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MEDICAID IN SCHOOLS: A PATTERN OF
IMPROPER PAYMENTS

WEDNESDAY, APRIL §, 2000

U.S. SENATE,
+  COMMITTEE ON FINANCE,
Washington, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.
Also present: Senators Moynihan and Grahami.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR,, A US.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE

The CHAIRMAN. The committee will please be in order.

Nearly 10 months ago, this committee held its first hearing on
the complicated relationship between Medicaid and the schools.
The foundation of that relationship is very straightforward and un-
challenged.

Let me say, clearly, Medicaid is responsible for reimbursing
schools for the cost of providing health care services in the schools
to Medicaid-eligible children. This responsibility is entirely appro-
priate and will be preserved. However, at last year’s hearing a
number of witnesses told us that the relationship between Med-
icaid and the schools is being exploited. .

Two basic pointe that we heard over and over again disturbed me
greatly. First, we heard that systems were in place that provided
no real assurance that vulnerable children in need of health care
services were actually receiving those services.

Second, we were told that the Health Care Financing Adminis-
tration’s oversight of billing practices permitted Medicaid funds to
be spglnt inappropriately. Both of these findings are simply unac-
ceptable.

As Chairman of the committee, I take our oversight responsibil-
ities very seriously. Accordingly, with Senator Moynihan, who has
been working with me to address this problem every step of the
way, I have asked the General Accounting Office to broaden the
scope of the investigation and provide us with recommendations to
ensure that Medicaid .programs in schools are run fairly and re-
sponsibly. I look forward to hearing GAQ's testimony.

I also look forward to hearing from HCFA, and ?ipeciﬁcall what
will be done to stop the questionable practices identified by the
GAO. Frankly, Pat, | am frustrated.

)
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I am frustrated because our basic goals are. simple: we want to
make sure that Medicaid-eligible children receive the services they
are entitled to and we are paying for, and we want to make sure
{:)I;gt Mettiicaid spending is appropriate. These basic goals have not

n met.

It is particularly important that we take GAO’s findings seri-
ously because of u parallel easily drawn between the patterns we
are seeing today in school-based spending and one of the darkest
Eages in the Medicaid program’s history, the disproportionate share

ospital spending scandals of the 1980’s.

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

Again, I would like to thank Senator Moynihan and his staff for
their close cooperation. I would welcome any statement you would
care to make.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. Well, sir, first to thank you, not just for this
occasion, but for raising the level of oversight in this committee. I
have not, in 24 years, seen it so effectively done, the IRS, with the
Health Care Financing Administration, and such. It is a duty of
the Congress and it is a residual function, which we do if we get
to. You've put it up front where it ought to be. .

This is a troubling report. Again, a very capable job by the Gen-
eral Accounting Office. The thing I came away with, most impor-
tantly, is that once again we come into, the HCFA rules are so
complicated. I mean, running a schoo! is hard enough, but compre-
hending the Health Care Financing Administration.

If you understand the Internal Revenue Code, you could make a
fortune on K Street. But school administrators do not make a for-
tune. The rules for the Health Care Financing Administration are
twice as long as the Internal Revenue Code.

The CHAIRMAN. It is hard to believe. .

Senator MOYNIHAN. So I want to hear from our analysts, Ms.
Allen, Mr. Hast, and of course, welcome, Mr. Westmoreland.

The CHAIRMAN. Thank you very much, Senator Moynihan.

We will, first, hear from Kathy Allen, who is Associate Director
of Health Financing and Public Health Issues of GAO. With her is
Robert Hast, who is Acting Assistant Comptroller General of GAO’s
Office of Special Investigations. I understand that Mr. Hast will
not be presenting testimony, but will be happy to answer questions.

We are pleased to be joined by Tim Westmoreland, the new
Director of HCFA’s Center for Medicaid and State Operations. Mr.
Westmoreland is making his first appearance before this committee
in his new role. I understand, Mr. Westmoreland, it is your birth-
dal{I H‘%pr birthday.

r. WESTMORELAND. Thank you.

The CHAIRMAN. I do not think it is a very good way to celebrate

it. [Laughter.]
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Mr. WESTMORELAND. Thank you very much, Mr. Chairman.
The CHAIRMAN. But, with that, we will start with you, Ms. Allen.

STATEMENT OF KATHRYN G. ALLEN, ASSOCIATE DIRECTOR,
HEALTH FINANCING AND PUBLIC HEALTH ISSUES, GEN-
ERAL ACCOUNTING OFFICE (GAO), WASHINGTON, DC; AC-
COMPANIED BY ROBERT H. HHAST, ACTING ASSISTANT COMP-
TROLLER GENERAL, OFFICIE OF SPECIAL INVESTIGATIONS,
GENERAL ACCOUNTING OFFICE, WASHINGTON, DC

Ms. ALLEN. Thank you, Mr. Chairman and Senator Moynihan.
We are pleased to be here today as you continue to explore these
very important issues related to Medicaid payment for school-based
health services and administrative activities.

Because close to one-third of s1l Medicaid-eligible individuals are
school-aged children, schools are, indeed, a natural, logical place to
reach these children. School-based services can include a variety of
things, including diagnostic screening, routine preventive care,
treatment services for children with disabilities that include phys-
ical or speech therapy.

Medicaid also does pay for administrative activities that can fa-
cilitate children’s access to covered health services. These would in-
clude outreach to help inform and enroll children, to coordinate
their services, and to refer them to qualifiéd Medicaid providers.

As you indicated, last June we did testify before your committee
about questionable practices. You immediately asked that we dig
deeper into these early findings. And I must say, barely had we re-
turned to our desks that day, that your follow-up letter was there
waiting for us. Obviously, you were eager for us to continue work.

You asked that, in addition to looking at the administrative ac-
tivities, that we also examine States’ use of so-called bundled rates,
which are very similar to a managed care capitated fee, whereby
schools receive a fixed payment for all the health services that an
eligible special-needs child may receive during a set period of time.

n addition, we investigated indications of abusive practices asso-
ciated with claims for administrative activities and in fee-for-serv-
ice payments for health services. Mr. Hast would be happy to re-
spond to questions with regard to our investigative activities. Our
remarks today will be based on the report that we have released
to you today.

‘Nationwide, nearly all States—in fact, 48, including the District
of Columbia—currently receive Medicaid payment to some extent
for school-based health services, administrative activities, or both.

These payments, for the last year for which we could obtain data
amounted to $2.3 billion. Medicaid payments to schools ranged
from a high of $820 per Medicaid-eligible child, to less than $1 per
child in several States. We have some charts to help illustrate cﬁ’s
?r(:)int’ the chart in front, and I think you may also have one in

nt of you. :

What this first chart shows, is that for the top 20 States, in
terms of Medicaid expenditures per eligible child, that school-based
claims were typically for health services, direct health services—
this is represented by the yellow bar—not administrative activities.
But the dark bar, the green bar, would indicate that there are
some exceptions to this.
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The next chart illustrates this even further. On our next chart,
you can see that, of the $2.3 billion spent for school-based activi-
ties, about two-thirds, that is $1.6 billion, were for health services
that are provided by almost all States across the Nation. About
one-third, just over $700 million, was for administrative activities
in 17 States.

But the message here is that two States, Illinois and Michigan,
account for the majority of these school-based administrative activ-
ity payments, over $500 million for these two States for their most
current year. :

Just understand the significance of this amount, please consider
this. For these two States, the school-based administrative claims
constituted almost half of their total administrative costs to run
their entire Medicaid program.

Mr. Chairman, we would emphasize that appropriate payment
for appropriate services is not the issue. The issue, though, is that
methods that are in use by some school districts and States to
claim reimbursement are often inappropriate and do not guard
against questionable, if not improper, payments.

For example, in the area of health services, a bundled rate for
school-based health services has some distinct advantages for
schools, particularly because it helps with administrative ease.

We found that seven States are using a bundled approach, but
not each of these seven adequately take into account variations in
the needs of the child, nor do they necessarily build in assurances
that services paid for are deliverec{ .

One State, for example, pays all schools the same State-wide rate
regardless of the intensity of the child’s needs or the differences in
the cost of delivering services. This can result in underpaying some
States, and perhaps overpaying others.

Other States pay a school a monthly rate as long as a child at-
tends hool at least 1 day that month, regardless of whether or
not services are provided. -

We also have concerns about methods that are in use for schools
that are claiming administrative activities. Our work in one State
alone identiﬁedng28 million in Federal payments over 2 years for
services that were clearly provided to non-Medicaid-eligible chil-

en.

In addition, HCFA interviews with a sample of school personnel
whose time was allocated to Medicaid for other administrative ac-
givi%ies revealed no connection between their activities and Med-
icaid.

We found that similar practices are in effect in other States that
could also allow comparable improprieties to be occurring.

Despite the significant level of Medicaid payments that are being
made, though, not all schools benefit from Federal payments. As
can be seen from our third and last chart, a school in a State such
as Minnesota, which is represented by the green bar, would be
fully reimbursed for all of the claims that it submits, 100 percent.
Other schools in other States, however, receive far less.

Several factors explain why so few schools in some States receive
so little. First, in many States schools receive no State payment for
school-based services. Their local funds provide the State share of
the Medicaid match. That represents the yellow bar in the graph.
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Second, many States—as many as 18—retain a very significant
share of the Federal payment, often as much as 50 percent or more
and as high as 85 percent, rather than giving it back to the schools
as reimbursement for their claims.

Third, schools often pay private firms as much as 25 percent of
their Federal payment for services related to their Medicaid claims.
These firms often develop the methods to identify the claims, to
train school personnel to use the methods, and then they file the
claims that become the basis for their fees.

Taken together, these funding arrangements reduce every incen-
tive to exercise appropriate oversight. They also appear to violate
Medicaid’s fundamental tenet that Federal dollars are provided to
match State or local dollars for Medicaid-covered services.

In conclusion, Mr. Chairman and Senator Moynihan, HCFA is al-
ready acknowledﬁing these concerns and is taking steps to respond
to the recommendations in our report. HCFA concurs with the need
for better policy and its more consistent application.

But we would point out that States also bear a very important
fiduciary responsibility with HCFA to administer the Medicaid pro-
gram and they, too, must be held accountable for its efficient and
effective operation to safeguard public dollars.

A program of the magnitude and diversity of Medicaid will al-
ways present us with challenges in terms of finding the appropriate
balance between State flexibility, public accountability, and admin-
istrative simplicitﬁ. ‘ i

Medicaid can obviously make a very significant contribution to
the very real needs of eligible children, but there needs to be con-
stant vigilance to guard against potential exploitation that will di-
vert limited resources from their intended purposes.

Thank you, Mr. Chairman. This concludes our statement.

The CHAIRMAN. Thank you, Ms. Allen.

Now we will turn to Mr. Westmoreland.

[The prepared statement of Ms. Allen appears in the appendix.]

STATEMENT OF TIM WESTMORELAND, DIRECTOR OF THE
CENTER FOR MEDICAID AND STATE OPERATIONS, HEALTH
CARE FINANCING ADMINISTRATION (HCFA), WASHINGTON,
DC i

Mr. WESTMORELAND. Thank you, Mr. Chairman, and thank you
Senator Moynihan. Thanks to the GAO for their study and their
recommendations.

In brief, let me say that we agree with the GAO and concur in
its ﬁi:dings, and will move to adopt its recommendations expedi-
tiously.

There is a iclaneral rule in Medicaid. A Medicaid-eligible child can
‘receive a Medicaid-covered service when furnished by a Medicaid-
gartici ating provider in any venue, hospital, clinic, school, or

ome. There are some additions to that general rule, like outreach
and enrollment assistance, but that is the general rule.

We recognize that education and health care need to have a gggd,
cooperative relationship with the overall goal of helping children.
Schools are a lace to reach children, to enroll them in Med-
icaid, in SCHIP, and provide some basic services. Health care serv-
ices are essential to allow some children, especially chronically ill
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and disabled children, to get a public education. Medicaid is a pow-
erful tool to aid in that goal. ;

So with the general rule and the overall goal in mind, there are
a number of complex issues to work through and the GAO has
highlighted some of them for us today: bundling of school-based
services, claiming Medicaid funds for administrative purposes, and
transportation. -

Bundling is a catch-phrase for combining several services over a
ﬁiriod of time and paying a singletai)ayment for them. It is much

ike what Medicare does for hospitals or for surgeons these days.
There are many services involved, but these days they are not usu-
ally separately itemized. We pay one rate for one procedure.
ese rates have been developed in Medicare over a period of 25
years using detailed cost reports from institutions that are used to
providing itemized billing: hospitals. They have been statistically
evaluated, they have been regularly adjusted and reviewed, and it
is quite a rigorous process.

It is used because it is more flexible and simpler than fee-for-
service billing, while still being sound accounting. Bundling in
schoof!-based gerviolﬁis is ﬁ rqia;ﬁiv:h innovation. I}t1 i:h usually l1llsed_ to
pay for services like physi erapy, speec erapy, hearing
services, the kinds of things that Ms. Allen has descriged to you

ay.

It is not based on the same detailed history of experience on
costs. While it is flexible, it may not be accurate. It may under- or
over-compensate individual schools. It may not be risk adjusted by
the condition of the child involved. It may be tnEﬁemd by events
that are not related directly to cost like, as Ms. Allen has pointed
out, 1 day of attendance in school.

So while bundling is theoretically a good thing, the devil is in the
details. As GAO has said, the rates should reflect the need. The
rates should not be vulnerable to manipulation or-lead to inad-
equate services to the child. We agree.

We would flesh this out from information-from our work group
on bundling to say that there should be documentation, especially
documentation that the service billed for is actually provided, that
there should be an ability to do retrospective review, and that there
should be statistically valid sampling methods. This will lead to a
good balance between flexibility and accountability.

In the meanwhile, we are not approving any new bundling State

planning amendments and, short of fraud and abuse, we will allow
the current bundling States to continue for the time being, al-
though we will continue to provide technical assistance to help
them adjust the accuracy of their payments.
. The alternative to developing a new bundling methodology is un-
aeoestable. It is to wait for 25 years until we get reliable account-
ing data like we have for hospitals. That is not gocd for Medicaid
and it is not good for the kids who need the care now.

In administrative claiming, in addition to health services, Med-
icaid also pays for administrative work. As I mentioned before, we
pay for outreach, enrollment assistance, and those kinds of services
in general, and schools are a very good venue for doing that, but,
in addition, we pay for administrative work that is connected with
providing health services.
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Here, I would say the same general rule applies. Medicaid will
pay for administrative work that is associated with any Medicaid-
eligible child receiving Medicaid-covered services from a Medicaid-
participating provider. But we do not pay administrative expenses
that do not meet that general rule, except, of course, for special cir-
cumstances like outreach and enrollmcnt assistance.

So we do not pay for administrative services for ineligible chil-
dren, or uncovered services, or non-participating providers. This is
complicated because many school workers do a variety of services
during their normal day in the school, some that meet the general
rule, some that do not.

One method for accounting for this in a fiscally sound manner is
for Medicaid to appropriacely require statistical studies on the allo-
cation of the time of the personnel. The draft Administrative
Claiming Guide, which was developed after this committee’s last
hearing, is to try to make these rules clearer and simpler. It is not
a new policy.

These are general rules that apply not only to all of Medicaid,
but to all of the Federal programg. We are trying to clarify these
rules and to put them in one place, for the schools, and for the
States, and for HCFA, to promote consistency among HCFA' re-
gional offices so that we have the same rules being explained in the
same way.

This Administrative Claiming Guide is in draft now. The closing
date for comments was this past Monday. We have received a num-
ber of comments. We will review those with the Department of
Education and make the Guide final. In the meanwhile, we will
continue to provide technical assistance on administrative services,
especially to those small school districts that may have trouble
doing so on their own.

Finally, transportation. Again, the general rule. Medicaid will
pay for transportation when it is helping a Medicaid child get to
or from a Medicaid service by a Medicaid provider; in school set-
tings, the school often stands in as the provider.

. But if no health services or special assistance or equipment are
used, then transportation is not covered. There is a need here for
clarity and consistency. We are workini on program guidance for

schools, States, and again, for the Health Care Financing Adminis-

tration itself.

In conclusion, I would say thank you to the committee, and to
the staff, and to the GAO for raising these issues. Medicaid and
education have a strong common denominator: kids. We should
keep these kids as the focus of the program and work to clarify all
of these complications around providing services to them.

Thank you very much. ’

The CHAIRMAN. Thank you, Mr. Westmoreland.

['I:‘l;; frepared statement of Mr. Westmoreland appears in the ap-
pendix. .

The CHAIRMAN. Mr. Hast, in your report you say you are refer-

ing certain matters to the U.S. Attorney’s Office for appropriate
action. Would you please tell the committee why you are making
these referrals and what actions you would expect the U.S. Attor-
ney’s Office to take?
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Mr. HAST. Yes, Mr. Chairman. We are referring certain matters
because we believe that, based on the evidence that we collected,
that there is prima fascia evidence that some of the school districts,
with the aid and instruction of private consulting firms, made
claims on Medicaid reimbursement that were wilful and intentional
violations of the law.

I would say that we hope that the U.S. Attornca"'s Offices that
we refer this to will take appropriate action in either criminal or
civil law proceedings in order to recover improperly obtained funds,

The CHAIRMAN. Could Kou identify or give us some examples of
the type of misconduct the GAO uncovered that led you to make
these referrals?

Mr. HAST. Yes. In the area of fee for services, we examples of
claiming of transportation services any time a child received a re-
lated health care service without regard to whether the service was
actually provided.

In this context, school district officials told us that some of the
children who are authorized for this service never actually utilized
the transportation, but are transported by their parents.

We also identified situstions where group therapy sessions are
made as if they were individual sessions for billing purposes, but
only for the Medicaid-eligible students, not for other students.

n the administrative side, we believe that the $28 million ex-
ample that Ms. Allen testified about earlier is a situation that re-
quires Justice Department review. It is troubling that persons or
entities knowledgeable about this R{ro am would submit claims for
reimbursement of services for non-Medicaid-eligible students.

Additionally, Deloit & Touche Consulting, who prepared the
claims, when testifying before the House Committee on Commerce
in November about their fraud detection program, said that they
had eystems in place to prevent improper payments from being
ﬁ:ii(;lei. It does not appear that they were using these systems in

chigan. .

The CHAIRMAN. Did your investigation determmine whose decision
it was to submit the improper claims in question? Was it the school
districts, the consultants?

Mr. HAsT. Well, in interviewing officials from both the school dis-
trict and the consultants, we found that, with respect to the trans-
portation and group therapy billing, both sides are blaming each
other. However, with respect to the administrative claiming issues
that we developed, our interviews lead us to believe that the con-
sultants were responsible for those.

The CHAIRMAN. If they are unable to prosecute based on the re-
fffl;rglg, do you think HCFA should recover the improperly obtained

87 :

Mr. HAST. Yes, absolutely. I think we should use all legal rem-
edies to obtain the funds.

The CHAIRMAN. Now, Ms Allen, your analysis shows us that
school districts often benefit very little from Medicaid reimburse-
ment because of the funding arrangements they have with the
States or with the consultants. What can be done to maximize the
level of reimbursement that ultimately reaches the schools?

Ms. ALLEN. Mr. Chairman, there are several things that could be
done. Probably the two which would have priority consideration
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have to do with the State practice to retain certain of the Federal
reimbursement, and also to look at the practices by which the
schools are paying the consultants who work with them.

Let me take the first one with regard to the State practice to re-
tain. The States would argue that they retain a portion of the Fed-
eral Medicaid reimbursement because they provide State funds to
local education agencies for the benefit of school children. There is
no argument about that.

But at the same time, as we have testified and as can be seen
in the graphic, there are large proportions of local funds involved,
so it is not clear exactly whose funds are being used to pay for
Medicaid-eligible services.

We believe that when a State retains a portion of the Federal
Medicaid match, it severs any link that there should be between
ensuring that Federal dollars paying for Medicaid-covered services.

We also think that this just vinlates a fundamental tenet of the
Medicaid program, that Federal dollars are used to match State
and local dollars for the purposes of Medicaid services.

The second issue has to do with the issue of contingency fees that
are paid to consultants. Again, as we have testified, consultants’
fees are often tied to the amount of the reimbursement that will
be coming from the Federal Government.

Any arrangement such as that removes any incentive for appro-
priate oversight. It creates every incentive, in fact, to maximize, to
Eush the envelope of what is allowable. As we have indicated, we

ave found exactly that to be happening. There are various w?'s
that can be done to address that, which we would be happy to de-
lineate, if you desire. ,

The CHAIRMAN. Yes. Please proceed.

Ms. ALLEN. With regard to the practices for paying the consult-
ants, there are two or three things that one should bear in mind.
First of all, Federal law does allow the payment or the reimburse-
ment by Medicaid of consultant fees to the extent that they are
necessary and reasonable for the program, and to the extent that
they are not based on recovery of Federal payments.

For the most part, we did not find that to be the issue. What is
heppening, though, is that there is nothing to preclude a local
school district from payin% a fee to their consultants, but when it
is t{ﬁd to the percentage of federal reimbursement, again, there are
problems.

So how does one remedy that? Several ways. First of all, tighten
up the criteria for what is allowable or not and that will remove
some of the gray area that people are stepping into now. -

Second, some States do not allow contingency fees at all. Florida,
for example, just in February, adopted a policy to no longer allow
contingency fees to be paid on this basis. Some States use a fixed
fee schedule. That is another tool that can be used.

Finally, it could be capped. There could be a cap on what is con-
sidered reasonable and allowable which would help constrain that
portion of funds being drained off from schools.

The CHAIRMAN. Now, you mentioned Florida outlawed contin-
gencyqfees. Should the Federal Government do the same in these
areas?
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Ms. ALLEN. I am not sure about that, Mr. Chairman. Again, it
would seem that if these other principles are in place, that perhaps
there would not be as much of a concern. There are some other
States, I believe, who would also ban this.

To the extent that States would disallow contingency fees, then
obviously the Federal Government recognizes that as well. At this
point, we do not have a position on whether or not we should ban
that at the Federal level.

The CHAIRMAN. Let me ask this question, then I will turn to Sen-
ator Moynihan. :

How pervasive are the problems you identified with administra-
tive cost claiming, in particular, the claims for services for non-
Medicaid-eligible children? Is this something occurring in a couple
of States or so? What is being done to prevent this practice from
growing?

Ms. ALLEN. The magnitude appeared to be greatest in the two
States where the administrative claims are the highest, in Michi-
gan and Illinois. Again, HCFA has done some reviews of practices
in those States.

For one quarter alone, the quarter ending September 1998, in
one State, HCFA has questioned $30 million in administrative
claims, for some of the reasons that we delineated.

But when they questioned them in 1998, they asked that prac-
tices be changed, but it did not happen. When the next year rolled
around, September 1999, at that point HCFA decided to defer $33
million that had been claimed for these questionable practices. At
this point, HCFA has not determined that they are unallowable, it
is just that they are questionable..

Similar practices are in place in Illinois. Again, the magnitude is
very large in those two States. But we have also identified that
similar practices are in use in a number of other States. We have
not done the work in those other States to identify it, but certainly
the vulnerabilities are there. -

The CHAIRMAN. Let me turn to you, Mr. Westmoreland. How has
all this happened? GAO presents to us a clear pattern of improper
payments for both direct services and administrative costs.

What has gone wrong in HCFA’s oversight process? For example,
why did the regional offices not reject State plan submissions that
Eermitted inappropriate claim methodologies? How did we get

ere? I mean, what is HCFA doing?

Mr. WESTMORELAND. Mr. Chairman, I think I should begin by
saying that we had deferred claims, as Ms. Allen has pointed out,
from the State of Michigan. Overall, that is about $50 million that
we have deferred.

The second thing I should probably say, is that we accepted the
initial bundling of service provision because it seemed like a good,
flexible way of responding to the need for the schools to be able,
as you were pointing out in your opening statements, to not turn
into hospitals, not to have to provide fee-for-service billing.

Having gaid that, when we initially accepted those we were act-
ing on the belief that we had a reasonable basis for coming up with
the bundling methodology, of what the rates would be and what
would trigger those rates.
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We have since—and I would say in large part because of the
GAO and this committee’s activities this past summer—put a mor-
atorium on accepting further school bundling amendments because
we do not believe that the methodology that is arrived at or how
to come at those services with an appropriate rate is as sophisti-
cated and nuanced as it needs to be. It is not the same thing as
prospective payment in hospital care.

So we have put that on hold. We are developing a new method-
ology, and in the meanwhile we are only accepting fee-for-service
proposals for school-based services. ,

In the administrative claiming area, we have developed a draft
Administrative Claiming Guide for use by the States on how to
claim for school-based services’ administrative work. That guide is
long and it is in draft now. We have received a number of com-
ments about those drafts. We will be trying to make that into a
ﬁnallform and I have every hope of being able to do so expedi-
tiously. ‘

Let me quickly add, there are other parties that are quite inter-
ested in making sure that this Administrative Claiming Guide is
clear and useful. We have been working with the Department of
Education, especially with the office that deals with special edu-
cation and the needs of chronically ill and disabled kids who have
a special interest in making sure that Medicaid is available to pay
for those kids to stay in schools. -

So we have been moving to try to clarify this policy. I agree with
you, Mr. Chairman, that it has been slow. To that extent, I regret
that it has not been faster, but we are moving to do so.

The CHAIRMAN. Now, I understand that these guidelines really
set forth what is not reimbursable and the schools are concerned
that it does not state what is reimbursable, that consequently it
does not give them, really, the kind of guidance that they need.
What is your answer to that complaint?

Mr. WESTMORELAND. I agree with that, overall. We have received
a number' of comments that the tone is actually one that is quite
pessimistic, “These are the things you cannot do.” I agree that we
should state, in turn, “These are the things you can do.”

Now, I think that our lawyers would argue that by stating what
you cannot do, and having“g\e general rule that I described in my
testimony available, that schools should' have some comfort that
this is what you can do.

But I also have heard from a number of school districts and edu-
cation associations that is not what they wish to have, and I hope
that the final guide will state, in turn, the things that they can do.

One of the things I also would emphasize, which has been impor-
tant for some of the education groups with whom I have met in the
meanwhile, is that the Administrative Claiming Guide is setting
out—and I do not use this phrase in its legal sense—a safe harbor.
This is one way of doing administrative claiming with an account-
ing method, in this case random time sampling, that would result
in satisfactory accounting of personnel time.

I have been told by a number of people, and indeed, a number
of Members’ offices, that there are other ways that they feel are
sound accounting to arrive at this same basis. -
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What we are trying to do is lay out one method that would be
acceptable, and if schools or States—in this case, I am allowed, le-
gally, only to deal with States—come forward with other methods,
that HCFA will review those in detail.

The CHAIRMAN.-Let me ask you two more quick questions. Do
you intend to recover from the States payments that were drawn
inappropriately?

Mr. WESTMORELAND. If, upon further review—and I have pointed
out that in the State of Michigan we have taken, overall, about $50
million in deferrals—we find that those claims were, indeed, legally
inappropriate, yes, we would seek to recover those funds.

I would also point out that, in a number of States, we have
worked with the State on voluntary adjustments which have not
required going to deferrals. We have had voluntary adjustments in
which regional offices have approached the State, raised questions,
and the State has volunteered cooperatively to adjust their future
method and, indeed, return some Federal funds. So, it need not al-
ways come to the point of recoupment.

The CHAIRMAN. You did make some mention about the inconsist-
encies between regional offices. This is a constant complaint in al-
most every program. When are we going to get on top of it and
make sure that all States are treated alike?

Mr. WESTMORELAND. I hope that we can move towards finally
gettin% regional consistency, in part, by developing the Administra-
tive Claiming Guide, as I said in my testimony, not just for the
gurposes of telling the States and the local education authorities,

ut also telling the HCFA regional offices who are responsible for
the implementation of these programs, what acceptable and unac-
ceptable practices are. ‘

1 think the development of the guide has an internal purpose as
well as an external purpose, so that there are clear and stated
rules of what is an appropriate system. I hope that this will pro-
mote regional consistency. I would be overly ambitious to say that
that would be solving the problem of regional inconsistency, but I
hope it will help.

The CHAIRMAN. Senator Moynihan?

Senator MOYNIHAN. First of all, I want to thank all of our panel
for the candor, especially you, Mr. Westmoreland.

Mr. WESTMORELAND. Thank you, sir. -

Senator MOYNIHAN. You have indicated what you hope will come
out and not told us what will. Let me ask, if I can, the questions
of regional variation. The Chairman mentioned regional matters.

I have been intrigued by the history of the Medicaid sharing for-
mulas with State governments which is based on the Hill-Burton
Hospital Construction Act, I believe, of 1947.

A distinguished former chairman of this committee once crufided
to me, in the good nature Russell Long always had in these mat-
ters, and said, “Well, Hill-Burton was the South’s revenge for the
Civil War.” [Laughter.] If you will recall, it allocates funds on the
basis of the square of the difference between the State per capita
income and U.S, per capita income. '

I remember anciently now, in my first commencement address as
a U.S. Senator, I suggested, if we are going to have algebra in our
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statutes, why not make it square root? Nothing has come of that
over the years. .

But I look at gour chart, Ms. Allen, and it says, there is Mary-
land paying $820 a year. As far as I can tell, Alaska, Arizona, and
Minnesota do not provide anything in the way of health care serv-
ices, it is all administrative. ‘

Ms. ALLEN. That is what they reported to us, sir. That is not to
say that they are not necessarily providing those types of services
to their children, but it seems that they are not working through
the Medicaid program to help obtain the reimbursement for those
services. - - S S

Senator MOYNIHAN. So they just charge the administrative costs
and pick up the others, do you think?

Ms. ALLEN. It would appear that way. !

Senator MOYNIHAN. I wonder if Mr. Westmoréland could not look
into that for us, if it is an anomaly.

Mr. WESTMORELAND. Senator Moynihan, I would be delighted tc
look into it for you. I would say in passing, that the provision of
health care services for disabled and chronically ill children
through the Medicaid program is, as you point out, in the long his-
tory of the Medicaid program, a relative innovation.

It was in 1988 that it was clear that schools and educational or-
ganizations could claim for health care services provided in this
ashion under the Individuals With Disabilities Education Act.

It may be that, over the years, some schools—I do not know the
:liltuation in these States—became accustomed to budgeting for

at.

Senator MOYNIHAN. Well, Minnesota is not in the habit of depriv-
ing people of education or health care. It may just be the simplest
thing for them to do. You could always call them up ask.

Mr. WESTMORELAND. Yes, sir. We will investigate. But the only
thing I was trying to follow up on with Ms. Allen’s comment is that
the fact that it does not show up as a Medicaid expense may not
mean that the health services are not provided to the children.

Senator MOYNIHAN. Precisely.

Mr. WESTMORELAND. Yes.

Senator MOYNIHAN. But, then again, the range of health services
billed, as it were, ranges from a higfx of $820 in Maryland to 6
cents in Mississippi. Now, what is that all about? Five cents’ worth
of health care?

Ms. ALLEN. Well, that is how it averages out, sir. It could be that
that is being provided to just a few children, perhaps, in one school
district, but when you average it out over all Medicaid-eligible chil-
dren in the State, the claim per child is low.

. Again, the point here, as Mr. Westmoreland said, is that a num-
ber of States are adopting a wait-and-see attitude. There is wide-
spread knowledge about some of the activities occurring in some

tates. Some are very interested, some consultants are workinﬁ
velrl'y 1aggresvsively to sign up more clients amongst States an
schools. )

But, quite frankly, some are waiting and watching to see, for ex-
ample, the outcome of this bearing, because they are not sure
whether they can legitimate‘l{ pursue this and how to do it in a
way that they will benefit and, at some point, not be penalized.
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Senator MOYNIHAN. I would hope you mean the way the children
would benefit.

Ms. ALLEN. Yes.

Senator MOYNIHAN. I am sure the Chairman does not want this
hearing to suggest anybody get out of this program. There is a phe-
nomenon, which is obviously related to the welfare legislation of
1996 in which we repealed the Aid to Families With Dependent
Children, which was the original focus of the Medicaid, was it went
with AFDC. Now there is none, so 600,000 children appear to have
lost Medicaid coverage during 1997 alone. Is this not the case" Mr.
Westmoreland, you would know.

'Mr. WESTMORELAND. I am not sure if the number is 600,000. It
is hard to estimate how many children have lost Medicaid, in part
because of the difficulties of estimating rising employment levels,
which in turn might mean that children do not meet the income
and assets standard. But it is quite clear that a number of children
and families have been inappropriately terminated from Medicaid
as the TANF legislation was implemented.

Senator MOYNIHAN. Is it inappropriate, or did we just write the
statute, so this is what happens?

Mr. WESTMORELAND. Well, as I understand it, under the terms
of the legislation, children and families should preserve their Med-
icaid eligibility even if they lose their TANF.

Senator MOYNIHAN. They continue that. I see. So it might be
that, even though they have that entitlement, they think, since you
are off AFDC, you are off everything.

Mr. WESTMORELAND. Yes, sir. In three States that I know of,
that are working either in litigation or working directly with the
fear of litigation, efforts have been undertaken to reinstate children
and families that have been inappropriately terminated, say, due
to a computer system error or something like that.

In the State of Washington, for instance, more than 100,000 chil-
dren and families have been reinstated into the Medicaid program
after finding that there have been errors in the implementation of
the TANF legislation.

Senator MOYNIHAN. You are going to have a big issue on your
hands in this regard when the 5-year time limit takes place, which
is what, next year?

Mr. WESTMORELAND. Yes, sir.

Senator MOYNIHAN. I will not be around to hear it, but I would
hope that you might keep the committee in touch with what hap-
pens, generally.

Mr. WESTMORELAND. Yes, sir. I will.

Senator MOYNIHAN. And in that regard, one last question, if I
can. Do you have a State variation in the number of disabled chil-
glreﬁl eligible from State to State? Anybody. Mr. Hast, you can join
in here.

Mr. WESTMORELAND. I do not know those numbers. I am sure it
would be relatively easy for us to come up with the numbers, and
I would be happy to supply them to the committee by the end of
the week.

Senator MOYNIHAN. Would you do? —

Mr. WESTMORELAND. Yes, sir.

TLen
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Senator MOYNIHAN. Because it is the question of disposition to
diagnose something like that. DDT. Disposition to diagnose. The
variations can be so formidable.

I am sorry that my friend from Florida has just arrived. But a
couple of years ago we were able to show that the strongest correla-
tion between mathematical test scores and eighth grade students
by far the strongest correlation, was distance of the State capitai
from the Canadian border. So, we came up with, if you want to im-
prove your test scores, move your State closer to Canada. It makes
perfect sense, and the statistics prove it.

But it would be interesting to find out just how many. Is there
a variation? And within the variation, are there specific physical
disabilities? What would students be in group therapy for? I mean,
that is psychiatric, is it not?

Ms. ALLEN. Or it could be speech therapy, sir.

Senator MOYNIHAN. Speech therapy.

Ms. ALLEN. Yes.

Senator MOYNIHAN. Yes. Sure, Well, tell us more, will you? And
thank you for what you have told us already.

Mr. WESTMORELAND. And if I could add, sir, at the risk of being
considered facetious, I have in my previous career worked on a
statute which is now blessedly amended, which involved a cube
root for distributing funds among the States.

Senator MOYNIHAN. A cube root.

Mr. WESTMORELAND. A cube root. Yes, sir. '

anator MOYNIHAN. Would you let us know about that? [Laugh-
ter.

Mr. WESTMORELAND. It is no longer on the books. It has been
amended. .

Senator MOYNIHAN. It does not matter, it was. The history of al-
gﬁbra in American social legislation. There is a little dissertation
there.

Mr. WESTMORELAND. I would fctually go so far as to point out
that the legislative counsel, in attempting to draft this legislation,
could not find a cube root key on his computer and we had to draw
one and cut and paste it into the bill, [Laughter.]

Senator MOYNIHAN, Send us a letter.

Mr. WESTMORELAND. I will.

Senator MOYNIHAN. Thank you all very much.

Thank you, Mr. Chairman.

The CHAIRMAN, Thank you, Senator Moynihan. s

There is a vote on. Senator Graham, would you want to proceed
to ask any questions, then recess the committee? We can go ahead
and vote. There will be two votes. I think we are finished with this
panel, but when you complete any questions you have.

Senator GRAHAM. Mr. Chairman, my preference would be, first,
to respond to what Senator Moynihan has just said by providing
a bit of history of the connection between Florida and Canada. We
cannot deal with geography, but we can deal with past events.
That should intrigue you.

Second, to suggest that Senator Moynihan is ﬁoing to be spend-
ing his retirement writing salacious novels on the history of alge-
bra in America’s social policy as a means of supplementing his So-
cial Security income.



16

But I would withhold my questions to the next panel, Mr. Chair-
man. ' B

The CHAIRMAN. Thank you, Senator Graham.

Let me thank the three of you for your testimony. I view this sit-
uation most seriously, and I think it is critically important that we
proceed in a way that we ensure the young students who are enti-
tled to this care, indeed, have it and that the school districts are
reimbursed as we proposed. -

So I do not want to come back another year from now and find
that we are dealing with the same situation. I want to hear that
the program is working for the eligible.

Senator MOYNIHAN. Once again, Mr. Chairman, oversight is a
fundamental responsibility which you have revived. We are not the
onl{ ones. I mean, they are not the only ones who have to keep up
with procedures.

The CHAIRMAN. Absolutely. I could not agree more.

Senator MOYNIHAN. We thank you all. .

The CHAIRMAN. Thank you very much.

The committee is in recess. :

[Whereupon, at 10:48 a.m., the hearing was recessed to recon-
vene at 11:32 a.m.]

The CHAIRMAN. The committee will please come to order.

It is a pleasure to welcome our second panel, consisting of Lynn
Davenport, who is president, Human Services Division, MAXIMUS;
Susan Sclafani, who is chief of staff for Educational Services, Hous-
ton Independent School District. It is a pleasure to welcome both
of you. And Jacquelin Golden, National Parent Network on Disabil-
ities.

I apologize for the delay, but it seems to be the pattern rather
than the exception.

Senator MOYNIHAN. But you always come back, Mr. Chairman,
which is not the pattern.

The CHAIRMAN. That is true.

But we will start with you, Mr. Davenport, and work our way up.

STATEMENT OF LYNN DAVENPORT, PRESIDENT, HUMAN
SERVICES DIVISION, MAXIMUS, WALTHAM, MA .

Mr. DAVENPORT. Thank you, Senator Roth and Senator Moy-
nihan. It is a pleasure to be here. :

My name is Lynn Davenport and I am with MAXIMUS.
MAXIMUS is a consulting firm that works in the State, federal
and local sector. Among the work we do, is to work with States and
school districts to help them obtain their full Federal reimburse-
ment under Medicaid and other Federal programs.

So, it is based on that experience that I am talking about today.
We have prepared a statement, which I believe you have, and I will
kind of summarize the high points, then look forward to questions.

We are pretty well aware of all of the concerns about school-
based billing. To the extent there are issues—and there are issues,
we have seen them—we have tried to make sure we have been a
positive, rather than negative, force in addressing them. But those
concerns are real. I think this series of hearings is very important.

Let me take on three or four of the issues that seem to be impor-
tant to give our perspective. First, with respect to bundled rates,
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truthfully, any kind of rate-setting system can be abused, a fee-for-
service system, a bundled rate system can be abused.

Really, what they are is rates divided by a cost. If those costs do
not properly reflect real costs, you have a potential issue. So I
think the issue is how to develop a good rate-setting system as op-
posed to fee-for-service versus bundled rates.

The second concern, as people have mentioned, bundled rates can
be helpful to schools because they are somewhat easier to imple-
ment, so there is a potential advantage to schools to use them, so
long as costs are properly recorded.

ird, there are certain kinds of transactions in the school set-
ting that really do not lend themselves to a fee-for-service situa-
tion, For examyple, if you have a personal aid in a classroom whose
job is to work with disadvantaged children, and that person spends
some of his or her day on instructional kinds of functions which
cannot be billed to Medicaid, there are other functions in terms of
working with the child that are billable.

So how does that person record those different moments in time
in the course of the day in a way that is 1|;ractical? It is a difficult
service to recover under a bundle rate methodology.

But let me turn to some of the ways in which I think you can
begin to develop a better system, be it fee for service or bundled
rate. First, there has to be a much better definition of what are
proper and allowable costs. I think if everybody agrees from the be-
ginning, you are in better shape.

Second, I think it is important to have variation in your rate-set-
ting system. Some of our projects, for example. We have a series
of 19 different rates. We have developed a rate for each type of dis-
ability category.

We also have different rates by different segments ¢f a State, so
that there is variation in terms of State differences. I think you
start to have more and more variation, detail, and rigor in your
process, you have a better chance for properly representing costs.

Third, there has to be a real statistical foundation behind those
rates in terms of allocating time, recording time, to make sure that

ou can properly show that the time we have billed, the costs we
ﬂave billed, really is for an allowable function as opposed to an un-
allowable function. We like to sit down with HCFA at the begin-
ning of our projects and work through our methodoloii:s with them
to get agreement. I think that is the process that works best.

Senator MOYNIHAN. Sir, if I may. -

Mr. DAVENPORT. Sure.

Senator MOYNIHAN. You said you sit down with HCFA and work
these things out.

Mr. DAVENPORT. We certainly try to, yes. It is just a matter of
our practice. We think that that is the best way of avoiding a sur-
prise later on.

The next 1)‘::)int I was goin% to mention, is that even though you
are billing, let us say, on a blended rate basis, you want to make
sure you work with the schools to put in place some sort of record
keeping system so that one can go back on an audit and look
thr%ug dt:heir books and records to see if that service was actually
rendered.
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Last, there needs to be flexibility. People talked about using a
month, for example, as an a g:opriate indicator. There are other
kinds of indicators that coul used, so we have got to work to-
wards what makes sense.

Let me move to the second issue, which is administrative claim-
ing. Administrative costs, again, are appropriate costs, within rea-
son. There have been a lot of issues. One of the things that I think
has happened, is there has been a tendency in some cases for peo-
ple to try to move direct service costs into an administrative cost
pool. That is not what the administrative cost program was de-
signed to recover.

It is really supposed to be the costs on top of your direct services.
It gets back to properly defining which costs are appropriate, which
are not, define that in advance through regulation and rules, and
ultimately through practice, and I think you have a much better
chance of having a good program.

Second, again, your statistical process. There is a sampling that
needs to be performed of peo&ﬂe to see, are they performing Med-
icaid or non-Medicaid allowable services or health related services?
There are sampling methods that kind of take one little moment
in time and extrapolate the results over an entire year. That is a
leap of faith.

ere are other sampling methods that force you to look at time
much more consistently and more constantly. That %ves you much
more representative views, so these are, again, methods and ways
to kind of have an administrative cost system that works best.

Obviously, you want to make sure that you do not see the same
costs in both direct service and administrative costs, so structuring
the commitment and responsibility on behalf of everybody working
in the process is important.

The third area, is the use of contractors. The sense tends to be
that using a contractor, in itself, is wrong or abusive. Second, they
work on a contingency-based process, even more so. Let me respond
to those points.

It takes effort to put in place a school-based billing system,
whether it be a school or a consultant. The school is either gotigé
to have to hire people, or build a computer system, or assign s
to that process, or they are going to use somebody like our firm to
work with them. But if the grm is working properly, it is a proper
function for somebody to perform. ’

Second, with respect to contingency rates, again, you can have
abuses in a contingency system, or under a fee-for-service system,
or whatever. Abuses can occur. Again, how do you put in place a
process that is going to protect against that?

Contingencies, by the way, can be helper in smaller jurisdictions
or finally strapped jurisdictions as a way for them to avoid paying
until they have benefit from your services.

Some things to think about: making sure that all procurement
are on a competitive bid basis; requiring the vendors to share their -
costs. If I buy a car, every dealer is going to share their costs with .
me. So should vendors, and that should be something you put in
your proposal, whether you charge others for the same services.

Time limits, in terms of how long this contract is supposed to
last. I need to make sure that the vendor is required to not only
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just identify the services billed for the dollars, but to actually be
responsible for training staff, putting in place procedures and sys-
tems, and turning over their knowledge to the vendor long term.
Lastly, to think about things like caps, limits, dollar constraints, if
there is a concern that maybe somebody is getting inappropriate
recovery.

I had other comments, but I will leave those. Those were kind
of highlight kinds of comments.

Just one thing on the issue of HCFA, if I may. I think the issue
there is to try to find a way to get a good, prompt, working a;‘)rocess.
That would be the most helpful for the people working in the field,
so to speak. Thank you.

The CHAIRMAN. Next, I will call on Dr. Sclafani, please.
di’["lihe prepared statement of Mr. Davenport appears in the appen-

STATEMENT OF SUSAN SCLAFANI, PH.D., CHIEF OF STAFF FOR
EDUCATIONAL SERVICES, HOUSTON INDEPENDENT SCHOOL
DISTRICT, HOUSTON, TX :

Dr. ScLAFANI. Thank you, Chairman Roth and Senator Moy-
‘nihan, members of the committee. We are very pleased to be here
today on behalf of the Houston Independent School District, and as
well as a representative of the Council of Great City Schools, the
largest urban districts in America.

e are the largest district in Texas, and the seventh largest in
the Nation, with over 210,000 children served in nearly 300 schools
across our city, which is a very large, spread-out city. Fifty-three
percent of our students are Hispanic, 35 percent African-American,
12 percent white and Asian. In fact, 71 percent of our students are
served in the free and reduced-price lunch program.

What we see, is that because we are a large city, we tend to get
more severely and profoundly disabled students in our schools than
many other areas do. We are known for our medical center in
Houston. In fact, the number of our multiply impaired students is

vew hiaglh

e also had brought to the committee a very short videotape
that shows you some of the students that we serve. Ordinarily, in
the past when we were in school, these children were not in school
with our kids and we think it is important that they are there.
That means that we have got to provide health services fo:' them
if they are going to be successful.

We have been doing the Medicaid program in Houston since
1992, We set up a department. We have a staff of 10 who have
worked very closely with the State Medicaid service and the re-
gional HCFA to design a program that meets all of the require-
ments for the State.

Through- our annual audits, we have been found to be in full
compliance. We also have used our staff to do internal audits dur-
ing the year to be sure that we are following all of the rules.

ankly, we do those time studies on a quarterly basis that do
take time from our professionals, but they see that the nearly
$9 million a year that we get in-Medicaid reimbursement enables
us to provide personnel to better serve our students. Because of
that, they are willing to do that extra work.
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One of the things that we believe, is that as you are providing
services across the Nation, that it must be, as you have already
gsked in the first panel, a system that provides equity across the

tates.

We are very pleased with the Texas system. We have worked
well together. It is a fee-for-service system. We are sure that we
are only reimbursed for the services that we provide to children,
but as we provide additional services, then we can be reimbursed
for those as well.

In Texas, there are 1,000 school districts, and 800 of them have
fewer than 1,000 students in them. For each one of those school
districts, to create the mechanism to do this on their own, is far
more difficult. A student .population like that only justifies a cen-
tral office with one or two people in the professional range. They
cannot create a staff.

We have been working with a number of our neighboring dis-
tricts to help them use our system. We have already developed it,
we have got the software in place. So there are alternatives, I
think, to going with consultants. The nice part is, all of those dol-
lars then stay in school systems and provide services for students.

.In my testimony, I outline the services that we provide and it is
far more than one would ordinarily expect a school system to pro-
vide. But, as I said, our children are far more medically involved
in Houston than we have had before. .

"We' do tube feedings, we do suctioning of lungs so that children
are able to breathe, we do inhalation treatments, we provide medi-
cation on a daily basis to our students, and we have got to have
professionals to do that. As you know, medical professionals are an
expensive group of people to hire. We believe, however, that it is
worth doing.

One of our challenges, is that the Individuals With Disabilities _
Education Act was never fully funded as originally conceived, so we
only get about $8 million out of Federal funds. Y{et, we are spend-
ing well over $115 million a year on our special education pro-
grams. We spend over $35 million a year on health services.

So we are providing those services because our children need
them, and we believe so strongly that all children need to be in
schools together.

In fact, it is the interaction of our regular education students
with our special education students that enriches the lives of our
special education students and builds an understanding on the part
of our regular education students, that these are children as well,
these are their peers, and that they need, as they grow up, to be
concerned about the welfare of these children as well. -

So we are looking forward to regulations that tell us consistently
how we should operate, that are clear and easy to understand. But
we believe that the Medicaid program has enabled us to serve stu-
gents that otherwise would not be as well-served as we currently

o it. )

Many of our children ia our Child Find program really are served
only by our school nurse. It is the only medical personnel they see,
unless we can help them and their parents get in touch with the
medical professionals available in the city.
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So the Child Find services, the case management services that
our people %rovid(,, are absolutely critical to ensuring that our chil-
dren have the health services at an early stage where we can inter-
vene easily and keep down the medical costs. So, we are in full
agreement with Medicaid’s anls, as well as HCFA's goals, of inter-
vening early and reducing the costs on a permanent basis.

The CHAIRMAN. Thank you, Dr. Sclafani.

Senator MOYNIHAN. Right on time.

The CHAIRMAN. Right on the button.

Senator MOYNIHAN. Somebody has been around schools, I think.
The bell rings.

The CHAIRMAN. Ms. Golden?
d_[’I;he prepared statement of Dr. Sclafani appears in the appen-

ix,

STATEMENT OF JACQUELIN GOLDEN, NATIONAL PARENT
NETWORK ON DISABILITIES, BALTIMORE, MD

Ms. GOLDEN. Mr. Chairman and distinguished members of the
Finance Committee, my name is Jacquie Golden and it is a pleas-
ure being here today.

The very first thing I wanted to do, is actually give you a visual.
This is the young man I am speaking about today, which is my son
Joshua. He is the handsome one in the middle.

But I wish to share with you my firsthand experience on how im-

ortant it is to receive the related, school-based services, paid for
Ey Medicaid for children with disabilities. But, first, I have to tell
you about myself and my children. I am a Marylander, a parent of
two children. Both of my children have needed special education.
My dauihber, Jessica, has attention deficit disorder, and my son
Joshua has Angelman Syndrome. Children with Angelman Syn-
drome have significant disabilities.

Although I do not like to place labels on children, I will do so
today so you get a better picture of what my son looks like. I would
say the following labels would best describe my son: significant
physical disabilities that include ataxic gait, profound mental retar-
dation, a complex seizure disorder, non-verbal, a significant sleep
disorder, as well as many other labels that would fit my son.

Additional labels that I would like to share about my son, is he
is extremely friendly, he loves to be around people, he loves life. He
likes nothing better than a good laugh. He is a young man, deter-
- mined to make the most of what he can be. Joshua enjoys watching
NASCAR races on television, he enjoys baseball, movies, friends,
and school. Our vision for Joshua is to complete his education, even
with the significant disabilities.

However, in order for our vision to become a reality, the edu-
cational system must include related services provided to Joshua in
his home school among his peers.

Joshua receives, delivered in his home school, speech therapy
provided by a speech pathologist, BE sical therapy, occupational
therapy, assistance technology, and avior management services,

though sometimes I wonder whose behavior we are managing.

The related services needed to be a team decision. t has
truly made these related services successful is the delivery of these
services among his peers, and including his peers.
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Joshua learned to walk at age 14. Some well-educated physicians
told us early on that Joshua would never walk, never talk, he
would sit, never take care of himself. Basically, these physicians
gave us very little hope for our son. Yet, Joshua had enough sense
not to listen to these predictions. I have said many times, Joshua
never read the medical books.

Included in his middle schools, Joshua saw from his other peers
their ability to walk. Joshua wanted to keep up with those peers.
However, he needed the trained eye of a physical therapist to assist
him in learning the difficult task of making his body function. You
see, our world is filled with things such as curbs, a small step for
you and I, but a mountain for Joshua.

Yet, Joshua did not get discouraged. He ke;;_([: on trying to be part
of those friends that he longed to run with. He achieved his goals
with related services such as the physical therapy, and an aid to
assist him in getting the practice he needed to successfully com-
plete his first independent steps. :

I ask you, Mr. Chairman and members, do you remember watch-
ing your children’s first steps? I waited 14 years for those first
steps. It is wonderful to see any child take first steps, but seeing
my child, my son Joshua, doing this was nothing short of a miracle
to me.

This came about not only by my son’s determination, but by the
related services delivered in his school. As I indicated, Joshua is
also non-verbal. However, this does not mean he does not have
anf'thing to say. It just meant that we needed to find a way to be
-able to communicate his words in a different manner.

Through the use of assistive technology, Joshua now is able to
have a voice. Through the use of a picture exchange system, he can
make selections and choices. The picture exchange system is not a
complex computer. It is, very simple, pictures that exchanges for
his wants and needs. A picture of a banana gets Joshua the snack
he desires.

This came through assistive technology specialists and speech
athologists working to include Joshua in places like the school
unch line, in classes that Joshua attends. Joshua probably at this
very minute while we are here is in his howne school learning how
to use his Big Mac as a job-training tool. A Big Mac is not a ham-
burger, it is actually a small device that you can record a simple
phrase on and Joshua presses it and he can relay his dreams.

Joshua is learning a job skill within his home high school. You
see, I do have a vision for my son. It does not include becoming de-

ndent on a system to totally care for him for the rest of his life.
see that, with the related services he receives within the school
system, he will become independent of the Social Security system
some day, that he will have a job, a life, contribute to his commu-
nity. - -

Yes, my son will always need supports, but he does have skills
and he can learn. He will learn these skills only if the related Med-
icaid services through the related services in the school system are
provided.

We must be assured that related services paid by Medicaid
through our school systems are maintained. Schools must assure
the services in accordance with the child’s individual education
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plan, the IEP, are delivered. Without related services, we are-tak-
ing away the opportunity for children with disabilities to become
productive and successful adults.

I believe this to be true for every child with disabilities, even
with the most significant disabilities such as Joshua.

I heard earlier in the morning panel about the complex reim-
bursement system. I would urge you to fix this, but while you are
fixing this, remember, you are talking about our children. These
are the true people that benefit from these services. I also urge you
to protect them. '

have also included in my testimony principles that the dis-
ability community supports as Nrm do fix this problem. Thank you.

[The prepared statement of Ms. Golden appears in the appendix.]

The CHAIRMAN. Thank you, Ms. Golden, for sharing with us a
vexz, very moving story. Of course, the purpose of this program is
to help ensure that children such as yours have the kind of care
and medical assistance that they need. :

Ms. GOLDEN. Thank you.

The CHAIRMAN. That is the whole purpose of this hearing, is to
try to assure that that will be the case in the future, and the funds
are used for that purpose.

Mr. Davenport, let me ask you. Is your school or your organiza-
tion paid on a contingency fee basis?

Mr. DAVENPORT. On some contracts we are, some we are just on
a straight fee basis.

The CHAIRMAN. Let me ask you, how do you respond to GAO’s
position that consultants do have a conflict of interest when paid
on a contingency fee?

Mr. DAVENPORT. Well, in terms of, the incentive is to go in, ap-
propriately, for dollars? I think that it depends on the firm. Contin-
gencies are a vehicle to reimburse for schools that have difficulty
in terms of otherwise providing. But I do not think it is a conflict.

I think if the vendor comes in to the project and presents that
it is aware of the potential exposures and says it is going to protect
itself and the State on those issues in terms of time limits, caps,
and such, and if the State or the school responds appropriately, 1
think you have addressed the conflict. I think that we are aware
of the potential for a conflict. We try to address it in our contracts
and the way we conduct ourselves. ' :

The CHAIRMAN. Well, I have to say that the experience of the
Federal Government in many areas, not only in health but in mili-
tary, have found that contingency fees are abusive, that they do not
represent the best interests of the government.

t me ask you this. What do your contracts with school districts
stipulate in the event that Medicaid reimbursement received by the
school is later found to be inappropriate and disallowed? -

Mr. DAVENPORT. All of our contracts have a clause that, if there
is ever a disallowance, we have an obligation to work, at our cost,
to whatever it takes, with the school to address that issue. If a dis-
allowance should ever become an audit finding—it never has—then
we would have to pay back to the school any dollars that we recov-
ered. That is what our contracts say.

I mentioned before, we try to avoid that in every instance we can
by working with the State and HCFA up front to get agreement on
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everything we are going to do, so we are trying to make sure that
we and they are not surprising one another over the course of the
project.

The CHAIRMAN. Let me ask you a question, Dr. Sclafani. In your
opinion, what is the most important thing HCFA could do to ad-
dress the issues of improper payments raised here today so that
Medicaid’s role in the schools can be sustained in the long run?

Dr. SCLAFANI. I think that our experience in Texas has proved
that, if HCFA will work with the local school districts in designing
the programs, then everyone is clear up front.

Now, obviously they cannot work with 15,000 school districts
across America, but they can put in their guidelines clear and con-
sistent rules so that everyone knows what the design ought to be,
what outcomes are required, and what processes will be used to de-
termine whether those are the appropriate services for which to be
reimbliu'sed. So, I think that the guidance from HCFA is absolutely
critical.

lThg CHAIRMAN. But you do not find the current guidelines that
clear? :

Dr. SCLAFANI. The proposed tguidelines really are the first guid-
ance that has been published for school districts. In the past, we
have worked, as I mentioned, with our regional HCFA office in
ascertainin% exactly what services can be provided, should not be
submitteqd, for reimbursement.

But this guidance, at first reading, appears, as you pointed out
in your earlier panel, to be a very negative guide that simply talks
about what you cannot do rather than providing opportunities to
say what school districts ought to be doing. We would rather have
it clearly spelled out what we ought to be submitting reimburse-
ments for, as well as some things to watch for.

Certainly it is helpful to receive guidance in those areas that
they have found to be abused in the past so that people can be as-
sured at the outset that they are designing those not to be included
in their program, but lj))(:)sitive guidance as to what ought to be done
and how it ought to done would help school districts, and cer-
tainly those with less expertise than our district, as a very large
district, is able to develop within our own staff.

The CHAIRMAN. In other words, it is not either/or.

Dr. SCLAFANLI. It is not either/or, no.

The CHAIRMAN. But basically it would be helpful to lay out what
you can do.

Dr. SCLAFANI. Absolutely.

The CHAIRMAN. But also at the same time, make clear what
abuses will not be tolerated. -

b 11)1;:ulSCLAFANI.~ Abuses to avoid. Yes. Yes. That would be very

e .

e CHAIRMAN. Senator Moynihan?

Senator MOYNIHAN. Thank you, Mr. Chairman. What a fine
panel, and how much we have learned.

We tried to think of the administrative problems that begin here
in Washington. Dr. Sclafani, you.said at first that you hoped that
HCFA would work directly with school districts. But then I thought
I heard you say that HCFA would provide guidelines as against
having a direct relationship with at least 1,000 school districts.
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Dr. SCLAFANI. In Texas. Absolutely. It is a regional office, which
has to deal with not just Texas, but other States as well.

I think that, given that there are 16,000 schnol districts across
America, that HCFA may not be able to provide direct assistance
to them. They certainly can provide some technical assistance and
have meetings and opportunities for people to come together with
the HCFA personnel to clarify gm'defines. But the guidelines are
the first piece up front that would be most helpful.

Senator MOYNIHAN. Yes.

Mr. Davenport, you made, to me, a very impressive statement of
what you do. It surely is important to keep the schools as close as
possible to their primary function, which is schooling, and man-
aging Federal programs is not, or if it becomes such, then some-
thing will be lost. You find you work with HCFA, and what is it
you ‘;vant, what should we say and tell people, and they are respon-
sive?

Mr. DAVENPORT. Well, yes and no. By the way, the way we have
gotten around the issue——

Senator MOYNIHAN. Yes. What about the no?

Mr. DAVENPORT. I am sorry. The way we have gotten around the
issue vrorking wiili the schools, some of our projects in Maine, Kan-
sas, and other States, we were first working with the schools in
total, and working with the State Department of Education and
Human Services. )

So that allowed us to recommend to the State that we all need
to go to HCFA first to work out the specifics of the program. It be-
comes more difficult if you are trying to go on behalf of 1,000 school
districts. So, that is how our contact with HCFA started.

It has been a mixed bag with HCFA. It has worked best when
everybody works together at the beginning, kind of in a work-
around-the-table process, and works out the details. That has
worked very well in a number of States.

What happened when this whole change in the bundled rate reg-
ulations came down, what HCFA sbopﬁed doing, was they stopped
talking to schools, to States, because the answer was, we are wait-
ing for new regulations to be formulated.

So what happened was, everything was kind of in limbo for a pe-
riod of time. For example, I agree with the Doctor, when the letter
came out that said bundled rates are no longer appropriate, what
we and other States were asking was, give us an opportunity to sit
with you to think of, what is the option, what is the alternative.
We are still kind of waiting for that in a coui)le of States.

So we have gone ahead and tried to develop what we think is a
fee-for-service system that will meet HCFA criteria, but we are
kind of moving in the dark a little bit. What hag)pens is, the States
and the schools are a little bit reluctant to go forward because no-
body is exactly sure, have we guessed right.

So if there is a way to get communication and conversation, we
are not looking for “our” answer, we are just looking to try to be
a participant in getting a good answer that everybody agrees with.

Senator MOYNIHAN. Is this now, this interregnum, if you like,
closing out with the proposed guicie]ines? Mr. Westmoreland said
that he had published them now.
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Mr. DAVENPORT. I think that would be very helpful. His comment
about, the devil is in the details, is really correct.

Senator MOYNIHAN. Yes.

Mr. DAVENPORT. Because fee-for-service systems, bundled rate
systems, they can all be good or bad, it all depends on how they
are constructed and how they work. The details are painful to fig-
ure out, but that is where this has to be fought out.

So I think the Euidelines are a good first start, but a fee-for-serv-
ice system can be many things. What exactly are we speaking
about here? So if we can get conversations down to the details of
a good fee-for-service system, then I think we can start to make
real progress. I think it's moving in that direction, but it is not

there yet.

*  Senator MOYNIHAN. Doctor?

Dr. ScLAFANL If I might add somethin% What was said, was
that, yes, the draft guidelines had been published, then information
came in to them from a variety of organizations and school districts
that have worked with it.

What we are hoping, and what has started, was that there would
then be meetings with representatives of the education groups to
talk through what guidance they received from all of the input and
how they might best develop guidelines that would be clear to edu-
cators. .

I think the educators are probably best able to help them under-
stand what educators understand about the health care system and
what might be good guidance to give them, and if we could have
that opportunity. ‘

Senator MOYNIHAN. It makes good sense. Will the HCFA persons
in attendance take notes and see that Mr. Westmoreland hears
that suggestion?

Dr. SCLAFANI. Thank you.

Senator MOYNIHAN. Ms. Golden, Maryland is one of the States
that does not consider income in making available the sort of serv-
ices that we have talked about, or Medicaid services. Have you
found that it works well and that you have had——

Ms. GOLDEN. Actually, Maryland does consider income at this
point.

Senator MOYNIHAN. It does?

Ms. GOLDEN. Yes. But Joshua is a Medicaid recipient, and that
was one of the issues. The way he became a Medicaid rec{&?entr—-
and this is a whole different subject—was we had to make the
heart-wrenching decision to place him out of our home in order to
get that Medicaid. Because without that Medicaid, we were dev-
astated financially, physically, emotionally.

Senator MOYNIHAN. Sure. ‘

Ms. GOLDEN. We have changed that slowly in Maryland, and we
hope, through improvements in the Federal regulations, as well as
Federal laws, so that all children with significant disabilities, or
disabilities in general, can get that Medicaid that they need.

Senator MOYNIHAN. Well, I would hope that the National Parent
Network on Disabilities would keep the committee in touch with
how that is goinf.

Ms. GOLDEN. I will certainly do that.

Senator MOYNIHAN. If it is not going well, tell us.
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Ms. GOLDEN. Well, we need your support.

Senator MOYNIHAN. I am sure you will have it.

Ms. GOLDEN. All right. Thank you.

Senator MOYNIHAN. And thank you all.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Graham?

Senator GRAHAM. Thank lyou, Mr. Chairman. .

I would like to make, if I could, three preliminary comments be-
fore asking questions. First, concerning why the regulations were
so delayed in being issued, perh?s that delay may also stem from
the absence of dialogue in the development of those regulations,
which contributed to confusion that has led to some of the problems
we have heard about today.

I mil%ht say I am dealing with a similar issue now involving an-
other Federal agency, where Congress passed legislation in 1997,
and similar legislation in 1998, which had a terminal date of
March 31, 2000.

The regulations to implement the legislation were not issued
until March 24, 2000, giving the applicants a week to know what
the rules were to apply. I hope that Congress will soon move that
application date back to give people a reasonable chance to be able
to Xartici ate.

conclusion that I am reaching, is that maybe in the formula-
tion of legislation Congress needs to establish some dates by which
the executive agency charged with implementing the proposal
produce the guidelines, rules, and regulations under which the pro-
gram is going to be administered so we do not continue to have a
repetition of what we have heard today and the experience that I
just recounted. 3

Second, I believe very strong%y in the principle of health cere de-
livered through a school site. My definition of a school is a physical
place in which a variety of activities that contribute to the develop-
ment of children and their families occurs, with education being
the principal activity.

If you accept that definition, certainly health care would be one
of the appropriate second activities to occur because of its cen-
tral importance to the development of children and their families.

Senator MOYNIHAN. Will the Senator from Florida allow me to
s?ai,’ from watching the evening news, I would have thought basket-
ball was the first activity, then education.

Senator GRAHAM. It is obvious from the result of Monday night's
ggme that it has not been quite sufficient in my State. [Laughter.]

I am a stron, supﬁorber of what you are doing as part of that
broader role of the school as a site for the delivery of a variety of
services that are important to the children.

Third, I am also a strong, I hope, spear-carrier against fraud and
abuse against Medicare, Medicaid, and other government-financed
health care programs. But I get the sense that what we are dealing
with here is a case in which possibly a few aberrant instances are
becoming the definition of what the whole program is, and to use
the old cliché, we are sbout to throw the baby out with the bath
water,

So with those three: comments, I would like to ask, what do you
think we in the Congress or HCFA, administratively, should do in
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order to sort out the actions which have created this sense of ramp-
ant fraud and abuse in the school-based Medicaid program so that
the fundamental good that this program can and will do in the fu-
ture, can be continued? -

Dr. SCLAFANI. I believe that HCFA needs to work with school dis-
tricts, school district organizations, organizations of families of dis-
abled children as well, to ensure that they full understand that, in-
deed, our prime effort is education, but that these services are ab-
solutely required if many of the children are to receive an edu-
cation.

I think that you just heard an eloquent description of how this
education process can change lives of children who otherwise in the
past we mliht have given up on.

- I think that if we can continue the dialogue and not just make
it written testimony going into HCFA in response to their guide-
lines, but an on%?ing dialogue to not only set up guidelines in the
first place, but then to alert the education community if there are
things happening that they consider to be abusive, so that everyone
mes aware of those and can redefine their program so that
those things do not occur.

The educators that are providing these services are saints, in my
estimation. When we see the patience and the love with which they
serve children and the physical activities that they engage in so
that these children can be educated, then you can clearly see, these
are not people trying to engage in fraud or abuse, they are trying
to provide services for children. School districts are trying to do
their best to comply with regulations that are very different from
those that they are used to dealing with.

So 1 believe, as all of us have said, that we have got to have a
continued dialogue. If this committee can continue to ask whether
that dialogue, indeed, is occurring, it would be very helpful so that
HCFA- understands that you intend them to come up with a system
that continues to serve children well, and at the same time 1s one
that protects the dollars that Congress has allocated to this service
for the children it is meant to serve.

The CHAIRMAN. Thank you. )

Ms. GOLDEN. I have another thought. Actually, one of the prin-
ciples I included with my testimony is that school districts need
clear guidance and direction and technical assistance from the U.S.
Department of Education, and the Health Care Financing Adminis-
tration on how to access the Medicaid appropriately, including how
to develop inter-agency connections and make that flow a little bit
easier.

Mr. DAVENPORT. I would add the same thing. I think the gentle-
man’s comments from HCFA this morning, the devil is in the de-
tails, is correct. Each of the things we have talked about today can
be ai)used, fee-for-service systems, bundled rate systems, adminis-
trative claiming, contingency contracts, non-contingency contracts,
programs administered by schools, programs where consultants
participate. So the question is, how do they get down below that
and really look at the specifics?

Anf' encouragement you can give to HCFA to start taking on the
details is important in terms of participative processes, time for
completing those processes, promptness in terms of working with
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the States and schools to reach decisions, trying to be open in those
processes, to be not arbitralxv, but to seek opinion and to work with
those who have oFinions and try to reach resolution.

I think you will find that nobody is out there trying to push their
opinion, they are just looking for an opt%ortunity to reflect their
opinion and their experience. So I think that would be really help-
ful, if that could hap¥en.

Senator GRAHAM. Thank you.

The CHAIRMAN. I want to thank the panel for their very excellent
testimony. I have to say, I continue to be bothered by what should
be a relatively clear-cut matter, that is, providing good medical
care for those in need is so complex, that nobody understands how
to work their way through the system. Somehow, there has to be
a way of simplification, :

I just want to express my appreciation to éach of you for being
here today.

The committee is in recess.

[Whereupon, at 12:15 p.m., the hearing was concluded.]

69-836 2001 -2






APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

United States General Accounting Office

G AO Testimony

Before the Committee on Finance, U.S. Senate

T MEDICAID IN SCHOOLS
Poor Oversight and
Improper Payments
Compromise Potential
Benefit

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

Robert H. Hast, Acting Comptroller General for Special
Investigations

31)



32

Medicaid in Schools: Poor Oversight and
Improper Payments Compromise Potential

Benefit

Mr. Chalrman and Members of the Committee:

We are pleased to be here today as you address the issue of Medicald
expenditures for school-based health services and administrative costs.
Because Med!caid is a federal-state nartnership, the federal government s
responsible for paying a share of costs incurred by the states to serve
Medicaid's 41 million low-income beneflciaries, Including 13 million
school-aged chikdren. Medicaid helps finance certain health services that
eligible children, Including those with disabilities, recetve in schools, such
as diagnostic screening and physical therapy. Medicaid Is also authorized
to reimburse schools’ costs for performing certain administrative .
activities, such as conducting outreach to help enroll childrén in Medicaid
and providing referrals to qualified providers. .

In June 1999, we tesiified before your Committee about multimillion-
dollar Increases in Medicald reimbursements for administrative activities
mwsutsmdmeneledfornmledennndmteoverslduotm
growing expend:tures. At that time. we found that weak and Inconsistent
control over the review and approval of claims for schoolbased

subsequently asked us to expand our analysits of Medicaid reimbursement
of school-based .dnnnutnuvelcdvlwandtoe.xummm'useof
*bundied” rates for school-based heslth services. Our remarks are based
on our report being Lssued today and will focus on (1) the magnitude of
states’ clalms for school-based health services and administrative
activities, (2) the appropriateness of the methods used to determine how
much Medicald pays for these services, (3) the extent to which school
districts benefit from (ederal Medicaid reimbursements, and (4)
the adequacy of the Health Care Financing Administration’s (HCFA)
oversight of school-based claims.

Our findings are based on a survey of all 50 states and the District of
Columbia; work in 7 states that HCFA Identified as paying for health

'Seq Medicakt: Questionatie Practices Boost Federsi Paysmonts for Schook-Based Services (CAQIT.
HEHS-98-148. June 17, 1900)_

Bundiod rases are siagle peyments for of various services thet eligible special education
childrea may need over & speciited dwawmhﬂceﬂdmh“dm
services the child b expected 10 require. not on the basis of the services the child actually receives.

35ee Madicaid ia Schools: Puy Demead lwg In HCFA Oversigh
mmmum .

Pogu GAO/T-HENS/OSI-00- 87
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services using a bundled, rather than a fee-for-service, approach; and work
In 17 states we identified as submitting clalms for administrative activities.
We also cenducted investigative work in two states where we identified
abusive or potentially fraudulent practices assoclated with clalms for
administrative acuvities or fee-for-service health payments.

In summary, despite growing expenditures for school-based Medicaid
services and activities, the potential benefits to schools and the children
they serve are being compromised by poor HCFA guidance and oversight
and by improper payments that divert public funding from its Intended
purpose. In total, 47 states and the District of Columbia have reported $2.3
billicn in Medicaid expenditures for school-based activities for the latest
year for which they have data. Although this spending level reflects a
small share of total Medicald expenditures, more schools are expressing
Interest in availing themselves of Medicaid as a source of funds, especially
to reimburse administrative activities, which creates the potential for

continuing expenditure growth.

Payment for covered services for Medicaid-eligible children s not at issue.”
But methods used by some school districts and states to claim Medicaid
relmbursement for school-based services lack sufficient controls to

ensure that these are legitimate clalms. For example:

Bundled payment methods that seven states use to pay for health services
have failed in some cases to lake into account variations {n service needs
among chikiren and have often lacked assurances that services paid for
were provided. HCFA last year banned the use of bundied rates because of
concerns about their development and use. However, we believe that it
would be better for HCFA to work with states and schoois {0 bulld in
these missing assurances rather than to ban the use of bundled rates

altogether.

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

Despite the significant level of Medicald payments f(or school-based
services in some states, school districts may receive litte In direct
reimbursements because of certaln funding arrangements among schools,
states, and private firms contracting with them. Seven states retain from



Background

50 to 85 percent of federal relmbursement for Medicald school-based
claims. Inadtﬂdmsaneschooldlsukumnypaypdvauﬂmuuplozs
percent of their federal Medicald reimbursement. These firms often help
schools develop clalming methodologles, train school personnel to apply
mm,wmrmmmmm.ma
these arrangements, schools may end up with as little as $7.50 for every
$100 claimed. These funding arrangements can create reduced incentives
for appropriate program oversight and an environment for opportunism
that drains funds away from their intended purposes.

HCFA has historically provided litte or inconsistent direction and
of Medicaid reimbursements for school-based claims, which has

 activities by at least one regional office and developing a draft school

based administrative claiming gulde. However, states are still awaiting
further guidance on bundled rates and allowabie transportation costs for
children with special needs.

We are making recommendations to the Administrator of HCFA almed at
Improving the development and consistent use of clear policies and
appropriate oversigit for school-based Medicald services. HCFA generally
has agreed with our findings and is already taking steps to respond to
these recommendations. We are also making referrals to the U.S.

** Attorney’s Offices for those instances in which we have uncovered
evidence

of inappropriate and potentially fraudulent claims.

Medicaid Is a joint federal-state program that in fiscal year 1998 spent
about $177 billion to finance health coverage for 41 million low-income
individuals, 13 milllon of whom were school-aged children. States operate
their programs within broad federal requirements and can elect to cover s
range of optional populations and beneflts. Medicald costs shared by the
federal government and the states fall under one of two categories:
medical assistance (or “health services”) and administrative activities.
Each state program’s federal and state funding shares of health services
payments are determined through a statutory matching formula. Under
ﬂmfmmh.rhefed«dﬂnnmfmmﬁwﬂmdwmdﬁ;m
a state’s pe. capita income In relationship to the national average. The
fedallshmdoom!ormveudvmuvmbyunlypeof
costs incurred, but most administrative costs are shared equally between
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the federal government and the {ndividual state. Over 95 percent of
Medicaid’s $177 billion in total expenditures in fiscal year 1998 was spent
on health services.

Schools can help identify, enroll, and provide Medicald services to eligible
low-income children, and states are authorized to use their Medicald
programs to help pay for certaln health care services delivered to these
children in schools. In addition, Medicaid is authorized to cover health
services provided to Medicaid-eligible children urder the Individuals With
Disabilities Education Act (IDEA). In particular, IDEA obligates schools to
identify and provide the “related services" that are required to help a child
with a disability benefit from special education. including transportation,
speech therapy. and physical and occupaticnal therapy. Because some
services required to address the specific needs of a child with a disability
are healthrelated, Medicaid Is an attractive option for funding health-
related IDEA services for Medicatd-eligible children.

Commonly provided school-based health services that qualify for
Medicaid relmbursement include physical, occupational, and speech
therapy as well as diagnostic, preventive, and rehabilititive services.
Schools that submit claims to their state Medicaid agency for
reimbursement for health services must meet Medicaid provider
qualifications estabiished by the state and must have a provider agreement
with the state Medicaid agency. Payment rates are established by the state
Medicaid agency and described in a state plan that Is approved by HCFA.
Although states have broad discretion In establishing payment rates, they
" must be reasonable and sufficient to ensure the provision of quality
services and access to care.

Until recently, states have been allowed to develop methods to create
btmdledpaymentslounpeclﬂed?;wpotm.whkhlnnm
Instances means a fixed payment for all services a child receives during a
set period of time, such as a day or month. However, Ina May 21, 1999,
letter to state Medicaid directors, HCPA prohibited states’ use of this
approach, having concluded that bundled rate methodologies do not
sufficient documentation of accurate and reasonable payments.
HCFA Informed states that it would not be considering further proposals
by states to use a bundled rate payment system and directed states with

Cenain sdmicistretive expenditures are aligibie for higher federal metching funds. For example.
federal matclang funds Nnul::fmlo:h -; Hd sysiems
uumdm;’mmmnhms,mmm
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approved bundled rates continue (o use them.

Schools may also receive reimbursement for the costs of performing
mummn::suededd.MnMedkMouuuch

lnAugust 1997, HCFAM:WWMMW
claims for school-based services

that provides general guidelines

mer«mmammw
snd administrative activities.’ More . « cently, HCFA's May 21, 1999, letter
to state Medicaid directors, in addition to addressing bundled rates, also
attempted to clarify several policies, including payments for
transportation for children with disabiiities. The letter stated that HCFA
was in the process of updating its guiding related to claims for
school-based administrative activities costs. In February 2000, HCFA
issued for comment a new dralft technical assistance guide aimed at

clarifying guidance for submitting school-based administrative claims. *

354w HCPA. Comtor for Modicald and Modicaid and School Health: A Teckaical
MMWOLWA 1.

$See HCPA. Modicald School-based. Claiming Culde (Drah) (Washington, D.C.: HCFA.
Feb. 2000). The gide con be at haphwwe heta g lanaciepg. bom
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Medicaid School-
Based Activitles
Involve a Variety of
Practices Across
States

Schools in 47 states and the District of Columbia obtaln Medicaid payment
1o some degree for school-based health services, administrative activities,
or both. These payments totaled $2.3 billion for the latest year for which

1
data were avallable. Medicaid payments to schoots ranged from a high of
$820 per Medicald-eligible child In Maryland to about 5 cents per
Medicaid-eligible child In Mississlppl. Figure | shows the 19 states. and the
District of Columbia, with the highest average expenditures per Medicald-
eligible child for school-based services. (App. I provides more detall on
school-based claims for all states.)

’”umndwz&md-ue&s&lu&mm—lhd for which they
wers svailehie. which for spproximstely half of the states was scate flacal year 1960, Most of the
Mwuﬂﬂhhmhﬂalﬂ.bﬁihﬂplﬂu“m
1998; three sates provided duta for periods My 1997,
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Figure 1: Higheet Aversge Cisime Per MedicaldEligible Child (16 Stakee ond the District of Cokumbia)

Source: GAO analysis of stake-reported claims data and HCFA's fiecal 1907 olighiity
data (2082 report). you

The majority of Medicald payments—about $1.8 billion—were for health
services provided by schools in 45 states and the District of Columbia, and
about $712 million were for administrative activities billed by schools in
17 states. Although schools in 17 states submit claims for reimbursement
of Mediceid-retated administrative sctivities, 2 states—Michigan and
Ilinots—accounted for 74 percent of all school-besed administrative
activity payments. (See fig. 2)



L T+ S ~ " ——— ]
Figure 2: $2.3 Biflion Cleimed for Sohool-Based Mediceld Reimbursement

45 Satee and 0L
$1.0 bilion

Source: GAD survey of stales.

The school-based administrative clalms of a few states have grown rapidly
and now constitute a significant share of these states’ total administrative
costs for all Medicald program activities. For example, school-based
claims repeesented 47 percent and 46 percent of total Medicald
administrative claims for Michigan and lllinols, respectively. Other
states—Alaska, Arizona, and Washington—had school-based claims

representing about 20 percent of their total Medicald administrative
expenditures. (See table 1.) Alaska, lilinols, Michigan, and Minnesota each
showed average annual growth rates for school-based administrative
expenditures that were at least twice as high as the growth rate of other
Medicaid administrative expenditures .

Pt GCAOT-HENS/0S1-00-87
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Table 1: States’ Administrstive Claims as 2
Totsl Medicaid Administretive Expend

State m:u.og Totel Medicaid  Percentage of 1otel

administrative  expenditures (in oxpendinres
clalme (In thousands)’

"‘_—;ﬁ"w

Michigan 4,167 977,138 a

Hinots 02,687 661,188 48

Aizoca 25,796 131,577 20

Washington® __ 18, 91,745 20

Alaska 1% 40,682 19

How Uerico 4500 2078

Florida %%i 289,825

Minnescts 23495 200412 _

Massachusetts’ 19,500 190,660

Missour 11,104 131,024

Vermont 757 365,650

Pernwyivania 13,952 e L

Now Jorsey 857 253,991

Yoxse 11,682 575,%2

Jows 084 70,125

Wisconan 501 138,585

Cakiomia 288 1227,667 Lese than .02

* Washinglon mmmmmnm%m
31, 1999, and jotal Medicaid sdministrative xpenditures for federal Recal 1
{October 1, 1996-September 30, 1996). you
‘Massachusetis provided § months of schook-besed administralive claims data, which we
exirapoisted 10 refect a ful year of claims.

Source: Siate-reporied ciaims deta.
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Medicald in Schools: MOnnlmu‘
mmm ential

Certain Methods Used
to Claim Medicaid
Reimbursement Lack
.Sufficient Controls

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

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

Bundled payments are somewhat comparable to capitstion payments In a
managed care setting, In that a school district receives a single payment
for all the covered services a child needs during s specified period, such

as a day or month.’ HCFA began to allow states to develop bundled
payment approaches In an attempt to slmplify schools’ reporting
requirements under Medicald. When appropriately used, bundled rates can
help limit Medicaid costs by creating the Incentive to provide needed
services more efficiently. Under a bundled approach, however, costs can
also be limited by to provide all needed services or by
compromising the quality of Individual services provided. In some cases,
such a payment approach can also create an incentive for schools to
change what services children receive or where they recelve them to
Increase schools’ retmbursement. The seven states that used bundled rate
payments for health services account for 12 percent of total health
services claims in schools. These states’ rates vary in the extent to which
they differentiate levels of need children, ensure that services paid
for are provided, or both. (Seeublez.g

lnchsde swlology: g nd p speech. and . One
Iwmhmd-ﬁdw&fwdummu&ﬁmhﬂdm

&muwu.uw‘mpn_mwmmmmw
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Table 2: Approsches to 8chool-Based Payments in S8even States Using Bundied Rates

State Does the bundied rate vary mumnumn What event iriggers
depending on the noeds of the services?" @ olaim 10 Medicaid for
chid? ______teimbursement?
Comocian No—one waiewide raie wm%m %umm
Yeo—14 statowice rales: vary :c::w 151 por sitendance 1 dey & month
m_‘—"—gaﬁ__ilznd m!!! mu.['m Worthly (le—3141-3442 per School atendance 1 ey a month

chisd
Massacheets Ya—u\m%& Six dadly radee—$11-848 pér GBI, SGhoO! SBenance
vuybymmhnr»u 0ne weeldy rale—3$108 per chid

Now Jersey Veo—iour sialowice eies; vary  Dally raie—333-8172 per child Receipt of one service
by type of schoal

Vermont Yoo—iour statewide rates; vary rele—$1 1 per ol 8 apecifed number of
actuslly chid services

Dy number of services

M’mmmmna&nfn ammm&m
Diagnostic, and T ; and provieion of from
bundied rates and sep ly clalm for hese

services. , other schools may b paid an amount higher than
Mactmlcom.lanachmmmchw]my the payment levels
vary on the location of the child, such as the ciassmom type or



Maine receive the same payment amount for all children with specified
disabilities, such as autlsm or mental retardation. Yermont does not
distinguish among types of disabilities but does have four different levels
of reimbursement, whlsh vary depending on the number of services a

child actually receives.

In addition, states’ bundled approaches may not provide adequate
assurance that services paid for are actually provided. Payments in
Kansas, Massachusetts, Maine, and Utah are not specifically linked to the
recelpt of s2rvices because reimbursement Is triggered simply by schoot
attendance. Participating schools in these states are paid the bundled rate
for each eligible child, irrespective of whether the child has received any
services. Better assurances that services are actually provided to eligible
children exist in Connecticut, New Jersey, and Vermont. Schools in
Connecticut and New Jersey must docament services provided to each
child to obtain the full bundled payment. In Vermont, case managers
complete for each child a level-of-care form that describes the amount and
scope of services provided, which determines which one of four payment
levels the school receives.

Investigation Identitied
Improper Fee-for-Service
Health Claims

Our Investigation Inko fee-for-service school-based health services
Identified certain examples of Inappropriate health services claims. Our
Investigation of practices in one fee-for-service state revealed that schools
were submitting and the state was paying transportation claims for all
Medicaid children who had received a Medicald health service at school,
without verifying that the child had used school bus transportation. Our
investigation further identified instances in which the transportation
services for which the state submitted clalms were not provided, resulting

in improper Medicald reimbursements. Medicaid was also inappropriately
billed for health services in two states, where some group therepy
sessions were billed as individual therapy sessions, resulting in a higher
peayment for the schools.

S5chools are reimbursed 8 Jower amownt for children In Jevel one, who receive fewer than § ws of
m--«tmhmummmmmn»umﬂm;w
Yermont's Mhmmdmm‘by

l therspy p bya mwu
-ﬂn”mdwm-mdmw&dh aide equals one
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For Administrative Activity
Claims, Poor Controls
Have Resulted in Improper
Reimbursement

With regard to administrative activities. poor controls have resulted in
Improper payments in at least 2 of the 17 states that allowed schools to
clalm such costs, and the similar lack of effective controls In other states

could allow comparable improprieties to occur.

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

Our Investigation and HCFA scrutiny of claims in Michigan and Illinots
identified administrative cost claims, submitted and paid. for activities
performed for the benefit of non-Medicaid-eligible children, including

anMtychhsoveeremtym

In Hlinois and Michigan, on the advice of private firms, school districts
have submitted cleims that Inadequately document the need to have
skilled medical personnel involved In certain administrative activites.
When such persoane! are involved, the federal government
sd\ookﬂp«mnﬁnrdmwp«culfonhemm
mcypetfoun. For tecent school-based administrative activity claims in
activities performed by skilled medical personne! totaled $16.6
mﬂﬂon.orﬂpe:cuuormesmesmdamlorwmfot

participating school districts." In Michigan, this type of claim totaled $14

o™ adminiswrstive clsime based creduntials can be
dy”ilin o h:'m:, - upd-d.:‘ cn M-ﬂ
um*wumm-mmummnw

VIFor one school diswict. the ciaims were irom the quarter ending Docember 1988: for all ocher school
dswricts, the clabns were from the quarter ending Merch 1900.
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In Some States,
Schools Receive a
Small Portion of
Medicaid
Reimbursement

million, or 25 percent of its total administrative sctivity for all .
participating school districts, for the quarter ending September 1998.

2

Funding arrangements among schools. states, and private firms can
significantly reduce the amount of federal dollars that schools receive for
Medicaid-related services and activities. As a result of these arrangements,
a school can receive as little as $7.50 for every $100 it spends to pay for
services and activities for Medicald-eligible children. In addition. these
arrangements may create adverze incentives for program oversight.

Rather than fully reimbursing schools for their Medicaki-related costs,
eighteen states retain from | to 85 percent of federal Medicald
reimbursements (see table 3). According to several state officials, because
states fund a portion of local education activitles, Medicaid services
provided by schools are partially funded by the state. Under this
reasoning. some states betleve they should receive a share of the federal
reimbursements clsimed by school districts. However, it is not clear that
state, rather than local, funds support the Medicaid-relmbursable services
33 opposed to other educational activities that the states fund. Moreover,
we believe that such a practice severs the direct link between Medicald
payment and services delivered. increases the potential foc the diversion
of Medicald fuuds to puz oses other than those intended, and Is
inconsisiéit with the prorram’s fundamental tenet that federat dollars are
provided to match state /> local dollars to provide secvices to eligible

i these overnil shilled prok medcal clalms for
expendicures heve Incressed four- and Bvekold siace the states bagas paylng for schosl-hesed
administrative comts.

Poge 14 GAO/T-NENS/OS1 0087
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Tabie 3: Feders! Medicaid Reimbursement Retsined by States

Percentage of federal
reimbursement retsined
State Heatth services A A ined by
sctivives_stste fin M}‘
New Jorsey 8 8 815
© lows i ] []
Delaware 70 > 4 o
Vermont (-] 15 4
Aaska v 52 2
New York ) “ 170,500
P 50 0 18,079
s’ e .
i 40 - _ 440
Mchigen_ 4 ] 9,158
Wisconsin 40 40 10,749
Wnois” 1 10 6351
New Mexico S 5 314
4 ° 741
¥ - 108
Colorado v — 80
Massachusetts 1 E
Mnnesota C 5
Tow _Ens
‘ Stales data for the most recent Recal year for which they

provided school-based claime
were avallable, which for imately hall the states was state fiecal yesr 1960. Mosi of
TR e ol e
calender year 1008; sistes provided date from
'm‘mmmmmumwamu\n
“Wishinglon retaing at least 50 percent of lederally reimbursed lunds but can retain 8
participating” in billing

memnmmnm

‘W%WWnl:‘mﬂntM%om‘MWhnm. 10
mwm»mm.adnmmummmstm

In addition, some school districts pay private firms fees ranging from 3 to
25 percent of the federal reimbursement amount clalmed, with fees most
commonly ranging from 8 to 12 percent. These firms are usually hired to
assist with administrative cost claims, generally designing the methods
used to make these claims, training school personnel to apply these

Pagn 15 GAOT-HENS/0S1-00-57
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methods, and submitting administrative claims to state Medicald agencies
to obtain the federal reimbursement that provides the basls for thelr fees.

Finally, school districts’ tundsohenmmedtosupplythemusshueof

Medicald funding for school-based claims. In!hesem the maximum
additional funding that a school district can recelve is what the federal
government contributes. This ks substantially less than what a private
sector Medicaid provider would receive for delivering similar services. For
example, a who submits a claim with an allowable amount of
$100 will recelve $100: $50 In state funds and $50 in federal funds in those
states with equal matching between federal and state sources. Given the
source of the states’ share of funding. states’ policies to retaln poctions of
the federal reimbursement, and schools’ contingency fee srrangemets
with private fleras, the net amount of federal funds returmed to a school
district varies consideratly. As shown in figure 3, a school district may
receiveumchuiloommmwuoulmkuST:»OInNewJeneyin
federal Medicald reimbursement for every $100 spent to pay for services
and activities performed In support of Medicald-eligible children.

Local funding as the source of 8 state’s share of Medicaid reimbursement is not
unique to schools: K is most likely to exist when there are multiple governmerntal
entities invoived. For example, local funds are being used as a source of the state
share of the cost of publicly funded hospitals and mental health services.



e T T T et 2 aet -t ]
Figure 3: Some 8chool Districts Receive Little Feders! Mediceid
Reimbursement

Source: GAO anslysie of state dats.

In addition to affecting the payment a school uitimately receives, these
funding arrangements may create adverse Incentives for program
oversight. Because states can beneflt directly from higher federal

raised about the incentives of private firms that are paid a share of
schools’ Medicaid reimbursement. Embedded in both of these practices
are incentives for states and private firms to experiment with “creative”
billing practices, some of which we have found to be Lmproper.

Pogn1? . GAO/T-HEHS/OSI-00-87
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HCFA Oversight Does
Not Consistently
Ensure the
Appropriateness of
School-Based Claims

-
Conclusions and

Recommendations

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

With regard to administrative activity clalms, some HCFA regional offices
have had little or no involvement in the development of states’

for developing administrative clalms, while other regional
offices have worked In concert with states to develop these
methodologles. Moreover, contradictory policles exist across the regional
offices regarding when states may obtain the 75-percent enhanced
matching rate for skilled medical providers performing administrative
services. We found that different regional offices (1) allow an enhanced
match, (2) completely disallow the practice, or (3) specifically review the
use of the enhanced match to ensure its appropriateness. Finally, HCFA's
attempt to clarify its policy on specialized transportation has resulted In
inconsistency and confusion. Only one of the seven regional offices that
we spoke with correctly understood that Medicald will cover
Mpomuoncoatsihcmdlsabhtoﬂdeonnmgnnsdnolbushn
requlres the assistance of an aide. Two regional offices incorrectly
believed that such costs would not be reimbursed, while four did not
know whether reimbursement would be allowed.

HCFA has taken some steps to Improve oversight of school-based claims.
One regional office recently conducted a review of one state’s practices,
Identifled cases of impropes pa_ “~its, Issued deferrals of claims, and Is
now working with a few states to revise their practices to more accurately
capture the costs associated with Medicaid administrative activities in
schools. Guidance that HCFA testified in June 1999 would be forthcoming
was released for public comment in Febeuary 2000.

Schools are a logical place to reach Medicaid-eligible children and their
families—to Inform them about and encourage their enrollment in the

schools mission is education, not health care delivery; many
schools may face difficulties in the Medicaid
program and reimbursement for services provided. Given the
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potential benefits of Medicald-financed school-based services—which
ultimately support the children who need the care and services—it Is

that schoots not be dissuaded from pursuing this path because
of unfamiliarity with Medicald program requirements or uncertainty about
what is permissible. Approaches to obtaining federal financing for covered

services and activities must therefore appropriately balance schools’

mdsfwadnﬂnhmdveshnpucltywnhpmwngmwcepublelevdot
assurance that services and activities paid for were actually provided.

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

better snsure that bundled rates for health services provide for children's
varying levels of need and that services pald for were provided,

provide consistent guldance for and monitoring of allowable
administrative activities, and

chr.ifypoucyonallwnbhspecmlzed transportation costs for children
with disabilities.

HCFA also expressed Its commitment to work with its partners in the
education community and states to address these issues in a consistent
yuﬂexiblefuhbntousmdmldediulddolhnmmedodyonbehﬂf

of Medicaid-eligible children for Medicald-covered services. At Lhe same
time, the states also have an important role in this program. They share
with HCFA the fiduciary responsibility to administer the Medicald

program efficiently and effectively and must also be held accountable for

sa!eglmﬂingwbllcdolhuwhuepmvldlngmwwmch
beneficiariss are entitled.

Aptogmnohhemtudewdlvmkyofmdmld—wkhmbfmd
range of program goals, policymakers. providers, and beneficiaries at the
federal, state, and local levels—will always present demanding challenges
mumammwuw.mummmuym
public accountability. The emergence of these Issues associated with
school-besed services Is Just the latest example of the need for constant
vigilance to guard against potential exploitation that would divert limited
resources from their intended purposes. We are committed to continuing
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to wock with this Committee and HCFA to help address these important
tssues.

. - =
GAO Contacts and

Acknowledgments

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

For future contacts regarding this testimony. call Kathryn G. Allen at (202)
512-7118; for questions regarding our investigation, call Robert H. Hast at
(202) 512-7455. Staff who made key contributions to this testimony
Include Carolyn L. Yocom, Susan T. Anthony, Connle Peebles Barrow,
Laura Sutton Elsberg (Health, Education, and Human Sesvices Division):
Willlam Hamel and Andrew A. O’Connell (Office of Special Investigations);
Ray Bush and Paul D. Shoemaker (Atlanta Fleld Office); and Daniel
Schwimer and Richard Burkard (Office of the General Counsel).
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Appendix: States’ Annual School-Based
Claims, Ranked by Average Claim Per

Medicaid-Eligible Child Aged 6 to 20
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State Average Totad Health Admizistretive
clalm per claims cinime claims
Meodicaid-

—__ eligitle child

North Cargiine 2 122 122 it

Alsberma L 132 132 .

Indiana : 7] (7] :

s - —— :

=5 : ———

Totad $2.275,423 [1] 150 $712.373

* This state did not report school-besed cleime.

"Massachusetts provided 8 months of adminisralive claims which we extrapoisied 1o
reflect & hall year of Claima. ddl. bt

“Wisconsin's school-besed health claims and administrative claims do not squal Re totel
school-based daims because of rounding.

“Colorado and ideho 11 monthe of healtt: services cleims dets, which we
wnrum«m

“The everage daim per Medicaid-elghie chid was less then $1.

Sourcs GAO of state-reported claime data and HCFA's fscal yesr 1907
sighbity data report).

(201051)
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Schools can be eppropriate locations in which to identity low-income children who
are eligible for Medicaid, assist them to enroll, and provide them Medicaid-covered
services. Under Medicaid, a joint federal-state program that spent about $177 billion
in fiscal year 1998, the federal government pays a share of costs incurred by the
states in providing health care to 41 million low-income beneficiaries, including 13
million achool-aged children. States may use their Medicaid programs to pay for
certain heslth services provided to eligible children by schools, including diagnostic
screening and ongoing treatment, such as physical therapy. States may also obtain
reimbursement from the federal government for the costs of administrative activities
associated with providing Medicaid services in schools, such as conducting outreach
activities to assist with enrolling children in Medicald; providing eligibitity
determination assistance, program information, and referrals; and coordinating and
monitoring Medicaid-covered health services.

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

‘Ses Madicaid: Questionahle Pract
HEHS-00-148, June 17, 1960).
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Since our initial review was limited to administrative cost claims, you requested that
we expand our analysis of state practices regarding Medicald reimbursement of
school-based administrative activities and address as well the use of “bundled” rates
for school-based services. Bundled rates are single payments for a package of
various services that eligible special education children may need over a specified
period of time; a fixed amount is paid per child on the basis of the services the child
is expected to require, not on the basis of the services the child actually receives.
This report addresses (1) the extent to which school districts and states claim
Medicaid reimbursement for school-based health services and administrative
activities; (2) the appropriateness of methods states use to establish bundled ratec for
school-based health services and to asseas the costs of administrative activities that
their schools may claim as reimbursabl~; (3) states' retention of federal Medicaid
reimbursement for services provided by schools and schools’ practice of paying
contingency fees to private firms; and (4) the adequacy of the Health Care Financing
Administration’s (HCFA) oversight of state practices regarding school-based claims,
including safeguards employed to ensure appropriate billing for health services and
administrative activities.

To examine these issues, we surveyed the 50 states and the District of Columbia,
focusing on their Medicaid policies and practices related to school-based health
services and administrative activities. We visited six states in various regions of the
country—Florida, llinois, Massachusetts, Michigan, New Jersey, and Vermont—that
allow schools to bill Medicaid for providing health services and carrying out

administrative activities and that represent a mixture of methodologies for submitting

claims for administrative activities, transportation to and from services, and bundled
rate payments.' We also interviewed officlals in 7 of HCFA's 10 regional offices, the
17 states that allow claims for Medicaid-related administrative activities, and the 8
states and the District of Columbia that HCFA (dentified as using bundled rate
payments for health services. In addition, our Office of Special Investigations (OSD)
began ongoing investigative work In July 1009 to determine whether fraudulent or
abustve practices are occurring. OSI conducts its investigations in accordance with
the standards of the President’s Council on Integrity and Efficiency. We performed
our wotk between July 1960 and March 2000 in accordance with generally accepted

government suditing standards.

Mumwmm-mmc-mmm
thas, our selection of states covered both these methods of submitting Mediceld claims.

4 GAO/HEHS/OS1-00-80 Medicsid in Schools
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RESULTS IN BRIEF

Nearly all states reported Medicaid expenditures for school-based activities, which
totaled $2.3 billion for the latest year of available state data.’ The majority of
payments—about $1.6 billion—were for health services provided by schools in 46
states and the District of Columbia, and about $712 million was for administrative
activities billed by schools in 17 states. Three states—Illinois, Michigan, and New
York—accounted for over 60 percent of total school-based claims. New York
accounted for 44 percent of all health services payments, while lllinols and Michigan
together accounted for 74 percent of all administrative activity payments. Medicald
payments to schools ranged from a high of nearly $820 per Medicaid-eligible child in
Maryland to leas than 5 cents per child in Mississippi, reflecting in part variation in
the proportion of states’ school districts that submitted claims for Medicald services
and activities.

Some of the methods used by school districts and states to claim reimbursement for
school-based services do not ensure that health services are provided, or that
amiristrative activities are properly identified and reimbursed. Bundled rate
methods used by school districts to claim Medicald reimbursement for school-based
health services have failed in some cases to take into account variations in service
needs among children and have often lacked assurances that services paid for were
provided. In two states, monthly payments ranging from $141 to $636 per child were
made to schools solely on the basis 6f at least 1 day’s attendance in achool, rather
than on documentation of ary actual service delivery. With regard to administrative
activities, poor controls have resulted in improper payments in at least two states,
and there are indications that improprietdes could be occurring in several other
states. Examples follow.

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

. OutlnvesﬁpﬂondeCFAmudnvofdﬂmhxvedsofomdﬂmmcMmmd
Diinois claimed reimbursement for services such as health evaluations performed

States were asked (o provide school-besed cleima dets for the most recent fecal year for which they
‘were aveileble, which for approximataly half of the states was stats fiscal yesz 1960. Most of the
remasining states provided data for state flecal yeer 1008, federal fiscal year 1908, ov calendar yesr 1908
three states provided data for periods before July 1007, ’

5 GAO/HEHS/0SL100-68 Medicaid in Schools
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for the benefit of non-Medicaid-eligible children. The resulting improper
payments for non-Medicaid-eligible children accounted for $12.6 million of the $66
million in federal reimbursement that was reviewed in Michigan for the quarter
ending September 1998 and $7.7 million in Dlinois for the quarter ending March
1999. Our investigation in Michigan identified approximately $28 million in
improper federal reimbursement for 2 years.

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

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

BACKGROUND

Medicald is a joint federal-state program that in fiscal year 1988 spent about $177
billion to finance health coverage for 41 million low-income individuals, 13 million of
whom are school-aged children. States operate their programs within broad federal
requirements and can elect to cover a range of optional populations and benefits. As
a result, Medicaid essentially operates as 58 separate programs: 1 in each of the 50

6 GAO/HEHS/081-00-60 Medicaid in Schools
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states, the District of Columbia, Puerto Rico, and the U.S. territories. Medicaid is an
entitlement program under which the states and the federal government are obligated
to pay for all covered services provided to an eligible individual.

Medicaid costs shared by the federsl government and the states fall under one of the
two following two categories: medical assistance (called “health services” in this
report) and administrative activities. Each state program’s federal and state funding
shares of health services payments are determined through a statutory matching
formula. This formuia results in federal shares that range from 50 to 83 percent,
depending on a state's per capita income in relationship to the national average. For
administrative activities claims, the federal share varies by the type of costs incurred.
Most administrative expenditures are shared equally between the federal government
and the individual state. However, certain administrative expenditures are eligible
for higher federal matching funds.' Over 96 percent of Medicaid's $177 billion In total
expenditures in fiscal year 1088 was spent on health services.

Medicaid, IDEA, and School-Based
Health Services

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

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

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

*For example, fodersl matching funds pay 90 percent of costs for the development of sutomated
information systeme sad 75 percent of coots for some activicies performed by skilled professions)

'IDEA, 0 USC 1mmammmmmumw

education; it also covers sach related services ss transportation, speech-ianguege pethology and
sadiology, peychological services, physical and occupetional therapy, sad counseling.

7 GAO/HEHS/0S1-00-60 Medicaid in Schools
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need of special education and related services, a concept termed “child find.” Some
activities under Medicaid, such as outreach in support of Medicaid’s Early and
Periodic Screening, Diagnostic, and Treatment (EPSDT) benefit, can be coordinated
with IDEA activities.' While related, these two programs still have distinguishing
goals: IDEA's child-find activities are focused on identifying and meeting the
educational needs of children with disabilities, while EPSDT outreach is directed at
informing children who are potentially eligible for Medicaid about benefits available
under the EPSDT program and facilitating the Medicaid application process.

Medicaid Clalms for
School-Based Health Services

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

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

Until recently, states have been allowed to develop methods to bundle payments for a
‘specified group of services. However, in a May 21, 1099, letter to state Medicald
directors, HCFA prohibited states’ use of this approach because HCFA had concluded
that bundled rate methodologles do not produce sufficient documentation of
accurate and reasonable payments. HCFA informed states that it would not be
considering further proposals by states to use a bundled rate payment system. HCFA
directed states with bundled rates to develop and prospectively implement an
alternate reimbursement methodology. HCFA expected states to come into
compliance with its May 21, 1999, letter within a reasonable time frame and stated it

to conduct activities to inform individusls about EPSDT and to encourage their participation in the
Medicsid program.

*Schools providing Medicaid services employ a variety of service delivery models, inckuding directly

Wmmmwmmmmmm
operating fully equipped and staffed school health clinics, or some combination

8 ' GAO/HEHS/OSI-00-60 Medicaid in Schools
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would consider taking action if this did not occur. While HCFA expects to issue
further clarification on bundled rates some time this year, states v/ith previously
approved bundled rates continue to use them.

Medicaid Claims for School-Based
Adninistrative Activities

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

Cost allocation plans are expected to be supported by a system that has the capability

to properly identify and isolate the costs that are directly related to the support of the

Medicaid program. States must also abide by the cost allocation principles described

in Office of Management and Budget (OMB) Circular A-87, which requires, among

other things, that costs be “necessary and reasonable” and *allocable” to the Medicaid
L

program.

HCFA Guidance on Medicald Reimbursement
for School-Based Health Services

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

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

‘Other relevant provisions of the Medicaid statute and regulations include sec. 1003(s) of the Social
Security Act and implementing regulations st 42 C.F.R. 430.1 and 42 C.F.R 431.18. In order for the
costs of any sdministrative activities to be allowable and reimbursable under Medicald, the activities
must be *found necessary by the Secretary (or the proper and efficient administration of the plan.”

"See HCFA, Center for Medicaid and State Operations, Medicaid and Schoo] Health: A Technical
Assintance Guide (Washington, D.C.: HCFA, Aug. 1007). ]

9 GAO/HEHS/OSI-00-680 Medicaid in Schools
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revised technical assistance guide on submitting school-based administrative activity
claims.*

MEDICAID SCHOOL-BASED ACTIVITIES
INVOLVE A YARIETY OF STATE PRACTICES;
EXPENDITURES CONTINUE TO GROW

While nearly all the states had Medicaid expenditures for school-based activities, the
extent of participation varied widely, with the volume of Medicald administrative
expenditures having grown significantly in recent years. Total Medicaid claims for
the most recent year of available state data range from $8,000 in Mississippi to $682
million in New York; average claims per Medicaid-eligible child range from less than 6
cents in Mizsisalppi to nearly $820 in Maryland. This variation can be partially
explained by the proportion of school districts within a state that choose to file
claims. Recent payments for school-based administrative activities reflect the
growing number of school districts making claims for Medicaid reimbursement for
these activities. Moreover, in addition to the 17 states that currently allow their
schools to bill Medicaid for school-based administrative activities, 12 states have
indicated that they may do so in the future. As a percentage of total Medicaid
administrative expenses, payments for school-based administrative activities range
from less than 1 percent in 1 of the 17 states allowing such claims to over 45 percent
in Michigan and Dlinofs. ’

The Extent of School-Based
Clalms Yares

While nearly all states allow schools to submit claims to their state Medicald agencies
for school-based health services, administrative activities, or both, the extent to
which school districts choose to do so varies. Our survey of the 50 states and the

" District of Columbia found that schools in 47 states and the District of Columbia
obtain Medicaid payment for school-based health services, administrative activities,
or both. While 15 states allow claims for both health services and administrative
activities, 30 states and the District of Columbia allow Medicald payment for health
services only. Two states—Alaska and Arizona—limit their school-based Medicaid
payments to administrative activities, and schools in three states—Hawaili,
Tennessee, and Wyoming—do not claim Medicaid reimbursement for either type of
school-based service. (See fig. 1.)

“HCFA’s draft guidance can be ) d on the | at hetp/iwww.hofa gow/
medicald/achoolsmachmpg htm.

10 GAO/HEHS/OSI-00-69 Medicaid in Schools
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Source: GAD survey of states.

States also vary substantially in the amount of their Medicaid payments for school-
based activities. Medicaid payments to schools ranged from less than b cents per
Medicaid-eligible child in Mississipp{ to nearty $820 per child in Maryland. Three
states—I[llinois, Michigan, and New York—accounted for over 60 percent of total
school-based claims. New York comprised 44 percent of all health services
payments, while Illinols and Michigan accour.ted for 74 percent of all administrative
activity payments. (See table 1.) Among the 45 states and the District of Columbia
that provide Medicaid reimbursement for schcol-based health services, such claims
have been allowed for periods ranging from 2 to 28 years. For the 17 states that

1 GAO/HEHS/0OSI-00-60 Medicaid in Schools
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provide Medicaid reimbursement for school-based administrative activities, such
claims have been allowed for between 1 and 8 years.

State Average claim Total Health | Administrative
per Medicaid- ciaims claims claims
eligible child
d $81 $93,824 $93,824 *
New York 708 .00 682,000 ‘
[llinois 674 ,633 82,846 $302,687
| Michigan 674 317,70 93,634 224 167
New 668 24,804 24,894 *
Rhode Island 600 27,482 27,482 *
Delaware 394 3,800 3,900 *
Maine 350 22,000 22,000 *
| Vermont 309 12,798 11,041 1,767
Kansas 291 25,741 25,741 *
Massachusetts® 284 66,260 45,760 19,600
Alaska 265 7,780 * 7,780
District of Columbia 266 12,100 12,100 *
Wisconsin® 249 45,904 44312 1,59
New Jersey 248 66,328 60,671 5,667
Connecticut 74 22.21€ 22,216 *
[Pennsylvania ) 68,607 54,666 13,062
Arizona £ 25,796 25,795
Utah 4 7,279 7,278 *
Minnesota 105 23,766 27 23,495
Texss 88 78,030 66,368 11,662 |
| Washington 87 30367 11,973 18,394
| Oregon 86 12,44 2,441 *
South Carolina 79 4,247 14,247 *
New Mexico 72 0,348 6,439 4,909
Ohlo 66 31,958 31,96¢ *
Florida B8 41,51¢ 3,067 38,4561
Nebraska b8 3,916 3916 *
Missouri 66 16,381 4277 11,104
Jowa 52 5,256 4,171 1,084
Nevada 48 lnm nm
Arkansas - 45 6,428 5,428 *
Colorado’ - 4 4,885 4,886 *
North Dakota 41 826 826 ¢
South Dakota 31 908 906 *
Montana 29 892 892 ‘

GAO/HEHS/OSI-00-60 Medicaid in Schools
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6,268 6,269
3,04 ,044
9,167
7¢ 781
42,020

1311

Louisiana
West Virginia
Geogg‘i_p
Idaho'

California
Oklahoma

gh—hx
j<©

_
-
o

| pue

Kentucky 1,228

North Carolina

132
60
8

Alabama
Indiana
Mississippi
Hawali

Tennessee

[Wyoming

311

1,228
1,201 1,201
722 722

132

60

:

| of of o] ofr=joOlON |

Total $2,275,423 | $1,6563,180 $712,278

Note: States provided school-based claims data for the most recent fiscal year for which they were
svailsble, which for approximately half the states was state flacal year 1960. Moet of the remaining
states provided dats for state fiscal year 1006, federal fiacal year 1908, or calendsr year 1006; three
states provided data for periods befoce July 1907, The sverage claim per Medicald-elighle child was
calculated by dividing the total school-based claims by the number of school-aged Medicald-eligible
children.

*This state did not report school-besed claims.

* Massachusetts provided 8 months of administrative claims data, which we extrapolsted to refloct a
full year of claime.

* Wisconsin's school-based heakth claims snd administrative ciatros do not equal its total school-bssed
claims becasuse of rounding.

‘Colorado and idaho provided 11 months of hesith services claims data, which we extrapolated to
refiect a full year of claime.

*The average ciaim pcr Medicsid-eligible child was less than $1.

S GAO analysis of state-reported clairms data snd HCFA's flscal year 1097 eligibility data (2082
report).

Some of the variation in Medicald payments for school-based services and cost per
Medicaid-eligible child is explained by differences in the proportion of school
districts submitting Medicald claims for school-based activities. For some states,
schools are part of the state Medicald health services delivery system, while in other
states, schoals may not generally provide direct health services. For example, two
states that spent relatively little per Medicaid-eligible child—Indiana, st less than $1

13 GAO/HEHS/OSI-00-69 Medicaid in Schools
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per child, and Alabama, at $1 per child—both indicated low percentages of school
district participation, with an Indiana official estimating approximately 3-percent
participation. A state official in Californis, which spent less per Medicaid-eligible
child than 40 other states, estimated that in state fiscal year 1998 about 75 percent of
the school districts in the state submitted claims for health services, while only 2
school districts submitted claims for administrative activities.

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

In June 1999, we testified that a growing number of states pay for reimbursement of
school-based administrative activities, and our recent survey suggesis that this
growth will continue. From fiscal year 19095 through fiscal year 1998, Medicald claims
for administrative activities increased fivefold, from $82 million to $468 mi'lion (see
fig. 2)." These increased Medicaid expenditures for school-based administrative
activities reflect growth in the number of states participating, the number of schools
participating, and the size of claims submitted by individual school districts. For
example, from 1996 to 1997, Michigan's Medicald administrative claims for schools
increased almost threefold, from $79 million to $227 million, which state and school
officials indicated was primarily the result of an increase in the number of school
districts submitting claims.

“In New York, schools sctually claim targeted case management, which differs from case management
In that states are allowed to walve certain Modicald requirements. In other words, the state may target
individusls by differend criteria, such as age, degree of disability, iliness, or condition.

“Ten of the 17 states that allow reimbursernent for school-based administrative services were readily
sble to provide trend data: Alaska, Caltfornia, Florids, lllinols, Massachusetts, Michigan, Minnesota,
Missouri, Pennaylvania, and Texas.

14 GAO/HEHS/0S1-00-6¢ Medicaid in Schools
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Note: States that appear in bold lettering began claiming schoot-based administrative expenditures in
the yeer listed.

Source: State-reported claimsa.

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

'Mmdmmmwmmmmmmmm&u
submitting Medicaid claims for school-based administrative activities. States had the option of
selecting “yes,” “not sure,” or “no.”

16 GAO/HEHS/0SI-00-60 Medicaid in Schools
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considering Medicaid reimbursement for school-based administrative costs, eight
identified some possible activities for which they would pay, including eligibility
facilitation, outreach, transportation, program planning and monitoring, case
management, referral, and coordination.

Considering Uncertain Not considering
reimbursement reimbursement
Alabama District of Columbla | Colorado
Arkansas Hawaii Connecticut
Georgia Indiana Delaware
Idaho Maryland Kentucky
Kansas Mississippt Louisiana
Nebraska Montana Maine
Nevada Virginia New Hampshire
Nortl: Carolina (Y] New York
Ohio North Dakota
Oklahoma Rhode Island
Oregon South Carolina
Utah South Dakota
12) Tennessee
West Virginia
Wyoming
(15)
Source: GAO survey of states.
School-Based Administrative Claima
Represent a Significant Share of a Few
States’ Total Medicald Administrative Costs

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

State School-based Total Medicaid Percentage of total
Medicaid administrative administrative
administrative expenditures expenditures
claims (in (in thousands)*
thousands)

Michigan $224,167 $477,138 47
Diinois 302,687 661,188 46
Arizona 26,796 131,677 20
| Washington® 18,304 91,746 20
Alaska 7,780 40,662 9
New Mexico 4,909 32,078 b
Florida 38,451 289,626 3
Minnesota 23,406 200,412 1
Massachusetts' 18,500 90,669 1
Missouri 11,104 31,024

Vermont 167 35,659 [:
| Pennsylvania 13,062 387,262 4
New Jersey 5,667 263,991

Texas 11,662 576,962

| lowa 1,084 70,125

Wisconsin 1,691 138,666

California 288 1,227,657 Less than .02

Note: States were asked to provide administrative claims data for school-based services from the most
recent fiacal year. Although most states provided deta from the year ending June 30, 1909, two states
provided data from calendar year 1906, two states provided federal fiscal year 1908 dats, and three
states provided data from state fiscal year 1908 (July 1, 1007—June 30, 1908).

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

*Although Washington provided school-based administrative claims data for the yesr ending August 31,

“Of the 17 states that ciaim Medicaid reizmbursement for school-based adinistrative costs, we
examined sdministrative expenditures for the 8 states that could readily provide dsta for multiple
mmwwmmwmmwmmdms

states’ other Medicaid states were Alaska, California, Mlinols,
Pennaylvania, snd Texss. In Michigan and Minnesota, the bese year for
this calculation is the yesr the states began cisiing adruinistrative activithes and may
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1999, total Medicaid administrative expenditures were provided for the closest year of data available,
federal fiscal year 1090 (October 1, 1998—September 30, 1060).

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

Source: State-reported claims dats.

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

Some methods used to claim Medicaid reimbursement do not adequately ensure that
health services are provided or that administrative activities are properly identified
and reimbursad. Paying bundled rates for health services can simplify requirements
for schools that participate in the Medicaid program; however, bundled rates can also
create an incentive to stint on services, or to change what services children recelve or
where they recelve them to increase payment. To counteract these incentives,
bundled rate methods should differentiate payments among children with varying
levels of need and provide assurances that necessary services are provided.

However, not all states using a bundled payment approach differentiate levels of need
among children or ensure that services paid for are provided. In addition, poor
controls over what constitutes an allowable administrative activity cost claim have
resulted in improper Medicald reimbursements. In some cases, Medicaid claims were
inappropriately reimbursed because they represented administrative activities that
were not Medicaid-related. In other cases, claims for administrative activities
performed by skilled medical professionals, which can be eligible for reimbursement
at a higher matching rate of 76 percent, were submitted and paid without adequate
documentation to justify the higher rate.

Bundled Rates Simplified Claims and
Were Expected to Limit Adverse Incentives

HCFA began to allow states to develop bundled payment approaches in an attempt to
simplify schools’ reporting requirements under Medicald. We reviewed the payment
approaches of seven states that currently use bundled rates.® Bundled payments are
somewhat comparable to capitation payments made to managed care organizations.
A school district receives a single payment for al the covered services a child needs

“Theee states are Connecticut, Kansas, Maine, Massachusetts, New Jersey, Utah, and Yermont.

because it applies a bundied rate to only two schools; all other schools submit claims on a fee-for-
sexvice basis. We also excluded North Caroling, becsuse alt of its schools currently submit claims on a
fee-for-service basis, akkhough a number of schools had previously used 8 bundled spproach.

18 GAO/HEHS/OSI-00-68 Medicaid in Schools



74

B-283378

during a specified period, such as a day or month.” Bundled payments have the
advantage of simplifying schools’ submission of claims. One state official told us that
the less complicated paperwork involved with bundied rates has made it easier for
smaller schools to submit claims for Medicaid reimbursement.”

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

Payment approach Volume of services to Unit cost?
an individual?
Cost-based reimbursement Yes Yes
Fee-for-service rates Yes No*
| Bun rates No' No*

* Under this payment approach, incentives to increase the unit cost do not exiet, provided the unit costs
are based on ressonsbie and appropriste costs.

*Bundied rste payments can, however, provide an incentive to inappropristely decrease the volume of
services provided.

Source: GAO analysis of payment incentives.

“Services included in the bundied rates sre ralstively similar among the seven states and typically
Include audiology; counseting: snd physicsl, speech, and occupational therapy. One notable exception
hmmmammfmammmwmmwm

L/

m(emmsoozo.nu mmo).
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Some States' Bundled Pavient Methods
Lack Sufficient Accountability

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

(see table 6).

State Does the bundled | What is the unit of { What event triggers
rate vary payment for submitting a clalm to
depending on the | services?" Medicaid for
needs of the relmbursement?
child?

Connecticut No—one Monthly rate— Receipt of one service

. statewide rate $336 per child

Kansas Yes—14 Monthly rate— School attendance 1
statewide rates; | $161-$836 per day a month
vary by primary | child
disability

Maine Yes—13 Monthly rate— School attendance 1
statewide rales; | $141-$442 per day a month
vary by primary | chiid :
disability

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

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

Utah No—schoo}- Daily rate—$21- | Schoot attendance
specificrates | $60 per child

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

“States may exclude certain services, such as develop and evah of the individualized plan of

20
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a child with a disability, EPSDT diagnosis and treatment, and provision of medical equipment, from
thelr bundled rates and sep ly claim Medicaid reimbursement for these services.

*For alt but one state, the rates are and are ded to the dollar. The rates listed for
Yermont are from the 1996-00 school year. Vermont's rates have historically been adjasted annually
for salary incresses.

Source: State Medicald agencies.

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

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

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

“Thus, schools are reimbursed a lower srnount for children lr level one, who receive fewer than 6
unita of service 8 week, than for those in level three, who receive from 12 to 24 units of service 8 week.

professionals
agual to thies units of sexvice, while an hour of therapy provided by an side equals one unit.
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In addition, states’ bundled approaches should ensure that services paid for are
actually provided. However, payments currently made in four of the seven states—
Kansas, Massachusetts, Maine, and Utah-—are not specifically linked to the receipt of
services because reimbursement is triggered simply by school attendance.
Participating schools in these states are reimbursed the bundled rate for each eligible
child, irrespective of whether the child has received any services. For example,
schools in Kansas are reimbursed about $476 a month for each child whose primary
disability listed on the individualized plan is autism, as long as the child attended
achool at least 1 day in a given month. In such an arrangement, there is little
accountability for providing needed services because attendance—not the receipt of
services—triggers reimbursement.

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

Poor Controls Have Resulted in Impropex
Reimbursement for Administrative Claima

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

SOf the 17 states that reimburse for udministrative costs in schools, school districts in 4—Alsska,
Californla, Vermont, and Wisconsin—do not include indirect costs In their claims.

*In & few school p 1 may be completely sliocated to Medicaid sdministrative
activities. ?ormh,mohmmmdcb. whoss primazy function Is to provide
the administrative support necessary for schools to submit Medicaid claims to the state.
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time spent on Medicaid-related activities, and (2) activity codes, which are used to
identify functions performed by school staff in these time studies. In addition, some
school districts have received reimbursement for administrative activities at the
enhanced 75-percent federal matching rate for skilled professional medical providers,
such as physical therapists, without providing adequate documentation that their
professional capabilities were needed for such activities, as required by Medicald

regulations.

Different Time Studv Methods Have Led to
Considerable Variation in Reimbursement

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

We identified three basic methods used to allocate the time of school personnel to
Medicaid-related administrative activities: the representative period, random
moment, and continuous log methods.® The representative period method is the one
most vulnerable to manipulation. In contrast to the random moment time study, for
example, which always randomly selects a period of time to be studied,
representative periods may not always be randomly selected. This method is also the
one most frequently used. Of the 17 states with schools that file administrative cost
claims, 16 allow the use of representative period time studies for determining cost
allocations.® Moreover, 9 of the 15 states that specify the use of a representative
period study either specify the use of a nonrandom representative period or allow the
school districts or private firms involved in the time studies to make this decision.”

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

"For representstive period time studies, participants record all their activities In 16-minute i