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To illustrate the various Medicaid eligibility rules, including income criteria, resource
analysis and rationale for the chosen strategies.

The best starting point for analysis lies with good information. The best source for this
information is a detailed client questionnaire that you can quickly review, which will allow you to
evaluate planning opportunities. A detailed questionnaire will provide information regarding the
client’s income, assets, including life insurance, family dynamics and gifting history. In addition to
the questionnaire, it is important to review the client’s existing estate plan. The estate plan review
is for the purpose of determining the recipients of any transfers, if a transfer is recommended.

CASE STUDY 1: MEDICAID PLANNING, UNMARRIED INDIVIDUAL, NO IMMEDIATE
APPLICATION

A 75-year-old female client has a personal residence with a tax-assessed value of $175,000,
$125,000 in money market, savings, certificates of deposit and checking, a life insurance policy with
a face value of $12,000 and a cash value of $6,000. She also has one automobile worth $7,000. She
has Social Security income of $2,000 per month and $900 from a private pension. She is in fair
health and lives at home, but has Parkinson’s. She has also had several mini-strokes, and has other
health problems that may lead to a nursing home in the next few years. She has only one child, who
is close to the parent and has no significant personal or financial limitations. Her Last Will and
Testament names her one and only child as the sole heir. You are meeting with the child and the
parent. The child is the agent under a power of attorney. The power of attorney does not have
specific gifting authority, nor does it reference general gifting powers.

The questionnaire further reveals that the child’s address and the parent’s address are the same, and
the child does not seem to have any personal or financial impairments.

In the initial client meeting, the client and her child both express an interest in protecting assets
against potential nursing home costs. They indicate that the husband, now deceased, had a stroke
and had to go to a nursing home. He died before the Medicare benefits ran out, but they are worried
that something like this could happen to the client and all of her assets could be lost. They think they
have too much money to be eligible for Medicaid, but they are interested in exploring all options,
as the client’s health has deteriorated recently. The daughter moved in with her mother
approximately one year ago. The house is a bit dated, and is probably worth no more than $150,000.
The daughter is joint on the bank accounts. The bank accounts were jointly titled when the daughter
moved in a year ago in an effort to protect assets against potential future nursing home expenses.



Relevant data/preliminary analysis
• You have an unmarried client with one child. The child has no impairments and is the sole

heir-at-law and sole taker under the client’s Last Will and Testament. This information
suggests a potential good lump-sum transfer. If a lump-sum transfer is made, the chance of
disrupting a current estate plan is low.

• With monthly income of $2,900, the client is definitely income eligible for Medicaid as a
nursing home resident, as her income is less than the cost of care. However, she has income
in excess of the limit for in-home care. Any efforts to protect assets must assume nursing
home care, as in-home benefits are not available for this client due to her income.

• The difference between the life insurance’s face value and cash value is significant. The
client is in poor health and probably has a diminished life expectancy. This information
suggests the life insurance policy should not be liquidated, but perhaps should be transferred
to the daughter.

• A new power of attorney should be prepared, as the daughter does not have gifting power.
• With the daughter living with the mother, the possibility of a future caregiver child transfer

should be explored.
• The client has only one automobile, and it is old and has very little value. The purchase of

an automobile, probably further down the road, may be a viable strategy.

The financial analysis begins with determining if a lump-sum transfer of assets to a child would
make sense. Significant factors in selecting a lump-sum transfer include the following:

1. Whether a nursing home entry is imminent. If a nursing entry is imminent, a lump-sum
transfer may not only be inefficient, but it may be counter-productive. For example, if the
nursing entry is imminent, we certainly don’t want to transfer the house right away, as we
may be able to exempt the house without creating a penalty period that would result from a
gift of the house.

2. Whether the child is likely to retain transferred assets. We can never be sure, but we need
to evaluate the apparent financial viability of the child. We can review bank statements to
see if the child is being supported by the parent’s income and assets, or if the child is truly
altruistic and is supporting herself. If the child is living off the parent’s income and assets,
she may squander transferred assets, thus jeopardizing the assets.

3. Are sufficient funds available to carry the prospective Medicaid applicant through a likely
penalty or lookback period? This is an imperfect science, as we don’t know how long mom
will live and what her costs will be. Relevant data in this analysis includes monthly income,
current monthly spending, general health vs. age, and a bit of luck in predicting the future.

In this case, the nursing home entry is not imminent, the child does not appear to have limitations
that would preclude a safe transfer to the child, and some liquid resources exist to pay for the
parent’s care for many months in the event that the parent needs nursing home care through a likely
lookback/penalty period.



A lump-sum transfer to the child could be implemented as follows:

1. A deed of gift with a retained life estate to the child. This results in a Medicaid gift of
$86,728, with a corresponding 14.62-month gift penalty, based on a penalty divisor of $5,933.
Medicaid Manual S1140.120. Note that the gift penalty does not begin to run at the time of the
transfer. However, the retained life estate provides a favorable tax result as long as the house is not
sold while the parent is alive. The child will receive a step-up in basis at the parent’s death if she
keeps the property until the mother dies. This action would be taken after informing the client, in
writing, of the upside and downside of the life estate deed.

2. Gift approximately $50,000 of the liquid resources to the daughter. This will result in a
delayed 8.43-month penalty period. This amount is somewhat randomly chosen, as the parent will
retain $75,000. Based on the parent’s monthly income of $2,900, of which she is only spending
$1,800, this leaves her with sufficient funds to pay for her care for a few years. She is fairly young
at age 75, and although she is poor health, her health does appear to be fairly stable.

3. Transfer ownership of the life insurance policy to the daughter, resulting in an additional
penalty period of 1.01 months. This will minimize later complications that nearly always occur
when applying for Medicaid. Life insurance policies often take time to liquidate and, when applying
for Medicaid, this can be very costly. Additionally, transferring the policy now will protect a
$12,000 asset at a gifted cost of only $6,000.

4. The above transfers will result in the parent having only $75,000 in countable resources and
a delayed 24.06-month penalty period. The parent will effectively no longer own the home, but she
will have the benefit of lifetime rights.

The more difficult analysis lies in further planning if the parent requires nursing home care within
the five-year lookback period. The retained $75,000 will pay for approximately 18 months (based
on $7,000 monthly nursing home cost and factoring the client’s monthly income available to pay the
nursing home bill) of nursing home care. But for this strategy to work effectively, the remaining
$75,000 retained by the parent should either be gifted to the child or retained by the parent,
depending on how far into the five-year lookback the nursing home entry occurs and what the
outlook is for the likely length of stay in the nursing home.

Nursing Home Entry Occurs Soon
If the nursing home entry occurs anytime within the first three years of the initial gift, it is probably
most efficient to make a second gift of the parent’s retained $75,000 to the child. This will allow
the gift penalty to begin to run. The calculation to Medicaid eligibility calculation looks like this:

$218,000 Aggregate gifts (rounded up)
 $5,933 Monthly penalty divisor

36.70 Penalty period months, beginning when the nursing home entry began

While in a gift penalty, the child must pay the nursing home bill with the gifted funds. Pursuant to
Medicaid Manual § 1450.640C., funds paid by the child to the nursing home during the gift penalty



period will serve to reduce the gift penalty as follows, assuming that the nursing home bill is $7,000
per month and the parent has $2,900 per month income, requiring the child to pay $4,100 per month
of the gifted funds:

$218,000 Aggregate gifts
 10,033 Monthly penalty divisor + reduction in gift for nursing home bill

21.73 Penalty period months, beginning when the nursing home entry began

During this 21.73-month period of paying the nursing home, approximately $89,000 of the $125,000
in cash would be expended, thereby protecting $36,000 in cash plus the residence worth $175,000.

The protected assets in this example could be increased substantially if some of the gifted assets
were converted to exempt resources by purchasing a prepaid burial, an automobile, U.S. Savings
Bonds, or any of the other exempt resources.

Nursing Home Entry Occurs Later
If the nursing home entry occurs any time after approximately four years or later from the date of the
initial lump-sum gifts, it is best to simply use the remaining $75,000 retained by the parent to
privately pay the nursing home bill. $75,000, along with the monthly income, will pay for more than
one year of nursing home care. As long as the prospective Medicaid applicant privately pays during
the gift lookback period, at the time of the Medicaid application, the prior gifts will not affect
eligibility.

What if the institutionalization occurs after five years and now the parent has $90,000? Your
instincts may suggest, “We should have transferred more money.” However, a higher initial transfer
amount puts the client in greater jeopardy of being impoverished sooner and being subject to the
financial viability of the daughter. A better way to view such excessive resources at the end of five
years is, “Wow, we saved over 3/4 of the parent’s money. That’s great.” Such a response assumes
the remaining $90,000 will be spent on nursing home care, but you still have other tools in the asset
protection toolbox such as the prospective purchase of an automobile, savings bonds, prepaid funeral
and possibly a secondary transfer of assets.

Rationale
In Case Study One, we are attempting to solve the potential nursing home problem without
unnecessarily assuming other risks often associated with making a lump-sum gift. We generally do
not want to solve the problem of the nursing home bill and subject the client to the risk that the child
could spend the gifted funds or otherwise lose the money. The recommendations above likelyensure
that at least three-fourths of the resources could be protected without taking unnecessary risks
associated with gifting assets.



CASE STUDY 2: MEDICAID PLANNING, MARRIED COUPLE, POTENTIAL NEAR-
TERM MEDICAID APPLICATION, COUNTABLE ASSETS MORE THAN TWICE THE
CSRA

An 85-year-old husband and his 83-year-old wife own a house assessed at $450,000. The husband
has an IRA worth $90,000, they have joint checking, savings and other liquid assets worth $180,000.
The own hunting land in Southampton County, Virginia that is assessed at $60,000. The husband
has $1,400 per month Social Security income and the wife has $1,000 per month Social Security
income. The husband has moderate dementia, but lives at home. The family hopes he can stay at
home, but thinks he may need a nursing home within the next year. Both clients have powers of
attorney that allow Medicaid planning. They have 2 children. Both children are local and have no
significant personal or financial limitations.

Relevant data/preliminary analysis
• You have a married couple case, with two children of the marriage. Neither of the children

appear to have any significant impairments.
• With monthly income of $1,400, the husband is income eligible for in-home care, as his

income is less than 300% SSI or $2,205. He would also be income eligible for Medicaid as
a nursing home resident, as his income is less than the cost of care. However, due to the
relatively limited benefit of in-home care and because it appears that the family is managing
the husband’s care without outside assistance at this time, you should carefully consider
whether it would be efficient to pursue in-home care. In this case, the financial situation, the
husband’s condition, and the expectation that he will require nursing home care in the
relatively near term indicate that in-home care may not be an efficient strategy.

• The husband’s IRA will need to be liquidated in the event that he requires nursing home care.
The liquidation of this account cannot be avoided, as we must be able to transfer all retained
resources in excess of $2,000 to the community spouse (the wife) within 90 days of the
approval of the Medicaid application, and the ownership of IRAs cannot be changed.

• The hunting property may be converted to an exempt resource if it is listed for sale at no
more than its tax-assessed value. This should be considered as a strategy to convert this
countable asset to an exempt resource.

• The clients have only one automobile, a sedan of little value. The purchase of an automobile
may be a viable strategy.

• The clients have burial plots in the family’s church cemetery, but no life insurance or prepaid
funeral contracts. The purchase of irrevocable prepaid funerals may be a viable strategy.

• The client’s home, while relatively high-valued for the area, appears to be rather dated and
the clients have mentioned that it needs repairs. These repairs should be considered as a
potential spenddown strategy.

• The existing estate plan should be carefully reviewed. The possibility of changing the wife’s
estate plan to include a special needs trust provision or some other protections for the
husband should be considered, as a measure to protect his Medicaid eligibility in the event
that she predeceases him.



Because you have a good client questionnaire and you obtained this information even before you
entered the conference room to meet with the client, you know you have a variety of great planning
opportunities.

This analysis begins with determining the spousal resource allowance to determine what the wife can
retain should the husband need nursing home care, followed by implementing strategies to protect
the excessive resources.

Spousal Resource Allowance
As of the snapshot date, we determine the total countable resources:

$90,000 Husband’s IRA IRA
$180,000 Liquid assets
$60,000 Hunting property

$330,000 Total countable resources

Based on the total countable resources being more than twice the maximum spousal allowance, the
wife can keep $120,900 and the remainder must be otherwise disposed of. Of the $120,900 to be
retained, we should select assets in an efficient manner. In this case, the wife has been wanting to
sell the hunting property for years and this is her chance. The hunting property market is soft at this
time, so she cannot expect a sale anytime soon, but she will go ahead and list the property for sale.
Therefore, the retained assets of $120,900 in countable resources will consist of:

$120,900 Liquid assets

The hunting property will be excluded as a resource under the good faith effort to sell provision,
thereby eliminating this as a resource. In addition, the hunting property will be titled to the wife’s
name and thus can be eliminated as a resource for an indefinite period of time.

The home property is an exempt resource for as long as one or both of the clients reside in it. Since
the wife intends to remain in the home indefinitely, it is not necessary to take any action to protect
the home at this time.

The excessive resources will consist of:

$59,100 Liquid resources
$70,200 Husband’s IRA (after the taxes are paid on the liquidation)

$129,300 Total excessive resources

It is important to note that the snapshot date should be established before any steps are taken to
spenddown the excessive resources as outlined below. If the clients begin to spend down before the
snapshot date is established, they risk lowering the potential resource allowance by having fewer
countable assets on the snapshot date.



Protecting the Excessive Resources
The wife can effectively protect most of the $129,300 in excessive resources as follows:

$25,000 Purchase new automobile
$18,000 Two pre-paid burials
$20,000 Repairs upgrades to the home (windows, roof, and ventilation system)
$8,000 Legal fees

$40,000 Series E and Series I U.S. Savings Bonds
$111,000 Total excessive resources protected

The spenddown beyond the above-noted items may be achieved by privately paying the nursing
home for a few months to ensure a suitable facility can be found or making additional home repairs.

Income Analysis
Since the wife has less than the MMMNA, she can keep approximately $1,002.50 of the husband’s
income while he is on Medicaid, leaving them with a monthly patient pay of approximately $397.50
for nursing home care.

Rationale
In Case StudyTwo, we are attempting to solve the potentially imminent nursing home problem while
ensuring that nearly all of the couple’s resources are protected for the wife. In this situation, a gift
would unnecessarily complicate matters and could prevent a timely eligibility determination for the
husband. The recommendations above likely ensure that nearly all of the resources could be
protected by converting countable assets to exempt resources and taking steps to improve the already
exempt resource of the home without assuming the risks or complications associated with gifting
assets.

Please note this is an anticipated strategy intended to outline that it is neither necessary nor prudent
to transfer assets with a married couple who have income and resources structured as in this
example. Utilizing fairly conservative strategies, the majority of the couple’s resources and income
can be protected without incurring the risks and complexities associated with an asset transfer.


