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Executive Summary:  

The Centers for Medicare and Medicaid Services (CMS) recognize two basic participant-directed 

service delivery models: Employer Authority and Budget Authority.  Employer Authority enables the 

participant to exercise choice and control over workers who furnish services while under Budget 

Authority a participant exercises decision-making authority and management responsibility for a 

participant-directed budget.  Budget Authority can take several forms; however, ranging from the 

participant’s having control of a budget only in specifically defined areas of his or her care to having 

control over his or her full range of services, including the authority to purchase non-employee goods 

and services, and receiving some of the budget in cash.  

This issue brief discusses how budgets are developed, how models of Financial Management Services 

affect the tax and employer implications of Budget Authority, and the range of control participants have 

in Basic, Moderate, Expanded, or Full Budget Authority.  The purpose of this brief is to help programs 

who currently do not use Budget Authority to assess how they might move in that direction, and for 

programs using a limited form of Budget Authority to assess how they might use other Budget 

Authority approaches to expand participants’ control over their services.  
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 Introduction 1.

The Centers for Medicare and Medicaid Services (CMS) recognize two basic participant-directed 

service delivery models: Employer Authority and Budget Authority
1
.  Employer Authority 

enables the participant to exercise choice and control over workers who furnish services. With 

Budget Authority, a participant exercises decision-making authority and management 

responsibility for a participant-directed budget. From that, he or she directs the purchase of 

goods and/or services that are authorized in the service plan. The spectrum of Budget Authority 

ranges from a participant being able to use his or her budget to hire and set wages for workers to 

participants’ exercising ongoing decision-making over the full mix of services and supports. 

Table 1 illustrates the spectrum of choice and control in Employer and Budget Authority. 

Table 1: The Spectrum of Budget Authority in Participant-Directed Service Delivery 

Models 

Employer 

Authority 

Basic Budget 

Authority 

Moderate 

Budget Authority 

Expanded 

Budget 

Authority 

Full Budget 

Authority 

Selects, 

interviews, hires or 

refers for hiring, 

manages, 

terminates from 

the home or 

dismisses back to 

the agency. Does 

NOT set wages 

nor is able to 

purchase any 

type of good or 

service. 

Sets the wages 

and benefits of 

workers hired or 

referred for 

hiring. 

Sets wages and 

makes limited 

purchases with an 

individual budget. 

Limitations are 

typically confined 

to employment 

related items or 

supplies (e.g., fax 

machines, 

computers, office 

supplies, postage, 

etc.). 

Sets wages, has a 

flexible individual 

budget and is 

allowed to 

purchase goods 

and services that 

promote 

independence or 

reduce the 

reliance on 

human 

assistance.  

Sets wages, has 

a flexible 

individual 

budget that 

promotes 

independence 

or reduces the 

reliance on 

human 

assistance, and 

has a cash 

allowance.  

 

This spectrum runs from left to right with the far left being where a participant only has 

Employer Authority (and not Budget Authority) and ending on the far right where a participant 

has full Budget Authority, including the ability to receive part of their budget in cash. It is 

important to emphasize that this is a continuum and the descriptions listed in this brief are simply 

points on this continuum. States have devised programs with a different mix of characteristics 

than specified here.  This issue brief explores how Budget Authority is constructed and describes 

some of the various forms available in participant-directed programs. “Employer Authority only” 

is included in Table 1 only to show its location relative to Budget Authority. Before reviewing 

                                                 
1
 These definitions were first used by the Centers for Medicare & Medicaid with the distribution of Waiver Application and 

Instructions in Version 3.5 Application for a §1915(c) Home and Community-Based Waiver. 

http://www.medicaid.gov/medicaid-chip-program-information/by-topics/waivers/downloads/technical-guidance.pdf  Most recent 

updates of this document may be found at: https://wms-mmdl.cdsvdc.com/WMS/faces/portal.jsp 
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the spectrum of Budget Authority models, the following section describes how a participant’s 

budget is determined. 

 Determining the Participant Budget 2.

While there are numerous ways that a program can determine the budget amount available to a 

participant
2
, we will discuss two of the most commonly used in some detail: Individual 

Functional Assessment and Prospective Budgets. 

Individual Functional Assessment: In this approach, an individual is assessed using an 

instrument chosen by the program. The assessment determines the level of services a participant 

requires to meet his or her needs. The level of services is usually expressed in hours and each 

hour has a cost, generally the reimbursement cost identified by the particular program; for 

example, $20 per hour set for Medicaid personal care services. The base budget is determined by 

multiplying the hours of care times the unit cost of care. So, if a participant is awarded 30 hours 

per week of care and the hourly cost of care is $20, the participant’s base weekly budget would 

be $600. The cost of services other than personal care may also be included in calculating 

participant’s budget (e.g. emergency response services or adult day services). 

The participant’s actual budget may not be this base budget, however. First, the conversion rate, 

$20 in the above example, may not reflect current labor costs and may be discounted to reflect a 

lower local average wage. If the local wage for personal care workers is $10 per hour, the budget 

for the participant in our example may be determined by the funding agency using some specific 

hourly rate between $10 and $20. Also, costs associated with implementing the participant 

directed services, such as Financial Management Services and Information and Assistance 

services (discussed below), may be subtracted from the budget amount available to the 

participant. On the other hand, support services may not be initially deducted from the budget, 

but are expected to be a purchased service by the participant or paid for through projected cost 

savings.  

Prospective Budgets: In prospective budgets, participants are assessed using global rather than 

targeted functional assessments, and their needs are determined on an annual basis. The resulting 

service plan can cover various needs with services targeted to those areas. Converting such a 

plan into a budget could require determining the cash value of the entire budget or only specific 

parts. As discussed later in more detail, the participant may control all or only a portion of the 

services through budget authority.  

 Budget Authority Participant Supports 3.

To comprehend Budget Authority, both how it works and how costs are allocated, it is necessary 

to understand that all participant direction programs should include two sets of participant 

supports. These supports are Information and Assistance and Financial Management Services. 

                                                 
2
 Other approaches are 1) a historical approach which looks at past HCBS expenses for a participant to project a 

future budget and 2) a hybrid approach that combines elements of the historical approach and individual functional 

assessments. 
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Information and Assistance (I&A), often called case management or options counseling, includes 

the following services: 

 Working with the participant to complete a person-centered assessment 

 Assisting the participant with the development and implementation of the 

spending/service plans 

 Supporting the participant in carrying out employer responsibilities 

 Monitoring spending and participant outcomes 

Financial Management Services (FMS) support participants with managing their budgets and 

carrying out their roles as employers. FMS responsibilities include:  

 Managing payroll, including processing timesheets, and withholding employer taxes 

 Managing Unemployment Insurance and Workers’ Compensation 

 Paying for non-employee costs, such as goods and non-employee services and cash 

advances 

 Reporting spending to the participant, the I&A agency, and the state or other funding 

agency 

 FMS Models and Implications for Tax and Labor Law 4.

The full range of Budget Authority can exist within each of the two primary models of FMS, 

Fiscal/Employer Agent (F/EA) and Agency with Choice (AwC). Labor and tax law, however, are 

applied differently to each model and this difference may have implications for how participants 

can spend their budgets.  

Under the first model, F/EA, the participant or their representative is the sole common law 

employer. The FMS provider serves simply as the participant’s agent in managing the fiscal 

details of their budget, including payroll, while ensuring that withholding occurs properly and 

that employer costs, such as the employer’s share of Federal Insurance Contributions Act 

(FICA), are paid. Depending on how the employment relationship is structured, the participant 

may be the sole employer for purposes of the Fair Labor Standards Act, or may have joint 

employment with the State, Managed Care Entity, FMS provider or other third party under the 

Economic Realities Test. 

In the second model, AwC, the FMS provider serves as the co-employer with the participant. 

While the participant may retain the right to interview, hire, set wages and supervise workers, the 

FMS provider may also have to interview and accept the worker before he or she can start work. 

In this arrangement, the FMS provider becomes the common law employer for tax purposes and 

the joint employer pursuant to the Fair Labor Standards Act.  Other third parties may also share 

joint employment for purposes of the Fair Labor Standards Act. 
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Both FMS models can operate across the spectrum of Budget Authority, but only in the F/EA 

model is the participant deemed the common law employer with the FMS provider functioning in 

accordance to IRS guidance Federal Revenue Procedure 2013-39. The participant or their 

representative is the sole employer and responsible for completion of employer tasks, although 

the FMS provider may share in some of those responsibilities
3
.  In AwC, the FMS provider is 

solely responsible for taxes and other payments as the employer. 

Implications for Workers’ Compensation and Unemployment Insurance: Under F/EA, the 

participant is generally considered a household employer and therefore may not, in some states, 

be required to carry Workers’ Compensation coverage. If participants are required to carry the 

coverage, in most states it is an individual policy. Household employers are required to pay into 

Unemployment Insurance, and will generally need a state Unemployment Insurance account.  

Under AwC, the FMS provider is the common law employer for tax and generally for Workers’ 

Compensation purposes, so any exemptions that may relate to household employers will not 

apply. The FMS provider will carry a Workers’ Compensation policy which covers each worker 

and will generally pro-rate that cost across participants. The FMS provider will also generally 

have a single State Unemployment Insurance account to cover the employees who provide 

services to participants. 

Implications of the Patient Protection and Affordable Care Act: The Patient Protection and 

Affordable Care Act require all employers with 50 or more full-time equivalent employees to 

offer affordable health insurance to their employees. As the sole common law employer, 

participants under an F/EA model will rarely, if ever, meet this threshold and would not be 

required to offer health coverage to workers.  However, under AwC the FMS provider is the 

common law employer.  Generally, the FMS provider has 50 full-time equivalent workers under 

their employment, and thus, will be required to offer health coverage to workers.  

Implications for Fair Labor Standards Act: In late 2011, the United States Department of Labor 

(DOL) issued a new Home Care Rule under the Fair Labor Standards Act that proposed to 

significantly narrow the Companionship Exemption so that most workers employed by 

participants would no longer be covered by the exemption, and therefore, would need to be paid 

minimum wage and overtime.  At the time of this writing, this regulation was still being litigated. 

The discussion of the proposed regulation, however, brought to the fore the role of joint 

employment for home care workers. While a full discussion of joint employment can be found in 

NRCPDS’s FLSA Home Care Rule Toolkit
4
.  Regardless of the FMS model, program entities--

usually states or managed care entities--are generally joint employers in employer authority-only 

structures and are not joint employers in many budget authority structures. However, it is very 

                                                 
3
 Most Budget Authority programs allow the participant to appoint a representative to manage the participant’s responsibilities as 

an employer. A representative can be appointed if the participant is either unwilling or unable to perform the tasks. For this paper, 

we will use the term “participant” to mean “participant or representative” when discussing the role of managing the budget.  
4
 FLSA Home Care Toolkit: http://www.bc.edu/schools/gssw/nrcpds/tools/flsahomecaretoolkit.html 
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important for individual programs to examine the level of choice and control participants have in 

their role as employers, as well as the specific tasks workers are performing, to determine to 

what extent joint employment affects their program.  

 The Spectrum of Participant-Directed Budget 5.

Authority 

Basic Budget Authority 

In Basic Budget Authority, the program chooses to divide a participant’s budget into service 

categories. A budget may include specified funds for personal care, respite, community 

integration, etc. While the participant has the ability to hire, set wages and hours, supervise, and 

terminate workers from the home or dismiss workers back to the agency, these workers can 

perform tasks only within the appropriate category.  For example, personal care funds may not 

be spent taking a participant to community events since that activity falls under the community 

integration category. Workers generally may work across categories so long as the minimum 

qualifications are the same, but a participant must show he or she has funds available in each 

relevant category for workers to be fully paid for their work.  Also, the participant often does not 

have authority over all of the categories of their care; having authority over respite services but 

not personal care services, for example.  

In developing budgets, one category may be valued at a higher rate than another because a 

greater level of skill on the part of workers is assumed. Respite, for example, may be seen as “an 

unskilled service” and therefore budgeted at a low wage since the necessary skill level is 

assumed to be low. Other areas may be assessed as higher skilled and budgeted at a higher wage 

rate. However, after the process to set the budget, a participant can (if allowed by the program) 

set wages as they see fit.  

Implications for Basic Budget Authority: This approach is allowed by most CMS waiver and 

demonstration authorities. While it clearly allows for a participant to exercise the least choice 

and control of all the budget authority points on the spectrum, it does allow considerably more 

choice and control than employer authority since the participant sets wages and terms of 

employment. 

This approach has some administrative complexities. The participant must be able to show on a 

timesheet the budget category from which workers’ wages come. All the members of the system 

–participants, I&A staff, and FMS providers—must manage funds in several budget categories. 

Also, program administrators must have quality systems in place to ensure staff are functioning 

in the task for which they are being paid, e.g. respite funds are being paid for respite. 

Moderate Budget Authority 
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In Moderate Budget Authority, a participant can identify workers to hire, set wages and hours, 

supervise and terminate them from employment, or dismiss them from the home. The 

Participants has considerably more autonomy to define workers’ tasks since they are not limited 

to service categories. Those tasks, however, may be circumscribed to some extent by the 

participant’s service plan. For example, workers may be limited to tasks related to personal care 

services. Funds are often on “use-it-or-lose-it” allocations where unspent funds at the end of a 

payroll period become unavailable to the participant. In addition the participant may be allowed 

to make limited non-employee purchases with an individual budget. Limitations are typically 

confined to employment related items or supplies (e.g., fax machines, computers, office supplies, 

postage, etc.)  

Implications for Moderate Budget Authority: This approach is allowed by CMS 1915(c), 1915(i), 

1915(j), 1915(k) waivers and 1115(a) demonstrations.  This approach appears uncomplicated 

since the participant is given significant discretion over only one broad service area. The 

complexity in this model arises from the need to ensure the program design aligns with the rules 

of the program. Program administrators should consider what rules will exist and reconcile those 

to the expected program operations. Having control over who-what-when-where-and-how of 

personal care does offer participants real control over a significant portion of their services. On 

the other hand, if the only service a participant can control is staffing, then all issues will be dealt 

with through staffing. For example, if a participant does not have a way to pay for needed home 

modifications, then she will be forced to pay more for staff time to help her around in the 

inaccessible parts of the home. 

Expanded Budget Authority 

In Expanded Budget Authority, budgets are allocated in dollars, usually either annually or 

monthly. The participant has the authority to hire workers (in an F/EA model) or refer for hiring 

(in an AwC model) and has all the rights and responsibilities of employers including setting 

rates.  Beyond hiring workers, a participant under this approach may also purchase goods and 

services. These goods and services are determined by the participant’s person-centered plan and 

must be related to management or treatment of his or her disability. If budgets are allocated 

monthly, a participant can often roll funds over from one month to the next, either to cover 

unexpected costs or to save for an expensive item they wish to purchase.  While program 

management entities, such as states and the Veterans Health Administration, generally do not 

have a specific list of allowable purchases, they may require approval for specific planned 

purchases. 

Implications of Expanded Budget Authority: This approach is allowable under CMS 1915(i), 

1915(j), 1915(k) and 1115 demonstrations, and CMS 1915(c) waivers.  

By allowing a participant to purchase goods and services, this approach can offer a more 

efficient allocation of resources when a participant purchases goods that may replace personal 
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care. For example, a participant might purchase a microwave oven to replace hiring a worker 

each night to prepare a meal. 

Full Budget Authority 

Finally, in Full Budget Authority, a participant can receive cash advances for unpredictable 

purchases or items difficult to obtain through a purchase order. These might include incidental 

transportation or over-the-counter personal care items. A participant can still have full authority 

to manage his or her workers, to purchase goods and services, and to save for large purchases. 

Implications of Maximum Budget Authority: Maximum budget authority is allowable by CMS 

1915(i), 1915(k), 1915(j) waivers and 1115(a) demonstrations. This approach gives a participant 

maximum choice and control by allowing access to a wide range of services through a variety of 

purchasing approaches. Cash advances can also offer cost savings, as a participant may purchase 

needed items directly and less expensively than through a medical supply house or a formal 

invoicing system. 

 Summary 6.

This brief has outlined the basic components of Budget Authority and the spectrum of options 

for participant control. High levels of choice and control have proven consistent with desirable 

participant outcomes and Budget Authority can support those desirable outcomes. Programs 

currently not using Budget Authority will find it useful to review this document to more fully 

understand the range of Budget Authority options. For programs using Budget Authority, 

understanding the points along the spectrum can assist in working toward more choice and 

control for participants. 


