
SUPPORT REBALANCING OF LONG TERM CARE 
EXPENDITURES IN STATE MEDICAID PROGRAMS IN 

FAVOR OF HOME CARE 
 
ISSUE:  In 1999, the United States Supreme Court held, in Olmstead v. L.C., that state 
Medicaid programs were required under the Americans with Disabilities Act (ADA) to 
undertake steps to support access to community-based health care options as an 
alternative to institutional care.  Subsequently, the Bush Administration established its 
New Freedom Initiative, which has provided guidance to the states in developing 
Olmstead/ADA compliance plans. In addition, the administration has voiced support for 
increased federal payments to assist states in transitioning Medicaid nursing facility 
patients into home care services. In some states, Medicaid has moved with reasonable 
and deliberate speed.  In others, action seems nonexistent.  One problem is the limits on 
valuable federal support for the administrative actions needed.  Another problem is the 
pressure from institutional care providers to slow any progress towards home care 
alternatives.   

The Deficit Reduction Act of 2005 (DRA), (Public Law 109-171) contains several 
provisions that rebalance Medicaid long term care coverage toward home care. These 
initiatives include a "Money Follows the Person Rebalancing Demonstration" through 
which individuals who are residing in institutions can be provided an opportunity to 
receive alternative home and community-based care. The provision makes grants and 
enhanced federal Medicaid payments available to incentivize states to compete for an 
award of the demonstration program. The enhanced federal payments can range as high 
as 100 percent of the cost of the home care for the first 12 months. The bill provided 
$1.75 billion in new federal payments to support the project. 
  DRA also includes an optional benefit for Home and Community-Based Services 
for the Elderly and Disabled that allows states to bypass the "waiver" process that 
includes requirements for proving the cost effectiveness of services. This new benefit 
would require that states establish more stringent standards for Medicaid payment of 
institutional care as one means of shifting patients to home care settings. 
  The DRA provisions, while evidencing the federal preference for rebalancing 
Medicaid long term care expenditures in favor of home care, also highlight support for 
self-directed care. Both provisions allow for, and even encourage, the availability of 
services through consumer-directed care models. However, these models are designed 
with quality assurance requirements, a patient need assessment requirement, and 
authority for the use of multiple delivery model types.  The degree to which states are 
establishing and enforcing effective quality standards is less clear. 
 More recently, as financial strains have beset federal and state governments alike, 
providers of home care services have raised concerns that while rebalancing efforts 
continue, payment levels fall far short of the cost of providing services. 
 
RECOMMENDATION:  Congress should establish firm deadlines for Olmstead/ADA 



compliance with the penalty of lost federal financial matching payments for failure to 
meet the deadlines.  Further, Congress should authorize an increase in the federal 
matching payment for expanded Olmstead/ADA-compliant home and community-based 
services, and 100 percent federal reimbursement for state Medicaid compliance costs in 
transitioning to improve home care alternatives.  The rebalancing of long term care 
expenditures in favor of home care should be accomplished consistent with principles 
that:  1.) authorize care based on need;  2.) assure quality of care through enforcement of 
comprehensive delivery standards; 3.) provide the Medicaid client with a choice of care 
delivery models; and 4.) ensure adequate reimbursement levels. 
 
 
RATIONALE:  After several years, it is necessary for the Congress to intervene and 
secure the systemic reforms guaranteed by the ADA.  However, states need financial 
support in these efforts since the transition will have start-up costs.  The rebalancing must 
be accomplished with federal minimum standards of care and access. 
 


