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Background 
 
In 1997, the National Association of State Directors of Developmental Disabilities 
Services (NASDDDS), in partnership with the Human Services Research Institute 
(HSRI), launched a multi-state collaborative effort to gather and analyze information on 
key outcome and performance indicators within publicly financed developmental 
disabilities service systems. The National Core Indicators project (NCI) is supported by 
contributions from each participating state, with project activities organized by HSRI 
and NASDDDS and vetted through a Steering Committee comprised of representatives 
from each of the participating states. NCI is the only multi-state collaborative approach 
to collecting, analyzing, and maintaining a national data set on key developmental 
disabilities system performance measures. Since its inception, the project has 
consistently provided states with accurate, timely, and useful information on the status 
of developmental disabilities services. Currently, NCI outcome measures are being used 
by twenty-one (20) states to benchmark and track the performance of their 
developmental disabilities service systems, work out comparable data collection 
strategies, monitor progress and share results. 
 
The core performance indicators form the foundation of the NCI project and consist of 
approximately 100 consumer, family, systemic, cost, and health and safety outcome 
measures. Data is gathered through a variety of mechanisms, including consumer 
surveys assessing empowerment and personal choice; family surveys documenting 
satisfaction with supports and providers; provider surveys focusing on staff turnover; 
and state systems data reviewing program expenditures, mortality rates, and other 

 



 

indicators. Each measure is designed to track the effectiveness, utilization, and 
outcomes of services provided under the state’s Medicaid program, as well as other 
services offered by public developmental disabilities agencies. 
 
Issue 
 
Over the past three years, many, if not most, states have had to respond to fiscal 
restraints due to declining state revenues and changing policy priorities. New states 
have joined the NCI project each year, and a few have had to withdraw or temporarily 
suspend participation because of budget cuts or departmental restructuring. From the 
beginning of the project, some state officials have indicated that they reduced their 
state’s general fund expenditures by claiming the costs of conducting NCI activities as 
Medicaid related administrative expenses, which are eligible for federal financial 
participation (FFP) at the standard administrative reimbursement rate of 50 percent. 
Other states have not claimed FFP for NCI-related activities, but have requested 
information on the rules and requirements involved. This paper provides a short 
description of current state administrative claiming practices with respect to NCI 
related expenses, and outlines some of the key issues, policies and procedures involved 
in claiming FFP for such administrative costs. 
 
State Practice 
 
To document the extent to which the twenty (20) states participating in the NCI project 
claim administrative FFP for related costs, a brief questionnaire was sent to the directors 
of developmental disabilities services in each NCI participating state asking the 
following questions: 
 

1. Does your state claim FFP for some or all of the costs related to the 
completion of NCI activities (Yes/No). 

2. If the answer is yes, please indicate the activities that are claimed and those 
that are not claimed. 

3. Under what category of administrative costs are NCI costs claimed? 
 

Seventeen of twenty states responded to the survey (85%), with ten states (50%) 
indicating that they are currently claiming FFP to partially cover the costs of some or all 
of their NCI data gathering and analysis. Some states reported that FFP was claimed for 
all NCI-related tasks, including the project oversight and data management activities 
performed by HSRI under a memorandum of agreement with NASDDDS. Others 
indicated that they claimed FFP for the data collection costs, conducting individual 
interviews, etc., but not for the project coordination and data analysis/management 
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functions preformed by HSRI under contract with NASDDDS. Follow-up conversations 
with several state directors and other agency staff suggest that the Medicaid 
administrative claiming process was not well understood and, while administrators 
knew that costs were being claimed, many were not familiar with the process or issues 
involved. 
 
The remainder of this paper will summarize administrative claiming principles under 
Medicaid and will provide other, related information to states interested in claiming 
FFP for the costs of carrying out NCI activities. 
 
Administrative Claiming Principles 
 
Section 1902(a)(5) of the Social Security Act specifies that each participating state must 
designate a single state Medicaid agency (SSMA) to oversee implementation of the 
state’s Medicaid program and submit financial claims to the Centers for Medicare and 
Medicaid Services (CMS). Under Title XIX of the Social Security Act, participating states 
are entitled to receive FFP for allowable administrative costs (see implementing 
regulations at 42 CFR 431.10). The SSMA is the only agency that may submit Medicaid 
financial claims. 
 
The organization and day-to-day administration of the Medicaid program varies from 
state to state. The SSMA may assign to other state agencies, including the state 
developmental disability authority (SDDA), responsibility for carrying out various 
functions related to the provision of Medicaid-funded services to persons with 
developmental disabilities. The assigned state agency may act as the agent for the 
SSMA, provided that a written interagency agreement is in place between the SSMA 
and the SDDA describing the relationship between the respective agencies and the 
complementary responsibilities of each. This interagency agreement addresses the 
process by which an SDDA may file claims for FFP, through the SSMA, covering 
administrative costs that are necessary for the proper and efficient administration of the 
state Medicaid plan. The agreement should be comprehensive and also describe the 
oversight responsibilities of the SSMA, record keeping requirements, claiming 
procedures and methodologies and other issues relevant to the administration of 
Medicaid-financed services to persons with developmental disabilities. 
 
Section 1903(a)(7) of the Social Security Act allows for the payment of FFP at differing 
matching rates for differing activities “found necessary by the secretary for the proper 
and efficient administration of the [state] plan.” Regulations effectuating this part of the 
Act are found in the Code of Federal Regulations (CFR) at 42 CFR 430.1 and 42 CFR 
431.15. The regulatory provisions governing Medicaid administrative claiming are 
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amplified by language in OMB Circular A-87 which notes that costs must be reasonable 
and necessary for the operation of a governmental unit or federal award. CMS has 
consistently interpreted these provisions as requiring that (a) allowable administrative 
claims be related to the administration of the Medicaid program, and (b) payment for 
allowable claims be restricted to the percentage of time that is directly attributable to 
Medicaid eligible individuals. 
 
CMS has approved administrative cost allocation plans submitted by states that cover 
the following activities claimed by states as necessary for the “proper and efficient” 
administration of the State Medicaid Plan: 
 

a. Medicaid eligibility determination 
b. Outreach related to the Medicaid program 
c. Medicaid prior authorization 
d. Medicaid management information service (MMIS) development and operation. 
e. Early Periodic Screening, Diagnostic and Treatment administration (EPSDT) 
f. Third party liability activities 
g. Utilization review. 

 
The requirement that administrative claims for FFP be related to the “proper and 
efficient” administration of the state’s Medicaid plan is operationalized by CMS in 
accordance with the following principles as identified in a letter to state Medicaid 
directors from Sally Richardson, then the director of the Medicaid Bureau at CMS1 
dated December 20, 1994 (see copy attached), and in the CMS Medicaid School-Based 
Administrative Claiming Guide released in May 2003.2 Generally, administrative costs 
are allowable for FFP claiming if they: 
 

• Are directly related to Medicaid state plan or waiver services – not including 
activities otherwise covered under administrative case management. 

 
• Are included in a cost allocation plan approved by CMS and supported by 

documentation isolating the costs related to the support of the Medicaid 
program from other costs incurred by the agency. 

 

                                                 
1 Formerly called the Health Care Financing Administration (HCFA). 
2 Note: The “Guide” includes the most up-to-date explanation of CMS policy on procedures for claiming 
FFP for administrative costs, even though the focus is on the provision of Medicaid funded school-based 
health services. The document can be accessed from the CMS Web site at: 
http://www.cms.hhs.gov/medicaid/schools/clmguide.asp.  
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• Reflect an identifiable fraction of the activities of a non-Medicaid 
governmental agency that are exclusively directed to Medicaid administrative 
purposes and meet all other criteria for administrative claiming. 

 
Administrative costs generally are not eligible for FFP matching funds if they: 
 

• Include the costs of providing direct medical or remedial service. 
• Are an integral part or extension of a direct medical or remedial service. 
• Include funding for a portion of general public health initiatives. 
• Include overhead costs of operating a provider facility. 
• Reflect operating costs related to the operation of non-Medicaid related 

programs. 
• Are incurred pursuant to services provided to “inmates of a public 

institution.” 
 
Case Management 
 
A state may perform a number of activities necessary for the proper and efficient 
implementation of its Medicaid state plan and waiver program services through case 
management. Case management is eligible for FFP matching funds under four 
conditions: (a) as an administrative cost when the activities involved are determined to 
be directly related to a Medicaid state plan or waiver service and necessary for the 
“proper and efficient administration of the state plan,” and (b) as a direct service when 
furnished as an optional state plan service to a targeted group of high risk eligible 
individuals,3 (c) case management claimed as a waiver service, and (d) case 
management as a component of another Medicaid-reimbursable service. Each of these 
options has specific requirements that prescribe the conditions under which FFP may be 
claimed. Although some NCI activities are closely tied to the administration of 
Medicaid waiver program and state plan services, others, such as conducting individual 
and family interviews, follow-up and quality assurance activities, may be better defined 
as services aimed at assisting individuals to gain access to needed medical, social, 
educational and related supports. 
 
Administrative Case Management. Some NCI tasks may qualify as administrative case 
management (see 42 CFR 433.15(b)(7)), including, as defined in Section 4302.2(G)(2) of 
the State Medicaid Manual the following Medicaid-related activities: (a) eligibility 

                                                 
3 For a complete description of administrative claiming procedures related to case management services 
see the NASDDDS publication, Medicaid and Case Management for People with Developmental Disabilities: 
Options, Practices and Issues, by Robin Cooper and Gary Smith, NASDDDS. April 1998.  
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determination and redetermination, (b) intake, (c) pre-admission screening for inpatient 
care, (d) prior authorization for Medicaid services, (e) utilization review, and (f) 
outreach. 
 
The first rule of administrative claiming is that qualifying activities must be necessary 
for the “proper and efficient” administration of the State Medicaid Plan. That is, FFP 
may be claimed only for activities that are directly related to the administration of the 
State Medicaid Plan (including waiver programs approved in accordance with the plan 
and pursuant to the provisions of federal Medicaid law). It does not matter whether the 
particular activity is performed by SDDA or SSMA staff, by personnel from a separate 
organization or agency, or by an individual acting under contract with the state. The 
criteria for an acceptable claim is based on the specific nature of the activity and the 
costs incurred, rather than the entity which performs the specified functions. 
 
With regard to National Core Indicator activities, states need to be able to provide a 
rationale describing how NCI activities are directly related to the proper and efficient 
administration of the state plan. For example, the National Core Indicator dataset 
gathers information on a number of key system performance indicators assessing the 
effectiveness, utilization, and outcomes of services furnished under the state’s Medicaid 
program. NCI outcome data is used by participating states to improve their program 
planning, policy development, and interagency coordination relative to Medicaid-
funded services. Additional activities that should be able to be covered include 
analyzing Medicaid data related to a specific program, population or geographic area, 
working with other agencies that provide medical, dental, or “mental” services to 
improve coordination and delivery, increase provider performance, cost effectiveness 
and quality. The rationale could also address the need to improve the state’s Medicaid 
management information system, or to carry out administrative responsibilities related 
to data management or utilization review (see above). 
 
A few state officials responding to the NASDDDS survey on claiming FFP for NCI 
activities indicated that their states claimed administrative FFP for intrastate activities 
involved in the collection of NCI data but did not include the shared project costs paid 
to NASDDDS to cover the data processing, analysis, and validation functions 
performed by HSRI. The functions performed by HSRI under contract with NASDDDS 
are an integral part of the process and are directly related to the interpretation of the 
information received. Based on the principles outlined by CMS, therefore, such 
expenses should be eligible for FFP under one of the several rationales discussed above. 
Further, it is important to note that Medicaid claims for the costs of administrative 
activities may include charges related to professional and consultant service. OMB 
Circular A-87 states (Attachment B, Selected Items of Costs; item 33.a): 
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Costs of professional and consultant services rendered by persons or organizations that 
are members of a particular profession or possess a special skill, whether or not officers or 
employees of the governmental unit, are allowable, subject to section 14 when reasonable 
in relation to the services rendered and when not contingent upon recovery of the costs 
from the Federal Government. 

 
Costs related to technical assistance, support and training provided by HSRI and 
NASDDDS related to the collection and analysis of NCI data would appear to be 
allowable under this provision. 
 
Targeted Case Management as a Direct Service. Other activities related to NCI also 
may be able to be covered under the Targeted Case Management (TCM) coverage 
option, depending on the nature of the tasks performed. Medicaid case management is 
defined as services that assist Medicaid eligible individuals gain access to needed 
medical, social, educational, and other services. Although CMS has never published 
final regulations implementing this coverage option, coverage of targeted case 
management is authorized under Sections 1905(a)(19) and 1915(g)(2) of the Social 
Security Act. CMS has issued guidance on targeted case management through State 
Medicaid Director letters and the State Medicaid Manual. In a State Medicaid Director 
letter dated January 19, 2001, CMS described targeted case management as follows: 
 

“…services which will assist an individual eligible under the State plan in gaining access 
to needed medical, social, educational, and other services. Case management services are 
referred to as targeted case management (TCM) services when the services are not 
furnished in accordance with Medicaid statewideness or comparability requirements. 
This flexibility enables States to target case management services to specific classes of 
individuals and/or to individuals who reside in specified areas.” 

 
As an optional state plan service, TCM services are not covered by requirements for 
statewideness or comparability, but can be “targeted” to specific classes of individuals 
and/or to individuals residing in specified geographical areas of the state. A state could, 
for example, elect to restrict targeted case management services only to individuals 
enrolled in a particular HCBS waiver program(s), or to individuals with a certain 
condition, such as a brain injury or autism. Similarly, a state can limit beneficiaries’ 
right to freely choose among qualified providers of TCM services but only in the case of 
individuals with developmental disabilities or chronic mental illnesses. Under the targeted 
case management benefit, the state may limit the choice of providers to certain agencies 
or organizations expressly assigned to deliver case management services to individuals 
with developmental disabilities or chronic mental illnesses. This limitation on freedom 
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of choice permits states to craft single point of entry case management systems that 
allow only designated agencies to perform case management functions or, in the case of 
NCI activities, limit the collection of data through interviews or other means to specific 
individuals or organizations. 
 
NCI activities carried out under TCM may include services that monitor or follow up on 
an individual’s progress or status, activities related to service plan development, 
interventions that are designed to assure services are received, and supports that assist 
individuals in gaining access to needed medical, social, educational or other services. In 
some states, for example, consumer satisfaction surveys are completed by case 
managers. In this case, FFP is claimed under TCM since the survey results are used to: 
(a) monitor the individual’s satisfaction with the supports provided, (b) assure that 
services related to the Medicaid plan of care are being received and that progress is 
being made, and (c) assure that the furnished supports assist the individual gain access 
to needed services. 
 
Case Management as a HCBS Waiver Service. Case management may be provided as 
part of a covered service under a waiver granted in accordance with Sections 1915(c) 
and 1915(c)(4)(B) of the Social Security Act. To include case management under a HCBS 
waiver program, a state must define the service and specify provider qualifications as 
part of its HCBS waiver application. When offering case management services under a 
waiver program, the service must be available to all individuals enrolled in the 
program. Individuals also must be afforded freedom of choice among qualified 
providers—i.e., a state cannot limit providers of this service to a specific agency or type 
of agency, such as a county or community developmental disabilities board. Any entity 
or individual that meets the qualifications must be treated as an eligible provider of 
case management services. 
 
Case Management Activities as Components of Another Title XIX Covered Service. 
The duties that staff perform may range across a number of Medicaid and non-
Medicaid funded direct service and administrative activities, each with its own funding 
source and documentation requirements. FFP for case management activities also may 
be claimed as a part of another Medicaid service. For example, since preparation of a 
service plan by a home health provider is a required activity, a separate payment cannot 
be made for this activity under Medicaid regulations. But, the state’s home health 
payment rate may include the cost of service plan preparation. Under the HCBS waiver 
program authority, case coordination activities performed by residential service 
providers may be reimbursed as a part of the rate paid to the provider agency for 
residential habilitation services. This type of coverage is analogous to the “internal” 
service facilitation functions performed by community provider agencies under many 
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state’s HCBS waiver programs. This option makes the most sense when case 
management is an integral component of another direct service, rather than a stand-
alone service. 
 
To avoid duplicate claiming for the same service, states must use activity codes that 
clearly distinguish between the different types of activities, direct service, or 
administrative, funding sources, and the percent of time spent in each. The time spent 
in each of the various activities should be documented through standard time study 
procedures (see “Time Study Procedures” in OMB Circular A-87). 
 
Service or Administrative Claim? The question of whether a particular activity is best 
claimed as a targeted case management service or an administrative function is 
addressed in the aforementioned monograph on “Medicaid and Case Management.”4 
 
Deciding whether to obtain Medicaid funding 
by claiming case management as a service 
(under an HCB waiver program or the TCM 
option) or to employ administrative claiming 
instead involved several considerations. 
 
• In most states, the federal matching rate for 

“services” is higher than the matching rate 
for administrative claiming and it may be mor
perspective to claim a particular activity as a s

 
• The restriction on administrative claiming mea

match costs related to the delivery of Medicaid
administrative claiming may only permit a sta
participation for a portion of the overall costs o
services. 

 
• Administrative claiming may be easier to docu

preparation and submission of recipient-specif
reimbursement. 

 
• Administrative claiming as a primary avenue f

case management services is best applied to sy
provided by state case managers as a service. 

 

                                                 
4 Ibid. 
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Allocating Costs 
 
Administrative activities may be completed by SDDA staff members, or by personnel 
acting under a state contract with another organization or individual, or through other 
purchase agreements that are “reasonable and necessary” for the operation of the 
governmental unit or federal award, and integral to the proper and efficient 
administration of the state Medicaid plan. In claiming federal financial participation, 
states must employ an allocation methodology approved by the U.S. Department of 
Health and Human Services (DHHS) to document the portion of time or, of the project 
activity, that is directly related to the administration of the state Medicaid plan. The 
allocation methodology typically used is based on time studies indicating: (a) the 
totality of the scope of the work performed, and (b) the proportion of the work that is 
directly related to the Medicaid program. The aforementioned CMS Medicaid School-
Based Administrative Claiming Guide describes the specific issues or principles that 
must be addressed in the development of time studies documenting the proportion of 
time claimable for FFP. Time studies or other documentation procedures must: 
 

• Reflect all of the time and activities performed, Medicaid related and other. 
• Clearly distinguish Medicaid activities from similar tasks performed for other 

individuals or purposes. 
• Not duplicate payments from other sources. In other words, activities may not be 

double billed to more than one organization. 
• Be coordinated with the activities or duties of other organizations as appropriate. 
• Clearly differentiate between direct service and administrative activities. 
• Show that costs are allocated to the Medicaid program in accordance with the 

“proportional Medicaid share” to establish the proportion of the costs that are 
directly related to the Medicaid program. 

 
The application of this principle in the determination of the Medicaid share essentially 
involves five basic steps. The box below offers a hypothetical example of the process for 
determining the “proportional Medicaid share” of an NCI activity such as assessing the 
effectiveness, satisfaction, and quality of services. 
 

1. Determine the total number of individuals receiving the service and the number 
of those individuals who are Medicaid recipients. It is important to note that the 
total number of individuals and the number of Medicaid recipients must be 
identified for the same time period. In the example below, a total of 6,000 
individuals are reviewed as a part of the NCI assessment process. Of this total, 
5,000 individuals are Medicaid recipients. The number of Medicaid recipients 
must be obtained from or verified by the Medicaid Agency. 
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2. Determine the proportion 

of the service that was 
provided to Medicaid 
recipients by dividing the 
total number of people 
reviewed (6,000) by the 
total number of Medicaid 
recipients reviewed 
(5,000). In this examp
the Medicaid share is 
percent. 

le, 
83 

 
3. Determine the Costs to be 

allocated to Medicaid. The 
administrative costs that 
can be allocated to the 
Medicaid program are 
typically identified 
through the use of “time 
studies” indicating the 
proportion of staff time 
devoted to specific activities conducted in accordance with the guidelines 
provided by OMB Circular A-87. In the hypothetical example at right, $10,0
represents the estimated costs related to one staff member paid at a rate of 
$40,000 per year who spends one-quarter, or 25 percent, of her total work
NCI relate

Determining the Medicaid Share 
Hypothetical Example 

 
1. Proportion 
Total number of individuals covered: 6,000 
Number of Medicaid recipients covered: 5,000 
 
2. Medicaid Share 
Medicaid Share Factor = The number of Medicaid 
recipients divided by the total number of recipients: 
5,000/6,000 = 83%. 
 
3. Costs to be Allocated 
Cost of conducting NCI activities = $10,000 
 
4. Proportional Medicaid Cost 

Gross claimable amount = $10,000 
Medicaid share rate =  .83 

 
M
A
services covered at 50% FFP 
 
5. Claim 

edicaid Activity 
dministrative Activity Claimed: Monitoring Medicaid 

id Cost $ 8,300 
0

Proportional Medica
FFP Rate (50%) x .5
Net claimable amount: 

 
$ 4,150 

00 

 time on 
d activities. 

 
4. Determine the Proportional Medicaid Cost by multiplying the costs of 

conducting NCI activities based on time study data ($10,000) by the Medicaid 
Share Factor (83%). The resulting amount, $8,300, represents the total costs 
applicable to Medicaid administrative activities. 

 
5. Determine the amount that can be claimed for FFP by multiplying the 

proportional Medicaid cost of NCI activities ($8,300) by the rate of federal 
financial participation for the particular activity performed, fifty percent (50%) in 
this example. This yields the net claimable amount of $4,150. 

 
In summary, FFP is being claimed based on the portion of Medicaid recipients whose 
services were being monitored and evaluated through the NCI project. Six thousand 
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individuals are reviewed. Five thousand or eighty-three percent are Medicaid 
recipients. The percentage of Medicaid recipients is applied to the total costs of 
conducting NCI activities ($10,000 in this example), yielding a cost for the Medicaid 
group of $8,300. FFP can be claimed for this amount at a rate of fifty percent, yielding a 
final claimable amount of $4,150. 
 
Administrative Claiming Plan 
 
CMS requires that the state Medicaid agency submit an administrative claiming 
implementation plan describing the procedures and mechanisms used for claiming 
Medicaid administrative costs. As described in the CMS Medicaid School-Based 
Administrative Claiming Guide, the plan should provide documentation that 
designated matching funds are not also being used to match other federal funds or are 
derived from other federal sources, and additionally describe: (a) interagency 
agreements, (b) the treatment of indirect costs, (c) current administrative activities 
covered by Medicaid, (e) time study methodologies used to determine the proportion of 
time allocated to Medicaid and, (f) the monitoring process used to verify the accuracy of 
the methodologies used. 
 
Summary and Recommendations 
 
This paper provides guidance to states regarding procedures for claiming 
administrative FFP for the costs of participating in the National Core Indicators 
program. More detailed information is available in the referenced documents. In 
summary, responsibility for claiming FFP for appropriate Medicaid administrative 
expenses rests with the single State Medicaid Agency, but the administrative activities 
performed by other states agencies on behalf of Medicaid beneficiaries also qualify for 
FFP, whether they are performed directly by state DD agency staff or carried out by 
other organizations, agencies or individuals acting under contract with the state. The 
overarching requirement is that any claimed activity must be clearly described and 
determined to be necessary for the “proper and efficient” administration of the state’s 
Medicaid plan. To support this requirement the state must be able to identify the 
specific costs incurred and separate costs related to Medicaid recipients from those 
attributable to non-Medicaid recipients. Participating states which have not already 
done so should carefully review NCI related activities to determine the extent to which 
they may be claimable as an administrative expense or as a case management/service 
coordination expense under either the targeted case management state plan option or as 
a covered service under a CMS-approved HCBS waiver program. 
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