
 
 
Rethinking your client’s access to Medicaid 
Medicaid: Marketability of annuity can affect eligibility. 
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Next, determine if the policy can be sold in the secondary market. There are plenty of 
misconceptions about which types of annuities can be sold, so it’s important to contact a 
reputable buyer of annuities in this market to verify whether the annuity has any cash value. 
 
Keep in mind, the language in annuity contracts can be confusing. Specifically, some annuities 
that appear to have no cash value may in fact be salable in the secondary market for a cash lump 
sum. So, while it’s important to get information from the issuing insurance company, it’s even 
more important to consult with experts in the secondary market when considering the salability 
and value of a policy in this marketplace. 
 
One of the most formidable qualifications regarding salability is an annuity’s tax status. 
Specifically, annuities with a qualified retirement tax status — because, for instance, they are part 
of a 401(k), 403(b) or IRA — cannot be sold in the secondary market. However, other than this 
qualification, most other annuities can be sold in this marketplace, and the seller’s job is simply 
one of determining how much a given policy is worth. As is the case is with most other industries, 
certain buyers specialize in certain types of policies (e.g., not all providers can buy a life only 
payment stream or a variable annuity). Because of this, you shouldn’t limit your research to one 
buyer if you hope to get an accurate picture of what your client’s annuity is worth. 
 
Next, for annuities in payout, consider how much of the current payment is needed versus the 
asset and income level needed for your client to qualify for Medicaid benefits. 
 
One of the real advantages of the secondary market is how much flexibility it offers annuity 
owners. Clients don’t have to sell their entire payment or the full term. They can sell just a portion. 
If they can live on less than their annuity currently pays — which could become increasingly 
feasible if they qualify for Medicaid benefits — it may be possible to qualify for Medicaid by selling 
just a portion of the annuity.  
 
Finally, understand and convey to your client the tax impact. When considering whether or not to 
sell an annuity, there is a bit of a cost benefit analysis regarding taking action versus not taking 
action. This is true because while annuities may or may not be counted when calculating your 
eligibility for Medicaid benefits, they are clearly counted as part of an estate. If an estate is above 
the $2 million threshold for exclusion from federal estate taxes, the annuity — or, for that matter, 
most other investments — will be heavily taxed. 
 
If you are positioning clients to receive Medicaid benefits, it’s unlikely that their estate is above 
the $2 million threshold for exclusion from federal estate taxes. Nonetheless, their annuity may 
still present taxing issues for their heirs since all of the deferred income in the annuity will pass on 
as ordinary income to the beneficiaries. If the heir is a top earner, they may face a 35% tax bite 
on the deferred income of the annuity. 
 
While taxes are always important with respect to helping your clients qualify for Medicaid, they 
may become a secondary factor, or perhaps a silver lining, if they must sell their annuities. That 
is, by selling the annuity, they may qualify for Medicaid benefits when they otherwise may not 
have, and they’ll be buoyed by the knowledge that in all likelihood, their estate will avoid taxes 
associated with transferring the annuity to their heirs. 
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