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ABSTRACT 

This paper presents a study of home and community-based al¬ 
ternatives to institutionalization under the Medicaid program. In the 
past, Medicaid had provided long-term health care services primarily in 
an institutional setting despite arguments that home and community- 
based alternatives would offer less expensive and more appropriate care 
for many individuals. The Home and Community-Based Services (HCBS) 
waiver program was enacted in 1981 in an attempt to allow states to 
provide home and community-based alternatives under the Medicaid pro¬ 
gram. In this paper the cost-effectiveness of the HCBS waiver program 
in Montana has been analyzed. This study found that waiver services 
for developmentally disabled individuals have been cost-effective. Indi¬ 
viduals served by the HCBS waiver received home and community-based 
services for less cost than if they were served in an institution. The 
HCBS waiver program’s cost-effectiveness for developmentally disabled 
individuals has been limited by the extensive deinstitutionalization that 
occurred in the state during the 1970’s. HCBS waiver services for 
Montana’s elderly have been provided since July, 1983. An examination 
of preliminary data revealed that the HCBS waiver program has also 
been cost-effective for elderly individuals. The HCBS waiver program 
should continue to be cost-effective in the future as long as the re¬ 
strictions Montana has placed on participation in the program remain. 
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CHAPTER 1 

INTRODUCTION 

The public sector’s provision of long-term health care for elderly 

and disabled individuals faces serious financial problems in the United 

States. These are rooted in rising medical costs and an increase in the 

demand for long-term health care services. The increase in demand for 

the latter is largely the result of an increase in the population of the 

elderly. It is the elderly population that is most likely to require long¬ 

term health care services. The financial problems are likely to con¬ 

tinue, and even increase in the future as the cost of and demand for 

long-term care rises. Interest in the issue of long-term care has in¬ 

creased in the past few years as a result of the strain that health care 

expenditures are placing on federal and state budgets.^ Financing 

long-term health care, as Ronald J. Vogel and Hans C. Palmer point 

out, is likely to remain a relevant issue for years to come. "It may 

well be the major health and social issue of the next four decades, 

. . ."2 

Since the enactment of the Medicaid program in 1965* the feder¬ 

al government, in a joint partnership with the states, has been provid¬ 

ing long-term health care services to the poor. The cost of providing 

* Because the Medicare and Medicaid programs are often men¬ 
tioned together, it should be noted that the HCBS waiver program 
relates exclusively to Medicaid. 
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these services has risen dramatically in the past decade, and demo¬ 

graphic trends suggest further increases in the future. For example, 

in 1970 the United States spent 7.5 percent of its gross national prod- 
3 

uct on health care, in 1980 9.5 percent, and in 1982 10.5 percent. 

This increase will continue in the future as the proportion of the popu¬ 

lation over 65 rises. "The elderly population rose from 9.7 percent of 

the population in 1970 to 11.1 percent in 1980. It is projected that by 

the year 2030, when the so-called ’baby boom’ generation has aged, 

persons over 65 will comprise an unprecedented 20.4 percent of the to¬ 

tal population.’’^ This factor is significant because elderly individuals 

are most likely to be afflicted with the types of illness that require 

long-term health care, such as; arthritis, hypertension, diabetes, em- 
5 

physema, and heart disease. 

Vogel and Palmer discuss several other demographic trends that 

will have an effect on long-term health care. These are: An increase 

in life expectancy rates; a reduction in the ratio of retirement age el¬ 

derly to the working age group, approaching 1:2.4; and, an increase in 

the "old-old" population, those individuals over 75 who are most at risk 

of requiring long-term health care. These trends point to a continued 

increase in demand for long-term health care services. 

The financial problems faced by the Medicaid program have 

forced policy makers to look for alternatives to reduce costs. One such 

alternative is home and community-based services. "Nursing homes con¬ 

sume nearly half of all Medicaid dollars, and so getting recipients out of 

nursing homes and into arrangements with family and friends, officials 

believe, would yield considerable savings as well as improve the 
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patients’ quality of life.” Previously Medicaid provided long-term 

health care services primarily in an institutional setting. ”In fiscal 

year 1979, . . . home health services, as an example, only accounted 

for $264 million; while expenditures for nursing homes came to $8.7 bil- 
g 

lion.” Thus, only three percent of Medicaid’s long-term health care 

budget was spent on home and community-based services. Further¬ 

more, most of the amount spent on home and community-based services 

was accounted for by one state, New York. ”Of the over 358,000 Medi¬ 

caid HC [home care] recipients in fiscal year 1978, over 55 percent 

lived in New York, which accounted for 77 percent of national Medicaid 
9 

HC spending.” 

This low level of expenditure on home and community-based 

services is the result of Medicaid’s built-in bias toward institutionaliza¬ 

tion. Under the Medicaid program federal matching has only been avail¬ 

able to states for services that are primarily medical in nature, and 

usually only if it can be proven that the care is necessary after a hos¬ 

pital stay.'*'® This requirement has effectively limited the provision of 

home and community-based services by failing to fund the many ser¬ 

vices needed for a complete home health care package. Louise 

Bracknell, staff director of the House Select Aging Subcommittee on 

Health and Long-term Care, has some insight into the problem. 

An elderly person with arthritis might be able to be cared for 
easily at home, she pointed out, but with no family or friends or 
money to pay for help, institutionalization paid for by the gov¬ 
ernment often is the only option. 

’’Sometimes just for the want of ^meal, a person can end up 
in a nursing home.” said Bracknell. 
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Medicaid’s structural bias toward institutionalization resulted in 

their increased utilization. A report by the Senate’s Special Committee on 

Aging, referring to both the Medicare and Medicaid programs as the Medi¬ 

care insurance system, concluded: ’’Utilization of home health services in 

the Medicare insurance system has remained at less than 1 percent of 

insurance expenditures, and appears to be diminishing. Institutional 

utilization and expenditures are increasing.” This institutional bias 

existed despite the increased financial problems with the program and 

the perception that home health care would be less expensive. ”In the 

past neither Medicaid nor Medicare has paid much for home and commu- 

13 nity-based services even though they tend to be less costly.” Also, 

supporters of home and community-based services believed that many 

individuals in institutions were inappropriately placed. 

At a November 10, 1981 hearing on long-term health care be¬ 
fore the Senate Labor and Human Resources Committee, 
Chairman Orrin G. Hatch, (R-Utah), estimated that about 
one-fourth of the elderly now in nursing homes do not^|iave 
to be there; other estimates run as high as 40 percent.” 

In response to these concerns, the Home and Community-Based 

Services (HCBS) waiver program was enacted as Title XXI of the Omni- 

15 bus Budget Reconciliation Act of 1981. The HCBS waiver program al¬ 

lows for the waiver of certain statutory requirements of the Medicaid 

program that restricted the states’ ability to provide non-institutional 

alternatives for long-term health care. 

Problem Statement 

The objectives of the HCBS waiver program are to reduce long¬ 

term health care costs by providing individuals with less expensive 



5 

home and community-based services and to provide individuals with a 

more appropriate alternative to long-term health care than institutional¬ 

ization. However, the effect of the HCBS waiver program on Medicaid's 

long-term health care policy is uncertain. Is the HCBS waiver program 

cost effective, and, if so, has it resulted in a reduction in spending 

for the Medicaid program; or, will the waiver result in an expansion of 

the Medicaid program? There are several factors to be considered in 

this context: 

(A) Will there be an increase in the number of eligible clients 

demanding services under the waiver, where in the past Medicaid's 

built-in tendency toward institutionalization may have controlled the 

number of individuals seeking services under the program? 

(B) Will home and community-based services be viewed as a 

substitute for, or an add-on to, institutional care? 

(C) What level of care is to be provided under the HCBS 

Waiver program? 

The answers to these questions are very important for the fu¬ 

ture financing of long-term health care by the public sector, especially 

for the states. State and local governments supplied over $16 billion of 

16 the $34 billion spent on the Medicaid program in 1982. This amounted 

to 47 percent of the total bill. For many states the matching portion of 

Medicaid becomes a very large budget item. "In a number of states, 

such as California, Massachusetts and Michigan, Medicaid is the single 

largest item in the budget consuming up to 15 percent of the states’ re- 

17 sources." As a result, states are very interested in ways to reduce 

the costs of the Medicaid program. 
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The other major area of uncertainty that the HCBS waiver pro¬ 

gram faces concerns the appropriateness of care for individuals served 

in home and community-based settings. Are individuals in home and 

community-based settings receiving more appropriate, or even as appro¬ 

priate a level of care as that offered by an institutional setting? Due 

to the constraints of this project, this aspect of the HCBS waiver pro¬ 

gram will not be covered. 

Research Methodology 

This paper focuses on the uncertainties surrounding the finan¬ 

cial aspects of the HCBS waiver program with special reference to Mon¬ 

tana. Montana has operated an HCBS waiver program for developmen- 

tally disabled (DD) individuals in the state since 1981. This has been 

replaced by a statewide waiver program for both the elderly and the 

DD. Data from Montana’s experience under the DD waiver has been an¬ 

alyzed to determine the cost-effectiveness of the program. In addition, 

preliminary data from the statewide waiver has been studied. 

This paper begins with a descriptive study of the historical de¬ 

velopment of the HCBS waiver program in Chapter 2. Chapter 3 pre¬ 

sents the issues surrounding home and community-based services and 

describes the actual enactment of the program. Chapter 4 focuses on 

the application of the HCBS waiver program in Montana. In Chapter 5 

the financial aspects of the program are analyzed. Finally, Chapter 6 

concludes with a summary of this paper’s findings and discusses the 

future prospects for the program. 
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CHAPTER 2 

THE DEVELOPMENT OF LONG-TERM HEALTH CARE 
POLICY IN THE UNITED STATES 

The HCBS waiver program amends the Medicaid program to allow 

for the provision of home and community-based services as an alterna¬ 

tive to institutionalization for individuals requiring long-term health 

care services. This program is the latest development in the public 

sector’s provision of long-term health care services. In this chapter a 

brief definition of long-term care services is presented, followed by a 

history of the development of long-term health care policy in the United 

States. 

Long-Term Health Care Defined 

Long-term health care is the provision of health care services 

to individuals whose illnesses, injury, handicap, or disease require 

medical services over an extended period of time. In our society the 

aged, especially those over 75 years old, constitute the great majority 

of people who require long-term care, although many younger people 

also require such care.* 

Long-term health care can be divided into several categories ac¬ 

cording to service needs. Montana classifies long-term care patients by 

the level of care available in a skilled nursing facility (SNF), an inter¬ 

mediate care facility (ICF), or an intermediate care facility for the 
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mentally retarded (ICF/MR). In addition, long-term care may involve 

the provision of basic services which are preventive measures. "Basic 

services may adequately maintain individuals in their homes at effective 

levels of health and function over long periods of time or permanently 
2 

without recourse to more concentrated care or to institutionalization." 

Individuals requiring a SNF level of care have a need for con¬ 

centrated services that require multiple professional diagnostic, thera¬ 

peutic and supportive services under professional supervision and coor- 
3 

dination. An ICF provides services to individuals who require inter¬ 

mittent health-related services that are more than custodial but less 

than the intensity of services offered in an SNF. 

It is evident that long-term care requires a mix of resources to 

meet the needs of a variety of patients with different levels of function- 
4 

ing. It is assumed that the provision of home and community care 

services will fulfill some of these needs. 

Early History of Long-Term Health Care 

The present system of providing long-term health care services 

to the poor in the United States is based on legislation enacted during 

the 1930's that resulted from a long-standing value of providing medical 

services to the poor. 

The provision of medicare care to the poor has long been a 
recognized part of the American system of public relief. 
Concern over the equitable provision of health services is, 
however, a twentieth-century phenomenon, born of the great 
strides in medical science made in the late nineteenth century 
and accelerating, as they have, to the present. 
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Long-Term Health Care Prior to the 1930?s 

Prior to the Welfare Reforms of the 1930fs, the public sector’s 

provision of long-term health care was primarily provided in county 

poorhouses. tfOperated and financed by local government these institu¬ 

tions originally supported children and adults of various ages and in 

various health and financial circumstances, the poor, the old, the dis- 

abled, the retarded and the mentally disturbed.” County poorhouses 

generally had a reputation for poor living conditions and efforts of 

social reformers during the 1930Ts and the 1940fs led to the disappear¬ 

ance of these early government attempts at providing long-term health 

care services. Religious and voluntary organizations were another 

early provider of long-term health care services to the elderly and dis- 
o 

abled. A third early provider of long-term care services were state 

governments through state mental hospitals. Although these institutions 

existed primarily to serve mentally ill individuals, others were also 

served as Saul Waldman notes: 

The mental hospitals, most of which were state institutions, 
had long been important facilities for the institutionalization of 
the aged. In the 1940’s, for example, about one-quarter of 
the institutionalized aged were confined to mental hospitals. 
To some extent, aged persons who did not suffer mental 
illness were placed in mental hospitals because such hospitals 
were the oijly facilities available for persons needing institu¬ 
tional care. 

Early History of Long-Term Care in the Home 

The organized provision of long-term care services in the home 

began in the United States with a program initiated by the Metropolitan 

Life Insurance Company in the early part of this century. 
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In a more formal sense, however, provision and financing for 
HC [home care] emerged in the early part of the 20th century 
notably in the program of the Metropolitan Life Insurance 
Company, which was seeking to improve conditions^or the 
acutely ill and for newborn babies and their mothers. 

Federal support for long-term care services in the home was 

non-existent during this period. What support there was in the public 

sector for home care came from local governments. Thus it can be seen 

that early initiatives for organized long-term care services in the home 

originated in the community through local government and private sector 

initiatives. 

The Social Security Act of 1935 

The Social Security Act of 1935 initiated the federal govern¬ 

ment’s involvement in financing medical care. This care was financed 

jointly by the federal and state governments. Prior to 1935, welfare 

provisions were entirely the responsibility of individual localities and 

states.11 The Act did not specifically direct the federal government to 

provide matching funds for medical care; however, states could include 

these costs as part of their maintenance program to individuals or fam- 

... 12 ilies. 

The Social Security Act of 1935 included a program to provide 

benefits to individuals over the age of sixty-five. These individuals 

were required to pass a means test to be eligible for benefits under the 

Act. This program was known as the Old Age Assistance (OAA) pro¬ 

gram and it provided monthly benefits to individuals financed jointly by 

the federal and state governments. For the next twenty years these 

benefits were increasingly used to purchase nursing home services. 
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The significance of the federal government’s initial involvement 

in providing long-term health care services was that a pattern toward 

institutionalization was established that would prove to be hard to 

change. 

In the 20th century, both hospital and nursing home de¬ 
velopment have seemed to make the home an unusual site for 
care, at least in the minds of many policy makers and much 
of the public. Actually, the home remains the site of much 
care, most often being replaced only when high technology 
interventions, heavy nursing care requirements, or the 
method of finance have dictated a shift in patterns of (largely 
acute) care. Also, the desire of physicians to concentrate 
patients in their offices and/or in hospital to economize on 
professional time has led to the abandonment of house calls in 
most areas and thus reducing the ability of the house to 
maintain^an adequate support system, or so it has been as¬ 
sumed. 

Developments in the 1940’s and 1950’s 

The increased public support available to individuals for nurs¬ 

ing home care increased the demand for such services. The result was 

a shortage in the number of nursing homes available to meet this new 

demand. The Federal government increased its involvement in long¬ 

term care services with the passage of the Hill-Burton Act. This 1946 

Act made grants, loans, and loan guarantees available for the construc¬ 

tion or modernization of hospitals. These funds could only be obtained 

if a survey of a community’s health care needs indicated that additional, 

14 or more modern facilities, were needed. The Hill-Burton Act was 

amended in 1954 to allow for the construction of non-profit and govern¬ 

ment nursing homes with financial support from the federal government. 

Here too the need for the facility had to be determined through a sur- 
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Legislation in 1950 expanded the federal government's role in 

financing long-term care services to include disabled individuals. Ser¬ 

vices and eligibility requirements under the program were similar to 

16 that of the Old Age Assistance Program. Also, the retirement sys¬ 

tem benefits of the Social Security Act, which became available in 1946, 

were increasing the demand for nursing home services by the 1950's. 

Funds available for financing nursing home care increased further when 

coverage under the Social Security Act was expanded in 1956 to provide 

disability insurance benefits to individuals insured under the program. 

Originally, the Old Age Assistance and Aid to the Disabled pro¬ 

grams provided federal benefits directly to the individuals through the 

states. In 1950 the Social Security Act was amended to allow payments 

to be made directly to providers of services for eligible elderly and dis¬ 

abled clients. These payments were commonly known as medical vendor 

17 payments. This action enlarged the potential scope for the public’s 

financing of medical coverage to the poor. 

By expanding the federal public assistance categorical grants- 
in-aid to include federal cost-sharing with respect to charges 
for hospital and other medical care paid directly to providers 
by state welfare agencies, the amej^lments enlarged the 
potential scope of welfare medical care. 

Benefits provided under the 1950 amendments were still subject 

to a maximum amount per individual per month requirement. This fed- 

19 eral matching maximum minimized the cost of these programs. 

Kerr-Mills Program 

In 1960, the Social Security Act was again amended to directly 

provide medical assistance to the elderly. Previously, benefits were 
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provided solely in the form of income maintenance. The Medical Assis¬ 

tance for the Aged program (MAA), more commonly known as the Kerr- 

Mills program, was first proposed as a substitute for the Medicare pro- 

20 gram that was being considered at that time. The Kerr-Mills program 

provided federal funds to individuals termed medically indigent. The 

term applied to individuals whose income was above the OAA standards 

but insufficient to pay for medical care. The program initiated further 

expansion of the federal government’s role in financing health care in 

the United States. 

This program established a new category of public assistance 
for medically needy aged persons not receiving cash assis¬ 
tance, provided for reimbursing the states 50 to 80 percent of 
the costs of the program, and made additional funds available 
for vendor payments for medical care under the existing Old 
Age Assistance program in the amoypt up to an average pay¬ 
ment of $15 per year per recipient. 

The Kerr-Mills Act set an important precedent for the Medicaid 

program. ”Unlike the OAA vendor payment program, the Federal con¬ 

tributions for medical care under MAA were open ended, with no limit 

22 
based on individual payments or total state expenditure.” Previously, 

federal programs established maximum levels for payments to individu¬ 

als. Another significant aspect of the Kerr-Mills program was that the 

federal government, for the first time, allowed home health care ser¬ 

vices to be funded through federal funds. 

Federal involvement with HC [home care] really began with 
the Kerr-Mills legislation, . . . This law allowed payment for 
home health aides who, in addition to providing nursing ser¬ 
vice, were permitted to perform light housekeeping in the pa¬ 
tient’s room and/or near the sickbed. 

This aspect of the Kerr-Mills program set an important precedent for 

home health care services under Medicaid by distinguishing medical 
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services from housekeeping services for the first time. "In effect, this 

law divided health care from housekeeping, which may have clarified 

matters for reimbursement purposes but which also introduced a false 

24 distinction into a pattern of continuous provision." 

Despite the availability of federal funds for home health care 

services, the Kerr-Mills program continued the government’s reliance on 

nursing homes for the long-term health care needs of the nation. 

"Overall, the program had a significant effect in increasing expendi¬ 

tures for nursing care, and by 1965 some 300,000 persons were receiv- 

25 ing nursing home care under that program." 

These developments in the federal government’s provision of 

long-term health care services from the 1930’s through the Kerr-Mills 

program culminated with the enactment of the Medicaid and Medicare 

programs of 1965. These programs are the basis for the public sector’s 

provision of long-term health care services today. 

The Medical Assistance Program 

The Medical Assistance Program (Medicaid) was enacted as title 

26 XIX of the Social Security Amendments of 1965. The Amendments also 

included the Medicare program. These programs have had a great im¬ 

pact on health care in the United States during the past two decades. 

The Enactment of Medicaid 

The provision of a national program for medicare care became a 

very important issue in this country during the late 1950's and early 

1960’s. The Kerr-Mills program was enacted during this period as a 
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compromise to a more comprehensive medical care program, the Medicare 

proposal of 1960. However, proponents of Medicare were disappointed 

with the Kerr-Mills program and pressure for Medicare during the 

1960’s increased. 

The election of President Kennedy in 1960 brightened the pros¬ 

pect for the passage of the Medicare program. 

In November 1960, Senator John F. Kennedy was elected 
President by the narrowest of margins. Pledged to take 
America to new frontiers, he included medical care as one of 
them, and the early days of th^ Kennedy Administration saw 
’medicare' as a prominent issue. 

Nevertheless, it took until 1964 for Congress to approve the Medicare 

and Medicaid programs. During this period of Congressional debate, 

Medicaid received little attention. Instead, Congress placed primary 

emphasis on Medicare. The Medicaid program, known as the hidden 

iceberg of the 1965 Amendments, moved through the legislative process 

28 in the shadow of Medicare. 

The Medicare program enacted as title XVIII of the 1965 Amend¬ 

ments provides medical insurance to elderly individuals as part of the 

Social Security System. Medicare is financed solely by the Federal 

government. Medicaid, on the other hand, is financed jointly by the 

Federal and state governments. The program is operated largely by 

the states under federal guidelines. To be eligible for federal matching 

funds, a state must provide Medicaid services to all persons receiving 

public assistance in the state. States may also choose to cover other 

low-income people who are considered medically indigent. 

The Medicaid and Medicare programs are based on many aspects 

of the Kerr-Mills program. However, these programs expanded the role 
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29 
of the Federal government in providing medical care. Using the 

Kerr-Mills program as a basis for the Medicare and Medicaid program 

was surprising in light of all the problems that the earlier program had 

experienced by 1965. 

Kerr-Mills had indeed received substantial publicity in the de¬ 
bate preceding the 1965 legislation. That program had al¬ 
ready demonstrated the basic characteristics which were later 
to plague Medicaid: the transfer of funds by states from one 
public pocket to another under the stimulus of greater federal 
matching funds; the unevenness of the program from state to 
state; the implications of attaching a system of medical vendor 
payments to an administrative structure of grants-in-aid 
which relied on minimal federal direction; the interpretation of 
,fmedically indigent" as a rather rigid test of means, albeit at 
a somewhat higher level than for cash assistance; the greater 
interest by the state legislatures in balancing their budgets 
than in reorganizing medical care; and, in the state bureauc¬ 
racies, the inadequate expertise for running a major medical 
prograg^ Yet title XIX was developed under similar prin¬ 
ciples. 

Aspects of the Medicaid Program 

As stated above, the Medicaid program provides medical ser¬ 

vices to the poor. A major aspect of the program is the state-federal 

partnership in financing the program. Federal matching for a state 

program is determined by a formula which compares per capita income of 

a state to the per capita income of the United States. 

The federal government helps states to share in the costs of 
health care for the poor and medically needy by means of 
variable matching formula. As a minimum, the federal gov¬ 
ernment will pay 50% of the medical assistance costs incurred 
by a state in providing health care under a Medicaid pro¬ 
gram. In poorer states, the federal ^are of medical assis¬ 
tance payments can increase up to 83%. 

For a state to be eligible for matching funds it must meet sev¬ 

eral requirements sat by the federal government. First of all, states 

are required to expand services from "medical assistance to the needy" 



18 

under the Kerr-Mills law to the more precise categories of aged, blind, 

disabled, members of families with dependent children, and the needy 

whose money sources are insufficient to meet the costs of necessary 

32 medical services. Secondly, states must make assurances that certain 

services will be provided to individuals covered by a state’s Medicaid 

program, and that the services offered are equally available to all eli- 

33 gible individuals in a state. The minimum services that a state must 

provide are listed below: 

1. Inpatient hospital services (other than services in an institution 
for tuberculosis or mental diseases); 

2. Outpatient hospital services; 
3. Other laboratory and x-ray services; 
4. Skilled nursing home services (other than services in an insti¬ 

tution for tuberculosis or mental disease) for individuals aged 
21 or older; 

5. Physician’s services, whether furnished in the office, the pa¬ 
tient's ..home, a hospital, or a skilled nursing home, or else¬ 
where. 

In addition to these mandatory services, states were allowed to 

35 provide other services including home health care. 

Medicaid and Home Health Care 

Advocates of home and community-based alternatives to institu¬ 

tions initially viewed the Medicare and Medicaid programs as an oppor¬ 

tunity to expand government financing of home and community-based 

services. "Medicare and Medicaid in the minds of HC [home care] ad¬ 

vocates, appeared not only to bring a new era in finance of health care 

for the elderly and indigent but also to open the door to the implemen- 

36 tation of alternative strategies, especially HC." However, the imple¬ 

mentation of these programs moderated their expectations. "Under Med¬ 

icaid, it would appear that HC of many types could be provided; yet 
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the program is means tested and subject to the eligibility definitions 

37 and budget limits of states.” Many states implementing Medicaid 

found the expense of providing the required services a heavy enough 

burden without expanding the program to include other services such 

as home care. As a result, the development of home and community- 

based alternatives to institutionalization was very slow if at all. 

Amendments to Medicaid 

From the earliest years of the program’s operation, Medicaid 

was faced with problems. ”By 1967, localities, states, and the Federal 

government were feeling increasingly burdened by mounting medical as¬ 

sistance expenditures. There was also anxiety about the quality of 

38 
long-term care being purchased with Medicaid funds.” In 1967, the 

Medicaid program was amended to help control the financial burden of 

the program and to improve the quality of care that was being pro- 

39 vided. ’’The 1967 amendments reflected these concerns. They in¬ 

clude changes intended to promote both short-term and long-term econ¬ 

omy and to control the quality of care being financed in part by Feder- 

40 al appropriation." The amendments also required states to provide 

two additional services: home health care and screening and diagnosis; 

41 and treatment of children. 

The 1967 Amendments failed to reduce the burden of the Medi¬ 

caid program. Congress, concerned over the cost of the program, 

amended the program once again in 1969 to correct an administrative in¬ 

terpretation that had resulted in higher costs than necessary for the 

42 program. 
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Further attempts to reform the Medicaid program during the 

past decade centered around preventing abuse and fraud of the system 

and improving the management of the program. "For years, Congress 

has been prodding states to improve the Medicaid program's efficiency 

by streamlining their management methods and cracking down on 

fraud."4,3 

In spite of the efforts to control the costs of financing the 

Medicaid program, it continued to become more expensive. These ef¬ 

forts did not include the expanded use of home and community-based 

services to meet the long-term care needs of the Medicaid population. 

Home health care services under Medicaid became a very insignificant 

part of the program. Susan Lloyd and Nancy Greenspan examined home 

health care under Medicaid: 

. . . Medicaid home health benefits are Federally-mandated 
service inclusions for all categorically needy adults in all 
State Medicaid programs. However, in 1977 the majority (54 
percent) of actual home health recipients were residents of 
one state, New York, which has 12 percent of the national 
Medicaid population. These figures indicate that most states 
must have restrictive (if unwritten) policies concerning the 
provision of home health services to the Medicaid population, 
and that the home health benefit is not equally accessible to 
Medicaid recipients in every locale. 

One way for states to curb utilization of home health ser¬ 
vices is to set the reimbursement rates below market levels. 
Hence, home health service providers find it economically un¬ 
attractive to accept Medicaid clients and frequently refuse to 
accept more than a certain number of them, accept none at 
all, or set a limit orj^the total number of services rendered to 
Medicaid recipients. 
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CHAPTER 3 

THE HCBS WAIVER PROGRAM 

President Reagan believed his landslide election in 1980 was a 

mandate from the people to control the runaway costs that many of the 

social programs were experiencing and on March 10, 1980, "issued a 

blunt warning to Congress to adopt his sweeping spending and tax cuts 

or risk angering voters who instructed Washington last November to put 

’America's economic house in order'.”* Included in his spending cuts 

were measures to reform the Medicaid program. The HCBS waiver pro¬ 

gram was part of this reform. 

Medicaid provides a striking example of a social program that 

has been experiencing runaway costs. Spending on the program in- 
9 

creased from $8.6 billion in 1973 to $23.3 billion in 1981." This in¬ 

crease in the costs of the Medicaid program is parallel to the rapidly 

increasing costs of health care in the United States. "Underlying the 

budget squeeze on Medicaid and Medicare is the general crisis in health 

care costs. While the consumer price index increased by an annual rate 

of 5.4 percent for the first six months of 1982, medical care prices 
3 

soared 11.3 percent." 

Concern over the high cost of the Medicaid program is not 

unique to the Reagan Administration. Since Medicaid's earliest years of 

operation it was evident that financing the program would be costly. 

In 1970, a staff report of the U.S. Senate’s Finance Committee observed 
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the following: 

The Department of Health, Education and Welfare had esti¬ 
mated at the time Congress was considering the legislation 
that the Medicaid program would cost the Federal Government 
an additional $238 million in its first full year of operation. 
In fact, the Federal share of vendor payments for calendar 
year 1966 was precisely $238 million more than in calendar 
year 1965 - but only six States had programs in operation 
during the full year. 

Thus it soon became clear that the Medicaid program would 
be more expensive than originally contemplated. 

Past reform measures attempted to provide short-term relief for the fi¬ 

nancial woes of the program and ignored the more difficult programmatic 

issues. Many individuals concerned with reforming Medicaid felt that 

long-term solutions to the high cost of financing the program could only 

be achieved through changing the dysfunctional aspects of the program. 

Medicaid economists warn, however, that changing the way 
Medicare and Medicaid are financed and managed cannot solve 
the general crisis in health care costs . . . 

Leaders in the field say that basic reforms are needed not 
only to control costs but to correct serious drawbacks in the 
Medicare and Medicaid programs. 

The HCBS waiver program attempts to provide such programma¬ 

tic changes to the Medicaid program by providing home and community- 

based alternatives to institutionalization in Medicaid’s provision of 

long-term health care services. Institution services under Medicaid 

have become a very .expensive part of the program. 

Many elderly patients needing nursing-home care must turn 
to Medicaid, and today Medicaid pays half of the costs for 
long-term care in nursing homes — skewing the original pur¬ 
pose of the program to provide such benefits as hospitaliza¬ 
tion and physician visits to the poor of all ages . . . 

For state and federal governments, the Medicaid burden 
for nursing home care is expected to rise with the aging of 
the population. If trends continue, nursing home costs will 
increase from 21 billion dollars in 1980 to 42 billion in 1985 
and 76 billion by 1990. 
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The remainder of this chapter will examine the shortcomings of 

the Medicaid program with respect to home and community-based ser¬ 

vices, discuss the issues surrounding home and community-based alter¬ 

natives to institutionalization, and conclude with an examination of the 

enactment and aspects of the HCBS waiver program. 

Problems with Medicaid 

The Medicaid program has been beset with problems throughout 

its history. As discussed above, one of the earliest problems of Medi¬ 

caid was the high cost of the program that paralleled a rapid increase 

in health care costs in the United States. "While the Consumer Price 

Index was increasing 19.7 percent for all consumer goods during the 

period 1966-1970, physicians' fees were increasing by 30 percent and 
7 

hospital daily service charges by 71.3 percent." 

In addition to increases in health services costs, the financial 

difficulties of Medicaid can also be attributed to the inadequate controls 

over the use of services. 

The basic flaw of Medicaid as originally conceived was that it 
gave no incentive for economy to either the buyer or seller of 
medical services. The more services a seller provided — for 
example, the more patients a ghetto doctor or dentist saw — 
the more money he made. But the patients had no reason to 
economize either since it cost them nothing to go to a do<gtor, 
enter a hospital, or have the dentist work on their teeth. 

This lack of control over the use of funds under the Medicaid 

program often led to abuse and even fraud of the system. 

The Medicaid system clearly invited abuse by providers of 
health care, and by patients, because it had built-in incen¬ 
tives for needless, wasteful utilization. 
. . . more than a few Medicaid patients learned how to use 
that mechanism to satisfy non-medical needs; for example, by 
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getting a podiatrist to "prescribe" ordinary shoes or taking 
an unnecessary prescription to a druggist and exchanging the 
prescription for cash amounting to, say, half the^ sum the 
pharmacist would be compensated for the medication. 

These main faults of Medicaid, lax administration and unantici¬ 

pated costs, are the result of unclear goals for the program. Congress 

never determined whether Medicaid was to be a health care program or 

part of a larger income maintenance program. Dwelling on this theme, 

Robert Stevens and Rosemary Stevens noted: 

Title XIX, as drafted, was bound to be ineffective in its 
double role as a health service program and as an expansion 
of public assistance. Indeed, it was the combination of a 
program of cash assistance which provoked Medicaid’s initial 
dilemmas. Whether Medicaid was in fact to be regarded as a 
health care program or part of a broader program of income 
maintenance was never sufficiently elucidated . . . 

The lack of clearly stated national goals for Medicaid in 
1965 was a major and reverberating deficiency. Congress, in 
so many ways, made a series of classical errors which were 
transmitted down the line as the programs were developed in 
the states. These errors led to conflicts in interpreting 
Medicaid between powerful committees in Washington and the 
legislatures of major states (particularly New York and Cali¬ 
fornia) , to state budgetary crisis, and^o the sometimes self¬ 
ish behavior of the Medicaid providers. 

With the many problems that Medicaid was experiencing during 

its early years, it was often assumed that Medicaid would be a transi¬ 

tional program that would eventually be phased out and replaced by a 

workable program. One proposal often mentioned to take the place of 

the Medicare and Medicaid programs was a system for national health in- 

12 surance. Such a system was never agreed to. 

Home Health Care Under Medicaid 

Although home health care services were included as part of the 

Medicaid and Medicare programs, their utilization has been minimal. 
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Long-term health care services under these programs tended toward in¬ 

stitutional services. Brahna Trager discusses particular limitations of 

the Medicaid and Medicare programs which limited the provision of home 

health care services. These are: 

1. Home health services in the Federal Medicare insurance 
system are focussed upon acute or short-term illness. 

2. The definition of the eligible consumer of home health ser¬ 
vices is inherently contradictory as it is applied to the 
needs of the insured group. 

3. Services which are reimbursable are not those which are 
most needed by the majority of the insured group. 

4. The definitions of the nature of the services which are re¬ 
imbursable are susceptible to a wide variety of interpreta¬ 
tions. 

5. The complexities of administration and reimbursement have 
placed many agencies in financial jeopardy. 

6. The difficulties in establishing and maintaining services 
have substantially limited the range of services offered by 
providers. A limited range reduces the usefulness of the 
services. 

7. The system has a very strong institutional basis. Entry 
into the home health services entitlement (Part A) is by 
way of an institution (a three-day period of hospitalization 
unless 1 the insured is able to pay for supplementary insur¬ 
ance) . 

Trager summarizes the extent of these limitations on health care 

services. 

The present system of Medicare health insurance has not 
stimulated development of home health services in any appre¬ 
ciable way and may, in fact, have depressed such develop¬ 
ment by opening up to the providers of home health services 
a caseload which requires a broader range of services ajyi 
more appropriate services than those which are reimbursed. 

The provision of long-term health care in home and community- 

based settings was also constrained by certain statutory requirements of 

the Medicaid program. These requirements made it difficult for states 

to receive federal approval for home health services even if a state 

wished to provide such services. These requirements include: 
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1. A state plan for a service to be provided under the Medi¬ 
caid program must be in effect in all areas of the state; 

2. All eligible individuals under Medicaid in the stat jg must 
have access to the services that are to be provided. 

As the cost of the Medicaid program rose, support for home and 

community-based alternatives increased. This increased pressure re¬ 

sulted in the enactment of the HCBS waiver program in 1981. 

The Alternatives Question 

Arguments in favor of home and community-based services sur¬ 

round the suggestion that such services would be less expensive and 

more appropriate for certain individuals than institutionalization. The 

arguments over the issue of institutions versus the home and community 

have existed for years, primarily in the criminal justice system in this 

country. This issue has been increasingly prominent during the past 

twenty years. This current trend can be traced to President Ken¬ 

nedy's strong convictions toward deinstitutionalization. "In 1963, Presi¬ 

dent Kennedy, in a special address to Congress, called for reducing 
17 

the number of mentally ill persons in institutions by 50%." 

Concern over the development of alternatives to nursing homes 

for the elderly came to the forefront during the 1970Ts. 

Estimates that up to 60 percent of elderly nursing home resi¬ 
dents required only minimal nursing services were accompa¬ 
nied by pleas for the generation of non-institutional alterna¬ 
tive options for the aged. In 1973, the call for re-directing 
of public resources to at-home services for impaired elderly 
was describe^ as having ’taken on the characteristics of a 
groundswell'. 
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Andrew Scull believes that support for institutional services and 

alternatives to institutions occur in cycles with the present trend to¬ 

ward the development of alternatives to institutionalization. 

There have been historical cycles of bias in favor of or 
against institutional care. We are just now emerging from the 
latter phase in which it was taken for granted that keeping 
the elderly out of institutions was a desirable goal subsuming 
a larger set of secondary goals for the optimizaticjij of the 
quality of life and functioning of the elderly person. 

In spite of extended public financing of institutional services 

under Medicaid and Medicare, long-term care services in the home and 

community still predominate. TTNon-institutional modes of care for the 

chronically disabled and frail elderly have always predominated. Even 

at the apogee of institutional care, far greater numbers of dependent 

20 elderly have been supported outside rather than inside institutions.” 

Elderly individuals living in home and community-based settings receive 

health care services from their families and a variety of public and pro- 

21 prietary service providers. 

One of the main arguments in favor of alternatives to institu¬ 

tionalization was the belief that many individuals in institutions are in¬ 

appropriately placed. 

Claims for the efficacy in serving as a substitute care setting 
were based on the premise that a considerable portion of 
nursing home residents could be served in less restrictive 
settings if such programs were available. A spate of small 
sample studies using widely varying methods and assumptions 
buttressed the case by producing estimates that between 6 
and 7^ of those in nursing homes did not really need to be 
there. 

Furthermore, the growth in the number of individuals in nurs¬ 

ing homes also raises questions over the degree of personalized care re¬ 

ceived in nursing homes. ’’The growth of institutions has also led to 
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concerns about the depersonalization and demoralization of their resi¬ 

dents, about the physical and other abuses to which they may be 

23 
exposed, and about relocation stress or transfer trauma.” It was ar¬ 

gued that if the necessary services and financing for such services 

were available, then the community would be the most appropriate place 

for an individual to be cared for. 

Until recently, there was prevalent and confident expectation 
that if there were sufficient and adequate alternatives to in¬ 
stitutional care, then potential candidates for institutional 
admission would be diverted to community care programs 
where they would be less expensively managed, less demoral¬ 
ized, less disengaged and isolated, less depersonalized, and 
less abused than in institutions, and would, in addition, fare 
better in the course of their physical and mental disorders. 
In short, it was assumed that alternatives to institutional care 
would then turn out to be cost-effective and 2|lso desirable 
from both humane and public health viewpoints. 

However, Shinn and Felton argue that deinstitutionalization does 

not necessarily mean a more appropriate level of care. "It has become 

clear that neither the rhetoric of deinstitutionalization nor the movement 

of persons from one setting to another by themselves lead to better 

quality of life, more effective provision of services, or better outcomes 

25 for the people affected." The successful provision of home and 

community-based alternatives to institutional care is not without prob¬ 

lems. Garland, Bennett and Wilder point out several. 

1. A potentially high demand for these services, from elderly 
who are not yet and might never be in institutions, that 
might swamp the existing and planned services without 
much impact on the number in institutions; 

2. Difficulty of gaining entry to alternatives of care, given 
their patchy and often evanescent geographic representa¬ 
tion, the maze of rules of eligibility and the inadequacy of 
information and referral pathways; 

3. A lack of well trained staff, hence problems of supervis¬ 
ing, monitoring, and regulating against the possibility of 
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fraud, abuse and poor quality care, especially when care 
is given in such a wide range of sites; 

4. High costs of transport for clients to central sites, and 
high travel time for service providers to peripheral sites; 
and 

5. Inefficiencies that are inherent in a system in which clients 
with multiple problems use multiple services that cut across 
traditional disciplinary boundaries, where the services are 
neither coordinated or integrated. Furthermore, even 
when the alternative care system is functioning smoothly 
and efficiently, it may sometimes have the paradoxical ef¬ 
fect of hasteningg^rather than delaying a client’s admission 
to an institution. 

In determining the type of care that is most appropriate for an 

individual, a reliable tool should exist to evaluate alternatives. Unfor¬ 

tunately, reliable methodological procedures are not available to evaluate 

home and community-based care and institutional care; even for the 

most straightforward type of care. 

Two classes of characteristics are especially germane; 
1) baseline prognostic features that affect rates of decline or 
recovery irrespective of initial severity of health or social 
problems; and 2) prognostic features that affect rates of de¬ 
cline or recovery irrespective of initial severity (e.g., type 
of problem, premorbid level of function). There are a vari¬ 
ety of assessment procedures that can serve these ends, in¬ 
cluding measures of contracts, objective and subjective 
health, and operationally defined diagnosis. Unfortunately, 
these may vary, unexpectedly, between treatment setting. 
Similar patients may not obtain similar scores when placed in 
different settings in which different other variables are oper¬ 
ating. 

Furthermore, to determine the most appropriate level of care 

assumes that goals for long-term health care are agreed upon. 

The most pertinent criteria for evaluating alternatives in 
long-term care is the effectiveness of these alternatives in 
achieving certain outcome goals, including: securing for the 
functionally impaired, elderly person, whatever personal as¬ 
sistance, basic care and shelter is required and is not avail¬ 
able from informal or other formal sources; enhancement of 
survival, functioning and social engagement levels as much as 
possible for that person; and doing so while preserving as 
far as possible the q^ptinuing of the person’s lifestyle and a 
high state of morals. 
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However, different components of the long-term health care sec¬ 

tor place different emphasis on these varying aspects. 

Those components at the institutional end of the spectrum, or 
those espousing a medical and nursing model of treatment, 
may stress the preservation or improvement of functioning; 
while components at the other end ofgthe spectrum may focus 
on the quality of life of their clients. 

Finally, these various goals are faced with yet another, often contradic¬ 

tory goal of keeping government expenditures on the program at a mini¬ 

mum. "Cost containment goals are also regarded as crucial goals for 

long-term care alternatives in the current politico-economic view of a 

30 society with limited resources." 

When analyzing the alternatives of home and community-based 

services and institutional services, the question of life satisfaction of 

the elderly should be included in the equation. However, this isn’t 

easy. "It is difficult to integrate these factors into cost-effective 

equations in a quantitative fashion but it makes a travesty of the con- 

31 cept of effectiveness if they are omitted." 

There are also hidden goals in the provision of long-term care 

that should be considered when analyzing alternatives. Garland, Ben¬ 

nett, and Wilder provide examples of some of these. 

However, quite different goals may be equally important in 
shaping the nature and utilization of the long-term care sys¬ 
tem; the desire of a service to perpetuate itself; the striving 
for identify and purposefulness on the part of administrators 
and staff; the perceptions and preferences about fulfillment of 
needs held by the clients, their families, or their neighbors; 
the competing interests of other services or other clients; and 
the conservation of personal as opposed to public resources. 
Obvious difficulties can arise in an evaluation study in docu¬ 
menting and reconciling these various perspectives with their 
differing and sometimes conflicting goals. 
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Nevertheless, proponents of home and community-based alterna¬ 

tives to institutionalization have claimed that a home and community- 

based system designed to meet the health and social needs of the elder¬ 

ly, is a more appropriate level of care than institutionalization. 

Good news has emerged, however, from recent studies and 
actual field experience. Consistently it appears that the 
quality of life for elderly people who remain in the community 
and receive care is better than for those who enter long-term 
care facilities. In fact, alternative services are taking their 
place in communities throughout the country in a contj^mum of 
care for the elderly that encompasses nursing homes. 

Although the issue of appropriateness of care is difficult to set¬ 

tle, the question of the cost savings associated with home and commu¬ 

nity-based care is less vague. Whenever home and community-based 

alternatives are proposed, the cost-saving aspects of the program were 

always mentioned. 

In that study, the average cost of participating in a day care 
program was added to the cost of living at home, and this 
combined figure was compared to the cost of nursing home 
residency. The comparison provided a promising possibility 
of 12-35% savings, with one important caveat: savings would 
accrue only if day cara4was actually used as a full substitute 
for nursing home care. 

This leads to another issue which surrounds the provision of 

home and community-based services: the potential population that would 

receive services under such a program. Tobin and Kulys discuss dem¬ 

ographic problems the public sector could face in providing home and 

community-based alternatives. 

For example, while less than 6 percent of all those aged 65 
and over reside in institutions, 7 to 8 percent of community¬ 
dwelling elderly are essentially homebound (one of four of 
whom are bedridden), and an equal percentage are quickly 
becoming homebound. A more recent study revealed that 17 
percent of community elderly are greatly or extremely im¬ 
paired in carrying out the activities of daily living. Indeed 
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in 1975, 47 percent of non-institutionalized elderly were lim¬ 
ited in some way because of chronic impairment. Impairment 
is characteristic of those who live in institutions but a great¬ 
er percentage of those with similar impairments live outside of 
institutions. 

In the absence of publicly supported home and community-based 

services for long-term health care, it is the family that primarily 

provides assistance to the impaired elderly in the home. 

Only 6 of the 249 elderly respondents were unable to name a 
responsible other and of the 243 who named a specific other 
person, 88 percent named a family member. That percentage 
is almost identical to the 89 percent of elderly in a General 
Accounting Office study who, when asked who would be the 
primary source ^r assistance if sick or disabled, identified 
family members. 

It is safe to assume that in the absence of the HOBS waiver 

program, the family would continue to assume the burden of providing 

the long-term health care needs of their elderly family members. 

"Family members, therefore, care for their impaired elderly at home 

even when the burden of caring is enormous; suffer great pangs of 

guilt when institutional care becomes necessary; and maintain contact 

37 after institutionalization." 

The demographic problems surrounding the HCBS waiver pro¬ 

gram are less severe if the program is offered as a substitute for insti¬ 

tutional care. However, this often isn’t the case. "Home health 

services are not considered a substitute for institutional care. They 

38 frequently offer an alternative to such care." Weissert discusses the 

problem surrounding the substitutability of home and community-based 

services for institutional care. 

Generically, the problem is the substitution of ambulatory 
care for inpatient care, . . . All too typically, the substitu¬ 
tion does not really work. The problem is that for every 
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case that is actually shunted from an inpatient to an out¬ 
patient setting, several more entirely new cases are drawn in¬ 
to the health care system by virtue of the more accessible 
outpatient care . . . Consequently, solving the problem of 
substitutability looms as a major barrier to implementation of 
alternatives in long-tergi care as a cost-effective substitute 
for nursing home care. 

An alternative care program could result in an expansion of 

services, which would limit the potential dollar savings for such a pro¬ 

gram. 

Earlier hopes that alternative care might result in uniform 
cost savings have been modified. Some critics feel that, 
under the current financing system, alternatives services are 
Tadd-onsT not previously offered, rather than substitutes for 
more expensive nursing home care, and may not delay entry 
into a nursing home. They argue that substituting commu¬ 
nity-based for institutional care would probably result in 
substantial savings for only a small number of nursing home 
residents, whose beds would then likely be filled by individ¬ 
uals awaiting placement from hospitals and the community. 

In order for the HCBS waiver program to be financially suc¬ 

cessful, the provision of home and community-based alternatives to in¬ 

stitutional care may not result in the expansion of services to individ¬ 

uals who were not previously covered by Medicaid. 

Enactment of the HCBS Waiver Program 

As mentioned above, President Reagan came into office pledging 

to reform many of the social programs that had become very expensive. 

Medicaid was one of these programs, and after his inauguration he an¬ 

nounced his plan to lower spending on the program. 

Reagan hopes to cut $1 billion out of Medicaid’s $18.2 billion 
budget for 1982 amount and save up to $5 billion annually by 
1989. He would do so mainly by setting a limit on the federal 
contributions to the program, which is financed jointly with 
the states, and lettin|L Washington’s support grow only to 
keep up with inflation. 
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In addition to the limit on the program, the President’s plans 

included a program which would allow home and community-based ser¬ 

vices to replace more institutional care when appropriate. To achieve 

this, certain requirements of the Medicaid program would have to be 

waived. President Reagan’s support for the waiver of Medicaid’s re¬ 

quirements, which often prevented less expensive and more appropriate 

services, came to a test in 1981 in the case of Katie Beckett, a three 

year old who was receiving Medicaid benefits for her hospital care. It 

was argued that Katie could receive less expensive, more appropriate 

care at home. Nevertheless, Katie remained hospitalized because Medi¬ 

caid would not finance all of the services she required for home care, 

and her parents could not afford the difference. 

Paralyzed almost since birth, the three-year-old girl was kept 
in a hospital at Cedar Rapids, Iowa, because of a welfare rule 
— even though doctors said she could get better care at 
home at a big saving to taxpayers. 

Under federal rules, Katie would lose Medicaid benefits if 
she went home. Since her parents could not afford the 
$3,400 a month cost for home treatment, the goverjyient was 
paying $12,000 a month to keep her in the hospital. 

Although the Beckett case involved hospital services, it reflects 

the President’s attitude toward programmatic aspects which prevent 

sensible cost savings. 

It was the sort of government red tape Ronald Reagan has 
denounced for decades that prompted the President to go to 
bat for Katie Beckett . . . 

Reagan, who heard of Katie’s plight through Representa¬ 
tive Thomas Tauke (R-Iowa) told his November 10 news con¬ 
ference that it was ’an example of the type of thing that goes 
on that has to be corrected’. Within two days. Health and 
Human Services Secretary Richard Schweiker waived the rules 
and liospital officials said Katie would be home by Christ¬ 
mas. 
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The HCBS waiver program was just one of President Reagan’s 

plans to reduce the high cost of the Medicaid program. His main pro¬ 

posal to control spending on the program was by imposing limits on fed¬ 

eral contributions to states. These limits, he believed, would result in 

a $1.3 billion saving over the $18.8 billion federal Medicaid budget for 
44 

fiscal year 1982 requested by President Carter. President Reagan 

proposed a spending cap which would limit the amount a state could 

claim in federal matching revenue to a five percent increase each 

45 year. 

This five percent limit was rejected by the Senate Finance Com- 

46 
mittee and was replaced by a nine percent cap. Meanwhile, the 

House passed Medicaid without a spending cap. Instead, the House 

achieved similar savings by reducing federal contributions to state 

Medicaid programs by three percent for 1982, two percent in 1983, and 

47 an additional one percent in 1984. 

The Reagan Administration believed that the only way to control 

spending on the Medicaid program was through a cap. 

Leading the administration’s fight for the Medicaid cap had 
been David A. Stockman, Director of the Office of Manage¬ 
ment and Budget. Stockman argues that a ceiling on the in¬ 
crease in federal contributions to Medicaid, the state-funded 
health care program for the poor, is the only way to control 
costs. Otherwise, he contents, spending for the entitlement 
program will continue to rise at the ’budget busting’ rate of 
15 percent^ year, v/hich has been the annual rise in health 
care costs. 

Chief opposition to the spending cap came from state officials 

who felt that the federal government would only be transferring the 

program’s financial problems to the states. ’’State officials, guided by 

the National Governors Association (NGA), contend that a cap would 
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only shift millions of dollars in costs to the states, which say they are 

already overburdened by Medicaid budgets swollen by escalating hos¬ 

pital costs."^ This opposition to the cap by state officials already had 

resulted in the exclusion of a budget cap in the House’s budget recon- 

49 ciliation bill. 

The final outcome that was agreed to reduced Medicaid spending 

by about $1 billion annually; however, Reagan’s efforts to place a cap 

50 on the program failed. The final compromise basically resembled the 

House bill. 

Under the reconciliation agreement, the Medicaid program still 
faces a substantial loss of federal funds. A cut of 3 percent 
is planned for fiscal 1982, for estimated savings of $920 mil¬ 
lion; 4 percent for 1984, saving $1,002 billion. The savings 
could be less, however, i^ economic conditions made more 
people eligible for Medicaid. 

The report of the conference committee was approved as Title 

XXI of the Omnibus Budget Reconciliation Act of 1981. Even with this 

action, many still expected the cost of the health care program to rise. 

Despite the percentage reductions, federal spending for the 
entitlement program still is expected to increase in future 
years because of rising health care costs. The Congressional 
Budget Office estimated the federal government will spend 
about $600 million more for Medicaui in fiscal 1982 than in 
1981, and $2.3 billion more in 1983. 

The inability of the Reagan Administration to place a "cap” on 

the program probably reduced the opportunity for significant savings 

for the HCBS waiver program. In the absence of the cap, individual 

states are left to decide whether a HCBS waiver program will be an 

expansion of, or a substitution for, current Medicaid services. If 

Medicaid was capped, most states would have been forced to cut back 

on Medicaid services, provide less expensive alternatives such as home 
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and community-based services, or make up the difference with state 

funds. 

Aspects of the Waiver 

The HCBS waiver program was enacted as section 2176 of Title 
53 

XXI of the Omnibus Budget Reconciliation Act of 1981. As mentioned 

above, the main feature of Title XXI in reducing costs of the Medicaid 

program is a reduction in the total federal reimbursement rates for 

states by 3 percent in 1982, 4 percent in 1983, and 4.5 percent in 

1984. The Omnibus Budget Reconciliation Act also attempts to save 

money by allowing states greater flexibility in the operation of their 

Medicaid programs. ”. . . the state Medicaid programs have been 

given much more flexibility in reimbursement for hospitals and in cer¬ 

tain matters of coverage, which should help them to hold down their 

costs. 

In addition to the HCBS waiver program. Title XXI includes 

several other provisions which attempt to provide the states with great¬ 

er flexibility in administering the Medicaid program. These provisions 

include: repealing most Medicaid coverage and service requirements 

with respect to the medically needy, allowing states greater flexibility 

in covering individuals 18-20 years old; the removal of Medicaid's 

reasonable charge limitation; and the waiver of certain requirements of 

state Medicaid plans such as the statewideness requirement and the 

56 freedom of choice provision. Other Medicaid requirements may be 

waived by the Secretary of Health and Human Services to allow a state 
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the ability to implement certain service alternatives which would result 

in a more efficient program in that state. 

Certain federal requirements may be waived to the extent 
that the Secretary finds it to be cost-effective, efficient and 
not inconsistent with program intent for a state to (1) imple¬ 
ment a primary-care, case-management system; (2) allow a 
locality to act as a central broker in assisting Medicaid bene¬ 
ficiaries in selecting among competing health plans; (3) share 
with recipients (in the form of additional services) savings 
resulting from the use of more cost-effective care; and (4) 
restrict the provider from whom th^ beneficiary can obtain 
services (in other than emergencies). 

58 
Section 2176 of the Act implements the HCBS waiver program. 

Formally entitled the Waiver to Provide Home and Community-Based Ser¬ 

vices, this program gives the states greater flexibility in administering 

long-term health care services. The HCBS waiver program allows states 

to receive federal matching funds for approved home and community- 

based services that are not primarily medical in nature as previously 

required. 

Federal matching has been available under Medicaid only for 
services that are primarily medical in nature. Now the Secre¬ 
tary may by waiver allow a state to include under its Medicaid 
plan approved home or community-based services, except for 
room and board to individuals who, without these services, 
would require care in an SNF (skilled nursing facility) or^CF 
(intermediate care facility) paid for under the state plan. 

This program allows a state to provide Medicaid clients with a 

complete home health care package. This would include both medical 

services and other non-medical services that are necessary to allow an 

individual to reside in a non-institutional setting. Home and Commu¬ 

nity-Based Services included in the waiver consist of the following: 

(1) Case management services; (2) homemaker services; 
(3) home health aids services: (4) personal care services; 
(5) adult day care services; (6) habilitation services; 
(7) respite care services; and (8) other services requested 
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by the state Medicaig^ Agency and approved by the HCFA as 
being cost-effective. 

The provision of home and community-based services by a state 

is subject to assurances made by the state to the Secretary of Health 

and Human Services. 

Such services must be provided pursuant to a written plan 
of care, and states must assure that: (1) necessary safe¬ 
guards have been taken pertaining to beneficiaries’ health and 
welfare and to financial accountability for funds expended on 
these services; (2) they will evaluate the need for such ser¬ 
vices with respect to those entitled to SNF or IGF care; 
(3) individuals determined likely to require SNF or IGF care 
are informed of these alternative services; (4) the estimated 
average per capita expenditure for all services provided to 
individuals under this waiver would not exceed what would 
have been spent in the absence of the waiver; and (5) they 
will provide inform^on annually to the Secretary on the im¬ 
pact of the waiver. 

In addition to waiving the requirement that Medicaid services 

must be primarily medical in nature, the HCBS waiver program allows 

the Secretary of Health and Human Services to waive other restrictions 

placed on the states. ”In this connection, the Secretary also may waive 

the requirements that services be provided statewide and that services 

for comparable groups must be the same in amount, duration, and 

scope.” This aspect of the HCBS waiver allows a state to offer ser¬ 

vices under Medicaid to certain areas of a state, either for demonstra¬ 

tion purposes or for economic reasons. Without this provision, all in¬ 

dividuals with comparable service needs eligible for Medicaid in a state 

must have equal access to services offered by the program. 

Paragraph (4) of section 2176 limits services under the waiver 

to individuals for whom waiver services would not exceed the cost of 

63 
services in the absence of the waiver. This aspect insures that 
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waiver services will only be provided to individuals for whom such a 

program would be cost-effective. 

The Tax Equity and Fiscal Responsibility Act of 1982 amended 

section 2176 of the Omnibus Budget Reconciliation Act of 1981 by re¬ 

quiring assurances that states will evaluate individual eligibility for 

64 home and community-based care under the waiver. 

The Health Care Financing Administration of the Department of 

Health and Human Services is responsible for the federal administration 

of the HCBS waiver program. Federal regulations issued by the HCFA 

emphasize the financial aspects of the program. Also, states must make 

assurances that they are following the intent of the HCBS waiver. The 

state agency must submit to the HCFA sufficient information to ensure 

the requirements of a state waiver program are being met. The state 

must supply, at a minimum, the following information: 

A. A description of the safeguards necessary to protect the 
health and welfare of recipients. 

B. A description of the records and information that will be 
maintained to support financial accountability. 

C. A description of the agency’s plan for the evaluation and 
re-evaluation of recipients, including a description of who 
will make these evaluations and how they will be made. 
The information must include a copy of the evaluation in¬ 
strument to be used and provide for the maintenance of 
written documentation of all evaluations and re-evaluations. 

D. An explanation with supporting documentation of how the 
agency estimated the per capita expenditures for both in- 

and non-institutional services included in the 

The final point above relates to assurances made to the HCFA 

by the state that average per capita expenditure for services under the 

waiver must not exceed the average per capita expenditures of the cost 

of all services in the absence of a waiver. To determine that the state 

stitutjqmal 
plan. 
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is in compliance with this requirement, the state must provide data to 

support the following equation: 

(A x B) + (C x D) / (F x G) + (H x I) 
F + H F + H 

where: 
A = the estimated number of beneficiaries who would 
receive the level of care provided in an SNF, IGF, or 
ICF/MR under the waiver. 
B = the estimated Medicaid payment per eligible Medicaid 
user of such institutional care. 
C = the estimated number of beneficiaries who would re¬ 
ceive home and community-based services under the waiver 
or other institutional alternative services included under 
the state plan. 
D = the estimated Medicaid payment per eligible Medicaid 
user of such home and community-based services. 
F = the estimated number of beneficiaries who would likely 
receive the level of care provided in an SNF, IGF, or 
ICF/MR in the absence of the waiver. 
G = the estimated Medicaid payment per eligible Medicaid 
user of such institutional care. 
H = the estimated number of beneficiaries who would re¬ 
ceive any of the noninstitutional, long-term care services 
otherwise provided under the state plan as an alternative 
to institutional care. 
I = the estimated Medicaid payment per eligible Medjpaid 
user of the noninstitutional services referred to in H. 

A waiver granted under the HCBS waiver program may be ter¬ 

minated upon request of a state prior to the expiration of the three- 

year period, provided the state notifies recipients of services under the 

67 
waiver and the HCFA thirty days prior to termination. Furthermore, 

the HCFA may terminate a waiver if it finds that the state is not meet- 

68 
ing any of the above requirements. 

Immediately after the HCBS waiver programs became an available 

option for states, Montana began planning for a waiver program. By 

December of 1981, Montana was operating such a program in the state. 

The next chapter begins with this. 
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CHAPTER 4 

ALTERNATIVES IN MONTANA 

The HCBS waiver program has been providing alternatives to 

institutionalization for Medicaid recipients in Montana since Decesmber, 

1981. Montana applied for, and was granted, two separate waiver pro¬ 

grams. The first waiver program was implemented in December of 1981. 

This program covered developmentally disabled individuals in Lewis and 

Clark County. This program has been replaced by a second waiver 

program which is statewide for both elderly and developmentally dis¬ 

abled individuals. Montana’s adoption of the HCBS waiver program is 

the latest development in the state’s movement toward deinstitutionaliza¬ 

tion and the development of community-based alternatives. 

The movement toward deinstitutionalization for the developmen¬ 

tally disabled (DD) in Montana culminated with the enactment of major 

legislation during the 1975 Legislative session. This legislation was in 

response to changing attitudes toward deinstitutionalization. 

In recent years, attitudes toward the care and treatment 
of mentally ill and developmentally disabled individuals have 
shifted significantly. While historically, care and treatment 
emphases focused on aiding people within the confines of an 
institution, more recent philosophy holds that care and treat¬ 
ment for both developmentally disabled and mentally ill people 
should be provided in the least restrictive setting possible 
consistent with the availability of adequate care and treatment 
services. 

With these changes in the philosophy toward the long-term care 

of the DD came a variety of federal and state mandates to develop 
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deinstitutionalization programs. In Montana the movement toward dein¬ 

stitutionalization followed two main thrusts. 

1. To the extent possible, recognizing patient and resident 
needs and community treatment services available, to relo¬ 
cate patients from the state institutions and place them in 
community-based treatment settings. 

2. To sharply restrict the future institutionalization of most 
developmentally disabled people and selected mental health 
patients and provide alternative treatment and develop¬ 
mental services at the community level. 

This new attitude toward caring for the DD in Montana sharply 

contradicted previous policies expressed in legislation of the 1940’s. 

Montana’s Institutional Bias 

The Developmental Disabilities Act of 1943 established the Mon- 
3 

tana State Training School and Hospital at Boulder. This Act ex¬ 

pressed a strong bias toward institutionalization based on the ’’medical 

4 model” of mental retardation. The attitude behind this 1943 Act is 

shown in the responsibilities it stated for the institution at Boulder: 

. . . the mental, moral and physical education and training of 
subnormal persons whose defects prevent them from receiving 
proper instruction and training in the public school, or who 
are so mentally deficient that they are incapable of managing 
themselves or their affairs independently with ordinary pru¬ 
dence or of being taught to do so, or who require control 
and education for their own welfare and the welfare of 
others, and minors whose intelligence will not devlop without 
such care; epileptics and subnormal adults whose defects pre¬ 
vent them from taking care of themselves or their prqperty, 
or who, from social standards, are a menace to society. 

This list of responsibilities accurately represents the attitude 

that prevailed for caring for the developmentally disabled. The attitude 

expressed in the 1943 law was summarized in a 1976 study on deinstitu¬ 

tionalization. 
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. . . but the Act of 1943 makes clear that, traditionally, the 
policy toward the develop mentally disabled was to segregate 
and institutionalize them. They were not merely "sub¬ 
average” in intellect, but they were "subnormal persons." 
The intellect itself was not amoral, but moral. Consequently, 
educational and training efforts intrude even into the realm of 
morality. 

However, the developmentally disabled were "a menace to 
society" from, of course, prevailing "social standards." Not 
only did their "defects prevent them from taking care of 
themselves or their property," but also from respecting, let 
alone understanding, the rights of others — presumably the 
persons of others and their property. The developmentally 
disabled required "control and education for their own welfare 
and the welfare of others." 

Home and community-based services for the DD weren’t even a 

consideration of the 1943 legislation. 

They are, after all, subnormal — vegetables with no potential 
for human development — and they have no rights. They 
are capable of living in physically ’unaesthetic’ surroundings 
and incapable of leading a ’normal’ life in the community. 
The prognosis for them is a life of dependency. Treatment is 
futile, and when offered a privilege/ 

In 1967 the Legislature established the Eastmont Training Cen¬ 

ter at Glendive. This act, which created a second institution to serve 

DD individuals in Montana, indicated a slight trend toward deinstitu¬ 

tionalization. "It’s properly speaking, a mental retardation center for 

residential and outpatient care of mentally retarded persons residing in 
o 

Montana." Nevertheless, like the Boulder institution, Eastmont basic¬ 

ally reinforced the state’s reliance on institutions to serve the devel- 
9 

opmentally disabled. 
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The Deinstitutionalization Movement 

The basis of Montana's present system of providing alternatives 

to institutionalization for the developmentally disabled rests on legisla¬ 

tion enacted during the 1974* and 1975 Legislative Sessions.^ The 

catalyst for reform was a strike by employees at both the Warm Springs 

State Hospital and the Boulder River School and Hospital (BRSH) in 

1974. Prior to this strike, the number of patients at both institutions 

had grown to almost twice the recommended level. From 1970 to 1973, 

the population at Boulder averaged 766 patients; the recommended maxi¬ 

mum capacity for the institution was 400.** 

When the National Guard was called in to replace the striking 

workers, attention focused on the poor conditions existing in the insti¬ 

tutions. This led to a suit by the federal government against the State 

Director of Institutions, the Acting Superintendent of Boulder River 

School and Hospital, and the Acting Director of the Division of Mental 

Retardation alleging severe violations of the rights of the residents of 

the institutions. The lawsuit was dismissed by the U.S. District Court 

on the grounds that the federal government lacked standing to bring 

the suit. Nevertheless, the strike and subsequent lawsuit provided the 

impetus for the state to reconsider its long-term care policy toward the 

developmentally disabled. 

Several other factors were also important in bringing changes to 

Montana’s policy toward caring for the developmentally disabled and 

* Montana’s 1972 Constitution provided for annual legislative 
sessions. The Constitution was amended in 1974 to the present system 
of biennial sessions. 
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mentally ill. First of all, precedent established in two federal court 

decisions made future suits against Montana likely. Wyatt vs. Stickney 

and the New York Association for Retarded Children, Inc, vs. Carey 

established a level of service that public providers of care for the de- 

velopmentally disabled were responsible for. 

While these decisions did not bind Montana, they did indicate 
that the state was vulnerable to suit and that suit could im¬ 
pose standards which might result in: (1) substantial in¬ 
creases in institutional operating costs; and (2) significant 
loss of state control over the design and the cost of services 
provided to institutional patients. 

Secondly, perhaps in response to the court decision, the feder¬ 

al government enacted legislation which could result in the withholding 

of federal funds under Title XX of the Social Security Act. This would 

occur if it was determined that a state’s actions were not consistent 

with the intent of the law which required that services to the develop- 

mentally disabled should help them to maximize their potential in the 

least restrictive setting possible. 

Perhaps as an outgrowth of the Wyatt-Stickney and related 
decisions, the U.S. Congress mandated (Section III, Title II, 
Public Law 94-103) not only that develop mentally disabled in¬ 
dividuals had the right to certain services which would help 
them maximize their full development potential, but also that 
these services should be provided in a setting which is ’’least 
restrictive of a person’s liberty.” The law also held that 
federal funds could be withheld if services were not provided 
consj^tent with the spirit and specific requirements of the 
law. 

The result of these events was the passage of two important 

bills concerning deinstitutionalization in Montana during the 1975 Legis¬ 

lative Session. Prior to the 1975 legislation, the 1974 Legislature 

. 14 passed the Montana Developmental Disabilities Act. This Act assigned 



54 

specific responsibility to the Montana Department of Social and Rehabili¬ 

tation Services: 

The Department may establish and administer community 
comprehensive services, programs, clinics, or other facilities 
throughout the state for the purpose of aiding in the preven¬ 
tion, diagnosis, amelioration, or treatment of developmental 
disabilities. Programs, clinics, or other services may be pro¬ 
vided directly by state agencies, or indirectly through con¬ 
tract or cooperation arrangements with other agencies of the 
government, regional, or local, private or public agencies, 
private professional^,persons or in accredited health or long¬ 
term care facilities. 

The 1974 Legislature also established the State Mental Hospital 

Advisory Council. This council, appointed by the Governor, provided 

continuous input on care for the develop mentally disabled. "Committee 

activities culminated in the issuance of a comprehensive report in Janu¬ 

ary, 1977, a report which recommended reduction in institutional popu¬ 

lations and increase in the treatment of the mentally ill with community- 

based services."^ 

In 1975 the Legislature effectively changed the state’s orienta¬ 

tion for treatment of the mentally ill and developmentally disabled from 

institutions to the community. The Developmental Disabilities Act of 

1975 amended certain aspects of the 1943 and 1967 Acts.*^ The 1975 

Act stated the following goals for the care of developmentally disabled 

individuals: 

1. to secure for each person who may be developmentally dis¬ 
abled such treatment and habilitation as will be suited to 
the needs of the person, and to assure that such treat¬ 
ment and habilitation are skillfully and humanely adminis¬ 
tered with full respect for the person’s dignity and per¬ 
sonal integrity; 

2. to accomplish this goal in an institutional setting only when 
less restrictive alternatives are unavailable or inadequate 
and only when a person is so severely disabled as to re¬ 
quire institutionalized care; 
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3. to accomplish this goal whenever possible in a community- 
based setting; and 

4. to assure that due process of law is acpprded any person 
coming under the provisions of this act. 

This Act changed the pattern of care for the developmentally 

disabled in Montana from the institution to the community. 

Moreover, the proper place of those who are developmentally 
disabled, until shown to be otherwise, is assumed to be in 
the community. Treatment and habilitation should not be de¬ 
signed to remove them from this setting. Treatment and ha¬ 
bilitation should be designed to increase thei^ capacity for 
maintaining and protecting their position there. 

Similarly, the Treatment of the Mentally 111 Act of 1975 applied 

the same principles adopted for caring for the developmentally disabled. 

,TEssentially the act made involuntary commitments more difficult and 

stated that patients should be institutionalized only when adequate 

20 community-based services were unavailable.” 

The result of the 1975 legislation was rapid deinstitutionalization 

in Montana for developmentally disabled individuals. 

Deinstitutionalization 

Deinstitutionalization of developmentally disabled and mentally ill 

individuals has been in operation in Montana for the past decade. The 

experiences of this program are important in predicting the outcomes 

for the HCBS waiver program. An evaluation of the deinstitutionaliza¬ 

tion program in Montana reveals that immediately after the 1975 legisla¬ 

tion, Montana experienced widespread deinstitutionalization. By 1977, 

the number of patients at Boulder River School and Hospital had de- 

21 creased 68 percent to 274. This rapid decrease led many to claim 

great success for the program. Governor Thomas Judge, praising the 
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program, called Montana a "forerunner in the field of deinstitutionaliza- 

.. ,r22 tion." 

Although the main intent of the deinstitutionalization program 

was to lower the number of individuals in institutions, which was 

achieved, the program also benefitted from the lower costs of non- 

institutional care. 

The report indicated that the deinstitutionalization program 
has been adequately funded (appropriated funds increased by 
63% in FY 1977) and has provided services at far less cost 
per capita than has Montana's institution for DD persons. 
Average annual per capita cost for community-placed DD per¬ 
sons was $10,891 in FY 1977; institutional costs were $28,257 
per capita, omitting fixed capital costs. The ratio of institu¬ 
tional qn^t per capita to community cost per capita then is 
2.59:1. 

Nevertheless, the state's expenditures for both institutional and 

non-institutional services did not decrease, as there was little reduction 

in the budget for institutions. "The initial appropriation to the DD de¬ 

institutionalization program was $3,837,297 in FY 1976. In FY 1977, 

this amount increased to $6,259,443, a 63 percent increase. By con¬ 

trast, the DD institutional appropriations were $8,930,850 in FY 1976, 

24 
and $8,038,070 in FY 1977." Even with the main thrust of the pro¬ 

gram aiming to reduce the number of individuals in institutions, there 

is evidence that the Legislature intended the program to be operated 

from savings from the institutional program. The intent of the legisla¬ 

tion follows: 

1. To encourage the institution to reduce operating costs as 
patient population decreases. 

2. To ensure that institutional cost reductions could be trans¬ 
ferred to the community to contribute to the costs of fhe 
community-based services being provided to individuals. 
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Nevertheless, funds were never transferred from the institu¬ 

tions’ budgets to the deinstitutionalization program. Instead, the Leg¬ 

islature provided more than enough funds for both of the programs. 

To date, the mechanism has not been used and no budget 
transfers have occurred . . . More than adequate funds 
(Federal Title XX and Montana General Fund resources) were 
allocated to the DD division to purchase community-based 
services. Because of funding adequacy, there has0^een no 
pressure to transfer funds from the Boulder budget." 

Evidently the fixed costs associated with operating state institu¬ 

tions prevent any significant reductions in cost when deinstitutionaliza¬ 

tion services are added. ”As can be clearly seen . . . more than 95% 

of the costs in each institution can be classified as fixed or semi¬ 

variable costs and as such, are not sensitive to small shifts in patient 

27 population. ” 

An evaluation of the deinstitutionalization program revealed sev¬ 

eral other interesting aspects. First of all, the difference in per capita 

costs for individuals served in an institution and for those deinstitu¬ 

tionalized can be accounted for in part by the fact that institutions 

generally care for the more severe cases. 

Obviously it costs more to provide care and treatment for a 
severely profoundly mentally retarded person who may be 
non-ambulatory than a mildly mentally retarded person who is 
ambulatory. As a result, institutional costs may not be to¬ 
tally compar^ple to deinstitutionalized costs because of patient 
differences. 

Secondly, community-based services under the deinstitutional¬ 

ization program are less costly to the state because of the higher per¬ 

centage of federal contribution to such programs. The federal govern¬ 

ment pays 33.9 percent of the costs for institutions, 53.1 percent for 

29 community-based services. 
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Thomas Clack in a study for the Office of Budget and Program 

Planning found that the deinstitutionalization program was cost- 

effective. "When viewed from a cost perspective alone, it would seem 

to be to the state’s advantage to deinstitutionalize the maximum feasible 

30 number of DD persons." Although services were less expensive, the 

study revealed that individuals were not necessarily better off. "The 

report says that although no aspect of behavior deteriorated from levels 

found in the institution, the success must be qualified. ’As mans [sic] 

of them stated that they missed friends or routines at the institution as 

31 they expressed happiness with their new surroundings’." 

One outcome of the deinstitutionalization program that is impor¬ 

tant for the HCBS waiver program is that further deinstitutionalization 

in the state will be difficult. 

Placements have slowed in recent months and 1977 activities 
are below previous levels. In addition, most FY 1977 place¬ 
ments occurred during the early months of the fiscal year and 
in recent months, placements have been extremely limited. 

As placements have slowed, the severity, in terms of re¬ 
tardation, of the population remaining to be placed has in¬ 
creased. 

There appears to be a consensus among program operators 
that future community placements will be increasingly diffi¬ 
cult. 

In general, community facilities and services consistent 
with the needs of the remaining deinstitutionalized population 
are extremely limited. 

There is some question whether services can be cost- 
effectively developed to ma^t the needs of the bulk of the 
remaining client population. 

The deinstitutionalization program in Montana was very success¬ 

ful in that it was able to place many clients in the community. How¬ 

ever, deinstitutionalization occurred with little regard for costs. Fur¬ 

thermore, the program limits the cost savings possible under the HCBS 
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waiver programs by having already placed the less expensive patients 

in the community. 

The Elderly 

With deinstitutionalization for the developmentally disabled 

slowing by 1978, concern shifted to creating alternatives to nursing 

homes for the elderly. As early as 1978, the Department of Social and 

Rehabilitation Services was seriously considering providing home and 

community-based services as a substitute for nursing homes. Estimates 

in late 1977 predicted that the state’s Medicaid budget would overspend 

its general fund appropriation by $30 million, leaving the general fund 

$12 million in the red. The major part of this budget overrun was 

caused by nursing home care costs. Pat Melby, Director of the Depart¬ 

ment of Social and Rehabilitation Services, proposed a program that 

would utilize twelve social workers throughout the state to facilitate the 

34 development of community-based alternatives. 

Melby argued that a large percentage of the nursing home pop¬ 

ulation could be served in less expensive community-based settings. 

”As many as 20 percent of those people now in nursing homes receiving 

Medicaid don't really need to be in such a setting. Medicaid continues 

to flow to these residents, he said, because there aren’t alternatives 

35 available.” Expenditures, according to Melby, would have been as 

little as $300 per month per client while nursing home costs were $1,000 
n p 

a month per client. Such services, he claimed, would also reclaim the 

37 dignity of the elderly. This proposal, however, was rejected by the 

Legislature. 
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In July of 1980, Montana’s Department of Health and Environ¬ 

mental Sciences released a report which examined the feasibility of es¬ 

tablishing alternative long-term care programs to care for the elderly of 

the state. The results of this study determined that there was suffi- 

38 cient need in the state to justify an alternative care program. The 

study identified a need to overcome the financial barriers associated 

with private insurance, Medicare and Medicaid in order for alternatives 

39 to nursing home care to be successful. 

Also, the study indicated that 18 percent of the state’s nursing 

home population would not have to be there if other alternatives 

existed. 

Approximately 3% of Medicaid recipients in nursing homes 
score high enough on the Geriatric Functional Rating Scale to 
indicate independent living. Eighty-two percent of the Medi¬ 
caid recipients in nursing homes scored less than 20 on the 
Geriatric Functional Rating Scale, indicating likely institution¬ 
alization. For many of the others, no alternative is available. 
These findings indicate that for the elderly Medicaid popula¬ 
tion in nursing homes, Montana is performing better than the 
often quoted 20 to 25% inappropriate placements in nursing 
homes (for the elderly). 

The study did not claim that such services would be less ex¬ 

pensive than nursing home services; instead, it argued that there was 

insufficient evidence to make predictions on costs for home and 

community-based services. The study did find, however, that the 

existence of home and community-based alternatives would eventually 

lessen the state’s need for additional nursing home services. 

Indications are that no current nursing home beds would 
be vacant if appropriate alternatives were in place and were 
utilized as estimated . . . Therefore, in the short run, 
nursing home bed occupancy would not be signficantly im¬ 
pacted. However, there is likely to be a significant decrease 
in the growth of nursing home bed requirements (ogjupancy) 
if appropriate alternatives are available and utilized. 
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This study was released in 1980. Its effects on the provision 

of long-term care services to elderly Medicaid recipients in the state 

were minimal. However, events at the federal level were soon to 

change the state’s provision of long-term care services to the elderly 

under Medicaid. 

Montana’s Waiver Program 

With the enactment of the Omnibus Budget and Reconciliation 

Act of 1981, states were allowed to apply for the waiver of certain 

Medicaid requirements under the HCBS waiver program. Montana ap¬ 

plied for and received permission to operate a waiver program, and by 

December 2, 1981, it was in operation. Montana’s original waiver pro¬ 

gram was limited to develop mentally disabled individuals in Lewis and 

Clark County. This waiver was replaced by a statewide waiver for 

both elderly and developmentally disabled individuals in July of 1983. 

Montana’s original waiver for developmentally disabled indi¬ 

viduals was specifically proposed to provide services to individuals who 

were residing in Parkside Manor, a group home located in Helena, Mon¬ 

tana. The operator of the group home was increasing the cost to the 

state of caring for the individuals placed there. The opportunity 

provided by the HCBS waiver program was very timely, as the state 

was able to remove individuals from the group home and place them in 

other community-based services under the waiver program. 

The original waiver program in the state operated without a 

budget of its own. Instead, money for the program could be obtained 

from funds budgeted for the services that the waiver program would be 
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replacing. The authorization to use funds in this way was stated by 

the Legislature during the special session in November of 1981, thus: 

The department is encouraged to utilize medicaid funds to 
support community services for the developmentally disabled 
where the use of such funds is cost-effective in providing 
services in the least restrictive environment. The department 
may use any savings generated from the budget for the de- 
velopn^ptally disabled to develop additional community ser¬ 
vices. 

During 1982, the Department of Social and Rehabilitation Ser¬ 

vices began preparing a proposal for a statewide waiver program. John 

LaFaver, Director of the Department, submitted the statewide waiver 

proposal to the 1983 legislative session. The waiver program was wide¬ 

ly supported by senior citizens’ groups, but opposition had been raised 

43 by the state’s nursing home industry. 

The statewide waiver program was approved by the 1983 Legis¬ 

lature and became effective July 1, 1983. The state’s original waiver 

for the developmentally disabled was phased out and replaced by the 

statewide waiver on October 31, 1983. 

Contents of the Waiver 

The Montana Department of Social and Rehabilitation Services 

took advantage of the flexibility offered by the HCBS waiver program to 

develop a program which provides alternatives to a limited number of 

individuals. ’’The Department of Social and Rehabilitation Services of 

the State of Montana does not intend to offer home and community-based 

services to all individuals who would otherwise likely require institu- 

44 tionalization.” Hopefully, this action will improve the program’s 

chances for success. 
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Coverage under Montana’s waiver program will be denied to in¬ 

dividuals for whom home and community-based alternatives would be 

more expensive than institutional care. 

Home and community-based services under the waiver will be 
denied to individuals who have been determined eligible for 
Medicaid and for whom such alternative services have been 
determined appropriate if the cost of such services, when 
adjusted to include the equivalent of room and board costs in 
the institutional setting, would exceed the cost of institutional 
care for the individuals. The state will make the determina¬ 
tion of whether the cost of home and community-based ser¬ 
vices will exceed the cost of institutional care after the re¬ 
sults of the individual assessment have been obtained and 
during the^gprocess of establishing the plan of care for the 
individual. 

Services under the waiver can only be received by Medicaid- 

46 eligible individuals who would otherwise require institutional care. 

Furthermore, the state limits the total number of individuals that can be 

47 served by the statewide waiver to 510. This includes 410 individuals 

who would normally be served in an ICF or SNF and 100 individuals 

who would normally be served in an ICF/MR. As mentioned above, an 

ICF (intermediate care facility) and an SNF (skilled nursing facility) 

are types of nursing homes that serve patients depending on service 

level requirements. An ICF/MR (intermediate care facility for the men¬ 

tally retarded) provides develop mentally disabled individuals with long¬ 

term care services in an institution. HCBS waiver services are only of¬ 

fered to individuals who are in the process of entering an institution. 

The state hopes that these restrictions on the waiver program will make 

it cost-effective by offering home and community-based services as a 

less expensive alternative, as opposed to the expansion of services. 
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The basic services that the HCBS waiver program provides in 

Montana are: case management services; homemaker services; personal 

care attendant services; adult day health services; habilitation services; 

and respite care services. These services will be offered to eligible 

developmentally disabled, elderly and physically disabled individuals. 

Montana requested and was granted waivers for several other 

Medicaid requirements to facilitate its piecemeal implementation of the 

program. Montana received waivers for sections 1902 (a) (1) statewide¬ 

ness, and 1902 (a) (10) comparability. This allowed the state to imple¬ 

ment the program in different regions of the state according to a 

schedule which began July 1, 1983, and was to be completed by Janu- 

50 ary 1, 1984. Montana has also made the necessary assurances to the 

federal government that the health and safety of individuals covered 

under the waiver have been safeguarded according to standards set by 

51 federal law. The cost-effectiveness of the HCBS waiver program is 

dealt with in the following chapter. 
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CHAPTER 5 

COST-EFFECTIVENESS ANALYSIS 

The HCBS waiver program, as mentioned above, allows states 

the opportunity to provide home and community-based services to Medi¬ 

caid recipients. In Montana the program is seen as a means to provide 

cost-effective alternatives to institutional care under the Medicaid pro¬ 

gram. Montana is strictly controlling participation under the program 

through regulations that restrict HCBS waiver services to a specified 

number of individuals who would otherwise be entering an institution. 

Montana has virtually assured that services under the waiver will not 

expand the Medicaid program but will instead provide cost-effective al¬ 

ternatives to current recipients of services. The success and continua¬ 

tion of the program in the state depend on its cost-effectivness. 

In this chapter the cost-effectiveness of the HCBS waiver pro¬ 

gram is analyzed. The analysis includes information for both the 

Developmental Disabilities (DD) waiver program and Montana’s statewide 

waiver program. The DD waiver was in effect from December 2, 1981 

through October 31, 1983. The analysis of the DD waiver is based on 

final data for the program. The statewide waiver, which provides ser¬ 

vices for both elderly and disabled individuals, has been operating 

since July 1, 1983. Implementation of this program has been slow, and 

only preliminary information for elderly individuals served under the 

waiver is presented in this analysis. 
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In Table 1 a comparison between annual per capita expenditure 

for ICF/MR (Intermediate Care Facility for the Mentally Retarded) and 

DD waiver services is presented. The comparison reveals that per 

capita expenditures for home and community-based services under the 

DD waiver are less than per capita expenditures for services provided 

in an ICF/MR. In year 1, per capita expenditures for DD waiver ser¬ 

vices were $12,500 (46%) below per capita expenditures in an ICF/MR. 

Year 2 produced almost equal results. From this standpoint the DD 

waiver program is cost-effective since recipients of home and commu¬ 

nity-based services can be served for almost one-half the cost of those 

individuals receiving institutional care. 

Table 1. Annual Per Capita Expenditure, ICF/MR and DD Waiver 

ICF/MR DD Waiver* Difference ±% 

Year 1 $27,200 $14,700 $12,500 -45.9 
Year 2** $30,369 $16,862 $13,507 -44.5 

* One individual who received services under the DD waiver would 
have been served in an ICF in the absence of the waiver. 
** Year 2 annualized amount is based on 11 months of actual data. 

Source: Health Care Finance Administration, Form 371, September 1982 
and January 1984. 
Montana Department of Social and Rehabilitation Services, Fed¬ 
eral Report 2082, Fiscal Years 1982 and 1983. 

It should be noted that the cost of services for individuals in 

an ICF/MR vary widely, depending on the degree of care an individual 

requires. "For example, interviews with representatives of BRSH 

[Boulder River State Hospital] indicate that per patient care costs 

range from $6,000 to $80,000 depending on severity of retardation, 

associated medical problems and the like."* Table 2 accounts for these 
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differences in the level of care between ICF/MR and DD waiver recipi¬ 

ents. 

Table 2. Per Capita Expenditures for Institutional Care in the Ab¬ 
sence of the DD Waiver. 

Annual Expenditures, ICF/MR Services 
DD Waiver 
Recipients* 

ICF/MR 
Recipients Difference 

Year 1 $18,200 $27,200 $9,000 
Year 2 $19,400 $30,369 $10,969 

* Annual ICF/MR expenditures for DD waiver recipients is estimated 
by the Department of Social and Rehabilitation Services based on actual 
data for the year immediately preceding year 1, plus 6.5 percent allow¬ 
ed for inflation for each year. 

Source: Health Care Finance Administration, Form 371, September 1982 
and January 1984. 
Montana Department of Social and Rehabilitation Services, Fed¬ 
eral Report 2082, Fiscal Years 1982 and 1983. 

The table reveals that per capita expenditures for institutional services 

(ICF/MR) if provided to DD waiver recipients would be less than per 

capita expenditures for the individuals who remained institutionalized. 

This difference is attributed to the lower level of care required by DD 

waiver recipients and accounts for a large part of the savings associ¬ 

ated with the DD waiver as shown on Table 1. Of the $12,500 savings 

in the first year, $9,000 can be attributed to the lower level of care 

required by individuals served under the DD waiver. In year 2 almost 

$11,000 of the $13,507 savings can be attributed to this factor. 

Table 3 presents a picture of the actual cost savings for in¬ 

dividuals served by the waiver. Actual per capita expenditures for the 

DD waiver are compared to the estimated per capita institutional expen¬ 

ditures for the 39 recipients of services under the DD waiver. 
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Table 3. Per Capita Expenditures for DD Waiver Recipients, Estimated 
ICF/MR to Actual DD Waiver. 

ICF/MR 
(Estimate)* 

DD Waiver 
(Actual) Difference ±% 

Year 1 $18,200 $14,700 $3,500 -19.2 
Year 2 $19,400 $16,862 $2,538 -13.1 

* Annual ICF/MR expenditures for DD waiver recipients is estimated 
by the Department of Social and Rehabilitation Services based on actual 
data for the year immediately preceding year 1, plus 6.5 percent allow¬ 
ed for inflation for each year. 

Source: See Tables 1 and 2. 

Table 3 reveals that home and community-based services under the DD 

waiver were less expensive than the cost of services provided in an in¬ 

stitution for the same group of individuals. By deinstitutionalizing 39 

individuals, the DD waiver resulted in a per capita savings of $3,500 in 

the first year and $2,538 for the second year. This finding is based 

on the assumption that the waiver program is providing individuals with 

the same degree of care that they would receive in an institution. 

Table 4 compares predicted per capita expenditures and number 

to be served for the DD waiver to actual results for the program. 

Table 4. Comparison of Actual to Predicted Number Served and Per 
Capita Expenditures under the DD Waiver. 

Year 1 Year 2 
Actual Predicted* Actual Predicted* 

Number Served 39 39 45 46 
Per Capita Expenditures $14,700 $14,600 $16,862 $16,800 

* Estimates of number served and per capita cost for the waiver were 
prepared by the Montana Dept, of Social and Rehabilitation Services. 

Source: Health Care Finance Administration, Form 371, September 1982 
and January 1984. 
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It can be seen from this table that predictions for the waiver have al¬ 

most matched the actual results. Per capita expenditures under the 

waiver differed from actual results by less than one percent for both 

years of the program. Precictions for the DD waiver program were fa¬ 

cilitated by the fact that the waiver was designed to serve a specific 

group of individuals whose service needs were already known. 

The data from the above tables reveal that the DD waiver pro¬ 

gram was cost-effective for the individuals that it served. This cost- 

effectiveness is the result of the lower level of care required by DD 

waiver recipients and actual savings that resulted from placing individ¬ 

uals in home and community-based settings. Table 3 showed that per 

capita expenditures were 19.2 and 13.1 percent, respectively, below the 

estimated per capita expenditures for these individuals served in an in¬ 

stitution for years 1 and 2. This finding is supported by the fact that 

estimates for the DD waiver program have almost equaled actual results. 

Preliminary data for Montana’s statewide waiver is presented in 

Table 5. This data provides for a comparison of costs between waiver 

and institutional services for elderly individuals who require an ICF 

(Intermediate Care Facility) level of care. Individuals who received 

services in an SNF (Skilled Nursing Facility) require a higher level of 

care than waiver recipients, and therefore are excluded from this 

analysis. 

The preliminary data from Table 5 reveals that statewide waiver 

services for elderly individuals appear to be cost-effective. Per capita 

costs under the waiver for elderly individuals are less than per capita 

costs for individuals served in an ICF. Preliminary data reveals that 
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Table 5. Annual Expenditures for ICF Level of Care, Preliminary 
Results. 

ICF 

Actual FY 1983 ICF Per Capita Expenditures $7,739 
Estimated State FY 1984 Per Capita Expenditures- $7,800 

Statewide 
Waiver 

Projected Average Annual (FY 1984) Per Capita Expenditures: 
Billings $5,640 
Missoula $7,166* 

* Includes $24,000 annual cost for an individual who is not covered by 
the waiver program that could not be separated because of data limita¬ 
tions. 

Source: Montana Department of Social and Rehabilitation Services, Home 
and Community-Based Services Request for Waiver, December 
1982. 
Letter to Montana Health Systems Agency from John LaFaver, 
Director, Montana Department of Social and Rehabilitation Ser¬ 
vices, April 1984. 

individuals served by the statewide waiver in Billings and Missoula will 

have a lower per capita expenditure than individuals served in an ICF. 

Per capita expenditures for Billings’ and Missoula's elderly waiver re¬ 

cipients are expected to average $5,640 and $7,166 per year, 

respectively. Billings elderly served by the waiver are 28 percent be¬ 

low the $7,800 per capita expenditures predicted for individuals served 

in an ICF in state fiscal year 1984. Cost savings for Missoula’s elderly 

served by the waiver are understated because of the inclusion of a re¬ 

cipient not covered by Medicaid whose annual service cost is expected 

to be $24,000. When this individual is excluded, higher savings will 

result. 

The data for Montana’s statewide waiver is incomplete. The 

analysis should include an examination similar to that for the DD waiver 
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which compares per capita cost for individuals under the statewide 

waiver to estimated per capita costs for the same individuals in an in¬ 

stitution. However, this data is unavailable at this time because the 

implementation of the statewide waiver has been slow. Montana had 

originally planned to serve 350 elderly, 50 physically disabled, and 100 

developmentally disabled individuals under the statewide waiver in fiscal 
o 

year 1984. Delays in awarding contracts and training providers of 

services have resulted in fewer recipients than expected. Also, the 

Department of Social and Rehabilitation Services’ policy, which only of¬ 

fers waiver services as an option to individuals who are in the process 

of entering a nursing home, has minimized participation. This policy 

is the result of uncertainties in the number of individuals in the gener¬ 

al population that may be eligible for waiver services. The Department 

waits for an individual to show up at the nursing home door before of- 

fering services under the waiver. An increase in the number served 

under the program is likely in the near future, as the program is now 

in operation in all areas of the state with all contracts for services 

awarded and training of providers complete. 

In summary, the analysis has shown that the DD waiver appears 

to be cost-effective. Furthermore, preliminary data indicates that ser¬ 

vices for the elderly under the statewide waiver will also prove to be 

cost-effective. Further study is needed, however, to determine the 

long-term consequences of the program on long-term health care costs. 
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Endnotes 

Office of the Governor, Office of Budget and Program Plan¬ 
ning, An Evaluation of Deinstitutionalization in Montana, a report pre¬ 
pared for the Office of Budget and Program Planning by Hughes, Heiss 
and Associates, July 1977, p. 62. 

2 
Montana Department of Social and Rehabilitation Services, Home 

and Community-Based Service Request for Waiver, submitted to the 
Health Care Finance Administration by the Department of Social and Re¬ 
habilitation Services, December 1982, pp. 26-31. 

^Ibid., p. 22. 
4 
Interview with Ken Wahlstrand, Montana Department of Social 

and Rehabilitation Services, Helena, Montana, 18 May 1984. 
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CHAPTER 6 

CONCLUSION 

Montana’s provision of home and community-based services un¬ 

der the HCBS waiver program appears to be cost-effective for the 

state, as can be seen from the above data. However, the newness of 

the program and the many uncertainties that home and community-based 

alternatives under Medicaid face suggest that the program should be 

closely watched in the future. 

Montana’s HCBS waiver program's cost-effectiveness is partly 

the result of restrictions placed on the program by the state to limit 

eligibility under the program. The state has effectively controlled un¬ 

certainties surrounding the number of individuals who may demand home 

and community-based services under Medicaid by limiting the number of 

individuals that can participate in the program. The state controls per 

capita costs for the program by allowing services to be provided to in¬ 

dividuals for whom the predicted cost for home and community-based 

services would be less than similar services provided in an institution. 

Finally, the extent of service under the waiver has been controlled by 

Montana’s policy which allows only individuals actually in the process of 

entering an institution to be eligible for services. Thus, the analysis 

findings that per capita cost for HCBS waiver services have been less 

than the per capita expenditures for institutional services is not sur¬ 

prising. 
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The HCBS waiver program in Montana will probably remain cost- 

effective as long as the restrictions placed on eligibility for the program 

exist. Under the current waiver program in Montana, home and commu¬ 

nity-based services for both the developmentally disabled and the elder¬ 

ly have been cost-effective. However, further data is needed on waiv¬ 

er services for the elderly before a final judgment can be made. 

The HCBS waiver program is likely to remain in effect in Mon¬ 

tana for the next several years. Although public pressure may eventu¬ 

ally force the state to remove some of its restrictions on the program, 

this is not expected to happen in the 1985 Legislative Session. The 

program has received little publicity since its enactment and should re¬ 

ceive little attention from the Legislature. 

The per capita expenditures for the elderly under the waiver 

program should fall as the program becomes fully operable and the fixed 

costs associated with the program are spread out. Furthermore, the 

difference in costs between per capita waiver expenditures and per cap¬ 

ita nursing home expenditures should increase as less severe cases are 

deflected from the nursing homes into home and community-based set¬ 

tings, with the more severe cases continuing to reside in the nursing 

homes. Further reductions in the per capita expenditures for the DD 

waiver will not be significant, if they exist at all, because of the ex¬ 

tensive deinstitutionalization that occurred previously. This prior de¬ 

institutionalization covered many of the less expensive cases. 

Although the HCBS waiver program in Montana appears to be 

cost-effective, this can change if the current restrictions on participa¬ 

tion under the program are removed. If state controls on the program 
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are eventually lifted, the program may result in the expansion of Medi¬ 

caid services in the state. Such an expansion may finally break Mon¬ 

tana's Medicaid program. Meanwhile, the waiver program allows the 

state to provide cost-effective alternatives to institutions for certain 

individuals in the state. 

As mentioned in Chapter 1, a study of the appropriateness of 

the care for individuals served by the waiver should be made. Due to 

the constraints of this project, this paper has not dealt with the appro¬ 

priateness question for Montana’s waiver recipients. Future research 

should attempt to determine if individuals are receiving a more appro¬ 

priate, or even as appropriate, level of care than they would normally 

receive in an institutional setting. 

Finally, Montana's coverage of the elderly under the statewide 

waiver is in its infancy, but the existence of the program may have al¬ 

ready saved costs in the long run by creating a less favorable climate 

for the construction of nursing homes in the state. John LaFaver, Di¬ 

rector of the Montana Department of Social and Rehabilitation Services, 

discusses the Department's new attitude toward the development of ad¬ 

ditional nursing homes. 

In light of the opportunity to provide in-home services, SRS 
believes that Montana should rethink its current bed need and 
reassess alternatives to institutional care. Our track record 
indicates that we can produce the results necessary to keep 
senior citizens in their own homes . . . 

Clearly, this is a time to evaluate Certificate of Need re¬ 
quests required for nursing homes more in line with current 
health care trends which allow Ijess costly alternatives while 
also maintaining quality services. 

LaFaver believes that HCBS waiver services should be allowed 

to be developed in order to replace the need for future nursing homes. 
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Besides the demonstrated reductions in the average cost of 
care, as the program matures and grows in experience and 
acceptance, it will effectively reduce the need for additional 
nursing home beds. For this reason, the Department recom¬ 
mends that funds that might be expended to build nursing 
home beds be used instead for strengthening and further de¬ 
veloping the community-based, long-term caje system. The 
need for one reduces the need for the other. 



Endnotes 

Letter to the Montana Health Systems Agency from John 
LaFaver, Director, Montana Department of Social and Rehabilitation 
Services, Helena, Montana, 24 April 1984. 
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