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The Deficit Reduction Act of 2005

The Deficit Reduction Act of 2005, which is expected to be passed by Congress after the new session begins in late January 2006, will make radical changes to the Medicaid law. Below, is a brief summary of the key features of the legislation and provided an analysis. Long Term Care Insurance will be one of the only means of protecting assets. 
Change in the Start of the Penalty Period
This changes the start of the penalty period for someone who has transferred assets from the date when the transfer was made (current law) to the date when one applies for Medicaid. This effectively kills the “half-a-loaf” process. 

Increasing the look-back period
The period of time the state can “look-back” from the date of application is
increased to five years. 
Annuities
The applicant is required to disclose and produce any interest in annuities, all transfers within the past 5 years, and a statement as to the remainder beneficiary status.

Law Mandates the Income First Rule
States were given the option in 1993 of determining how a community spouse (the person at home) is allowed to be brought up to a federal monthly stipend. The spouse at home could keep either her spouse's monthly income or set aside assets to generate the difference between her monthly income and the federal minimum. The first option, referred to as the income first rule, was potentially devastating because it called for spending down assets. The second, referred to as the resource first rule, could potentially protect hundreds of thousands of dollars to be used to generate the income. 
The new law mandates the income first approach. 
Primary residences 
The new law mandates that Medicaid deny benefits for applicants with homes that have greater than $500,000 in equity. The measure was aimed at individuals that sought Medicaid benefits by sheltering assets in expensive homes.

Deposits in Continuing Care Retirement Communities (CCRC)
Previously exempt, the new law requires that applicants for Medicaid benefits use the entrance fees paid for a CCRC. 
Hardship waivers 
The states are required to put together rules that will waive any of the new provisions should they pose an undue hardship. 
Long-term care partnership programs 
Congress has given states the right to create partnership programs.
For a full transcript of the Deficit Reduction Act of 2005, please go to 
http://rules.house.gov/109/text/s1932cr/109s1932_text.pdf for specifics on the Medicaid portion, print pages 668-748. 
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