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Supervisors Weigh Cuts 

to Close Budget Gap
■ Finances: Officials seek 

ways to erase $641-million 
shortage arising from 
unpaid reimbursement 
claims for health program. 
Hiring freeze, layoffs are 
among possibilities.
By CARLA RIVERA ‘
TIMES STAFF WBITEB

Faced with a stubborn S641 -mil­
lion gap in this year’s budget, the 
Los Angeles County Board of Su­
pervisors set in motion a plan of 
acUon Thursday that could result 
in a reductions in health services, a 
hiring freese and layoffs of county 
employees, possibly as early as 
next month.

The move toward a dramatic 
shake-up came as the board was 
buffeted with bad news about the 
financial outlook for the 1995-96 
fiscal year, which begins July 1. All 
told, the county could wind up 
facing the new fiscal year nearly $1 
billion in the red. give or take 
several hundred million dollars, 
county budget officials said.

With the specter of the Oia.ige 
County bankruptcy ever present, 
supervisors ...peared determined 
Thttf sday to try to rein in spending 
habits that have left the county on 
the brink of crisis for several years.

The county's predicament 
prompted newly elected supervisor 
Zev Yaroslavsky to condemn what 
he called the 'Tonsi-like scheme 
we've been operating under. ”

This should not come as a 
surprise to any of us that we're in 
this situation." Yaroslavsky said.- 
“This is not the first year the 
county has been spending well 
beyond iu means. Today's diseta- 
sion is the kind that should have 
taken place a long time aga"

Yaroslavsky added that the 
county may have to mortgage' its 
future to resolve its problems. TVo 
the e^nt we get ourselves out of 
this hole, we’ve dug ourselves a 
Grand Canyon for 19B5-9&”

Yaroslavsky’s heated denuncia­
tion prompted several of his col­
leagues to defend their actions and 
to argue that promised reimburse­
ments from the federal govern­
ment had seemed like “real” reve­
nue when nnat ht,a0st«

replied an angry Deane Dana, “rve 
never seen a complete turnaround 
of something of this magnitude.” 

The latest emergency stems 
from a dispute with federal health 
authorities over Medi-Cal reim­
bursements the county says it was 
promised and that were included in 
the current Sl4.2-biUion budget 

Los Angeles County is seeking 
$640 million in reimbursements for 
the administrative costs of running 
the health program over the last 
three years.
* The federal Health Care Financ­
ing Administration disputes the 
size of the claim, contending that 
the county may have been double­
billing the government and argues 
that capitulating on the issue could 
set a nationwide, precedent. Offi­
cials with the agi^ncy could not be 
reached for comment Thursday.

After months of lobbying by 
local officials. Chief Administrative 
Officer Sally Reed, who argued last 
year against counting the reim­
bursements in the bud^t conced­
ed to the board Thursday that 
there is little chance of the county 
receiving all of the money—and it 
may not get any.

”0ur level of confidence in these 
. . . revenues is not as high as it 
was at budget time and continues 
to deierioraie," Reed,said- “We 
have been advised verliaUy that it 
is their intent to deny the claim.'’ 

Beyond the rhetoric, the board 
knuckled down and asked Reed to 
come up within the next month 
with recommendations on how to 
fill the gap. Besides layoffs, other 
options include a moratorium on 
hiring consultants and on buying 
property and equipmenL 

R^resehutives of the county’s 
largest employee union decried the 
threat of layoffs.

“We are not Orange County, ’ 
said Gil Cedillo, general manager ot 
Service Employees International 
Union. Local 660. wfakh represents* 
about half at the county work 
force. “We will qppose any propos­
als that attempt to have the work­
ers of this county bear the burden 
of wrong fiscal policies.”

Reed said some of the deficit 
could be filled by $110 million in 
unanticipated property taxes and 
several hundred, million dollars in 
reserves in theh^th depaitment. 

applying that option could
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CALL TO GOVERNOR WILSON 
TALKING POINTS

[Note: Last night HHS and White House ofTicials informed Kim Belshe ("Bell-shay"), 
director of the state's Department of Health Services, that the claim will be disallowed 
tomorrow, so the Governor is probably aware of the disallowance. In that conversation, 
state ofHcials agreed to attend both meetings we have scheduled, and were fairly 
constructive.]

o HHS must disallow the $315 million claim for Medicaid (Medi-Cal) administrative 

costs.

o The claim has serious problems:

The computer system (MAC system) used to generate the claim is flawed.

It appears to produce claims for activities for which Medi-Cal payment has 
already been made.

It also includes costs that are not related to the administration of Medi-Cal.

HHS has no choice about this decision.

The state's decision to assume approval of the claim, and thus to reduce state aid to 
counties in anticipation of that revenue, has created serious fiscal problems for the 
counties, particularly LA County.

We want to work with you and the counties to ameliorate these problems and to try to 
preserve the health care safety net in these counties:

We are prepared to see what can be done to settle this matter quickly. On the 
assumption that you will appeal the disallowance, we have sent White House 
and HHS staff to meet with state and LA county officials tomorrow 
(Wednesday) in Los Angeles to discuss how we might expedite the legal 
process ahead.

We can't control or predict what any discussions will produce. But we are 
cognizant of the need to move quickly, since the counties counted on these 
funds in this year's budget (which ends in June).

We are also prepared to have the White House convene high-level meetings 
between HHS, the state, and the counties to fast-track consideration of the 
merits of claims that have not yet been submitted to us; and to look for other 
sources of relief for the counties. We are holding a meeting on this on 
Thursday in San Francisco.



We need you to work with us in this effort. It will be to no one's advantage if the 
counties have to close hospitals.

HHS has a very strong case for its action:

claim is for activities for which the Federal government has already paid;
there are allegations of fraud in your system by a state employee;
the HHS Inspector General is conducting an investigation;
this can easily be presented as the latest gimmick by states to make a mn on
the Federal treasury;
approval of the claim would put administrative costs in California at 3 times 
the national average.

The bottom line is that you made a decision to put the counties on the line 
financially with a highly questionable strategy for new federal dollars.

Nevertheless it would be prudent for you and for all of us to focus on how we can 
go forward from here, rather than on placing blame. In our press statements, we 
plan to emphasize the steps we are taking to move forward.

Note: If/when the Governor alleges that HHS was involved in the formulation of the MAC 

system:

o Both sides obviously have a position on this, but I don't think it's productive for us to 
try to assign blame here. What I propose we do is work to solve the problem.

[If you wish to get into the specifics: HHS staff were aware of and commented on 
technical aspects of the MAC system, but they had no way of knowing how the 
system would be used. They were never asked for, nor did they offer, an approval of 
the MAC system.]
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“It will literally mean the d03 
ing of coimly hoflpitals, lea ving on­
ly a trauma center.** said Shahnaz 
Nihpay, direch» of finance for the 
Alameda County Health Care Ser­
vices Agency. “AH public health 
progyams such as nursing, family 

flnd iniDuiiizAtloD will b6 
in jeopardy.**

According to the state Illa­
tive analyst, the greatest threat is 
to Los Ang^ which has MediCal 
administrative claims thror^h this 
fiscal year totaling glJ trillion. But 
tb€ losses that Bay Area counties 
face are also substantiaL

San Francisco has daims total­
ing 923 millifln, dating to the inoep- 
tion of the relmhiiisement pro­
gram middle and it could lose an­
other 99 mil^ during the fiscal 
year beginning July!

“This is a serious cash flow is­
sue for ns,** said Dr. Sandra Her- 
nandea; San Frandsools director 
of public health. “We've been de- 
Iwering these programs with the 
expectathm we would be appropri­
ately reimbursed.’*

In all, the legislative analyst's 
office estimates, California's 58 
counties could lose 92 billloa in the 
current fiscal year and the fiscal 
year beginning July 1 if the feder­
al government carries out its 
threat

That would, in turn, affect the 
state budget As part of a deal 
struck last year, the state rakes 
9200 miUktn off the top of county 
leimbnrsements — and.if there 
MEOFCAL PapeA13CoL4

State Facing
$315 Million 

Medi-Cal Loss
Federal officials pull back 

from reimbursing counties
itp Oreg Luccu

ChroitUls SiMramatta Burtau
Sacramento

In a move that could stagger 
California and its cash-strapped 
counties, the federal government 
is expected to refuse payment this 
week of up to 9315 million that the 
counties are banking on to help 
pay for health care services for the 
poor.

Federal officiais say the deci­
sion was prompted by the state's 
soaring claims for MedkCal admin­
istrative costs and some daims 
that the government considers ini-
pK^per.

The acUOu imperils some 933 
million that San Francisco hopes 
to receive this year. Alameda 
County could lose nearly $50 mil 
lion, Santa Clara County as much 
as 948 7 million. Contra Costa faces 
a potential hit of $32 million. For 
San Mateo Cbunty, $18.1 million is 
at risk.

The step is likely to throw the 
state’s current budget out of bal­
ance by at least 9200 million. And 
in the worst-case scenario, analysts 
say. the counties lose 92 billion in 

.. ^ health care funds over this
tiw v, ^ ^ •
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jure no renaburseioeats. the mte 
does not get its cut

Hiat wouM drive this year's 
budget 9200 mOlioii out of balance 
and do the same to next year’s pro­
posed budget

1116 dispute cento's on the fed­
eral program that reimburses 

. ’counties for half the administra­
tive costs of Medi-Cal — detennin- 
ing a perscm's eilgibiUty, finding 
side pmple a doctor or referring 
tfaem to a ciinic lor treatment Ac­
tual health care costs are not in­
cluded in the program.

In letters to the state, the 
al Health Care Financing Adminis­
tration said it decided to audit the 
state’s claims after a dramatic in­
crease In dalms — from 917 mil- 
rum in the 109203 fiscal year to a 
projected' !^ million this year 
and another 9750 mlllioii in the fis­
cal year beginning July 1.

Federal officials also objected 
to some of the items being claimed 
by counties — especial!:' by I»s 
Angeles, which sought reimbutse- 
ment for administrative coots re­
lated to outpatient caie. Because 
of the county’asize.and network of 
dimes, tos Angeles' claims repre^ 
sent 9^ mUUon of the 931S mil­
lion in claims at ssue.

Last December, after a sample 
audit of some of Callfomia’s 9S15 
million in daims, federal health 
administrators told the state De­
partment of Health Services that 
they were deferring pa^^ent on 
all claims pending an investiga- 
tioa

The financing administration is 
expected to formally, announce its 
denial Of payment Ihui^ay. Al­
though the agency Itself is official­
ly sUent on what action It w3l take,

. the state and counties say none of.

)TENTiAl REVENUE LOSS tN WlEDl-CAl OAIMS
K how much the aine Boy A(m cowim ^
imiKntdodtfof not to them for ha)f'^ odmuustratiye coshs

ftCaf, Cahforrua's heeM mrtr program for ^ ,
p of potent fcw tnduM vmobmUied d^ia^Jfom tfie 

fXoUgk the ftsealyeor tfiafbe^Jufy t |

NAPAtC
ICOUKTf \ $6J'mil!]j>n

'.»«»»»" V ^
$14.2 million.

ICOaMTY 
s7 mhlion

CONTKA COSTA couKrr 
$32 miflion sm AIAMEDA COUNTY 

$49.6 million

SANTA ClAKA COUNTY 
$49.7 miirion

the 931S miOion wOJ be paid
San Frandsoo and other coun­

ties have argued that unlike those 
of Los Angeles, their claims do not 

■include ootpsQ^ services and so 
should be paid Hernandez said 
that roughly 30 percent of San 
Francisco^ claims are for public 
health nursing services.

''Our claims are legitimate," 
she said "The costs of these health 
programs are going to grow if the 
federal government doesn’t com­
pensate U9 for the kind of care 
management we have been provid­
ing.’’

OfliOMKlfOt-lfWIC

John Rodriguez, the state's 
Medi-Cal chief, eomplained that 
the federal government knew 
about the state’s claim formula but 
never protested until after the 
claims were filed. He said the state 
will appeal the denial and, if neces­
sary, sue the federal government 
for reimbursement

But Rodriguez is not optimistic 
about a quick setOement. “My best 
advice to counties.” he s«d, "is 
that we shonld expect nothing this 
year for planuing purposes but 
work as hard as we can to g^ as 
much as we can as quickly as possi-
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ROLLOUT OF CALIFORNIA MEDICAID DISALLOWANCE

Monday
o Communicate plan to LA County supervisors
o Communicate plan to state, state legislature (Brown/Loclg^er), county

association, and invite them to Wednesday meeting in LA and Thursday 
meeting in Sacramento or San Francisco

Tuesday
o Chief of staff calls Governor Wilson
o Brief White House press, legislative affairs, public haison on rollout
o Alert selected members of Congress, broader group of state legislators
o Tell press about briefing the next morning

Wednesday Morning
o Vladeck informs state officials of disallowance 
o Press briefing in Sacramento (Monahan/JohnsonA^adeck) 
o Alert Hill, state legislature, interest groups (HHS staff in Washington)

Wednesday Afternoon
o Editorial board of LA Times (Monahan/JohnsonA^adeck) 
o Meeting on settlement track in LA, led by White House, with state, 

LA county, HHS (who?)

Thursday
o Meeting on other track in San Francisco, led by White House, with state, 

reps from all relevant counties, HHS
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§Q." CALXFOKIIIA lOU: ROLLOUT 
AS Of February 28, 1985 at 12i45 PH
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STATE/LOCAL
PROYIDBRS/AOVOCACY

PUBLIC AFFAIRS LBOISLA

MOHDAT
Afternoon Reserve Capitol Press Room for 

Wednesday (Johnson)

Prepaore Media Advisory (Gardett)

Finalize copies of public 
documents: Secretary Letter 
(Allen), Dapper Letter (Pokaski), 
Pact Sheet (Gardett).

Arrange L.A. Times editorial board 
meeting (Gentry)

6:00 PM EST Calls to L.A. County supervisors 
(Jobnson, Monahan, Fortune,
Emerson)

6:45 PM EST Call to Speaker Willie Brown 
(Johnson, Monah2ui, Fortune,
Emerson)E
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8TATB/L0C9Oi
PROVIDBR8/ADVOCACY

PUBLIC AFFAIRS LB8IBLAT

T0B8DAy
8:00 AM EST Faye Baggiano and Cam Gardett leave 

for Sacramento.
9:00 AH EST BCFA creates final version of 

Secretary's letter (Pokaski) and ES 
obtains signature by 12:30 PN 
(Allen). Vladeck takes originals 
plus 100 copies on flight at 1:00 
PM. (Pokaski)

Handle pre-decisional press 
Inquiries. (Gentry, Richardson)

HCFA assembles final copies of DES 
letter. Dapper letter, fact sheet, 
and Qs & As. Distribute materials 
to all staff and to Gardett and 
Baggiano. (Pokaski, Allen)

Prepare talking points for post- 
L.A. meeting press. (Fortuna)

10:00 AM EST

E
O
QL
U.

cnCM

incncn
CO
7CQ
LU
LL

COUFIRME 
Haxman, 
Boxer, S 
Taylor)

12 Noon EST Call L.A. County to finalize 
arrangements for Wednesday 4 PM 
meeting. (Johnson, HCFA RO)

Copies of all 3 public documents 
duplicated for distribution (HCFA 
RO)
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D Background briefinga for 
Fazio, Pelosi, Katsui, 
tark, Feinstein (Xlapner,
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SZATB/LOCAL
PAOVIDBRS/ADYOCACT PUBX.ZC AFFAIRS LBOiSLAl

1:00 PH EST1 10:00 AM PST Calls to 2nd tier state legislators 
& northern California counties 
(Johnson, Monahan)

Call SEIS and AFSCKE/California. 
(Johnson)

Calls to select provider groups. 
(Johnson)

Vladeck departs HHS for a x>tx 
flight to Sacrattento with copies of 
final public documents.

Hake list of contacts at major 
California newspapers, especially 
affected counties for contact on 
Wednesday (Gentry)

2:00 PH EST
11:00 AH PST

Calls to California State
Association of Counties (CSAC) 
(Johnson).

Background calls to key California 
media. (Gardett)

Backgrou
Commerce
Finance

3:00 PH EST
12:00 PH PST

Finalise list of national provider 
and advocacy groups to whom 
materials will be distributed on 
Wednesday (Chang)

Finalize list of California 
provider and advocacy groups to 
whom materials will be distributed 
on Wednesday (Dapper, Johnson)

Press advisory to major newspapers 
with offices in state capitol (Lee)

Advisory (FYI) to other key media 
(Gentry, Lee HCFA RO)

Review room, provide media 
background as needed (Baggiaao, 
Gardett).

5:00 PM EST Monahan departs HHS for xxxx flight 
from XXX.S)N

incncn
ICDCM
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ZOH

nd Briefings for Senate 
Committee and Senate 

Committee (Taylor, Chang)
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8TATX/LOCM.
PROTZDBRS/ADVOCACT

PUBLIC APFAZRB LBGISEJkl

6:00 PM EST Call to Governor Wilson (Fortuna)
WBDHBSDAY

8:00 AM PST
11:00 AM EST

CONFIRMED Meeting with Belshe, et 
al at XXX.

Hand deliver letters to Belshe. 
(Vladecfc, Monahan, Johnson, Dapper)

Fax documents to Governor *s 
California and Washington offices 
and confirm receipt (Woods)

9:00 AH PST
12:00 NOON EST

Fax materials to CSAC for 
distribution to counties. (HCFA RO)

Call NGA, NCSL, NACo, and APWA to 
advise of disallowance. (Woods)

Call and fax materials to national 
advocacy and provider groups.
(Chang)

Call and fax materials to
California provider and interest 
groups. (HCFA RO)

CONFIRMED Sacramento Press Briefing 
(Johnson, Baggiano, G^u:dett,
Vladec)c, Monahan, Dapper, Eden)

— Johnson opens 
— Vladeck discusses

Distribution of public documents to 
select non-^attending California 
press. (HCFA RO)

Distribution in Washington of 
public documents by request.
(Gentry)

10:00 AM PST
1:00 PM EST

Press Calls (Vladeck, Johnson, 
Monahan, Dapper, Baggiano, Gardett)

National press calls go to Vladeck; 
if Vladeck not available, then to 
Richardson.

Calls to California press (Gardett)

CONFIRM! 
Califorr 
Ch2U)g, F

£:
oOL
Li.

incncntH

I
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lOH

:d Hill briefing for entire 
lia delegation (Taylor, 
;ichardson)
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8TATB/LOCAL
PROVZDERS/ADVOCACT

PUBLIC APFAIRB LBOZSLA'

X0:30 AM PST
1:30 PM EST

11:00 AM PST
2:00 PM EST

Vladeck, Monahan, Johnson, Dapper, 
Gardett, Bagginano leave for 
airport, xxx flight # departs xx, 
arrives LA International at xxx.

12:XX PM PST
PM EST

Ground transportation provided by 
HCFA RO.

Afternoon meeting 
(tentative)

Brief California state legislative 
staff. (HCFA RO, person to be 
designated)

3:00 PM PST
6:00 PM EST

CONFIRMED Meet with L.A. Times 
editorial board at Times Mirror
Bldg. (Vladeck, Monahan, Johnson, 
Gaordett)

4:00 PM PST CONFIRMED Meet with state and L.A. 
County officials at L.A. County 
Building. (Hewlrth, Johnson,
Nonedxan, Dapper, Eden, For tuna, 
Gardett)

5:00 PM PST Handle press after the meeting with 
the state and L.A. County officials 
(Johnson, Lee, Monahan)

Complete preparation of agenda, 
materials, and logistics for 
Thursday's meeting with counties 
(Dapper, Lee)

X:XX PM PST Driven to LAX by HCFA RO (xxx) for 
xxx flight # xxx departs xxx and 
arrives San Franciso at XXX.

Stay at xxx Hotel; (xxx) xxx-xxxx.
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8TATB/L0CAL
PR0TIDE118/ADV0CACT

PUBLIC AFPAISa LEOI0XJ

VBUMDAY
10:00 AN PST
1:00 PH EST

Meeting at the HCFA San Francisco 
Regional office with California 
state and county officials, CSAC 
(Dapper, Johnson, VladecX, Monahan, 
Fortuna, Newlrth,+ Dapper, Eden, 
Lasowski, Baggiano, Gardett)

11:00 AM PST
2:00 PM EST

Infomal contact with reporters if 
present. (Johnson, Gardett,
Baggizuno)

1:00 PM PST Brief provider groups (Dapper 
Johnson)

2:30 PM PST Brief labor unions (Johnson,
Dapper)

4:00 PM PST Brief advocacy groups (Johnson, 
Dapper)

CM
n

CD
(M
CD
CD
LL

IfOTKB

in neetinga with multiple HHS/HCFA staff, the person listed first and bolded takes the lead for the meet
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DRAFT 2/24/95

The Honorable Pete Wilson 
Governor of California 
State Capitol, First Floor 
Sacramento, iCalifornia 95814

Dear Governor Wilson,

\j

r

^(Xrn U)rr+70<? ^l4e««t-to inform ybu thatue U.S. Department of Health and Human Services must 
disallow payhient 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 
oroeram. This determination)irw^mred by the Medicaid statute,«aA is more fully 
desCTibed in the Health" Care Financing Administration’s letter to the California 
Department of Health Services, a copy of whichJs attached. L
UCSCriUCU ni UlC ncaiuu v^oiv A ii4caAiviu5 ^^**A«^**%*^>^*. - —-
Department of Health Services, a copy of whichjs .attached 

'jjjJ/ Although we are required to disallow the claimoSi^eived in September, let me assure

^ ^ approacbes^BJjvhieh the Administratioiymay assist you in addressing the fiscal situation I

QJ^ ^ o ^Thave assembled-an Administration 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 have scheduled a meeting with
your staff and representatives of the affected counties on__ to review ways the
State could identify legitimately allowable activities imbedded in the MAC claim

4-Y«a \/C A/^ mrrfAm Q\/ail9l^lA frlA

o A group^ Administratiojmficials wil^tlEo meej>^th State and Los Angd 
Couni^^taff on__ to^^sider any options available to make less severp^e

ding budget c^iiis in Los Angeles C(

yciu know, the Departmental^pg^process is simultan^e<isly available to the 
State ishould^j/^ cEwse to seek rp^sideration of the dis^owance. Should you 
choose to^peal, I will do all^fat is in my power toelfsure that my lawyers work 
with you« to expedite the a^^als process. ^



A group of Administration officials has also scheduled a meeting in Los Angeles with Los 
Angeles County and state officials to discuss what pptions might be available_ following the 
disallowance of the state's September 1994 clainjrT'Assuming that the state is incimed'tO' 

^pilfsue^irppeal of the disallowance of its claim, the Administration is prepared to explore 
C settlement options with the state promptly. Of course, the HHS disallowance was bas^ on 

1 the merits of the claim, and therefore the options and prospects for a meaningful settlement 
)^'-may-be4iinited„.... Ji«^^ believe if is important to make ^ effort, and to work as hard and as 

quickly as possible, toje
achieved.

, see if a mutually acceptable settlem^jt of this dispute might be

—

-t4^
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Page 2 >• The Honorable Pete Wilson p r,

^e are required to disallow payment of the adminisUative claim because California’s 

new Medi-Cal Administrative Claiming (MAC) system, which was used to identify Medi- 
Cal administrative costs incurred by counties, is seriously flawed. The claim generated 
by the MAC system includes inaccuracies and in large measure appears to represent 
activities that were part of clinic services for which Medicaid payment had already been ■ - f ‘-J 
made. In adidition, a significant portion of the remainder reflects services unrelated to 

the administration of Medi-Cal.

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

administrative costs for Medi-Cal. .... „

P|p^a«»Jg‘.t-inRknQa>c4.fj-eatr'tfe~~of~any~further“ass»fau^e ui If'you' have any questions 
^^outjnu^iigoing activities toh^i'p fTalif«^Tmfi assist the counties in preserving quality 

healtb-edre ^rvices.

■ML
n0^,
i

Sincerely, 

Donna Shalala

)

A- coowt-T ^,OUA
• 1
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February_, 1995
(Draft; 2-^-95)

Contact; HCFA Press Office 
(202) 690-6145

FEDERAL MEDICAID FUNDS DENIED

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

Although HCFA is required to disallow this claim, it is sensitive to the serious fiscal 
situation of the affected counties and has offered to provide any appropriate assistance to the 
State and to the countie^ia' OfdecJo preserve the health care safety net. HHS is moving 
forward on several frontsfo 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__ to review ways the Slate could identify
legitimately allowable activities imbedded in the MAC claim which are independent of 
the MAC system, 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

A groiip of Admini|p«ion officials will also niegt^ith State and Los AngelM,.)0bunty
staff on__ tocomider any options availa^le^ alleviate the impending ^Jidfet crisis
in Los' Ang^Je^ouniy.

The Departmental appeals pro^e^s is simultaneously available tp^e State should the 
Sjade choose to seek recon^deration of the disallowance. SJiwild the Slate choose to 

'’^peal, the Departmem,-^ul do what it can to ensure ih^pun expedited appeals process 

is available to the Stdm of California.

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

1for the most part, the claim does not represent additional administrative costs, . ^ 
but ra^er cosTJasseciated-whlrmeUiuil taie. and mosuof-these-costs-have “fLUl/O

services:

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

t4«r
0 a significant number of the claims are for services not covered by Medi-Cal,

including non-medical social services. ^pcJUM.

The source of the problem is California’s new Medical Administrative Claiming system ^ { 
(MAC)) Pgl^wfeg-^evcral months of mtemive-work,-HCFA bas-determined-thaLthis-system 

c/is seriously flawed.
Cloi'U^V

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

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

A claim of $315 million was made by the State on September 2, 1994, representing 
costs identified by the MAC system for 34 coimties and covering the peri^ July 1, 
1992 to March 31, 1994. Los Angeles County costs represent 92 percent of the

0 While portio^m fte’MAC system had been described to federal officials during its 
^ ^ . . p development^ a full view^ the MAC system and its application was not provided to
- ; HCFA until Ai^t 19^^^which time HCFA began expressing its concerns about

the syistem. TheYlr^dim^request for approval of the MAC system was not made j 
until October 1994, !ka^«p after the $315 million in claims were submitted to

^ \js^ in:Qarvu2j2,^

Following submission of the claim, HCFA conducted reviews of 30 facilities in 
3 counties, as weil as a MAC fiscal review in each of the counties, to determine the 
reliabhiiy 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 
as usejd in several providers was conducted by the HHS Inspector General. The 
review /s established that the MAC system as applied is severely flawed and that most 

claims it has generated are not valid Medi-Cal administrative costs.of the
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^5.

Based jon 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 Slate responded, but its information does not support the validity of the MAC 

system claims.

If MAiC-generated claims were approved, California would be spending, on average, 
three times more than other states in Medicaid administrative costs. The MAC- 
genersited claims would also represent twice the previous rate of administrative 

spending by California itself.

-f' The Smte estimates that the annualized Federal cost of MAC system claims would be 
approiimately $750 to $825 million when MAC claims are regularly submitted by all 

^4'' counties. These claims would be for additional Medicaid administrative costs that
Califoniia would be claiming for the first time, based on an unproven new claiaung

'Sj V an

.-V'
V.

^ systen^. Further, before receiving HCFA’s decision on the system, the State

■A'

'^reportedly decreased its payments to counties based on the anticipated increased 

payment for thes_e claims-.— " "

SYSTEMIC PROBLEMS in MAC - Among the fundamental problems with the MAC 
system are the following; ^

1. The system lacks the capabilitv to distinguish between allowable Medicaid
admiriistraiive costs and costs/which have already been paid^ljy-fe^ral^and other

■~>.sources.

The categ
IS

ities whichrV6ddes-as-Medicaid claimable are so broad as to
e"^o

3.

capture bcito claimabl^nd non-claimable time, indiscriminately.

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

lO T'J

tnj/ ... Revi<
^ appear to represent not administrative costs, but medical services or overhead costs for which 

I Medicaid payment has already been made as a medical service or clinical service payir -"
yla addition, significant portions of the claims represent activities with tangential or no 
/ connection tq the Medicaid program. Examples include;

0 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.
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I

Nurses were claiming activities related to giving immunizations and reporting medical 
test reUts as Medi-Cal administration. Both actions are part of providing a Medicaid 
service and are not Medicaid administration, and these actions is already
reimbifrsed through the medical services rate and caiTnot re claimed again as
administration. \ ^ /

I

Activities outside the scope of services covered by Medi-Cal, such as referrals for 
housing, social services, chUd care and legal services. Correctional officers in 
juvenile or adult detention facilities were coding some of their time as allowable 

Medi-Cal administrative activities.

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

HHS ASSISTANCE - County officials have said they may have to impoVe severe budget 
nsductions if MAC claims are not approved. In part, this is due to the Sute repor^y
withholding jiayments to counties in anticipation of federal reimbursemenP. HHS is aware of 
the serious problems some counties will face, and is committed to providing the lcg^ly_ 
appropriate a<<;istance that it can. i/rAn Administration te^ is in California to meet with'^ 

/Sni-afidTE^counUes to review wajs to idenUfy legitimately allowable claims imbedded in\ 
n the MAC clajm which are independent of the MAC system and options available to the State,. 
/ to increase fiinding to the counties. The Administration team will hold a separate meeting ' > 

/ with the State and Los Angeles County to discussNthai couhly'> pailiCotatly. seriousjMdge*
^ probtea^-^SJaias^ offered-diatv^ould-j^^te-oheese to appeal-^ie-4isalk»M^

■'flHS^^ill^iall thatJt ia^jensure-an-ejgiedita^af^als-pw

m

a ’

I '
1 I

i i'
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DRAFT - FOR DISCUSSION ONLY
PRIVILEGED AND CONFIDENTIAL - 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 Department 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 CONriDENTIAL - 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 umelated to the 
administration of Medi-Cal.

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

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

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

The ultimate goal of this process is to determine whether we can identify legitimate activities 
that are eligible for Federal matching funds and to do so quickly.
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February 25, 1995

TO:

FR:

John Emerson 
Steve Neuwirth

Diana Fortuna\

Here is Friday night’s redraft by HHS of the Secretary's letter 
to Governor Wilson and the press release. See especially the 
description of the LA County settlement track.

cc: Martha Foley
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The Honorable Pete Wilson 
Governor of California 
State Capitot First Floor 

Sacramento, jCalifornia 95814

Dear Governor Wilson,

jA

A

I regret to inform you tha^ 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 detennination is required by the Medicaid statute and 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 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 to suggest several 
approaches in which the Administration may assist you in addressing the fiscal situation

assembled an Administration team that is ready to pr^de assistance 
immediately to the State and its counties regarding options/lo address the 
counties’ fiscal situations. As you may know, we have scheduled a meeting with
your staff and representatives of the affected counties on ^__to review ways the
State ^uld identify legitimately allowable activities imbedded in the MAC claim 
which are independent of the MAC system, options available to the State to 
increase fiinding for the counties (including design of a targeted case managemen 
system and increases in provider reimbursement rates), and the establishment of < 
legally appmpriate mechanism for making future administrative cost claims

A group Im^dministration officials wil^l:lals.d)meet with State and Los Angeles 
County staff jog-r to consider any options available to make luui LiiivuriT the 
impending budget crisis in Los Angeles County.

As ydu know, the Departmental appeals process is simultaneously available to th« 
State ishould you cEdose to seek reconsideration of the disallowance. Should you 
choose to appeal, I will do all that is in my power to ensure that my lawyers work 
with yours to expedite the appeals process.

i
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Page 2 - The Honorable Pete Wilson

We are required to disallow payment of the administrative claim because California^ 
new Medi-Cal Administrative Claiming (MAC) system, which was used to identify Medi- 
Cal administrative costs incurred by counties, is seriously flawed The claim generated 
by the MAC system includes inaccuracies and in large measure appears to represent 
activities that were part of clinic services for which Medicaid payment had 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 C()sts. 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 extraordinaryjate^of 
approximatefy 14 to 15.5 percent of Medicaid services costs when MAC claims are 
regularly submitted by all counties. This would be more than three times the average fo 
Medicaid administrative costs in other states, and more than twice the historic rate of 
administrative costs for Medi-Cal. ________

Please let me Imow ifJLcarrhTeofany further assistance or if you have any questions ' 
about our oiigoing activities to help California assist the counties in preserving quality 
health care Services.

Sincerely,

Doima Shalala
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Contact:
2-24-95)

HCFA Press Office 
(202)690-6145

FEDERAL MEDICAID FUNDS DENIED

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

Although HCFA is required to disallow this claim, it is sensitive to the serious fiscal 
situation of the affected counties and has offered, to provide any appropriate assistance to the 
State and to the counties, in order to preserve the h^th care safety net. HHS is moving 

forward on several fronts to provide assistance: ^

o An Administration team has been assembled that i^eaSym provide assistance
immediately to the State and its counties regarding options to address the counties’ 
fiscal situations. This team has scheduled a mating with State staff and 

representatives of the affected counties on to review ways the State could identify 
legitimately allowable activities imbedded in the MAC claim which are independent of 
the MAC system, 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 fiimre administrative cost claims

A groii{fof Admini^tion officials will also meet with State and Los Angeles County 

__ to consider any options available to alleviate the impending budget crisis 
in Los' Angeles County.

The Departmental appeals process is simultaneously available to the State should the 
State choose to seek reconsideration of the disallowance. Should the State choose; to 
appeal, the Department will do what it can to ensure that an expedited appeals process 
is available to the State of California.
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^ The State’s claim puiponed to cover additional administrative costs incurred by counties
under the State’s Medi-Cal program. However, HCFA found that:

o for ihd most part, the claim does not represent additional administrative costs, 
but ra^er costs associated with medical care, and most of these costs have 

already been federally reimbursed as medical services;
! ;

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

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 Medical Administrative Claiming system ;
(MAC). Following several months of intensive work, HCFA has determined that this system

•; !

ii J

HIS'fORY AND BACKGROUND — California recently began using an adminKtrativefPRY AND BACKGROUND — California recently began using an
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 : ^v 
identify the abtivities of county employees and their contractors which were then to be ^
claimed as Miedicaid administrative costs.

• V—^.C
Muchiof the public health and human services system in California is administered by 
county governments. California developed the Medi-Cal Administrative Claiming 
(MAC) system in an effon to identify county Medi-Cal administrative costs for the 
purpose of claiming a federal match.

A cla^ of $315 million was made by the State on September 2, 1994, representing 

costs identified by the MAC system for 34 counties and covering the period July 1,
1992 to March 31, 1994. Los Angeles County costs represent 92 percent of the 
claim.

While portions of the MAC system had been described to federal officials during its 
development, a full view of the MAC system and its application was not provided to 
HCFA until August 1994, at which time HCFA began expressing its concerns about 
the sylstem. The first formal request for approval of the MAC system was not made 

imtil October 1994, a month after the $315 million in claims were submitted to 
HCFA.

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

systein claims.

If MAjC-generated claims were approved, California would be spending, on average, 
three ^imes 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 
approiimately $750 to $825 million when MAC claims are regularly submitted by all 
counties. These claims would be for additional Medicaid administrative costs that 
California would be claiming for the first time, based on an unproven new claiming 
system* Further, before receiving HCFA’s decision on the system, the State 
report^y decreased its payments to counties based on the anticipated increase in 
federail payment for these claims.

SYSTEMIC PBnRT.P.MS in MAC - Among the fundamental problems with the MAC 

system are the following;

1. The system lacks the capability to distinguish between allowable Medicaid 
admiriistraiive costs and costs which have already been paid by federal and other
sources.

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

3. The time alleged to be Medicaid claimable is not directly associated with specific 

Medicaid eligibles, but is projected to Medicaid eligibles based on the gross 
percentage of eligibles served by an agency. Review 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 tq the Medicaid program.. Examples include;

!0 Phamiiacists 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.
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Nurses were claiming activities related to giving immunizations and reporting medical 
test remits as Medi-Cal administration. Both actions are part of providing a Medicaid 
service and are not Medicaid administration, and the cost of these actions is already 
reimbt^rsed through the medical services rate and can not be claimed again as 

administration.
IActivities outside the scope of services covered by Medi-Cal, such as refenals for 

housii^, social services, child care and legal services. Correctional officers in 

juvenile or adult detention facilities were coding some of their time as allowable 
Medi-Cal administrative activities.

Portions of general state public health education campaigns concerning alcohol, 
tobaccjo, or drug abuse prevention were being claimed as Medi-Cal administrative 

costs even though they had no direct relationship to the Medi-Cal program.

HHS ASSISTANCE - County officials have said they may have to in^ose severe budget 
reductions if MAC claims are not approved. In part, this is due to the State reportedly 
withholding jiayments to coimties in anticipation of federal reimbursement. HHS is aware of! i 
the serious problems some counties will face, and is committed to providing the legally 
appropriate assistance that it can. An Administration team is in California to meet with the 
State and the! counties to review wa>s to identify legitimately allowable claims imbedded in 
the MAC claim which are independent of the MAC system and options available to the State.^ 
to increase fiinding to the counties. The Administration team will hold a separate meeting J 
with the State and Los Angeles County to discuss that county’s particularly serious budget' 
problem. HljlS has also offered that, should the State choose to appeal the disallow^ce,
HHS will dolall that it can to ensure an expedited appeals process.

m » 7L^\/0 \
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CALIFORNIA MAC ROLLOUT 

TIME TABLE

h^t cM h

9
7

Rollout Items Completed:

Letters notifying state:
Secretary letter to Governor Wilson 
HCFA San Francisco Acting Regional Administrator- (Dapper) 
disallowance letter to Belshe

o

o

o

Pre- and post-decisional fact sheets 

Q&As (for internal use only) 

Chronology (for internal use only)

7

-SfS’

^ Com (Lwi Ov^

k^ir-K. „vJrA

i'H'-
;

Three Days before Announcement (Friday, 2/24) 

o
Wt w ^

HCFA press office to assemble lists of press:
Short list of press to be invited to technical briefings 
on the day before announcement
Longer list of press to be contacted on day of 
announcement.

OLIGA/ASL to determine who will make calls to Members and 
Committee staff.

OLIGA in consultation with OS/IGA, SF/RD, HCFA RO, OA, AACRC, 
and MB will prepare list of governmental and interest groups 
to be informed the day of announcement.

Final meeting with White House has been held, and they have 
had a chance to review and comment on final rollout package.

Disallowance letter is signed by Dapper and copy is forwarded 
by express mail to HCFA/ES (Somsak) by COB.

Two Days Before Announcement (Monday, 2/27) 

o

\\au4 \ rci Jc

All participants in CA rollout meet to walk through rollout

?(jwvoe. rvxTo^

A/o shA jujj .

i>7u/L

aJ^



Day before Announcement (Tuesday, 2/28)

o Hold technical/background briefings for selected Hill staff 
and short list of press.

o By noon, copy of complete package of materials are provided by 
HCFA/ES to Secretary, CoS, OASPA, OS/ES, OS/IGA, ASL, OGC and 
RD.

o Technical/background briefings for State legislators and 
selected county officials, (late phone calls to county 
supervisors)

o Letter to Governor is signed by Secretary by COB.

o Vladeck and HHS team fly to Sacramento.

Day of Announcement (Wednesday, 3/1)

o In the early morning, HHS Sacramento team

Issues press briefing notice
Briefs selected state and local officials
schedules editorial board meetings.

o Beginning at 2:00 am EST/ 11:00 am Pacific, the following 
events happen in sequential order:

Secretary's letter and copy of disallowance letter are 
faxed to Wilson by OS/ES
Vladeck visits/phones Belshe about disallowance letter 
Disallowance letter (and copy of Wilson letter) is faxed 
by on-site team to Belshe (or handed to her by Vladeck) 
Monahan visits/phones Governor's office about the 
disallowance letter
Simultaneously (after confirmation from Pokaski that the 
items above have been completed):
+ ASL places Hill calls to Commerce Committee 

(majority/minority) and other key California 
members

+ HCFA press office informs press contacts on short 
list

+ OS/IGA, OLIGA, and SF RO inform and fax materials 
to relevant national governmental and interest 
groups, and California counties [possible 
conference call with Northern and Southern 
California counties]

Shortly after 11am PST, Vladeck and Sacramento team hold 
press briefing
ASL/OLIGA make calls to other California congressional 
delegation members



Late Afternoon;

ASL/OLIGA briefings for California Delegation, other 
Committee staff
Vladeck meets with editorial boards in LA area. 
OLIGA/IGA will place calls to NGA, NCSL, APWA and NACo

All press calls will be directed to the HCFA Press Office 
and handled as follows;

Calls from major non-CA media (e.g.,
Washington Post, New York Times) will be 
referred to Sally Richardson for response; and

All other calls will be handled by Faye 
Baggiano and Pam Gentry.

Day After Announcement (Thursday, March 2)

Vladeck available until early afternoon to speak to 
press, do editorial boards. Flies back in afternoon.
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The Honorable Pete Wilson 
Governor of California 
State Capitol, First Floor 
Sacramento, California 95814

Dear Governor Wilson,

I regret to inform you that 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 is compelled by the Medicaid statute and 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.

California’s new Medi-Cal Administrative Claiming (MAC) system, which was used to 
identify Medi-Cal administrative costs incurred by counties, is severely flawed. The 
claim generated by the MAC system includes inaccuracies and double billings. The 
greater part of the claim appears 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 reflects services unrelated to the administration of Medi-Cal.

The magnitude of the State’s requested increase for administrative costs was particularly 
surprising to me. Nationally, the state average for Medicaid administrative costs is 
a’ppf6jdmafel7?-5 percent of Medicaid services costs. California’s administrative costs 
even without MAC were approximately 6.3 percent of its Medicaid services costs. 
However, California projects that its administrative costs would run at the extraordinary 
rate of approximately 14 to 15.5 percent of Medicaid services costs when MAC claims 
are regularly submitted by all counties. This would be more than three times the 
average for Medicaid administrative costs in other states, and more than twice the 
historic rate of administrative costs for Medi-Cal.

If these claims were permissible, they would represent Medi-Cal bureaucracy costs that 
were far too high. In fact, however, the MAC system as applied is flawed, and the 
claims it generates are largely not permissible. Our reviews so far indicate that most of 
the MAC claims represent activities that are not administrative costs, but rather are 
costs associated with the provision of medical care. In most of these cases federal 
payment has already been made for the services, either by the federal Medicaid program 
itself or by other federal programs. Therefore the MAC-generated claim represents 
double-billing.
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It is unfortunate that the State of California waited until October 1994, a month after 
submitting the claim, to formally submit its full MAC system for our review. An earlier 
formal review by HCFA could have identified the serious problems associated with the 
State’s use of MAC before critical budget actions were taken. I also understand that the 
State of California prematurely withheld from your counties’ budgets the amount it 
hoped to receive from the federal government for MAC system claims. The State’s 
actions will likely result in serious fiscal problems for some counties, particularly Los 
Angeles County.

Although we are compelled to disallow the claim we received in September, let me 
assure you that this Department wishes to work with you to provide legally appropriate 
assistance to preserve the health care safety net in these counties. For example:

o HHS and State and County representatives are today concluding a three-day 
meeting to discuss in detail ways the State could identify legitimately allowable 
activities imbedded in the MAC claim which are independent of the MAC system. 
At that meeting HHS also provided technical assistance to the State and its 
counties in designing a targeted case management system to increase funding to 
counties in the short-term.

o We have offered technical assistance to the State in increasing the reimbursement 
to county-operated providers (which would, of course, be matched by federal 
funds). This approach would also increase funding to counties in the short-term.

o PLACEHOLDER FOR ADDITIONAL INFORMATION ON ASSISTANCE 
TOCA.

o As you know, the Departmental appeals process is simultaneously available to the 
State should you choose to seek reconsideration of the disallowance. Should you 
choose to appeal, I will do all that is in my power to ensure that my lawyers work 
with your to expedite the appeals process.

In addition to these efforts, I have assembled a Departmental team that is ready to 
travel to Sacramento immediately to work with the State in efforts to assist the affected 
counties. Please let me know if you have any questions about our ongoing activities to 
help California assist the counties in preserving quality health care services for the poor.

Sincerely,

Donna Shalala
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February_, 1995
(Draft: 2-23-95)

Contact: HCFA Press Office
(202) 690-6145

FEDERAL MEDICAID FUNDS DENIED 
FOR INACCURACY AND DOUBLE BILLING

SUMMARY: The Health Care Financing Administration has determined that 
it must disallow the claim of $315 million in federal Medicaid matching funds 
submitted by California on September Z 199A The claim by the state 
purported to cover additional administrative costs incurred by counties under 
the state’s Medi-Calprogram. However, HCFA found that:

for the most pai% the claim does not represent additional 
administrative costs, but rather costs associated with medical 
care, and most of these costs have already been federally 
reimbursed as medical services;

because federal share has already been paid for the majority of 
services claimed, most of the claim would represent 'double 
billing’ of the federal government;

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 Medical Administrative 
Claiming system (MAC). Following several months of intensive work, HCFA 
has determined that this system as applied by the state is severely flawed. HHS 
will continue to work closely with the state to develop an improved claiming 
method that can property identify Medi-Cal administrative costs. HHS will also 
work with California to identify other state-federal actions that could improve 
reimbursement for county Medi-Cal services.
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HISTORY AND BACKGROUND - California recently began using an administrative 
claiming system which purported to identify the costs incurred by counties in the 
administration of the Medi-Cal program. The new system used periodic time studies to 
identify the activities of counfy 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 Medi-Cal 
Administrative Claiming (MAC) system in an effort to identify county Medi-Cal 
administrative costs for the purpose of claiming 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. While portions of the MAC system had been described 
to federal officials during its development, the MAC system as it was being 
applied had not been submitted for approval at the time the claim was made.

o Following submission of the claim, HCFA conducted reviews of 30 facilities in 
3 counties, as well as a MAC fiscal review in each of the counties, to determine 
the reliability and validity of the MAC system. The most extensive review work 
was carried out in Los Angeles County. In addition, a limited scope review of the 
system as used in several providers 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 provided no new information or arguments 
that support the validity of the MAC system claims.

o If MAC-generated claims were approved, California would be spending three
times more on the costs of the Medi-Cal bureaucracy than other states average in 
Medicaid administrative costs. The MAC-generated claims would also represent 
twice the previous rate of administrative spending by California itself.

inese ciauns wouia oe lor aaamonai meaicaia 
^wsts that California would be claiming for the first time, based on 

au unproven new claiming system. Further, before receiving HCFA’s decision on 
the system, the state reportedly decreased its payments to counties based on the 
anticipated increase in federal payment for these claims.
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SYSTEMIC PROBLEMS in MAC -- Among the fundamental problems with the MAC 

system are the following:

1. The system lacks the capability to distinguish between allowable Medicaid 
administrative costs and costs which have already been paid by federal and other 
sources. Therefore, double payment would occur.

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

3. The time alleged to be Medicaid claimable is not directly associated with specific 
Medicaid eligibles, but is projected to Medicaid eligibles based on the gross 
percentage of eligibles served by an agency. Review 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 Medical advice given to patients by non-physicians was identified as an 
administrative cost, even though it is already covered by medical service 

payments.

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

o 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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HCFA REGIONAL OFFICE INVOLVEMENT - In its response to HCFA’s deferral, 
the state of California argued that it had consulted with HCFA’s regional office. While 
HCFA regional office staff did discuss some aspects of this system with the state, they 
did not explicitly or implicitly approve the system or its use. A full view of the MAC 
system and its application was not provided to HCFA until August 1994, at which time 
HCFA began expressing its concerns about the system. The first formal request for 
approval of the MAC system was not made until October 1994, a month after the 
$315 million in claims were submitted to HCFA.

NEXT STEPS -- County officials have said they may have to impose severe budget 
reductions if MAC claims are not approved. In part, this is due to the state reportedly 
withholding payments to counties in anticipation of federal reimbursement Although 
HCFA sympathizes with the situation in which California’s counties now find themselves, 
the state’s decision to decrease payments to counties is a matter between the state and 

the counties.

HCFA has offered to provide any appropriate Jissistance to the health systems of those 
counties negatively impacted by the state’s decision. In addition, HCFA will move 
forward on several fronts with the state of California to determine whether parts of the 
MAC claim may be reimbursable and to help design means to provide more resources 
for counties in the future.

o HHS will continue its effort to assist the state and counties in their identification 
of any retroactive claims that are separately allowable and documented 
independent of the MAC system.

o HHS will also work with the state to put in place new State Plan provisions and 
an approvable cost allocation methodology that identifies the medical service or 
administrative activities for which federal matching funds will be available in the 

future, and

o HHS has offered to send a team of Departmental officials to Sacramento
immediately to provide technical assistance regarding options for addressing the 
counties’ fiscal crisis.

HCFA is meeting with State and County representatives (February 27 - March 1) to 
provide technical assistance to the State on developing targeted case management state 
plan amendments and on identifying and documenting potentially allowable activities 
imbedded in the current MAC claim.

###
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ROLLOUT OF CALIFORNIA MEDICAID DISALLOWANCE
^n/Q__

Prior to Announcement:
cg^4.0 C'>\

Monahan/Emerson: Conununicate outline of plan to LA County
supervisors, state legislature, other relevant counties for their 
feedback

Begin with editorial boards?

Chief of staff: call to Governor Wilson

Neuwirth: Schedule first "Track 1" meeting with state and county
officials for Thursday, March 2

DPC/Intergovernmental: Brief White House press, legislative
affairs on rollout

Day of Announcement (Wednesday. March 1):

HHS Staff in Sacramento, led by Grantland Johnson: 
o 
o 
o 
o

meets with state officials (Kim Belshe?); 
meets with county officials; 
does press briefing?
editorial boards?? __----

HHS Staff In Washington:
o
o
o

kJ. '^cry^briefs members of Congress; 
informs identified interest and intergovernmental groups 
transmits official disallowance letter to state / .

Questions Ral^ 3d by HHS Rollout Packaae:

Do technical briefings for selected press the day before 
announcement? )
Send Secretary letter to Governor? T /

Draft press release does not emphasize up front our plan to 
convene meetings to try to preserve health services in the 
counties (release includes sentence near the end reading 
"although HCFA sympathizes with the situation in which 
California's counties now find themselves, the state's 
decision to decrease payments to counties is a matter 
between the state and the counties."

Draft press release does not refer to any White House 
involvement



0 DEPARTMENT OF HEALTH & HUMAN SERVICES Chief of Staff

Washington, D.C. 20201

Note to:

From:

Date:

Re:

Abner Mikva 
John Emerson 
Martha Foley 
Diana Fortuna

Kevin Thurm

February 23, 1995

California's MAC Claim

Attached are documents that HHS has assembled in preparation for 
the roll-out of the disallowance of California's $315 million 
Medicaid claim. We have left placeholders in the documents for 
discussion of additional actions we decide to take to work with the 
State to assist the counties.

The following are attached:

Our draft rollout plan,o

o

o

o

a letter from the Secretary to Governor Wilson, with the 
official disallowance letter attached,

pre-decisional and post-decisional fact sheets

Q's and A's for use by spokespersons and legislative staff.

Please let me know if you have any comments by 4:30 tomorrow. 
Thanks.
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CALIFORNIA MAC ROLLOUT 

TIME TABLE

Rollout Items Completed;

o Letters notifying state:
Secretary letter to Governor Wilson
HCFA San Francisco Acting Regional Administrator (Dapper) 
disallowance letter to Belshe

o Pre- and post-decisional fact sheets

o Q&As (for internal use only)

o Chronology (for internal use only)

Three Days before Announcement (Friday, 2/24)

o HCFA press office to assemble lists of press:
Short list of press to be invited to technical briefings 
on the day before announcement
Longer list of press to be contacted on day of 
announcement.

o OLIGA/ASL to determine who will make calls to Members and 
Committee staff.

o OLIGA in consultation with OS/IGA, SF/RD, HCFA RO, OA, AACRC, 
and MB will prepare list of governmental and interest groups 
to be informed the day of announcement.

o Final meeting with White House has been held, and they have 
had a chance to review and comment on final rollout package.

o Disallowance letter is signed by Dapper and copy is forwarded 
by express mail to HCFA/ES (Somsak) by COB.

Two Days Before Announcement (Monday, 2/27)

o All participants in CA rollout meet to walk through rollout 
plan.



Day before Announcement (Tuesday, 2/28)

o Hold technical/background briefings for selected Hill staff 
and short list of press.

o By noon, copy of complete package of materials are provided by 
HCFA/ES to Secretary, CoS, OASPA, OS/ES, OS/IGA, ASL, OGC and 
RD.

o Technical/background briefings for State legislators and 
selected county officials, (late phone calls to county 
supervisors)

o Letter to Governor is signed by Secretary by COB.

o Vladeck and HHS team fly to Sacramento.

Day of Announcement (Wednesday, 3/1)

o In the early morning, HHS Sacramento team

Issues press briefing notice
Briefs selected state and local officials
schedules editorial board meetings.

o Beginning at 2:00 am EST/ 11:00 am Pacific, the following 
events happen in sequential order:

Secretary's letter and copy of disallowance letter are 
faxed to Wilson by OS/ES
Vladeck visits/phones Belshe about disallowance letter 
Disallowance letter (and copy of Wilson letter) is faxed 
by on-site team to Belshe (or handed to her by Vladeck) 
Monahan visits/phones Governor's office about the 
disallowance letter
Simultaneously (after confirmation from Pokaski that the 
items above have been completed):
+ ASL places Hill calls to Commerce Committee 

(majority/minority) and other key California 
members

+ HCFA press office informs press contacts on short 
list

+ OS/IGA, OLIGA, and SF RO inform and fax materials 
to relevant national governmental and interest 
groups, and California counties [possible 
conference call with Northern and Southern 
California counties]

Shortly after 11am PST, Vladeck and Sacramento team hold 
press briefing
ASL/OLIGA make calls to other California congressional 
delegation members



Late Afternoon:

ASL/OLIGA briefings for California Delegation, other 
Committee staff
Vladeck meets with editorial boards in LA area. 
OLIGA/IGA will place calls to NGA, NCSL, APWA and NACo

All press calls will be directed to the HCFA Press Office 
and handled as follows:

Calls from major non-CA media (e.g.,
Washington Post, New York Times) will be 
referred to Sally Richardson for response; and

All other calls will be handled by Faye 
Baggiano and Pam Gentry.

Day After Announcement (Thursday, March 2)

Vladeck available until early afternoon to speak to 
press, do editorial boards. Flies back in afternoon.
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The Honorable Pete Wilson 
Governor of California 
State Capitol, First Floor 
Sacramento, California 95814

Dear Governor Wilson,

I regret to inform you that 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 is compelled by the Medicaid statute and 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.

California’s new Medi-Cal Administrative Claiming (MAC) system, which was used to 
identify Medi-Cal administrative costs incurred by counties, is severely flawed. The 
claim generated by the MAC system includes inaccuracies and double billings. The 
greater part of the claim appears 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 reflects services unrelated to the administration of Medi-Cal.

The magnitude of the State’s requested increase for administrative costs was particularly 
surprising to me. Nationally, the state average for Medicaid administrative costs is 
appfbximafeIyT.5 percent of Medicaid services costs. California’s administrative costs 
even without MAC were approximately 6.3 percent of its Medicaid services costs. 
However, California projects that its administrative costs would run at the extraordinary 
rate of approximately 14 to 15.5 percent of Medicaid services costs when MAC claims 
are regularly submitted by all counties. This would be more than three times the 
average for Medicaid administrative costs in other states, and more than twice the 
historic rate of administrative costs for Medi-Cal.

If these claims were permissible, they would represent Medi-Cal bureaucracy costs that 
were far too high. In fact, however, the MAC system as applied is flawed, and the 
claims it generates are largely not permissible. Our reviews so far indicate that most of 
the MAC claims represent activities that are not administrative costs, but rather are 
costs associated with the provision of medical care. In most of these cases federal 
payment has already been made for the services, either by the federal Medicaid program 
itself or by other federal programs. Therefore the MAC-generated claim represents 
double-billing.
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It is unfortunate that the State of California waited until October 1994, a month after 
submitting the claim, to formally submit its full MAC system for our review. An earlier 
formal review by HCFA could have identified the serious problems associated with the 
State’s use of MAC before critical budget actions were taken. I also understand that the 
State of California prematurely withheld from your counties’ budgets the amount it 
hoped to receive from the federal government for MAC system claims. The State’s 
actions will likely result in serious fiscal problems for some counties, particularly Los 
Angeles County.

Although we are compelled to disallow the claim we received in September, let me 
assure you that this Department wishes to work with you to provide legally appropriate 
assistance to preserve the health care safety net in these counties. For example:

o HHS and State and County representatives are today concluding a three-day 
meeting to discuss in detail ways the State could identify legitimately allowable 
activities imbedded in the MAC claim which are independent of the MAC system. 
At that meeting HHS also provided technical assistance to the State and its 
counties in designing a targeted case management system to increase funding to 
counties in the short-term.

o We have offered technical assistance to the State in increasing the reimbursement 
to county-operated providers (which would, of course, be matched by federal 
funds). This approach would also increase funding to counties in the short-term.

o PLACEHOLDER FOR ADDITIONAL INFORMATION ON ASSISTANCE 

TO CA.

o As you know, the Departmental appeals process is simultaneously available to the 
State should you choose to seek reconsideration of the disallowance. Should you 
choose to appeal, I will do all that is in my power to ensure that my lawyers work 
with your to expedite the appeals process.

In addition to these efforts, I have assembled a Departmental team that is ready to 
travel to Sacramento immediately to work with the State in efforts to assist the affected 
counties. Please let me know if you have any questions about our ongoing activities to 
help California assist the counties in preserving quality health care services for the poor.

Sincerely,

Donna Shalala



CERTIFIED MAIL - RETURN RECEIPT REQUESTED

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). The claims involve 
Medicaid administrative costs related to the Medi-Cal 
Administrative Claiming (MAC) system, 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 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.
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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 at 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 benefltting program and activity, and that all 
costs 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.
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• 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 
SS 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.

• 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
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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 eliglbles who are inmates of public 
institutions, except medical Institutions. These requirements 
are incorporated into the Medicaid regulations at 42 CFR 435.1008 
and 435.1009.

Discussion

Claiming Medical Services as Administration

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

We found that the physicians at the clinics performed the actual 
diagnosis, treatment, and prescribing functions. They then 
referred the patient to a physician extender, typically a 
registered nurse or a pharmacist. The physician extender would 
then explain the diagnosis and the medication to the patient, 
educate the patient on the health issues surrounding the 
diagnosis, assist the patient in making any additional 
appointments, make any necessary medical referrals, and provide 
any additional information to the patient deemed necessary.
These activities are part of the standard medical protocol and as 
such are direct patient care services and were reimbursed as part 
of the fee-for-service or managed care rate. These medical 
services furnished by physician extenders cannot be separated 
from the rate paid for medical services and claimed as Medi-Cal 
administration.
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
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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 Medl-Cal ACM, activities that were 
well beyond the scope of Medl-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.

Broad Public Health Activities

The activities performed by County workers as part of broad
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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 progreun. 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.

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

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

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

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

Sincerely,

Enclosure

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

County Amount

Alameda $ 1,458,529
Amador 12,785
Calaveras 84,522
El Dorado 79,632
Fresno 422,315
Humboldt 135,734
Imperial 97,807
Inyo 22,230
Kern 847,356
Kings 12,401
Los Angeles 289,775,816
Marin 276,965
Mendocino 77,115
Merced 370,928
Napa 1,079,624
Orange 3,805,146
Placer 947,750
Riverside 1,875,815
Sacramento 165,833
San Bernardino 1,524,474
San Diego 1,187,022
San Joaquin 539,926
San Mateo 257,332
Santa Clara 1,340,058
Santa Cruz 1,328,574
Shasta 188,078
Sonoma 888,264
Stanislaus 3,075,716
Teheuna 53,350
Trinity 22,673
Tulare 17,357
Tuolumne 113,610
Ventura 3,081,028
City of Berkeley 67.862

Total S315.233.627
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(Pre-decisional fact sheet - 2-23-95 draft)

STATUS OF CALIFORNIA’S CLAIM FOR MEDICAID ADMINISTRATIVE COSTS

In September 1994, the state of California submitted to HCFA a claim for 
$315 million, which was meant to represent the additional costs which California 
counties incurred in administrative activities under Medi-Cal, the state’s Medicaid 
program. The claim covered 34 counties for the period July 1, 1992 to March 31, 
1994. Over 90 percent of the amount represents claims from Los Angeles 
County.

The claim was generated by a new system developed by the state, the "Medi-Cal 
Administrative Claiming" system. The new system had not been approved by 
HHS at the time the $315 million claim was made.

After an initial examination of this claim, HHS’ Health Care Financing 
Administration on October 7, 1994 deferred payment, because it appeared that 
the new MAC system had generated claims that were substantially inaccurate.

Following HCFA’s deferral, the state on October 13, 1994 formally requested that 
HCFA approve the new MAC system. HCFA has been working intensively with 
the state since October to determine the validity of the MAC system and the costs 
being claimed.

The final decision is still pending on payment of the $315 million claim. While no 
comment can be made now concerning final action on the claim, several findings 
have emerged regarding the MAC system itself:

- ABNORMALLY HIGH ADMINISTRATIVE CLAIM: The MAC system is 
intended to identify administrative costs. But the claims generated by this 
system are three times higher than the administrative costs of other state 
Medicaid programs - and twice as high as California’s own previous 
experience with administrative costs. In other states’ Medicaid programs, 
administrative costs average 4.5 percent of Medicaid services costs. In 
California, administrative costs without the MAC claims have been about 
6.3 percent of services costs. California projects administrative costs would 
be 14 to 15.5 percent of Medicaid services costs, when MAC claims are 
regularly submitted by all counties. On Us face, such a high proportion of 
spending on Medi-Cal bureaucracy instead of medical services would raise 
concerns. No other state has such high costs for Medicaid administration.
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- ^DOUBLE BILUNG” FOR MEDICAL SERVICE COSTS: HCFA’s review 
of the MAC system indicates that the system eis applied has proved unable 
to successfully distinguish administrative costs from medical service costs. 
More important, in a very substantial number of cases, medical service costs 
which have already received federal funding are claimed again by the MAC 
system as administrative costs. In such cases, the MAC claim would represent 
a kind of "double billing.” Reviews by HCFA indicate that such duplicate 
billing of Medicaid may represent the majority of the MAC claims. A 
limited scope review by the HHS Inspector General has also shown that 
the MAC system makes claims for services already funded by other federal 
programs.

- CLAIMS FOR NON’MEDICAID ACTIVITIES: The reviews by HCFA and 
the Inspector General also indicate that the MAC system is generating 
claims for social services and other county activities that are not covered under 
Medi-CaL

Since submission of the MAC claim in September 1994, HHS and HCFA have 
moved vigorously in helping the state of California analyze and untangle the 
claims that were generated by the new system. The situation is especially urgent 
for counties, and particularly for Los Angeles County. Beginning in July 1994, 
the state reportedly has reduced its payments to counties, promising to replace 
these payments with the amounts that it hoped to recover through MAC claims.
If the claims are determined to be unallowable under the law, counties would 
have to go to the state for restitution of these payments. HHS is particularly 
concerned about the potential fiscal problems for county health systems, which 
would impact on the vulnerable populations they serve.

Final decision on the $315 million claim will be made soon. HHS will stand 
ready at that time to continue and redouble its assistance to California, as may be 
needed, to develop more accurate claims on behalf of county Medi-Cal programs. 
HHS will also continue technical assistance to California to ensure that the state, 
on behalf of its counties, is making fullest use of the federal funding available to 

them.

###

Contact: HCFA Press Office 
(202) 690-6145



February_, 1995
(Draft: 2-23-95)

Contact: HCFA Press Office
(202) 690-6145

FEDERAL MEDICAID FUNDS DENIED 
FOR INACCURACY AND DOUBLE BILLING

SUMMARY: The Health Care Financing Administration has determined that 
it must disallow the claim of $315 million in federal Medicaid matching funds 
submitted by California on September Z 1994. The claim by the state 
purported to cover additional administrative costs incurred by counties under 
the state’s Medi-Calprogram. However, HCFA found that:

for the most part, the claim does not represent additional 
administrative costs, but rather costs associated with medical 
care, and most of these costs have already been federally 
reimbursed as medical services;

because federal share has already been paid for the majority of 
services claimed, most of the claim would represent ’double 
billing’ of the federal government;

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 Medical Administrative 
Claiming system (MAC). Following several months of intensive work, HCFA 
has determined that this system as applied by the state is severely flawed. HHS 
will continue to work closely with the state to develop an improved claiming 
method that can properly identify Medi-Cal administrative costs. HHS will also 
work with California to identify other state-federal actions that could improve 
reimbursement for county Medi-Cal services.
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HISTORY AND BACKGROUND - California recently began using an administrative 
claiming system which purported to identify the costs incurred by counties in the 
administration of the Medi-Cal program. The new system used periodic time studies to 
identify the activities of county employees and their contractors which were then to be 
claimed as Medicaid administrative costs.

o Much of the public health and human services system in California is
administered by county governments. California developed the Medi-Cal 
Administrative Claiming (MAC) system in an effort to identify county Medi-Cal 
administrative costs for the purpose of claiming 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. While portions of the MAC system had been described 
to federal officials during its development, the MAC system as it was being 
applied had not been submitted for approval at the time the claim was made.

o Following submission of the claim, HCFA conducted reviews of 30 facilities in 
3 counties, as well as a MAC fiscal review in each of the counties, to determine 
the reliability and validity of the MAC system. The most extensive review work 
was carried out in Los Angeles County. In addition, a limited scope review of the 
system as used in several providers 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 provided no new information or arguments 
that support the validity of the MAC system claims.

o If MAC-generated claims were approved, California would be spending three
times more on the costs of the Medi-Cal bureaucracy than other states average in 
Medicaid administrative costs. The MAC-generated claims would also represent 
twice the previous rate of administrative spending by California itself.

o The state estimates_that the annualized Federal cost of MAC system claims would 
be approximatel£^$5S^illion. These claims would be for additional Medicaid 
administrative coste^at California would be claiming for the first time, based on 

an unproven new claiming system. Further, before receiving HCFA’s decision on 
the system, the state reportedly decreased its payments to counties based on the 
anticipated increase in federal payment for these claims.
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SYSTEMIC PROBLEMS in MAC -- Among the fundamental problems with the MAC 

^tem are the following:

1. The system lacks the capability to distinguish between allowable Medicaid 
administrative costs and costs which have already been paid by federal and other 
sources. Therefore, double payment would occur.

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

3. The time alleged to be Medicaid claimable is not directly associated with specific 
Medicaid eligibles, but is projected to Medicaid eligibles based on the gross 
percentage of eligibles served by an agency. Review 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 Medical advice given to patients by non-physicians was identified as an 
administrative cost, even though it is already covered by medical service 

payments.

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

o 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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HCFA REGIONAL OFFICE INVOLVEMENT - In its response to HCFA’s deferral, 
the state of California argued that it had consulted with HCFA’s regional office. While 
HCFA regional office staff did discuss some aspects of this system with the state, they 
did not explicitly or implicitly approve the system or its use. A full view of the MAC 
system and its application was not provided to HCFA until August 1994, at which time 
HCFA began expressing its concerns about the system. The first formal request for 
approval of the MAC system was not made until October 1994, a month after the 
$315 million in claims were submitted to HCFA.

NEXT STEPS - County officials have said they may have to impose severe budget 
reductions if MAC claims are not approved. In part, this is due to the state reportedly 
withholding payments to counties in anticipation of federal reimbursement Although 
HCFA sympathizes with the situation in which California’s counties now find themselves, 
the state’s decision to decrease payments to counties is a matter between the state and 

the counties.

HCFA has offered to provide any appropriate assistance to the health systems of those 
counties negatively impacted by the state’s decision. In addition, HCFA will move 
forward on several fronts with the state of California to determine whether parts of the 
MAC claim may be reimbursable and to help design means to provide more resources 
for counties in the future.

o HHS will continue its effort to assist the state and counties in their identification 
of any retroactive claims that are separately allowable and documented 
independent of the MAC system.

o HHS will also work with the state to put in place new State Plan provisions and 
an approvable cost allocation methodology that identifies the medical service or 
administrative activities for which federal matching funds will be available in the 

future, and

o HHS has offered to send a team of Departmental officials to Sacramento
immediately to provide technical assistance regarding options for addressing the 

counties’ fiscal crisis.

HCFA is meeting with State and County representatives (Februaiy 27 - March 1) to 
provide technical assistance to the State on developing targeted case management state 
plan amendments and on identifying and documenting potentially allowable activities 
imbedded in the current MAC claim.

###
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California Medi-Cal Administrative Claiming (MAC) Disallowance
Questions and Answers

Q:

A:

What is it that is being disallowed?

The Department of Health and Human Services is disallowing payment of a 
$315 million claim by the State of California on September 2, 1994 for additional 
administrative costs of the State’s Medi-Cal program. The claim was generated by 
a new system developed by the state, the "Medi-Cal Administrative Claiming" 
system. Payment of $489 million for allowable administrative costs has already 
been made to the State for FY 1994.

Q: What is the MAC System and what does it have to do with this disallowance?

A: The Medi-Cal Administrative Claiming (MAC) system was developed by California
and its counties to identify, through periodic time studies of local government 
employees and their contractors, activities which the State would claim for 
additional Medicaid administrative matching payment. Reviews by the Health Care 
Financing Administration and HHS’ Office of the Inspector General found the 
system to be very seriously flawed. The system does not accurately segregate 
activities that may be claimed for Medicaid administrative matching payment from 

those which may not

Q: How much money is involved in this disallowance and how much of it is from Los
Angeles County?

A; The amount of the current disallowance is $315,233,627 (claimed Federal share) 
approximately 92 percent of which, or about $290 million, represents Los Angeles 
County’s share of the claim.

Q: What is the problem with the claim submitted under the MAC system?

A: The great bulk of the claim, to date, appears to represent not separate
administrative costs, but medical services or overhead costs for which federal 
payment has already been made - either by the Medicaid program or by other 
federal programs. In these cases, the MAC claim represents a form of double 
billing. In addition, MAC claims were made for services that are not covered by 

the Medi-Cal program.

2/23/95 6:05pm
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Q: Do you have any specific examples of improper claims?

A: Yes:

o Nurses were claiming activitiesrelaled-lft-giving immunizations and reporting 
medical tests results as Medi-CJafadministration. Providing immunizations is a 

Medicaid service not Medicaid administration, and the reporting of medical 
test results is already reimbursed through the medical services rate and can not 
be claimed again as administration.

o Pharmacists at clinics claimed the time they used in counseling patients about 
prescription drugs as Medi-Cal administration even though these activities are 
already reimbursed through the clinic rate or pharmacy dispensing fee.

o 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 have no direct relationship to the Medi- 
Cal program. Such general public health campaigns are not allowable unless 
the campaign is explicitly directed to assisting Medicaid eligible individuals to 
access the Medicaid program.

o Correctional officers in juvenile or adult detention facilities coded some 
portions of their time as allowable Medi-Cal administrative activities. But 
services to inmates of public institutions are not covered by Medicaid.

o County workers claimed activities that were well beyond the scope of Medi-Cal 
covered services, such as housing referrals, social service referrals, child care 
referrals, legal service referrals, and related liaison work they performed with 
the referring agencies.

o Staff at many facilities reported claiming routine, non-Medicaid activities such 
as training, scheduling, personnel and supervision to MAC. Such general 
administrative and overhead activities are already accounted for in the 
Medicaid reimbursement rate paid to those facilities and can not be claimed 
again separately as administration.

♦

o A number of mental health workers coded all activities, except direct patient 
contact, to MAC whether Medi-Cal administration or not. Only those 
administrative activities the workers performed for Medi-Cal administration 
can be claimed as allowable Medicaid administrative expenditures. 
Administrative activities that are unrelated to Medi-Cal administration (such as 
arranging housing, arranging legal services, arranging other social services, etc.) 
are not allowable Medi-Cal administration and should not be coded to MAC.

2/Z3AI5 6:05pm
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A:

For Internal Use Only

Is the problem with MAC claims just some bureaucratic nit picking? Aren’t the 
bulk of the activities erroneously claimed as "administrative" claimable under other 
statutory authority?

No. This decision is based on very fundamental law, not bureaucratic 

interpretations:

o First of all, most of these claims have been paid their federal share already. 
These claims do not represent, for the most part, any new or additional 
services provided to Medicaid beneficiaries. The federal share has been paid, 
and we cannot pay for the same service twice.

o Second, there is indeed a small portion of the claim in which the federal
government could contribute a share if the services were covered by Medi-Cal. 
However, as of now, the state has elected not to cover these services. If the 
state wished to amend its Medi-Cal plan, add these services, and pay its share, 
then the federal share would follow automatically for allowable services, in the 
future. But the federal program cannot make payment for services that are not 
covered by the state plan.

Q; By this action you have put the counties of California into a crisis situation -- they 
have no money to pay employees and will need to cut off vital programs. Why have 
you taken this action against the counties?

A: It is the state, not HHS, which has put the counties in a difficult situation:

- The state submitted claims under a system that is seriously flawed, and the 
system has been applied in such a way as to produce clearly unallowable 

claims.

~ The state has further complicated the situation for counties by assuming that 
federal payment would be made for the MAC claims, including this assumed 
payment as a credit in the state budget, and reportedly withholding payments 
from counties on the speculative assumption that the claims would be paid.

These are choices that were made by the state and cannot be remedied by HCFA. 
In particular, counties must look to the state for the funds that reportedly have 
been reduced or withheld by the state.

We certainly understand that the counties face difficult fiscal situations as a result 
of this denial. We are prepared to work with the state and the counties to do all 
we can to help. But we cannot pay twice for the same service, and we cannot pay 
for services that aren’t covered by Medi-Cal.

2/23/95 6:05pm
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Q:

A:

Q:

What are you going to do to resolve this situation and to help California and its 
counties?

We are involved in a wide range of activities that are aimed at improving the 
claims by the state on behalf of its counties:

o We are exploring with the State ways to identify legitimately allowable activities 
imbedded in the MAC claim which are independent of the MAC system. Since 
this appears to be a relatively small portion of the claim, and given the efforts 
needed to tease it out of this complex system, the State is working very closely 
with us to determine a cost-effective approach.

o We are providing technical assistance to the state and its counties in designing 
methods to increase funding to counties in the short-term. Specifically, we 
have suggested targeted case management and increasing clinic rates for public 
providers. Moreover Secretary Shalala has personally written to Governor 
Wilson and offered to send a Departmental team that is ready to travel to 
Sacramento immediately to work with the State in efforts to assist the affected 

counties.

o For the future, we are helping the State put in place State Plan provisions and 
an approvable cost allocation methodology. The cost allocation methodology 
will identify the medical service or administrative activities for which Federal 
matching funds will be available in the future.

o HCFA met with State and County representatives earlier this week
(February 27 - March 1) to assist in developing state plan amendments and 
identifying and documenting the allowable activities in the MAC claim.

How long do you think it would take for California to receive any sort of remedy 
through the appeals process?

The length of the appeal would depend primarily on California - that is, the 
State’s decision regarding pursuing an appeal, and how long its attorneys wished to 
take to prepare their case. Secretary Shalala said in her letter to Governor Wilson 
that she would do all in her power to assure an expedited appeals process for this 
case, if the State does elect to appeal. While the Departmental Appeals Board is 
independent in setting its schedule, we would request that the Board move this 
case forward to receive immediate attention, once the State’s case was prepared.

2/23/95 6:05pm
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Q: California cites two other states, West Virginia and Maryland, where HCFA had
disallowed the entire claim, but later settled with the state. Why couldn’t you do 
this with the California claim?

A: In the case of West Virginia, HCFA disallowed the entire claim, then did an
extensive audit and determined that about half of the claim was allowable, so 
HCFA paid that amount to the state. We have expressed our willingness to assist 
California in the same manner, that is, identifying those activities imbedded in the 
MAC claim which are legitimately allowable independent of the MAC system. 
Unfortunately, based on work wiA the State so far, we expect that only a very 
small percentage of California’s claim may be allowable.

In the case of Maryland, HHS’ Departmental Appeals Board issued a draft 
decision concluding that the administrative costs claimed by Maryland fell within 
the "narrow scope" of reasonable and allowable costs authorized under the law and 
applicable regulations. There were no issues concerning duplicate payments.
Under these circumstances, HCFA paid the claim.

Q: Is the MAC system redeemable? Does it need to be replaced in full?

The MAC system is supposed to identify legitimate Medicaid administrative 
activities, the time spent on these activities for Medicaid administrative purposes, 
and the related costs of the time spent However, the great bulk of the MAC- 
generated claim is for activities that are not Medicaid administration but Medicaid 
services. It is questionable whether the State and the Counties need a system as 
administratively complex and burdensome as MAC to support the limited amount 
of administrative activities that may be allowable.

We are working with the State and the Counties to put in place state plan 
provisions and an approvable cost allocation methodology.

A:

Q: The State argues that approval of its cost allocation plan by the HHS Division of
Cost Allocation (DCA) was "de facto" approval of MAC Is this a reasonable 

argument?

A; No. Cost allocation and the claiming system are not the same entity. Cost
allocation plans determine what portion of administrative costs should be charged 
to various different HHS programs. But approval of cost allocation does not 
constitute approval of the claiming system. Further, the DCA letter makes it clear 
that approval of a cost allocation methodology does not constitute approval of 
activities that would conflict with program rules or law. Even if the claiming 
^tem had been approved, we could not pay duplicate claims or claims for services 
not covered by Medi-Cal.
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Q: Are states legally required to ask for approval of the manner in which they
calculate the funds they claim?

A: In general, the answer is no, except in certain situations where the Medicaid statute
requires prior approval by HHS or HCFA such as for cost allocation plans, 
contracts, and various state plan amendments. In addition, states will typically 
approach HCFA for technic^ assistance when they are making significant changes 

to their program, even if formal prior approval is not required. It was the State of 
California that elected to ask HCFA for approval of the MAC system, a month 
after submitting the MAC claim.

Of course, in all of these instances, the actual expenditures that are being claimed 
must meet all applicable requirements.

Q: The county alleges a "delay" In HCFA’s decision on MAC ciaims (from July to the
present). Why this 7-month "delay"?

A: The claim was submitted to HCFA September 2, 1994. HCFA officially notified
the State of the decision to defer payment on October 7. This was only some 35 
days after the claim was actually submitted. Since October, we have worked 
intensively with the state to determine what might be done to untangle the claims 

made under MAC.

(The first time a claim for LA County was submitted to HCFA by the State 
was on the Medicaid expenditure report for the quarter ended June 30, 1994. 
This report was submitted to HCFA by the State on September 2, 1994 and 
contained the claim at issue of $315 million with the LA County portion being 
$290 million. Even before this claim was submitted, HCFA reviewers went to 
LA County August 29 through September 1, 1994 to review the MAC system 
and the County was informed during an exit conference at the end of that 
review of our serious concerns with the claim. HCFA officially notified the 
State on October 7, 1994 of our decision to defer payment of the claim and 
our problems with the MAC system.)
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California has asserted that it was blind-sided on this disallowance since it had 
worked with the HCFA Regional Office for 2 years on the MAC system and had 
obtained HCFA’s tacit approval. Is this true?

No. HCFA regional office staff discussed some aspects of this system with the 
State over time, but did not explicitly or implicitly approve the system or its use.

In particular, there was no way for HCFA to know that the state would improperly 
apply an "administrative claims" system in such a way as to capture medical services 
costs that had already been paid, and claim them again as administrative costs.

A full view of the MAC system and its application was not provided to HCFA until 
August 1994. It was only at that time that the improper application of the system 
began to be made known to HCFA. The first formal request for approval of the 
MAC system was not made until October, 1994 — a month after $315 million in 
claims were formally submitted to HCFA. Since that time, HCFA has worked 
intensively with the state to identify any valid elements of the MAC system, and to 
suggest system changes to produce legitimate, covered claims in the future.

Of course, whether a claiming system is approved or not, HCFA cannot approve 
claims that are duplicative or o^erwise contrary to the Medicaid statute.

Q: Will there be subsequent disallowances? Are there more claims in process?

A: Clearly there would be subsequent disallowances if the State chose to continue to
submit flawed claims under the MAC system.

(In addition, the State submitted a MAC claim for approximately $10 million 
in federal match for various counties on its Medicaid Expenditure Report for 
the quarter ended September 30, 1994. This amount has been deferred.)

Q: Are you disallowing this claim because the activities were unimportant or just to
save the Federal government money?

A; Neither is true. The disallowance is required by the Medicaid statute. Most of 
these claims are duplicative -- the federal government has already paid its share of 
these services. In a few other cases, the claims are for services not covered by 
Medi-Cal -- federal payment cannot be made for services that are not covered by 
the Medi-Cal program.
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Q: Why does LA County cite $641 million and HCFA cite $315 million?

A: HCFA is citing $315,233,627 FTP, which is the actual Federal share zimount that
the State submitted for reimbursement on its expenditure report for the quarter 
ended June 30, 1994. The LA County portion of the claim is $289,775,816 FTP. 
The County may have submitted additional claims to the State which the State has 
not submitted to HCFA. The County should answer questions about how it 
computed its numbers.

In one news article, Los Angeles County appears to allege that HCFA has already 
paid some $18 million of MAC>generated claims. Is this true? How much? 
When?

Yes. The following amounts were claimed and paid by HCFA subject to further 
audit and review:

Quarter Federal Share Amount

March 31, 1993 
June 30, 1993 
September 30, 1993 
December 31, 1993 
March 31, 1993 
Total

$ 976,346 
$ 4,279,670 
$ 1,464,707 
$ 4,795,270 
$ 6.221.555 
$17,737,548

None of these claims were from Los Angeles County. These amounts were paid 
subject to further review as agreed to between the State and HCFA. This is the 
routine way in which we operate given the magnitude and number of claims that 
are submitted each quarter from a State the size of California. If a claim is not 
readily apparent as unallowable or questionable on its face during our very limited 
initial review of the State’s expenditure report each quarter we will pay that claim 
subject to further review. This is done largely to accommodate state cash flow 
needs. This fact is noted on all grant awards going to all States, including 
California.
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Q: You have said that if the MAC system were implemented nation-wide, it would cost
the federal government an additional $9 billion. Where does the estimate of 
$9 billion come from? Isn’t this a red herring because the MAC system is unique?

A: As a rough estimate, HCFA determined the worst case Federal cost if all States
implemented the MAC system and claimed administrative costs at the s<une level 
as California’s. California projects its Medicaid administrative costs using MAC to 
be between 14 and 15.5 percent of Medicaid services costs. We applied the figure 
of 15 percent to the current total U.S. fiscal year 1995 Medicaid service estimates, 
which produced an amount of approximately $13.3 billion. We subtracted the 
amount of total U.S. administrative costs that States were already estimating, which 
was approximately $4.3 billion. Thus, the potential worst case additional increment 
of administrative costs due to the MAC system is approximately $9 billion. Actual 
costs could be less depending on decisions made by each State in implementing a 
MAC-type program.

The MAC system is not unique. We are aware of two other states that have 
contracts with the consultant who helped California develop the MAC system. In 
addition, other states have expressed interest in learning more about the MAC 

system.

But it is also important to repeat; This claim is not being denied because of its 
cost It is being denied because the MAC system has generated flawed claims that 
are mostly duplicative -- they have already been paid as medical care costs. These 
duplicative costs are not payable under Medicaid law.

Q: Is it true that other States are using MAC-type systems?

A: We are not aware of any other States using MAC-type systems although we do
know that the contractor who worked with the Counties in California is also 
working with a number of other States to develop MAC-type systems. However, 
other States do use time study type systems to submit administrative claims to 
Medicaid and other Federal grant programs.
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Q: Isn’t it true that other States are being reimbursed for the same kinds of services
that California is claiming which HCFA says are not administrative but rather 
medical. Are those services being covered by the Federal share of Medicaid?

A: Most of the MAC claims are unallowable because they are duplicate claims. Such
claims would not be payable under any circumstances.

In addition, a portion of the MAC claims are found unallowable because they are 
for activities not covered by the Medi-Cal State plan. For the future, the state 
could indeed elect to include coverage of these services under its Medi-Cal plan, as 
other states have done, and then such claims could be matched with federal funds.

(In other states where such reimbursement is being made, the states have 
properly accounted for those activities in their medical services reimbursement 
rates paid to providers, or they have implemented targeted case management 
State plan amendments to enable them to cover the services and receive 
federal reimbursement. These options are available to California on a 
prospective basis.)

Of course, duplicative claims are not payable, and that constitutes the bulk of 
California’s MAC claim.

Q:

A:

Isn’t reimbursement too low for the medical services delivered under Medi-Cal?

Many health providers in California do indeed maintain that Medi-Cal 
reimbursement rates are too low. But these rates are set by the state, not the 
federal government. If the state elected to increase its reimbursement rates, the 
federal share would match the state payments. The initiative here lies with the 

state.

Q: Why doesn’t California change its rates?

A: This is a question which should be answered by the state. Obviously, to raise rates
would mean higher state expenditures. We have offered the State technical 
assistance to change its rates. However, in the end, it is up to the State to decide 

the rates it will pay.
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Q: If the Medicaid program were block-granted, would this situation have occurred?

A: No. The concept of matching claims would be abolished under a block-grant
system. The State could use its money with little oversight However, the amount 
of money provided to the state would not increase to match the state’s spending, as 
happens at present

Thus, under a block grant system, if California sought to use its Medicaid funds for 
services not related to the Medicaid program (as it did under the MAC system), 
the State’s action would directly impair its ability to take care of the health care 
needs of the Medi-Cal population.

Q: Is the HHS Inspector General investigating a whistle-blower’s account, as reported
in the ms edition of BNA?

A: We can’t comment on possible independent investigations by the Inspector
General.
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