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Medicaid was enacted into law in 1965 as Title XIX of the Social Security Act (SSA  PL 89-97) which provided federal matching funds for medical assistance. Medicaid operates as a vendor payment program. States may pay health care providers directly on a fee-for-service basis, or States may pay for Medicaid services through various prepayment arrangements, such as health maintenance organizations (HMOs). Within Federally imposed upper limits and specific restrictions, each State for the most part has broad discretion in determining the payment methodology and payment rate for services. Generally, payment rates must be sufficient to enlist enough providers so that covered services are available at least to the extent that comparable care and services are available to the general population within that geographic area. Providers participating in Medicaid must accept Medicaid payment rates as payment in full.





The Federal Government pays a share of the medical assistance expenditures under each State's Medicaid program. That share, known as the Federal Medical Assistance Percentage (FMAP), is determined annually by a formula that compares the State's average per capita income level with the national income average. States with a higher per capita income level are reimbursed a smaller share of their costs. By law, the FMAP cannot be lower than 50 percent or higher than 83 percent.





Federal payments to States for medical assistance have no set limit (cap). Rather, the Federal Government matches (at FMAP rates) State expenditures for the mandatory services, as well as for the optional services that the individual State decides to cover for eligible recipients, and matches (at the appropriate administrative rate) all necessary and proper administrative costs.





In 1971, Congress authorized Intermediate Care Facilities for people with mental retardation (ICF/MR) services as a state plan option under Medicaid.  The change in the law allows states to receive Federal financial participation (FFP) or matching funds for institutional services that had previously been funded only with state or local funds (PL 92-223).  Then in 1981, in an effort to decrease the Medicaid “institutional bias,” Congress enacted Section 1915 (c) of SSA (PL 97-35), which established the Medicaid Home and Community-Based Services (HCBS) waiver as a statutory alternative to institutional care. 





States choosing to participate in the Medicaid program  are obligated to meet the requirements of the Social Security Act and federal regulations. The plus side of Medicaid is that it allows States to apply for and receive matching funds to offset the cost of providing services. To qualify for federal Medicaid funds, Title XIX of the Act requires a State to first submit a “State plan” to the Centers for Medicare and Medicaid Services (CMS) for approval.





The plan must be a comprehensive detailed description of the State’s Medicaid program, and must include a description of how the State will determine reimbursement rates for services.  





As a result, there are multiple methods for establishing rates as well as a wide range of reimbursement rates offered by States for these programs, as each State is responsible for establishing their own process. However, to receive approval, States must comply with a number of existing statutory and regulatory requirements, including:


The State plan needs to specify comprehensively the methods and standards used by the State agency to set payment rates (42CFR 430.10 and 447.252).


A State must provide that the aggregate payments to each group of health care facilities do not exceed the amount that can reasonably be estimated would have been paid for those services under Medicare payment principles (42CFR 447.272).





Section 1902 (a)(13)(a) of the Social Security Act 


requires that the State Plan provide for payment for long term care facility services "through the use of rates that the state finds, and makes assurances satisfactory to the Secretary, that are reasonable and adequate to provide services in conformity with state and federal laws, regulations, quality and safety standards." In addition, as also required in Section 1920(a)(13)(A) of the Act, States must:


Use a public process for determining rates,


Publish proposed & final rates, methodologies underlying and justification for the rates, and 


Give interested parties a reasonable opportunity for review/comment on proposed rates, methodologies, and justifications.





Prior to 1997, the reimbursement process for hospitals, nursing homes, and ICFs/MR was governed by something known as the “Boren Amendment” which required States to provide the Federal Government with assurances that their institutional payment rates were reasonable and adequate to meet the costs of an efficiently and economically operated facility. This requirement was repealed as a part of the Balance Budget Act of 1997, to allow States more flexibility and reduce the Federal Government’s role in rate setting.





To qualify for Medicaid reimbursement, individual ICFs/MR providers must be certified and comply with Federal standards (42 CFR Part 483, Subpart I, Sections 483.400-483.480). Providers must apply to their State for a license to provide services. 





The HCBS program offers states flexibility in designing programs to meet the needs of the beneficiaries. However, services under the HCBS waiver program are limited to beneficiaries who meet the State’s level of care criteria for institutional care. The average expenditures of the waiver beneficiaries must be equal to or less than what would have been needed to serve them in an institutional setting. States have two options for doing the cost comparison for 1915(c) waivers:


Person-Specific: The Medicaid cost of the individual’s HCBS waiver service plan may be compared to the cost of serving this particular individual in the institutional setting; or  


Average Per Capita:  The Medicaid cost of the individual’s HCBS waiver service plan may be compared to the State’s average per capita cost for the equivalent level of care in the applicable institutional category.  These costs must then be reflected in the cost neutrality formula for the waiver. 





The State must provide supporting documentation in an appendix to their waiver application showing how they estimated the costs (CFR 441.303 (f)(g)). There is no federal requirement for a public process to determine rates but States are encouraged by CMS to do so. In both programs, the beneficiaries must meet the States’ functional eligibility criteria and their income and assets must be low enough to meet the financial eligibility criteria.








