
DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector General 
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Washington, O.C. 20201 

DEC 3 0 2003 

TO: Dennis G. Smith 
Acting Administrator 
Centers for Medicare & Medicaid Services 

FROM: Dara Conigan 
Acting Principd Deputy hwector General 

SUBJECT: Review of Illinois Medicaid School-Based Services for the Period July 1, 
2000 Through June 30,2001 (A-05-02-00049) 

We are alerting you to the issuance of the subject audit report within 5 business days 
from the date of this memorandum. A copy of the report is attached. This is one of a 
series of reports on costs claimed by States for Medicaid school-based health services. 
We are conducting these audits in response to concerns raised by officials of the Centers 
for Medicare & Medicaid Services (CMS) and the Office of Management and Budget. 

Our objectives were to determine whether (1) local education agencies and cooperatives 
appropriately furnished, documented, and billed school-based services claimed for 
Federal Medicaid reimbursement and (2) Illinois appropriately claimed Federal 
reimbursement for the services. 

In 1988, section 1903(c) of the Social Security Act was amended to allow Medicaid 
coverage of health-related services for children under the Individuals with Disabilities 
Education Act. The Individuals with Disabilities Education Act requires States to 
provide appropriate school-based health services to children with disabilities or special 
needs. Under section 1903(c) of the Social Security Act, Medicaid covers such services 
if they are included i n  a child’s individual education plan or an individual family service 
plan. 

A State may receive Medicaid funding for services included in a child’s plan or family 
plan as long as (1) the services are listed in section 1905(a) of the Social Security Act 
and are medically necessary; (2) all Federal and State regulations are followed, including 
those for provider qualifications; and (3) the services are included in the State plan or are 
available under the Early and Periodic Screening, Diagnostic and Treatment Medicaid 
benefit. Covered services may include, but are not limited to, physical therapy, 
occupational therapy, speech pathology/therapy, psychological counseling, nursing, and 
transportation services. 
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Based on a statistically valid sample of Illinois claims for school-based health services 
during the year ended June 30, 2001, we estimate that at least $6,067,669 of a total 
$37,501,089 (Federal share) of payments did not qualify for Medicaid reimbursement.   
 
Local education agencies improperly included claims for, among other things, services 
not included in a child’s plan or family plan; undocumented or insufficiently 
documented services; services on dates when school was not in session or the student 
was absent; and speech, physical, or occupational therapy for which referral or 
prescription information was unavailable or inadequate.  We attributed these conditions 
to the local education agencies’ misinterpretation of the State Medicaid agency’s 
payment criteria, ineffective billing controls, and clerical mistakes. 
 
Additionally, Illinois improperly included claims for payments to local education 
agencies that were not limited to the lower of billed cost or the state-wide maximum 
payment ceiling because it had not fully implemented computer-based edits that would 
have appropriately limited these payments.  Illinois also claimed developmental services 
that were neither furnished under a child’s plan or a family plan nor provided to develop 
such a plan.  Contrary to section 1903(c) of the Social Security Act, Illinois policy 
allowed local education agencies to claim such services for Medicaid reimbursement. 
 
We recommended that Illinois: 
 

• refund $6,067,669 to CMS; 
 
• issue a provider notice reinforcing the need for complete and accurate 

compliance with Illinois policy (except that for developmental services, as noted 
below) on claims for school-based health services;  

 
• fully implement the postpayment edit to limit payments to the lower of billed 

costs or the state-wide ceilings; and 
 

• revise its policy to no longer allow local education agencies to claim costs for 
developmental services that are not furnished under a child’s plan or a family 
plan. 

 
Illinois agreed to issue a provider notice reinforcing the need for compliance with its 
policy and to limit payments to the lower of billed costs or the state-wide ceiling.  The 
State advised us that it had begun to reprice claims for school-based services and 
appropriately limit payments.  Illinois did not agree to revise its policy to no longer 
allow local education agencies to claim costs for developmental services that are not 
furnished under a child’s plan or a family plan.  The State also contended that our 
sampling was seriously flawed and that it was unable to accept the repayment projection. 
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We continue to believe that section 1903(c) of the Social Security Act and CMS 
guidance do not permit reimbursement for developmental services that are not included 
in a child’s plan or a family plan.  As to our methodology, we used commonly accepted 
statistical sampling methods to select and appraise the stratified random sample.  We 
based the overpayment estimate on the lower limit of the confidence interval.   
 
Our report summarizes Illinois’s comments and our response and includes the State’s 
comments, in their entirety, as an Appendix. 
 
If you have any questions or comments about this report, please do not hesitate to call 
me or your staff may contact George M. Reeb, Assistant Inspector General for the 
Centers for Medicare & Medicaid Audits, at (410) 786-7104 or Paul Swanson, Regional 
Inspector General for Audit Services, Region V, at (312) 353-2618. 
 
Attachment   
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DEC: 3 1 2003 

Report Number: A-05-02-00049 

Mr. Barry S. Maram 
Director 
Illinois Department of Public Aid 
201 South Grand Avenue East 
Springfield, Illinois 62763-000 1 

Dear Mr. Maram: 

Enclosed are two copies of the Department of Health and Human Services (HHS), Office of 
Inspector General (OIG) final report entitled “Review of Illinois Medicaid School-Based 
Services for the Period July 1,2000 through June 30,2001 .” A copy of t h s  report will be 
forwarded to the HHS action official noted below for review and any action deemed necessary. 

Final determination as to actions taken on all matters reported will be made by the HHS action 
official. We request that you respond to the HHS action official within 30 days from the date of 
this letter. Your response should present any comments or additional information that you 
believe may have a bearing on the final determination. 

In accordance with the principles of the Freedom of Information Act, 5 U.S.C. 8 552, as 
amended by Public Law 104-23 1, OIG reports issued to the Department’s grantees and 
contractors are made available to members of the press and general public to the extent 
information contained therein is not subject to exemptions in the Act which the Department 
chooses to exercise (see 45 CFR part 5). As such, within 10 business days after the final report 
is issued, it will be posted on the Internet at http://oig.hhs.gov. 

To facilitate identification, please refer to report number A-05-02-00049 in all correspondence. 

Sincerely, 

Paul Swanson 
Regional Inspector General 

for Audit Services 

Enclosures - as stated 

http://oig.hhs.gov
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Centers for Medicare & Medicaid Services 
Department of Health and Human Services 
233 North Michigan Avenue, Suite 600 
Chicago, Illinois 60601-5519 
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EXECUTIVE SUMMARY 
 

OBJECTIVES 
 
Our objectives were to determine whether local education agencies and cooperatives 
appropriately furnished, documented, and billed school-based services claimed for Federal 
Medicaid reimbursement and whether Illinois appropriately claimed Federal funding for the 
services.  In Illinois, the Medicaid program is administered by the Illinois Department of Public 
Aid; at the Federal level, it is administered by the Centers for Medicare & Medicaid Services 
(CMS). 
 
SUMMARY OF FINDINGS 
 
Based on a statistically valid sample, we estimated that the Federal share of overpayments for 
Illinois school-based services during the year ending June 30, 2001 was at least $6,067,669 of 
the total $37,501,089 claimed.  From our sample of 350 student service months with Federal 
funds totaling $48,201, we identified 246 errors, resulting in overpayments of $7,032.  Some 
sampled months contained more than one error.  The errors, representing payments that did not 
meet Federal and State reimbursement requirements, are identified below by the conditions 
found at the local education agencies and at the State level. 
 
Conditions at Local Education Agencies 
 

1. Services were not included in the child’s individual education plan or the individual 
family service plan (54 errors totaling $1,865). 

 
2. Services were undocumented or insufficiently documented (16 errors totaling $1,698). 

 
3. Services were billed for dates when school was not in session or the student was absent 

(59 errors totaling $1,481). 
 

4. Referral or prescription information for speech, physical, or occupational therapy services 
was unavailable or inadequate (six errors totaling $366). 

 
5. Services were incorrectly billed (16 errors totaling $142). 

 
6. A service was provided by a clinician with an outdated credential (one error for $10). 

 
We attributed these conditions to the local education agencies’ misinterpretation of school-based 
services criteria, ineffective billing controls, and clerical mistakes. 
 



Conditions at the State Level 
 

7. Payments by the Illinois Department of Public Aid to local education agencies were not 
limited to the lower of billed cost or the state-wide maximum payment ceiling, as 
required (79 errors totaling $1,142). 

 
8. Developmental services were not furnished under a child’s plan/family plan (15 errors 

totaling $328). 
 
We noted that Illinois had not fully implemented a systems edit that would have limited 
reimbursement to the lower of the billed cost or the state-wide ceiling.  Concerning 
developmental services, Illinois policy allowed local education agencies to claim these services 
even when they were not included in the child’s plan/family plan.  This policy was contrary to 
requirements of section 1903(c) of the Social Security Act. 
 
RECOMMENDATIONS 
 
We recommend that Illinois: 
 

• repay to CMS $6,067,669 in overpayments for school-based services not provided or 
billed in accordance with Federal and State Medicaid requirements;   

 
• issue a provider notice reinforcing the need for complete and accurate compliance with 

Illinois policy (except that for developmental services, as noted below) on claims for 
school-based health services; 

 
• fully implement the postpayment edit to limit payments to the lower of billed costs or the 

state-wide ceiling; and 
 
• revise its policy to no longer allow local education agencies to claim costs for 

developmental services that are not furnished under a child’s plan/family plan. 
 
ILLINOIS COMMENTS  
 
Illinois’s comments are summarized at the end of the “Findings and Recommendations” section 
of the report and are presented in their entirety as Appendix C. 
 
In brief, Illinois agreed to issue a provider notice reinforcing the need for compliance with its 
policy and to limit payments to the lower of billed costs or the state-wide ceiling.  The State 
advised us that it had begun to reprice claims for school-based services and appropriately limit 
payments.  Illinois did not agree to revise its policy to no longer allow local education agencies 
to claim costs for developmental services that are not furnished under a child’s plan or a family 
plan.  The State also contended that our sampling was seriously flawed and that it was unable to 
accept the repayment projection. 
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OFFICE OF INSPECTOR GENERAL RESPONSE 
 
We continue to believe that section 1903(c) of the Social Security Act and CMS guidance do not 
permit reimbursement for developmental services that are not included in a child’s plan or a 
family plan.  As to our methodology, we used commonly accepted statistical sampling methods 
to select and appraise the stratified random sample.  We based the overpayment estimate on the 
lower limit of the confidence interval.   
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INTRODUCTION 
 
 

BACKGROUND 
 
Nationwide School-Based Services 
 
Title XIX of the Social Security Act established the Medicaid program in 1965 to provide 
medical care to pregnant women; children; and needy individuals who are aged, blind, or 
disabled.  Medicaid is a jointly funded Federal and State entitlement program administered by 
the States.  Section 1903(c) of the Social Security Act was amended in 1988 to allow Medicaid 
coverage of health-related services for children under the Individuals with Disabilities Education 
Act.  The Individuals with Disabilities Education Act requires States to provide appropriate 
special education and related services (school-based health services) to children with disabilities 
or special needs.   
 
Each State details the scope of its Medicaid program in a State plan subject to review by the 
Centers for Medicare & Medicaid Services (CMS) to ensure compliance with Federal 
requirements.  States generally claim Federal funding for school-based services under the 
categories of administration or medical assistance payments.  
 
Illinois School-Based Services 
 
Article 14 of the Illinois School Code requires that all disabled children between the ages of  
3 and 21 receive a free and appropriate education.  Pursuant to the Individuals with Disabilities 
Education Act and article 14, local education agencies and cooperatives are responsible for 
furnishing special education and related services as defined in a child’s individual education plan 
or individual family service plan.  

In 1991, Illinois began claiming Federal funding for therapy services provided to children 
enrolled in special education programs at various local education agencies.  During the State 
fiscal year (SFY) ended June 30, 2001, an interagency agreement between the Illinois 
Department of Public Aid and the Illinois State Board of Education allowed them to jointly 
administer school-based services.  The Board of Education implemented provider agreements 
with local education agencies, acted as the intermediary between the local agencies and the 
Department of Public Aid, and provided technical assistance to the local agencies.  On July 1, 
2001, the Department of Public Aid assumed the Board of Education’s responsibility for the 
payment process associated with school-based services and is currently responsible for general 
program oversight. 

Allowable school-based services are established in the approved Illinois Medicaid State plan and 
are paid at the lower of cost or the state-wide maximum payment ceiling.  Illinois received about 
$37 million in Federal funds for school-based services provided during SFY 2001. 
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Law and Policy 

Section 1903(c) of the Social Security Act requires the Secretary to pay for services furnished to 
children with disabilities, covered under the Individuals with Disabilities Education Act, and 
supported by a child’s plan or a family plan.  A comprehensive discussion of section 1903(c) and 
other school-based policies are provided in the CMS guidance entitled “Medicaid and School 
Health:  A Technical Assistance Guide,” dated August 1997. 
 
To obtain reimbursement for school-based services, a provider must have an agreement with the 
State delineating the responsibilities of all parties.  In addition, the Illinois Department of Public 
Aid defines and explains its Medicaid school-based services policies and procedures through 
periodic provider notices.  For program guidance during SFY 2001, local education agencies 
relied on both provider notices and the “Handbook for Providers of Medicaid Services,” chapter 
100.  As a supplement to chapter 100, the Department of Public Aid subsequently developed 
chapter U-200, which includes information from previously issued provider notices.   
 
OBJECTIVES, SCOPE, AND METHODOLOGY 
 
Objectives 
 
Our objectives were to determine whether local education agencies and cooperatives 
appropriately furnished, documented, and billed school-based services claimed for Federal 
Medicaid reimbursement and whether Illinois appropriately claimed Federal funding for the 
services. 
 
Scope 
 
Our audit covered Illinois Medicaid school-based services provided during SFY 2001. 

 
Our review of internal controls was limited to discussions with officials of the Illinois 
Department of Public Aid and local education agencies to obtain an overall understanding of the 
policies and procedures governing school-based services in Illinois.  
 
Methodology 
 
We evaluated the process used by Illinois to calculate its SFY 2001 state-wide school-based 
services maximum payment ceiling and assessed the overall accuracy and reasonableness of the 
ceiling rate methodology. 
 
We used a statistically valid sample with four strata.  From our sample of 350 student months, 
we randomly selected 100 student months from each of the first 3 strata (Chicago Public 
Schools; Exceptional Children Have Opportunities, a local education agency cooperative serving 
children with special needs; and Rockford Public Schools) and 50 student months from the rest-
of-the-State stratum.  The first three strata represented the largest three local education agencies 
in terms of Medicaid funding.  Additional sampling information is included in Appendix A.  
Appendix B lists the local education agencies included in the rest of the State. 
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In reviewing the selected months, we compared paid school-based services claim data provided 
by the Illinois Department of Public Aid with the documentation supporting the paid services at 
the local education agencies.  Specifically, we determined whether the reviewed services were: 
 

• defined in the child’s plan/family plan or provided to develop a subsequently established 
child’s plan/family plan; 

 
• provided on days when school was in session and the student was present; 

 
• accurately billed and adequately documented; 

 
• appropriately referred or prescribed in the case of speech, occupational, and physical 

therapy services; and 
 

• furnished by qualified clinicians. 
 
We performed fieldwork at the Department of Public Aid in Springfield and at the administrative 
offices of the Chicago Public Schools, Exceptional Children Have Opportunities, and the 
Rockford Public Schools in Chicago, South Holland, and Rockford, respectively.  Information 
provided by local education agencies in the rest-of-the-State stratum was reviewed in 
Springfield.   
 
We conducted our review in accordance with generally accepted government auditing standards. 
 

FINDINGS AND RECOMMENDATIONS 
 
Based on a statistical projection to the population of paid student service months with service 
dates during SFY 2001, we estimate that the Federal share of Medicaid overpayments for Illinois 
school-based services was at least $6,067,669 of the $37,501,089 claimed.  Our projection is 
based on a review of a statistically valid sample of 350 student service months consisting of 
Federal payments totaling $48,201.  We identified 246 errors with $7,032 in Federal 
overpayments within the sample.  Some of the selected months contained multiple errors.   
 
We attribute the overpayments to six conditions at the local education agencies (conditions 1 
through 6) and two conditions at the State level (conditions 7 and 8): 
  

• Condition 1:  services were not included in a child’s plan/family plan. 
 
• Condition 2:  services were undocumented or insufficiently documented. 

 
• Condition 3:  services were billed for dates when school was not in session or the student 

was absent. 
 

• Condition 4:  referral or prescription information for speech, physical, or occupational 
therapy services was unavailable or inadequate. 
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• Condition 5:  services were incorrectly billed. 
 

• Condition 6:  a service was provided by a clinician with an outdated credential. 
 

• Condition 7:  payments were not limited to the lower of billed cost or the state-wide 
ceiling. 

 
• Condition 8:  developmental services were not furnished under a child’s plan/family plan. 

 
The results of our sample review are graphically depicted below: 
 

Sampled Amount (Federal Funds) 
$48,201

Allowable 
Amount
$41,169

Identified 
Errors
$7,032

Error Dollars (Federal Funds) 
$7,032 

Condition 8
$328

Condition 7
$1,142 Condition 6

$10

Condition 4
$366

Condition 5
$142

Condition 3
$1,481

Condition 2
$1,698

Condition 1
$1,865

 
 
CONDITIONS AT LOCAL EDUCATION AGENCIES 
 
The conditions discussed below were attributable, in our opinion, to the local education 
agencies’ misinterpretation of State Medicaid school-based requirements, ineffective billing 
controls, and clerical mistakes. 
 
Services Not Included in a Child’s Plan/Family Plan (Condition 1)  
 
State Medicaid Provider Notice 00-3 stated: “. . . . the only services eligible for program 
reimbursement through this program are those medical services that are necessary and 
appropriate for the special education needs defined in a child’s Individualized Education 
Program or Individualized Family Service Plan . . . .” 
 
We identified overpayments totaling $1,865 (54 errors) for services that were not included in  
the child’s plan/family plan.  The services primarily included social work, nursing, and 
transportation services.  We did not take exception to instances in which defined services were 
provided at levels exceeding the scope of coverage authorized in the child’s plan/family plan.  
(Developmental costs not covered under a child’s plan/family plan are discussed under 
condition 8 and are not included under this condition.) 
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Undocumented Services (Condition 2)  
 
Agreements signed by providers and the State required providers to maintain adequate 
documentation for State and Federal audit purposes.  In addition, the “Illinois Handbook for 
Providers of Medical Services” required that this documentation be maintained for not less than 
3 years.  
 
We identified $1,698 (16 errors) in overpayments for services that were either unsupported or 
inadequately supported.  In these cases, the local education agencies did not retain, or were 
unable to locate, critical documentation, such as the child’s plan/family plan, supporting the 
provision of the claimed services.   
   
School Not in Session or Student Absent (Condition 3)  
 
State Medicaid Provider Notice 00-3 stated that any payments made by the Illinois Department 
of Public Aid or the Illinois State Board of Education for services that are not covered are subject 
to recoupment. 
 
Medicaid overpayments of $1,481 (59 errors) were identified for services billed for dates when 
school was not in session or the student was designated absent.  Specifically, 17 errors were for 
service dates when school was not in session, and the remaining 42 errors were for service dates 
when students were absent.  As a result of discussions with Department of Public Aid officials, 
we took reasonable measures to detect, and not count as errors, situations in which students may 
have been designated as absent from class while actually receiving services at another location.  
 
Inappropriate Referral or Prescription Information (Condition 4)  
 
State Medicaid Provider Notice 00-3 required local education agencies to maintain appropriate 
referral or prescription information for speech, physical, and occupational therapy services. 
 
We identified overpayments totaling $366 (six errors) for therapy services that lacked the 
appropriate referral or prescription information.  The required information was either unavailable 
for review or lacked the appropriate referral signatures.  When the referral information was 
unavailable, we were generally unable to determine whether the local education agencies failed 
to retain the supporting documentation or never obtained it.  
 
Incorrectly Billed Services (Condition 5)  
 
State Medicaid Provider Notice 01-4 stated that providers should bill at actual cost.  In addition, 
Provider Notice 00-3 stated that payments for services that were not covered or properly 
documented were subject to recovery. 
 
We found $142 (16 errors) in overpayments for services that were incorrectly billed through 
apparent error or oversight.  Most of these errors occurred when services were billed above cost.  
The remaining errors occurred when providers mistakenly claimed costs on dates when services 
were apparently not provided, relied on inaccurate data for billing purposes, or incorrectly 
prepared billing sheets.    
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Outdated Provider Credential (Condition 6) 
 
State Medicaid Provider Notice 01-4 read, in part, “Social work services are provided by an 
individual with a . . . TYPE 73 certificate endorsed in school social work . . . .”   
 
We identified an isolated overpayment of $10 (one error) for a service furnished by a clinician 
with an outdated provider qualification.  The social worker’s “Type 73” certificate had expired 
before the service was provided.   
 
CONDITIONS AT STATE LEVEL 
 
Payments Not Limited to Lower of Billed Cost or State-Wide Ceiling (Condition 7)  
 
State Medicaid Provider Notice 01-03 established the state-wide maximum payment ceiling for 
SFY 2001, while Provider Notice 01-04 further required that reimbursement be limited to the 
lower of the actual cost or the established state-wide maximum allowable rate. 
 
We found overpayments of $1,142 (79 errors) resulting from provider charges that were not 
reduced to the lower of the billed cost or the state-wide maximum payment ceiling.  During the 
review period, the Department of Public Aid relied on a postpayment computer edit designed to 
limit reimbursement to the lower of these amounts.  However, because the edit had not been fully 
implemented, it allowed some charges to be reimbursed at a billed cost that exceeded the state-
wide ceiling.   
 
The Department of Public Aid agreed that the edit coverage of services provided during  
SFY 2001 was incomplete and took steps to reprice claims in its database and to ensure that all 
payments were appropriate.  We note that the Department of Public Aid subsequently modified 
its claim processing system to edit claimed costs for school-based services before initial 
payment, thus improving its system of payment control and eliminating the need for retroactive 
payment adjustments.         
 
Developmental Services Not Under a Child’s Plan/Family Plan (Condition 8)  
 
Section 1903(c) of the Social Security Act states that the Secretary will pay for medical 
assistance for covered services that are “. . . furnished to a child with a disability because such 
services are included in the child’s individualized education program . . . or furnished to an 
infant or toddler with a disability because such services are included in the child’s individualized 
family service plan . . . .”  Also, CMS’s 1997 guide states that Medicaid will pay before the 
Department of Education for Medicaid-covered services listed in a child’s plan/family plan.   
 
We identified $328 (15 errors) in costs for unallowable developmental services, such as 
screenings, assessments, and evaluations, conducted to determine a child’s health-related needs 
for purposes of a child’s plan/family plan.  Since these services were not included in, or did not 
result in the development of, a child’s plan/family plan, we concluded that the costs were not 
reimbursable under section 1903(c) of the Social Security Act.  We noted that Department of 
Public Aid policy permitted local education agencies to claim the costs for these services 
regardless of whether a child’s plan/family plan was ultimately developed. 
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OVERPAYMENT PROJECTION  
 
Based on a statistical projection to the population of paid student service months with service 
dates during SFY 2001, we estimated that the Federal share of overpayments for Illinois 
Medicaid school-based services was $6,067,669.  This amount is the lower limit of the  
90 percent confidence interval.  (See Appendix A.) 
 
RECOMMENDATIONS 
 
We recommend that the Illinois Department of Public Aid: 
 

• repay $6,067,669 in overpayments for school-based services not provided or billed in 
accordance with Federal and State Medicaid requirements; 

 
• issue a provider notice reinforcing the need for complete and accurate compliance with 

Illinois policy (except that for developmental services, as noted below) on claims for 
school-based health services; 

 
• fully implement the postpayment edit to limit payments to the lower of billed costs or the 

state-wide ceiling; and 
 
• revise its policy to no longer allow local education agencies to claim costs for 

developmental services that were not furnished under a child’s plan/family plan. 
 
ILLINOIS COMMENTS AND OFFICE OF INSPECTOR GENERAL RESPONSE 
 
In written comments on the draft report, the Illinois Department of Public Aid stated that it 
would implement corrective action plans at the local education agencies and issue additional 
instructions to them to explain the errors identified in conditions 1 through 7.  A summary of the 
State’s additional comments and our response follow.  Illinois’s comments are included in their 
entirety as Appendix C. 
 
Payments Not Limited to Lower of Billed Cost or State-Wide Ceiling (Condition 7) 
 

Illinois Comments 
 
Illinois stated that since the conclusion of the audit fieldwork, it had begun repricing all claims in 
its paid claims database, regardless of whether the claims’ dates of service fell within our audit 
period.  It indicated that, rather than relying on sampling methodology, this repricing would 
determine any overpayments associated with condition 7.  Illinois said that it would repay any 
such overpayments to CMS. 
 

OIG’s Response 
 
We commend Illinois for correcting the systems deficiency.  However, we do not agree with the 
State’s apparent intention to repay CMS through recoveries realized based on the repricing of 
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claims, rather than the projection of our sample results.  We continue to believe that Illinois 
should repay the total $6,067,669 based on our statistically valid projection. 
 
Developmental Services Not Under a Child’s Plan/Family Plan (Condition 8) 
 

Illinois Comments 
 
Illinois said that $292 of the $328 that we identified as unallowable was allowable under section 
1903(c) of the Social Security Act, the CMS 1997 guide, and the Federal rule (34 CFR part 300) 
implementing the Individuals with Disabilities Education Act.  Illinois stated that the 
establishment of a child’s plan/family plan was not relevant because the furnished services were 
relied on to initially assess whether a child’s plan/family plan was appropriate for a particular 
student.  Illinois contended that all of the relevant claiming criteria, when viewed collectively, 
demonstrate that the correct criterion is the existence of a formal plan to assess the 
appropriateness of a child’s plan/family plan, not the actual development of a child’s plan/family 
plan. 
  

OIG’s Response 
 
We continue to believe that the $328 was erroneously claimed.  The unallowable services were 
not “included in the child’s individual education program . . . or . . . individualized family service 
plan” as required by section 1903(c) of the Social Security Act.  Also, the CMS guide further 
clarifies that Medicaid will pay prior to the Department of Education for “Medicaid-covered 
services listed in a child’s IEP/IFSP [child’s plan/family plan].”  Since no plan was developed 
for these children, we believe that the related assessment services are not allowable.   
 
Sampling Methodology 
 

Illinois Comments 
 
Illinois contended that the method by which claiming errors were extrapolated to project the 
$6,067,669 repayment was seriously flawed.  It stated that the sample size used to achieve a 90 
percent confidence level assumed homogeneity within each of the four strata and asserted that 
this assumption was incorrect for the fourth stratum, the rest of the State.  This stratum, 
according to Illinois, included nearly 900 local education agencies, each with its own internal 
controls established to comply with State requirements.  The State said that the effect of this 
sampling methodology was to project the value of errors found in a very small number of local 
education agencies to hundreds of unsampled agencies that may, themselves, have adequate 
controls. 
 
Illinois stated that because of these concerns, it was unable to accept the repayment projection of 
$6,067,669. 
 

OIG’s Response 
 
We maintain the validity of our projection.  We agree that stratified sampling may increase 
precision in the estimates of population characteristics by dividing a heterogeneous population 
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into strata, each of which is internally homogeneous.  Regarding any lack of homogeneity, the 
variability within the strata is accounted for in the precision of the estimate.  The precision is 
reflected in the confidence interval.  We based the overpayment estimate on the lower limit of 
the confidence interval.  We would expect that a more efficient sampling design (or a larger 
sample) would improve the sample precision and would consequently result in a greater 
repayment liability.  We note that the midpoint of our sample projection was $8,255,106.   
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APPENDIX A 
 

SAMPLING METHODOLOGY 
 

POPULATION 
 
The population included the number of student months of service for students receiving 
Medicaid school-based services in Illinois during SFY 2001.  The population was limited to the 
number of student months having paid claims with a Federal funding component. 
 

        
Stratum

Local Education 
Agencies

    
Student Months

 
Federal Payments

    
             1 Chicago            209,367     $18,529,768 
             2 Exceptional Children 

Have Opportunities 
               

  4,357 
 
           929,582 

             3 Rockford                7,682            646,212 
             4 Rest of the State            251,131       17,395,527
    
                   472,537     $37,501,089 

  
SAMPLE DESIGN 
 
We used a stratified sample with four strata.  The first three strata represented the top three local 
education agencies based on the total service payable amounts for school-based services 
furnished during SFY 2001.  The fourth stratum included the data for all other participating state-
wide local education agencies with paid service amounts greater than zero. 
 
RESULTS OF SAMPLE 
 
The results of our sample review follow: 
 

      Population Sample   Sample    No. of Sample Value of 
Stratum (Student Months)    Size            Value Items With Errors1   Errors
      
      1          209,367    100 $10,789              75  $1,525 
      2              4,357    100   24,111              44    2,030 
      3              7,682    100   10,268              50    2,526 
      4          251,131      50     3,033              29       951   
      
          472,537    350 $48,201            198  $7,032 

   
The point estimate of the projection of the sample was $8,255,106 with a precision of plus or 
minus $2,187,437 at the 90 percent confidence level.  The lower limit of the projection was 
$6,067,669, and the upper limit was $10,442,543. 
 

                                                 
1 Some of the 198 sample items with errors had more than 1 error, accounting for a total of 246 errors. 

 



 

 

APPENDIX B 
 

LOCAL EDUCATION AGENCIES IN REST-OF-THE-STATE STRATUM 
 
The rest-of-the-State stratum included 50 student service months from the following local 
education agencies. 
    
                                    Student Service 

      Months   
                                                         

Alton        3 
Aurora East       1 
Berwyn North       1 
Bloom Township High School     1 
Bradley       1 
Brookwood       1 
Bushnell Prairie City      1 
Cahokia       1 
Carthage       1 
Franklin-Jefferson      1 
Freeport       1 
Grundy County       2 
Kewanee       1 
Leyden Area       1 
Macon-Piatt       3 
Madison County      1 
Meridian       2 
Mid-State Special Education     1  
Murphysboro       1 
Pekin        1 
Perandoe       1 
Peru        1 
Prairie-Hills       1 
Putnam        1 
Region III       5 
Robinson       1 
Rock Island       1 
Savanna       1 
Schaumburg       1 
Sherrard       1 
Southern Will       1 
Springfield       2 
Thornton Township High School    1 
Urbana        1 
Wabash & Ohio      2 
Westmer       1 
Whiteside       1 
Willow Springs      1 
                                                                                             _______ 
  Total                 50   
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Illinois Department of Public Ai( 
Prescott E. Bloom Building 
201 South Grand Avenue Easl 
Springfield, Illinois 62763-0001 

March 4.2003 

Department of Hcalth and Human Services 
O f f k c  o f  Audit Services 
Ann: Paul Swanson. Regional Inspector General for Audit Services 
233 Nonli Micliigaci Avenue. Suite I360 
Chicago, Illinois 60601-5502 

Rc: Audit Kepofl No. A-05-01-00049 

Ilcar Mr. Swanson: 

Wc arc w i l i ng  in response to the Audit Hcport No. A-OS-02-00049. We thank yuii for providing the 
opportunity to do so The Illinois Dcpanniwt of I'tiblic Aid (IDPA) comniciidsthc auditors fmm 
your of?icc for the ohjcctivc and fair niethods by which their fieldwork was cunductcd. We ngrcc 
with a l l  ofthe factiiol conclusions drawti in the report. nut we iuust disagree withone policy 
intcrprctntion prcscntcd in the repon. Also. we contend that the mcthodokigy hy which samplc dnta 
wcrc extrnpolatcd to cstimatc an overpayiiicnt i s  seriously flnwccl. 

Wc agree with each ofthe conditions identified at Ihc local ctlteation agencies (LEAS) by thc audit. 
Each ofthcsc errors is inconsistent with the IDPA policy in force during the audit period (July I. 
2000 through June 30. 2001). We want to bring to your nttcntion thnt ininiediulcly following the 
selected audit pcricd. but prior to tlie cociitiiencement of lhc audit. the Il)YA reiterated fee-for-scrvicc 
claiming requirements by; I )  rc-enrolling each LEA in tlie progrn~n nnd cliiiiicmting thc indirect 
rcinibursement rclationship IlirOUgh the Illinois Strte Board o f  Iiducntion that had previously cxistcd. 
2 )  furtlicr clarifying cxvant policy through thc issuance ot'adtlitional pmvidcr noticcs. revision o f  air 
l'mvidcr I-landbook. and development o f n  wchsitc. and 3) providicig an intensive training program 
for all LEAS thruugliout tlic stntc. To address m y  rcniaining dcficicncics idcnti f id in conditions one 
lhrougli six. thc Dep;innient i s  implcnictiting a corrective action plan fir cacli ofthe LEAS reviewed 
during tlic iiudit. In addjtion, thc Dcparrnicnt wi l l  hc issuing. to al l  panicipating LEAS. additional 
provider iwtructioiis tliat explain thc errors idcntilicd for tlicsc conditicns. 

In  rcgard to tlic conditions identified nt tlic IDPA, we agrcc with condition scveii and tlinnk the 
auditors Tor identifyinig that claims editing error. IJpon its identilieation. the IDPA took steps to 
corrcct the problcni. Sincc tlie conclusion o f  tlie ctudit fieldwork. tlic IDPA has bcgun rcpricingall 
claims on thc Department's M M l S  paid claims database. rcgnrdlcss of wlicihcr or not the claim's date 
of scrvicc fel l  within thc audit pcriod. 'Ibis repricing wil l  result it) the rcpiiymcnt to the Centers for 
Mcdicwc mid Mrdic:iirl Scrviccs (CMMS). 

The IDPA dis;iprces 9with the policy intcrprcfntiori drawn fnr coiitlition eight. Ih r ing  fieldwork. 
aciditors corrcctly nindc n distinction between scrviccs that had no rclcvancc to thc dcvclopnicnt of nn 
intlividualizcd ctliicntioii pmyratn (IEI') and services that wcrc part ol'a liirinal. docunwitccl pmccss 
to dclerinine tlic npprli~iriiitencssofiin IEI', hut no Ilil' \vas ever dcvclnpecl. ' I lw IDI'A allows 
ch in i ing for services relevant to tlie dcuclopinciit afiln I E P  Scrviccs that iirc not mlcvant to the 
clcvcloiwient ol' :in 113' iirc tiot allowed. 'flius, tlic distinction bciween these two catcgories dtiring 
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fieldwork \VIIS ;ippropriatc. I lo\vcvcr. in  this final dnll. the two categories have bccn comhinrd. 
Fieldwork sunitnary dui;~ pmvidcd tu the 11WA indicate that S2Y2 was attributed to scrviccs rclatcd to 
an nssessincnt hut no IIiI' \vas dcvclopcd. Anothcr $36 \vas attributed to services unrelntd to an IEP 
imessnient. We agree ihat the $36 was cliiiiiied in  error. Wc disagrw that the S292 was in mor. 
Although the uiiiouiit of claims iii dispute is rclativelysmall (kss. tliaii I% ofthc $48.201 in total 
claims reviewed). we hcheve that a correct policy interpretation is very signilicaiit in understanding 
tlie statutorily mandated rclaliunship hetwecn the /Jl<f~Vk/llU/.V rc*ir/r 0i.rabiIitic.r Eelrccafiom Acf (IDEA) 
and Title XIX oftlie . ~ ~ ~ i u / . ~ i c r I f , ~ A c f .  

'Ihe draft audit rcprl  quotes n portion of Section I903(c) of lhc Suciul .'iewri(v Ad.  Iiowcvcr. the 
report excludes the lint purl of tlie p~ragraph that clearly cstahlblies the antutory intent to dclinc 
what may not be prohibital from Medicaid rcitnburscment. rather than to define what may he 
incltided under Mcdicaid. 'nic full paragraph reads as follows: 

NotliinkinJhis title-4mIl bc constninl as pmhih_itg or rcslrictinr. 01 autliorizinr L e  
Secretaty to prohihit or restrict. oavmcntpiider subscgjona fur tnedical assisbncc for 
covcrcd services furnished tu a cliild with a disability because such scrvica arc incldcd 
in the child's itidividualized education program established pursuant tu part B of the 
Individuals with Disabilities FAucation Act or furnished to an infant or toddler with a 
disability bccilusc such services iire included in  tlic child's individualimd family scrvicc 
plan adopted pursuant to pori H ofsuch Act. [emphasis added] 

To clarify this language. in August 1997. CMMS issucd. ~ ~ c l i c a i ~ l i i J i ~ l S c l 1 s  I l e c M i :  A Technicul 
Chirfc.  which stntcs: 

In addition. if!ncdical cvaluatigs or as<cssnlen& arc conductcd lo ddcrininc a child's 
health-rclnted llccds for purposes oftlie IEPIIISP. paynicnt for SOIIIC or all oftlie c c m  
muy bc available under Mcdicaid. Howcvcr. if the cvaluaiions or assrssniciitsarc fur 
cducotionol ~CJIPOSCS. Medicaid rciinburscmcnt is not available. Medicaid paytncnt is 
only availahlr for the pan of thc assessment that is medical in nature arid providcd hy 
quulificd Medicaid providcrs. la additioii. rciinburscment fur non-nicdicul scrviccs. siicli 
as special instruction. i s  not covcrcd. (emphasis added) 

Whcn analyzing thc entire provision from which the sclectcd language conies. i t  is clcar that services 
ncccssary ibr the devclopnient niay be clniniccl il'iill otliGr conditions fur claimingam met. That 
scctiori olrlic Ciuidc specifically states tlmt tl~c scrviccs must bc indical and nut educational. must hr: 
provided by a qctalilic'd lMedicaid providcr. iitltl must meet the Medicaid requireinen& for coverage. 
including nniount. clurntioci and scope. cunipsrability. niedical #iccessily and prior authori-ration. The 
section is coniple~~cly silent oii wliellier ani1 IEP IIIUS~ bc tlevclnpcd. 'llicrcf'ore. the ability to claim i s  
not contingent on rvhethcr an l l iP  is dcvcloped hut rather whcthcr the scrviccs nirrt the hularrcc of the 
rcquircments neccssary to qualify for Mcdicnid. 

This CMMS language i s  consistent with tlie federal rule iniplciiicnting llic /DM rcbirdiiig 
responsibilitics of non-cducationel (Medicaid) agcncics. Tlic rule requires the Medicoid agency to 
provide "related scrvices" (34 CFR 300.142[bj). which include "early identilication and assessment 
of disabilities ill c.liildrcn" (34  CFH 300.24[11)) where "cirly idcntilicatioii of  an assessment of 

cs in ihi ldrcn means the iinplenicntation of a formal plan i !!g a d w k y  us early as 
possible in a child's lifg" (34 C:FR 300.24[h]I3)). (cmphasis ~~dt lcd)  

Taken tugcthcr, the statutory language of ?'ilk XIX, CMMS guidelines. and tlic administrative nilcs 
under thc IDEA that dcfiscs Mcdicaid's parlkipalion, i t  is clcur thitl tltc correct criterion is not 
whether or not an 1F.P \vas ultiniiitcly dcvelopcd. but rather if there \vas a lornial plaii for assessing 
the nppropriatencss of an El i ,  The C)~par l~~ ic i i I ' ~  policy of' limiting services to those that are niedical 
in nature iind included i n  or ncccssnry for the development of an IEI' mcct this WSI and thus arc 
rcimbursahlc costs untlcr the .lilcirr/.~ccciri~v.v..lcf. Such conditions cxisl for rhc $292 in question. 
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Finally, but mcist significantly, the IDPA contends that the method by which claiming errors are 
extrapolated, to project the repaymcnt $6,067,669, is seriously flawed. The sample size used to 
achieve a ninety percent confidence level assumes homogeneity within each of the four strata. This 
assumption is incorrect for the fourth strata, "Rest of State." Department staff raised this concern 
severs1 times as the sampling design was being developed and implemented. 

In the fin1 three strata, each sample was being drawn from a single LEA. It is appropriate to assume 
homogeneity within a single LEA. As a unit of local government, M LEA has its own internal 
procedures to submit Medicaid claims. For the Chicago Public Schools. ECHO, and Rackford Public 
Schools. the audit drew a sample of sufficient size to determine the extent to which those districts 
complied with Departmental requirements. However, the fourth, "Rat  of State," stratum included 
nearly nine hundred LEAS; each with its own internal controls established to comply with IDPA 
requirements. 'he effect of this sampling methodology is to project the value of errors found in a 
very small number of LEAS to hundreds of unsampled LEAs that may, themselves, have adequate 
controls. Homogeneity within this stratum of independently operating units of local government can 
not be assumed. Because of these concerns. we are unable to accept the repayment projections of 
$6,067,669. 

Rather than relying on any sampling methodology, the IDPA will continue correcting actual claims 
and repay %MMS any overpayment associated with condition seven. 

Despite our areas of mcthodological disagreement, we want to reiterate our appreciation for the work 
done by the auditors. It has been a useful exercise for the Department and we will use your results to 
reiterate required policics and improve our administration of this program. 

Sincerely, 

Barry S. hhmi 
Director 
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