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Dear Mrs. Clinton: 
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On February 15, 2000, the Health Care Finance Administration, U.S. Department of Health and.· 
Human Services, issued a draft Medicaid School-based Administrative claiming (MAC) 
Guideline. The draft guide is written in a manner that would significantly reduce Federal support 
for school-based health services. For the Chicago Public Schools (CPS) alone, participation in 
the Medicaid program could be reduced by as much as $20 to $30 million. 

In recogriition of the devastatillg effect the guide would have on schoot.:.based health care, 
Congress issued a nonbinding amendment to the Budget Resolution advising HCF A to 
substantially revise or abandon the current draft MAC guide. I strongly support Congress' action 
and urge you to use your influence to reinforce this message. 

The HCFA draft guide recognizes .. that the school setting offers unique advantages and 
opportunities to reach children and families and to infonn and encourage them to enroll in the 
Medicaid program as well as to provide assistance to students in accessing medical services.". 
Yet, the financial loss to school districts would have an obvious negative impact on their ability 
to maintain the current level of student health services and play a key role. in identifying anci 
enrolling Medicaid/SCRIP eligible children. 

For example, CPS has voluntarily expanded Illinois' mandate for visi~~ screening to all childre~ 
at risk of academic failure, and is providing free vision exams and eyeglasses for under- and non­
insured youth. We initiated this program upon finding that nearly 35% of our youth that failed to 
meet high school promotion criteria and enrolled in academic preparatory centers did not pass a 
vision screening. Citywide, the vision screening failure rate is about 20%. In addition, to 

. address the fact that the City of Chicago. has the highest national astluna mortality rate for 
children and youth, we initiated an asthma management program through our nurses, with 
linkages to_ community health.agencies. Based on our reading of the draft guide, neither CPS' 
vision nor asthma program would be eligible for inclusion iri the Medicaid program. School 
districts across the ·country each have their own examples of affected health services. 
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HCFA's draft guide would seriously reduce Federal financial support of health care for children. 
If. as recommended by Congress, HF A revises its guide to "encourage the appropriate use of 
Medicaid school-based services without undue administrative burdens," school districts will be 
able to continue and e:it>pand our mission to provide health services to children who otherwise 
might well go without For maximum effectiveness, we believe it is necessary for HCF A to 
collaborate with school district representatives as it engages in this task. 

Obviously, children who are ill or who cannot see or breathe easily have ciitiicuity It:ii.-r.ing. The .· 
Federal government's continued and increased financial support of school-based health services 
plays a critical role in our efforts to improve educational performance. Fair and responsible 
guidance on school-based Medicaid administrative claiming will ensure the continued viability 
of health services for children. · 

··~r~/ 
(/7V~ 

Paul Vallas 
Chief Executive Officer 



To: David Rowe 

From: Julie Radocchia, Dana Herskovic 

Re: April 5 Senate Finance Committee Hearing, Medicaid and Schools 

Testimony is included in rulL the frlllowing is a information gathered from the question and 

answer period. 

Panel 1 (Kathryn Allen, Robert Hast, Tim Westmoreland): 

Hast mentioned that the 'bundling' (combining services to report as one fee) or runds. and use of 

federal money for transportation and administrative costs will be recommended to the US 

Attorney's office, because there is clear evidence that funds have been intentionally 

misappropriated. In September of I 998. an estimated $30 million dollars of claims were 

questioned by HCFA. 

Allen recommended remedies for such problems, especially in dealing with outside consulting 

firms. Her four options an: eliminate consultants. develop fixed fees for 1x1rticular services. 

tighten criteria, and put a cap on amount or money given to consulting. 

Westmoreland stated that HCF A has taken back $50 mill ion from Michigan 111 inappropriately 

provided funds. and regional oltices throughout the states have begun to question how the money 

appropriated is being used and arc rollowing the national example set in Michigan. 

HCF A is soon releasing (it is in a drart right now) a set or guidelines for school districts. to 

outline what they can and can't do. It was mentioned that this guide ,,,ill help provide 

consistency between regions. as well as cut back on violations. 



, 

Panel 2 (Lynn Davenport, Susan Sclafani, .Jacquelin Golden): 

Davenport confirmed that his consulting lir111 would pay back the money in the case that it was 

used inappropriately (this is a clause in their contracts). 

Sclafani emphasized the need for HCFA to work with the local and regional districts, as well as 

give clear guidelines, stating that they arc the lirst guidance given to s1.:hool distrids to insure 

that their programs are in compliance with the rules. 

It was also asked what Congress 1.:an do to separate the good from the had, and not limit the good 

qualities of the program. There is a need !"or heightened communi1.:ation in order to obtain a 

better understanding of the needs of people and school districts. Also, there is a need for l-ICF A 

to work closely with districts and agencies in order to delineate guidelines and regulations. 

Lastly, the need to examine the specifics ("'the devil is in the details") was strongly expressed. 
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GAO FINDS QUESTIONABLE PRACTICES BY CONSULT ANTS 
RIP OFF POOR AND DISABLED STUDENTS 

Roth: "This Must End Today" 

WASHINGTON -- At a hearing before the Senate. Finance Committee today, 
the General Accounting Office, Congress's watch dog agency, unveiled results of a 
year long investigation which found that millions of dollars meant for services for 
poor and disabled children have been siphoned off by consultants and state 
governments. The report was initiated last year at the request of Senate Finance 
Committee Chairman William V. Roth, Jr. (R-DE) and Ranking Democratic 
Member Daniel Patrick Moyrlihan (D-NY). Chairman Roth opened the hearing 
with the following statement: 

"Nearly 10 months ago, this Committee held its first hearing on the 
complicated relationship between Medicaid and the schools. The foundation of that 
relationship is very straightforward - and unchallenged. Let me say clearly -
Medicaid is responsible for reimbursing schools for the costs of providing health 
care services in the schools to Medicaid eligible children. This responsibility is 
entirely appropriate and will be preserved. 

"However, at last year's hearing, a number of witnesses told us that the 
relationship between Medicaid and the schools is being exploited. Two basic points 
that we heard over and over again disturbed me greatly. 

"First, we heard that systems were in place that provided no real assurances 
that vulnerable children in need of health care services were actually receiving 
those services. Second, we were told that the Health Care Financing 
Administration's oversight of billing practices permitted Medicaid funds to be spent 
inappropriately. 



"Both of these findings were simply unacceptable to me. As Chairman of this 
committee, I take our oversight responsibilities very seriously. Accordingly, with 
Senator Moynihan, who has been working with me to address this problem every 
step of the way, I asked the General Accounting Office to broaden the scope of its 
investigation and provide us with recommendations to ensure that Medicaid 
programs in schools are run fairly and responsibly. I look forward to hearing GAO's 
testimony. 

"I also look forward to hearing from the Health Care Financing 
Administration specifically what will be done to stop the questionable practices 
identified by the GAO. Because frankly, I am frustrated. 

"I am frustrated because our basic goals are simple. We want to make sure 
that Medicaid eligible kids receive the services they are entitled to and we are paying 
for. And we want to make sure that Medicaid spending is appropriate. These basic 
goals have not been met. 

"It is particularly important that we take GAO's findings seriously because of a 
parallel easily drawn between the patterns we are seeing today in school-based 
spending and one of the darkest pages in the Medicaid program's history - the 
disproportionate share hospital spending scandals of the 1980s. 

"As we learned then, no one benefits when Medicaid dollars are used 
irresponsibly. In this case, the stakes are high - children with complicated 
educational needs depend on the health care services Medicaid provides. We owe it 
to these children, and to the taxpayers, to make sure that we run programs that are 
solid, defensible, and sustainable in the long run. 

"Before we hear from our witnesses, I'd like to thank Senator Moynihan and 
his staff for their close cooperation over the past year as we have investigated this 
situation." 

### 
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. Mr .. Chairman and Members of the Committee: 

We are pleased to be here today as you address the issue of Medicaid expenditures for 
school-based health services and administrative costs. Because Medicaid is a federal­
state partnership, the federal government is responsible for paying a share of costs 
incurred by the st.ates to serve Medicaid's 41 million low-income beneficiaries, including 
13 million school-aged children. Medicaid helps finance certain health services that 
eligible children, including those with disabilities, receive in schools, such as diagnostic 
screening and physical therapy. Medicaid is also authorized to reimburse schools' costs 
for performing certain administrative activities, such as conducting outreach to help 
enroll children in Medicaid and providing referrals to qualified providers. 

In June 1999, we testified before yol.ir Committee about multimillion-dollar increases in 
Medicaid reimbursements for administrative activities in 10 stat.es and the need for more 
federal and st.ate oversight of these growing expenditures.1 At that time, we found that 
weak and inconsistent control over the review and approval of claims for school-based 
administrative activities created an environment in which inappropriate claims could 
result in excessive Medicaid reimbursements. You subsequently asked us to expand our 
analysis of Medicaid reimbursement of school-based administrative activities and to 
examine states' use of "bundled" rates for school-based health services.1 Our remarks 
are based on our report being issued today and will focus on (1) the magnitude of states' 
claims for school-based health services and administrative activities, (2) the 
appropriateness of the methods used to determine how much Medicaid pays for these 
services, (3) the extent to which school districts directly benefit from federal Medicaid 
reimbursements, and ( 4) the adequacy of the Health Care Financing Administration's 

· (HCFA) oversight of school-based claims.8 

Our findings are based on a survey of all 50 states and the District of Columbia; work in 7 
states that HCFA identified as paying for health services using a bundled, rather than a 
fee-for-service, approach; and work in 17 s'tate$ we identified as submitting claims for 
administrative activities. We also conducted investigative work in two stat.es where we 
identified abusive or potentially fraudulent practices associated with claims for 
administrative activities or fee-for-service health payments. 

In summazy, despite growing expenditures for school-based Medicaid services and 
activities, the potential benefits to schools and the children they serve are being 
compromised by poor HCFA guidance and oversight and by improper payments that 

1See Medicaid: Questionable Practices Boost Federal Payments for School-Ba:ted Services (GAO/l'-HEHS-
99-148, June 17, 1999). 

1Bundled rates are single payments for a package of various seivices that eligible special education 
children may need over a specified period of time; a fixed amount is paid per child on the basis of the 
seivices the child is expected to require,· not on the basis of the services the child actually receives. 

'See Medicaid in Schools: Improper Paymenta Demand Irnproyementa in HCFA Oyemi&Jlt 
(GAO/HEHSIOSl-00-69, Apr. 5, 2000). 
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di'~ert public funding from its intended purpose. In total, 47 states and the District of 
Columbia have reported $2.3 billion in Medicaid expenditures for school-based activities 
for the latest year for which they have data. Although this spending level reflects a small 
share of total Medicaid expenditures, more schools are expressing interest in availing 
themselves of Medicaid as a source of funds, especially to reimburse administrative 
activities, which creates the potential for continuing expenditure growth. 

Payment for covered services for Medicaid-eligible children is not at issue. But methods 
used by some school districts and states to claim Medicaid reimbursement for school­
based services lack sufficient controls to ensure that these are legitimate claims. For 
example: 

• Bundled payment methods that seven states use to pay for health services have failed 
in some cases to take into account variations in service needs among children and 
have often lacked assurances that services paid for were provided. HCFA last year 
banned the use of bundled rates because of concerns about their development and 
use. However, we believe that it would be better for HCFA to work with states and 
schools to build in these missing assurances rather than to ban the use of bundled 
rates altogether. 

• Poor guidance and oversight have resulted in improper payments in at least 2 of the 
17 states that allowed schools to submit claims for administrative activities costs. 
Our work in Michigan alone identified $28 million in federal reimbursement for 
improper payments for administrative activity claims over 2 recent years. The lack of 
effective controls in other states could allow comparable improprieties to occur 
elsewhere. 

Despite the significant level of Medicaid payments for school-based services in some 
states, school districts may receive little in direct reimbursements because of certain 
funding 81T8.I\gements among schools, st.ates, and private finns contracting with them. 
Seven states ret.ain from 60 to 85 percent of federal reimbursement for Medicaid school­
based claims. In addition, some school districts may pay private finns up to 26 percent 
of their federal Medicaid reimbursement These finns often help schools develop 
claiming methodologies, train school personnel to apply these methods, and submit the 
claims for reimbursement As a result of these arrangements, schools may end up with 
as little as $7.60 for every $100 claimed. These funding arrangements can create reduced 
iricentives for appropriate program oversight and an environment for opportunism that 
drains funds away from their intended purposes. 

HCFA has historically provided little or inconsistent direction and oversight of Medicaid 
reimbursements for school-based claims, which has contributed to the problems we have 
identified. For example, some HCFA regional offices allowed payments to be made 
without approving the methods proposed by some states to claim reimbursement for 
administrative activities. HCFA has recently focused more attention on these ~ues by 
reviewing the claims for school-based administrative activities by at least one regional 
office and developing a draft school-based administrative claiming guide. However, 
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states are still awaiting further guidance on bundled rates and allowable transportation 
costs for children with special needs. 

We are making recommendations to the Administrator of HCFA aimed at improving the 
development and consistent use of clear policies and appropriate oversight for school­
based Medicaid services. HCFA generally has agreed with our findings and is already 
talcing steps to respond to these recommendations. We are also making referrals to the 
U.S. Attorney's Offices for those instances in which we have uncovered evidence of 
inappropriate and potentially fraudulent claims. 

BACKGROUND 

Medicaid is a joint federal-state program that in fiscal year 1998 spent about $177 billion 
to finance health coverage for 41 million low-income individuals, 13 million of whom 
were school-aged children. States operate their programs within broad federal 
requirements and can elect to cover a range of optional populations and benefits. 
Medicaid costs shared by the federal government and the states fall under one of two 
categories: medical assistance (or "health services") and administrative activities. Each 
state program's federal and state funding shares of health services payments are 
detennined through a statutory matching formula. Under this formula, the federal share 
ranges from 50 to 83 percent, depending on a state's per capita income in relationship to 
the national average. The federal share of costs for administrative activities varies by the 
type of costs incurred, but most administrative costs are shared equally between the 
federal government and the individual state.4 Over 95 p~cent of Medicaid's $177 billion 
in total expenditures in fiscal year 1998 was spent on health services. 

Schools can help identify, enroll; and provide Medicaid services to eligible low-income 
children, and states are authorized to use their Medicaid programs to help pay for certain 
h care services delivered to these children in schools. In addition, Medicaid is 

thorized to cover health services provided to Medicaid~ligible children under the 
dividuals With Disabilities Education Act (IDEA). In particular, IDEA obligates 

schools to identify and provide the "related services" that are required to help a child 
with a disability benefit from special education, including transportation, speech therapy, 
and physical and occupational therapy. Because some services required to address the 
specific needs of a child with a di.Sability are health-related, Medicaid is an attractive 
option for funding health-related IDEA services for Medicaid-eligible children. 

Commonly provided school-based health services that qualify for Medicaid 
reimbursement include physical, occupational, and speech therapy as well as diagnostic, 
preventive, and rehabilitative services. Schools that submit claims to their state 
Medicaid agency for reimbursement for health services must meet Medicaid provider 
qualifications established by the state and must have a provider agreement with the state 
Medicaid agency. Payment rates are established by the state Medicaid agency and 

4Certain administrative expenditures are eligible for higher federal matching funds. For example, federal 
matching funds pay 90 percent of costs for the development of automated information sySt;ems and 76 
percent of costs for some administrative activities performed by skilled professional medical personnel. 
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described in a state plan that is approved by HCFA. Although states have broad 
discretion in establishing payment rates, they must be reasonable and sufficient to 
ensure the provision of quality services and access to care. 

Until recently, states have been allowed to develop methods to create bundled payments 
for a specified group of services, which in most instances means a fixed payment for all 
services a child receives during a set period of time, such as a day or month. However, in 
a May 21, 1999, letter to state Medicaid directors, HCFA prohibited states' use of this 
approach, having concluded that bundled rate methodologies do not produce sufficient 
documentation of accurate and reasonable payments. HCFA informed states that it 
would not be considering further proposals by states to use a bundled rate payment 
system and directed states with bundled rates to develop and prospectively implement 
an alternate reimbursement methodology. HCFAexpected states to come into 
compliance with its May 21, 1999, letter within a reasonable time frame and stated it 
would consider taking action if this did not occur. While HCFA expects to issue further 
clarification on bundled rates, states with approved bundled rates .continue to use them. 

Schools may also receive reimbursement for the costs of performing administrative 
activities related to Medicaid, such as Medicaid outreach, application assistance, and 
coordination and monitoring of health services. Unlike the requirements for health 
services claims, a school does not need to become a qualified Medicaid provider to 
submit administrative activity claims. However, there must be (1) either an interagency 
agreement, or a contract, that defines the relationship between the state Medicaid 
agency and the school district and (2) an acceptable reimbursement methodology for 
calculating allowable costs of administrative activities. States must abide by the cost 
allocation principles described in 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. 

In August 1997, HCFA issued a technical assistance guide for Medicaid claims for school­
based services that provides general guidelines regarding Medicaid reimbursement for 
the costs of school health services and administrative activities.a More recently, HCFA's 
May 21, 1999, letter to state Medicaid directors, in addition to addressing bundled rates, 
also attempted to clarify several policies, including payments for transportation for 
children with disabilities. The letter stated that HCFA was in the process of updating its 
guiding principles related to claims for school-based administrative activities costs. In 
February 2000, HCFA issued for comment a new draft technical assistance guide aimed 
at clarifying guidance for submitting school-based administrative claims. a 

'see HCFA, Center for Medicaid and St.ate Operations, Medicaid and School Health: A Technical Assjst.ance 
GWsk (Washington, D.C.: HCFA, Aug. 1997). 

'see HCFA, Medicaid School-based AdlDinistratjye CJairnini Guide (Draft) (Washington, D.C.: HCFA, Feb. 
2000). The guide can be ace~ at http:/lwww.hcfa.gov/medicaid/schools/machmpg.htm. 
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MEDICAID SCHOOkBASED ACTIVITIES 
INVOLVE AV ARIETY OF PRACTICES ACROSS STATES 

Schools in 4 7 states and the District of Columbia obtain Medicaid payment to some 
degree for school-based health services, administrative activities, or both. These 
payments totaled $2.3 billion for the latest year for which data were available.7 Medicaid 
payments to schools ranged from a high of $820 per Medicaid-eligible child in Maryland 
to about 5 cents per Medicaid-eligible child in Mississippi. Figure 1 shows the 19 states, 
and the District of Columbia, with the highest average expenditures per Medicaid-eligible 
child for school-based services. (App. I provides more detail on school-based claims for 
all states.) 

'St.ates were asked to provide school-based claims data for the most recent fiscal year for which they were 
available, which for approximately half of the states was state fiscal year 1999. Most of the remaining 
states provided data for state fiscal year 1998, federal flsc81 year 1998, or calendar year 1998; three stat.es 
provided data for periods before July 1997. 
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. Figure 1: Highest Average Claims Per Medicaid-Eligible Child (19 States and the District 
of Columbia) 
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Source: GAO analysis of state-reported claims dat.a and HCFA's fiscal year 1997 
eligibility data (2082 report) . 

. The majority of Medicaid payments-about $1.6 billion-were for health services 
provided by schools in 45 st.ates and the District of Columbia, and about $712 million 
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were for administrative activities billed by schools in 17 states. Although schools in 17 
states submit claims for reimbursement of Medicaid-related administrative activities, 2 
states-Michigan and Illinois-accounted for 7 4 percent of all ·school-based 
administrative activity payments. (See fig. 2.) 

Figure 2: $2.3 Billion Claimed for School-Based Medicaid Reimbursement 

Source: GAO swvey of states. 
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The school-based administrative claims of a few states have grown rapidly and now 
constitute a significant share of these states' total administrative costs for all Medicaid 
program activities. For example, school-based claims represented 47 percent and 46 
percent of total Medicaid administrative claims for Michigan and Illinois, respectively. 
Other states-Alaska, Arizona, and Washington-had school-based claims representing 
about 20 percent of their total Medicaid administrative expenditures. (See table 1.) 
Alaska, Illinois, Michigan, and Minnesota each showed average annual growth rates for 
school-based administrative expenditures that were at least twice as high as the growth 
rate of other Medicaid administrative expenditures . 
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Table 1: States' Medicaid School-Based Administrative Claims as a Percentage of Tot.al 
Medicaid Administrative Expenditures 

State School.:.based Medicaid Total Medicaid Percentage of 
administrative claims administrative total 

(in thousands) expenditures administrative 
(in thousands)• exnenditures 

Michi~an $224,167 $477,138 47 
Illinois 302.687 661188 46 
Arizona 25,795 131,577 20 
Washini!tOnb 18,394 91,745 20 
Alaska 7,780 40.662 19 
New Mexico 4,909 32.078 15 
Florida 38451 289.625 13 
Minnesota 23,495 209,412 11 
Massachusettsc 19,500 190,669 10 
Missouri 11,104 131.024 8 
Vermont 1757 35.659 5 
Pe1U1SVlvania 13,952 387,262 4 
New Jersey 5,657 253,991 2 
Texas 11.662 576952 2 
Iowa 1,084 70,125 2 
Wisconsin 1,591 138 555 1 
California 288 1,227 657 Less than .02 

Note: States provided administrative claims data for school-based services from the 
most recent. fiscal year for which data were available. Most states provided data from 
the year ending June 30, 1999, while two states provided data from calendar year 1998, 
two states provided federal fiscal year 1998 data, and three states provided data from 
state fiscal year 1998 (July 1, 1997-June 30, 1998). 

•States provided total Medicaid administrative expenditures for the same period as for 
the school-based administrative claims data. 

bWashington provided school-based administrative claims data for the year ending 
August 31, 1999, and total Medicaid administrative expenditures f<;>r federal fiscal year 
1999 (October 1, 1998-September 30, 1999). · 

~assachusetts provided 6 months of school-based administrative claims data, which we 
extrapolated to reflect a full year of claims. 

Source: State-reported claims data. 
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CERTAIN METHODS USED TO CLAIM MEDICAID 
REIMBURSEMENT LACK SUFFICIENT CONTROLS 

Some methods used to claim Medicaid reimbursement do not adequately ensure that 
health services are provided or that administrative activity costs are properly identified 
and reimbursed. Bundled payment methods used to claim Medicaid reimbursement may . 
lack sufficient controls to ensure that health services paid for are actually provided and 
may not differentiate levels of need among children. In addition, our investigation of fee­
for-service payments for health services in one state also identified inappropriate 
practices that resulted in improper payments by Medicaid. Similarly, poor controls over 
what constitutes an allowable administrative activity have resulted in millions of dollars 
of improper Medicaid reimbursements. 

Some States' Bundled Payment Methods for 
Health Services Lack Sufficient Accountability 

Bundled payments are somewhat comparable to capitation payments in a managed care 
setting, in that a school district receives a single payment for all the covered services a 
child needs during a specified period, such as a day or month.8 HCFA began to allow 
states to develop bundled payment approaches in an attempt to simplify schools' 
reporting requirements under Medicaid. When appropriately used, bundled rates can 
help limit Medicaid costs by creating the incentive to provide needed services more 
efficiently. Under a bundled approach, however, costs can also be limited by neglecting 
to provide all needed services or by compromising the quality of individual services 
provided. In some cases, such a payment approach can also create an incentive for 
schools to change what services children receive or where they receive them to increase 
schools' reimbursement The seven states that used bundled rate payments for health 
services account for 12 percent of total health services claims in schools. These states' 
rates vary in the extent to which they differentiate levels of need among children, ensure 
that services paid for are provided, or both. (See table 2.) 

'SeIVices included in the bundled rates are relatively similar among the seven st.ates and typically include 
audiology; counseling; and physical, speech, and occupational therapy. One notable exception is 
transportation, the cost of which only four of the seven states include in their bundled rates. 
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Table 2: Am:>roaches to School-Based Payments in Seven States Using Bundled Rat.es 

State Does the bundled rate What is the unit of What event triggers 
vary depending on the payment for services?b submitting a claim to 
needs of the child'r Medicaid for 

reimbursement? 
Connecticut No-one statewide Monthly rate-$336 Receipt of one service 

rate Der child 
Kansas Yes-14 st.atewide Monthly rate-$151- School attendance 1 

rates; vary by primary $636 per child day a month 
disability 

Maine Yes-13 statewide Monthly rate-$141- School attendance 1 
rates; vary by primary $442 per child day a month 
disability 

Massachusetts Yes-Seven st.atewide Six daily rates-$11- School attendance 
rates; vary by time $4S-per child; one 
spent in a regular weekly rate-$106 per 
classroom child 

New Jersey Yes-Four statewide Daily rate-$33-$172 Receipt of one service 
rates; vary by type of per child 
school 

Utah No-school-specific Daily rate--$21-$60 School attendance 
rates per child 

Vermont Yes-Four statewide Monthly rate-$162- Receipt of a specified 
rates; vary by number $1,598 per child number of services 
of services actually 
provided 

•States may exclude certain services, such as development and evaluation of the 
individualized plan of a child with a disability; the receipt of Early and Periodic 
Screening, Diagnostic, and Treatment services; and provision of medical equipment, 
from their bundled rates and separately claim Medicaid reimbursement for these 
services. 

bFor all but one state, the rates are.current and are rounded to the nearest dollar. The 
rates listed for Vermont are from the 199S--99 school year. Vermont's rates have 
historically been adjust.ed annually for salary increases. 

Source: State Medicaid agencies. 

States do not always adjust bundled rat.e payments for children with different medical 
needs. For example, Connecticut pays the same bundled rat.e to all participating schools 
for each eligible child, regardless of whether that child has a mild learning disability or 
multiple physical and cognitive disabilities. The single rat.e may not cover the full costs 
incurred by schools that have a disproportionat.e number of children whose services cost 
more, which may affect schools' ability to provide necessary services. Conversely, other 
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schools may be paid an amount higher than their actual costs. In ~husetts and 
New Jersey, the payment levels vary depending on the location of the child, such as the 
classroom type or school in which a child is enrolled, and not nece~y on the number 
or scope of services provided. To a greater extent, the bundled rates in Kansas, Maine, 
and Vermont vary among children with different levels of need and are thus aligned more 
closely to the expected costs of services for specified groups of children. For example, 
schools in Kansas and Maine receive the same payment amount for all children with 
specified disabilities, such as autism or mental retardation. Vermont does not distinguish 
among types of disabilities but does have four different levels of reimbursement, which 
vary depending on the number of services a child actually receives. 9 

In addition, states' bundled approaches may not provide adequate assurance that 
services paid for are actually provided. Payments in Kansas, Massachusetts, Maine, and 
Utah are not specifically linked to the receipt of services because reimbursement is 
triggered simply by school attendance. Participating schools in these states are paid the 
bundled rate for each eligible child, irrespective of whether the child has received any 
services. Better assurances that services are actually provided to eligible children exist 
in Connecticut, New Jersey, and Vermont. Schools in Connecticut and New Jersey must 
document services provided to each child to obtain the full bundled payment. In 
Vermont, case managers complete for each child a level-of-care form that describes the 
amount and scope of services provided, which determines which one of four payment 
levels the school receives. 

Investigation Identified Improper 
Fee-for-Service Health Claims 

Our investigation into fee-for-service school-based health services identified certain 
examples of inappropriate health services claims. Our investigation of practices in one 
fee-for-service state revealed that schools were submitting and the state was paying 
transportation claims for all Medicaid children who had received a Medicaid health 
service at school, without verifying that the child had used school bus transportation. 
Our investigation further identified instances in which the transportation services for 
which the state submitted claims were not provided, resulting in improper Medicaid 
reimbursements. Medicaid was also inappropriately billed for health services in two 
states, where some group therapy sessions were billed as individual therapy sessions, 
resulting in a higher payment for the schools. 

'Schools are reimbursed a lower amount for children in level one, who receive fewer than 6 units of service 
a week, than for those in level three, who receive from 12 to 24 units of service a week. Vermont's 
approach also recognizes differences in the costs of services provided by aides and professionals. For 
example, 1 hour of individual therapy provided by a certified physical therapist is equal to three units of 
service, while an hour of therapy provided by an aide equals one unit 
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. For Administrative Actiyity Claims. Poor Controls 
Have Resulted in Improper Reimbursement 

With regard to administrative activities, poor controls have resulted in improper 
payments in at least 2 of the 17 states that allowed schools to claim such costs, and the 
similar lack of effective controls in other states could allow comparable improprieties to 
occur. 

• In Michigan, the HCFA Chicago regional office questioned $30 million in 
administrative claims for activities not clearly related to Medicaid, for the quarter 
ending September 1998. School st.aft' interviewed by HCFA revealed that activities 
they performed, related to general health screenings, family communications, or 
training, had no Medicaid component or benefit, although a portion of staff time was 
claimed and reimbursed as such. The HCFA regional office subsequently deferred a 
$33 million claim made for the quarter ending September 1999, again asking the state 
to better document that the activities were clearly linked to Medicaid. We identified 
similar practices for submitting administrative claims in as many as seven other 
st.ates. 

• Our investigation and HCFA scrutiny of claims in Michigan and Illinois identified 
administrative cost claims, submitted and paid,.for activities performed for the 
benefit of non-Medicaid-eligible children, including administrative costs related to 
health reviews and evaluations that specifically excluded Medicaid-eligible children 
for whom separate claims were submitted as direct services. Our work in Michigan 
alone identified $28 million in federal reimbursement for improper payments for 
administrative activity claims over 2 recent years. 

• In Illinois and Michigan, on the advice of private firms, school districts have 
submitted claims that inadequately document the need to have skilled medical 
personnel involved in certain administrative activities. When such personnel are 
involved, the federal government reimburses schools 76 percent rather than 60 
percent for the administrative activities they perform.1° For recent school-based 
administrative activity claims in Illinois, activities performed by skilled medical 
personnel totaled $16.6 million, or 37 percent of the state's total claims, for one 
quarter for participating school districts. 11 In Michigan, this type of claim totaled $14 
million, or 25 percent of its total administrative activity for all participating school 
districts, for the quarter ending September 1998.12 

1°In general, administrative activity claims based on professional credentials can be legitimately used only 
when the person (1) has the appropriate credential, such as a nurse, occupational therapist, or physical 
therap~, and (2) perfonns an administrative activity that requires professional lmowledge and skills. 

11For one school district, the claims were from the quarter ending December 1998; for all other School 
districts, the claims were from the quarter ending March 1999. 

"In these two st.ates, overall skilled professional medical personnel claims for administmtive expenditures 
have increased four- and fivefold since the states began paying for school-based administrative costs. 
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IN SOME STATES, SCHOOLS RECEIVE A SMAJJ. 
PORTION OF MEDICAID REIMBURSEMENT 

Funding arrangements among schools, st.ates, and private finns can significantly reduce 
the amount of federal dollars that schools receive for Medicaid-related services and 
activities. As a result of these arrangements, a school can receive as little as $7 .50 for 
every $100 it spends to pay for services and activities for Medicaid-eligible children. In 
addition, these arrangements may create adverse incentives for program oversight 

Rather than fully reimbursing schools for their Medicaid-related costs, eighteen states 
retain from 1 to 85 percent of federal Medicaid reimbursements (see table 3). According 
to several siate officials, because states fund a portion of local education activities, 
Medicaid services provided by schools are partially funded by the state. Unc;ler this 
reasoning, some states believe they should receive a share of the federal reimbursements 
claimed by school districts. However, it is not clear that state, rather than local, funds 
support the Medicaid-reimbursable services as opposed to other educational activities 
that the states fund. Moreover, we believe that such a practice severs the direct link 
between Medicaid payment and services delivered, increases the potential for the 
diversion of Medicaid funds to purposes other than those intended, and is inconsistent 
with the program's fundamental tenet that federal dollars are provided to match state or 
local dollars to provide services to eligible individuals. 

Table 3: Federal Medicaid Reimbursement Retained by States 

Percentage off ederal reimbursement retained 
State Health services Administrative Amount retained by 

activities state (in thousands)• 
New Jersey 85 85 $25,815 
Iowa 75 0 1.984 
Delaware 70 b 4.865 
Vermont. 60 15 4.266 
Alaska b 52 2.023 
New York 50 b 170.500 
Pennsylvania 50 50 18.079 
Washinetonc 50 0 3.122 
Connecticut 40 b 4.443 
Michi~an 40 40 69,156 
Wisconsin 40 40 10,749 
Illinoisd 10 10 6,391 
New Mexico 5 5 314 
Ohio 4 b 741 
Vt.ah 2 b 105 
Colorado 2 b 50 
Massachusetts 1 1 326 
Minnesota 0 5 587 
Total $323,516 
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•States provided school-based claims data for the most recent fiscal year for which they 
were available, which for approximately half the states was state fiscal year 1999. Most 
of the remaining states provided data for state fiscal year 1998, federal fiscal year 1998, 
or calendar year 1998; three states provided data from before July 1, 1997 . 

. bThis state does not claim reimbursement for this type of school-based activity. 

cwashington retains at least 50 percent of federally reimbursed funds but can ret.ain a 
higher percentage depending on whether the school district is "fully participating" in 
billing Medicaid for school-based services. 

dWhen total Medicaid payments to an Illinois school district exceed $1 million in a year, 
10 percent of the portion exceeding $1 million is ret.ained for the state's general revenue 
fund. According to the state, 22 of its 900 school districts received more than $1 million. 

Source: State-reported data. 

In addition, some school districts pay private firms fees ranging from 3 to 25 percent of 
the federal reimbursement amount claimed, with fees most commonly ranging from 9 to 
12 percent. These firms are usually hired to assist with administrative cost claims, 
generally designing the methods used to make these claims, training school personnel to 
apply these methods, and submitting administrative claims to state Medicaid agencies to 
obtain the f edera1 reimbursement that provides the basis for their fees. 

Finally, school districts' funds often are used to supply the state's share of Medicaid 
funding for school-based claims. 18 In these cases, the maximum additional funding that 
a school district can receive is what the federal government contributes. This is 
subst.antially less than what a private sector Medicaid provider would receive for 
delivering similar services. For example, a physician who submits a claim with an 
allowable amount of $100 will receive $100: $50 in state funds and $50 in federal funds in 
those st.ates with equal matching between federal and state sources. Given the source of 
the states' share of funding, st.at.es' policies to retain portions of the federal 
reimbursement, and schools' contingency fee arrangements with private finns, the net 
amount of federal funds returned to a school district varies considerably. As shown in 
figure 3, a school district may receive as much as $100 in Minnesota to as little as $7.50 in 
New Jersey in federal Medicaid reimbursement for every $100 spent to pay for services 
and activities performed in support of Medicaid-eligible children. 

18Local funding as the source of a state's share of Medicaid reimbursement is not unique to schools; it is 
most likely to exist when there are multiple governmental entities involved For example,· 1oca1 funds are 
being used as a source of the state share of the cost of publicly funded hospitals and mental health 
semces. 
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Figure 3: Some School Districts Receive Little Federal Medicaid Reimbursement 
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Note: For Illinois, when total payments to a school district exceed $1 million in a year, 10 
percent of the portion exceeding $1 million is retained for the state's general revenue 
fund. In Florida, effective February 14, 2000, contingency fee rei.Iribursement contracts 
are prohibited for school districts. 

Source: GAO analysis of state data 

In addition to affecting the payment a school ultimately receives, these funding 
arrangements may create adverse incentives for program oversight. Because states can 
benefit directly from higher federal payments, states' incentives to exercise strong 
oversight over the propriety of school-based claims can be diminished. Similar questions 
are raised about the incentives of private finns that are paid a share of schools' Medicaid 

· reimbursement. Embedded in both of these practices are incentives for st.ates and 
private firms to experiment with "creative" billing practices, some of which we have 
found to be improper. 

HCFA OVERSIGHT DOES NOT CONSISTENTLY 
ENSURE THE APPROPRIATENESS 
OF SCHOOirBA$ED CLAIM$ 

While HCFA has made some recent efforts to improve oversight of Medicaid school­
based claims, efforts to date have not consistently ensured the appropriateness of these 
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claims. For example, HCFA instructed states with bundled rates to develop and 
implement an alternative reimbursement methodology but did not provide a time frame 
in which to do so. The work group that HCFA created to explore alternatives to bundled 
rates included representatives from the Department of Education and some states; this 
group is currently inactive, and all seven states that were using a bundled approach 
before HCFA's May 1999 letter continue to do so while they await further guidance. 

With regard to administrative activity claims, some HCFA regional offices have had little 
or no involvement in the development of states' methodologies for developing 
administrative claims, while other regional offices have worked in concert with states to 
develop these methodologies. Moreover, contradictory policies exist across the regional 
offices regarding when states may obtain the 75-percent enhanced matching rate for 
skilled medical providers perfonning administrative services. We found that different 
regional offices (1) allow an enhanced match, (2) completely disallow the practice, or (3) 
specifically review the use of the enhanced match to ensure its appropriateness. Finally, 
HCFA's attempt to clarify its policy on specialized transportation has resulted in 
inconsistency and confusion. Only one of the seven regional offices that we spoke with 
correctly understood that Medicaid will cover transportation costs if a child is able to 
ride on a regular school bus but requires the assistance of an aide. Two regional offices 
incorrectly believed that such costs would not be reimbursed, while four did not know 
whether reimbursement would be allowed. 

HCFA has taken some steps to improve oversight of school-based claims. One regional 
office recently conducted a review of one state's practices, identified cases of improper 
payments, issued deferrals of claims, and is now working with a few states to revise their 
practices to more accurately capture the costs associated with Medicaid administrative 
activities in schools. Guidance that HCFA testified in June 1999 would be forthcomi.D.g 
was released for public comment in February 2000. 

CONCLUSIONS AND RECOMMENDATIONS 

Schools are a logical place to reach Medicaid-eligible children and their families-to 
infonn them about and encourage their enrollment in the program and to provide 
assistance in accessing health services. But schools' primary mission is education, not 
health care delivery; thus, many schools may face difficulties in understanding and 
navigating the Medicaid program and obtaining reimbursement for services provided. 
Given the potential benefits of Medicaid-financed school-based services-which 
ultimately support the children who need the care and services-it is important that 
schools not be dissuaded from pursuing this path because of unfamiliarity with Medicaid 
program requirements· or uncertainty about what is permissible. Approaches to 
obtaining federal financing for covered services and activities must therefore 
appropriately balance schools' needs for administrative simplicity with providing an 
acceptable level of assurance that services and activities paid for were actually provided. 

HCFA has a critical role in this process. It must set the proper course by providing 
consistent policy guidance and then facilitating its interpretation and implementation 
across the many states and school districts that are already participating in the Medicaid 
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program or will in the future. HCFA generally agreed with our findings and is already 
taking steps to respond to the recommendations set forth in our report, which address 
the need to 

.. • better ensure that bundled rates for health services provide for children's varying 
levels of need and that services paid for were provided, 

• provide consistent guidance for and monitoring of allowable administrative activities, 
and 

• clarify policy on allowable specialized transportation costs for children with 
disabilities. 

HCFA also expressed its commitment to work with its partners in the education 
community and states to address these issues in a consistent yet flexible fashion to 
ensure that M;edicaid dollars are used only on behalf of Medicaid-eligible children for 
Medicaid-covered services. At the same time, the states also have an important role in 
this program. They share with HCFA the :fiduciary responsibility to administer the 
Medicaid program efficiently and effectively and must also be held accountable for 
safeguarding public dollars while providing services to which beneficiaries are entitled. 

A program of the magnitude and diversity of Medicaid-with its broad range of program 
goals, policymakers, providers, and beneficiaries at the federal, state, and local levels-­
will always present demanding challenges in terms of finding the appropriate balance 
between state flexibility and public accountability. The emergence of these issues 
associated with school-based services is just the latest example of the need for constant 
vigilance to guard against potential exploitation that would divert limited resources from 
their intended purposes. We are committed to continuing to work with this Committee 
and HCFA to help address these important issues. 

Mr. Chairman, this concludes our prepared statement We would be happy to answer 
any questions that you or Members of the Committee may have. 
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APPENDIX APPENDIX 

STAIES' ANNUAL SCHQQL.BASED CLA1MS. RANKED BY AVERAGE CLAIM PER 
MEDICAID- EIJGIBLE CHUn AGED 6 TO 20 

School-based claims (in thousands) 
State Average claim Total Health claims Administrative 

per Medicaid- claims claims 
efutible child 

Marv land $818 $93 824 $93.824 • 
New York 703 682 000 682.000 • 
Illinois 674 385633 82.946 $302,687 
Michli!an 674 317 701 93.534 224,167 
New Harnoshire 668 24.894 24.894 • 
Rhode Island 600 27.482 27.482 . 
Delaware 394 13.900 13.900 • 
Maine 360 22.000 22.000 . 
Vennont 309 12.798 11.041 1.757 
Kansas 291 25,741 25,741 • 

Massachusettsb 284 65250 45.750 19500 
Alaska 265 7780 • 7780 
District of Columbia 265 12100 12.100 • 
Wisconsin" 249 45904 44.312 1591 
NewJersev 248 66328 60.671 5657 
Connecticut 174 22216 22.216 • 
Pennsylvania 121 68507 54 555 13,952 
Arizona 115 25795 • 25.795 
Utah 114 7 279 7 279 . 
Minnesota 105 23 766 271 23 495 
Texas 88 78030 66 368 11662 
w...;.. ·..:i.un 87 30.367 11973 18394 
Ore Ron 85 12.441 12441 • 
South Carolina 79 14.247 14.247 • 
New Mexico 72 10348 5439 4909 
Ohio 66 31.963 31963 • 
Florida 59 41.518 3067 38,451 
Nebraska 58 3916 3.916 • 
Missouri 55 16381 4277 11,104 
Iowa 52 6256 4171 1.084 
Nevada 48 1900 1900 • 
Arkansas 46 5428 5428 • 
Coloradod 44 4885 4.885 • 
North Dakota 41 826 826 • 
South Dakota 31 906 906 • 
Montana 29 892 892 • 
Louisiana 26 6.269 6.269 • 
West Virldnia 24 3.044 3.044 • 
Geo Ilda 21 9.167 9.167 • 
Idaho a 20 781 781 • 
California 19 42308 42020 288 
Oklahoma 10 1.311 1311 • 
Kentuckv 6 1.228 1.228 • 
ViNinia 5 1201 1201 • 
North Carolina 2 722 722 • 
Alabama 1 132 132 • 
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APPENDIX APPENDIX 

Indiana . 60 60 . 
Mississinni • 8 8 . 
Hawaii • • • • 
Tennessee • • • • 
Wyoming • • • • 

Total $2,275,428 U,563,150 $712,273 

Note: States provided school-based claims data for the most recent fiscal year for which they were available, 
which for approximately half the states was state fiscal year 1999. Most of the remaining states provided data for 
state fiscal year 1998, federal fiscal year 1998, or calendar year 1998; three states provided data for periods before 
July 1997. 

"This state did not report school-based claims. 

"Massachusetts provided 6 months of administrative claims data, which we extrapolated to reflect a full year of 
claims. 

•Wisconsin's school-based health claims and administrative claims do not equal its total school-based claims 
because of rounding. 

d Colorado and Idaho provided 11 months of health ser:vices claims data, which we extrapolated to reflect a full 
year of claims. 

'The average claim per Medicaid-eligible child was less than $1. 

Source: GAO analysis of state-reported claims data and HCFA's fiscal year 1997 eligibility data (2082 report). 

(201051) 
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Chairman Roth, Senator Moynihan, distinguished Committee members, thank you for inviting 

me to discuss Medicaid funding for school-based services. I would also like to thank the General 

Accounting Office for helping us to ensure that these payments are appropriate. 

School-based health services play an important role in making access to certain health care 

services available to children who otherwise might go without needed services. We believe that 

these services play an important role in supporting and enhancing children's progress in schools. 

Schools also offer unique advantages and opportunities to reach children and encourage their 

families to enroll in the Medicaid and State Children's Health Insurance Programs. We strongly 

encourage schools to provide services and conduct outreach, and we are committed to ensuring 

that all eligible children are enrolled in these programs and receive the services they need. 

States have been leading the way in developing and implementing programs that effectively 

utilize schools to increase access to services for children. However, in some instances, there has 

been confusion and possible disregard of the restrictions on claiming federal funds for school­

based services. Problems identified include: 

• "bundled" payment for groups of services to children with disabilities without 

documentation of the actual delivery of services or their costs; 

• payment for services to children who are not eligible for Medicaid; 

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

• billing for administrative activities that Medicaid does not cover. 



We are taking action to address these concerns and prevent improper claims for federal Medicaid 

funds. 

• We are no longer approving proposals to use bundling methodologies and identified key 

issues that need to be addressed. 

• We have clarified transportation issues and will provide further clarification where 

needed. 

• We are circulating a draft Medicaid School-Based Administrative Claiming Guide 

intended to help schools correctly bill for the Medicaid services they provide hy 

consolidating and providing a consistent national statement of existing requirements. 

• We will provide training and technical assistance to schools and school districts on how 

to use existing guidance to claim for administrative services and how to use the guide 

once it is final. 

• We also have taken action to defer inappropriate claims. 

We agree with the GAO that payment methodologies should balance the need to ensure the 

proper expenditure of Federal Medicaid funds and the flexibility of States to expend such funds 

without being unduly burdened. This, however, has not proven to be easy. As the GAO 

observed in their testimony last year, "Striking a balance between the stewardship of Medicaid 

funds and the need for flexible approaches to ensure the coverage and treatment of eligible 

children is difficult." 

We are working to improve the collection and analysis of data on State Medicaid school-based 

program expenditures so we wi II have a clearer picture of the needs and challenges before us. 

We are also reviewing our oversight and monitoring in this area. We are committed to working 

with States and school districts to overcome remaining challenges and ensure that all parties 

understand their opportunities and obligations with regard to the provision of school-based 

Medicaid services. 
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Background 

Medicaid covers school-based services when they are primarily medical and not educational in 

nature. They must be provided by a qualified Medicaid provider to Medicaid-eligible children, 

and cannot be provided free to all students. For services included under the Individuals with 

Disabilities Education Act, they must be considered medically necessary for the Medicaid­

eligible child and they must be listed in the child's Individualized Education Program. The 

services provided in schools can include: 

• routine and preventive screenings and examinations; 

• diagnosis and treatment of problems found; 

• monitoring and treatment of chronic medical conditions; and 

• speech, occupational, or physical therapy, or other services provided to children u~1der the 

Individuals with Disabilities Education Act. 

Medicaid funding for school-based services was limiLed to coverage for routine screen.1.g:-i ~ua.J 

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

school-based health care was expanded under the Medicare Catastrophic Coverage Act. That law 

stipulates that Medicaid -- not the Department of Education or local school districts -- pays for 

services provided to Medicaid-eligible children with disabilities. In order for Medicaid to pay for 

their school-based care, such children must have an Individualized Education Program, in 

accordance with the Individuals with Disabilities Education Act. 

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 contribute to the growth and development of school age children, allowing them to 

progress better in school and participate with their non-disabled peers. 

Because of concerns about potential improper claiming, we issued a letter to State Medicaid 

Directors last May clarifying existing policy and halting certain practices. Underlying the May 

1999 letter is a very simple, but critical, principle -- Medicaid funds must only be used to 
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provide Medicaid covered services to Medicaid-eligible children at a reasonable cost. There are 

key additional activities of Medicaid, such as outreach and enrollment assistance, but the general 

rule for services is clear. 

However, it has not been easy to balance our program integrity goals with the need to ensure that 

children receive necessary services. While we have taken several important steps toward 

clarifying our policy and implementing additional monitoring efforts, we also recognize that 

additional measures are needed. We are committed to working with States, schools, the 

Department of Education, the IG, GAO and Congress to determine and achieve the right balance 

so children receive the care they need and Medicaid funds are spent appropriately in accordance 

with the law. 

Bundling 

Under a bundling system, States make weekly or monthly payments to schools based on a 

package of services that are needed by children within various categories of disabilities, rather 

than paying separately for individual services. Rates for these payments are usually based on a 

survey of the service needs of children in various disability categories. Many services may be 

included in the bundled rate, such as physical therapy and speech therapy. Often, the payment is 

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

services involved. 

HCF A initially approved some bundling methodologies because they seemed an efficient way to 

give States and schools both the funding and the flexibility they need. However, schools have 

not had the types of data readily available that are necessary to support bundling. We agree with 

GAO that existing bundling methodologies may have placed Medicaid at risk for improper 

claims because they do not ensure that services have been provided or are eligible for coverage. 

That is why, in our May 1999 letter, we informed States we would no longer approve bundling 

methodologies. This suspension has allowed time to explore ways to balance the need for 

flexibility with our obligation to protect Medicaid program integrity. 
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With our partners, we have identified several outstanding challenges. Key among these is 

finding the appropriate balance between the need for, and the burden ot: using and maintaining 

appropriate documentation. As noted by the GAO report, school-based providers usually do not 

use such documentation of the services actually provided in developing bundled billing 

methodologies. They may not maintain adequate or readily available documentation of the 

services actually provided for bundled payments. They may not have the administrative 

infrastructure needed to do so. Also, all States do not conduct periodic reviews to reconcile 

claims for services delivered and costs for those services. 

Without proper documentation, there is no reliable basis for determining whether the needed 

service was delivered at a reasonable rate. States could obtain Federal matching funds for 

services that have not been provided. And it is possible that States could claim funds for services 

that are not covered by Medicaid. This could violate the Social Security Act, which requires that 

States have methods and procedures to assure that Medicaid payments are consistent with 

efficiency, economy, and quality of care. 

We believe the processes that have been used for developing bundled rates have been 

inconsistent with economy, since the rates were not designed to accurately reflect true costs or 

reasonable fee-for-service rates. The processes were not consistent with the efficiency 

requirement, since they would require substantial Federal oversight to establish the accuracy and 

reasonableness of State expenditures. As a result, there is no reliable basis for determining that 

the bundled payment rate is related to the actual cost. 

To help us address these issues, we created a workgroup in July 1999 with representatives of 

State Medicaid Agencies, the Department of Education, local education agencies and the Office 

of Management and Budget. The workgroup heard a variety of perspectives, and played a key 

role in helping us to define several issues that should be considered in bundled payment 

methodologies for school based services. These issues include: 

• Documentation that goes beyond requiring simple "assurances." States need to provide 
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detailed infonnation at the provider or school level to establish auditible records and 

develop methods for the maintenance of documentation. 

• Retrospective reconciliation or other safeguards to assure that the bundled payment 

methodology continues to reflect the services that are delivered. 

• Reasonable payment rates derived from identification of reasonable costs for specific 

services included in bundled payments, and recognizing varying levels of services needed 

by children with different needs. 

• Statistically valid sampling methodologies to accurately identify services provided to 

Medicaid-eligible children with disabilities who have an Individualized Education 

Program. The sampling methodology should take into account the medical needs of 

children with varying disabilities and geographic distribution of children with disabilities. 

Any methodology that does not address these issues could place the Federal government at risk 

for expenditures not pennitted by law. We are now testing statistical sampling methodologies 

and working with Department of Education colleagues and others to better identify what 

documentation schools have or could reasonably maintain. We also are considering use of 

outside expert contractors to help us develop appropriate reimbursement methodologies and 

requirements, as we have done for other prospective payment systems. 

Transportation 

Schools can be reimbursed for a variety of transportation costs that are related to provision of 

Medicaid services. We agree with the GAO that policies for reimbursement of transportation 

costs should offer equitable treatment for children with different types of disabilities. 

We issued a letter to State Medicaid Directors in May 1999 to clarify several issues: 

• Transportation to and from school may be claimed when the child receives a medical 

service in school on a particular day and when the need for medically necessary 

specialized transportation is specifically listed in a student's Individual Education Plan. 
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• If a child requires transportation in a specially adapted vehicle, including a specially 

adapted school bus, that transportation may be billed to Medicaid only on days when the 

child receives a Medicaid-covered service. 

• Transportation from school to a provider in the community may be billed to Medicaid. 

• States must provide documentation of transportation service, usually in the form of a trip 

log maintained by the provider of the specialized transportation service. 

• States must describe the methodology used to establish the transportation rate in the State 

Medicaid plan. 

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

that portion of the specialized transportation (and regular bus transportation with an aide) 

attributable to Medicaid beneficiaries. 

We agree with the GAO that the May 1999 letter has not eliminated all confusion on 

transportation matters. We will issue additional guidance on coverage of transportation when an 

aide or other medical professional accompanies a child. We also plan to further clarify 

transportation services, including the specific types of vehicles, staff~ characteristics, and 

purposes of service that may be claimed for children with Individualized Education Programs. 

And we will work with our regional offices to assure that there is a uniform understanding and 

application of these policies. 

Administrative Claiming 

Schools are allowed to bill Medicaid for administrative costs related to outreach, enrollment, and 

provision of Medicaid services. However, there has been confusion regarding precisely which 

administrative services qualify for reimbursement and how to calculate such things as the share 

and value of professional staff time. We agree that there must be a uniform national statement of 

requirements for claiming the costs of school-based administrative activities. That is why we 

developed the draft Medicaid School-Based Administrative Claiming Guide. 
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The Guide is intended to help schools provide Medicaid services by consolidating and clarifying 

existing requirements for claiming related administrative costs. When final, it will provide a 

consistent national statement of these requirements. It will not establish new policies. It will 

serve as a reference on all aspects of school-based administrative claiming, and allow States to 

feel comfortable that they are submitting claims in compliance with the law. 

For example, it includes a thorough discussion of claiming for administrative activities 

performed by skilled professional medical personnel. It addresses time study sampling 

methodologies, which are the primary mechanism for identifying and categorizing administrative 

activities performed by school employees that may be properly reimbursed under Medicaid. And 

it provides standard activity codes that may be further tailored to reflect local differences and 

other appropriate accounting methods allowed. Such an approach addresses the need for a 

balance between State/local flexibility and consistency within and across States. 

We released a draft of the Guide in February to solicit comments from States, schools, and other 

interested parties. We have asked interested parties to give us feedback by April 3. The draft is 

available on the HCF A web site at •vww.hcfa.gov. Once we have reviewed the feedback we 

expect to make changes before issuing a final Guide. At that time, we will work to help all 

relevant parties understand how to use it, particularly small school districts that would otherwise 

have difficulty claiming. This will include technical assistance, regional conference calls, and a 

national training session in Baltimore. Schools and school districts will be a critical part of our 

training effort. We have already begun working with school districts to foster an understanding 

of related policy. 

We also will incorporate the Guide into formal financial management tools, procedures, review 

guides, and manuals on the oversight of school-based services and administrative activities. We 

will review existing Medicaid expenditure reporting and work with States to identify additional 

data that should be gathered. We will work prospectively as partners with States to ensure that 
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proper claiming methodologies are used and to ensure that any future changes in claiming 

procedures by States will be part of a formal review and approval process. And, consistent with 

our legal authority and responsibility, we will recoup funds inappropriately claimed by States. 

We share the concerns expressed by the GAO and several members of Congress that private 

firms who receive a percentage of reimbursement as payment for consulting and billing services, 

rather than a fixed fee, have an incentive to maximize the amount of reimbursement claimed, and 

we will further review claims to ensure that no consultant's contingency fees are included. We 

also share GAO concerns about States retaining a share of Federal funds related to schools' 

claims. However, this practice is allowable under current law and can only be changed by the 

Congress. 

CONCLUSION 

We recognize that many challenges remain in striking the balance between ensuring fiscal 

integrity and providing appropriate school-based Medicaid services. We are committed to taking 

all necessary steps to ensure proper and efficient operation of school-based programs. We will 

work with our Federal, state, and local partners to continue to address these issues. I thank you 

again for holding this hearing, and I am happy to answer your questions. 

# # # 
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Chairman Roth, Senator Moynihan, and Members of the Finance Committee: 

Thank you for inviting our company, MAXIMUS, to testify this morning. We have been asked 
to comment on how you might ensure appropriate use of the Medicaid program as a source of 
funding for school health services. MAXIMUS has assisted over 25 states with the claiming of 
federal revenue. Our work for a number of states, including Maine, Kansas, Arkansas, and others 
has included implementing or expanding Medicaid billing by school districts and education 
agencies. So, we bring this experience to the discussion. 

MAXIMUS is aware of the concerns raised about the way Medicaid funding is being drawn 
down by schools and about the participation of private vendors in the process. My comments 
today will focus on: 1) the most critical issues in determining appropriate federal action in this 
area; and 2) the most important measures for ensuring that Medicaid is used properly and that 
vendors participate properly in Medicaid school billing initiatives. 

Before I begin my discussion of key issues and possible solutions, though, I would like to spend 
just a moment summarizing the basis for Medicaid billing of school services and what we believe 
should be the objectives of any Medicaid billing approach developed for schools. 

MEDICAID IS AN APPROPRIATE SOURCE OF FUNDING 
FOR SCHOOL-BASED HEALTH SERVICES 

As I am sure many members of the Committee are aware, schools provide a broad range of 
medical and health-related services that are covered by the Medicaid program, and schools also 
are important providers of Medicaid outreach and enrollment support services in many states. 
Although historically Medicaid funding of school health-related costs was fairly limited, the 
Medicare Catastrophic Coverage Act of 1988 established the obligation of Medicaid -- rather 
than education agencies -- to pay for medical services needed as part of an individualized 
education plan for Medicaid-enrolled children in special education. 

This expansion in the role of Medicaid led to a surge of interest among states and school districts 
in developing and implementing Medicaid billing programs. As we have heard from the GAO 
and others, virtually all states are involved to some degree in recovering Medicaid funding for 
health-related school expenditures and this funding has allowed many school districts to expand 
the services they provide to students. 

TWO OVERALL OBJECTIVES SHOULD SHAPE 
ANY MEDICAID BILLING APPROACH SET FORTH FOR SCHOOLS 

Given the clear propriety of schools drawing on Medicaid funding and the clear interest of school 
districts in supporting the delivery of health and health-related services with federal Medicaid 
funds, the question becomes not whether school Medicaid billing is allowable and desirable, but 
how that billing is to be carried out. In our school billing work for states, we have kept two 
overall objectives in mind. 



1. One is that only reasonable costs fairly attributed to the Medicaid program 
should be included in Medicaid reimbursement rates or administrative payments, 
and no costs should be counted twice. 

2. The other is that Medicaid direct billing and administrative claiming 
requirements for schools should be reasonable and workable for school 
districts of all sizes and levels of relative affluence. 

These goals reflect the tension that exists between safeguarding the use of Medicaid funds 
through stringent rules and oversight activities, and keeping Medicaid participation feasible for 
most school districts. In our experience, it is possible to structure and operate programs that 
reflect these goals and support the recovery of appropriate costs from the Medicaid program. 

FOUR MAJOR CONCERNS REGARDING THE USE OF MEDICAID BY SCHOOLS 

Our involvement in Medicaid school billing has made us aware of four major concerns that have 
been raised by the GAO or others regarding the use of Medicaid to fund school health costs: 

1. the use of bundled rates for direct service billing, which may result in payment for 
services never delivered; 

2. Medicaid administrative claims that have been inflated with inappropriate costs by 
school districts; 

3. contingency fee arrangements with private vendors, which may create an incentive 
to improperly increase billing or claim levels; and 

4. shortcomings in HCF A guidance in the area of Medicaid school billing 
and claiming. 

I have comments to offer regarding each of these concerns. 

CONCERN THAT BUNDLED RATES RESULT 
IN PAYMENT FOR SERVICES NOT DELIVERED 

As you know, a "bundled rate" is a single payment rate that reflects the average cost of a group of 
services. The bundled rate might, for example, cover the cost of the physical therapy, nursing 
services, and rehabilitative aide services typically provided to a child with a certain type of 
disability. The average annual cost of the bundled services for such a child would be translated 
into a cost per contact or a cost per day. Concern has been expressed that bundled rates may 
result in payment being made for services that are not necessarily provided. We believe there is 
nothing inherently wrong with bundled rates, but that rate bundling approaches should have 
certain characteristics in order to ensure that the payment reflects the cost of services actually 
delivered. 
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Medicaid Programs Average Costs 
In Setting Rates for Many Types of Services 

State Medicaid agencies currently pay providers for services through a variety of methodologies. 
These range from prepaid, capitated payments for HMOs, to per diem payments for hospital care; 
to per month payments for case management; to per visit payments for clinic services; and to per 
unit payments for therapy services. All of these forms of payment reflect an averaging of costs to 
one degree or another in determining what the payment amount should be. This averaging of 
costs has developed because of the virtual impossibility of identifying and tracking the actual 
cost of each minute of service provided to a given patient by a given provider on an ongoing 
basis. The per contact bundled rate that New Jersey and several other states use in billing school 
services is similar to the per visit or per encounter rates widely used by Medicaid to reimburse 
health clinics. 

Real Issue is the Need/or Rigorous Rate Development and Reconciliation Methodologies 

We agree that there may be some basis for concern about bundled Medicaid payments for schools 
as they have been structured in some states, but believe that the problems can be addressed and 
states still be allowed to use bundled rate methodologies. We have developed four requirements 
that can be applied to bundled rate methodologies to ensure that payments made reflect proper 
costs for services actually delivered. 

I. The costs included in the service rates and any statistical sampling or 
other methodology used to establish rates must have been rigorously reviewed and 
validated. 

2. The method for identifying Medicaid-enrolled service recipients must have been 
reviewed and determined to yield accurate results. 

3. Steps must have been taken to ensure that schools maintain adequate 
documentation regarding the cost of services and the delivery of services over 
time. 

4. The methodology must provide for some type of cost reconciliation to be 
carried out in order to validate the projections that were made about service cost 
and service delivery at the time rates were set, and for any appropriate 
adjustments to payments that may be indicated as a result. 

With respect to the fourth criteria, the periodic reconciliation of projected costs and utilization to 
actual costs and utilization, I would urge that the reconciliation be allowed to be carried out at the 
school district level, as opposed to the individual child level. If you require reconciliation at the 
level of the individual student, you will impose a significant administrative burden on each 
school and the staff of that school. Moreover, there is no precedent of which I am aware for 
Medicaid to require any other health provider to document the precise, actual cost of delivering 
each individual service to each individual patient. 
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CONCERN THAT MEDICAID ADMINISTRA T/VE CLAIMS BY SCHOOLS 
HA VE BEEN IN FLA TED WITH INAPPROPRIATE COSTS 

We understand that the GAO and others have found instances of school districts submitting 
administrative claims with inappropriate costs. The types of problems identified include: 

1. the same staff being counted twice -- once in setting direct service reimbursement 
rates and again in calculating administrative service claims; 

2. including the costs of staff for whom Medicaid reimbursability is questionable; 

3. including costs already covered by other types of federal funding, and 

4. using time sampling methods that may not be generating fair results as to the 
proportion of staff time being spent on Medicaid administrative activities. 

We would add to this list our suspicion that the training of school staff members who provide the 
information used to develop the administrative claim is inadequate in many instances and not 
well-maintained over time. Nevertheless, we believe each of these problems can be addressed 
with reasonable measures. 

Best Federal Response is to Address the Individual Problems Rather Than End Administrative 
Claiming by Schools 

There are four specific actions that can be taken to remedy the various shortcomings that have 
been found in school administrative claiming programs and to ensure that only appropriate 
claims are paid by Medicaid. 

1. First, develop and mandate the use of a rigorous review protocol by state 
and federal Medicaid staff who evaluate the design and structure of school 
administrative claiming programs. It should be quite possible to provide for 
careful assessment of the areas most likely to be structured incorrectly, without 
dictating the use of one particular program design that may not work well for 
many states or school districts. 

2. Second, enforce federal Office of Management and Budget Circular A-87 
standards for time sampling of staff, as a way to ensure fair and accurate results as 
to the amount of time school staff spend on Medicaid reimbursable activities. 
HCF A already has proposed that this be done in the draft manual it prepared on 
school administrative claiming. 

3. Third, state Medicaid agencies should require comprehensive and ongoing 
training for school district personnel who must provide information that drives the 
amount of the administrative claim. These would include not only school 
financial officers but all staff who participate in time sampling activities. 
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4. Fourth, encourage ongoing monitoring by state Medicaid agencies of 
school administrative claiming programs -- including reviews of related training 
activities and reviews of any changes in staffing levels, accounting structures, or 
other areas that would affect the amount of an administrative claim. 

Mandatory Audits Could Also Be Considered 

One other way to ensure that administrative claiming programs operate properly over time would 
be to require that state Medicaid agencies conduct a detailed audit of any program in which the 
claim amount grows by more than a specified percentage. An exception could be made for a 
program in which the growth in the claim amount can be clearly accounted for by an increase in 
the number of participating school districts. 

We believe that the combined effects of these actions will restore confidence in school 
administrative claiming and allow schools to continue to devote resources to helping children 
access needed health services. 

CONCERN THAT CONTINGENCY FEES FOR PRIVATE 
VENDORS CREATES AN UNDESIRABLE INCENTIVE 

Many states or school districts have contracted with private firms to help them develop their 
Medicaid claims system or to assist them in increasing the amount of their claims. A number of 
the contracts have been done on a contingency fee basis, meaning that the payment to the 
contractor is a percent of the total additional Medicaid dollars received. There is concern that 
contingency fees may create an undesirable incentive to improperly increase Medicaid billings or 
claims, either by false billings or other fraudulent behavior. There are also concerns that the 
contingency fee rates charged by some firms generate huge "windfall profits." 

We understand the concern about excessive rates, but do not believe the solution is to ban 
contingency fees. It is important to understand that many local school districts do not have the 
knowledge and other resources necessary to develop a Medicaid claiming system. Contingency 
fee contracts have been the only way that many school systems can afford to obtain the assistance 
they need to claim for services that they are mandated to provide. We believe it is possible to 
safeguard against vendor abuses and allow the continued use of contingency fee contracts to help 
such school districts. 

Banning Contingency Fee Contracts Will Not Prevent Firms From 
Obtaining High Profits and Will Harm Smaller or Poorer School Districts 

We believe that banning contingency fee contracts will not eliminate the potential for vendors to 
profit from Medicaid billing work. Fixed fee contracts can be set at inappropriate amounts 
relative to the vendor's cost of doing the work, just as contingency fee contracts can be set at 
inappropriate rates relative to a vendor's cost and risks. 

Banning contingency fee arrangements, though, will unquestionably harm smaller or poorer 
school districts that do not have the up-front resources to devote to fixed fee contracts. By 
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eliminating the need for such school districts to invest their limited funds in efforts to establish 
Medicaid billing -- which may or may not ultimately be successful -- contingency fee contracts 
provide a way for the schools that most need the additional revenue to participate in the Medicaid 
program. 

Safeguards Can Be Put Into Place to Protect 
School Districts and Taxpayers from Unscrupulous Vendors 

Several steps can be taken to achieve the goal of fair and appropriate vendor payment without 
banning contingency fee contracting and creating a further disadvantage for small or poor school 
districts. 

1. Require that any contingency fee contract for Medicaid recovery assistance be 
competitively procured. 

2. Require that bidding firms disclose the contingency fees they have charged 
other school clients for comparable work. 

3. Limit the duration of contingency fee contracts to two years, plus a single 
option year at the same terms and conditions as the original contract. 

4. Require that contingency fee vendors commit to providing the necessary 
software and training to school districts that want to assume responsibility for 
billing activities at the end of the vendor's contract. 

5. Require that all vendors - whether paid by a contingency fee or a 
fixed fee -- provide their school billing clients with full documentation of 
the billings or claims submitted for Medicaid payment. 

6. Require that all vendors -- whether paid by a contingency fee or fixed fee -­
commit to supporting the school billing client in any audit or disallowance 
action by state or federal Medicaid officials related to the work they performed. 

An additional measure to consider would be establishing an upper limit on contingency fee rates. 
This could harm smaller school districts, though, and should not be necessary if competitive 
bidding and disclosure of contingency fee rates charged elsewhere are required in procuring 
school Medicaid billing services. 

CONCERN THAT HCFA HAS NOT MET ITS OBLIGATIONS 
JN THE AREA OF SCHOOL MEDICAID BILLING WELL 

There has been some criticism by GAO and others of how HCFA has responded to state and 
school district interest in Medicaid billing of school health costs. We have a few observations to 
offer on this issue, based on our efforts over the last several years to help states establish 
Medicaid billing for school services. 
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HCF A's Responses in the Area of School Billing Suggest a Lack of 
Internal Consensus and Have Resulted in Inequitable Treatment of States 

We have experienced two types of problems dealing with HCF A in our efforts to help states 
establish or revise their school billing programs, both of which suggest that HCF A has not 
developed an internal consensus on appropriate policies and requirements for school programs. 

1. The first problem is where one HCF A regional office has applied Medicaid 
policies related to service coverage, ratesetting, or other parts of the program 
differently than those policies have been applied by other HCF A regional offices. 

2. The second problem, which has been even more frustrating, is where a HCF A 
regional office has effectively refused to make a decision at all regarding the 
acceptability of proposed state practices. Moreover, these regional offices 
generally have not been able to tell our state clients the steps that could be taken 
to obtain approval. Our impression is that some regional office staff have not felt 
empowered to have an opinion, and so have elected to do nothing and leave the 
states in limbo. 

The net effect of these problems is that some states have been able to put comprehensive 
Medicaid billing programs into place and obtain substantial amounts of federal funding, while 
others have been stymied in their efforts by an either the inability or unwillingness of a HCF A 
regional office to respond. This inequitable treatment of states should not be allowed to 
continue. 

There Are Reasonable Ways to Improve Both HCF A 's 
Treatment of States and Its Oversight of Federal Medicaid Funds 

We have several suggestions regarding how HCF A can better meet its obligations to states -- and 
strengthen its oversight role, if that is determined to be necessary. 

1. HCF A could renew and revamp its efforts to provide comprehensive, 
workable guidelines for developing and operating Medicaid service billing and 
administrative claiming programs for schools. To ensure that the resulting 
guidelines are both fair and reasonable for school districts to live by, it seems 
critical that HCF A involve school financial officers; consultants who have worked 
at the detailed level to develop such programs for states; and others with an in­
depth understanding of the various ways in which school administration, 
financing, and service delivery is structured across the country. 

2. HCF A should be consistent in its interpretation and application of Medicaid 
policy across the country. Perhaps requiring that regional offices consult with 
HCF A Central Office on certain topics for which policy is still evolving would 
help ensure more consistency from region to region. 
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3. All HCFA regional offices could be required to grant state requests for 
informal, "working feedback" as they develop new or expanded school billing 
programs rather than declining to comment prior to formal submission of a 
Medicaid state plan amendment. This would save both state and federal time 
and also help identify areas in which federal policy development may be needed 
early in the process. 

4. HCF A could be required to make decisions on proposed state Medicaid plan 
amendments in a timely manner, without resorting to denials of amendments 
simply because it is not sure what the policy in a particular area should be. 

5. HCF A could develop specialized audit protocols for state and federal Medicaid 
staff to use in reviewing service billing and administrative claims for school 
services. 

6. HCF A could conduct a study of school services costs and reimbursement rates 
across the country with the goal of identifying appropriate upper limits for various 
types of rates. 

SUMMARY REMARKS 

In closing, Mr. Chairman, I encourage the Committee to carefully consider the effect of any 
federal action in this area on school districts' ability to draw down much-needed Medicaid 
funding. Reasonable measures can be taken to address the various concerns that have been raised 
about school Medicaid billing and claiming. But it will be important not to impose more 
restrictions or requirements than are actually necessary, because those requirements could make 
it impossible for many school districts to participate in Medicaid school billing. 

Thank you for your time today. I am happy to respond to any questions that Committee members 
may have at this time. 
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Mr. Chairman, Senator Moynihan, and members of the Senate Finance Committee: 

I am here today to speak with you on behalf of Larry Marshall, President of the 
Board of Trustees and Dr. Rod Paige, Superintendent of Schools of the Houston 
Independent School District (HISD), and the Council of Great City Schools, a 
coalition of the 57 largest city and urban school systems in the nation. We 
appreciate the opportunity to come before you today to provide testimony about a 
subject that we have very strong convictions about, the delivery of health and 
medical services to our children. 

The Houston Independent School District is the largest district in Texas and the 
seventh largest in the United States. It serves 211 ,000 students who are 
predominantly minority-53% Hispanic, 35% African American and 12% White 
and Asian. Seventy-one percent qualify for the Free and Reduced Price Meal 
Program, and 11 % are served in special education programs. The district has 
participated in the School Health and Related Services (SHARS) Medicaid program 
since 1992, and the Medicaid Administrative Case Management (MACM) Medicaid 
program since 1994. These two Medicaid programs have contributed significantly 
to the delivery of health and related services to our students and particularly to our 
students with special needs. With the additional Medicaid reimbursement funding, 
the HISD has been able to enhance, improve, and expand the level and quality of 
health and related services being delivered to our students. 

Our school district serves a vital role in providing outreach services, coordination, 
medical referral services, and the actual delivery of basic health and medical 
services to students in general, and more specifically to our students with 
disabilities and special needs. Our federally mandated and non-mandated school­
based health services costs annually exceed $38 million. Our annual expenditures 
for services to disabled students are approximately $100 million annually or 
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$4,545 per disabled student, while our federal IDEA allocation is only $8 million or 
$363 per disabled student. 

On a daily basis, our school district encounters a significant number of at-risk 
children in need of health, medical and mental care. The district provides outreach 
and case-finding services that subsequently initiate the coordination and referral 
process toward the delivery of clinical or medical intervention. The district 
understands the Medicaid System's objective of making the Medicaid System more 
effective and efficient by ensuring Medicaid patients receive covered medical, 
mental and health care service at the appropriate level of intervention with early 
illness detection, primary care or wellness care. HISD shares in this vision by 
providing outreach services and direct Medicaid-covered services. Healthier 
children are able to achieve greater academic success, because their basic and 
most fundamental health care needs are met while concurrently receiving a free 
and unencumbered education. 

HISD EST ABU SHES THE MEDICAID FINANCE DEPARTMENT 

In October 1992, the Houston Independent School District established the 
Medicaid Finance Department (MFD) to plan, implement, and manage the district's 
Medicaid programs and initiatives. The MFD's mission is to pursue, implement 
and manage the district's Medicaid Programs to enhance, improve and expand the 
level and quality of health-related services being delivered to our students. The 
MEDICAID program has reimbursed HISD for approximately 240 health and related 
clinicians that directly serve students district wide. The HISD has generated 
approximately $4 7 ,982,585 in Medicaid reimbursement revenue between January 
1993 and Feb. 2000. 

MACM Revenue: 
SHARS Revenue: 

$ 25,265,345 
$ 22, 71 7, 241 

(May-1 994 to Feb. 2000) 
(Jan.-1993 to Feb. 2000) 

Total Medicaid Revenue: $ 47,982,586 

Medicaid reimbursement funds generated from the SHARS and MACM programs 
have been designated to help enhance health-related services for all students with 
disabilities by providing the HISD funds for additional staff and services. The 
HISD has been able to fund the following types of positions and services with 
SHARS and MACM reimbursement revenue: 

School Nurses 
Educational Diagnosticians 
Audiologist 
Life Skills Coordinators 
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Associate School Psychologists 
School-Based Health Clinics 
In-home Clinical Training 
Speech Therapist (Pathologist) 



our program to meet all of the Medicaid requirements. The HISD has also assisted 
the state and federal Medicaid agencies with developing SHARS rate studies and 
clinical cost analyses to establish reimbursement rates that eventually affect all 
Texas school districts. 

HISD is currently petitioning the Texas Department of Human Service (TDHS) for 
adaptive equipment and additional health or medical services to be covered with 
Medicaid reimbursement. Currently, students who qualify for adaptive devices 
must bring those devices with them each day on the school bus and return home 
with them each evening. Having the devices at home and school would make it 
far easier for their families and their teachers. 

MEDICAID ADMINISTRATIVE CASE MANAGEMENT (MACM) 

The HISD has participated in the MACM program since May 1994. Under this 
program, the district can be reimbursed for administrative case management 
activities that are rendered to all students within the district. MACM differs from 
the SHARS program, because SHARS will reimburse school districts for direct 
services delivered to students with IEP's, and MACM only reimburses districts for 
medical case management and Medicaid covered outreach activities. On a 
quarterly basis for a period of three days, over 300 clinicians who provide services 
participate in a comprehensive time study which includes notations of activities for 
every 15 minutes of their daily work schedule. These clinicians have been trained 
to complete these tasks, and they understand their value in providing the 
necessary resources to serve their students. 

The MACM program has been designed to comply with the state Medicaid plan 
with established regulations and guidelines. In annual state Medicaid audits and in 
the two Health Care Financing Administration (HCFA) audits, the district was found 
to be in full compliance. The HISD generates between $4.5 to $5.5 million in 
MACM reimbursement annually. Between May 1994 and Feb. 2000, HISD 
generated approximately $25,265,345 in MACM Medicaid reimbursement revenue 
for allowable MACM activities. 

MACM Revenue: $ 25,265,345 (May-1994 to Feb. 2000) 

The MACM program is currently being implemented by the Texas Department of 
Human Services. In August, 1995 the Health Care Finance Administration (HCFA), 
approved the MACM program for Texas. 

HISD shares in the Health Care Finance Administration's (HCFA) programmatic 
objective that these Medicaid programs will eventually reduce the cost of 
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delivering Medicaid-covered health care, if children receive care at the appropriate 
level of intervention with primary health care or wellness care through outreach 
and improved interagency coordination of delivered services. 

The HISD has been through annual Medicaid audits by both state and federal 
Medicaid agencies, and it has successfully met compliance with all regulatory and 
audit standards required by Medicaid and HCFA. 

FISCAL IMPLICATIONS FOR SCHOOL DISTRICTS 

In 1975, the United States Congress passed the Individuals with Disabilities 
Education Act (IDEA) that requires school districts to provide education related 
health and medical services to students with disabilities and to develop individual 
education plans (IEP) for service delivery. Congress passed IDEA without providing 
adequate special education funding, this consequently left school districts ill­
equipped to meet the clinical demands of IDEA requirements. Even the major 
expansions of IDEA funding in the 105TH and 106TH Congress have yet to reach 
20% of the original congressional funding promise for this special group of 
schoolchildren. To meet the regulatory requirements of IDEA, school districts find 
that they have to employ or contract for speech therapists, speech pathologists, 
nurses, audiologists, diagnosticians, psychologists, physical therapists, 
occupational therapists, and other clinicians as required for students enrolled with 
special needs. In many cases, parents have taken school districts to court and sued 
under the provisions of IDEA and the Americans with Disabilities Act (ADA) to 
provide additional or more comprehensive clinical services to their disabled 
children. 

Medicaid reimbursement funding is increasingly becoming a significant funding 
source for the costs of providing health and medical services to students. Once 
received, these funds have been utilized to improve and expand the level and 
quality of health and medical services being delivered to students. With increased 
enforcement of court decrees to comply with IDEA criteria via the recent Supreme 
Court decision of Garret F. Vs. Cedar Rapids School District, school districts are 
required to accommodate the extensive and costly health and medical services 
needed by profoundly disabled students. The fiscal impact of providing such 
services places school districts on a critical funding path. Districts have great 
difficulty in absorbing the extra costs of providing mandated IDEA health and 
medical services to disabled students without assistance from the federal 
government. Unfortunately, the existing public health system has been unable to 
provide adequate health services to Houston's at-risk populations, particularly our 
low-income and disabled children. 
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In view of IDEA regulations, it is HISD's recommendation that federal guidelines 
and requirements for state Medicaid programs be revised to include specific 
mandates that include school districts in state Medicaid programs for 
reimbursement of health and Medicaid services delivered. This would guarantee 
that sufficient levels of funding would be available to address the direct needs of 
students with disabilities per IDEA compliance. Without this alternative funding 
mechanism, school districts may not be in a position to maintain high levels of 
quality health and medical care for their students. The main reason for this quality 
assurance concern is that health care professionals who must be clinically 
competent to provide health and medical services are very costly to recruit and 
employ within a school district. 

IMPLICATIONS AND RECOMMENDATIONS 

School districts serve a vital role in providing outreach, coordinating, referral 
services, and, in some cases, the delivery of basic health and medical services to 
students with disabilities and other special needs. On a daily basis, school 
districts, especially large urban districts, encounter large numbers of at-risk 
children in need of health, medical and mental care. For many of our students, the 
school nurse is the only health professional the child sees. School districts can be 
utilized as an outreach and case finding agent to initiate the referral process toward 
medical intervention. State and federal health and human services agencies should 
partner with school districts to provide early illness detection, preventative and 
wellness care to at-risk children. With sufficient funding, school districts could 
enhance their efforts to establish either school-based or school-linked clinics 
available at the campus to provide basic medical screenings and care. HCFA has 
always taken the position of trying to contain rising costs of health care by 
engaging in dialogue with the health care sector; it would be advantageous for 
more efforts to be taken to incorporate school districts in acculturating children 
and families as to the importance of becoming their own health care advocates and 
wiser health care consumers. These grassroots efforts will equate to reducing the 
fundamental cost of delivering health care to not only Medicaid recipients, but for 
"insured" recipients as well. 

School districts can make a significant difference in the delivery of health, medical 
and mental care, and they should be given the opportunity to be a part of the 
Medicaid system to acculturate children and families in being better health care 
consumers. School districts currently participate in the health care advocacy of 
children. Such efforts will lead to the effective and efficient utilization of our 
Medicaid system with the appropriate level of medical intervention, which leads to 
healthier children with our society. 

6 



PROGRAM RECOMMENDATIONS TO STABILIZE SCHOOL-BASED MEDICAID 
PROGRAMS AND INIATIVES 

While states and school districts implement school-based MEDICAID services in a 
variety of different approaches, HISD suggests that the SHARS AND MACM 
programs may serve as a useful example for other states and school districts. The 
Texas implementation of SHARS and MACM has been audited by the HCFA and 
meets the regulatory requirements of the Code of Federal Regulations (CFR). 

As it is designed in Texas, the SHARS program is a traditional fee-for-service 
Medicaid program that is self-adjusting based from a reimbursement perspective 
that is tied into direct utilization of services delivered to students. School districts 
will only be reimbursed for the SHARS services that they deliver based on the 
health and medical needs of IDEA students. This means that Medicaid 
reimbursement to school districts will automatically increase or decrease based on 
SHARS services delivered. It is this fee-for-service model with its self-adjusting 
utilization component that will meet the regulatory and fiscal requirements of HCFA 
and the program expectations of the U.S. Congress. 

The Texas version of the MACM program has been reviewed, audited and 
approved by the. HCFA Dallas (Region VI) office with coordinated approval of HCFA 
Baltimore, the headquarters for HCFA. This MACM program is also self-adjusting 
from a Medicaid reimbursement perspective that is tied into direct utilization of 
services delivered to the Medicaid population for Medicaid covered administrative 
case management services. 

CONCLUSION 

Participation in the school-based Medicaid program is a complex undertaking for a 
school district. The Houston program has evolved from eight years of intense 
effort and attention, and the resources to match. Other school districts have not 
had the expertise or the opportunity to develop their school-based Medicaid 
programs in an analogous manner. Federal technical assistance to school districts 
to implement Medicaid has generally not been available, forcing many schools to 
rely on expensive external contractors to meet the complex requirements of the 
Medicaid program. HISD recommends that the comments of the Council Of The 
Great City Schools regarding improvements in school-based Medicaid services be 
seriously reviewed by The Department Of Health And Human Services. HISD 
further suggests that the dialogue and process begun at the March 21 sr meeting 
between the national education groups, and the Departments Of Health And 
Human Services and Education serve as the collaborative basis for correcting any 
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improper school-based claiming practices and for improving Medicaid services to 
eligible children through the very realistic . opportunities presented in school 
settings. 

We must put children first, and we must collectively participate in their health care 
advocacy with more outreach, which will lead to the effective and efficient 
utilization of our Medicaid System with the appropriate level of medical 
intervention which leads to healthier educated children within our society. 

8 
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IAPTA 
American Physical Therapy Association 

Testimony of the 
American Physical Therapy Association 

for a hearing of the 
Senate Finance Committee 

regarding 
Medicaid Payments to Schools 

April 5, 2000 

On behalf of the 70,000 member physical therapists, physical therapist assistants, 
and students of physical therapy, the American Physical Therapy Association 
(APT A) is pleased to submit this statement for your consideration as you examine 
Medicaid payments to schools. APT A appreciates having the opportunity to 
comment. 

The Individuals with Disabilities Education Act (IDEA) requires that all children 
with disabilities receive a free and appropriate public education, and "related 
services" necessary to benefit from their educational program. As a designated 
"related service," physical therapy must be provided at no cost to the child or 
family. The cost of providing special education and related services has given rise 
to financial concerns for school districts. To finance and deliver services, IDEA's 
authorizing legislation and regulations require that it coordinate with other federal 
programs, such as Medicaid. However, the interaction between the financial 
responsibilities of these two entities has not been well defined, and efforts to 
coordinate Medicaid and IDEA have been affected by the lack of clear and 
consistent federal guidelines. There is confusion over proper billing procedures 
which is coupled with the lack of clear and consistent federal guidance about 
services appropriately provided under Medicaid. 

A further challenge involves third-party liability (TPL) under the Medicaid statute. 
Third-party liability refers to the legal obligation of certain health care payors 
(including private health insurance) to pay the medical claims of Medicaid 
beneficiaries before Medicaid pays these claims. Medicaid rules require that 
Medicaid pay only after TPL sources have met their legal obligation to pay, 
whereas IDEA requires that parents not be charged for services provided through 
an IEP. Of considerable concern is the possibility oflimitation, or loss, oflifetime 
insurability and benefits for these children. In addition, the increasing number of 
states choosing to utilize a managed care plan for Medicaid services creates a life­
time cap where none had previously existed. 

Physical therapists are integrally involved in the provision of services for children 
with disabilities in educational environments. Physical therapists trained in 
pediatrics provide essential early intervention and school-based services for 
children with disabilities. Physical therapy helps children overcome the mobility 
and other functional obstacles to learning and daily living that most of us take for 
granted. 
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The Honorable William V. Roth, Jr. 
Chairman 
The Honorable Daniel Patrick Moynihan 
Ranking Minority Member 
Committee on Finance 
United States Senate 

Health, Education, and 
Human Services Division 

Schools can be appropriate locations in which to identify low-income children who 
are eligible for Medicaid, assist them to enroll, and provide them Medicaid-covered 
services. Under Medicaid, ajoint federal-state program that spent about $177 billion 
in fiscal year 1998, the federal government pays a share of costs incurred by the 
states in providing health care to 41 million low-income beneficiaries, including 13 
million school-aged children. States may use their Medicaid programs to pay for 
certain health services provided to eligible children by schools, including diagnostic 
screening and ongoing treatment, such as physical therapy. States may also obtain 
reimbursement from the federal government for the costs of administrative activities 
associated with providing Medicaid services in schools, such as conducting outreach 
activities to assist with enrolling children in Medicaid; providing eligibility 
determination assistance, program information, and referrals; and coordinating and 
monitoring Medicaid-covered health services. 

In June 1999, we testified before your Committee about multimillion-dollar increases 
in Medicaid reimbursements for administrative activities in schools in 10 states and 
the need for more federal and state oversight of these growing expenditures. 1 In 
particular, we found that weak and inconsistent controls over the revie~ and 
approval of claims for school-based administrative activities created an environment 
in which inappropriate claims could generate excessive Medicaid reimbursements. 
We also found that some school districts receive only $4 of every $10 that the federal 
government pays to reimburse them for Medicaid-allowable administrative costs, 
after the state takes a share of the federal payment and private firms are paid. Private 
firms are often engaged by school districts to design the methods used to claim 
Medicaid reimbursement, train school personnel to apply these methods, and submit 
the claims to state Medicaid agencies to obtain federal reimbursement. 

1See Merucaid: Questionable Practices Boost Federal Pavments for School-Based Services (GAO/f­
HEHS-99-148, Jllile 17, 1999). 
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Since our initial review was limited to administrative cost claims, you requested that 
we expand our analysis of state practices regarding Medicaid reimbursement of 
school-based administrative activities and address as well the use of "bundled" rates 
for school-based services. Bundled rates are single payments for a package of 
various services that eligible special education children may need over a specified 
period of time; a fixed amount is paid per child on the basis of the services the child 
is expected to require, not on the basis of the services the child actually receives. 
This report addresses (1) the extent to which school districts and states claim 
Medicaid reimbursement for school-based health services and administrative 
activities; (2) the appropriateness of methods states use to establish bundled rates for 
school-based health services and to assess the costs of administrative activities that 
their schools may claim as reimbursable; (3) states' retention of federal Medicaid 
reimbursement for services provided by schools and schools' practice of paying 
contingency fees to private firms; and ( 4) the adequacy of the Health Care Financing 
Administration's (HCF A) oversight of state practices regarding school-based claims, 
including safeguards employed to ensure appropriate billing for health services and 
administrative activities. 

To examine these issues, we surveyed the 50 states and the District of Columbia, 
focusing on their Medicaid policies and practices related to school-based health 
services and administrative activities. We visited six states in various regions of the 
country-Florida, Illinois, Massachusetts, Michigan, New Jersey, and Vermont-that 
allow schools to bill Medicaid for providing health services and carrying out 
administrative activities and that represent a mixture of methodologies for submitting 
claims for administrative activities, transportation to and from services, and bundled 
rate payments. 1 We also interviewed officials in 7 of HCF A's 10 regional offices, the 
17 states that allow claims for Medicaid-related administrative activities, and the 8 
states and the District of Columbia that HCF A identified as using bundled rate 
payments for health services. In addition, our Office of Special Investigations (OSI) 
began ongoing investigative work in July 1999 to determine whether fraudulent or 
abusive practices are occurring. OSI conducts its investigations in accordance with 
the standards of the President's Council on Integrity and Efficiency. We performed 
our work between July 1999 and March 2000 in accordance with generally accepted 
government auditing standards. 

2States can cover transportation services either as administrative activities or as direct health services; 
thus, our selection of states covered both these methods of submitting Medicaid claims. 
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RESULTS IN BRIEF 

Nearly all states reported Medicaid expenditures for school-based activities, which 
totaled $2.3 billion for the latest year of available state data. 3 The majority of 
payments-about $1.6 billion-were for health services provided by schools in 45 
states and the District of Columbia, and about $712 million was for administrative 
activities billed by schools in 17 states. Three states-Illinois, Michigan, and New 
York-accounted for over 60 percent of total school-based claims. New York 
accounted for 44 percent of all health services payments, while Illinois and Michigan 
together accounted for 7 4 percent of all administrative activity payments. Medicaid 
payments to schools ranged from a high of nearly $820 per Medicaid-eligible child in 
Maryland to less than 5 cents per child in Mississippi, reflecting in part variation in 
the proportion of states' school districts that submitted claims for Medicaid services 
and activities. 

Some of the methods used by school districts and states to claim reimbursement for 
school-based services do not ensure that health services are provided, or that 
administrative activities are properly identified and reimbursed. Bundled rate 
methods used by school districts to claim Medicaid reimbursement for school-based 
health services have failed in some cases to take into account variations in service 
needs among children and have often lacked assurances that services paid for were 
provided. In two states, monthly payments ranging from $141 to $636 per child were 
made to schools solely on the basis of at least 1 day's attendance in school, rather 
than on documentation of any actual service delivery. With regard to administrative 
activities, poor controls have resulted in improper payments in at least two states, 
and there are indications that improprieties could be occurring in several other 
states. Examples follow. 

• The HCFA Chicago regional office questioned $30 million in administrative claims 
submitted by the state of Michigan for the quarter ending September 1998 for 
school activities that were not related to Medicaid. Among other issues, school 
staff interviewed by HCFA revealed that activities they performed that were 
related to general health screenings, family communications, or staff-related 
training had no Medicaid component or benefit, although a portion of their staff 
time was claimed and reimbursed as such. The HCFA regional office deferred 
Michigan's claim for $33 million in federal payment for the quarter ending 
September 1999, asking again that the state better document that school-based 
claims for administrative activities were clearly linked to Medicaid. 

• Our investigation and HCFA scrutiny of claims have also found that Michigan and 
Illinois claimed reimbursement for services such as health evaluations performed 

3States were asked to provide school-based claims data for the most recent fiscal year for which they 
were available, which for approximately half of the states was state fiscal year 1999. Most of the 
remaining states provided data for state fiscal year 1998, federal fiscal year 1998, or calendar year 1998; 
three states provided data for periods before July 1997. 

5 GAO/HEHS/OSI-00-69 Medicaid in Schools 
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for the benefit of non-Medicaid-eligible children. The resulting improper 
payments for non-Medicaid-eligible children accounted for $12.5 million of the $56 
million in federal reimbursement that was reviewed in Michigan for the quarter 
ending September 1998 and $7.7 million in Illinois for the quarter ending March 
1999. Our investigation in Michigan identified approximately $28 million in 
improper federal reimbursement for 2 years. 

In some states, funding arrangements among schools, states, and private firms can 
create adverse incentives for program oversight and cause schools to receive a small 
portion-as little as $7.50 for every $100 in Medicaid claims-of Medicaid 
reimbursement for school-based claims. We found that 18 states retained a total of 
$324 million, or 34 percent, off ederal funds intended to reimburse schools for their 
Medicaid-related costs; for 7 of these states, this amounted to 50 to 85 percent of 
federal Medicaid reimbursement for school-based claims. In addition, contingency 
fees, which some school districts pay to private firms for their assistance in preparing 
and submitting Medicaid claims, ranged from 3 to 25 percent of the federal Medicaid 
reimbursement, further reducing the net amount that schools receive. While school 
districts can-and do-pay private firms for assistance with Medicaid claims, these 
fees are not allowable for federal reimbursement. Yet, our investigation determined 
that in one state a school district inappropriately included contingency fees on a 
Medicaid administrative cost claim. 

Finally, HCFA's overall weak direction and oversight have contributed to the 
problems we identified. Although at least one HCFA regional office has identified 
cases of improper payments, to date no consistent attempt has been made to 
determine how pervasive these practices may be in other regions and states or to halt 
them as quickly as possible. Moreover, problems we identified in last June's 
testimony-ambiguous policies and inconsistent oversight-continue and, in fact, 
have been exacerbated. For example, HCF A's attempt to clarify transportation 
policies for school-based services has been interpreted differently among regional 
offices, resulting in inequitable treatment of school district claims for special 
transportation needs. Recognizing that schools can be effective sites in which to 
identify low-income children eligible for Medicaid, assist them to enroll, and provide 
them Medicaid services, we are making recommendations to the Administrator of 
HCFA that are aimed at improving the development and consistent application of 
clear policies and appropriate oversight for school-based Medicaid services. 
Additionally, we are referring evidence of certain improprieties and other matters to 
the cognizant U.S. Attorney's Offices for appropriate action. 

BACKGROUND 

Medicaid is ajoint federal-state program that in fiscal year 1998 spent about $177 
billion to finance health coverage for 41 million low-income individuals, 13 million of 
whom are school-aged children. States operate their programs within broad federal 
requirements and can elect to cover a range of optional populations and benefits. As 
a result, Medicaid essentially operates as 56 separate programs: 1 in each of the 50 
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states, the District of Columbia, Puerto Rico, and the U.S. territories. Medicaid is an 
entitlement program under which the states and the federal government are obligated 
to pay for all covered services provided to an eligible individual. 

Medicaid costs shared by the federal government and the states fall under one of the 
two following two categories: medical assistance (called "health services" in this 
report) and administrative activities. Each state program's federal and state funding 
shares of health services payments are determined through a statutory matching 
formula. This formula results in federal shares that range from 50 to 83 percent, 
depending on a state's per capita income in relationship to the national average. For 
administrative activities claims, the federal share varies by the type of costs incurred. 
Most administrative expenditures are shared equally between the federal government 
and the individual state. However, certain administrative expenditures are eligible 
for higher federal matching funds.4 Over 95 percent of Medicaid's $177 billion in total 
expenditures in fiscal year 1998 was spent on health services. 

Medicaid. IDEA. and School-Based 
Health Services 

Schools can help identify eligible low-income children, assist them to enroll, and 
provide them Medicaid-covered services, and states are authorized to use their 
Medicaid programs to help pay for certain health care services delivered to these 
children in schools. In addition, Medicaid is authorized to cover health services 
provided to children under the Individuals With Disabilities Education Act (IDEA).5 

Children who qualify for IDEA have access to a wide array of services, and Medicaid 
may cover the costs of health-related services provided to eligible children. In 
particular, IDEA obligates schools to provide the "related services" that are required 
to help a child with a disability benefit from special education, including 
transportation, speech-language pathology, and physical and occupational therapy. 
Because many services required by the individualized plan developed to address the 
specific needs of a child with a disability are health-related, Medicaid is an attractive 
option for funding many IDEA services. Children who qualify for IDEA are frequently 
eligible for Medicaid services, and although Medicaid is generally the payer of last 
resort for health care services, it is required to pay for IDEA-related medically 
necessary services for Medicare-eligible children before IDEA funds are used. 

IDEA requires that states have in effect policies and procedures to ensure the 
identification, location, and evaluation of all children with disabilities who are in 

4For example, federal matching funds pay 90 percent of costs for the development of automated 
information systems and 75 percent of costs for some activities performed by skilled professional 
medical personnel. 

5IDEA, 20 U.S.C. 1400, covers public school children with disabilities and emphasizes special 
education; it also covers such related services as transportation, speech-language pathology and 
audiology, psychological services, physical and occupational therapy, and counseling. 
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need of special education and related services, a concept termed "child fmd." Some 
activities under Medicaid, such as outreach in support of Medicaid's Early and 
Periodic Screening, Diagnostic, and Treatment (EPSDT) benefit, can be coordinated 
with IDEA activities.• While related, these two programs still have distinguishing 
goals: IDEA's child-find activities are focused on identifying and meeting the 
educational needs of children with disabilities, while EPSDT outreach is directed at 
informing children who are potentially eligible for Medicaid about benefits available 
under the EPSDT program and facilitating the Medicaid application process. 

Medicaid Claims for 
School-Based Health Services 

Commonly provided school-based health services that qualify for Medicaid 
reimbursement include physical, occupational, and speech therapy as well as 
diagnostic, preventive, and rehabilitative services. Schools that submit claims to 
their state Medicaid agency for reimbursement for health services must meet 
Medicaid provider qualifications established by their state and must have a provider 
agreement with the state Medicaid agency.1 

In addition, states must develop a methodology for determining payment rates for 
school-based health services. Payment rates are established by the state Medicaid 
agency, described in a state plan, and approved by HCFA. Although states have 
broad discretion in establishing payment rates, they must be reasonable and 
sufficient to ensure the provision of quality services and access to care. Within these 
general payment principles, however, considerable variation can exist. For example, 
states may set a payment rate for each individual service provided or base Medicaid 
reimbursement on the actual costs providers incur in supplying services. 

Until recently, states have been allowed to develop methods to bundle payments for a 
specified group of services. However, in a May 21, 1999, letter to state Medicaid 
directors, HCF A prohibited states' use of this approach because HCF A had concluded 
that bundled rate methodologies do not produce sufficient documentation of 
accurate and reasonable payments. HCF A informed states that it would not be 
considering further proposals by states to use a bundled rate payment system. HCF A 
directed states with bundled rates to develop and prospectively implement an 
alternate reimbursement methodology. HCF A expected states to come into 
compliance with its May 21, 1999, letter within a reasonable time frame and stated it 

6EPSDT is a benefit that provides certain comprehensive treatment and preventive health care services 
for Medicaid-eligible children under age 21 if these services are medically necessary, regardless of 
whether they are covered under a state's Medicaid plan. Under the EPSDT benefit, states are required 
to conduct activities to inform individuals about EPSDT and to encourage their participation in the 
Medicaid program. 

1Schools providing Medicaid services employ a variety of service delivery models, including directly 
employing health providers, making contractual arrangements with providers for specific services, 
operating fully equipped and staffed school health clinics, or some combination thereof. 
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would consider taking action if this did not occur. While HCFA expects to issue 
further clarification on bundled rates some time this year, states with previously 
approved bundled rates continue to use them. 

Medicaid Claims for School-Based 
Administrative Activities 

Schools may also receive reimbursement for the costs of performing administrative 
activities related to Medicaid. Administrative activities performed by school districts 
and schools may include Medicaid outreach, application assistance, and coordination 
and monitoring of health services. Unlike the requirements for health services 
claims, a school does not need to become a qualified Medicaid provider to submit 
administrative activity claims. However, there must be (1) either an interagency 
agreement or a contract that defines the relationship between the state Medicaid 
agency and other parties and (2) an acceptable reimbursement methodology for 
calculating payments for administrative activities. 

Cost allocation plans are expected to be supported by a system that has the capability 
to properly identify and isolate the costs that are directly related to the support of the 
Medicaid program. States must also abide by the cost allocation principles described 
in Office of Management and Budget (OMB) Circular A-87, which requires, among 
other things, that costs be "necessary and reasonable" and "allocable" to the Medicaid 
program.8 

HCF A Guidance on Medicaid Reimbursement 
for School-Based Health Services 

In August 1997, HCFA issued a technical assistance guide for Medicaid claims for 
school-based services. 9 This guide provides general information and guidelines 
regarding the specific Medicaid requirements associated with federal reimbursement 
for the costs of school health services and administrative activities. HCF A requires 
states to provide and maintain appropriate documentation and assurances that claims 
for administrative activities do not duplicate other claims or payments. 

HCFA's May 21, 1999, letter to state Medicaid directors, in addition to prohibiting 
bundling payments, attempted to clarify HCFA's policy on transportation and stated 
that H CF A was in the process of updating its guiding principles related to claims for 
school-based administrative activities costs. (See app. I for the full text of the May 
21, 1999, letter.) In February 2000, HCFA released for public comment a draft of its 

80ther relevant provisions of the Medicaid statute and regulations include sec. 1903(a) of the Social 
Security Act and implementing regulations at 42 C.F.R. 430.l and 42 C.F.R. 431.15. In order for the 
costs of any administrative activities to be allowable and reimbursable under Medicaid, the activities 
must be "found necessary by the Secretary for the proper and efficient administration of the plan." 

9See HCFA, Center for Medicaid and State Operations, Medicaid and School Health: A Technical 
Assistance Guide (Washington, D.C.: HCFA, Aug. 1997). 
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B-283378 

revised technical assistance guide on submitting school-based administrative activity 
claims. 10 

MEDICAID SCHOOlrBASED ACTIVITIES 
INVOLVE A VARIETY OF STATE PRACTICES: 
EXPENDITURES CONTINUE TO GROW 

While nearly all the states had Medicaid expenditures for school-based activities, the 
extent of participation varied widely, with the volume of Medicaid administrative 
expenditures having grown significantly in recent years. Total Medicaid claims for 
the most recent year of available state data range from $8,000 in Mississippi to $682 
million in New York; average claims per Medicaid-eligible child range from less than 5 
cents in Mississippi to nearly $820 in Maryland. This variation can be partially 
explained by the proportion of school districts within a state that choose to file 
claims. Recent payments for school-based administrative activities reflect the 
growing number of school districts making claims for Medicaid reimbursement for 
these activities. Moreover, in addition to the 17 states that currently allow their 
schools to bill Medicaid for school-based administrative activities, 12 states have 
indicated that they may do so in the future. As a percentage of total Medicaid 
administrative expenses, payments for school-based administrative activities range 
from less than 1 percent in 1 of the 17 states allowing such claims to over 45 percent 
in Michigan and Illinois. 

The Extent of School-Based 
Claims Varies 

While nearly all states allow schools to submit claims to their state Medicaid agencies 
for school-based health services, administrative activities, or both, the extent to 
which school districts choose to do so varies. Our survey of the 50 states and the 
District of Columbia found that schools in 4 7 states and the District of Columbia 
obtain Medicaid payment for school-based health services, administrative activities, 
or both. While 15 states allow claims for both health services and administrative 
activities, 30 states and the District of Columbia allow Medicaid payment for health 
services only. Two states-Alaska and Arizona-limit their school-based Medicaid 
payments to administrative activities, and schools in three states-Hawaii, 
Tennessee, and Wyoming-do not claim Medicaid reimbursement for either type of 
school-based service. (See fig. 1.) 

1°HCFA's draft guidance can be located on the Internet at http://www.hcfa.gov/ 
medicaid/schools/machmpg.htm. 
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Figure 1: States Reporting Medicaid Claims for School-Based Services. December 
1999 

.. _ 
.,,. 
• 

Source: GAO survey of states. 

[=1 Health and Administrative School-Based Claims Reported (15) 

c=i Health Services School-Based Claims Reported (31) 

~ Administrative School-Based Claims Reported (2) 

- No School-Based Claims Reported (3) 

States also vary substantially in the amount of their Medicaid payments for school­
based activities. Medicaid payments to schools ranged from less than 5 cents per 
Medicaid-eligible child in Mississippi to nearly $820 per child in Maryland. Three 
states-Illinois, Michigan, and New York-accounted for over 60 percent of total 
school-based claims. New York comprised 44 percent of all health services 
payments, while Illinois and Michigan accounted for 7 4 percent of all administrative 
activity payments. (See table 1.) Among the 45 states and the District of Columbia 
that provide Medicaid reimbursement for school-based health services, such claims 
have been allowed for periods ranging from 2 to 28 years. For the 17 states that 
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provide Medicaid reimbursement for school-based administrative activities, such 
claims have been allowed for between 1 and 8 years. 

Table 1: States' Annual School-Based Claims. Ranked by Average Claim per Medicaid­
Eligible Child Aged 6 to 20 

School-based claims (in thousands) 
State Average claim Total Health Administrative 

per Medicaid- claims claims claims 
eligible child 

Maryland $818 $93,824 $93,824 a 

New York 703 682,000 682,000 a 

Illinois 674 385,633 82,946 $302,687 
Michigan 674 317,701 93,534 224,167 
New Hampshire 658 24,894 24,894 a 

Rhode Island 600 27,482 27 482 a 

Delaware 394 13,900 13,900 a 

Maine 350 22,000 22,000 a 

Vermont 309 12,798 11,041 1,757 
Kansas 291 25,741 25,741 a 

Massach usettsb 284 65,250 45,750 19,500 
Alaska 265 7,780 a 7,780 
District of Columbia 265 12,100 12 100 a 

Wisconsinc 249 45,904 44,312 1,591 
New Jersey 248 66,328 60,671 5,657 
Connecticut 174 22,216 22 216 a 

Pennsylvania 121 68,507 54,555 13,952 
Arizona 115 25,795 a 25,795 
Utah 114 7,279 7,279 a 

Minnesota 105 23,766 271 23,495 
Texas 88 78,030 66 368 11,662 
Washington 87 30,367 11,973 18,394 
Oregon 85 12,441 12,441 a 

South Carolina 79 14,247 14,247 a 

New Mexico 72 10,348 5,439 4,909 
Ohio 66 31,953 31953 a 

Florida 59 41,518 3,067 38,451 
Nebraska 58 3,916 3,916 a 

Missouri 55 15,381 4,277 11,104 
Iowa 52 5,255 4,171 1 084 
Nevada 48 1,900 1,900 a 

Arkansas 45 5,428 5,428 a 

Coloradod 44 4,885 4,885 a 

North Dakota 41 826 826 a 

South Dakota 31 906 906 a 

Montana 29 892 892 a 
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Louisiana 26 6,269 6.269 a 

West Virginia 24 3.044 3.044 a 

Georgia 21 9.167 9.167 a 

Idahod 20 781 781 a 

California 19 42,308 42,020 288 
Oklahoma 10 1,311 1,311 a 

Kentucky 6 1.228 1.228 a 

Virginia 5 1,201 1,201 a 

North Carolina 2 722 722 a 

Alabama 1 132 132 a 

Indiana • 60 60 a 

Mississippi • 8 8 a 

Hawaii a a a a 

Tennessee a a a a 

Wyoming a a a a 

Total $2,275,423 $1,563,150 $712,273 

Note: States provided school-based claims data for the most recent fiscal year for which they were 
available, which for approximately half the states was state fiscal year 1999. Most of the remaining 

states provided data for state fiscal year 1998, federal fiscal year 1998, or calendar year 1998; three 
states provided data for periods before July 1997. The average claim per Medicaid-eligible child was 
calculated by dividing the total school-based claims by the number of school-aged Medicaid-eligible 
children. 

"This state did not report school-based claims. 

"Massachusetts provided 6 months of administrative claims data, which we extrapolated to reflect a 
full year of claims. 

'Wisconsin's school-based health claims and administrative claims do not equal its total school-based 

claims because of rounding. 

•Colorado and Idaho provided 11 months of health services claims data, which we extrapolated to 

reflect a full year of claims. 

'The average claim per Medicaid-eligible child was less than $1. 

Source: GAO analysis of state-reported claims data and HCF A's fiscal year 1997 eligibility data (2082 

report). 

Some of the variation in Medicaid payments for school-based services and cost per 
Medicaid-eligible child is explained by differences in the proportion of school 
districts submitting Medicaid claims for school-based activities. For some states, 
schools are part of the state Medicaid health services delivery system, while in other 
states, schools may not generally provide direct health services. For example, two 
states that spent relatively little per Medicaid-eligible child-Indiana, at less than $1 
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per child, and Alabama, at $1 per child-both indicated low percentages of school 
district participation, with an Indiana official estimating approximately 3-percent 
participation. A state official in California, which spent less per Medicaid-eligible 
child than 40 other states, estimated that in state fiscal year 1998 about 75 percent of 
the school districts in the state submitted claims for health services, while only 2 
school districts submitted claims for administrative activities. 

States also varied in whether they considered certain activities to be health services 
or administrative activities, which could have affected federal reimbursement 
because the federal match rate for health services is higher than the rate for 
administrative activities in many states. According to HCF A's technical assistance 
guide, Medicaid currently allows states to reimburse transportation and case 
management as health services, administrative activities, or both. For example, 
schools in Maryland and Nevada claim school-based transportation as a health 
service, while those in Massachusetts classify transportation as an administrative 
activity. Similarly, Illinois schools claim case management as an administrative 
activity, while those in New York claim it as a health service." A Michigan official 
reported that schools submit claims for case management as a health service once 
the individualized plan for a child with a disability has been developed and written, 
while case management that takes place before such a plan is developed is claimed as 
an administrative activity. 

An Increasing Number of States Pay-or Are Considering 
Pavment-for School-Based Administrative Activities 

In June 1999, we testified that a growing number of states pay for reimbursement of 
school-based administrative activities, and our recent survey suggests that this 
growth will continue. From fiscal year 1995 through fiscal year 1998, Medicaid claims 
for administrative activities increased fivefold, from $82 million to $469 million (see 
fig. 2). 12 These increased Medicaid expenditures for school-based administrative 
activities reflect growth in the number of states participating, the number of schools 
participating, and the size of claims submitted by individual school districts. 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 
officials indicated was primarily the result of an increase in the number of school 
districts submitting claims. 

11In New York, schools actually claim targeted case management, which differs from case management 
in that states are allowed to waive certain Medicaid requirements. In other words, the state may target 
individuals by different criteria, such as age, degree of disability, illness, or condition. 

12Ten of the 17 states that allow reimbursement for school-based administrative services were readily 
able to provide trend data: Alaska, California, Florida, Illinois, Massachusetts, Michigan, Minnesota, 
Missouri, Pennsylvania, and Texas. 
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Figure 2: Medicaid School-Based Administrative Claims for 10 States. Fiscal Years 
1995-98 
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Note: States that appear in bold lettering began claiming school-based administrative expenditures in 
the year listed. 

Source: State-reported claims. 

Interest in submitting claims to Medicaid for administrative activities performed in 
the schools was evident in our recent survey of the 50 states and the District of 
Columbia. In addition to the 17 states that currently allow Medicaid reimbursement 
for school-based administrative activities, officials in 12 other states reported that 
they are considering allowing school-based claims for these activities in the future. 
Seven other states reported that they were "not sure" if they would allow schools to 
submit Medicaid claims for administrative activities. 13 (See table 2.) Of those states 

13As part of our survey on school-based services, states were asked whether they were considering 
submitting Medicaid claims for school-based administrative activities. States had the option of 
selecting "yes," "not sure," or "no." 
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considering Medicaid reimbursement for school-based administrative costs, eight 
identified some possible activities for which they would pay, including eligibility 
facilitation, outreach, transportation, program planning and monitoring, case 
management, referral, and coordination. 

Table 2: Positions on Reimbursement for Medicaid School-Based Administrative 
Activities of Those States That Do Not Currently Pay Claims 

Considering Uncertain 
reimbursement 
Alabama District of Columbia 
Arkansas Hawaii 
Georgia Indiana 
Idaho Maryland 
Kansas Mississippi 
Nebraska Montana 
Nevada Virginia 
North Carolina (7) 
Ohio 
Oklahoma 
Oregon 
Utah 
(12) 

Source: GAO smvey of states. 

School-Based Administrative Claims 
Represent a Significant Share of a Few 
States' Total Medicaid Administrative Costs 

Not considering 
reimbursement 
Colorado 
Connecticut 
Delaware 
Kentucky 
Louisiana 
Maine 
New Hampshire 
New York 
North Dakota 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
West Virginia 
Wyoming 
(15) 

The school-based administrative claims of a few states constitute a significant share 
of their total Medicaid administrative activity. For example, these claims represented 
47 percent and 46 percent, respectively, of Michigan's and Illinois' total Medicaid 
administrative claims. Other states-Alaska, Arizona, and Washington-had school­
based claims as high as 19 to 20 percent of their total Medicaid administrative 
expenditures. (See table 3.) A significant portion of the growth in the administrative 
costs of four states resulted from reimbursing for school-based activities: Alaska, 
Illinois, Michigan, and Minnesota all showed average annual growth rates for school-
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based administrative expenditures that were at least twice as high as the growth rate 
of all their other Medicaid administrative expenditures combined. 1 ~ 

Table 3: States' Medicaid School-Based Administrative Claims as a Percentage of 
Total Medicaid Administrative Exoenditures 

State School-based Total Medicaid Percentage of total 
Medicaid administrative administrative 

administrative expenditures expenditures 
claims (in (in thousands)" 

thousands) 
Michigan $224,167 $477,138 47 
Illinois 302,687 661,188 46 
Arizona 25,795 131,577 20 
W ashirn!ton b 18,394 91,745 20 
Alaska 7,780 40,662 19 
New Mexico 4,909 32,078 15 
Florida 38,451 289,625 13 
Minnesota 23,495 209,412 11 
Massachusettsc 19,500 190,669 10 
Missouri 11,104 131,024 8 
Vermont 1,757 35,659 5 
Pennsylvania 13,952 387,262 4 
New Jersey 5,657 253,991 2 
Texas 11,662 576,952 2 
Iowa 1,084 70,125 2 
Wisconsin 1,591 138,555 1 
California 288 1,227,657 Less than .02 

Note: States were asked to provide administrative claims data for school-based services from the most 
recent fiscal year. Although most states provided data from the year ending June 30, 1999, two states 
provided data from calendar year 1998, two states provided federal fiscal year 1998 data, and three 

states provided data from state fiscal year 1998 (July 1, 1997---June 30, 1998). 

·States provided total Medicaid administrative expenditures for the same period as for the school­

based administrative claims data. 

bAlthough Washington provided school-based administrative claims data for the year ending August 31, 

140f the 17 states that claim Medicaid reimbursement for school-based administrative costs, we 
examined administrative expenditures for the 8 states that could readily provide data for multiple 
years and compared the growth rates for school-based administrative expenditures against all of the 8 
states' other Medicaid administrative expenditures. The eight states were Alaska, California, Illinois, 
Michigan, Minnesota, Missouri, Pennsylvania, and Texas. In Michigan and Minnesota, the base year for 
this calculation is the year the states began claiming school-based administrative activities and may 
not represent a full year of claims activity. 
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1999, total Medicaid administrative expenditures were provided for the closest year of data available, 
federal fiscal year 1999 (October 1, 1998-September 30, 1999). 

<Massachusetts provided 6 months of school-based administrative claims data, which we extrapolated 

to reflect a full year of claims. 

Source: State-reported claims data. 

METHODS USED TO CLAIM MEDICAID 
DO NOT ENSURE THAT SERVICES ARE 
PROVIDED OR ADMINISTRATIVE ACTIVITIES 
ARE PROPERLY IDENTIFIED AND REIMBURSED 

Some methods used to claim Medicaid reimbursement do not adequately ensure that 
health services are provided or that administrative activities are properly identified 
and reimbursed. Paying bundled rates for health services can simplify requirements 
for schools that participate in the Medicaid program; however, bundled rates can also 
create an incentive to stint on services, or to change what services children receive or 
where they receive them to increase payment. To counteract these incentives, 
bundled rate methods should differentiate payments among children with varying 
levels of need and provide assurances that necessary services are provided. 
However, not all states using a bundled payment approach differentiate levels of need 
among children or ensure that services paid for are provided. In addition, poor 
controls over what constitutes an allowable administrative activity cost claim have 
resulted in improper Medicaid reimbursements. In some cases, Medicaid claims were 
inappropriately reimbursed because they represented administrative activities that 
were not Medicaid-related. In other cases, claims for administrative activities 
performed by skilled medical professionals, which can be eligible for reimbursement 
at a higher matching rate of 75 percent, were submitted and paid without adequate 
documentation to justify the higher rate. 

Bundled Rates Simplified Claims and 
Were Expected to Limit Adverse Incentives 

HCFA began to allow states to develop bundled payment approaches in an attempt to 
simplify schools' reporting requirements under Medicaid. We reviewed the payment 
approaches of seven states that currently use bundled rates. 1

" Bundled payments are 
somewhat comparable to capitation payments made to managed care organizations. 
A school district receives a single payment for all the covered services a child needs 

15These states are Connecticut, Kansas, Maine, Massachusetts, New Jersey, Utah, and Vermont. 
Although HCFA identified the District of Columbia and North Carolina as having bundled rates, we did 
not include these states in our analysis. We eliminated the District of Columbia from our discussion 
because it applies a bundled rate to only two schools; all other schools submit claims on a fee-for­
service basis. We also excluded North Carolina, because all of its schools currently submit claims on a 
fee-for-service basis, although a number of schools had previously used a bundled approach. 
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during a specified period, such as a day or month.'" Bundled payments have the 
advantage of simplifying schools' submission of claims. One state official told us that 
the less complicated paperwork involved with bundled rates has made it easier for 
smaller schools to submit claims for Medicaid reimbursement. 17 

Bundled rates can also reduce the negative incentives that may exist under other 
payment approaches. For example, reimbursing schools on the basis of their actual 
costs may undermine interest in delivering services efficiently. In addition, a fee-for­
service approach, which is used by the majority of states, does not provide schools 
with an incentive to control the volume of services provided because schools in these 
states receive more revenue for providing more services. (See table 4.) 
Counteracting the adverse incentives that may exist under these other payment 
approaches is challenging. Reviewing utilization or cost reports to establish that 
costs are allowable or services are necessary is expensive. In contrast, bundled rates 
can help limit the costs of delivering services by creating the incentive to provide 
needed services more efficiently. Under a bundled approach, however, costs can 
also be limited by neglecting to provide all needed services or by compromising the 
quality of individual services provided. These undesirable effects can be reduced by 
modifying how bundled rates are paid and exercising additional oversight of the 
services delivered. 

Table 4: Incentives Affecting Volume and Cost of Services. by Pavment Approach 

Do incentives exist for providers to increase 
Payment approach Volume of services to Unit cost? 

an individual? 
Cost-based reimbursement Yes Yes 
Fee-for-service rates Yes No" 
Bundling rates Nob No" 

"Under this payment approach, incentives to increase the unit cost do not exist, provided the unit costs 
are based on reasonable and appropriate costs. 

bBundled rate payments can, however, provide an incentive to inappropriately decrease the volume of 

services provided. 

Source: GAO analysis of payment incentives. 

16Services included in the bundled rates are relatively similar among the seven states and typically 
include audiology; counseling; and physical, speech, and occupational therapy. One notable exception 
is transportation, the cost of which only four of the seven states include in their bundled rates. 

17See Medicaid and Special Education: Coordination of Services for Children With Disabilities ls 
Evolving (GAO/HEHS-00-20, Dec. 10, 1999). 
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Some States' Bundled Pavrnent Methods 
Lack Sufficient Accountability 

In order for bundled rate methods to result in appropriate payments, the amount paid 
should be appropriately aligned with the expected cost of services. For schools, 
bundled payments that take into account the variation in service needs among 
children and ensure that services are provided help ensure that Medicaid funds are 
appropriately spent and children's needs met. However, the methods currently 
employed by some of the seven states using bundled rates do not satisfy these criteria 
(see table 5). 

Table 5: Approaches to School-Based Payments in Seven States Using Bundled Rates 

State Does the bundled What is the unit of What event triggers 
rate vary payment for submitting a claim to 
depending on the services?b Medicaid for 
needs of the reimbursement? 
child?• 

Connecticut No-one Monthly rate- Receipt of one service 
statewide rate $336 per child 

Kansas Yes-14 Monthly rate- School attendance 1 
statewide rates; $151-$636 per day a month 
vary by primary child 
disability 

Maine Yes-13 Monthly rate- School attendance 1 
statewide rates; $141-$442 per day a month 
vary by primary child 
disability 

Massachusetts Yes-seven Six daily rates- School attendance 
statewide rates; $11-$48 per child; 
vary by time one weekly rate-
spent in a regular $106 per child 
classroom 

New Jersey Yes-four Daily rate-$33- Receipt of one service 
statewide rates; $172 per child 
vary by type of 
school 

Utah No-school- Daily rate-$21- School attendance 
specific rates $60 per child 

Vermont Yes-four Monthly rate- Receipt of a specified 
statewide rates; $162-$1,598 per number of services 
vary by number child 
of services 
actually provided 

·States may exclude certain services, such as development and evaluation of the individualized plan of 
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a child with a disability, EPSDT diagnosis and treatment, and provision of medical equipment, from 
their bundled rates and separately claim Medicaid reimbursement for these services. 

bFor all but one state, the rates are current and are rounded to the nearest dollar. The rates listed for 
Vermont are from the 1998-99 school year. Vermont's rates have historically been acijusted annually 
for salary increases. 

Source: State Medicaid agencies. 

As table 5 indicates, states' bundled rates vary in the extent to which they adjust 
payments among children with different medical needs. For example, the bundled 
rates of two states-Connecticut and Utah-do not recognize that the costs for 
providing services to children with different medical needs may vary considerably. 
Participating schools in Connecticut receive a monthly payment of about $336 for 
each eligible child, regardless of whether that child has a mild learning disability or 
has multiple physical and cognitive disabilities. This statewide rate may not cover 
the full costs incurred by schools that have a disproportionate number of children 
whose services cost more, which may affect schools' ability to provide necessary 
services. Conversely, other schools may be paid an amount higher than their actual 
costs. In two other states, Massachusetts and New Jersey, the payment level is based 
on the location of the child, and not necessarily on the number or scope of services 
that he or she receives. Specifically, Massachusetts' schools are paid on the basis of 
the percentage of time an eligible child spends in a regular classroom, whereas New 
Jersey has four statewide rates that vary depending on where the child attends 
school. 1

" 

Bundled payment rates in other states, such as Kansas, Maine, and Vermont, are more 
aligned with the expected cost of services for specified groups of children. For 
example, schools in Kansas and Maine receive the same payment amount for all 
children with specified disabilities, such as autism or mental retardation. While these 
rates do not recognize differences in the number and intensity of services provided to 
children within each disability category, they do recognize that schools can incur 
significantly higher costs for children with certain disabilities. Vermont does not 
distinguish among types of disabilities but does have four different levels of 
reimbursement, which vary depending on the number of services a child actually 
receives in a given week, as well as on who provides those services."' 

18New Jersey pays schools according to four categories: in-district school, out-of-district school, 
nonpublic school, and state facility. 

19Thus, schools are reimbursed a lower amount for children in level one, who receive fewer than 6 
units of service a week, than for those in level three, who receive from 12 to 24 units of service a week. 
Vermont's approach also recognizes differences in the costs of services provided by aides and 
professionals. For example, 1 hour of individual therapy provided by a certified physical therapist is 
equal to three units of service, while an hour of therapy provided by an aide equals one unit. 
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In addition, states' bundled approaches should ensure that services paid for are 
actually provided. However, payments currently made in four of the seven states­
Kansas, Massachusetts, Maine, and Utah-are not specifically linked to the receipt of 
services because reimbursement is triggered simply by school attendance. 
Participating schools in these states are reimbursed the bundled rate for each eligible 
child, irrespective of whether the child has received any services. For example, 
schools in Kansas are reimbursed about $4 76 a month for each child whose primary 
disability listed on the individualized plan is autism, as long as the child attended 
school at least 1 day in a given month. In such an arrangement, there is little 
accountability for providing needed services because attendance-not the receipt of 
services-triggers reimbursement. 

Varying levels of assurances exist in Connecticut, New Jersey, and Vermont that 
services are actually provided to eligible children. For example, schools in 
Connecticut must document on a monthly service information form the number and 
type of services provided to each child. However, schools have to provide a child 
with only one service during the month to be eligible for the full payment. Similarly, 
New Jersey schools can claim the per diem reimbursement for each day an eligible 
child receives at least one service that is documented by the school. In Vermont, case 
managers complete for each child a level-of-care form that categorizes the hours of 
service, type of provider, and setting (one-on-one or group). Using these data, a clerk 
computes the total units of service each child receives to justify the payment for one 
of four levels of care. 

Poor Controls Have Resulted in Improper 
Reimbursement for Administrative Claims 

Poor controls on the part of states and school districts have resulted in improper 
reimbursements for Medicaid administrative claims. The methods states allow 
school districts to use to determine administrative costs strongly influence the 
amount of Medicaid reimbursement school districts receive. Determining allowable 
Medicaid-related administrative costs involves identifying direct costs, such as for 
personnel and supplies, and allocating them between Medicaid and non-Medicaid 
activities, as well as allocating an appropriate share of indirect (overhead) costs to 
Medicaid.~0 In most cases, school personnel involved in special education can serve 
both Medicaid and educational functions; thus, the costs of administrative activities 
must be allocated to each function. 21 Two aspects of the methods for determining 
administrative cost allocations are vulnerable to contributing to overstated Medicaid 
costs: (1) time study methodologies, which are used to identify the portion of staff 

200f the 17 states that reimburse for administrative costs in schools, school districts in 4-Alaska, 
California, Vermont, and Wisconsin-do not include indirect costs in their claims. 

21In a few instances, school personnel may be completely allocated to Medicaid administrative 
activities. For example, schools may employ "Medicaid clerks," whose primary function is to provide 
the administrative support necessary for schools to submit Medicaid claims to the state. 
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time spent on Medicaid-related activities, and (2) activity codes, which are used to 
identify functions performed by school staff in these time studies. In addition, some 
school districts have received reimbursement for administrative activities at the 
enhanced 75-percent federal matching rate for skilled professional medical providers, 
such as physical therapists, without providing adequate documentation that their 
professional capabilities were needed for such activities, as required by Medicaid 
regulations. 

Different Time Study Methods Have Led to 
Considerable Variation in Reimbursement 

Some time study methods that states allow schools and school districts to use in 
determining Medicaid-related school-based administrative costs are questionable and 
could be used to inappropriately increase Medicaid payments. Differences in time 
study methodologies can-and do-affect the level of states' reimbursements. States 
vary in the extent to which they instruct school districts on the type of time study 
methodology permitted. 

We identified three basic methods used to allocate the time of school personnel to 
Medicaid-related administrative activities: the representative period, random 
moment, and continuous log methods.2:! The representative period method is the one 
most vulnerable to manipulation. In contrast to the random moment time study, for 
example, which always randomly selects a period of time to be studied, 
representative periods may not always be randomly selected. This method is also the 
one most frequently used. Of the 17 states with schools that file administrative cost 
claims, 15 allow the use of representative period time studies for determining cost 
allocations.2.1 Moreover, 9 of the 15 states that specify the use of a representative 
period study either specify the use of a nonrandom representative period or allow the 
school districts or private firms involved in the time studies to make this decision.2

·
1 

How the selection of the sample period can affect study results is illustrated by an 
example from Florida. When a private firm representing nine Florida school districts 
changed the time study method they used from a sampling period of 1 week per 
quarter to a random sample of moments throughout the quarter, the amount of 
federal reimbursement claimed decreased by 50 percent. 

22For representative period time studies, participants record all their activities in 15-minute increments 
for a given period of time, typically 1 week. For random moment time studies, participants record 
their activities for randomly selected moments in a specified period of time, such as a federal fiscal 
quarter. In contrast, the continuous log approach requires specified service providers to track how 
their time is spent on an ongoing basis. 

23Five states-Florida, Illinois, Iowa, Missouri, and Washington-allow more than one type of time 
study methodology. 

24The remaining six states that use a representative period time study specify that the time period must 
be randomly selected. Minnesota and Vermont, the two states that do not allow representative period 
time studies, use random moment and continuous log studies, respectively. 
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Loosely Defined Activity Code Categories Have 
Overstated Costs Related to Medicaid 

Loosely defined activity code categories used by time study participants to record 
time spent on administrative activities have resulted in overstated Medicaid costs. 25 

While typical activity code categories may include outreach related to the Medicaid 
program, coordinating and monitoring of health services, and facilitating Medicaid 
eligibility determinations, these categories and their codes vary among and within 
states, particularly when multiple private firms contract with school districts within a 
state to submit administrative cost claims. 

While staff from HCFA's central office and several regional offices emphasized the 
importance of developing clearly defined activity codes, some states' methods allow 
certain activities to be inappropriately claimed as Medicaid administrative costs. For 
example, HCF A's Chicago regional office questioned activities for which $30 million 
in federal reimbursement had been claimed and paid for one quarter for participating 
schools in Michigan. The activity codes in question included general health 
screenings, communication with families, and staff training as Medicaid 
administrative activities. However, HCF A regional office interviews with a sample of 
staff who allocated their time to these activity codes revealed no direct connection 
between staff activities and Medicaid; these staff did not know what Medicaid covers, 
where or how to apply for Medicaid, or who might qualify for coverage. Moreover, 
the only Medicaid-related training activity identified in HCFA's review was for 
purposes of completing the time study; interviewed school staff indicated that 
Medicaid was not mentioned during other identified training sessions. The activity 
codes in question constituted 53 percent of the $56 million in federal reimbursement 
claimed for administrative activities by Michigan's school districts for the quarter 
ending September 1998. HCFA recommended that Michigan revise its time study's 
activity code definitions to more accurately identify activities related to the Medicaid 
program or recipients. The HCF A regional office deferred Michigan's claim for $33 
million in federal reimbursements for the quarter ending September 1999, asking 
again that the state better document that school-based claims for administrative 
activities were clearly linked to Medicaid. 

Our investigation and HCFA scrutiny of claims in Michigan and Illinois also disclosed 
federal reimbursements for health reviews and evaluations performed for the benefit 
of non-Medicaid-eligible children. These improper claims for non-Medicaid-eligible 
children in schools accounted for $12.5 million of the $56 million in federal 
reimbursement that was reviewed in Michigan for the quarter ending September 1998 
and a $7. 7 million reimbursement to Illinois-$2.4 million for one school district 

25School personnel completing an administrative claim time study allocate their time to different 
categories, or activity codes, depending on the activities performed in a given period of time. Activity 
codes are generally not limited to Medicaid-reimbursable activities and may include codes for 
educational activities and general administration. 
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consortium for the quarter ending December 1998 and $5.3 million for the quarter 
ending March 1999 for the remaining school districts that claim reimbursement. Our 
investigation in Michigan identified approximately $28 million in improper federal 
reimbursement for 2 years. 

Our review of the 17 states that allow schools to file administrative claims showed 
that some of the questionable activity code definitions used in Illinois and Michigan 
are also being used for activity codes in 9 other states. Of these nine states, four do 
not specifically mention Medicaid in descriptions of relevant activities. 26 In contrast, 
at least one state preferred to develop its own activity codes, rather than adopt those 
already in use in other states, because the other state codes were "too loose to be 
appropriate" and did not differentiate Medicaid-related activities from those relating 
to non-Medicaid-eligible children. 

Claims Based on Professional Credentials 
Have Resulted in Questionable Payments 

Claims for administrative activities performed by skilled professional medical 
providers (SPMP) at the 75-percent enhanced matching rate have also resulted in 
questionable payments. Of the 17 states submitting claims for administrative costs, 
11 states allow the use of the SPMP enhanced rate for school-based administrative 
claims. In general, the SPMP rate can be legitimately used only when the person (1) 
has the appropriate credential, such as a nurse, occupational therapist, or physical 
therapist, and (2) performs an administrative activity that requires professional 
medical knowledge and skills. For example, a nurse who meets with a child and 
notices a condition that needs medical attention could submit a claim for this activity 
at the SPMP enhanced matching rate of 75 percent. However, a nurse who only 
arranges a medical appointment for a child would not need his or her credentials to 
make an appointment and thus would not be eligible for the 75-percent enhanced 
matching rate. The enhanced matching rate of 75 percent for SPMP administrative 
activities can be a strong incentive for those preparing and submitting claims, as it 
increases by 50 percent the amount of federal reimbursement that can be received. 

In two states-Illinois and Michigan-we found that, on the advice of private firms, 
school districts have submitted claims that inadequately document the need for 
professional credentials for purposes of submitting an SPMP claim. For example, we 
found that one private firm told the SPMPs in its client school districts to claim the 
enhanced rate for every administrative activity they perform, rather than document in 
each case whether their skill was required. Another private firm told SPMPs that, 
when tracking their time, they had only to check a box to indicate that their medical 

26For example, Medicaid-related activities might be one component of a code that is widely used in 
education, such as staff training. Under these circumstances, non-Medicaid activities could constitute 
a disproportionate share of the total costs in one activity code, even if the code was subsequently 
allocated between Medicaid and non-Medicaid costs. A more appropriate approach for assigning costs 
would be to establish two activity codes for training-one that identified all Medicaid-related training 
and one that identified all other training. 
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credential was necessary for a particular activity, and that no further documentation 
or proof was needed for the enhanced Medicaid reimbursement.21 Recent SPMP 
claims in Illinois totaled $16.6 million, or 37 percent of its total claims, for one quarter 
for participating school districts. 28 In Michigan, SPMP claims totaled $14 million, or 
25 percent of the state's total administrative activity for all participating school 
districts for the quarter ending September 1998.29 

STATES' RETENTION OF FEDERAL REIMBURSEMENT 
-AND CONTINGENCY FEES PAID TO PRIVATE FIRMS­
REDUCE THE FEDERAL DOLLARS SCHOOLS RECEIVE 

Funding arrangements among states, schools, and private firms create adverse 
incentives for program oversight and significantly reduce the amount of federal 
dollars that schools receive for Medicaid-related services and activities. Of the 4 7 
states and the District of Columbia that submit claims on behalf of schools for health 
services, administrative activities, or both, 18 retain some portion of federal Medicaid 
reimbursements rather than fully reimbursing schools for their Medicaid-related 
costs. Because states can benefit directly in this way from higher federal payments, 
states' incentives to exercise strong oversight over the propriety of school-based 
claims can be diminished. In addition, many school districts have contingency 
arrangements with private firms that pay them a share of Medicaid reimbursement, in 
some cases, a percentage of the federal share of reimbursement received from a 
claim. Embedded in both of these practices are incentives for states and private 
firms to experiment with "creative" billing practices, some of which we have found to 
be improper. Moreover, the result of these actions is that, in some states, schools 
could receive as little as $7.50 in federal Medicaid reimbursements for every $100 
spent to pay for services and activities performed in support of Medicaid-eligible 
children. 

21HCF A regulations state that federal reimbursement rates in excess of 50 percent should apply only to 
those portions of the individual's work time that are spent carrying out duties in the specified areas for 
which the higher rate is authorized. The regulations further state that the allocation of personnel and 
staff costs must be based on either the actual percentages of time spent carrying out duties in the 
specified areas or another methodology approved by HCFA. See 42 C.F.R. 432.50(c)(2), (3). 

28The time period of the claims for one group of school districts was the quarter ending December 
1998, and the time period for the remaining school districts' claims was the quarter ending March 1999. 

29ln these two states, overall SPMP claims for administrative expenditures have increased four- and 
fivefold since the states began paying for school-based administrative costs. With the exception of 
Iowa, whose claims for SPMP activities increased twelvefold from 1994 to 1998, other states that 
submitted administrative claims prior to 1998 had much lower increases. We excluded California from 
our analysis because it reported significantly less than $1 million in school-based administrative claims 
($288,000). 
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States' Ability to Retain Federal Medicaid 
Funds May Weaken Oversight 

Eighteen states retain a portion of the federal Medicaid reimbursement resulting from 
school districts' claims. According to several state officials, because state budgets 
fund a portion of school activities, Medicaid services provided by schools are 
partially funded by the state. According to this reasoning, some states believe they 
should receive a share of the federal reimbursements claimed by school districts. 
However, it is not clear that state, rather than local, funds support the Medicaid­
reimbursable services, as opposed to other educational activities for which states 
provide funds. Moreover, we believe that such a practice severs the direct link 
between Medicaid payment and the services delivered and increases the potential for 
the diversion of Medicaid funds to purposes other than those intended. 

We found that seven states retain from 50 percent to 85 percent of the federal 
Medicaid reimbursement for health services, while another nine states retain between 
1 and 40 percent off ederal payments. Among the states that claim Medicaid 
reimbursement for administrative activities, three retain 50 percent or more of the 
federal reimbursement, while another seven keep between 1 and 40 percent. (See 
table 6.) 

Table 6: Amount and Percentage of Federal Medicaid Reimbursement for Health 
Services and Administrative Activities Retained by States 

State Percentage of Percentage of Amount 
federal federal retained by 
reimbursement for reimbursement for state (in 
health services administrative thousands)" 
retained activities retained 

New Jersey 85 85 $25,815 
Iowa 75 0 1,984 
Delaware 70 b 4,865 
Vermont 60 15 4,266 
Alaska b 52 2,023 
New York 50 b 170,500 
Pennsylvania 50 50 18,079 
Washinl!tonc 50 0 3,122 
Connecticut 40 b 4,443 
Michigan 40 40 69156 
Wisconsin 40 40 10,749 
Illinoisd 10 10 6 391 
New Mexico 5 5 314 
Ohio 4 b 741 
Utah 2 b 105 
Colorado 2 b 50 
Massachusetts 1 1 326 
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I Minnesota 
Total 01 5871 

$323,516 

•States provided school-based claims data for the most recent fiscal year for which they were 
available, which for approximately half of the states was state fiscal year 1999. Most of the remaining 

states provided data for state fiscal year 1998, federal fiscal year 1998, or calendar year 1998; three 
states provided data from before July 1, 1997. 

b This state does not claim reimbursement for this type of school-based activity. 

c Washington retains at least 50 percent of federally reimbursed funds but can retain a higher 
percentage depending on whether the school district is "fully participating" in billing Medicaid for 
school-based services. 

dWhen total Medicaid payments to an Illinois school district exceed $1 million in a year, 10 percent of 
the portion exceeding $1 million is retained for the state's general revenue fund. According to the 

state, 22 of its 900 school districts received more than $1 million. 

Source: State-reported data. 

When a state benefits directly from federal reimbursements for schools, questions 
arise concerning its incentives to exercise appropriate oversight of Medicaid program 
operations for school-based claims. The improper activities cited in this report­
particularly those for administrative cost claims-are symptomatic of the lack of 
sufficient oversight, such as state-level reviews of school-based claims for their 
appropriateness. For example, one auditor from the Department of Health and 
Human Services' Office of Inspector General told us that Medicaid program oversight 
in one state is geared toward ensuring adequate documentation of claims and not 
toward examining claims for appropriateness. Our contacts with the auditors' offices 
of six states revealed that these states conducted no state-level reviews of Medicaid 
school-based claims. 

Moreover, we identified similar concerns about states' oversight in our investigation 
of improper practices in making school-based fee-for-service claims for health 
services. For example, our investigation of fee-for-service payments for health 
services in one state revealed that schools were submitting, and the state was paying, 
transportation claims for all Medicaid children who had received a Medicaid health 
service at school without verifying that the child had used school bus transportation. 
Our investigation further identified instances in which the transportation services for 
which the state submitted claims were not provided, resulting in improper Medicaid 
reimbursements. In another investigation, we uncovered practices under which 
Medicaid was inappropriately billed for health services in one state, and other 
investigators identified similar practices in another state. Specifically, in both states, 
some group therapy sessions were billed as individual therapy sessions, which 
resulted in a higher payment for the school. 
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Contingency Fees Paid to Private Firms 
May Encourage Questionable Claims 

Some school districts paid private firms fees ranging from 3 percent to 25 percent of 
the federal reimbursement amount claimed; fees most commonly ranged from 9 to 12 
percent. These firms are usually hired to assist with administrative cost claims, 
generally designing the methods used to make these claims, training school personnel 
to apply these methods, and submitting administrative claims to state Medicaid 
agencies to obtain the federal reimbursement that provides the basis for their fees. 30 

By receiving a percentage of reimbursement rather than a fixed fee, these firms have 
an incentive to maximize the amount of reimbursements claimed. 

Private sector interest in working with states and school districts to seek Medicaid 
reimbursement for administrative activities is high. In addition to the 17 states that 
currently submit administrative claims, officials from at least 7 other states told us 
that private firms interested in developing administrative claims methodologies had 
recently contacted them or schools in their state. 

Marketing materials from two private firms explain one of the reasons concerns have 
been expressed that school districts' administrative claims may exceed reasonable or 
allowable costs. In these materials, the firms assert that their objectives are to 
maximize Medicaid revenues for schools and that they can maximize a school's claim 
potential by training school personnel to follow their methods for claiming costs. 
One firm emphasized that, on average, its clients annually receive over 30 percent 
more per student than schools contracting with a competitor. 

While schools can-and do-pay private firms on a contingency basis for Medicaid­
related services, these contingency fees do not qualify for federal Medicaid 
reimbursement. 31 OMB Circular A-87, which establishes the principles and standards 
for determining "reasonable" and "allocable" costs for federal programs such as 
Medicaid, states that the costs of professional and consultant services rendered are 
allowable when reasonable and when not contingent upon the recovery of costs from 
the federal govemment.32 In one state, our investigation determined that contingency 
fees were improperly included in one school district's Medicaid administrative cost 
claim. We estimate that the resulting unallowable costs claimed for reimbursement 
may approximate $1 million dollars for a 5-year period. 

300f the six states we visited, only Vermont did not reimburse a private firm on a contingency basis. 
Instead, to develop its bWldled approach, Vermont used a finn that had been Wlder contract with the 
state for several years and was paid on a fixed-fee basis. 

31See 45 C.F.R. secs. 74.1(3), 74.27, 92.22. 

32See attachment B to OMB Circular A-87, Cost Principles for State. Local. and Indian Tribal 
Governments (Washington, D.C.: OMB, revised 5/4/95, as further amended 8129/97). 
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In Some States. Schools Receive a Small 
Portion of Medicaid Reimbursement 

In some states, schools can receive a small portion of Medicaid reimbursement for 
performing covered health services and administrative activities on behalf of eligible 
children. In addition to states' policies to retain a portion off ederal Medicaid 
reimbursement and school districts' contractual arrangements to pay private firms a 
share of their federal reimbursements, the school districts' budgets often serve as the 
local funds that are used to supply the state's share of Medicaid funding for school­
based claims. When school funds provide the state share of Medicaid 
reimbursement, the maximum additional funding that a school district can receive for 
delivering services or perf orrning administrative activities is what the federal 
government contributes. This is substantially less than what a private sector 
Medicaid provider would receive for delivering and submitting a claim for similar 
services. 33 For example, a physician who submits a claim with an allowable amount 
of $100 will receive $100: $50 in state funds and $50 in federal funds. 34 In contrast, 
when a school district submits a claim for $100, and the school district pays the 
state's share of this claim, the maximum the school district can receive is the $50 
federal share. Of the 47 states that allow Medicaid claims for school-based activities, 
38 use local funds for the state match to federal dollars.35 

Table 7 shows the variation in the amounts different schools might receive in 
Medicaid reimbursement for the claims they submit, given the source of the states' 
share of funding, states' policies to retain portions of the federal reimbursement, and 
contingency fee arrangements with private firms. 

33Local funding as the source of a state's share of Medicaid reimbursement is not unique to schools; it 
is most likely to exist when there are multiple governmental entities involved in the delivery of 
Medicaid health services or administrative activities. For example, local funds are being used as a 
source of the state share of the cost of publicly funded hospitals and mental health services. 

34This example assumes a 50-percent matching rate and that the claim submitted is a legitimate 
statement of health services or administrative activities performed in support of the Medicaid 
program. 

35Because the District of Columbia does not distinguish between state and local funds, we excluded it 
from this analysis. 
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Table 7: Variations in Schools' Receipt of Medicaid Reimbursement for Health 
SeIVices 

State 
Florida Illinois Vermont Michigan New Minnesota 

Jersey 
Amount claimed $100.00 $100.00 $100.00 $100.00 $100.00 $100.00 
Local funds used" (44.18) (50.00) (38.03) (47.28) (50.00) 0 
Amount retained 0 (5.oor (37.18)<1 (21.09) (42.50) 0 
bv stateb 
Total Medicaid 55.82 45.00 24.79 31.63 7.50 100.00 
funds received 
by school 
district 
Amount paid to (10.05)r (8.25) 0 (10.54) R h 

private firm by 
school district' 
Net amount to $45.77 $36.75 $24.79 $21.09 $7.50 $100.00 
school district 

"This amount reflects the state's share of Medicaid funding for health services for fiscal year 1999. For 
administrative activities, states' shares would generally be 50 percent. 

"The amount retained by the state is deducted from the federal reimbursement. 

<Illinois retains a IO-percent share only for those school districts with claims that exceed $1 million in 
a year. 

'
1The percentage retained by Vermont varies from year to year. The amount noted reflects the 

percentage retained for Vermont's 1999 school year. 

··Private firms' contingency fees vary across school districts and states; thus, the dollars reported in 

this table are estimates of typical contingency fees paid by school districts. 

rEffective February 14, 2000, contingency fee reimbursement contracts are prohibited for school 

districts in Florida. 

"The state of New Jersey pays the firm $2.55 from the $42.50 it retains. 

"Minnesota state officials were not aware of any contingency fee arrangements being used by school 

districts; thus, we did not report dollars in this example. 

Source: GAO analysis of state data. 
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HCFA OVERSIGHT DOES NOT 
ENSURE THE APPROPRIATENESS 
OF SCHOOL-BASED CLAIMS 

HCF A oversight practices-past and present-have not ensured the appropriateness 
of school-based practices for claiming Medicaid reimbursement. As we testified in 
June 1999, HCFA's guidance in the past has generally left much to regional office 
discretion, resulting in inconsistencies in the oversight and review of claims. Written 
guidance has consisted primarily of a technical assistance guide and a direction for 
states to follow the federal requirements for administrative cost allocations found in 
OMB Circular A-87. Despite HCFA's May 21, 1999, letter, which was partially 
intended to provide clarification in areas concerning bundling and submitting claims 
for administrative activities and special transportation services, HCF A regional 
offices continue to interpret policies inconsistently.36 This lack of adequate direction 
and oversight has permitted the development of an environment of opportunism and 
has led to improper Medicaid claims for administrative activities and limited 
assurances that children are receiving appropriate services. 

Without Additional Direction From HCFA. Alternatives 
to Bundled Rate Methods Have Not Been Developed 

In its May 21, 1999, letter, HCFA instructed states with bundled rates to develop and 
implement an alternative reimbursement methodology but did not provide a time 
frame in which to do so. 37 To assist states in this effort, the agency also announced 
that it would create a work group of officials from states using bundled approaches, 
the Department of Education, and other federal agencies to discuss alternative 
arrangements. 

However, since HCFA issued this letter, the seven states that were using a bundled 
approach continue to do so. In fact, officials in some of these states told us that they 
intend to continue to use their bundled approaches until HCFA clarifies its position 
or issues additional guidance. Furthermore, the work group that was established as a 
result of the HCFA letter is currently inactive. While the group initially met weekly 

36See app. I for the full text of the HCFA letter issued on May 21, 1999. The letter addressed three 
areas. First, HCFA directed that bundled rates for school-based health services that were previously 
evaluated and approved by HCFA would no longer be acceptable for purposes of submitting a 
Medicaid claim. Second, HCFA stated that it was conducting a review of practices to develop 
administrative cost claims and that it expected to publish a guide in the summer 1999 to clarify the 
requirements for submitting claims for Medicaid administrative activities in schools. Finally, HCFA 
informed states that children with special education needs who ride the regular school bus to school 
with children without disabilities should not have transportation listed as part of their individualized 
plan and that the cost of that bus ride should not be billed to Medicaid. 

37HCFA raised concerns that bundled rates could not be connected to a specific type of procedure and 
were not available to other community providers. Also, the agency said that schools did not maintain 
sufficient documentation to establish the reasonableness of the bundled rates, and, thus, Medicaid 
could be overpaying for certain services. 
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via telephone, its members neither made any formal decisions about the future of 
bundling nor developed alternative payment approaches. In October 1999, HCF A 
officials announced that the group would not reconvene until sometime in 2000, 
because it needed time to discuss issues concerning bundling. As of March 1, 2000, 
the work group had not yet reconvened. 

Inconsistencies in HCF A Oversight 
of Administrative Claims Continue 

HCF A has made some efforts to improve oversight of school-based administrative 
claims. It has conducted individual reviews of practices identified in this report in a 
few states and is working with a few states to revise their activity codes to more 
accurately capture the costs associated with Medicaid-related activities in schools. 
Finally, the additional guidance that HCFA testified in June 1999 would be 
forthcoming was released for public comment in February 2000. 

Despite these efforts, the lack of clear guidance on how to develop methods for 
submitting administrative claims continues to result in significant inconsistencies 
among regions. For example, while some HCF A regional offices have scrutinized the 
details of states' methodologies for developing administrative claims, other regional 
offices have had little or no involvement in the development of their states' 
methodologies. The area of enhanced rates for skilled providers is a specific example 
of the contradictory policies of regional offices. The Chicago regional office allows 
llinois and Michigan school districts to claim administrative activities provided by 
SPMPs at a 75-percent match rate as opposed to the general administrative match 
rate of 50 percent. In contrast, the school districts in Massachusetts are not allowed 
to claim this enhanced rate because HCFA's Boston regional office does not allow the 
higher rate. According to officials in the Boston office, "there was no way in the 
world" to document that certain activities required a skilled level of performance. 
Still other HCF A regional offices, such as San Francisco, have adopted a different 
approach, allowing the use of the enhanced rate under certain circumstances. 

HCF A's Attempt to Clarify Its Special Transportation 
Policy Raises More Questions Than It Answers 

HCF A's attempt to clarify its policy on school districts' practices in claiming Medicaid 
reimbursement for special transportation related to school-based services has added 
to the uncertainty surrounding this issue rather than clarifying the matter. The HCFA 
letter indicated that school districts should not bill to Medicaid the transportation 
costs of a child who qualifies for special education under IDEA and who rides the 
regular school bus with children without disabilities. According to HCF A central 
office officials, the general intention was to discontinue the practice of allowing 
Medicaid reimbursement for children who needed no additional assistance and could 
ride the regular school bus by themselves without any special equipment or the 
assistance of an aide. 
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However, regional offices and states have conflicting interpretations of what an 
appropriate special transportation claim is, with the likely result that Medicaid 
reimbursement will continue to be inconsistent across states. 

• Officials in one of the seven regional offices that we spoke with correctly believed 
that Medicaid would cover transportation costs if a child was able to ride on a 
regular school bus but required the assistance of an aide; two other regional 
offices incorrectly asserted that transportation costs could not be reimbursed 
because the child would not be riding a specially adapted vehicle; and officials in 
the remaining four regional offices did not know whether reimbursement would 
be allowed. 

• Officials in two of the states we visited told us they will now allow school districts 
to claim Medicaid reimbursement only for the use of vehicles that have a 
wheelchair lift or some adaptation that would meet the needs of children with 
physical disabilities-a policy that is inconsistent with the intent that HCFA 
officials described to us. 

• At least two states are awaiting further clarification from HCFA and continue to 
have school districts that claim transportation costs for children with special 
education needs who receive a Medicaid service at school-including costs for 
those riding regular school buses with an aide. 

The inconsistent interpretations cited above raise concerns of unequal consideration 
of children with different types of disabilities. In particular, state and school districts 
are unclear regarding HCFA's policy for submitting claims for children who have 
behavioral needs or developmental disabilities, but no physical disability. In many 
cases, these children have the physical capability to ride the regular school bus but 
may need the assistance of an aide to ride the bus because of cognitive impairments 
or behavioral concerns. Further, some contend that requiring a physically adapted 
bus in order to receive reimbursement-as is currently interpreted by some states 
and HCFA regional offices-may conflict with the concept of "least restrictive 
environment"; thus, children may be unnecessarily segregated into specialized 
transportation. 38 

CONCLUSIONS 

Almost one-third of Medicaid-eligible individuals are school-aged children, which 
makes schools an important service delivery and outreach point for Medicaid. Even 
when schools do not directly provide Medicaid-covered health services, schools can 

38IDEA requires that, to the maximwn extent possible, children with disabilities be educated with 
children without disabilities and that special classes, separate schooling, or other removal of children 
with disabilities from the regular educational environment occur only when the nature or severity of 
the disability of a child is such that education in regular classes with the use of supplementary aides 
and services cannot be achieved satisfactorily. See 20 U.S.C. 1412(a)(5)(A). 
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undertake administrative activities that help identify, refer, screen, and assist in the 
enrollment of Medicaid-eligible children. Outreach and identification activities help 
ensure that the most vulnerable children receive routine preventive health care and 
ongoing primary care and treatment. Most states are seeking Medicaid funds to assist 
them in providing medically related services to children with disabilities and to link 
children to appropriate health services. 

Given the broad range of school and state practices, to date there have been poor 
controls on the varied approaches to submitting claims for Medicaid reimbursement 
for school-based health services and administrative activities. Such controls must 
achieve an appropriate balance between the states' needs for flexible, 
administratively simple systems and the assurance that federal funds are being used 
for their intended purposes. HCFA's current oversight practices have failed to 
provide that assurance, resulting in confusing and inconsistent guidance across the 
regions and failure to prevent improper practices and claims in some states. Without 
adequate controls and consistent oversight, Medicaid is vulnerable to paying for 
unneeded activities and services or for activities and services that have not been 
provided. Examples of such concerns follow. 

• Bundled payment systems have the potential to reduce adverse incentives that are 
created by other payment systems, such as fee-for-service and cost-based 
reimbursement. Although additional safeguards can strengthen the benefits 
associated with bundled rates, we believe that prohibiting the use of bundled rates 
altogether, as HCFA recently did, is not warranted. Bundling rates can be an 
acceptable payment mechanism, provided that (1) rates account for children's 
different levels of need and (2) rates are developed in such a way as to provide 
assurances that they are not vulnerable to manipulation or resulting in inadequate 
services. 

• With regard to administrative cost claims, poor controls have resulted in improper 
payments for Medicaid reimbursement in several states. As a result, Medicaid has 
reimbursed either for activities that were not covered or for children who were 
not eligible for Medicaid. Furthermore, claims submitted for administrative 
activities performed by skilled professionals have been reimbursed at a higher 
matching rate than available documentation could support. 

• Specialized transportation, for which HCFA provided policy clarification in May 
1999, continues to be overseen and approved haphazardly, resulting in potentially 
inequitable practices for children with different types of disabilities across 
different regions. 

Finally, inadequate HCFA oversight has created an environment ripe for opportunism 
and vulnerable to fraud. 

• Contingency fees paid to private firms by school districts have created the 
incentive to inappropriately maximize claims for Medicaid reimbursement. 
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Improprieties in claims identified by our investigations and those of HCFA 
demonstrate how weaknesses in federal and state efforts to curtail this incentive 
can result in improper costs. 

• When states stand to benefit financially by retaining a substantial share of 
schools' federal Medicaid reimbursements, the potential exists for a conflict of 
interest in ensuring that adequate oversight and controls are in place to assure the 
appropriate use of Medicaid funds. 

RECOMMENDATIONS TO THE 
ADMINISTRATOR OF HCFA 

In order to improve the development and application of policies for Medicaid 
reimbursement of claims for allowable school-based health services and 
administrative activities, we recommend that the Administrator of HCFA 

• allow the use of bundled rates as one of several alternative payment approaches, 
provided that HCF A establishes consistent principles for bundling that effectively 
address (1) provisions for rates that reflect or recognize varying levels of services 
to accommodate children and (2) assurances that children receive appropriate 
and needed services; 

• develop a methodology to approve and monitor state practices regarding 
allowable costs for administrative activities in schools that establishes consistent 
federal requirements for methods of allocating costs to Medicaid and accounting 
for professionals' time; and 

• clarify the agency's policy on specialized transportation, with the goal of 
establishing policies that off er equitable treatment for children with different 
types of disabilities. 

AGENCY AND STATE COMMENTS 

We provided HCFA and the state Medicaid agencies we visited an opportunity to 
comment on a draft of this report. With respect to bundled rates for health services, 
HCFA commented that its May 1999 position emanated from its concern that the 
existing methodologies did not meet statutory requirements for payments consistent 
with efficiency, economy, and quality care. In considering future requests for 
bundled rate payments, HCFA indicated it would address such issues as reasonable 
payment levels, adequate documentation that covered services are provided only to 
Medicaid-eligible children, and sampling methodologies to verify the accuracy of 
documentation. This approach should provide better assurances that payment rates 
reflect children's varying needs and that services paid for were provided, but we 
would caution that new requirements not create a de facto fee-for-service 
environment and thus undermine the intended benefits associated with a bundled 
payment approach. 
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HCFA concurred with our recommendations on administrative cost claims and 
specialized transportation. With respect to administrative claiming, HCFA listed a 
number of steps it said it would take to address our recommendations. Among other 
things, this list included revising and finalizing a Medicaid school-based 
administrative claiming guide that it released for public comment in February 2000; 
providing training and technical assistance to states and school districts to facilitate 
their efforts; and developing processes for monitoring existing school-based claiming 
activities and approving states' changes in this activity. HCF A expressed its 
commitment to working with its various partners-including the Department of 
Education, states, and schools-to better ensure the proper and efficient operation of 
Medicaid school-based programs. (See app. II for HCFA's comments.) 

Most of the states that responded commented that our analysis of Medicaid 
reimbursement received by schools, as shown in table 7, did not reflect the portion of 
local school funding provided by the states. In addition, some states continue to 
assert that their retention of a share of federal Medicaid reimbursement is justified as 
reimbursement for their own level of funding support to schools. We continue to 
believe that it is not clear that state, rather than local, funds support the Medicaid­
reimbursable services as opposed to other educational activities for which states 
provide funds. Moreover, we believe that such practices sever the direct link 
between Medicaid payment and services delivered, increase the potential for federal 
funds to be diverted to purposes other than those intended, and are inconsistent with 
the program's fundamental tenet that federal dollars are provided to match state or 
local dollars for Medicaid services delivered to eligible individuals. Finally, a few of 
the states said that additional guidance is needed for how states should claim federal 
reimbursement for administrative costs and specialized transportation. 

HCF A and the state Medicaid agencies also provided technical comments, which we 
incorporated as appropriate. 

We are providing copies of this report to the Honorable Donna E. Shalala, Secretary 
of Health and Human Services; the Honorable Nancy-Ann Min DeParle, Administrator 
of HCF A; appropriate congressional committees; and other interested parties. 

If you or your staff have any questions about this report, please call Kathryn G. Allen 
at (202) 512-7118. For questions regarding our investigation, contact Robert H. Hast 
at (202) 512-7 455. Other staff who made major contributions to this report are listed 
in appendix III. 

}~-,;~~ /~· . UA)~ 
. (J I 

Kathryn G. Allen 
Associate Director, Health Financing 
and Public Health Issues 
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Acting Assistant Comptroller General 
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May 21, 1999 

Dear State Medicaid Director: 

Center for Medicaid and State Operations 
7500 Security Boulevard 

Baltimore, MD 21244-1850 

This letter addresses reimbursement for school-based health services under Medicaid. School­
based services play an important role in assuring that Medicaid-eligible adolescents and children 
receive needed health care. In particular, Medicaid is the payer of first resort for medical services 
provided to children with disabilities pursuant to the Individuals with Disabilities Education Act 
(IDEA). Although HCF A strongly supports the provision of school-based health services, it is 
important that these services meet applicable Federal Medicaid requirements. This letter clarifies 
HCFA policy in three areas: ( 1) use of a bundled rate to pay for medical services provided to 
Medicaid-eligible children in schools; (2) State claiming for school health-related transportation 
services for children with Individual Education Plans (IEPs) under the IDEA; and (3) State 
claiming for school health-related administrative activities. 

Bundled Rates for School-Based Services 

We and key Congressional Committees have identified a concern related to the "bundling" of 
school-based health services. We believe you share our interest in maintaining the fiscal integrity 
of the Medicaid program and, because of the risks discussed below, we are changing our policy in 
this regard. 

A number of States have been paying for school-based services using a "bundled rate" 
methodology. This permits schools to minimize paperwork by billing for a package of medical 
services, rather than for each individual service provided to each child. A bundled payment rate 
exists when a State pays a single rate for one or more of a group of different services furnished to 
an eligible individual during a fixed period of time. The payment is the same regardless of the 
number of services furnished or the specific costs, or otherwise available rates, of those services. 
The bundle may include two or more components usually provided by different providers, each 
with their own unique provider qualifications, even if the components fall within the same 
1905(a) service category. For example, bundling exists when two or more component services 
are provided under the rehabilitative services benefit even if all of the school-based services are 
identified in the State plan as being contained within that one 1905(a) service category. 
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Our concerns are related to the fact that bundled rates for school-based providers are not related to 
a specific type of procedure and are generally not available to all qualified providers in the 
community who might wish to be similarly reimbursed. Furthermore, schools do not maintain the 
types of medical documentation that establish the reasonableness or accuracy of a rate. Because 
of these factors, HCFA has concluded that these bundled rate methodologies do not produce 
sufficient documentation of accurate and reasonable payments, and may result in higher payments 
than would be reasonable on a fee-for-service basis for each individual service and thus do not 
meet the statutory intent of the law. Section 1902(a)(30)(A) of the Social Security Act requires 
that States have methods and procedures to assure that payments are consistent with efficiency, 
economy; and quality of care. We believe that a bundled rate for school-based services is 
inconsistent with economy, since the rate is not designed to accurately reflect true costs or 
reasonable fee-for-service rates, and with efficiency, since it requires substantially more Federal 
oversight resources to establish the accuracy and reasonableness of State expenditures. There is 
therefore no reliable basis for determining that the rate is related to the actual cost to the State and 
other public entities, absent documentation of the individual services provided. 

Effective immediately, HCFA will no longer recognize bundled school-based health services rates 
as acceptable for purposes of claiming Federal financial participation (FFP). States that are 
currently paying bundled rates for school-based health services pursuant to an approved State plan 
amendment must develop and prospectively implement an alternative reimbursement 
methodology. We will be convening a meeting with a group from the States and the Department 
of Education to discuss options that are available. Also, States will be given time to work with 
the HCF A regional offices which will assist in the development and implementation of a non­
bundled reimbursement methodology. 

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 disallowances of FFP are planned nor are 
prospective defferals. However, we expect states to work to come into compliance with this 
policy expeditiously. We recognize that some may require authorization or action by the State 
Legislature to implement a new reimbursement methodology. In the event that States do not 
come into compliance within a reasonable time, HCF A will consider taking a compliance action, 
including defferals and retrospective disallowances to the date of this letter. 

HCF A will not approve any additional amendments to State plans that seek to reimburse for 
school-based health services using a bundled rate. States with pending bundling plan 
amendments may either withdraw those amendments or revise them to conform to the 
requirements described in this letter. If the State wishes to retain the effective date of the 
amendment, HCFA will assist the State to develop an approvable amendment. An approvable 
amendment must include requirements for maintaining documentation of the individual services 
provided to support claims for FFP. It should be noted that the IEP is not sufficient for purposes 
of documenting services provided since it identifies only those services that a child should 
receive, and not those services that the child actually receives. 

39 GAO/HEHS/OSI-00-69 Medicaid in Schools 



APPENDIX I APPENDIX I 

Page 3 - State Medicaid Director 

Transportation 

HCFA's policy concerning Medicaid payment for transporting Medicaid-eligible IDEA children 
to and from schools is described in the Medicaid and School Health Technical Assistance Guide. 
The Guide indicates that transportation to and from school may be claimed as a Medicaid service 
when the child receives a medical service in school on a particular day and when transportation is 
specifically listed in the IEP as a required service. 

It is our understanding that an IEP should include only specialized services that a child would not 
otherwise receive in the course of attending school. Therefore, HCFA would like to clarify that a 
child with special education needs under IDEA who rides the regular school bus to school with 
the other non-disabled children in his/her neighborhood should not have transportation listed in 
his IEP and the cost of that bus ride should not be billed to Medicaid. 

If a child requires transportation in a vehicle adapted to serve the needs of the disabled, including 
a specially adapted school bus, that transportation may be billed to Medicaid if the need for that 
specialized transportation is identified in the IEP. In addition, if a child resides in an area that 
does not have school bus transportation (such as those areas in close proximity to a school) but 
has a medical need for transportation that is noted in the IEP, that transportation may also be 
billed to Medicaid. As always, transportation from the school to a provider in the community also 
may be billed to Medicaid. These policies apply whether the State is claiming FFP for 
transportation under Medicaid as medical assistance or administration. 

When a State claims FFP under the Medicaid program for transportation services as medical 
assistance under an approved reimbursement rate, the requirements for documentation of each 
service must be maintained for purposes of an audit trail. This usually takes the form of a trip log 
maintained by the provider of the specialized transportation service. The methodology used to 
establish the transportation rate should also be described in the State plan. 

When FFP for the costs of transportation services is claimed as administration, the requirements 
of the Office of Management and Budget Circular A-87 for determining allowable costs, as well 
as any other applicable requirements for claiming administration under Medicaid, must be met. 
This includes the development of a cost allocation methodology to ensure that Medicaid only pays 
for that portion of the specialized mode of transportation allocable to Medicaid beneficiaries. 

Effective July 1, 1999, FFP will only be available for Medicaid school-based transportation cost 
as administrative activities in accordance with the policies described above. Similarly, FFP for 
IEP related transportation services will only be available for services provided on or after July 1, 
1999 as specified in this letter. HCF A's regional offices will provide technical assistance to 
States to assist them in properly claiming FFP for school-related transportation. 
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Administrative Claiming for School-Based Services 

HCF A is currently reviewing practices related to State claiming for school-based administrative 
activities. A guide is expected to be published this Summer which clarifies the requirements for 
claims for Medicaid expenditures for administrative activities performed in schools. 

HCFA regional and central office staff will provide every assistance to States in their efforts to 
conform to these policies. 

cc: 

All HCF A Regional Administrators 

Sincerely, 

Isl 

Sally K. Richardson 
Director 

All HCF A Associate Regional Administrators 
for Medicaid and State Operations 

Lee Partridge - American Public Human Services Association 
Joy Wilson - National Council of State Legislatures 
Matt Salo - National Governors' Association 
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DATE: 

TO: 

FROM: 

MAR 2 9 200Q 

Kathryn G. Allen, Associate Director 
Health Financing and Public Health Issues 

Michael M. Hash ~~ ,-c.Q_~ ~ 
Deputy Administra~~\ 
Health Care Financing Administration 

Washington D.C. 20201 - 0001 

SUBJECT: Draft Report: "Medicaid in Schools: Improper Payments Demand 
Improvements in HCF A Oversight" GAO/HEHS-00-69 

We appreciate the General Accounting Office's (GAO) review of state practices 
regarding Medicaid reimbursement of school-based administrative activities and 
the use of "bundled" rates for school-based services. 

The Health Care Financing Administration (HCF A) is committed to ensuring that 
Medicaid-eligible children are enrolled in Medicaid and receive the services they 
need. Schools off er unique advantages and opportunities to reach children and 
encourage their f arnilies to enroll in the Medicaid program, as well as to provide 
assistance to students in accessing medical services. 

At the same time, however, we share your concerns about --and are taking action 
to prevent-- improper claims for federal Medicaid funds for the cost of such 
services. Clearly, there are challenges that must be overcome. We are committed 
to working with states and school districts to ensure that Medicaid dollars are only 
used on behalf of Medicaid eligible children for Medicaid covered services. To 
help achieve this ·goal, we have developed a new and comprehensive guide for 
states to ensure proper identification and allocation of administrative costs 
associated with the provision of Medicaid services. 

Overall, we share with the GAO's concerns and believe active efforts that we have 
underway will help ensure that children covered by Medicaid receive the 
necessary services they need to grow-up healthy and that funds are spent correctly 
under the law. 

Attached are our comments on the specific recommendations in the report. We 
thank you and your staff for your work on this report and for the opportunity to 
review the draft. We look forward to working closely with.GAO on these and 
other issues in the future. 

Attachment 
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Comments of the Health Care Financing Administration 
on the General Accounting Office (GAO) Draft Report 

"Medicaid in Schools: Improper Pavments Demand 
Improvements in HCFA Oversight" 

School-based health programs provide a broad range of services that are covered by 
Medicaid, affording access to care for children who otherwise might go without needed 
services. School-based programs can be effective and efficient providers of care, and can 
play a powerful role in identifying and enrolling children who are eligible for Medicaid. 
The Health Care Financing Administration (HCFA) is committed to ensuring that 
Medicaid-eligible children are enrolled in Medicaid and receive the services they need. 
We strongly support the provision of Medicaid covered services by schools. 

We agree with the GAO that states have faced challenges in making proper claims for 
administrative costs related to providing school-based Medicaid services, using bundled 
rate methodologies, and billing for school-related transportation. We have acknowledged 
that confusion about the requirements for claiming Federal funds may have resulted in 
inappropriate claims. And, in the case where one state clearly had claimed improperly, 
we have taken action to def er claims. 

We appreciate the GAO's acknowledgement of our efforts to improve the oversight of 
administrative claiming, and we agree that more needs to be done. We are committed to 
ensuring that states understand their opportunities and obligations regarding the use of 
Medicaid in schools. 

To that end, we have been working with Congress, the Office of Management and Budget 
(OMB), and others to develop the Medicaid School-Based Administrative Claiming Guide 
(the Guide). A draft of this guide is now being circulated to State Medicaid Agencies, 
schools and other interested parties for feedback. It is intended to help schools provide 
Medicaid services by consolidating existing requirements for claiming-related 
administrative costs, and to provide a consistent national statement of these requirements. 
It does not establish new policies. Once we have reviewed public comments and issued a 

final guide, we will work aggressively to help all relevant parties understand how to use 
it. 

The Guide and the training effort will only be part of our approach to resolving these 
issues. As discussed in detail below, we also are working to improve the collection and 
analysis of data on state Medicaid school-based program expenditures, and reviewing our 
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oversight and monitoring in this area overall. And, we will provide additional guidance 
and technical assistance on both the school-based transportation and bundling issues. 

GAO Recommendation 1 

Allow the use of bundled rates as one of several alternative payment approaches, 
provided that HCFA establishes consistent principles for bundling that effectively 
address: (1) provisions for rates that reflect or recognize varying levels of services to 
accommodate children and (2) assurances that children receive appropriate and needed 
services. 

HCFA shares the GAO's concern that payment methodologies should appropriately 
balance the need to ensure the proper expenditure of Medicaid funds and the flexibility of 
states to expend funds without facing undue administrative burdens. That is why, in our 
May 1999 letter on this issue, we said that HCFA would not approve any more bundling 
methodologies. This suspension was to allow time for HCFA to review our policies so 
that improved methods of reimbursing for school-based services that meet the 
requirements of the law and our commitment to program integrity could be considered. 
We agree with the GAO report that bundling methodologies can place Medicaid at risk 
for improper claims. 

Under a bundling system, states make weekly or monthly payments to schools based on a 
package of services that are needed by children within various categories of disabilities, 
rather than paying separately for individual services. Many different services may be 
included in the bundled rate, such as physical therapy and speech therapy. The payment 
is the same regardless of the number of services actually provided or the specific costs of 
the services involved. 

As noted by the GAO report, there is concern that school-based providers may not 
maintain adequate or readily available documentation for bundled payments, may not 
have the administrative infrastructure needed to do so, or may not have used such 
documentation in developing bundled payment methodologies. Without proper 
documentation, there is no reliable basis for determining whether the needed service was 
delivered at a reasonable rate. This creates the opportunity for states to obtain Federal 
matching funds for services that have not been provided. It also allows for the possibility 
that states could claim funds for services that are not covered by Medicaid. 

2 
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Therefore, we have determined that existing bundled rate methodologies do not meet the 
statutory intent of the law. Section l 902(a)(30)(A) of the Social Security Act requires 
that states have methods and procedures to assure that payments are consistent with 
efficiency, economy, and quality of care. The process used for bundling was inconsistent 
with economy, since the rates were not designed to accurately reflect true costs or 
reasonable fee-for-service rates. The process was not consistent with the efficiency 
requirement, since it required substantial Federal oversight to establish the accuracy and 
reasonableness of state expenditures. As a result, there was no reliable basis for 
determining that the rate was related to the actual cost. 

Underlying the May 1999 letter is a simple, but critical, principle for bundled payment 
methodologies -- Medicaid funds must only be used to provide Medicaid covered 
services to Medicaid-eligible children. The law is clear on this. There are a few 
additions to this principle (such as outreach and enrollment assistance, but they are the 
exceptions that prove the rule.) However, identifying a means of implementing this 
principle while balancing the need for appropriate program integrity measures without 
undue administrative burden has been difficult. 

That is why, since our May 1999 letter, we have worked continuously to identify 
alternative approaches that will fulfill the law's requirements. We created a workgroup 
with representatives of State Medicaid Agencies, the Department of Education, local 
education agencies and OMB. The workgroup was designed to make sure that HCFA 
staff could hear a variety of perspectives on this topic, but it was not intended to be a 
decision making body, as implied by the GAO report. Through this activity, we identified 
several issues that should be considered in bundled payment methodologies for school 
based services. These issues -- in some ways implicit in the ones identified by the GAO -
- are: 

• Provision of adequate documentation that goes beyond requiring simple 
"assurances." States need to provide detailed information at the provider or school 
level to establish an audit trail and develop methods for the maintenance of 
documentation 

• Utilization of retrospective reconciliation of services and costs or other 
safeguards. There must be safeguards to assure that the bundled payment 
methodology continues to reflect the services that are delivered to Medicaid-enrolled 
children. 

• Creation of reasonable payment levels. States need to identify the specific services 
and their reasonable costs for inclusion in bundled payment. The rates must recognize 
varying levels of services needed by children with different health care needs. 
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• Development of sampling methodologies to accurately identify services provided to 
Medicaid-eligible children with disabilities who have an Individualized Education 
Plan (IEP). The sampling methodology should take into account the medical needs of 
children with varying disabilities and geographic distribution of children with 
disabilities. 

Any methodology that does not address these issues could place the Federal government 
at risk for expenditures not pennitted by law. 

GAO Recommendation 2 

Develop a methodology to approve and monitor state practices regarding allowable costs 
for administrative activities in schools that establishes consistent Federal requirements for 
methods of allocating costs to Medicaid and accounting for professionals' time 

HCFA concurs. As stated earlier, HCFA is committed to supporting the use of schools as 
centers for providing Medicaid outreach, assistance in the eligibility process and services 
as allowed by law and as necessary to fit each State's particular needs. While state 
flexibility is important, states also have the obligation to exercise their flexibility in the 
constraints of the law. HCFA encourages state flexibility but is required to ensure the 
integrity of the Medicaid program and to ensure that proper financial controls are 
consistently applied. Therefore, we are already taking a number of steps that respond to 
the above recommendation, including: 
• Developing the Medicaid School-Based Administrative Claiming Guide. We 

agree that there must be a uniform national statement of requirements for claiming 
the costs of school-based administrative activities. The Guide should address 
many of the concerns raised by the GAO. It is intended to summarize and clarify 
all existing Federal laws, regulations and policies. It will serve as a reference on 
all aspects of school-based administrative claiming. For example, it includes a 
thorough discussion of claiming for administrative activities performed by skilled 
professional medical personnel, one of the areas highlighted in the GAO report. 
We released a draft of the guide in February 2000 and extended the deadline for 
public comments until April 3'd. And we are committed to working with the states, 
schools, and the Federal Department of Education to appropriately revise and 
clarify it before issuing in final. The Guide is currently available on the HCFA 
web site at www.hcfa.gov. 
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• Providing Training and Technical Assistance to States. Once the guide is 
released. we will follow an aggressive schedule of training for interested parties. 
This will include regional conference calls as well as a national training session in 
Baltimore within 60 days of the Guide's final release. 

• Providing Training and Technical Assistance to School Districts. School 
districts will be a critical part of our training effort. In fact, we have already 
begun working with school districts to foster an understanding of related policy. 
We will take steps to ensure that materials and technical assistance are part of our 
training effort. 

• Developing a Process for Monitoring Existing Claiming Activities. We will 
review existing Medicaid expenditure reporting and work with states to identify 
additional data that should be gathered. This effort will also include gathering 
infonnation regarding specific State activities on school-based claiming both from 
the States and from documents within the Department of Health and Human 
Services (HHS). 

• Developing a Process for Approving Changes in School-Based Administrative 
Claiming Activities. States are already required to submit public assistance cost 
allocation plans to the Division of Cost Allocation (DCA) at HHS. These plans 
must reference the Medicaid school-based administrative claiming programs which 
must be reviewed prior to any final approval prior of the cost allocation plan. We 
are taking concrete steps to strengthen this process so that any future changes in 
claiming procedures by states will be part of the fonnal review and approval 
process. 

• Providing Clear Feedback to States to Ensure Compliance. We will work with 
states as partners to ensure that, prospectively, proper claiming methodologies are 
used. When required by law, HCFA will recoup inappropriately claimed funds. 

• Developing Financial Management Strategy/Review Guides. We will review 
existing procedures, review guides, and manuals on the oversight of school-based 
services and administrative activities and incorporate the Medicaid School-Based 
Administrative Claiming Guide into fonnal financial management tools. 

• Increased Oversight of Conflicts of Interest. We will strengthen our review of 
state claims to ensure that contingency fees are not claimed. We share the 
concerns expressed by the GAO that private finns who receive a percentage of 
reimbursement as payment for consulting and billing services, rather than a fixed 
fee. have an incentive to maximize the amount of reimbursement claimed. In 
addition, while we also share GAO's concerns about states retaining a share of 
Federal funds related to schools' claims, this practice is allowable under current 
law. 
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These activities will help to address concerns raised by the GAO, including time study 
sampling methodologies and the use of activity codes. The time study is the primary 
mechanism for identifying and categorizing activities performed by school or school 
district employees, and for developing claims for the costs of these administrative 
activities that may be properly reimbursed under Medicaid. The draft Guide provides 
standard activity codes that may be further tailored to reflect local differences. Such an 
approach addresses the GAO's concern for a balance between state/local flexibility and 
consistency within and across states. 

We recognize that many difficult issues and challenges remain to ensure state compliance 
with the law. We are committed to taking all necessary steps to ensure the proper and 
efficient operation of Medicaid school-based programs, and will be working with our 
Federal, state, and local partners to continue to identify and address these issues. 

GAO Recommendation 3 

Clarify the agency's policy on specialized transportation with the goal of establishing 
policies that offer equitable treatment for children with different types of disabilities. 

We concur. The May 1999 letter did provide useful guidance to states on several issues: 
• Transportation to and from school may be claimed as a Medicaid service when the 

child receives a medical service in school on a particular day and when transportation 
is specifically listed in a student's Individual Education Plan as a required service. 

• If a child requires transportation in a specially adapted vehicle, including a specially 
adapted school bus, that transportation may be billed to Medicaid. 

• Transportation from school to a provider in the community may be billed to Medicaid. 
• States must provide documentation of transportation service, usually in the form of a 

trip log maintained by the provider of the specialized transportation service. 
• States must describe the methodology used to establish the transportation rate in the 

State Medicaid plan. 
• States must develop a cost allocation methodology to ensure that Medicaid only pays 

for that portion of the specialized transportation attributable to Medicaid beneficiaries. 

We agree with the GAO that the policy described in the May 1999 letter resulted in some 
confusion on the part of HCFA regional offices and states. We will issue additional 
guidance, especially as it relates to transportation issues. We plan to further clarify the 
specific types of specialized transportation that may be claimed for children with an IEP. 
We will work to assure that there is a uniform application of this policy. 
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