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What is Long Term Care?  

Long Term Care takes on many forms.  From the assistance offered to a family member with 

a chronic if not debilitating illness; to round the clock care of a loved one at home; to long 

term care in a skilled nursing facility.  In fact, one of the most common aspects of long term 

care is that it is not static, and families must adjust to meet the changing needs of the patient. 
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For financial purposes long term care may include distinct stages of care including 

independent living, at-home care, assisted living, board and care, residential care, and skilled 

nursing care.  

Practical descriptions of each of these levels of care may include the following: 

Independent Living / At-Home Care:  At this level of care the patient lives at home or 

in a retirement community, essentially independently.  However, an at-home patient may 

hire outside assistance, either privately or from an agency, to assist with activities of daily 

living (ADLs – such as dressing, bathing, etc.). 

Usually this is a lower level of care, however at-home care can sometimes become much 

more extensive than independent living and in some cases may include around the clock 

care, staffing, and supplies to essentially recreate a skilled care setting in the confines of a 

private home.  

Assisted Living:  Assisted living facilities are traditionally retirement facilities that offer 

additional services for a fee.  For example, a tenant may purchase assistance with certain 

Activities of Daily Living (ADLs), similar to obtaining outside assistance at home. 

Today, some assisted living facilities have expanded the services they make available 

(not without controversy, due to the different regulatory requirements of assisted living 

facilities) and may provide care at levels that mimic residential, or even skilled facility 

care. 

Board and Care / Residential Care Facilities (RCFs): These two levels of care are 

similar in many respects.  They both provide care for patients who need a higher level 

and more continuous care than is usually provided in assisted living.  Board and Care 

facilities are usually private homes that have been converted to care facilities and have a 

small number of residents (usually six or fewer).  Residential Care facilities are larger, 

more institutional facilities that may have many residents (40, 100, or more).  Skilled 

Care is not provided at this level of care. In California, Assisted Living, Board and Care, 

and Residential Care facilities are licensed through the Community Care Licensing 

Division of the Department of Social Services. 

Skilled Nursing Facilities (SNFs): As the name suggests, SNFs are licensed to provide 

Skilled Care.  However, it is relatively rare that a dementia patient is actually in a SNF to 

receive skilled care.  More often custodial care is provided. 

The decision to move a patient from a RCF to a SNF is often based on the intensity of 

care required, the necessity of medical care and often most importantly, the emotional 

and social state of the patient.  

Skilled Nursing Facilities are licensed in California through the Department of Health 

Care Services (DHCS). 
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How is Long Term Care Funded? 

Private Pay  

The cost of care can be substantial with budgets to pay privately for skilled nursing care 

generally ranging from $85,000 to $95,000 per year or even more.  Even though families 

may initially expect to be able to pay with the assistance of health insurance or household 

funds, with costs this high it is no surprise that families often find themselves dependant 

on public benefits to fund this unmanageable expense.   

There are many reasons to plan for how long term care will be funded: to protect family 

resources for a surviving spouse; to set aside funds to care for a child with special needs; 

to assure adequate care is available.  However, it is important to emphasize that the 

primary objective of long term care planning, though usually discussed in financial terms, 

is not financial in nature.  Rather planning allows families to focus on health care 

concerns when making health care decisions and conversely to reduce or eliminate the 

likelihood that financial pressures might unduly influence those decisions. 

Even if other forms of funding are available, the sign of a truly successful strategy is 

likely a coordinated approach using private resources where they are most useful and 

other funding where it will best benefit the patient. 

 

Long Term Care (LTC) Insurance 

LTC insurance is the only insurance coverage designed exclusively to assist funding long 

term care.  Unfortunately, a very small percentage of the population has this form of 

insurance.  Furthermore, most clients seen in an eldercare planning practice are 

uninsurable, and much of the insurance held is inadequate to fully cover the cost of long 

term care. 

For planning purposes, LTC insurance, while important, merely provides an additional 

resource that may be used to offset the cost of care and needs to be taken into account 

whether paying privately or using other strategies. 

However, when combined with other financing strategies, options under LTC policies 

may have a significant impact on planning.  For example, otherwise obscure provisions 

of individual policies directing how and to whom the policy’s benefits are paid may 

significantly impact the amount of income that the well spouse can retain.  As such, there 

is no general rule about the use of LTC insurance as each policy must be evaluated 

independently. 

These policies have exclusions and/or limitations.  The cost and availability of Long 

Term Care insurance depends on factors such as age, health, and the type and amount of 

insurance purchased. As with most financial decisions, there are expenses associated with 

the purchase of Long Term Care insurance. Guarantees are based on the claims paying 

ability of the insurance company. 
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Medicare 

Medicare is a federal health insurance program for seniors.  Generally, citizens and 

permanent residents with at least 10 years of Medicare covered employment, and their 

spouses, are entitled to benefits at age 65.  Benefits are also available for disabled 

workers who have been eligible for Social Security Disability benefits for at least two 

years.  

A combination of Medicare Parts A and B and Medicare supplemental insurance 

(“Medigap” or HMO coverage where elected) does pay or significantly reduce the cost of 

medical care for those eligible.  However, the largest and most concentrated cost of long 

term care is often for institutionalized care, which is generally not covered by Medicare. 

While Medicare does have a skilled nursing care benefit, it is very limited and of little 

use for most LTC SNF cases.  Eligibility requires a prior three-day stay at an acute care 

facility followed by skilled nursing care. 

In addition, in order to be eligible for the Medicare’s LTC benefit, the stay at the SNF 

must either be for rehabilitative or skilled care.  Once care is deemed to be custodial, as is 

the case in the vast majority of long term stays, Medicare benefits terminate immediately.   

The average benefit period (for people who qualify at all), is approximately 24 days. 

However, even if one qualifies, the maximum benefit is only 100 days.  Unfortunately, 

long term care custodial placements usually last well beyond this 100-day maximum. 

  

Medi-Cal 

Medi-Cal (Medicaid outside of California) is a combined federal and California state 

program, which, unlike Medicare, will pay part or all of the cost of custodial care in a 

SNF.  Medi-Cal does not pay the cost of care at assisted living, board and care, or 

residential care facilities. 

However, unlike Medicare, there is nothing automatic about becoming eligible for Medi-

Cal, which, unlike Medicare, is a means tested program. 

Medi-Cal eligibility can be achieved by establishing eligibility for Supplemental Security 

Insurance (SSI) or Temporary Assistance for Needy Families (TANF) benefits, but most 

SNF patients will apply directly to Medi-Cal (through their local county Social Services 

office). 
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Medi-Cal Considerations 

Eligibility  

Eligibility for Medi-Cal is “means tested”.  The state, through administration of Medi-Cal 

at the local county Social Services office, determines eligibility not just based on medical 

need, but on the financial status of the applicant. 

There are essentially two tests used to determine eligibility for Medi-Cal benefits: an 

“Asset Test” and a “Transfer Test”.  Essentially, the Asset Test compares the value of an 

applicant’s “countable resources” to a limit applied by the program.  The Transfer Test 

“looks back” into an applicant’s history to determine if the applicant or spouse have 

transferred or gifted away assets during a “look back period” based primarily on the level 

of “countable” assets owned by the individual or couple.   

 

The Asset Test: As of the date of this article, single individuals are allowed countable 

assets up to the property reserve of $2,000 while couples (where one is institutionalized 

and applying for benefits) are allowed both a property reserve and a Community Spouse 

Resource Allowance (CSRA) of $126,420 for a total of $128,420 of allowable countable 

assets.  [See discussion of countable vs. non-countable assets, below.] 

Individuals and Couples with assets that exceed the appropriate limits are not 

automatically eligible for Medi-Cal benefits.  It is a common misconception that the only 

way to establish eligibility under these circumstances is to pay for the cost of care, and 

apply for Medi-Cal after assets have been exhausted to the limits.  However, several 

options exist which may make it possible to gain eligibility and retain a much greater 

level of assets than the state defaults.  For example, planning may involve reducing 

countable assets by converting them into assets that Medi-Cal does not count, or by 

appealing to the State to allow a couple to retain assets so that income can be generated 

for the spouse at home. 

 

The Transfer Test: For Medi-Cal purposes, “transfers” refer to gifts, donations or under-

compensated transfers of assets to someone other than a spouse.  A full discussion of the 

transfer test is beyond the scope of this article and is best analyzed on a case by case 

basis.  However, certain transfers can be made with little or no consequence.  It is often 

the method of transfer that determines the impact on Medi-Cal benefits.  The penalties for 

transfers made which violate Medi-Cal’s rules can be severe and normally result in a 

period of time during which Medi-Cal is denied even though assets are below the Asset 

Test limits.  For this reason, if an applicant or future applicant is considering transferring 

or gifting away any assets, they should do so only with appropriate advice about the 

consequences of the transfer.   
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Resource Limitations (Countable vs. Non Countable Assets) 

Common Medi-Cal Resource Exemptions: Exempt property is not counted in 

determining eligibility; available, non-exempt property is counted.  The following 

property is generally exempt and, therefore, not counted in determining eligibility.  

However it is worth noting that this list is not exclusive, and there are times when other 

assets, even though not exempt, may be deemed non-countable by Medi-Cal:  

Property Reserve: The applicant/beneficiary may retain up to $2,000 in otherwise 

countable assets. 

Community Spouse Resource Allowance (CSRA): The Community (at home) Spouse 

may retain up to $126,420 in countable assets (this is in addition to the property reserve). 

The Home: Includes mobile home, houseboat, or an entire multi-unit dwelling as long as 

any portion serves as the principal residence of the applicant.  

The principal residence of an institutionalized Medi-Cal beneficiary is exempt from 

consideration as a resource under several circumstances.  These are spelled out in detail 

in W&I Code §14006(b).  

IMPORTANT: In February of 2006 President Bush signed the Deficit Reduction Act of 

2005, a bill which, among other things, changes the rules substantially for Medicaid and 

Medi-Cal applicants. 

For example, under the old rules, the Department of Health Care Services (DHCS) 

reviews the financial history of a Medi-Cal applicant for the 30 month period (the 

“Look-Back Period”) prior to their application for benefits.  The new law extends the 

Look-Back period to 60 months, a full five years, and penalizes anyone applying for 

benefits who has made any gift or donation during that time.  Further, the law changes 

the way that penalties are calculated so that even small gifts are likely to result in 

significant penalties. 

California has not yet implemented the new law and therefore it is not possible to state 

how their implementation will work. While California has offered some assurance that 

the new policy will not be enforced retroactively the Federal Law was written to include 

all transactions made on or after February 8, 2006.   

As a result, anyone who has made or plans to make any gifts or donations since passage 

of the new law should seek appropriate advice on the Medi-Cal impact and on avoiding 

or minimizing any penalties that may accrue. 
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Under these provisions, a home will continue to be considered an exempt principal 

residence if:  

1.   The individual's spouse, child under the age of 21, or dependent relative continues 

to reside in the home. 

2.   The residence is inhabited by the recipient's sibling who has an equity interest in 

the home, or by a son or daughter who has resided there continuously for at least 

one year prior to the date the recipient entered the nursing home. 

3.   There are legal obstacles preventing the sale and the applicant/beneficiary 

provides evidence of attempts to overcome such obstacles. 

4.   The home is a multiple dwelling unit, one unit of which is occupied by the 

applicant.  

5.   During any absence, including nursing home stays, the individual declares in 

writing that they have an intention to return home.  If the beneficiary is 

incapacitated, a family member or someone acting on his/her behalf may state this 

intent.  This intention is stated on the Medi-Cal application.  If the applicant or 

applicant's representative incorrectly states that there is no intention to return 

home, but later makes a correction, the county must accept that correction. 

Intent to Return 

The exemption of the principal residence can be based upon a subjective intent to 

return home.  There need be no reasonable expectation that the beneficiary will be 

able to return home.  

IMPORTANT: Another provision of the Deficit Reduction Act of 2005 affects the way 

homes are treated for Medi-Cal purposes.  In most cases, where a home is retained for a 

spouse, the existing rules will continue to operate.  However the new law provides that if 

a home is owned by a single individual applying for or receiving Medi-Cal benefits, 

benefits may be denied if the value of the home exceeds a certain threshold. 

Again, though California has yet to implement these new rules, they have passed 

legislation adopting a maximum value for the personal residence of $750,000 (the highest 

value allowed by the Federal legislation). Additionally, home values will be determined 

by the assessed value of the home which is usually lower, sometimes significantly lower, 

than the expected value.  However, with home values still so high in California, this is 

likely to create a significant problem for some applicants. 

Even with the new rules it may be possible to preserve the home, but planning for this 

possibility must be completed well in advance of the actual need for Medi-Cal benefits 

that may accrue. 
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Unless the applicant is requesting the income deduction for upkeep and repair of 

the home pursuant to Title 22, Section 50605, the county may not require any 

verification of the individual's ability to actually return home.  If the applicant or 

his/her representative incorrectly states that there is no intent to return and later 

makes a correction, the county must accept that correction.  (See ACWDL Nos. 

95-48 and 00-11.) 

However, this is an exemption for eligibility purposes only, and does not protect 

the home from the possibility of estate recovery.  (See discussion below.) 

 

Other Real Property 

Market Value: To understand the treatment of other real property it is first important 

to understand the way that this property is valued for Medi-Cal purposes.  For Medi-

Cal purposes (22 CCR §50412) the market value of other real property is the lesser 

of:  

1. the assessed value as reported in the most recent property tax assessment 

(California) or under current assessment methods, or  

2. the appraised value as determined by a qualified real estate appraiser. 

Due to the inflation of real estate values in California and the suppressing effects of 

Prop. 13, the assessed value on California property is often significantly lower than 

its Fair Market Value. 

Net Market Value: The final value of other real property is the net market value 

which is the market value reduced by any encumbrances. 

Exempt Other Real Property: Other Real Property can be exempted if the net market 

value of the property is $6,000 or less and if the beneficiary is "utilizing" the 

property, i.e., receiving yearly income of at least 6% of the net market value.  (22 

CCR § 50416(b), (j)) 

Example: John has some property with a Fair Market Value of $100,000 

and a mortgage of $20,000.  The assessed value of the property is $25,000.  

John receives $10,000 in rents annually from the property. 

The net market value of the property is $5,000 ($25,000 assessed value 

less $20,000 mortgage).  John has fully utilized the property since he 

receives income in excess of $300/year in income (6% of $5,000).  The 

property is therefore exempt.  (§§50427, 50416) 
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Countable Other Real Property: If the net market value exceeds $6,000, the first 

$6,000 of net value will be exempt if the property generates yearly income of at least 

6% of the net market value.  Any property value in excess of $6,000 will be counted 

in the property reserve. 

Example: John paid off the mortgage.  As a result, the net market value is 

now $25,000 (Assessed value).  John is still utilizing the property since he 

receives more than $1,500 in rent (6% of $25,000) and therefore the first 

$6,000 of value will be exempt.  The remaining $19,000 in value ($25,000 

less $6,000) is countable.  (22 CCR §§ 50427, 50416) 

 

Household Goods and Personal Effects: Totally excluded. 

Jewelry:  For a single person, wedding, engagement rings and heirlooms are totally 

exempt and other items of jewelry with a total net market value of $100 or less are 

exempt; for spouses, when one spouse is in a nursing home, there is no limit on exempt 

jewelry for determining the institutionalized spouse's eligibility.   

Automobiles: One car is generally exempt if used for the benefit of the 

applicant/beneficiary or if needed for medical reasons.  

Life Insurance Policies  

Term Life Insurance: Totally excluded. 

Other Life Insurance: Exempt if the combined face value (Death Benefit) of ALL 

policies combined equals $1,500 or less.  If the value of the policy(ies) exceeds 

$1,500, then the net cash surrender value is counted and there is no exemption.  

Burial Assets: 

Tangible Burial Assets: Such as plots, caskets, crypts, niches, etc., are exempt. 

Designated Burial Funds: Up to $1,500 in designated burial funds, held separate from 

all other accounts, are exempt.  Accumulated interest on these funds is also exempt. 

Irrevocable Burial Trust: Exempt.  Prepayments of burial expenses by deposit into an 

irrevocable burial trust (usually at the funeral home) are exempt in any amount. 

Business Property 

Property used in whole or in part as a business or as a means of self- support is 

exempt.  Rental real property, however, will not be exempt unless the property is 

clearly held as a business.  If the applicant can demonstrate with tax returns or other 

evidence that the property is clearly a "business" not just investment property, it can  
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be exempt.  (22 CCR §50485(d), ACWDL 91-28)  In most cases, rental real estate 

will NOT qualify as an exempt asset. 

Income From Real Property 

If a Medi-Cal beneficiary is renting real property, the "net" income from the property 

is used in determining the Share of Cost.  Certain expenses are deducted from the 

gross rental income to determine the net income.  These include taxes and 

assessments, interest payments (not principal), insurance, utilities, and upkeep and 

repairs. 

Upkeep and repairs are the greater of either: the actual amount expended for upkeep 

and repairs during the month or 15% of the gross monthly rental, plus $4.17 per 

month.  Note that other calculations are used for income from rental of rooms, rental 

of unit(s) in a multiple dwelling unit or other dwellings on the property.  (22 CCR 

§50508). 

Separate rules exist for income from rental of a room or rentals providing room and 

board or board and care. 

IRAs and Work-Related Pensions: 

In well spouse's name: Not countable whether distributing income or not.  However, 

while Medi-Cal may not require distributions to be made, the IRS does require 

minimum distributions for beneficiaries over age 70 ½. 

In applicant /beneficiary’s name: Considered unavailable if applicant/beneficiary is 

receiving periodic payments of interest and principal.  

Non Work-Related Annuities 

Purchased Prior to 8/11/93: Balance is considered unavailable if applicant/beneficiary 

is receiving periodic payments of interest and principal. 

Purchased between 8/11/93 and 3/1/96: Annuities purchased between 8/11/93 (the 

date the federal law changed) and 3/1/96 (the date California law changed) that 

cannot be restructured to meet the new requirements will continue to be treated under 

the old rules (see above).  Written verification from the company or agent who issued 

or sold the annuity must be obtained stating that the annuity cannot be restructured. 

Purchased on or after 3/1/96 but before 2/8/06: Individual or spouse must take steps 

to receive periodic payments of interest and principal.  To avoid transfer penalties, 

payments must be scheduled to exhaust the balance of the annuity at or before the end 

of the annuitant's life expectancy.  Annuities structured to exceed the life expectancy 

may result in denial or termination of benefits due to penalties applied for a transfer 

of non-exempt assets.  
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Purchased on or after 2/8/06: The Deficit Reduction act imposes additional rules 

regarding the structure of annuities used in this manner.  Most of the new rules will 

act to preserve the right of the state to recover (see Estate Recovery, below) against 

annuities that are owned by a single person on Medi-Cal or a couple who have not 

properly structured the annuity contract.  Other provisions may result in the 

imposition of a transfer penalty on the establishment of an annuity contract. 

Share of Cost 

Even though Medi-Cal does pay part of the cost at a SNF, it does not usually pay the full 

cost.  The state divides the responsibility of payment between the Medi-Cal program and 

the recipient.  The amount the beneficiary is responsible for is referred to as his/her 

“Share of Cost” (SOC) while the balance is the state’s “Share of Cost”. 

For a single individual, the SOC is gross income less a monthly Personal Needs 

Allowance of $35.00, less the cost of health insurance premiums.  Take the following 

example: 

  

  

 $1,800.00 Gross Monthly Income 

 (35.00) less Personal Needs Allowance 

 (125.00) less Health Insurance Premium 

 $1,640.00 Share of Cost 

 

 

In this case the beneficiary would pay a $1,640 SOC per month towards the cost of care. 

Note: In addition to the $35 for personal and incidental needs, a person in long term care 

can retain an amount of income for upkeep of a home if all of the following conditions 

are met: 

1. the spouse or family of the LTC patient is not living in the home. 

2. the home, whether rented or owned by the LTC patient, is actually being 

maintained for the return of the LTC patient. 

3. there is a verified medical statement that the person will return home within 

six months. 

The amount allowed for upkeep of the home depends on the living circumstances of the 

LTC patient.  (See 22 CCR §50605(c).) 

If there is a spouse at home, the SOC could be adjusted.  The State publishes an amount 

each year referred to as the Minimum Monthly Maintenance Needs Allowance 

(MMMNA).  This amount represents the minimum income the State has determined is 

needed by a non-institutionalized spouse.  The current MMMNA is $3,161. 
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If income received in the at-home spouse’s name equals or exceeds the MMMNA, then 

the SOC remains at $1,640.  However if the at-home spouse’s income is less than the 

MMMNA, the at-home spouse can request an allocation of income from the base SOC in 

an amount that will not make his/her income exceed the MMMNA, and thereby reduce 

the SOC. 

Thus, assuming the same facts as above for income in the institutionalized spouse’s 

name, again take the following example: 

 

  

 $1,600.00  Gross Monthly Income (at-home spouse) 

 (3,161.00)  less MMMNA  

($1,561.00)  Shortfall 

 

 $1,640.00  Base Share of Cost 

 (1,561.00)  less Allocation to make up shortfall 

 $79.00  Final Share of Cost 

  

 

Estate Recovery 

Estate recovery refers to the right of the state to attempt to recover their share of cost out 

of the remaining estate of a Medi-Cal beneficiary after that beneficiary’s death.  The state 

may not recover under certain circumstances (for example, while the beneficiary’s spouse 

is living) and there are usually ways that estate recovery may be minimized or avoided 

altogether.  However, in all cases, avoidance of an estate recovery is a separate planning 

step and not an automatic process.  Failure to understand or communicate this may result 

in unanticipated consequences for the patient and patient’s family.   

A common example involves incomplete understanding about the status of a principal 

residence.  As was discussed above, under most circumstances the principal residence is 

an exempt asset.  However, this exemption is for eligibility purposes only and not for 

estate recovery purposes.  Separate action must be taken to protect this asset from an 

estate recovery. 
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Other Considerations in Plan Development 

The purpose of this brief is to provide a fundamental overview of the Medi-Cal program for 

Long Term Care.  Less attention is paid to other equally important options such as Long 

Term Care Insurance or managing income and investments to private pay.   

It can’t be stressed enough that the purpose of any quality Long Term Care financial solution 

is to free the family to make appropriate health care and quality of life decisions without (to 

the extent possible) constraints imposed by financial burdens.  It is also important to evaluate 

the impact that these decisions have on a family’s estate and tax plan.  Other issues to which 

are particularly important to consider in properly preparing a plan include potential changes 

in the income of the well spouse (loss or reduction of Social Security or pension benefits, 

etc.), the health care needs of the well spouse, and the need to provide financial consideration 

for special needs situations (e.g. disabled children, relatives, etc.). 

Planning for the funding of the Long Term Care continuum is complex and challenging.  

Solutions demand the coordination of the family’s personal and financial resources, 

insurance benefits, and public benefits planning.  As a result, the information provided in this 

brief is only meant as an overview.  There are exceptions to the rules discussed, and changes 

in regulations, planning options, and benefits available can be expected.  Each family’s 

situation must be reviewed individually in order to compose a plan that meets both financial 

and health care objectives. 
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