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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. 

http://oig.hhs.gov




 

EXECUTIVE SUMMARY 

BACKGROUND 

Congress established Medicaid in 1965 as a jointly funded State and Federal program that 
provides medical assistance to eligible recipients. The Medicaid program is funded by a 
combination of Federal and State dollars allocated through a matching structure.  The 
Federal Government matches State spending using a calculation called the Federal 
medical assistance percentage (FMAP).  The FMAP is determined annually for every 
State using a formula based on income levels.  The Centers for Medicare & Medicaid 
Services (CMS) administers the program at the Federal level.  The North Carolina 
Department of Health and Human Services (the State agency) is the State agency 
responsible for administering North Carolina’s Medicaid program.

Title XIX of the Social Security Act (the Act) makes family planning services a 
mandatory Medicaid service for eligible recipients of childbearing age.  The Act also
provides for 90 percent Federal matching for family planning services, which, as an 
enhanced rate, is higher than the FMAP allowed for most Medicaid services.   

As long as they stay within Federal and State regulations, States make every attempt to 
ensure they receive the maximum allowable Federal share for expenditures they incur for 
Medicaid services.  States regularly contract with consultants to help them identify and 
implement ways to maximize Federal funds.

OBJECTIVE 

Our objective was to determine the reasonableness and allowability of Medicaid costs 
claimed for reimbursement by the State agency as a result of contingency fee 
arrangements with consultants.  

SUMMARY OF FINDINGS 

For the most part, the costs claimed for reimbursement by the State agency were 
reasonable and allowable.  However, the State agency overstated its claims for 
reimbursement by $125,361 (Federal share) for Medicare/Medicaid cost report 
adjustments due to the use of misclassified expense data during computation of the claim.  
This occurred because the consultant inappropriately claimed non-allowable costs for 
reimbursement.   

RECOMMENDATIONS 

The State agency should refund $125,361 erroneously received under the 
Medicare/Medicaid Cost Report project.   
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State Agency Response 

In written comments to the draft report, the State agency agreed that the $125,361 was 
erroneously received for the Medicare/Medicaid cost report project and said that the 
amount has been refunded to CMS.  This amount also impacted the State’s 
disproportionate share reimbursement.  The State is resolving this with CMS. 

The State agency did not agree with our recommendation for the family planning service 
project and provided additional information in response to our draft finding.   

The State’s comments are included in their entirety as Appendix B. 

Office of Inspector General Comments 

We have revised our final report to remove our draft finding on the family planning 
service project based on the State’s response.  The State provided us with information 
that we had not previously considered. 
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INTRODUCTION 

BACKGROUND 

Medicaid Program 

Title XIX of the Social Security Act (the Act) authorizes Federal grants to States for 
Medicaid programs that provide medical assistance to persons with limited income and 
resources.  The Centers for Medicare & Medicaid Services (CMS) administers the 
program at the Federal level.  The North Carolina Department of Health and Human 
Services (the State agency) is the State agency responsible for administering North 
Carolina’s Medicaid program.   

The Medicaid program is funded by a combination of Federal and State dollars allocated 
through a matching structure.  The Federal Government matches State spending using a 
calculation called the Federal medical assistance percentage (FMAP).  The FMAP is 
determined annually for every State using a formula based on income levels.

The Act was amended in 1972 to include the availability and provision of family 
planning services in the States.  The Act makes family planning services a mandatory 
Medicaid service for eligible recipients of childbearing age, and provides for 90 percent 
Federal matching for family planning services. This match, an enhanced rate, is higher 
than the FMAP typically allowed for most Medicaid services.

States’ Use of Consultants 

Fiscally, it is in the States’ best interest to use all available mechanisms to maximize 
Federal matching funds.  Contracting consultants on a contingency fee basis is one 
available mechanism that a growing number of States are using to maximize Federal 
Medicaid reimbursements.  States employ these consultants to help them identify and 
implement ways to obtain additional Federal funds.  With the consultant’s assistance, 
States can design their Medicaid programs to ensure they receive the maximum allowable 
Federal share of expenditures, as long as the programs adhere to Federal law, Federal 
regulations, and CMS policy. 

North Carolina’s Consultant Contract 

In January 2002, North Carolina contracted with a consultant in an effort to increase State 
and Federal revenues.  The consultant initiated 11 different projects, and the State agency 
submitted claims for increased Federal reimbursement based on 4 of the 11 projects:   

• The Disproportionate Share Hospital Payments for State Hospitals project            
($6,826,435): This project represented a one-time retroactive claim for DSH 
payments not previously claimed by two State-owned hospitals.  
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• The Medicare/Medicaid Cost Report project ($4,434,270):  This project was to 
analyze State-owned facility cost reports to identify any costs not previously 
claimed for Federal reimbursement by the State.  

• The Family Planning Services project ($2,531,897):  This project was to claim
family planning services costs not previously claimed for Federal reimbursement 
at the enhanced reimbursement rate.  

• The Department of Public Health project ($4,072,709):  This project had two 
tasks:  one was to claim administrative costs not previously claimed and one was 
to claim medical services not previously claimed for Federal reimbursement.   

These projects generated an additional $17.8 million in Federal funding to the State.  
(Refer to Appendix A for more details on these projects.)  The consultant fee for these 
projects totaled about $1.6 million, based on fees that ranged from 6 to 10 percent of the 
Federal revenue generated.  The consultants negotiated different contingency fees for 
each project.

OBJECTIVE, SCOPE, AND METHODOLOGY 

Objective 

Our objective was to determine the reasonableness and allowability of Medicaid costs 
claimed for reimbursement by the State agency as a result of contingency fee 
arrangements with consultants.   

Scope 

Our review covered claims for Federal reimbursement from January 2002 through 
December 2004.  We conducted our fieldwork at the State agency offices in Raleigh, 
North Carolina.   

Methodology 

To accomplish our audit objectives, we: 

• reviewed sections 1905 and 1902 of the Social Security Act, Federal regulations, 
OMB Circular A-87, CMS’s State Medicaid Manual and policy letters, and North 
Carolina’s consulting contract;   

• interviewed State agency officials regarding payments made to consultants;   

• interviewed officials from the consulting firm to obtain an understanding of the 
work performed on each project;  
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• reviewed the consultant’s invoices supporting the Medicaid reimbursement;  

• examined Medicaid cost reports pertaining to the adjustments made on 
disproportionate share hospital (DSH) payments;   

• obtained and tested supporting documentation pertaining to one State Hospital’s  
Medicaid utilization rate to ensure that DSH requirements were met;  

• analyzed Medicaid cost reports and retroactive cost report adjustments in the 
Medicare/Medicaid Cost Report project;   

• examined the consultant’s methodology used in the Family Planning Services 
project;   

• tested a judgmental sample of fee-for-service family planning claims to ensure the 
claims were eligible for Federal funding;  

• performed an in-depth review of a random moment time study (RMTS) claim
within the Department of Public Health project including salary, benefits, cost 
factors, and programs and activities selected by the time study participants;  

• visited a local health department to observe an employee in the process of
entering data into a database as an RMTS participant; and    

• interviewed CMS officials regarding the State’s RMTS, specifically the cost 
factors and internal controls.  

We reviewed certain internal controls relating to the State agency’s claims for revenue 
generated by the consultant.  However, we did not review the overall internal control 
structure of the State agency because we accomplished our objectives through substantive 
testing.  

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

For the most part, the costs claimed for reimbursement by the State agency were 
reasonable and allowable.  However, the State agency overstated its claims for 
reimbursement by $125,361 for Medicare/Medicaid cost report adjustments due to the 
use of misclassified expense data during computation of the claim.  This occurred 
because the consultant inappropriately claimed non-allowable costs for reimbursement.  

MEDICARE/MEDICAID COST REPORT PROJECT 

Pursuant to OMB Circular A-87, Attachment A, C.1.a., costs must be necessary and 
reasonable for proper and efficient performance and administration of Federal Awards.  

During our analysis of retroactive adjustments made by the consultants to a facility’s 
1999 cost report, we found a revenue item from vending operations misclassified as a 
Medicaid expense.  This misclassification by the consultant resulted in the State agency 
improperly receiving $125,361 in Federal reimbursement.  We brought the 
misclassification and resulting claim to the State agency’s attention.  The State agency 
acknowledged the error and informed us that it would return the $125,361 to the Federal 
Government.   

RECOMMENDATIONS 

The State agency should refund $125,361 erroneously received under the 
Medicare/Medicaid Cost Report project.   

STATE RESPONSE 

In written comments to the draft report, the State agency agreed that the $125,361 was 
erroneously received for the Medicare/Medicaid cost report project and said that the 
amount has been refunded to CMS.  This amount also impacted the State’s 
disproportionate share reimbursement.  The State is resolving this with CMS. 

The State agency did not agree with our recommendation for the family planning service 
project and provided additional information in response to our draft finding.   

The State’s comments are included in their entirety as Appendix B. 

OFFICE OF INSPECTOR GENERAL COMMENTS 

We have revised our final report to remove our draft finding on the family planning 
service project based on the State’s response.  The State provided us with information 
that we had not previously considered. 
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APPENDIXES 

  



 

Project Name
Federal 

Revenue to State
Recovery of 
State Funds

DSH Payments for  
State Hospitals 
(see Note 1) 

  $ 6,826,435 $  3,995,742

Medicare/Medicaid  
Cost Reporting 
(see Note 2) 

$ 4,434,270 $  2,614,922

Family Planning Services 
(see Note 3) 

   Managed Care 

   Fee-for-Service 

   Sub-Total 

$     938,170 

$  1,593,727

$  2,531,897

$     0 

$     0

$     0

     $     938,170 ** 

     $  1,593,727 ** 

Department of Public Health   
(see Note 4) 

   Fee-for-Service 

   Administrative 
   Claiming 

   Sub-Total 

$  1,282,210 

$  2,790,499

$  4,072,709

$    767,358 

$     0

$    767,358

     $  2,049,568 

     $  2,790,499** 

Grand Totals $ 17,865,311 $ 7,378,022

Total Project 
Revenue to State

     $ 10,822,177

     $  7,049,192

     $  2,531,897

     $  4,840,067

     $ 25,243,333

APPENDIX A 
Page 1 of 3 

REVENUE EARNED BY THE STATE  
ON FEDERAL MAXIMIZATION PROJECTS 

** These projects were for Federal revenue recovery only, otherwise the project total 
includes increased State and Federal revenue. 
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Note 1 
DSH Payments for State Hospitals

This project was specifically for Alcohol and Drug Abuse Treatment Centers.  The 
consultant determined that the State had not previously claimed DSH payments for two 
State-owned Alcohol and Drug Abuse Treatment Centers.  The consultant quantified the 
amount owed to the State and filed a one-time retroactive claim for Federal 
reimbursement.  ($6,826,435) 

Note 2 
Medicare/Medicaid Cost Reporting

This project was open to any cost report reimbursement issue.  The consultant analyzed 
State-owned facility cost reports to identify any costs not previously claimed for Federal 
reimbursement by the State.  The State retroactively claimed Federal reimbursement for 
any costs identified by the consultant.  For example, the State had not included certain 
costs in the uncompensated care cost calculation for an Institution for Mental Disease.  
These were allowable costs that should have been included in the calculation.  
($4,434,270) 

Note 3 
Family Planning Services

This project was to claim family planning services costs for Federal reimbursement at the 
enhanced reimbursement rate.  The consultant analyzed the State’s claims for family 
planning services and determined that the State had not used the enhanced rate allowed 
for Federal reimbursement.  The consultant calculated the amount of family planning 
services that should have been claimed at the enhanced rate, and the State agency filed 
for additional Federal reimbursement.  ($2,531,897)  

Note 4 
Department of Public Health

This project had two tasks:  one was to claim administrative costs not previously claimed 
and one was to claim medical services not previously claimed for Federal reimbursement.  
The consultant initiated the first task because the State had not claimed administrative 
costs incurred by public health facilities.  The consultant calculated the administrative 
costs associated with providing public health services and assisted the State in filing a 
claim for Federal reimbursement.    
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The consultant initiated the second task to claim reimbursement for Medicaid services 
rendered.  The State provided these services to individuals who were not known to be 
Medicaid eligible, and therefore, no Medicaid claims were filed.  The consultants 
performed Medicaid eligibility determinations, identified Medicaid eligible patients, and 
retroactively filed claims for Federal reimbursement.  ($4,072,709)
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