
How Does Cash and Counseling Affect
Costs?
Stacy B. Dale and Randall S. Brown

Objective. To test the effect of a consumer-directed model (Cash and Counseling) of
Medicaid personal care services (PCS) or home- and community-based waiver services
(HCBS) on the cost of Medicaid services.
Data Sources/Study Setting. Medicaid claims data were collected for all enrollees in
the Cash and Counseling demonstration. Demonstration enrollees included those el-
igible for PCS (in Arkansas), those assessed to receive such services (in New Jersey), and
recipients of Medicaid HCBS (in Florida). Enrollment occurred from December 1998
through April 2001. The follow-up period covered up to 24 months after enrollment.
Study Design. Demonstration volunteers were randomly assigned to have the option
to participate in Cash and Counseling (the treatment group), or to receive Medicaid
services as usual from an agency (the control group). Ordinary least squares regressions
were used to estimate the effect of the program on costs for Medicaid PCS/waiver
services and other Medicaid services, while controlling for consumers’ preenrollment
characteristics and preenrollment Medicaid spending. Models were estimated separ-
ately for nonelderly and elderly adults in each state and for children in Florida.
Data Extraction Methods. Each state supplied claims data for demonstration en-
rollees.
Principal Findings. Largely because the program increased consumers’ ability to get
the authorized amount of paid care, expenditures for personal care/waiver services were
higher for the treatment group than for the control group in each state and age group,
except among the elderly in Florida. Higher costs for personal care/waiver services were
partially offset by savings in other Medicaid services, particularly those related to long-
term care. During year 1, total Medicaid costs were generally higher for the treatment
group than for the control group, with treatment–control cost differences ranging from 1
percent (and statistically insignificant) for the elderly in Florida to 17 percent for the
elderly in Arkansas. In year 2, these cost differences were generally greater than in year
1. Only in Arkansas did the treatment–control difference in total cost shrink over time——
to less than 5 percent (and statistically insignificant) in year 2.
Conclusions. Medicaid costs were generally higher under Cash and Counseling be-
cause those in the traditional system did not get the services they were entitled to.
Compared with the treatment group, (1) control group members were less likely to
receive any services at all (despite being authorized for them), and (2) service recipients
received a lower proportion of the amount of care that was authorized. In addition, a
flaw in Florida’s reassessment procedures led to treatment group members receiving
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more generous benefit amounts than control group members. To keep total Medicaid
costs per recipient at the level incurred under the traditional system, consumer-directed
programs need to be carefully designed and closely monitored.

Key Words. Consumer-direction, personal care, costs

The Cash and Counseling Demonstration and Evaluation was designed to assess
whether a new, consumer-directed manner of obtaining personal care services
(PCS) or home and community based services (HCBS) could improve the out-
comes of beneficiaries and their caregivers without increasing the Medicaid cost
per recipient for such services. Under Cash and Counseling, Medicaid bene-
ficiaries could receive a monthly allowance to be used in lieu of PCS (in
Arkansas and New Jersey) or HCBS waiver services (in Florida) they were
authorized to receive. This allowance was supposed to be set so that per-person
costs for care recipients under Cash and Counseling would be approximately
equal to the amount that would have been expected had consumers received
care under the traditional agency-based program. The program could still affect
Medicaid costs, however, if the program increased the proportion of benefi-
ciaries receiving care or the amount that they received. Furthermore, the pro-
gram could affect Medicaid costs for services other than personal care in either
direction. These costs could decrease if Cash and Counseling was more effective
than the traditional PCS or waiver program in providing Medicaid beneficiaries
with the assistance they need to remain at home instead of in nursing facilities.
Costs could increase if beneficiaries were more likely to be injured or experience
adverse events related to caregiving under consumer direction.

While Cash and Counseling only intended to change the manner of
service provision to eligible beneficiaries, it had the potential to expand the
number of recipients and the amount of services they used for two reasons.
First, Cash and Counseling could improve access to care by expanding the
supply of home-care workers as Cash and Counseling participants could hire
family and friends who would not have been interested in working for an
agency during a time of agency worker shortages. Additionally, individuals
who found traditional PCS or waiver services unacceptable might find a flex-
ible allowance appealing, and therefore be more likely to seek services under
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Cash and Counseling. In fact, results from the Channeling demonstration
suggested that offering such services did not reduce long-term care costs because
many who used the more attractive home-care alternatives would not have
entered a nursing home under any circumstances (Kemper, Applebaum, and
Harrigan 1987; Weissert, Cready, and Pawelak 1988). The potential for cost
increases due to enrollment in the program by people who would not have
sought agency services was greatest in Arkansas, as it was the only state that
allowed ‘‘new’’ PCS applicants to enroll in Cash and Counseling. Individuals
had to have been previously assessed to receive personal care (in New Jersey)
or already receiving HCBS waiver services (in Florida) in order to enroll
in the program. The goals of this paper are to examine Cash and Counseling’s
(1) effects on the costs and use of PCS/waiver services, (2) spillover effects on
other Medicaid costs,1 and (3) net effects on total Medicaid costs. We also seek to
explain why Cash and Counseling might have affected costs for PCS/waiver
services.

In short, we find that Medicaid costs for PCS/waiver services were higher
for the treatment group than for the control group during the 2 years after
enrollment for every state and age group except among the elderly in Florida
(where less than half of treatment group members actually received the inter-
vention). Medicaid costs for PCS/waiver services were higher both because the
program increased the number of people receiving paid care (particularly in
Arkansas, but also in New Jersey) and because costs per recipient were greater for
the treatment group than for the control group (in all three states). Costs per
recipient were higher for the treatment group primarily because (1) the control
group received less care than authorized at baseline (in Arkansas and New Jer-
sey), and (2) the treatment group received more care than authorized at baseline
(among children and the nonelderly in Florida). While the participants’ higher
personal care/waiver costs were partially offset by lower costs for other long-term
care services, total annual Medicaid costs were higher for the treatment group
than for the control group for every state and age group, with treatment–control
cost differences ranging from 1 percent (and statistically insignificant) for the
elderly in Florida, to 17 percent for the elderly in Arkansas in year 1.

EXPECTED EFFECTS

Because it was authorized under a section 1115 waiver, Cash and Counseling
was required to meet the Center for Medicaid and Medicare’s (CMS’s) budget-
neutrality criterion with regard to expenditures on personal care or HCBS
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(and a few other core services). This requirement was that the per person,
per month cost for those receiving the cash allowance must be no greater
than the per person, per month cost for control group members receiving
agency services over the entire demonstration period. The hourly rate used to
calculate consumers’ allowance was set so that allowance costs plus accom-
panying fiscal agent and counseling costs for participants would not exceed
their expected costs had they received agency care for the services authorized
in their care plan. In general, allowances were based on the value of the ‘‘cos-
ted-out’’ services in the care plan (the services the allowance was provided in
lieu of ). Allowance amounts in Arkansas and Florida were adjusted by a ‘‘dis-
count factor’’ to ensure that treatment group members’ allowances were in line
with the expected costs of services that similar control group members were
likely to actually receive. (Consumers in the traditional program might receive
less care than authorized in the care plan because of hospitalizations, workers
failing to show up, or other reasons.) Arkansas multiplied the allowance by
provider-specific discount factors ranging from 70 to 91 percent (86 percent on
average), which were calculated from claims data for predemonstration years.
In Florida, discount factors were 89 percent for the elderly, 83 percent
for adults with physical disabilities, and 92 percent for children and adults
with developmental disabilities. After finding that its beneficiaries typically
received the full value of their care plans, New Jersey decided not to use a
discount factor.

Expected Effects on PCS/Waiver Services

Allowances were supposed to be set so that expected costs per recipient, per
month under Cash and Counseling would be similar to expected costs under
the traditional program. Treatment group recipients could not incur higher
Medicaid costs under Cash and Counseling than they would have incurred for
the authorized service amount received under the traditional program, unless
they received a reassessment indicating that they needed more care than was
authorized at the time of enrollment. However, total spending for PCS/waiver
services could have been higher (or lower) under Cash and Counseling, due to:

� shortages in the supply of agency workers, which could prevent control
group members from receiving some or all of their authorized care,

� increases in the number of new PCS/waiver recipients,

� longer participation in the program among beneficiaries already re-
ceiving PCS/waiver benefits at enrollment,
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� treatment group members having higher expenditures per recipient
per month due to differences in the way reassessments were con-
ducted for treatment and control group members,

� the potential for savings under Cash and Counseling on fiscal agent
and counseling costs relative to the funding that was set aside to cover
them, and

� an inaccurate discount rate.

The extent to which Cash and Counseling might affect Medicaid costs
due to these factors varied for each of the three demonstration states because of
differences in program rules, the way the programs were implemented, and
other contextual factors, such as the local labor market. First, while agency-
worker shortages were prevalent nationwide, they were most severe in Ar-
kansas. In fact, increasing access to care was a specific goal in Arkansas, but not
in New Jersey and Florida. Agencies in New Jersey and Florida reported that
they had not had to turn clients away due to lack of staff.

Second, the number of PCS/waiver beneficiaries was most likely to
increase in Arkansas, as it was the only state that allowed ‘‘new’’ PCS appli-
cants to enroll in Cash and Counseling. However, in all three states, it was
possible that consumers would be more likely to stop receiving services under
the traditional program than under Cash and Counseling, if consumers found
the allowance to be more valuable than agency services.

Third, treatment group recipients might be more likely to have their
benefit level increased if they were treated differently from the control group
at the time of reassessment in any of the three states. Initially, this possibility
seemed least likely in Florida, as the same workers conducted reassessments
for both the treatment and control groups. Acting as consultants, however,
they might interpret the procedures for revising care plans differently for Cash
and Counseling recipients than when acting as support coordinators or case
managers for traditional program recipients. Furthermore, a concurrent,
short-term directive from the state to increase services to Medicaid benefi-
ciaries with developmental disabilities appeared to have influenced the al-
lowance amounts for such consumers, as discussed below. In both Arkansas
and New Jersey, agencies conducted reassessments for the control group,
while Medicaid nurses (in New Jersey) and counselors (in Arkansas) conduct-
ed reassessments for the treatment group. Agencies might have been reluctant
to increase the number of hours in consumers’ care plans, even if such changes
were justified, if the agency was experiencing labor shortages. In contrast,
labor shortages would not have factored into the reassessments of treatment
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group members, as they could hire friends and relatives. Finally, in Arkansas,
counselors might have advocated for consumers at the time of reassessment,
thereby increasing the care plan values of treatment group members.

Fourth, consumer-directed services could be less expensive than agency
services if counseling or fiscal agency costs were less than the portion of the
care plan amounts set aside to cover them in Arkansas and New Jersey. In
Florida, for both nonelderly adults with physical disabilities and for the eld-
erly, savings could be generated if the costs for consulting were less than those
of case management under the traditional program. (There were no such
savings opportunities for savings for nonelderly adults or children in Florida’s
Developmental Disabilities program because Medicaid paid the same fees for
consulting under Centers for Disease Control and Prevention [CDC] as it paid
for case management under the traditional program.)

Finally, in any of the states, the discount rate could have been too high or
too low. This could occur if the people who signed up for the demonstration
were different from the sample of PCS/waiver recipients used to calculate the
discount rate, or because the ratio of hours received to hours planned varied
during the demonstration.

Effects on Long-Term Care and Acute Care Services

Community-based care has the potential to reduce the need for nursing facility
care (Fischer et al. 2003), so it is possible that Cash and Counseling could also
affect the use of other Medicaid services related to long-term care. We would
expect long-term care costs to be reduced most in Arkansas, as their program
explicitly sought to improve access to PCS, which could in turn reduce the
need for nursing facility services.

The program could also affect acute care costs. These costs could be
higher for the treatment group if directly hired workers neglect consumers,
perform health care tasks improperly, or wait 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. Conversely, if the quality or amount of care
that consumers received under Cash and Counseling was better than that
received under the traditional program, the treatment group’s Medicaid ex-
penditures for addressing these problems could be less than the control
group’s.
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Different Effects across States and Age Groups

We examine impacts separately for each state and age group (for the elderly and
nonelderly in all three states, and for children in Florida). Our expectation is that
effects may vary on these dimensions due to the different features of each state’s
program and because the needs and preferences of beneficiaries may vary by age.

DATA AND METHODS

Outcome measures were constructed from Medicaid claims data for the first
12 months after enrollment for the full sample, and for 24 months after en-
rollment for a cohort of early enrollees for whom 2 full years of data were
available. Sensitivity results showed that the year 1 results for the early cohort
were similar to those for the full sample (see Dale and Brown 2005). Thus,
differences between years 1 and 2 after enrollment are not due to the differ-
ences in samples for the two periods.

Our measure of Medicaid expenditures for the costed-out services requires
some explanation. For treatment group members, these expenditures included the
allowance costs, costs for counseling services, costs for fiscal agent services in-
curred by Medicaid, and Medicaid payments for traditional services (during those
months when they were not receiving allowance payments but were receiving
services from agencies). For control group members, these costs include payments
to the agencies and other providers of the costed-out services. We netted out the
unspent allowance amounts that were recouped by Florida and New Jersey.2

Because data were not available at the time these data were analyzed, no such
adjustments were made for Arkansas; however, the amount recouped there was
small and would reduce the treatment group’s mean personal care expenditures
per year by only about $150 (about 3 percent: see Dale and Brown 2005).

The costs for fiscal agent and counseling services varied by state. In
Arkansas, personal care costs include the fixed monthly fee that Medicaid paid
for each consumer’s counseling and fiscal agent services. For allowance re-
cipients in New Jersey, personal care costs include the 10 percent of the value
of the care plan that was set aside to cover fiscal agent and counseling costs. In
Florida, waiver costs for allowance recipients include the fees that Medicaid
paid for consulting services.

ESTIMATION OF PROGRAM EFFECTS

As an intent-to-treat analysis, our impact estimates measure the effects of
having the opportunity to receive the monthly allowance (because of being
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randomly assigned to the treatment group), rather than of actually receiving it.
Few treatment group members received the allowance during the full post-
enrollment study period. Some disenrolled from Cash and Counseling and
nearly all took at least a few months to submit their spending plans. Some
never received an allowance because they never submitted spending plans.
Likewise, many control group members did not receive costed-out services in
every postenrollment month. (Many in Arkansas did not receive any PCS
during the postenrollment period.) In addition, some sample members died
during the study period. First-year mortality rates for adult 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. First-year mortality rates for children were less than 1 percent for both
the treatment and control groups. To avoid introducing possible selection bias,
however, analyses of annual Medicaid expenditures included in the denom-
inator even those who had died, or were no longer enrolled in Medicaid.

We used ordinary least squares to estimate our regression models, which
controlled for the sample members’ baseline measures of demographic char-
acteristics, health and functioning, unmet needs for personal care, baseline care
plan value, preenrollment Medicaid expenditures, preenrollment diagnoses,
and the consumer’s enrollment in Medicaid, Medicare, health maintenance
organizations, and other Medicaid waiver programs (for details, see Brown and
Dale 2007). These models increased the precision of the impact estimates and
ensured that any chance differences between treatment and control groups in
these preexisting characteristics did not distort our impact estimates. Regres-
sion results were used to calculate predicted means for the treatment and
control groups by setting all regressors equal to their sample means.

Control variables that were consistently significantly and positively re-
lated to the expenditure outcome measures included the consumer’s care plan
values, preenrollment Medicaid costs, and whether the consumer was female.
Full regression results are available from the authors upon request.

Our measure of total Medicaid costs was positively skewed for most state/
age groups, with skewness coefficients ranging from 0.7 (for the Arkansas eld-
erly) to 5.5. (for the Florida nonelderly). Nonetheless, according to Cochran’s
rule, our samples were large enough to assume a normal approximation to
compute confidence limits.3 To assess whether our impact estimates were dis-
torted by outliers, we compared the distribution of total costs and personal care
costs for the treatment group with that of the control group. The treatment–
control difference in median costs was always the same sign, and generally of a
similar magnitude, as the treatment–control difference in mean costs.

Cash and Counseling and Costs 495



SAMPLE DESCRIPTION

As would be expected under random assignment, there were few signif-
icant differences between treatment and control group members’ baseline
characteristics (Brown and Dale 2007). However, there were sizeable differ-
ences between states in the characteristics of enrollees. While nearly 40 per-
cent 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 adult sample members and 10 percent of New Jersey’s did so. In
keeping with New Jersey’s program requirements, nearly all (97 percent)
sample members in that state had received personal care in the year before
enrollment, whereas in Arkansas only 69 percent had received it. While 100
percent of all sample members in Florida had received waiver services in the
year before enrollment (as Florida’s program required), only 78 percent of
adults and 53 percent of children had received PCS, because some sample
members received only other (nonpersonal care) waiver services such as
therapy or supplies.

RESULTS

Allowance and Service Receipt in the Treatment Group

Owing to delays in developing spending plans, treatment group members
started receiving the cash allowance at different times in each state. By 6
months postenrollment, the percentage of treatment group members receiv-
ing an allowance was 80 percent in Arkansas, but only 39 percent of adults and
52 percent of children in Florida, and 57 percent in New Jersey (Schore,
Foster, and Philips 2007). In New Jersey, about a third of treatment group
members never received an allowance during their first postenrollment year.
In Florida, almost half of adults (59 percent of the elderly and 42 percent of the
nonelderly) and about a quarter of children never received an allowance.4

Nonetheless, nearly all treatment group members in each state received tra-
ditional services in months that they did not receive allowances.

Program Effects on the Receipt of Any Paid Service

In both age groups in Arkansas and New Jersey, treatment group members
were more likely than control group members to receive any paid services.
The program’s impact on the receipt of paid care was greatest in Arkansas. In
fact, during the first postenrollment year in Arkansas, only 75 percent of
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elderly control group members and 63 percent of nonelderly ones received
any PCS (either an allowance or traditional services), compared with about 97
percent of elderly and nonelderly treatment group members (Table 1). The
large treatment–control difference in the receipt of paid services was similar in
year 2, but a lower percentage of the sample received PCS because some
sample members died or entered nursing facilities.

In New Jersey, about 96 percent of treatment group members in each
age group received services during year 1, compared with about 88 percent of
control group members. The treatment–control difference in the receipt of
paid services impact grew over time.

In Florida, the program had no effect on whether beneficiaries received
any waiver services in year 1, as almost all treatment and control group
members (in each age group) received at least some paid services. In year 2 the
pattern was similar for the nonelderly and the children, but elderly treatment
group members were more likely than controls to receive services.

Program Effects on Expenditures for Costed-Out Services

Partly because the program increased access to paid care, treatment group
expenditures for the costed-out services were significantly higher than those
for the control group in all age groups in all three states, except among the
elderly in Florida. However, the magnitudes of the cost differences varied
widely across the three states. In Arkansas, average personal costs per treat-
ment group member for both age groups were about double the average care
costs per control group member in both years. In contrast, in Florida, this
treatment–control difference was only about 15 percent for nonelderly adults
in both years, and statistically insignificant and small for the elderly. (This
small treatment–control difference in costs for the elderly was not surprising as
only 40 percent of the elderly treatment group actually received an allowance.)
For children in Florida and nonelderly adults in New Jersey, costs for the
treatment group were substantially higher than those for the control group in
year 1 and the gap increased in year 2.

Reasons for Increase in PCS/Waiver Costs per Recipient

The treatment–control difference in PCS/waiver costs was partly due to the
treatment group being more likely than the control group to receive at least
some paid services during the study period (especially in Arkansas and New
Jersey). However, the cost per recipient was also higher for the treatment
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group, although this problem occurred in each state for different reasons, and
affected the nonelderly more than the elderly.

To assess why costs per recipient were higher for the treatment group
than for the control group, we compared actual costs with the costs that would
be expected, had consumers received through the traditional system the
services to which they were entitled. To assess this for allowance recipients, we
calculated the ratio of the actual average Medicaid costs for the allowance per
month received (plus accompanying consultant and fiscal agent costs) to their
average expected cost, computed from the value of their care plans at enroll-
ment. (In Arkansas and Florida, this calculation included multiplying the dol-
lar value of the services authorized in the care plan services by the discount
factor applicable to that individual. New Jersey did not discount the allow-
ance.) We performed analogous calculations for control group recipients of
traditional services by dividing their actual Medicaid costs per month received
for traditional services to their expected costs from the care plan. Cost ratios of
1 indicate that individuals, on average, received all of the care expected ac-
cording to their discounted care plan at baseline. In general, the ratio of actual
costs to expected costs would tend to increase somewhat over time, on av-
erage, for both the treatment and control groups, as beneficiaries’ health care
needs increase and as agency wage rates per hour (and the rate at which the
allowance was cashed out) increase.

In Arkansas, the agency system’s failure to deliver the authorized
amounts of care to control group members was the primary reason for the
treatment–control difference in costs per recipient per month. For both age
groups, the costs per month for allowance recipients in the treatment group
were about what they were expected to be (ratios of about 1.0, Table 2).
However, control group personal care/waiver recipients received only 82
percent of the expected amounts (that is, even after discounting) between both
age groups at the end of each year (during months 12 and 24).

In New Jersey, the modest difference in costs per recipient under Cash
and Counseling during the first year were attributable mostly to nonelderly
control group recipients getting somewhat less care than expected, with cost
ratios for control group recipients only 0.96 in month 12, compared with 1.02
for treatment group allowance recipients. Elderly allowance recipients and
control group recipients both had costs that were similar to what was expected
at baseline in year 1; the cost ratios of both groups increased over time.

In Florida, for nonelderly adults and children, costs per recipient were
significantly greater for the treatment than the control group primarily because
treatment group allowances far exceeded the care plan amount. During month
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12, children received 26 percent more than expected, and nonelderly adults
received 16 percent more than expected. Also, there was some underservice
among control group recipients; during month 12, children received only 89
percent of what was expected and the nonelderly receiving 97 percent of what
was expected. By month 24, ratios for both allowance recipients and control
group recipients increased substantially, but the gap between the groups per-
sisted. Among Florida’s elderly, both control group recipients and allowance
recipients (as well as the high fraction of treatment group members who re-
ceived traditional services rather than allowances [not shown]) had higher
ratios than expected during both years. Florida’s elderly was the only age
group in any state for which the treatment group’s ratio was lower than the
control group’s (Table 2).

Table 2: Ratios of Mean Actual to Mean Expected Costs

Arkansas Florida New Jersey

Allowance
Recipients

Control Group
PCS Recipients

Allowance
Recipients

Control Group
Waiver Recipients

Allowance
Recipients

Control Group
PCS Recipients

Nonelderly
Month 12 0.95 0.82 1.16 0.97 1.02 0.96
Month 24 0.92 0.82 1.27 1.19 1.13 1.06

Elderly
Month 12 1.01 0.82 1.06 1.17 1.04 1.02
Month 24 1.04 0.79 1.16 1.32 1.13 1.07

Children
Month 12 NA NA 1.26 0.89 NA NA
Month 24 NA NA 1.36 1.10 NA NA

Maximum N
Nonelderly 194 119 254 390 241 254
Elderly 410 365 147 334 259 322
Children NA NA 352 411 NA NA

For allowance recipients, actual costs include costs for the allowance, fiscal agent, and counseling
services. For control group recipients, actual costs include personal care costs (in Arkansas and New
Jersey) or waiver costs (in Florida). For allowance recipients and control group recipients, expected
costs are equal to the discounted value of the baseline care plan in Arkansas and Florida and the full
value of the care plan in New Jersey (where allowances were not discounted), plus expected costs for
fiscal agent and counseling services. For adults, year 2 results pertain to those who enrolled earlier
than May 1, 2000 in Arkansas; October 1, 2001 in Florida; and January 1, 2002 in New Jersey.

PCS, personal care services.

Source: Medicaid claims data and care plan data.
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Program Effects on Other Medicaid Costs

Costs for Medicaid services other than PCS/waiver services were lower for the
treatment group than for the control group in every state-age group category
during the first year after enrollment (Table 3). However, the differences were
large (15–17 percent of the control group mean) and statistically significant
only for nonelderly adults in Arkansas and for children in Florida. For the five
other state-age groups, the treatment groups’ costs were only about 4–7 per-
cent below the corresponding control group costs.

The treatment group’s savings were primarily on a variety of services
related to long-term care (not shown; see Dale and Brown 2005). The main
cost reductions in Arkansas were for nursing facility, hospital, and home
health care, and for ElderChoices (the supplementary waiver program cov-
ering additional personal care hours [beyond the state’s PCS benefit] for older
Medicaid beneficiaries). In New Jersey, the treatment group had significantly
lower nursing home expenditures and home health expenditures. However,
the treatment group’s average total cost for all non-PCS Medicaid services (i.e.,
costs for long-term care plus hospital, physician, and other services) was not
significantly lower than this average for the control group. For Florida chil-
dren, the major source of the difference in nonwaiver Medicaid costs was the
treatment group’s nearly 30 percent lower cost for private duty nursing
($4,773, versus $6,639 for the control group).

Program Effects on Total Medicaid Costs

Total Medicaid costs were higher for the treatment group for every state and
age group, but not significantly so in most cases. The treatment group’s lower
cost for long-term care and other services partially offset its higher personal
care/waiver costs, resulting in differences in total Medicaid costs that were
statistically significant only for elderly consumers in Arkansas (17 percent) and
for younger adults in Florida (14 percent) in year 1. The Arkansas cost dif-
ference for the nonelderly was large (10 percent), but not statistically signif-
icant reflecting the small sample size of this group. For the other state-age
group categories, the treatment–control difference was less than 5 percent.

For most groups, the treatment–control difference in total Medicaid costs
grew over time. Savings in non-PCS/nonwaiver costs generally diminished,
while the treatment–control difference in PCS/waiver costs increased as con-
sumers received their allowances for a greater number of months in year 2 than
in year 1. Most notably, for children in Florida, the treatment–control difference
grew from only 3 percent of the control group mean in year 1 to 8 percent
( p 5 .082) in year 2 (Table 4). Only in Arkansas did the treatment–control
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difference in total cost shrink over time——the significant 14 percent year 1
difference decreased to an insignificant 4.7 percent in year 2. In Arkansas, the
unfavorable treatment–control difference in personal care decreased over time,
while the favorable difference in other Medicaid costs increased by $500; thus,
the savings in non-PCS costs offset about three-fourths of the increase in PCS
costs.

DISCUSSION

Overview

Largely because Cash and Counseling increased access to paid care, Medicaid
expenditures for personal care/waiver services were higher for the treatment
group than for the control group in each state and age group during the 2 years
after enrollment, except among the elderly in Florida. Savings in other long-
term care Medicaid services partially offset the treatment group’s higher PCS/
waiver costs. While total Medicaid costs were higher for the treatment group
than for the control group in each state and age group, the treatment–control
difference ranged widely, from 1 percent and statistically insignificant among
the Florida elderly to 17 percent for the elderly in Arkansas in year 1.

Our results suggest that increases in the number of PCS/waiver recipi-
ents, agency worker shortages, and reassessment procedures each played a
role in the higher PCS/waiver costs of the treatment group, though the degree
to which each was a factor varied by state and age group. Similar to past HCBS
demonstrations, the appeal of the new Cash and Counseling program appears
to have expanded the number of people receiving paid services, particularly in
Arkansas. In the Arkansas control group, a very high percentage (66 percent)
of ‘‘new’’ applicants (who did not receive PCS before enrollment) did not
receive any PCS in the year after enrollment. This suggests that at least some of
them were not interested in receiving services in the traditional program
(Dale, Brown, and Phillips 2004). Additionally, the control group experienced
a greater drop-off in participation than the treatment group in the traditional
program in Florida and New Jersey. This pattern suggests that some consum-
ers who may have been unwilling to continue with traditional services did
continue to obtain care under Cash and Counseling. On the other hand,
during the demonstration, the ratio of new to continuing beneficiaries never
exceeded historical levels in any state (Foster, Brown, and Shapiro 2005),
suggesting that the demonstration did not trigger a large influx of enrollees.

504 HSR: Health Services Research 42:1, Part II (February 2007)



The second reason for the increase in PCS/waiver costs under Cash and
Counseling was that some control group members were unable to obtain any
or all of the services in their care plan. The lack of providers in rural areas and/
or the nationwide agency worker shortages (that were severe in Arkansas) may
have caused such access problems. In fact, PCS recipients in Arkansas’s con-
trol group received only about 80 percent of the expected amount of care (and
only two-thirds of what was authorized).

Finally, costs per recipient were higher for the treatment group because
allowance recipients were more likely than traditional recipients to receive
increases in their care plans during reassessments. In Arkansas and New Jer-
sey, agencies might not have wanted to increase care plan hours for control
group members during labor shortages. In contrast, because treatment group
members could hire friends and relatives, labor shortages were not a factor in
these assessments done by counselors in Arkansas and by Medicaid nurses’ in
New Jersey. Additionally, in Arkansas, some counselors may have advocated
for consumers and increased their care plan hours. In Florida, counselors had
limited training and often were unsure of program rules. In an effort to be
flexible, counselors may have authorized requests to increase care plans for
consumer-directed clients that would not have been authorized under the
traditional program. Florida’s Cash and Counseling director believes this
tendency was exacerbated by a concurrent, concerted effort by Florida to
increase resources devoted to waiver services for Medicaid consumers with
disabilities.

Cash and Counseling services did generate savings in other Medicaid
services, which partly offset the higher costs for PCS/waiver services. In Ar-
kansas, savings in nursing facility and other long-term care services were
enough to offset three-fourths of the treatment group’s higher personal
care costs during the second year. However, the savings in nursing facility
and home health services in New Jersey——which offset half the treatment–
control difference in personal care costs in year 1——did not persist in
year 2. The long-term care savings in Florida were small and not statistically
significant.

The fact that Cash and Counseling services did not consistently generate
savings in long-term care services across states and time periods is consistent
with the literature on the ability of most interventions to reduce nursing facility
use. There is little rigorous evidence showing that HCBS are a cost-effective
way to reduce long-term care spending, even though they are intended to
substitute for more expensive nursing facility services (Grabowski 2006; Feder
et al. 2000). Even a promising geriatric assessment program did not reduce
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overall health care costs, because the nursing facility savings were offset by the
higher cost of the intervention (Phibbs et al. 2006).

Cash and Counseling’s impacts on other (non-PCS) long-term care ser-
vices may have been greatest in Arkansas because limited access to PCS may
have caused more control group members to end up in nursing facilities. In
fact, many control group members did not receive any paid care in Arkansas,
and agencies only provided control group members with about two-thirds of
what was authorized. In contrast, in the other two states, nearly all control
group members received some care because they limited their programs to
consumers already receiving, or assessed to receive, agency services; more-
over, recipients obtained about 95 percent of the care expected.

Finally, Cash and Counseling did not increase the need for acute care
(that is, for services not related to long-term care), as Medicaid or Medicare
expenditures for such services were not significantly affected by the program
(see Dale and Brown 2005, for Medicare results). This finding is consistent
with self-reported data indicating that treatment group members were no
more likely than control group members to fall, develop contractures, have
respiratory infections, or experience other care-related health problems (Carl-
son et al. 2007).

Policy Implications

Would introducing a Cash and Counseling increase a state’s Medicaid costs?
The answer depends on how the program is developed and monitored, and on
the shortcomings of the traditional agency-based program. Since the initial 2-
year follow-up period studied here ended, states have taken several steps that
could reduce the costs of consumer direction over time. For example, Ar-
kansas developed a more cost-effective manner of providing counseling and
fiscal services. Florida adopted standardized assessment procedures to assure
that care plan amounts were determined and reassessed in the same way
regardless of whether it is the consumer or agency that directs the services
received. Other possible steps are that programs could either impose a dis-
count rate or making the existing discount rate steeper. For example, imposing
a small discount rate in New Jersey would have made care recipients’ costs
similar for the treatment and control groups. If such cost-cutting measures are
successful, the difference between the costs of Cash and Counseling and the
traditional system should decrease over time.

While increasing the discount rate or introducing other cost-cutting
measures could reduce the beneficial effects of the program, further analyses
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suggested that it is unlikely as long as consumers receive allowances roughly
commensurate with their care plans. Sensitivity tests indicated that the pro-
gram’s impacts on satisfaction and unmet needs were somewhat smaller after
we controlled for the ratio of actual to expected costs, but they were still sizable
and statistically significant (Dale and Brown 2005). Thus, consumer’s greater
satisfaction under Cash and Counseling was not attributable solely to the
greater value of the benefit they received.

While Cash and Counseling did increase total Medicaid costs, it also
brought about sizable gains in consumer and caregiver well-being (Carlson
et al. 2007; Foster, Dale, and Brown 2007). The higher costs attributable to
increased access to care might be viewed as the amount of underspending on
those eligible for the traditional program because Cash and Counseling
helped obtain paid assistance for eligible consumers who would have been
unable to get this care from agencies. Indeed, the failure of many beneficiaries
to receive authorized care in the traditional program has caused concern that
the existing system is inadequate and threatens beneficiaries’ health (U.S.
General Accounting Office 2003). Others have suggested that consumer-di-
rected programs might be justified because of the benefits they bring to care-
givers and their families (rather than because of their cost-effectiveness;
Kemper, Applebaum, and Harrigan 1987).

Overall, the experience of Cash and Counseling suggests that the impact
of future consumer-directed programs on total Medicaid costs is likely to be
modest. Appropriate discount rates and reassessment procedures can keep
costs per recipient close to what they should be under the traditional system.
Even if future programs do increase access to paid care (and the costs of
providing that care), they might generate offsetting savings in other long-term
care services, as did the Arkansas program.
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NOTES

1. As nearly all of the elderly and 40 percent of the nonelderly had Medicare cov-
erage, we also examined the program’s effects on Medicare costs (Dale and Brown
2005). The treatment–control difference in total Medicare costs as a percentage of
the control group mean was about � 5 percent in Florida, 11 percent in Arkansas,
and 114 percent in New Jersey. While none of these differences were statistically
significant, we would only be able to detect sizeable program effects (more than 30
percent of the control group mean) due to the large variation in total Medicare costs
and modest sample sizes. Nonetheless, the inconsistent pattern of the Medicare
costs findings, together with survey data that indicated that treatment group mem-
bers were no more likely than control group members to experience health prob-
lems or other adverse events (Carlson et al. 2007), suggest that the program had
little or no effect on the need for acute care, and therefore little effect on Medicare
expenditures.

2. See Phillips and Schneider (2007) this issue for reasons allowances were recouped.
3. Cochran’s rule states that the sample size (N ) should be greater than G1

2, where G1 is
Fisher’s measure of skew.

4. See Phillips and Schneider (2007) for reasons that allowances were delayed or
never received by consumers.
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