
: : -~:=: ~.-; 

JUNE 17, 1999 



Testimony of 
SALLY RICHARDSON, DIRECTOR 

CENTER FOR MEDICAID & STA TE OPERA TIO NS 
HEAL TH CARE FINANCING ADMINISTRATION 

on 
MEDICAID COVERAGE OF SCHOOL-BASED SERVICES 

before the 
SENA TE FINANCE COMMITTEE 

June 17, 1999 

Chairman Roth, Senator Moynihan, distinguished Committee members, thank you for inviting us 

to discuss Medicaid funding for school-based services I want to emphasize the important rnle 

school-based services play in assuring that children receive needed health care. School-based 

programs can also play a powerful role in identifying and enrolling children who are eligible for 

Medicaid, as well as the new State Children's Health Insurance Programs. We strongly support 

Medicaid funding for school-based health services to childr~n enrolled in Medicaid. 

I have had the privilege of working closely with your Committee to understand the recent growth 

of Medicaid reimbursement in the schools. We recently sponsored a site visit for key Committee 

staff to see first hand the essential role school-based services play in ensuring that Medicaid­

eligible children receive needed care while minimizing disruption to the education process. 

However, your Committee, our staff, and now the General Accounting Office have identified 

serious concerns with Medicaid payments for school-based care in a handful of States. These 

include: 

• "bundled" payment for groups of services to disabled childr .-!n without documentation of 

the actual delivery of services or their costs; 

• billing for transportation costs that Medicaid does not cover; and 

• billing for administrative activities that Medicaid does not cover. 

We believe we must act now to clarify issues, eliminate any inappropriate practices that exist, and 

protect the integrity of Medicaid funding for school-based services. We, therefore, sent State 

Medicaid Directors a letter May 21, 1999 that modifies and clarifies policy in these areas. 

Specifically: 



.. we will no longer approve federal Medicaid matching funds for bundled payments for 

school-based services; 

.. we will only pay transponation costs for children with special transportation needs; and 

.. we will issue guidance this Summer on Medicaid covered administrative costs. 

We also will continue to work with Congress and the States to ensure that school-based services 

covered by Medicaid are billed appropriately and provided efficiently and effectively. 

BACKGROUND 

Many school-based health programs provide a broad range of services that are covered by 

Medicaid, affording access to care for children who otherwise might well go without needed 

services. And, as mentioned above, school-based programs also can play a pow""m1l role in 

identifying and enrolling chilc;1 en who are eligible for Medicaid, as well as the new State 

Children's Health Insurance Programs. For Medicaid to cover school-based services, they must 

be primarily medical and not educational in nature. They must be provided by a qualified 

Medicaid provider to children in families that meet Medicaid income eligibility requirements. And 

they must be considered medically necessary for the child. The services can include: 

.. routine and preventive screenings and examinations; 

.. diagnosis and treatment of acute, uncomplicated problems; 

.. monitoring and treatment of chronic medical conditions; and 

.. provision of medical services to children with special needs under the Individuals with 

Disabilities Education Act. 

Medicaid funding for school-based services was limited to coverage for routine screenings and 

treatment of acute, uncomplicated problems until 1988. Then Medicaid's role in supporting 

school-based health care was greatly exp~ded under the Medicare Catastrophic Coverage Act. 

It stipulates that Medicaid -- not the Department of Education -- pays for medical services 

provided to Medicaid-eligible children with special health care needs. Each child must have an 

Individualized Education Plan, in accordance with the Individuals with Disabilities Education Act, 

in order for Medicaid to pay f~r their school-based care. 
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There has been a surge of State interest in Medicaid reimbursement for school-based health 

services, mostly for Medicaid-eligible children with special needs under the Individuals with 

Disabilities Education Act. We have encouraged this because of the potential for school-based 

services to support "mainstreaming" children with disabilities into regular schools while 

continuing to ensure that they get the care they need. 

As mentioned above, however, three major areas of concern have begun to emerge. We strongly 

believe we must address these issues now to make sure that taxpayer funds are spent 

appropriately, to protect the integrity of school-based health care programs, and to ensure that the 

potential of school-based services to maximize opportunities for children with disabilities is not 

compromised. 

Bundling 

Bundled payment for school-based services creates a real potential for Medicaid to pay too much 

or to pay for care which has not been provided. We have, therefore, told States in a May 21, 

1999 letter that we will stop providing federal Medicaid matching funds for bundled payments. 

Several Medicaid programs have been paying for school-based services with a bundled rate. This 

means that States make weekly or monthly payments to schools based on a package of services 

that are needed by children within various cate5ories of disabilities, rather than paying separately 

for each individual service. Many services may be included in the bundled rate, such as physical 

therapy, speech therapy, and vision services. The cost for the bundled rate is based on the 

ayerage historical cost of services for children in each disability category. The payment is the 

same regardless of the number of services actually furnished or the specific costs of services 

involved. 

However, in most States that make bundled payments to schools, school-based providers are not 

maintaining adequate documentation for bundled payments. In fact, most do not have the 

administrative structure for maintaining such documentation. Also, State Medicaid agencies are 
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not conducting periodic reviews to reconcile claims to services delivered and plan approved costs. 

Without proper documentation of services included in bundled rates, there :s no reliable basis for 

determining whether the needed service was delivered at a reasonable rate. This creates the 

potential for States to obtain Federal matching funds for care which has not been provided. 

That is why our May 21, 1999 letter to State Medicaid Directors made clear that we will no 

longer recognize bundled rates for school-based health services. States that currently pay 

bundled rates for school-based services must develop and prospectively implement an alternative 

reimbursement methodology We will meet with a workgroup of States, the Department of 

Education. and other interested parties to discuss ways to pay for school-based services that 

provide full accountability and administrative efficiency. In the meantime, our regional offices 

also will actively work with States to assist in the development and implementation of non­

bundled rates. 

We recognize that changing payment methods may require authorization or action by the 

legislature in some States, and that the work may have to compete with State efforts to make 

information systems Year 2000 compliant. We will not ask States that have been using bundled 

rates to give back federal matching funds for school-based payments made before our May 21 

letter. However, we expect States to make necessary changes within a reasonable time frame. If 

they do not, we will take appropriate enforcement actions allowed under the law. 

Transportation 

Some school-based health care programs have inappropriately billed Medicaid for transportation 

costs that are not related to medical care. Medicaid covers the cost of transportation to and from 

school for children with specialized transportation n~eds identified in their Individualized 

Education Plan on days when they receive a medical service in school. In addition, if a child with 

special health care needs requires specialized transportation to and from school for a medical 

service but lives in an area that does not have routine school bus service, that transportation also 

may be billed to Medicaid. 
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In all situations, Medicaid funding is reserved for specialized transportation to school on a day 

when a child is receiving a medical service. However, several States have been claiming federal 

Medicaid matching funds for transportation costs not covered by this policy. 

Therefore, our May 21 letter to State Medicaid Directors says explicitly that children who ride the 

regular school bus to school with other non-disabled children in the neighborhood should not have 

transportation listed in their Individualized Education Plan, and the cost of that bus ride should 

not be billed to Medicaid. 

The letter also makes clear that: 

• States must describe the methodology used t0 establish the transportation rate in the 

State's Medicaid plan; 

• States must require documentation of each transportation service, usually in the form of a 

trip log maintained by the provider of the specialized transportation service, when claiming 

these costs as a direct service; and 

• States must develop a cost allocation methodology to ensure that Medicaid only pays for 

transportation-related administrative costs attributable to Medicaid beneficiaries when 

claiming these costs as an administrative service. 

Our regional offices also will provide technical assistance to help States in properly claiming 

Federal matching dollars for Medicaid-covered school-related transportation costs. 

Administrative Claiming 

~ome school-based health programs may have billed Medicaid for administrative expenses that 

Medicaid does not cover. Medicaid covers administrative expenses incurred by schools in 

providing Medicaid services, such as outreach and case management. However, we again have 

identified important concerns about how these expenses are being accounted for and claimed. 

Specifically: 

• some school-based providers are not adequately documenting Medicaid administrative 

claims; 
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.. some school-based providers are including administrative activities related to services that 

Medicaid does not cover or for services to children who are not eligible for Medicaid; and 

some school-btied providers may have claimed the same administrative costs twice by 

including m:tivities that have already been paid for as part of the Medicaid service itself or 

by the State or local school district under the Individuals with Disabilities Education Act. 

We are working diligently with States to foster a better understanding of when school-based 

administrative activities are eligible for Medicaid coverage. We plan to issue a written guide 

related to the requirements for school-based administrative activities this Summer. 

CONCLUSION 

We are committed to supporting ~~hoof-based health care services and promoting the1r potential 

to afford access to children who otherwise might go without needed care. We must, however, 

make sure that Medicaid payments for school-based services are appropriate. 

Thanks to the support and cooperation we have received from this Committee, we have identified 

and are addressing the concerns that have emerged. Our joint work on this issue is an example of 

how the Administration and Congress can work together to identify a potential problem, develop 

an understanding of the practice, and establish sound policy to protect the long-term interests of 

both taxpayers and beneficiaries. 

We will, of course, continue to closely monitor the situation. However, the actions we are taking 

s_hould halt inappropriate billing and protect the integrity of Medicaid funding for school-based 

health care. I thank you for holding this hearing, and I am happy to answer your questions. 

# # # 
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Acting f". · 

: Correspondence regarding School--based Medicaid Services 

I am writing to express my concern about the lack ·Jfappropriate coordination between 
l-ffiS and the Department of Education on HCFA•s May 21•t letter to State Medicaid 
Directors from Sally Richardson, Director of the Center for Medicaid and State 
Operations, concerning reimbursement for school-based services Wlder Medicaid. 

I know you share my belief that children would benefit substantially from improved 
interagency cooperation at all levels of govemmen:, particularly between education and 
health service agencies I've been very supportive: of the Department's participation on 
the interagency group that is charged with outreact, on the new Children's Health 
lnsurance Program because of the importance of providing all children with access to 
high quality health care. As part of that effort, we :la.ve been encouraging schools to join 
with health agencies to inform families about CHil> and help enroll the millions of 
uninsured children. One of the statutes we adminfr.ter, the Individuals with Disabilities 
Education Act, as amended in 1997, no\'t' requires Btl!.tcs to have mechanisms for 
coordination between State education agencies and non-education agencies to ensure that 
non-education agencies su.ch as State Medicaid agencies pay for services for which they 
are responsible. This change, which the Administration endorsed, was intended to assist 
educational agencies in ensuring that children with disabilities receive the services to 
which they are entitled. We view cooperation at the Federal level to be critical to this 
effort. 

You, therefore, can understand my dismay to learn of the willful refusal of HCF A to 
coordinate with this Depamnent on the issue of school-based medical services despite our 
manifest interests in this issue, a prior agreement tC• address the issue jointly, and an 
explicit request by Judy Heumann, our Assistant Secretary for the Office of Special 
Education and Rehabilitative Services, to Sally Richardson that we have an opportunity 
to discuss significant concerns with HCFA's proposal before a letter is sent to State 
Medicaid Directors. 

We would like to partner with HCFA in helping t<'! ensure appropriate use of Medicaid by 
the schools, but wHJ hav: difficulty doing so unles!; we can participate in the 
development of policies affecting schools. We had questions regarding the policy that 

&00 !NOEP£NDENCF. AVE .. S.W. WASUINOTOI". 0.C. 20202--0~ 
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has been put into place, bur were not given an opportunity to discuss our issues before the 
letter was sent. We still believe a meeting between our departments is needed to discuss 
our outstanding policy concerns regarding HCFA's position on issues raised by the letter. 

We also would request some reassurance that HCFA will provide appropriate technical 
assistance to the States on the issues addressed by the May 21 1

' letter. The fact that none 
of the major education organizations that would be interested in this matter were copied 
on the !etter ralses a question about HCFA's resolve: to work with the education 
community on these issues. 

I hope we can work together to promote appropriate: interagency cooperation between our 
two departments. 

TOTHL P.03 
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Dear State Medicaid Directer: 

HCFA JOA 202 690 6262 P.02/05 

DEPARTMENT OF BE.AL TB & HUMAN SERVICES 
Buldl Care l'iundng Admlniltratton 

MAY 2 l :999 

Center for Medicaid and State Operatlom 
7!00 Sec1ll'hy Boulevard 

Baltimore, MD J1244 .. l850 

Tw letter addresses rcimbursemant for &chool-ba5ed hWth wvices under Medicaid. School­
based services play an imponant role in ~swing that Mcdioeid·cligible adoleacentJ ll!'ld r:bildrtn 
receive needed heelth care. In particular, Medicaid is the payer of first resort for medical se:Mce9 
provided to children with disabilities purswint to the lndividuals with Disabilities Education Aet 
(IDEA). Althoush HCPA strongly supporu the provliion of school-based health services, it is 
impctta."\t that these KMCCS meet anlicahle Federal Msdicaid requiren.."'f"l.$. This letter clarifies 
.HCT A policy in three areas: (1) use of a bundled rate to pay fot' medical servic:es provided to 
Medicaid-eligi'ble children in schools; (2) State claiming fbr school heahh-rclatcd trmuponotion 
services for children with Individual Ed'.!cation Plans (IEPs) under the IDEA; and (3) State 
cliimins for school heal.th-relati!d adr.tini~trative actMties. 

Bundled Rates for Stllool-Based Services 

We and key Coq:ressional Committees have identified a concern related to the .. bundling" of 
scbooU1ued. health wvi.:e1. We believe you sh!re our interest in maintaining the fiscal integrity 
of the Medicaid program and, because of th.? risks cii&cu&&ed below, we are changing our policy in 
this regard. 

A number or States have been paying for school-bued sel'\ices using a "bundled rate .. 
met\odoloSY. Thi& permits ac:hools to minimize paperwork by billi.'l& for a package of medical 
serviec3i rather than for mob individual service provided to hcli child. A bundled pa;ment rate 
exists when a State pays a single rate for one or more of a gnn:p of different services furnished to 
an eligible individual during a fixed penod of time. The payment is the same regardless of the 
number of services Nnlished or the specific costs. or otherwise ava!lable rates, of those services. 
The bundle may include two er more tomponenu unially provided by different providers, each 
with their own umquc provider qualifica.tions, even if the components fall within th• same 190S(a) 
service catqory. Por example. bundling exists when two or mo~ component services are 
provided under the rehabilitative services benefti even if all of the school-bued services are 
identified in the State plan as being contained wi1hin th.at one 190S(a) service category. 
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'.Pap 2 - State Medicaid Di.rector 

OUr concerns are rclat= to 1be tact that bundled rates for 1chool-bued providers are not rdated to 
• specific t.Y,pe of prooedw2 ud are generally nat available: to .U qualified providm i..1!. the 
CiOiililiWDti w!w zilbl Mi to be similarly reimbursed. Punhermore, schools do not maintain the 
typu o£ meAieaJ don>mmtation that establish the reasonableness or accuracy of a rate. Bccsusc of 
%hCJe &ctan, llCPA 1m concluded that these bundled rate methodologies do not produce 
~cimt ~ of accurate and rea&0nable payment£, and may result in higher payments 
than would be reasonable on a fee-for-sCIVice basis for each individual aervice and thus do not 
meet the StatUtory intmt ofthelaw. Section 1902(a)(30)(A) of the Social Security A.Ct requires 
that State• have methods and procedures to assure that paymePts are consistent with cf!iciency, 
~my, and quality of car.. We believe that a bundled rate for school-based services is 
inconsiatcut wi+.h ~onomy, since the reta is not do1igned to accurately reflect true costs or 
reasonable feo-for-serviee rates, and with i;fticieuc;y, aince it require' aubcwi.tially more Federal 
oversight resources to establish the accuracy and reasonableness of Swc apcnditurcs. There i.a 
therefore no reliable basis for determining that the rate is related to the actual cost to the Swc and 
other public entiti-. abaent documentation of the individual &enices provided. 

Effective immediately, HCF A will no long~ recognize bundled school-based health £mrice; rates 
as acceptable for purposes ofclaiming Federal financial panicipation (FFP). States that an: 
CUl'l'!:ntly paying bundled rates for scbool-bued health services pursuant to an approved State plan 
amendmtmt muat develop and prospectively implement an alternative reimbursement methodology. 
We will be convening 1 meeting with a group from the States and tbc Department of Education to 
discuss options that are available. Also. States w.ll be gi·i'CZl time to work with the HCF A regional 
offices which will assist in the development and implementation of a non-bundled reimbursement 
methodolo1Y. 

HCF A. would like to work with states to implement a stratgey so that States can come into 
compliance prospectively. At this time, no retroactive clisallowances of PFP are planned nor a.t~ 
prospective deft'erals. However, we expect states to work to come into complianc;e 'With thi5 
policy expeditiously. We recognize that some may require authorization or action by the State 
Legisla.ture to implement a new r•imbursement methodology In the event that States do not come 
into c;ompliance within a rouonablc time, HCFA wll consider taking a compliance adion, 
mcluding deffera11 and retrospective disallowances to the date of this letter. 

HCFA will not approve 8llY additional amendmenu to State plans that seek to reimburse for 
achooW.Sed health aervic:es using a. bundled rate. States with pending bundling plan amendments 
may either withdraw those amendment1 or revile them to conform to the requiremenn descn'bed in 
this letter. If the State wbhes to retain the effective date of the amcndmem, HCF A will u&ist the 
St&te to develop an approvable amendment. An approvable amendment mu&t include requirements 
!or m.a.intaming documenwlon of the individual services provided to suppon claims for FFP. It 
should be noted that tho IEP is not wmclent for purposes of documenting services provided since 
it identifies only thoac: s~ that a child should reoeive, and not those sanrices thin the child 
actually receives. 
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HCFA~-pdlicJ WA i1wMldicaid paynict for transportiua Medicaid-elili"ble lDEA children to 
and from Jtboalsu dcacribed in th~ Medicaid end School Health Ttchnic:al A£G1tance Guide. The 
Guide m&!Jcat&s tJm tnmlpOnation to and ft'om school may be claimed u a Medicaid ICMce when 
the child receives unedical service in school on a particular day and when transporwlon is 
specifically listed in the IEP as a required service. 

It is our undentandmg that an IEP should include only spocialized aervices that a child would not 
otherwise receive 111 the course ct attendiDg school. Therefore, HCF A would like to clarify that a 
child wit.i special tducation needs under IDEA who rides the regular school bus 10 school with the 
other non .. disabled chl1dren in his/her nei1hborhood should not have transportation listed in his lE.P 
and the colt of that bus ride ahould not be billed to M~dicaid. 

If a child requires transportation in a vehicle adapted to 3ave the needs of the disabled. incl\lding a 
specially adapted school bus, that traruponation may be billed to Medicaid if the need for tbit 
specialized transportation is identified in the IEP. In addition, if a child resides in an area that does 
not have school bua tra&ponation (such as those areas in close proximity to a school) but baa a 
medical need for transportation that is noted in the IEP, that transportation may also be billed to 
Medicaid. As alway&, uansponatlon ftom the school to a provider in the commwtlty also nmy be 
billed to Medicaid. These policies apply whether the State is, claiming FFP t'or tnnsponation under 
Medicaid as medical assistance or administration. 

When a State claima FFP under the Medicaid program for tran&i)Orta.tion services. u medical 
a.ssiStance under an approved reimbuncmeut rate, the rcq~rcmtnt:s for docwnentation of each 
service must be maintained for purposes of an audit trail. This usually takes the form ot a trip log 
maintained by the provider of the spe:iilized transpcrtation service. The methodology used 10 
establish the transportation rate should al£C he descnbed in the State plan. 

When FFP for tbe costs oftransponation sen.ices i5 ~lairnetl as administratian, the requirements of 
the Office of Management and Budget Circular A-87 for de~erm.ining allowable costs, a& well u 
any other applicable requirements for claiir.in& administration under Medicaid, must be met. This 
i.ru:luclet the development of a cost allocation methodoloBY to ensure tha.t Medicaid only pays for 
thAt ponion ofthc.tpecialized mode of transportation allocable to Medicaid beneficiaries. 

E1fectivc July l. 1999. ID Will Only be available for Medicaid s,chool-based transportation COit u 
administrative activities in accordance with the policies described above. Similarly, F1P for IEP 
related transportation services will only be available ror services provided on or after July 1, 1999 
as spcoifiod m this Jetter. HCFA's regional offioes will provide technical assistance to Statli to 
assist them in properly claiming PPP for school-related transponation. 
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Adminiltrative Clalmiq for Scbool-Bued &ervieea 

HCFA is currently reviewing practices related to State claiming for school-bued uiminlstrative 
activities. A i\lidc is expected to be published this Summer which clarifies the requirements for 
c!&im' for Medicaid npenditures fer administrative activities performed in schools. 

HCl'A regional and centre.I office staff'will provide every assistance to States i:1 tbcU efforts to 
c:orif'orm to these policies. 

cc: 

All HCf A llegioml AdministralOB 

All HCF A AHociate Regiccal Adminiatmon 
For Medicaid and State Operations 

Sincerely, 

_C t<' ,e~J;.~ 
s;n;? Ricti2dson 
Director 

Lee Partridge • American Public Human Services Association 
Joy Wilson - National CA>uncil of State Leaislature~ 
Man Salo - National Governors' Al&ociation 

TOTAL P.05 
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Mr. Chairman and Members of the Committee: 

We are pleased to be here today as you explore potential improprieties involving Medicaid 
claims for school-based health services. Because Medicaid is a federal-state program, the federal 
government is responsible for paying a share of costs incurred by the states to serve Medicaid's 
40 million low-income beneficiaries, including 19.7 million children. For eligible children who 
receive certain health services through their schools, states can use their Medicaid programs to 
help pay for these services, which include diagnostic screening and ongoing treatment. Medicaid 
is also authorized to reimburse schools' costs for performing administrative activities associated 
with Medicaid's coverage of health services, such as conducting outreach activities to enroll 
children in Medicaid; providing eligibility determination assistance, program information, and 
referrals; and coordinating and monitoring the Medicaid-covered health services. 

Recently, concerns have been raised about the appropriateness of states' efforts to claim 
Medicaid reimbursement for school-based services. Emerging practices appear to have some 
disturbing similarities to other "creative" financing mechanisms that began to be used in the 
mid-1980s. Some states used such mechanisms to increase the federal Medicaid contributions 
they received without increasing their own contribution. As the nature and magnitude of such 
mechanisms became apparent, the Congress acted on several occasions to halt them. 1 

Recent multimillion-dollar increases in Medicaid reimbursement for school-based health services 
have triggered questions about the state and federal procedures in approving and overseeing 
these growing expenditures. Specifically, your Comrninee asked that we examine the rise in 
claims for administrative costs associated with school-based health services. 2 Accordingly. my 
remarks will focus on (1) trends in Medicaid's spending for administrative costs. (2) the 
distribution of Medicaid payments for administrative claims to schools and other entities. and (3) 
the adequacy of federal oversight in approving school districts' claims for reimbursement. My 
comments are based on information collected over the past 2 months. at this C omminee · s 
request, when we interviewed the 18 states identified as currently claiming :idministrative costs. 
We also visited three of these states-Illinois, Massachusetts. and Michigan-where we 
contacted officials at federal and state agencies, school districts. and private firms; analyzed data: 
and reviewed relevant documents. We also contacted officials of the Health Care Financing 

1See Medicaid: States Use Illusory Approaches to Shift Program Costs to Federal Government 
(GAO/HEHS-94-133, Aug. 1, 1994), Medicaid: Disproportionate Share Payments to State 
Psvchiatric Hospitals (GAO/HEHS-98-52, Jan. 23, 1998), and Michigan Financing 
Arrangements (GAO/HEHS-94-146R, May 5, 1995). See also the list of related GAO products at 
the end of this statement. 
2Concems have also been raised about (1) using a bundled rate to pay for medical services 
provided to Medicaid-eligible children in schools and (2) claims for school health-related 
transportation services for children with disabilities. On May 21, 1999, the Health Care 
Financing Administration sent a letter to_ state Medicaid directors to clarify policy on these two 
issues. We do not address those issues in this testimony. 

GAOn--HEHS-99-148 



Administration (HCF A), the agency within the Department of Health and HlDlan Services 
(HHS) responsible for administering Medicaid at the federal level. 

In summary. over1he']Zt 4 years, school districts'" claims for administrative msts associated 
with school-based btalth services have increased fivefold-from $82 millionD $469 million­
in 10 st'!ftCS furwhidi~could readily obtain data. r~ of these states-Midligan and 
Illinois-accounted for most of the increases in admimstrative cost claims ovirthis time period. 
More school distritts and additional states have expressed interest in seeking Medicaid 
reimbursement for health-related administrative activities in schools, suggestilg that claims will 
continue to rise. 

The share of Medicaid payments for school-based administrative activities rm:ived by the 
schools-as opposed to other entities-varies by state. At least four states rm.in a portion of the 
federal funds obtained, whereas other states return the entire federal share dmctly to the school 
districts. School districts often contract with private firms to perform the claims development 
and reporting activities, and they pay these firms fees ranging from 3 to 25 pacent of the total 
amount of the federal Medicaid reimbursement. In one state we visited, some school districts, 
after the state takes its share and the private firm is paid, receive only $4 of ewry $10 that the 
federal government pays to reimburse schools· Medicaid-allowable adminismtive costs. 

Federal oversight of school districts' claims for administrative expense reimlmsements has been 
weak. HCF A guidance has been insufficient and its reviews of districts' claims activities 
uneven. As a result, what is submitted by states is approved by some HCF A 11:gional offices as 
an allowable administrative claim and is denied by others as questionable or mallowable. These 
weak controls permit an environment for opportunism in which inappropriareclaims could 
generate excessive Medicaid payments. 

BACKGROUND 

Under Medicaid·s federal-state partnership, states operate their Medicaid prop-ams within broad 
federal requirements and can elect to cover a range of optional populations c:m· benefits. As a 
result, Medicaid is essentially 56 separate programs (including the 50 states, 'fie District of 
Columbia. Puerto.Rico, and the U.S. territories). Each program's respective:fuieral and state 
funding shares are determined through a statutory matching formula. 

As part of its responsibilities for Medicaid, HCFA reviews each state's progmn for conformity 
with federal requirements. HCF A· s 10 regional offices are responsible for tlB:direct oversight of 
the respective state Medicaid programs within their jurisdiction, whereas HCFA's central office 
sets federal Medicaid policy and works with the regional offices on issues regrrding state 
Medicaid policy and administration. 

States submit claims to HCF A for Medicaid reimbursement generally under tvo categories: 
medical assistance payments and administration. Most Medicaid expenditur~ are for medical 
assistance payments; the federal share of medical assistance payments variestly state and ranges 
from 50 percent to 83 percent based on each state's per capita income in relati:mship to the 
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national average. Nationally, the federal share of medical assistance expenditures averaged 
about 57 percent in fiscal year 1998. Of Medicaid"s $177 billion in total expenditures in fiscal 
year 1998~ administralhr~.msts were approximately $8 billWn, or 4.5 percent. For administrative 
activities, 1he i ~c••I shme~es by the type of costs incuned. Most administrative 
expendimresmc1mttrhal.at: a fixed rate of 50 percent, making the federal government's 
c01m ibmion eqaal ID d&of a state. However, certain administrative activities are matched 
above 50 percent; for example, the development of autonmted systems is federally matched at a 
90-percent rate. In fiscal year 1998, the federal share of JJ3Yments for Medicaid"s administrative 
costs averaged about 55 percent nationwide. 

Medicaid is authorized to reimburse schools as qualified providers for covered medical 
assistance services provided through (1) school personnel, (2) other qualified practitioners with 
whom the school contracts, or (3) a combination of these approaches. School-based Medicaid­
covered services that qualify for federal funds include physical, occupational, and speech 
therapy, as well as diagnostic, preventive, and rehabilitative services. Some services are 
provided in conjunction with the Individuals With Disabilities Education Act (IDEA) program;3 

others are included through a state's Medicaid plan and are available through Medicaid"s Early 
and Periodic Screening, Diagnostic, and Treatment (EPSDT) program.4 

Medicaid's Reimbursement of 
School-Based Administrative Services 

Medicaid is also authorized to reimburse schools for certain administrative costs. even if the 
school has not provided any medical assistance services. Examples of such allowable 
administrative activities include conducting outreach for Medicaid, helping applicants complete 
Medicaid enrollment forms, and arranging appointments with various providers of medical and 
screening services. Both IDEA and EPSDT have requirements to conduct activities that would 
inform and encourage individuals to participate in their benefits and services. and schools are 
considered a good location for identifying Medicaid-eligible children. including those \\"ith 
special needs. 

3lDEA, 20 U.S.C. 1400~ was first enacted in 1975. It covers children with disabilities in public 
schools and emphasizes special education; it also covers such related services as transportation. 
speech pathology and audiology, psychological services, physical and occupational therapy. and 
counseling. Medicaid has been authorized to cover health services provided to children under 
IDEA through a child's Individualized Education Plan or Individualized Family Services Plan. 
provided the services are covered in the state's Medicaid plan, or if medically necessary. through 
EPSDT. Medicaid funds have been available for IDEA services since the enactment of the 
Medicare Catastrophic Coverage Act of 1988 (P.L. 100-360). 
4EPSDT is Medicaid"s set of comprehensive and preventive health care services to Medicaid­
eligible children under age 21. The EPSDT program provides Medicaid coverage for any 
medically necessary service, regardless of whether the service is covered in a state· s Medicaid 
plan. 
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HCFA guidance states that, to claim reimbursement for administrative costs, the schools must 
first identify the administrative activities associated with providing the Medicaid<overed health 
services and then determine their direct and indirect costs. 5 Different types of administrative 
activities can be totally, partially, or not eligible for Medicaid reimbursement. For some 
administrative activities related to Medicaid eligible and noneligible children, the share of 
Medicaid eligibles among all children is applied to the activities' costs, which are claimed as 
Medicaid administrative costs. In addition, time studies, which track staff activities during a set 
period, are often used to determine the allocation between Medicaid and non-Medicaid 
administrative activities. 

For administrative costs to be claimed under Medicaid, they must be specified in an approved 
cost allocation plan.6 According to HCF A guidance, a school district should develop its cost 
allocation plan in concert with the state Medicaid agency, which in turn forwards the plan to the 
responsible HCFA region for approval. Subsequently, the school district uses the approved plan 
as the basis for the cost report it forwards to the state, which then forwards claims to HCF A for 
Medicaid reimbursement. 

Previous Financing Mechanisms 
Used bv States and Later Prohibited in Law 

The creative financing mechanisms that states began using in the mid-l 980s to maximize federal 
Medicaid contributions, without effectively commining their own share of matching funds, took 
\·arious forms. One involved using provider-specific tax revenues or provider donations paid to 
the state being returned to the providers with federal matching funds added. Another mechanism 
involved states' generating federal matching funds by increasing payment rates for a particular 
group of public providers, such as nursing homes or public hospitals. However, these providers, 
through the use of intergovernmental transfers, returned al 1 or the majority of federal and state 
funds to state treasuries. Those practices that involved hospitals contributed to an explosive 
increase in disproportionate share hospital (DSH) payments made to hospitals that serve larger 
proportions of low-income and Medicaid beneficiaries--from $1 billion in 1990 to $17 billion in 
1992. Federal legislation in 1991 and 1993 banned certain of these practices and placed limits 
on allowable reimbursable expenditures. However, the legislation did not restrict states' use of 
intergovernmental transfers. 

While these legislative actions significantly reduced the states' use of these financing 
mechanisms, states continued to find innovative ways to obtain additional fedezal funds. More 
recently, some state Medicaid programs were found to be making DSH payments to state 
psychiatric hospitals that were far larger on average than payments made to other types of local 

~Direct costs are activities that can be identified with a specific final cost objective, such as 
Medicaid administrative functions. Indirect costs are those incurred for a common or joint 
purpose that cannot be readily assigned to a single cost objective. 
bCost allocation plans must abide by the cost allocation principles described in the Office of 
Management and Budget Circular A-87, which requires, among other things, that costs be 
··necessary and reasonable" and ··allocable" to the Medicaid program. 

4 GAOrf-HEHS-99-148 



public and private hospitals. Overall, DSH payments to state psychiatric hospitals in six states 
we reviewed averaged about $29 million per hospital compared with $1. 75 million for private 
hospitals. Such payments enabled the states to obtain federal matching funds to indirectly cover 
costs of services that federal 1aw prohibits Medicaid programs from covering. In response to this 
practice, the Balanced Budget Act of 1997 limited the proportion of a state· s DSH payments that 
can be paid to state psychiatric hospitals. 

MEDICAID CLAIMS FOR ADMINISTRATIVE 
EXPENDITURES HA VE INCREASED 
DRAMA Tl CALLY IN SOME ST ATES 

A growing number of school districts are making claims for Medicaid"s reimbursement of 
school-based administrative services. From 1995 to 1998, Medicaid expenditures claimed for 
administrative activities increased fivefold in the 10 states for which we could readily obtain 
data. 7 (See fig.I.) Two of these states-Michigan and Illinois-<:omprised the majority of the 
$387 million increase in administrative expenditures from 1995 through 1998. 

;HCFA identified 18 states that make claims for the administrative costs associaeed \\ith school­
based services. Because Medicaid has no separate benefit category for school-blsed services. 
not all states were readily able to provide information on their administrative e~nditures for 
schools or school districts. 
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Figure 1: Gro\\1h in Medicaid School-Based Administrative Claims for 10 States.. FY 1995-98 
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Source: State-reported claims. 

Increases in Medicaid administrative expenditures claimed reflect a growth in bcdl the number 
of schools participating and the size of claims submitted by individual school di.slricts.8 For 
example, from 1996 to 1997, Michigan·s Medicaid administrative claims for schools increased 
almost threefold, from $79 million to $227 million, which state and school officizls indicated 
was due primarily to an increasing number of school districts submitting claims. In contrast, 
Illinois school districts, which have been claiming Medicaid reimbursement since 1992, continue 

8 Administrative activities vary considerably in their content and purpose, accouming, in part, for 
the differences in expenditures across states. For example, some states report that the 
administrative activities claimed in schools primarily reflect outreach efforts on tehalf of EPSDT 
and other Medicaid benefits. Other states with school~based medical assistance StrVices file 
administrative costs related to the provision of medical services, such as coordinmion and 
monitoring of health services and interagency coordination. 
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to identify additional activities that they believe are appropriate for Medicaid reimbursement.9 

Thus, increases in Illinois' expenditures between 1997 and 1998-from $89 million to $145 
million-largely reflect increased cost claims from school districts. 10 

Barring any policy change, growth in Medicaid administrative cost claims from schools.. is likely 
to continue. Federal and state officials tq>orted to us that other states and school districts not 
now making claims have expressed interest in obtaining Medicaid reimbursement for health­
related administrative activities in schools. Some state officials noted that they expect m·expand 
their claiming of costs in the near future and that they are now beginning to develop procedures 
and methodologies to support such an expansion. Additionally, HCF A officials commented that 
several states are interested in claiming Medicaid-related administrative costs but are "'"waiting in 
the wings" to ascertain whether HCF A will continue to approve certain practices for claiming 
administrative costs. 

IN SOME ST A TES. MEDICAID FUNDS 
TO REIMBURSE SCHOOLS GO TO ST A TE 
TREASURIES AND PRIVATE FIRMS 

Medicaid funds to reimburse schools for administrative activities are distributed diff eremly. 
depending on the state. (See fig. 2.) 

9Chicago public schools attributed increased Medicaid revenues to additional staff training and 
development, legal assistance, and claims reporting assistance. 
10 Among the 10 states, Pennsylvania was the only state to have steadily lowered its 
administrative claims expenditures; Missouri and Texas expenditures remained relatively stable. 
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fiQure 2: Two Approaches to School-Based Administrative Claiming 
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For example, Arizona, Missouri, and Rhode Island pro\ idc all federal funds to the schools, 
'whereas at least four other states allocate a portion of the federal reimbursement to their general 
re\"enue funds. Officials in two of these states said that. because state budgets fund a portion of 
school activities, a school district's share off ederal reimbursement for administrative claims is, 
in principle, partially funded by the state. Under this reasoning. states believe they are entitled to 
some share of the federal reimbursements claimed by school districts. The three states we visited 
kept some portion of the federal share. ranging from 3 percent in Massachusetts to 40 percent in 
Michigan. Federal dollars contributed about $1.5 million. $8 million, and $47 rmllion to the 
fiscal year 1998 revenues of Massachusetts, lllinois. and Michigan, respectively. Since 
Michigan schools began claiming for administrative reimbursement in fiscal year 1996, the state 
has retained close to $106 million of the federal share. 

Some school districts employ private firms to facilitate their efforts to claim Medicaid 
reimbursement. These firms typically receive as compensation a share of the re\·enues generated 
by the claims. By receiving a percentage rather than a fixed fee, these firms have an incentive to 
maximize the amount of reimbursements claimed. Some school districts in the staaes we visited 
paid these firms fees ranging from 3 percent to 25 percent of the federal reimbursement amount, 
although most commonly, the fee paid was between 9 and 12 percent. One private firm is 
proposing to charge a flat fee that is based on the fees it has charged historically-which were 
originally set as a percentage of a school district's federal reimbursement received.. 
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Marketing materials from two private finns suggest why concerns have been expressed that 
school districts' administrative claims may exceed reasonable or allowable costs. In these. 
materials, the private finns note that their objectives are to maximize Medicaid revenues- for 
schoolsand assert that they can maximizic•siMJcM'sa.impotential by training school personnel 
to follow their methods for claiming OOitS. ~a:fum..emphasizes that, on average, its clients 
annually receive over 30 percent more per stlldcnt than a competitor's. 

INSUFFICIENT HCFA GUIDANCE. UNEVEN 
OVERSIGHT HA VE LED TO QUESTIONABLE 
PRACTICES FOR CLAIMING REIMBURSEMENT 

Insufficient guidance, combined with uneven Qversight across H CF A regions. has led to 
questionable billing practices by states and in~t federal review of states' administrative 
claims for school-based services. HCF A has not provided clear or consistent guidance to its 
regional offices regarding criteria for detennining reasonable costs or appropriate methods for 
claiming administrative costs. 

'What are submitted by states and approved or denied by HCF A regions as allowable 
administrative costs vary widely. In the absence of specific direction from the HCF A central 
office, regional offices interpreted and applied the available guidance inconsistently. Practices 
that HCF A has allowed in one state it has not allowed in others. resulting in confusion for 
claimants and creating an environment in which claimants are not discouraged from testing 
questionable billing practices. 

Broad HCF A Guidance Leaves 
Pavment Determinations Largely 
to Regional Discretion 

HCF A's guidance on how school districts should allocate costs to Medicaid is general to enable 
federal requirements to accommodate the features of 56 individual Medicaid programs. The 
burden of oversight necessary to ensure that administrative costs are reasonable and 
appropriately allocable to the Medicaid program falls to H CF A· s 10 regional offices. Howe\· er. 
guidance to the regional offices has been limited, 1caving interpretation of policy and procedures 
up to each office. As a result, HCF A oversigln of school-based administrative cost claims has 
been uneven, resulting in case-by-case detenninations. 

Generally, HCFA directs states to follow federal requirements for administrative cost allocation 
found in Office of Management and Budget (OMB) Circular A-87, which establishes the 
principles and standards for detennining "reasonable" and" allocable" costs for federal awards 
such as Medicaid. In addition, the Medicaid statute says that Medicaid method~ of 
administration should be·· found to be necessary by the Secretary [of Health and Human 
Services] for proper and efficient administration" of a state· s Medicaid program. 11 

11Section 1902(a)(4)(A) of the Social Security Act. 
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HCF A developed a technical assistance guide for states and school districts to provide mare 
detailed guidance on Medicaid requirements associated with seeking payment for covered: 
services (including administrative claims) in schocl-based settings. 12 Essentially, the guide· 
echoes the requirements in OMB Circular A-'{;7 am! ~~nid regulations while prO\iding.:a few 
illustrations. However, the guide does not specify criteria that would permit the systmiatic.. 
determination of what is reasonable and allocable~ ~icaid. 

The HCF A regional offices have been unsuccessful in obtaining decisive and consisient:guidance 
from the agency's central office. For example, in 1997, a regional office requested assiStance in 
determining what was allowable for one state's administrative claims. Multiple discussians 
between the two HCFA offices did not produce definitive answers. In another instance..m 
regional office consulted with the central office about deferring payment of a state's 
administrative claims until the state provided additional supporting documentation.'; Instead, the 
regional office was told to pay the state but perform a postpayment review of the claims. 14 In a 
similar instance, another regional office def erred paying a state's questionable claims at its.own 
initiative because it did not believe consultation was needed. 

HCF A Oversight Fails to 
Discourage Suspect Billing Practices 

Without specific guidance, federal determinations of the appropriateness of administrative. 
claiming practices are inconsistent, permitting the approYal of claims that in some cases may be 
suspect. Some regions have conducted very prescriptive approaches to administratiYe cost 
claiming; others have been more "hands-off.,. In th(}9e regions that have been "hands off,...,.. 
some states have tested the limits of reasonable and allowable standards, potentially maximizing 
Medicaid reimbursement inappropriately. 

In our discussions with five regional offices. we found that their approval varied regardiilg 
states· approaches to allocating administrative costs to Medicaid. We found only one instance in 
which a HCF A region had been involved in the initial design of a state's cost allocation method. 
In other cases, state Medicaid agencies met with the regional offices for a ··courtesy visit'' ro 
present their finalized cost allocation methods. In still other cases, the regional offia:s had no 
knowledge of a cost allocation plan in advance of a state· s submission of administra:ive.·c.laims. 
In these cases, some regional offices def erred payments. others consulted with the cmtral: office 
about deferment, and still others paid the claims without further review. 

csee HCF A, Center for Medicaid and State Operations, Medicaid and School Healt:h: A 
Technical Assistance Guide (Washington. D.C.: HCFA, Aug. 1997). 
i:;According to federal Medicaid regulations at 42 C.F.R. 430.40 (b), HCFA may dder a.claim 
when it is unable to determine, on the basis of available documentation, whether a di.im: should 
be allowed. 
1 ~ln contrast to a deferral, a postpayment review retroactively reviews practices to emmre.:that the 
claims paid were allowable. 
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We found that regional offices varied in their response to the use of various cost allocation 
practices that some school districts employ to enhance the amounts of Medicaid reimbursement 
claimed. The following are examples: 

• Two regional offices found instances in which school personnel charged to Medicaid 100 
percent of their activities, only a portion of which we.re health-related. In response, one of 
the regional offices identified and deferred over $33 million in inappropriate claims, while 
the other has proposed a deferral to HCF A's central office. In contrast, another regional 
office found similar instances of inappropriately billed activities but reported to us taking no 
action that resulted in changes on the part of the claimants. 

• In two instances within one region, private firms designed activity code definitions for 
outreach activities that claimed 100-percent reimbursement from Medicaid, even though the 
activities were performed for services associated with other programs, such as WIC 15 and 
Food Stamps. Other HCFA regions disapproved these same outreach activities when 
claimed by states in their jurisdiction. 

• The HCF A regional offices vary in their treatment of administrative activities performed by 
skilled professional medical personnel, which under certain conditions, can be matched at a 
75-percent rate. 16 Where an enhanced matching rate was allowed. claims may have been 
overstated because, counter to Medicaid regulations, no distinction was made between skilled 
and unskilled activities. Two HCF A regions disallowed an enhanced matching rate 
altogether, with one stating that "there was no way in the world" to document that certain 
activities required a skilled level of performance. 

• In one instance, a consortium of school districts used a sampling methodology for identifying 
Medicaid-eligible children that did not include sampling data from all the school districts in 
the consortium. To the extent that lower-income school districts were overrepresented using 
this method, the inflated estimate of the proportion of Medicaid-eligible children increases 
the amount of Medicaid reimbursement for the consortium· s administrative claims. 

15WIC, or the Special Supplemental Nutrition Program for Women. Infants. and Children is a 
federally funded nutrition assistance program that provides lower-income pregnant and 
postpartum women, infants, and children up to age 5 with supplemental foods, nutrition 
counseling, and access to heath care services. 
16 An enhanced matching rate of 75 percent is available for administrative activities performed by 
skilled professionals only if, among other things, they (1) have the appropriate credentials and 
(2) perform an activity that requires professional medical knowledge and skills. Hypothetically, 
a physical therapist would be eligible for the enhanced rate for time spent coordinating medical 
services but would be expected to claim at the 50 percent matching rate for time spent 
photocopying. 
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CONCLUDING OBSERVATIONS 

Close to one-half of Medicaid-eligible individuals are children, making schools an ing:ortant~ 
arena for Med1caid services. Even for schools that do not directly provide Medicaid mviccs, 
administrative activities can help identify, refer, screen, and enroll eligible children for 
appropriate, covered services. Outreach and identification activities-in many and vane& 
settings-help ensure that the nation's most vulnerable children receive routine prevertiveJiealth 
care or ongoing primary care and treatment. 

In stepping into this arena, however, some school district and state practices appear inenton~ 
maximizing their receipt of Medicaid funds through suspect financing mechanisms. Without 
additional guidance and consistent oversight by HCF A, many school districts with mi:rimal: 
knowledge of Medicaid and its billing requirements have chosen to contract with pri"1te finns.. 
This places these firms" in the driver's seat," where they design the methods to claim 
administrative costs, train school personnel to apply these methods, and submit admiiistratfre 
claims to the state Medicaid agencies to obtain the federal reimbursement that provid:s the: basis 
for their fees. 

Embedded in this process are incentives for both the states and private firms to maxinize 
Medicaid reimbursements. By being able to capture a share of the school district's fo:ierar 
payments, states and private firms are motivated to experiment with "creative" billiJ:l!'. practices. 
At the same time, the treatment of these practices by some ofHCFA's regional offic5·failsto 
adequately safeguard Medicaid dollars. 

Striking a balance between the stewardship of Medicaid funds and the need for flexil:fu 
approaches to ensure the coverage and treatment of eligible children is difficult. HCFA is in.a 
position to explore policies and practices in partnership with states-and both have afiduciary· 
responsibility to administer Medicaid efficiently and effectively. Growing claims for school:;. 
based administrative services call for prompt attention by the federal government and the states. 

l'vtr. Chairman, this concludes my prepared statement. I will be happy to answer any g.iestfons 
that you or Members of the Conuninee may have. 
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Mr. Chairman and Members of the Committee: 

I am pleased to be here today to discuss with you important issues that have emerged 
relating to Medicaid financing of services and activities in our nation's schools. 

I appear before you with a somewhat unique perspective on these issues. Two years ago, 
I retired from the State of Michigan after nearly thirty years of service. During that time I 
was Medicaid director, Medicaid policy director and a budget official. From 1981 to 
1994 I chaired the Maternal and Child Health Technical Advisory Group to the Health 
Care Financing Administration (HCF A), which in the early 1990's dealt with school­
based health issues. For the past two years, I have been a Principal with Health 
Management Associates (HMA), a health care research and consulting firm with offices 
in Michigan, Florida and Washington, D.C. Over the course of the past two years, I have 
provided consulting services related to this issue to both school districts and a billing 
firm. At the present time, neither I nor HMA have any business relationships with school 
districts or billing firms, but these experiences have helped provide an understanding of 
these issues from several perspectives. 

Context and Background 

Over the past decade, Medicaid has undergone tremendous change and growth. Most of 
the focus has been on the growth in enrollment and costs, which has been significant. 
Less focus has been placed on an equally significant phenomenon: the increased use of 



These numbers are certain to increase as states implement their Child Health Insurance 
Programs, because many who apply for CHIP are instead enrolled in Medicaid. 

Current State Participation in Medicailll' ; pc *'1JidltJol-Based Services 

Early in 1999, the Institute for Human Services Raearc~ which is affiliated with Health 
Management Associates, surveyed all states ~ detumine the extent of state participation 
in Medicaid financed school-based health care services. Of the 51 Medicaid agencies 
surveyed (50 states and the District of Columbia), responses were received from all but 
one state. The report from this survey is still being finalized, but the following summary 
provides an indication of how states are using Medicaid funding for school services. 

Summary of results for medical services: 

• 45 states indicated that Medicaid is used to help fund school-based medical services. 

• Responding states indicated the total amount of claims for direct medical services for 
their most recent fiscal year, usually FY 1998, was $1.3 billion, of which $730 million 
was federal Medicaid funding. 

• The $1.3 billion represents about $330 per year per special education student (using 
the most recent estimate of the special education population, by the U.S. Department 
of Education, for 1997.) 

• Services commonly provided in schools include speech therapy, occupational 
therapy, rehabilitation, mental health services and case management services. 

Summary of results relating to administrative outreach activities: 

• 18 states indicated that Medicaid is used to help fund administrative outreach 
activities related to the Medicaid program. 

• Responding states indicated a total claim of $603 million in administrative outreach 
activities for their most recent fiscal year. Of this total, the federal share was $339 
million. 

• Activities qualifying for Medicaid support include identification of children who may 
qualify for Medicaid, assisting in their enrollment, and arranging for medical 
appointments. 

Overall, 47 states reported Medicaid funding for either direct services or administrative 
outreach. Fifteen states reported doing both. The total reported claim for both was just 
under $2 billion, of which the federal share was about $1. l billion. 

Issues in Medicaid Funding of School-Based Medical Services and Administrative 
Outreac/i 
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Issue #2: School Districts Often Pay Commissions based on the Amount of Revenue 
Generated 

School districts typically pay billing companies a ~ficant share of the federal 
reimbursement, often on the order of 10% to 20%. When payment to the billing agent is 
based on the amount of revenue generated, it creates.an incentive for the billing company 
to maximize the billing. It is the provider who must hear the legal responsibility for the 
billing. In my view, inappropriate incentives are cre.ated when the billing agent earns 
more for claiming more. 

The current system creates a competition between billing companies to bill more. The 
company with the highest average billing amount per pupil markets itself as the one that 
can generate the most revenue for the school district. The incentive is to generate more 
reimbursement. Those billing agents with lower reimbursement per pupil are left to try to 
explain why, perhaps because they believe it is not appropriate to bill for certain services 
or activities. 

In the case of public agencies, I believe it is reasonable that billing agents be paid for 
each claim prepared, rather than on basis of the amount of reimbursement received as a 
result of the claims. 

Issue #3: Bundled billing 

Recently the issue of bundled services and reimbursement has been addressed by HCF A 
in a letter to all Medicaid directors. The letter indicates HCF A will not recognize 
bundled services as acceptable for Medicaid reimbursement in the future. 

It is my belief that the key issue is not bundled services and reimbursements. The issue is 
the definition of what is included in the package of services, and the actuarial soundness 
of the payment. From a technical standpoint, a bundled rate is no different than a 
capitation rate paid to an HMO, or a DRG payment to a hospital. It is a simplified system 
that minimizes administrative costs to those providing and billing for the services. Those 
involved with the administration of Medicaid, at the federal or state level, are committed 
to ensuring the financial integrity of Medicaid payments. However, it is my belief that 
the objective of financial integrity can be achieved without outlawing bundled service 
definitions and payments. 

Issue #4: For Administrative Outreach, Cost Allocation Methodologies Are 
Developed and Maintained By Billing Companies 

In some states, each billing company devises its own proprietary cost allocation 
methodology for determining the administrative outreach claim. In those states, a change 
from one billing agent to another would likely mean a new approach, with different time 
study methods and survey forms. Some billing companies market their approach as 
better, or more productive in terms of federal reimbursement. 
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Mr. Chairman, Members of the Committee: 

Thank you for inviting me to appear before you today. I am the director of 
the Missouri Medicaid Progra~ arui l am here in that capacity. 

We believe school based services are an important asset to ensuring 
children's access to health care services. These services are a critical component 
of children's readiness to learn, especially in the case of children with special 
health care needs. The importance of this issue has recently been highlighted by 
four developments: 

• 

• 

• 

• 

Recent efforts by states to increase their ability to capture allowable 
Medicaid funding for school based health care services, particularly 
through bundling groups of services for the purpose of rate setting 
and the administrative efficiencies this brings; a bundled rate is 
merely the setting of an average per child cost of serving disabled 
children; 
Accompanying scrutiny by stakeholders such as yourself concerning 
these efforts to make sure program integrity is maintained; 
The Health Care Financing Administration's (HCF A) May 21, 1999 
letter outlawing current and future bundled rate payment systems; and 
The March 3, 1999 U.S. Supreme Court case, Cedar Rapids 
Community School District, v. Garret F. This case will have the 
effect of increasing each school system's need to make sure Medicaid 
eligible children are on the program and to find ways to efficiently 
bill Medicaid for all eligible services. 

Missouri is a state that is exploring the development of a bundling system, 
which HCFA has chosen to outlaw. Missouri Medicaid currently pays for school 
based administrative case management and direct services in a fee for service 
system. These are allowable Medicaid costs all schools have. Our program began 
in the early nineties with 6 districts out of 525 participating. We reached a peak in 
1996 with less than 20o/o of all districts participating. Why this discrepancy? 
Simple, our schools tell us they are not in the business of billing for services. 
They got into this thinking that billing would be easy for them, and it is not. The 
results have been disappointing: 

• Funding for services and service coordination through case 
management is not equitable. Sophisticated "wealthier" systems are 
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better able to participate, while poorer and smaller rural districts have 
not; 

• Money is spent chasing paper, not coordinating access and services. 
This runs counter to the current trend of buying packages of services 
and coverage instead of piecemeal services; 

• The resulting situation with most districts not able to participate puts 
pressure on all of us to look for efficiencies and increase 
participation. 

If a good, sound bundling system is not allowed, I predict states will have to 
pursue other \vays to streamline Medicaid payment for school based services. My 
fear is these ways will be less efficient and more open to error or abuse than a 
sound bundling program with good documentation. Regardless, the need for 
services and the accompanying Medicaid funding will not go away. 

Every state looks for ways to deliver and fund school based services in the 
best \Vay for them. Most of these models are similar in some respects and unique 
in others. That is the nature of states and why they are such vibrant examples of 
innovation, because they each approach problems with a focus on their own 
particular circumstances. 

The federal government must play a critical role in this process. It is 
important that HCF A {"eview each state's Medicaid plan, whether bundled or fee 
for service, to ensure: 

• The integrity and efficiency of program designs so that money is not 
\vasted and the chance of fraud or abuse is minimized; 

• Where outside contractors are part of the design or operation of the 
program, the competitive bid process states use should be validated; 
and 

• Most importantly, any approved plan must have a method to ensure 
that children receive the health care services to which they need. In 
most cases this could be built in as part of a student's Individual 
Education Plan (IEP). 

I am concerned that the recent HCF A directive suddenly outlaws currently 
approved programs. Allowing states time to make the transition to some other, 
unknown system seems small consolation when suddenly faced with a complete 
reversal of policy. We are talking about throwing away fully approved and 
operational state plans with lengthy development and federal approval processes 
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behind them, a terrible precedent for this federal/state partnership. Wouldn't a 
better approach be to work with states to identify and correct any weaknesses in 
these plans. Where abuses are found, tough measures should be taken to stop 
them. In my opinion, current and developing bundled rate programs ought to be 
made to meet the federal tests I have outlined. They should not be invalidated 
overnight a a simple solution to tough policy issues. Close federal scrutiny and 
legiti~concems ought to bring constructive improvements developed in full 
and ongoing partnership with the states. 

I hope this debate does not cloud our view of the benefits of increased 
school based services through Medicaid. This would help states do a better job 
with the Early, Periodic, Screening, Diagnostic and Treatment (EPSDT) program. 
It would help the schools achieve their federal mandate under the Individuals with 
Disabilities Education Act (IDEA), especially with the recent Cedar Rapids case. 
Most importantly, increasing participation in this program would directly benefit 
students with special health care needs and their non-disabled classmates who 
might otherwise see regular education budgets diverted for these costs. 

Missouri, and I believe the other states join us, stands ready to work with 
Congress and HCFA so that we can show everyone the solutions to these 
concerns. 

I have included additional background materials with my submission for the 
record. 

I thank the committee for visiting these important issues. 
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For many years, public schools and state Medicaid programs have struggled 
with the division of responsibility for providing school-based health services to 
poor children with disabilities who are enrolled in Medicaid. These school-based 
health services can range from scheduled sessions for occupational or speech 
therapy to the hour-by-hour personal care to children who have multiple physical 
impairments or who may be ventilator-dependent. Public schools are required to 
provide these services whenever they have been prescribed by a child's 
Individualized Education Program, or IEP -- which is required under the 
Individuals with Disabilities Education Act ("IDEA") to ensure that "all children 
with disabilities have access to a free appropriate public education which 
emphasizes special education and related services designed to meet their unique 
needs." 20 U.S.C. § 1400(c). 

For a time after the IDEA was enacted, schools and state Medicaid agencies, 
and the federal Health Care Financing Administration, were unclear as to which 
entity was responsible for paying for school-based health services that were 
prescribed as part of an IEP for a child enrolled in Medicaid. On the one hand, 
schools were required to provide these services if they were part of an IEP; on the 
other, state Medicaid agencies are responsible for paying for medical assistance to 
Medicaid-enrolled children, no matter the particular location where that care may 
be provided. 

In 1988, Congress amended title XIX to make clear that Medicaid could not 
refuse to pay for a covered service to a disabled child simply because that service 
was prescribed as part of an IEP. See 42 U.S.C. § 1903(c) (added as part of the 
Medicare Catastrophic Coverage Act of 1988). More recently, in 1997, Congress 
amended the IDEA to provide that the state education agency and the state 
Medicaid agency had to enter into cooperative agreements regarding the 
provisions of these school-based health services, and emphasizing that Medicaid's 
financial responsibility was to precede that of the school districts. See 20 U.S.C. 
§ l 4 l 2(a)(l 2)(A)(i). School-based health services is thus an exception to the 
general rule that Medicaid is the payor of last resort. 
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The cost of providing these services to children with severe disabilities can 
become very high, as is illustrated by the U.S. Supreme Court's decision a few 
months ago in Cedar Rapids Community School District v. Garrett F., 119 S. Ct. 
992 ( 1999). ln that case, the Supreme Court held that IDEA required the school 
district to provided Doe-on-one continual nursing care to a child who was in a 
wheelchair and ventilator dependent. The Court's decision describes quite vividly 
the array of health care services that may need to be provided throughout the 
school day in order for a disabled child to remain in school. The school district 
argued that IDEA did not require it to provide this type of continual care, which it 
estimated would cost $30,000 to $40,000 a year, but the Supreme Court disagreed 
and held that the school had to provide and pay for the care necessary to keep the 
child in school. 

In light of the congressional mandates that Medicaid and not local school 
budgets could and should pay for these services where appropriate, a number of 
state Medicaid agencies have in recent years been looking at how to pay for these 
services. One way to pay for services is the so-called "bundled rate" under which 
schools are paid a set fee for each Medicaid-enrolled disabled child in that district, 
and the fee is intended to cover the range of services that would typically be 
accessed by a child with that disability. The "bundled rate" concept is very 
similar to the type of per diem rates that Medicaid typically pays hospitals and 
nursing homes, under which the facility is expected to provide a range of services 
for each inpatient day, even though on any particular day some patients may 
require very few services, and some may require a lot. In both cases, the rate is set 
according to the average costs of providing services. 

Bundled rate systems for school-based health services allow participation 
rates by school districts. Schools have found it convenient and not inconsistent 
with their educational mission to seek Medicaid reimbursement based on a 
bundled system as opposed to the time-consuming, paper-driven fee-for-service 
billing. 
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JOINT STATEMENT ON SCHOOL HEALTH 
by 

The Secretaries of Education and Health and Human Services 

Health anc education are joined in fundamental ways with each other and with the destinies of the Nation's 
children. Be-:ause of our n.aficnal leadcGnip responsibilities for education and health. we have initiated 
unpn::edcn!ec coope:-ativc dWru h.e.".veen our Departments. In suppori of comprehensive school health progiams. 
we affi:-m :~e fottowins: 

• Ame.-fca 's chiidren face man_v compel/in; educational and health and developmental challenges 
that aff ec: their iive..c and their futures. 

lncsc ci"lalicn;es inciude poor levels of ac.'iicvcrncn(; unac;:cplably nigh drop-out rates: low literacy: vioicncc:, drug abuse, 
;i~::-vcn:.i:iic 1n1urin, pnys1i:al anci ~cn:a: iilncss, dcvciopmcn:al disabilities, and sexual activity resulting in sexually transmiltec 
ci1sc.ise:. in,:u:i1ns HIV. anc unintcncicc ::rc~nancy. Tncsc facts demand a reassessment of the contri'oulions or education and 
iic.if![: ;:m:. 0 ~.ims ir. saiesuarciins our cniicrcr. ·s prescn: lives anci preparinB them for productive, rcsponsibie. and fulfillins futur:~. 

• To hc!p d:/ld.-e:; mce! these c.~al.'c.-:ges, cd:xa:ior: and health must be /i,7ked ir: pa.-:nership. 

Sc:ioois arc be oniy p1,;blic ins:::u11ons ti"la: :cu:~ nearly every young person in this country. Scnoois have a unique opporttiniry 
tc afii::c: ::ie ::vc: oi cniiciren anc lnfr famiiics. bur they cannot acidrcss all of our children's needs alone. Health. education. 
anc :-:u~ar. service ;rograms mus: be inlc~ratcci. and scnoois mus: have the supoor1 o( public anci private ncallh care provide~s. 
co:":":munilic:. anci i.imiiies. 

• School he2!th prOfl.~ams suppor. the education p.-oce.:s, integrate _c:crvices for disadvantaged and 
disabled chiidren, and improve chiidren '-•health prospects. 
lnrougn scnooi hcal:h pro~r~ms. cnii:iren anci their famiiies can devcloo Inc knowledsc. atlitucies. beliefs. and behaviors 
nc~cnary tc rc::-na1n neallny anc pcriorm wcii in s::1ool. Tnese learning environments enhance safety. nutrition. and disease 
;::~cvc:i:ion: cncouraQe exercise and fi:ness. suopol'l neallhy pnysii:al. mental. and emotional dcvcloomcn!: promote abs:inence 
.inci prcven: sexu.il 6enaviors that resul: in H/V inie".:tion. other scx;;ally transrnitled diseases. and unintencied teenage pre;p·:ancy, 
ciis;:ourase use oi iiiqal cirugs. alcono~. anc tooac:o, anc help young people devciop problem-solving anci decision-maidns skills. 

• ReioT1.1s 1:7 he:J!lh care and in education offer opportunitie..c to forge the partnership_c needed for 
our chiidrc.7 in the 7990s. 
Tne bcncfia of integrated 'neallh and eciui:alion services can be achieved by working together to create a ·seamless· net"vvork o( 
se:-vices. bo:n tnrougn the s;::nool selling anci through lin~ages with other community resources. 

• c;OAIS 2000 and Hv-.m-rr Prnru 2000 provide complementary visions that together; can support 
our joint dforts in pur_cuil of a hulthier; better educated Nation for the next century. 

CO.A,!_S 20:;0 cnallc:n~i::s us lo ensure Iha! all cnildren arrive at sd1ool ready lo !cam: lo increase: the high school graduation 
ra1c:. to a:i':icve oasic s~bjec m.3J.W ;:omoclcncies, lo acnic:vc universal adul! literacy, and lo ensure Iha! school environ~ents 
arc sale. dis~1olineci. and drvs free. HE.A!..Tf-IY t'coru £000 cnallen!?eS us to increase tile span or healthy life for the American 
pccolc. to :c:iuce and finally :o di:-ninatc health disparities among population groups, and lo ensure access lo services for all 
Americans. 

In suopori of 00ALS 2000 and HEALTHY P:oru 2000, we have established the lnteragency Committee on School 
Health co-chaired by the A.ssis!ant Secretary for Elementary and Secondary education and the Assistant Secretary 
for Health. and we have convened the National Coordinating Committee on School Health lo bring together 
represcn~atives of major national education and health organizations to work with us. 

We cal! upon professionals in the fields of education and health and concerned citizens across the Nation to join 
with us in a renewed efiort and a reaffirmation of our mutual responsibility to our Nation's children. 

~W-~_ 
Donna E. Shalala 

Secrr!ary of Education Secretary of He.if th and Hvman Services 
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TESTIMONY BEFORE THE 
FINANCE COMMITTEE 

UNITED STATES SENATE 
Sue Gamm 

Chief Specialized Services Officer 
Chicago Public Schools 

June 17, 1999 

Mr. Chairman, Senator Moynihan, and members of the Senate Finance Committee: 

I am here today to speak with you on behalf of Mayor Daley, Gery Chico, President of the Chicago 
School Reform Board of Trustees, and Paul Vallas, Chief Executive Officer of the Chicago Public 
Schools (CPS), and the Council of Great City Schools, a coalition of the 5 5 largest city and urban 
school systems in the nation. We appreciate the opportunity to share with you today our experiences 
and thoughts about a subject we care deeply about - health services for our students, and the related 
contribution of Medicaid reimbursement to the overall success of our program. 

As the Chief Specialized Services Officer, l am responsible for activities that include: special 
education and related services for 53,000 students with disabilities; health services for CPS' 430,000 
students; violence prevention program, including alternative safe schools and Saturday morning 

alternative to expulsion program; and crisis intervention services. Present with me today is our Chief 
Finance Officer, Ken Gotsch, who, as one of the most hands-on and supportive school finance 
officers you will find, is a key player in this program. 

As the third largest school system in the country, CPS has participated in the Medicaid reimbursement 
program for seven years. During that time, we have greatly expanded our health services and 
Medicaid outreach activities for children. We view these initiatives as key to the continued 
improvement of educational performance. Through this experience, we believe that the continuation 
of this program requires the communication of consistent, reasonable, and understandable rules so 
that schools do not have to rely on expensive vendors to access the system. As school systems are 
required to provide more extensive mental and physical health services to meet the needs of children 
and youth, we must be able to appropriately utilize existing Federal and State financial resources. 

BACKGROUND 

Schools are no longer simply responsible for education. To ensure that all students have an 
opportunity to learn, schools must address their nutrition, health, safety, and social needs. The U.S. 
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Supreme Court affirmed in Garret v Cedar Rapids School District that federal law requires schools 
to ensure physical and mental health services arc provided to disabled students in order to guarantee 
an appropriate education. To provide such services, schools need the assistance and financial aid of 
other governmental agencies. 

As you may remember, Chicago was labeled "worst school system in the nation" by Secretary of 
Education William Bennett in the mid-l 980's. In 1995, the Illinois legislature gave Mayor Richard 
Daley what he asked for: the authority to effectively manage the city's schools. Now, Chicago is 
recognized as a national model for school reform. 

\Ve certainly have our challenges: 85% of our 430,000 students are enrolled in the National School 
Breakfast/Lunch Program; and 53% are enrolled in Medicaid. Of special note, 12% of our students 
have disabilities and 20% of our $3 billion budget is designated for their education. 

CPS HEALTH CARE SERVICES 

CPS currently spends $209 million annually to deliver a wide range of health services to our 430,000 
students. Through a primary infrastructure of approximately 2,500 audiologists, nurses, occupational 
and physical therapists, psychologists, social workers, counselors/case managers, speech pathologists, 
and hearing and vision screeners, we provide: 

• Medicaid outreach CHIP enrollment, public awareness and family notification, referral and 
follow-up, training 

• Crisis intervention: Support for students and adults following tragedies and health 
emergencies, i.e., deaths, suicidal or homicidal threats, hepatitis outbreaks, etc. 

• Mental health services and counseling: Direct services for aggressive and violent student 
behavior, substance abuse counseling 

• Physical health services: Tracheotomy assistance, respirator support, occupational and 
physical therapy, asthma management 

• Assessment of health needs: Case planning and coordination, quality assurance 

• EPSDT services: primary health care, hearing and vision, mental health, asthma, scoliosis, 
etc., screenings, immunizations 

• Transportation: Children transported to school to receive health services 

HISTORY 
Infancy (1991- 94) 

CPS began its involvement in the Medicaid program in 1991, when we signed our first agreement 
with state agencies. We billed for vision and hearing screenings and were thrilled when we received 
$1 . 5 million for our efforts. This activity was accomplished as a result of CPS' implementation of 
a special education data system in the mid-1980's. 
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Reimbursement Program ( 1994-97) 

Jn 1994, CPS realized that to meaningfully access the Medicaid program, we would have to tum to 
a vendor with significant expertise and experience in this area. We had no experience with the 
complexities of reimbursement and enhanced reimbursement rules approved for other school districts; 
we lacked access to the state's decision making and power structure to change the then-current billing 
structure; and we received no assistance from Federal or State agencies to facilitate our involvement. 

To address this situation, we retained an outside consulting firm (at a 20% revenue commission rate) 
to: 

• Expand fee-for-service billing program; 

• Develop an administrative outreach claim (AOC); and 

• Act as CPS' agent with Federal and State agencies to increase rates and enhance our 
reimbursement. 

While the reimbursement program was extremely successful, one of the priorities of the Chicago 
School Reform Board of Trustees and Paul Vallas was to directly manage our Medicaid 
reimbursement program and to lower costs. We were concerned that: 

• Service documentation was being collected for Medicaid-enrolled students only and provided 
no usefulness for service management; 

• There was no coordination between the reimbursement initiative and service delivery 
requirements for students; 

• There was insufficient accountability for service delivery by clinicians, principals, and regional 
and central office administrators; 

• Service information was neither analyzed nor used for management of health service delivery; 
and 

• Revenue that could have been used for health services was diverted to an administrative 
vendor. 

Health Sen•ices Management (1997 - cu"ent) 

To address these issues, CPS in 1997 redesigned its Medicaid reimbursement program to focus on 
health services management. We hired a new outside vendor through a Request for Proposal process, 
at a greatly reduced cost, to collect health services data for services provided to all students, produce 
management reports, and process Medicaid claims as appropriate. In addition, we directly partnered 
with Federal and State agencies responsible for administering school-based health services programs 
to streamline administrative components of the program and to identify approaches to enhance health 
care services in the school setting. 
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Universal access to preventative and primary health services is an essential element for 
improved educational performance. To achieve this outcome, CPS implemented the following 
activities: 

• Health services expansion through the Healthy Kids ... Healthy Minds program, which 
includes: eye examinations, eye glasses and hearing aids for underinsured and uninsured 
children; expansion of school based and linked physical and mental health services; health 
education; dental screening; and a database to track referrals for care, follow-up and services 
received; 

• Enhanced public health insurance enrollment through Children's Health Insurance Program 
(CHIP) outreach efforts by partnering with Governor George Ryan, the Illinois Department 
of Public Aid, and community health agencies to communicate the program to parents and 
support enrollment activities; provide intensive training to school staff on enrollment 
procedures; 

• Health service data information system; 

• Service documentation for all students; and 

• Accountability structure for clinicians, principals, and central and regional administrators. 

CRITICAL COMPONENTS OF HEALTH SERVICES MANAGEMENT SYSTEM 

Financial Management 

To maximize support for expanded health care services, we learned the rules of administrative 
outreach (AOC) and fee-for-service (FFS) and designed our processes according to these rules and 
consistent with the operation of schools. To this end, CPS: 

• Addressed the complexity and time consuming activities related to FFS documentation by 
school health clinicians; 

• Managed AOC to include allowable activities related to the early identification of mental and 
physical health services; 

• Established data exchange procedures with the Illinois Department of Public Aid to identify 
more fully the actual population of Medicaid enrolled children; 

• Delineated actual cost of student health services and found that Illinois' Medicaid 
reimbursement rates were significantly below CPS' actual costs; 

• Established internal controls over claim submission through electronic documentation edits 
that decreased the number of errors; and 

• Developed management reports that compare services to IEP standards and benchmark 
clinician productivity. 
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Information Technology 

To enhance student health services, we leveraged the most current technology available to streamline 
and improve health services management and the Medicaid reimbursement process. To this end, we: 

• Provided laptops to 1,500 clinicians. This activity enabled us to eliminate "bubble" sheets that 
had been used to scan service information, and to share information in "real" time, not month­
old time; 

• Designed custom software that provides clinicians control over downloading student 
information and uploading health service information; 

• Eliminated errors, including: incorrect/missing student ID numbers and birth dates, misspelled 
names, lost paper case logs, etc.; 

• Provided a view of complete child service needs across all disciplines; 

• Established visible accountability by creating electronic reports for clinicians, principals, and 
administrators that compare required health services to service documentation information. 

As a result of these initiatives, CPS cut administrative costs and increased reimbursement with 
compliance controls to address the escalating costs of health services: 

FY '94 
FY '97 
FY '99 

Health Services Costs 

$103,000,000 
$15 7, 000, 000 
$209,000,000 

Administrative Costs 
Vendors 

$ 308,000 (straight rate) 
$6, 168,000 (20% commission) 
$2,500,000 (4.5% & straight rate) 

Medicaid 
Reimbursement 

$ 1,500,000 
$34,300,000 
$48,000,000 

As the above chart shows, CPS is keeping administrative costs down but is spending a larger portion 
of its budget on health care services. 

FUTIJRE CPS INITIATIVES 

We continue to identify technological enhancements that will enable our health services clinicians to 
spend optimum time providing health services rather than filling out forms. Future activities include 
establishing: 

• CPS intranet e-mail account; 

• On-line Individual Education Plans (IEPs) and other required forms; 

• Instructional testing materials and research through internet; and 

• Staff development through computer-based distance learning. 
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RECOMMENDATIONS 

To enable school districts to implement the Medicaid reimbursement program correctly and 
independently, wic offer the following rec.ommendations: 

I. Rules should be fair and consistently interpreted across the country; 

2. Federal officials should actively study and understand the uniqueness of school health services 
delivery models, utilize this information as rules are interpreted for the school setting, and 
consult with school officials prior to the finalization of rule interpretations; 

3. Rules should be understandable, and State and Federal agencies should take an active role in 
communicating with and assisting school officials so they are not unreasonably dependent on 
private vendors; 

4. Promote reimbursement models whereby school districts may receive sufficient financial 
resources to support the provision of health care services to all Medicaid/CHIP eligible 
children; and 

5. Establish CHIP enrollment processes consistent with the successful model of the National 
School Breakjast.llunch Program. Eliminate barriers to successful data exchanges between 
school districts and State Medicaid agencies consistent with the Memorandum of 
Understanding between the U.S. Departments ofEducation and Agriculture. Children who 
are fed and who hal'e their physical and mental needs addressed will achieve greater 
academic success. 

In closing, thank you again for the opportunity to share some of the things the Chicago Public 
Schools have been doing to improve the health, and consequently, the academic performance of its 
children. We have and will continue to share this information with other school districts so we may 
collectively enhance our knowledge and expertise. 
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Education Daily• July 23, 1999 

HCFA To Rein In Medicaid Billing For Disabled Students 

In the coming months, the Health Care Fi­
nance Administration <HCFAl will issue new 
policy guidelines and introduce new training 
programs to prevent schools from overcharging 
the Medicaid program for special services to 
disabled students. 

The new reforms are an effort to get schools to 
bill the Medicaid program on a fee-for-service 
basis-as opposed to the more costly "bun­
dling" process, in which schools estimate the 
cost of Medicaid services based on the number 
of disabled students enrolled. 

The reforms stem from a damning General Ac­
counting Office analysis that found schoo1-
related Medicaid costs for 10 states increas~d 
from $82 million to $469 million between 1994 
and 1998 !SER, Oct. 30, 1996l. 

Speaking last month before the Senate Fin:mce 
Committee, William Scanlon, the GAO director 
of health financing and public health issu~s, 
said. "Federal oversight of school districts 
claims for administrative expense reimburse­
ments has been weak." 

HCFA officials stress that they have been 
working with states to rein in the billing µroc­
ess for schools since May, prior to Scanlon's 
remarks. 

In its studv of 10 states, GAO found three fac­
tors that h-ave led to rising Medicaid costs in 

schools. For starters, many states have 
adopted "creative billing techniques," according 
to GAO's analysis, that increase the contribu­
tion of Medicaid payments to schools without 
matching the increases from state funds. 
Medicaid funding requires states to match 
funds with the federal government. 

Many schools also are billing the Medicaid sys­
tem for improper administrative costs not di­
rectly related to the cost of administering health 
services to students-the costs Medicaid is in­
tended to defray. This problem is made worse 
because many states do not keep adequate rec­
ords of administrative costs. GAO found only 
two of 10 states had kept such records. 

Finally, HCFA has provided little effective 
guidance to schools on how to properly bill the 
Medicaid program for services. This problem is 
made worse by what the report says is uneven 
oversight. "HCFA has not provided clear or 
consistent guidance to its regional offices re­
garding criteria for determining reasonable 
costs or appropriate methods for claiming ad­
ministrative costs," Scanlon said. 

In an effort to address that problem in par­
ticular, HCFA officials have convened meet­
ings with state health officials to clear up the 
complex procedures and will be drafting a 
manual on appropriate costs and billing tech­
niques in the coming months. -Eli J. Lake 

Grants for Special Education and Rehabilitation: 
How to Find and Win Funds for Services. Research and Troinin!J: Thirrl Frlifinn 

Here are more than 200 federal, private, and cflr;:mrate funding opportnnities in the field of special education. 
Each profile includes the funder's contact nam ·. <1ddress, phone and fax numbers, and e-mail address; geo­
graphic restrictions; giving priorities; financial i:1ionnation; examples ofrecent grants awarded; application 
guidelines and deadlines; and names of directo · ~- 'lfficers, and trustees when available. You get an in-depth 
introduction on how to find and win special ech 1 ·1tion funds, expert advice specifically tailored to the unique 
needs of special education grantseekers, and ad 1 . itional tips and information on opportunities available from 
the federal government. Indexes list funders g,·111:-raphically, alphabetically, and by category of giving. There's 
also a useful appendix of additional media infor 111tion to help you find, apply for, and manage grants. 

Risk-Free lOOo/c, Money-Back Guarantee! lf you are dissatisfied with Grants For Special Educatfon 
for any reason, simply return it in sellable condition within 30 days for a 100% refund. TO ORDER: 
Grants for Special Education and Rehabilifation: How to Find and Win Funds for Research., 
Training, and Seroices, Third Edition, $99. D.C. residents add $5.69 (5.75%) sales tax. Va. residents 
add $4.46 !4.5%) sales tax. All orders add $6 shipping and handling for single copy, $2 for each additional 
copy. Call Subscriber Services toll free at 1-800-655-5597. Or fax your order to 1-800-392-7886. Use order 
code GSE3. P00977 
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Attachment 3 

SCHOOL BASED1'EALTH SERVICES SURVEY 

I.A. States that Enroll and Reimburse Schools as Providers of Medicaid School-Based 
f;enikec 

Region I Connecticut - reimburses using a bundled rate with an annual reconciliation 
process. 

Maine reimburses using a bundled rate. The Star:e does not reconcile. 
Massachusetts reimburses using a bundled rate. The State does not reconcile. 
New Hampshire reimburses on a regular fee-for-service basis. 
Rhode Island reimburses on a regular f ee-for-.service basis. 
Vermont reimburses for select services on a regular fee-for-service basis and 

reimburses for others using a bundled rate. The State does not reconcile. 

Region II New Jersey reimburses using a bundled rate which is adjusted annually based on 
the MCPI. The State does not reconcile. 

t New York reimburses on a regular fee-for-service basis. 

Region ill Delaware reimburses on a regular fee-for-service basis. 

Region IV 

Region V 

District of Columbia reimburses most schools on a regular fee-for-service basis. 
- tfowever, 2 schools are reimbursed using a bundled per diem rate, which 

has never been reconciled. 
Maryland reimburses on a regular fee-for-senice basis. 
Pennsylvania reimburses on a regular fee-for-service basis. 
Virginia reimburses on a regular fee-for-service basis. 
West Virginia reimburses on a regular fee-for-service basis. 

Florida rcin;lburses on a regular fee-for-service basis. 
Georgia reimburses on a regular fee-for-service basis. 
Kemucky reimburses on a regular fee-for-service basis. 
North Carolina has a pending plan amendment to reimburse for services using 

'. a bundled rate. They are currently paying that rate to schools which have 
contracted with Public Consulting Group. The State proposes reconciling 
the rate annually. Other schools are being paid on a regular fee-for~ 
service basis. 

Sou1Ji-Carolina reimburses on a regular fee-for-service basis. 

fl/inois reimburses on a regular fee-for-sen-ice basis. 
Indiana reimburses on a regular fee-for-service basis. 
Michigan reimburses on a regular fee-for-service basis. 
Minnesota reimburses on a regular fee-for-service basis. 
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,, ,Ohio . .ieimburses on a cost-based fee-for-service basis. 
Wiscomin reimburses on a regular fee-for-service basis. 

Region VI A.rkaua ~urrently reimburses on a regular fee-for-service basis. However, the 
State has a plan amendment pending to pay using a bundled rate. The 
issue of reconciliation has not been resolved. 

Louisiana reimburses on a regular fee-for-service basis. 
New Mexico reimburses on a regular fee-for-service basis. 
Oklahoma reimburses on a regular fee-for-service basis. 
Texas reimburses on a regular fee-for-service basis. 

Region VII Iowa reimburses on a regular fee-for .. service basis. 
Nebraska reimburses on a regular fee-for-service basis. 
Kansas reimburses using a bundled rate. The State does not reconcile. 
Missouri reimburses on a regular fee-for-service basis. 

Region VIIl Colorado reimburses on a regular fee-for-service basis. 
South Dakota reimburses on a regular fee-for-service basis. 
Utah uses a daily bundled rate. The State does not reconcile. 

Region IX California reimburses on a regular fee-for-service basis. 
Nevada reimburses on a regular fee-for-service basis. The State has a plan 

amendment pending to bundle services. 

Region X Idaho (no reimbursement information available). 
Oregon (no reimbursement information available). 
Washington (no reimbursement information available). 

Total of States reimbursing fee-for-service: 30 
Total of States reimbursing using a bundled rate: 6 
Total of States using £ee-for service and bundling: 3 
Total of States which reconcile the bundled rate: 1 
Total of States reimbursing using a capitated rate: 0 

I. B. States That Do Not Enroll Schools as Providers of Services 

Alabama - Therapy services for special needs children are pro..,ided by Medicaid-enrolled 
therapists employed by the Department of Education. The therapists bill Medicaid directly on a 
fee-for-service basis and reassign the claims to the Department of Education. EPSDT services 
are provided in schools by Department of Health personnel. The Department of Health bills 
Medicaid for those services on a fee-for-service basis. 
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Alaska 
Arizona 
Hawaii 
Mississippi 
Montana 
North Dakota 
Tennessee 
Wyoming 

. •"'' 

II. States Which Claim Administrative Costs for School-Based Activities 

Region I 

Region II 

Region III 

Region IV 

Region V 

Region VI 

Massachusetts 
Rhode Island 
New Hampshire do not claim for administrative costs. Connecticut, Maine 

and Vermont do not claim for administrative costs at the administrative 
rate; some administrative costs are included in the bundled rate. 

New Jersey has made a claim which has been deferred and will be disallowed for 
· lack of documentation. 
New York has made a claim which has been deferred for lack of documentation. 

D~laware 

Pennsylvania 
West Virginia 
Maryland, Virginia and the District do not claim for ~ministrative costs. 

Florida 
Alabama, Georgia, Kentucky, Mississippi, North Carolina. South Carolina and 

Tennessee do not currently claim for administrative costs. 

lllinois 
Michigan 
Minnesota 
Indiana, Ohio and Wisconsin do not currently claim for 

administrative costs but are all in discussions with the RO to do so. 

Texas 
Arkansas, Louisiana, New Mexico and Oklahoma do not currently claim for 

administrative costs. (Oklahoma is working towards claiming). 
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Region VII Missouri 
Iowa, Kansas and Nebraska do not currently claim for adminislrati ve costs. 

Region VIII Colorado{althoogh it is preparing to do so), Montana, North Dakota, 
Soutb t>akota, Utah and Wyoming do not currently claim for 
administrative activities. 

Region IX 

RegionX 

Arizona 
California 
Hawaii and Nevada do not currently claim for administrative activities. 

Alaska 
Oregon 
WashlngtDn 
Idaho does not currently claim for administrative activities. 

Total number of States claiming for school-based related administrative activities: 18 

Ill. States Claiming Transportation Costs to and From the School for Children Who 
Receive an IEP Medical Service on that Day and Ride to School on the Regular 
Yellow School Bus 

Region I 
Region II 
Region Ill 
Region IV 
Region V 

Region VJ 
Region VII 
Region VIII 
Region IX 
Region X 

Maine and Massachuseus 
New Jersey and New York 
Maryland and Delaware 
Florida 
Ohio and Wisconsin claim as a service cost. lllinois, Michigun and Minnesota 

claim as an administrative cost 
New Mexico and Texas 
Missouri 
None. 
Nevada 
None. 

.-

Total Number of States Claiming regular school bus transportation as an administrative or service 
cost: 16 

Tr1Tl"ll Cl r:!C:: 
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1301 Pe1:1n,yh:-ani~ Avenue. N.W..• Suire 702 • ~asbington, D.C ... 20004 

(202) 393-2421 • (7..02) 3''-2400 {fax) · 

MEMO~DUM -101is199 h.ttp:ll1r-.cgc.s.org 

TO: Amy Drislcowski 
Hoµsc Commerce Commim:c 

FROM: JeffSimeriog . 
Council of the Great Ciry Scbools 

SUB: SdioulJB&.St:d Medicaid P~isioDs in Hi. 3070 & H.R. 1180 lmplia.tions 

1ne Council of the G.rc.ar CiC)" Schools, the coalition of the n.ulun·s brp ccnm.l 
. . city 9Chool dimirn. is very c.onccmcd with the impllc.ations of me school-based 

Medicaid provisions amchcd co H.R. 3070. The ;s m~mbc:r school cii.strias of the 
Council rcpn::s.c;nt approximately 30% of th~ nation's poor school children and 13% 
of~ n.arion' ~ d.iSablcd rlool children. 

Fcdcr.d rtaNtQ! ai.a.nda~ that public school dlsrricu provide hcalth-rclatcl services tg 

d~bled school chJ.ldtC'n in order to enrurt cheir e.r.Gl:ll to :in equal edu.atioiW 
opport1Jnity. These health services can be quite c05tly for some ~y impaired. 
children and ia any evc~c represent a ~gnifian.t 6pazicDl lnmlcn on the primJJY 
cduc.atiom.I mission. of rhc: public school dimicts. 

For the la.st dec:ade. rh~ has been ~~ express authorizarion for eligible Medicaid 
services to diia.bk.d child.n:n iclcnti&:d wider the Individuals with Disabilitic:i 
Education Aa ODEA). Yee scliool district pan~ipa~on in the Medicaid pragnm 
has been very limittd until recent years. In effect. school districts fl.ave bi:cn 
absorbing Medicaid eligible hetlth servius com. withm their owa Frrained local 
school bu.dgcu for rnaoy ye.an due to die coaiplc:itic:s of undcrWa:n this new 
frontier of hc:-..ltb scrvia:s accoui;i,ting. The faa. thu school-based Medicaid daims 
ha"' increased in rcctnr ya.t$ rdle&:tt ripiiflCilllt loal dfora t0 OYel'CClmA!: Medic.aid 
accc:51 barricn, rather man rcflecring any subsa.ncial gimmickry or :abuse. Even 
HCFA after consuicuioo over the past scvcw utontbs with Sta~ Medicaid directors 
~d cdw::a.tion n.:pracnatives appeus tO be .n:tcenchi~ from its_ May 21· 1e~cr that 
absolutely prohibi~d ccrclia scr-·io:s and methodologies. •t bas bc1.u~c dcu dqring 
chesc: conrularions. iD which the Council h2s participated. that misunderst:a.nding of 
school opcntioru by HCFA and vice vw;rq have c;oombuti:d to the pciteption of 
wide spn:ad problcm5. The Couo,cil doa Jlat sqg:st that ch.is tdarivdy new arena of 
Mcdic.Ud putidpation is prublc:tn-fn:e. but~ do not believe it to be problem~ 
pbgucd dthe:. · 

The school-bascJ prorisi.ons ataehtd to H.R. 3070 similarly reflect many of the 
miswidetmncfulp of the May 21'" HCFA 1emr. HCPA is taking six rnondu uf 
inquiry a.ad c:ousulmion before c:.omplctlng their xtion on just th.e •bwadl~· issu£. 
The Council bdi1."VtS rhat the Commerce Commiaee should not adopt ibe school­
b;;ued provi.siom of H.ll. 3070 withouc a similar i.D-dcpdi inquiry. s;nc.e apparcady . 
na he2J'iags on chis matter bzvt hem held. The discussion on th~ ~. ftom ou.r 
W1dctSUDding. have been m2i.nly with SCnaa: ·fimncc mff ud were .rrill in the 
process of revision. based on such input. 1"hl: Cowicil 6:an tlsa.t an a.m:mpt to fut 
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$Omt llmi~ probk!m could tcSUlc wlill1enti.omlly in ucarmg wide ~pnad ag:m 

prahlcal.s for schools~ school childn:n. · 

The CoL1llCi.I would pttf cr to work -.rith Lhc Commia:tc tt> ~d a fully informed 
mC2SWC that addressed bodi accc:i:i barriers and. problem .uas. 

A fr:w specific concerns with the provisions may undcrsc:orc the Cou11cif1 b.esiA:i:lon 
on such lau~: 

A HCFA-M.a.nd:m:d Uniform Ms:tbociolRgy Mav UmicAc:cg fur FJigjble School 
Childn:c 'CD Medic:a.id. Sc~ 
Many of the CoUDcil school d.im'im believe dtat HCPA has been pan of the 
problem. .mhcr rhan pan of the solution tu :KCCSS b;uriell for scbool-ba6ed Media.id 
.services. Hi!rory su~ rhat a HCFA-dcvclopcd un.i£orm methodology may be 
avedy l'C5nictive and c:xcc:ssivciy bnrclcmonic. Though cousula.tion with sate.~ and 
local S(;bools is t.0mmc11dablc. HCFA just bcgm consultarion with school 
represen~tive Im July after a dea~ of inaction on Lh.t IDEA d.iiabkd c:hild scrvic.:c:i1 
provision. There is. therefore. no substantial rcc.urJ to SUFt wt such couultarinn 
will be dfcaivie. Finally, the IWTI1W '90 clay timdr.une for methodology 
dcvclopmc:nc :,dmusr CDSUCCS a. less dun optimal and informed ouc.c.ome in Lhis 
complct azn. The Counca is also concerned m•t formal notice and comment 
rulemalci.ng is apparently w:Uvcd or delay by chis pro'Yision. 
Recommcncbtion: The Council n::comm~nds in the 21.te:madvc aafdng a ptovision 
rhar would requiR HCFA co is.Ne a. tcehn.iad ~israncc manual and conduct regional 
technic:.al a6.Sim.nc;c workshop.s for scucs. schools and applicable managed can: 
organiza tioris. 

The Ma~ C"&t; Prrrvi.~ion CouldAhrntate M;naad Care Rt.spomiQilitia and 
Sb.ift fumher R$?0nsibilides md Cpm t:o School Oimjro 
Th~ managed c:are provl$ion.s of section 408 cif H. R. 3070 apparmdy seek to avoid 
diapliaLion of xrvicts or billings. However, 1eccion 408(b) may unintentionally 
mieve managed care pmvidm of suvice ~ponsi"bilicics for disabled school dtildrco 
and place the full respoosibility for such services en the schools without any 
asswaoc~ uf access to Medicaid rc:imbu.ncmcna. lf dupliarion is the problem. t:b.an 
che ~need be no more complex than requiring State Medicaid ~ncit:s lo 
estllbli:.sh prne%dW'C5 co faciHcuc coordinar.ic>n and prcv~nt dupliatioo.. 

Ncr Un.specified ~.dur'C! •. Mt"tho!is and Sppd,uda f.mhli!lbed in ~@op 408 M 
Ll~lx to Ca.me CanfeBon.A.ddel Bur&m. Del!~ and Pogntial Afq;m 
l.imitatioN. 
• The n:quircmcm for eiiu:mi2alion" in the bundling prcvi.siuD sa:1ns inconsistent 

with. the c:onc.epr of bundling of groups of 1e1vi"5 and expenses. (Nolt: Though 
lei;s than a ha.ndful of the Grae Ciq Schools use a bundling mcthod.ologr at 
praent. the pr0$pccC of :a. moic df'icic:nt mcthoc:lologial opd.oa. Wu: buncillng ot 
capituion, rather than ·more clahor::1.~ encounter billing, is vuy atr.Qetivc co 
school orpnizatioN whose primaiy mjs.,icn in not health service&.' 
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• SchooJs find little Lo. rhc hc:alth savic.es system to be reasonable. particularly the 
costs Gd cbc low reimbursiemem rues. lherefo~ the imerjeaioD af u.spccifaed 
\Q\.I uf 1~u&MLL:UCM l"T HCPA ia uf wu..c.au. 

• No school offLC..i2li working in Mediaid scr.iiccs an unci.em:and how a 
proportionarr: aJ'locnioa of cDJti fur ·w.~rt:a.tion will work and not be 
accptiorully administrnivc burdensome and casdy. ~o.r cram.pie,. if• child whu 
would otherwise walk co the nciO:iborhood. school is so sevc:rcly d.Qblcd ro 
req~ curol.lmcut in a specialized school with spccimcd fadlitics in another 
neighborhood er across rown within the school district. how would the dittriet 
dctcnnin~ proportion.ale imp:i.ct: of the h=lth impairments aGCI chc iaccded 
servico on the com of uansportlng thi.ti ch.ild to this spttialj1£t:! fxilicy. Without 
rhc impairment. cao costs would be incurtcd. 

The Rcqnircmc]lt for Rcimbtll;'!ipt Oply Tppsporgtiqo 9l\ S2r&!:a1ly kuiPpcd 
Vroic.lq Mi5ungCll!d.s the Narurc orEli~ble School-ha,o;cd Hqlth Sfrvices and i;r 
Jncorui.nenr with omer Federal Sammrv and Civil Rights Law Prohib!dng die 
S~cp.Lion of Dwbled Children 
There is no ti:2SOD lo send many disabled cbildttn to rcuive he2lth sernca on a 
speciaDy equipped bus. A child with a ~J*ch impainncnt dearly dues not ncc:d a bus 
equipped for physic:aily disabled children. The costs of specialty equipped \!'Chides 
obviowly arc mon: apcnsivc JS 'Neil Moreover, fcdc:nl law prohibh:s nonessential 
segrcgi.tion of di.sabled c:.h.ildccn in cnviconm8Dta without non-dia':abled diildztn. 
TI1is proYi.5ion iS substanri:ally flawed, as lQI the original May 21 11 HCFA direaivc 
from which the provision has likely been drawn. 

Whits Suppguier rhe Concept of Full Rc:irnbUZ3Cmcnt w Sc.book &om the; Sa.ti:. 
1.hcrc MM fie a PQICnri;il for Cjam ieg rbe Pmvi11jsm by the::;~ 
Undtr ~tion 108(c) of H.R. 3070 a St1te may prospective estab&b a dedicated line 
item for such C%pClld.itutes purely lo caprurt dit Medicaid ccitobursanena. This 
s«.ond option .should only be ~le for Sran:s which have IUCh a dcdia.ttd line 
itcn ill cum:or Jaw a.~ af the beginning of this fedml fiscal ycu. 

In the shore: period available for review, these arc the most iramedi~~ mu of 
cone.cm. (Nott chat there is no :ugwuent 1Cfill'ding c.ontingcncy and noncompetitive 
fees foe vu1.dors, .il.chough chis might OYCltt:ach and inhibU: conaaas with mer~ly 
'"paper billing· agents as opposed ro soJdy largi= sale co~ring opcatium.) 

Thi: .rnuhiplc nu.ances of dus c:ompb inrer.action bctwcien h~lth 6YStems and schC\ol 
~ J.esc:rved more nudy and wgelcd language. The Co1&ncil hopes rhat thei 
Committee c;:an bold off ukmg this action at thi~ lab: datz. A poliq of paying for 
:&ddicio.oal SctVia:s for disabled near-poor adults by limiting access to services for 
din.bled cbildrcu wl schools is qutStiomblf ll bar. The Council is happy lO ~ of 
..,haa:Ycr ~uWM:e is :zpprnpt"Utc. 
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~merican Associ01ion of Sdwo/ Atiminirtralo1I 
' 

Dare~ 

We se HtJewdy concencd tUi th!! Rules CammiCl!e may--~)'-Cl preeipitDuly CMll' • 

piece af'Iqislltian, JU. 3070 (specifically Seaicm 401). which wauld have ascvae and 
pro~amd!y ~ impacz aa 10121 _schggl dimim leniDg poor Gld. disabled cldldrc:a. 

lbia bill, schcdulcd tor ~ules action tad2;', would, despite its ritlc, lliDit" Jdlool dillriet's 
ieeovay·orMedicaMkdarcd 1cnioeS, farpoor/clilabJed children, tmd.eriheasiumpticm diar 
there is .-tc!Qipreid "~d and Abuse" in lhis reco\lery process. We firmly belien Chis is 1n 
~com ~gn ~ mg~ a !DOre CCJmpreJlmsive. open,. publie cilsc:us&ton beft)re ay 
act:iau is 1akcr1cmSec.408 ofH.R. 3070. 

I 

We, u ~ prof'cssianaJ as$ocbtian of 14.000 local sehoo1 supermtade411 and. cekool 
ll!Seeutiv~ ~never co:DSWied about tb;s 38Cticm o!H.R.. 3070, md we 1\n1hlr' 1llllkrsrand 
tbal ao group :n:pme.uting local ~e.tiroa had bem consul-1 or asked to partleipm bl any 
hearing OJl this matter, fn fact, ta our knowledge. ?be bill WU DOt ma subj em of~gs, buf 
..,. imradu* aod immediately mazk~ and reported ua the .tbll House lut week. 

We Ilk llllt Section 408 lie remaved and relan:d back fOr mare tlaaraugh cam:ideradon, 
'bec:ulse ii: woldd haYC dlrccr and c:iura:aaly ucgaii" impact DD die tDIDDrr aml RS:OftlY of 

. eo1t1 in a number of areas. Ofparriculv conccm is hilw HMo·s, It appeus, would he 
allowed to .stop assisriag disabl= S1WiBDts. Became Che Supreme Colin bu acted. ia thil ma, 
we ve temiy aware th3I new mecliral com aR aJremcty beina shifted 10 schools. Otb8r illu8I 
af CDa&:an deal wi!h trampomtion. bandfulg of claims, and cxcessiYe 1J110upE1tD1t11e.level ··- . 
Thank you for youi considBarion o( our views on thiJ bigbly conwverslal pmpcsal. 

Siiu;crdy. 

BruocHUlda' 
Dirfdar o£Mlic Af&.irs! 

1801 Nar1h MooreSlr!ll • Arlingtan, Virginia 22209-1813 • 703.529.0700 •Fu 703.841.1543• http://www.aaaorg 

1tJTR,.. P.02 

OCT-18-1999 1?:30 2024010220 

91/S0'd Sl8V S6[ c0c 
3WO HJNl:ICl3 03 

P.02 

60:£1 6661-0c-1JO 



I 
~ 
CONSORTIUM 

CITizENS. --'-'--
I 01 SABILITIES 

the Bononhle 1. Dmais Hdct ·· 
Spmk.er 
U.S. Hause af'Alipteaenlazives 
Waslrington. DC 20SlS 

Dear SpeU.er Hatan:· 

The UDdd'liped member orpninUOOJ af 1be CO?l!I01'dlln1 !or Gtiun.c with 
Disabllrues ! ask Farr.es on Social Sa;urlty md Emplaymtnl and Tl't1.iiUng are 
p~ to see wo~ ~ legislation an the verge of passage 011 tile HmlS8 &or. 

'We apprec:iztc Ill atihe ~Jc that?°"' .od the Membets of ?he Ways Ind Mtsaa and 
Commc:n:e Omamiders nave JJQt iAto resolving aumcrws is.mes tb:1il ha-.. ui&en in 
ae leglslmon.. =· as the legislariOZl ii addrened by the .Rules Commiftee IDd 
prepared f'or & tioar we beUeve tlm it is impemive that seYer&l issues be 
taolved. Specili , we urg~ yoa to ensun: · · 

I 

• &duioa or dlc'.Medicaid prcmi\QJIS as marXed-ap by tbe Comia.ene 
CGlllJllittet. putiaduty indasio• ofhadfngfortbc demoastntioa ad 
state put programs as mudaro17 fuading, n.ther than dilaetiOD111Y 

. fuadiDt- The disa-etiomiy filading approicll f.or Medicaid pro~ ia 
u~le bccmse it will make the pra'Jisicns Wd&c6ve. : 

• mdaioa .rpay-Cors for the endn.biD mat arc acceptable ta peaple witk 
dlsabilitics. Currmdy, The zaomays' ft"5 provision. 811d the currenzi drzt oftbc 
McdiQfdfedacarion sernces provwons are UDac;ceptabhr beou.&se they will bum 
people wilh disabDitie.s. 

All parties to Olis dfort-tlae l'residtnt. die House of .Reprcsenbti.,is, md Ole 
Senate - mut earae together tD eaact legillatioa cur f allilb dae prdlia .t tile 
Work Jacendns ID'lprne111cnt Ad ud do• aot tuarm those people 1ritb 
clilo_.idct who111 dac 'bJD JI daiped u. ~ Wt can only support a Saal b11l 
t!IM resolves me abG'le issues. 

We pledge to cominuelt.O work with. y0ll 1D resolve these mportut iuues so that 
people with ~abilitie1 fll ba~ barrien to 9todc removed. We hope to~ able t0 
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SincueLy, . 

~J::r 
a:: Cha.iana.a.David Drm 

Chainlwi Bill ARbet­
OWrmaa Tom BJiJey 

On behalf of: . . 

AlDS· Aai.o.a · -

UCPA 

.. L·-. 
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1 (c) EFFECTIVE DATE.-The amendments made by 

2 this section shall apply in the case of any attorney v ... ·ith 

3 respect to whom a fee for services is required to be cer-

4 tified for payment from a claimant's pas-c-due benefits 

5 pursuant to subsection (a) ( 4) (A) or (b) ( 4) (A) of section 

6 206 of the Social Security Act after-

7 (I) December 31. 1999. or 

8 (2) the last day of the firs:: mom:h beginning 

9 after the month in which this Act :s enc.Ged. 

10 SEC. 407. PREVENTION OF FRAUD AND .-IBUSE ASSOCIATED 

11 WITH CERTAIN PAYMENTS UNDER THE MED-

12 ICAID PROGRAM. 

13 (a) REQUIREMENTS FOR P.;._··~'ME'.'\TS.-Section 

14 1903(i) of r..he Social Security Act (42 U.S.C. 1396b(i)) 

15 (as amended by section 201 (a) (3) (3)) is amended 

16 further-

17 ( 1) in paragraph (20), by srr:::r.ing :he period at 

18 the end and inserting ": or": and 

19 (2) by inserting immediarel·: after pc.:agraph 

20 (20) the following: 

21 · · (21) with respect to any ar:-::J• .. .mi:: expended for 

22 

23 

an item or service provided und2::- the plan, or for 

any administrative expense incurr:;j to carry out the 

24 plan. which is provided or incurre::i by. or on behalf 

-"'·. :.-:s~~~ "";.-::'.'~'1 ::-'.;_'J·, ,~ ~K~'c:: cfr local eaucaiional agency or school dis-

Or;:tober 16. 1999 (10:05 PM) 
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1 trict. unless payment for the item. service. or admin-

.~ i:.;U C.:.lli'.:C~ expense is made in Ji..~cordance w1th a meth-

3 odology approved in advance by the Secretary under 

4 which-

5 · · (A) in the case of payment for-

6 · · (i) a group of individual items. serv-

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

ices. and adminiso::rati\1e e:-;penses. the 

mELhodo!ogy-

··(I) pro\'ijes l:)f an itemization 

;::o the S::cre"L2:ry thaL. ass 1..:i-es acc01..:n!:-

cbility cf ti::- cos: of ~he grouped 

i::ems. s-:::-vices. and admi::1istrative ex-

:;enses a;-id i;ic!ucies pc.vment ral.es - . 

and th:: :i1ethJdologies i..;::derlying the 

esL:ablish:Tlen~ cf such rates: 

··(II) has an actuarially sound 

tiasis fc~ determining L:he payment 

ra"Les an::! the rnerhodologies: and 

'' (I_T. T) · ... _ reconci.!.es payments ror 

:he groi...qed i"Lerns. services, and ad-

ministr2:ive exoenses wil.h items and 

services :Jrnvicied and administracive 

expenses incurred under :his title; or 

.. (ii) an individual i~em, service, or ad-

ministrai:ive expense. the amount of pay-

Oc!ober 18, 1999 (10:05 PM) 
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ment for the item. serv1ce. or administra-

tive expense does not exceed the amount 

that would be paid for the ir.em. service. or 

administrative expense if the item. service. 

or administrative expense were incurred by 

an entity other than a State cir local edu-

cational agency or school dis:rict. unless 

the State can dernonstra.L:e to :he satisfac-

L.ion of the Secretary a higher am~n .. mt for 

such item. service. or ad:T:!:!iSlfci':::ive ex-

pense: and 

·· (B) in the case of a Lrc.:1spor·::3Liun service 

for an individual under age 21 who is eligible 

for medical assisi:ance under :his -::'.:le (·,"·hei:her 

or not the child has an indiv:j1..12!!=2d ed'...lcation 

program esrnblished pursuan:: rn p:=.rt B of the 

Individuals with Disabilities Educ2:ian Act)-

.. (i) a medical need for L:~ansportation 

is noted in such an individ~alized edu-

cation program (if any) for- :h~ individual. 

including such an individual residing in a 

geographic area within \i.1hich sch:Jol bus 

transportati:::m is mherwise nm. provided: 

··(ii) in the case of a child with special 

medical needs, the vehicle use::! to furnish 

S:WO HJNl:ICIS: 03 11:[1 6661-02-1)0 
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such transporta-::ion service is specially 

equipped or stafi::d to accommodate indi­

viduals with special medical needs: and 

··(iii) paymern: for such service only­

.' (I) is made with respect to costs 

directly attributable to the costs asso-

ciated ·"-'ith :ransporting such individ-

uals whose medical needs require 

transpo!'I: in 5l2Ch a vehicle: and 

··(II) refleccs the proportion of 

:.rctnspeir-::ation cost:s. equal to the pro-

?on:ion of Ihe school day spent by 

such ir1dividt.:als in accivities relating 

:o th~ receivt of covered services 

under r.his ti:le or such mher propor­

~ion based on an allocation method 

t:hat the Secretary finds reasonable in 

'.ight of the benefit to the program 

Lnder :.his title and consistent with 

:he cos: principles contained in OMB 

Circular A-87: or 

· · (22) \Virh respec:. to any amount expended for 

an i'Lem or service under the plan or for any admin-

istrat:ive expense to carry out the plan provided by 

or on behalf of a Sta:e or local agency (inclucHng'..-J .. ..-.. .:-;= .... :'(~~~:·:--;·'·'"'''~~:/:.~:': 

SWO HJNl::l~S 03 ll:[l 666l-0c-1JD 
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State or local educational agency or school district) 

that enters into a contract or other arrangement 

with a person or entity for. or in connection with. 

the collection or submission of claims for such ex-

penditures. unless. nm:v,··iths~anding section 

1902 (a) (32). the agency-

"(A) uses a competitive biddi:1g process or 

othen:vise rn contract wi"Lh such person or entity 

at a reasonable rate cornmensl.!r2:e with the 

services performed by "Lhe perscm c: entity; and 

· · (B) requires that any f =es ('.::eluding any 

administrative fees) to '.Je paid to :he person or 

entity for the collection or submission of such 

claiITis are identified as a non-con:i:!gent. speci­

fied dollar amount in ;::he co!J:ract. ": and 

(3) in Ihe third s~ntence. by s::ri!-'-Ir;g · · ( 17). and 

(18)" and inserting .. (17). (18). (19). ar.:i (21) ... 

18 

19 

(b) PROVISION OF ITEMS AND SERVICES THROUGH 

MEDICAID MANAGED CARE 0RG.A.NIZATIONS.-

20 

21 == """""""' ..... 22 -
==== 

?.., _,:, 
= 
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= 
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= ==== -~ 
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(l) CONTRACTUAL REQUIREME:·.JT.-Section 

1903(rn)(2)(A) of the Social Securi~y Ac: (42 U.S.C. 

l 396b (m) (2) (A)) is amended by redesigr:ating clause 

(xi) (2s added by section 4701 (c) (3) of ~he Balanced 

Budget Act of 1997) as clause (xiii). by striking 

8WO HJNtl~8 03 11:£:1 6561-0c-1JO 
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I ··and·· at the end of clause (xi). and by inserting 

2 after clause (xi) the following: 

3 "(xii) such contract provides that with respect 

4 to payment for, and coverage of. such services, the 

5 contract requires coordination ber.ween the State or 

6 local educational agency or school district and the 

7 medicaid managed care organiza~jon to prevent du-

8 'Jlka·.:Jon of services and duplica:ion of payments 

9 under this Iitl~ for such services.·· 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

October 1 B. Hl99 (10;05 PM) 
i;:-.\\ll;\1('11ACIQ11n1AQQ rir.:a 

91/£1'd Sl8V S6£ c0c 

(2) PROHJBITION ON DLJPLIC..;TIVE PAY-

MENTS.-

(A) I!'\J GENER..A.L.-Sec::ion 1903 (i) of the 

Social Security Ac~ (42 U.S.C 1396b(i)). as 

amended by subs~ction (a). is amended-

(i) in p2ragraph (22). by Slriking the 

period and inserting '·: or·': and 

(ii) by adding at the end the fol-

.. (23) wi1:h :-especr: rn any amount ex-

pended under the ?Ian for c:! item. service. or 

adminisirarive expense for which payment js. or 

may be m:::ide dire::ly rn a person or ern::i::y (in· 

eluding a State o~ local educational agency or 

school district) under the Sta~e plan if payment 

awo HJN1:::t~a a::i 11:£1 6661-0c-1JO 
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was included in the determinatio:: of a prepaid 

capitation or other risk-based ra:;:: of payment 

to an entity under a com:ract pu:-suant to sec-

ti on 1903 (m). '·. 

(B) CONFORM ING .L-.MENDMENT.-The 

6 third sentence of section 1903 (i) of such Act 

7 (42 U S.C. 1396b(i)). as amended :y subsection 

8 (a) (3). is amended by stri~ing · · c.:1j (21) '· and 

9 inserting .. (21). and (23)' ·. 

10 (c) ALLO\\l.A.BLE 5Hfl.RE OF FFP VhTt-: RESPECT TO 

11 PAYMENT FOR SERVICES FURNJSHED IN S:HOOL SET-

12 TING.-Section 1903 (w) (6) of rile S'Jcieii Se.::·..::-ity Act (42 

13 U.S.C. l 396b(w) (6)) is amended-

14 

15 

16 

17 

18 

19 

20 

21 
..,.., 

, ... _ _, 

24 

?-_;:, 

(l) in subparagraph (A), oy inser:i!lg "subject 

to subparagraph (C) ." after ''subsecrio;-:_··: and 

(2) by adding at "Che end :he follm·:::-:g: 

.. (C) In the case of any Federal f!nanc:2l panicipa-

l.ion amount determined under subsection (a) ·v:ith respect 

rn any expenditure for an !-c.em or servi:e un:er l.he plan. 

or for any administratiVe expense rn carry O=JL: the plan. 

:::har is furnished by a Sta:e or local educa::~Jnal agency 

or school district. the Stale shall provide i:.ha"C: :here is paid 

ro the agency or district a percent of such c:.mount that 

is nm. less than the percen:age of such expen:lirure or ex-

pense that is paid by such agency or district.··. 

October 18, 1999 (10:05 PM) 
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l (d) UNIFORM METHODOLOGY FOR SCHOOL-BASED 

2 ADMINISTRATIVE CLAIMS.-Not la"Ler than 90 days after 

3 the date of enactment of this Act. the Adrninjstrator of 

4 the Health Care Financing Administration. in consulta-

5 tion with State medicaid and Seate educational agencies 

6 and local school systems. shall develop and implement a 

7 uniform methodology for claims for payment of adminis-

8 trative expenses furnished under title XIX of the Social 

9 Security Act by State or local educc.::ional agencies or 

10 school districts. Such me-chodo!ogy shall be based on 

11 standards related LO time s::.~dies and p:qula:::ion es~imates 

12 and a national s-:::andard for determining j)aymenI f;x such 

13 administrative exDenses. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

(e) EFFECTIVE DATE.-

(1) IN GENERAL-The amendmen"Cs made by 

this section (mher "Lhan by subsection (b)) shall 

apply to items and services provided on and after 

the date of enactmem: of this Acc. wi-chout regard to 

whether implementing regularions are in effec~. 

(2) MA.NAGED CAl<E A!,'iENDlv1ENTS.-The 

amendments made by subsection (b) shall a?ply to 

contracts en:ered into or renewed on or af:er the 

date of the enaCLmenr of this Act. 

(3) REGULATIONS.-The Secretary of Health 

and Human Services shall promulgate such final 

October 18. 1999 (10:05 PM) 
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regulations as are necessary to carry out the amend-

ments made by chis s::cticm not later than 1 year 

after the date of the enactment of this Act. 

SEC. 408. EXTENSION OF AUTHORITY OF STATE MEDICAID 

FRAUD CONTROL UNITS. 

(a) EXTENSION OF .il.:JTHORITY To INVESTIGATE 

AND PROSECUTE FRAUD E·J OTHER FEDERl\L HEAL TH 

CARE PROGRAMS.-Section 1903 (q) (3) of the Social Secu­

rity An (42 U.S.C. 1396b(~; (3)) is amended-

( 1) by lnsening '' (A) · · after ··in conneetion 

vvith'': and 

(2) by striking ··::::e. ·· and inserting "title: and 

(B) upon the approva: of" :;1e Inspecrnr General of 

the relevant Federal ag::ncy. any aspect of the provi-

sion of health care s=:-,.-ic;;s and activiL.ies of pro-

viders of such servic=; under any Federal health 

care program (as defm~d in section l l 28B (f) (1)), if 

the suspected fraud or vio~ation of Jaw in such case 

or invesiigatioil is prirr.2.::-ily related to the State plan 

under Ihis ti Ile.". 

(b) RECOUPMENT OF F~...:NDS.-Seccion 1903 (q) (5) of 

such Act (42 U.S.C. 1396b(~) (5)) is amended-

( 1) by inserting ··Jr under any Federal health 

care program (as so defined)" after "plan": and 

October 18, 1999 (10:05 PM) 
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