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Appendix:  
Comparison of the Tax Code and Medicaid’s Treatment of Income 

 Federal Income Tax Medicaid 
Earned 
income: 
General rule 

Includes earned income such as wages, salary, 
tips, commissions and bonuses.  Major 
exclusions from earned income in determining 
Adjusted Gross Income are listed below.   
 

Includes earned income, in cash or in kind, 
including wages, salary, commissions, or profit 
from self-employment or employment-related 
activities. 
 
Medicaid disregards the first $90 of earned 
income and, in some cases, $30 plus one-third 
of the earned income not already disregarded. 
 
States can disregard additional income 
sources, or deduct additional expenses when 
counting income for the purposes of 
determining Medicaid eligibility. 

Salary 
reduction 
contributions 
for dependent 
care, 
transportation 
and certain 
health 
expenses 

Pre-tax contributions to salary reduction plans 
(of up to $2,500 or $5,000 depending on filing 
status) for payment of dependent care are not 
counted in Adjusted Gross Income. 
 
Other contributions for transportation and 
certain health expenses are not included in 
Adjusted Gross Income. 

Medicaid deducts some income used for 
dependent care expenses, but applies 
different limits than what is allowed under 
the tax code.  States deduct from monthly 
income child care expenses up to $175 for 
each dependent child at least two years old, 
and up to $200 for each dependent child 
under age two.  States have the flexibility to 
deduct greater amounts. To the extent that an 
individual makes pre-tax contributions for 
payment of dependent care, the gross income 
prior to the deduction is counted. 
 
Salary reduction contributions for 
transportation and certain health expenses are 
included in countable income. 

Self-
employment 
income 

Included in Adjusted Gross Income, but the tax 
code allows deductions for various business 
expenses, such as depreciation, business-
related travel and entertainment expenses (up 
to a limit), and business use of a personal 
home.  If the deductions exceed the income 
earned from self-employment, the losses can 
be used to offset other income, up to a limit. 

Included in countable income, but items that 
can be deducted for various business expenses 
do not line up with what is allowed under the 
tax code. 
 
For example, items such as depreciation, 
personal business and entertainment 
expenses, purchase of capital equipment and 
payments on the principal of loans for capital 
assets or durable goods are not considered 
business expenses in most states.  In addition 
business losses are not offset against other 
income.  

  



6 00

 

Unearned 
income: 
General rule 

Generally included in Adjusted Gross Income.  
However, major categories of unearned 
income that are excluded from Adjusted Gross 
Income are listed below.    

Unearned income, whether received in cash or 
in kind is generally included in countable 
income. 

Social Security 
(and 
equivalent Tier 
1 railroad 
benefits)   

Generally not included in Adjusted Gross 
Income for most low-income people.  The 
portion of Social Security payments that is 
included in Adjusted Gross Income is 
determined by a test that takes into account 
other income. 

Generally included in countable income, 
although certain amounts may be disregarded 
for seniors and people with disabilities.   

Veteran’s 
benefits 

Not included in Adjusted Gross Income. Included in countable income. 

Child support 
received 

Not included in determining the Adjusted 
Gross Income of the person receiving the 
payments. 

Included, but Medicaid disregards at least the 
first $50 of child support received per month.  
States have the flexibility to disregard a higher 
amount of income received for child support. 

Alimony 
received 

Included in Adjusted Gross Income.  (Alimony 
paid is deducted from income in computing 
Adjusted Gross Income) 

Included in countable income.  (Alimony paid 
is not deducted from countable income.) 

Worker’s 
compensation 

Not included in Adjusted Gross Income if paid 
under a workers' compensation act or a 
statute in the nature of a workers' 
compensation act.  The exclusion also applies 
to compensation received by survivors of 
someone receiving workers’ compensation.  

Included in countable income if paid as 
replacement for wages.  Compensation that is 
earmarked and used for specific purposes, 
such as money for past medical bills resulting 
from accident or injury or funeral costs, is not 
included in countable income.   

Gifts and 
inheritances 

Not included in Adjusted Gross Income.  
Income generated from gifts and inheritances, 
such as rent received for property, is taxable. 

Included in countable income.  Medicaid treats 
large gifts and inheritances as lump sum 
income unless it is in the form of property, in 
which case it is treated as an asset.  (States 
vary in their treatment of lump sum income.  
Some treat it as unearned income in the 
month it is received and any amount leftover 
as a countable resource in the months 
following receipt, while others project it as 
monthly income over a certain period by 
dividing the lump sum income and other 
income by the income eligibility standard for a 
family, taking into account family size)  
 
There is a state option to exclude small 
nonrecurring gifts (e.g., for Christmas, 
birthdays and graduations). 

  
Definitions: 
 
Adjusted Gross Income:  Under the federal income tax, the individual’s income less various adjustments (e.g., Roth IRA 
contributions, alimony paid).  Adjusted Gross Income is calculated before the itemized or standard deductions, 
exemptions and credits are taken into account. 
 
Modified Adjusted Gross Income:  Adjusted Gross Income plus foreign-earned income and tax-exempt interest. 
 
Countable Income:  For the purposes of determining Medicaid eligibility, income minus applicable disregards and 
deductions. 




