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Medi-Cal-amity 
California’s Reckless Expansion of Medicaid Long-Term Care to the Affluent  

 By Stephen A. Moses 

  

California has opened the floodgates to its most 
expensive program’s highest-cost benefit: Medicaid 
long-term care (LTC). The Golden State eliminated 
its asset eligibility test for Medicaid—dubbed Medi-
Cal in California—effective January 1, 2024. 
Historically, Medicaid paid for LTC services for 
individuals with few liquid financial resources, 
acting as a safety net for those who could not 
otherwise afford care. But California massively 
expanded Medi-Cal’s LTC by making it easier for the 
wealthy to receive taxpayer-funded services. 
California Advocates for Nursing Home Reform 
explains: “This means that anyone, regardless of 
how much they own, may receive Medi-Cal 
benefits.”1 Moreover, California also repealed its 
“lookback” penalty for transferring assets, 
undermining the federal mandate to recover Medi-
Cal benefits from deceased recipients’ estates. 
From now on, no level of wealth obstructs access to 
government-financed LTC in the state.  

This paper analyzes California’s LTC eligibility 
overreach and its fiscal fallout and recommends 
state and federal corrective actions. 

Medi-Calibration 
Medi-Cal covers 14.9 million people, nearly double 
the 7.6 million enrolled in 2012,2 covering over 38 
percent of the state’s population compared to 20 
percent in 2012.3 By comparison, Medicaid covers 
21 percent of all Americans,4 19 percent of 
Floridians,5 and 17 percent of Texans.6  

Federal taxpayers paid for 62 percent of Medi-
Cal’s $175 billion cost in 2022.7 About 1.1 million 
Medi-Cal LTC fee-for-service users (7.3 percent of 
all Medi-Cal enrollees) consumed $27.3 billion in 
2022 (15.6 percent of total Medi-Cal 
expenditures).8 While seniors and people with 
disabilities account for only 17 percent of all Medi-
Cal enrollees, they drive 50 percent of the 
program’s costs—$87.5 billion.9  

Given California’s disproportionate contribution to 
national Medicaid enrollment and expenditures 
and its residents’ heavy utilization of the 
program’s scarce LTC resources, a sobering grasp 
of the risks—namely, unsustainable budget 
pressures and diminished care quality for the truly 

KEY TAKEAWAYS 

California eliminated its Medicaid asset 
eligibility test on January 1, 2024, which caused 
Medi-Cal enrollment and expenditures to 
explode. 

Giving free long-term care to the wealthy creates 
a moral hazard causing affluent Californians to 
overwhelm the welfare program’s ability to help 
the poor. 

Federal taxpayers bear much of the burden to 
finance this irresponsible and misdirected policy.  
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needy—is imperative. California’s decision to 
scrap the asset test demands significant scrutiny. 

Long-Term Care 
LTC includes medical and custodial care, which 
people need if they are unable to manage basic 
activities of daily living on their own. The need for 
LTC may arise from injury, illness, cognitive 
impairment, or old age. LTC can be provided in a 
variety of settings, including nursing homes 
($9,277 per month for a semi-private room), 
assisted living facilities ($5,900 per month), 
homemaker services ($6,292 per month), and 
home health aides ($6,483 per month).10 Much of 
LTC is provided by loving family caregivers. 
Family-provided care greatly relieves the expense 
for Medicaid but can cause financial and 
emotional strain.  

Given the United States’ rapidly aging population, 
with the population 65 and older projected to 
grow from 58 million in 2022 to 82 million by 2050 
(a 41 percent increase),11 the rising incidence and 
exploding cost of LTC for the elderly demands 
special attention. Historically, the Medicaid 
program—partially funded and administered by 
the states but disproportionately financed and 
overseen by the federal government—has been 
the largest payer of LTC, and eligibility for 
Medicaid LTC benefits has been restricted to 
those with limited financial resources. But 
California upended that system of funding and 
providing LTC for needy people based on means-
tested eligibility to publicly financed services. 

LTC Policy Objectives 
The United States’ LTC system was designed to 
ensure access for the poor while encouraging the 
more prosperous to plan to pay for their own 
future needs. Eligibility for publicly financed LTC 

was targeted to low-income people (those with 
monthly income up to $967 per month in 2025 
dollars) and the poor (by requiring that recipients 
own no more than $2,000 in countable12 assets).13 
Congress imposed penalties to discourage people 
from transferring assets to artificially reduce their 
wealth to qualify for taxpayer-financed LTC (by 
transferring homes and vehicles to their children, 
for example). Assets transferred for less than fair 
market value for the purpose of qualifying for 
Medicaid within a “lookback period,” originally 24 
months and later 36 and 60 months, were 
penalized by a delay of eligibility equal in months 
to the amount of assets thus transferred divided 
by the average monthly cost of a nursing home in 
the state.  

Congress even required that states recover 
taxpayer LTC payments from deceased recipients’ 
estates to ensure that resources Medicaid 
exempted temporarily would eventually be 
retrieved.14 For instance, if a Medi-Cal recipient 
owned a $500,000 home, exempt during the 
person’s lifetime, the state could reclaim funds 
post-mortem to offset taxpayer costs, ensuring 
that heirs do not inherit a windfall subsidized by 
the public. This mechanism, if utilized, would help 
preserve Medicaid as a safety net program, not an 
entitlement. 

Moreover, a cap on exempt home equity 
prevented individuals with very high housing net 
worth from receiving Medicaid LTC benefits. To 
encourage younger, healthier, and more affluent 
people to plan early for their future LTC needs and 
lessen the long-term burden on Medicaid, the 
government offered tax deductions for private 
LTC insurance, and “LTC Partnership” programs  
granted additional inducements to insure 
privately. 
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How LTC Policy Evolved 
Medicaid policies, originally intended to restrict 
limited public LTC resources to the neediest, 
gradually opened up eligibility to middle-class 
and upper-income households. The government 
granted eligibility to individuals with higher 
incomes if they incurred high private medical or 
LTC expenses, making them “medically needy.” 
Higher income people started using Miller 
trusts—income diversion trusts to get around 
their states’ income caps. Medicaid’s home equity 
exemption, between $730,000 and $1,097,000 in 
2025, barely disqualifies anyone, because it is 
well above the average senior home equity of 
$250,000.15 Medicaid disregards a host of 
additional financial wealth for eligibility purposes, 
including Individual Retirement Accounts, one 
business, a vehicle, prepaid funeral expenses, 
home furnishings, personal belongings, and 
others.16 These exemptions protect most wealth 
from Medicaid’s ostensibly stringent but actually 
lenient spend-down rules. Higher income people 
can easily exclude residual countable assets to 
gain eligibility for Medicaid LTC by using them to 
purchase any of the exempt assets.  

Medicaid law extends eligibility even to the 
wealthy. Legal specialists in Medicaid planning 
routinely recommend asset protection trusts,17 
special annuities,18 and other methods19 to help 
clients artificially self-impoverish in order to 
qualify for Medicaid and preserve wealth. For 
example, a congressional study cited a Rhode 
Island resident sheltering $400,000 and a Virginia 
resident sheltering $900,000 in Medicaid-
compliant annuities.20 There is no limit on how 
much wealth can be sheltered with a Medicaid 
compliant annuity. 

Medi-Cal Overreach 
California took full advantage of this trend toward 
Medicaid LTC eligibility expansion and pushed its 
limits for many years. For decades, California 
refused to implement federally mandated rules to 
tighten eligibility laws. When Congress required a 
higher 36-month transfer of assets (TOA) 
lookback period and removed the cap on the TOA 
eligibility penalty in 1993,21 California ignored 
implementing the rules for 31 years, eliminating 
them entirely last year. When Congress required 
states to extend the TOA lookback to 60 months 
and start it at the date of transfer instead of the 
application date22 (thereby vastly increasing the 
incidence and amount of TOA penalties), Medi-Cal 
once again refused to comply for 19 years without 
consequence Likewise, from 2005 until its 
elimination in 2024, California declined to enforce 
the “income first” rule, intended to end the costly 
“transfer assets before income” Medicaid 
planning technique.23 But none of this earlier non-
compliance24 compares with Medi-Cal’s extreme 
statutory and regulatory eligibility expansion 
beginning in 2021. 

Medi-Cal’s Federal Enablers 
While no other state removed the asset test for 
Medicaid, the Medicare Catastrophic Coverage 
Act of 1988 (MCCA) gave state Medicaid 
programs the option to set “income and resource 
eligibility” limits that “may be less restrictive, and 
shall be no more restrictive” than the limits 
imposed on the “aged, blind, or disabled 
individuals, under the supplemental security 
income program.”25  

Taking advantage of this authority, California 
Governor Gavin Newsom signed legislation on July 
27, 2021, starting a two-phase process to abolish 
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the Medi-Cal asset test altogether. Phase I 
increased the asset limit from $2,000 to $130,000 
effective July 1, 2022. Phase II removed the asset 
test entirely as of January 1, 2024. The Biden 
administration approved this radical, first-in-the 
nation change, effectively giving it the federal 
government’s blessing. Also on January 1, 2024, 
California became the first state to offer Medicaid 
coverage to all illegal immigrants regardless of 
age, a policy change estimated to add as many as 
700,000 enrollees to the program.26 These 
changes are likely to cause substantial fiscal 
burdens in the decades to come.  

This financial pressure will fall heavily on federal 
taxpayers, because California uses shady tactics 
to finance Medicaid expansion for illegal 
immigrants and to offset the state’s cost of 
eliminating the asset test.27 In essence, California 
taxes LTC providers and managed care insurers to 
increase federal Medicaid matching funds. This 
effectively shifts the cost of extravagant 
eligibility policies from state taxpayers to the 
federal government. 

Medi-Coup 
The lawmakers who enacted the MCCA in 1988 
likely never imagined that any state would use 
that law to open eligibility in the mostly federally 
funded Medicaid program to nearly all comers, 
irrespective of their  wealth or immigration status. 
It is also unlikely that they imagined a presidential 
administration would approve such changes. But 
that is what the Biden administration approved, 
and California accomplished.  

The consequences of California’s Medicaid 
expansions are already becoming evident. 
California’s Legislative Analyst’s Office (LAO) 
reports, “As of December 2024, the senior 
caseload in Medi-Cal stands at 1.4 million, about 

40 percent higher than at the start of the 
continuous coverage period that began in 2020 as 
a response to the COVID-19 pandemic.”28 LAO 
specifies that 165,000 of the extra enrollees were 
due to eligibility expansions: “In particular, asset 
test elimination appears to have been particularly 
effective at extending Medi-Cal coverage to 
seniors.”29 LAO estimates that 112,000 of the extra 
enrollees during this period resulted specifically 
from the asset test expansion30 and that 
“multiplying this figure by average per-enrollee 
costs for the Medically Needy aid category 
($12,533) produces total costs of $1.4 billion for 
the asset test elimination.”31 As the public 
becomes more aware of the easier eligibility 
criteria, these costs are likely to increase 
substantially.  

The illegal immigrants made newly eligible for 
Medicaid also contributed to the spending surge. 
On March 17, 2025, California officials informed 
Governor Newsom that they need $6.2 billion 
more than projected in the budget to make 
“critical” payments for Medi-Cal.32 Given that 
adults eligible for Medicaid based on age or 
disability account for one in five enrollees but 
consume over half of Medicaid spending 
nationally,33 California’s liberality is reflected in 
dramatically rising state and federal Medicaid 
expenditures.  

What Is Low Income? 
Although California eliminated the asset test for 
Medi-Cal LTC benefits, it maintains an income test 
that advocates claim restricts eligibility to low-
income people.34 That claim is specious.  

For home and community-based services and non-
LTC Medicaid for the aged and disabled, 
California’s monthly income test limit is $1,732 for 
singles and $2,352 for couples, or 138 percent of 
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the federal poverty level.35 However, applicants 
with higher incomes can still qualify by showing 
that a certain share of their income is devoted to 
specific state-defined costs, such as 
supplemental health insurance or private health 
care expenses. These include expenditures for 
medical equipment, prescription drugs, health 
care, or LTC. Even services Medi-Cal does not 
cover and treatments denied by Medi-Cal can 
count toward satisfying that share of cost. Most 
importantly, qualified expenses—which include 
high-cost medical care or LTC—offset income 
amounts. Thus, income can be very high and still 
not exclude people from qualifying for Medi-Cal.  

For nursing home recipients, there is no definable 
income limit, because they are required to expend 
all their income (except for a small personal needs 
allowance) to offset Medi-Cal’s cost for their care. 
So long as their acceptable medical expenditures 
consume enough of their income, they qualify no 
matter how high their income. Qualifying 
expenditures are extensive, including unpaid 
medical bills,36 medically necessary supplies, 
equipment or services that Medi-Cal does not 
cover,37 and 27 different products and services 
identified by an internet search.38  

Institutionalized Medi-Cal recipients with spouses 
can get around the requirement to spend their 
income by means of “spousal impoverishment” 
protections. These protections, enacted in the 
same 1988 MCCA legislation that enabled Medi-
Cal to abolish the asset test, created a minimum 
monthly maintenance needs allowance for 
community spouses. As of 2025, Medi-Cal’s 
allowance is $3,948. If a community spouse’s 
income is below that amount, the institutionalized 
spouse’s income is redirected to bring him or her 
up to the minimum. This means that the 
institutionalized spouse’s income that would have 

otherwise offset Medi-Cal’s cost for care goes to 
the community spouse instead.  

Intentions vs. Consequences 
Easy access to Medicaid LTC, which California has 
enabled more than any state in the country, 
causes three main problems. First, eliminating the 
asset test adds tens of thousands of people to the 
rolls, but whether these changes increase their 
quality of life, health, or economic well-being is 
dubious given widespread reports of poor nursing 
home quality, long home care waiting lists and 
many other Medi-Cal access and quality problems. 
From 2015 to 2024, nursing home staffing in 
California decreased from 4.54 hours of nurse 
staff per resident per day to 4.39, and the number 
of deficiencies per facility rose from 10.5 to 16.7. 
In the same period, the percentage of California 
nursing homes receiving a deficiency for actual 
harm or jeopardy jumped from 14 percent to 27 
percent.39  

As of December 2024, Medi-Cal’s Home and 
Community-Based Alternatives Waiver enrolled 
9,259 people and had a waiting list of 5,110.40 The 
Assisted Living Waiver enrolled 16,251 people with 
a waiting list of 7,713.41 A May 2024 study reported 
“challenges negotiating care with home health 
agencies and skilled nursing facilities for Medi-
Cal insured patients” and that “the quality and 
specificity of support services available for 
patients insured with Medi-Cal raised concerns.”42 
Medi-Cal eligibility does not automatically convey 
access to better care.  

Affluent Medi-Cal recipients have one way to 
ensure higher quality care than the truly needy 
receive. Medicaid planning specialists advise their 
clients to hold back enough cash from the 
artificial spend-down process to pay for private 
LTC at the start in order to overcome the 
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discrimination against Medicaid recipients caused 
by the program’s low LTC reimbursement rates. 
This “key money” gains them access to the best 
LTC providers that are desperate to attract private 
payers. But it excludes the genuinely needy 
enrollees who lack funds to buy their way into 
these high-quality, relatively less Medicaid-
dependent providers. 

The second problem is that extending Medicaid 
eligibility to the wealthy triggers a cascade of 
negative effects in the LTC industry. It reduces the 
number of private payers in the LTC market (who 
pay higher rates to providers than Medi-Cal does) 
and increases the number of Medi-Cal patients 
who generate notoriously low reimbursements for 
LTC providers. Medi-Cal pays only 76 cents for 
every dollar nursing home care costs to provide.43 
This is the fifth-lowest payment rate for any state 
Medicaid program in the country and is six cents 
below the national average.44 As a result, 
California’s LTC providers rely on charging private 
payers higher rates to make up for Medi-Cal’s 
insufficient payment rates. The Kaiser Family 
Foundation reports, “Providers have cited Medi-
Cal’s low payment rates as a barrier to their 
participation in the program and sued the state on 
the basis that the fees violate federal Medicaid 
payment standards.”45 Across America, and 
especially in rural areas, nursing home closures 
due to low Medicaid reimbursements are severely 
limiting access to much needed post-acute and 
LTC.46 Moving the wealthiest Californians onto 
public assistance not only damages Medi-Cal’s 
ability to fund quality care in the present, but it 
signals to middle- and upper-income households 
that they do not need to plan for future LTC 
financial risk. 

Third, disregarding assets and expanding 
caseloads and expenditures diverts resources 
from other state priorities, such as education, 

public works, and law enforcement. Like 
presumptive eligibility (the practice of accepting 
applicants’ unverified statements regarding their 
financial eligibility), eliminating the asset test 
makes more people eligible faster. But unlike 
presumptive eligibility, which can be reversed, 
eliminating the asset test removes any restraint 
on future caseloads and expenditures. 
Reasonable income and asset limits for LTC 
eligibility save money and target the public 
assistance resources to people most in need in the 
short term. These responsible state actions have 
important long-term benefits as well—such as 
encouraging the public to prepare privately for 
LTC—that California has eschewed. 

Ramifications and 
Recommendations 
California’s dramatic move to fully socialize LTC 
effectively informs citizens that the responsibility 
for their care in old age lies with government, not 
with themselves or their families. That message 
obviates the need for individuals and families to 
consider LTC as part of their retirement planning 
and shifts that responsibility to the federal 
government. 

This moral hazard leaves everyone vulnerable—
but especially the poor who have few private 
resources to fall back on. Such irresponsible 
action removes every reason for people to plan 
early and save, invest, or insure privately for LTC. 
Americans possess $97 trillion of wealth—held in 
private financial accounts ($40 trillion),47 home 
equity ($35 trillion),48 and life insurance ($22 
trillion)49 that could potentially fund LTC privately. 
These private resources are largely off the table 
to fund LTC, especially in California. There are 
only four sources of private financing that might 
offset future Medi-Cal LTC expenditure shortfalls: 
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(1) increased personal asset spend-down, (2) 
Medicaid estate recovery, (3) home equity 
conversion, and (4) private LTC insurance. The 
current structure of California’s Medi-Cal 
program has extinguished all of these sources.  

California lawmakers were able to take such 
irresponsible policy action because of the ability 
to access heavily discounted federal dollars. If 
California prioritizes government welfare 
programs for wealthy residents, its taxpayers 
should bear those costs, not taxpayers across the 
country.  

To obtain more responsible and prudent state 
policymaking, Washington must limit the ability of 
states to engage in legalized money laundering 
schemes. CMS should take specific actions to 
address California’s defiance of federal law 
around Medicaid long-term care eligibility.  

• restore a reasonable asset limit for Medi-
Cal LTC eligibility, preferably the $2,000 
limit, common in other states, that 
California recently abandoned. 

• systematically review all Medi-Cal 
financial eligibility rules and policies and 
revise them so that they encourage 
wealthier individuals to plan for LTC needs 
and stay off Medi-Cal. 

• support private LTC financing and 
encourage a LTC insurance market to 
relieve Medi-Cal and Californians from the 
dysfunctional course of financial and 
caregiving decline.  

Likewise, the federal government should learn 
from Medi-Cal’s failed experiment with socialized 
LTC and mitigate the perverse incentives in LTC 
policy that discourage early LTC saving, 
investment, and insurance. The Paragon Health 
Institute’s papers “Long-Term Care: The 

Problem,”50 “Long-Term Care: The Solution,”51 and 
“Medicaid's $100+ Billion Leak”52 explain the 
problems caused by open-access policies such as 
California’s and propose socially and financially 
responsible solutions.  

These solutions include  

• enforcing mandatory estate recovery,  

• lowering or eliminating the Medicaid home 
equity exemption,  

• requiring that asset spend-down be for 
qualified medical or LTC expenses 

• lengthening and enforcing the asset 
transfer lookback period, and  

• prohibiting special Medicaid annuities and 
asset protection trusts 

These measures would save trillions of dollars 
over time, prevent other states from making 
California’s mistakes, and set LTC service delivery 
and financing on a sustainable path. As long as 
Medicaid dominates LTC service delivery and 
financing with easy eligibility access, it will pay 
rates less than the cost of providing the care, and 
access to and quality of LTC in the United States 
will continue to decline.  

The fundamental problem with America’s LTC 
service delivery and financing system is that it 
discourages the use of private finances to fund 
care. This leaves Americans dependent on an 
under-financed public welfare system that serves 
them poorly. California’s excursion into free LTC 
for the wealthy carried this endemic error to 
unsustainable extremes. In time, economic reality 
will prevail, preferably through clear thinking and 
dramatic reform as just described. But, if rational 
policy does not take hold soon, the country’s 
soaring federal debt will lead to crushing interest 
burdens and devastatingly high tax rates and 
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inflation. Thoughtful reform focused on realigning 
incentives to maximize value from our public 
expenditures, however difficult, is a far better 
course of action. 
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KFF, February 18, 2025, https://www.kff.org/medicaid/issue-
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34 “Perhaps the most immediate benefit to consumers is that 
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longer be forced to drain their savings to qualify for services 
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California Health Care Foundation, April 18, 2024, 
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93-63, August 27, 1993, 
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37  See California Department of Health Services, Letter No. 
85-59, August 27, 1985, 
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