Subcontract No.: Q146901

MPR Reference No:  8349-106 MATHEMATICA

Policy Research, Inc.

The Effect of Cash and
Counseling on M edicaid
and Medicare Costs:
Findingsfor Adultsin
Three States

Final Report

May 2005

Stacy Dale
Randall Brown

Submitted to: Submitted by:
Center on Aging Mathematica Policy Research, Inc.
University of Maryland P.O. Box 2393
Princeton, NJ 08543-2393
Project Officer: (609) 799-3535
Kevin J. Mahoney
Funders: Project Director:
Randall Brown

The Robert Wood Johnson Foundation

U.S. Department of Health and Human
Services, Office of the Assistant Secretary
for Planning and Evaluation






ACKNOWLEDGEMENTS

Many people at Mathematica Policy Research, Inc. (MPR) made this report possible. Licia
Gaber, Kate Scheppke, and Amy Zambrowski programmed the analysis, and Valerie Cheh
provided thoughtful comments on an earlier draft. Patricia Ciaccio carefully edited the report,
and Jane Nelson skillfully produced it.

This report has also benefited greatly from the thoughtful comments and suggestions of
individuals outside MPR. In particular, we appreciate the input of Pamela Doty, Sue Flanagan,
Kevin Mahoney, Tonya Moore, Marie Squillace, and Lori Simon-Rusinowitz of the Cash and
Counseling Demonstration and Evaluation management team; Debby Ellis of the
IndependentChoices program (Arkansas); Tom Reimers, Susan Kaempfer and Carol Schulz of
the Consumer-Directed Care program (Florida); Marguerite Schervish of the Centers for
Medicare & Medicaid Services (CMS); and external reviewers Peter Kemper, Josh Wiener, and
Nancy Miller.

Specia thanks are also due to members of the Cash and Counseling staff program staff who
cheerfully answered our questions and assisted us in obtaining administrative cost data. Sandra
Barrett and Debby Ellis of Arkansas, Lou Comer and Juanita Webb of Florida, and Renee
Davidson and Carolyn Selick of New Jersey particularly deserve mention.

The opinions presented here are those of the authors and do not necessarily reflect those of
the funders (the Robert Wood Johnson Foundation and the U.S. Department of Health and
Human Services, Office of the Assistant Secretary for Planning and Evaluation), the Cash and
Counseling National Program Office, the demonstration states, or CMS.






CONTENTS

Page
EXECUTIVE SUMMARY ..ottt sttt sbe s Xiii
A I (@1 O I | S 1
A NEW MODEL OF MEDICAID PERSONAL ASSISTANCE........ccccoeiieiiee e, 3
KEY FEATURES OF THE THREE DEMONSTRATION PROGRAMS...........cccocvvvveeenee. 4
Eligible Population, Enroliment, and AHHOWaNCE...........ccceeverieierie e 5
Counseling and FiSCal SEIVICES........cciieieieeiiee et ae e 9
EXPECTED EFFECTS OF CASH AND COUNSELING ON MEDICAID AND
MEDICARE SERVICE USE AND COSTS......iiiiiiciieeesiesesiesesieeessieee e ssnae s snee s e 11
DATA AND METHODS ... .ottt sae e e snre e e nnrenens 14
OULCOME IMBBISUIES......cuiieteeitie ettt ettt et ee b e s e e e see e saeeebeesnneebeesaneabeeanneenneas 15
Estimation of Program EffeCtS........ccceiiiiiieece e 17
SAMPLE DESCRIPTION ..ottt sttt sbe st stesee s 19
e U I I TSR 24
Allowance and Service Receipt in the Treatment Group.........ccccoeceverrerieeseeninsenneens 24
Program Effects on the Receipt of Any Paid SErVICe.......ccocvecvveece v 25
Program Effects on Expenditures for the Costed-Out Service, Year 1.........cccccceeeueee 28
Program ImpactS per RECIPIENT .........ccveiiiiereeeeseee et e et eeenneas 30
Comparisons of Actual Costs with Expected COSES........ooovreeierienieenieneeree e 32
Program Effects on Other Medicaid and Medicare COSIS..........cceovveerescieseesiesieennns 43
Program EffectS 0N SErVICE USE .......ovviiiiiieeee ettt 59
The Effect of Higher-than-Expected Costs on Care QUality .........cccccveveeveeiesieesiennnns 69



CONTENTS (continued)

Page

DISCUSSION ...ttt sttt b e bbbt se et et et e b e st e sbesbenbeeseene e e e eenas 70
State-DY-StALE SUMIMEIY ......ccveeiieeieeeereeiee st et e e e s e ae e seeeesseesseeseeneesreenes 71
LESSONS LEAINED.......c..eiiiiieieie ettt sttt st e b e 73
POLICY IMPLICALTIONS ....cceveeieiece ettt ne e aeennas 77
ASSESSING the Trade-OffS......oo e 82
[0 TN = 0] USSR 83
Relaled RESEAICN ...t 84
COMPANION REPORTS ...ttt sttt aessesae st sneenesnennes 85
Impacts on Quality of Care and Use of Personal Care............ccoeeverieneninneesesennnens 85
Impacts on the Cost of Medicaid and Medicare ServiCes........ccoovvvveererceeseesesieennens 85
Impacts on INformal Car@giViNg .........ooeerereereriieie et ae e e 86
Experiences Of Pald WOIKESS.........ccooieieie et 86
Program Implementation.............ccoieererienee et 86
Program Demand and PartiCipation ...........ccoeeceieereeinseeseeseeseeseesee e esse e sseeneas 87
REFERENGCES. ...ttt sttt sttt et e ssesbesbeeseeseeneeneenseneennas 89
APPENDIX A: ADDITIONAL TABLES ......oco e A.l
APPENDIX B: ADMINISTRATIVE COSTS......oooiiieenienese e seens B.1
APPENDIX C: PROGRAM FEATURES.........coot et Cl1

Vi



Table

la

1b

1c
2a

2b

2c

3a

3b

3c

4b

5a

5b

TABLES

BASELINE CHARACTERISTICS OF ARKANSAS SAMPLE
MEMBERS ...

BASELINE CHARACTERISTICS OF NEW JERSEY SAMPLE
MEMBERS ... ..o

BASELINE CHARACTERISTICS OF FLORIDA SAMPLE MEMBERS

ESTIMATED EFFECT OF CASH AND COUNSELING ON RECEIPT
AND COST OF PAID SERVICESIN ARKANSAS........cco i

ESTIMATED EFFECT OF CASH AND COUNSELING ON RECEIPT
AND COST OF PAID SERVICESIN NEW JERSEY ......cccccviiniiiiiiinn,

EFFECT OF CASH AND COUNSELING ON RECEIPT AND COST OF
PAID SERVICES IN FLORIDA ..o

EFFECT OF CASH AND COUNSELING ON PERSONAL CARE
EXPENDITURES PER RECIPIENT MONTH IN ARKANSAS................

EFFECT OF CASH AND COUNSELING ON PERSONAL CARE
EXPENDITURES PER RECIPIENT MONTH IN NEW JERSEY .............

EFFECT OF CASH AND COUNSELING ON WAIVER
EXPENDITURES PER RECIPIENT MONTH IN FLORIDA ..........c.c.......

EFFECT OF CASH AND COUNSELING ON ANNUAL
EXPENDITURES FOR MEDICAID AND MEDICARE SERVICES
DURING THE FIRST POSTENROLLMENT YEAR IN ARKANSAS.....

EFECTS OF CASH AND COUNSELING ON EARLY ENROLLEES
ANNUAL EXPENDITURES FOR MEDICAID AND MEDICARE
SERVICES IN ARKANSAS, BY YEAR. ...

EFFECTS OF CASH AND COUNSELING ON ON ANNUAL
EXPENDITURES FOR MEDICAID AND MEDICARE SERVICES
DURING THE FIRST POSTENROLLMENT YEAR.....cccoiiiii

EFFECT OF CASH AND COUNSELING ON EARLY ENROLLEES

ANNUAL EXPENDITURES FOR MEDICAID AND MEDICARE
SERVICESIN NEW JERSEY, BY YEAR ...

vii



TABLES (continued)

Table

6a

6b

7a

7b

7cC

Ala

A.lb

A.lc

A.2a

A.2b

A.2c

A3

A4

Page
EFFECT OF CASH AND COUNSELING ON ANNUAL
EXPENDITURES FOR MEDICAID AND MEDICARE SERVICES
DURING THE FIRST POSTENROLLMENT YEAR IN FLORIDA ................. 57
EFFECT OF CASH AND COUNSELING ON EARLY ENROLLEES
ANNUAL EXPENDITURES FOR MEDICAID AND MEDICARE
SERVICES IN FLORIDA, BY YEAR ... 60
EFFECT OF CASH AND COUNSELING ON SELECTED MEASURES
OF SERVICE USE IN ARKANSAS. ...t 62
EFFECT OF CASH AND COUNSELING ON SELECTED MEASURES
OF SERVICE USE IN NEW JERSEY ......coiiiiiiiii e 65
EFFECT OF CASH AND COUNSELING ON SELECTED MEASURES
OF SERVICE USE IN FLORIDA ...t e 67
ARKANSAS BASELINE MEANS FOR REGRESSION CONTROL
VARIABLES. ... e A3
NEW JERSEY BASELINE MEANS FOR REGRESSION CONTROL
VARIABLES ... .o e A5
FLORIDA BASELINE MEANS AND REGRESSION CONTROL
VARIABLES ... A7
EFFECT OF CASH AND COUNSELING ON EARLY ENROLLEES
ANNUAL EXPENDITURES FOR MEDICAID AND MEDICARE
SERVICES IN ARKANSAS, BY YEAR ... A9
EFFECT OF CASH AND COUNSELING ON EARLY ENROLLEES
ANNUAL EXPENDITURES FOR MEDICAID AND MEDICARE
SERVICES IN NEW JERSEY, BY YEAR ..o A.10

EFFECT OF CASH AND COUNSELING ON EARLY ENROLLEES
ANNUAL EXPENDITURES FOR MEDICAID SERVICESIN FLORIDA,

EFFECT OF CASH AND COUNSELING ON KEY QUALITY
OUTCOMES, BY WHETHER CONTROLLING FOR RATIO OF
ACTUAL TO EXPECTED COSTS ..o A.13

viii



TABLES (continued)

Table Page
C1l KEY FEATURES OF CASH AND COUNSELING PROGRAMS, BY

Y 17 AN =SSOSR C3
C2 ALLOWANCE RECEIPT AMONG TREATMENT GROUP MEMBERS

IN ARKANSAS, FLORIDA, AND NEW JERSEY .....ccccoeiiiriiene e seesieenens C5






Figure

la

1b

2a

2b

3a

3b

FIGURES

Page
ARKANSASSRATIOS OF MEAN ACTUAL TO MEAN EXPECTED
COSTS FOR THE NON-ELDERLY ..ccooi ittt essvrie e 36
ARKANSAS SRATIOS OF MEAN ACTUAL TO MEAN EXPECTED
COSTS FOR THE ELDERLY ...ttt seirrrrre e ssbsaeeee s 37
NEW JERSEY'’S RATIOS OF MEAN ACTUAL TO MEAN EXPECTED
COSTS FOR THE NONELDERLY ooeiiiiiiiitiiiiee ettt esivreeee s 38
NEW JERSEY'S RATIOS OF MEAN ACTUAL TO MEAN EXPECTED
COSTS FOR THE ELDERLY ...ttt ssvbree e e e sannes 39
FLORIDA’SRATIOS OF MEAN ACTUAL TO MEAN EXPECTED
COSTS FOR THE NON-ELDERLY ..ccooiiiii ittt essvrie e 41
FLORIDA’SRATIOS OF MEAN ACTUAL TO MEAN EXPECTED
COSTS FOR THE ELDERLY ...ttt seirrrree e snbbree e s s 44

Xi






EXECUTIVE SUMMARY

This study of the Cash and Counseling Demonstration program for adults in the three
participating states—Arkansas, New Jersey, and Florida—examines how a new service delivery
model of consumer direction affected Medicaid and Medicare service use and costs. The
traditional system of providing Medicaid persona care services (PCS) through home care
agencies gives consumers few choices about how and when their care is provided. Therefore,
some consumers may not receive the type of care they fed they need, when and how they want
it. Asaresult, some are dissatisfied with their care, have unmet needs, and are unhappy with the
quality of their lives. The premise of the Cash and Counseling Demonstration was that, if
consumers were given control over a cash allowance, they would select the types and amounts of
care and services to best meet their needs and enhance their lives. When designed, the program
was expected to cost no more per recipient per month of service than the traditional program.t
Furthermore, if there were sizable improvements in quality of life and reduction in unmet needs,
other Medicaid costs might be reduced. On the other hand, if the care provided were inadequate,
such costs might increase.

Demonstration enrollment, which occurred between December 1998 and July 2002, was
open to interested beneficiaries eligible for PCS under their state Medicaid plan (in Arkansas and
New Jersey) or under a waiver (in Florida). After a baseline survey, enrollees were randomly
assigned to direct their own personal assistance as Cash and Counseling consumers (the
treatment group) or to receive services as usua from agencies (the control group). Cash and
Counseling consumers had the opportunity to receive a monthly allowance, which they could use
to hire their choice of caregivers or to buy other services or goods needed for daily living. To
receive the alowance, consumers had to prepare a spending plan describing how they would use
the alowance and have their counselor approve it. They aso could call on counselors for
support and advice on managing the allowance. Each state's program differed somewhat from
the othersin how it was implemented, the size of the allowance, and how the allowance could be
used, but al three states kept the basic principle of providing an allowance with limited
constraints and helping the consumer manage it.

We drew outcome measures from Medicaid and Medicare claims data for the first
postenrollment year for the full sample (2,008 people in Arkansas, 1,730 in New Jersey, and
1,817 in Forida), and for the first two years postenrollment for a cohort of early enrollees. Of
particular interest were the program’s effects on expenditures for the services that the program
“costed out” (that is, those services for which an allowance was provided instead) and on total
expenditures for all Medicaid services. We used regression models to estimate program effects,

! Cash and Counseling had to meet the Centers for Medicare & Medicaid Services budget neutrality test for
Medicaid Section 1115 demonstrations. This meant that costs per recipient per month for personal care and other
core services should not exceed the per-person, per-month cost for those receiving agency services. The federal
budget neutrality test examines program costs over an entire demonstration rather than for the early postenrollment
years only. Therefore, the outcomes in this report do not indicate whether the consumer-directed programs in
Arkansas, Florida, or New Jersey met this budget neutrality test.
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while controlling for a comprehensive set of baseline characteristics. We constructed separate
estimates for the elderly and nonelderly because of their potentially different needs, living
situations, support networks, and types of disabilities, as well as for the first and second years
postenrollment.

Results

By the third month after enrolling in the demonstration, more than 80 percent of treatment
group members in Arkansas had received allowances. In Florida and New Jersey, the processes
for setting up spending plans and allowances were time-consuming, so most treatment group
members did not start receiving their allowances until at least six months after enrollment.
About a third of treatment group members in New Jersey and aimost half of those in Florida
(62 percent of the elderly and 42 percent of the nonelderly) never received an allowance, mainly
because they decided they were satisfied with the traditional program.

In Arkansas, PCS expenditures were about twice as high for the treatment group as for the
control group during the first year postenrollment, primarily because the control group received
less care than it was authorized to receive. Nearly one-fourth of control group members did not
receive any paid PCS. Those who did, as a group, received only 68 percent of the hours of care
to which they were entitled, rather than the 86 percent they had historically received. The
average total PCS expenditures among allowance recipients per month were slightly less than the
costs that agencies would have incurred, on average, if they had been responsible for providing
services to these consumers and supplied the historic proportion of baseline care plan hours.

Savings in Medicaid expenditures on nursing facility, home health, and other Medicaid
services partly offset the larger PCS costs of the treatment group. Thus, during the first
postenrollment year, the treatment group’s total Medicaid costs were only about 15 percent (or
$1,531) higher than those of the control group (Table 1). Because the savings in other Medicaid
services (particularly nursing facility, home health, and other home care waiver services) grew
between the first and second year, and the gap in PCS costs shrank somewhat, the difference in
total Medicaid costs during the second year fell to $500 (five percent of the control group mean),
but this was a dtatistically insignificant amount. The fact that treatment group members had
40 percent fewer nursing facility stays than control group members was especially noteworthy.
Results were similar for the elderly and nonelderly, although both the treatment-control
difference in PCS expenditures and the savings in non-PCS expenditures were larger for the
nonelderly.

In New Jersey, PCS costs for the treatment group were 16 percent higher than for the
control group during the first year, and this difference grew over time. The treatment-control
difference in PCS costs was due largely to the fact that the treatment group was more likely to
receive at least some PCS. For the nonelderly, however, costs per month for recipients also were
higher for the treatment group. This appeared to be because nonelderly control group recipients
received only about 90 percent of their baseline care plan amount, and no discount factor was
applied to the baseline care plan in setting the allowance amount for treatment group members.
Thus, the gap in personal care costsis larger for the nonelderly.
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TABLE1

EFFECT OF ARKANSAS' S CASH AND COUNSELING ON PERSONAL CARE
AND MEDICAID EXPENDITURES

Personal Care Expenditures (Dollars) All Medicaid Expenditures (Dallars)
Treatment Control Difference Treatment Control Difference
Year 1
Nonelderly 5,435 2,430 3,005*** 14,125 12,862 1,263
Elderly 4,313 2,292 2,021%** 11,523 9,822 1,701***
All Ages 4,605 2,349 2,256* ** 12,219 10,688 1,631***
Year 2
All Ages 3,852 1,839 2,014*** 11,082 10,582 500
Note:  Year 2 includes only those who enrolled in the demonstration before May 1, 2000.

***Treatment group mean different from control group mean at .01 level.

Savings in other Medicaid services (transportation, home health, and nursing facility) offset
about half the treatment group’s higher PCS costs in the first year, yielding a small (statistically
insignificant) treatment-control difference in total Medicaid costs (about $861, or four percent of
total Medicaid costs for the full sample) (Table 2). These expenditure results were similar for
the elderly and nonelderly. The difference in total Medicaid costs grew to $2,379 in year 2,
because the treatment-control difference in PCS expenditures grew by more than 60 percent, and

the estimated savings in other Medicaid services essentially disappeared.

TABLE 2

EFFECT OF NEW JERSEY’S CASH AND COUNSELING ON PERSONAL CARE
AND MEDICAID EXPENDITURES

Personal Care Expenditures (Dollars) All Medicaid Expenditures (Dollars)
Treatment Control Difference | Treatment | Control Difference
Year 1
Nonelderly 11,166 9,220 1,946* ** 26,863 26,049 814
Elderly 11,891 10,650 1,241 ** 20,236 19,407 828
All Ages 11,557 9,970 1,587*** 23,370 22,509 861
Year 2
All Ages 11,337 8,792 2,545*** 22,033 19,653 2,379+ **
Note:  Year 2 includes only those who enrolled in the demonstration before January 1, 2002.

***Treatment group mean different from control group mean at .01 level.
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In Florida, waiver costs were $2,108 (or 15 percent) higher for the treatment group than for
the control group (Table 3). This difference was driven by the nonelderly, where the treatment-
control difference in costs for waiver services was $3,696. In contrast, the treatment-control
difference for these costs was only $433 (and statistically insignificant) for the elderly.
Nonelderly alowance recipients incurred costs that were substantially greater than expected
according to their baseline care plans. These high allowance costs appear to stem from the fact
that many recipients, when they developed their spending plans, were assessed to need more
care. Because there were no offsetting savings in other Medicaid costs, there was a sizable
treatment-control difference in total Medicaid costs for the nonelderly and for the full sample. In
year 2, the program’s effects on Medicaid expenditures were similar to those in year 1. Finaly,
while the program had no effect on service receipt of waiver services in year 1, it did
significantly affect it in year 2 for the elderly, as somewhat more treatment group members
(81 percent) than control group members (76 percent) received waiver services.

TABLE 3

EFFECT OF FLORIDA’S CASH AND COUNSELING ON WAIVER
AND MEDICAID EXPENDITURES

Waiver Expenditures (Dollars) All Medicaid Expenditures (Dollars)
Treatment Contral Difference Treatment Control Difference
Year 1
Nonelderly 22,017 18,321 3,696* * * 27,433 24,106 | 3,327***
Elderly 10,496 10,063 433 15,971 15,833 137
All Ages 16,301 14,193 2,108* ** 23,745 19,973 | 1,772***
Year 2
All Ages 18,354 15,978 2,375 ** 24,394 21,676 | 2,718***

Note: Year 2 includes only those who enrolled in the demonstration before October 1, 2001.

***Treatment group mean different from control group mean at .01 level.

In al three states, the treatment group’ s use and cost of Medicare services was similar to that
of the control group. Therefore, the program’'s effects on combined Medicare and Medicaid
service use and costs are similar to the effects on Medicaid use and costs.

L essons

A key benefit of the program—increasing access to paid care—may lead to increased
costs. Arkansas wanted its program to increase access to paid care. Florida and New Jersey,
however, restricted their programs to consumers who already were receiving services (Florida)
or who had been assessed and authorized to receive personal care by an agency (New Jersey).
As aresult, the program’s impact on whether beneficiaries received paid care was limited to the
second year in Florida, but it was sizable in New Jersey and particularly striking in Arkansas.
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Apparently, Cash and Counseling increased beneficiaries access to paid care because, even
though there was a labor shortage, they could hire family and friends. This, in turn, resulted in
higher personal care costs for the treatment group.

If agencies cannot provide the hours authorized in the care plan, costs per month of
services/benefits received may be higher than they would be otherwise. In Arkansas and New
Jersey, costs per month of benefits were higher for treatment group recipients than for control
group recipients, mainly because the control group received less care than they were expected to,
at least partly due to severe labor shortages during the study period. The treatment group in
these states received allowances approximately equal to the expected cost of obtaining
authorized services in the care plan. In Florida, the primary reason for the treatment group’s
higher costs per recipient month among the nonelderly was that allowance recipients were more
likely than those in the traditional program to be reassessed as needing more care than was in
their original care plan.

Cash and Counseling can reduce the need for other Medicaid services, but it did not do
so consistently across states and time periods. In Arkansas, savings in nursing facility and
other long-term care services were enough to offset about 20 percent of the treatment group’s
higher personal care costs during the first postenrollment year and 75 percent of these costs
during the second postenroliment year. Likewise, in New Jersey, savings in nursing facility and
home health services were enough to offset about half the treatment-control difference in
persona care costs in the first postenrollment year; however, these savings did not persist in the
second postenrollment year.

Policy Implications

In al three states, the program had large, overwhelmingly positive effects on the well-being
of consumers and caregivers. In addition, in two of the states, costs for the treatment group did
not exceed the costs the state would have incurred for delivering the approved baseline care plan
services. In al three states, Cash and Counseling increased the likelihood that beneficiaries
would receive paid services, greatly increased consumers satisfaction with their care and their
quality of life, and reduced their unmet needs (Carlson et al. 2005). It also reduced caregiver
stress in al three states (Foster et al. 2005c). However, the higher initial costs of consumer
direction under Cash and Counseling might discourage some states from adopting a similar
program. Most states are having difficulty controlling their Medicaid budgets, so the effects of
any new program on states’ costs is likely to be an important factor in whether states adopt such
programs. An important fact for states to consider is that this evaluation was conducted over a
two-year follow-up period that started immediately after enrollment began. Since the evaluation,
states have identified the sources of the higher costs for this innovative program and have
implemented procedures to reduce these costs.

One approach to limiting cost increases might be to try to minimize enrollment in the
program, but this could be counterproductive. The major source of higher costs in two of the
states was attributable to the increased proportion of consumers receiving any services. If this
increase is due in part to some consumers enrolling in the demonstration who otherwise would
never have sought care under the traditional program, states might try to control these costs by
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limiting enrollment in consumer-directed care to consumers who were already receiving services
under the traditional program. However, this would defeat the purpose of expanding access to
paid care in rural areas or other areas where agencies cannot find enough workers. Even in
cities, a tight labor market may make it difficult for agencies to hire enough workers at wage
rates compatible with the Medicaid payment for such services. Furthermore, some consumers
may not be willing to accept agency services because of problems encountered in the past with
agency workers (such as unreliability, theft, or abuse). Thus, limiting enrollment to those who
had already been receiving agency services would unfairly penalize some eligible consumers and
undermine a primary objective some states have for introducing consumer direction: improving
accessto care. The finding that the largest reductions in Medicaid nursing home and other long-
term care costs were in states and age groups that had the largest increases in access to care
validates the wisdom of this objective.

Based on the experience of the three demonstration states, other states interested in reaping
the benefits of Cash and Counseling but concerned about program costs should consider the
following issues:

Recoupment. States considering consumer-directed care may wish to adopt procedures to
recover funds the consumer does not need. (This might happen, for example, if a consumer were
hospitalized, had disenrolled, or had saved money not designated for a particular purchase).
Each of the demonstration states eventually adopted such procedures, which can be implemented
fairly if counselors give consumers adequate warning to help them avoid losing funds they may
be saving for alegitimate purpose.

Reassessments. Cash and Counseling programs need to ensure that care plan amounts are
no more likely to be increased if consumers receive an allowance than if they participate in the
traditional program. Independent parties, rather than counselors or other people who might be
inclined to advocate for consumers, might be used to conduct reassessments. ldeally, states
would adopt standardized assessment procedures that are blind to whether consumers direct their
own care and would develop comprehensive training for those conducting assessments and
reassessments. Floridais implementing such changes.

Savings on Counseling and Fiscal Services. Arkansas learned a valuable lesson in how to
provide counseling and fiscal services in a more cost-effective manner to more accurately reflect
the level of effort that providing these services required. When the demonstration began,
Arkansas paid the counseling/fiscal agencies a high monthly payment ($115 per month) starting
when a consumer enrolled in the program, even though the consumer was not yet receiving an
alowance or using bookkeeping or counseling services regularly. The state changed its
procedure, making a one-time payment after the spending plan was developed, then paying a
monthly fee of $75 after the consumer started the allowance. Arkansas found that this gave the
counseling/fiscal agent an incentive to help the consumer complete the spending plan and
reduced the state’ s costs for fiscal agent and counseling services.

Allowance Discount Factor. States should consider adjusting the allowance (reducing it by
multiplying the care plan value by a “discount” factor) to ensure that it is on par with the costs of
services that consumers would be likely to receive, on average, from an agency (since agency
care recipients do not always receive the full value of services in their care plans). States also
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should monitor the discount factor closely and possibly changeit. In retrospect, treatment group
costs for the nonelderly in New Jersey would have been much closer to control group costsiif the
state had discounted the allowance as Arkansas and Florida did, because control group members
in New Jersey received only about 90 percent of the care they were authorized to receive. Even
Arkansas's discount factor of 86 percent was not as low as the 68 percent ratio that control group
members actually experienced during the study period.

Before setting or changing the discount factor, however, states should investigate why
beneficiaries in the traditional program do not receive the services they need. Few policymakers
would want to hold costs down by depriving beneficiaries of services that assessment staff
authorize as necessary. On the other hand, if care plans are routinely set at overly generous
amounts, or if there are other reasons that consumers do not get all the services authorized,
discounting the allowance based on historical datais appropriate.

Even here, however, discounting allowances downward for all consumers to reflect the
average penalizes those who truly need al services authorized in their care plan. Nonetheless,
Arkansas and Florida consumers were much more satisfied under Cash and Counseling, despite
the discounting of their alowance.  Whatever cost-cutting measures are introduced,
policymakers need to monitor whether such measures reduce the quality of care received.
Furthermore, states should weigh the potential for reducing nursing facility costs against the
higher costs they may incur for personal care. If the effects on nursing home and long-term care
costs, such as those observed in Arkansas and New Jersey, can be replicated elsewhere (and
perhaps increased), while keeping cost per month of service close to the levels of the traditional
program, consumers, their families, and the state will all benefit.

Assessing the Trade-Offs

Only states can decide whether they are willing to risk incurring slightly higher total
Medicaid costs to reap Cash and Counseling's sizable gains in consumer and caregiver well-
being. If states draw on the experiences of the three demonstration states, they should be able to
find ways to keep total Medicaid costs at the level incurred under the traditional system. Modest
percentages (about 8 to 20 percent) of eligible consumers participated in Cash and Counseling
(even though the states undertook considerable outreach efforts to increase enrollment).
Therefore, the total impact on Medicaid costs is likely to be modest, even if no changes were
implemented to control personal care costs under Cash and Counseling.

XiX






INTRODUCTION

Home care agencies traditionaly have provided Medicaid persona care services (PCS).
These services typically include help with activities of daily living, such as bathing and dressing,
and instrumental activities of daily living, such as doing housework and laundry and preparing
meals. Agency care provides consumers with important benefits (such as formally trained and
supervised workers), but it sometimes limits consumers’ choices about how and when their care
Is provided. As a result, many states are addressing the shortcomings of agency services by
offering interested Medicaid beneficiaries and their families an alternative—consumer-directed
care—which alows consumers to control the funds for their care and to obtain services directly
from individual providers (Velgouse and Dize 2000). The Cash and Counseling model of
consumer-directed home care is designed to improve the well-being of these families without
increasing public costs per month of service.’

Under the aegis of federa Systems Change grants and other initiatives spurred by the
Supreme Court’'s 1999 Olmstead decision and the Bush administration’s subsequent New
Freedom Initiative, many states are considering consumer-directed options. States seeking to
improve home- and community-based services (HCBS) for Medicaid beneficiaries need to know
the costs of such programs to determine whether they are feasible. The national Cash and
Counseling Demonstration, conducted in Arkansas, Florida, and New Jersey, was designed to

provide the information states need to make informed choices. It used a randomized design to

! For more than 20 years, states have developed programs that incorporate varying degrees of self-direction
and self-determination. Two national pilot projects are testing these approaches: (1) the Self-Determination project
in 19 states, focusing on HCBS Section 1915(c) waivers; and (2) the Cash and Counseling National Demonstration
and Evaluation Program in 3 states, focusing on the Section 1115 Demonstrations. Based on the early lessons
learned from state programs and these national demonstrations, CM S developed the Independence Plus Initiative in
2002. Independence Plus programs may be operated under Section 1115 demonstration authority or Section 1915(c)
waiver authority.



perform the first rigorous comparison of Medicaid and Medicare costs (under agency- and
consumer-directed approaches).

Cash and Counseling could affect public costs in several ways. Costs could increase if,
under consumer direction, Medicaid beneficiaries are more likely to actually receive the
authorized paid care for which they are eligible. Cash and Counseling’s costs could be higher
(or lower) than those of the traditional program if the monthly alowance a state sets for self-
directing consumers is higher (or lower) than the amount it would traditionally pay for
authorized services. Finally, reimbursements for other services could increase (or decrease) if
changes in how consumers manage their allowance under consumer direction lead to changes in
their need for hospital, home health care, nursing, and other Medicaid and Medicare services.

Recent research suggests that Florida's Cash and Counseling model—Consumer Directed
Care (CDC)—increased the well-being of children with disabilities and their parents in Florida
and that the Cash and Counseling programs in Arkansas, Florida, and New Jersey similarly
increased the well-being of adults (Foster et al. 2004, Carlson et al. 2005). The program also
increased the likelihood that consumersin all three states would receive paid PCS (Carlson et al.
2005; Foster et al. 2004). However, the results to date on costs are less clear-cut. Arkansas's
Cash and Counseling program increased personal care costs for adults, but, because of savings
on other Medicaid services, the higher costs were partially offset during the first postenrollment
year and almost fully offset during the second (Dale et al. 2004a). Florida s program for children
increased Section 1915(c) waiver costs, athough savings on home health services partly offset

the higher costs (Dale et al. 2004b). This report compares results from all three demonstration



programs to examine how consumer direction for adults affects Medicaid and Medicare service

use and costs.?

A NEW MODEL OF MEDICAID PERSONAL ASSISTANCE

Many people receive disability-related supportive services in their homes through state
Medicaid plans or HCBS waiver programs. 1n 2001, about 1.4 million people did so (Harrington
and Kitchener 2003). Most people receive such services from government-regulated agencies,
whose professional staff select and schedule the services and monitor their quality.

Cash and Counseling, as one model of consumer-directed supportive services, provides a
flexible monthly allowance to Medicaid beneficiaries who volunteer for the program and are
randomly assigned to the evaluation’s treatment group. They can use this alowance to hire their
choice of workers, including family members, and to purchase other services and goods (as states
permit). Cash and Counseling requires that consumers develop plans showing how they would
use the allowance to meet their personal care needs, and it provides counseling and fiscal
assistance to help them develop these plans and then manage their responsibilities. Consumers
who cannot manage their care themselves, or who prefer not to, may designate a representative,
such as a family member, to help them or do it for them. These features make Cash and
Counseling adaptable to consumers of all ages and ability levels.

With funding from the Robert Wood Johnson Foundation and the U.S. Department of Health
and Human Services, Office of the Assistant Secretary for Planning and Evaluation, the Cash and
Counseling Demonstration and Evaluation was implemented in three states: Arkansas

(IndependentChoices), Florida (CDC), and New Jersey (Persona Preference Program). The

2 For information on the costs of Cash and Counseling on developmentally disabled children in Florida, see
Dale et a. 2004b. Thisreport repeats the results for Arkansas provided in Dale et a. 2004a.



National Program Office for the demonstration, at Boston College and the University of
Maryland, coordinated the overall demonstration, provided technical assistance to the states, and
oversaw the evaluation. Because their Medicaid programs and political environments differ
considerably, these states were not required to implement a standardized intervention, although
they did have to adhere to the basic Cash and Counseling tenets of flexibility in the use of the
allowance and support (as described above) to make it possible for al consumers to participate.
The three states' programs operated under the Section 1115 Medicaid authority, which allowed
the participants to hire legally responsible relatives such as spouses and parents, receive a cash
allowance, and combine populations not allowed under the Section 1915 (c) waiver authority.>
Services offered under a Section 1115 demonstration can include state plan services, servicesin

place of state plan services, and HCBS waiver services.

KEY FEATURESOF THE THREE DEMONSTRATION PROGRAMS

As they began their demonstrations, Arkansas, Florida, and New Jersey all wanted to see
whether the Cash and Counseling model was politically and economically feasible in their state
environments. Arkansas stressed increasing access to care more than the other states did,
because its home care workers were in unusually short supply, particularly in rural areas.

The programs of all three states shared key features, but they aso differed in important

ways. This section and Table C.1 summarize the main features of the three programs.

¥ HCBS Section 1915(c) waivers permit states to offer Medicaid-eligible people alternatives to institutional
care. These people can receive a broad array of services, including personal care and homemaker services not
otherwise covered under a state’'s Medicaid program.



Eligible Population, Enrollment, and Allowance

The Cash and Counseling program was offered to elderly and nonelderly adults with
physical disabilities who were €éligible for state plan PCS (in Arkansas) or assessed to receive
such services (in New Jersey). In Florida, the program was offered to people receiving services
under one of three Medicaid HCBS waiver programs covering elderly adults, nonelderly adults
with physical disabilities, children and adults with developmenta disabilities, and adults with
brain/spinal cord injuries. In Florida, the array of “costed-out” services (services that an
allowance was provided instead of) was broad. They included personal care and services such as
transportation, behavioral therapy, and personal care supplies. In contrast, in Arkansas and New
Jersey, personal care was the only costed-out service.

Another important distinction between the three state programs involved whether
beneficiaries had to be enrolled in the traditional program to participate in Cash and Counseling.
In Florida, to be eligible for the demonstration, beneficiaries had to already be receiving some
costed-out waiver services. In New Jersey, beneficiaries had to have applied for agency PCS and
been assessed as eligible to receive them. Only these people were invited to participate in the
program.* Arkansas, however, allowed anyone €ligible for Medicaid personal care to enroll and
used aletter from the governor to inform all Medicaid beneficiaries in the state about this option.

None of the states screened eligible consumers for appropriateness. Rather, consumers were
allowed to enroll if they (or ther representatives) felt they could manage the Cash and

Counseling program.®

* This requirement limited the likelihood of consumers enrolling in the demonstration who would not have
sought or accepted agency services but who were interested in receiving aflexible monthly allowance.

®The Section 1115 special terms and conditions had an express provision that people with cognitive
disabilities could not deliberately be excluded from participation but should be given the support needed to self-
direct.



In Arkansas and New Jersey, the monthly value of PCS in the beneficiary’s care plan was
used to determine the amount of the allowance. In Florida, the alowance was based on the
actual Medicaid cost, according to Medicaid claims history, of all the goods and services (except
for case management/support coordination) that the beneficiary was receiving under the HCBS
waiver. If this history was not stable or not consistent with the current care plan, the care plan
became the basis for the allowance. The allowance amounts in Arkansas and Florida were
adjusted by a “discount factor” to ensure that treatment group members’ alowances werein line
with the expected costs of services that similar control group members were likely to actually
receive. (Consumers in the traditional program often received somewhat less care than their
plans recommended because of hospitalizations, workers sometimes failing to show up, and
other problems.) Arkansas multiplied the number of hours in the care plan by a discount factor
ranging from 70 to 91 percent to reflect the historical differences observed between the amount
of services different agencies actually delivered and the amount the care plan authorized.® In
Florida, the allowances were multiplied by a discount factor equal to 89 percent for the elderly,
83 percent for adults with physical disabilities and adults with brain/spina cord injuries, and
92 percent for children and adults with developmental disabilities. New Jersey determined that
consumers typically received the full value of their care plans, so it did not discount the care plan
value in setting the allowance amount. The median monthly allowance varied widely across the
three states, from $313 in Arkansas to $1,097 in New Jersey, with Florida falling between these

two extremes ($829).”

® Arkansas developed provider-specific discount factors by comparing, for the previous year, the hours in the
care plans of random samples of people served by providers of traditional personal assistance and the hours actually
used (according to claims data).

" Florida’'s mean allowance (about $1,200) was the highest of the three states.



In all three states, programs conducted reassessments periodically or when the participants
needs changed. Consequently, sample members care plans (and allowance amounts) could
change. In Arkansas, agencies reassessed control group members, and the program’s counselors
reassessed treatment group members. In New Jersey, agencies reassessed those in the traditional
program, and Medicaid nurses reassessed those in Cash and Counseling. To authorize more than
25 hours of care, however, agencies had to seek approval from Medicaid. In Florida, support
coordinators (for the nonelderly) and case managers (for the elderly) reviewed control group
members support plans and revised them as necessary to ensure that needs were met.
Consultants had comparable responsibility for those receiving the allowance. Care plan amounts
also changed in New Jersey because the rate per hour paid to agencies (and, therefore, the rate at
which hours were costed out to determine the allowance) increased by about seven percent over
the study period.

In spite of the name of the program, consumers did not actually receive much of the
allowance in cash. Rather, consumers (or their representatives) had to develop a spending plan
specifying the goods and services to be purchased for them with the allowance. The allowance
could only be used to purchase goods and services related to the consumer’s disability.
However, the states usually took a broad view of what purchases to alow (for example, they
permitted the purchase of microwave ovens and washing machines if they increased the person’s
independence). In general, invoices had to be submitted for checks to be written; consumers
were not given accounts that they could write checks against, as with a private bank account.

Spending plans could include small amounts of cash—up to 10 percent of the alowance in



Arkansas and New Jersey and up to 20 percent in Florida—to be paid to the consumer for
incidental expenses (such as taxi fare) for which invoicing was impractical .

Under some circumstances, the states in all three Cash and Counseling programs recouped
funds from consumer accounts maintained by the fiscal agent. This was necessary to recover
inappropriate payments (for example, payment of an alowance after the consumer had
disenrolled from the program or had undergone a lengthy hospitalization) and to recover large
balances that consumers had accumulated but were not saving for a particular purpose. All three
states permitted recoupment when the advancement of funds had been inappropriate, but the
recoupment procedure differed in the three programs. Partway through the demonstration,
Arkansas began recouping funds from consumers who had balances of more than 150 percent of
their monthly allowance and who had not specified a purchase for which they were saving. New
Jersey recouped funds that remained unused after a 12-month period when a consumer’s
spending plan did not designate a purpose for those funds. After the demonstration ended,
Florida began retroactively recouping funds from consumers who had disenrolled and began
enacting policies that would allow it to recoup undesignated funds that exceeded 1.5 times the
monthly allowance.

Consumers were alowed to hire relatives. A waiver of federa regulations permitted the
hiring of “legally responsible’ relatives (those who were responsible for the consumer’s well-
being, including spouses, parents of minors, and legal guardians). Florida and New Jersey

exercised thiswaiver; Arkansas did not. (Arkansas did allow consumers to hire relatives, such as

8 Participants in Arkansas had discretionary use of 10 percent of the cash allowance up to $75; the participant
had to declare the uses of the discretionary income. Florida changed its initial cap for discretionary income from
20 percent of the monthly allowance to $250 of the monthly alowance (which egualed about 20 percent of the
average monthly allowance). Participants may request additional discretionary funds, but the state must approve
them.



the parents of adults, who were not legally responsible for those consumers. Consumers who
hired workers became the employer of record for those workers. To avoid a conflict of interest,
Arkansas and New Jersey did not allow the same person to serve as both representative and

worker.

Counsdling and Fiscal Services

In al three Cash and Counseling programs, consumers were offered the assistance of
counselors (called “consultants’ in Florida and New Jersey) and of a fiscal agent. Counselors
interacted with consumers to (1) review initia and revised spending plans and ensure that they
included only permissible goods and services, (2) help with employer functions, (3) monitor
consumers health, and (4) monitor the uses of the alowance (in Florida and New Jersey).
Florida and New Jersey required that state- or district-level staff review all spending plans.
Arkansas required state-level review only if a plan contained an item not on a preapproved list.
Counselors in al three programs advised consumers about recruiting, hiring, training,
supervising, and (if necessary) firing workers. Counselors were required to telephone and visit
consumers periodically to monitor their condition and their use of the allowance. The frequency
of required calls and visits varied across programs, but counselors provided additional
monitoring and problem-solving calls and visits as needed.

Consumers in all three programs were offered help with fiscal tasks, including the payroll
functions of an employer (such as preparing and submitting payroll tax returns) and writing
checks. A consumer who demonstrated the ability to assume responsibility for these fiscal tasks
was alowed to do so. In both Arkansas and Florida, a few treatment group members (less than
one percent) assumed responsibility for all fiscal tasks, and none did so in New Jersey.

To prevent abuse of the allowance, all three programs verified worker time sheets and check

requests against spending plans before disbursing funds. In Florida and New Jersey, the fiscal
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staff was responsible for this verification; in Arkansas, a counselor was responsible for it.
Counselors in Arkansas and Florida also checked receipts for expenditures under the allowance.
(New Jersey did not require consumers to keep receipts.) Arkansas required receipts for
everything except incidental expenses. Florida required that counselors review receipts for
incidental expenses, and the fiscal agent reviewed receipts for al purchases made by the few
consumers who assumed responsibility for fiscal tasks themselves.

The three states paid in different ways for consulting and fiscal agent services. In Arkansas,
the state expected that the fiscal agent and counseling costs would be covered, in aggregate, by
the difference between the standard rate of $12.36 per hour of personal care that the state paid
agencies and the $8.00 per hour in the cash allowance. In New Jersey, 10 percent of the value of
the consumer’s care plan was set aside to cover counseling costs and some fiscal agent costs
(such as for processing the papers in an employment packet). In addition, consumers were
charged fees for services they asked the fiscal agent to perform, such as cutting or stopping
payment on checks and arranging for criminal background investigations. In Florida, for those
with developmental disabilities, the same monthly fee ($148 per month) that was paid to support
coordinators in the traditional program was paid to counselors under CDC. For elderly
consumers, Florida paid counselors a separate fixed amount to develop the spending plan (with
the number of such visits capped for each consumer) and followed with hourly rates for
counseling services (with quarterly payments capped for each consumer). For fiscal services,
Florida developed a schedule for consumer fees (for example, $5 per check cut), with the total

capped at $25 per consumer per month.
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EXPECTED EFFECTS OF CASH AND COUNSELING ON MEDICAID AND
MEDICARE SERVICE USE AND COSTS

According to the budget neutrality requirements for this demonstration defined by the
Centers for Medicare & Medicaid Services (CMS) for Medicaid Section 1115 demonstrations,
the costs per recipient per month for persona care and other core services during the
demonstration period should not exceed the per-person, per-month cost for control group
members receiving agency services during the same period.” However, our analysis differs from
CMS s budget neutrality analysisin that we examine the cost per sample member, as well as the
cost per PCS recipient, over alimited time.™

We would expect that Cash and Counseling would increase Medicaid expenditures for the
costed-out service to the extent that the program increased the percentage of sample members
receiving any paid care. In addition, the program could affect costs in several other ways. First,
the allowance could be too high (or too low) if the control group received fewer (or more)
services than they had historically received. In Arkansas, for example, control group members
received only 68 percent of the value of their care plan during the study period, rather than the 86
percent they had historically received (Dale et a. 2004a). Analyses reported later in this paper
examine whether control group members in Florida and New Jersey experienced similar

underservice.

° Core services were designated before the demonstration and included services that would likely be affected
by the costing out of PCS (or waiver services in Florida). These services included home health, targeted case
management, hospice, durable medical equipment, and transportation (although the exact definition varied by state).

19 The federal budget neutrality test examines program costs over the duration of a demonstration rather than

for the early postenrollment years only. Therefore, the outcomes in this report do not indicate whether the
consumer-directed programs in Arkansas, Florida, or New Jersey met CM S's budget neutrality test.
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Second, differences in reassessment procedures for the treatment and control groups could
lead to differences in the amount of care beneficiaries received (and, in turn, the costs of that
care). For example, because of labor shortages, agencies in Arkansas and New Jersey might
have been reluctant to increase the number of hoursin consumers’ care plans, even if changesin
consumers’ conditions or circumstances justified increases. In contrast, because treatment group
members could hire friends and relatives, labor shortages were not a factor in the counselors
reassessments (in Arkansas) or the Medicaid nurses' reassessments (in New Jersey). In addition,
in New Jersey, agencies could authorize up to 25 hours of care without a Medicaid nurse's
approval. This meant that agencies might be reluctant to reassess control group patients as
needing more than 25 hours of care, but no such constraint existed for Medicaid nurses
reassessing treatment group members. In Florida, the same people conducted assessments for
the treatment and control groups. People acting as consultants, however, might interpret the
procedures and constraints for developing care plans differently for Cash and Counseling
recipients from the way they would if they were acting as support coordinators or case managers
for the traditional program.

Finally, if the costs for other services associated with consumer direction (such as costs for
fiscal agents) are less than agency overhead, consumer-directed services may be cheaper. While
Cash and Counseling has no agency overhead costs, the program does incur costs for fiscal
agents and counseling. Nonetheless, the program could save money in Arkansas and New Jersey
if the aggregate costs for fiscal agent and counseling services were less than the pool of money
generated to cover those costs. In Florida, for both nonelderly adults with physical disabilities
and with brain/spinal cord injuries and for the elderly, savings could be generated if the costs for
consulting were less than those of case management under the traditional program. (There was

no opportunity for savings on consulting for the nonelderly adults in Florida's Devel opmental
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Disabilities program, because the cost for consulting under CDC was identical to that of case
management under the traditional program.)

We aso explore the reasons for any treatment-control difference in expenditures for the
costed-out service. First, we assess whether the discount factor was consistent with actual
experience during the demonstration. To do this, we compare the value of services the control
group received with the value it was expected to receive (the discounted care plan vaue).
Second, in Arkansas, we examine whether different reassessment procedures for the treatment
and control groups might have contributed to the treatment-control difference in personal care
expenditures. Unfortunately, reassessment data were available only for the treatment group in
New Jersey and for neither group in Florida. Therefore, in these two states, we can only make
inferences about reassessments based on changes in personal care expenditures.

Cash and Counseling could affect the use of other services in addition to expenditures for
the costed-out service. First, it might substitute for other Medicaid or Medicare services, such as
nursing facility and home health services. Second, it might affect the use and cost of Medicaid
and Medicare services, such as inpatient hospital admissions, that may reflect the adequacy of
PCS. These costs could be higher for the treatment group if workers neglected consumers,
performed health care tasks improperly, or waited too long to request medical attention for their
clients. In such cases, consumers might fall more frequently than control group members, or
they might develop more infections, bedsores, or contractures. According to self-reported datain
Carlson et al. 2005, however, treatment group members in each of the three states were no more

likely than control group members to fall, develop contractures, have respiratory infections,

" The discount rate applied during the demonstration could have been inaccurate. The rate may have been
based on the experiences of small samples of PCS recipients. It is also possible that the ratio of hours of services
received to hours planned varied during the demonstration.
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experience shortness of breath, or have urinary infections. In fact, that research showed that
consumers were actually less likely to experience many of these events. Thus, if claims data are
consistent with survey reports, we would expect the treatment group’s expenditures for other
Medicaid and Medicare services for these problems to be similar to (or even less than) the

control group’s.

DATA AND METHODS

We drew data for this analysis primarily from Medicaid and Medicare claims, as well as
from a computer-assisted telephone baseline survey administered to treatment and control group
members or to their proxy respondents between December 1998 and April 2001. To construct
outcome measures for the full sample, we used Medicaid and Medicare claims data for the first
12 months after enrollment. We also constructed outcome measures for a cohort of early
enrollees for whom two full years of Medicaid and Medicare data were available. This cohort
includes those who enrolled in Arkansas's |ndependentChoices before May 2000, Florida's CDC
before October 2001, or New Jersey’ s Personal Preference program before January 2002.

We constructed control variables from claims data for the year before enrollment and from
the baseline survey. Control variables from the claims data included the sample members
preenroliment Medicaid and Medicare expenditures, as well as their diagnoses (in Arkansas) or

predicted expenditures based on their diagnoses (in Florida and New Jersey).'? Control variables

2We used the Chronic Iliness and Disability Payment System (CDPS) to classify people’s diagnoses
(according to their Medicaid and Medicare claims data) into major categories. A diagnosisis captured only if there
is a Medicaid or Medicare claim related to it in the year before the demonstration. People could have chronic
conditions (such as a psychiatric condition) that would not be captured in the claims data if they did not receive
treatment for that condition in the preenrollment year. Many of the diagnostic categories are divided into
subcategories (such as high cost, medium cost, and low cost) according to the level of Medicaid expenditures that
would be expected for a particular diagnosis. In Arkansas, we used these categories as control variables. In Florida
and New Jersey, we controlled for each person’s level of predicted costs based on their CDPS categories. See
Kronick et al. (2000) for a description of the CDPS.
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from the baseline survey include the consumers demographic characteristics, measures of health

and functioning, and measures of unmet need for personal care.

Outcome M easures

Medicaid expenditure measures were drawn from Medicaid claims data supplied by each
state, and Medicare expenditure measures were drawn from Medicare claims data. To avoid
introducing selection bias, we retained the full sample, including those not enrolled in Medicare,
in our analysis. (We defined those not enrolled in Medicare as having zero Medicare
expenditures. More than 90 percent of the elderly and about 40 percent of the nonelderly were
enrolled in Medicare in each of the three states) Most of the measures are straightforward.
Two, however—expenditures for the costed-out service and persona care expenditures per
recipient month—require additional explanation.

Expendituresfor the Costed-Out Service. In generd, in all three states, expenditures for the
costed-out service were obtained from the Medicaid claims data. For alowance recipients, these
expenditures include the allowance costs, costs for counseling services, and costs for fiscal agent
services incurred by Medicaid. For control group members and for treatment group members
who received traditional services (because they had not yet started receiving the allowance or
had disenrolled from the program), these expenditures include costs agencies incurred for
delivering care and costs other vendors in the traditional program incurred. We provide state-by-
state details next.

In Arkansas, personal care costs for the control group (and for treatment group members not
receiving an allowance) were equal to the actual cost of the hours of care delivered according to
the Medicaid claims data (which was equal to the number of hours multiplied by $12.36, the
hourly rate Arkansas paid for agency services). The treatment group’s persona care

expenditures included costs for the allowance and the costs for counseling and fiscal agent fees,
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both of which were reported in the Medicaid claims data™® As noted, the allowance was equal to
the number of care plan hours (adjusted to reflect historical differences between actual hours and
care plan hours) multiplied by $8 per hour.** The program paid a fixed monthly fee for each
consumer’ s counseling and fiscal agent services.

For allowance recipients in New Jersey, persona care costs included the costs for the
allowance, as well as the 10 percent of the value of the care plan that was set aside to cover fiscal
agent and counseling costs. We adjusted the personal care costs from the claims data to reflect
the funds that the state was recouping from consumers (but that had not yet been reflected in the
claims data).® Persona care costs for those in the control group and for those in the treatment
group not receiving an allowance were equal to the amount that agencies billed Medicaid for
care provided.

In Florida, waiver costs for allowance recipients included the cost of the allowance plus the
fees paid for consulting services. (Because the consumer paid most fiscal agent costs directly,
these costs are not included in the claims data)) We adjusted waiver costs by the amount that
Florida planned to recoup for consumers who disenrolled, by subtracting a prorated monthly

recoupment amount (equal to the total recoupment amount divided by the number of months the

3 Medicaid personal care costs are sightly overstated in Arkansas because they do not reflect the $600,000 of
allowance payments that have been recouped from consumers during the study period. Individual recoupment
amounts were not available at the time data for this report were analyzed. However, the average amount of money
recouped per treatment group member was only $150 per year. As noted in the results section, factoring in the
amount recouped would reduce our estimate of the treatment-control difference in personal care expenditures only
dightly.

14 After the demonstration began, treatment group members could choose how many hours of care they would
purchase with their allowance. They also were permitted to set their workers' wages, but those wages had to be at or
above the state’s minimum.

> New Jersey provided data on the total amount of money that was to be recouped from each consumer’s
account as of December 2003. We calculated a monthly adjustment by dividing each consumer’s total recoupment
amount by the number of months of allowance receipt, then subtracted this monthly adjustment from the consumer’s
monthly personal care costs (according to the Medicaid claims data) during each month that people received an
allowance.
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person received an allowance) from the consumer’s waiver expenditures during each month the
consumer received an allowance. Waiver costs for those in the control group and for those in the
treatment group not receiving an allowance were equal to waiver expenditures that agencies or
other vendors incurred according to the Medicaid claims data.

Personal Care Expenditures per Recipient Month. For treatment group members, these
included expenditures only for the months during which consumers received either a cash
allowance or, for those not receiving the allowance, services from an agency (or other Medicaid
vendor, in Florida). For control group members, it included only months during which the
consumer received agency services (or, in Florida, waiver services from other Medicaid

vendors).

Estimation of Program Effects

Our impact estimates measure the effects of having the opportunity to receive the monthly
allowance (because of being randomly assigned to the treatment group), rather than of actually
receiving it. Treatment group members typically did not receive the allowance during the full
postenrollment period that we examined. They may have disenrolled from Cash and Counseling,
taken several months to submit their spending plans, or never submitted spending plans.
Likewise, many control group members did not receive PCS in every postenrollment month.
(Some did not receive any PCS during the postenrollment period.) In addition, some sample
members died during the study period. First-year mortality rates for treatment and control group
members were 14 and 12 percent, respectively, in Arkansas; 7 and 8 percent, respectively, in
Florida; and 7 percent for both groups in New Jersey. To avoid introducing selection bias, most
of our analyses were based on the Medicaid and Medicare expenditures of all treatment group
and all control group members (including in the denominator even those who had died or who

were no longer enrolled in Medicaid or Medicare). The exception was our examination of
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expenditures per month of benefit receipt, which included only people who received PCS or
walver services.

We used ordinary least sguares regression models to estimate program impacts for
continuous outcome measures (including all our expenditure outcomes). For binary outcome
measures (such as whether a sample member had any visits to the emergency room), we used
logit models to estimate program impacts. For continuous outcome measures with a high
proportion of zero values, such as the number of nursing facility days, we used tobit models. All
the models controlled for the sample members baseline measures of demographic
characteristics, health and functioning, unmet needs for personal care, preenrollment Medicaid
and Medicare expenditures, and preenrollment diagnoses. Tables A.la through A.lc list the
control variables used in each of the models. These models increased the precision of the impact
estimates and ensured that any differences that may have arisen by chance between treatment and
control groups in these preexisting characteristics did not distort our impact estimates. For many
outcomes, we estimated models separately for elderly and nonelderly sample members, because
impacts and the relationship between the outcomes and the control variables might differ for the
two age groups.

To examine a longer follow-up period, we also estimated models on a subsample restricted
to a cohort of early enrollees. To increase the cohort’s sample size, it included both elderly
enrollees and nonelderly enrollees. (In the appendix, Tables A.2a through A.2c show results for
several key outcomes for the early enrollee cohort separately by age group.)

For continuous outcome measures, we measured impacts by calculating the treatment-
control difference in predicted means. We measured the impacts of Cash and Counseling on
binary outcomes by using the estimated coefficients from the logit models to calculate the

average predicted probabilities that the binary dependent variable would take a value of 1, with
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each sample member first assumed to be a treatment group member, then assumed to be a control
group member. For each type of model, we used the p-values of the estimated coefficients on
the treatment status variable to assess the statistical significance of the impacts; the p-values are
reported in the tables. The impact estimates are amost always very similar to the simple
treatment-control differences in means.

Table A.3 shows the statistical power to detect impacts of 10 percent of the control group
mean for our key outcome measure, total Medicaid expenditures, assuming two-tailed tests at the
.10 significance level. In each state, we have at least 80 percent power to detect a 10 percent
change in total Medicaid expenditures for the full sample, the elderly sample, and the early
enrollee sample. In Florida, we also have 80 percent power to detect a 10 percent impact for the
nonelderly sample. This means that, for most of our samples, if the true effect of the program is
to decrease (or increase) treatment group expenditures by 10 percent or more than they would
have been without the program, the likelihood that the observed treatment-control difference in

the sample will be statistically significant is at |east 80 percent.

SAMPLE DESCRIPTION

As would be expected under random assignment, there were few significant differences
between treatment and control group members baseline characteristics (Tables A.la through
A.lc). In dl three states, most of the sample was female and white (Tables l1a through 1c).
Many sample members reported that they were in poor health, and many had functional
limitations. About two-thirds reported that they had to have assistance “transferring” (getting in
and out of bed). While nearly 40 percent of sample members in Arkansas lived in rural areas
(which could make it difficult for agencies and consumers to recruit workers), only 13 percent of
Florida' s sample members and 10 percent of New Jersey’s did so. In keeping with New Jersey’s

program requirements, nearly al sample membersin that state had received personal carein the
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TABLE la

BASELINE CHARACTERISTICS OF ARKANSAS SAMPLE MEMBERS

Characteristic Nonelderly Elderly All

Demographic Characteristics

Agein Years (Percent)

18t0 39 275 0.0 7.6

40to 64 72.5 0.0 20.1

6510 79 0.0 50.4 36.5

80 or older 0.0 50.6 359
Female (Percent) 67.6 814 77.6
White (Percent) 63.5 59.2 60.4
Lived in Rural Area (Percent) 36.5 39.7 38.8
Months on Medicaid/Medicare in Preenrollment Y ear

Months on Medicaid 11.9 11.2 11.4

Months on Medicare 5.0 115 9.7

Mean Monthly Medicaid Reimbursements for Selected
Services in the 12 Months Preceding Baseline (Dollars)

Medicaid PCS 2,330 2,167 2,212
Nursing facility services 144 149 147
Home health services 748 230 373

Health Status, Functional Status, and Need for
Personal Care at Baseline (Percent)

Said health wasfair 26.7 326 31.0
Said health was poor 54.2 47.2 49.1
Needed help getting in and out of bed 62.1 67.4 65.9
Received personal carein preenrollment year 54.2 74.9 69.2
Had unmet personal care need 69.1 614 63.5
Monthly Prospective Allowance Amount (Dollars) 358 298 315
Sample Size 556 1,452 2,008

Source: Medicare and Medicaid claims, December 1997 to April 2000; Medicare and Medicaid enrollment files; and MPR’s
baseline evaluation survey, conducted between December 1998 and April 2001.

PCS = personal care services.
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TABLE 1b

BASELINE CHARACTERISTICS OF NEW JERSEY SAMPLE MEMBERS

Nonelderly Elderly All
Demographic Characteristics
Agein Years (Percent)
1810 39 337 0.0 15.8
40to 64 66.3 0.0 31.2
65t0 79 0.0 58.8 31.2
80 or older 0.0 41.2 21.8
Female 66.1 78.7 72.8
Race (Percent)
Black 42.9 32.3 37.2
Nonblack 57.1 67.7 62.8
Hispanic 29.8 41.2 35.8
Lived in Rural Area (Percent) 9.5 10.6 10.1
Preenrollment Medicaid Expenditures for Selected Services
inYear Before Baseline (Dollars)
Total Medicaid 24,548 17,064 20,581
I npatient expenditures 4,071 1,820 2,878
Home health 1,742 579 1,125
Personal care 7,774 8,949 8,397
Months on Medicaid/Medicare in Preenrollment Y ear
Months on Medicaid 11.8 11.8 11.8
Months on Medicare 49 10.7 8.0
Managed Care at Baseline (Percent)
In Medicaid or Medicare HMO 17.3 8.2 125
Health Status, Functional Status, and Need for Personal Care
at Baseline (Percent)
Said health was fair 31.0 415 36.6
Said health was poor 44.5 40.7 42.5
Health expected to be worse next year 394 535 46.9
Unmet need for personal care 74.3 73.8 74.0
Needed help getting in and out of bed 66.5 66.3 66.4
Received personal care in preenrollment year 96.8 97.8 97.3
Monthly Prospective Allowance Amount (Dollars) 1,087 1,072 1,079
Sample Size 813 917 1,730

Source: Medicaid and Medicare claims data and MPR’ s baseline survey.

HMO = health maintenance organization.
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TABLE 1c

BASELINE CHARACTERISTICS OF FLORIDA SAMPLE MEMBERS

Nonelderly Elderly All

Agein Y ears (Percent)

1810 39 75.5 0.0 37.9

40to 59 245 0.0 12.3

60to 79 0.0 52.9 26.3

80 or older 0.0 47.1 234
Female (Percent) 45.3 79.0 62.1
Race (Percent)

Black 18.2 27.3 22.7

Nonblack 81.8 72.7 77.3

Hispanic 211 34.6 27.8
Lived in Rural Area (Percent) 145 10.6 12.6
Medicaid Expendituresin Y ear Before Baseline (Dollars)

Total Medicaid expenditures 19,227 12,851 16,055
Medicaid Annual Preenrollment Expenditures for
Selected Services (Dollars)

I npatient expenditures 576 766 671

Home health 1,104 159 634

Waiver services 13,494 8,273 10,897
Months on Medicaid/Medicare in Preenrollment Y ear

Months on Medicaid 11.9 116 11.8

Months on Medicare 4.8 111 79
Managed Care at Baseline (Percent)

In Medicaid HM O with capitated payment 235 6.3 15.0

In Medicaid primary care case management 45.8 9.1 275

In any Medicare HMO 5.0 24.1 145
Health Status, Functional Status, and Need for
Personal Care at Baseline (Percent)

Said heath was fair 23.6 38.7 311

Said health was poor 154 37.3 26.3

Health expected to be worse next year 185 48.1 333

Unmet need for personal care 53.6 64.2 58.9

Needed help getting in and out of bed 51.8 65.2 58.4

Received personal care in preenrollment year 62.2 93.3 7.7
Monthly Prospective Allowance Amount (Dollars) 1,610 817 1,215
Sample Size 913 904 1,817

Source: Medicaid and Medicare claims data and MPR’s baseline survey.

HMO = health maintenance organization.
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year before enrollment, whereas in Arkansas only 69 percent had received it. While 100 percent
of sample members in Florida had received waiver services in the year before enrollment (as
Florida s program required), only 78 percent had received PCS, because some sample members
had received only other (nonpersonal care) waiver services (such as therapy or supplies) The
allowance amounts consumers qualified for at enrollment differed substantially, averaging
$315 per month in Arkansas, $1,079 in New Jersey, and $1,215 in Florida. Thus, the amount
consumers managed varied widely across states due to differences in services costed out in
calculating the benefit, limits on these benefits, and labor rates. Amounts also varied widely
across consumers within states. Finally, as would be expected under random assignment, there
were few significant differences between treatment and control group members baseline
characteristics (Tables A.lathrough A.1c).

The nonelderly sample in Florida was quite different from the comparable samples in
Arkansas and New Jersey in many respects, because the primary feeder program (Florida's
Developmental Disabilities waiver program, formerly known as the Developmental Services
waiver) included people with developmental disabilities, as opposed to physical ones (although
some had both). In fact, nearly 90 percent of the nonelderly were from the Developmental
Disabilitieswaiver. The Florida nonelderly sample was more likely to be under age 40 and male
and less likely to report being in fair or poor health. In Arkansas and New Jersey, the nonelderly
group includes adults who were ages 18 to 64 at the time of enrollment, whereas in Florida it
includes those who were ages 18 to 59. We have set the upper age limit for “nonelderly”
differently for Florida because its Department of Elder Affairs waiver program covers consumers
starting at age 60, rather than 65. Thus, dividing the sample into younger and older cohorts at
age 60 instead of age 65 yields greater homogeneity within age groups in Florida and clearer

interpretation of the results.
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RESULTS
Allowance and Service Receipt in the Treatment Group

There were striking differences across states as to when treatment group members started
receiving the cash allowance. By the third month after enrolling in the demonstration, more than
80 percent of treatment group members in Arkansas had received allowances. In contrast, there
were delays in starting up the alowance in Florida and New Jersey, with only 16 percent in
Florida and 32 percent in New Jersey receiving alowances by three months after enrollment.
Even six months after enrollment, only 39 percent of treatment group members in Florida and
57 percent in New Jersey had started receiving an allowance. In New Jersey, about a third of
treatment group members never received an allowance; in Florida, the fraction was almost half
(58 percent of the elderly and 43 percent of the nonelderly; see Table C.2). In Florida, reasons
for delays in starting the allowance included large staff workloads, procedural delays, and
consumers having difficulty developing spending plans or finding workers (Foster et al.
20053).'° In New Jersey, delays were primarily due to the time-consuming procedures involved
in developing a spending plan and switching from agency care to consumer direction (Foster et
al. 2005b). In both Florida and New Jersey, consumers who never started an allowance typically
had decided they were satisfied with the traditional program, had a problem with employer
responsibilities (most commonly reported in New Jersey), thought the allowance was not
enough, or thought the allowance rules were too restrictive.

Nonetheless, most treatment group members in al three states received traditional services

in months that they did not receive allowances. The percentage receiving either an allowance or

16 Initially, consultants did not give consumers much help in developing their spending plans, believing that
consumers who had difficulty developing the plans were not appropriate for the program. In 2002, however, Florida
staff tried to provide more assistance, realizing that such consumers could manage program responsibilities after
they developed the plans.
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traditional services during the first postenrollment year was 97 percent in Arkansas, 96 percent in

New Jersey, and 99 percent in Florida.

Program Effectson the Receipt of Any Paid Service

In both Arkansas and New Jersey, Cash and Counseling had a significant impact on the
likelihood that beneficiaries would receive any paid service (either an allowance or traditional
services). In Arkansas, the treatment-control difference in the percentage receiving any paid
services (25 percentage points for the full sample) is striking. Only 75 percent of elderly control
group members and 63 percent of nonelderly ones received any PCS during the first
postenroliment year, even though the state had authorized these services (Table 2a). In
comparison, about 97 percent of elderly and nonelderly treatment group members received at
least some services during this year. During year 2, the treatment-control difference in receipt of
paid services was similar to that of year 1. However, during that year, a lower percentage of
both treatment and control group members received PCS, mainly because some sample members
died or entered nursing facilities.

In New Jersey, the impact of the program on service receipt was modest in year 1, with
96 percent of treatment group members receiving services, compared with 89 percent of control
group members (Table 2b). By year 2, the program had a larger impact on receipt of services,
with 84 percent of treatment group members receiving PCS, compared with only 71 percent of

control group members. The program’s impact on service receipt was particularly pronounced
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for the nonelderly during year 2, where 85 percent of the treatment group, but only 68 percent of
the control group, received any PCS.*’

In Florida, the program had no effect on whether beneficiaries received any waiver services
in year 1, as about 99 percent of both elderly and nonelderly treatment and control group
members received at least some paid services (Table 2¢). Similarly, more than 97 percent of the
nonelderly treatment and control groups received at least some paid services during the second
postenrollment year. However, in that year, 81 percent of the elderly treatment group received

services, about 6 points more than the percentage receiving services in the control group.

Program Effectson Expendituresfor the Costed-Out Service, Year 1

Partly because the program increased access to paid care, treatment group costs for the
costed-out service (persona care in Arkansas and New Jersey and waiver services in Florida)
were significantly and substantially higher than those for the control group in all three states. In
Arkansas, during the first year postenrollment, treatment group members had average annual
personal care expenditures of $4,605, nearly twice the figure for the control group (Table 2a)."®
The impacts of the program on personal care costs in the other two states were smaller. In New
Jersey, personal care costs for the treatment group were $1,587 (or 16 percent) higher than those
for the control group (Table 2b). Similarly, the costs for waiver services in Florida were $2,108
(or 15 percent) higher for the treatment group than for the control group (Table 2c).

In all three states, the treatment-control difference in costs for personal care/waiver services

was greater for the nonelderly than for the elderly. The program’ s differential effects for the two

1 During the study period, the state began intensively scrutinizing beneficiary appropriateness for personal
care, which resulted in denial of services to some longtime recipients. This change should have reduced the
percentage of sample members receiving services in both the treatment and control groups.

18 |1 recoupment were factored in, the treatment-control difference in personal care expenditures would fall
from $2,349 to about $2,200.
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age groups was most pronounced in Florida, where the treatment-control difference in costs for
waiver services was $3,696 for the nonelderly but only $433 (and statistically insignificant) for
the elderly. (It is not particularly surprising that there was little treatment-control difference in
costs for the elderly, since only 40 percent of the elderly treatment group actually received an
alowance. Most elderly treatment group members simply participated in the traditional
program.)

For the cohort of early enrollees, we compared expenditures for the costed-out service
during the second year postenrollment to those of the first year (Tables 2a through 2c). In
Arkansas, the treatment-control difference was somewhat smaller in dollars ($2,014 in year 2,
compared with $2,453 in year 1) but larger as a percentage of the control group mean
(110 percent in year 2, compared with 102 percent in year 1). In New Jersey, the treatment-
control difference about doubled from $1,381 (14 percent) to $2,545 (29 percent). In Florida, the
treatment-control difference in year 2 of $2,375 (15 percent) was similar to that of year 1

($2,507).

Program Impacts per Recipient

Reasons for the treatment-control cost differences vary across states. At least part of the
difference in Arkansas and New Jersey stems from the fact that the treatment group was more
likely to receive at least some paid services during each month of the study period. Even among
those who received services in a given month, however, expenditures for the costed-out service
for the treatment group were higher than those for the control group for at least one of the age
groups in each of the three states.

In particular, in Arkansas, the expenditures per month of personal care benefit received
were, on average, $86 (24 percent) higher for the treatment group ($445) than for the control

group ($359; see Table 3a). The treatment-control difference in personal care costs per recipient
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TABLE 3a

EFFECT OF CASH AND COUNSELING ON PERSONAL CARE EXPENDITURES PER
RECIPIENT MONTH IN ARKANSAS

Predicted Predicted
Treatment Control
Sample Group Mean  Group Mean  Estimated
Expenditure Outcome Size (Dallars) (Dallars) Effect p-value
All Enrollees
Nonelderly
Expenditures per recipient month,
first follow-up year 454 513 422 O *** 0.000
Elderly
Expenditures per recipient month,
first follow-up year 1,269 420 336 84x** 0.000
Elderly and Nonelderly
Expenditures per recipient month,
first follow-up year 1,723 445 359 86*** 0.000
Early Enrollees Only?
Nonelderly and Elderly
Expenditures per recipient month,
first follow-up year 1,125 465 363 102*** 0.000
Expenditures per recipient month,
second follow-up year 879 467 369 g ** 0.000

Source:  Medicaid claims data for the period from December 1997 through April 2002.

Note: Means were predicted using ordinary least squares regression models.

®Early enrollees were those who enrolled in the demonstration before May 2000.
*Significantly different from zero at the .10 level, two-tailed test.

**Sjgnificantly different from zero at the .05 level, two-tailed test.
***Gignificantly different from zero at the .01 level, two-tailed test.
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month was similar for elderly and nonelderly enrollees, as well as for the first and second
postenrollment years.

In New Jersey, there were only modest treatment-control differences in costs per recipient
month in both postenrollment years, and these differences were entirely driven by the nonelderly.
In particular, expenditures per recipient for the nonelderly treatment group were $47 (four
percent) higher than those for the nonelderly control group in year 1 (Table 3b). The difference
was dightly greater ($72, or six percent) in year 2 (not shown). In contrast, for the elderly,
monthly costs per recipient for the treatment group were almost identical to those for the control
group.

Finally, in Florida, monthly costs per recipient were $168 (13 percent) higher for the
treatment group than for the control group during year 1, but this difference was driven entirely
by the nonelderly (Table 3c). Nonelderly costs per recipient for the treatment group averaged
nearly $300 (18 percent) per month higher than those for the control group during the first
postenrollment year, while costs for the elderly treatment group were not significantly different
from those for the control group. Again, the treatment-control difference in waiver costs per

recipient was similar in both postenrollment years.

Comparisons of Actual Costswith Expected Costs

To illuminate further why expenditures for the costed-out service were higher for treatment
than for control group recipients, we compare monthly ratios of average “actual full costs’
(expenditures for the costed-out service plus expenditures for fiscal agent and counseling
services) with average “expected full costs’ (the value of the recipients discounted care plan at
baseline plus expected costs for fiscal agent and counseling services). In Arkansas, we also
compare the actual alowance costs (excluding fisca agent and counseling costs) with the

“expected alowance’ (the value of the recipients discounted care plan at baseline). Because
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TABLE 3b

EFFECT OF CASH AND COUNSELING ON PERSONAL CARE EXPENDITURES PER RECIPIENT MONTH
IN NEW JERSEY

Predicted Predicted
Treatment Control
Sample  GroupMean  Group Mean  Estimated
Size (Dollars) (Dollars) Effect p-value
All Enrollees
Nonelderly
First-year expenditures per recipient month 745 1,153 1,106 47** 0.043
Elderly
First-year expenditures per recipient month 855 1,170 1,172 -2 0.926
All
First-year expenditures per recipient month 1,600 1,164 1,140 25 0.112
Early Enrollees Only
All (Nonelderly and Elderly) Early Enrollees
First-year expenditures per recipient month 1,344 1,151 1,129 22 0.193
Second-year expenditures per recipient month 1,121 1,264 1,219 45* 0.051

Source:  Medicaid claims data

Note: Early enrollees enrolled in the demonstration before January 1, 2002. Means were predicted using
ordinary least squares regression models. Treatment group members received services if they received
agency care or an allowance; control group members received servicesif they received agency care.

* Estimated effect significantly different from zero at .10 level.

** Estimated effect significantly different from zero at .05 level.
*** Egtimated effect significantly different from zero at .01 level.
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TABLE 3c

EFFECT OF CASH AND COUNSELING ON WAIVER EXPENDITURES PER RECIPIENT
MONTH IN FLORIDA

Predicted Predicted
Treatment Control

Group Group
Sample Mean Mean Estimated
Size (Dollars) (Dollars) Effect p-value
All Enrollees
Nonelderly
Expenditures per recipient month, first
follow-up year 910 1,884 1,593 29]*** 0.000
Elderly
Expenditures per recipient month, first
follow-up year 894 983 967 16 0.509
All
Expenditures per recipient month, first
follow-up year 1,804 1,460 1,292 168*** 0.000
Early Enrollees Only
All (Nonelderly and Elderly)
First-year expenditures per recipient month 1,415 1,553 1,357 197*** 0.000
Second-year expenditures per recipient
month 1,275 1,814 1,630 184*** 0.001

Source:  Medicaid claims data.

Note: Early enrollees enrolled in the demonstration before October 1, 2001. Means were predicted using
ordinary least squares regression models. Treatment group members received services if they received
waiver services or an alowance; control group members received services if they received waiver
services.

* Estimated effect significantly different from zero at .10 level.
** Estimated effect significantly different from zero at .05 level.
*** Egtimated effect significantly different from zero at .01 level.



Arkansas incurred substantial savings on fiscal agent and counseling services, the ratios for
allowance recipients are very different, depending on whether fiscal agent and counseling costs
areincluded.

This analysis shows that costs per recipient were higher for the treatment group than for the
control group, for two reasons. (1) control group personal care recipients incurred lower-than-
expected costs each month, and (2) treatment group allowance recipients appeared to be more
likely than control group members to receive sizable increasesin their care plans.

Underservice in the Control Group. In each state, particularly in the first postenrollment
year, control group recipients had ratios lower than 1. This means that their average actual full
costs were lower than their expected full costs.®® Underservice in the control group was
particularly problematic in Arkansas, where both nonelderly and elderly personal care recipients
incurred only about 80 percent of their expected (already discounted) full costs during both the
first and the second postenroliment year (Figures 1a and 1b). During the first postenrollment
year in New Jersey, actual full costs were also lower than expected full costs for control group
recipients, with monthly ratios for the nonelderly ranging from .86 to .92 (Figure 2a) and
monthly ratios for the elderly ranging from .93 to 1 (Figure 2b).

Control group recipients average full costs rose over time; in New Jersey, they were on par
with their expected full costs by the second year. Underservice for the control group was modest
in Florida and pertained only to the nonelderly. While nonelderly waiver recipients in the
control group in Florida had an average ratio of about .9 during the early months of the
demonstration, their waiver expenditures increased over time. By the end of the first year,

control group recipients average actua full costs were on par with their expected full costs. By

19 Except in New Jersey (where care plans were not adjusted), we calculated expected costs according to the
discounted value of the care plan.
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the end of the second year, average actual full costs were 20 percent greater than their expected
full costs (Figure 3a).

Relatively Generous Reassessments for Allowance Recipients. In Arkansas, actua
allowance costs (excluding fiscal agent and counseling costs) among recipients were similar to
their expected allowance costs during the early part of year 1 (Figures 1a and 1b). By month 6,
the average allowance was about 20 percent higher than the average expected allowance costs;
by the end of the first year and throughout the second year, it was 28 to 32 percent higher. The
increase in allowances appears to stem from the fact that a small percentage of treatment group
members received reassessments with sizable increases in their care plan. (Between baseline and
month 12, about 9 percent of treatment group members received increases of 16 to 32 hours per
month in their care plans, and 7 percent of treatment group members received increases of more
than 32 hours per month (about 35 to 70 percent of the overall mean care plan hours; see Dale et
a. 2004a)). Nonetheless, actual full costs (including allowance costs plus fiscal
agent/counseling costs) for both elderly and nonelderly allowance recipients were similar to
expected full costs throughout the first and second years (nonelderly ratios were .92 to .98;
elderly ratios typically were 1 to 1.05). In spite of increased allowances, actual full costs
remained similar to expected full costs, because Arkansas decreased the amount it paid for

monthly fiscal agent/counseling costs over the course of the demonstration.

2|5 general, we would expect the ratio of actual costs to baseline costs to increase, as beneficiaries may need
more care as their health worsens, and agency wage rates per hour of care delivered (and the rate at which the
allowance was cashed out) might increase. However, we would expect the trend to be similar for the treatment and
control groups.
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In New Jersey, during the early months postenroliment, both elderly and nonelderly
allowance recipients received about 90 percent of their expected full costs (Figures 2a and 2b).**
For allowance recipients, however, ratios increased, and actual full costs were about equal to
expected full costs by month 12. By the end of the second year, actual full costs were about
13 percent higher than their expected full costs. Control group recipients ratios also rose. By
the end of the second year, the average ratios were only 1.06 for the nonelderly and 1.07 for the
elderly. Thus, the treatment group may have received favorable reassessments, as its monthly
ratios were several percentage points higher than those of the control group. It is unclear,
however, why Medicaid nurses would have been more generous in their assessments than the
agencies responsible for assessing the control group. Alternatively, it may be that the increases
the control group members received in their care plans when they were reassessed were similar
to those of the treatment group members but that agencies could not provide al the care
authorized.

For the nonelderly in Florida, allowance recipients’ actual costs were higher than expected
full costs throughout the two-year period but stayed relatively flat at about 1.2 (Figure 3a).
Reassessment data were not available for Florida. However, we can infer from the ratios of
actual to expected costs that a sizable minority of consumers received increases in their care

plans when their spending plan was approved. For example, during the first four months

%1 Because the allowance was prorated, some consumers who started receiving an allowance mid-month could
appear to have lower-than-expected costs.

2 New Jersey’ s reassessment data for allowance recipients indicated that, by the end of the second year, about
a quarter of allowance recipients were authorized to receive 5 to 30 percent more hours of care than they had at
baseline, and another quarter were authorized to receive an increase of more than 30 percent. Some allowance
recipients did receive reductions in their care plans, as a quarter of them had at least five percent fewer hoursin their
care plans than they did at baseline. We do not know whether control group members received a pattern of
reassessments similar to that of treatment group members, as data were not available for members of the former

group.

42



postenrollment, the median actual full costs for alowance recipients were at least 50 percent
higher than their expected full costs (not shown), although only a few treatment group members
developed spending plans soon after enrollment. During months 5 and 6 postenrollment (when
most treatment group members started receiving alowances), the median ratio was
approximately 1; till, a quarter of allowance recipients incurred actual costs that were at least
55 percent more than their expected full costs.

For the elderly in Florida, at the beginning of the demonstration, cost ratios were slightly
higher than 1 for both allowance recipients and control group recipients (Figure 3b). Over time,
cost ratios rose for both groups. In fact, the cost ratios for the control group (around 1.3 for most
of the second year) were higher than those for allowance recipients (which ranged from 1.1 to
1.2 for most of the second year). Thus, for the elderly in Florida, the pattern of allowance

recipients having higher ratios than control group recipients was reversed.

Program Effectson Other Medicaid and Medicare Costs

Cash and Counseling affected costs for other Medicaid and Medicare services besides that of
the costed-out service. Most notably, in Arkansas and New Jersey, expenditures for long-term
care services for the treatment group were lower than those for the control group. In al three
states, however, the program had little effect on other Medicare services, such as hospital

expenditures, physician services, hospice, or durable medical equipment.

Arkansas

Year 1. In Arkansas, the treatment group’s higher PCS expenditures were partially offset
by lower expenditures for other Medicaid services during the first year postenroliment. Annual
hospital inpatient expenditures for the full sample were $205 lower for the treatment group than

for the control group; this difference was driven by the program’s annual reduction of $824 in
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hospital expenditures for the nonelderly enrollees (Table 4a).” The overall pattern of impacts
for the other types of services suggests that, particularly for the nonelderly, the program
decreased expenditures for services for which PCS was a close substitute—home health and
nursing facility services—as well as for the ElderChoices and Alternatives waiver programs.
The expenditures for each of these services were lower for the treatment group than for the
control group, although the effects generally were not statistically significant. The sole
exception was that nursing facility expenditures for nonelderly treatment group members were
significantly lower, on average, than those for nonelderly control group members.

Overal, the treatment group’s lower expenditures for these other Medicaid services only
partly offset the group’s higher personal care expenditures. Therefore, for the full sample, total
Medicaid expenditures in Arkansas were $1,531 (14 percent) higher for the treatment group than
for the control group during the first year postenrollment, a statistically significant difference.

Cash and Counseling did not significantly affect Medicare expenditures for particular
services and in total. Because of the increase in total Medicaid expenditures, for the full sample,
the treatment group’s combined Medicad and Medicare expenditures ($21,653) were
significantly higher than the control group’s ($20,227).

Comparison of Year 2 with Year 1. For the cohort of early enrollees in Arkansas, the
treatment-control difference in total Medicaid expenditures was significant during the first year
($1,420, or 13 percent); during the second year, however, it was much smaller and not

statistically significant ($500, or 5 percent; Table 4b). The treatment-control difference in

23 The lower inpatient expenditures for the small sample of nonelderly treatment group members could have
been due to beneficial effects of consumer direction on consumers health, such as fewer pressure sores or
contractures. However, the treatment-control difference in the proportion of nonelderly consumers with any
inpatient expenditure was not statistically significant, nor was there a significant reduction in inpatient expenditures
during the second year. Thus, the reduction in inpatient expenditures seems more likely to have been due to chance
than to large effects on the need for or cost of hospitalizations.
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combined Medicaid and Medicare expenditures was smaller during the second year than during
the first. Even during the first year, however, the effect of the program on combined Medicaid
and Medicare expenditures was statistically insignificant for this smaller cohort.

The change in the program’ s impact on total Medicaid costs from the first to the second year
was due to two factors. First, the treatment-control gap in personal care costs narrowed. The
percentage of sample members in both groups who received any PCS fell by about 20 percent.?*
However, expenditures per recipient month for the treatment group (about $466 during both
years; see Table 3a) were higher than for the control group (about $365 in both years). Thus, the
decrease in the proportion receiving any personal care led to a larger reduction in average
expenditures per treatment group member between the first and second years than in average
expenditures per control group member. Therefore, the treatment-control difference in personal
care expenditures during the second year ($2,014) was smaller than the groups first-year
difference ($2,453) (Table 5a).

The second reason for the change in total expenditure impacts between the first and second
years pertains to expenditures for nonpersonal care. The treatment-control savings in
nonpersonal care Medicaid expenditures during the second year ($1,514) was greater than during
the first ($1,033), mainly because of the program’s savings on nursing facility expenditures. In
particular, the treatment group’s savings in Medicaid nursing facility expenditures was $600

during the second year, more than twice the $235 savings observed during the first.

New Jersey

Year 1. In New Jersey, for the full sample, savings in other (nonpersonal care) Medicaid

expenditures offset about half the treatment group’ s higher personal care expenditures during the

24 Most of those who received PCS in the first year but not in the second had died or entered nursing facilities.
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first postenrollment year. Notably, for the full sample, there were significant savings in nursing
facility ($505) and home health services ($263) (Table 53). The only Medicaid service category
for which treatment group expenditures were higher than those for the control group was hospice
services (by $136). In total, the treatment group’s Medicaid expenditures ($23,370) for all
services were only $861 (four percent) higher than those of the control group—a statistically
insignificant difference.

Patterns for the elderly and the nonelderly in New Jersey were similar for the first
postenrollment year. The effects of the program were generally not statistically significant,
however, because of the smaller samples when the effects are analyzed separately. There were
two exceptions. (1) for the nonelderly, the program incurred significant savings in home health
($419); and (2) for the elderly, the program incurred significant savings in nursing facility
services ($646). For both the elderly and the nonelderly, these savings partly offset the treatment
group’s higher personal care expenditures, which resulted in statistically insignificant treatment-
control differencesin total Medicaid expenditures.

The program did not significantly affect any of the spending for particular Medicare
services, total Medicare services, or total combined Medicaid and Medicare services. (The
treatment-control difference in combined Medicaid and Medicare spending ($2,518) was sizable,
although not statistically significant.)

Comparison of Year 2 with Year 1. For New Jersey’s cohort of early enrollees, the
treatment-control difference in personal care expenditures increased from $1,381 to $2,545
(Table 5b). Thiswas primarily due to the fact that the gap in personal care receipt increased; the
treatment group was 7 percentage points more likely than the control group to receive any
personal care in year 1 and 13 percentage points more likely in year 2. A secondary reason for

this increase is that care recipients’ expenditures per month increased by a larger percentage for

53



€990 61T- Tv8'T 12LT ¢190 81T LegC Siy'C B0

62L0 6¢ 679 1/9 €/90 ve- /6€ 1A Wwawled pawlided
1120 €0t o 6Vl 6,00 «SPT ot 121 901ds0H
9090 c- S € /2.0 T € 1% JuBWwiabeuew ase)
144%0) 0.T €T eve 1251740) 98 86¢ €8¢ JNd
0ceo oe o€ 19 8/8°0 4 .S 69 uensAuyd
2280 67 G89'c vEL'E 1050 69T- 8G¢C'y 6801 sBnip uondiosaid
0100 x¥8.C- 208 ¥2s 8200 »¥06EC- 9c6 969 uolreuodsuel |
&) ZAl0) 26E €85'T G/6T 90 ove- 989 ovv'e WwaIredu |
€re0 SiT- 665 12514 800 x¥8.C- €08 9¢s y1[eay sWwoH
2620 6€- 6v7'T GSO'T 9/00 *Bvir- /88 131917 Ajioey BusinN
0INBS |0
adA 1 Aq ‘sainyipusdx3 preaipa
€020 €62'C /S6'TE 6v7Z've 8/2°0 180 TIZ'vE 862'9€ 9JedIe N
snid pedipe Al felo L
2S6°0 /8- €0e'cT LT2'CT 00€0 6S.'T TeS'TT 6.2'€T 9l [eloL
9000 *»xxB.E'C €G9'6T €e0'ce G690 8ce T69'cC 6T0EC PE3IPIN [e10L
G280 G9T- T98'0T 969'0T G8T0 €G0'T- 099°CT J09°TT a.Jed feucs.teduoN
0000 »%xGVG'C 26.'8 LEE'TT 0000 »%xI8E'T TEO'0T ZIr'TT 9Jed eucsied
9Jedps N pue

‘PEIIPSIA ‘918D feucsied 1oL

anea-d 19943 (srej0q) (s#e|10Q) anen-d 1943 (s#ejl0Q) (s®ejl0Q) 3|ge e A Wepuadeq
parewlisy Ues N ues N parewlisy ues N ues N
dnolis [onuo)  dnous Juswieal | dnolo jonuo)  dnous Juswieal |
pa101paid perIpPald Pe1dIpaId Pe1dIpaId
[AE=CUN T2 A

s39||0Jug A}fe3 Jo 1oyoD

dV3IA A9 ‘AISHIC MIAN NI
SADINGTS FIVIIAINW ANV dIVOIAIIN J04 SFANLIANIAXT TVNNNY SFIFTIOINT ATdVI NO ONITISNNOD ANV HSVO 40 103443

aqs31avl



"PAS| TO" T 048Z W04} WaBHIP AUedJIUBIS 109110 POTRW ST x x
"PAS] O™ T 08Z W0} WaBHIP ANUed UGS 10910 POTRWINST
"PAS] QT e 048Z W) WaeHIp AUedlub s 10940 paTeW ST «
wewdinbs [edipaw d|gelnp = JNG
'SjpPOW U0 ssaIfal sa.enbs 1sea| Afeulplo Busn pa1oipaid alem sues | "Z00z ‘T Afenuer 81020 UOITeISUOLIBP 3] Ul pa||0Jud S39||0Jud Alre] 'SO10N

BIPSWIED 2/EJINS N PUE PIDIPSIN  92IN0S

YT YT 8zis a|dures
LTE0 18¢- ¥GL'E v.€'S TT¥'0 G62- ¥8L°€ 68'c BUYIO
186°0 4 88 06 0gE0 6g T o 2010s0H
8€5°0 zs 895 129 090 85 955 €19 ana
Gov°0 LT- 1TE ¥6¢ TT¥0 LT- z1e S6¢ uensAud
¥92°0 43 €619 815'9 1910 096'T Z8G'S Zvs'L e redu|
TI7°0 00T- ov. ov9 9/50 19- Ges 85/ U1ey SWoH
8€8°0 e 879 189 ¥€5°0 z8 09Y s A1119e4 BusInu 2213 N

0IAIBS JO

adA ] Aq ‘saunyipuedx3 a1edipa N

anea-d 199443 (Skejo0q) (Srej0q) anead 199443 (srej0q) (srej0q) 3|qelre A uspusdeQ
parewlisg Ues N ues |\ parewlisg ues N ues N
dnolis [onuo)  dnols Juswieal | dnols jonuo)  dnous Juswieal |
pa101palid perIpaid Pe1dIpaId Pe1dIpaId
[AE=CUN T2 A

s39||0Ju3 A}fe3 Jo 1oyoD

(Penunuod) ag e L

55



the treatment group than for the control group, possibly due to favorable reassessments or to
labor shortages preventing control group members from receiving their authorized care. (As
noted earlier, the care plan hours of many allowance recipients increased considerably during the
demonstration; however, comparable data were not available for the control group. Members of
the control group may have been authorized to receive more care, but, because of labor
shortages, agencies may have been unable to provide all of that care.)

Primarily because of the large increase in the treatment-control difference in personal care
expenditures, the difference in total Medicaid expenditures in New Jersey also increased (from
$328 to $2,379). The increase was due, in part, to a sizable decline in savings in other Medicaid
services. While there was an estimated savings of $1,053 on all other Medicaid expenditures
during year 1, the savings on other Medicaid services fell to $165 in year 2 (and was statistically
insignificant). As in the first postenrollment year, the increase in total Medicaid and Medicare

expenditures was sizable but not statistically significant.

Florida

Year 1. The program had only one statistically significant effect on nonwaiver Medicaid
costs for any of the samples in Florida in the first postenroliment year: for the elderly, the
treatment group had significantly higher home health expenditures (at the .10 level) than the
control group (Table 6a).”> These costs were offset by sizable, but not statistically significant,
savings in inpatient and skilled nursing facility services. Because the effects on other Medicaid
services offset each other, the program had no effect on total Medicaid costs or on total Medicare

costs for the elderly.

%5 Even this result may be anomalous, as it is driven largely by outliers. The treatment group contained three
people with home health costs of more than $10,000 (one of which was $30,000), while the control group contained
only one. The program had no effect on whether a person received any home health services.
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For the nonelderly, there were no other significant differences in nonwaiver costs.
Therefore, the treatment-control difference in total Medicaid expenditures was similar to the
treatment-control difference in waiver costs.

Finally, for Florida’'s nonelderly, there was a dstatistically significant treatment-control
difference (-$108) in Medicare nursing facility expenditures. The program had no other
significant effects on spending on particular Medicare services or total Medicare services for the
nonelderly, elderly, or full sample during the first year.

Comparison of Year 2 with Year 1. In Florida, the treatment-control difference in waiver
expenditures, other (nonwaiver) expenditures, and total Medicaid expenditures was similar in
both years (Table 6b). The findings for the second postenroliment year in Florida also were
similar to those of the first postenrollment year in that the treatment-control difference in waiver

expenditures was positive and statistically significant for the nonelderly, but not for the elderly.

Program Effectson Service Use

Cash and Counseling’s effects on Medicaid and Medicare service use were similar to its
effects on expenditures.®® In Arkansas, treatment group members were less likely than control
group members (athough not significantly so) to use any inpatient services, home heath
services, or nursing facility services during the first postenrollment year (Table 7a). During the
second year, the treatment group was significantly less likely than the control group to use long-
term care services. The most striking finding is that the treatment group was 40 percent less
likely than the control group to have a nursing facility stay, with only 7.9 percent of treatment

group members, compared to 13.5 percent of control group members, having any Medicaid

% Medicaid and Medicare claims will not appear for those in managed care programs that use capitated
payments. Therefore, the percentage of people using particular Medicaid and Medicare services will be dlightly
understated, because some people in Floridaand New Jersey are in this type of managed care program.
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nursing facility expenditures. Similarly, treatment group members spent an average of 19.1 days
in nursing facilities, 7.3 fewer than control group members. Treatment group members also were
less likely than control group members to have any (Medicaid or Medicare) nursing facility
admission, and they had fewer home health therapy visits. These findings were consistent with
the expenditure impacts, as treatment group members had lower expenditures than control group
members on long-term care services, particularly during the second year.

In New Jersey, the program had few significant effects on service use, although the direction
of the treatment-control differences mirrors the expenditure results. During year 1, treatment
group members were dightly less likely than control group members to use home health services
(13.5 versus 16.1 percent; Table 7b). They also had fewer home health skilled nursing visits.
However, treatment group members were more likely to have any Medicare nursing facility
services expenditures (7.4 versus 5.6 percent). Although the treatment group had significantly
lower nursing facility expenditures than the control group in the first year, the treatment-control
difference in Medicaid nursing facility service use was negative but statistically insignificant
(3.7 versus 4.9 percent).

In Florida, the program also had little effect on service use. One exception was that, during
the second year, the treatment group had significantly fewer home health skilled nursing visits
than the control group (Table 7c). Thisfinding is somewhat anomalous, as the program did not
affect whether beneficiaries used any home health services. The program also had no effect on
overall home health expenditures, and, among the elderly, the treatment group had significantly
higher Medicaid home health expenditures (probably a result of a few outliers having far more

aide services) than the control group.
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The Effect of Higher-than-Expected Costson Care Quality

As noted, the personal care or walver cost observed for the treatment group was
substantially higher than that for the control group. This raises the question of whether the
higher satisfaction levels observed for the treatment group (Carlson et a. 2005) were due solely
to their average allowance being greater than the cost of services incurred by the control group
and not to the program being more flexible and offering greater freedom of choice. If this were
true, states might be less interested in developing a consumer-directed program. Therefore, we
conducted additional analyses that tested whether the program’s effects on key quality indicators
(satisfaction with overall care arrangements, satisfaction with life, and unmet need for personal
care) changed after we controlled for whether consumers incurred monthly costs that were higher
than expected according to the discounted baseline value of their monthly care plan.

In Arkansas and New Jersey, our results suggest that members of both the treatment and the
control groups were more satisfied and had fewer unmet needs when they received higher-than-
expected benefits, but accounting for that difference did not fully explain the observed treatment-
control differences in satisfaction. The program’s impacts on satisfaction and unmet needs were
smaller after we controlled for the ratio of actual to expected costs, but they were still sizable and
statistically significant. For example, for the elderly in Arkansas, the treatment group was
15 percentage points more likely to be very satisfied with their overal care arrangements when
we did not control for any cost-ratio indicators (Table A.4). After we controlled for the ratio of
actual to expected costs, the estimated treatment-control difference was eight percentage points.
Similarly, for the New Jersey elderly, the program’s impact on overal satisfaction was
19 percentage points before we controlled for cost ratios and 18 percentage points afterward.
(Results were similar for the nonelderly.) In one instance, the program had an adverse impact

when we controlled for the ratio of actual to expected costs. Among the elderly in Arkansas, the
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program had no effect on people’s unmet need for personal care before we controlled for cost
ratios. However, after we controlled for the treatment group’s higher-than-expected costs, the
treatment group was significantly more likely than the control group to have an unmet need for
personal care. In Florida, none of our cost ratio variables were statistically significant; therefore,
including a measure of cost ratios in our regressions did not affect the program’s impacts on

quality.”’

DISCUSSION

The finding that Medicaid costs are higher under Cash and Counseling than they would have
been under the traditional program may raise concerns for states that have tight budget
constraints but wish to offer consumers the sizable benefits the program offers. In al three
states, consumers benefited greatly from Cash and Counseling, as they were more likely to
receive paid care, had greater satisfaction with the care they received, and reported fewer unmet
needs than those in the traditional program (Carlson et a. 2005). Similarly, the primary unpaid
caregivers benefited from consumer direction, experiencing lower physical and emotional strain
under Cash and Counseling than under the traditional program (Foster et al. 2005c¢). Costs per
consumer under Cash and Counseling exceeded those of the traditional program during the first
two postenrollment years, for varying reasons across states (as summarized below). A main
reason was that Cash and Counseling increased access to paid care. During and after the study
period, however, the states implemented changes that substantially reduce cost per recipient
under Cash and Counseling. Our analysis suggests that, by adapting lessons the demonstration

states learned, Cash and Counseling programs can be implemented in ways that preserve the

%" We tested both categorical and continuous versions of the cost-ratio variable.
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substantial benefits while keeping monthly costs per recipient and, perhaps, total Medicaid costs

to approximately what they would have been under the traditional program.

State-by-State Summary

In Arkansas, PCS expenditures were about twice as high for the treatment group as for the
control group during the first year postenrollment, primarily because the control group received
less care than was authorized. Nearly one-fourth of control group members did not receive any
paid PCS. Those who did received only 68 percent of the hours of care they were entitled to,
rather than the 86 percent they were expected to receive (based on historical data). A secondary
reason for this difference was that treatment group members were more likely than control group
members to have reassessments that authorized increases in the hours of care and, therefore,
increased allowances. Nonetheless, the average total personal care expenditures (allowance
costs plus fisca agent/counseling costs) among allowance recipients over the first
postenroliment year was dlightly less than the cost that agencies would have incurred, on
average, in supplying the expected number of baseline care plan hours. (The increased
allowances were offset by decreased expenditures for fiscal agent/counseling costs.)

The treatment group’s large increase in PCS costs was partly offset by savings in its
expenditures on nursing facility, home health, and other Medicaid services. Thus, the treatment
group’s total Medicaid costs were only about 13 percent (or $1,100) higher than those of the
control group during the first postenrollment year. (The pattern of expenditure impacts was
similar for the elderly and nonelderly, although the increase in PCS expenditures and the
offsetting decrease in non-PCS expenditures were both greater for the nonelderly.)

Because the savings in other Medicaid services (particularly nursing facility, home health,
and other home care waiver services) grew between the first and second year, and the gap in PCS

costs shrank, the increase in total Medicaid costs during the second year fell to five percent, a
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statistically insignificant difference. Thus, over the whole two-year period, Medicaid costs were
about nine percent higher for the treatment group.

In New Jersey, PCS costs for the treatment group were 16 percent higher than those for the
control group during the first year, and this difference grew. The treatment-control differencein
personal care costs was due largely to the fact that, for both age groups, the treatment group was
more likely to receive at least some PCS. For the nonelderly, however, average costs were
higher for the treatment group, even among PCS recipients. This appears to be largely due to the
fact that control group recipients’ average monthly costs for personal care were about 10 percent
lower than expected until the second year postenrollment. Allowance recipients also may have
received larger increases in their care plans than control group members did at the time of
reassessment, or control group members may have had such increases but did not receive the
additional care. During the study period, New Jersey had labor shortages that could have
prevented control group members from receiving all of their authorized care. In addition,
agencies may have been reluctant to increase beneficiaries’ care plan hours because they knew
they did not have enough staff to provide extra care. These factors would have affected the
nonelderly sample more than the elderly one if the nonelderly were more aggressive about
lobbying for more care plan hours.

Savings in other Medicaid services (transportation, home health, and nursing facility) offset
about half the treatment group’s higher PCS costs and rendered statistically insignificant the
treatment-control difference in total Medicaid costs in the first year. While the treatment-control
difference in PCS grew, however, the estimated savings in other Medicaid services declined.
Therefore, the programs’ impact on total Medicaid costs was sizable in year 2. The source of the
higher year 2 Medicaid costs differed by age group. Costs for the elderly were higher solely due

to the treatment-control difference in the percent who received any care, while costs for the
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nonelderly were higher due to the treatment-control difference both in the percent who received
any care and in the amount of care recipients recelved.

In Florida, Cash and Counseling's effects were markedly different for the two age groups
we examined. For the nonelderly, the treatment group’s waiver costs were about $3,700 (or
20 percent) higher than the control group’s, primarily because many treatment group members
received allowances that were substantially greater than expected according to their baseline care
plans. The time pattern of ratios of actual to expected costs over time suggests that allowance
recipients obtained increases in their care plans when they developed spending plans. This
pattern was similar to that observed for children in Florida, who are part of the same
Developmental Disabilities waiver program as most of the nonelderly adults (Dale et al. 2004b).
Because there were no offsetting savings in other Medicaid costs, there was a sizable treatment-
control difference in total Medicaid costs. While treatment group costs for Medicare skilled
nursing facility services were significantly lower than those of the control group, the program did
not have a significant effect on total Medicare costs.

For the elderly, total waiver costs were similar for the treatment and control groups in both
postenrollment years. Both groups had similar waiver costs in year 2, even though a somewhat
higher percentage of elderly treatment group members (81 percent) than control group members
(76 percent) actualy received waiver services. The program had no effect on total Medicaid
costs or on total Medicare costs. Given that less than 40 percent of elderly Florida treatment

group members ever received an allowance, the lack of significant differencesin not surprising.

L essons L ear ned

A key benefit of the program—increasing access to paid care—may lead to increased
costs. Under Cash and Counseling, treatment group members were more likely than control

group members to receive paid assistance. The program’s impact on whether beneficiaries

73



received paid care was modest in Florida (and pertained only to the elderly and only to the
second year), but it was sizable in New Jersey and particularly striking in Arkansas. Apparently,
Cash and Counseling increased beneficiaries accessto paid care by allowing them to hire family
and friends in times of labor shortages. This increased access to care was partly responsible for
the higher costs of the treatment group.

The increased access to paid care did not result in consumers receiving more total hours of
care. Family and friends might have been paid for care that they otherwise would have provided
free, as the total number of hours of care that beneficiaries received under Cash and Counseling
were similar to (or lower than) those the control group received (Carlson et al. 2005). However,
beneficiaries reported fewer unmet needs and were more satisfied with the care they received
under Cash and Counseling, suggesting that paid care may have been provided more efficiently
and was of a higher quality than the care provided under the traditional program.

The fact that so many control group members did not receive any paid assistance at all
during the whole postenrollment period in Arkansas and during the second year in Florida and
New Jersey might be troubling to policymakers, especially since some have expressed concern
about the adequacy of the care received under the traditional program (U.S. General Accounting
Office 2003). These enrollees may not have received paid assistance because of the agency
worker shortages that were prevalent nationwide and particularly severe in Arkansas during the
study period. If this is the case, then Cash and Counseling helped obtain paid assistance for
consumers who would have been unable to do so under the traditional program. Thus, the higher
costs attributable to increased access might represent a quality improvement. Indeed, increasing
access to care was a goa in Arkansas, especially since 40 percent of persona care recipients

lived in rural areas.
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In Arkansas, it also is possible that some control group members enrolled in the
demonstration because they were attracted to the flexibility and control of the monthly allowance
and would not have accepted agency care. Indeed, the high percentage of newly enrolled control
group members who did not receive any PCS (66 percent) suggests that some of the difference
was due to people enrolling in the demonstration who were interested in the flexibility and
control that consumer direction offered but not interested in the traditional program (Dale et al.
2004Q). If so, we might infer that some eligible beneficiaries considered the traditional program
unacceptable. However, it might also be that Cash and Counseling increased state Medicaid
expenditures by providing an allowance to people who (although entitled to services) would not
have sought agency care. In addition, the greater dropoff in control group participation in the
second year in the traditional program in Florida and New Jersey suggests that the consumers
studied considered Cash and Counseling more appealing than traditional services. On the other
hand, during the demonstration, the ratio of new to continuing beneficiaries never exceeded
historical levels, meaning that Cash and Counseling did not trigger a large influx of new
enrollees. Whatever the reason for the control group’s lack of paid care, Cash and Counseling
increased the likelihood that beneficiaries would obtain the services they need and were
authorized to receive.

Even among recipients, costs generally were higher for the treatment group.?® Costs
were higher than expected for recipients, partly because of underservice in the control group
attributable to severe labor shortages during the study period. This was particularly true in

Arkansas, where persona care recipients in the control group incurred only 68 percent of the

% As noted, if there were offsetting savings in core services (home health, targeted case management, hospice,
durable medical equipment, and transportation), the program could meet CMS's budget neutrality requirement even
if costs for the cashed-out service were higher under Cash and Counseling than under the traditional program.
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value of their care plans, rather than the 86 percent they were expected to receive. Similarly, in
New Jersey, nonelderly consumersin the control group did not receive all their authorized care.
A second reason for the treatment group’s higher costs per recipient was that allowance
recipients seemed to be more likely than those in the traditional program to receive increasesin
their care plans at the time of reassessment. Why might alowance recipients receive more
generous reassessments than those in the traditional program? In Arkansas and New Jersey,
agencies might not have wanted to increase care plan hours for control group members while
there was a labor shortage. In contrast, because treatment group members could hire friends and
relatives, labor shortages were not a factor during the counselors assessments (in Arkansas) and
the Medicaid nurses assessments (in New Jersey). In addition, in Arkansas, counselors might
have advocated for consumers and sought to increase their care plans. In Florida, counselors had
only limited training and often were not sure of program rules®® In an effort to be flexible,
counselors may have authorized requests that would increase the care plan but that support

coordinators would not have authorized under the traditional program.

Cash and Counseling did reduce costs for other Medicaid services in two states, which
at least partly offset the program’s higher costs for the costed-out service. Cash and
Counseling can substitute for other Medicaid services, but it did not do so consistently across
states and time periods. The results were most promising in Arkansas, where savings in nursing
facility and other long-term care services were enough to offset 20 percent of the treatment
group’s higher personal care costs during the first postenrollment year and three-fourths of the
treatment group’s higher persona care costs during the second year. Likewise, savings in

nursing facility and home health servicesin New Jersey were enough to offset half the treatment-

%9 Personal conversations with Florida program officials.
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control difference in personal care costs in the first postenroliment year. These savings did not
persist in the second postenrollment year, however.

The program did not adversely affect the need for acute care. One might be concerned
that consumers would experience adverse health outcomes under Cash and Counseling, receiving
greater need for acute care services if workers neglected consumers or provided inadequate care.
However, this did not happen. The program did not significantly affect Medicare expenditures
or Medicaid expenditures for acute health care (that is, for services unrelated to long-term care).
Moreover, self-reported data indicated that treatment group members were less likely than
control group members to fall, develop contractures, have respiratory infections, experience

shortness of breath, or have urinary infections (Carlson et al. 2005).

Policy Implications

In al three states, Cash and Counseling increased both the likelihood that beneficiaries
would receive paid services and the quality of care received (Carlson et a. 2005). In spite of its
sizable benefits, the higher initial costs of consumer direction might discourage some states from
adopting a similar program. However, note that this evaluation was conducted over a two-year
follow-up period that started immediately after enrollment began, before the states were able to
identify and remedy any problems that occurred in implementing this innovative program.

Each state has different goals and constraints, and these differences should guide their
decisions about the need to control program costs and the best method for doing so. Arkansas
sought to increase access. Therefore, while it was important in that state for personal care costs
per recipient to not be higher for the treatment group, higher total persona care costs were
expected if the state achieved its goal of increased access to paid care. Florida and New Jersey

expected total personal care costs to be similar for the treatment and control groups because their
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programs were limited to those aready receiving, or scheduled to receive, PCS. The size of the
allowance and what it can be used for could also affect states' approaches to controlling costs.

States also should realize that the program’s cost effects may differ substantially for younger
and older adults, especially if the two groups have very different characteristics (besides age).
For example, nearly 90 percent of Florida's younger adults are enrolled in the state's
Developmental Disabilities waiver program. These adults have different needs and living
arrangements than frail older adults in Florida’'s program, many of whom need persona
assistance primarily because of physical (rather than cognitive) difficulties. These differences
can lead to differences in how aggressively the consumer (or the consumer’s family) seeks
increases in allowance amounts and differences in the amount of additiona enrollment that the
program might attract.

States interested in reaping the sizable benefits of Cash and Counseling, but concerned about
its costs, should consider the following issues:

Limited Enrollment. States might consider limiting the program to (or only advertising it
to) those receiving services in the traditional program, making exceptions for consumers who
have tried and failed to obtain services or who live in areas that lack service providers. The
major source of higher costs in Arkansas and New Jersey was attributable to the increased
proportion of consumers receiving any services. If thisincrease is duein part to some consumers
enrolling in the demonstration who otherwise would never have sought care under the traditional
program, states might logically try to control these costs by limiting enrollment in consumer-
directed care to consumers who had been receiving services under the traditional program for
sometime.

Limiting enrollment could be counterproductive, however. If enrollment were limited,

states would not be able to expand access to paid care in rural areas or other areas where
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agencies cannot find enough workers. (Even in cities, atight labor market may make it difficult
for agencies to hire enough workers at wage rates compatible with the Medicaid payment for
such services.) Furthermore, some consumers may not be willing to accept agency services
because of problems encountered in the past with agency workers (such as unreliability, theft, or
abuse). Thus, limiting enrollment to those who had already been receiving agency services
would unfairly penalize some eligible consumers and undermine a primary objective some states
have for introducing consumer direction: improving access to care. The finding that the largest
reductions in Medicaid nursing home and other long-term care costs were in states and age
groups for which the increases in access to care were largest validates the wisdom of this
objective. Notably, during the second year, Arkansas appears to have been able to offset nearly
al of the increase in PCS costs (including those attributable to increased enrollment) through
savings in Medicaid long-term care services—a substitution that appeals to states, as well as to
most consumers and their families.

Recoupment. States considering consumer-directed care may need to adopt procedures to
recover funds the consumer did not need. Each of the three demonstration states eventually
developed procedures for recouping funds, although their rules varied. For example, in
Arkansas, the state began recouping funds (after the study period ended) for consumers who had
balances of more than 150 percent of their monthly allowance and had not specified a purchase
for which they were saving. Recoupment was most vigorous in New Jersey, where the state
recovered more than $3 million in unspent allowances not designated for a particular purpose.
Without recoupment, the cost difference reported in this study would have been substantially
greater. Such procedures can be implemented fairly if counselors give consumers plenty of

warning to help them avoid losing funds they are saving for alegitimate need.
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Reassessments. Cash and Counseling programs may need to find a way to make revisions
to care plans to ensure that allowances are no more likely to be increased for consumers if they
participate in the program than if they receive agency care. In both Arkansas and Florida, some
counselors appear to have increased the hours in consumer care plans more than agencies would
have. Therefore, it might make sense for reassessments to be conducted by independent parties,
rather than by counselors or other people who might be inclined to advocate for consumers.

Comprehensive training is needed to ensure that assessors fully understand program rules
and are not overly permissive in granting increases to care plans. Ideally, states would adopt
standardized assessment procedures that are blind to whether consumers direct their own care.
For example, Florida's Developmental Disabilities program adopted a new assessment form—
the Individua Cost Guideline—which standardized the method for determining the costs of
services that all beneficiaries need (whether they receive care under Cash and Counseling or the
traditional waiver program).  All support coordinators and CDC consultants received
comprehensive training on this approach as it was being implemented. Such changes might
prevent beneficiaries from receiving sizable increases in their care plans during reassessments, as
many people in Florida's Developmental Disabilities program did.

Payments to Counseling and Fiscal Agencies. While consumer-directed programs do not
necessarily provide counseling and fiscal agent services, these features were key components of
the Cash and Counseling model. Payment for these services needs to be carefully structured so
that it istied to the level of effort and gives the agency an incentive for developing the spending
plan. For example, Arkansas discovered that its original payment structure for counseling and
fiscal services was not ideal. When the demonstration began, Arkansas paid the
counseling/fiscal agencies a high monthly payment ($115 per month) starting when the consumer

enrolled in the program, even though the consumer was not yet using bookkeeping or counseling
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services regularly. Moreover, the state incurred the cost of traditional services and the cost of
this monthly fee until the spending plan was developed and the first allowance was received.
Partway through the demonstration, Arkansas changed its payment structure to more accurately
reflect the level of effort that counseling/fiscal agencies incurred. It made a one-time payment
after the spending plan was developed, then paid a fee of $75 per month once the consumer
started the allowance. This payment structure gave the counseling/fiscal agencies an incentive to
help the consumer compl ete the spending plan and reduced Arkansas's costs for fiscal agent and
counseling services.

Discounting the Allowance. States should consider adopting a discount factor for the
allowance, as Arkansas and Florida did, to account for the fact that, on average, consumers
receive less than the full number of hours of care specified in their care plan. New Jersey did not
discount allowances, because it found that personal care recipients historically received the full
value of their care plan. However, personal care recipients in the control group did not receive
al the care they were entitled to. In fact, nonelderly control group members received only
90 percent of their care plans during the first year of the study period. While they incurred
greater costs during the second year, these greater costs were due partly to increases in agency
worker’s wage rates, rather than to hours of care. In retrospect, if New Jersey had used a
discount factor, treatment group costs there (especially for the nonelderly) would have been
much closer to control group costs.

The discount factor was even insufficient in Arkansas (where allowances were set to equal
an average of 86 percent of the care plan value) to account for the gap between actual hours and
care plan hours for the control group during the study period. Arkansas kept treatment group
costs per recipient month on a par with control group costs by reducing the payment it made to

counselors and through savings on other long-term care services. Another way to lower costs
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would have been to reduce the value of the care plan further; however, states may wish to
investigate why beneficiaries in the traditional program do not receive all the services authorized
for them before deciding to implement a discount factor. Few policymakers would want to hold
costs down by depriving beneficiaries of services that assessment staff authorize as necessary. If
care plans are routinely set at overly generous amounts, or if consumers have other reasons for
not getting all the services authorized, discounting the allowance based on historical data might
be appropriate. Even here, however, discounting allowances downward for all consumers to
reflect the average penalizes those who truly need all the services authorized in their care plan.
Nonetheless, despite the discounting of their allowance, Arkansas and Florida consumers were
much more satisfied under Cash and Counseling than under the traditional program.

Whatever cost-cutting measures are introduced, policymakers need to monitor whether such
measures reduce the quality of care received. Furthermore, states should weigh the potential for
reducing nursing facility costs against the higher costs they may incur for persona care. If the
effects on nursing home and long-term care costs such as those observed in Arkansas and New
Jersey can be replicated elsewhere (and perhaps increased), while keeping cost per month of
service close to the levels of the traditional program, consumers, their families, and the state will

all benefit.

Assessing the Trade-Offs

Under Cash and Counseling, care can be provided for a cost less than or equal to what the
cost would be for agencies to provide authorized care to eligible beneficiaries. The main reason
that costs were higher under Cash and Counseling was that the traditional program provided far
less care than was authorized. States may decide that it is inappropriate to compare costs under
Cash and Counseling to costs under a system that did not provide care to many eligible

beneficiaries and that provided less care than was authorized to those it did serve. Moreover,
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states need to consider whether, according to Medicaid statutes, failing to provide services
authorized in beneficiaries care plans is even legal. For these reasons, states may decide that
they are willing to incur slightly higher total Medicaid costs to reap sizable gains in access to
care and in consumer and caregiver well-being. Alternatively, they may feel that they can draw
from the lessons learned in Arkansas, Florida, and New Jersey to find ways to keep costs at the
level incurred under the traditional system. Modest percentages (about 8 to 20 percent) of
eligible consumers participated in Cash and Counseling (even though states undertook
considerable outreach efforts). Therefore, the impact on a state’s total Medicaid costs aso is
likely to be modest, even if no changes were implemented to control personal care costs under

Cash and Counseling.

Limitations

Because the randomized evaluation design ensures that the impact estimates are valid, the
study limitations described here do not cast doubt on the basic findings. Because our study
pertained to one model of consumer direction, our findings may not apply to all programs
featuring consumer-directed care. Impacts may differ for programs with other features (for
example, those whose PCS benefits are more, or less, generous). Estimated program effects al'so
may depend, in part, on the extent to which the supply of personal care workers in an area can
meet the demand for services. For example, while there still is a nationwide shortage of home
care workers, the shortage was particularly severe during the 1999-2002 study period. In
addition, the results are limited to a two-year follow-up period. Over time, differences in costs
might increase (as they did in New Jersey) or decrease (as they did in Arkansas). Nor do the
results reflect the recent changes states made as they learned about program costs and

procedures.
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Related Research

This report addresses only one aspect of consumer-directed care. As noted, other
Mathematica Policy Research, Inc. reports have examined the effect of Cash and Counseling on
the use of personal assistance and the quality of care received. We aso are estimating program
effects on informal caregivers, examining the experiences of workers hired by consumers, and
describing implementation issues important to states. Finally, a companion report examines the
impacts of Cash and Counseling on Medicaid and Medicare expenditures for children in Florida.
In making decisions about consumer direction, states interested in Cash and Counseling may

wish to consider findings from these other reports, as well as from the cost results.



COMPANION REPORTS

Impacts on Quality of Care and Use of Personal Care

These reports compare treatment and control group members, using data from telephone
interviews describing, among other outcomes measured nine months after random assignment:
satisfaction, unmet need, disability-related health, and hours and types of personal care
received.

Carlson, Barbara, Barbara Phillips, Stacy Dale, Ledlie Foster, Randy Brown, and Jennifer
Schore. “The Effect of Cash and Counseling on Service Use and Care Quality in Three
States.” Princeton, NJ: Mathematica Policy Research, Inc., 2005.

Foster, Leslie, Randall Brown, Barbara Phillips, Jennifer Schore, and Barbara Carlson. “Does
Consumer Direction Affect the Quality of Medicaid Personal Assistance in Arkansas?’
Princeton, NJ: Mathematica Policy Research, Inc., March 2003.

Also see published version of this report: Foster et a. “Improving the Quality of Medicaid
Personal Care Through Consumer Direction.” Health Affairs Web exclusive W3, March 26,
2003, pp. 162-175.

Dae, Stacy, Randall Brown, Barbara Phillips, Jennifer Schore, and Barbara Carlson. “The
Effect of Consumer Direction on Personal Assistance Received in Arkansas.” Princeton,
NJ: Mathematica Policy Research, Inc., April 2003.

Also see published version of this report: Dale et a. “The Effects of Cash and Counseling on
Personal Care Services and Medicaid Costs in Arkansas.” Health Affairs Web exclusive
W3, November 19, 2003, pp. 566-575.

Foster, Ledie, Stacy Dale, Randall Brown, Barbara Phillips, Jennifer Schore, and Barbara
Lepidus Carlson. “Do Consumer-Directed Supportive Services Work for Children with
Developmental Disabilities?” Princeton, NJ. Mathematica Policy Research, September
2004.

Impacts on the Cost of Medicaid and Medicar e Services

The current report is the third in a set of three. These reports compare treatment and control
group members, using Medicaid and Medicare data describing the cost of personal care and
other covered services measured during the year after random assignment, and also present
information about Cash and Counseling program costs. Reports on costs in the Arkansas
program and on the Florida program for children are listed below.

Dae, Stacy, Randall Brown, and Barbara Phillips. “Does Arkansas Cash and Counseling

Program Affect Service Use and Public Costs?”  Princeton, NJ. Mathematica Policy
Research, Inc., July 2004.
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Dale, Stacy, Randall Brown, and Barbara Phillips. “Medicaid Costs Under Consumer Direction
for Children with Developmental Disabilities.”  Princeton, NJ. Mathematica Policy
Research, Inc., December 2004.

Impacts on Informal Caregiving

These reports compare the experiences of primary informal caregivers of treatment and control
group members (identified at the time of random assignment), using data from telephone
interviews describing caregiver burden and well-being nine months after random assignment.
The Arkansas report and a report on caregivers for children participating in the Florida
program are listed below. A report on caregivers for adults from all three programs is
forthcoming.

Foster, Ledlie, Randall Brown, Barbara Phillips, and Barbara Carlson. “Easing the Burden of
Caregiving: The Impact of Consumer Direction on Primary Informal Caregivers in
Arkansas.” Princeton, NJ. Mathematica Policy Research, Inc., August 2003.

Foster, Leslie, Randall Brown, Barbara Phillips, and Barbara Carlson. “The Effects of Cash and
Counseling on the Primary Informal Caregivers of Children with Developmental
Disahilities.” Princeton, NJ. Mathematica Policy Research, Inc., April 2005.

Experiences of Paid Workers

These reports compare the experiences of primary paid workers of treatment and control group
members (identified nine months after random assignment), using data from telephone interviews
describing working conditions, burden, and well-being 10 months after random assignment. The
Arkansas report is listed below; a report on workers for the Florida and New Jersey programsis
forthcoming.

Dae, Stacy, Randall Brown, Barbara Phillips, and Barbara Carlson. “The Experiences of
Workers Hired Under Consumer Direction in Arkansas.” Princeton, NJ. Mathematica
Policy Research, Inc., June 2003.

Program I mplementation

These reports describe program goals, features, and procedures in detail based on in-person
interviews with program staff.

Phillips, Barbara, and Barbara Schneider. “Moving to IndependentChoices. The Implementation
of the Cash and Counseling Demonstration in Arkansas.” Princeton, NJ. Mathematica
Policy Research, Inc., May 2002.

Phillips, Barbara, and Barbara Schneider. “Enabling Personal Preference: The Implementation

of the Cash and Counseling Demonstration in New Jersey.” Princeton, NJ. Mathematica
Policy Research, Inc., March 2003.
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Phillips, Barbara, and Barbara Schneider. “Changing to Consumer-Directed Care: The
Implementation of the Cash and Counseling Demonstration in Florida” Princeton, NJ:
Mathematica Policy Research, Inc., July 2004.

Phillips, Barbara, Kevin Mahoney, Lori Simon-Rusinowitz, Jennifer Schore, Sandra Barrett,
William Ditto, Tom Reimers, and Pamela Doty. “Lessons from the Implementation of Cash
and Counseling in Arkansas, Florida, and New Jersey.” Princeton, NJ. Mathematica Policy
Research, Inc., June 2003.

Schore, Jennifer, and Barbara Phillips. “Consumer and Counselor Experiences in the Arkansas
IndependentChoices Program.” Princeton, NJ: Mathematica Policy Research, Inc., January
2004.

Foster, Ledlie, Barbara Phillips, and Jennifer Schore. “Consumer and Consultant Experiencesin
the Florida Consumer Directed Care Program.” Draft report. Princeton, NJ: Mathematica
Policy Research, Inc., November 2004.

Foster, Leslie, Barbara Phillips, and Jennifer Schore. “Consumer and Consultant Experiencesin
the New Jersey Personal Preference Program.” Draft report. Princeton, NJ. Mathematica
Policy Research, Inc., December 2004.

Program Demand and Participation

This report will describe changes in enrollment in demonstration feeder programs before and
after demonstration implementation, as well as compare program participants with eligible
nonparticipants. The forthcoming report will include all three state programs.
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TABLEA.la

ARKANSAS BASELINE MEANS FOR REGRESSION CONTROL VARIABLES

Characteristic Treatment Group Control Group
Demographic Characteristics
Age at Basdline, in Y ears (Percent)
18to 39 7.2 8.1
40to 64 20.6 19.5
6510 79 36.4 36.6
80 or older 35.9 35.9
Female (Percent) 77.7 77.6
Race/Ethnicity (Percent)
White 61.2 59.6
Black 329 33.8
Other 5.9 6.6
Hispanic 13 11
Enrollment in Public Programs (Number)
Monthsin Medicaid 11.3 114
Monthsin Medicare 9.6 9.8
Enrolled in Alternatives or ElderChoices Waiver
Program (Percent) 0.43 0.43
CDPS Diagnosis Category (Percent)?
Cancer 12.6 11.8
Cardiovascular (Low Cost) 22.2 216
Cardiovascular (Medium or High Cost) 35.3 33.8
Cerebrovascular 26.2 29.5
Central Nervous System (Medium or High Cost) 3 74
Central Nervous System (Low Cost) 35.0 333
Diabetes (Medium or High Cost) 175 164
Diabetes (Low Cost) 129 135
Eye (Percent) 26.2 239
Gastrointestinal (Medium or High Cost) 49 55
Gastrointestinal (Low Cost) 236 219
Hematological 6.9 5.1*
Infectious 4.8 6.1
Metabolic (Medium or High Cost) 4.3 6.6**
Metabolic (Very Low Cost) 6.2 7.3
Psychiatric 17 2.7
Pulmonary 9.1 8.0
Renal (Very High Cost) 54 4.2
Renal (Medium Cost) 331 34.2
Renal (Low Cost) 4.2 5.9*
Skeletal 155 159
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TABLE A.1a(continued)

Characteristic Treatment Group Control Group
Skin (High Cost) 6.6 7.4
Skin (Low or Very Low Cost) 10.4 114

Medicaid Expendituresin the 12 Months Preceding
Baseline (Dollars)

Medicaid PCS 2,199 2,226
ElderChoices or Alternatives Expenditures 1,446 1,534
Nursing Facility Services 126 170
Inpatient Hospital Services 877 687
Home Health Services 373 373
DME 331 328
Selected Other Services 1,250 1,290

Self-Reported Health Status, Unmet Needs, Health
and Functioning (Percent)

Said health was fair at baseline 30.9 31.0
Said health was poor at baseline 475 50.8
Said health was worse at baseline than in
preceding year 54.0 53.6
Needs help getting in and out of bed 61.9 65.2
Had unmet personal care need 65.1 66.7
Weekly Hoursin Care Plan at Baseline (Number) 10.6 10.3
Sample Size 1,004 1,004

Source. Medicare and Medicaid claims, December 1997 to April 2000; Medicare and Medicaid
enrollment files; MPR's baseline evaluation survey, conducted between December 1998 and
April 2001.

*The CDPS was used to classify people into major diagnostic categories; many of the diagnostic
categories are divided into subcategories (such as high cost, medium cost, low cost) according to the
level of Medicaid expenditures that would be expected for a particular diagnosis. A diagnosis is only
captured if thereisaMedicaid or Medicare claim related to the diagnosisin the year before enrollment in
the demonstration. See Kronick et al. (2000) for a description of the CDPS.

CDPS = Chronic Illness and Disability Payment System; DME = durable medica equipment;
PCS = persona care services.

*Treatment group mean significantly different from the control group mean at the .10 level, two-tailed
test.

**Treatment group mean significantly different from the control group mean at the .05 level, two-tailed
test.
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TABLE A.1b

NEW JERSEY BASELINE MEANS FOR REGRESSION CONTROL VARIABLES

Variable Treatment Control

Agein Years (Percent)

18t0 39 15.3 16.3

40 to 64 314 31.0

6510 79 323 30.0

80 or older 21.0 22.7
Female (Percent) 74.0 71.6
Race (Percent)

Other 9.1 8.0

Black 38.1 36.4

White 52.8 55.6
Hispanic (Percent) 355 36.1
Medicaid Expendituresin Y ear Before Baseline (Dollars)

Total Medicaid expenditures 20,446 20,716
Medicaid Expenditures for Selected Servicesin Y ear Before Baseline (Dollars)

I npatient expenditures 2,941 2,816

Home hedlth 1,073 1,177

Personal care 8,096 8,695*

Other selected services 2,861 2,275**
Months on Medicaid/Medicare Before to Enrollment

Months on Medicaid 11.8 11.8

Months on Medicare 7.9 8.0
Managed Care at Baseline (Percent)

Any Medicaid HMO 10.2 11.9

Any Medicare HMO 2.2 0.9%*
Predicted Medical Costs (Percent)®

Very high predicted costs 24.0 26.1

High predicted costs 254 24.7

Medium predicted costs 26.4 242

Low predicted costs 242 250
Health Status, Functional Status, and Need for Personal Care at Baseline (Percent)

Said health was fair 35.2 38.0

Said headth was poor 44.6 40.3*

Health expected to be worse next year 48.6 45.2

Unmet need for personal care 74.2 739

Not independent in transferring 66.8 65.9
Monthly Prospective Allowance Amount (Dollars) 1,052 1,106**
Rural (Percent) 10.5 9.7
Sample Size 861 869
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TABLE A.1b (continued)

Source: Medicaid and Medicare claims data and MPR’s baseline survey.

*Predicted costs were calculated from CDPS software based on the sample member’s diagnoses according to Medicaid and
Medicare claims data in the year before enrollment in the demonstration.

CDPS = Chronic IlIness and Disability Payment System; HMO = health maintenance organization.

*Treatment group mean different from control group mean at .10 level.
**Treatment group mean different from control group mean at .05 level.
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TABLE A.1c

FLORIDA BASELINE MEANS AND REGRESSION CONTROL VARIABLES

Treatment Control

Agein Y ears (Percent)

18t0 39 379 38.0

40t0 59 12.3 12.3

60to 79 28.3 24.3*

80 or older 216 25.3*
Female (Percent) 61.2 63.0
Black (Percent) 232 223
Hispanic (Percent) 26.0 29.7*
Medicaid Expendituresin Y ear Before Baseline (Dollars)

Total Medicaid expenditures 16,232 15,878
Medicaid Expenditures for Selected Servicesin Y ear Before Baseline (Dollars)

Inpatient expenditures 516 826*

Home health 731 537

Waiver services 11,161 10,633

Other selected services 461 412
Months on Medicaid/Medicare Before Enrollment

Months on Medicaid 11.8 11.8

Months on Medicare 8.1 7.7
Managed Care at Baseline (Percent)

Any Medicaid or Medicare HMO 48.0 51.7

Any capitated Medicaid HMO 14.6 15.3

Any Medicaid primary care case management 26.0 29.1

Any Medicare HMO 14.4 14.7
Predicted Medical Costs (Percent)®

Very high predicted costs 240 26.1

High predicted costs 255 24.6

Medium predicted costs 30.9 30.6

Low predicted costs 19.6 18.7
Health Status, Functional Status, and Need for Personal Care
at Baseline (Percent)

Said health was fair 30.5 31.7

Said health was poor 26.4 26.2

Health expected to be worse next year 33.0 335

Received personal carein prior year 775 77.9

Unmet need for personal care 59.1 58.7

Not independent in transferring 56.5 60.4*
Monthly Prospective Allowance Amount (Dollars) 1,232 1,199
Rural (Percent) 13.2 11.9
Sample Size 909 908
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TABLE A.1c (continued)

Source:  Medicaid and Medicare claims data and MPR' s baseline survey.

*Predicted costs were calculated from CDPS software based on the sample member's diagnoses according to
Medicaid and Medicare claims data in the year before enrollment in the demonstration.

CDPS = Chronic IlIness and Disability Payment System; HMO = health maintenance organization.

*Treatment group mean different from control group mean at .10 level.
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TABLEA.3

STATISTICAL POWER
(Percent)

Power for a10 Percent Change in Medicaid Expenditures

Full Sample Early Enrollees Nonelderly Elderly
Arkansas 96 85 44 97
Florida 99 97 89 90
New Jersey 88 86 54 89

Note: Assumes atwo-tailed test at the .10 significance level.
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APPENDIX B

ADMINISTRATIVE COSTS






ADMINISTRATIVE COSTS

When deciding whether to adopt a consumer-directed program, policymakers might want to
consider how much the program will cost to administer. We initially intended to estimate the
difference between the ongoing cost of administering Cash and Counseling and the cost of
administering the traditional PCS program. However, high quality data on such costs were
generaly not available for the traditional program.’ Nonetheless, we do report the other
administrative costs for Cash and Counseling, because this information may help policymakers
assess the full cost of running a Cash and Counseling model of consumer direction. (The
administrative costs reported in the following discussion are not included in the treatment or
control group’s Medicaid PCS expenditures reported previously.)

We present the on-going costs of administering Cash and Counseling. We exclude the costs
that states incurred for outreach and enrollment (which ranged from about $100,000 over the first
two years in Arkansas to about $400,000 over the first two years in Florida), because these costs
typically would not be part of an on-going program.

Arkansas. The IndependentChoices program employed the following staff in 2003: 15 to
25 percent of the time of a high-level administrator to oversee the program, a full-time project
manager, a full-time programmer/analyst, and a half-time clerical person. The annual salary and
fringe benefit costs for these staff members was about $100,000 for the period from July 2002
through July 2003. During that year, the program also incurred administrative costs of about
$5,000 for travel and supplies. In total, then, the program had administrative costs of about
$105,000, or roughly $126 per alowance recipient per year. These administrative costs

represent about three percent of the total PCS costs per allowance recipient per year.

! States did supply the costs for processing claims, but these costs were trivial for both the traditional program
and for Cash and Counseling.
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New Jersey. In 2001-2002, the New Jersey Persona Preference Program spent $104,000 on
the salary and benefits of 2 full-time staff, a project manager and a coordinator of counseling. It
spent $1,450 on quality assurance activities (developing a consumer satisfaction survey and a
quality and improvement committee) and $200 on consultant trainings?> Tota costs
administrative costs were about $105,450, or about $187 per allowance recipient per year (or
less than two percent of total yearly PCS costs per allowance recipient).

Florida. Florida's Consumer Directed Care (CDC) program was administered by three
agencies. the Department of Elder Affairs (DOEA), the Department of Children and
FamiliesAdult Services (AS), and Developmental Disabilities (DD). Much of the administration
of AS was done under DOEA; for example, DOEA provided consultant training and fiscal
services for both DOEA and AS. In 2000-2001, DOEA had three full time staff members
administering Cash and Counseling whose salary and benefit costs were $146,000. It also paid
$20,000 to fiscal agencies for processing cash alowances and spent $2,800 on quality
assessment and monitoring for fraud and abuse. AS estimates that its ongoing salary costs for
administering the program were $2,000 (a small total, since only 77 AS beneficiaries enrolled in
the demonstration and most of its administrative costs were incurred by DOEA.) DD spent
$320,000 on the salaries and benefit of part of the time of 15 staff membersin district offices and
4 full time staff members in the central office. Staff in district offices worked as the liaison
between the consultant and central office and would approve care plans. Training and technical
assistance to the consultants was provided by staff in both the district and central offices. DD
also spent $7,000 on travel and $2000 on marketing. Across DOEA, AS, and AD, Florida spent

about $500,000 administering CDC for both adults and children, or about $616 per allowance

2 About $10,000 per year was spent on consultant trainings during fiscal year 1999-2000 and 2000-2001; these
were considered to be start-up costs.
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recipient per year (less than four percent of the yearly costs for waiver services per allowance
recipient).

Summary. The experiences of the three states suggests that the cost of administering a
Cash and Counseling program was about two to four percent of each state's costs for allowances.
However, these costs are greater than the net administrative costs that states should expect. If 10
to 20 percent of consumers no longer receive services from agencies, the costs of processing
claims and administering the traditional program should decline somewhat. The extent to which
such a reduction in those administrative costs would outweigh the new administrative costs of
administering a Cash and Counseling program cannot be readily ascertained from the available

data.
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TABLEC.1

KEY FEATURES OF CASH AND COUNSELING PROGRAMS, BY STATE

Arkansas's
IndependentChoices

Florida'sCDC

New Jersey’s Personal
Preference Program

Demonstration
Enrollment Period

December 1998-April 2001

June 2000-July 2002
(Adults) and June 2000-
August 2001 (Children)

November 1999-July 2002

Eligible Population

Adults (elderly and
nonelderly) with physical
disabilities (may also have
cognitive disabilities) who
were eligible for the state
plan Medicaid personal care
program

Those elderly adults and
nonelderly adults with
physical disabilities, and
children and adults with
developmental
disabilities who were
receiving services under

Adults (elderly and nonelderly)

with physical disabilities who
were aready enrolled in the
state plan Medicaid personal
care program

the HCBS waiver
ServicesIncluded in | Persona care HCBS waiver services, Personal care
Calculating the except case
Allowance Amount management/support
coordination
Hiring Restrictions Could not hirelegally None Could not hire representative
responsible relatives (such
as spouses or parents) or
representative
Care Plan Provider specific, ranging 89 percent for elderly None
Adjustment Factor from 70 to 91 percent and adults, 83 percent for
Used in Setting averaging 86 percent across | adultswith physical
Allowance al enrollees disabilities, 92 percent
for children and adults
with developmental
disabilities
Method for $8 per hour in care plan Claims history or Value of care plan minus 10
Calculating multiplied by provider- adjustment factor percent set-aside for fiscal
Allowance specific adjustment factor multiplied by value of agent and counseling services
careplan. (Care plan
aways used for those
with developmental
disabilities. Also used
careplanif claims
history wasn't stable or if
care plan value was at
least $50 per month more
than claims history.)
Median Monthly $313 $829 (adults) and $768 $1,097
Prospective (children)
Allowance of All
Demonstration
Enrollees
Funding for Fiscal Paid for through pool of Counseling paid for Set aside 10% of care plan
Agent and money generated from through existing value to cover counseling
Counseling Services | difference between $12.36 Medicaid funding stream | services and some fiscal agent

per hour paid to agencies
and $8.00 per hour rate at
which allowance was
cashed out. Originally,

for case management and
support coordination in
traditional program.
Fiscal agent fees paid for

costs. From this pool of

money, the state paid human
services agencies alump sum
per consumer to complete a
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TABLE C1 (continued)

Arkansas's New Jersey’s Personal
IndependentChoices Florida'sCDC Preference Program
agencies were paid a per- by schedule of fees cash management plan and an

client, per-month rate for charged to consumers hourly fee thereafter for
counseling and fiscal (for example, $5 per consulting; state also paid
services, which was reduced | check). fiscal agent for some tasks,

at six-month intervals. such as the processing of
Later in the demonstration, employment-related forms.
agencies were paid afixed Consumers paid some fiscal
rate for developing a agent fees (such as for cutting
spending plan and then paid and stopping checks).

per client per month for
counseling and fiscal

services.
Who Conducted Agencies (for traditional Support coordinatorsor | Agencies (for traditional
Reassessments? program) and counselors case managers (for program) and Medicaid nurses
(for allowance recipients) traditional program) and | (for allowance recipients)
counselors (for
allowance recipients)
Participationin Demonstration enrollees For adults with Demonstration enrollees could
Other Consumer- could also participatein the | developmental not participate in HCBS waiver
Directed or Home HCBS waiver programs disahilities, the six programs or a state-funded
Care Programs ElderChoices or northern countieswitha | consumer-directed program.
Alternatives.? state-funded consumer-

directed program.

®ElderChoices provides nurse-supervised homemaker, chore, and respite services to nursing-home-qualified elderly
adults. Alternatives provides attendant care and environmental modifications to nonelderly adults and lets them
choose and supervise caregivers. Among demonstration enrollees, 62 percent of the elderly participated in
ElderChoices, and 9 percent of the nonelderly participated in Alternatives.

CDC = Consumer Directed Care; HCBS = home- and community-based services.
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