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ABOUTTHIS REPORT

This reportexaminesa set of fundingand cost-sharingmechanismsthat
resultin placementof developmentallydisabledpeoplein the most expensive
residentialsettingsevenwhen theycouldbe servedmore appropriatelyby less
expensiveservices.

The reportdescribe.ghow adjustingcost-sharingformulasand programfunding
changesincentivesto countygovernmentsthat,in Minnesota,are responsible
for placementdecisions.

The reportwas preparedby ThomasChapel,a plannerwith the Metropolitan
HealthPlanningBl>ard,the healthplanningarm of the MetropolitanCouncil.
Fundsfor preparationof the reportwere providedby the Council’s
DevelopmentalDisabilitiesProgram(StatePlanningAgency,ContractNo.
34027-00889)underprovisionsof the DevelopmentalDisabilitiesAssistanceand
Billof RightsAct (P.L.95-602),MetropolitanHealthPlanningBoard(U.S.
Departmentof Healthand HumanServices,ProjectNo. 05POO0237-07)and the
MetropolitanCouncil.

Distributionof thisreportby theMetropolitanCouncildoesnot implythat
the opinionsexpressedin the reportrepresentthe positionor policiesof the
Council,the MetropolitanHealthplanningBoard,the MinnesotaGovernor’s
planningCouncilon DevelopmentalDigabilit~egor the MinnesotaStatePlanning
Agency.
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SUMMARY

The numberof mentallyretardedpeoplein Minnesotastatehospitalshas
declineddramaticallysincethe 1960s,and an arrayof serviceshas been
developedto houseand supportthesepeoplein the community.In addition,
communityservicesfor otherdevelopmentallydisabledpeoplehavebeen
established.However,a disproportionatepercentageof the fundsavailable
for residentialservicesare goingto supportpeoplein the most restrictive,
most expensivesettings.

Fiscaldisincentivesare one barrierto more appropriateplacements.Three
levelsof government--federal,state,and county--maysharecostsof services,
but fundingsourcesand cost-sharingformulasdifferamongprograms. As a
result,in somecases,one levelof governmentmay electa more costlyservice
becauseits shareof the costis lessthan for anothermore appropriate
service,or becausefundsaremoreplentifulfor one programthan for a less
expensivealternative.In Minnesota,the problemparticularlyaffectscounty
governments,whichare responsiblefor placementdecisions.

Fiscaldisincentivesare generatedin threeways:

1. When programshavedifferentcost sharingformulas:

For example,the stateand federalgovernmentspay almost95 cents
of everyMedicaiddollarexpendedon behalfof a county’seligible
clients. However,whenalternativeservicesare fundedthroughCSSA,
the countypaysat least50 centsof everydollar. Giventhe choice
of a 5-centpaymentunderMedicaidor a 50-centpaymentunderCSSA,
the countyfiscalincentiveis clear: placeas many peopleas
possiblein Medicaidfundedservices.

2. When bothallocationprogramsand entitlementprogramsare available
to financerelatedservices:

The fundsexpendedon behalfof an eligibleclientare not restricted
in an entitlementprogramsuchas Medicaid,whichpays for state
hospitaland communitygrouphome care. But otherservices-- day
programs,fostercare,and otherinstitutionalalternatives-- are
usuallyfundedfromthe CommunitySocialServicesAct (CSSA)Pa
limitedstategrantto counties. When thatgrant is exhausted,the
countymust expendits own revenue. The resultingincentive: to
conservelimitedCSSAmoneyby fundingas many clientsas possible
throughunlimitedMedicaid.

3* When clientsreceivebenefitsfromseveralprogramssimultaneously:

Ofteneligibilityfora programis linkedto a client’seligibility
for otherprograms. Consequently,when personalincomeexceedsthe
limitfor a key program,clientsmay find thatthey loseall program
benefits. In the end,the clientmay lose❑oney by makin~ore income.

Thesetypesof disincentivesaffecteachpartof the residentialservice
system. Countiespay less,for example,to keep someonein a statehospital
thana communitygrouphome. Thisis becausecountiespay half of the costof
day programsfor grouphome residents,but only 5 percentof thesecostsfor
residentsof statehospitals. Similarly,althoughsemi-independentliving
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services(SILS)cost $40 per day and grouphomescost$67 per day~*the countY
paysmore for SILS,the lessexpensiveservice.

Benefit‘notchesuaffectmost disabledpeoplestrivingfor independence.When
peopleearn toomuch theyunderstandablyloseeligibilityfor incomemaintenance
programs. However,lossof medical/food/shelterbenefitstied to the income
maintenanceprogramleavesthe personpoorerfor workingmore. Similarly,
sincemany programsonlyreimburseservicesprovidedin institutions,families
must oftenplacea disabledchildout of the home to get publicassistancewith
medicalcosts.

To illustratethe effectsof strategiesfor reducingfiscaldisincentives,this
reportexaminesthe cost impactsof threestrategieson a hypotheticalcounty
with a caseloadof 1.000people. The strategiesincluded:

1. Increasingthe appropriationfor less restrictivesettings.

2. Providinggrantsto countiesto supportlessrestrictivesettingsand
equalizingthe amountcountiespay in each setting.

3. ExtendingMedicaidfinancingto includeless restrictivesettings.
Countieswouldpay the samepercentageof the cost of each setting.

All threereinstitutionalizationstrategiessavemoney. However,not all
strategiesincreasethe incentiveto use more appropriateplacements.When
appropriationsare increasedwithoutad$lstingcost sharingformulas,county
costsincreasewith reinstitutionalization.Both statealternativecare
grantsand expandedMedicaidfinancingcontainstrongincentivesfor counties
to placepeoplein lessrestrictivesettings. Whilealternativecaregrants
decreasecountycosts,the statemust assumethe additionalcost burdens.
Medicaidfinancing,on the otherhand,shiftsstateand countycost decreases
to the federalgovernment.

To implementan effectiveprogramto reducefiscaldisincentives,government
must: provideadequatecasemanagementto ensureappropriateplacement,allow
countiesto keep someof the savings,and ensurethatextendingMedicaid
financingdoesnot leadto rapidescalationin the dailycostof services.

Recentstatelegislation(MinnesotaLaws 1983, Chap.312)containsseveral
provisionsthatalterthe way servicesare fundedand providedto
developmentallydisabledpeople. One of the goalsof the legislationis to
containcostsby reducingfiscaldisincentives.The appendixexaminesthe
provisionsof the legislationand its cost impacton the hypotheticalcounty
caseload.

.----------

*Theseare averagecostsand includethe dailycost of a day Programin a
developmentalachievementcenter(DAC).
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BACKGROUND

In the lasttwo decadesa significantdeclinein the populationof state
institutionsfor mentallyretardedpeopleand a concomitantgrowthin
communitybasedserviceshas occurred. In Minnesota,the mentallyretarded
populationof statehospitalsdeclinedto 2,371at the end of 1982 froma high
of 6,1ooin 1963(Officeof LegislativeAuditor,1983).The numberof Medicaid
certifiedfacilities(ICF/MR)has grownfrom 105 in 1974to 311 at the end of
1982with a capacityof 4,900licensedbeds (MetropolitanHealthBoard,1980).
Promptedby the WelschConsentDecree(1980),the statehas committedi selfto

!reducefurtherthe numberof statehospitalresidentsto 1,850by 1987.

This rapidchangein servicedeliverystrategyreflectsan evolution
in philosophyand attitudesaboutdisabledpeopleand theirpotentialfor
development.TO accommodatethe somettiesdramaticimprovementsin skilllevel
thathaveresultedfromappropriateprogramming,a rangeof serviceshas
evolved. Theseservicesare oftenarrayedalongdimensionssuchas: most
intensiveto leastintensive,mostcostlyto leastcostly,dependentconsumer
to independentconsumer/producer.In Minnesota,the arrayof services
includesresidential,day programmingand supportservicesas listedin
Table 1.

TABU 1. THEARRAYOF SERVICES

Residential DayPrograming

● statehospitals ● publicachools

● cofmnunitygroup ● developmental

IN MINWESOTA

Support

● diagnosis

● referral

homes achievementcenters ● therapy

● fosterhomes ● workaotivity ●

● semi-independent● shelteredwork ●

living ●

● Independentliving ●

withsupport

medicaltreatment

easemanagement

respitecare

in-homeservices

‘ A majorImpetusfordeinstitutionalizatlonin Mnnesotawasa courtcase
knowninitiallyaa Uelschv. Likins(373F.Supp.487,D.Minn.~1974)‘-a
classactionsuitbroughtin 1973by sixmaritallyretardedresidentsof
Minnesotastatehospitals.InDecember,1977thestateandtheplaintiff8
reachedan agreement,knownas a consentdecree,regardingstaffingandprogram
requtiementsat CambridgeStateHospital.InSeptember,1980,a consentdecree
coveringall~nnesotastatehospitalsservingmentallyretardedpersons%&as
reachea.(Wel.schv. NootConsentDecree;No.4-72-cIv.451. U.S.District
Court,Districtof Mimesota,U.S.Dl,strictJudgeEarlLarson.September15$
1980.)
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Thispaperexamineswhy most peoplein the residentialservicessystemare
concentratedin the most restrictiveand most expensiveservices. It focuses
on one type of barrierto appropriateplacement-- fiscaldisincentives.
Disincentives,in thiscontext,are policiesand fundingmechanisms--orthe
interactionof policiesand mechanisms-- that discourageuse of specific
servicesettings. In the caseof fiscaldisincentives,the obstacleis the
costexperiencedby the governmentsthat financeservices. Becausefunding
formulasvary,somelevelsof government-- in particular,localgovernments--
pay more for servicesthatare lessexpensiveoverall.

Disincentivescan be fiscaland/oradministrative.For example,the tangleof
public programs required to support clientsin some communitysettingscreates
administrativedisincentivesapartfromthe questionof costs. Similafily,
disincentivescan influenceindividualchoicesas well as the choicesmadeby
agenciesresponsiblefor placement.For instance,disabledpeoplewho are
competitivelyemployedmay reduceworkinghours if theirearnedincome
threatenstheireligibilityforkey medicalbenefitsor incomemaintenance
programs.

Political and fiscal disincentivesassumed new prominence in 1981when Congress
relaxedr striationson use of federalMedicaidfundsfor noninstitutional

!!
services. The Homeand Community-BasedWaiverauthorityallowsstatesto
eliminatesome fiscaland administrativedisincentivesby consolidatingthe
fundingand equalizingfor all r sidentialservicesthe shareof the costthat
stateand localgovernmentspay.3

Copelandand Iversen(1981)examinedthe implicationsof a shiftto Medicaid
fundingof noninstitutionalservices. Theyexaminedthreeplansthat
differedwith respectto the extentthe statepursuedMedicaidfinancingof
communityservicesand the extentto whichit reducedits institutionalized
developmentallydisabledpopulation.The reportconcluded,in part,that
acceleratedreinstitutionalization(to 1,200peopleby the end of FY 1985)with
maximumuse of Medicaidwouldsavethe state$73.2 millionand the counties
$103millionover six years,when comparedwith the planof the Minnesota
Departmentof PublicWelfare(1981b).

A recentstudyof communityresidentialfacilitiesfor mentallyretardedpeople
in Minnesota(Officeof LegislativeAuditor,1983)foundthatwhilethe
—..-.-. ..——..

Z he ~ibu~ ReconciliationActof 1981(P.L.97-35)addeda newP~vision
to TitleXIX (MedicalAssistance)of theSocialSecurityAct- %otlon 1915(c)-
grantingto theSecretaryof HealthendHumanServicestheauthoritytoapprove
waiversof Medicaidrestrictionsin orderto permitMedicaidfundingof home
.ndcomm~mity-basedcareforcertainelderlyanddisabledpersonswhootherwise
.ouiarequirecarein a TitleXIXcertifiedfacility(I.e.a statehospitalor
=:YJUG nome).

I me fderal goverment pays 52.2 percentof Medicaidfundedservices~~ile
ihestatepays43 percentandlocalgovernmentpaysQ.8percent.(StateHealth
~~anningandDevelopmentAgency,1982).



populationof statehospitalscontinuesto decline,the totalnumberof
mentallyretardedpeoplein longtermcaresettings-- statehospitalsand
communitygrouphomes-- has increasedsteadily. The reportrecommendedthat
the Departmentof PublicWelfareincreasethe availabilityof residential
alternatives,encouragefacilitiesto servemore dependentclients,and limit
developmentof new grouphomes.

Recentstatelegislation(Minn.Laws 1983,Chap.312)empowersthe Department
of PublicWelfareto seekMedicaidwaiversto fund day programsfor grouphome
residents,and to applyfor homeand community-basedserviceswaiversto
providean arrayof alternativeservicesunderthe MedicalAssistanceprogram.

TO understandhow fiscaldisincentivesoperatein the residentialsystem,a
briefreviewof themajorprogramsthat fundservicesfor developmentally
disabledpeopleis necessary.The major sources of public financing for
services include:

Medicaid(MedicalAssistance,TitleXIX of the SocialSecurityAct).A state-
federalprogramthat financesmedicalservicesand long-termcare for poor
and disabledpeople. Medicaidpays for statehospitalcare and fundsthe
systemof communitygrouphomesin Minnesota. The federalgovernmentpays
roughly half the cost. The state and the counties share the nonfederal
expenses (90percentstate,10 percentcounty). (42,45CFR;Minn.Stat.256B
(393).

CommunitySocialServices Act (CSSA).A state block grant to countiesfor
socialservicesthatthe countiesmatchwith at leastequalamountsof their
own revenue.Becauseit is a blockgrant,differentcountiesplan and use the
money to financedifferentservices. Generally,some CSSAmoney is used to
financeDACS,fostercare,the countyportionof SILS expenses,in-homesupport
projectsand respitecare. Whilethe state,theoretically,pays half the cost
of CSSA services,the demandfor theseservicesis so high that counties
oftenovermatchthe stategrantby a ratioof 2:1. (Minn.Stat.256E).

TitleXX. A federalgrantto statesto help financesocialservicecosts.—.
The fundsare allocatedaccordingto a formula. Localgovernmentssupplyone
dollarfor everythreedollarsof the federalgrant. TitleXX defineda
group of mandatory and optional services,but many of these restrictionshave
been liftedand TitleXX money is generallycombinedwith the CSSAgrantto
counties,(TitleXX SocialSecurityAct,DPW Rule 160).

SupplementalSecurityIncome(SS1).A federalprogramto provideminimum
levelsof incometo aged,blind,or disabledpeople. Developmentallydisabled
peoplewho are eligiblefor SS1 receivea monthlygrantof up to $284.30
(December,1982) dependingupontheirincomeand resources. Recipientswho
havemovedbeyondstatehospitalsand grouphomes to lessrestrictivesettings
use SS1 fundsto pay for room,board,and personalneeds. SS1 is a
consolidationof threefederalcategoricalprogramsfor aged,blind,and
disabledpeople.(TitleXVI,SocialSecurityAct, 20 CFR).
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MinnesotaSupplementalAssistance.A state-countyprogramto supplementSS1
benefitsor to help aged,blind,or disabledpeoplewho are ineligiblefor SS1
becauseof excessincomeor resources.ThemonthlyMSA benefitis calculated
by subtractingthe individual’snet incomefroma countydetermined‘need
standardnfor rentand basicnecessities.Net incomeincludeswagesand
benefitsfromothergovernmentprograms. (Minn.Statutes256D.393;DPW Rule
57).

Semi-IndependentLivingServices(SILS).A state-countyprogramto provide
counselingand relatedcounnunitysupportservicesto maintainand improvea
client’sabilityto functionin a noninstitutionalsetting. The program
assistspeoplewho no longerneeda 24-hoursupervisedresidentialplacement,
but are not yet able to live independently.SILS recipientslivein
apartments,roominghouses,fosterhomes,and theirown homes. They are
providedwithseveralhoursper weekof trainingand counseling.The county
appliesto the statefor SILS money and contractswith private vendors or
provides the services itself. The state pays 81 percentof the cost forSILS
clientswho are comingfrominstitutionalsettingsor are at riskof
institutionalplacement,and 50 percentof the cost for all otherSILS
recipients.(Minn.Stat.252.28;DPW Rule 18).

Table2
HOWLEVELSOF GOVERNMENTSHARETHECOSTS

OFMAJORPUBLICPROGRAMS

Program

Medicaid

CSSA

TitleXX

SS1

MSA

SILS

FamilySubsidy

Federal
Share

52.2$

—.-

75.0

100.0

--—

---

---

State
Share

43.0s

50.0

---

----

85.0

81.0

100.0

Local
Share

4.8$

So.oa

25.0

----

15.0

Ig.ob

----

Sources:OfficeofLsgialativeAuditor(1983).
StateHealthPlanningandDevelopmentAgency(1982).

a ManycountiesareovermatchingtheiratateCSSAgrantandcontributing
roughly60 percentof theirsocialservicesbudget.

b Assumesthepersonistransferringto SILSfromen ICF-MRor isat riakof
institutionalization.Forallothers,thestatepaya50percentof cost.

6



HOW FISCALDISCENTIVESOCCUR

Fiscaldisincentivesusuallyresultfromone or more of the followingfactors:

1. When allocationprograms and entitlementprograms are both available
to finance related services

The amount of funds expended on behalfof an eligible client is not
restrictedin an entitlementprogram such as Medicaid. But other
services -- day programs, foster care, and other alternatives-- are

usuallyfundedout of CSSA,a limitedstategrantto counties. When
thatgrantis exhausted,the countymust expendits own revenue. The
incentive:to conservelimitedCSSAmoney by fundingas many clients
as possiblethroughunlimitedMedicaid.

2. Whenprogramsrequiredifferentmatchingrates

For example (see Table 2), the State and federal governmentspay
almost 95 cents of every Medicaid dollar expended on behalf of a
county’s eligible clients. However, if other services are funded
through CSSA, the county pays at least 50 cents of every dollar.
Given the choice of a 5 cent payment under Medicaid or a 50 cent
payment under CSSA, the county fiscal incentive iS clear: place as
many peopleas possiblein Medicaidfundedservices.

3. When clientsreceivebenefitsfromseveralprogramssimultaneously
Ofteneligibilityfora programi.slinkedto a client’seligibility
for otherprograms. Consequently,when personalincomeexceedsthe
limitfor a key prog~m, clientsmay find that they loseall program
benefits. In the end, the clientmay losemoneyby takin~ job.

The incentiveto localgovernments to maximize theiruse of entitlement
programslikeMedicaidis not in itselfperverse. But the threefactors
discussedinteractto encouragethe use of servicesregardlessof theiroverall
cost and the needsof the client. This paperexaminesthe linksbetweenthe
~ifferentcomponentsof the systemand the specificdisincentivesoperatingat
each point.The impacton publicexpendituresof differentplacementstrategies
is explored. Finally,thisreportaddressesappropriatesafeguardsfor
ensuringmovement.to lessrestrictivesettingswhileavoidingpotential
pitfallswhichmay resultfromexpansionof new services.

DISINCENTIVESTO MOVE FROMSTATEHOSPITALSTO COMMUNITYGROUPHOMES

1. UnequalCountyShareof StateHospitalvs. CommunityGroupHome Costs

This classicfiscaldisincentiveis illustratedin Table 3. AlthoughMedicaid
fundsboth statehospitaland communitygrouphome (IcF-MR)placements,the
per diems do not include the same services. State hospital daily rates include

7



the costof day programsand othersupportservicesprovidedon site.

Communitygrouphome ratesrepresentonlythe costof residentialservices.
Day and supportservicesfor grouphome residentsare financedthroughCSSAor
countyrevenuealone. Becauseof differentfundingformulas,the countypays
at leasthalf the costof theseservices.

DAILYCOST
COkUUNITY

Table3
OFSTATSHOSPITALVS.
GROUP~MESERVICl#

Per Dlam Co;nty C;sts

StateHospitalb
Total 109.50 5.23 4.8%

ConrmsnltyGroupHane
Residential 51.71 2.48 4.8%

a

b

c

Day Program 14.88C
Total 66.59

Sources:

Casssunitywows

7.44 50.0%
9.92 14.9%

Offfce of Legislative Auditor (1983)
OevelopnentalDisabilities Program(1983’
CopelandandIversen(1981)

homecosts include onlv residential and
State ho;p~tal”per diem costs are all Inclusive. Assumes
costs as Der Table 1.

lay programcosts.
governmentsshare

State hospital per diem are not divided into residential and day program
portions. DPMestimatas that 15%of the per diem is used for developmental
day programs.
Annualized day programcosts. Cost per service day iSS25.75(211
service days per year).

Note severalpointsin Table 3. First,the averagecost of a community
placementis lessexpensivethanstatehospitalcare even when the costof day
programsis included. Second,when onlythe costof residentialservicesis
considered,the countypays lessfor grouphomesthan for statehospitals.But
when the costof day programsis added,the countypays less in statehospitals
becauseit can avoidthe high CSSAmatchingrate for communityday programsand
additionalmedical,administrative,and supportservices.
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Strainedbudgetshaveled somecountiesto reduceday programmingservicesfor
all r cipientsin orderto stretchthe budgetto meet a portionof everyone’s
need.8 Othercountieshave refusedto provideday programmingforadditional
clients. Thesecutsinhibitmovementfrom statehospitalsbecause:

a. Grouphomesare reluctantto acceptnew residentswho lack fulltime
day programming.Federalregulations(42CFR 442.463)requirethat ICFs-
MR provideactivetrainingand habilitationservicesto all residents
regardlessof age,degreeof retardation,or accompanyingdisabilitiesor
handicaps. In Minnesotathisrequirementhas most frequentlybeenmet by
providingdevelopmentalachievementcenter(DAC)serviceson a regular
basis (DPWRule34). As reductionsin DAC programsfor developmentally
disabledpeoplecontinue,compliancewith the activetreatmentprovisionis
jeopardized.Becauseprovidershave been limitedsinceJuly 1981to a 10
percentannualincreasein rates(seebelow),few grouphomescan assume
the additionalstaffcostsof providingday programsfor residentswho must
stayhome severaldaysper weekbecausetheirDAC serviceshavebeen
reduced.

b. Statehospitalsare reluctantto dischargeresidentswithoutthe assurance
of full timeday programs. The WelschConsentDecree(1980)and other
courtdecisions(JudgeEarlLarson,1982a,1982b)requiredischargeplans
to avoid‘dumping~statehospitalresidentson unpreparedcommunities.

3. Lack of Facilitiesand Staff.

Whilethe communityhas madegreatstridesin servingpeopleat all levels
of functioning,currentreimbursementand licensingrulesdiscourageproviders
frommakingthe changesneededto servemore d pendentclients. The recent
caps imposedon annualper diemrateincreases5 do not allowprovidersto
coverthe costsof addedstaff,enrichedprograms,or improvedphysical
facilities.A recentstudy(DevelopmentalDisabilitiesProgram,1982) found
thatalmostone-halfof statehospitaladmissionswere for behavioror behavior-
relatedproblems. Of the admissionsof individualscomingfroma community
grouphome, 85 percentresultedfrombehaviorproblemsthatthe facilitycould
not handle. Clearly,someflexibilityis neededin the reimbursementsystemto
enableexistingprovidersto

——.—.

4 A January,1983decisionbythe
ofMinnesota,#C9-82-34(Minn.S.
arbitrarilyrecIucingDACservices
individualServiceplan.

effectivelyserveresidentswith specialneecis.

MinnesotaSupremeCourt(Swensonv.State
Ct.January21,1983)prohibitscountiesfrom
belowthelevelrecommendedby theclient’s

5 For1982and 1983,theLegislaturelimitedrateincreasesforresidential
facilitiesto 10percent(1981MiM. Laws,FirstSpecialSession,Chap.2,
Section3). ‘fheratelimitiseffectiveuntilJanuary30,1983;however,the
Governor’sbudgetmessageproposeda reductionin thelimitfrom10percentto
8 percentto takeeffectJuly1, 1983. Inthebudgetbalancingbillsenacted
duringtheThirdSpecialSes.9ionof 1982,theLegislaturealsoreducedpayments
to ICF-MRandotherMedicaidvendorsby~ percent.Thisreductionaffects
services provided between January1 andJune30,1983andis basedon theper
diemratein effectforthatperiod.(Minn.Laws1982,3rdSpec.,Chap.1,Art
II,.%c.1,Subd.4(a)).
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In addition,effortsneed to be undertakento recruitnew providersand to
establishinnovativeways to servethemost dependentclientsin community
settings.

DISINCENTIVESTO MOVE FROMCOMMUNITYGROUPHOMESTO LESS INTENSIVESETTNGS

1. UnequalCountyShareof Costsof GroupHomesvs. Alternatives.

Althoughthe countyassumesadditionalcostswhen a personmoves froma state
hospitalto a grouphome,the fiscaldisincentivesto movementare even
strongerfor lessrestrictivesettings. Alternativessuchas adultfoster
care,supervisedapartments,or independentlivingfacecomplextunstable?
and inadequatefunding. Figure1 illustratesthatas the settingbecomesless
restrictive:

1. the costto governmentdecreases,
2. the numberof necessaryfundingsourcesincreases,and
3. the costto the countyincreasesbecausethesealternativesare heavily

dependenton countyrevenueand do not receivefederalfunds.

2. Bad EconomicConditionsIncreasethe Riskof Failurein the Community.

Lack of competitiveemploymentor shelteredwork leavesthe developmentally
disabledpersonwith onlypublicresourcesto providefor dailyneeds. Until
the personis economicallyself-sufficient,meetingtheseneedsrequiresa
complicatedpackageof publicprograms--rentsubsidy,SSI/MSA?foodstamps)
and Medicaidfor example. Shouldthe personbecomeineligiblefor a key
program,the entireconmwnityplacementmay be jeopardized.Interlocking
eligibilityfor programs(seebelow)may terminatethe clientautomatically
from otherprograms,or lossof one program’sbenefitsmay leavethe person
with insufficientresourcesto continuein the community. Ratherthanrisk
failureof theseconmmnityplacements,both the grouphome and the casemanager
may preferto leavethe clientin a Medicaidfundedresidence.

3. InterlockingProgramEligibilityCausesBenefit‘Notchesn.

As clientsprogressto independentliving,theyriskpotentialinterruptionsin
serviceas theirincomefluctuates.When the clientreceivesbenefitsfrom
only one programthe problemrarelyoccurs. Most programs,in orderto retain
a work incentive~permitclientsto keep a portionof the incomethey earn.
However,when eligibilityfor severalprogramsis linkedand the client’s
incometerminateseligibilityfor a key program, the cumulativelossof
benefitsmay exceedthe additionalincomeearned. Thisnet loss is calleda
‘notch”. DisabledSS1 recipients,for example,are automaticallyeligiblefor
Medicaid,and dependuponthisprogramto pay theirmedicalcosts. At a
certainincomelevelthe personlosesSS1 eligibilityand,automatically?
Medicaideligibility.Thoughthe person’searnedincomemay be higherthan
the previousSS1grant,the costof assumingmedicalexpensesgeneratesa net
loss. The personwas betteroff financiallyby not working.(SeeFigure2).
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client MonthlyS31 TotalMonthly Medical TotalMonthly
Earnings Grant Inoome Benefits Income& Benefits

-o- $284 $284 $200 $484
100 266 366 200 566
200 217 417 200 617
500 67 567 200 767
700 -o- 700 -o- 700

SS1regulationspermitthe recipientto keepa portionof monthlyearned
inoome.Thefirst$65and505of remainingearnedinoomeare‘disregardedWin
oaloulatingtheamountof themonthlygrant.

Figure2 assumesthepersonincursaveragemonthlymedicalexpensesof $200.

At $700 of earnedinoome~the‘notch”1SapparentsEvenaftersI income
disregards,thepersonearnstoomuchto receivean SS1grant.‘When
terminationof BBIeligibilityresultsin lossof Medioaidbenefits~thePerson
receives$66.50lessintotalmonthlyincomeandbenefitsthantheperson
earning$500permonth.
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A three-yearfederalexperiment(DPW,1981a)addressesthisproblem.
Previously,anyoneearningmore than$300per month for ten monthsor morewas
judgedcapableof “substantialgainfulactivity”and, therefore,no longer
disabled. Oftenthismeantthatthe personlostMedicaidbenefitsas well.
Amendmentsto the SocialSecurityAct (P.L.96-265,1980),permitdisabled
peopleto retaindisabilitystatusand Medicaideligibilityif theymeetall
SS1 disabilitycriteriaexceptfor the earningslimit.

In Minnesota,state statutes contain a similar provision (M.S.256D,12MCAR
1.057). Disabledpeopleretaincategoricaleligibilityfor Medicaidevenif
theirincomeexceedsSS1 limitsso longas the incomedoesnot exceed
eligibilityguidelinesfor the Medicaidprogram. In addition,when the
federalgovernmentrulesthata Minnesotaresidentis no longerdisabled,the
personcan appealthe rulingto a statemedicalreviewteam. The reviewteam
cannotrestoe SS1 benefitsbut can continuethe person’sMedicaid

~eligibility.

DISINCENTIVESTO STAY IN THE FAMILYHOME

1. InadequateFundingfor In-HomeSupports.

Successfulreinstitutionalizationrequirestwo simultaneousprocesses:(1)
demissionof thosewho are inappropriatelyplacedIn restrictivesettings,and
(2)correctiveactionto preventnew admissionsfromthe community. Yet the
leastadequate,most fragmentedfundingis used to financein-homesupports,a
generictermfor any effortto help families-- throughcash paymentsor
supportservices-- to maintaina developmentallydisabledpersonin the family
home. In Minnesota,two typesof programsprovidethesesupports:

1. The FamilySubsidyProgram(M.S.252.27(4),12MCAR1.019)provides
familiesof retardedchildrenwithmonthlystategrantsof up to
$250. Familiesapplyto countysocialserviceagencies. The Department
of PublicWelfareselectsparticipantsbasedon severityof handicap,need,
and potentialfor development.The programcoststhe statelessper client
thanthe stateshareof any otherservice. Sincethe programis funded
entirelyby the state,the countyconservesCSSA funds;however,the state
allocationdoes not meet the demandfor thesegrants. In 1982,the program
supported150familiesand had a waitinglistof 80 families. The
Departmentof PublicWelfareexpectsthe waitinglistto doubleduring
fiscalyear 1983 (Officeof LegislativeAuditor,1983).

2. RespiteCareluntil 1981was fundedin many countiesfrom ~Cost
of Care”funds(M.S.252.27,12MCAR1.030)-- a state/countyprogramto

—..—.——.

6 Federal District Court Judge EarlLarson hasrecentlyissueda ruling
(MentilHealthAssociationof Minnesotav. Schwaiker,554F. Supp.157)that
significantlylimitsthesocialSecurityAdministration’sterminationor denial
of benefitstodisabledmentallyillSS1recipients.SeeMinnesotaD.D.Law
Reporter,Vol.II,No.5, January,1983,pg.3-5,fora sunroarYandanalYslsof
thisdecision.
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SOLVINGTHE PROBLEMOF FISCALDISINCENTIVES

Elimimting fiscaldisincentivesrequiresa fundamentalshiftin the way we
financeservices,sharecostsamonglevelsof government,and rewardproviders
for good performance.Threefirststepsmightbe takento alleviatethe
disincentivesdiscussed:

1. Reorganizethe way thatcostsare sharedso that serviceswhichare least
expensiveoverallare also leastcostlyfor the levelof government
responsibleforplacementdecisions.

2. Reducethe complexityand instabilityof fundingfor lessrestrictive
alternatives.Consolidatethe numerousprogramswhich fundalternatives
and stabilizetheirfunding.

3. Recruitproviderswho will servemore dependentclientsand create
incentivesfor existingprovidersto movehigherfunctioningresidentsto less
restrictivesettings-- and replacethemwithmore dependentclients. These
incentivesmightincludebonusesto providerswho move clients. Coupledwith
selectiverelaxationof the 10 percentcap on annualcost increases,these
incentiveswouldincreasethe capabilityof the existingsystemto servemore
difficultclients.

OPTIONS

SeveralstrategiesmightIncorporatethesethreeinitialsteps. Two that
are oftendiscussedinclude:

1. Alternativecaregrants:Thesegrantswouldcombinestatefundswitha
countycontributionand wouldincreasethe availabledollarsfor non-
institutionalservices. If the localshareof costswas appropriately
adjustedso that it did not exceedthe countyshareof grouphome or state
hospitalcare,alternativecaregrantswouldprovidea strongincentivefor
countiesto move clientsto lessrestrictivesettings.

Unlessthe grantsalso fundedthe costof day programs,thisoptionwould
not eliminatethe substantialdifferencein localshareof grouphomevs.
statehospitalcare. Moreover,in orderto equalizethe county’sshareof
costs,the statemust shouldera largerportionof the costs. In some
casesthe state’ssharewouldexceedits contributionto statehospital
costs.
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Table4
DAILYCOSTPERCLIENT:a
CurrentFinancingMethods

Levelof State GroupHome SILS FosterCare FamilySubsidy
Government Hospital andDAC andDAC andDAC andDAC

Federal 57.16 26.99 9.48 ---- ----

State 47.09 29.68 20.02 13.44 14.71

Local 5.25 9.92 10.80 13.44 7.44

Total 109.50 66.59 39.70 26.88 22.15

Source:Officeof LegislativeAuditor(1983).

Communitysettingsincludecostsof residentialanddayprogramaonly. State
hospitalperdiemcostsareallinclusive.DACcostsareannualized
($14.88/day).

~ Aasumescostsaresharedby governmentsas perTable2.
Aasumespersonia comingfroman ICF-MRandreceivesSSI/MSA.

Table5
DAILYCOSTPERCLIENT:

AlternativeCareGrantswithEqualized
County Cost for All Services

Level of State Group Home SILS Foster Care
Government Hospital and DAC andDAC and DAC

Federal 57.16 26.99

State 47.09 34.35

Local 5.25 5.25

Total 109.50 66.59

Source:Officeof LegislativeAuditor

9.48 ----

24.97 21.63

5.25 5.25

39.70 26.88

(1983).

Family Subsidy
and DAC

----

16.gO

5.25

22.15

Communitysettingsincludecostsof residentialanddayprogramsonly. State
hospitalperdiemcostsareallinclusive.DACcostsarea-%ualized-
($14.88/day).Here,countypayssameamountregardlessof setting,andthe
stateassumesthereductionin countyshare.

2. Medicaidfundingof non-institutionalservices. Recentfederal
legislation(P.L.97-35)permitsstatesto expandthe scopeof Medicaid
reimbursableservicesso longas the new servicesare intendedto reduce
the use of institutionsor Medicaidcertifiedgrouphomes. A fullrangeof
serviceswouldbe financed,butgovernmentswouldsharethe costsin the
samemannertheyshareotherMedicaidcosts.The advantagesof “this
strategyare several:
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Table 6
DAILYCOSTPERCLIENT:

MedicaidFinancingofAllServicesa

Levelof State GroupHome SILS FoaterCare FamilySubsidy
Government Hospital andDAC andDAC andDAC andDAC

Federal 57.16 34.76 23.24 14.03 11.56

State 47.09 28.63 14.61 11.56 9.53

Local ~ 3.20 — —1.85 1.29 1.06

Total 109.50 66.59 39.70 26.88 22.15

Source: Officeof LegislativeAuditor(1983).

Communitysettingsincludecostsof residentialanddayprogramsOnlY. State
hospitalperdiemcostsareallinclusive.DACcostsareannualized
($14.88/day).Here,alldayandresidentialservicesareMedioaidfunded.For. L..–.

SILS,aervicecostanadayprogramcostarefundedbyMedicaid;
arefumedthroughSSM4SA grant.

1. Localgovernments
thusremovingthe

wouldpay the sameshareof costs
incentiveto institutionalize.

roomanaooara

for all services,

2. The administrativecomplexityof the residentialfundingwouldbe
reducedsinceone program-- Medicaid-- wouldfundall servicesin
the continuum.

3* The federalgovernmentwouldsharein the costof alternativeservices
thatcurrentlyare fundedsolelyfromstateand localrevenue.

This strategyassumesthatmost clientsare eligibleforMedicaidand that
servicesare limitedprtiarilyto thosein institutionsor at riskof being
placedin an institution.Becauseof the restrictionsof the legislation,only
limitedexpansionin caseloadwouldbe permitted. In addition,the costPer
day of alternativeservicesmay increaseif new federalregulationswere
writtenfor alternativeservices. F nally,the Medicaiddefinitionof
‘trainingand habilitativeservicesff$ may restrictMedicaidreimbursement
to DACS or similarprogramsthusgeneratinga new set of potential
disincentivesto placementin competitiveemploymentor in vocationalprograms
with less stablefunding.

8W ...(those)titendedtoaidtheintellectual,eeneorl.motor,andemtional
developmentof a resident.w(42CPR442.401).
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HOW STRATEGIESAFFECTCOSTS: AN ILLUSTRATION

Becausethe strategiesare fundeddifferently,the effectson federal,state,
and localshareof costsvary. Assumea hypotheticalcountywitha caseload
of 1,000mentallyretardedpeople.

Assumethatthe county’sclientsare distributedamongservicesin a manner
resemblingthe stateaverage(DevelopmentalDisabilitiesProgram,1983):

Service % of Clients

statehospital 27.0
grouphomes 57.0
SILS
fostercare :::
familysubsidy 2.4 a

100.0

How woulda moderateprogramof reinstitutionalizationaffectcosts? Assume
the countyshifts20 percentof its clientsfromstatehospitalsto group
homes,and alsomoves20 percentof9itsgrouphome residentsin equalnumbers
to threealternativecaresettings.

Services #Clients #ClientsAfter
Currently DeInstitutionalization

statehospital
grouphomes
SILS
fosterhomes
familysubsidy

Total

Tables7 through11 examine
currentsituationand under

OPTION

.— ——
a Doesnotinclude
programs.

A: Increase

270 216
570 510

68 106
68 106
24 62

1000 1000

thecoststo each level of governmentunder the
three options:

fundingfor non-institutionalservices,but retain
the currentmethod of sharing costs.

thOsein countysupportedregpltecareor in-homesupport

9 me Wetich Consent Decree provided for a reduction in ment.allYretarded
resi~ents of state hospitals from 2700 to 1850. ‘l’his representsa 31
percent reauction. The recent report by the LegislativeAuditor(1983) cites
estimates whichconcludethat10.20percentof thosecurrentlyin ICF-URcare
couldmoveto lessrestrictivealternatives.
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OPTIONB: Increasefundingthroughalternativecaregrantswhich
equalizethe countyshareof costsfor all services.

OPTIONC: Increasefundingby usingMedicaidto fundall servicesin
the continuum.

Table7
DAILYCOSTFOR 1,000 CLIENTS:
CurrentFinancingMethodsa

Levelof State GFOUDHome SILS FosterCare FamilySubsidy
GovernmentHospital and”DAC andDAC andDAC andDAC Total

Federal 15433 15384 645 ---- .-— 31462

State 12714 16918 1361 914 353 32260

Lcoal 1418 5654 6g4 914 ~ 8859

Total 29565 37956 2700 1828 532 72581

Clients 270 570 68 68 24 1000

a. Costsperclientperday as perTable4.

Table8
DAILYCOSTFOR 1,000 CLIENTSAFTER20$REINSTITUTIONALIZATION:

IncreasedAllocationsbutNo Adjustments
To LocalShareof Costsa

Levelof State GroupHome SILS FosterCare FamilySubsidy
Government HospitalandDAC and DAC andDAC andDAC Total

Federal 12347 13765 1005 --- --— 2711’7

State 10171 15136 2122 1425 912 29766

Local ~ ~ 1081 1425 461 g160

Total 23652 33960 4208 2850 1373 66043

Clients 216 510 106 106 62 1000

a. Coatsperclientperdayas perTable4.
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Table9
DAILYC(JSTFOR 1,000CLIENTSAFTER20%DEINSTITIJTIONALIZATION:

AlternativeCareGrantswithE ualCounty
Costs for All Services 2

Levelof State GroupHome SILS FogterCare FamilySubsidy
GovernmentHospital anaDAC andDAC andDAC andDAC Total

Federal ‘ 12347 13765 1005 ---- ---- 27117

State 10171 17519 2647 2293 1048 33678

Looal 1134 2677 556 556 325 5248

Total 23652 33961 4208 2849 1373 66043

Clients 216 510 106 106 62 1000

a. Costsperdayperclientas perTable5.

Table10
DAILYCOSTFOR 1,000CLIENTSAFTER20~REINSTITUTIONALIZATION:

MedicaidFinancingof AllServicesa

Level of State Group Home SILS FoaterCare FamilySubsidy
GovernmentHoapital andDAC and DAC— — andDAC TotalandDAC

Federal 12347 17728 2463 1487 717 34742

State 10171 14601 1549 1225 590 28136

Local 1632 196— 137

Total 23652 33961 42o8 284$1 1373 66043

Clients 216 510 106 106 62 1000

a. Costsperdayperclientas perTable6.
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Table11.
SUMIARY:DAILYCOSTSTO EACHLEVELOF GOVERNMENTUNDERFOUROPTIONS

Current 20$ Deinstitutionallzation
Situation A B c

Federal 31,462 27,117 27,117 34,742

State 32,260 29,766 33,678 28,136

Local 8,859 9,160 5,248 3,165

Total 72,581 66,o43 66,043 66,043

All threedeinstitutionalizationstrategiessavemoney. Regardlessof the
option,the overallcostof servingthese1,000clientsdeclinesby about
$6,500/dayaftera modestshiftof residentsto less restrictivesettings.

The impacton each levelof governm~t differswith the option. In OptionA,
the countypaysmorewhen it movesclientsto less restrictivesettingsbecause
the countyshareof thesecostsis higher. In OptionB the countyshareis
equalfor all serviceswhichgeneratesa strongincentiveto move clientsto
lessrestrictivesettings. Becausethisreductionin countycostsmustbe
shoulderedby the state,statecostsunderOptionB increase$1418per day.
In OptionC, the federalgovernmentsharesin the costsof services. Stateand
countycostsdecreasesubstantially,althoughfederalcostsincreaseby $328o
per day.

CAVEATS

Wheneverservicesare expandedor fundingsystemsare changed,thereis a
calculatedrisk. A worthwhileplancan be underminedby mistakesin
implementationor by ignoringimportantfactors. Here are a few concernsthat
must be addressedby any strategyto reducefiscaldisincentives.

1. Since 1980, Minnesotahas consolidatedcommunitysocialservicesfunding
underthe CommunitySocialServicesAct (CSSA). Countieshaveusedthese
limitedforumulagrantsto funda broadarrayof servicesto mentally
retardedpeopleand to severalothertargetgroups.

Most plansto reducefiscaldisincentiveshelp countiesby lowering
the localshareof costsor by replacingCSSA fundingwith another
sourceof funds. However,if all countyCSSA savingssimplyreverttothe
statepthe incentivefor countyparticipationis reduced. Furthermore,
countiesmay fearthatas new fundingsourcesreplaceCSSA,reductionin
theirCSSAgrantswill not take into account actual current county
expendituresfor these services.

2. Similarly,whilethe costof alternativesis demonstrablycheaperthan
statehospitalcare,the mannerin whichstatehospitalper diemsare
calculatedmay undermineincentivesto demitstatehospitalresidents.
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3.

Becauseof thehigh fixedcostof statehospitals,as the numberof clients
declines,the costper clientincreases.Consequently,countysavingsby
movingclientsfromthe statehospitalare eatenup by the increasedcost
per day to servethoseresidentswho remain.

The costof Medicaidfundedserviceshas tendedto increasefasterthan
servicesforwhichthe countycontractsdirectlywith vendors(State
HealthPlaming and DevelopmentAgency,1982).Countiesfeara lossof
localcontrolovercaseloadsand per diemsIf a federal/stateprogramlike
Medicaidis introduced.Proposalsto fundnon-institutionalservices
shouldincludemethodsof restrainingMedicaidcostincreases. Retaining
localnegotiationof vendorcontractshas been suggested.However,county
interestin costcontainmentmay be diminishedsincelocalgovernments
wouldpay lessthan5 percentof the cost if theseservicesare funded
throughMedicaid. An alternativemightbe to distributeMedicaidmoneyas
a grantto counties?thusincreasingthe incentiveto maximizethe number
of peopleserved.

4. Pre-admissionscreeningand casemanagementare necessaryto ensurethat
expansionof the continuumis targetedto thoseat risk or currentlyin
institutions.If non-institutionalservicesare to effectivelycontain
costs,thenexpandedservicescannotattractunlimitednumbersof people
not currentlyin the system. In short,new servicescannotsupplant
informalcare.
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APPENDIX: IMPACTON FISCALDISINCENTIVESOF RECENTSTATELEGISLATION

Recentstatelegislationsignificantlychangesthe methodof fundingand
providingservicesto mentallyretardedpeople. The changescontainedin
Article9 of S.F. 1234(mnn. kws 1983,Chap.312)~affectbothresidential
and day programservicesin Minnesota.

Thisappendixsu~arizes the majorprovisionsof the legislationand tracesits
effecton the hypotheticalcountycaseloadpresentedearlier. In particular,
the costsexperiencedby federal, state, and countygovernmentbeforeand after
the legislativechanges

The majorprovisionsof

1. A moratoriumon
bedsof 7500by

are compared.

S.F. 1234whichaffectthe countycaseloadinclude:

new ICF-MRbedsand a ceilingon the numberof
July 1, 1983and 7000by July 1, 1986. Assumingour

hypotheticalcountyhas approx~atelythe samenumberof beds per
capitaas the restof the state,the legislationpreventsthe county
fromincreasingthe numberof ICF-MRbeds unlessexistingbedsare
decertified.

2. DAC fundingis shiftedfromCSSAto Medicaidfor thosein ICFS-MR.
Thisequalizesthe scopeof servicescoveredby Medicaidfor thosein
statehospitalsand in commwity ICFS-MR,thuseliminatingthe
incentivesto placesomeonein a statehospitalto shelterthe county
fromCSSAcostsof day programsin the community. Besidesthosein
ICFS-MR,Medicaidwillalso fundday programsfor thosedivertedfrom
ICFS-MRto fcxr Waivered services(seebelow). DAC fundingfor those
who do not residein grouphomeswill stillbe fundedthroughCSSA.

3. The stateis empoweredto applyfor federalnhomeand communitybased
Waivers’r.Thesewaiverspermitthe stateto extendMedicaidfunding
to serviceswhichcan be usedas alternativesto statehospitalor
communityICF-MRcare. Eligibilityis restrictedto thosecurrentlyin
statehospitalsor grouphomesor who are certifiedby a county
screeningteamas needingthat levelof care in the near fUtUI’e.

Becausethe federalgovernmentintendedthe waiversas a cost
containmentmeasure,growthin alternativeservicesis restricted.The
statemust ensurethatMedicaidexpenditureswith the waiveredSerViCeS
do not exceedMedicaidexpendituresin a systemwithoutthe waivered
services.

4. The countyCSSAallocationwill be reducedto help pay for increased
stateMedicaidcostsfor DAC services.

For counties,thewaivermeansthatmany people in group homes and state
hospitals can be movedto lowercostalternativeswithoutcreatingexcessive
new demandson countyor state/countyCSSA funds. For thoseeligiblefor the
------

* Becauseit empowersthe stateto seek a varietyof federalwaivers,the
legislationis popularlyknownas the ~waiverbilln,and is referredtO as such
throughoutthe discussionin theappendix.
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new waiveredservices,fiscaldisincentivesto placein more restrictive
Settings are virtuallyeliminated,but thosecurrentlylivingat home can
accessalternativeservicesonly if theyare certifiedas in imminentriskof
institutionalizationor grouphomeplacement.

The proposedalternativehomeand community-basedservicesto be fundedunder
the waiverinclude:

1. In-HomeFamilyServices(IFS): Servicesto maintaina childin
the familyhome. Includeshomemakingand in-hometrainingfor parents
and siblings,respiteservices,and specializedservicesand therapy.

2. DevelopmentalTrainingHomes (DTH): Habilitativeservicesto
specialneedschildrenand adolescentsin settingsof up to three
clients. Targetedto childrenand adolescentswho wouldotherwise
requireICF-MRor statehospitalplacement.

3. SupervisedLivingArrangements(SLA):
specialneeclsadultsin settingsof up to
adultswho wouldotherwiserequireICF-MR
Severaltypesof SLASwill be developed.

naDulcaGlveservicesLO
six clients. Targetedto
or statehospitalplacement.

4. Semi-IndependentLivingServices(SILS): Habilitative,homemaker,
and home healthservicesto enableindividualsto be placedor remain
in a varietyof independentcommunitysettings. As a Medicaidfunded
service,thisprogramwill be targetedto thosecurrentlyplacedin
ICFS-MRor statehospitalsor at riskof suchplacement,although
otherswill continueto receiveSILS
state/countyprogram.

DAILYCOSTSFOR HYPOTHETICALCOUNTYCASELOAD

servicesfundedby the current

It is difficultto determinethe fullcost tipactof the new legislation.Many
of thealternativeservicesare new and so theirper diemscan only be
estimated. In addition,themannerin whichICF-MRbedswill be decertified
and reallocatedhas not beenestablished.When servicessuchas DACSbecome
eligiblefor MA, theirper diemsmay increaseif theyare requiredto meetmore
stringentfederalregulations.

The provisionsof the legislationfollowcloselyan earlieranalysisby the
Departmentof PublicWelfare(DPW,1983). The assumptionsused for costand
caseloadprojectionsin thatdocumenthave been appliedhere. Althoughthe DPW
analysisspansfour fiscalyears,thisappendixlooksonly at the cumulative
effeCtof Wdiverec!servicesat theend of fouryearsand is intendedonly to
illustratethe intentof the waiverprogram,and its effectson costsand
caseloads.

Briefly,the net effectof thewaiverlegislationis to reducethe totalcost
of servingthe hypotheticalcounty’scaseloadby roughly$11,000per day.
Table 12 listscostsby levelof governmentin FY 1983and in FY 1987withand
withoutthe waiverlegislation.Notethatwith the waiverlegislation,federal
costsincreaseslighltybut are offsetby si~ificant decreasesin stateand
countyexpenditures.
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Table12
SUMMARY: DAILYCOSTBY LEVELOFGOVERWMEWT

FORHYPOTHETICALCOUWTYCASELOAD

FY Ig8~ FY 1987
No Waiver With Waiver

Federal 31056 45592 46oo7

State 33409 48721 43428

county 10065 14376 8646

Total 74530 108689 g8081

Table 13 showsthe sourcesof the increasesand decreases. MedicalAssistance
costsdecreasebecauseformerICF-MRand statehospitalclientsare divertedto
lessexpensivealternativeservices. BothCSSAand SILScostsdecreasebecause
clientswho wouldordinarilybe fundedby theseprogramshave becomeeligible
for Medicaidfunding. TransferringDAC fundingto MA for communitygrouphome
clientsis a major

MA

CSSA

SILS

FamilySubsidy

SS1

USA

Total

sourceof CSSA,savings.

Table13
HOWDAILYGOVERNMEWTCOSTS
CHAWGEWITHUSEOF WAIVER

- Federal State county

-897 -740 -83

-5869 -5869

-169 -40

0

+1312

+1485 +262

+415 -5293 -5730

Total

-1720-

-11738

-209

0

+1312

+1747

-10608

Only SS1 and MSA increase because clients who move to waivered services require
SSI/MSA subsidies for daily room and board. Only for the federal government
are other savings offset by SSI/MSA increases,and even here the increase is
small.
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EFFECTSON COUNTYSHAREOF COSTS

As was discussed earlier, although alternatives to communityICFS-MRand state
hospitalsare oftencheaper,themannerof fundingtheseservicesoftenresults
in countycoststhatare higherfor serviceswhichare leastexpensive
overall. Figure4 showshow the legislationaffectscountycosts.

Figure4

TOTALCOSTOF SERVICEVS.COUNTYCOSTS
FY1987tSW ICF-HR.BAI’fEREDSERVICES
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includecostof dayprogram.

fOUrnew alternativestO state h09Dital orLWCdUSf3 the legislationcreates
communitygrouphome care,and all fouralternativesare fundedth~ough
Medicaid,the countypays the same percentage (4.8 percent) of costs regardless
.>fthe setting. Furthermore,becauseday programsare also Medicaid funded
Cg’drdlessof the setting, the county incentiveto place in more restrictive
s~t.tingsto conserve the CSSA budget is eradicated. The countyshareof costs
rl~’~ .It?clineg with the total cost of services.

Althoughfiscaldisincentiveshavebeeneliminatedfor thosein ICFS-MRor
Waiveredservices,a portionof the county’scaseloadwill stillbe servedby
state/countyfundedservicessuchas fostercare,SILS (stategrantor CSSA)
and familysubsidy. Theseare peoplewho are not certifiedas needingICF-MR
levelcareand, therefore,can not accesswaiveredservices.
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Figure5 demonstratesthat for theseclients,countycostsdo not declineas
the overallcostof the servicedeclines. Servicesfor theseclientswill
continueto dependheavilyon countyfunds. In particular,when theseclients
requireday programsas well as residentialservices,the cost to the county
is higherfor theseclientsthanfor thosein more restrictiveservices.

Figure5

TOTALCOSTOF SERVICEVS.COUNTYCOSTS
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Perdiemnincludecostof dayprogram.

decisionsfor thoseWhetherthesedisincentiveswillactuallyaffectplacement
ineligibleforwaiveredservicesis a functionof severalassumptions;

1. Most peopleneedingserviceswillbe certifiableas ICF.MReligible
and can be servedin waiveredservicesor grouphomes. Hence,few
clientswill requirenon-waiveredservices.

2. Countyscreeningcommitteeswill preventrestrictiveplacementsfor
thosenot needinghigherlevelsof care.

3. Countysavingsunderthe waiverare substantialand can be shiftedto
adequatelyserveclientsnot eligiblefor waiveredservices.
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4. Most of theseclientswill not require DAC level services -- the real
sourceof the disincentive.As Table 14 shows,when the costof day
programsis removed,the countycosteitherstaysthe sameor goesdown
with the overallcostof the service.

Table14
TOTALCOSTSVS.COUNTYCOSTS

FORNCN-WAXVEREDSERVICES:FY 1987

Service Per
Diema

CountyCosts
Residential Residental

only andDay

SH 140.62 5.75 6.75

t!
ICF R 97.86 3.70 4.70
SILs 45.75 3935 13.60
FosterCarec 36.83 8.87 18.42
FamilySubsidy 30.36 -o- 10.25

a Allpercliemsincludedayprogramcharge.
b InclUde9 room and board funded throughSSI/MSA.Assumesclientis coming
froman ICF-MRandiseligiblefor81percentstatereimbursement.

c Perrliemincludesroomandboardpaidby county.

DETERMININGDAILYCOSTS: BACKGROUNDANDMETHODOLOGY

The previoussection summarizedthe effect of the legislationon totaldaily
costsfor servingthe countycaseload,and on the shareof costsfor eachlevel
of government.The remainingsectionsexplainhow dailycostsand cost shares
“werederived.

The projectionson caseloadand per diemsused in the Departmentof Public
Welfare’splan for waiveredservices(DPW,1983)have beenemployedhere.
In general,per diemsare projectedto increasefrom 6-8 percentper year
dependingupon the service,althoughsomeper diemsincreasemore rapidlyto
reflectthe changing(increasing)severityof theirclienteleover time.

Table 15 liststhe caseload-projectionsfor 1987with and withoutthe effectof
the waiverlegislationand comparestheseto the hypotheticalcaseloadassumed
earlier.
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Table15
ASSUMPTIONS: HYPOTHETICAL~lJNTYCASELOADFOR

RESIDENTIALSERVICES

FY1983 FT 1987

No With
Waiver Waiver

Current Services
SH 270 225 1s8
ICF-MR 570 710 519
SILS 68 99 99
Foster Care 68 71 71
Family Subsidy ~ ~ &

Subtotal 1000 1129 871

WaiveredServices

DTH
SLA
IFS
SILS

Subtotal

Total

o

1000

0
1129

39
103
39
~

258

1129

Without the waiver, ICF-MR spaces grow dramatloallybecause few alternatives
existfor thosereadyto leavethesesettingsor for thosecominginto the
systemfor the firsttime. The effectof the waiveris to reducethe numberof
statehospitaland ICF-MRbeds by 258 and to divert those people and new
clientscomingfromhome to one of fourwsiveredservices.

Tables16 and 17 showhow the legislationch~ges the way servioesare funded
with and withoutthewaiverand theway costsare shared. Two complex,
importantchangesshouldbe noted.

1. DAC Services: ThoseDAC clientswho liveIn ICFS-MR(roughly
60 percentof the currentDAC population)are fundedthroughMedicaid,
as are DAC clientswho areplacedin walveredservices. The remaining
clientsare‘fundedfromCSSAas at present.

2. SILS: New SILS clientscomingfromICFS-MRor statehospitals,
or at riskof theseplacements,are fundedthroughthe Medicaid
waiver.StateSILS fundingcontinuesfor currentSILS olientswho came
fromor were at riskof ICF.MRplacement. SILSclientsnot at risk
of ICF-MRplacementare shiftedto CSSAfundingbeginningJanuary1,
1984.

As thesetablesindicate,fourMedicaidfundedservicesare createdto
accommodatethosewho can leaveICFS-MRor statehospitalsor who might
otherwisebe placedin thosesettings.
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Table16
HOWSERVICESAREFUNDED:
Waivervs.CurrentSystem

SH
ICF
SILS:Grp.la
Sils:Grp.2
SILS:Grp.3
FosterCare
FamilySubsidy
DTH
SLA
IFS
DAC:ICF/SH
DACat risk
DAC:other
CaseMgmt:for
uaiverservices
CastMgmt:others

Current

FundingSources

HA
MA
SILS
SILS
CSSA
CSSA
FamilySubstdy
none
none
none
CSSA
CSSA
CSSA

none
CSSA

Waiver

MA
MA
MA
S1=
CSSA
CSSA
Family Subsidy
MA
MA
MA
MA
MA
CSSA

CSSA
CSSA

Change

x

x
x
x
x
x

x

sCUrCe9:DevelopmentalDisabilitiesProgram,1983.
DPW,1983 \

a Group1 SILSarethosecomingfromICF4R or at riskof suchplacement.
Group2 arethosecurrentlyon gtateSIG grantprogrm. Group3 arethose
notat riskof ICF-MRplaoement.

Residential

SH
ICF-MR
SILSGrp.la

Grp.2a
Grp.3

Fostercare
FamilySubsidy
D~a

SLAa
IFS

Day/Support

DAC:ICF
DAC:at risk
CaseMgmt.for

Table17
HOWGOVERHMEHTSSHARECOSTSOF

Waivervs.Current

CurrentSystem

Fed. State county

52S 45$ 4.8$
52 45 4.8
24 63 13.0
24 63 13.0

50 50.0
50 50.0

100
notapplicable
notapplicable
notapplicable

50 50
50 50

waiveredservices - 50 50
CaseMgmt:others - 50 50

a Includescostof roomandboard through SS1

SELECTEDSERVICES:
System

WaiverSystem

ge&

no change
no change
48$
no change
no ohange

State county

fromcurrent
fromcurrent
46$ 6.0$
from current
fromcurrent

nochangefromcurrent
nochangefromcurrent
50 44 6.o
50 44 6.o
52 43 4.8

52 45 4.8
52 43 4.8

62 43 4.8
no changefromcurrent

(100% federal)andMSA (85%
State,15%county)inadditionto fundingforprogramming.
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Tables18 and 19 outlinethe assumptionsused in projectingthe cost impactfor
the hypotheticalcountywithand withoutthe waiver. Notein Table 18 that the
developmentof waiveredservicesdoesnot increasethe totalnumberof people
servedunderMedicaid. But the rangeof Medicaidreimbursableservicesfor
thosewho wouldend up in the MA funded system anyway is expanded. In FY
1987 fully28 percent of the MA funded clients are in lower-cost alternatives
to statehospitalsor ICFS-MR.

Table18
ASSUMPTIONS:CLIENTSSERVEDANDDAILYCOST/CLIENT:

MedicaidFundedServices

- FY 1983 FY 1987

Residential:
s#
ICF-t4Ra
DTHb
SLA
IFS
SILS

Subtotal

Day/Support

a

b

c

DAC:SH
DAC:ICF

Per
Diemc

93.08
51.71

16.42

DAC:atrisk -
CaseMgmt: -

Sources:

#
Clients

270
570

840

270

Per
Diemc

119.87
77.11
54.78
75.18
20.41
30.75

21.16
20.39
21.47
2.74

Numberof Clients

No With
Waiver Waiver

225 158
710 519

39
103
39
~

935 935

225 158
311
129
258

DevelopmentalDisabilitiesProgram,1983.
DPW,1983.

Statehospitalperdiemsimlude residentialservicesonly.
State hospital day program costsarecitedin day/supportsection.

PerdiemsforDTH,SLA,andSILSincluderoomandboardcostsfundedfrom
SSIA4SA.

Allperdiemeareaveragecoatsof service. DACperdiemearecostsper
dayfor365days,notforservicedaysalone. Fy 1987perdiem rSflSot
6-8percentinflationperyearanda smallpremiumforincreasedseverity
of clientale.
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Table19
A=UpTIONS: CLIENTSSERVEDANDDAILXCOST/CLXE!?T:

Non-NedLcaidFundedServices

FY 1983 FY 1987

Per # Per #
Diem Clients Diem Cllents

No With
Waiver Waiver

SILS:
StateGranta 25.06 48 28.05
Other

75 75
9.07 20 11.28 24 24

FosterCare: 12.00 68 16.33 71 71
FamilySub. 8.22 24 9.86 24
DAC:

24

Non-MA
Adults 15.78 547 19.92 666 96
Preschool 16.51 164 20.84 164 164

CaseMgmt.
Hen-MA 1.36 1058 1.36 1138 947

Source:DPW,1983.

a Perdlemaincludecostof roomandboardfundedthroughSSI/MSA.SILS
‘othernclientaareassumedtobe toohighfunctioningforSS1eligibility.

b Aasumes$250/Im.grantforFY’83andtioreaseto $300/m.grantfor FY 87.

In Table19 the numberof clientsreceiv~g non.MedicaidfundedDAC and case
managementservicesis significantlylowerwith the waiverthanwithoutbecause
manyof theseclientsare shiftedto Medicaidfunding. One key assumptionis
thatthe existingfostercare,SILS,and familysubsidyprogramswill not grow
onceweivereciservicesare in place,but willbe ~intained at currentlevels
to accommodatenew clientswho do not have~ess to Waiveredservicesbecause
they are not certifiedas needing

DAILYCOSTS

The impactof thenew legislation
costimpacton federal,stateand
caseload.

Table20 summarizesthe effectof

ICF-MRlevelcare.

can bestbe demonstratedby examiningthe
countygovernment..f~.the hypothetical

thewaiveron MedicalAssistancecosts. The
legislationincreasesMedicalAssistancecostsin two ways: 1) by fundingDAC
servicesfOr ICF-MRresidents,and 2) by fuding fournew waiveredservicesand
casemanagementfor thosereceivingwaiveredservices.
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Table20
ANNUALMEDICALASSISTANCEEXPENDITURES

(inthousandsofdollars)

Residential/Support

SH
ICF
DTS
SLA
CFS
SILS

Subtotal

Day/SupportServices

CaseMgmt.
DAC:SH
DAC:ICF
DAC‘atriskfl

Subtotal

Total

FY83 FY87

NoVaiver

$9173
10758

$9844
19983

19931 29827

1618 1738

1618 1738

21549 31565

Waiver

$6913
14607
581
2301
291
472

25164

258
1220
2314
1o11

4803

29967

Note howeverthatthe increasesare offsetby dramaticsavingsin MA
expendituresfor statehospitalsand communityICFS-MR. In fact,evenwiththe
extensionof MA funding,thewaiversaves nearly $1.6millionannuallyin FY
1987MA costs.

ThewaiverlegislationaffectsotherbudgetsbesidesMedicalAssistance.
BecausefederalregulationsprohibitMedicaidfundingof roomand boardfor
thosein waiveredservices,mostclientsdivertedfrom ICFS-MRwill receive
federalSS1 and statelcountyMSA to pay for theirdailyneeds. Similarly,
sincethe legislationdoesnot cover everyone on the countycaseload,a full
accountingof the publicexpenditurefor theseclientsis necessaryto
completelyevaluatethe waiver’simpact.

Tables21 through23 examinethe dailytotalcostof servingthe hypothetical
countycaseloadand breakdownthe the shareof costsassumedby each levelof
government.Thesetotalsfor eaohlevelof governmentare the sourceof the
entriesin Tables12 and 13.
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Table21
DAILYCOSTSBY LEVELOF OOVERlOIENT:
HypotheticalCountyCaseload:FY 1983

Service

Residential

SF
ICF-MRa
S1=:
at ~i@,c

othersd

FogterCareb
FamilySubsidy

Waiver

DTH
SLA
IFS
SIE

Day& Support

DAC:MAe
DAC: CSSAf
CaseMgmt:MA
CaseMgmt:CSSAg

Total

#
Clients Per Diem

270
570

48
20
68
24

270
734

1058

Sources:Developmental
DPW (1983).

Residentialperdiemcost
programsandsupport.

93.08
51.71

25.06
9.07

12.00
8.22

16.42
15.94

1.36

coats
Total Fed. State county

25132
29475

1155
182
816
197

4433
11702

m

74530

13119
15386

237

2314

31056

10807
12674

756

4::
197

lg06
5851

719

33409

1206
1415

162

4::

213
5851

719

10065

DisabilitiesProgram(1983).

only. Dayprogram costs are listedunder day

IXIOIUdeSroom andboardfunded from SSI/MSA.

At riskincludesthosefromSHor ICF-MRorat riskof the~eplacements.
Countiesreceive81 percent state reimbursementfortheseclientsand50
percentforallothers.

Assumesthat ‘other”olientsare toohighfunctioningto qualifyfor
SSI/’MSAfunding.Roomandboardmustbe fundedfrom client resources.

Aswxmesonly SH residentsreceiveMA reimbursementfor DAC services.

tiCludeS60percentofthosefromICF-MR,10percentof thosefromSILS,
and50percentoffostercareplacements,187adultclientsnotreceiving
residentialservicesand164preschoolers.Perdiem is weighted average of
adult and preschool perdiems.

Assumeca3eratioof 1:50.

Assumescostssharedas perTable14.
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Table22
DAILYCOST*BYLEVELOF OOVERWMEWT:
HypotheticalCountycaseload:FY 1987

U5.thoutWaiver

#
Clients

Costa
Fed. StateTotal — — CountyServioe PerDiem

Residential

SSP
ICF-MRa

225
710

75
24
71
24

119.87
77.11

26971 14079
54749 28579

11597 1295
23542 2628

SILS:
at risk:b~c 28.05

1i.28
16.33
9.86

2103 449
270

1160
237 -

1364 290
135 135
580 580
237

othersa
FosterCareb
FamilySubsidy

Waiver

DTHb
sLAb
IFS
sI.Lsb

Day k Support

4761 2485
16890 -
_E!!Q—

108689 45592

DAC:MAe
DAC:CSSAP
CaseMgmt:14Ag

225
830

1138

21.16
20.35
1.36

2047 239
8445 8445
~ ~

48721 14376Total

a Realdentialperdlemooatsonly.Dayprogramcoats
programsandsupport.

arelistedunderday

b

o

Inolude9roomandboardfUndedfromSSI/MSA.

AtrlakinoludesthoaefromSH or ICF-MRorat risk
Countiesreaeive81peraentatatereimbursementfor
percentforallothera.

of theseplaoementa.
theaeclientsand 50

d AS8UMSSthat‘other”clientsaretoohighfumc!tioningto qual%fyfor
SSI/t4SA.Roomandboardarefundedfromclientresources.

A8aumesonly SHresidents reaeiw MAreimbursementfor DACservices,

Inoludea60peroentof thosefromICF-MR,10percentof thosefromSILS,
amd50percentof fostercareplaoementa,179adultolientanotreoeiving
residentialservicesand 164preaohoolers.Perdiemisweightedaverageof
adultandpreschoolperdiems.

Assumescaaeratioof 1:50.

Assumescostssharedas perTable14.

e

?
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Table23
DASLYCOST-BY LEVELOF OOVERMENT:

for HypotheticalCountyCaseload: FY 1987
WithWaiver

Service

Residential
sir
ICF+lRa
SILS:
at ri~kb,c

othersd
FosterCareb
FamilySubsidy

Waiver

mb
SLAb
IFS
sILsb

Day & Support
DAC:MAC ~
DAC:CSSA’
CaseMgmt:MA
CaseMgmt:CSSAg

Total

Clients

158
519

75
2b
71
24

39
103
39
77

728
264
258
947

costs
Per Diem —Total Fed. State County

119.87 18939
77.11 40021

25.25 1895
11-28 270
16.33 116o
9.86 237

54.78 2139
75.18 77UU
20.41 796
30.75 2368

20.75 15105
20.50 54I2
2.74 707
1.36 1288

98081

9886
20891

450

1066
3908
416

1136

7885

3:9

46007

8144
17209

1194
135
580
237

950
3410
342

1078

6495
2706
304
644

43428

909
1921

251
135
580

123
U26
38
154

725
2706
34
6441

8646

Residentialper diem costsonly. Day programcostsare listedunderday
programsand support.

InClUde9 room and boardfundedfromSSI/14SA.

At risk includesthosecurrentlyon the gtategrantprogramwho come from
SH or ICF-MRor are at riskof theseplacements.Oncewaiveredservices
are in place, neu at riskclientswill receiveSILSunderthe MA waiver.

Assumesthat ‘other”clientsare too high functioningto qualifyfor
SSI/MSA. Roomand boardare fundedfromclientresources.

AS9UmesSH and communityICF-t4RresidentsreceiveM rej.mbursement?or
DAC. Algo includesall SLA and one-thirdof waiveredSILS placements.

ticludes10 percentof non-uaiveredSILSand 50 percentof fostercare
clients,57 adultsnot receivingresidentialservicesand 164preschoolers.

&ie managementfor thosein Waiveredservicesis MA funded. AssumesCaSe
ratiosof 1:25. For CSSA, caseratiosof 1:50are assumed.

hsumes costssharedas per Table 14.



Service

Residential
SP
ICF-MRa
SILS:
at ri~kb,c

others
d

Foster Careb

FamilySubsidy

Waiver

i)-nib
SLAb
IFS
Swb

Day & Support
DAC:MA’
DAC:CSSAf
CaseMgmt:MA
CaseMgmt:CSSAS

Total

Table23
DAILYCOSTSBY LEVELOF GoVERNMENT:

for HypotheticalCountyCaseload: FY 1987
~ithWaiver

Clients Per Diem

158 119.87
519 77.11

75 25.25
24 11-28
71 16,33
24 9.86

39 54.78
103 75.18
39 20.41
77 30.75

728 20.75
264 20.50
258 2.74
947 1.36

costs
Total Fed. State c--

18939
40021

1895
270
116o
237

2139
7744
796

2368

15105
5412
707
1288

98081

g886
20891

450

1066
3908
416

1136

7885

3Z9

46007

8144
17209

1194
135
580
237

950
3410
342
1078

6495
2706
304
644

43428

909
1921

251
135
58o

123
426
38
154

725
2706
34
6441

8646

Residential per diem costs OnlY. Day programcostsare listedunderday
programsand support.

b QV21UdeSroom~d board funded from SSI/MSA.

c At risk includesthosecurrentlyon the stategrantprogramnho come from
SH or ICF-MRor are at riskof these placements. Once waivered services
are in place, new at risk clients will receive SILS under the MAwaiver.

a Assumesthat ‘other”clientsare too high functioning to qualify for
SSI/MSA.Roomand boardare fundedfromclientresources.

e AssumesSH and communityICF-MRresidentsreceiveMA reimbursementfor
DAC. Also includesall SLA and one-thirdof uaivered SILS Placements.

f Includes 10 percentof non-uaiveredSILSand 50 percentof fostercare
clients,57 adultsnot receivingresidentialservice.gand 164preschoolers.

s Casemanagementfor thosein waiveredservicesis MA funded. Assumescase
ratios of 1:25. ForCSSA, caseratios of 1:50 are assumed.

● ASSU=S costssharedas per Table 14.
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