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Medicaid Options for Model LIFE Account Programs

Executive Summary

In 2004 the President’s budget proposed the Living with Independence,
Freedom, and Equality (LIFE) Account Savings Program as the next
improvement in the home and community-based system of supports for
individuals with disabilities.

Under this new proposal, individuals that are participating in home and
community-based self-directed programs would have the opportunity to create
savings within their individualized budgets and invest those savings in purchases
of goods and services that increase their independence, freedom, and equality.
To develop a LIFE Account Savings Program fully, as it was originally conceived
and proposed, federal enabling legislation is needed.

In support of the President’s proposal the 2004 CMS Real Choice grants
solicitation included a request for proposals from the states to develop LIFE
Account models. Two states, New Hampshire and Wisconsin, bid successfully.
Each proposed to complete a feasibility study and then design model(s) for the
creation of LIFE Account programs. These grantees are completing their
feasibility studies and are now in the early stages of LIFE Account Savings
Program design. Because there has been no federal legislation creating a LIFE
Account savings program the grantees are restricted to the development of a
modified LIFE Account program that works under existing law. They have
requested a preliminary appraisal of Medicaid-based models that might form the
basis for such a modified LIFE Account program including consideration of the
two new home and community-based State Plan options created by the Deficit
Reduction Act of 2005.

This paper considers six options available for these states: Section 1115
Demonstrations, Section 1915(c) waivers, Section 1915(b) waivers, Section
1915(i) and 1915(j) State Plan programs, and Section 1937 Benchmark
programs and suggests some “next steps” in the modified LIFE Account model
development process.
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Introduction

In 2004 the President’s budget proposed the Living with Independence,
Freedom, and Equality (LIFE) Account Savings Program as the next
improvement in the home and community-based system of supports for
individuals with disabilities.

Under this new proposal individuals that are participating in home and
community-based self-directed programs and who self-direct all of their
community supports1 would have the opportunity to create savings within their
individualized budgets and invest those savings in LIFE Accounts that they would
own permanently. These LIFE Accounts would be exempt from being counted as
income or assets for purposes of eligibility for federal programs in future years.
Individuals with LIFE Accounts could save earnings from employment and accept
limited contributions from others. It is unclear whether the individuals could use
their LIFE Accounts for any purpose or only for purchases of goods and services
that will increase their independence and productivity.2

While the success of Cash & Counseling and Independence Plus programs in
demonstrating both the efficacy of consumer-direction and the positive outcomes
of allowing individuals flexible purchasing to meet their personal assistance
needs likely informed the LIFE Account proposal, the LIFE Account proposal
moves beyond what is permissible under these programs in several important
respects: 1) individual ownership of accumulated savings and expanded latitude
on what may be purchased with accumulated funds, 2) commingling of Medicaid
funds with income from other sources, 3) expending Medicaid for items or
services not specifically related to meeting medical need, and 4) permanent
exemption of the funds from being counted for purposes of eligibility and benefit
levels in other federal programs.3, 4

1 The requirement that individuals self-direct all of their community-based services arises from
language in the 2004 grant solicitation. If this requirement is interpreted strictly it will limit the
numbers of self-directing individuals that will be eligible to participate in a LIFE Account savings
program because many individuals have individual budgets that include a mix of services, only a
portion of which they self-direct. For example, an individual might self-direct his personal care
workers but also have a professional nurse provide a service that is not self-directed. Since the
solicitation contained a caution that all of the information presented represented LIFE Account
design elements that are under consideration only and may differ from any future
Congressionally-authorized LIFE Account savings program, the barrier created by use of the
word “all” may yet be eliminated.
2 See Testimony of Dennis Smith before the Senate Finance Committee
http://www.cms.hhs.gov/apps/media/press/testimony.asp?Counter=1011.
3 Id.
4 See also excerpt from 2004 Real Choice grant solicitation in Appendix One.



ILRU Community Living Partnership
Medicaid Options for Model LIFE Account Programs

3

LIFE Account Grant Solicitation

In 2004 the CMS Real Choice grants solicitation included a request for proposals
from the states to develop LIFE Account models. Two states, New Hampshire
and Wisconsin, bid successfully. Each proposed to complete a feasibility study
and then design model(s) and implementation plans for the creation of LIFE
Account programs. These grantees are completing their feasibility studies and
are now in the early stages of LIFE Account Savings Program design.

The grantees have concluded that the development of a LIFE Account program
as originally conceived will require federal enabling legislation. In the absence of
such legislation the grantees are working to identify how closely they can
approximate the LIFE Account concept under existing law and policy.

Toward this end they have requested a preliminary appraisal of currently
available Medicaid-based models that might form the basis for a modified LIFE
Account program including consideration of the two new home and community-
based State Plan options and the Benchmark programs created by the Deficit
Reduction Act of 2005.

Options under Current Medicaid Law

States currently have six options for developing consumer-directed home and
community-based programs that might accommodate modified LIFE Accounts:
Section 1115 Demonstrations, Section 1915(c) waivers, Section 1915(b) waivers,
Section 1915(i) and Section 1915(j) State Plan programs, and Section 1937
programs .5 The latter three options have only become available since passage
of the Deficit Reduction Act of 2005 and are untested.

Until passage of the Deficit Reduction Act of 2005 states primarily used the
Section 1115 Demonstration authority and the Section 1915(c) waiver authority
to develop programs in which participants could self-direct some or all of their
support services. A smaller number used the 1915(b) waiver authority or 1915(b)
and (c) combined waivers.

Section 1115 Demonstration

Section 1115 of the Social Security Act provides the DHHS Secretary with broad
authority to authorize experimental, pilot, or demonstration projects that are likely
to assist in promoting the objectives of the Medicaid statute. The Section 1115
authority specifies which parts of the Act may be waived. The Secretary may
waive any regulation if the waiver is likely to promote the objectives of the
Medicaid law.

Generally, the Section 1115 authority offers states more options to propose

5 In theory a state could also use a state plan personal assistance program but this option is not
presented here because it lacks flexibility in comparison with the other options.
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innovative program designs than does the Section 1915(c) authority, and it is
sufficiently flexible to allow them to test innovative ideas. For their part, states
commit to a policy experiment that will be tested by an evaluation. The evaluation
will include state-specific and cross-state analyses of the impact of the program
on utilization, insurance coverage, public and private expenditures, quality,
access, and/or satisfaction. In addition to the hypotheses to be tested, the
program description must include a discussion of the evaluation.

Section 1115 Demonstrations require states to agree to special Terms and
Conditions of Approval and create an Operational Protocol to provide guidance in
the management of the demonstration program.6 In addition, state Medicaid
agencies must assure CMS that the cost of providing services under a
demonstration program will not exceed the traditional Medicaid-funded services
that they replace–i.e., the Section 1115 Demonstration must be budget neutral
over the life of the project (generally five years). Agreement between the state
and the federal government on the budget neutrality requirement usually makes
Section 1115 approvals slower to achieve than Section 1915(c) approvals.

CMS performs a readiness review for each Section 1115 Demonstration to
determine implementation and management capacity prior to approval. The
approval process for each application or amendment proposal requires an
extensive review process by CMS and other federal agencies including the Office
of Management and Budget (OMB).

The Section 1915(c) HCBS Waiver

The home and community-based services (HCBS) waiver programs, authorized
under Section 1915(c) of the Social Security Act, are the Medicaid alternative to
providing long-term care in institutional settings. Because the statutory authority
makes the Section 1915(c) waivers available only as an alternative to
institutionalization, this requirement may not be waived. Under this authority,
states may provide an array of services as long as these services are required to
keep a person from being institutionalized in a hospital, nursing facility or
intermediate care facility for the mentally retarded (ICF/MR).

The Section 1915(c) authority gives states flexibility to design HCBS waiver
programs that target specific populations; commonly targeted groups have
included the elderly, persons with physical disabilities, developmental disabilities,
mental retardation or mental illness. States may also design HCBS waiver
programs to target populations that share a specific illness or condition, such as
technology-dependent children, individuals with AIDS, or persons with acquired
or traumatic brain injury. This targeting is accomplished through a waiver of the
comparability requirements in the Medicaid statute.7

6 U.S. Department of Health and Human Services Centers for Medicare and Medicaid Services
(2000, December 20).
7 42 U.S.C. §1396a.
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States may offer a variety of services to participants under a 1915(c) waiver
program and are not limited as to the number of services that can be provided.
They may use an HCBS waiver program to provide a combination of traditional
medical services (i.e., dental services, skilled nursing services, etc.) with non-
medical services (i.e., respite, case management, environmental modifications,
etc.). There are no specific services that must be offered in a Section 1915(c)
waiver program. The number of services that can be offered under a single
waiver program is not limited as long as the waiver is cost neutral in the
aggregate and the services offered are necessary to avoid institutionalization.

Services commonly covered under waiver programs include case management,
homemaker, home health aide, personal care, adult day health, habilitation, and
respite care. Other services may be created by the state and must be approved
by the DHHS Secretary or designee (CMS). States have used these waivers to
develop creative services that support individuals to live successfully in their
communities. States may also consider State Plan services as waiver services as
long as they differ in amount, duration or scope. Increasingly Section 1915(c)
waivers offer a consumer-directed option for some or all of these services.

States submitting applications under the Section 1915(c) authority must
describe their proposed program design and provide specific assurances,
including:

 Assure cost neutrality – i.e., that, on an average per capita basis, the
cost of providing HCBS will not exceed the cost of care for the identical
population in an institution.

 Detail financial accountability mechanisms.
 Document and assure that necessary safeguards are in place and that

measures will be taken to protect the health and welfare of program
participants.

 Provide adequate and reasonable provider standards to meet the
needs of the target population.

 Provide a system to assess the needs of program participants.

 Allow for a choice of alternatives.
 Ensure that services are provided pursuant to a Plan of Care.

 Comply with reporting and other requirements outlined in the
application.

Authority found in Section 1915(c) of the Social Security Act allows certain
requirements of the law to be waived. These include statewideness, Section
1902(a)(1); comparability of services, Section 1902(a)(10)(B); and community
income and resource rules for the medically needy, Section 1902(a)(10)(C)(i)(III).
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Section 1915(c) waivers are approved for an initial 3-year period and thereafter
for five years. Any proposed change to the approved program design must be
submitted for federal review and approval, either under a new application or as
an amendment to the approved waiver.

The following chart summarizes a comparison of Section 1115 waivers and
Section 1915(c) waivers:

§1915(c) Waivers versus §1115 Demonstrations

Issue
Section 1915(c) HCBS

Waiver Authority
Section 1115

Demonstration Authority
Requirements that
may be waived

Statewideness
Comparability of services
Community income and
resource rules for the
medically needy

The Secretary may waive provisions of
Section 1902 of the Social Security Act
if it is likely to assist in promoting the
objectives of the Medicaid program.

Cash Allowance Participant does not
manage a cash allowance
directly.

Participant may manage a cash
allowance directly.

Hiring Legally
Responsible
Individuals (Spouse,
parents of minor
children, legal
guardians)

Participant may hire
legally responsible
individuals if certain
requirements are met.

The Secretary may approve programs
in which a participant may hire legally
responsible individuals.

Provider
Agreements

Provider Agreements must
be executed (delegation to
a provider agency is
permitted).

Not required

Direct Payment to
Providers

Direct Payment by the
Medicaid agency (or
eligible entity) to providers
is required (delegation to a
provider agency is
permitted).

Not required

Payment for
Services

Reimbursement occurs
after service delivery.

Funds are available prior to service
delivery.

Level of Care Individuals meeting
institutional level of care
only

Institutional level of care is not
required.

Combining
Populations

Combining populations is
limited to:

1) Aged/Disabled
2) Mentally Retarded or

Developmentally
Disabled

Generally, states may combine
populations or include new or
expanded populations.



ILRU Community Living Partnership
Medicaid Options for Model LIFE Account Programs

7

§1915(c) Waivers versus §1115 Demonstrations

Issue
Section 1915(c) HCBS

Waiver Authority
Section 1115

Demonstration Authority
3) Mentally Ill
4) Any subgroup of the

above.
Review Process Application and/or

Amendment must be
approved by CMS.

Application/Amendment must be
approved by CMS and an External
Federal Review Team. CMS conducts
a readiness review site visit.

Length of Approval Waivers are approved for
3 years and renewed in 5-
year increments.

Demonstrations are approved for 5
years and renewed in 5-year
increments.

Financial Reporting Waiver must be cost
neutral (waiver costs
compared to institutional
costs of same individuals).

Demonstration must be budget neutral
over the life of the project, and may
cost no more than what CMS would
have paid without the demonstration.

Combine Service
Definitions

May not combine
dissimilar services into
one service unit.

May combine dissimilar services into
one service unit.

Program Evaluation Not required. Required.
8

The Section 1915(b) Managed Care/Freedom of Choice Waivers

Section 1915(b) of the Social Security Act provides the Secretary of Health and
Human Services authority to grant waivers that allow states to implement
managed care delivery systems or otherwise limit individuals' choice of provider
under Medicaid.

States may request Section 1915(b) waiver authority to operate programs that
impact the delivery system of some or all of the individuals eligible for Medicaid in
a state by

• mandatory enrollment of beneficiaries into managed care programs (although
states have the option, through the Balanced Budget Act of 1997 to enroll
certain beneficiaries into mandatory managed care via a State Plan
Amendment), or

• creating a "carve out" delivery system for specialty care, such as behavioral
health care.

Section 1915(b) waiver programs do not have to be operated statewide. They
may not be used to expand eligibility to individuals not eligible under the
approved Medicaid state plan. States also have the option to use savings

8 Adapted from Comparison Chart created by Suzanne Crisp.
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achieved by using managed care to provide additional services to Medicaid
beneficiaries not typically provided under the state plan.

A Section 1915(b) waiver program cannot negatively impact beneficiary access,
quality of care of services, and must be cost effective (cannot cost more than
what the Medicaid program would have cost without the waiver). Section 1915(b)
waivers do not carry the evaluation requirements necessary for Section 1115
waivers, but an independent assessment is due for the first two waiver periods. A
1915(b) waiver is approved for two years after which the state may seek ongoing
renewals.

The following chart compares the 1915(b) waiver to the 1915(c) waiver.

1915(c) versus 1915(b) Waivers

Issue
Section 1915(c) HCBS

Waiver Authority
Section 1915(b)
Waiver Authority

Requirements that
may be waived

Statewideness
Comparability of services
Community income and
resource rules for the
medically needy

Statewideness
Comparability of services
Choice of provider

Cash Allowance Participant does not
manage a cash allowance
directly.

Participant does not
manage a cash allowance
directly.

Hiring Legally
Responsible
Individuals (spouse,
parents of minor
children, legal
guardians)

Participant may hire
legally responsible
individuals if certain
requirements are met.

Participant may hire
legally responsible
individuals if certain
requirements are met.

Provider
Agreements

Provider Agreements must
be executed (delegation to
a provider agency is
permitted).

Provider Agreements must
be executed (delegation to
a provider agency is
permitted).

Direct Payment to
Providers

Direct Payment by the
Medicaid agency (or
eligible entity) to providers
is required (delegation to a
provider agency is
permitted).

Payments can be made by
a fiscal intermediary for
self-direction)

Payment for
Services

Reimbursement occurs
after service delivery.

Reimbursement may be
prospective

Level of Care Individuals meeting
institutional level of care

Uses State plan services
so institutional level of



ILRU Community Living Partnership
Medicaid Options for Model LIFE Account Programs

9

Issue
Section 1915(c) HCBS

Waiver Authority
Section 1915(b)
Waiver Authority

only care not necessary.
Combining
Populations

Combining populations is
limited to:

5) Aged/Disabled
6) Mentally Retarded or

Developmentally
Disabled

7) Mentally Ill
8) Any subgroup of the

above.

Populations may be
combined.

Review Process Application and/or
Amendment must be
approved by CMS.

Application and/or
Amendment must be
approved by CMS.

Length of Approval Waivers are approved for
3 years and renewed in 5-
year increments.

2 years with a 2-year
renewal period

Financial Reporting Waiver must be cost
neutral (waiver costs
compared to institutional
costs of same individuals).

Waiver must be cost
effective (waiver costs
compared to state plan
costs of same individuals).

Combine Service
Definitions

May not combine
dissimilar services into
one service unit.

May use savings to
provide extra services
1915(b)(3)

Program Evaluation Not required. Not required –
independent assessment
required for first two
waiver periods

The Section 1915(i) State Plan Option

Section 6086 of the Budget Reduction Act of 2005 created a new home and
community-based option for states; this option will be codified as Section 1915(i)
of the Social Security Act. Of the two new State Plan options Section 1915(i) is
the more complex because it breaks the eligibility links between home and
community-based programs and institutionalization.

In many basic respects the 1915(i) option looks similar to the Section 1915(c)
waiver. Each has an evaluation process to determine eligibility and an
assessment of the need for home and community-based services.9 A plan of
care is required. Each may offer a self-directed option and both require the state

9 1915(i) requires an independent assessment; some 1915(c) waivers permit providers to perform
assessments.
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to have a quality management program. Both require the state to give health and
welfare assurances.

In each type of program, the state may choose to target only a select number of
geographical areas and may choose not to apply all the usual asset and income
rules.

However there are several key areas in which the new Section 1915(i) option
differs from other options and, in some cases, charts new territory. First, the
statute limits services for this option to those set forth in Section 1915(c)(4)(B);
these include case management, homemaker/home health aide, personal care
services, adult day health, habilitation, respite, psychosocial rehabilitation
services, and clinic services for persons with chronic mental illness.10 Second,
the 1915(i) option does not allow a waiver of comparability so the option must be
available to any Medicaid-eligible person who meets the medical-eligibility criteria
set by the state. In theory this precludes the targeting of specific groups although
careful selection of the service package may enable de facto targeting.

Section 1915(i) has more stringent financial eligibility limits than either a Section
1915(j) or a Section 1915(c) program and is limited to those with income up to
150% of the federal poverty level. A significant number of individuals who self-
direct their services will exceed this income limit, particularly among the group
that acquires Medicaid eligibility through a Buy-In program.

Under the Section 1915(i) option the state may not require an institutional level of
care for eligibility and must adopt more stringent needs-based criteria for its
institutions. However changing the institutional criteria impacts the Section
1915(c) waivers because of their link to institutional criteria; states may be
reluctant to raise institutional criteria if they don’t want stricter criteria applied to
their 1915(c) waiver populations.

Section 1915(i) offers presumptive eligibility for the assessment of the individual’s
need for services; this is a first step in equalizing the playing field between
institutional placements and home and community-based placements.
Historically it has been far easier to accomplish the institutional placement.

The Section 1915(j) State Plan Option

Section 6087 of the Budget Reduction Act of 2005 created a new home and
community-based option for states; this option will be codified as Section 1915(j)
of the Social Security Act and is patterned after the Cash & Counseling
Demonstrations.

10 Unless regulations come to interpret personal care services as including “other goods and
services” substitutes, this option would not support even a modified LIFE Accounts program.
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Under Section 1915(j) a state may provide self-directed home and community-
based services as a State Plan option. If the state elects this option there are
certain requirements that must be met though the state may target particular
populations, limit the services to certain geographic areas and limit the number of
individuals to be served.

The program is voluntary and individuals must be made aware of feasible
alternatives of care. There must be alternative personal care services available
under either the State Plan or an HCBS waiver. Individuals must be provided with
an assessment of the need for personal assistance services. The state must
provide support services to participants at least through enrollment in the
program. Participants may have employer and budget authority; they may hire,
fire, and supervise their own workers and they may purchase services identified
in their plans of care. The state may elect to permit participants to hire legally
liable relatives (e.g. parents of minor children, spouses, or legal guardians) and
to purchase other goods and services that increase independence or substitute
for personal assistance. Permissible purchases under this option means personal
assistance and related services and/or items that increase independence or
substitute for human assistance, to the extent that purchases would otherwise be
made for human assistance.

Participants will have a self-directed approved spending plan that is developed
through a person-centered planning process. The participant has control over the
planning and the budget and the purchase of his personal assistance services.
The state must have a defined methodology, based on reliable cost data and
standardized assessment, for determining the budget amount; states must make
this methodology available to the public. The state may employ a financial
management entity to make payments to qualified providers, track costs, and
issue reports of program activity; and the statute limits federal financial
participation for such a financial entity to the administrative match set forth in
Section 1903(a) of the Social Security Act.

States that implement this option must have a quality management strategy in
place as well as a risk management plan.

Self-directed services under this option may not be provided to individuals who
reside in a home or property that is owned, operated, or controlled by a provider
of services, not otherwise related by blood or marriage.

Two sets of reporting requirements are mandated. The state must file an annual
report that details the number of individuals served and the aggregate
expenditures made on their behalf. The state must also file an evaluation of the
impact of the program on participants’ health and welfare; the report is required
every three years.
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COMPARISON OF 1915(i) and 1915(j)
Deficit Reduction Act of 2005 (DRA), P.L. 109-171

Issue
Section 1915(i)

State Plan Authority
Section 1915(j)

State Plan Authority
Requirements that
may be Waived

Statewideness
Community income and

resource rules for the
medically needy

Statewideness
Comparability

Effective Date 1/1/07 1/1/07
Cash Allowance Cash Allowance is not in

the statutory list of
permissible services.

CMS decision pending

Hiring Legally
Responsible
Individuals (Spouse,
parents of minor
children, legal
guardians)

Participant may hire
legally responsible
individuals if state elects
to allow.

Participant may hire legally responsible
individuals if state elects to allow.

Provider
Agreements

Provider Agreements must
be executed (delegation to
a provider agency is
permitted). Participant
may hire legally
responsible individuals if
state elects to allow.

Provider Agreements must be
executed (delegation to a provider
agency is permitted).

Direct Payment to
Providers

Direct Payment by the
Medicaid agency (or
eligible entity) to providers
is required (delegation to a
provider agency is
permitted).

Direct Payment by the Medicaid
agency (or eligible entity) to providers
is required (delegation to a provider
agency is permitted).

Payment for
Services

Reimbursement occurs
after service delivery.

Reimbursement occurs after service
delivery.

Level of Care Less stringent than
institutional level of care
and impacts state
institutional rules.

Individuals meeting institutional level of
care only.

Combining
Populations

Generally, states may
combine populations or
include new or expanded
populations because there
is no waiver of
comparability but financial
restrictions apply to all.
(150% FPL limit)

Possible
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COMPARISON OF 1915(i) and 1915(j)
Deficit Reduction Act of 2005 (DRA), P.L. 109-171

Issue
Section 1915(i)

State Plan Authority
Section 1915(j)

State Plan Authority
Review Process State Plan Amendment

must be approved by
CMS.

State Plan Amendment must be
approved by CMS.

Length of Approval One-time approval One-time approval but annual report
and triennial report on impact to health
and welfare required

Financial Reporting Part of annual report –
aggregate expenditures
Financial accountability
assurance

Part of annual report – aggregate
expenditures
Financial accountability assurance

Combine Service
Definitions

May not combine
dissimilar services into
one service unit

May combine dissimilar services into
one service unit

Program Evaluation Not required Not required
Maintenance of
Effort (MOE)
Required

No No, but state must have alternative
PCA program or HCBS waiver
available.

Self-direction option Yes Yes
Other PAS may not be provided in a setting

that is owned operated or controlled by
provider that is not related to
participant.

FFP restriction Fiscal management entity costs are
limited to applicable administrative
rate.

The 1937 State Plan Option

Section 6044 of the Deficit Reduction Act, now codified as Section 1937 of the
Deficit Reduction Act, may provide another option for states to use in developing
modified LIFE Account programs. This option allows states to offer Benchmark
Benefits to individuals on a voluntary basis. The Benchmark package of benefits
may include enhancements to standard Medicaid benefits as an incentive for
individuals to participate. LIFE Accounts could potentially be included as an
enhanced benefit. This paper will not offer analysis of this option; rather, the
feasibility of using this option will be assessed after CMS publishes regulations in
2007.
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Analysis

While any of the models discussed might be used as a modified LIFE Account
model, two of them seem less suited for this purpose. The least attractive option
is the new 1915(i) State Plan option because it has a limited services list and is
too restrictive on financial eligibility to encompass all groups that self-direct.
While a Section 1115 Demonstration affords the greatest potential flexibility, the
laborious approval process may be a deterrent. A Section 1115 budget neutrality
negotiation can be difficult to support when the desired result can be achieved
through other mechanisms.

The 1915(b) waiver option may be particularly attractive to states that have or
want to develop managed care arrangements that encompass consumer-
direction services. This option may be managed by the state or by state-selected
brokers at the local level. However states have less experience with these
waivers than with the 1915(c) waiver programs.

Given their wealth of experience with 1915(c) waivers, and that the Section
1915(j) State Plan option mimics them in many important respects, states
wanting to introduce modified LIFE Accounts may find these options attractive.
Either option might be used by a state to develop a modified LIFE Account
program that permits some asset development for the purpose of purchasing
“other goods and services” that promote independence and productivity. Both
options are likely to include similar programmatic effort in that each will require
service definitions, provider qualifications, quality management strategies, risk
management strategies, assurances, and reporting. If the grantee states seek to
implement a modified LIFE Account savings program as a limited pilot program
to test its efficacy either of these approaches offers promise.11

Policy changes have enabled the Independence Plus and Cash & Counseling
programs to offer individuals the opportunity to manage a flexible budget and
purchase both personal assistance services and other goods and services that
substitute for them. These changes also enable the development of a modified
LIFE Account program in which individuals may save for purchases that will
promote independence and productivity.12

This differs from the 2004 grant solicitation which required that individuals self-
direct all of their community-based services. If this requirement is interpreted
strictly it will limit the numbers of self-directing individuals that will be eligible to
participate in a LIFE Account savings program because many individuals have
individual budgets that include a mix of services, only a portion of which they self-

11 One outstanding issue concerning the Section 1915(j) option is whether states will be permitted
to have more than one 1915(j) program just as they may have multiple 1915(c) programs. If not,
LIFE Account programs may face competition for a state’s single 1915(j) option.
12 Arguably this creates a distinction without a difference because it would simply rename “other
goods and services” as modified LIFE Account savings.
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direct. For example, an individual might self-direct his personal care workers but
also have a professional nurse provide a service that is not self-directed. Since
the solicitation contained a caution that all of the information presented
represented LIFE Account design elements that are under consideration only and
may differ from any future Congressionally-authorized LIFE Account savings
program, the barrier created by use of the word “all” may yet be eliminated.

If such an approach is taken by the grantees, it will be important to clarify with
CMS the scope of permissible purchases for which savings may be accumulated
and the maximum period over which such savings may be accumulated. Based
on the Cash & Counseling experience, there is great latitude in the types of
services that participants may choose to purchase.

In a recent study, researchers looked at how participants in the original Cash &
Counseling projects chose to expend their allowances when they made the
choice to forego some personal assistance services in order to purchase
equipment, goods or services that would improve their sense of independence.13

Purchases fell into broad categories. Several of the more popular categories are
listed below along with the percentage of consumers who made purchases in
each category. These statistics are for New Jersey consumers.

Transportation 46%
Laundry service 37%
Insurance 36%
Small kitchen appliances 10%
Small appliances – general 10%
Pharmaceutical supplies 9%
Durable medical equipment/furniture 9%
Prepared food/delivery 8%
Large Appliances 7%
Shopping and errands 7%
Home modification 6%
Agency worker or aid service 5%
Grooming service and supplies 4%
Housecleaning 4%
Computer equipment and supplies 2%

In the Cash & Counseling programs participants could save over extended
periods if they had the savings earmarked in their spending plans for a particular
purchase.

13 Meiners et al., “Clarifying the Definition of Personal Care, Findings on the Purchase of
Equipment, Goods, and Services under the Cash and Counseling Demonstration and Evaluation
Cash Option in Arkansas and New Jersey [Draft].”



ILRU Community Living Partnership
Medicaid Options for Model LIFE Account Programs

16

Finally, it is important to note that while Section 1915(c) and 1915(j) may be used
to create a flexible consumer-directed savings program within an individual’s
spending plan, this would not achieve a true LIFE Account program as it was
originally conceived. Federal legislation is necessary to reach that result. That
legislation would need to authorize at least the following: 1) individual ownership
of accumulated savings and expanded latitude on what may be purchased with
accumulated funds, 2) commingling of Medicaid funds with income from other
sources, 3) expending Medicaid for items or services not specifically related to
meeting medical needs, and 4) permanent exemption of the funds from being
counted for purposes of eligibility and benefit levels in other federal programs.

Next Steps

Because there has been no federal legislation creating LIFE Account savings
programs, the next level of analysis for the LIFE Account grantees requires a
crosswalk to programs that include financial eligibility criteria to insure that the
model doesn’t impact an individual’s eligibility for other important benefits. At a
minimum the crosswalk should include SSI, SSDI, Food Stamps, Fuel Assistance
and Section 8 housing.

A second crosswalk with other asset development initiatives including Individual
Development Account initiatives (IDAs), Plan for achieving Self Support (PASS)
accounts, 1619(a) and (b) accounts, Student Earned Income Exclusion (SEIE)
and Medicaid Buy-In programs to insure that the LIFE Account model would not
create an adverse impact on the opportunities those programs offer to
individuals.

Finally it will be useful to examine the Internal Revenue Code for any tax
implications of LIFE Accounts.
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Appendix One

Excerpt from the 2004 CMS Real Choice Systems Change
Grant Solicitation14

7. LIFE ACCOUNT FEASIBILITY AND DEMONSTRATION

Purpose
The purpose of the LIFE Account Feasibility and Demonstration grant opportunity
is to enable States to conduct studies assessing the feasibility of developing LIFE
Account savings programs. CMS is offering this grant opportunity with the
understanding that design elements discussed in this grant opportunity are under
consideration only at this time. States may examine the feasibility of establishing
and maintaining a program of individual savings accounts within which eligible
Medicaid participants can build savings without affecting their eligibility or benefit
levels for the State’s Medicaid, Supplemental Security Income (SSI), Social
Security Disability Income (SSDI), or any other Federal assistance program. The
LIFE Account savings program is intended to enable people with a disability or
chronic condition to become more independent by allowing eligible participants
the opportunity to save for needed supports without losing their health coverage.

Background
CMS has been taking steps to enable States to allow beneficiaries greater
direction over their community-based supports and increased opportunities for
community living. Medicaid currently permits individuals to direct their own long-
term supports through the Independence Plus initiative. In Independence Plus
initiatives, State representatives work with individuals who have a disability to
assess needs, develop plans of supports, and calculate the cost of such
supports. Participating individuals have the opportunity to direct and control their
own supports within (a) the bounds of the individualized budget established in
agreement with the relevant State agency and (b) an overarching quality
assurance system to ensure that essential needs are met.

Within such self-directed programs, individuals who self-direct their own supports
might not benefit from the prudent purchasing or service management decisions
that they make. Individuals may make cost-effective choices in arranging for
services, yet any unspent funds in the individualized budget may be lost to the
individual at the end of the year. For example, individuals may spend less for a
service by hiring and supervising their own personal assistance workers rather
than have such workers provided through a traditional agency, but then fail to
make other purchases with that savings by the end of the budget period—losing
a valuable benefit of their prudent budget management.

14 Centers for Medicare and Medicaid Services. (2004), pp. 22-24.
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One major barrier to optimal community living that Medicaid beneficiaries face is
the inability to build meaningful savings for major purchases that would enhance
their quality of life. Adults who self-direct Medicaid, community-based, long-term
supports budgets, as well as families who direct such budgets for their Medicaid-
eligible children, have expressed the desire to save for major purchases that
would enhance the beneficiary’s quality of life. Because such savings are a
resource that could result in a loss of eligibility for Medicaid health coverage, SSI,
SSDI, or other Federal assistance programs, Medicaid beneficiaries are
generally not able to build any meaningful savings.

The President has proposed a LIFE Account savings program in his FY 2005
budget. The LIFE Account program is intended to reflect promising practices in
self-direction and to remove barriers to saving for equipment and supports while
allowing participants to maintain their health coverage and standard of living. The
President’s proposal would make changes to programs at the Federal level that
would then enable States to design and implement LIFE Account savings
programs.

Applicants are cautioned that the information presented here (a) represents
LIFE Account design elements that are under consideration only, (b) is
offered only to assist States prepare their proposals for this grant
opportunity, and (c) may differ from any future, Congressionally-
authorized, LIFE Account savings program. Some design elements that are
under consideration for the LIFE Account savings program are:

1. The intent of the LIFE Account savings program is to enable participants to
maintain their health coverage and standard of living while allowing them to
build savings for purchases that will increase their independence and
productivity.

2. Only individuals who are Medicaid-eligible, meet the Social Security definition
of disability, reside in the community, and self-direct (for children, have a
family member direct) all of their Medicaid, community-based, long-term
supports will be eligible to establish a LIFE Account.

3. “Medicaid, community-based, long-term supports” means all Medicaid-
reimbursable services under any home and community-based services
waiver, personal care, and any other remedial care recognized under state
law as community-based long-term support. It should be noted that Medicaid-
reimbursable institutional, acute, and primary health care are excluded from
this definition.

4. LIFE Account holders will be able to (a) retain a portion of savings from their
self-directed Medicaid, community-based, long-term supports budget at year-
end, (b) save earnings from employment, and (c) accept limited contributions
from others.
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5. Neither resources in or income from the LIFE Accounts will be counted in
determining eligibility for SSI, SSDI, or any Federal assistance program, nor
will such resources in or income from the LIFE Accounts be considered in
establishing benefit levels under those programs for either the Account holder
or for any members of the Account holder’s immediate family.

6. LIFE Accounts, once established, will belong to the individual. However,
limitations on the eligible sources of deposit established by the program
remain in effect for as long as the individual’s LIFE Account is open. Should
an individual need to re-enroll in Medicaid, SSI, SSDI, or any Federal
assistance program, funds in a LIFE Account will not be counted in
determining eligibility or benefit levels.

Who May Apply
This grant opportunity is open to any State.

Key Issues or Principles of the Grant Opportunity
CMS seeks proposals from States to conduct studies assessing the feasibility of
developing LIFE Account savings programs. A primary step in conducting the
feasibility study under this grant opportunity is the collection of certain data.
Applicants must provide CMS with the following information by the 12th month of
the project: a description of the number and demographics of the State’s
population that would be currently eligible to participate in a LIFE Account
savings program and a description of the number and demographics of the
State’s population that would be interested in participating in a LIFE Account
savings program.

An analysis of barriers to increasing the number of individuals who self-direct all
of their Medicaid, community-based, long-term supports, strategies to address
these barriers, and a projected timeline for implementing those strategies must
be provided to CMS by the 24th month of the project.

Allowable Uses of Funds and the Percentage of Funds Allowable for Direct
Services
Grant funds are to be used to complete feasibility studies and development
activities that may be useful for future provision of a LIFE Account savings
program. As part of these efforts, grant funds may be used to hire staff and/or
contractors to assist in research, planning activities, and the creation of
documents. No grant funds may be used for direct services under this grant
program.

Required Activities
Projects funded under this grant opportunity must (a) meaningfully involve
consumers and stakeholders in planning activities, (b) design and complete a
feasibility study, and (c) develop an implementation plan.
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Required Outcomes or Products
The applicant must provide a general description of the major measurable
outcomes and products of the project. Two of the products must be a feasibility
study and an implementation plan.
The feasibility study must include the following:
1. A description of the number and demographics of the State’s population that

would be currently eligible to participate in a LIFE Account savings program
as anticipated. This information must be provided to CMS by the 12th month
of the project.

2. A description of the number and demographics of the State’s population that
would be interested in participating in a LIFE Account savings program as
anticipated. This information must be provided to CMS by the 12th month of
the project.

3. An analysis of barriers to increasing the number of individuals who self-direct
all of their Medicaid, community-based, long-term supports, strategies to
address these barriers, and a projected timeline for implementing those
strategies. This product must be provided to CMS by the 24th month of the
project.

4. An analysis of barriers to implement a LIFE Account savings program as
anticipated in the State, strategies to address these barriers, and a projected
timeline for implementing those strategies. This product must be provided to
CMS by the 36th month of the project.

The application must also identify elements (i.e., infrastructure, outreach,
partnerships, etc.) that the State is likely to consider in developing an
implementation plan.
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