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VA 
	
                                  
      U.S. Department 
  of Veterans Affairs


Office of the Secretary					In Reply Refer To: 00REG Washington DC 20420


Date:  August 17, 2018  


Subj:	Economic Impact Analysis for RIN 2900-AO73, Net Worth, Asset Transfers, and Income Exclusions for Needs-Based Benefits

	I have reviewed this rulemaking package and determined the following.

1.  This rulemaking will not have an annual effect on the economy of $100 million or more, as set forth in Executive Order 12866.  

2.  This rulemaking will not have a significant economic impact on a substantial number of small entities under the Regulatory Flexibility Act, 5 U.S.C. 601-612.   

3.  This rulemaking will not result in the expenditure of $100 million or more by State, local, and tribal governments, in the aggregate, or by the private sector, under the Unfunded Mandates Reform Act of 1995, 2 U.S.C. 1532. 

4.  Attached please find the relevant cost impact document. 

(Attachment):  Agency’s Impact Analysis, dated October 12, 2017


Approved by:
Jeffrey M. Martin
Impact Analyst
Office of Regulation Policy & Management (00REG)
Office of the Secretary








(Attachment)


Impact Analysis for RIN 2900-AO73


Title of Regulation:  Net Worth, Asset Transfers, and Income Exclusions for Needs-Based Benefits

Purpose:  To determine the economic impact of this rulemaking

Background:  The Department of Veterans Affairs (VA) amends its regulations governing entitlement to VA pension and other VA needs-based benefit programs.  The amended regulations establish new requirements pertaining to the evaluation of net worth and asset transfers for pension purposes and identify those medical expenses that may be deducted from countable income for VA’s needs-based benefit programs.  The amendments maintain the integrity of VA's needs-based benefit programs, and clarify and address issues necessary for the consistent adjudication of pension and parents’ dependency and indemnity compensation claims.  Finally, the amendments implement statutory changes pertaining to certain pension beneficiaries who receive Medicaid-covered nursing home care; a statutory income exclusion applicable to certain disabled veterans; and longstanding statutory income exclusions that apply to all VA needs-based benefits.

[bookmark: _Hlk522259518][bookmark: _Hlk523466254]The Need for the Regulatory Action:  This rulemaking amends its regulations governing entitlement to VA pension and other VA needs-based benefit programs.  The amended regulations establish new requirements pertaining to the evaluation of net worth and asset transfers for pension purposes and identify those medical expenses that may be deducted from countable income for VA’s needs-based benefit programs.  The amendments maintain the integrity of VA's needs-based benefit programs, and clarify and address issues necessary for the consistent adjudication of pension and parents’ dependency and indemnity compensation claims.  

The intended effect and need for these changes is in response to recommendations made by the Government Accountability Office (GAO), to maintain the integrity of VA's needs-based benefit programs, and to clarify and address issues necessary for the consistent adjudication of pension and parents’ dependency and indemnity compensation claims.  These changes are also needed to conform with statutory changes pertaining to certain pension beneficiaries who receive Medicaid-covered nursing home care, as well as a statutory income exclusion for certain disabled veterans and a non-statutory income exclusion pertaining to annuities.



[bookmark: _Hlk523464401]Estimated Impact:  VA has determined that there are net transfer savings associated with this rulemaking from the government to eligible veterans and survivors.  The net transfers from the government to eligible veterans and survivors are a result of the costs from the Establishment of Net Worth Limit and a savings from the Asset Transfer Look Back.  Net transfer savings are estimated to be $14.5 million in 2018 and $116.5 million over a five year period.  The net transfer savings are a result of decreased benefit payments to eligible veterans from the federal government.  
 
	
	Fiscal Year
	Caseload (+)
	Caseload (-)
	Net Transfer Savings
($000)

	2018
	   839
	(2,053)
	  ($14,540)

	2019
	1,547
	(3,783)
	  ($28,239)

	2020
	2,146
	(4,118)
	  ($26,199)

	2021
	2,654
	(4,406)
	  ($24,479)

	2022
	3,084
	(4,653)
	  ($23,047)

	5-Year Total
	 
	 
	($116,504)




Methodology/Assumptions:  

VA’s RIN 2900-AO73 proposed rule published in the Federal Register on January 23, 2015.  The Supplemental Regulatory Impact Analysis document for this proposed rule indicated a Transfer Net Savings of $254 million over a five year period.  As a result of changes to some of the provisions in the Final rule and the utilization of updated/current pension data, the five-year Transfer Net Savings decreased to $116,504 over a five year period.

One particular reason for this decrease is based on the fact that the cost amounts for Net Worth Limits decreased to $67.6M based on more recent data provided by VBA’s Office of Performance Analysis and Integrity (PA&I).  The data showed a net decrease of 710 annual pension grants that would be impacted by the final rule compared to the proposed rule.  The following table provides additional details.

	 
	Actual Data from FY
	Grants to Beneficiaries with Net Worth that was above the Proposed Limit
	Denials on basis of Net Worth that was below the Proposed Limit
	Net Change in Annual Pension Grants due to Defined Net Worth Limit

	Proposed Rule
	2014
	   40
	     1,149
	      1,109

	Final Rule
	2017
	 432
	        831
	         399

	Net Change
	 
	392
	      -318
	       -710



The annual compounding effect of the decrease in pension grants projected out five years, and applied to average annual pension benefits, resulted in the increased savings of $125.2M over five years.

Another reason for the decrease in transfer savings was a related to the Asset transfer Lock Back provision.  In the proposed rule, Pension and Fiduciary Service (P&F) assumed one percent of pension applicants dispose of assets before applying for pension benefits, and under this regulation, the average penalty period would be 36 months.  For the final rule, P&F revised these assumptions to two percent of applicants with an average penalty period of 24 months.  In other words, under the final rule, more Veterans were estimated to be penalized for asset transfers, but they would be eligible to re-apply for pension benefits after 24 months rather than after 36 months.  The net impact of these changes is the primary reason for increased savings of $50.0M, from $134.1M to $184.1M, over five years.  

Lastly, under the Income Deductions for Medical Expenses, the final rule defines and clarifies what VA considered to be a deductible medical expense for all its needs-based benefits.  Under the proposed rule, room and board for independent living facilities would no longer be considered deductible a medical expense.  This exclusion was estimated to save $313.2M over five years.  However, the final regulation was updated to allow for room and board for independent living facilities to be considered a deductible medical expense, therefore eliminating the savings.

Additional summary-level changes are provided in the table below:

	 
	Establishment of Net Worth Limit
	Asset Transfer Look Back
	Income Deductions for Medical Expenses
	Total Cost/(Savings)
$000s

	Proposed Rule

	2016
	 $13,070 
	 $(10,790)
	 $(21,593)
	 $(19,312)

	2017
	 $25,837 
	 $(21,213)
	 $(42,425)
	 $(37,801)

	2018
	 $38,514 
	 $(31,414)
	 $(62,829)
	 $(55,728)

	2019
	 $51,224 
	 $(33,950)
	 $(83,001)
	 $(65,727)

	2020
	 $64,175 
	 $(36,748)
	 $(103,313)
	 $(75,886)

	5-Year Total
	 $192,820 
	 $(134,114)
	 $(313,160)
	$(254,454)

	Final Rule

	2018
	 $4,825 
	 $(19,365)
	$0
	 $(14,540)

	2019
	 $9,377 
	 $(37,617)
	$0
	 $(28,239)

	2020
	 $13,704 
	 $(39,903)
	$0
	 $(26,199)

	2021
	 $17,852 
	 $(42,331)
	$0
	 $(24,479)

	2022
	 $21,834 
	 $(44,880)
	$0
	 $(23,047)

	5-Year Total
	 $67,592 
	 $(184,096)
	$0
	 $(116,504)

	Delta: Final Minus Proposed Rule

	Year 1
	 $(8,245)
	 $(8,575)
	 $21,593 
	 $4,772 

	Year 2
	 $(16,460)
	 $(16,404)
	 $42,425 
	 $9,562 

	Year 3
	 $(24,811)
	 $(8,489)
	 $62,829 
	 $29,529 

	Year 4
	 $(33,371)
	 $(8,381)
	 $83,001 
	 $41,248 

	Year 5
	 $(42,342)
	 $(8,133)
	 $103,313 
	 $52,839 

	5-Year Total
	 $(125,228)
	 $(49,982)
	 $313,160 
	 $137,950 




The final rule’s transfer costs and savings are individually described and detailed below.  

Establishment of a Net Worth Limit for Pension Benefits

As described above, this regulation establishes a net worth limit equal to the dollar amount of the maximum CSRA for Medicaid purposes, which was $120,900 in 2017.  Data provided by the Office of Performance Analysis and Integrity indicates that, in FY 2017, 432 pension applicants were awarded benefits although their net worth was over this threshold.  Conversely, 831 pension applicants were denied benefits on the basis of net worth below this threshold.  Based on this data, a net 399 additional beneficiaries would have received pension benefits in FY 2017 under this regulation.  

Accessions were projected to future years as a percentage of Veteran and Survivor pension accessions from the FY 2018 President’s Budget.  Termination rates from the FY 2018 President’s budget were applied to the caseload at the end of each year.  Estimated average payments of $13,488 for Veterans and $10,241 for Survivors in FY 2018 were projected to the out-years based on COLA assumptions from the FY 2018 President’s Budget.  These average payments were applied to the projected caseload to calculate Transfer costs or savings, which are shown in the table below.


	Establishment of Net Worth Limit

	Fiscal Year
	Caseload (+)
	Caseload (-)
	Transfer Cost ($000)

	2018
	   839
	  (436)
	 $4,825 

	2019
	1,547
	  (804)
	 $9,377 

	2020
	2,146
	(1,116)
	$13,704 

	2021
	2,654
	(1,380)
	$17,852 

	2022
	3,084
	(1,604)
	$21,834 

	5-Year Total
	 
	 
	$67,592 







Asset transfer 36-Month Look Back

This regulation would establish a presumption that asset transfers made by pension applicants within the last 36 months were made for the purposes of establishing pension eligibility.  Pension and Fiduciary (P&F) Service estimates, based on program knowledge, that two percent of pension applicants dispose of assets before claiming pension.  This two percent assumption was applied to Veteran and Survivor pension accession estimates (43,198 and 37,628, respectively, in FY 2018) from the FY 2018 President’s Budget to estimate the new pension applicants that would be affected each year.  

P&F Service also estimates that the average penalty period will be 24 months.  Savings were calculated by applying the average annual payment rates for Veteran and Survivor pension estimates from the FY 2018 President’s Budget to the respective caseload.  A percentage of the applicants are then assumed to access the pension rolls after the 24 month penalty period.  This percentage is based on the percentage of pension recipients that remain on the rolls each year.  The resulting annual savings are shown in the table below.  Note that the increase to savings slows after the second year, due to applicants added to the rolls after the initial 24 month penalty period.


	Asset Transfer Look Back

	Fiscal Year
	Caseload (-)
	Transfer Savings ($000)

	2018
	(1,617)
	($19,365)

	2019
	(2,979)
	($37,617)

	2020
	(3,002)
	($39,903)

	2021
	(3,026)
	($42,331)

	2022
	(3,049)
	($44,880)

	5-Year Total
	 
	($184,096)




PRA Costs/Savings:  There are both incremental information collecation costs and savings to respondents associated with this rulemaking.  The overall estimated cost savings of the rule, expressed in 2016 dollars and discounted back to the 2016 equivalent, is $0.0937 million for FY2018.

  


Administrative Cost:  P&F Service assumes efficiencies gained in rating pension claims and any resulting GOE savings would be minimal.  Any efficiency gained could result in improved timeliness in rating pension claims.

Alternatives Considered:  VA considered the consequences of taking no action.  If VA made no changes at all to its regulations, however, they would remain inconsistent with our current practices.  The current regulations are outdated and could be misinterpreted based on current practices.  These regulations include broader explanations and provides more clarity for Veterans to understand the benefits to which they are entitled.  VA also considered updating its internal policies instead of its regulations, but because changes in this regulation would impact and limit Veterans’ benefits, a change to existing regulations was deemed necessary.  We also could have made substantive updates to existing regulations rather than create a new section for the provision of these benefits.  However, that would have been cumbersome and confusing, and would not have allowed us to adequately describe the eligibility for, and provision of, pension benefits.

Submitted by: Please contact the following individuals with questions and comments:  
· VBA Pension and Fiduciary Staff:  Nancy C. Williams, Washington, DC
· VBA Benefits Budget Staff:  Brad Dutton, Washington, DC

Date:  August 17, 2018
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