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ABSTRACT

Medicaid is now paying for assisted living services in most states, either through
state plans or Medicaid waivers. The rules, scope, and effectiveness of these pro-
grams vary, state by state. States vary in their administration of assisted living
Medicaid programs in the following ways: how they set rates and structure the
reimbursement process; financial eligibility, including spend-down rules, the role
of SS], family supplements, and other payments; and the relationship of Medicaid
paperwork to assisted living best practice. The purpose of this article is to
describe the range of such programs and to delineate the factors that make such
programs more or less effective for assisted living providers and useful for low-
income elders who wish to move to assisted living settings.
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BACKGROUND

State programs to serve low-income older people at
risk of entering a nursing home began in the mid-
1970s. Home care programs expanded further when,
in 1981, Congress passed section 1915(c), which per-
mits waivers to allow states to pay for services that
were not traditionally covered under Medicaid,
including “Home and Community Based Services”
(HCBS). This program recognizes that many indi-
viduals at risk of institutionalization can be cared for
in their homes and communities, preserving their
independence and ties to family and friends. Waivers
are initially granted for three years and may be
renewed for five years.

Home and Community Based Services for older
beneficiaries typically include personal care, home-
maker and chore services, respite care, adult day care,
home-delivered meals, adult foster care, and others. In
the early 1990s, states became interested in covering
services in assisted living and other residential set-
tings. These residential HCBS programs were
especially targeted to those who needed more than
intermittent services, or whose informal supports were
not available during nights and weekends. In addition
to the HCBS waiver program, similar services may
also be covered by Medicaid under a second program,
known as a “state plan.” By 2001, forty states had
received approval to cover services in assisted living.
Twenty-eight states cover services under an HCBS
waiver, six states use the state plan, three states cover
services using both the waiver and state plan, and two
states cover services under other managed care
authority. Six states also use state general revenues to
pay for services. Through these mechanisms,
Medicaid has become a significant source of funding
for services in assisted living.

In July 1999, the Supreme Court issued the
Olmstead v. L.C. decision, which interpreted the
Americans with Disabilities Act to require states to
administer their services, programs, and activities
(including their Medicaid reimbursement policies) “in
the most integrated setting appropriate to the needs of

qualified individuals with disabilities.” As assisted liv-
ing can be an important resource in meeting these
goals, compliance with the Olmstead ruling is likely to
increase the use of Medicaid funding for assisted liv-
ing. Inview of this, it is particularly important that we
take stock of the diverse state Medicaid programs and
identify factors that have been particularly effective in
allowing assisted living providers to serve low-income
elders.

DIFFERENCES BETWEEN WAIVER
AND STATE PLAN SERVICES

HCBS waivers and state plan services differ in several
important ways. First, waiver services are available
only to beneficiaries who meet the state’s nursing
home level of care criteria; that is, they would be eli-
gible to enter a nursing home if they applied. Nursing
home eligibility is not required for beneficiaries using
state plan services.

Second, states set limits on the number of benefi-
ciaries that can be served through waiver programs.
The limits are defined as expenditure caps that are
part of the cost neutrality formula required for
approval. Waivers are only approved if the state
demonstrates that Medicaid long term care expendi-
tures under the waiver will not exceed expenditures
that would have been made in the absence of the
waiver. States do not receive federal reimbursements
for any waiver expenditures that exceed the amount
stated in the cost neutrality calculation. In contrast,
state plan services are an entitlement, meaning that
all beneficiaries who meet the eligibility criteria must
be served. Federal funding continues to match state
expenditures without any cap.

Perhaps the most significant difference is the abil-
ity to use a more generous eligibility standard for
noninstitutional residents. HCBS programs allow
states to use the optional eligibility category that
allows beneficiaries with incomes less than 300 per-
cent of the federal Supplemental Security Income
(SSI) benefit ($545 a month in 2002) to be eligible

and receive all Medicaid services. In the absence of
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