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There are many different facets to consider when you are engaged in your estate 
planning efforts. Transferring assets is not always as simple as an exercise in pie 
slicing. 
 
You should carefully consider the impact that a direct inheritance can have on 
each of your loved ones. If you act in a discerning manner, you can provide for 
each person that you love in the optimal fashion. 
 
With this in mind, we will look at the value of special needs trusts in this paper. 
 

MEDICAID COVERAGE 

 
People with special needs who cannot earn much income typically qualify for 
Medicaid coverage. 
 
Medicaid is a health insurance program that is jointly run by the state along with 
the federal government. 
 
Because program eligibility is based on financial need, there are asset limits. As a 
result, a change in financial status could result in a loss of  much-needed 
coverage. 
 
People with disabilities often require care and treatment that can cost millions of 
dollars over the course of a lifetime. If you were to leave a direct inheritance to a 
loved one with a disability who is enrolled in the Medicaid program, you could be 
doing more harm than good. 
 

SUPPLEMENTAL SECURITY INCOME 

 
Supplemental Security Income is another need-based program that many people 
with special needs rely upon. This program provides an ongoing source of 
income, but once again, a significant direct inheritance can result in a loss of 
benefits. 

“You should carefully consider the impact that a direct 
inheritance can have on each of your loved ones. If you act 
in a discerning manner, you can provide for each person 
that you love in the optimal fashion.” 
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Now that we have set the stage, we 
can look at special needs trusts. The 
government benefit programs do not 

necessarily cover everything that the 
recipient may need. The things that 
are not covered would be looked 
upon as supplemental needs. 
 
You could create a special needs 

trust for the benefit of a loved one 
who has a disability. These trusts are 
alternately referred to as 
supplemental needs trusts. When 
you create and fund the trust, you 
draw up a trust agreement. In this 

agreement you name a trustee to administer the trust. 
 
The beneficiary cannot directly handle assets that have been conveyed into the 
trust. However, the trustee can use of the trust's assets to address the 
supplemental needs of the beneficiary. 
 

As long as these expenditures are limited to supplemental needs, benefit 
eligibility is not jeopardized 
 
When you make someone that you care about the beneficiary of a special needs 

trust, you are providing an improved quality of life. You can make an enormous 
difference, but you are simultaneously preserving government benefit eligibility. 

 
If you create a special needs trust for the benefit of a loved one with your own 
funds, this is called a third party special needs trust. When a third party special 
needs trust has been created, the Medicaid program would not seek 
reimbursement after the death of the beneficiary. 
 

There is another type of trust called a first party or self-settled special needs 
trust. This type of trust is created with the beneficiary's own money. The money 
could come from a personal injury settlement, insurance policy proceeds, or from 
some other source. 
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The same situation would be in place with regard to Medicaid. The existence of 
the trust would not preclude the beneficiary from coverage. 
 

However, Medicaid would seek recovery from the estate of the beneficiary after 
his or her passing. 
 

SUMMARY 

 
You have to be careful if you have a loved one with a disability on your 
inheritance list. Many people with special needs are enrolled in the Medicaid 
program, and Supplemental Security Income may be providing a source of 
income. 
 

These are need-based 
programs, so there are 
income and asset limits. A 
significant change in financial 
status could result in a loss of 
eligibility. 

 
To address this dynamic, you 
could create a special needs 
trust. Under program 
guidelines, assets in the trust 
can be used to satisfy the 

supplemental needs of the 
beneficiary. Supplemental needs are defined as needs that are not being met by 
the benefit programs. 
 
The existence of the trust does not impact ongoing benefit eligibility. 
 

Special needs planning can be somewhat complicated, and you may have 
questions that have not been answered in this paper. If you would like to obtain 
more in-depth information, schedule a consultation with a licensed estate 
planning attorney. 
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