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addressee: (HAHE/ ORGANIEATXCni/ 
ADDRESS)

Bruce Vladeck

TOTAL PAlGES! 
(WITHOUT CX)VER)

FROM: (NAME/ ORGANIZATION/ ADDRESS) 

Bill Lasowski
Division of Financial Managemeni 
Office of Medicaid Management 
Hedlcaid Bureau HCFA-Baltimore 
Phone: Commerclal;410-966-2003 
FAX MODEM; 410-966-8965

ADDRESSEE'S FAX PHONE NUMBER:

690-6262

DATE:

3/21/95

REMARKS;
This is the latest version of the agreement with CA on the resolution 
process we will use for the embedded claims. We hope to have this 
final in a day or two as Roberta Ward is currently reviewing it. I 
will t>e in CA next week working with the State on the process.

(J- '

REQUESTOR'S INSTRUCTIONS TO RECEIVER:

PLEASE CALL; ■FOR PICK-UP
(NAME) (PHONE)

-MAIL COPIES TO:

LOCATION :
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HEALTH CAME FINANCING ADMINISTIIATION
Modlcald BOTean-OWslonof Ftoanctal Managejnent

March 20, 1995

Ms. Roberta Ward, Esq.
Office d L^al Services 
Califocnia Department ci Health Services 
714 F Street Room 1216 
Sacramento. Califtmiia 95814

Dear Roberta:

The foUowing 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 m a subsequent teleconference on March 15, 1995, to 
establish a process for resolving tiie universe of MAC clauns that are described in 
Attachment XXX. (Roberta, we believe that the universe we discussed on March 141s what 
we are tiding to resolve and this should be spelled out and made of this agreement. 
We reserve tl*c r^t to review and approve that document before it becomes part of the 
agreement) The puipose of the work group is to design a process for identifying and 
documenting any allowable Medi-Cal administrative activities, as defin^ in ewsting 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 Avork-group meeting and subsequent teleconference, the pro^ 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 implemented 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 disaUowance letter and February 17, 1995 deferral letter 
were incorrect or that the MAC system is approvable.

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 Dunheate Pavments-In determining allowable administrative activities, the 
basic principle is that duplicate payments are not 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 been (or should have been) included and paid correctly 
a$ part of outpatient clinic rates, targeted case management (TChp. of a 
capitation rate, or through some other State or Federal program. It is the State s 
respoosibOity to ensure that there is no duplication in Ae claims grioi to HCFA 

reviewing the revised claims. ^

(2) Not A Piecedent>-The State and HCFA intend to develop a mutually agreeable 
mechanism(s) which is solely for Ae puipose of expediting parent of clearly 
allowable Medi-Cal administrative costs embedded ia Ae retroactive MAC claims, j 
The State and HCFA do not mtend Ais to be a precedent setting claimm* 
mechanism for any other claims or issues, past, present, w Ature. Once Ac y 
mechamsm(s) is developed, implemented, and claims made, and paid HCFA as 
allawable, no fuiAcr claims can be submitted by Ae Stete/Iocal jurisdiction, nor can 
HCFA review or oAcrwiw recondder such claims at a later date. Thus, HCFA, Ac 
State, and Ae local jurisdictions agree to accept Ae results of Ae mechanism chosen 
to resolve Aese daims. In addition, local jurisActions can n<^ use this process to 
develop new rlaniis outside of Ae universe of claims descrAed in Attachment XXX.

(3) Hi»jt[mnsiTii1iiy-Tt IS Ae State’s responsibility to develop Ae reraed 
allowable claima in readily reviewable foim as dcteilcd below before HCFA reviews 

Aem.

(4) HCFA Responsibilitv--It is HCFA’s responsibility to provide Ae State wrth any 
technical assistance required during Ae resolution process, to provide the State wiA 
definitive written guidance and all necessary approvals at each step in Ae resolution 
process, and to review and approve allowable claims and expedite Ae payment to Ae 

State of Aose allowable claims.

WiA Aese espress understandings. State staff and HCFA staff will be able to work togeAer 
to expedite Ae payment of allowable Medi-Cal administrative costs meurred by Ae local 
jurisdictions for Ae universe of claims m Attachment XXX.

HCFA and the State agree on Ae following 4 step process to identify and resolve My 
allowable MeA-Cal administrative activities which are embedded in Ac MAC claims 

developed for Ae retroactive period:

1. Define Ac allowable Medi-Cal administiative activities m accordance wiA 

existing applicable HCFA guidance.

2, Document Ae allowable Medi-Cal administrative activities Aat are being 
performed and Ae percentage of time being spent on Aose activities for each 
program m each local jurisdiction m Ae claim universe for Ae retroactive 

period.
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3. Detemime the allowable Medi-Cal percentage of time for each program,

4. Detennihe the allowable Medi-Cal administrative costs for the allowabfc 

Medi-Cal administrative activities.

1 the Allowable Medi-Cal Administrative Activities io .Accordance With
Frislin^ Applicable IICFA Guidance-

A. Matster Activity lists-A survey f<Min listing an the activities perfonned by 
employees who parti^ted in the MAC time studies for each program wffl be constructed. 
Each of the progranis now claiming under the MAC process (e.g. public health nursing, 
public guardian, mental health, probation, clmics, etc.) will develop a comprehensive, all- 
inclusive list of activities performed by the staff who were time studied for that prog^ram. 
The listing of activities needs to be qiecific enough so that aliow^lc Medi-Cal 
administrative 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 unique Ideatifier code by the State to &cilitatc oocumulati^^ 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 resolntian process.

B. netermine Allowable Activities-Once these master lists of activities by program are 
completed and distributed to the local jurisdictions, HCFA and the State will work together 
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 
aUowable at 75 percent FFP when performed by skiUed professional medical personnel and 
direct^ supporting staff in accordance with the requirements at 42 CFR 432.50. The 
directly supporting staff may be claimed in the same allowable proportion as the skilled 
professirmal medical personnel that they directly suppon.

The master list of allowable activities produced by this process wffl not be provided to any 
of the local jurisdictioos involved in using the program activity listings to implement the 
specific options described bekw. Additionally, the employees partidpating in the 
resolution process will not receive any other instruction or coaching in the actual completion 
of the documents involved in the resolution process other than that provided with the 
approved resolution process documents diemselvee.

C. Diatmtc Resolution oa Allowable Activities-Disputes may arise at ^is point regarding 
the determination of which activities are allowable Medi-Cal administrative activities. II the
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State and HCFA can not reach i^recment regarding disputes at this pomt, &e HCFA 
detenninatioa wffl be used for the resolution process and the State will reserve its right to 

appeal the dieted issues.

2. Document the Allowable Medi-Cal Admmistiative Activities Aat are Pepig 
Performed and the Percentage of Time Being Soent oo Those Activities for Each 
Pfopram in T rtol TiiTjiuticrirtw in f*ie riaim Universe for the Retroactive

Period.

There are three options approved by the State and HCFA to ccnnpletc 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 daim. A local jurisdiction may use one option for one program and 
another option for a second program depending upon the circumstances of ^h program 
in the local jurisdiction. However, once an cation is chosen then that option has to be 
oonsistendy applied for that program for alt time periods claimed. The agreed upon options 

axe:
OPTION 1. Time Survey and Otrlificatinn-Fnch employee who partidpated m 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 
^crimatp. 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 appUcable program. 
Where an employee did not spend any time on an activity in the list the employee must 
affiimatively indicate tills 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 begiimingand 
ending date* the employee has worked in that position, and whether that employee has
been designated as skilled professional medical personnel or non-sldlled profe^nal 
medical personnel. The survey form cemtains iuHtructiems 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-monfli period that is available to them to refresh their recollections of their 
activities and the amount of time they spent on those acUviUes, The canployccs should not 
rely on the MAC time studies.

Upon completian 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 tiie bottom of the survey. The signadires wfll be 
subject to penalty of perjury, and with notice that the information is to be used fot filing of 
a claim for Federal funds and that knowing misrepresentation would oonstitutc 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 knovdedge of the activities perfotm^ by the 
employee during the applicable 12-monfii period, should review the survey and ^n, date, 
and verify the accuracy of file percentages providing certification to the ^ of his or her 
imnwledge, infotmatkm, and befief at the bottom of fiie survqr. The signatiires will be 
sut^ect to penalty of peijuiy. and with notice that the infoiixiation is to be used ixx fil^ of 
a fat Federal funds and that knowing misrepresentatkm would constitute violation <rf
the Federal False Claims Act See Attacbment A for the Certification Statements that will 
appear at the bottom of each survey.

OPTION 2. Ttme .Shidy-Altemativelv. with respect to a MAC time study
piogram, for which the local jurisdiction is now allowed to submit a claim as part of this 
camedited process, the local jurisdiction may choose to con^kte a 2-week time study of 
employees in that program who participated in the MAC time study. This ^week tme 
study will use the statewide list of approved activities for the program being time studied. 
The time study log (See AttachmentB f« the Time Study Log) will require staff to identify 
the client for whom tbc activity is being performed, and record the client’s Medi-C^ 
status/number, time ^ent by the employees, activity code from approved listing, brief 
descriptioii of activify performed, and the location where the activity was performed. If this 
option is selected, the local jurisdicti<Ma must time stud^' 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 fiiey have included on the time study log providing certificatiQu to the best of 
their knowledge, information, and belief at the bottom of the log. The signatures will be 
subject to penalty of peijuiy, and with notice that the faifotmation 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 time studies to 

their immediate supervisor.

The imiDodiate 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 ccitification to the best of his or 
her knowledge, infonnation, and belief 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 Qaims Act See Attachment A for the Certification 
Statements that will appear at the bottom of each time study log.

OPTION 3, Cftntt.mpnraTieon.s Records Reconstruction- Alternatively, a MAC time study 
program for which the local jurisdiction is now aUowed to submit a claim as part of this 
expedited process, may choose to analyze a representative sample ot contenrpor^eous 
records to extract the percentage of time that was spent on each of die activities in the 
approved activities Higting for that program. This option is only available for those programs 
which have contemporaneous records such a& nursing logs, activity case records, other 
non-MAC time sheets/studies/logs, etc.. The employees and their supervisors in the
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nrogiain should analyze these records to detenninc the activities of the employe during the 
sample period and indicate that peroentage for the applicable activity on the approved 

activity listing for tiiat program.

local jurisdiction uting this aptiao must submit documentation to support how its 
percentages were derived for each activity, describe the documcntationutilizcd, and describe 

the sam{de period used to conatnict the percentages.

Upon completKMi of the reconstracted record tile emidoyee will sign, date, and verify the 
accuracy of tiie entries they have included on the sunny providing certification to the best 
of their knowledge, infonnation, and belief at the bottom of the survey. The signatures will 
be subject to penalty of peijuiy, and with notice that the information is to be used for filing 
of a for Federal funds and that knowing misrepresentation would constitute violation
of ihe Federal False Claims Act The employees should give the completed survey to their 

immediate supervisor.

The immediate sopervisar, with first hand knowledge of the activities performed by the 
employee during the applicable sample period, should review the survey and sign, date, and 
verify tiie accuracy erf the entries providing certification to the best of his or her knowledge, 
infotmation, 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 clam 
for Federal funds and that knowing misrepresentaticMi would constitute violation of the 
Federal False riainK! Act. See Attachment A for the for the Certificaticn Statements that
will appear at the bottom of each surv^.

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

After the surveys, time studies, or oantemporaneous records reconstruction are completed, 
the jurisdictions must prepare a summary erf the results for each program. In effect, this 
means oampUing a summary activity sheet for each program which totals ^ 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 resobtian process in that local jurisdiction will sign, date, and verify the accuracy of the 
entries that have been included on the summary sheet for each program to the best of his 
or her knowledge, information, and belief at the bottom of the summaxy sheet for each 
program. The signatures wiU be subject to penalty of perjury, and with notice that ^e 
information is to be used for filing of a claim tor Federal funds and that knowing 
misTMiesentation 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 toe Ae 
local jurisdiction submits its summary sheets it will also submit to the State the Medi-Cal 
peicentage(s) it is proposmg to rely on for its daim (sec further discussion below).

The local jurisdictions wiD not be required to submit all of the supporting survey f onns, time 
studies, or contemporaneous records with the summary sheets. Instead these must be 
maintained in readily reviewable fotm in an audit 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 sunimaiy data by local jurisdktioD, program, and activity into a 
cofmputeiized (c^. Lotus spreadsheet) for the purposes of oompfliDg the data. Usmg 
the master list of aDowable activities, the Slate wiD then calculate the aHowablc and 
unallowable peieenlages for each program vvithhi each jurisdictkni. Once the State has 
mmplftted tM* pTOCcss and assures HCFA that the infonnati<Hi i* in. readily reviewable. 
fonn, HCFA staff will return to Sacramento to review and analyze the information.

7fS\. HCFA Testing of the Results

HCFA will use the following methods, s^raiately or in ctwnbination, to validate the 
infotmation provided by the State: (1) HCFA will do an overaU review of aU the statewide 
summary information for each program and each activity by lo^ jurisdiction to compare 
the results by program and activity across all local junsdictioiis, HCFA will use this 
approach to establish the consistency and face vaUdity ot the mfonnation statewide for each 
activity and each 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 descrtyitions, fnnctional statements, etc.) supports the survey 
results. (3) HCFA may use actual MAC time study results as it deems appropriate. (4) 
HCFA will review, as ueoessaiy, the actual audit files of the prr^ram which are the source 
documentation for tire summary sheets and compiled infonnation.

If HCFA identifies problems with any program-specific percentage as a result of this 
process, the State and local jurisdiction wifl be given the opportunity to adequately 
document 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 docs not accept the submitted percentage based upon its review of the documentation 
presented-HCFA may: (1) allow the local jurisdiction to use the aUowable statewide 
percentage (the allowable statewide percentage for a program is the average of all the 
allowable statewide percentages for that program tiiat have been approved by HCFA)) for 
that program, (2) a mutually agreed upon peroentege that is supported by the 
documentation presented, or (3) reject the entire claim as not supported-

Once HCFA has deteimined 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 Ais resolution process. HCFA, the State, 
and Ae local jurisdiction will be bound by Ac approved percentage and it will not be 
subject to furAer audit, review, or modification by any of Ae parties to the agreement

3, Deteimine Ac Allcwable MeA-Cal Percentage of Time for Each Program

HCFA will review and approve Ae Medi-Cal percentages submitted by the local 
juiisdietione. The only HCFA-approved meAods for this resolution process for deriving Ae 
Medi-Cal percentages are Ae county-wide Medi-Cal average or actual client counts. HCFA
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believes actual dknt counts must be used for any program for which thqr are available. If 
the local jurisdictian is ufung actual client counts they must be dieut^nte for 
program. Client counts unrelated to the program being claimed can not be usci to the 
absence of actual clicirt counts HCFA has agreed to allow ttie use of the coun^wid^^- 
Cal average. Once a method is chosen a local jurisdiction and approved by HCFA, it 
must be used consistently for that program in order to provide the m^ aerate 
representation of the amouut of Me<fr-Cal activity for that program. A local jurisdiction can
not pieV and choose among methods.

4. Determine the Allowable Claim Amounts

Once HCFA and the State have approved the aUowable percentages and the Medi^:^ 
percentages for each program for each local jurisdictioo, the infonnatian wifl be returned 
lo eadl local iniisdiction. Using the 1994/95 MAC Invoice, as modified by the State for 
resolution process and approved by HCFA, each local jurisdiction wiU recompute its claims 
using the approved percentages and the appKcable allowable costs. The apprwed program 
percentages wfll be used for uH of the years for which claims are being submitted. Claims 
will be submitted on an annual basis. Wbere more then one M^-Cal percentage is 
applicable to an daim the local jniisdiction should use the time weighted average
erf the approved Medi-Cal percentages applicable to the claiming period

nahna may only be submitted for each local jurisdiction as specified in ^ ^
at Attachment XX3C Aiinu al claims invoices may be submitted for SFY 1992/93 and 

SFY 1993/1994 and for the first-two quarters of SFY 1994/95. Qaims for the first three 
cmaiters of SFY 1992/93 may only be resubmitted if they were previously submitted 
claimed on the Form HCFA-64 by the State. If not, these claims are not arable m 
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 he submitted to the State according 
to State instTuctions. The State will review all of the invoices and ensure that the corrert 
allowable percentage for each program has been applied, that the correct all^ble Medi- 
Cal percentages have been applied, that all of the coste in the cost pools (including all 
anplleable revenue offaetsl are allowable, and that the invoices are correct^ computed in 
all respects. The State will then prepare all of the invoices aud any necessary supportmg 
docomentation in readily reviewable form for review by HCFA.

HCFA staff will then come to Sacramento to rerview the invokes. HCFA reserves the right 
to request the State to provided supporting source documentation for a sample ot ^ts to 
ensure that the costs are allowable, that all aj^licable revenue offeets have been apphed and 
the correct percentages used in the calculation of the invoices.

Once the invokes are approved by HCFA, the State will immediately
HCFA-64 to claim the approved amounts. Upon receipt of the Form HCFA-61, HCFA will
immediately issue a grant award which provides the Federal share of the claim.
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Allftwahnity of Cost Categories

With regard to the allowabiU^ of categories of costs, the discusskm in the work group 
focused cm odsting HCTA gakhwce and intciprctations regarding Medicaid administrative 

claiming polky.

Key piinca|des in detennining the allowability of and makmg payments for costs as Medicaid 
administrative activities are:

• The activities must be necessary for the prq>er and efficient administration 

of the State Flan;
• The activities must be performed with respect to medical asastance services 

in the State plan, a Medi-Cal waiver, or e«panded earfy and periodic 
screening, diagnostic and treatment services (EPSUI);

• 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 onfy with respect to eligibility outreach and intake functions. 
Thus, administrative activities related to fecilitating access to Medi-Cal 
services for potential eh'gible individuals are not allowable as administrative
activities. Once these individuals are determined eligible, activities related to

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 ou^atient 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 specificaily related to the Medi-Cal 
program, as indicated in the previous points, are allowable.

The following clarify a number of issues onfy 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 daims. They are not intended to set 
precedent for any other claims or issues, past, present or future, Medi-Cal or otherwise.

• Flifnhilitv Tntalre-Mfsdi-Cal eligibility intake, an allowable administrate 
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. 
H tranGlatioa 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 are aJlowabie administrative costs of the Medicaid prc^iram.

Prior Aiidiorization-Prior andiorization of certain Medi-Cal services for 
Medi-Cal eligibles, a traditional^ allowable administrative activity, is a legally 
required and binding pre-TeqniBte to the Stale's parent for those mediod 
services is generally perfocoied by the State, However, in Alameda 
County onty, the prictf aufhorizaticai funetiaii has been delegated by the State 
Medi-Cal program to public hoqiitals and may be allowable if not already 
otherwise iMid for through some other soarce. It is unlikely that any oflier 
counties arc perforaung this function for the State.

Translatiwi-Translatioa services may be allowable either as part of a medical 
assistance service, or as a separate administrative activity. Where the medical 
assistance provider receives 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 
translatioii activities cannot be unbundled and claimed again as Medi-Cal 
administration.

Translation could be allowable as an administrative activity, if it is not 
included and paid for as part of a medical assistance service. However, it 
must be provided by separate units with employees perfoiming solely 
translation functions for a health facility, such as at Hi^land Hospital in 
Alameda County (based upon the State statT telling us that the translation 
i,nit :i<rttvi«y is not already included in the medical services rate), and it must 
EMalitate 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 &cilitation of access and coordination for a Medi-Cal eligible client for 
services which are covered under flie State's Medi-Cal Plan. To assure that 
administrative case management activities being performed are allowable, that 
is, that they are being perfonned with respect to facilitating access to Medi- 
Cal services, a complete list of Medi-Cal State Plan covered services for the 
period of the retroactive MAC claim will be distributed to each program in 
a jurisdiction participatiiog in MAC claiming for the purposes of implementing 
this rcsolutioQ process. (NOTE: It is the position of the State that the scc^ 
of allowable Medi-Cal administrative case management is broader than 
HCFA's definition.)

Referral and FoUow-up"Rcfcrral of Medi-Cal eHgiblca to Medi-Cal services 
and follow-up are allowable administrative activities so long as they are not 
performed in cormection with a medical vi.rit 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 
rKnir setting tnctdent to a medical encounter will ^ be allowwle as Medr- 
Cal adminislrative costs for the purposes of resolving tiiese claims.

Referral and follow-up for medical services are aBowahle administrate 
activities which are part of case management when perfonned by staff who 
axe not in a setting where dicie is a billable Medi^ rate. For example, the 
referral and foUow-up activities of public health field nurses perfonned for 
clients witih regard to medical issues would be allowable Medi-Cal
administrative case managementactivities unless, erf course, these services are 
provided free to an persOTS within the local juriaiiction. In that case, the free
care issue wiU need to be addressed separately.

• Qntieach-Ontreach is traditioniilty an aDowablc Medicaid administrat^ 
function. However, according to HCFA, the only allowable outr^ch for 
puqioscs of Medi-Cal administrative claiming is to groups or mdividuals 

targeted to two goals:

tnalritig people eligible for Medi-CaJ or,

bringing Medi-Cal eligible people into Medi-Cal services.

(1)

(2)
Ihus, althoogh an outreach campaign can be directed to an entire populati^ 
in order for the costs to be allosivable as administrative actmties, the campaign 
must be focussed on bringing people into Medicaid services (e.g., pre-nata^ 
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 ^di-Cal ^d 
the f-ligibiUty requirements. If outreach is addressed to categories 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 Educatioo-fl) General health education programs or campaigns 
addressed to the general population (e.g SANE, DARE, dental prevention, 
anti-smdking, alcohol reduction, etc.) are not aUowablc Mcdi-^1 
administrative activities. However, a health education program or ^paign 
may be allowable as an administrative cost if it is targeted specifically to 
Medicaid services 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 
pre^reted aooording to the Medi Cal percentage. (2) General h^ltii 
education is not allowable as part of a clinic service. However, m a chnic
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settingi if the health education occurs wiOi individual patients incident to the 
nature of the dinicvisH, according to HCFA. h is not separatety claimable as
an administrative activity, but is considered to be reimbursed as part of the
clinic service rate.

• K/iii-Pnu»-r»A«rYy«i.Hi>alTran>tnortation-TVanspOTtaticiaaccOTdingtoHCFA, 
may be daimed either a» medical assistance or administration. California 
Medi-Cal poticy does not allow transportation as an administrative activity. 
However, prpnping for medical transportation is allowable as an 
administrative activity. We understand that a State plan amendment 
recognizing personal care services as medical services ebgible for Federal 
nmtr-bipg was approved for California effective Jufy 1, 1992. The act of 
accompaiiyiiig a Medi-Cal client to a Medi-Cal appointment is considered a 
personal care service, biUable from the effective date of the State plan 
forward. It may not be daimed as an administrative cost.

• Directlv Observed Therapy^-DiiectlY observed therapy (DOT) is a medcal 
service, if provided for in the approved State plan, and not Medi-Cal 
administration. However, Cabfomia has submitted a Medicaid State plan 
amendmentto include directly observed therai^ (DOT) for tuberculosis (TB) 
as a medical service with a proposed effective date of October 1, 19M. 
Therefore, when the State plan amendment is approved, DOT may be 
claimed as a medical service. DOT appHes to a medical professional 
observing a Medi-Cal eligible indivulual taking a prescribed regimen of TB 
medication. Since the activity is considered part of a sendee, not an 
administrative cost, the activity should be claimed in California under TB 
Sicrvioes, which is a State Flan covered service.

• rnter-agen^ roordination/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 activily will be pro-rated according to the Medi-Cal percentage m the 

county, Le., the county-wide average.

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

• TtiWnmtifMi and Referral-InfoTmation 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 cuoountei ou 
a suicide prevention hotline provided by the county which involves the 
pf;Tsonal problems of the caller would not be allowable, while the time ^nt 
in facilitating access and maJking referrals for a Medi-Cal eligible individual
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to a Medi-Cal mental health counseling/Mities would be allowable, 
accoiding to HCFA.

• TmmriwLftf Public Institutiomap-Medical asaiataiioe services provided to inmates 
of public instituticuis are not eligible for Medicaid payment However, Medi- 
Cal eligibility intake administrative activities provided to such inmates may ^ 
allowable undfsx certain limited mreumstanoes. For eatample, an eligibility 
intake protjess has been established for inmates by their home counties in the 
moatfa of their release in order to facilitate transitHHi to Medi-Cal services in 
their oommanities. This Medi-Cal eligibility intake activity is allowable. No 
other administrative activities or direct Medi-Cal services are aUowable.

• Piihiir tTnardianfi^The activities of public guaidians are allow^le 
administrative activiticui if they involve case management of Medi-Cal services 
and Medi-Cal cligibiHly 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:

Veteran* Ai^v^'ty—The arc several activilies done relative to veterans that 
need further clarification:

(1) Eligftility 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 spou^ are 
contacted onsite at the nursing facility for purposes of developing cli^ility 
for any veteran's benefits because this offsets the cost of Medi-Cal. Tliis may 
be allowable as third party liability (TPL) activity, hut could not also be 
claimed again separatety as administration because that would be a duplicate 
claim. In addition, if the State is already daiming the cost of this contract as 
State-level administrative expense, 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 Advocaev-The State wants HCFA to pay for the Supplemental Security 
Income (SSI) appUoation prcx»BB, Eince California is a ”§1634" State and the 
SSI application is also considered a Medicaid application. The State also



,1

ui;u4AM uum t,uiiiuMiiK iu yii;uzbyuD^iD^ ruiu/ujb

Page 14 - Roberta Ward - March 20, 1995

wants HCFA to pay for the costs of appeals of SSI f
aimlicatioo is for SSI not Medi-CaL this may not be an allowable MedK^d 
admbaLtrative activity. Pnrthennote, the SSI program does not pay for ^ 
costs of the appeal in aach cases. Califotnia is preparing a package on this 

• ^issue.
« ACM in IMD-lu California indivkhiab can be legally detained without^use

for a 72-hour assessment period in an institution for mental diseases (IMD) 
facility obseivation unit The State believes that during the first 23 hours of 
the indivkhiaTs slay in the IMD, medical assis^cc services would be 
allowable. However, during the 24-72 hour penod in the IMD, as 
continue to assess, work with the family, and develop a plan of care, the State 
wants to daim this as ACM. The issue here is can these activities be claimed 
as ACM. The HCFA position is that because of the IMD eisclusion, none of 
these activities would be allowable, and no payment would be avaUable.

• Shnrt-Dovle Mental Health-Pavmenls for claims under this process must not 
duplicate payments for activities and services required under the "Short- 
DotS" mental health program. The State is requesting the local jurisdictions 
to submit documentation explaining and ensuring that ACM mental health 
activities daimed under MAC are dificrent from and do not duplicate Short- 
Dojde- activities. HCFA will need to review and approve the treatment of 
Sbort-Doyle mental health for this resolution process.

• r'apitatftil Countjea-Paymente 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 fuU capitation progr^. 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 local jurisdiction and look forward to completing the final agreement as 
soon as possible. Please call me on (410) 966-2003 if you have any quesUons.

Sincerely yours,

Bill Lasowski 
Director
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This memorandum outlines the basis for a negotiated 

settlement of claims for case managecieiit services provided by 

counties in the State of California. The proposed settlement 

relates to claims that were submitted by the State as MediCal 

administrative claims, but that hcfa haa determined are not 

allowable as adrainiatrative costs.The premises for this

are (i) that the underlying services could have been. 
claimed and paid as targeted case management services if. the 

State had had an approved targeted case management plan 

amendment in place at the time the services were rendered; and 

(ii) that the State had a substantial basis for believing that fsj^ 

the claims were payable as administrative claims, we first 

discuss each of these premises and then eet forth a proposal 

for a negotiated settlement,

1 • aervices delivered could havR

targeted case manaqaanenh. 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 Probation, 
etc.) and consisted of referral and linkage of Medical- 

eligible persons to non-Medicaid programs or providers of

^The proposal does not cover the portion of the disallowed 
MAC claim that the State and counties are able to establish, 
to HCFA's satisfaction, as valid administrative claims. Nor 
does it relate to claims for services provided through the 
3ANE/DARE program or through juvenile probation departments.
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social aa^vicea. m cllnlca, the actlvitiee alec aataU.d
intensive patient and family educatien about the health
delivery system, the pte.ctlption refill system, and health 

issuee.

There i, no ^lestion that the activities ware of the
nypa that oould have been performed and reimbursed as targeted 

case managameret eervices:

i*liS.is=«
USra«Srtn"?Sy“l nsslat^e in
ecaucationalr and other services, smm 5 Sloatfi) .

” manageinant may Include the activitJi^a

Sg«i-iSiT4a.‘;»S^
tdInti«2!|ihfSo?.riLiS ’“y

l£E:“5SaT‘"=-“~~«-thj? are ,-Sf management services
part S JSfcW i inseparable or required
4302 covered service, smm S' ^"ten«>ive patient education and referral

SOTices. required component of clinic

provider that any person or entity meetingstaU etaad^ds for the p^oviaioS 
m^aa^ent fervices'lttUBt be given the

IgeSclee^ay / / /{' 
provide targeted case raanagement services.
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aiiforat^ iml » aubatmnH.1 ba.j. 

that th^ clml.'a watt p«Yabl« nn Mi»lt'<.i-,.tt„.

aeries or an aS£Sl«rative^fStl?ity"'^*B*ate'*ie*’^''

0 Targeted and administrative i.
aot mutually excluaiv*. am s “*

agencies may perform Medicaid dminlstrative activities pursuant to interacrenrri/ agreemencB. SMM § 4302.2(05(2). interagency

administrative activities need

Although the State Medicaid Manual advisee that 

position has been irejected by the n^Sait^

^ Prior to deferring the State's MAC claim hppa Unri

i! at^ll, tSoS§h\he'‘cliniJ®fL'^'*®^

preliminarv anal.= ,-m . .
;et No. 88-192 (1989),

W.C5

be

^4iJrQj7

to'elient^wr*.'»;“««i“' activitiaa of explaining’'^^5 special needs how to take
Jalid follow their health plans are

native case management activities.

for ilminisiStlve‘^c!aiSsT (S®
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o In 1992 correspondence to HCFA Region IX, the k)o ICM -
State advised that under its Mac program it would
"capturlel the costs for TCM [targeted case
management] related activities by claiming
administratively for them." Region ix gave no
indication that administrative claiming would not be
permissible for services that could be carried out
through targeted case management. Region ix also
reviewed and suggested reviaione to the MAC time
study codes, and at no time suggested that they
described activities that could not be claimed as
Medicaid administration.

The State's approved cost allocation plan 
specifically referenced certain activities (by 7
Veterans service offices) that involved referrals to * ^ 
other federal programs. The state reasonably 
\jnderstood the caj? 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 
Medicaid program or that made administration of the 
Medical program more efficient.

3 . PiTopesed naifpfclal:^

This information will be presented at our masting on 

March 29, 199S.

se’d is:vi S66l’8J*S0 amians ? Hoiemnog hohj



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:

RE:

STEVE NEUWIRTH 
DIANA FORTUNA

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.

LA. 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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THE SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, O.C. 2010k

M« I BS6

The Honorable Pete Wilson 
Governor of California 
State Capitol, First Floor 
Sacramento, California 9S814

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 pigment 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 
die 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 die counties' 
fiscal situations. As you may know, we will meet with your staff and representatives 
of die affected counties tomorrow, to review ways die State could identify, 
independent of the MAC system, legitimately allowable activities imbedded in the 
MAC claim. At die meeting, we should also consider options available to die Stote to 
increase funding for die counties (including design of a targeted case management 
system and increases in provider reimbursement rates), and die establishment of a 
legally af^fopriate mechanism for making future administrative cost claims.

o A ffoxsp 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 eiqilore all avenues for addressing this situation.
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As set forth more fully in HCFA’s letter to the California Department of HealA Servi<^. 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 astern includes inaccuracies and in large measure appears to r^resent activities flat 
were part of clinic services for which Medicaid payment has already been m^e. fa addition, 
a significant portion of the remainder reflects services unrelated to the administration of Medi-
Cal.

The magnitude of flie State's requested increase for administrative costs is of some concern. 
Nationally, the state average for Medicaid administrative costs is ^proximately 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 subinitted by all counties. This 
would be more than three times the average for Medicaid administrative costs in other states, 
and more than twice flie historic rate of administrative costs for Medi-Cal.

I look forward to working wifli you and with county officials in our ongoing activities to 
assist the counties in preserving quality health care services.
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DEPARTMENT OF HEALTH & HUMAN SERVICES
Health Care
Financing Administration

Refer to: MCD-F-TGC

MAR 0119S6

rgPTTFIED MAIT. - RETURN RECEIPT REQUESTED

Region IX 
Office of the 
Regional Administrator 
75 Hawthorne Street 
San Francisco, CA 94105

Ms. S. Kimberly Belshe 
Director
Department of Health Services 
714 P Street, Room 1253 
Sacramento, California 95814

RE: CA-9j^-Q01-ADM

Dear Ms. Belsh§;
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 (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.
Applicable Law. Regulations, 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 Secreta^. 
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. In 
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). In 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 0MB 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.

• 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.

niacussion

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 overhead activities 
in the outpatient clinic setting were being coded and claimed as 
administrative activities under 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.g., housing referrals, 
social services referrals, child care referrals, energy assistance 
referrals, legal service referrals, and the related liaison work 

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 Aaencv 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 Coianty 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.



02/28/95 16:29 0202 690 7203 HHS OS/ES 0009

Page 6 - S. Kimberly Belshe

Rroad 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-Skill 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 
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 I^C 
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 I^C 
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 cjuarters 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 FPP. Please make a decreasing adjustment in that 
amount on line lOB 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 i^peals 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,

Enclosure

Nancy Dapper 
Acting Regional Administrator
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SDMMlOiy OF MAC DISALLOWANCE BY COUNTY 
QUARTER ENDED JUNE 30, 1994

Alameda
Amador
Calaveras
El Dorado
Fresno
Hximboldt
Imperial
Inyo
Kem
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

S315.233.627
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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 Adminisfration (HCFA) 
has determined that it must disallow the claim of $315 million in federal Medicaid 
matching funds submitted by California on September 2, 1994.

Althoueh 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 appropmte assist^ce 
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 Stote 
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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o federal share has already been paid for the majority of services claimed; 
and

o 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 a^inistrative 
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 

claiiming a federal match.

o 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.

o 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.

o HCFA conducted reviews of 30 facilities in 3 counties, as well as a I^C 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.

o 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 pwnm FMS 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.

2.

3.

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.

o 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.

o 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 aUowable 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.

###
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At issue are funds distributed MEDI-CAL PageAl4 Col. 3

MEDICAL
From Page A13
ty hospitals, clinics, public nursing 
programs and other treatment dp- 
tions related to Medi-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 administrative 
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 I 
can’t guarantee that process will 
produce on a dollar-for-doUar basis 
everything the counties hoped

Although Los Angeles takes the
bigg^t hit, the financial impact Is 
significant for Bay Area counties.

Alameda County’s budget for 
the current fiscal year, which ends 
June 30, counted on $14 million in 
federal reimbursement, including 
y^s*^ previous fiscal
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County’s condition 

critical after denial 

of Medi-Cal claims
Valley groups 

want rail line 

in 20-year plan
By David Bloom
Daily News Sli^ Writer

\As transit oflicjals near a de­
cision on a new 20-year spend­
ing plan, San Fernando Valley 
groups are jockeylDg to gel the 
second pha^ of the East-West 
Valley rail line back on the list 
of planned projects.

But with funding sharply re­
stricted, they face toUgh com­
petition from groups seeking 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 East- 
West Sa a Fernando Valley Rail 
Line.

The Alameda project is 
strongly backed by Los Angeles

See MTA / Page 11

By Sandy Harrison 
and David Bloom
Daily News Su^ Writers

Tbc federal govfcrnment 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 to avoid economic disas­
ter.

Since the current year’s budget 
anticipated payment of the 
$290 million in daim^ their rejec­
tion creates an inirhediate shortfall 
in the county’s budget

And it could get worse if the fed­
eral government also rejects 
$350 million in additional Medi- 
Cal claims fbr services county de­
partments expect to provide this 
year, said Robert PlasJq', a county 
management analyst.

County officials face two basic 
choices in dealing with the deficit 
— make de^ cuts in services over 
the remaining four months in the 
current fiscal year, or tap reserves 
set aside to onset an exp^ed defi­
cit next year.

While lapping the reserves would 
solve the immediate problem, with­
out some other revenue source it 
would only delay debate about po­
tential budget cuts, since county fi­
nancial officers have forecast a sig­
nificant deficit for next year. : 
yil means that we have to ad-

SeV COUWTY 1 Back Page
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Rerce Cpllega poBce Capt. Ker Renolda expects that the trained 
officers will split shifts in cars and on horseback,

Pierce Colkge police mounting 

horse patml to rein in crime
By Howard Breuer 
Daify Nem SUiff Writer

WOODLAND HILLS — 
Pierce College police say th^ arc 
about to become the first in the 
state to patrol a community ool- 
leke by horseback — although 
they need to find horses large 
enough to carry some of the 
stouter members of the force.

Collifi|e President Mary Lee 
believes the horses will give the

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

She also thinks the mounts wUl 
make it easier for the officers to 
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 parking lot surveillance you

See PIE<teE / Page 9
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Gfovemment rejects county’s Medi-Cal
OCNTY / Fror Page I

tss a daunting shortfall as of July 
’ said Gary Wells, ilie Health Dc- 
irtment's assitiant finance direc- 
r.
But Wells said it is possible that 
e-feder^ government might still 
mpromise ani allow at least par- 
1 payment of the rejected Medi* 
J expenses.
JThc bright tide is that (federal 
Itrials) have iidicated that they’ll 
irk with us »nd seek alternate 
ys to make jure that the health 
e safety net remains in force.” 
\Jitidpating lhat it would not rc- 

that money, departments and 
3oa^ of Sipervisors have be- 

' vcaling bact operations signifi- 
■y — including not filling va- 
positions and planning to close 
ails.

More Ilian $104 million in 
;nding reductions have been 
ide throughout county opera- 
ns, and a surplus that the coun- 
s Health Services Department 
J hoped to use for next liscal 
ir will be spMt down this year, 
tdministraiive appeals processes 
I take as mith as several years 
css there is asignificaril elTort to 
ed up the review, Flasky said, 
ich wiJl furtker complicate the
intv’s rvmblpin<! onssi-

bly well into next fiscal year.
With the denial, the county now 

will appeal the matter and negoti­
ate for some portion of the funds it 
is claiming under the program, 

' county officials said.
"1 don’t think this is particularly 

disheartening,” said Tom Silver, 
chief deputy to Supervisor Michael 
D. Antonovich. "The key here was 
to get a decision so we can get on 
with an appeal.”

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

Supervisors Gloria Molina and 
Yvonne Bralhwaite Burke were 
part of a group of county olTicials 
meeting late in the day with Health 
Care Financing Administration of­
ficials in Los Angeles over the deci­
sion.

‘The financial health of Los An­
geles County, and our ability to de­
liver critical programs to residents, 
depends u[>on Ike federal govern­
ment's willingness to reimburse 
past Medi-Cal costs,” Molina said 
in a stalcmenl. “We musi lake a se­
rious look at past monies and deter­
mine a process which will avoid fu­
ture problems.”

The decision adds new irnpelus 
to roiiriiv hiideei-ciiltire efforts.

however, and will further cloud 
next year’s already dark liscal pio 
hire, county officials said.

Stale ofTicials submit the re­
quests for federal reimbursement 
on behalf of counties. In a letter to 
the state, the U.S. Health Care Fi­
nancing Administration said the 
claims were denied because of flaws 
in the accounting system — result­
ing in double billing for services 
that already had been paid,

“The system lades the capability 
to distinguish between allowable 
Medicaid administrative costs, and 
cost for services that have already 
been reimbursed by federal and 
other sources,” the federal an­
nouncement said.

“It means we were adiLcd to pay 
again for what we’ve already paid 
in full,” said HCFA administrator 
Bmcc Vladeck. “More than 90 per­
cent of il involves administrative 
coals for clinic services we’ve al­
ready paid in full."

Spccincally, the HCFA state­
ment concluded that costs which 
were pari of clinic services, for 
which reimbursement already has 
been made, were wrongly billed as 
administrative costs.

State Department of Health 
Services spokeswoman Lynda Frost 
said the f^cdcral denial of funding 
was a sumrise because the slate had

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

“We’re'disappointed and we 
stand by the vdidity of the sys­
tem,” Frost said. "At this point we 
have to keep working with the fed­
eral government to identify what 
can lx reimbursed. We are still go­
ing to try to gel a lot of that.”

The claims were firet filed under 
a new system designed by the slate 
and counties to increase federal re­
imbursements by qualifying more 
administrative costs for reim­
bursement. But federal officials say 
lhat what il actually did was result 
in multiple leimburscmcnls for the 
same expense.

Plasky said the HCFA com­
plaints were off base.

The county used definitions of 
claimable activities that had been 
approved by the state and the re- 
gional office of HCFA, he said, and 
any reimbursements the county re­
ceived from non-Medi-Cal pro­
grams were subiracted from claims 
made under the Senate Bill 910 
program. '

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

. on legitimate codes that have been 
approved by ibe stale and Region 9 
ofHCFA."

Specific ilems cited in the federal 
denial include:

■ Programs in the Los Angeles 
County Alcohol and Drug Program 
Administration and Department of 
Menial Healib receiving reim­
bursements from the state Depan- 
ment of Aging, the Social Security 
Administration, and other state 
and federal agencif» that exceeded 
the total costs of the programs.

■ Ineligible costs, such as hous­
ing referraJs, child care referrals, 
energy assistance referrals, and le­
gal service refetrals, being billed as 
admLnistralive costs.

BServices provided by nurses 
and pharmacists incorrectly billed 
as administration, even though 
they already were reimbursed as 
medical services by Medi-Cal.

■ Medical swvices to prison ia- 
matM were improperly billed as ad­
ministrative expenses.

■ Public health campaigns in­
volving alcohol, tobacco and drug 
abuse prevention were improperly 
billed as administrative costs,

Thu story waj reported by Sa^y 
Uarrison in Sacramento and David 
Bloom in Jos Aneeles.

V-'



Li3 0,: 0'j:22 FF'Oi'l H'IFh-F'EG 1UM I.F -- E-acl.: TO 91415 744017 P.02

WASHINGTON

HJ.S. denies $315 million claim 

ifbr Medi-Cal reimbursement

-9

*By Brad Sayward
Cspi^ Bac>e«a 

s'* In a blow to the state and its £i- 
;liaiidal]y stmg^ing counties, tlxe 
•federal government Wednesday 
kdexued & $315 nullion reimburse* 
^lent darra from CaKfbmia coun­
ties for the costs of running: the 
JiMedi-Cal program.
Jy Federal officials called the $ys- 
JCem used to calculate the reim- 
•^uraement claims “seriously

rcinibursed under clinical services 
payments.

“We have been asked to pay 
more for something we’ve already 
paid in full,” said Bruce Vladeck, 
chief of the U-S. Health Care Fi­
nancing Administration.

In other cases, Vladeck said, the 
E3?stem produced reimbuTEement 
daims for programs ranging from 
housing to drug-abiise prevention 
that are not part of Medi-Cal at

______________ _ ___ _ alL
^Hawed.** In many cases, th^ said, Frost said the system had been 
14 generated requests for federal set up to avoid sudi problems; she 
^Reimbursement for services the ” ’ ‘ ’
go^i^nnneot alreatfy hsd funded.

Ibe deciskm pokes holes in the 
cnrrcnt-jrear budgets of most 
counties, with the vast majority of 
the losses in Los Angdes County. 
The action also couM tie up hun­
dreds of milBons of dcdlaia in ad­
ditional funds that counties were 
expecti^ through 1996, and it 
jeopardizes up to $400 million in 
state revenues as wdL

"We are very

added that federal officials were 
familiar with the system as it was 
developed and did not complain 
about it until the state asked for 
the reimbursement. Vladeck said 
the final system wasn’t what fed­
eral officials bad expected to see.

Vladeck said soure of the denied 
claims eventually be reim­
bursed once county officials pro* 
vide better information.

Of the $315 million in denied 
claims, 92 percent .would have"We are very ifisafpointed, es-pcdaHy cPDSSS&Tdosdy E0« to Los A»«d« County.

and cooperative we worked with 
(federal officials) in developing 
the system they are now ffisown- 
tng," said Lynda Frost, spokes* 
woman for the state Depai tment 
of Health Serrioes,- who said the 
state is aj^)ealmgt^ decision.

But the losses to nearly all 
counties could increase be<^use 
the decision imperils more daim.s 
that the federal government has 
not yet received. In the worst-case 
scenario, $2hiIlioa incou^ reve­
nues could be jeopardized over a 
two>year period, according to the

cotmties to recoup the^ costs for 
administering Medi^Cal, a pro­
gram that provides health ser­
vices to the poor.

The state forwarded the coun­
ties’ first rambursement request 
under the new system to the fed­
eral government in September. 
But when federal officials re-

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

Officials in Yolo County said the 
impact could be more serious 
there; the county expected 
$482,000 in reimbursements this 
year. Placer (bounty had assumed 
receipt of $271,000, and EJ Dorado 
(bounty, $160,000, according to 
the California State Assodatiou of 
Coimties.

SaiyYi

And because the state planned 
to ftkrm some mon^ off the top of 
those reimburaemente to counties, 
it could lose .$200 million -in the 
current-year and another $200 
million in the 1995-96 fisc^ year.

“Statewide, the impact is going 
to be vray sigmficant,” said Bobert 
CJaoIt director of Health and Hu­
man'Services for Sacramento 
County. rMany counties were hop­
ing that these funds woffid oS^ 
previous costs and allow counties

vie^ the program, they'found 
problems.

For exampley offidalB said, 
when a rinric nurse would report 
medical test resulte or discuss, 
prcscriptkin -nse^wiffi «. !Medi-Cal 
patient, the system would, some- 
times count tfhe time spent as ad- Ccfunty^would be fabte^to hai^;
ministiati^ thus reim- 'the blow even if it gets none of the- ;

- tebadffiliornther losses in state 
and local revenues," r - , 51

ButTCaulk said Sacramento
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Medi-Gal expected to refuse
By Rachete Kanigel
STAFFWRrrER;: AlLffpther the sUte and counties, could lose more 

m$L5billion, said BiUWetole.of the.st^.le^lativeHealth'-'offici^ around the state .are . co^idering .;
' rW«S:ive (mtbacl^'-^'^^layoffs;"cli^^^^ Duuon,
p iri^^e _^i^^e^^ ,ii^,,resp^ns^; t5: news ;they _ .analyst’s office..
^ n^S^e'inmibifehf doUare m f%ral Medi-^ .fiindii^;‘n*if:^ don’t get tld

than $1.5 billion
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.SACf^aVTD BUREAU ' ^

adopted and have topped 14 npr. SACRAMENTO — Federal offi- introduction ‘ ‘ ^

to disallowto^ $l billion in future Medi-Cal Payment of the administrative clkmi 
reunbur^ment claims by California because California’s new Medi Pal 
coimties could be in jeopardy. Administrative ClaS

'"hich was used toine omcials made the warning (MAC), which was used to identifv wWe confir^ that they have di^ Medi-Cal administrative co£^ 
^owed $315 million in Medi-Cal re- curred by counties L SnsTj 
inibursement claims by state ?awed,’^ Shalala wr?te ^ aTeSimbursement 
counties.

of the U.S.Health Care Financing Administra-

i-'iuuaia wGov. Pete Wilson.
^ “The claim generated by the 
mac sy^m includes inaccuracies 
and m large measure appears toSSSiiSS

Hp _i : P^y^^nt has already been made.”lias already Deen made.” 
Grantland Johnson, West Coast 

regional director of Shalala’s de­
partment, said he will meet with 
representatives of the counties in 
San Francisco today to try to work 
out an agreement on standards for 
tuture reimbursements.

“We’re here not just to deliver

' ^uier programs.
He stopped short of accusing the 

of deliberate wrongdoing 
but said California’s new accounting 

: ^stem has multiplied the countie^
'denmds for federal reimburse- 
: ments without improving services to 
• patients.

!ble-bilhng,” Vladeck said. ‘We call Were here not just to deliver 
; It maximizing federal resources ” notice of disaUowance but to hit the

The $315 million in denied and work with the
'claims included $1,458,529 for Ala and counties like Alameda to
meda County, $539,926 for San „ 5^,^ pVdcess of settling the
Joaquin County, and $67 862 for oJaims, Johnson said, 
the City of Berkeley. ’ More t^ 90 percent of the
lose much grea^geles County andji^^^ aiLti^ 

M to reach agreement with federjJ accounting practice that was
offici^ on new standards for ac- not used by other counties. Johnson 
ceptable reimbursements Alameda and ntht^r

. Margaret Pena of the California 
8tate Association of Counties said 
counties’ budgets are already 
costing on $700 million in Medi- 
Cal reimbursements for the current

"fditional documentation, 
Hpvp!. H • ^ ^ tremendous and bulk of their pending retroactive 
devast^ impact on the counties ^1^ will be determined to be eli-

nf these ®ble for reimbursement,” he said But Vladeck said it could ^ke a
$10^fi^ County stands to lose while to untangle the financial mess 
$12 nSr ^ ^tl federal regulators found when

> Human Services Donna Shalalav -J^p^^^ said the stife’s in-
noted that other states’ costs foS? '^ .^^fs^ f^uests for reimbur^i^ent

i- e^e, 4;6;percent.:But cS^^-s VPpS5:£2to
! administrative costs were 6.3 per-’

—ribone
A-3

- ^ /Q^

uuier counties^d Alameda and other counties 
have a clmce of eventually re­
couping a significant portion of the 
clai^ that were rejected this week.

“Al^eda feels strongly that 
upon ftirther review and after sub- 
™tt^ additional documentation^

c
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Cftang flaws, U.S. rejects

Medi-Cal bills
Claims totaling $315 million are denied

mm-

By Gary Webb
17! .Mercur7 News Sarramento Bureau

government
"Millionworth of Medi-Cal claims from 34 California coun-

- ties because the claims are allegedly improper
- In a letter to Gov. Pete Wilson. U.S. Health and 

Human Services Secretary Donna 
Shalala said the state’s current sys­
tem for billing the federal govern­
ment for medical services given to 
the poor was “seriously flawed.” 
Recent federal audits done in 
Northern and Southern California 
show the system resulted in some 
counties double-billing the Medi-Cal

-------------- program for clinical visits and oth-
Shalala ers charging for services unrelated

to Medi-Cal.
Angeles County, which was the biggest 

offender, more than $2.6 million worth of Medi-Cal 
Tr ^''‘’"'‘tted for the time sheriffs depu- 

the schoolchildren on drug abuse, on
Led probably were
dahi^S ^60 million was
ing ci^fnals^^ probation agents spent counsel-

originated in San Mateo Coun­
ty, which had hired a Maryland consulting firm to 
dev.se It. The system is known as “MAC," Medlial
fatd'othrr''c''‘' local officials
said other counties, particularly in the Bay Area
were convinced the MAC system was so foolproof

weren’t the only ones. In his 1996-’96
mSn’ figured on getting $200
million back from the counties’ share of the MAC 
money as a fee for overseeing the program
with^h^inffAngeles-based consultant

SSL"’*'"
“We had a fee-for-services contract with them ” 

Fisher said. The process originated there.”
Macmillan, legislative director for San Ma- 

^ County, said the consulting firm was hired on
Medi-Cal depart- 

fh. were assured
billing process they were pro^ 

other states.He^th . inspector general of the federal
Human Services Department has opened 

an investigation to see whether there was a conspir- 
acy to defraud the federal government. ^
hi J Wednesday’s decision is considera-
the $316 ^""t-^aching than the immediate loss of 

Poogbly $1.5 billion worth of 
additional MAC claims are at various places in the
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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 large 
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 
^unty has nearly $10 million in its budget. Alame­
da County was planning on receiving $6.4 million 
this year.

In a letter Wednesday to Bruce Vladeck, head of 
the Health Care Financing Administration, Reps. 
Arma 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 from 
paying the claims.

“We have been asked to pay more for something 
we’ve already paid in full,” Vladeck said. “The sta!te 
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 werei\’t 
heavily involved in this process,” Rodriguez said. 
“This whole system evolved with their help.”

But Vladeck said that while it was “very clehr 
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, Vladeck 
said, “it differed in important respects from what 
we thought we had been talking to the state about 
during the previous two years.” ;

Vladeck 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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grams, it is too early to discuss specific cuts. The 
administrative funds have been used for:

■ Public health nurses, mental health workers, social 
workers, and dental prevention programs in local 
schools.

■ About 25 percent of the money pays for programs 
at county hospitals, including translation services

■: and helping determine whether people are eligible 
for Medi-Cal. : r-^^V

San Mateo County I
■ The county faces $10 million in cuts starting June
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Care Financing Administration, the agency that 
pays for Medi-Cal, never agreed to go along with it.
Assumed federal approval
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■ The'county faces a potential loss of $16 million for

beginsinJuly. . , • ■
■; ■ Valley Medical Center Director Robert Sillen said 

thereojuld be potentially serious cuts In personnel 
; ■ or services. but;admlnlstrators hoped ongoing ne- ;

: ■ gotiations wouldlead to restoration of at least
some of the funding. '

■. .Santi^ru* ^
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for further updates before deciding what action to ..
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seijUhe coun^v sctuai budgeted expenditures.

1995-*96 Total
17.0miiiion 49.6miliion
8.0 million 32.0, million
3.2 million 10.3 million

300,000 600,000 
27.4 million

5.9 million 18.1 million
13.2 million 48.7 million

4.2 million 14.7 million
829.6 million ' 2.7 billion
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...l^ ^agaicy j^atched a te^ to Los
Angej|& Couhty ^jr^ , which; 
portibh of ther.biU'by far r;- teid .afteward an- 
nbuhd^ it was withholding parent on the state’s 
entiiie bill because,the charges appeared improper.

The .auditorB^fbund Ix)s Angeles >ras charging'Jf) 
Medi-Cal for: such things as the'^^titne probation ^ 

^workers ispent^SKnth : prison -inmates, the lectures— 
deputy shmffs-jgaye schoblchildren on the evils of»^ 
drugs,'and arranging for baby sittbig for indigently 
patients.-:"'^

In response to>the extensive audit findings, stated 
Health and JiTeH^are Director r-S. ;Kimberly , Belshe S' 
said HCFA had,PP right to toll the state how to run 

' its program and that the San Francisco office had '* 
given “implicit approval” to the idea. j

; If the mcmey is not paid, ,Belshe warned, it “puts t 
county health programs at risk of closure.” ' ^

It also throwS:an already unbalanced state budget 
even further put of whack, Despite’ HCFA’s apparf 
ent rejection'bf :the:state’s claims laSt yeSr, Wilson’s 

budget writers;;lwent ahead and Included in the 
99budget'^released in January a, figure of ! 

$20dmillkm a year they expected to receive fronf :«

I; Ferta Said the counties beiieve they do riotbave to J 
»pay this mbriey'-to the stsJe unless they get the
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the money from thejbudget or find another source to'

> Pena said the'ltotoito'^l Counties'intend to appeal : 
HCFA’s dedsibn;^ ib^toourts and estimated it will , ^ 
^ two or thre^ryear^fibefore the caseik decid^. t C. 

However, tlieyi wbn’t be paying us the money in 
,e meaaiineA^he ^d. ............... „

dercury News S^-,Writer'Elizabeth Wasserman and , 
^Thomas Fanr^her; o/’U^: Mercury News Washington vj j



'4 DEPARTMENTOF HEALTH & HUMAN SERVICES
Health Care
Financing Administration

Refer to: MCD-F-TGC

MAR 0 1 1995

Region IX 
Office of the 
Regional Administrator 
75 Hawthorne Street 
San Francisco, CA 94105

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Ms. S. Kimberly Belshe 
Director
Department of Health Services 
714 P Street, Room 1253 
Sacramento, California 95814

RE: CA-95-001-ADM

Dear Ms. Belshe:

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 Qctober 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 Qctober 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 (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.

Applicable Law, Regulations, 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. In 
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) . In 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



Page 3 - S. Kimberly Belshe

claimed are supported by an adequate accounting and 
statistical system.

• 45 CFR 74.53 and 0MB 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.

• 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

Claimincf 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 overhead activities 
in the outpatient clinic setting were being coded and claimed as 
administrative activities under 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.g., 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.

Claimincf 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 lOB 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 
oppcprtunity 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,

Enclosure

Nancy Dapper
Acting Regional Administrator
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SUMMARY OF MAC DISALLOWANCE BY COUNTY 
QUARTER ENDED JUNE 30, 1994

County

Alameda
Amador
Calaveras
El Dorado
Fresno
Hmnboldt
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 SeCHETARV OF HEALTH AND HUMAN SERVICES 
WASHINGTON, D.C. ZOTOi

MAR I B95

The Hocorabie Pete Wilson 
Governor 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 tiie California Department of Health Services, a copy 
of which is attached.

Although we arc required to disallow the claim we rcccaved in September, let me assure you ' 
that 1 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 Jissist 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 vdiat options might be available 
following the disallowance of tite State's September 1994 claim. The Administration 
believes it is important to make every effort, and to work as hard and as quickly as 
fKJssible, to explore all avenues for addressing this situation.



As set forth more fully in HCFA's letter to the California Department of Health Services, we; 
arc required to disallow ptqrment 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 wfai<di 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 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 P.03
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U.S. DEPARTS CNT or HEALTH AND HUMAN SERVICES

March 1, 19S>5 Contact: HCFA Press Office

(202) 690-6145

FEDERAL MEDICAID FUNDS DENIED

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

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

assistance: I

o An Ajjministration 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 
couldiidentify, 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' 
(inclujding design of a targeted case management system and increases in provider 
reiml^rsement 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 j^s Angeles County and State officials to discuss what options might be 
availajble following the disallowance of the State’s September 1994 claim. The j 
Admiinistration believes it is important to make every effort and to work as hard i 
and ak quickly as possible to explore all avenues for addressing this situation.

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

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

aud
(o a signijficant number of the claims are for services not covered by Medi- 

Cal, iqcluding non-medical social services.
i '

The source the problem is California's new Medi-Ceil Administrath'e Claiming (MAC) 
^tem, which is seriously flawed.

HISTORY AND BACKGROUND — California recently began using an administrative 
claiming ^stem 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 abtivities of county employees and their contractors which were then to be 
claimed as Miedicaid administrative costs.

o Much jof 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.

1

o A clai^ 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.

1 ,o While jportions 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 j 
concerns about the system. The first request for approval of the entire MAC j 
system; was not made until October 1994, a month after the $315 million in daintsi 
were sjubmitted to HCFA.

o HCFA conducted reviews of 30 facilities in 3 counties, as well as a MAC fiscal 
reviewj in each of the counties, to detennine the reliability and validity of the I 
MAC isystem. 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.

o Based'ion these findings, HCFA deferred payment of the $315 million MAC claim 
in Oetpber 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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I

If MA[C'generated claims were approved, California would be spending, on
three times more than other states in Medicaid administrative costs. The 

MACjgenerated claims would also represent twice the previous rate of 
] istrative spending by California itself.admin

The Sitate estimates that the annu<ilized 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.

2.

3.

TTie s|^em lacks the capability to distinguish between allowable Medicaid j i
administrative costs and costs for services that have already been reimbursed by i 
federal and other sources.

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

i

The time alleged to be Medicaid claimable is not directly associated with specific 
Medicaid eligibles, but is projected to Medicaid ellgibles 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 MACjgenerated 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 1 
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:

i . .
o Pharmacists at clinics would claim the time they used in counseling patients abouti 

the drugs that had been prescribed as Medi-Cal administration, even though these 
activiUes are already reimbursed through clinic payments or pharmacy dispensing j 
fees, i

o Nurse; were claiming activities related to giving immunizations and reporting 
medic il 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.

I
o Claim^ 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.

I i
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Correctional officers in juvenile or adult detention fadlities were coding some of 
‘h tiip.e as a!iOv,'abIe Medi-Cal administrative activities. But ser\vices to inmates' ' 
of pul|lic institutions are not covered by Medicaid.

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

j
j

i ###

ii^

I

ii

I r
I I

! I

TOTHL P.12
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DRAFT - FOR DISCUSSION ONLY

DETERr^iiNED TO BEAN 
ADMiNlSTRATiVE MARKING
lNrnALS:IEkv.„D;TE:

PRIVILEGED AND CONFIDIjjmAL - ATTORNEY-CLIENT/WORK PRODUCT 

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.



PRIVILEGED AND eONFIDENTL^L - ATTORNEY-CLIENT/WORK PRODUCT 
FOR DISCUSSION ONLY

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 
CaUfomia 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 CAUFORMA-ICAini AND WHFARE AGENCY POE WnSON,

DEPARTMENT OF HEALTH SERVICES
TU/rU P STIffiEI 
p.a SOK 942m
SACRAMENTO, CA F4234-7320
(916) 6S7'1425

February 24» 1995

Kr. Bruce Vladek» Administrator 
Health Care Financing Adninistration 
Hubert H. Humphrey Building 
200 Independence Avenue, S.W.> Room 309G 
Washington, D.C. 20201
Dear Nr. Vladek:

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), statli^ 
that the Department of Health Services would like to conduct a joint review 
with the Office of the Inspector General (OIG) 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 issue 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,

-Jr.
S, Kimberly Bel she 
Director

Enclosure
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STATE OF CAU»0«W—«EAUM AND WHFAflE AOCNCT

yi2i32bye)b2t.2 H-yaa/fekii

wte Wilson,
DEPARTMENT OF HEALTH SERVICES
714/744 7 STHBET 
PX3. BOX 947732 
SACRAMENrO. CA 94334-7S30

(916) 654-0391

Hr. Michael A. Piazza 
Acting Rational Adalnlstrator 
Health Care Financing Adainistratlon 
75 Hawthorne Street, Fifth Floor 
San Franclaco. CA 94105

Dear Hr. Piazza:

On Decenber 23. 1994, Thom Coupar from Health Care Financing Administration 
(HCFA), Region IX, Doug Leonard and Jerry Hurst of the Office of Inspector 
General (OIG) met with me and neoftierG of ay staff. The 016 presented DHS with 
an overview of their findings from a review of Medi-Cal Administrative claims 
submitted by Los Angeles County (LAC) to DHS. the single state agency, from 
varlo\is county contractors claiming federal reimbursement through the Title XIX 
Hedi-Cal Administrative Claiming (MAC) program.

At the conclusion of the OlG's presentation, there remained some unanswered 
questions and a lack of agreement about the meaning of the findings. In order 
to clarify these matters, DHS is requesting that you authorize the OIG auditors 
to accompany DHS internal auditors and MAC staff In an expanded follow-up review.

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

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

Sincerely,

0rV«'

John Rodriguez 
Deputy Director 
Medical Care Services

TOTfiL P.003
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