Case Studies – Medicaid Illinois Basics
#1
Melvin is an 87-year-old widow who recently suffered a stroke.  He will not be able to return home and will be entering a nursing home upon his release from the hospital.  The nursing home private pay rate is $5000 per month.  His two children are referred to you for Medicaid planning.
Melvin has the following assets:
Home


$250,000 and no mortgage
Checking account:
$30,000
CD:


$70,000
Money market:
$50,000
Melvin reports that he gave $20,000 to his daughter on February 1, 2011.
His income is $2,200/month.
1.  Which assets of Melvin’s are countable for Medicaid purposes and what is the total value of his countable assets?
All his assets are countable, for a total of $400,000.  The home is exempt if he has an intent to return, however, after 90 days he will be deemed not returning.
2.   How long is the penalty period for the gift Melvin made to his daughter?  When does the penalty period start under Illinois’ current rules?
The penalty period will be four months.  $20,000 (amount of gift) ÷ 5000 (monthly pay rate) = 4)   The penalty begins in the month of transfer, so will run February, 2011 to May, 2011.  If under current rules, the penalty period would have already run and would have no effect on eligibility if the application is filed under pre-DRA rules.
3.  When would the penalty period start under the DRA rules?
After Melvin is otherwise eligible.
4.  What strategies would you recommend to get Melvin qualified for Medicaid at the earliest possible date, taking into consideration Melvin’s home and the possibility of estate recovery?
Assuming there are no allowable transfers of the home, Melvin will have to sell the home.  He will have six months in which to list the house for sale.  At the time of the sale, he will come off Medicaid and plan again for the house sale proceeds.
Initially, while he still has the house, Melvin should do allowable spenddowns.  Melvin should purchase a prepaid burial plan, figure $10,000.  His legal fees are also allowable, figure $5000.  Then, transfer half of his remaining assets, which will incur a penalty period of 13 months.  Pre-DRA you can use any kind of gifting strategy, half loaf, gift and annuity, gift and note.  Post DRA, you would use reverse half loaf (if that works) or gift and annuity or gift and note.  The non-gifted half will need to pay for care during the penalty period.  
When the house is sold, Melvin would come off Medicaid.  He should again engage in a gifting strategy.  Transferring half of the $250,000 proceeds will incur a 25-month penalty.  
To avoid estate recovery, you could transfer the house, but that would be a transfer incurring a 50-month penalty.  It is better to just list the house for sale and gift half the proceeds.  
Or, if the children want the house, you may want to transfer to them reserving a life estate for Melvin.  This would be a transfer of $169,345, incurring a 33-month penalty, only slightly longer than the 25-month penalty that will be incurred if the house is sold for $250,000 and half gifted.
With the current real estate market, the house may not sell quickly.  Another alternative would be to take out a mortgage or line of credit for as much as a mortgage company would allow, and transfer the proceeds to a pooled payback trust. The rate paid by Medicaid is a lower rate than private pay and under current rules, there is no transfer penalty for transfers to pooled payback trusts.  When the house sells later, there is less cash to deal with and a shorter penalty period if gifting is utilized.
#2
Julia and Don are married.  Julia fell and broke her hip and cannot return home, but will instead be moving to a nursing home that costs $5000 per month.   Don comes to you for help in getting his wife qualified for Medicaid.
Julie and Don have the following assets that are titled jointly (with the exception of Julia’s IRA):
Home:


$550,000
Checking:

$  50,000
Julia IRA

$200,000
Savings:

$100,000
Julia’s income

$1500/month
Don’s income

$1800/month
1.  Are any of the assets exempt for Medicaid purposes under current Illinois law?  
The home.
2.  What will Don’s CSRA be?
MMMNA is $2739:  $1800 of his income and $939 of her income.  CSRA is $109,560.
3.  What strategies would you recommend to get Julia qualified for Medicaid at the earliest possible date?
1.  Allowable spenddowns:  figure $20,000 for prepaid plans for Don and Julia.  Additionally, they can purchase burial plots for any amount, but figure $6000.  Don can do home improvements, figure $10,000 for that.  If he does not have a car, he can purchase a car, although I would assume he has one.  Total:  $36,000 from savings.
2.  Transfer the checking and savings accounts to Don.  He can keep $109,560, which would be all of the checking and the remaining $14,560 of savings.  Further, $45,000 from Julia’s IRA can be transferred to Don for the CSRA.  She will have $155,000 remaining in her IRA.  
3.  Gift half the IRA and use the other half to pay for care during the 15-month penalty.  However, if a gift is made all income tax is payable.  May want to consider annuitizing IRA and it will not be considered an asset, only income.
4.  Would your strategies change if the IRA belonged to Don instead of Julia?
Yes.  Since his assets are more than the CSRA, they should do spousal refusal.  He gives up $939 in income per month.  However, only the $114,000 would be available as assets.  They should gift $57,000 and will have an 11-month penalty.  In all, they would save $293,000 (gifted and spent down), rather than $178,000 under the first scenario.
