance and home 
equity conversion products, thus generating additional tax revenue for state 
and federal coffers. 
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Afterword on the "Doc Fix" Problem 
 
The sustainable growth rate (SGR) formula the government uses to pay 
physicians is set to slice nearly 30% off the doctors' Medicare 
reimbursement rates on January 1, 2012.  Almost everyone agrees that can't 
be allowed to happen.  But no one knows how to pay for avoiding it.  The 
"Doc Fix" is estimated to cost $30 billion per year, $300 billion over ten 
years, and $500 billion soon if nothing is done. 
 
In the meantime, Medicaid long-term care is fraught with virtually boundless 
waste, fraud and abuse, as Cato's Michael Cannon has documented.27  
Recent exposés by video-muckraker James O'Keefe dramatize the 
problem.28  All it would take to save most of the cost of the "Doc Fix" is to 
think clearly about Medicaid LTC and reform it.  In other words, "Pay for 
the Doc Fix by Fixing Medicaid LTC."  This Briefing Paper explained how. 
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