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Background

Section 460 of P.A. 154 of 2005 required that the Michigan Department of Community Health develop methods and instructions for allocating administrative costs and reporting requirements for the Pre-Paid Inpatient Health Plans (PIHPs), Community Mental Health Services Programs (CMHSPs), and their sub-contractors.  This document contains MDCH’s response to the legislation and is reflective of the values of a public mental health system. The first phase of the activity, to commence October 1, 2006, involves PIHPs, CMHSPs, and their “prime subcontractors” defined as those entities from which administrative functions and/or direct services are purchased and which further sub-contract with other entities for administrative and/or direct services in fulfillment of their obligations to the contract. Prime subcontractors include the affiliate CMHSPs of the PIHPs, substance abuse coordinating agencies (CAs) that manage Medicaid services, Managed Comprehensive Provider Networks (MCPNs) and all other entities that meet the definition of prime subcontractor as defined in the Glossary of Terms.  The second phase, to commence in FY’08 adds the major subcontracted providers of PIHPs, CMHSPs and prime sub-contractors.

The administrative cost data reported by PIHPs and CMHSPs on the “Section 460 Report” by January 31st of each year are submitted by MDCH to the Legislature annually. In Attachments A and B to this document you will find in each Table One and Table Two. Attachment A, Table One contains all the PIHP Medicaid direct and administrative costs with an explanation that the Balanced Budget Act defines the administrative functions that a managed care organization must perform, whether a PIHP or MCO.  Table One, to be sent to the Legislature, contains each of the 18 PIHP Medicaid direct service costs and administrative costs, and the aggregate prime subcontractors’ Medicaid direct service costs and administrative costs. Table Two, to be used also for PIHP reporting to MDCH, contains the Medicaid direct costs and administrative costs for each PIHP’s prime sub-contractors.  Attachment B, Table One is the CMHSP non-Medicaid direct and administrative costs with an explanation that the Mental Health Code requires certain administrative functions (i.e., the historical “board administration”), with examples like recipient rights, community needs assessment and school-to-community transition services, that are unique to Michigan’s public mental health system and therefore not comparable to other health care organizations.  As with the PIHP attachment, Attachment Two Table One contains each of the 46 CMHSP non-Medicaid direct service costs and administrative costs, and the aggregate prime subcontractors’ non-Medicaid direct service costs and administrative costs. Attachment B Table Two contains each CMHSP’s non-Medicaid direct service costs and administrative costs for each of their prime sub-contractors. 

While many of the administrative functions are derived from the BBA or Mental Health Code requirements, and are delegated by the PIHP and CMHSP to their prime sub-contractors, certain core functions, such as human resources, information systems, and executive director exist in PIHPs, CMHSPs and the prime subcontractors regardless of funding stream. The costs of these core functions must be allocated to the PIHP as Medicaid administrative expenditures and to the CMHSP as non-Medicaid administrative expenditures according to an allocation methodology that is consistent with Office of Management and Budget Circular A-87.  

The Cost Allocation model in response to Section 460 uses A-87 as its foundation. PIHPs and CMHSPs might also use the EDIT (Encounter Data Integrity Team) document titled “Establishing Managed Care Administrative Costs”, June 20,2005, to determine the administrative functions that should be allocated to Medicaid administration regardless of whether they are delegated. The first step of the process requires that each PIHP and CMHSP develop a cost allocation plan and submit it to MDCH prior to the beginning of a fiscal year except for the FY’07 when it will be due prior to the beginning of the 2007 calendar year. It is expected that the cost plans indicate what has been delegated to another entity and what has not, and the methods being used to allocate costs.   MDCH will review the plans, and may comment if a plan contains a questionable allocation methodology, but will not approve plans.  The PIHPs’ and CMHSPs’ annual independent audit will review actual cost allocations and compare to the prospective methodologies in the cost plans.  

The remainder of this document contains 1) steps for determining “allowable” expenditures per applicable state and federal regulations; 2) a diagram depicting where the line is drawn between direct service costs and administrative costs; 3) steps for allocating costs to either direct service and administration; 4) glossary of terms; 5) a flow chart for allocation steps; 6) a question and answer document, version 1; and 7) PIHP and CMHSP Section 460 reports, templates, and instructions for completion. 
MICHIGAN DEPARTMENT OF COMMUNITY HEALTH

Steps For Determining Allowable Costs Per State and Federal Regulations

For costs to be reported by pre-paid inpatient health plans (PIHPs) and community mental health services programs (CMHSPs) as allowable costs they must meet the standard for allowable costs in state and federal regulations. Substance abuse costs reported to PIHPs and CMHSPs must also meet standards for allowable costs. The state regulations are the Mental Health Code and PIHP or CMHSP contracts, and, as applicable, the Medicaid Provider Manual. For governmental units (PIHPs and CMHSPs) the federal standards are in Office of Management and Budget (OMB) Circular A-87. It is used in determining the allowable costs incurred by State and local governments under cost reimbursement contracts. For non- profits those federal standards are in OMB Circular A-122. It is used to establish principles for determining costs of grants, contracts and other agreements with non-profit organizations.  Once costs are determined to be allowable then the PIHP or CMHSP can utilize the Cost Allocation Diagram to determine the classification of the costs between direct services and administration. 

All other costs not allowable under any of these regulations should be reported as “expenditures not other wise reported” on the applicable financial status report (FSR) and must have appropriate administrative costs allocated.

COST ALLOCATION DIAGRAM

Note: PIHPs. CMHSPs, and their prime subcontractors must define all allowable costs (either directly or through allocation) as either “Direct Service” or “Administration.” To be considered an allowable cost, the cost must meet the guidelines defined per OMB Circulars A-87 and 122, the Medicaid Provider Manual or the Mental Health Code.  

	DIRECT SERVICES

	All contract or directly operated services and supports reported as encounters to MDCH data warehouse (the cost of these include face-to-face activities and collateral activities performed on behalf of beneficiary). Note that fiscal intermediary services are now reported as encounters.

	Other General Direct Services (not reported as encounters)

Prevention (not individual-specific)

Outreach (might include homeless projects)

Crisis Intervention

Peer Delivered (not reported as encounter)


	Allocated Overhead  (examples)

Building costs (including building security)

Utilities

Travel/vehicles

Clerical

Equipment (furniture, telephone, personal computer – cabling, server, router, software) 

Medical records – electronic or otherwise

Supplies

Training on specific service

Immediate/First-line supervisors

	ADMINISTRATION

	All functions and activities that are not “direct services” above

	Staff (examples)

Executive Director

Management/ non-immediate supervisory staff

Human resources staff

Budget, Finance and Accounting staff

Reimbursement staff

Training staff

Customer Services staff

Recipient Rights staff

Utilization Management staff

Quality Improvement staff

Information system staff (+ network mgmnt, help desk, security)


	Line Items (examples)

Legal, audit, consultation services

Advisory councils and committees

Accreditation & licensing fees

Association membership fees

County indirect

Subscriptions 

Allocated Overhead (examples)

Building costs

Utilities

Travel/vehicles

Clerical

Equipment (personal computer, furniture, fax, telephone)

Supplies

Training & conferences related to administrative functions


See Steps for Allocating Administrative Cost for additional details.

Steps for Allocating Administrative Costs

Note: These steps, along with the flow chart attached, are provided as guides when developing a cost allocation plan. In Phase I, to commence October 1, 2006, these steps apply to PIHPs and CMHSPs.  Substance abuse coordinating agencies (CAs) and the PIHPs’ and CMHSPs’ prime subcontractors -those entities from which administrative functions are purchased and/or direct services are purchased and further sub-contract with other entities for administrative and/or direct services in fulfillment of their obligations to the contract shall follow steps three through six and report their administrative costs by program type to the PIHPs or CMHSPs with which they contract. 

Phase II, to commence October 1, 2007, requires that similar steps be applied to the subcontractors of PIHPs, CMHSPs, CAs and core providers or prime subcontractors. A determination will be made, in preparation for Phase II, of the materiality of the administrative costs of small subcontractors and/or the relative amount of Medicaid payments that are made to subcontractors.  In addition, Phase II will need to address the issue of subcontractors that are community and private hospitals.

Phase I

1. Determine allowable costs under the applicable state and federal regulations.

2. PIHP and CMHSP must identify the methodologies to be used in their cost allocation plans.  The cost allocation plans for the PIHP drives their affiliate CMHSP cost allocation plans for Medicaid purposes and determination.  The methodologies must meet federal Office of Management and Budget (OMB) Circular A-87 (A87) standards. The cost allocation plan shall be submitted to MDCH by a specified date prior to the start of the fiscal year (except for year one).  

3. Identify all costs that are direct service costs; the remaining costs are administrative costs. (See diagram)

4. Allocate overhead costs to direct service or administrative costs.

5. Allocate direct costs by program (Medicaid, GF, etc)

6. Allocate administration costs by program (Medicaid, GF, etc) utilizing the cost allocation methodologies identified in Step 2.   

7. Report direct service and administrative costs to MDCH on the Section 460 report, Table 2, to be provided.

8. Independent audit shall verify that costs were allocated correctly and according to the cost allocation plan.

Commentary on the steps

1. The applicable state and federal regulations include, but are not limited to, the Michigan Mental Health Code, the service definitions in the Michigan Medicaid Provider Manual, the contract between MDCH and the PIHPs and CMHSPs, and federal OMB circulars.

2. MDCH is not dictating the methodologies for allocating costs. 

· The allocation methods used must meet A-87 standards.  

· The allocation methods may not be changed during the fiscal year unless a material defect is discovered or the law or organization is changed affecting the validity of the methodology.  

· A cost allocation plan due date in late December 2006 or early January 2007 shall be established by MDCH for the Phase I.  Future year allocation plans are due on a date established by MDCH, but no later than October 1st of the year.

· MDCH may review the cost allocation plan to assure it is complete and meets A-87 standards; and will keep the plan on file for future reference.

3. The “direct service” costs are those associated with the covered services that are reported via CPT or HCPCS codes as encounters. 

· Direct service also includes services provided face-to-face to mental health consumers or prospective mental health consumers such as outreach, crisis intervention, prevention, and peer-delivered that do not result in encounter reporting.

· Note that fiscal intermediary service is now a covered service and should be reported in the encounter data system and counted as a direct service cost.  

· The direct service costs include:

· Staff salary/benefits for the time performing the face-to-face activity and the ancillary activities conducted on behalf of the consumer (progress notes, phone calls, etc.)

· Salary/benefits of the immediate supervisor of the staff providing the service. 

· Only if there is documented evidence that the second or third line supervisor is performing a duty that is normally the duty of a direct care provider or his/her immediate supervisor may they be included as direct services.  

· Materiality is a factor in determining whether to include the staff salary/benefits for a second or third line supervisor, clinical director, etc.  

· A panel of experts established by MDCH will provide a ruling where there are local questions about whether a cost is direct service or administrative.

· If electronic medical records are used, these shall be reported as direct service

4. Allocate the overhead costs using the methodologies identified in Step 2.  

· Equipment shall be allocated to include the personal computers, telephones, fax, and office furniture used by the direct service staff and the clerical staff to direct services.  

· Equipment attributable to other staff shall be included in administration.  

· The cost of training required for a specific covered service shall be reported as a direct service cost.

· General training that is provided to staff across the service delivery system shall be included in administration. 

· Building costs, including rent and utilities, shall be allocated to direct services and administration. 

· All other costs that are not determined to be direct service costs, or allocable overhead to direct service activities, are administrative costs.

· While Recipient Rights, Customer Services, and some of Utilization Management and Quality Improvement may include direct contact with consumers, these functions are considered facilitating, advocacy/assistance in protecting/asserting rights and/or “regulatory” functions and therefore classified, for the purpose of cost categorization, as administrative costs.

5. Using the allocation method identified in Step 2, allocate the entire direct service costs by program: Medicaid, Children’s Waiver, GF, Adult Benefits Waiver (ABW), MI-Child, HMO/Other Earned Contract, SA Block Grant, for example.

6. Using the allocation method identified in Step 2 allocate the administrative costs by program:  Medicaid, Children’s Wavier, GF, Adult Benefits Waiver (ABW), MI-Child, HMO/Other Earned Contract, SA Block Grant, for example.  CMHSPs shall separately identify non-Medicaid direct service costs and administration on the new Section 460 Report, Table 2.  CMHSPs that are affiliates report their Medicaid administrative costs to their PIHP.

7. The PIHP shall aggregate and report the Medicaid administrative costs from their affiliates, the substance abuse coordinating agencies, and their core providers or prime subcontractors on the new Section 460 Report, Table 2.  Substance abuse coordinating agencies must report to PIHPs their direct and administrative Medicaid costs as allocated in this manner. CA Medicaid administrative costs may not be allocated to direct Medicaid service costs.

8. The annual independent audit shall review how the administrative and direct service costs were separated and will verify that the methodologies identified in the cost allocation plan were used and that there is evidence to support the allocation of costs was done in compliance with A87 using those methodologies.

GLOSSARY

1. Administrative costs:  For purposes of reporting on the Section 460 Cost Allocation report, these are costs of running the PIHP/CMHSP programs that do not meet the classification of direct service costs. These will include both directly assignable costs and those that are not readily assignable. For reporting purposes “Administration” also includes a share of the allocated overhead costs.

2.
Allocated Overhead

· These are costs that can be allocated to a particular cost objective or activity in accordance with the benefit received.

· Allocated Overhead included in “Direct” 

· In general, these are the minimum requirements for an employee to perform their duties – for example:  space, equipment and transportation (if necessary to access clientele)

· Allocated Overhead included in “Administration”

· Other costs such as human resources, legal counsel and the executive staff are not strictly required for an employee to perform their duties – therefore they are not allocated, but 100% included in “Administration” 

· Examples of costs that may be included in allocated overhead

· Building Rent

· Utilities

· Telephones

· Personal Computers

· Training 

· Specific clinical-type training would be included as “Direct”

· General training, such as a seminar on HIPAA would be included as “Administration”

3. Allowable expenditures: The expenditures allowed by the state and federal regulations.
4. Cost allocation plan

· For this reporting purpose a cost allocation plan should, at a minimum, include:

· For each different allocation basis, include:

· A description of the cost or service to be allocated.  This may require inclusion of an organization chart, a chart of account or other supporting documentation

· Projected costs to be allocated

· A detailed description of the method used to allocate costs

· A summary or pro-forma presentation of the allocation to each activity or program.

5. Cost centers: "Cost objective" means a function, organizational subdivision, contract, grant, or other activity for which cost data are needed and for which costs are incurred.

6. Cost pools: is the accumulated costs that jointly benefit two or more programs or other cost objectives.

7. Direct Service cost: For purposes of reporting on the Section 460 Cost Allocation report, these are all contract or directly operated services and supports reported with CPT or HCPCS codes as encounters to MDCH data warehouse (the cost of these include face-to-face activities and collateral activities performed on behalf of beneficiary).  Other “general” Direct Services not reported as encounters include Prevention (not individual-specific), Outreach (might include homeless projects), Crisis Intervention, Peer Delivered or Drop-in Centers (not reported as encounters). 

· Examples of direct costs

· Employee costs directly identified and devoted to providing services that result in a reportable encounter

· Materials acquired, consumed or expended specifically to provide direct services reported as an encounter

8. Indirect service cost: Allocated Overhead

9. Indirect administrative costs: Allocated Overhead

10. Prime subcontractor: those entities to which administrative functions and/or direct services are delegated and which sub-contract with other agencies. The entities’ responsibilities may be limited to a particular geographic area or a population within the PIHP’s service area, or the CMHSP’s catchment area. The entities may (depending upon the delegation agreement) include CMHSP affiliates, “core providers”, substance abuse coordinating agencies, and Managed Comprehensive Provider Networks (MCPNs).
 Submission Requirements for 460 Cost Allocation Plans

A. General. 

1. Section 460 of P.A. 154 of 2005 required that the Michigan Department of Community Health develop methods and instructions for allocating administrative costs and reporting requirements for the Pre-Paid Inpatient Health Plans (PIHPs), Community Mental Health Services Programs (CMHSPs), and their sub-contractors.  
2. Guidelines and illustrations of 460 cost allocation plans are adapted from a brochure published by the Department of Health and Human Services entitled "A Guide for State and Local Government Agencies: Cost Principles and Procedures for Establishing Cost Allocation Plans and Indirect Cost Rates for Grants and Contracts with the Federal Government." 

3. This plan will be used to allocate the actual costs of the PIHP or CMHSP for the fiscal year ended 9/30/2007 between service and administrative costs for the 460 Cost Allocation Report.

4. Scope of the 460 Cost Allocation Plans for the 460 Cost Allocation Report: The 460 cost allocation plan shall be comprehensive and will include all costs of the applicable PIHP, CMHSP or Prime Subcontractor.

B. Submission Requirements. 
1. Each PIHP or CMHSP will submit a plan to the Michigan Department of Community Health for each year in which it reports costs for the 460 Cost Allocation Report. The plan should include (a) a projection of the next year's allocated service and administrative cost (based on the budget projection for the coming year). 

2. Prime subcontractors required to report service and administrative costs must develop a plan in accordance with the requirements described in this document and submit it to the applicable PIHP or CMHSP.  All 460 cost allocation plans will be prepared and submitted prior to the beginning of each fiscal year in which reporting is required 

C. Documentation Requirements for Submitted Plans. The documentation requirements described in this section may be modified, expanded, or reduced by MDCH on a case-by-case basis. 

1. General. All proposed plans must be accompanied by the following: an organization chart sufficiently detailed to show operations including all the activities of the PIHP or CMHSP whether or not they are shown as benefiting from service and administrative functions; a copy of the Executive Budget to support the allowable costs of each service and administrative activity included in the plan; and, a certification (see subsection 3.) that the plan was prepared in accordance with OMB Circular A-87, contains only allowable costs, and was prepared in a manner that treated similar costs consistently among all the programs. 

2. Allocated service and administrative costs. For each allocated service or administrative cost, the plan must also include the following: a brief description of the service and administrative function*, an identification of the unit rendering the service and the operating programs receiving the service/benefit, the items of expense included in the cost of the service, the method used to distribute the cost of the service to benefited programs, and a summary schedule showing the allocation of each service to the specific benefited programs.

3. Required certification. Each 460 cost allocation plan will be accompanied by a certification in the following form: 

CERTIFICATE OF 460 COST ALLOCATION PLAN
This is to certify that I have reviewed the 460 cost allocation plan submitted herewith and to the best of my knowledge and belief: 

(1) All costs included in this proposal [identify date] to establish cost allocations or billings for [identify period covered by plan] are allowable in accordance with the requirements of OMB Circular A 87, "Cost Principles for State, Local, and Indian Tribal Governments," and the Federal award(s) to which they apply. Unallowable costs have been adjusted for in allocating costs as indicated in the cost allocation plan. 

(2) All costs included in this proposal are properly allocable to service or administrative costs on the basis of a beneficial or causal relationship between the expenses incurred and the categories to which they are allocated in accordance with applicable requirements. Further, the same costs that have been treated as indirect costs have not been claimed as direct costs. Similar types of costs have been accounted for consistently. 

(3) All costs included in this proposal are allocated to service or administration and reported in compliance with the Michigan Department of Community Health Cost Allocation Requirement for [identify period covered by plan].

I declare that the foregoing is true and correct. 

Governmental Unit: _____________________ 

Signature: ____________________________ 

Name of Official: _______________________ 

Title: ________________________________ 

Date of Execution: _____________________ 

SECTION 460 CMHSP COST REPORT

INSTRUCTIONS FOR COMPLETION

CMHSPs will use Table 2 of the Direct Service/Administrative Cost Report (Appendix C) for reporting in compliance with Section 460 of Public Act 154, 2005.  Please refer to the Requirement for Allocating Administrative Costs for details and definitions of terms.

To complete Table 2:

1. Enter CMHSP name and enter an X in the box to indicate six-month or annual report.

2. Enter in row 1, col. B the cost of the total non-Medicaid direct services that the CMHSP provided directly (not via Prime Subcontractor or other Subcontracted Provider).

3. In row 1, col. E, enter the cost of the non-Medicaid administration for the CMHSP (less the administrative costs of the Prime Subcontractor or other Subcontracted Provider).

4. Cols. H, I, J, and K will self-calculate.

5. In Rows 2 through 14, enter in the Col. A the names of the Prime Subcontractors.

6. In Rows 2 through 14, Col. C, enter the cost of the total non-Medicaid direct services that each Prime Subcontractor provided directly.

7. In Rows 2 through 14, Col. F enter the costs of non-Medicaid administration for the Prime Subcontractor (less the administrative costs for any other Subcontracted Provider).

8. Rows 2 through 14, Cols. H, I, J and K will self-calculate

9. Row 15, Col C and F will automatically calculate the costs of the total non-Medicaid direct services and total non-Medicaid administration for the Prime Subcontractors (total of rows above)

10. Row 16, Col. D, enter the total costs for non-Medicaid direct services and administration performed by Subcontracted Providers as delegated by the CMHSP and/or the Prime Subcontractors.

11. Row 16, Cols. H and J will self calculate.

12.  Row 17, cells will automatically fill with totals from Rows 1, 15 and 16, and Col. H, I, J, and K will self-calculate 

13. Row 18, enter the amount of Local Contribution to State Medicaid Match allocated to non-Medicaid services and non-Medicaid administration. Cols. H, I, J and K will self-calculate.

14.  Row 19, cells will automatically add rows 17 and 18.

SECTION 460 PIHP COST REPORT

INSTRUCTIONS FOR COMPLETION

PIHPs will use Table 2 of the Direct Service/Administrative Cost Report (Appendix D) for reporting in compliance with Section 460 of Public Act 154, 2005.  Please refer to the Requirement for Allocating Administrative Costs for details and definitions of terms.

To complete Table 2:

15. Enter PIHP name and enter an X in the box to indicate six-month or annual report.

16. Enter in row 1, col. B the cost of the total Medicaid direct services that the PIHP provided directly (not via Prime Subcontractor or other Subcontracted Provider).

17. In row 1, col. E, enter the cost of the Medicaid administration for the PIHP (less the administrative costs of the Prime Subcontractor or other Subcontracted Provider).

18. Row 1, Cols. H, I, J, and K will self-calculate.

19. In Rows 2 through 14, enter in the Col. A the names of the Prime Subcontractors.

20. In Rows 2 through 14, Col. C, enter the cost of the total Medicaid direct services that each Prime Subcontractor provided directly.

21. In Rows 2 through 14, Col. F enter the costs of Medicaid administration for the Prime Subcontractor (less the administrative costs for any other Subcontracted Provider).

22. Rows 2 through 14, Cols. H, I, J and K will self-calculate

23. Row 15, Col C and F will automatically calculate the costs of the total Medicaid direct services and total Medicaid administration for the Prime Subcontractors (total of rows above)

24. Row 15, Cols. H, I, J and K will self-calculate.

25. Row 16, Col. D, enter the total costs for Medicaid direct services and administration performed by Subcontracted Providers as delegated by the PIHP and/or the Prime Subcontractors.

26. Row 16, Cols. H and  J will self calculate.

27.  Row 17, cells will automatically fill with totals from Rows 1, 15 and 16, and Col. H, I, J, and K will self-calculate 

28. Row 18, enter the amount of Quality Assurance Assessment Tax (QAAP) allocated to Medicaid services and Medicaid administration. Cols. H, I, J and K will self-calculate.

29.  Row 19, cells will automatically add rows 17 and 18.
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