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Key Takeaways:  
• A Special Needs Trust is structured to ensure assets are not deemed assets of the disabled beneficiary, 

allowing for distributions to be made for his or her benefit 

• A disabled person can fund a first-party trust with his or her own assets and still be eligible for Medicaid 
benefits and SSI 

• Structured settlements earned by a disabled person can be paid directly to the Special Needs Fund to 
prevent the individual from losing government benefits 

While financial planning and estate planning are challenging exercises in the 
best of circumstances, the complexity of designing an effective plan increases 
significantly for families where one or more members have special needs. A 
family seeking to qualify for public benefits encounters additional government 
regulations that influence providing support for and transferring assets to 
family members with special needs. The solution may be a Special Needs 
Trust (SNT), which provides supplemental resources to a beneficiary. 

Introduction 

“Special needs” is an estate planning term that can apply to various learning 
disabilities and cognitive, physical or behavioral issues. An individual may be 
born with a disability or become disabled later in life due to an illness, medical 
complication, or a debilitating injury or accident. The “special needs” 
designation is often used to ascertain an individual’s eligibility for special 
services, programs and government benefits. Some individuals with special 
needs may qualify for government assistance, such as the Social Security 
Administration’s Supplemental Security Income (SSI) program or Medicaid 
health services, while others may not. 

What are “Special Needs?” 

“Proper planning can enable a 
comfortable lifestyle for loved ones 
without compromising government 

benefits eligibility.” 

Proper financial planning for 
individuals with special needs 

can enable a comfortable lifestyle 
for loved ones without 

compromising their eligibility for 
government benefits. 



 2 

Public benefits may be available to disabled individuals. The federal government considers a 
child to be disabled for purposes of SSI benefits when the child has a medically determinable 
physical or mental impairment (including an emotional or learning problem) that results in 
marked and severe functional limitations that are expected to be long-lasting or fatal1. In order 
to qualify for certain public benefits, household income may not exceed a certain threshold, 
which is based in part on the number of other children in the household, the number of 
parents, and whether the household income is earned or unearned2.  
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Public Benefit Eligibility 

Similarly, the federal government considers an adult to be disabled when the adult has a 
medically determinable physical or cognitive impairment that makes him or her unable to 
engage in any “substantially gainful activity” and that is expected to be long-lasting or fatal3.  
In addition to qualifying for certain benefits, adults must meet income and asset tests. 

The income limit test for adults can be very complex, depending on the mix of earned, 
unearned, in-kind and deemed income. The asset test is more straightforward. An individual 
seeking SSI or Medicaid cannot own assets in excess of $2,000 ($3,000 for a married       
couple)4. Certain assets such as a home, household possessions and a car are excluded from 
the definition of assets5. Those who enroll and later lose SSI or Medicaid eligibility may face 
tough legal battles to regain access. 

Adult Eligibility 

The Omnibus Budget Reconciliation Act of 1993 explicitly authorized the use of a Special 
Needs Trust to address the goal of some families to provide additional resources for their 
disabled family members without disqualifying them for government benefits6. An SNT is 
specifically structured so that the trust assets are not deemed to be assets of the disabled 
beneficiary and allow for distributions to be made for his or her benefit. 

The SNT is meant to provide for the extra needs that are not covered by government benefits. 
An SNT should expressly state that the trust is intended to provide “supplemental and extra 
care” beyond that which the government provides and is not intended as a basic support trust. 

An SNT can provide for the disabled person’s comfort and happiness, including necessary or 
desirable equipment (e.g., a specially equipped vehicle), training and education, insurance, 
transportation, essential dietary needs, electronic equipment, computers, vacations, 
entertainment, payments for a companion and other types of “quality of life” enhancements.   
It can hold everything from cash and investments to real property. 

Preservation of Public Benefits 
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First-Party Trust (self-funded) 

A first-party trust is funded using the disabled individual’s own assets. These may be assets 
that were gifted, inherited or awarded as damages from the settlement of a lawsuit. A disabled 
person can fund the trust with his or her own assets (or a court appointed conservator or 
guardian may do it on his or her behalf) and still be eligible for Medicaid benefits and SSI. 
However, upon the disabled person’s death, the self-funded SNT is subject to a “payback 
provision,” which requires any remaining trust assets be repaid to the state agency which 
administered the Medical Assistance Program. 

In December 2016, President Barack Obama signed a new provision into law allowing a 
disabled person to create a self-funded SNT7. Prior to enactment of the law, only the 
individual’s parent, grandparent, guardian, or a court could create such a trust, even though 
the disabled person’s own assets would be used to fund the trust. 

Third-Party Trust 

A third-party trust is created by a family member to ensure the beneficiary receives the 
present and future care he or she would want and expect. Again, the assets in the trust will not 
be regarded as owned by the disabled person, thus allowing him or her to continue to qualify 
for government benefits.  

These trusts are ideal for gifts and/or inheritances from parents, other family members and 
friends who want to support the disabled individual. The SNT can even be named as the 
beneficiary under a will, revocable trust, life insurance policy or retirement account. Laws 
regarding third-party-funded SNTs may vary from state to state. It is important to consult with 
legal counsel to determine an appropriate trust for the relevant circumstances. 
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The Two Most Common Types of SNTs are First-Party Trusts and Third-Party Trusts: 

People typically win structured settlements because of a personal injury or medical 
malpractice lawsuit, and they often receive periodic payments over time in lieu of a lump-sum 
settlement. If the insurance company or payor makes the payment directly to the special 
need’s individual, such payments will count against the public benefit qualification limits 
unless the funds are contributed to a self-funded trust.  

Alternatively, if a third-party-funded trust is established, the settlement can be paid directly to 
the trust rather than to the individual. In most states, any funds remaining in the third-party 
trust after the disabled person dies could be left to designated beneficiaries (e.g., children, 
siblings or other family members) rather than be subject to the payback provision of the self-
settled trust. 

Structured Settlements 
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The cost of care for a disabled person can be  staggering. While medical expenses may be 
covered by Medicaid, there are often other financial expenses, such as physical therapy, 
custodial care or special assistance (e.g., assistance with daily living activities such as bathing, 
dressing or eating) that will not be covered and can be substantial. 

Parents who wish to leave a bequest to their disabled child should set up an SNT so that it 
receives the inheritance for the continued care of their child. This same trust can be used to 
receive gifts and/or inheritances from other family members or friends. 

Another common means of ensuring adequate funding of long-term care requirements is 
through life insurance. The trustee of the SNT — rather than the disabled individual — should 
be designated as beneficiary of the life insurance policy to avoid  jeopardizing government 
benefits eligibility. 

Your Comerica Trust Advisor can also work with you to determine if funding an ABLE account 
may be in the beneficiary’s best interest. Generally speaking, funds in an ABLE account are 
disregarded when determining eligibility for certain means-tested benefits programs, such as 
Medicaid and SSI. However, they can be a useful tool when beneficiaries require assistance 
with shelter related expenses.   
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Long-Term Financial Needs 

Comerica understands the complexity of SNT  administration and the importance of 
supporting the care of the beneficiary and their family. The Special Needs Solutions team at 
Comerica advocates for the beneficiary and partners with the beneficiary’s trusted advisors to 
ensure the best possible care and living conditions. The Comerica team provides ongoing 
service to the beneficiary to adjust care or housing as the beneficiary’s disabilities dictate. 

Additionally, as a professional fiduciary, Comerica works with other professionals to avoid 
jeopardizing a beneficiary’s eligibility for needs-based government assistance such as 
Medicaid and Supplemental Security Income. 

Special Needs Trust Solutions 
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NOTE: IMPORTANT INFORMATION 

This is not a complete analysis of every material fact regarding any company, industry or security. The information and materials herein have been obtained 
from sources we consider to be reliable, but Comerica Wealth Management does not warrant, or guarantee, its completeness or accuracy. Materials 
prepared by Comerica Wealth Management personnel are based on public information. Facts and views presented in this material have not been reviewed 
by, and may not reflect information known to, professionals in other business areas of Comerica Wealth Management, including investment banking 
personnel. 

The views expressed are those of the author at the time of writing and are subject to change without notice. We do not assume any liability for losses that 
may result from the reliance by any person upon any such information or opinions. This material has been distributed for general educational/informational 
purposes only and should not be considered as investment advice or a recommendation for any particular security, strategy or investment product, or as 
personalized investment advice.  

Comerica Trust is a unit of Comerica Wealth Management which consists of various divisions and affiliates of Comerica Incorporated, including Comerica 
Bank, Comerica Bank & Trust, N.A. Comerica Securities, Inc.; and Comerica Insurance Services, Inc. and its affiliated insurance agencies. Comerica 
Securities, Inc. is a federally registered investment advisor. Registrations do not imply a certain level of skill or training. Strategic alliance organizations of 
Comerica Bank & Trust, N.A. are neither subsidiaries nor affiliates of Comerica Incorporated or Comerica Bank & Trust, N.A. 
 
Securities and other non-deposit investment products are not insured by the FDIC; are not deposits or other obligations of or guaranteed by Comerica 
Bank or any of its affiliates; and are subject to investment risks, including possible loss of principal invested. 
 
Comerica and its affiliates do not provide tax or legal advice. Please consult with your tax and legal advisors regarding your specific situation. 

• Coordinating appropriate benefits. 
• Filing annual financial reports as required by the courts and benefit 

providers. 
• Preparing annual budgets for approval. 
• Paying bills for approved services and expenses. 
• Evaluating insurance and maintaining or assessing appropriate coverage. 
• Facilitating professional services, including legal and tax preparation. 
• Working closely with the guardian and caregivers to balance physical 

needs with financial needs. 
• Establishing care for the physical and personal needs of an individual and/

or family under various circumstances.  

Comerica can help 

Proper planning can enable a 
comfortable lifestyle for loved 
ones without compromising 
government benefits eligibility.   
It can also help to ensure 
appropriate arrangements for the 
continued care, companionship 
and financial support of a 
disabled family member.          
The knowledge and expertise 
that Comerica provides in 
administering special needs 
trusts provides you with peace of 
mind knowing your family 
member is cared for properly. 
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You can rely on Comerica for any of the following  special needs trust responsibilities: 

Want to know more? 

For more information about this topic or any other, Comerica welcomes the opportunity to help. Contact your 
Comerica Relationship Manager or Contact Comerica to request to speak with a Comerica Professional. 

Explore comerica.com/insights for insightful commentaries developed by Comerica's team of Thought Leaders. 

https://twitter.com/comericabank
https://www.facebook.com/comerica
https://www.linkedin.com/company/comerica-wealth-management/?viewAsMember=true
https://www.instagram.com/comerica_bank
https://www.comerica.com/offer/wealth/wealth-marketing.html)
https://www.comerica.com/offer/wealth/wealth-marketing.html
https://www.comerica.com/insights/

