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About Us 30+
Krause Financial is an attorney-led firm that provides Years of Experience

asset preservation solutions for estate planning and
elder law attorneys and their clients. Using our
specialized insurance products, resources, and
support, we help attorneys streamline the process of
advising clients planning for long-term care.

400+

MCA Cases Monthly
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Today's Goals

the basic requirements of the Medicaid
program.

DISCUSS

how a Medicaid Compliant Annuity is used to

LAY accelerate eligibility for benefits.

two case studies illustrating the Medicaid
Compliant Annuity in action.

EXPLORE
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The Medicaid

Program




What Is Medicaid?

* Medicaid is a joint federal and state program
designed for individuals with limited means.

* Applicants must meet specific financial and
non-financial criteria to qualify.

* Specific rules can vary by state.
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Why Is Medicaid Importante

* In a nursing home, Medicaid pays for a
person’s custodial care.

* Without financial assistance, the median cost
of a semi-private nursing home room in the
U.S. is $9,227 per month.*

* Qualifying for Medicaid benefits can provide
much-needed financial relief to those
receiving long-term care.

=
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Semi-Private Room
(Median Cost)

$9.277/mo.*
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Private Room
(Median Cost)
$10,646/mo.*
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Non-Financial Requirements

* In order to meet Medicaid’s non-
financial eligibility requirements, an
individual must:

v’ Be a U.S. citizen or qualified non-citizen
v Be age 65 or older, blind, or disabled

v Reside in a Medicaid-approved facility

—
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Income Requirements:
Instifutionalized Individual

* In most states, the institutionalized person’s income from all earned and
unearned sources must be less than the private pay rate of the facility.

* Some states may require a Qualified Income Trust for income
exceeding $2,982/month (in 2026).

* The institutionalized person’s income becomes their Medicaid co-pay,
minus their monthly Personal Needs Allowance, certain medical
deductions, and an applicable shift under the MMNA rules.
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Income Reqguirements:
Community Spouse

* There are no limits on the income of the
community spouse.

* Therefore, the community spouse can have an
unlimited amount of income and still qualify the
institutionalized spouse for benefits.

* However, if theirincome is below a certain
amount, known as the Monthly Maintenance
Needs Allowance (MMNA), they may be entitled
to a portion of the institutionalized spouse’s
income.

=
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Monthly Maintenance Needs Allowance

» The Monthly Maintenance Needs Allowance (MMNA) is the amount of
income the community spouse is entitled to.

« Some states recognize a minimum (currently $2,643.75) and maximum
MMNA (currently $4,066.50 in most states).

* The community spouse will always be entitled to at least the minimum,
but they may be entitled to a larger amount depending on their shelter expenses.

« Other states recognize a standard MMNA (typically $4,066.50).

* If the community spouse’s income is below this amount, they will receive
a shift from the institutionalized spouse’s income to the standard MMNA amount.

=
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Asset Requirements

Institutionalized Community
Individual Spouse

The community spouse

The Medicaid recipient is .
can retain a separate

. en’flﬂedALO an |nd'V'dﬁ,C”h , amount known as the
esource Allowance, which is Community Spouse

$2,000 in most states. Resource Allowance.

Once eligibility is achieved, the state Medicaid agency no
longer considers the community spouse’s assets.

—
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Community Spouse Resource Allowance

« The Community Spouse Resource Allowance (CSRA) is the amount of countable
assets the community spouse may keep.

« Some states recognize a minimum (currently $32,532 in most states) and
maximum CSRA (currently $162,660 in most states).

* The community spouse is entitled to one half of the couple’s total countable assets as
of the snapshot date, not to fall below the minimum and not to exceed the
maximum.

« Other states recognize a standard CSRA (currently $162,660 in most states).

* Any assets exceeding this amount must be spent down before the institutionalized
spouse can qualify for benefits.

—_—
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Exempt vs. Countable Assets

e N A
Exempt Assets Countable Assets
do not count toward one’s resource do count toward one’s resource
allowance allowance
v Primary residence v" Checking, saving, and other bank
v 0 hicy accounts
ne vehicle
v' Stocks, bonds, and mutual funds
v" Personal and household items .
v' Deferred annuities
v Small whole life insurance policy v Additional real estate and
v' Funeral expense trusts (up to vehicles
$15,000 in most states) v IRAs (in most states)
|\ J/ \_ J
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How Can Assets Be Eliminated?
* To accelerate eligibility, a Medicaid applicant or
their spouse can spend down their excess countable
assets by:
* Paying off their mortgage, credit card debft, and other bills
* Purchasing or improving exempt assets:
® The family home, a new car, household furnishings, efc.
* Purchasing funeral expense tfrusts
® Purchasing a Medicaid Compliant Annuity
KRAUSE CAST T KRAUSE
16
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The Medicaid

Compliant
Annuity
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What Is a Medicaid Compliant Annuitye

* A Medicaid Compliant Annuity (MCA) is an
income-only, single premium immediate annuity
designed to work within Medicaid’s
requirements.

* An MCA converts excess countable assets into
an income stream with zero cash value.

* When properly structured, an MCA accelerates
Medicaid eligibility while protecting assefts.

" KRAUSE
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IRREVOCABLE

The payment

amount, term,
and parties
cannot be
altered.

—
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NON-
ASSIGNABLE

The contract
cannot be
transferred to
another party or
sold on the
secondary
market.

ACTUARIALLY
SOUND

The term of
the annuity must
be fixed and
equal to or
less than the
owner's Medicaid
life expectancy.

The contract
must provide
equal monthly
payments with no
deferral or
balloon
payments.

Requirements of an MCA

STATE AS
BENEFICIARY

In most cases, the state
Medicaid agency must
be named primary
beneficiary to the
extent of benefits paid
on behalf of the
Medicaid recipient.

FINANCIAL

 Non-Qualified Funds

* A check typically accompanies the MCA application.

* Quick turnaround time - typically 5 business days

* Tax-Qualified Funds

* There are two funding options: Trustee-to-Trustee Transfer

and 60-Day Rollover.

« Allows the client to fund their MCA with their IRA and

avoid immediate tax consequences

=
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How Is an MCA Funded?

FINANCIAL
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The institutionalized person resides in a
Medicaid-approved facility and is
expected to remain there indefinitely.

S

When Is an
MCA
Appropriate?

They have exhausted all their LTCI or
Medicare benefits.

They are paying out of pocket for care.

® [ =

They have countable assets exceeding
Medicaid’s limitations.
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Married Couple

Case Study

22
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MCA Strategy for a Married Couple

* The most common MCA planning strategy for a married couple consists
of converting the couple’s spend-down amount into an MCA for the
community spouse.

* Primary goals:
* Gain immediate eligibility for the institutionalized spouse.

*® Provide reliable monthly income to the community spouse, helping them to avoid
spousal impoverishment.
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Meet Patrick & Sally

Patrick (82) recently entered a nursing
home that costs $9,500 per month. His
wife, Sally (82), is concerned about
losing their life savings paying for
Patrick’s care. She turns to a local
elder law aftorney for help.
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Case Facts

Patrick’s Cost
of Care

$9,500

Sally’s
Income

$2,200

Patrick’s
Income

$2,600

$415,000

KRAUSE CAST
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What If They Do Nothinge

* Since Patrick’s cost of care is $92,500 per month, Patrick and Sally risk
depleting their life savings in as little as 43 months.

* Plus, the more the couple pays for Patrick’s nursing home stay, the less
assets are available for Sally to continue her lifestyle at home.

Total Cost of The Result:
Countable [ Care:
Assets: - — 43.68
$9,500 months of
$415,000 per month private pay

\\\\\\\\\
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Calculate the Spend-Down Amount

« Sally can keep the family home, car, furniture, personal property, and $162,660
as her Community Spouse Resource Allowance.

+ In order to avoid the edge of Medicaid eligibility, we recommend Sally keep no more
than $160,000 as her CSRA.

« Patrick may keep $2,000 as his Individual Resource Allowance.

Total Sally’s Patrick’s Spend-Down
Countable Allowance: Allowance: — Amount:
Assets: - - —
$415,000 $160,000 $2,000 $253,000
KF;K\USE CAS
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Determine the MCA Term

» Since Sally is 82 years of age, her Medicaid
life expectancy is 8.34 years, or 100.08
months.

* Medicaid requires the annuity term be
equal to or shorter than the owner’s
Medicaid life expectancy.

» Therefore, the maximum MCA term Sally
may use is 100 months.
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Purchase the MCA

In this case, Sally and her attorney opt for a 48-month term.

Single Premium Annuity Term Monthly Payout Total Payout

$253,000 48 Months $5,300 $254,400

Owner/Payee: Sally

Primary Beneficiary: The state Medicaid agency to the extent of benefits
paid on behalf of Patrick

Secondary Beneficiary: Their children

KRAUSE CAST
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Apply for Medicaid

» After purchasing the MCA, 4 o h
Sally'sincome increases from Sally’s Original Income: $2.200
$2,200 to $7.500, and the MCA Income: +$5,300
couple’s excess assets are Sally’s Total Income: $7,500
eliminated. . J

* Patrick is immediately eligible 4 . ' A
for Medicaid, and his co-pay is Pafrick’s Income: $2.600
$2,525. Personal Needs Allowance: -$75

Medicaid Co-Pay: $2,525
. J
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Economic Results

* Patrick achieves immediate Medicaid eligibility. With a Medicaid co-pay
of $2,525, the couple experiences a monthly savings of $6,975 when
compared to the original cost of care of $9,500.

* Sally’s monthly income increases to $7,500, which is more than she would
receive under the MMNA rules alone.

* As Sally accumulates her MCA income each month, Patrick’s Medicaid
eligibility is not at risk — only his assets will be considered by the state
Medicaid agency going forward.

31

Additional Considerations

* |If Sally needs to enter a nursing home before the

four-year MCA has paid out and pursues Medicaid ]
benefits, the monthly payments will become part S ’
of her Medicaid co-pay. - -

* Similarly, should Sally predecease the annuity ferm, p) N\
the remaining funds may be recovered by the -

state Medicaid agency to the extent of benefits
expended on behalf of Patrick.

32
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Single Person

Case Study
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MCA Strategy for a Single Person

* The most common planning strategy for a single person in a nursing home is the
Gift/MCA Plan.

* The individual gifts approximately half of their assets to a child or other loved one,
intentionally creating a penalty period.

* They fund the other half info an MCA, using the payments to privately pay during the
penalty period.

® Primary goals:

® Achieve Medicaid eligibility sooner than if they did nothing.

® Create a wealth transfer by way of the divestment.

KRAUSE CAST KRAUSE
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Meet Judy

Judy (87) is a single person with
dementia. Her family can no longer
care for her, so she must enter a
nursing home that costs $10,200 per
month. After receiving the first bill,
Judy's family turns to a local elder
law attorney for help.

KRAUSE CAST
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Case Facts

Divestment
Penalty Divisor

$9.500

Judy’s Cost of
Care

$10,200

$172,000

36
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What If She Does Nothing?

* Since Judy's cost of care is $10,200 per month, she risks depleting her
countable assefts in as little as 16 months.

* Should this occur, she'll have nothing left to pass on to her loved ones.

—
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Total Cost of The Result:
Countable Care: — 16.86
Assets: — .
$10,200 months of
$172,000 per month private pay

Determine the Spend-Down Amount

« Judy can keep her personal effects and $2,000 as her Individual
Resource Allowance.

* Her resulting spend-down amount is $170,000.

Total Judy’s Spend-Down
Countable Allowance: — Amount:
Assets: - —
$172,000 $2,000 $170,000
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Calculate the Burn Rate

/ \ * This means that for each month
Cost of Care: $10,200 of the plan, Judy will “burn”
Judy’s Income: -$2,550 through $17,150.
Income Shortfall: $7,650 « Approximately $9,500 will be

Divestment Penalty Divisor: + $9,500 consumed by way of the giff.

Burn Rate: $17,150 + Approximately $7,650 will be
\ / consumed by way of the MCA.

=
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Determine the Length of the Plan

» The purpose of the Burn Rate is to determine how long the penalty
period and MCA term will be.

* To calculate this, divide the spend-down amount by the Burn Rate.

Spend-Down . Length of the
Amount: ; Burn Rate: — Plan:
] [
$170,000 $17,150 9.91 mo.

Rounded up to 10

KRAUSE CAS
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Calculate the Gift Amount

Length of the Divestment Total Gift

Plan: Penalty Amount:
X Divisor: =

10 mo. $9.500 $95,000

The gift amount of $95,000 will result in Judy being
ineligible for Medicaid for 10 months.

KRAUSE CAST
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Purchase the MCA

After Judy makes the wealth transfer, her spend-down amount of
$170,000 is reduced by the gift amount of $95,000, leaving
$75,000 for her to fund into the MCA.

Single Premium Annuity Term Monthly Payout Total Payout

$75,000 10 Months $7,510 $75,100

Owner/Payee: Judy

Primary Beneficiary: The state Medicaid agency to the extent of benefits
paid on behalf of Judy

Secondary Beneficiary: Her children

KRAUSE CAST
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Apply for Medicaid

 Judy is now considered “otherwise eligible” for benefits. After she applies for
Medicaid, her penalty period begins.

 During this time, she will use her Social Security income and her MCA income
to pay the nursing home bill.

» Since her cost of care is $10,200, she will have a small shorifall to pay to the
nursing home each month.

Judy’s MCA Total
Income: Income: — Income:
|
$2,550 $7,510 $10,060
KR?USE CAST 1 IS A
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Gift/MCA Plan Timeline

Privately pay the

nursing home Client begins

receiving

during the penalty . .
period Medicaid benefits

Beginning of End of
Month 1 Month 10

)

0
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Economic Results

* After the 10-month plan, Judy's monthly income
reverts to $2,550.

* After accounting for her $75 Personal Needs
Allowance, Judy's monthly Medicaid co-pay
equals $2,475, saving her $7,725/month compared
to her original cost of care of $10,200.

* Judy makes a guaranteed wealth transfer of
$95,000 to her children, which is over 55% of her
spend-down amount.

KRAUSE CAS I KRAUS!

CLE | WERINAR SERIES

45

Additional Considerations

* If Judy were to predecease the 10-month plan,

she would not have gained or lost any economic ]
benefit, as she would have been privately paying S 4
for her care during this time. - -
* If Judy’s cost of care increases or she has p) | §
unexpected medical expenses, her children may ?

have to use some of the gifted funds to help cover
these costs.
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Questions
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Thank you for
attending!

krausefinancial.com
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