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Our objective was to determine whether the costs that the State agency claimed for Medicaid 
TCM services provided by Family Services during FYs 2002 and 2003 were in accordance with 
Federal and State requirements. 
 
The costs that the State agency claimed for Medicaid TCM services provided by Family Services 
during FYs 2002 and 2003 were not always in accordance with Federal and State requirements.  
The State agency claimed $56,601,100 in costs for TCM services when the actual Medicaid costs 
were only $46,610,115, resulting in excess reimbursement of $9,990,985.  In addition, the 
incurred costs claimed included $22,152,551 in nonreimbursable salaries and related costs for 
direct social services and $12,070,279 in nonreimbursable salaries and related costs for 
administrative services.  
 
As a result, the State agency overstated TCM costs by a total of $44,213,815 ($29,759,384 
Federal share).  We attribute this overstatement to the State agency’s insufficient procedures for 
ensuring that Medicaid TCM costs were reasonable, allowable, and allocable, in accordance with 
Federal requirements.  
 
We were unable to express an opinion on the remaining $12,387,285 ($8,327,896 Federal share) 
claimed.  This amount was for TCM-type activities related to assisting beneficiaries in gaining 
further access to needed medical, educational, or social services.  However, we were not able to 
separate the costs of these activities from the costs that Family Services potentially recovered for 
providing these same services under other Federal programs.  
 
We recommend that the State agency: 
 

• refund to the Federal Government $29,759,384 in unallowable costs claimed for TCM 
services; 

 
• work with the Centers for Medicare & Medicaid Services to determine the allowability of 

the $8,327,896 Federal share on which we were unable to express an opinion; 
 

• identify and refund to the Federal Government any TCM costs that represent excessive 
reimbursement, direct social services, and nonreimbursable administrative costs 
reimbursed after our audit period; and 

 
• establish procedures to ensure that claims for Medicaid TCM reimbursement include 

only allowable and adequately documented TCM costs. 
 
In its comments on our draft report, the State agency disagreed with our findings and 
recommendations.  We maintain that our findings and recommendations are correct and need no 
modification.   
 
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 through e-mail at George.Reeb@oig.hhs.gov,  

mailto:George.Reeb@oig.hhs.gov
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or Michael J. Armstrong, Regional Inspector General for Audit Services, Region I, at  
(617) 565-2689 or through e-mail at Michael.Armstrong@oig.hhs.gov.  Please refer to report 
number A-01-05-00004 in all correspondence. 
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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.  
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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 HHSIOIGIOAS. Authorized officials of the HHS divisions will make final 
determination on these matters. 
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EXECUTIVE SUMMARY 
 
BACKGROUND 
 
Title XIX of the Social Security Act (the Act) authorizes Federal grants to States for Medicaid 
programs that provide medical assistance to low-income individuals and persons with 
disabilities.  Section 1905(a)(19) of the Act authorizes State Medicaid agencies to provide case 
management services to Medicaid beneficiaries.  Section 1915(g)(2) of the Act defines case 
management services as “services that will assist individuals eligible under the [State] plan in 
gaining access to needed medical, social, educational, and other services.”  A 2001 Centers for 
Medicare & Medicaid Services (CMS) letter to State Medicaid directors refers to case 
management services as targeted case management (TCM) when the services are furnished to 
specific populations in a State.  The letter provides that allowable TCM services for Medicaid-
eligible beneficiaries include assessment to determine service needs, development of a specific 
care plan, referral to needed services, and monitoring and followup of needed services.  The 
letter specifies that allowable Medicaid case management services do not include direct medical, 
educational, or social services to which the Medicaid-eligible individual has been referred.  
Furthermore, the CMS “State Medicaid Program Manual” specifies that the Federal Government 
does not share in the administrative cost of the services or programs to which the beneficiaries 
are referred.  
 
In Maine, the Bureau of Child and Family Services (Family Services) provides services, 
including TCM services, to Medicaid-eligible children and adults who have been referred to 
Family Services as potentially abused or neglected or who are receiving services from Family 
Services after having been determined to be abused or neglected or at risk of being abused or 
neglected.  The Federal programs enacted to assist States in paying the costs of direct foster care, 
adoption, and other child protection services include Titles IV-B, IV-E, and XX of the Act. 
 
For Federal fiscal years (FY) 2002 and 2003, Family Services claimed $56,601,100 
($38,087,280 Federal share) in Medicaid TCM reimbursement through the Maine Department of 
Health and Human Services (the State agency).   
 
OBJECTIVE 
 
Our objective was to determine whether the costs that the State agency claimed for Medicaid 
TCM services provided by Family Services during FYs 2002 and 2003 were in accordance with 
Federal and State requirements. 
 
SUMMARY OF FINDINGS 
 
The costs that the State agency claimed for Medicaid TCM services provided by Family Services 
during FYs 2002 and 2003 were not always in accordance with Federal and State requirements.  
The State agency claimed $56,601,100 in costs for TCM services when the actual Medicaid costs 
were only $46,610,115, resulting in excess reimbursement of $9,990,985.  In addition, the 
incurred costs claimed included $22,152,551 in nonreimbursable salaries and related costs for 
direct social services and $12,070,279 in nonreimbursable salaries and related costs for 
administrative services.  
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As a result, the State agency overstated TCM costs by a total of $44,213,815 ($29,759,384 
Federal share).  We attribute this overstatement to the State agency’s insufficient procedures for 
ensuring that Medicaid TCM costs were reasonable, allowable, and allocable, in accordance with 
Federal requirements.  
 
We were unable to express an opinion on the remaining $12,387,285 ($8,327,896 Federal share) 
claimed.  This amount was for TCM-type activities related to assisting beneficiaries in gaining 
further access to needed medical, educational, or social services.  However, we were not able to 
separate the costs of these activities from the costs that Family Services potentially recovered for 
providing these same services under other Federal programs.  
 
RECOMMENDATIONS 
 
We recommend that the State agency: 
 

• refund to the Federal Government $29,759,384 in unallowable costs claimed for TCM 
services; 

 
• work with CMS to determine the allowability of the $8,327,896 Federal share on which 

we were unable to express an opinion; 
 

• identify and refund to the Federal Government any TCM costs that represent excessive 
reimbursement, direct social services, and nonreimbursable administrative costs 
reimbursed after our audit period; and 

 
• establish procedures to ensure that claims for Medicaid TCM reimbursement include only 

allowable and adequately documented TCM costs. 
 
STATE AGENCY’S COMMENTS AND OFFICE OF INSPECTOR GENERAL’S 
RESPONSE 
 
In its comments on our draft report, the State agency disagreed with our findings and 
recommendations.  The State agency presented several rationales to support its position that all 
of the services that it claimed as TCM were allowable.  The State agency’s comments are 
included as the Appendix. 
 
We maintain that our findings and recommendations are correct and need no modification. 
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INTRODUCTION 
 
BACKGROUND 
 
Title XIX of the Social Security Act (the Act) authorizes Federal grants to States for Medicaid 
programs that provide medical assistance to low-income individuals and persons with 
disabilities.  The Centers for Medicare & Medicaid Services (CMS) administers the Medicaid 
program for the Federal Government.  Each State administers its Medicaid program in 
accordance with a CMS-approved State plan.  Although the State has considerable flexibility in 
designing its State plan and operating its Medicaid program, it must comply with applicable 
Federal requirements.   
 
Medicaid Targeted Case Management Services 
 
Section 1905(a)(19) of the Act authorizes State Medicaid agencies to provide case management 
services to Medicaid beneficiaries.  Section 1915(g) of the Act defines Medicaid case 
management as “services that will assist individuals eligible under the [State] plan in gaining 
access to needed medical, social, educational, and other services.”  CMS’s State Medicaid 
Director Letter 01-013 (the letter), issued January 19, 2001, refers to case management services 
as targeted case management (TCM) when the services are furnished to specific populations in a 
State.  The letter provides that activities commonly understood to be allowable TCM for 
Medicaid-eligible beneficiaries include assessment to determine service needs, development of a 
specific care plan, referral to needed services, and monitoring and followup of allowable 
services.  The letter specifies that allowable TCM services do not include direct medical, 
educational, or social services to which the Medicaid-eligible individual has been referred.  
Furthermore, the CMS “State Medicaid Manual” specifies that the Federal Government does not 
share in the administrative cost of the services or programs to which the beneficiaries are 
referred. 
 
Maine Department of Health and Human Services 
 
The Maine Department of Health and Human Services (the State agency) administers the 
Medicaid program.  The State agency submits Form CMS-64, “Quarterly Medicaid Statement of 
Expenditures for the Medical Assistance Program,” to summarize, by category of service, 
Medicaid expenditures for Federal reimbursement. 
 
Maine Bureau of Child and Family Services  
 
The primary goal of the Maine Bureau of Child and Family Services (Family Services) is to 
protect children reported to have been abused or neglected and to support and assist parents in 
safely caring for and protecting their children.  Maine law requires Family Services to provide 
and administer a comprehensive social service program, including child welfare services and 
adult protective services.  These services include client intake and assessment, development of a 
plan of care, service coordination and advocacy, monitoring of the client, evaluation of the 
appropriateness of the plan of care, and foster care and adoption services.  The Federal programs 
that provide funding to Family Services to assist in paying the costs of direct foster care, 
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adoption, and other child protection services include Titles IV-B (Child and Family Services), 
IV-E (Foster Care and Adoption Assistance), and XX (Block Grants to States for Social 
Services) of the Act. 
 
Family Services activities include TCM services for Medicaid-eligible children who have been 
referred to Family Services as potentially abused or neglected or who are receiving services from 
Family Services after having been determined to be abused or neglected or at risk of being 
abused or neglected.  Family Services receives referrals from sources such as law enforcement, 
educational, and medical professionals.   
 
Family Services officials told us that they had calculated a reimbursement rate for TCM services 
of more than $1,000 per month in 1996 but that CMS had found this rate unacceptably high.  
That same year, according to the officials, Family Services and regional CMS officials agreed 
verbally to a lower TCM rate.  This monthly rate of $720 was based neither on costs nor on a 
mathematical calculation.  However, neither Family Services nor CMS officials were able to 
provide any documentation of this agreement.  The $720 base rate has been adjusted annually for 
inflation, resulting in rates of $864 and $881 for Federal fiscal year (FY) 2002 and $881 and 
$899 for FY 2003.  (Each year had two rates because the State FY differs from the Federal FY.)   
 
OBJECTIVE, SCOPE, AND METHODOLOGY 
 
Objective 
 
Our objective was to determine whether the costs that the State agency claimed for Medicaid 
TCM services provided by Family Services during FYs 2002 and 2003 were in accordance with 
Federal and State requirements. 
 
Scope 
 
We reviewed TCM services that Family Services provided during Federal FYs 2002 and 2003 
(October 1, 2001, through September 30, 2003).  On behalf of Family Services, the State agency 
claimed TCM services totaling $56,601,100 ($38,087,280 Federal share) for 64,126 beneficiary 
months during this period.1 
 
We limited consideration of the internal control structure of Family Services to those controls 
related to claims processing because the objective of our review did not require an understanding 
or assessment of the complete internal control structure.  Further, we concluded that our review 
of the State agency’s internal control structure could be conducted more efficiently by 
substantive testing. 
 
We performed our fieldwork from April through November 2005 at the Family Services offices 
in Augusta, Maine. 
 

                                                 
1A beneficiary month represents all TCM services provided to a beneficiary during a given month.  
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Methodology 
 
To accomplish our objective, we: 
 

• reviewed Federal and State laws, Federal guidance, and the State plan regarding 
Medicaid reimbursement for TCM services; 

 
• interviewed CMS, State agency, and Family Services officials; 

 
• compiled a file of TCM services that Family Services provided during FYs 2002 and 

2003 from the CMS Medicaid Statistical Information System; 
 

• reconciled the file of TCM services to the CMS-64 forms that the State agency submitted 
for the audit period; 

 
• reviewed the FYs 2002 and 2003 Family Services costs, totaling $46 million, to 

determine whether these costs were allocable and allowable as TCM costs; 
 
• reviewed the documentation for 604 services provided to 99 beneficiaries in 100 

randomly selected beneficiary months and billed to Medicaid as TCM and determined the 
amount of time social workers spent on the different services; and 

 
• examined the qualifications of the providers who provided TCM services during the 100 

beneficiary months. 
 
We conducted our review in accordance with generally accepted government auditing 
standards. 

 
FINDINGS AND RECOMMENDATIONS 

 
The costs that the State agency claimed for Medicaid TCM services provided by Family Services 
during FYs 2002 and 2003 were not always in accordance with Federal and State requirements.  
The State agency claimed $56,601,100 in costs for TCM services when the actual Medicaid costs 
were only $46,610,115, resulting in excess reimbursement of $9,990,985.  In addition, the 
incurred costs claimed included $22,152,551 in nonreimbursable salaries and related costs for 
direct social services and $12,070,279 in nonreimbursable salaries and related costs for 
administrative services.  
 
As a result, the State agency overstated TCM costs by a total of $44,213,815 ($29,759,384 
Federal share).  We attribute this overstatement to the State agency’s insufficient procedures for 
ensuring that Medicaid TCM costs were reasonable, allowable, and allocable, in accordance with 
Federal requirements. 
 
We were unable to express an opinion on the remaining $12,387,285 ($8,327,896 Federal share) 
claimed.  This amount was for TCM-type activities related to assisting beneficiaries in gaining 
further access to needed medical, educational, or social services.  However, we were not able to 

 3



 

separate the costs of these activities from the costs that Family Services potentially recovered for 
providing these same services under other Federal programs.  
 
FEDERAL AND STATE REQUIREMENTS  
 
Federal Law and Circular 
 
Section 1905(a)(19) of the Act authorizes State Medicaid agencies to provide case management 
services to Medicaid beneficiaries.  Section 1915(g)(2) defines Medicaid case management as 
services that assist beneficiaries in gaining access to needed medical, social, educational, and 
other services. 
 
House Report Number 453, 99th Congress, 1st Session, page 546, which accompanies Public Law 
99-272, emphasizes that payment for case management services under section 1915(g) of the Act 
must not duplicate payments made to public agencies or private entities under other program 
authorities for the same purpose. 
 
Office of Management and Budget Circular A-87, Attachment A, section C.1, states that to be 
allowable under Federal awards, costs must be necessary and reasonable for the proper and 
efficient performance and administration of the Federal awards. 
 
State Medicaid Manual 
 
The CMS “State Medicaid Manual,” section 4302.2(G)(1), states: 
 

Although FFP may be available for case management activities that identify the 
specific services needed by an individual, assist recipients in gaining access to 
these services, and monitor to assure that needed services are received, FFP is not 
available for the cost of these specific services unless they are separately 
reimbursable under Medicaid.  Also, FFP is not available for the cost of the 
administration of the services or programs to which recipients are referred. 

 
Letter to State Medicaid Directors 
 
CMS’s letter, issued January 19, 2001, refers to case management services as TCM when the 
services are furnished to specific populations in a State.  The letter provides that activities 
commonly understood to be allowable TCM services for Medicaid-eligible beneficiaries include 
assessment to determine service needs, development of a specific care plan, referral to needed 
services, and monitoring and followup of needed services.  The letter further states that Medicaid 
case management services do not include payment for the provision of direct services (medical, 
educational, or social) to which the Medicaid-eligible individual has been referred.   
 
The letter then provides examples of direct foster care services that may not be claimed as 
Medicaid case management, including “research gathering and completion of documentation 
required by the foster care program, assessing adoption placements, recruiting or interviewing 
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potential foster care parents, serving legal papers, home investigations, providing transportation, 
administering foster care subsidies, and making placement arrangements.” 
 
State Law 
 
Maine Public Law 2003, Chapter 689, part A, requires Family Services to provide and 
administer a comprehensive child welfare and adult protective service program including, but not 
limited to, economic assistance and employment support services, protective services for 
children and adults, and mental health and behavioral health services. 
 
State Plan 
 
State plan amendment 01-015, effective October 1, 2001, and amendment 03-007, effective 
July 1, 2003, cover TCM services provided by Family Services.  Both amendments state that 
case management services include client intake and assessment, development of a plan of care, 
service coordination and advocacy, monitoring of the client, and evaluation of the 
appropriateness of the plan of care.  The amendments further state that “all payment rates for 
case management services are cost based with the following two exceptions:  (a) Case 
management services for individuals with disabilities and asthma:  payment is based on the 
established fee schedule; (b) Case management services for children age birth through five:  
payment is based on the established fee schedule.”2 
 
UNALLOWABLE TARGETED CASE MANAGEMENT COSTS  
 
Contrary to Federal and State requirements, the State agency’s $56,601,100 claim for TCM 
services exceeded by $9,990,985 the $46,610,115 that Family Services actually incurred, 
according to Family Services’ accounting records, to provide services to Medicaid beneficiaries.  
In addition, the incurred costs claimed included $22,152,551 in nonreimbursable salaries and 
related costs for direct social services and $12,070,279 in nonreimbursable salaries and related 
costs for administrative services.  
 
Excessive Reimbursement 
 
Office of Management and Budget Circular A-87, Attachment A, section C.1, states that costs 
claimed for Federal reimbursement must be necessary and reasonable for proper and efficient 
performance and administration of the Federal awards.  Further, the State plan requires case 
management services to be cost based. 
 
Based on undocumented monthly rates, the State agency claimed $56,601,100 for TCM services 
provided by Family Services.  The Family Services accounting records, however, showed that 
Family Services incurred only $46,610,115 to provide services to Medicaid beneficiaries.  We 
are questioning the $9,990,985 difference because these costs were not incurred (i.e., “cost-
based”) for Medicaid beneficiaries and therefore were not necessary and reasonable. 
 
                                                 
2These two exceptions were not included in our audit.  These target groups receive case management services from 
other State agencies. 
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Direct Social Service Costs 
 
The CMS “State Medicaid Manual,” section 4302.2(G)(1) and its January 2001 letter preclude 
reimbursement for the costs of direct social services.   
 
Our review of a random sample of 100 beneficiary months containing 604 services provided to 
99 beneficiaries found that Family Services social workers spent 52 percent of their time in 
FY 2002 and 61 percent in FY 2003 performing services that did not meet the definition of 
TCM.  Instead, the services were direct social services to which Medicaid-eligible individuals 
had been referred and for which Medicaid reimbursement is specifically precluded.  Based on the 
percentages of unallowable services in our sample, we determined that the State agency claimed 
$22,152,551 in salaries and related costs for direct social services provided by Family Services.   
 
Of the 99 beneficiaries in our sample, 76 were enrolled in Maine’s foster care program.  The 
following case note, which was submitted as support for an $864 Federal Medicaid claim, 
exemplifies a direct service performed by a social worker for a Medicaid beneficiary who was in 
foster care: 
 

I contacted Steve and Angela today to see if they would still be interested in the 
adoption of Clarisse.  Angela told me that indeed they were, but they had thought 
she was already with a family.  I explained the situation and how it didn’t work 
out and that we really wanted to take it slow, but that I had originally considered 
them and wanted to give them the option again.  Angela said that she would love 
to start the process and that they were definitely interested.  I told her that we 
would be taking it slow and that I would let her know the next steps as they came, 
but that we would probably start with a few visits spaced out and at BC.  She 
agreed.  I told her I would call Julie Jones at BC and she would get in touch with 
Angela.  I called Julie and told her the situation.  She agreed that it was a good 
idea and that we would take it much slower than the last situation.  She stated that 
she would contact Angela soon.3 

 
Direct foster care services, including assessing adoption placements, may not be claimed as 
Medicaid case management.  Specifically, CMS’s letter states that “if a child has been referred to 
a state foster care program, any activities performed by the foster care worker that relate directly 
to the provision of foster care services cannot be covered as case management . . . . we view the 
following activities as part of the direct delivery of foster care services . . . assessing adoption 
placements, recruiting or interviewing potential foster care parents . . . . ” 
 
Administrative Costs 
 
Section 4302(G)(1) of the CMS “State Medicaid Manual” states that Federal TCM 
reimbursement is not available for the administrative costs of services or programs to which 
Medicaid beneficiaries are referred.   
 

                                                 
3Names have been altered for confidentiality. 
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The State agency’s costs included $12,070,279 in administrative costs incurred by Family 
Services.  These costs were related to the overall operation of Family Services and the 
administration of all Federal awards that Family Services received.  Examples included clerical 
salaries, mileage, unfunded retirement liability, and cellular phone service.  Because these costs 
were not related to a specific medical assistance service but rather were “administrative costs of 
services or programs to which Medicaid beneficiaries are referred,” they were not eligible as 
TCM costs.  
 
POTENTIALLY UNALLOWABLE TARGETED CASE MANAGEMENT COSTS  
 
The remaining $12,387,285 of the total $56,601,100 that the State agency claimed consisted of 
costs for TCM-type activities related to assisting beneficiaries in gaining further access to needed 
medical, educational, or social services.  Other Federal programs, such as Titles IV-B, IV-E, and 
XX of the Act, also reimburse States in part for the costs of providing similar services, including 
child protection, foster care, and adoption. 
 
For example, a case note submitted as partial support for a $864 Federal Medicaid claim for a 
beneficiary enrolled in the Medicaid managed care organization stated: 
 

Call with [a group home].  They are concerned that she is complains [sic] a lot 
about physical ailments.  They are not sure how legitimate her complaints are.  
She says she doesn’t feel good and her back hurts.  They said that her father has 
only come to visit once on the court date but that they had phone contact.  She has 
some issues around eating, she doesn’t eat much.  She has a court date on the 19th.  
We talked about perhaps having her transfer to a group home in this area.  

 
Monitoring the physical well-being of the beneficiary exemplifies an activity that may be 
covered by Medicaid as TCM but is also a service provided to a child under the Titles IV-B, 
IV-E, and XX programs.  We could not determine which Federal program was paying for this 
service—or whether several were—because the State agency did not have a system for 
separating TCM services and related costs reimbursable under Medicaid from those reimbursed 
under other Federal programs.  
 
Medicaid managed care is an additional means through which the Federal Government 
reimburses States for the costs of case management activities.  In the example above, the 
beneficiary was enrolled in the Medicaid managed care organization, which provides 
comprehensive primary care case management.  Of the 99 beneficiaries in our sample, 47 were 
enrolled in a managed care organization at some time during the year in which they received 
TCM services.  Of these 47 beneficiaries, 41 received a TCM service in the same month that 
they were also enrolled in a managed care organization.  According to Maine’s contract with 
Medicaid managed care organizations, the organizations must provide medical case management 
services to their membership.  However, the State agency did not indicate that any of these 
services were also furnished by the Medicaid managed care organizations in which these 
children were enrolled.  
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We are concerned that the Federal Government could potentially be reimbursing the State 
agency three times for the costs of these TCM-type activities:  through Medicaid TCM, through 
Federal child assistance programs such as Title IV-E, and through Medicaid managed care 
organizations.  Because we were not able to separate the costs of these activities from the costs 
that Family Services potentially recovered for providing these same services under other Federal 
programs, we were unable to express an opinion on the remaining $12,387,285 ($8,327,896 
Federal share) claimed by the State agency.  
 
CAUSE OF OVERSTATED CLAIMS 
 
The State agency did not establish procedures to ensure that Medicaid TCM costs were 
reasonable, allowable, and allocable, in accordance with Federal requirements. 
 
FEDERAL OVERPAYMENT AND POTENTIAL OVERPAYMENT 
 
The State agency overstated the costs of TCM services claimed by a total of $44,213,815 
($29,759,384 Federal share).  We determined this by calculating a new TCM reimbursement rate 
based on the documented costs with the unallowable costs removed.  We could not determine the 
allowability of the remaining $12,387,285 ($8,327,896 Federal share) claimed for assessment of 
service needs, development of a specific care plan, referral to needed services, and monitoring 
and followup.  Although these services may appear to constitute allowable TCM services under 
existing policy, we identified a significant risk that these services may have already been 
reimbursed under other Federal programs because we could not separate these activities from the 
direct services that Family Services provides pursuant to other Federal and State laws. 
 
RECOMMENDATIONS 
 
We recommend that the State agency: 
 

• refund to the Federal Government $29,759,384 in unallowable costs claimed for TCM 
services;  

 
• work with CMS to determine the allowability of the $8,327,896 Federal share on which 

we were unable to express an opinion; 
 

• identify and refund to the Federal Government any TCM costs that represent excessive 
reimbursement, direct social services, and nonreimbursable administrative costs 
reimbursed after our audit period; and 

 
• establish procedures to ensure that claims for Medicaid TCM reimbursement include only 

allowable and adequately documented TCM costs. 
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STATE AGENCY’S COMMENTS AND OFFICE OF 
INSPECTOR GENERAL’S RESPONSE 
 
In its comments on our draft report, the State agency disagreed with our findings and 
recommendations.  The State agency’s comments are presented in the Appendix.  A summary of 
the State agency’s comments follows, along with our response. 
 
Excessive Reimbursement 
 
State Agency’s Comments 
 
The State agency stated that its $56,601,100 claim for TCM services was based on a rate that 
CMS agreed to at a meeting in 1996.  The State agency said that it had submitted cost of living 
increases to the original reimbursement rate and that CMS had paid the original rate plus the cost 
of living increases.   
 
The State agency pointed out that it had relied on the authority of CMS officials to determine 
that the original TCM reimbursement rate was in accordance with all applicable Federal rules 
and regulations.  It maintained that, in view of this longstanding agreement, we had no basis for 
recommending a refund. 
 
The State agency noted that in September 2006 it submitted to the U.S. Department of Health 
and Human Services (HHS), Administration for Children and Families (ACF), a new cost 
allocation plan that is more reflective of actual time billed to various funding sources, including 
TCM and Title IV-E.  The State agency said that, effective July 1, 2006, it bills for TCM in 
accordance with this proposed plan. 
 
Office of Inspector General’s Response 
 
Maine’s approved State plan provides that payment rates for the TCM services we examined are 
cost based.  The State agency provided no cost data to support its rates.  Section 1903(a) of the 
Act requires States to claim the cost of medical assistance in accordance with their approved 
State plans.  The HHS Departmental Appeals Board (DAB) has established that, when the State 
pays a provider at a rate that is higher than that authorized by the State plan, the Federal share of 
the excess amount is an overpayment that is properly disallowed by the Agency.  For example, in 
California Department of Health Services, DAB No. 1007 (1989), the DAB noted that the States, 
not CMS, have primary responsibility for ensuring that their payment rates are consistent with 
their plan methodologies.  The DAB stated that “ . . . when either [CMS] or the State identifies 
an instance where the State has not complied with the actual terms of the plan, it is the State’s 
responsibility to propose an amendment to the plan if the State decides it no longer wishes to 
follow its existing plan . . .  Only the State can make the decision to change the plan or change 
the practice that is inconsistent with the plan.”  The State agency provided no evidence that it had 
submitted a State plan amendment to request a change in its TCM payment methodology.  It also 
did not provide any documentation of CMS’s approval of an amended methodology or of a rate 
resulting from a methodology different from that in its approved State plan.  
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The State agency said that it had relied on the authority of CMS officials to determine that the 
rate was in accordance with all applicable Federal rules and regulations.  In California and other 
decisions, the DAB has made clear that, while regional office staff have a role in assisting the 
States in reviewing amendments and giving advice to States relating to proposed amendments, 
the State itself must initiate a change in its plan.  The State is charged with being aware of the 
governing law and regulations in operating its Medicaid program.  Federal guidance requires 
costs to be necessary and reasonable, and the State plan requires case management services to be 
cost based.  Contrary to these requirements, the State agency claimed $9,990,985 in excess of its 
actual cost of providing services to Medicaid beneficiaries. 
 
The State agency’s submission of a cost allocation plan to ACF in September 2006 does not alter 
our original finding that the reimbursement for TCM services provided by Family Services 
during FYs 2002 and 2003 exceeded costs.  Furthermore, pursuant to Federal regulations 
(45 CFR § 95.507), the Division of Cost Allocation, not ACF, approves statewide cost allocation 
plans for HHS.  ACF has no regulatory authority over programs administered by CMS, including 
Medicaid. 
 
Direct Social Service Costs 
 
State Agency’s Comments 
 
The State agency gave the following reasons for disagreeing with our finding that many of the 
services claimed under TCM were direct social services that did not meet the definition of TCM:   
 

• The State agency maintained that we used a narrow definition of case management 
services that was contrary to the definition in its CMS-approved State plan.  The State 
agency asserted that the State plan’s definition of case management was sufficiently 
broad to include all of the services that we had questioned.  The State agency cited 
Hawaii Department of Social Services and Housing, DAB No. 779 (1986), to support its 
position that we should not retroactively question services provided under an approved 
State plan because it was not clear during the review period that the State agency’s claims 
contravened Federal law. 

 
• The State agency maintained that the congressional definition of case management 

services was broad and that neither the State plan nor the statutory definition of case 
management restricted TCM to medical services or excluded the provision of these 
services to children in foster care.  In addition, the State agency said that, because the 
definition of case management was ambiguous, Congress amended the definition of an 
appropriate TCM service under Medicaid in the Deficit Reduction Act of 2005 (DRA) 
(Public Law 109-171, section 6052 (2005)).  According to the State agency, this 
clarification is further evidence that our narrow definition of TCM was not supported by 
law before the DRA was enacted.  The State agency concluded that it was entitled to 
Federal reimbursement of all case management services that fell within the State plan 
definition, including those provided to children in foster care.   
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• The State agency said that it had contracted with a consulting firm to conduct an 
independent review of the files in our sample.  It stated that this review found that 
96 percent of the cases reviewed contained at least one case management activity and 
were therefore eligible for Federal reimbursement.  The State agency further emphasized 
that, because its payment methodology for TCM services was based on a monthly rate, 
only one service provided to a beneficiary during the month had to meet the definition of 
case management for the claim to qualify for Federal reimbursement.   

 
The State agency’s consulting firm also commented that our use of the narrative entries dictated 
by the case managers as verification documents presented several problems because these 
narratives were not originally intended to be used to justify case management services.   
   
Office of Inspector General’s Response 
 
In response to the State agency’s objections to our definition of TCM services, we note the 
following: 
 

• In reviewing disputes involving the interpretation and application of a State plan, the 
DAB will generally defer to a State’s interpretation of ambiguous language in its own 
plan, provided the interpretation is reasonable and does not conflict with Federal 
requirements.  However, as Hawaii Department of Social Services and Housing, DAB 
No. 779 (1986), also makes clear, a State is wrong to suggest that approval of a State plan 
provision means so much that a State can ignore clearly applicable rules and regulations.   
The State agency’s definition of TCM services claimed during the review period did not 
conform to Federal program requirements as set forth in the CMS “State Medicaid 
Manual” and its January 2001 letter to State Medicaid Directors. 

 
• We based our definition of allowable TCM services as set forth in CMS’s 2001 letter to 

State Medicaid Directors and the “State Medicaid Manual.”  CMS’s 2001 letter is its 
most thorough issuance on TCM matters and provides notice to all States of CMS’s 
policy regarding the targeted case management provisions of the statute.  The State 
agency’s comments did not address the clear guidance in the letter that “Medicaid case 
management services do not include payments for the provision of direct services 
(medical, educational, or social) to which the Medicaid eligible individual has been 
referred.”  Specifically, the letter identified direct foster care services that CMS stated 
may not be billed to Medicaid as a case management activity.  These unallowable direct 
services include assessing adoption placements, recruiting or interviewing potential foster 
care parents, and other activities claimed as Medicaid TCM by the State.  
 
The State points out that Congress amended the definition of Medicaid TCM services in 
the DRA.  According to the State agency, this clarification is evidence that our definition 
of TCM was not supported by law before the DRA was enacted.  We note, however, that 
the DRA incorporates much of the substance of CMS’s 2001 letter to State Medicaid 
Directors.  In particular, the DRA amended section 1915(g) of the Act to specify that 
Medicaid TCM does not include the direct delivery of the underlying service to which an 
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eligible individual has been referred, listing as examples the direct foster care services 
which CMS’s 2001 letter made clear could not be claimed as Medicaid TCM.    

 
• Although the State agency’s payment methodology may be based on a monthly charge, 

the State plan requires that this charge be cost-based.  Further, Federal regulations require 
that the cost be reasonable, allowable, and allocable.  The State agency did not provide 
any cost data to support its monthly TCM rate.     

 
The State agency used the results of its consulting firm’s review of a sample of monthly 
claims to refute the results of our audit.  The results of the consulting firm’s review 
indicate that its judgments regarding what constitutes allowable case management were 
not consistent with CMS’s policy regarding allowable case management activities issued 
in the 2001 letter to State Medicaid Directors and in effect during the audit period.  In one 
example of a service that the consulting firm classified as allowable case management 
monitoring, the consulting firm’s note stated “Monitoring contact regarding 
implementation of plan for this child” while the case note actually stated:  “Phone call to 
see the status of Jill’s adoption.  They have not yet gotten the fingerprinting results.  If 
they get them soon, they may assign an adoption date for May or June.”  Because this 
service is directly related to adoption placement, it is precluded from reimbursement as 
Medicaid TCM under existing Federal Medicaid policy.   
 
The report of the State’s consulting firm stated that the narrative entries provided by 
Family Services were not intended to be used to justify case management claims.  
However, the narrative entries that we reviewed for each service were the only 
documentation that Family Services provided to us to support the allowability of the 
services that it had claimed.  We gave the State agency the opportunity to provide 
additional information, but it did not do so.  Federal requirements clearly state that a case 
management service must be sufficiently documented to qualify for Medicaid 
reimbursement.   
 
We find no reason to alter our original determination that Family Services social workers 
spent 52 percent of their time in FY 2002 and 61 percent of their time in FY 2003 
performing services that did not qualify as allowable Medicaid TCM under existing 
Federal policy.  As a result, Family Services claimed $22,152,551 in Medicaid 
reimbursement for direct social services that are precluded from Federal reimbursement 
as TCM services. 

 
Administrative Costs 
 
State Agency’s Comments 
 
The State agency claimed that our finding that $12 million in administrative costs were not 
eligible TCM costs was without legal support or precedent.  The State agency maintained that 
Medicaid regulations do not prohibit building into the rates the costs of items that support the 
TCM service, which in another setting would be considered an administrative cost.  
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Office of Inspector General’s Response 
 
The cost of administrative items that support delivery of direct foster care services, as described 
in CMS’s 2001 letter, may not be included as a TCM cost.  In reviewing the State’s proposed 
TCM rate-setting methodology, we determined that the administrative costs the State proposed to 
include were related to the overall operation of Family Services and the administration of all 
Federal awards that Family Services received.  Thus, the administrative costs should not be 
included as TCM service costs for purposes of calculating a monthly TCM rate.  Accordingly, 
we determined that $12,387,285 incurred by Family Services to administer its programs was not 
reimbursable as Medicaid TCM services at the Federal Medical Assistance Percentage rate.  
 
Potentially Unallowable Targeted Case Management Costs 
 
State Agency’s Comments 
 
The State agency noted that we had recommended that it work with CMS to determine the 
allowability of the $12,387,285 ($8,327,896 Federal share) on which we were unable to express 
an opinion.  It stated that it had in fact determined the allowability by contracting with a 
consulting firm to review the TCM claims.  The State agency reiterated that this consulting firm 
had determined that 96 percent of these claims were eligible for Federal reimbursement.  Further, 
the State agency said that it was confident, based on a review of its accounting records, that it did 
not charge the same costs to both TCM/Medicaid and Title IV-E.  The State agency maintained 
that its accounting structure clearly segregated costs associated with providing TCM services 
from costs charged to other Federal programs. 
 
Office of Inspector General’s Response 
 
The State maintains that its accounting structure segregates costs associated with providing TCM 
services.  However, during the audit period, the State agency apparently did not have a system 
for separating TCM costs from those costs chargeable to other Federal programs such as Title 
IV-E and, in fact, claimed all its operating costs to Medicaid as TCM.  The State acknowledges 
that it was submitting claims to Medicaid for TCM services furnished to children who were 
Title IV-E eligible.  CMS’s 2001 letter clarified the case management activities that were 
properly claimed to Medicaid and Title IV-E and stated that States offering Medicaid case 
management services to foster care populations must properly allocate case management costs 
between the two programs.  In addition, our report noted that services billed as TCM may also 
have been covered by Medicaid in the State’s payments to Medicaid managed care organizations 
providing medical case management to the same children. While the State may show that Family 
Services received only Medicaid TCM payments, we remain concerned that the State received 
TCM payments for activities that its accounting system should have segregated as costs to other 
programs.  The State agency’s review of its accounting records may prove useful as the State 
works with CMS to determine the allowability of the costs on which we were unable to express 
an opinion, but it did not provide any information to cause us to modify our findings.   
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OTHER MATTER 
 
During our review of 604 services provided in 100 sampled beneficiary months, we noted one 
instance in which a beneficiary received a direct social service from an unqualified provider.  
This provider was a paraprofessional trained to perform office support and clerical work.  The 
provider’s qualifications did not meet the qualifications specified in State plan amendment 
99-007, effective July 1, 1999, which generally requires that providers of case management 
services be licensed in accordance with Title 32 M.R.S.A., Chapter 83, section 7001-A.  Family 
Services officials acknowledged that the service in question should not have been claimed as a 
Medicaid TCM service.
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