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g C HEALTH CARE FINANCING ADMINISTRATION

% Modicald Burean-Division of Financial Management

March 20, 1995

Ms. Roberta Ward, Esqg.

Office of Legal Services

California Department of Health Services
714 P Street Room 1216

Sacramento, California 95814

Dear Roberta:

The following is our draft proposal of the agreement for resolving the retroactive Medi-Cal
Administrative (MAC) claims.

Federal, State, and local jurisdiction staff met in an administrative claiming work group in
Sacramento on March 8-9, 1995 and in a subsequent teleconference on March 15, 1995, to
establish a process for resolving the universe of MAC claims that are described in
Attachment X3CX. (Roberta, we believe that the universe we discussed on March 141s what
we are trying to resolve and this should be spelled out and made part of this agreement.
We reserve the right to review and approve that document before it becomes part of the
agreement) The purpose of the work group is to design a process for identifying and
documenting any allowable Medi-Cal administrative activities, as defined in existing HCFA
guidance, that are embedded in the universe of MAC claims described in Attachment XXX
so that payment of any allowable claims could be expedited.

As explained at the work-group meeting and subsequent teleconference, the process of
identifying allowable Medi-Cal administrative costs, as defined in existing HCFA guidance,
embedded in the MAC claims does not constitute an admission by the State that the MAC
system as designed and implemeated was incorrect or flawed. Likewise, HCFA’s
participation in this process does not constitute an admission by HCFA that the issues
identified in the March 1, 1995 disallowance letter and February 17, 1995 deferral letter
were incorrect or that the MAC system is apptovable.

The process described in this letter is to be used solely to expedite payment of those
expenses which are clearly reimbursable as allowable Medi-Cal administrative costs under
existing law, regulations, and HCFA guidance. Disputed claims will not be handled through
this process.

Finally, as part of this resolution process HCFA and the State agree to the following overall
guiding principles:

(1) No Duplicate Fayments--In determining allowable administrative activities, the
basic principle is that duplicate payments are nat allowable. See OMB Circular A-
87. That is, payments for allowable Medi-Cal administrative activities must not
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duplicate payments that have beea (or should have been) included and paid correctly
as part of outpatient clinic rates, targeted case management (TCM), part of a
capitation rate, or through some other State or Federal program. It is the State’s
responsibility to ensure that there is no duplication in the claims prior 1o HCFA

reviewing the revised claims.
. ]
(2) Not A Precedent~The State and HCFA intend to develop a mutually agreeable '

mechanism(s) which is solely for the purpose of expediting payment of clearly ,
allowable Medi-Cal administrative costs embedded in the retroactive MAC claims. |

The State and EICFA do not intend this to be a precedent setting claiming
mechanism for any other claims or issues, past, present, or future. Once thq’ )
mechanism(s) is developed, implemented, and claims made, and paid by HCFA as -
allowable, no further claims can be submitted by the State/local jurisdiction, nor can
HCFA review or othcrwise reconsider such claims at a later date. Thus, HICFA, thé‘

State, and the local jurisdictions agree to accept the results of the mechanism chosen

to resolve these claims. In addition, local jurisdictions can not use this process to\
develop new claims outside of the universe of claims described in Attachment X)Ci(,/]

(3) State Responsibility—It is the State’s responsibility to develop the revised
allowable claims in readily reviewable form as detailed below before HCFA reviews
them.

(4) HCFA Responsibility--It is HCFA's responsibility to provide the State with any
technical assistance required during the resolution process, to provide the State with
definitive written guidance and all necessary approvals at each step in the resolution
process, and to review and approve allowable claims and expedite the payment to the
State of those allowable claims.

With these express understandings, State staff and HCFA staff will be able to work together
to expedite the payment of allowable Medi-Cal administrative costs incurred by the local
jurisdictions for the universe of claims in Attachment XXX.

HCFA and the State agree on the following 4 step process to identify and resolve any
allowable Medi-Cal administrative activities which are embedded in the MAC claims
developed for the retroactive period:

L Define the allowable Medi-Cal administrative activities in accordance with
existing applicable HCFA guidance.

2. Document the allowable Medi-Cal administrative activities that are being
perfarmed and the percentage of time being spent on those activitics for cach
program in each local jurisdiction in the claim universe for the retroactive
period.
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3. Determine the allowable Medi-Cal percentage of time for each program.

4. Determine the allowable Medi-Cal administrative costs for the allowablc
Medi-Cal administrati dvifies.

1. Define the Allowable Medj-Cal Administrative_Activities in Accordance With
Existing Applicable JICFA Guidance.

A. Construct Master Activity Lists—A survey form listing all the activities performed by
employees who participated in the MAC time studies for cach program will be comstructed.
Each of the programs now claiming under the MAC process (e.g. public kealth aursing,
public guardian, meatal health, probation, clinics, etc.) will develop a comprehensive, all-
inclusive list of activities performed by the staff who were time studied for that program.
The listing of activities needs to be specific cnough so that allowable Medi-Cal
sdministrative activities in accordance with HCFA guidance can be identified separately
from unallowable activities. These activities must be more specific and descriptive than the
activity codes in the MAC Cookbook and those codes will not be used as the basis for the
new activity lists.

There will be one master activity list for each program statewide. Each activity in each
program will be assigned a unigue ideatifier code by the State to facilitatc accumulation and
summarization of the data. The lists will initially be developed by the local jurisdictions,
submitted to the State for review, and then submitted to HCFA. The State and HCFA will
agree and approve together the final listing of activities for each program that will be used
in the resohition process.

B. Determine Allowable Activities--Once these master lists of activities by program are
completed and distributed to the local jurisdictions, HCFA and the State will work togcther
to establish which of the activities in each program are allowable Medi-Cal administrative
activities in accordance with existing HCFA guidance. HCFA and the State also will
establish which activities meet the skilled professional medical personnel criteria and are
allowable at 75 percent FIFP whea performed by skilled professional medical personnel and
directly supporting staff in accordance with the requirements at 42 CFR 432.50. The
directly supporting staff may be claimed in the same allowable propartion as the skilled
professional medical personnel that they directly support.

The master list of allowable activities produced by this process will not be provided to any
of the Jocal jurisdictions involved in using the program activity listings to implement the
specific options described below. Additionally, the employees participating in the
resolution process will not receive any other instruction or coaching in the actual completion
of the documents imvolved in the resolution process other than that provided with the
approved resolution process documents themselves.

C. Dispute Resolution on Allowable Activities-Disputes may arise at thig point regarding
the determination of which activities are allowable Medi-Cal administrative activities. If the
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State and HCFA. can not reach agreement regarding disputes at this point, the HCFA
determination will be used for the resolution process and the Statc will reserve its right to

appeal the disputed issues.

2. Document the Allowable Medi-Cal Administrative Activities that are Being
Performed and the Percentage of Time Being Spent on Those Activities for Each
Pr in_Each 1 Jurnisdiction in the Claim Universe for troactive
Period.

There are three options approved by the State and HCFA to complete this task. A local
jurisdiction will select the option it wants to use and then will be required to use that option
to document its claim. A local jurisdiction may use one option for one program and
another option for a second program depending upon the circumstances of each program
in the local jurisdiction. However, once an option is choscn then that option has to be
consistently applied for that program for alf time periods claimed. The agreed upon options
are:

OPTION 1. Time Survey and Certification—Each employee who participated in the MAC
time study program, for which the local jurisdiction is now allowed to submit a claim as part
of this resolution process, will complete a survey form for that program. The employee will
estimate the percentage of time spent on each activity for the last 12-month period of the
resolution process (January 1, 1994 to December 31, 1994) for the applicable program.
Where an employee did not spend any time on an activity in the list the employee must
affirmatively indicate this by placing a zero next to that activity. The total percentage for
the employee for the program should total 100 percent

The survey will identify the employee by name, position description, and the beginning and
ending dates that the employee has wosked in (hat position, and whether that cmployee has
been designated as skilled professional medical personnel or nom-skilled professional
medical personnel. The survey form comtains instructions for its use. No additional
coaching or instruction may be given.

Employees should refer to any existing contemporaneous records or other documentation
for the 12-month period that is available to them to refresh their recollections of their
activities and the amount of time they spent on those activitics. The employces should not
rely on the MAC time studies.

Upon campletion of the survey the employee will sign, date, and verify the accuracy of the
percentages they have included on the activity list providing certification to the best of their
knowledge, information, and belief at the bottom of the survey. The signatres will be
subject to penalty of pesjury, and with potice that the information is to be used for filing of
a claim for Federal funds and that knowing misrepresentation would constitute violation of
the Federal False Claims Act. The employees should give the completed surveys to their
immediate supervisor.
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The immediate supervisor, with first hand knowledge of the activitics performed by the
employee during the applicable 12-month period. should review the survey and sign, date,
and verify the accuracy of the percentages providing certification to the best of his or her
knowledge, information, and bekief at the bottom of the survey. The signatures will be
subject to penalty of perjury, and with notioe that the information is to be used for filing of
a claim for Federal funds and that knowing misrepresentation would constitutc violation of
the Federal False Claims Act. See Attachmeat A for the Certification Statements that will
appear at the bottom of each survey.

OPTION 2. 2-Week Time Study—-Alternatively, with respect to a MAC time study
program, for which the local jurisdiction is now allowed to submit a claim as part of this
expedited process, the local jurisdiction may choose to complete a 2-week time study of
employees in that program who participated in the MAC time study. This 2-week time
stody will use the statewide list of approved activitics for the program being time studied.
The time study log (See Attachment B for the Time Study Log) will require staff to identify
the client for whom the activity is being performed, and record the client’s Medi-Cal
status/pumber, time spent by the employees, activity code from approved listing, brief
description of activity performed, and the location where the activity was performed. If this
option is selected, the local jurisdiction must time study for the same 2-week period for all
employees in the program being time studied.

Upon completion of the time study the employee will sign, date, and verify the accuracy of
the entries they have included op the time study log providing certification 1o the best of
their knowledge, information, and belief at the bottom of the log. The signatures will be
subject to penalty of perjury, and with notice that the information is to be used for filing of
a claim for Federal funds and that knowing misrepresentation would constitute violation of
the Pederal False Claims Act. The employees should give the completed time studies to
their immediate supervisor.

The immediate supervisor with first hand knowledge of the activities performed by the
employee during the applicable 2-week time study period should review the time study and
sign, date, and verify the accuracy of the entries providing certification to the best of his or
her knowledge, information, and belicf at the bottom of the time study log. The signatures
will be subject to penalty of perjury, and with notice that the information is to be used for
filing of a claim for Federal funds and that knowing misrepresentation would constitute
violation of the Federal False Claims Act. See Attachment A for the Certification
Statements that will appear at the bottom of each time study log.

OPTION 3. Contemporaneous Records Reconstruction-- Alternatively, 8 MAC time study
program for which the local jurisdiction is now allowed to submit a claim as part of this
expedited process, may choose to amalyze a representative sample of conteraporaneous
records to extract the percentage of time that was spent on cach of the activities in the
approved activities listing for that program. This option is only available for those programs
which have contemporaneous records such as nursing Jogs, activity logs, case records, other
non-MAC time sheets/studies/logs, etc.. The employees and their supervisors in the
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should analyze these records to determine the activities of the employce during the
sample period and indicate that percentage for the applicable activity on the approved
activity listing for that program.

Each local jurisdiction using this option must submit documentation 10 support how its
percentages were derived for each activity, describe the documentation utilized, and describe
the sample period used 1o construct the percentages.

Upon completion of the reconstructed record the employee will sign, date, and verify the
accuracy of the entries they have included on the survey providing certification to the best
of their knowledge, information, and belief at the bottom of the survey. The signatures will
be subject to penalty of petjury, and with notice that the information is to be used for filing
of a claim for Federal funds and that knowing mistepresentation would copstitute violation
of the Federal False Claims Act. The employees should give the completed survey to their
immediate supervisor.

The immediate supervisor, with first hand knowledge of the activities petformed by the
employee during the applicable sample peried, should review the survey and sign, date, and
verify the accuracy of the entries providing certification to the best of his or her knowledge,
information, and belief at the bottom of the survey. The signatures will be subject to
penalty of perjury, and with notice that the information is to be used for filing of a clamm
for Federal funds and that knowing misrepresentation would comstitute violation of the
Federal False Claims Act. See Attachment A for the for the Certfication Statements that
will appear at the bottom of each survey. '

2(A). Compile and Submit Results to the State

After the surveys, time stadies, or contemporaneous records reconstruction are complcted,
the jurisdictions must prepare a summaty of the results for each program. In effect, this
means compiling a summary activity sheet for each program which totals all of that
program’s results for each of the activities in that program. Upon completion of the
summary sheet for each program, the person designated by the local jurisdiction to oversee
the resolution process in that local jurisdiction will sign, date, and verify the accuracy of the
entries that have been incloded on the summary sheet for each program to the best of his
or her knowledge, information, and belief at the bottom of the summary sheet for cach
program. The signatures will be subject to penalty of perjury, and with notice that the
information is to be used for filing of a claim for Federal funds and that knowing
misrepresentation would constitute violation of the Federal False Claims Act. The summary
sheets will then be submitted to the State according to State instructions. At the time the
local jurisdiction submits its summary sheets it will also submit to the State the Medi-Cal
percentage(s) it is proposing to rely on for its claim (see further discussion below).

The local jurisdictions will not be required to submit all of the supporting survey forms, time
studies, or contcmporancous records with the summary sheets. Instead these must he
maintained in readily reviewable form in an andit file at the local jurisdiction by program
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and be made available to the State and HCFA upon request.

The State will enter the summary data by local jurisdiction, program, and activity into a
computerized system (e.g. Lotus spreadsheet) for the purposes of compiling the data. Using
the master list of allowable activities, the State will then caiculate the allowuble and
unallowsble percentages for each program within each jurisdiction. Onmce the State has
completed this process and assures HCFA that the information is in readily reviewable
form, HCFA staff will return to Sacramento to review and analyze the information.

2(B). HCFA Testing of the Resuits

HCFA will use the following methods, separately or in combination, to validate the
information provided by the State: (1) HCFA will do an overall review of all the statewide
summary information for each program and cach activity by local jurisdiction to compare
the results by program and activity across all Jocal jurisdictions. HCFA will use this
approach to establish the consistency and face validity of the information statewide for each
activity and cach program. (2) HCFA will use the documentation provided by each local
jurisdiction in response to the March 3, 1994 State survey request to see if that
documentation (e.g. position descriptions, fanctional statements, etc.) supports the survey
results. (3) HCFA may use actual MAC time study results as it deems appropriate. (4)
HCFA will review, as necessary, the actual audit files of the program which are the source
documentation for the summary sheets and compiled information.

If HCFA identifies problems with any program-specific percentage as a result of this
process, the State and local jurisdiction will be given the opportunity to adequately
docament the questioned percentage to HCFA. ~Based upon its review of the
documentation presented, HCFA will make a final decision on the percentage. If HCFA
still does not awoept the submitted percentage based upon its review of the documentation
presented—HCFA may: (1) allow the local jurisdiction to use the allowable statewide
percentage (the allowable statewide percentage for a program is the average of all the
allowable statewide percentages for that program that have been approved by HCFA)) for
that program, (2) a mutwally agreed upon percentage that is supported by the
documentation presented, or (3) reject the entire claim as not supported.

Once HCFA has determined the allowable percentage for a program for a local jurisdiction,
that percentage will be used to resolve the claim universe as described in Attachment XXX
for that program in that local jurisdiction under this resolution process. HCFA, the State,
and the local jurisdiction will be bound by the approved percentage and it will not be
subject to further audit, review, or modification by any of the parties to the agreement.

3. Determine the Allowable Medi-Cal Percentage of Time for Each Program

HCFA will review and approve the Medi-Cal percentages submitled by the local
jurisdictions, The only HCFA-approved methods for this resolution process for deriving the
Medi-Cal percentages are the county-wide Medi-Cal average or actual client counts. HCFA
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believes actual client counts must be used for any program for which they are available. If
the local jurisdiction is using actoal client counts they must be client counts for that

Client counts unrelated to the program being claimed can not be used. In the
absenice of actual client counts HCFA has agreed to allow the use of the county-wide Medi-
Cal average. Once a method is chosea by a local jurisdiction and approved by HCFA, it
must be used consistently for that program in order to provide ‘the most accurate
representation of the amount of Medi-Cal activity for that program. A local jurisdiction can
not pick and choose among methods.

4. Determine the Allowable Claim Amounts

Once HCFA and the Statc have approved the allowable percentages and the Medi-Cal
percentages for each program for each local jurisdiction, the information will be returned
to each local jurisdiction. Using the 1994795 MAC Invoice, as modified by the State for this
resolution process and approved by HCFA, each local jurisdiction will recompute its claims
using the approved percentages and the applicable allowable costs. The approved program
percentages will be used for all of the years for which claims are being submitted. Claims
will be submitted on an annual basis. Where more then one Medi-Cal percentage is

~ applicable to an annual claim the local jurisdiction should use the time weighted average
of the approved Medi-Cal percentages applicable to the claiming period.

Claims may only be submitted for each local jurisdiction as specified in the universe of
claims at Attachment XXX Annual claims invaices may be submitted for SFY 1992/93 and
SFY 199371994 and for the first-two quarters of SFY 1994/95. Claims for the first three

of SFY 1992/93 may only be resubmitied if they were previously submitted and
claimed on the Form HCFA-64 by the State. I not, these claims are not allowable in
accordance with the Federal two-year timely claims filing requirements at 45 CFR Part 95,
Subpart A.

Once the invoices are completed and signed they should be submitted to the State according
to State instructions. The State will review all of the invoices and ensure that the correct
allowable percentage for each program has been applied, that the correct allowable Medi-
Cal percentages have been applied, that all of the costs in the cost pools (including all
applicable revenue offsets) are allowable, and that the invoices are correctly computed in
all respects. The State will then prepare all of the imvoices aund any necessary supporting
documentation in readily reviewable form for review by HCFA.

HCFA staff will then come to Sacramento to review the invoices. HCFA reserves the right
to request the State to provided supporting source documentation for a sample of costs to
ensure that the costs are allowable, that all applicable revenue offsets have been applied and
the comrect percentages used in the calculation of the invoices.

Once the invoices are approved by HCFA, the State will immediately submit a Form
HICFA-64 to claim the approved amounts. Upon receipt of the Form HCFA-64, HCFA will
immediately issue a grant award which provides the Federal share of the claim.
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Allowability of Cost Categaries

With regard to the allowability of categories of costs, the discussion in the work group
focused on existing HCFA guidance and interpretations regarding Medicaid administrative
claiming policy.

Key principles in determining the allowability of and making payments for costs as Medicaid
administrative nctivities are:

The activities must be necessary for the proper and efficient administration
of the State Plan;

The activities must be performed with respect to medical assistance services
in the State plan, a Medi-Cal waiver, or expanded early and periodic
screening, diagnostic and treatment services (EPSDT);

The activities must be performed with respect to Medi-Cal eligibles;

The activities may be performed with respect to Medi-Cal potential eligible
individuals, but only with respect to eligibility outreach and intake functions.
Thus, admisistrative activitics related to facilitating access to Medi-Cal
services for potential eligible individuals are not allowable as administrative
activities. Once these individuals are determined eligible, activities related to
facilitating access to Medi-Cal services would be allowable;

Payments for administrative activities must not duplicate payments for
activities performed and paid as medical assistance services (such as targeted
case management, part of outpatient clinic rates, or part of a capitation rate)
or paid through some other State, Federal or other program; and

Only those portions of allowable activities specifically related to the Medi-Cal
program, as indicated in the previous points, are allowable.

The following clarify a number of issues only for the purposes of resolving the retroactive
MAC claims through this resolution process. The following clarifications relate specifically
to the Medi-Cal program and to the retroactive MAC claims. They are not intended to set
precedent for any other claims or issues, past, present or future, Medi-Cal or otherwise.

Eligibility Intake—-Medi-Cal eligibility intake, an allowable administrative
activity, is defined as taking a Medi-Cal application and gathering information
related to the application and eligibility determination from a client, including
resource information and third party liability information, as a prelude to
submitting a formal Medi-Cal application to the county welfare department.
I translation is part of the intake activity, the costs may be claimed as
eligibility intake or separately as translation, but not both. In either case, the
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costs arc allowable administrative costs of the Medicaid program.

Prior_Anthorization—Prior anthorization of certain Medi-Cal services for
Medi-Cal eligibles, a traditionally allowable administrative activity, is a legally
required and binding pre-requisite to the State’s payment for those medical
services and is generally performed by the State. However, in Alameda
County only, the prior authorization function bas been delegated by the State
Medi-Cal program to public hospitals and may be allowable if not already

atherwise paid for through some other source. It is unlikely that any other
counties are performing this function for the State.

Translation--Translation services may be allowable efther as part of a medical
assistance service, or as a scparate administrative activity. Where the medical
assistance provider reccives a rate for a medical service, translation by facility
employees which is contemporaneous with receipt of the service is considered
by HCFA to be included in the rate for that service. In that case, costs of the
translation activities cannot be unbundled and claimed again as Medi-Cal
administration.

Translation could be allowable as an administrative activity, if it is oot
included and paid for as part of a medical assistance service. However, it
must be provided by separate units with employees performing solely
translation functions for a health facility, such as at Highland Hospital in
Alameda County (based upon the State staff telling us that the translation
unit activity is not already included in the medical services rate), and it must
facilitate access to Medi-Cal services.

Administrative Case Management—Case management is only allowable as an
administrative activity, according to HCFA's interpretation, when it involves
the facilitation of access and coordination for a Medi-Cal eligible client for
services which are covered under the State’s Medi-Cal Plan. To assure that
administrative case managementactivities being performed are aliowable, that
is, that they are being performed with respect to facilitating access to Medi-
Cal services, a complete list of Medi-Cal Statc Plan covered scrvices for the
period of the retroactive MAC claim will be distributed to each program in
a jurisdiction participating in MAC claiming for the purposes of implementing
this resolution process. (NOTE: It is the position of the State that the scope
of allowable Medi-Cal administrative case management is broader than
HCFA's definition.)

Referral and Follow-up--Referral of Medi-Cal ehigibles to Medi-Cal services
and follow-up are allowable administrative activities so long as they are not
performed in connection with a medical visit for which the activities are or
have been reimbursed through a Medi-Cal service rate, according to HCFA.
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This means that this activity when performed by nurses and others in the
dinic setting incident to a medical encounter will not be allowable as Medi-
Cal administrative costs for the purposes of resolving these claims.

Referral and follow-up for medical services are allowable administrative
activities which are patt of case management when performed by staff who
are pot in a setting where there is a billable Medi-Cal rate. For example, the
referral and follow-up activities of public health field nurses performed for
clients with regard to medical issues would be allowable Medi-Cal
administrative case mapagement activities unless, of course, these services are
provided free to all persons within the local jurisdiction. In that case, the free
care issue will need to be addressed separately.

Outreach--Outreach is traditionally an allowablc Medicaid administrative
function. However, according to HCFA, the only allowable outreach for
purposes of Medi-Cal administrative claiming is to groups or individuals

targeted to two goals:
() making people eligible for Medi-Cal or,
(2) bringing Medi-Cal eligible people into Medi-Cal scrvices.

‘Thus, although an outreach campaign can be directed to an entire population,
in order for the costs to be allowable as administrative activities, the campaign
must be focussed an bringing people into Medicaid services (e.g., pre-natal,
healthy baby, EPSDT, AIDS, alcohol, drug, mental health counseling, etc.).
Furthermore, only those portions of the outreach campaign meeting the two
goals above would be claimable.

The campaign can also inform people about the availability of Medi-Cal and
the eligibility requirements. If outreach is addressed to categaries of medical
services which are covered for the Medicaid population but also available to
non-Medicaid patients, then the costs of the outreach activity will be pro-rated
to the Medi-Cal percentage.

Health Education--(1) General health education programs or campaigns
addressed to the general population (e.g. SANE, DARE, dental prevention,
anti-smoking, alcohol reduction, etc.) are not allowable Medi-Cal
administrative activities. However, a health education program or campaign
may be allowable as an administrative cost if it is targeted specifically to
Medicaid setvices and for Medi-Cal eligible individuals. Additionally, if a
specific Medi-Cal health education program is included as part of a broader
general health education program, the Medicaid portion may be allowable if
pro-rated according to the Medi-Cal percentage. (2) Genersal health
education is not allowable as part of a clinic service. However, in a clinic



03-21-95 0'F: 044M

FROM GUSTUMER SV TU Y12UZ2bYUbees PU14/70to

Page 12 - Roberta Ward - March 20, 1995

setting, if the health education occurs with individual patients incident to the
nature of the clinic visit, acoording to HCFA, it is not separately claimable as
an admipistrative activity, but is considered to be reimbursed as part of the
clinic service rate.

Em—&nergmuedicaljlmﬂmﬁm—mmmﬁon,awordingtoHCFA,
may be claimed vither as medical assistance or administration. California
Medi-Cal policy does not allow transportation as an administrative activity.
However, arranging for medical transportation is allowable as an
administrative activity. We understand that a State plan amendment
recognizing personal care services as medical services eligible for Federal
matching was approved for California effective July 1, 1992. The act of
accompanying a Medi-Cal client to a Medi-Cal appointment is considered a
personal care service, billable from the effective date of thc Statc plan
forward. It may not be claimed as an administrative cost.

Directly Observed Therapy--Directly observed therapy (DOT) is a medical
service, if provided for in the approved Statc plan, and not Medi-Cal
administration. However, California has submitted a Medicaid State plan
amendment to include directly observed therapy (DOT) for tuberculosis (TB)
as a medical service with a proposed effective date of October 1, 1994.
‘Therefore, when the State plan amendment is approved, DOT may be
claimed as a medical service. DOT applies to a medical professional
observing a Medi-Cal eligible individual taking a prescribed regimen of TB
medication. Since the activity is comsidered part of a service, not an
administrative cost, the activity should be claimed in California under TB
Services, which is a State Plan covered service.

Inter-agency Coordination/Development of County-wide Initiatives--Inter-
agency coordination and development of county-wide health initiatives may
be allowable as administrative activities, so long as the coordination and
services involve Medi-Cal services for Medi-Cal eligible individuals. The costs
of this activity will be pro-rated according to the Medi-Cal percentage in the
county, i.e., the county-wide average.

Provider Coordination--Provider coordination is an allowable administrative
activity, so long as the providers are Medi-Cal providers.

Information and Refersal--Information and referral may be an allowable
administrative activity so long as the encounter is with Medi-Cal eligible
individuals and involves discussion of Medi-Cal issues and the referrals relate
to Medi-Cal services. For example, the part of the telephone cucounter ou
a suicide prevention hotline provided by the county which involves the
personal problems of the caller would not be allowable, while the time spent
in facilitating access and making referrals for a Medi-Cal eligible individual
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to 2 Medi-Cal mental health counscling/facilitics would be allowable,
according to HCFA.

Inmates of Public Institutiops--Medical assistance services provided to inmates
of public institutions are not eligible for Medicaid payment. However, Medi-
Csl eligibility intake administrative activities provided to such inmates may be
allowable under certain limited circumstances. For example, an eligibility
intake process has been established for inmates by their home counties in the
mouath of their release in order to facilitate transition to Medi-Cal sexvices in
their comnmnities This Medi-Cal eligibility intake activity is allowable. No
other administrative activities or direct Medi-Cal services are allowable.

Public Guardians-The activities of public guardians are allowable
administrative activities if they involve casc management of Medi-Cal services
and Medi-Cal eligibility intake for clients. The coordination and provision of
legal, financial, and property management services by the public guardian’s
office are not allowable.

In addition, we are continuing to review the following issues:

Veterans Activity--The are several activitics done relative to veterans that
need further clarification:

(1)  Eligibility intake for veterans for the purpose of developing a Medi-Cal
application. This is an allowable Medi-Cal administrative activity.

(2) Through a contract with the State, veterans and their spouses are
contacted onsite at the nursing facility for purposes of developing cligibility
for any veteran’s benefits because this offsets the cost of Medi-Cal. This may
be allowable as third party liability (TPL) activity, but could not also be
claimed again separately as administration because that would be a duplicate
claim. In addition, if the State is already claiming the cost of this contract as
State-level administrative expease, it can not be claimed again by the local
jurisdictions.

(3) Using a list of veterans who are eligible for Medi-Cal, potential
eligibility for veterans benefits are pursued. The State views this as TPL cost
avoidance for Medi-Cal and allowable as an administrative claim. The State
is preparing a package on the veterans issue. However, the State wants
HCFA to consider these activities as TPL/cost avoidance activity for Medi-Cal
and allowable as administration.

SSI_ Advocacy—The State wants HCFA to pay for the Supplemental Security
Income (SSI) application process, since California is a "§1634" State and the
SSI application is also considered a Medicaid application. The State also
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wants HCFA to pay for the costs of appeals of SSI denials. Since the primary
application is for SSI not Medi-Cal, this may not be an allowable Medicaid
administrative activity. Furthermore, the SSI program does not pay for the
costs of the appeal in such cases. California is preparing a package on this
158ue.

ACM in IMD--In California individuals can be legally detained without cause
for a 72-hour assessment period in an institution for mental diseases (IMD)
facility observation unit. The State believes that during the first 23 hours of
the individual's stay in the IMD, medical assistance services would be
allowable. However, during the 24-72 hour period in the IMD, as they
continne to assess, work with the family, and develop a pian of care, the State
wants to claim this as ACM. The issue here is can these activities be claimed
as ACM. The HCFA position is that bocause of the IMD exclusion, none of
these activities wonld be allowable, and no payment would be available.

Shart-Doyle Mental Health—Payments for claims under this process must not
duplicate payments for activities and services required under the "Short-
Doyle" mental health program. The State is requesting the local jurisdictions
to submit documentation explaiing and ensuring that ACM mental health
activities claimed under MAC are different from and do not duplicate "Short-
Dayle" activities. HCFA will need to review and approve the treatment of

Short-Doyle mental health for this resolution process.

Capitated_Counties-Payments for claims for administrative activities and
medical assistance services must not duplicate administrative activities and
services which are paid for under a capitation rate. This is especially
significant in counties that have full capitation program. Appropriate
methodologies and documentation to ensure that no duplication takes place
needs to be developed.

We believe that this agreement must be finalized before the resolution process activities
began within the loca) jurisdiction and look forward to completing the final agreement as
soon as possible. Please call me on (410) 966-2003 if you have any questions.

Sincerely yours,

m v
Bill Lasowski
Director
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DRAFT PROPOSAL, FOR A NEGOTIATED SETTLEVENT

Thie memorandum outlines the basis for a negotiated
settlement of claime for case management services provided by
counties in the State of California. The proposed settlement
relates té claims that were submitted by the State as MediCal
administrative claims, but that ECFA has determined are not

allowable as administrative costs.¥ The premises foxr this

proposal are {i) that the underlying services could have been

claimed and paid as targeted cage management services if the
ftate had had an approved targeted case management plan
amendment in place at the time the services were rendered; and

(11) that the State had a substantial basis for believing that

the claims were payable as administrative claims. We first

‘discuss each of theas premises and then sot forth a proposal

for & negotiaced settlemant,

1. Xhe servicesg delivexed gould bave gualified ag
targated cage mipagement, The activities in question were

performed by a variety of county agencies (outpatient and

freestanding clinics, public health department nurses,

veterans’ service offices, the Department of Aging, the
Department of Mental Health, the Department of Probatien,
ete.) and consisted of referral and linkage of Medical-

eligible persone to non-Medicaid programs or providers of

¥The proposal does mot cover the portion of the disallowed
MAC claim that the State agd counties are able to establish,
to HCFA’'s satisfaction, as valid administrative claimg. Nor
does it relate to claims for services provided through the
SANE/DARE program or through juvenile probation departments.

No.
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social services. 1 clinies, the activities also entailed

delivery

issues.

intenslve patient and family education about the health

System, the prescription refill system, and health

There is no questien that the activities were of the

type that could have been performed and reimbursed as targeted

Case management services:
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° Case management ia "activity which assists
individuale eligible for Medicaid in gaining ang
coordinating access to necesszary care and gexrvices
appropriate to the needs of an individual.* state
Medicaid Manual ("sMM") § 4302 (A) . '

© Targeted case management may Include asgistance in
gaining access to a variety of medical, so¢ial,
educational, and otheyr Bexvices. SMM § 4302(B).

© Case management may include the activities of

explaining to clients with &pecial needs how to take

medications and how to follow their health plany.

See the Preliminary Analysis in Maryland Pepartment
1 a

Hygleng, Docket No. 88-192
(1389) .

© The targeted group may be identified by "any
identifjable characteristic.® gMM § 4302.2{(a).
Here, the identifying characteristie is Medicaid
eligible pergsong receiving health-related services
through county health and social services agencies.

© Separate payment (lee., pavment thst is in
addition to fee-for-aervice payments for medical
servicea) way be made for cage management services
that are not an integxal, inseparable or required
part of another Medicaid covered sexrvice. SMM §
4302.2(F). Intensive patient education and referral
services are eghanced activities provided by county
clinics but are not a required component of clinic
sexvices, '

°© 9MM Section 4302.2(D) (3) provides that any person
or entity meeting State standards for the provision
of cagse wanagement sgrvices must be given the %
opportunity to do so. Thus, county agencies may ﬁ“JA ¢
pravide targeted case Ranagement services. ,

d_ i?ﬁltA ﬁ L%oh‘
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2. Californja had a substantial basjg for believing
N that the claime ware payable asg adniniutratigg qlaims .

| ¢ Case management may be done as an administrative
I activity. SMM § 4302.2(G) (2).

° Where an activity may qualify as eithexr a Medicaid
se¥vice or an administrative activity, a sgtate ig
free to clasgify the function in either category.
SMM § 4302.2(G),

© Targeted and administrative case management are
Bot mutually exclusive. SMM § 4302.2(G) "

° County agencies may rerform Medicaid .
administrative activities pursuant to interagency
agrcements. SMM § 4302.2(G) (2).
© Case managemant adminigtzative activities rneed be
connectad only "in gome way" with adninietering
gervices govered under the Medicaid plan. smv §
4302.2(G) (2) .

e o kltuﬁJLJ © Although the State Medicaig Manual advisgea that
ﬁ&ikiﬁuASL— . case management relating to gsocial services is not a
donan - no elueal legitimate Medicald administrative activity, that

- = “( position has been re?ected by the Departmental

MS ‘pm ﬁw,"[L Appeals Board ("DAB" in W inia Departmen

) ) an Reao Decision No.131g (1992) .

S preaf red's ° Prior to deferring the Stare’s MAC c¢laim, HCFA had
. - never advised the states, in published guidance or
/ otherwise, of its position that intensa patient
education provided on the day of a eclinic visit mugt
be reimbursed, if at all, through the clinic fee- '
for-service rate and could not be claimed 29 an
-adminigtrative activity. Moxeover, in its
preliminary analysis in Marvyi 4 Departm .o
th and M &, Docket No. 868-192 (1989),
the DAB reasoned that the activitias of aexplaining
to clients with special needs how to take ‘
medications and how to f£ollow their health plans are
valid adminigtrative case managemant activities.
7= TO7 halagement

Peogends d e d © The State claimed FFP for administrative
‘*P”Jﬁ L activities on the basis of county agency time
studies. Time studies may be an appropriste basis
d : for administrative claims. SMM § 4302.% (L)

va“d ISt11  Le6l°BZ %@ GNITINE ¢ NOLENINOD WO¥S
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_ o In 1992 correspondence to HCFA Region IX, the Ne Tem -

) 8tate adviged that under its MAC program it would
"captur[e] the costs for TCM [targeted case
management] ralated activities by claiming
administratively for them.® Region IX gave no
indication that adminigtrative claiming would not bae
parmissible for gervices that could be carried ocut
through targeted case management. Region IX also
reviewed and suggeeted xevisions to the MAC time
study codes, and at no time suggested that they
described activities that could not be claimed a=
Medicaid administration.

© The State’s approved cost allocation plan -
specifically referenced certaln activities (by 7
Veterans service offices) that involved raferrals to ¢ ¢
othex federal programs. The State reasonably

understoad the CAP approval as an additional

indication that HCFA agreed that MediCal

administration could entail referrals to non-State

plan covered programs that avoided cost for the

Medlcaid program or that made administration of the
MediCal program more efficient.

3. Exoposed neqgtlated gettlemant.
This information will be presented at ocur meeting on

March 29, 199s.

§0°d IG:TT  S661°8Z°1d ONITYNE 3 NOLEHINO] wWOHA



PROPOSED NEGOTIATED SETTLEMENT

1. All of the activities in question are legal
Medicaid activities.

2. HCFA has determined that the activities in
question are not allowable as administrative costs because of
HCFA’'s interpretation of its policies.

3. If an approved state plan amendment and
appropriate documentation is in place, the activities may be
claimed and paid as targeted case management services eligible
for funding as services at the FMAP rate.

4. As to the past claims, HFCA agrees to make a
one-time equitable payment for the activities at the FMAP
direct service rate.

5. As to the future claims, as of January 1, 1995,
the State agrees to offer assurances that the activities will
be claimed as targeted case management services and that the

appropriate state plan amendments will be submitted to HCFA.
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THE WHITE HOUSE

WASHINGTON

March 21, 1995

MEMORANDUM FOR AB MIKVA

CAROL RASCO

FROM: STEVE NEUWIRTH
DIANA FORTUNA

RE: : CALIFORNIA MEDICAID

The Justice Department has not yet begun substantive negotiations with California and
L.A. County.

For the past three weeks, the Justice Department has maintained that it is in a "fact-
finding" stage. While the Department has stated that it is willing to send its senior officials to
meet with the State and County, it has not made any commitments to a process for
substantive settlement talks.

The Department’s approach has allowed the State to move slowly -- much to the
consternation of L.A. County. While we do not know exactly what is motivating the State’s
behavior, the State does not face the short-term budget problem that the County does.

This week, the state finally agreed to meet for the first time with Justice Department
attorneys. However, while the state and LA County apparently understood that this would be
the first working session to address a settlement, the Justice Department takes the position
that this is merely a "fact-finding" session.

L.A. County Supervisor Molina is seeking a commitment from the Justice
Department to send a high level team to work for as long as it takes to reach a
settlement (or determine that a settlement will not be possible.) She feels that unless the
Justice Department makes such a commitment, the State (and, presumably, the County)
will lose confidence in this settlement track.
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TO: John Monaha; ,
- Diana Fortuna, White House

PROM: Maréapet Risli
City and Coungy San Francisco

RE: Lawsuit on State's Outpatient MediCal Rate

the first of the four outpatient Medical lawsuits
wWas not going to be heard on Monday aftar all. ag
it turns out, I wag nmisinformed; the case was heard
yesterday in District Court in Los Angeles.

Judge Wileon of the U.S. District Court granted the
State summary judgment on. all points; i.e., the State
argument that the MediCal rates are adequate was
accepted: XA written decision is expected sometime
around next week; I will get you a copy when I receive
one. .

This is the only federal case of the four lawsuits on
the outpatient rate, It was brought by the Califormia
Assoclation of Hospitals and Health Care Systems. (CAHHS)
on behalf of private hospitals. The other three cases
are in State court, .one brought by 8 counties ang the
other two by private providers. It was my understanding
that.hearings for these cases are not set untii
November, so that the court would have the benefit of
the decision in the federal case, : '

The hearing on Monday was quick; there WaS no oral
argument. The case number ig 94-4764-SVW7

.I will let you know if I hear anything else pertinent.

Feel free to call me if I can be of any help; 916-
442-0412.

Prined an Recyelod Papar e
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THE SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, O.C. 20201

MR - | 1995

The Honorable Pete Wilson
Govemor of California

State Capitol, First Floor
Sacramento, California 95814

Dear Governor Wilson,

I am writing to inform you that, pursuant to applicable law, the U.S. Department of Health
and Human Services must disallow payment of the September 2, 1994 claim for $315 million
which was submitted by the State of California as additional administrative costs of the State's
Medi-Cal program. This determination, and the timing of the determination, are required by
the Medicaid statute. The legal basis for this decision is more fully described in the Health
Care Financing Administration's letter to the California Department of Health Services, a copy
of which is attached.

Although we are required to disallow the claim we received in September, let me assure you
that I am extremely sensitive to the serious fiscal situation faced by several counties. This
Department wishes to work with you to provide legally appropriate assistance to preserve the
health care safety net in the affected counties. I want you to know that the Administration is
immediately taking several steps to assist California and its counties in addressing the fiscal
situation you face: :

o The Administration has assembled a team that is ready to provide assistance
immediately to the State and its counties regarding options to address the counties’
fiscal situations. As you may know, we will meet with your staff and representatives
of the affected counties tomorrow, to review ways the State could identify, '
independent of the MAC system, legitimately allowable activities imbedded in the
MAC claim. At the meeting, we should also consider options available to the State to
increase funding for the counties (including design of a targeted case management
system and increases in provider reimbursement rates), and the establishment of a
legally appropriate mechanism for making future administrative cost claims.

o A group of Administration officials has also scheduled a meeting in Los Angeles with
Los Angeles County and State officials to discuss what options might be available
following the disallowance of the State's September 1994 claim. The Administration
believes it is important to make every effort, and to work as hard and as quickly as
possible, to explore all avenues for addressing this situation.
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As set forth more fully in HCFA's letter to the California Department of Health Services, we
are required to disallow payment of the administrative claim because California's new Medi-
Cal Administrative Claiming (MAC) system, which was used to identify Medi-Cal
administrative costs incurred by counties, is seriously flawed. The claim generated by the
MAC system includes inaccuracies and in large measure appears to represent activities that
were part of clinic services for which Medicaid payment has already been made. In addition,
a significant portion of the remainder reflects services unrelated to the administration of Medi-
Cal.

The magnitude of the State's requested increase for administrative costs is of some concern.
Nationally, the state average for Medicaid administrative costs is approximately 4.5 percent of
Medicaid services costs. California’s administrative costs, even without MAC, were
approximately 6.3 percent of its Medicaid services costs. However, California projects that its
administrative costs would run at the extraordinary rate of approximately 14 to 15.5 percent
of Medicaid services costs when MAC claims are regularly submitted by all counties. This
would be more than three times the average for Medicaid administrative costs in other states,
and more than twice the historic rate of administrative costs for Medi-Cal.

I look forward to working with you and with county officials in our ongoing activities to
assist the counties in preserving quality health care services.

1003
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Office of the

Regional Administrator

MAR 01 1995 . 75 Hawthorne Street
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: Health Care
DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Administration
Refer to: MCD-F-TGC Region IX

San Francisco, CA 94105

ERTIFI IL - p D

Ms. S. Kimberly Belshé
Director

Department of Health Services
714 P Street, Room 1253
Sacramento, California 95814

RE: CA-95-001-ADM
Dear Ms. Belshé:

This letter constitutes your notice of disallowance in the amount
of $315,233,627 Federal financial participation (FFP) under Title
XIX of the Social Security Act (the Act). These funds were claimed
by the State of California and they cannot be allowed. The claims
involve Medicaid administrative costs related to the Medi-Cal
Administrative Claiming (MAC) system. The costs are for the period
of July 1, 1992 through March 31, 1994. We deferred these claims
when you submitted them earlier and we undertook an extensive

review of your claim and the MAC system. Our review revealed a

myriad of problems that are outlined in more detail below.

Your Department submitted a Line 7 prior period claim for
$315,233,627 FFP for Medi-Cal Administrative Claiming (MAC)
activities on your Quarterly Statement of Expenditures for State
and Local Administration of the Medical Assistance Program (Form
HCFA-64) for the quarter ended June 30, 1994. These MAC claims
covered the period July 1, 1992 through March 31, 1954. A detailed
schedule of the claims being disallowed is enclosed.

By letter dated October 7, 1994 you were notified of our decision
to defer the entire $315,233,627 FFP in accordance with 42 CFR
430.40. This deferral was reflected in your Medicaid grant award
dated October 28, 1994. By letter dated December 2, 1994, which
was received by us on December 5, 1934, you provided your response

to our deferral letter.

We have fully considered your December 2 response to our deferral
letter. We have performed on-site reviews of the MAC claims and
the MAC process in Los Angeles County (August 29 to September 1,
1994) and San Mateo and Alameda Counties (October 24-27, 1994). We
have reviewed additional documentation provided by the State to our
outstation staff in Sacramento. We met with State and Los Angeles

County staff in San Francisco on August 17-18, 19394 and in
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Washington, DC on October 18, 1994 and January 18, 1995 to discuss
the MAC process. Finally, we have considered the information
provided by our Office of Inspector General (OIG) regarding their
review of 11 contract MAC providers in Los Angeles County which was
also discussed with State staff in briefings conducted by the OIG
on December 13 and 23, 1994. Based upon all of this information we
are disallowing your entire claim of $315,233,627 FFP for the
reasons stated below.

licable Law. Re ations Guidelin

Sections 1903 (a) (2) through 1903 (a) (7) of the Act identify a number
of administrative costs which may be matched by the Federal
government at various administrative matching rates. For the costs
in issue in this claim, the statute explicitly directs payment only
for costs "found necessary by the Secretary for the proper and
efficient administration of the State plan." Thus the Secretary,
not the individual State, determines which State administrative
expenditures are to be allowed. This position is incorporated into
the Medicaid regulations at 42 CFR 431.15 and 42 CFR 433.15.

Medicaid regulations at 42 CFR Parts 431 through 434 give specific
guidance to States on general administration, personnel
administration, fiscal administration, and contracts.
Additionally, 42 CFR 430.2 provides for the applicability of 45 CFR
Parts 74 and 95 to the Medicaid Program and provides guidance to
the States on administration of grants. Specifically, these
regulations provide as follows:

L 42 CFR 433.32 and 45 CFR 45 Parts H and I provide that
States will maintain an accounting system and supporting
fiscal records to assure that claims for Federal funds
are in accord with applicable federal requirements. 1In
addition, States are required to have: (1) accounting
records which adequately identify the source and
application of funds for grant and subgrant activities,
(2) procedures for determining the reasonableness,
allowability, and allocability of grant costs, and (3)
accounting records supported by source documentation.

) 42 CFR 433.34 and 45 CFR Part 95 Subpart E provide that
the State must have an approved cost allocation plan
(CAP). 1In addition, 45 CFR 95.505 specifically excludes
medical vendor payments from the definition of State
agency costs that can be included in a CAP. Also, 45 CFR
95.507 requires that the CAP contain sufficient
information to permit an informed judgment on the
correctness and fairness of the State’s procedures for
allocating costs, specify the procedures used to
identify, measure, and allocate all costs to each
benefitting program and activity, and that all costs
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claimed are supported by an adequate accounting and
statistical system.

o 45 CFR 74.53 and OMB Circular A-87, Attachment A, (A) (1),
which is incorporated into the Medicaid regulations at 45
CFR 74. 171, provide that State cannot claim twice for
the same service or activity.

] 42 CFR 432.45 provides for claiming 75 percent FFP for
skilled professional medical personnel (SPMP) and their
directly supporting staff. These requirements provide
that the SPMP expenditures are for activities directly
related to the administration of the Medicaid program and
do not include expenditures for medical assistance and
that the activities claimed require professional medical
knowledge and skills.

The statute provides a completely separate mechanism for payment of
the Federal share of the costs of providing medical services to
Medicaid recipients. Medical assistance is defined in Section
1905 (a) of the Act to mean "payment of part or all of the cost of
the following care and services...." The services are defined in
§§ 1905(a) (1) through (25). :

Under 42 CFR 447.15, a State plan must provide that the State
Medicaid agency limit participation in the Medicaid program to
providers who accept, as payment in full, the amounts paid by the
agency plus any deductible, coinsurance or copayment required by
the State plan to be paid by the individual. There is no exemption
for administrative or overhead costs to allow these costs to be
claimed separately to the Medicaid program. Additionally, 42 CFR
447 Subpart B provides that the State plan must describe the policy
and methods to be used in setting payment rates for each type of
gservice in the State’'s Medicaid Program and that the State must
maintain documentation of the payment rates and make it available
upon request.

Sections 1915(g) (1) and (g)(2) specify that targeted case

management can be provided as an optional service under an approved

State plan. Section 4302 of the State Medicaid Manual gives

guidelines on case management gservices and activities and

acknowledges that under certain circumstances case management

services may more appropriately be claimed as administrative costs.
" These guidelines provide that:

® Case management provided under section 1915(g) is defined
as services which will assist individuals eligible under
the State plan in gaining access to needed medical,
social, and other services and must be documented as any
other Medicaid service.
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® When case management is provided as an administrative
activity, the State documentation must clearly
demonstrate that the activities were provided to Medicaid
applicants or eligibles, and were in some way connected
with determining eligibility or administering services
covered under the State plan. '

® Administrative case management does not include obtaining
social services not covered under the State plan.
Referrals for Food Stamps, energy assistance, housing,
child care or legal services are not covered even if
these services may be in the best interest of the
recipient.

L We must evaluate the activities for which case management
FFP is claimed to determine whether the claims meet the
requirements for payment either at the administrative or
service case management match rate.

Finally, Section 1905(a)(24)(A) prohibits payment of medical
assistance costs to Medicaid eligibles who are inmates of public
institutions, except medical institutions. These requirements are
incorporated into the Medicaid regulations at 42 CFR 435.1008 and
435.10089.

cus

Claiming Medical Services as Administration

Our site visits to locations where the MAC system was in place
revealed that many activities coded by hospital outpatient clinic
and freestanding county public health clinic employees were already
being reimbursed by Medi-Cal through the all-inclusive clinic rate
as part of a clinical encounter. However, we found that these
activities were also being claimed by your Department as Medi-Cal
administrative activities. .

We found that the physicians at the clinics performed the actual
diagnosis, treatment, and prescribing functions. They then
referred the patient to a physician extender, typically "a
registered nurse or a pharmacist. The physician extender would
then explain the diagnosis and the medication to the patient,
educate the patient on the health issues surrounding the diagnosis,
assist the patient in making any additional appointments, make any
necessary medical referrals, and provide any additional information
to the patient deemed necessary. These activities are part of the
standard medical protocol and as such are direct patient care
services and were reimbursed as part of the fee-for-service or
managed care rate. These medical services furnished by physician
extenders cannot be separated from the rate paid for medical
services and claimed as Medi-Cal administration.
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Additionally, a significant portion of ordinary overktead activities
in the outpatient clinic setting were being coded and claimed as
administrative activities under MAC. For example, 1routine
supervision, personnel activities, training, meetings, etc. were
all coded as allowable MAC activities. These types of costs are
jncluded in the all-inclusive clinic services rate and should not
be claimed separately.

Claiming for Targeted Case Management

The distinction between unallowable targeted case management (TCM)
activities and allowable administrative case maragement (ACM)
activities was not defined in the MAC time study coding process nor
was any distinction applied by the workers in coding their
activities for the MAC process. Allowable ACM activities are those
which are necessary for accessing and coordinating access only to
Medi-Cal State plan covered services. We found workers coding as
allowable Medi-Cal ACM, activities that were well beyond the scope
of Medi-Cal State plan covered services (e.g., housing referrals,
social services referrals, child care referrals, energy agsistance
referrals, legal service referrals, and the relateé liaison work
with agencies providing those services). Such activities are not
allowable Medi-Cal expenditures except as TCM services if provided
for under an approved TCM State plan amendment covering the period
of the claim. California does not have an approved State plan

amendment for TCM services to general outpatient populations.

Therefore, only the more limited administrative case management
gservices, not the broader TCM services, may be claimsd for federal
match.

Duplicate Claiming of Agency Costs

We reviewed several social service programs claiming MAC
expenditures, including the Linkages and SSI Advocacy Programs, as
well as 11 contracts in Los Angeles County within the Alcohol and
Drug Program Administration and the Department of Mental Health.
We found that these programs commonly received other Federal and
State grant funds for their activities from such sources as the
State Department of Aging, the Social Security Administration and
various other Federal and State aging and alcohol and drug program
grants. When activities of these programs were coded as allowable
MAC expenditures and were also reimbursed through these other
funding sources, it resulted in duplicate claims and also in claims
in excess of the total costs of the programs and activities.

Another potential source of duplicate claims was identified in
those counties which have contracted with managed care providers to
provide Medi-Cal services. Although these contracts commonly
require and pay for primary case management, there is no mechanism
in the MAC coding system to identify managed care recipients in

order to avoid providing and charging for duplicate services.

doos
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Broad Public Health Activities

The activities performed by County workers as part of broad public
health policy initiatives are not direct Medi-Cal administrative
activities and as such are not allowable. For example, school-
based alcohol and tobacco prevention programs directed toward the
entire school population, adult. smoking cessation programs,
community-based dental disease prevention programs, developmental
disabilities outreach, training, and education programs, injury
prevention programs, and child passenger restraint system programs,
were all being coded and charged as Medi-Cal administration through
the MAC process. Such public health education campaigns would only
be allowable if directed toward assisting Medicaid eligible
individuals to access the Medicaid program, or if they qualify as
recognized Early Periodic Screening, Diagnosis and Treatment
(EPSDT) outreach and education activities.

imin n-Skilled Professional Medical Personnel Activities at
75 Percent Rate.

Our review found that personnel at a number of sites coded any
activity performed by a physician, registered nurse, or other
person designated as ngkilled professional medical personnel"’
(SPMP) as an activity to be claimed at the enhanced SPMP matching
rate of 75 percent. The 75 percent SPMP matching rate, even when
applied to SPMP, is limited to those SPMP administrative functions
which require the SPMP's professional medical knowledge and skills
in administering the program. When SPMP are attending meetings,
performing general administrative activities, doing personnel work,
doing general supervisory or administrative activities, such
activities are not reimbursable at 75 percent FFP.

Inmates in Public Institutions

Activities being performed by probation or correctional officers in
various juvenile or adult detention facilities were being coded as
allowable MAC activities. However, such detention facilities are
public penal institutions, and any medical services or MAC
administrative activities provided to the inmates in such public
institutions are not allowable Federal Medicaid expenditures.

Time Study and MAC Code Validity

Enough of the individual MAC codes include both allowable and
unallowable activities within the same code to render the entire
system invalid. For example, Code 8 includes both allowable
translation services and unallowable child care services. In
addition, several codes indicate that activities performed by
County workers related to "other State and Federal programs" are
allowable MAC activities. However, only activities performed in
support of ~the approved Medi-Cal State plan are allowable
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administrative activities.

The MAC system is modeled on time study systems approved by the
Departmental Appeals Board for apportioning social workers’
activities to Medicaid/non-Medicaid clients. When used by clinical
service providers, however, the system identifies as administrative
activities many activities which are considered clinical services.
For example, the Physicians’ Current Procedural Terminology, Fourth
Edition (CPT4), which is a commonly used system for reporting
clinical activities performed by physicians for billing and other
payment purposes, identifies obtaining case histories, educating
patients, providing referrals to specialists, consulting with other
clinicians and service providers, and counseling patients as
clinical activities. As clinical activities, these functions
should be included in the clinic payment rate, and not billed as
Medicaid administrative costs.

The codes also fail to distinguish between activities related to
administration of the provider facilities and administration of the
Medicaid program. Supervision, training, and personnel functions
which are required to operate the facility regardless of the number
of Medicaid eligibles served are costs of administering the
provider. They may not be charged separately to the Medicaid
program. Medicaid administration costs, in contrast, are costs
essential to administering the Medicaid program, such as

facilitating eligibility determinations, or organizing programs or

services required to meet federal Medicaid standards.

Claiming for Periods Without Time Study Documentation

The State’s term for retroactive claims not supported by
contemporaneous time study documentation is "backcasting". The
issue involves a methodolegy for claiming costs for time periods
after the effective date of the California legislation authorizing
counties to claim Medicaid administrative costs, but before the MAC
Manual’s time reporting system was in operation. Various counties
performed time studies and accumulated documentation of Medi-Cal
beneficiaries receiving services for one or more quarters during
the State’s fiscal year ended June 30, 1993. The State proposed to
project costs for a 12 month period using the data available from
the last quarter of that period. The State has not provided any
documentation which supports the use of time study data from
current quarters to establish the allowability of the claim for
prior quarters where no time study data exists.

Conclusion

This letter constitutes notice of disallowance in the amount of
$315,233,627 FFP. Please make a decreasing adjustment in that
amount on line 10B of your next Quarterly Medicaid Statement of
Expenditures (Form HCFA-64). However, since these funds have not

go1o
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been paid to the State, this adjustment will not be used in your
grant award computation.

This is my final decision. Under 45 CFR Part 16, the State has an
opportunity to appeal to the Departmental Appeals Board. This
decision shall be the final decision of the Department unless,
within 30 days after you receive this decision, you deliver or mail
(you should use registered or certified mail to establish the date)
a written notice of appeal to the U.S. Department of Health & Human
Services, Departmental Appeals Board, Room 637-D, Hubert H.
Humphrey Building, 2nd & Independence Avenue S.W., Washington, D.C.
20201. You must attach to the notice a copy of this decision,
note that you intend to appeal, state the amount in dispute, and
briefly state why you think that this decision is wrong. The Board
will notify you of further procedures.

Please send a copy of any notice of appeal to this office.

Should you require'further details regarding this matter, please
contact the Acting Associate Regional @ Administrator for the
Division of Medicaid at (415) 744-3568.

Sincerely,

Wy ol poin

Nancy Dapper
Acting Regional Administrator
Enclosure

dot1
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County

Alameda
Amador
Calaveras
El Dorado
Fresno
Humboldt
Imperial
Inyo

Kern

Kings

Los Angeles
Marin
Mendocino
Merced
Napa
Orange
Placer
Riverside
Sacramento
San Bernardino
San Diego
San Joaquin
San Mateo
Santa Clara
Santa Cruz
Shasta
Sonoma -
Stanislaus
Tehama
Trinity
Tulare
Tuolumne
Ventura

City of Berkeley

Total

HHS OS/ES

SUMMARY OF MAC DISALLOWANCE BY COUNTY
QUARTER ENDED JUNE 30, 1994

__Amount

$§ 1,458,529

12,785
84,522
79,632
422,315
135,734
87,807
22,230
847,356
12,401

289,775,816

276,965
77,115
370,928

1,079,624
3,805,146

947,750

1,875,815

165,833

1,524,474
1,187,022

§39,926
257,332

1,340,058
1,328,574

188,078
888,264

3,075,716

53,350
22,673
17,357
113,610

3,081,028
' 67,862

$315,233,627

@o12
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

March 1, 1995 Contact: HCFA Press Office

(202) 690-6145

FEDERAL MEDICAID FUNDS DENIED

~ As required by the Medicaid statute, the Health Care Financing Administration (HCFA)
has determined that it must disallow the claim of $315 million in federal Medicaid
matching funds submitted by California on September 2, 1994.

Although HCFA is required to disallow this claim, it is sensitive to the serious fiscal
situation of the affected counties and has offered to provide any appropriate assistance
to the State and to the counties to preserve the health care safety net. The Department
of Health and Human Services (HHS) is moving forward on several fronts to provide
assistance:

o An Administration team has been assembled that is ready to provide assistance
immediately to the State and its counties regarding options to address the
counties’ fiscal situations. This team has scheduled a meeting with State staff and
representatives of the affected counties on March 2 to review ways the State
could identify, independently of the Medi-Cal Administative Claiming (MAC)
system, legitimately allowable activities imbedded in the MAC claim. The group
will also review options available to the State to increase funding for the counties
(including design of a targeted case management system and increases in provider
reimbursement rates), and the establishment of a legally appropriate mechanism
for making future administrative cost claims

o A group of Administration officials has also scheduled a meeting in Los Angeles
with Los Angeles County and State officials to discuss what options might be
available following the disallowance of the State’s September 1994 claim. The
Administration believes it is important to make every effort and to work as hard
and as quickly as possible to explore all avenues for addressing this situation.

The State’s claim purported to cover additional administrative costs incurred by counties
under the State’s Medi-Cal program. However, HCFA found that:

o for the most part, the claim does not represent additional administrative
costs, but rather costs that were part of clinic services for which Medicaid
payment has already been made;
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federal share has already been paid for the majority of services claimed;
and

a significant number of the claims are for services not covered by Medi-
Cal, including non-medical social services.

The source of the problem is California’s new Medi-Cal Administrative Claiming (MAC)
system, which is seriously flawed.

HISTORY AND BACKGROUND -- California recently began using an administrative
claiming system which purported to identify the costs incurred by counties in the
administration of the Medi-Cal program. The new system used periodic time studies to
identify the activities of county employees and their contractors which were then to be
claimed as Medicaid administrative costs. |

(o)

Much of the public health and human services system in California is
administered by county governments. California developed the MAC system in
an effort to identify county Medi-Cal administrative costs for the purpose of
claiming a federal match.

A claim of $315 million was made by the State on September 2, 1994,
representing costs identified by the MAC system for 34 counties and covering the
period July 1, 1992 to March 31, 1994. Los Angeles County costs represent

92 percent of the claim.

While portions of the MAC system had been described to federal officials during
its development, a full working view of the MAC system as applied was not
provided to HCFA until August 1994, at which time HCFA began expressing its
concerns about the system. The first request for approval of the entire MAC
system was not made until October 1994, a month after the $315 million in claims
were submitted to HCFA.

HCFA conducted reviews of 30 facilities in 3 counties, as well as a MAC fiscal
review in each of the counties, to determine the reliability and validity of the
MAC system. The most extensive review work was carried out in Los Angeles
County. In addition, a limited scope review of the system was conducted by the
HHS Inspector General. The reviews established that the MAC system as applied
is severely flawed and that most of the claims it has generated are not valid Medi-
Cal administrative costs. :

Based on these findings, HCFA deferred payment of the $315 million MAC claim
in October 1994, and gave California an opportunity to respond to HCFA’s
findings. The State responded, but its information does not support the validity
of the MAC system claims. '
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If MAC-generated claims were approved, California would be spending, on
average, three times more than other states in Medicaid administrative costs. The
MAC-generated claims would also represent twice the previous rate of
administrative spending by California itself.

The State estimates that the annualized Federal cost of MAC system claims
would be approximately $750 to $825 million when MAC claims are regularly
submitted by all counties.

SYSTEMIC PROBLEMS in MAC -- Among the fundamental problems with the MAC
system are the following: _ -

1.

The system lacks the capability to distinguish between allowable Medicaid
administrative costs and costs for services that have already been reimbursed by
federal and other sources.

The categories of activities which the system codes as Medicaid claimable are so
broad as to capture both claimable and non-claimable time, indiscriminately.

The time alleged to be Medicaid claimable is not directly associated with specific
Medicaid eligibles, but is projected to Medicaid eligibles based on the gross
percentage of eligibles served by an agency. Reviews indicated that this often
results in an inaccurate and inflated attribution of costs to Medicaid.

Reviews of MAC-generated claims so far show that the largest portion of the claims to
date appear to represent not administrative costs, but medical services or overhead costs
for which Medicaid payment has already been made as a medical service or clinical
service payment. In addition, significant portions of the claims represent activities with
tangential or no connection to the Medicaid program. Examples include:

o

Pharmacists at clinics would claim the time they used in counseling patients about
the drugs that had been prescribed as Medi-Cal administration, even though these
activities are already reimbursed through clinic payments or pharmacy dispensing
fees.

Nurses were claiming activities related to giving immunizations and reporting
medical test results as Medi-Cal administration. Both actions are part of
providing a Medicaid service and are not Medicaid administration. The cost of
these actions is already reimbursed through the medical services rate and cannot
be claimed again as administration.

Claims were submitted for activities outside the scope of services covered by
Medi-Cal, such as referrals for housing, social services, child care and legal
services.
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Correctional officers in juvenile or adult detention facilities were coding some of

their time as allowable Medi-Cal administrative activities. But services to inmates
of public institutions are not covered by Medicaid.

Portions of general state public health education campaigns concerning alcohol,
tobacco, or drug abuse prevention were being claimed as Medi-Cal administrative
costs even though they had no direct relationship to the Medi-Cal program.

###

do16
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By Greg Lucas .-

Sacramento - - ST
The federal government offi-
cially refused yesterday to pay

Chronlicle Sacramento Bureau - -

. $315 million that California and its -

counties sought as reimbursement

for providing health care services.

to the poor, driving the state bud-
get $200 million into the red,

Although Bruce Viadeck, chief

o.f the federal Health Care Financ-
ing Administratijon, expressed
sympathy for the fiscal problems

- the move would ‘cause cash-strap- -

" ped counties and the state, he said -
that-at least $284 million of the -
$315 million will never be paid.. .-

- The counties might be able to
recoup the rest, he said.

' “The folks most at risk in this
process are the counties and the
people they serve,” Vladeck told
reporters at a Capitol press confer-

ence. But, he said, “g0 percent (of -

these claims) involve services
we've alread_y paid for.”

At issue are funds distributed

i by the fedetél-gdbérhﬁient to pay-

\vices — such as nurses to explain af;
_patient’s prescription — are gl.F

‘defray the costs of operating coun-
MEDI-CAL: Page A14Col. 3

counties for administration of thd
MediCal health care system. Via! )
deck said the main ob jection to thd
counties’ claims is that various ser.
ready reimbursed in another part|:
of the Medi-Cal program. ;

Many counties had banked on
the arrival of this money to help

From Page A13

ty hospitals, clinics, public nurs_ing
programs and other treatment op-
tions related to Medij-Cal.

The state takes a hit because
under the terms of last year’s bud-
get deal, the Wilson administra-
tion was supposed to keep $200 mil-
lion of an expected $850 million in
reimbursements under the pro-

gram, which was created to pay

half of the county administratjve
costs associated with operating
Medi-Cal. : '

But with no money for the
counties, there will be no money
for the state.

Vladeck said 92 percent of the
$315 million is claims from Los An-
geles County. The remaining 8 per-
cent is split among another 33
counties. '

The denied claims were the
first filed under a new system cre-
ated by the state and counties to
increase federal reimbursements.
The state argues that it created the
system in consultation with the

- health care financing agency, but
Vladeck said yesterday that the
state’s reimbursement criteria was
never approved.

Denial of this batch of claims
jeopardizes payment of future
claims. The state legislative ana-
lyst estimates that California’s 58
counties could lose $2 billion in po-
tential reimbursements through
the fiscal year ending June 30,
1996.

Vladeck downplayed the im-
pact of his agency’s decision on fu-
ture claims and said that claims by }
counties other than Los Angeles in
the $315 million might be honored. ;

“We believe that anywhere
from a small to a very large frac-
tion (of the counties’ claims) ought
to be allowable,” said Vladeck, |
adding that the federal govern-
ment would examine claims sub-
mitted by other counties. “But [ .
can't guarantee that process will |
produce on a dollar-for-dollar basis :
everything the counties hoped
for.” - - : )

Although Los Angeles takes the
biggest hit, the financia) impact is .
significant for Bay Area counties, 1

Alameda County’s budget for ¥
the current fiscal year, which ends . :
June 30, counted on $14 million in
federal reimbursement, including i
unpaid claims from previous fiscal {
years, o _ S |

e |
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Countj;’s condition
critical after denial
of MedJ-Ca] claims

Valley groups_ i
want rail line

in 20-year plan

By David Bloom
Daify News Stqff Writer )
\ .

As transit officials ne2r a de-
cision on a new 20-year spend-
ing plap, San Fernando Valley
groups are jockeylng to gel Lhe
second phase of the East-West
Valley rail line back on the tist
of planned projects.

But with funding sharply re-

stricled, they face tough com-
petstion from groups secking a
higher funding priority for rail
lines along the Crenshaw Boul-
evard and Alameda Avenue
corridors,

The Alameda corridor
project — a high-speed rail and
road link from the ports of Los
Angeles and Long Beach to
downtown highways and rail
yards — is a particular threat
to beat out the proposed Easi-
West San Fernando Valley Rall
Line.

The Alameda prUJcct is
strongly backed by Los Angeles

See MTA / Page 11
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By Sandy Harrison
and David Bloom

, Daily News Staff Writers

The federal government on

. Wednesday rejected $290 million

in Medi-Cal claims made by Los
Angeles County for the costs of
health care to the poor, pushing the
county into another round of tough
choices 10 avoid economic disas-
ter,

Since the current year's budget
anhcmatcd payment of the
“$250 million in claims, their rejec-
tion creates an immediate shortfalf
in the county’s budget.

And it could get worse if the fed-

“eral government also rejects
$350 mitlion in additional Medi-
Cal claims for servites county de-
partments expect to provide this

" year, said Robert Plasky, a county
management analyst.

County officials face two basic
choices in dealing with the deficit
— make decp cuts in services over
the remaining four months in the
currenl fiscal year, or tap reserves
set asitde to oﬁyset an expected defi-
cil next year.

While (apping the reserves would
solve the immediate problem, with-
out some other revenue sourge it
would only delay debate about po-
teotiat budget cuts, since county fi-
nancial officers have forecast a sig-
nificant deficit for next year.

¥'it means that we have (o ad-

See COUNT\' / Back Page
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Pierce C—oﬂega police Capt Ken Renolds expects that the trained
officers will spiit shifts in cars and on horseback.

Pierce College pokce mountmg
horse patrol to rein in crime

By Howard Breuer
Daily News Staff Writer

WOODLAND HILLS —
Pierce College police say they are
about to become the first in the
state to patrol a community col-
l%e by horseback — although
they need to find horses large
enocugh to carry some of the
stouier members of the force.

Collsge Prestdent Mary Lee
believes the horses will give the

Gua Ruelss ! Dally News

officers a more visible presence
on campus and a betier vantage
point to spot car thieves. .

She also thinks the mounts will
make il easier for the officers 10
reach areas of the hilly, 420-acre
campus that are inaccessible to
patrol cars. .

“People are more friendly to
officers on horseback,” she said.
“In parkmg lot survelllance you

See PlEkCE / Page 9
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ess a daunting shortfall as of July
" s3id Gary Wells, the Health De-
riment’s assistant finance direc-

r.
But Wells sad it is possible that
s federal govemment mighs stili
mpromtise and allow at least par-
1 payment of the rejected Medi-
J expenscs.
“The bright side is that (federal
icials) have iedicated thal they'll
rk with us snd seek alternate
ys to meke sure thal the licalth
¢ safety net emains in force.™
Anticipating lhat it would not rc-
. that money, depariments and
. 3oard of Swpervisors have be-
» scaling bact operalions signili-
-y — t(ncluding not MMing va-
: cx_)lsitions aod planning to close
ails.
More than $104 million in
:nding reductions have been
tde throughout county opera-
ns, and z sumlus thal the coun-
s Health Services Depaniment
1 hoped (o vse for next fiscal
'r will be speat down this year,
\dministralive appeals processes
1 take as muwch as several years
css Lthere is asignificanl effort 10
¢d up the review, Plasky said,
ich will further complicate the
ntv'e financial nmbleme nosei-

frqe >

bly well into next fiscal year.

With the denial, the county now
will appeal the matter and negoti-
ate for some porticn of the funds i1
i$ clayming under the program,

» county officials said.

“1 dont think this is particularly
disheactening,” said Tom Silver,
chief deputy 10 Supervisor Michael
D. Antonovich. “The key here was
to get 8 decision 80 we can get on
with an appeal.”

County officials said they hoped
for a quick appcal and negotiations
that would allow at least some por-
tion of the money the county needs
to come in.

Supervisors Gloria Molina and
Yvonne Bralthwaite Burke were
past of a group of county officials
meeling fate in the day with Heallh
Care Financing Admiristration of-
ficials in Los Angeles over the deci-
sion.

“The financial health of Los An-
geles Counly, and our ability to de-
hiver critical programs (o residents,
depends upon ke federal govern-
ment's willingness to reimburse
past Medi<Cal costs,”” Maolina said
in a slalement. “We musl lake a se-
rious look at past monies and deter-
mine a process which wiil avoid fu-
lure problems.”

The decision adds new impetus
1o ennntv hudeet-cultine efforts.

however, and will fucther cloud
neat year's already dark fiscal pic-
ture, county oflicials said. .

Stale officials submit the re-

quesls for federal reimbursement
on behalf of counties. 1n a letter to
the state, the U.S. Health Care Fi-
nancing Administration said the
claims were denied because of flaws
in the accounling system — result-
ing in double billing for services
that already had heen paid.

“The sysiern lacks the capability
1o distinguish between allowabte
Medicaid admiinistrative costs, and
cost for scrvicgs (hatl have already
been reimbursed by federal and
other sources,” the federal an-
nouncemenl said.

“ft means we were asked to pay
again for what we've already paid
in (ull,” said HCFA administrator
Bruce Vladeck. “More than 90 per-
cenl of it involves administrative
costs (or clinic services we've al-
ready paid in full.”

Specilically, the HCFA sialte-
ment concluded that cosls which
were parl of clinic services, (or
which reimbursement already has
been made, were wrongly bilied as
administrative cosls.

State Department of Health
Services spokeswoman Lynda Frost
said the federal denial of funding
was a surprise because Lhe state had

worked with federal officials in de-
vising its new claim procedures.

“We're disappointed and we
stand by the validity of the sys-
lem,” Frost said. At this point we
have to keep warking with the fed-
eral govermment 10 idenlify what
can be reimbursed. We are still go-
ing to try to get a lot of that.”

The claims were first filed under
a ncw systern designed by the state
and counties 10 increase federal re-
imbursements by qualifyang more
administrative costs for reim-
bursement, But federal officials say
that what it actually drd was result
in multiole reimbursements for the

‘3ame expense.

Plasky said the HCFA com-
plaints were off base.

The countly used definitions of
claimable activities thal had been
approved by the stale and the re-
gonal office of HCFA, he said, and
any reimbursements the ocounty re-
ceived from non-Medi-Cal pro-
grams were sublracted (rom claims
made under the Senate Bill 910
program. -

“We're not double billing,”
Plasky said. “The rates that Medi-
Cal pays for don’t cover all the
costs. They pulled out some cle-
ments that are good sound bits, but
we still believe our claim was based

D‘q”ﬂ Mews 3/-1/75"

Government rejects county’s Medi-Cal

. On legitimate codes that have been
approved by 1he state and Region 9
of HCFA.”

Specific ilems cited in the federal
dental include;

M Programs in the Los Angeles

Coun}y_ Alcahol and Drug Program
Administration and Department of
Mental Health receiving reim-
bursemenis from the state Depart-
menl of Aging, the Social Security
Administralion, and otber staic
and federal agencics that exceeded
the 1ot cosis of the programs,
. Wineligible costs, such as hous-
ing referrals, child care referrals,
energy assistance referrals, and le-
gal service refetrals, being billed as
administralive cosls.

B Services provided by ourses
and pharmacists incorcectly billed
as administration, even though
they already were reimbursed as
medical services by Medi-Cal.

B Medical services to prison in-
mates were improperty biiled as ad-
minislrative expenses.

8 Public health campaigns in-
volving alochol, tobacco and drug
abuse prevenlion were improperly
billed as administrative costs,

This siory was reported by Sa:':dy
Hfarrison in Sacramento and David
Rloom in Los Aneeles.
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WASHINGTON

U S. denies $315 million claim
for Medi-Cal reimbursement

:By Brad Baywsrd
Aow Capitol Baresa

Q

24 In & blow to the state and its fi-
“nandally struggling counties, the
-{ederal government Wednesday
a 3315 million reimburse-
claim from California coun-
-§m for the costs of running the
Medi-Cel program.
g;gedml officials called the sys-
used to calculate the reim-
shursement claims “geriously
Jiawed.” In mamy cases, they said,
h‘.t generated requests for federal
feimbursement for services the
already had funded.
~" The decision pokes holes in the
carrent-year budgets of most
counties, with the vast majarity of
the losses in Los Angeles County.
The action also could tie up hun.
dreds of millions of dofars in ad-
ditional funds that counties were
expecting through 1996, and it

ya:rparﬂmeauptoSMmﬂhonm
statervvemmaswe!l.

*We are- Very { i .es-
pecm]ly considering- closely -
and we worked with
(federal officials) in developing
the system they are now disown- -
ing,” aaxd Lynda Frost, spokes- -
woman for the state Departmment

of Health Services, who said the -

stateisappenlingtbededsion_ _
" The flap is over a new. process
the state recently created to allow

counties to recoup their costs for

administering Medi-Cal, a pro-
gram that provides health ser-
noestothepocrr .

The state forwarded the coun-
tieg’ first reimbursement request
m:derthenewsysbemtoﬂle fed-
eral govermment in September.
But when federal officials re-

ynewedthepwgmm,theyfound:

 For example omcmls said,

wbemacﬁmcmxmemldrem-

' medical ‘test results ‘or discuss,
. prescriptson use-with e Madi-Cal. .
'_'puhez:t..t.hesystemwonlclmme—
- times count the time spent a3 ad-
" ministrative, thus peedingg reim- -

C bavrmarmant whon # wroac telrendo .

Tennbursed under dinical gervices
payments.

“We have been asked to pay
noore for something we've already
paid in full,” said Bruce Vladeck,
chief of the U.S. Health Care Fi-
nanciog Admimistration.

In other cases, Vladeck said, the
system produced reimbursement
claims for programs ranging from
housing to drug-abuse prevention
that are not part of Medi-Cal at
all .
Frost said the system had been
set up to avoid such problems; she
added that federal officals were
familiar with the system as it was
developed and did not complain
about it until the state asked for
the rembursement. Vladeck said

‘the final system wasn’t what fed-
eral officials had expected tosee. - -

Vladeck said some of the denied
claims may eventuslly be reim-
bursed once county officials pro-
vide better information.

Of the $315 million in denied

claims, 92 percent would have .

gonet:oLosAbgelesC@nty.

‘But the losses to nearly all -

counties could increase because
the decision imperils more daims
that the federal government- has

notyetrmved.lntheworst—case'

scenario, $2 bilhion in county reve-
nues could be ized over a
two-year period, according to the
Leg:slnhveAnalyst’sOﬁice

And because the state planned
to skim soxne maney off the top of
those reimbursements to counties,

it conld lose $200 million in the -
carrent-year and another $200.

had budgeted for the 1994-95
year. “In the flow of things, this is
not that large of an-impsct and is
within a manageable range of
things we run into over the year.”
he said.

Officzals in Yolo County said the
impact could be more serious
there; the county expected
$482 000 in reimbursements this
year. Placer County had assumed
receipt of $271,000, and E1 Dorado
County, $160,000, eccording to
the California State Association of
Counties.
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Med|-CaI expected to refuse

a.ntlcrpatmg a shortfall of $2 million. The state of Cah-
‘{fornia expects to miss out on about $200 mllhon for
.- eachyear.:

- Altogether,. Lhe state and . counties, could lose more
d “*'trian $1.5 billion, said Bill Wehrle of the state I gislative
amalystsofﬁce : A
- we . dont get ‘this -money ts gomg to be dev
ng to-us,” -said: LShahn az ¢/Nikpay,” dlrector “of fi-

oe,for'ﬂle Alameda Gountm}{ealthﬁ Semces-
---Agency"‘lt ould mean less of,g_v _ —-lessysm.ff
H¢ urs-}ess responsrve c‘gg' _ﬁ% ‘@e. _may ,have to

to announce' by,Th_
Medi-Cal, clainis, the’ gove

da”County stands:to:lose milli
994-95° ﬁsca.l year and $12: million ifor the 1995 96

services, said Mark’ Finucane, health director for: the schools — basing their clalms on the number of Med1
county. _ S Cal recipients living in those districts.

At issue is a drspute over how much the federal gov- - Other counties billed the government for the costs of
ernment should pay- for the administrative costs of outpatient clinic services not already part of the regular
Medi-Cal, the government hea.lth program for the poor. Medi-Cal reimbursement; pharmacists explaining the

In 1992, the state Legislature: passed a bill ex- ' _srde effects of medications; .. public health nurses re-
panding the Medi-Cal administrative claims program. -ferring Medi-Cal patients to drug treatrment services.
Since then the state and counties have begun to bill the . “'State  and county representanves said federal offi-

- federal government foria number of semces they were 'cra.ls in the regional office had said in numerous meet-
already provrdmg E”’ R ) ...‘u_ b mgs “that the counties could bill for such services.

Wehrle concedes some of‘ ounti But last year, federal officials in Washington began

“oreative’  with their” ‘claims. - these claims after they soared from $17 mil-
ment for the cost of county shenffs depa.rtrr\ents pro- . lion in the 1992-93 fiscal year to.$315 million for a
wdmg dmg and alcohol educanon progra.m m public . fraction of the 1993-94 fiscal year.
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out Medi-Cal claims -~

S cent before”the new. systemn. was -
- adopted and- have‘-‘topped ;"1_4'per_

. -cent since its introduction. - R
: . “We : are required to  disallow
?ﬁdﬁ?e mﬁg(gj g::; ‘payment of the admi ninistrati 'Vé.qléim
. reimbursement claims by. Californja .becaysg '_Ca!lforllms.n(?w Medl-_Cal _
. counties could be in jeopardy. Admuustra'tlve Claiming System -
- The officials made the warning  (MAC), wl_uch-_w_as used to identify - .
- while confirming that they have dis- Medi-Cal adrnuusprauvg costs in-
allowed $315 million in Medi-Cal re- curred by ~counties, 1S seriously
imbursement claims by state _ﬂawed""-' Shalala yvrote In a letter to .
counties. . - ‘Gov. Pete Wilson; _

Bruce Viadeck, chief of the U.S. . “The  claim generated by the .
Health Care Financing Administra. MAC system includes inaccuracies
tion, 'said the counties have been ‘and in large - measure appears to
billing the state for ini ive . Trepresent activities that were part of -

- costs that had already been covered  clinic. services' for which Medicaid .
. 'by other programs.. . - B " . payment has already been made._”_ )
He stopped short of accusing the Grantland Johnson, West Coast
counties of deliberate wrongdoing  regional - director of Shalala’s ‘de-
' but said California’s new accounting  partment, said he will meet with
:System has multiplied the counties’ representatives of the--_counﬁes_',in
'demands” for federal reimburse-.  San Francisco today to try to work
‘ments without improving services to - “out an agreement on standards for
i patients. . . ‘ future reimbursements. - o
' “We won't call it fraud or dou- “We're here not just to deliver
:ble-billing,” V}g‘?eci said. “We call  pogiee of disallowance but to hit the
It maximizing federal resources.” ound running and work with the
. The $315million in denied ;‘trate and counties like Alameda to
:‘claims included $1,458,529 for Ala- expedite the process of settling the
meda County, - $539,926 for San claims,” Johnson said. :
Joaquin County, and $67,862 for ° More than 90 percent of the
 the City of Berkeley. denied claims .were from Los An. g
But the counties could eventually geles County and involved a partic- &%
o lqse much greater amounts if they ular accounting practice ‘that was
 fal to reach agreement with federal not used by other counties. Johiison
officials on new standards for ac- said Alameda and other countjes
cep;laal;lg a:il:ngeﬁeg}e?}t{: California  1@Ye @ chance of eventually re-
; . - . couping a significant portion of the
State Association of Counties said cla.imlsnfhat vlvge];;ﬁ rejected this week.

~counties’ budgets are already « : .
S A . . “Alameda feels strongly that, i
coyning on $700 million in Medi- upon further review and after sub. |

gsa(l:aieylg;uxsements for the current mitting  additional documentation; |

We will see a tremendous and thle_bulk pf their Pe“ding retroactivg
devastaﬁng impact on the counties c‘bl wxllbe detemune'(’i to be eli-
as a result of the loss of these &ible for reimbursement,” he sajd.
funds,” Pena said. But Vladec_k said it could take a

Alameda County stands to lose  While to untangle the financial mess |
$10 million this fiscal year ang that federal regulators found when
$12 million next year, while Contra  they audited the Med"CZ"l program.
Costa County could lose $2 million. =~ “We don't see any way to get

Bill Wehrle of the state legisla- . .most of it to the counties any time
tive analyst's office said California ‘quickly,” he said, and noted that the
could lose more than $]5 billion . - 7state -won't be able to submit more
from the federal decision. =~ . ... - Claims until the dispute is'settled.

U.S:::Secretary - of Health. and ¥ Y '

 Human Services 'Donna Shalala™: ¢ o7 reumoursement .
v ’ noted that other states’ costs for ad- were “‘entirely an effort by the éoun-
. Ministering Medicaid programs- av- . 'ties’to'get the federal government to
. erage’ 4.6 percent."f.BU_t_i'.Califomia'.'sf.'.‘c’i’ba'y;ia'-'.zlatgé'rf-..’sharé._‘jdﬁf-ﬂléf'cﬁsts--for
{ inistrative costs were 6.3 per- existing services.”: R

eased Tequests for reifbureaiment

n :
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California News
Citing _ flaws, U.S. rejects
b

Claims totaling $315 million are denied

BY GARY WEBB
71+ Mercury News Sacramento Bureay
3= SACRAMENTO — The federal government
““Wednesday formally refused to pay $316 million
“rworth of Medi-Cal claims from 34 California coun- that they built into their current budgets millions of
~ties because the claims are allegedly improper. additional Medi-Cal dollars.
< In a letter to Gov. Pete Wilson, U.S. Health and And they weren't the only ones. In his 1995-'9¢
Human Services Secretary Donna budget, Gov. Pete Wilson figured on getting $200
{ Shalala said the state’s current sys- million back from the countjes’ share of the MAC
tem for billing the federal govern- money as a fee for overseeing the program,
ment for medical services given to Hancine Fisher, a Los Angeles-based consultant
the poor was “seriously flawed.” with the Institute for Human Services Management
Recent federal audits done in of Rockville, Md., said in a brief phone interview -
Northern and Southern California that she did not “want to get caught up in this
show the system resulted in some thing” and referred questions to San Mateo County
counties double-billing the Medi-Cal officials. R
St Ml program for clinical visits and oth- “We had a fee-for-services contract with them,”
a ers charging for services unrelated Fisher said. “The process originated there."

to Medi-Cal. ~ -Mary Macmillan, legislative director for San Ma-

—-— In Los Angeles County, which was the biggest teo County, said the consulting firm was hired on
, offender, more than $2.5 million worth of Medi-Cal the recoramendation of the state Medi-Cal depart-
claims were submitted for the time sheriff’s depu- ment. Macmillan said county officials were assured
ties spent lecturing schoolchildren on drug abuse, on by the consultants — who were paid roughly
the theory that some of the kids probably were $300,000 — that the billing process they were pro-
Medi-Cal recipients. Another $60 million was moting was legal and had been used in other states.
claimed for the time probation agents spent counsel- Sources said the inspector general of the federal
ing criminals. Health and Human Services Department has opened

The billing system originated in San Mateo Coun- an investigation to see whether there was a conspir-
ty, which had hired a Maryland consulting firm to acy to defraud the federal government.
devise it. The system is known as “MAC,” Medi-Cal The impact of Wednesday's decision is considera-
Administrative Claiming. State and local officials bly more far-reaching than the immediate loss of
said other counties, particularly in the Bay Area, the $315 million. Roughly $1.5 billion worth of
were convinced the MAC system was so foolproof additional MAC claims are at various places in the

Shalal



pipeline between the counties and the federal gov-
ernment. Wednesday’s announcement means it is
likely many of those bills won't be paid, either.

Already, Santa Clara and Santa Cruz counties are
losing $1.3 million each. Alameda County loses $1.4
million, and San Mateo County will lose $257,000. It

“is not clear at this point how much overall the
counties have billed.

" The biggest losers will be counties that bet largé
parts of their public health budgets on getting MAC

money this year and next. Los Angeles County, for.

instance, budgeted $641 million, while Santa Clara

County has nearly $10 million in its budget. Alame-

da County .was planning on receiving $6.4 million
-this year.::: = : ' :

" In aletter Wednesday to Bruce Vladeck, head of

"the Health Care Financing Administration, Reps.

Anna Eshoo, Norman Mineta, Tom Lantos, Pete
Stark and Zoe Lofgren warned that loss of the
federal funds “would be particularly devastating to
San Mateo, Santa Clara and Santa Cruz counties”
and said it was likely the counties would have to
“make deep cuts into their mental health, public
health, drug .and alcohol services as well as to
medical centers.” :

Vladeck, whose agency pays for the federal por-
tion of Medi-Cal, agreed that “‘the folks most at risk
in this process are the counties and the people they

serve.” But he said federal law prevented him frdm

-paying the claims.

“We have been asked to pay more for something
we've already paid in full,” Vladeck said. “The state
was clearly seeking to use administrative devices
... to bring in more federal dollars without addi-
tional county or state dollars being put up at the
same time.” : :

John Rodriguez, director of the state's Medi-Cal
program, said he believed the MAC system had the
blessing of Vladeck's agency, since HCFA officials
from the regional office in San Francisco actively
participated in planning the new billing process. |

“There is no way they can say they weren't

. heavily involved in this process,” Rodriguez said.

“This whole system evolved with their help.”

But Vladeck said that while it was “very clear
there have been extensive conversations between
the representatives of the state and HCFA" regard-
ing the billing system, “it is also absolutely clear to
us that there was never an approval granted br
implied. In fact, we did not see the new system and
all of its details until after the time the ($316
million) claim was submitted."” '.

When the details finally were produced, Viadeck
said, “it differed in important respects from what
we thought we had been talking to the state about
during the previous two years.” :

Viadeck said his agency will work with the coun-
ties to salvage what claims could be legally paid but
that it was likely the bulk of them would be refused.
He said a court challenge by the state and counties
was likely.
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BY GARY WEBB AND HOLLY A. HEYSER
Mercury News Staff Writers - :

- SACRAMENTO. — A high-level dispute between.

billion in the next two
thered." " - _ S

.- -Any. day now, state officials are expecting .
receivé a letter from Washington: formally réfusin,
to pay-for three years' worth of Medi-Cal bill$ from
:“county’ public health programs.. For many. &Gilnties:
in -the' Bay :Area. — which 'already have spént-a”
fortune providing services on the assumption’ the
.money eventually would be repaid by the*federal
‘government — that decision will leave gigantic
-holes in: their budgets this year and next, possibly -
.| . forcing layoffs or

ers
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How one young trader
rocked financial world

- M The audacious strategy of Nicholas
‘Leeson, a 28-year-old Briton, came
‘| crashing down Sunday night and caused
|:the collapse of his employer, the invest-
.| ment bank Barings PLC. Regulators on
_|. Monday were trying to-find Leeson, who.
 disappeared last week, though as of that
.| -time he faced no criminal ¢harges for his
7 {." |- i-fated gamble on Japanese'stock pric-
adoes L BUSINESS, PAGE 1E

-View,10."The Mia Farrow Stofy." The Fox

.cludes Thursday. * " ".LIVNG, PAGE 1D
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.programs for the poor..
. In San Mateo County,
Margaret Taylor said she
State Medi-Cal officials and a federal health agency **million in"cuts starting June. 1 if federal money;
is ‘expected to cost California counties nearly $2°.owed for the past three years doesn t materialize..
years and plunge thetate’s - The county could cut one-fourth of clinic’ services”

-debt-ridden budget an additional $400 millioi into - used by 24,000 people a
- AR B the beds for seriously

county's lock-in facility. '~
It could lose more
who make house
-bled people and
non-emergency services -
and people with Alzheimer's disease. And the coun-
ty hospital could start

‘| + two-parter — unaithorized by the story's ee on‘-’pp} $29'billion
. principals — starts tonight and con- Lo k's.money.o

nthe line' ne
—-andlost.a billion.. L

{
|5aylng. we have the ability’ to ‘go:
~out and’find the bést talent cut’
" | “there ahd invest in our future.”
- *Most!¢ompanies’ don’t:formally;

battered women. It could cut

a 3 o o A et
 isa landmark in‘our, oryy .
at;

in th

by
s

we' have the abili

“to’'go~-

announce their job-creation__g:t;a._rfg
gets, but Silicon Graphics' growth-

. Plans arethought to be among the'

N

- | See JOBS, Back Page

“health services Director:

is bracing for up to $10;

year and eliminate half of"
‘mentally ill peoplg: at the”

Sy e

calls for people with ‘AIDS, disa-. -

€ basic
for abused elderly people-

diverting emergency room"

patients to other hospitalsin the area. - .- -
CAll to_ld._ the cuts could lead to 100 layoffs- and-
severe curtailment of health care - - S

, See MEDI-CAL, Page 11A--
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r-the county:hospital; Taylor said. =~ - -

" up seeing more Médi-Cal patients,” s

really.a problem forall of us in héalthcaré” -.""" ing taxes.or cutting services — itryyag

: ~tricks to_-baquce"sévgrﬁj- trained budgets

. Santa Clara:County, faces a poteritial loss-of $1i
-illion:for its three years of _unpaid ‘expenses,. ol
top of an-expected:$30 million to $40:million short

year that begins in July. . : -

- . But officials there were more conservative about

" _-._w_here the cuts might fall; noting that the $16 mil-
¥ lion makes up less than 1 percent-of the annual
budget. “We're not going to react. by shutting any-

thing down at this point,™ said Gary Graves, the

county budget. director. “‘For now, we're going to
§ Push it into next year and take a good look at -

services and develop a plan that makes sense.”

i EXPECTED IMPACT

" -impact on counties: "~ .- -

|| "nia’s 58 counties. Here are brief summaries of the

4~ year and $12 million next year. While the loss could

5 - . force the county to lay off employees and cut pro-

.l -~ grams, itis too early to discuss spaecific cuts. The
{ . .- administrative funds have been used for:

M Publi¢ health nurses, mental health workers, social
~ . workers, and dental prevention programs in local
4" W About 25 percent of the money pays for programs
.~ at county hospitals, including translation services

could include: <. -
Cutting by 25 p nt.o Hin

heatth ngcar’*:amg‘raatalhe:;;uth.Utpa rVicesiand. public -

health. Some dlinics could b sed or their-

everely.limited A543 1ot e

W Cutting in half the number. of available ‘'spaces for ..

. By} lock-in mental health patients, from 100 beds to 50.
S5 W Eliminating all public health nursing services,- uch

urs -

%" by grant funds. - . -

/

“'pital to private hospitals.

S1Ich ac rara far ahnicad aldarhs nannla Ar ~aAnlis

drastic service reductioris, Tt Would be'thé worst .
i “cuts we've ever:faced,” Taylor said. “I know ‘they -
§l - didn’t cut'this much-after Proposition 13:7 ~.."
- Although Medi-Cal recipients still would be able- -
. to receive -services ‘and medication: from: private
:doctors who agreed to serve them; they would have
much harder timegetting appointments at: clinics -

“The private (health) community’s going to end:

: nd:. . ‘The costly debacle is yg_t"fﬁﬂf)the
.- she'said. ‘This is~ -

~fall in the county’s $1.2 biilion’ bdﬂget forthe fiscal

.“particular innovation turned out to be a little more:

- In __bdth'cod_nties,- th_e.Medil-"Cal administrative -

- The federal Health Care Financing Administration is social workers to make it appear they were doi

;" éxpected this week to deny up to $2 billion worth of - - work the federal government would pay for "

X "..Medi-Cal reimbursement claims from most of Califor-
- nated in San Mateo and Los Angeles counties and

i - R a ) dwindling state resources. . -. . . .

: tial toss.of $10 million this . : AR L
™ e county faces a potential loss of $ +* There was only one problem: The federal Health §

i~ .Care Financing Adminis tration, the agency that “{;
. pays for Medi-Cal, never agreed to go along with it. .

s Assuméd fedéral approval S

. Margaret Pena, a lobbyist with the California
State Association of Counties, said state and county ¥

- active role in helping the state. formulate the plan.
. "But'at a high-level meeting in “Washington in -

ic services for . *

~as’home visits for people with AIDS, not covered - *
l Diverting emergency patients_frorﬁ the cdunt);f h’os{_“-

% W Eliminating adult and senior protective services . ..

CEIST TLELG
Only five counties —2Aj

ipine: \
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;. ing the bag . = . %
','-State'-bdi::_ldé_t sleight o_ﬁ;qnd

happens when state lawriakeérs —ins

!

In this case“a bill that _

y the California- Legislatiirs and ‘sigiedsb

‘Pete Wilson:in October 1991¥shifted a’slét. of dx.

penses that were being paid by the counties onto the

shoulders of the federal government. - L
“‘When budgets get tight;"it's sort of .8’ cottage™ s

industry to find ways to get the Medi-Cal :program:* §

to pay for things,” said Bill Wehrle, a Medi-Cal’

expert for the Legislative Analyst's Office: ! 'This

i

creative-than the feds cared for, at least so far,”

_ The bill bluntly said its purpose was'to restiu
ture Medi-Cal's billing processes fo achieve “maxi

- Officials familiar with the bill said the idea origi-

officials apparently were under the impression that: 7
HCFA had approved the scheme, since officials with:.
HCFA's regional office in.'San :Francisco had -an

- A

January, Pena said, top HCFA -officials made it clear
the idea had never been'séhtup the line for ;
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T Se'ﬁgmes ‘Pepresent the maximum reimburse- -
-ments counties could seek in Medu-Cal ‘administrative
‘csts for this fiscal year and the total aniount for four
: ﬁscai years The amounts listed here do not repre-

gtual budgeted expendntures
- 1995-'96 C

e Total

+ 17.0 million. °

496 million

8.C million * -32.0 million
~ 32milion " 10.3 million
oo i 0 . 274 milion
- 59 milion.  18.1 million -
"13.2-million - 48.7 million
;42 million.  14.7 million

"'.-829.6 million>. - 2.7 billion
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‘portion . of the:bill. by -far — “and afterward an-
nounced it was thhholdmg payment on the state’s
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ieve they do not\have to-« .
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I
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!
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Health Care
DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Administration

Refer to: MCD-F-TGC Region IX

Office of the
Regional Administrator
75 Hawthorne Street

MAR 01 1995

San Francisco, CA 94105

CERTIFTED MAIL - RETURN RECEIPT REQUESTED

Ms. S. Kimberly Belshé
Director

Department of Health Services
714 P Street, Room 1253
Sacramento, California 95814

RE: CA-95-001-ADM

Dear Ms. Belshé:

This letter constitutes your notice of disallowance in the amount
of $315,233,627 Federal financial participation (FFP) under Title
XIX of the Social Security Act (the Act). These funds were claimed
by the State of California and they cannot be allowed. The claims
involve Medicaid administrative costs related to the Medi-Cal
Administrative Claiming (MAC) system. The costs are for the period
of July 1, 1992 through March 31, 1994. We deferred these claims
when you submitted them earlier and we undertook an extensive
review of your claim and the MAC system. Our review revealed a
myriad of problems that are outlined in more detail below.

Your Department submitted a Line 7 prior period claim for
$315,233,627 FFP for Medi-Cal Administrative Claiming (MAC)
activities on your Quarterly Statement of Expenditures for State
and Local Administration of the Medical Assistance Program (Form
HCFA-64) for the quarter ended June 30, 1994. These MAC claims
covered the period July 1, 1992 through March 31, 1994. A detailed
schedule of the claims being disallowed is enclosed.

By letter dated October 7, 1994 you were notified of our decision
to defer the entire $315,233,627 FFP in accordance with 42 CFR
430.40. This deferral was reflected in your Medicaid grant award
dated October 28, 1994. By letter dated December 2, 1994, which
was received by us on December 5, 1994, you provided your response
to our deferral letter.

We have fully considered your December 2 response to our deferral
letter. We have performed on-site reviews of the MAC claims ‘and
the MAC process in Los Angeles County (August 29 to September 1,
1994) and San Mateo and Alameda Counties (October 24-27, 1994). We
have reviewed additional documentation provided by the State to our
outstation staff in Sacramento. We met with State and Los Angeles
County staff in San Francisco on August 17-18, 1994 and in
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Washington, DC on October 18, 1994 and January 18, 1995 to discuss
the MAC process. Finally, we have considered the information
provided by our Office of Inspector General (0OIG) regarding their
review of 11 contract MAC providers in Los Angeles County which was
also discussed with State staff in briefings conducted by the 0IG
on December 13 and 23, 1994. Based upon all of this information we
are disallowing your entire claim of $315,233,627 FFP for the
reasons stated below.

Applicable Law, Requlations, and Guidelines

Sections 1903 (a) (2) through 1903 (a) (7) of the Act identify a number
of administrative costs which may be matched by the Federal
government at various administrative matching rates. For the costs
in issue in this claim, the statute explicitly directs payment only
for costs "found necessary by the Secretary for the proper and
efficient administration of the State plan." Thus the Secretary,
not the individual State, determines which State administrative
expenditures are to be allowed. This position is incorporated into
the Medicaid regulations at 42 CFR 431.15 and 42 CFR 433.15.

Medicaid regulations at 42 CFR Parts 431 through 434 give specific
guidance to States on general administration, personnel
administration, fiscal administration, and contracts.
Additionally, 42 CFR 430.2 provides for the applicability of 45 CFR
Parts 74 and 95 to the Medicaid Program and provides guidance to
the States on administration of grants. Specifically, these
regulations provide as follows:

® 42 CFR 433.32 and 45 CFR 45 Parts H and I provide that
States will maintain an accounting system and supporting
fiscal records to assure that claims for Federal funds
are in accord with applicable federal requirements. 1In
addition, States are required to have: (1) accounting
records which adequately identify the source and
application of funds for grant and subgrant activities,
(2) procedures for determining the reasonableness,
allowability, and allocability of grant costs, and (3)
accounting records supported by source documentation.

° 42 CFR 433.34 and 45 CFR Part 95 Subpart E provide that
the State must have an approved cost allocation plan
(CAP). 1In addition, 45 CFR 95.505 specifically excludes
medical vendor payments from the definition of State
agency costs that can be included in a CAP. Also, 45 CFR
95.507 requires that the CAP contain sufficient
information to permit an informed judgment on the
correctness and fairness of the State’s procedures for
allocating costs, specify the procedures used to
identify, measure, and allocate all costs to each
benefitting program and activity, and that all costs
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claimed are supported by an adequate accounting and
statistical system.

® 45 CFR 74.53 and OMB Circular A-87, Attachment A, (A) (1),
which is incorporated into the Medicaid regulations at 45
CFR 74. 171, provide that State cannot claim twice for
the same service or activity.

® 42 CFR 432.45 provides for claiming 75 percent FFP for
skilled professional medical personnel (SPMP) and their
directly supporting staff. These requirements provide
that the SPMP expenditures are for activities directly
related to the administration of the Medicaid program and
do not include expenditures for medical assistance and
that the activities claimed require professional medical
knowledge and skills.

The statute provides a completely separate mechanism for payment of
the Federal share of the costs of providing medical services to

Medicaid recipients. Medical assistance is defined in Section
1905(a) of the Act to mean "payment of part or all of the cost of
the following care and services...." The services are defined in

§§ 1905(a) (1) through (25).

Under 42 CFR 447.15, a State plan must provide that the State
Medicaid agency limit participation in the Medicaid program to
providers who accept, as payment in full, the amounts paid by the
agency plus any deductible, coinsurance or copayment required by
the State plan to be paid by the individual. There is no exemption
for administrative or overhead costs to allow these costs to be
claimed separately to the Medicaid program. Additionally, 42 CFR
447 Subpart B provides that the State plan must describe the policy
and methods to be used in setting payment rates for each type of
service in the State’s Medicaid Program and that the State must
maintain documentation of the payment rates and make it available
upon request.

Sections 1915(g) (1) and (g)(2) specify that targeted case
management can be provided as an optional service under an approved
State plan. Section 4302 of the State Medicaid Manual gives
guidelines on case management services and activities and
acknowledges that under certain circumstances case management
services may more appropriately be claimed as administrative costs.
These guidelines provide that:

° Case management provided under section 1915(g) is defined
as services which will assist individuals eligible under
the State plan in gaining access to needed medical,
social, and other services and must be documented as any
other Medicaid service.
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° When case management is provided as an administrative
activity, the State  documentation must clearly
demonstrate that the activities were provided to Medicaid
applicants or eligibles, and were in some way connected
with determining eligibility or administering services
covered under the State plan.

° Administrative case management does not include obtaining
social services not covered under the State plan.
Referrals for Food Stamps, energy assistance, housing,
child care or legal services are not covered even if
these services may be in the best interest of the
recipient.

L We must evaluate the activities for which case management
FFP is claimed to determine whether the claims meet the
requirements for payment either at the administrative or
service case management match rate.

Finally, Section 1905(a) (24) (A) prohibits payment of medical
assistance costs to Medicaid eligibles who are inmates of public
institutions, except medical institutions. These requirements are
incorporated into the Medicaid regulations at 42 CFR 435.1008 and
435.1009.

Discussion

Claiming Medical Services as Administration

Our site visits to locations where the MAC system was in place
revealed that many activities coded by hospital outpatient clinic
and freestanding county public health clinic employees were already
being reimbursed by Medi-Cal through the all-inclusive clinic rate
as part of a clinical encounter. However, we found that these
activities were also being claimed by your Department as Medi-Cal
administrative activities.

We found that the physicians at the clinics performed the actual

diagnosis, treatment, and prescribing functions. They then
referred the patient to a physician extender, typically a
registered nurse or a pharmacist. The physician extender would

then explain the diagnosis and the medication to the patient,
educate the patient on the health issues surrounding the diagnosis,
assist the patient in making any additional appointments, make any
necessary medical referrals, and provide any additional information
to the patient deemed necessary. These activities are part of the
standard medical protocol and as such are direct patient care
services and were reimbursed as part of the fee-for-service or
managed care rate. These medical services furnished by physician
extenders cannot be separated from the rate paid for medical
services and claimed as Medi-Cal administration.



Page 5 - S. Kimberly Belshé

Additionally, a significant portion of ordinary overhead activities
in the outpatient clinic setting were being coded and claimed as
administrative activities wunder MAC. For example, routine
supervision, personnel activities, training, meetings, etc. were
all coded as allowable MAC activities. These types of costs are
included in the all-inclusive clinic services rate and should not
be claimed separately.

Claiming for Targeted Case Management

The distinction between unallowable targeted case management (TCM)
activities and allowable administrative case management (ACM)
activities was not defined in the MAC time study coding process nor
was any distinction applied by the workers in coding their
activities for the MAC process. Allowable ACM activities are those
which are necessary for accessing and coordinating access only to
Medi-Cal State plan covered services. We found workers coding as
allowable Medi-Cal ACM, activities that were well beyond the scope
of Medi-Cal State plan covered services (e.qg., housing referrals,
social services referrals, child care referrals, energy assistance
referrals, legal service referrals, and the related liaison work
with agencies providing those services). Such activities are not
allowable Medi-Cal expenditures except as TCM services if provided
for under an approved TCM State plan amendment covering the period
of the claim. California does not have an approved State plan
amendment for TCM services to general outpatient populations.
Therefore, only the more limited administrative case management

services, not the broader TCM services, may be claimed for federal
match.

Duplicate Claiming of Agency Costs

We reviewed several social service programs claiming MAC
expenditures, including the Linkages and SSI Advocacy Programs, as
well as 11 contracts in Los Angeles County within the Alcohol and
Drug Program Administration and the Department of Mental Health.
We found that these programs commonly received other Federal and
State grant funds for their activities from such sources as the
State Department of Aging, the Social Security Administration and
various other Federal and State aging and alcohol and drug program
grants. When activities of these programs were coded as allowable
MAC expenditures and were also reimbursed through these other
funding sources, it resulted in duplicate claims and also in claims
in excess of the total costs of the programs and activities.

Another potential source of duplicate claims was identified in
those counties which have contracted with managed care providers to
provide Medi-Cal services. Although these contracts commonly
require and pay for primary case management, there is no mechanism
in the MAC coding system to identify managed care recipients in
order to avoid providing and charging for duplicate services.
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Broad Public Health Activities

The activities performed by County workers as part of broad public
health policy initiatives are not direct Medi-Cal administrative
activities and as such are not allowable. For example, school-
based alcohol and tobacco prevention programs directed toward the
entire school population, adult smoking cessation programs,
community-based dental disease prevention programs, developmental
disabilities outreach, training, and education programs, injury
prevention programs, and child passenger restraint system programs,
were all being coded and charged as Medi-Cal administration through
the MAC process. Such public health education campaigns would only
be allowable if directed toward assisting Medicaid eligible
individuals to access the Medicaid program, or if they qualify as
recognized Early Periodic Screening, Diagnosis and Treatment
(EPSDT) outreach and education activities.

Claiming Non-Skilled Professional Medical Personnel Activities at
75 Percent Rate.

Our review found that personnel at a number of sites coded any
activity performed by a physician, registered nurse, or other
person designated as "skilled professional medical personnel"
(SPMP) as an activity to be claimed at the enhanced SPMP matching
rate of 75 percent. The 75 percent SPMP matching rate, even when
applied to SPMP, is limited to those SPMP administrative functions
which require the SPMP’s professional medical knowledge and skills
in administering the program. When SPMP are attending meetings,
performing general administrative activities, doing personnel work,
doing general supervisory or administrative activities, such
activities are not reimbursable at 75 percent FFP.

Inmates in Public Institutions

Activities being performed by probation or correctional officers in
various juvenile or adult detention facilities were being coded as
allowable MAC activities. However, such detention facilities are
public penal institutions, and any medical services or MAC
administrative activities provided to the inmates in such public
institutions are not allowable Federal Medicaid expenditures.

Time Study and MAC Code Validity

Enough of the individual MAC codes include both allowable and
unallowable activities within the same code to render the entire
system invalid. For example, Code 8 includes both allowable
translation services and unallowable child care services. In
addition, several codes indicate that activities performed by
County workers related to "other State and Federal programs" are
allowable MAC activities. However, only activities performed in
support of the approved Medi-Cal State plan are allowable
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administrative activities.

The MAC system is modeled on time study systems approved by the
Departmental Appeals Board for apportioning social workers’
activities to Medicaid/non-Medicaid clients. When used by clinical
service providers, however, the system identifies as administrative
activities many activities which are considered clinical services.
For example, the Physicians’ Current Procedural Terminology, Fourth
Edition (CPT4), which is a commonly used system for reporting
clinical activities performed by physicians for billing and other
payment purposes, identifies obtaining case histories, educating
patients, providing referrals to specialists, consulting with other
clinicians and service providers, and counseling patients as
clinical activities. As clinical activities, these functions
should be included in the clinic payment rate, and not billed as
Medicaid administrative costs.

The codes also fail to distinguish between activities related to
administration of the provider facilities and administration of the
Medicaid program. Supervision, training, and personnel functions
which are required to operate the facility regardless of the number
of Medicaid eligibles served are costs of administering the

provider. They may not be charged separately to the Medicaid
program. Medicaid administration costs, in contrast, are costs
essential to administering the Medicaid program, such as

facilitating eligibility determinations, or organizing programs or
services required to meet federal Medicaid standards.

Claiming for Periods Without Time Study Documentation

The State’s term for retroactive claims not supported by
contemporaneous time study documentation is "backcasting". The
issue involves a methodology for claiming costs for time periods
after the effective date of the California legislation authorizing
counties to claim Medicaid administrative costs, but before the MAC
Manual’s time reporting system was in operation. Various counties
performed time studies and accumulated documentation of Medi-Cal
beneficiaries receiving services for one or more quarters during
the State’s fiscal year ended June 30, 1993. The State proposed to
project costs for a 12 month period using the data available from
the last quarter of that period. The State has not provided any
documentation which supports the use of time study data from
current quarters to establish the allowability of the claim for
prior quarters where no time study data exists.

Conclusion

This letter constitutes notice of disallowance in the amount of
$315,233,627 FFP. Please make a decreasing adjustment in that
amount on line 10B of your next Quarterly Medicaid Statement of
Expenditures (Form HCFA-64). However, since these funds have not
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been paid to the State, this adjustment will not be used in your
grant award computation.

This is my final decision. Under 45 CFR Part 16, the State has an
opportunity to appeal to the Departmental Appeals Board. This
decision shall be the final decision of the Department unless,
within 30 days after you receive this decision, you deliver or mail
(you should use registered or certified mail to establish the date)
a written notice of appeal to the U.S. Department of Health & Human
Services, Departmental Appeals Board, Room 637-D, Hubert H.
Humphrey Building, 2nd & Independence Avenue S.W., Washington, D.C.
20201. You must attach to the notice a copy of this decision,
note that you intend to appeal, state the amount in dispute, and
briefly state why you think that this decision is wrong. The Board
will notify you of further procedures.

Please send a copy of any notice of appeal to this office.
Should you require further details regarding this matter, please
contact the Acting Associate Regional Administrator for the
Division of Medicaid at (415) 744-3568.

Sincerely,

;C4ULcarciﬁé%p44,//

Nancy Dapper

Acting Regional Administrator
Enclosure
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SUMMARY OF MAC DISALLOWANCE BY COUNTY
QUARTER ENDED JUNE 30,

County

Alameda
Amador
Calaveras
El Dorado
Fresno
Humboldt
Imperial
Inyo

Kern

Kings

Los Angeles
Marin
Mendocino
Merced
Napa

Orange
Placer
Riverside
Sacramento
San Bernardino
San Diego
San Joaquin
San Mateo
Santa Clara
Santa Cruz
Shasta
Sonoma
Stanislaus
Tehama
Trinity
Tulare
Tuolumne
Ventura
City of Berkeley

Total

$

Amount

1,458,529

12,785
84,522
79,632
422,315
135,734
97,807
22,230
847,356
12,401

289,775,816

276,965
77,115
370,928

1,079,624
3,805,146

947,750

1,875,815

165,833

1,524,474
1,187,022

539,926
257,332

1,340,058
1,328,574

188,078
888,264

3,075,716

53,350
22,673
17,357
113,610

3,081,028

67,862

$315,233,627



THE SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, D.C. 20301

R R | 1955 |

The Honorable Pete Wilson
Govemor of California

State Capitol, First Floor
Sacramento, California 95814

Dear Governor Wilson,

I am writing to inform you that, pursuant to applicable law, the U.S. Department of Health |
and Human Services must disallow payment of the September 2, 1994 claim for $315 million:
which was submitted by the State of California as additional administrative costs of the State's
Medi-Cal program. This determination, and the timing of the determination, are required by
the Medicaid statute. The legal basis for this decision is more fully described in the Health
Care Financing Administration's letter to the California Department of Health Services, a copy
of which is attached.

Although we are required to disallow the claim we received in September, let me assure you
that I am extremely sensitive to the serious fiscal situation faced by several counties. This
Department wishes to work with you to provide legally appropriate assistance to preserve the
health care safety net in the affected counties. I want you to know that the Administration is
immediately taking several steps to assist California and its counties in addressing the fiscal
situation you face:

o The Administration has assembled a team that is ready to provide assistance
immediately to the State and its counties regarding options to address the counties'
fiscal situations. As you may know, we will meet with your staff and representatives
of the affected counties tomorrow, to review ways the State could identify,
independent of the MAC system, legitimately allowable activities imbedded in the
MAC claim. At the meeting, we should also consider options available to the State to:
increase funding for the counties (including design of a targeted case management
systern and increases in provider reimbursement rates), and the establishment of a
legally appropriate mechanism for making future administrative cost claims.

o A group of Administration officials has also scheduled a meeting in Los Angeles with
Los Angeles County and State officials to discuss what options might be available
following the disallowance of the State's September 1994 claim. The Administration
believes it is important 10 make every effort, and to work as hard and as quickly as
possible, to explore all avenues for addressing this situation.
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As set forth more fully in HCFA's letter to the California Department of Health Services, we !
are required to disallow payment of the administrative claim becguse California's new Medi- |
Csl Administrative Claiming (MAC) system, which was used to identify Medi-Cal
administrative costs incurred by counties, is seriously flawed. The claim generated by the
MAC system includes inaccuracies and in large measure appears to represent activities that
were part of clinic services for which Medicaid payment has already been made. In addition,
a significant portion of the remainder reflects services unrelated to the administration of Medi-

Cal.

The magnitude of the State's requested increase for administrative costs is of some concern.
Nationally, the state average for Medicaid administrative costs is approximately 4.5 percent of
Medicaid services costs. California’s administrative costs, even without MAC, were
approximately 6.3 percent of its Medicaid services costs. However, California projects that its
administrative costs would run at the extraordinary rate of approximately 14 to 15.5 percent
of Medicaid services costs when MAC claims are regularly submitted by all counties. This
would be more than three times the average for Medicaid administrative costs in other states,
and more than twice the historic rate of administrative costs for Medi-Cal.

I look forward to working with you and with county officials in our ongoing activities to
assist the counties in preserving quality health care services.

TOTHL F.oz
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

1 .
March 1, 1995 Contact: HCFA Press Office

(202) 690-6145
|

| FEDERAL MEDICAID FUNDS DENIED

]

|

|
As required by the Medicaid statute, the Health Care Fmancmg Administration (HCFA) -
has detexmmed that it must disallow the claim of $315 million in federal Medicaid g
matching fuqu submitted by California on September 2, 1994. : f

Although HCFA is required to disallow this claim, it is sensitive to the serious fiscal | .
situation of ﬁhc affected counties and has offered to provide any appropriate assistance
to the State and to the counties to preserve the health care safety net. The Department!
of Health and Human Services (HHS) is moving forward on several fronts to provide

assistance: |

o An Ahmlmstratxon team has been assembled that is ready to provide assistance

' 1mmcdxatcly to the State and its counties regarding options to address the
countjes’ fiscal situations. This team has scheduled a meeting with State staff and
repretentatwcs of the affected counties on March 2 to review ways the State
could, (ddentify, independently of the Medi-Cal Administative Claiming (MAC)
system, lchtunatcly allowable activities imbedded in the MAC claim. The group -
will also review options available to the State to increase funding for the counties
(mcluhmg design of a targeted case management system and increases in provider
reimbursement rates), and the establishment of a legally appropriate mechanism
for making future administrative cost claims

o A group of Administration officials has also scheduled a meeting in Los AngeIu
with Los Angeles County and State officials to discuss what options might be:
available following the disallowance of the State’s September 1994 claim. The |
Administration believes it is important to make every effort and to work as hard |
and as quickly as possible to explore all avenues for addressing this situation. .

The State’s claim purported to cover additional administrative costs incurred by countles '

‘under the State’s Medi-Cal program. However, HCFA found that: .

l .
o) for the most part, the claim does not represent additional administrative
costs,Lbut rather costs that were part of clinic services for which Medicaid
payment has already been made;

|
|
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The source oﬁ‘ the problem is California’s new Medi-Cal Administrative Claiming (MAC)
system, which is seriously flawed. :

HISTORY AND BACKGROUND - California recently began using an admmlstratwe

N

federal share has already been paid for the majority of services claimed;
and

a sxgmf_lcant number of the claims are for services not covered by Medi-
Cal, mcludmg non-medical social services.

claiming system which purported to identify the costs incurred by counties in the

? adm1mstrauon of the Medi-Cal program. The new system used periodic time studies to
identify the abtivities of county employees and their contractors which were then to bc
claimed as Mcdlcald administrative costs.

()

' Based;on these findings, HCFA deferred payment of the $315 million MAC clau:n! ,

Much of the public health and human services system in Califoruia is
administered by county governments. California developed the MAC system in
an effort to identify county Medi-Cal administrative costs for the purpose of
claunmo a federal match. :

A claqn of $315 miilion was made by the State on Scptember 2, 1994,
representing costs identified by the MAC system for 34 counties and covering the
penod July 1, 1992 to March 31, 1994. Los Angeles County costs represent -

92 perccnt of the claim.

While iportions of the MAC system had been described to federal officials during

its development, a full working view of the MAC system as applied was not
prowded to HCFA until August 1994, at which time HCFA began expressing its |
concerns about the system. The first request for approval of the entire MAC: '
system' was not made until October 1994, a month after the $315 million in claims! '
were s;ubmltted to HCFA. :

HCFA conducted reviews of 30 facilities in 3 counties, as well as a MAC ﬁscal (
rewew, in each of the counties, to determine the reliability and vahd:ty ofthe! |
MAC system. The most extensive review work was carried out in Los Angeles :
County. In addition, a limited scope review of the system was conducted by the J

HHS Inspector General. The reviews established that the MAC system as applied

is severely flawed and that ost of the claims it has generated are not valid Medi- -
Cal admnmstratwe COsts. :

in October 1994, and gave California an opportunity to respond to HCFA’s !
findings. The State responded, but itz information does not support the validity
of the MAC system claims.
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o If MAC-generated claims were approved, California would be spending, on
avernée, three times more thap other states in Medicaid administrative costs. The
MAC!generated claims would also represent twice the previous rate of ,
admiﬂistraﬁve spending by California itself. !

o The Statc estimates that the annualized Federal cost of MAC system claims
would be approximately $750 to $825 million when MAC claims are regularly
submi;ftted by all counties.

SYSTEMIC PROBLEMS in MAC -~ Among the fundamental problems with the MAC
system are the following: _

1. The d'stem lacks the capability to distinguish between allowable Medicaid
administrative costs and costs for services that have already been reimbursed by
federal and other sources.

|
The categones of activities which the system codes as Medicaid claimable are'so
broad as to capture both claimable and non-claimable time, indiscriminately.

ta

3.  The time alleged to be Medicaid claimable is not directly associated with specific | :
Medicaid eligibles, but is projected to Medicaid eligibles based on the gross
percentage of eligibles served by an agency. Reviews indicated that this often
results in an inaccurate and inflated attribution of costs to Medicaid.

1 !
. : . i . |
. Reviews of MAC-generated claims so far show that the largest portion of the claimsto ;i
date appear to represent not administrative costs, but medical services or overhead costs | -
for which Medicaid payment has already been made as a medical service or clinical ’ g
service payment. In addition, significant portions of the claims represent activities with |
tangential orino connection to the Medicaid program. Examp]es include: ]
I -
) Pharmacists at  clinics would claim the time they used in counseling patients about|
the dn gs that had been prescribed as Medi-Cal administration, even though t.hcsc1 g
activities are already reimbursed through clinic payments or pharmacy dispensing . -

. fees. { ] i

| f e
o Numit]were claiming activities related to giving immunizations and reporting = | |
medical test results as Medi-Cal administration. Both actions are part of :

providing a Medicaid service and are not Medicaid administration. The cost of
these actlous 1s already reimbursed through the medical services rate and cannot
be clmmed again as administration.
j _
" 0 Claims were submitted for activities outside the scope of services covered by
: Medi-Cal, such as referrals for housing, social services, child care and legal

servicé(s.
|
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o Correl:tional officers in juvenile or adult detention facilities were ooding some of |
+°r fime as a"owable Medi-Cal administrative activities. But services to mm'a*e':‘ !
of put#hc institutions are not covered by Medicaid. S
o Portions of general state pubiic health education campaxgns concerning alcohol : |
tobacco, or drug abuse prevention were being claimed as Medi-Cal admmxsn“atxve;
costs éven though they had no direct relationship to the Medi-Cal program. ]
1 : '
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TALKING POINTS FOR L.A. SETTLEMENT MEETING

Thank you for joining us today. This Administration cares greatly about the welfare of
California and of L.A. County, and we are very happy to have an opportunity to meet with
you in person to discuss what options might be available following HHS's decision to disallow
the State's Medicaid claim for "administrative” costs.

As HHS has advised the State, the Department's decision to disallow the Medicaid claim, and
the timing of that disallowance, were compelled by statute.

HHS's decision to disallow the claim is a final decision that will not be reconsidered by the
Department.

Assuming the State is inclined to pursue an appeal of the disallowance of its claim, the
administration is prepared to begin working immediately -- and to work diligently -- with
State and County officials to see if it is possible to reach a settlement of this dispute and
avoid the need for lengthy administrative hearings or court proceedings.

The principle authority of the Federal government to settle disputes rests with the Department
of Justice. Normally, however, the Justice Department does not become involved in
settlement discussions until after administrative remedies have been exhausted. Thus, the
Justice Department normally does not discuss settlement of Medicaid reimbursement claims
until after a state claimant has had its case heard and ruled on by the HHS Departmental
Appeals Board.

In this case, however, the Department of Justice and HHS are prepared to explore settlement _
options promptly with the state. Of course, the HHS disallowance was based on the merits of -
the claim, and therefore the options and prospects for a meaningful settlement may be limited.
But we believe it is important to make an effort, and to work as hard and as quickly as
possible, to see if a mutually acceptable settlement of this dispute might be achieved.

The Department of Justice would be prepared to begin settlement talks promptly if the State is
prepared to move this case immediately beyond the stage of HHS administrative proceedings.

What this means, in practical terms, is that the State would waive its right to a hearing before
the HHS Departmental Appeals Board so that negotiations with the Department of Justice can

begin immediately.

The Department of Justice and HHS are prepared to work in good faith with you during the
coming weeks. And, of course, these discussions would proceed on a confidential basis with
the understanding that anything said or any actions taken during these discussions would not
be used in any future proceedings concerning the validity of the state's claim that was just
disallowed, or the amount of that claim.
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TALKING POINTS FOR MEETING IN SAN FRANCISCO OR SACRAMENTO

Thank you for joining us today in this important meeting to discuss Medicaid (Medi-Cal)
reimbursement for administrative costs.

As we hope experience has shown, this Administration cares greatly about the welfare of
California. We are very happy to have an opportunity to meet with you in person.

As most of you are aware, HHS [yesterday] formally disallowed California's $315 million
claim for federal reimbursement of "administrative expenses" generated by the state’'s new
Medi-Cal Administrative Claiming, or "MAC," system. The bulk of this claim -- almost
$300 million -- comes from MAC in L.A. County.

The disallowance by HHS, and the timing of that disallowance, were compelled by statute.
Among other factors, HHS found that the greater part of the claim appeared to represent
activities that were part of clinic services for which Medicaid payment had already been
made. In addition, a significant portion of the remainder reflected services unrelated to the -
administration of Medi-Cal.

Although HHS was compelled by law to disallow the claim it received from California this
past September, HHS, and this Administration as a whole, is committed to working with
California officials at the state and county levels, to (1) identify legitimately allowable
administrative activities imbedded in the MAC claim that are independent of the MAC
system, (2) examine options available to the State and Federal government to increase funding
for the counties (including design of a targeted case managment system and increases in
provider reimbursement rates), and (3) to establish a legally appropriate mechanism for
making future administrative cost claims.

HCFA officials are here today to discuss with you in greater detail the options available going
forward. I am here, along with Diana Fortuna of the White House Domestic Policy Council,
to underscore this Administration's commitment to working with California to address these
difficult and important issues. I know that HHS officials are prepared to work with you as
much and as promptly as necessary to see if progress can be made in avoiding the problems
with the MAC system in the future.

We recognize that these problems will require efforts at both the state and county level, and
that much of this work must be resolved between the state and counties themselves. But we
are prepared to work with all parties to assist in the development of any new State Plan
amendments or claims that may arise from this process, and to review them quickly.

The ultimate goal of this process is to determine whether we can identify legitimate activities
that are eligible for Federal matching funds and to do so quickly.
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STATE OF CAUFORNIA—HEALTH AND WELFARE AGENCY

DEPARTMENT OF HEALTH SERVICES

Tr4/744 P STREET

P.Q. BOX 942732
SACRAMENTO, CA 42347320 February 24, 1995

(916) 657-1425

Mr. Bruce Viadek, Administrator

Health Care Financing Administratien
Hubert H. Humphrey Building

200 Independence Avenua, S.W., Room 309G
Washington, D.C. 20201

Pear Mr. ¥ladek:

On January 4, 1995, John Rodriguez, Deputy Director, Medical Care
Services, sent a letter {enclosed) to Michael Piazza, then Acting Regional
Administrator for the Health Care Financing Administration (HCFA), stating
that the Department of Health Services would Tike to conduct a joint review
with the Office of the Inspector General (0IG) auditors to address questions
raised about Los Angeles County's Medicaid Administrative Claiming. As you
know, the OIG has been reviewing certain county claims to determine whether
they involved duplicate billing.

Since this fssue has come to light, we have been very concerned that
these allegations be dealt with expeditiously by both of our agencies.
Knowing that ‘you share our concern, I am troubled that we have not heard from
HCFA in response to our request for joint action.

Because of the time that has already passed, I have instructed my staff
to move forward with an investigation on our own immediately. However, I
remain hopeful that we can do so in a joint effort with OIG, rather than as a
parallel undertaking. Please let us know as soon as possible how we can
facilitate such cooperation.

Sincerely,

> A’% el

S. Kimberly Belshe
Director

Enclosure
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STATE OF CAUFORNIA—HEALTH AND WELFARE AGENCY PETE WILSON,
. Gowmor

DEPARTMENT OF HEALTH SERVICES

714/744 ¥ STREEY

P.O. BOX 947732

SACRAMENTO, CA 942347320 JAR O L1985
(916) 654-0391

Mr. Michael A. Piazza

Acting Reglonal Administrator

Health Care Financing Administration
75 Hawthorme Street, Fifth Floor
Sau Francisco, CA 94105

Dear Mr. Piazza:

On December 23, 1994, Thom Coupar from Health Care Financing Administration
(HCFA), Region IX, Doug Leonard and Jerry Hurst of the Office of Inspector
General (0IG) met with me and mambers of ny steff. The QIG presented DHS with
an overview of their findings from a review of Medi-Cal Administrative claims
subnitted by Los Angeles County (LAC) to DHS, the single state agency, from
vatrious county contractors claiming federal reimbursement through the Title XIX
Medi-Cal Administracive Claiming (MAC) program.

At the conclusion of the 0IG’s presentation, there remained some unanswered
questions and a lack of agreement about the meaning of the findings. 1In order
to clarify these matters, DHS is requesting that you authorize the OIC auditors
to accompany DHS internal auditors and MAC staff in an expanded fallow-up review.

The HCFA letter dated October 7, 1994 deferred payment of all claims submitted
by DHS to HCFA for federal reimbursewent under the Title XIX MAC progran.
Los Angeles County claims represented approximately 91.9 percent of all claims
submitted by California which were deferred.

We are looking forward to your agreesment to this follow-up review. Thank you for
your cooperation and suppert. If you have any questions or concerns, please
contact me at (916) 654-0391.

Sincerely,

ed OF
;giﬂal 63 €d
o;'w Rodric®
)

John Rodriguez
Deputy Diraector
Medical Care Services

TOTAL P. @243






