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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.  

 



 
 
 

Notices 
 
 

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

 
In accordance with the principles of the Freedom of Information Act 

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

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

 
 

OAS FINDINGS AND OPINIONS 
 

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

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

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

 
 
 

 
 
 
 

 

 



 

EXECUTIVE SUMMARY 

BACKGROUND 
 
In 1965, Congress established Medicaid as a jointly funded State and Federal program that 
provides medical assistance to low-income people who qualify pursuant to Title XIX of the 
Social Security Act (the Act).  In Maryland, the Department of Health and Mental Hygiene 
(Maryland) administers the Medicaid program with Federal oversight from the Centers for 
Medicare & Medicaid Services (CMS). 
 
In 1996, Maryland transferred responsibility for local health and social services to Montgomery 
County (County) creating the Department of Health and Human Services.  The County reports its 
social service expenditures, such as Medicaid eligibility determinations, to Maryland for 
inclusion in a statewide cost allocation plan.  Through an amendment to the cost allocation plan, 
effective July 2003, Maryland began claiming the cost of all other County administrative 
services not included in the statewide plan.  These services support the County behavioral health, 
public health, and aging programs.  This amendment was reviewed by CMS and approved by the 
Department of Health and Human Services Division of Cost Allocation (DCA) in September 
2004.  The cost allocation plan calculates the cost of services that pertain to Medicaid 
beneficiaries.  Maryland submits these administrative costs for Federal matching funds.   
 
Between October 2003 and September 2004, Maryland claimed $8.7 million ($4.6 million 
Federal share) for County administrative health services.  Of the $4.6 million Federal share, $3.9 
million represented costs claimed at the 50 percent rate for administrative services and $0.7 
million represented costs for administrative services claimed at the enhanced rate of 75 percent 
for services performed by Skilled Professional Medical Personnel (SPMP).  CMS requested 
audits on both the statewide and County-specific cost allocation plans.  We reported our findings 
in February 2006 on our review of the statewide cost allocation plan in report number  
A-03-05-00202. 

OBJECTIVE 
 
Our objective was to determine whether Maryland claimed Montgomery County’s Medicaid 
administrative health services costs through its cost allocation plan in accordance with Federal 
guidance.     
 
SUMMARY OF FINDINGS 
 
Maryland’s claim of Montgomery County’s administrative health services costs conformed to 
the parameters of the approved cost allocation plan.  However, we believe a significant control 
weakness exists in the current methodology since there is no way to validate that County staff 
performed the Medicaid-related activity generating the claim for Federal matching funds.   
 
The County also received an additional $225,023 in Federal matching funds for claiming the 
enhanced 75 percent rate for administrative services performed by SPMPs.  We do not believe 
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the performance of these activities required the professional education and training necessary for 
claiming the enhanced SPMP rate.   
 
RECOMMENDATIONS 
 
We recommend that CMS determine: 
 

• whether the County’s current allocation methodology contains the necessary controls that 
can assure Medicaid related activities were performed and  

 
• whether the County should discontinue claiming enhanced Federal funding for 

administrative activities performed by SPMPs. 
 
MARYLAND COMMENTS 
 
In its comments on our draft report, Maryland generally did not agree with our 
recommendations.  Maryland repeated its support for the propriety of the two tools used to 
calculate administrative costs, a Random Moment Time Study (time study), and a penetration 
rate based on selected County programs.  Maryland also argued that its SPMPs perform 
functions that require professional medical knowledge and skills that should be reimbursed at the 
enhanced Federal rate.  Maryland’s comments are included in their entirety as Appendix A.  
 
CENTERS FOR MEDICARE & MEDICAID SERVICES COMMENTS 
 
CMS had no comments to our draft report but wanted an opportunity to review the State’s 
response.  The CMS response is included in this report as Appendix B.  
 
OFFICE OF INSPECTOR GENERAL RESPONSE 
 
The current methodology for calculating County administrative costs did allow us to validate the 
mathematical accuracy of the claim.  It did not, however, provide the controls to assure that the 
administrative service indicated on the time study was actually provided.  This includes SPMP 
services.  We continue to recommend that CMS determine whether the County’s current 
allocation methodology contains the necessary controls to allow validation of the service 
provided and whether the County should discontinue claiming enhanced Federal funding for 
administrative activities performed by SPMPs.   
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INTRODUCTION 

BACKGROUND 
 
Medicaid Overview 
 
In 1965, Congress established Medicaid as a jointly funded Federal and State program that 
provides medical assistance to low-income people who qualify under Title XIX of the Social 
Security Act (the Act).  In Maryland, the Department of Health and Mental Hygiene (Maryland) 
administers the Medicaid program with Federal oversight from the Centers for Medicare & 
Medicaid Services (CMS). 
 
CMS requires States to report all Medicaid expenditures on Form CMS-64, Quarterly Medicaid 
Statement of Expenditures for the Medical Assistance Program (CMS-64).  The Federal 
Government pays its share of medical assistance expenditures according to a formula defined in 
section 1905(b) of the Act.  That share, known as the Federal medical assistance percentage, 
depends upon each State’s relative per capita income and ranges between 50 and 83 percent.  
The Federal share for most administrative services is 50 percent.   
 
Cost Allocation Plan 
 
Administrative costs for Medicaid are to be allocated in accordance with a public assistance cost 
allocation plan approved by the Department of Health and Human Service’s Division of Cost 
Allocation (DCA)1 after CMS reviews and comments on the fairness of the cost allocation 
methodologies.  Federal regulations require that cost allocation plans conform to the accounting 
principles and standards in Office of Management and Budget (OMB) Circular A-87, “Cost 
Principles for State, Local, and Indian Tribal Governments.”  The circular states that costs are 
allocable to particular cost objectives (programs) only to the extent of the benefits received by 
such objectives, only allocable costs are allowable, and costs must be reasonable and necessary 
for proper administration of the program.  
 
Administration of State Health and Social Services Programs in Montgomery County 
 
In 1996, Montgomery County (County) assumed responsibility from Maryland for 
administration of its health and social services programs.  These programs are administered by 
the County’s Department of Health and Human Services.  The County reports its social services 
expenditures to Maryland for inclusion in the statewide cost allocation plan.  Those social 
services allocated to the Medicaid program, such as medical assistance eligibility determinations, 
are reported on Form CMS-64.     
 
Effective July 2003, Maryland amended its cost allocation plan to include Medicaid-related 
administrative costs for the County’s health services, which support behavioral health, public 
health, and aging programs.  This amendment was reviewed by CMS and approved by DCA in 
September 2004.  Maryland now claims Federal matching funds for Medicaid related 
administrative costs on behalf of the County’s health programs.    
                                                 
1The Division of Cost Allocation is part of the Office of the Deputy Secretary for Program Support.  
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Montgomery County’s Random Moment Time Study 
 
Attachment B, section 11.h, of OMB Circular A-87, describes the basic standards for the support 
of salary and wages, including substitute systems for allocating salaries and wages.  Substitute 
systems using sampling methods, such as random moment time studies and other statistically 
quantifiable methods must meet acceptable statistical sampling standards and must be approved 
by the cognizant Federal agency.  Section 11.h. further states that “Salaries and wages of 
employees used in meeting cost sharing or matching requirements of Federal awards must be 
supported in the same manner as those claimed as allowable costs under Federal awards.” 
 
The County calculated its claim for administrative costs using a Random Moment Time Study 
(time study), a statistical sampling method designed to capture the effort County employees 
expend on Medicaid-related administrative activities. 
 
CMS requested audits on both the statewide and County-specific cost allocation plans.  We 
reported our findings in February 2006 on our review of the statewide cost allocation plan in 
report number A-03-05-00202. 
 
OBJECTIVE, SCOPE, AND METHODOLOGY 

Objective 
 
Our objective was to determine whether Maryland claimed Montgomery County’s Medicaid 
administrative health service costs through its cost allocation plan in accordance with Federal 
guidance.  
 
Scope 
 
Our review covered $4,591,202 in Federal funding for County administrative costs claimed by 
Maryland for Montgomery County’s health services between October 2003 and September 2004.  
We reviewed internal controls considered necessary to achieve our objective.   
 
We performed our fieldwork in the offices of the Montgomery County Department of Health and 
Human Services in Rockville, Maryland. 
 
Methodology   
 
To accomplish our objective: 
 

• We reviewed relevant criteria including: the Act, OMB Circular A-87, “Cost Principals 
for State, Local, and Indian Tribal Governments,” Federal Medicaid regulations, DCA 
Cost Allocation Plan Review Guides, CMS’s State Medicaid Manual, Departmental 
Appeals Board (DAB) decisions, Maryland’s House Bill 6692 and cost allocation plan 
and amendments. 

                                                 
2House Bill 669 established the Department of Health and Human Services to assume administration of County 
health and social services programs from the State of Maryland.  
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• We reconciled Medicaid administrative costs claimed on Form CMS-64 to County 
accounting records. 

 
• We reviewed supporting documentation, including payroll records, for the County’s 

claim for Federal fiscal year 2004. 
 

• We verified the accuracy of the County’s calculation  for claiming administrative health 
services costs for the period October 2003 to September 2004. 

 
• We reviewed the accuracy of the County’s time study for the quarter ending December 

2003.  
 
We performed our review in accordance with generally accepted government auditing standards. 
 

FINDINGS AND RECOMMENDATIONS 
 
Maryland’s claim of Montgomery County’s administrative health services costs conformed to 
the parameters of the approved cost allocation plan.  However, we believe a significant control 
weakness exists in the current methodology because there is no way to validate that County staff 
performed the Medicaid-related activity generating the claim for Federal matching funds.   
 
The County also received an additional $225,023 in Federal matching funds for claiming the 
enhanced 75 percent rate for administrative services performed by Skilled Professional Medical 
Personnel (SPMP).  We do not believe the performance of these activities required the 
professional education and training necessary for claiming the enhanced SPMP rate. 
 
ALLOCATION METHODOLOGY  
 
Federal Requirements 
 
OMB Circular A-87 states that, “A cost is allocable to a particular cost objective if the goods or 
services involved are chargeable or assignable to such cost objective in accordance with relative 
benefits received.”  The Circular allows the State to allocate administrative costs based on a time 
study or other statistically quantifiable method, but requires that: “Salaries and wages of 
employees used in meeting cost sharing or matching requirements of Federal awards must be 
supported in the same manner as those claimed as allowable costs under Federal awards.”  The 
State must provide documentation to support that the services claimed were performed and that 
they benefited the program in the time frame indicated by the time study. 
 
Montgomery County’s Allocation Methodology 
 
During the audit period, the County based its claims for administrative costs on an allocation 
method performed in two phases: 
 

• The County first determined the potential Medicaid-related portion of employee salaries.  
For this, the County used a quarterly time study.  The time study identified 13 Medicaid-
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related activities from a possible 28 categories.  The County grouped these activities into 
five categories:  direct services, outreach and eligibility activities, case coordination, 
program management, and other activities. 

 
• The County then estimated the proportional Medicaid share of these salaries for each 

activity.  The County allocated 100 percent of the employees’ activity to the Medicaid 
program for 3 of the 13 Medicaid-related activities.  The County applied the Medicaid 
eligibility rate it calculated for eight County-run programs to allocate the proportional 
Medicaid share for the remaining 10 activities. 

 
This methodology was developed by a consultant under a contract with the County.  The County 
paid the consultant a fee of $196,988 for services performed between April 2005 and July 2006.  
The fee was based on hourly rates that ranged between $25 and $140 and were dependent on 
who performed the work and the type of task undertaken. 
 
Insufficient Documentation to Support Time Study 
 
Maryland’s methodology did not require that the County identify the recipients for whom the 
service was provided.  The County provided documentation that the time study was conducted, 
but not that the services were actually performed in the time frame established by the time study.  
Without a case number or other form of identification included with the time study observation, 
it is nearly impossible to validate that the services were actually provided, or that the services 
were provided to a Medicaid-eligible beneficiary.  Neither DCA nor CMS required such 
documentation in their review and approval of the cost allocation amendment.  However, OMB 
Circular A-87 requires States to provide documentation to support that services were performed 
and benefited the Medicaid program.  
 
By approving this cost allocation plan amendment, DCA has acknowledged that these activities 
benefit the Medicaid program.  Because the time study does not contain sufficient information to 
validate that the services were actually performed, it is nearly impossible to determine if this 
allocation is consistent with the benefits received.  We believe this is a significant internal 
control weakness. 
 
CLAIM FOR SKILLED PROFESSIONAL MEDICAL PERSONNEL ACTIVITIES  
 
Federal Requirements 
 
Section 1903(a)(2)(A) of the Act authorizes States to claim up to 75 percent of costs “attributable 
to compensation or training of skilled professional medical personnel, and staff directly 
supporting such personnel.”  However, in November 2002, CMS notified State Medicaid 
Directors that the enhanced Federal matching rate of 75 percent would no longer be available for 
administrative activities performed by SPMPs in school settings.  
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Services at Enhanced Rate   
 
Through its time study, the County identified the following three activities performed by SPMPs: 
 

• referral, coordination and monitoring of Medicaid covered services; 
 

• program planning, development, and interagency coordination related to medical and 
Medicaid covered services; and 

 
• quality management activities related to medical and Medicaid covered services. 

 
The time study states that each activity “requires the education, training, and expertise of skilled 
professional medical personnel.”  However, the time study also contains identical corresponding 
activities that do not require any special expertise.  This gives the appearance that there is no 
discernable difference between the corresponding activities.   
 
CMS believes that the administrative activities performed by SPMPs in school settings do not 
warrant the enhanced 75 percent matching rate since these activities do not require the 
professional education and training necessary for claiming SPMP costs.  We believe the 
activities performed by County SPMPs also may not require the professional education and 
training necessary for claiming SPMP costs.     
 
Between October 2003 and September 2004, the County allocated $900,097 in SPMP 
expenditures to the Medicaid program.  The Federal share for these expenditures was $675,073.  
As a result, the County may have received an additional $225,023 in Federal matching funds for 
claiming the enhanced 75 percent rate for administrative activities performed by SPMPs.  
 
RECOMMENDATIONS 
 
We recommend that CMS determine: 
 

• whether the County’s current allocation methodology contains the necessary controls that 
can assure Medicaid related activities were performed and  

 
• whether the County should discontinue claiming enhanced Federal funding for 

administrative activities performed by SPMPs. 
 
MARYLAND COMMENTS  
 
In its written comments on our draft report, Maryland generally did not agree with our 
recommendations.  Regarding our first recommendation, Maryland believes that its time study 
used to capture the Medicaid administrative activities performed by County personnel is an 
acceptable method under OMB Circular A-87 and has sufficient internal controls to assure that 
Medicaid related activities were performed.  As for our second recommendation, Maryland 
believes that it is in compliance with SPMP claiming requirements under the State Plan and 
Federal guidance.  Maryland’s comments are included in their entirety as Appendix A. 
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CENTERS FOR MEDICARE & MEDICAID SERVICES COMMENTS 
 
CMS responded to our draft report but had no comments.  CMS wanted an opportunity to review 
the State’s response.  The full text of CMS comments is included in this report as Appendix B. 
 
OFFICE OF INSPECTOR GENERAL’S RESPONSE 
 
Maryland’s comments did not cause us to change our findings and recommendations.  The 
current methodology for calculating County administrative costs did allow us to validate the 
mathematical accuracy of the claim.  However, the time study did not provide enough 
information to allow us to validate the nature of the administrative activity to assure the service 
benefited the Medicaid program.  For example, the time study does not indicate the time, 
location, or nature of an “outreach” service that would provide CMS with the assurance that this 
particular activity benefited the Medicaid program.  We consider this to be an internal control 
weakness.   
 
Because we cannot determine the nature of the service identified on the time study, we also can 
not determine whether the SPMPs perform functions that require professional medical 
knowledge and skills that should be reimbursed at the enhanced Federal rate. 
 
We continue to recommend that CMS determine whether the County’s current allocation 
methodology contains the necessary controls to allow validation of the service provided and 
whether the County should discontinue claiming enhanced Federal funding for administrative 
activities performed by SPMPs.  
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