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In 2002, an out-of-court settlement was reached and Heidi subsequently received $550,000 in a lump-sum from the party at fault
in the crash. The amount was to cover not just medical expenses,
but also lost wages, impairment of her future ability to work, pain
and suffering, mental anxiety, and permanent disability. The parties stipulated that approximately $35,000 of the settlement proceeds
represented the portion of the settlement allocable to past medical
expenses. ADHHS placed a lien on Heidi’s settlement for the total
amount of Medicaid benefits it had provided her, which amounted to
approximately $216,000.
Heidi sued, arguing that Arkansas’ recovery was limited to $35,000,
the portion of her settlement representing payment for past medical expenses. The lower
court ruled against Heidi,
finding that ADHHS could
recover from Heidi the total
amount of Medicaid benefits
it had provided, regardless of
whether the settlement funds
were to repay the cost of past
medical expenses.
Heidi appealed this decision
to the U.S. Court of Appeals for the Eighth Circuit, which reversed
the lower court. The Eighth Circuit held that Heidi’s right to a settlement was considered her “property” and that the anti-lien statute
prevented the state from taking any more than what was for past
medical expenses.
The state of Arkansas appealed this decision to the United States
Supreme Court. In a unanimous opinion written by Justice Stevens,
the Supreme Court affirmed the Eighth Circuit decision in the case,
holding that the federal anti-lien statute prohibits the ADHHS from
asserting a lien on the portion of the settlement not meant to cover
past medical expenses. It found that the federal anti-lien statute
prohibits states from imposing a lien on a person’s property prior to
his or her death as repayment for Medicaid benefits. Thus, although
federal law requires the states’ Medicaid programs to collect against
the portion of a settlement attributable to payments for past medical
expenses, it does not allow a Medicaid program to place a lien on a
recipient’s property. In so holding, the U.S. Supreme Court said that
Arkansas went too far in trying to recoup Medicaid benefits expended
and struck down the Arkansas statute in question as being inconsistent with federal law.
This decision has significant ramifications since many states had
previously followed the Arkansas approach requiring a Medicaid payback even out of the portion of a personal injury award not allocable
to past medical expenses. The Ahlborn case is a victory for those with
disabilities due to another person’s fault, and could affect anyone who
is injured, subsequently forced to receive Medicaid for health coverage, and then wins a legal award or settlement as a result of the injury.
This case will allow individuals with disabilities to utilize a significant

portion of funds recovered in a lawsuit to enhance the quality of
their lives instead of having to repay Medicaid with those funds upon
settlement of their lawsuit.
Nevertheless, Special Needs Trust attorneys and their clients need to
be careful when allocating settlements among the various causes of
action. States may still challenge the reasonableness of the amount of
the settlement allocated to past medical expenses. States, of course,
may protect their interests by actively participating in the settlement
negotiations or by asking the court to modify or approve the settlement allocations. Thus, it may be prudent to obtain the state’s prior
consent to such allocation or, if necessary, submit the allocation to the
appropriate court for a ruling. In the Ahlborn case this was not an issue since the ADHHS had stipulated on the portion of the settlement
proceeds attributable to past medical expenses.
It is important to note that the allocation of the settlement proceeds
should not be done in a vacuum. As discussed in prior articles in
Exceptional Parent, there are tax considerations which must be addressed with respect to the settlement money received. In addition,
the receipt of these funds will have an impact on the recipient’s continued eligibility for government entitlement programs such as Medicaid and SSI. Depending on your individual circumstances, it might
make sense to establish a Special Needs Trust in order to protect those
funds, while preserving government benefits. These decisions should
only be made after careful analysis of all relevant issues and the laws
applicable thereto.
Bernard A. Krooks is a Certified Elder Law Attorney, whose practice
focuses on special needs planning, elder law and estate planning. You
can read more about Mr. Krooks and his law firm Littman Krooks
LLP at www.littmankrooks.com. Mr. Krooks is a member of the Special Needs Alliance, a national network of disability and special needs
planning attorneys. Contact information for a member in your state
may be obtained by calling toll-free (877) 572-8472, or by visiting
www.specialneedsalliance.com.
* This article originally appeared in the June 2007 issue of Exceptional
Parent Magazine (Vol. 37, Issue 06) and is reprinted here with permission.
Distributed as a public service by Metropolitan Life Insurance Company,
200 Park Avenue, New York, NY 10166; MetLife has no relationship to the
author and takes no responsibility for the content. The laws cited are subject
to change and may vary from state to state; consult a qualified attorney to
determine how this information relates to your personal situation.
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42 U.S.C. Section 1396a (a)(25)(A).
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42 U.S.C. Section 1396a (a)(25)(B) and (H).
3.
42 USC Section 1396k(a)(1) and (b)
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S.Ct.
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Trim (2006).
MetDESK®, MetLife’s Division of Estate Planning for Special Kids, is dedicated to helping families plan for the future of children with special needs and to overall advocacy
and support for children and other dependents with special needs. Helping you find
answers to questions, directing you to the right resources, (such as recommending
a special needs planning attorney), and just being there as an advocate for you, as
needed, is an important part of what we do. If you would like to find out more, or you
would like to locate a MetDESK Specialist in your area please call 1-877-638-3375 or
visit our web site at www.metlife.com/desk.
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