
DEPARTMENT OF HEALTH & HUMAN SERVICES 
OFFICE OF INSPECTOR GENERAL 


OFFICE OF AUDIT SERVICES 

150 S. INDEPENDENCE MALL WEST 


SUITE 3 16 

PHILADELPHIA, PENNSYLVANIA 19 106-3499 


APR 2 6 2007 

Report Number: A-03 -05-0020 1 

Michael L. Stauffer 
Deputy Secretary for Administration 
Office of Administration 
Department of Public Welfare 
Commonwealth of Pennsylvania 
Health and Welfare Building, Room 234 
P.O. Box 2675 
Harrisburg, Pennsylvania 17 105-2675 

Dear Mr. Stauffer: 

Enclosed are two copies of the Department of Health and Human Services (HHS), Office of 
Inspector General (OIG) final report entitled "Review of Allegheny County's Medicaid 
Administrative Case Management Costs Claimed by Pennsylvania Between January 2002 and 
June 2003." We addressed our recommendations to the Centers for Medicare & Medicaid 
Services. These copies are for informational purposes only. 

In accordance with the principles of the Freedom of Information Act (5 U.S.C. tj 552, as 
amended by Public Law 104-23 I), OIG reports issued to the Department's grantees and 
contractors are made available to the public to the extent the information is not subject to 
exemptions in the Act that the Department chooses to exercise (see 45 CFR part 5). 

If you have any questions or comments about this report, please do not hesitate to contact me at 
(215) 861-4470 or through e-mail at Stephen.Virbitsky 0ig.hhs.gov or Robert Baiocco, Audit 
Manager, at (215) 861-4486 or through e-mail at Robert.Baiocco@,oi~.hhs.~ov.Please refer to 
report number A-03-05-00201 in all correspondence. 

Sincerely, -
Stephen Virbitsky 
Regional Inspector General 
for Audit Services 

Enclosure 



 

 Department of Health and Human Services
OFFICE OF 

INSPECTOR GENERAL 

 
Daniel R. Levinson  
Inspector General 

 
April 2007 

A-03-05-00201 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

REVIEW OF ALLEGHENY 
COUNTY’S MEDICAID 

ADMINISTRATIVE CASE 
MANAGEMENT COSTS CLAIMED 

BY PENNSYLVANIA BETWEEN 
JANUARY 2002 AND JUNE 2003 

   
 



 

Office of Inspector General 
http://oig.hhs.gov 

 
 
 
The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as 
amended, is to protect the integrity of the Department of Health and Human Services (HHS) 
programs, as well as the health and welfare of beneficiaries served by those programs.  This 
statutory mission is carried out through a nationwide network of audits, investigations, and 
inspections conducted by the following operating components: 
 
Office of Audit Services 
 
The Office of Audit Services (OAS) provides all auditing services for HHS, either by conducting 
audits with its own audit resources or by overseeing audit work done by others.  Audits examine 
the performance of HHS programs and/or its grantees and contractors in carrying out their 
respective responsibilities and are intended to provide independent assessments of HHS programs 
and operations.  These assessments help reduce waste, abuse, and mismanagement and promote 
economy and efficiency throughout HHS. 
          
Office of Evaluation and Inspections 
 
The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS, 
Congress, and the public with timely, useful, and reliable information on significant issues.  
Specifically, these evaluations focus on preventing fraud, waste, or abuse and promoting 
economy, efficiency, and effectiveness in departmental programs.  To promote impact, the 
reports also present practical recommendations for improving program operations. 
 
Office of Investigations 
 
The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of 
allegations of wrongdoing in HHS programs or to HHS beneficiaries and of unjust enrichment 
by providers.  The investigative efforts of OI lead to criminal convictions, administrative 
sanctions, or civil monetary penalties.  
 
Office of Counsel to the Inspector General 
 
The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, 
rendering advice and opinions on HHS programs and operations and providing all legal support 
in OIG’s internal operations.  OCIG imposes program exclusions and civil monetary penalties on 
health care providers and litigates those actions within HHS.  OCIG also represents OIG in the 
global settlement of cases arising under the Civil False Claims Act, develops and monitors 
corporate integrity agreements, develops compliance program guidances, renders advisory 
opinions on OIG sanctions to the health care community, and issues fraud alerts and other 
industry guidance.  

 



 
 
 

Notices 
 
 

THIS REPORT IS AVAILABLE TO THE PUBLIC 
at http://oig.hhs.gov 

 
In accordance with the principles of the Freedom of Information Act 

(5 U.S.C. 552, as amended by Public Law 104-231), Office of 
Inspector General, Office of Audit Services reports are made 

available to members of the public to the extent the information is 
not subject to exemptions in the act.  (See 45 CFR Part 5.) 

 
 

OAS FINDINGS AND OPINIONS 
 

The designation of financial or management practices as questionable 
or a recommendation for the disallowance of costs incurred or 

claimed, as well as other conclusions and recommendations in this 
report, represent the findings and opinions of the HHS/OIG/OAS.  

Authorized officials of the HHS divisions will make final determination 
on these matters. 

 
 
 

 
 
 
 

 

 



 

  EXECUTIVE SUMMARY 
 
BACKGROUND 
 
In 1965, Congress established Medicaid as a jointly funded State and Federal program that 
provides medical assistance to low-income people who qualify pursuant to Title XIX of the 
Social Security Act (the Act).  In the Commonwealth of Pennsylvania, the Department of Public 
Welfare (Pennsylvania) administers the Medicaid program in accordance with a State plan 
approved by the Centers for Medicare & Medicaid Services (CMS). 
 
In Allegheny County, the Department of Human Services administers mental health programs 
with oversight by Pennsylvania.  Allegheny County reports its expenditures to Pennsylvania, 
which then submits a claim for Federal matching funds.  Included in these claims are 
administrative case management expenditures.  Pennsylvania defines administrative case 
management as those activities and administrative functions that ensure intake into the mental 
health system and appropriate and timely use of available resources.   
  
Pennsylvania claimed $25.3 million (Federal share) for administrative case management costs. 
These claims included costs for the period January 1, 2002, through June 30, 2003.  For this 
period, the Federal share for Allegheny County administrative case management expenditures 
was $6.1 million.  The next largest Federal share claimed was $2.5 million for Philadelphia 
County, the State’s largest county.  CMS requested that we determine the nature of this 
discrepancy. 
  
OBJECTIVE 
 
Our objective was to determine whether administrative case management costs claimed on behalf 
of Allegheny County were comparable to those costs claimed on behalf of Philadelphia County. 
 
SUMMARY OF FINDINGS 
 
Pennsylvania stated that administrative case management is one of three case management 
functions provided by county mental health programs.  The other two are intensive case 
management and resource coordination.  Pennsylvania contends that the three should be viewed 
in total to provide a fair comparison.  For State Fiscal Year 2002 – 2003, Allegheny County case 
management expenditures totaled $16.2 million or $399 per client.  For this same period, 
Philadelphia County case management expenditures totaled $42.1 million or $461 per client.   
These costs are comparable.   
 
We also found, contrary to Federal regulations (45 CFR § 95.509), that Pennsylvania did not 
submit an amendment to its cost allocation plan prior to submitting its initial claim for Federal 
reimbursement of administrative case management expenditures.  In addition, Office of 
Management and Budget (OMB) Circular A-87 requires States to ensure that these costs are 
reasonable and necessary, and are not currently reimbursed as part of other Federal matching 
programs.  We did not determine whether the allocation methodology to determine county 
administrative case management costs was reasonable nor could we determine whether these 
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costs were reimbursed as part of other Federal matching programs.  The Department of Health 
and Human Services’s Division of Cost Allocation (DCA) stated that an amendment to the 
State’s cost allocation plan was needed.    
 
RECOMMENDATIONS 
 
We recommend that CMS: 
 

• direct Pennsylvania to amend its cost allocation plan in order to claim administrative case 
management costs and 

 
• reconsider its acceptance of Pennsylvania’s claim for Federal matching funds for 

administrative case management services provided from January 2002 until a cost 
allocation plan amendment is submitted. 

 
PENNSYLVANIA COMMENTS 
 
Pennsylvania concurred with our finding that, when taken together, Allegheny County’s costs 
per client for the three levels of case management are generally comparable.  Pennsylvania also 
agrees that its current cost allocation plan does not provide procedures to identify, measure, and 
allocate administrative case management costs.  However, Pennsylvania stated that 
administrative case management costs are covered under language added to its cost allocation 
plan in 1984 to address services provided by outside agencies.  Further, Pennsylvania stated that 
it addressed the administrative case management costs in the State Medicaid plan, which 
precludes an amendment to the cost allocation plan.  However, Pennsylvania amended its cost 
allocation plan to state that it would claim administrative case management costs.  Pennsylvania 
also did not agree that CMS should reconsider its acceptance of claims for administrative case 
management costs.  Pennsylvania’s comments are included in their entirety as Appendix A. 
 
CENTERS FOR MEDICARE & MEDICAID SERVICES COMMENTS       
  
CMS believes the language Pennsylvania added to the cost allocation plan is sufficient and it 
would be an administrative burden to require 67 county amendments.  CMS’s comments are 
included in their entirety as Appendix B. 
 
OFFICE OF INSPECTOR GENERAL RESPONSE 
 
Pursuant to Federal regulations, the State must submit an amendment to its cost allocation plan 
when the procedures shown in the existing cost allocation plan become outdated because of 
significant changes in program levels that affect the validity of the approved cost allocation 
procedures (45 CFR § 95.509).  The cost allocation plan must identify costs and describe the 
methods used to allocate them (OMB Circular A-87).   In January 2002, Pennsylvania began to 
claim administrative case management costs.  During our audit period, these costs totaled $25.3 
million (Federal share), which constitutes a significant change in program levels.  In our March 
2007 discussion with DCA, DCA personnel stated that Pennsylvania’s amendment to claim 
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administrative case management costs was insufficient because it did not comply with the 
regulatory requirements.  Accordingly, we continue to support our recommendations. 
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INTRODUCTION 
 

BACKGROUND 
 
Medicaid Overview 
 
In 1965, Congress established Medicaid as a jointly funded State and Federal program that 
provides medical assistance to low-income people who qualify pursuant to Title XIX of the 
Social Security Act (the Act).  In the Commonwealth of Pennsylvania, the Department of Public 
Welfare (Pennsylvania) administers the Medicaid program in accordance with a State plan 
approved by the Centers for Medicare & Medicaid Services (CMS).   
 
CMS requires States to report all Medicaid expenditures on Form CMS-64, Quarterly Medicaid 
Statement of Expenditures for the Medical Assistance Program (CMS-64).  The Federal 
Government pays its share of medical assistance expenditures according to a formula defined in 
section 1905(b) of the Act.  That share, known as the Federal medical assistance percentage, 
depends upon each State’s relative per capita income and ranges between 50 and 83 percent.  
The Federal share for most administrative services is 50 percent.   
 
County Mental Health Programs 
 
In Pennsylvania, mental health services are provided through county Mental Health/Mental 
Retardation (MH/MR) program offices.  These offices are part of the county government.  The 
county MH/MR offices serve as a referral source.  Most mental health services are delivered by 
local provider agencies under contract with the county MH/MR office.  In Allegheny County, the 
Department of Human Services administers mental health programs with oversight by 
Pennsylvania.   
 
Case Management Services 
 
Pennsylvania counties provide three levels of case management:  administrative case 
management, intensive case management, and resource coordination.  Pennsylvania defines 
administrative case management as those activities and administrative functions that ensure 
intake into the mental health system and appropriate and timely use of available resources.     
 
Intensive case management is targeted to adults with serious and persistent mental illness and 
children with serious mental illness and emotional disorders requiring a higher level of care.  It is 
designed to ensure access to community agencies, services, and people whose functions are to 
provide the support, training, and assistance required for a stable, safe, and healthy community 
life.  
 
Resource coordination services are targeted to adults with serious and persistent mental illness 
and children and adolescents with mental illness or serious emotional disturbance, and their 
families, who do not need the level of care, intensity and frequency of contacts provided through 
intensive case management, but who do need assistance in accessing, coordinating, and 
monitoring of resources and services.  Services are provided to assess an individual’s strengths 
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and meet needs in order to achieve stability in the community.  Resource coordination is similar 
to intensive case management in that the activities are the same.  However, caseload limits are 
larger and there is no requirement for 24-hour service availability.  Resource coordination is 
established as an additional level of case management and is not intended to replace intensive 
case management. 
 
Pursuant to section 1903(a)(7) of the Act, the Federal share for administrative case management 
services is 50 percent as Pennsylvania contends these expenditures are “necessary for the proper 
and efficient administration of the State plan.”  Pennsylvania reports intensive case management 
and resource coordination as targeted case management pursuant to section 1905 (a)(19) of the 
Act, which allows States to claim its statutory Federal matching rate for these services.  
Pennsylvania’s rate during this review period was approximately 55 percent.      
 
Cost Allocation Plan Requirements 
 
Administrative costs for Medicaid are to be allocated in accordance with a public assistance cost 
allocation plan approved by the Department of Health and Human Service’s Division of Cost 
Allocation (DCA)1 after CMS reviews and comments on the fairness of the cost allocation 
methodologies.  Federal regulations require that cost allocation plans conform to the accounting 
principles and standards in Office of Management and Budget (OMB) Circular A-87, “Cost 
Principles for State, Local, and Indian Tribal Governments.”  The circular states that costs are 
allocable to particular cost objectives (programs) only to the extent of the benefits received by 
such objectives, only allocable costs are allowable, and costs must be reasonable and necessary 
for proper administration of the program.  
 
A State must adhere to its cost allocation plan in computing claims for a Federal share or update 
its plan by submitting an amendment (45 CFR § 95.509).  Pursuant to 45 CFR § 95.517, a State 
may claim costs based on a proposed plan or plan amendment provided that the State makes 
retroactive adjustments to its claims, if necessary, in accordance with the subsequently approved 
plan.  Claims for costs that do not adhere to the approved or proposed cost allocation plan will be 
disallowed (45 CFR § 95.519).   
 
Potential Excess Administrative Case Management Costs 
 
CMS requested that we determine why there was a discrepancy in administrative case 
management costs claimed on behalf of Allegheny County.  During the audit period, January 1, 
2002, through June 30, 2003, Pennsylvania claimed a Federal share of $6.1 million for 
administrative case management costs submitted by Allegheny County.  This amount far 
exceeded costs submitted by all other counties in the State for the same period.  By contrast, the 
far more populous Philadelphia County claimed only $2.5 million (Federal share). 
 
  
 

                                                 
1The Division of Cost Allocation is part of the Office of the Deputy Secretary for Program Support.  
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OBJECTIVE, SCOPE AND METHODOLOGY 
 
Objective 
 
Our objective was to determine whether administrative case management costs claimed on behalf 
of Allegheny County were comparable to those costs claimed on behalf of Philadelphia County. 
 
Scope  
 
Our review covered Pennsylvania’s claim of $6,099,758 (Federal share) for Allegheny County 
administrative case management costs from January 1, 2002, through June 30, 2003.  Our 
objective did not require a review of the overall internal control structure of Pennsylvania or 
Allegheny County.  Therefore, we limited our review of internal controls to Medicaid eligibility 
and administrative case management costs.   
 
We performed our fieldwork at the Department of Public Welfare in Harrisburg, Pennsylvania 
and County offices in Pittsburgh, Pennsylvania. 
 
Methodology 
 
To accomplish our objective: 
 

• We reviewed relevant criteria, including the Act, Federal Medicaid regulations, OMB 
Circulars, CMS’s State Medicaid Manual, Pennsylvania’s State Medicaid plan, and 
Allegheny County’s contracts with its mental health providers. 

 
• We interviewed Pennsylvania State and County officials to determine how mental health 

services are provided and claimed. 
 

• We reconciled the Federal share claimed on the CMS-64 to the Federal share calculated 
by Pennsylvania using County financial records. 

 
• We reviewed and compared Philadelphia County and Allegheny County financial records 

to determine the counties’ allocation of administrative expenses. 
 

• We spoke to DCA officials to determine the necessity of a cost allocation plan 
amendment. 

 
We performed our review in accordance with generally accepted government auditing standards. 
 

 

3 



 

FINDINGS AND RECOMMENDATIONS 
 
Pennsylvania claimed $6.1 million (Federal share) for Allegheny County’s administrative case 
management expenditures, more than double the $2.5 million (Federal share) claimed for 
Philadelphia County, the State’s largest county.  However, Pennsylvania stated that the counties’ 
costs are comparable when all case management costs (administrative case management, 
intensive case management, and resource coordination) are considered together.  For State Fiscal 
Year (FY) 2002 – 2003, expenditures for all case management in Allegheny County averaged 
$399 per client.  For this same period, case management expenditures in Philadelphia County 
averaged $461 per client.  These costs are comparable. 
 
However, Pennsylvania did not submit an amendment to its cost allocation plan prior to 
submitting its initial claim for Federal reimbursement of administrative case management 
expenditures.  As a result, we could not determine whether the allocation methodology to 
determine county administrative case management costs was reasonable nor could we determine 
whether these costs were reimbursed as part of other Federal matching programs.   
 
COMPARABLE CASE MANAGEMENT COSTS 
 
Pennsylvania stated that administrative case management is one of three case management 
functions provided by county mental health programs.  The other two are intensive case 
management and resource coordination.  Pennsylvania contends that the three should be viewed 
in total to provide a fair comparison.  For State FY 2002 – 2003, all case management 
expenditures in Allegheny County totaled $16.2 million, or $399 per client.  For this same 
period, all case management expenditures in Philadelphia County totaled $42.1 million, or $461 
per client.  These costs are comparable.  
 
Between July 2001 and June 2003, Allegheny County reported $26.7 million ($13.2 million and 
$13.5 million) in administrative case management costs.  For this same period, Philadelphia 
County reported $20.0 million ($9.7 million and $10.3 million) for the same services.  Allegheny 
County had $4.0 million ($2.0 million and $2.0 million) in Federal grants and county funds to 
offset its expenditures.  Conversely, Philadelphia County had $12.1 million ($5.8 million and 
$6.3 million) in offsets, leaving a significantly smaller State share than Allegheny County.   
 
The following table compares Pennsylvania’s claim for administrative case management services 
for Allegheny County with Philadelphia County.  Pennsylvania accumulated county costs by 
State FY ending June 30.  The claim for Federal funds for State FY 2001 – 2002 represented one 
half of State expenditures for that year.  For comparison, the totals of $6.1 million for Allegheny 
County and $2.5 million for Philadelphia County represent the Federal share of State 
expenditures between January 2002 and July 2003 for each of the two counties.          
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Administrative Case Management Costs 
 
 Allegheny County Philadelphia County 

July 1, 2001 – June 30, 2002 
Clients 39,950 85,614 

Cost Per Client $330 $113 
County Expenditures $13.2 million $9.7 million 

Federal/County Offsets $2.0 million $5.8 million 
State Expenditures $11.2 million $3.9 million 

Medicaid Eligibility Rate 73.30 percent 88.28 percent 
Total Computable $8.2 million $3.4 million 

Federal Matching Rate 50 percent 50 percent 
Federal Share $4.1 million $1.7 million 

Form CMS-64 Claim $2.0 million2 $0.9 million 
 
 
 

 Allegheny County Philadelphia County 
July 1, 2002 – June 30, 2003 

Clients 40,599 91,302 
Cost Per Client $332 $113 

County Expenditures $13.5 million $10.3 million 
Federal/County Offsets $2.0 million $6.3 million 

State Expenditures $11.4 million $3.9 million 
Medicaid Eligibility Rate 70.95 percent 82.98 percent 

Total Computable $8.1 million $3.3 million 

Federal Matching Rate 50 percent 50 percent 
Federal Share $4.1 million $1.6 million 

Form CMS-64 Claim $4.1 million $1.6 million 
Total Form CMS-64 Claim $6.1 million $2.5 million 

 
COSTS NOT IDENTIFIED IN COST ALLOCATION PLAN  
 
Pennsylvania did not comply with Federal regulations and guidance when it claimed 
administrative case management costs.  Pennsylvania did not submit an amendment to DCA to 
identify administrative case management costs, or the procedures for claiming them in its cost 
allocation plan as required by Federal regulations (45 CFR § 95.509).  In addition, OMB Circular 
A-87 requires States to ensure that these costs are reasonable and necessary, and are not currently 
reimbursed as part of other Federal matching programs.   We did not determine if the allocation 
methodology to determine county administrative case management costs were reasonable nor 
could we determine whether these costs were reimbursed as part of other Federal matching 
programs.   

                                                 
2The amount of $2.0 million represents the Federal share claimed for the 6-month portion of the State FY included 
in our audit. 
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Federal Requirements 
 
State and local governments, including Pennsylvania’s Department of Public Welfare, allocate 
administrative costs to the Medicaid program in accordance with a cost allocation plan that must 
be approved by DCA.  Federal regulations (45 CFR § 95.507(a)) states that the cost allocation 
plan shall “ (1) Describe the procedures used to identify, measure and allocate all costs to each of 
the programs operated by the State agency” and “(2) Conform to the accounting principles and 
standards prescribed in Office of Management and Budget Circular A-87 . . . .”  Federal 
regulations require that the cost allocation plan must contain sufficient detailed information for 
Federal officials to reach an informed judgment about the correctness and fairness of the 
methods employed by the State (45 CFR § 95.507).  Federal regulations (45 CFR § 95.509) also 
require that “(a) The State shall promptly amend the cost allocation plan and submit the amended 
plan to the Director, DCA if . . . (2) A material defect is discovered in the cost allocation plan by 
the Director, DCA or the State.”  The Federal Government will disallow costs not claimed in 
accordance with the cost allocation plan (45 CFR § 95.519).   
 
Cost Allocation Plan Not Amended 
 
Pennsylvania’s cost allocation plan allocates costs for public welfare programs administered 
through the county assistance offices.  Pennsylvania did not include in its cost allocation plan the 
procedures used to identify, measure, and allocate administrative case management costs.  The 
State’s cost allocation plan did not provide detailed information for Federal officials to reach an 
informed judgment about the correctness or fairness of the allocation method used to determine 
these costs as required by Federal regulations.   
 
The State submitted three claims totaling $25.3 million (Federal share) for administrative case 
management costs on its CMS-64.  These claims included costs for the period January 1, 2002, 
through June 30, 2003.  Pennsylvania stated that CMS was aware of its intention to claim these 
costs and raised no objection during its quarterly review of CMS-64 expenditures conducted in 
May 2004.   
 
DCA stated that the State must submit an amendment to its cost allocation plan.  Pennsylvania 
contends that no amendment is required since administrative case management services are 
identified as part of its State plan.  Because Pennsylvania did not submit an amendment to its 
cost allocation plan, the State did not comply with Federal regulations (45 CFR § 95.507) to 
describe the claimed costs or with OMB Circular A-87, which requires States to ensure that these 
costs are reasonable and necessary, and are not currently reimbursed as part of other Federal 
matching programs. 
 
RECOMMENDATIONS 
 
We recommend that CMS: 
 

• direct Pennsylvania to amend its cost allocation plan in order to claim administrative case 
management costs and 
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• reconsider its acceptance of Pennsylvania’s claim for Federal matching funds for 
administrative case management services provided from January 2002 until a cost 
allocation plan amendment is submitted. 

 
PENNSYLVANIA COMMENTS 
 
Pennsylvania concurred with our finding that, when taken together, Allegheny County’s costs 
per client for the three levels of case management are generally comparable.  Pennsylvania also 
agrees that its current cost allocation plan does not provide procedures to identify, measure, and 
allocate administrative case management costs.  However, Pennsylvania did not concur with our 
recommendation to amend its cost allocation plan to claim administrative case management 
costs.  Pennsylvania contends that it followed instructions provided by DCA in 1984, to include 
a statement that costs were claimed for services by an outside agency and supported by a written 
agreement.  Pennsylvania stated that administrative case management costs are also claimed for 
services by an outside agency, the counties, and therefore are covered under this language, and 
that CMS did not question the initial claim for these costs.  Further, Pennsylvania states that the 
administrative case management costs are addressed in the State Medicaid plan, which precludes 
an amendment to the cost allocation plan.   

 
Pennsylvania also did not agree that CMS should reconsider its acceptance of claims for 
administrative case management costs.  However, Pennsylvania added the following language to 
its cost allocation plan:   “In accordance with a request from the OIG, we are including this 
reference that the Department of Public Welfare claims administrative case management 
expenditures associated with the medical assistance eligible clients in the counties.”  
Pennsylvania’s comments are included in their entirety as Appendix A. 
 
CENTERS FOR MEDICARE & MEDICAID SERVICES COMMENTS       
 
CMS also does not believe that Pennsylvania needs to submit an amendment to its cost allocation 
plan in order to claim administrative case management costs.  CMS believes the language 
Pennsylvania added to the cost allocation plan is sufficient and it would be an administrative 
burden to require 67 county amendments.  CMS’s comments are included in their entirety as 
Appendix B. 
 
OFFICE OF INSPECTOR GENERAL RESPONSE 
 
Pursuant to Federal regulations, the State must submit an amendment to its cost allocation plan 
when the procedures shown in the existing cost allocation plan become outdated because of 
significant changes in program levels, affecting the validity of the approved cost allocation 
procedures.  The State must also submit an amendment to the cost allocation plan when it 
amends the State plan so as to affect the allocation of costs (45 CFR § 95.509).  As stated in our 
report, Federal regulations also require that the cost allocation plan must identify, measure, and 
allocate costs, in sufficient detail that Federal officials may reach an informed judgment about 
the correctness and fairness of the methods employed by the State (45 CFR § 95.507).  The cost 
allocation plan must conform to the accounting principles and standards prescribed in OMB 
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Circular A-87.  If costs are not claimed in accordance with the cost allocation plan, the costs 
improperly claimed will be disallowed (45 CFR § 95.519).  
 
In January 2002, Pennsylvania began to claim administrative case management costs.  During 
our audit period, these costs totaled $25.3 million (Federal share), which constitutes a significant 
change in program levels.  Pennsylvania stated in its comments that it amended its State plan to 
include these costs, which would also require an amendment to the cost allocation plan pursuant 
to the Federal regulation.  In 2006, after the audit period, Pennsylvania submitted an amendment 
to its cost allocation plan to include the words “In accordance with a request from the OIG, we 
are including this reference that the Department of Public Welfare claims administrative case 
management expenditures associated with the medical assistance eligible clients in the counties.”  
However, this amendment does not conform to the regulatory requirements to identify, measure, 
and allocate costs, in sufficient detail that Federal officials may reach an informed judgment 
about the correctness and fairness of the methods employed by the State (45 CFR § 95.507).  The 
amendment also does not conform to the accounting principles and standards prescribed in OMB 
Circular A-87.  In our March 2007 discussion with DCA, DCA personnel stated that 
Pennsylvania’s amendment was insufficient because it did not comply with the regulatory 
requirements.  Accordingly, we continue to support our recommendations.
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