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Piedmont Geriatric Hospital and Catawba Hospital
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• Piedmont and Catawba are state-owned hospitals operated by DBHDS

• Piedmont serves 130 patients and is located in Nottoway County –
2017 DMAS spend at Piedmont = $17.4 million (total funds)

• Catawba serves 111 patients and is located in Roanoke County –
2017 DMAS spend at Catawba = $8.4 million (total funds)

• They focus on inpatient treatment for geriatric mental illnesses

• Most patients are Medicaid-eligible, and many are dually eligible for 
Medicare

• Facilities primarily furnish long-term psychiatric services, they often 
provide acute care services when their patients fall physically ill

Background
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Federal Claiming 

Medicaid eligible services are 
delivered to Medicaid eligible 
members

DMAS pays the provider for the services using a 
mix of state and federal funds – DMAS draws 
federal funds weekly to make payments

DMAS files a federal expenditure report 
with CMS quarterly

CMS reviews federal expenditure report on a 
quarterly basis – CMS finalizes the grant on an 
annual basis (meaning any outstanding issues 
must be resolved)

If CMS believes an expense 
was not allowable, they can 
issue a disallowance or 
deferral, which removes 
federal funding for the 
questioned expense.

DMAS has some experience 
with disallowances, 
particularly related to a 
DSH spending at UVA and 
VCU in 2006-2011. 

DMAS has limited 
experience with deferrals.



Disallowances and Deferrals 
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The federal government can retain and demand the return of federal funds when 
they believe that spending was not allowable

Disallowance
An action the Federal Government can take to demand 
the State return federal funds that were spent anytime in 
the past…once issued, states can appeal and retain funds 
while appeal is in progress

Deferral
An action the Federal Government can take to stop the 
payment of federal funds for expenditures in recent 
quarters…once issued, states may attempt to resolve but 
must pay funds when the annual grant finalizes if not 
resolved

Unless deferrals are resolved, they eventually become disallowances and the state would then have 
appeal rights
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OIG Audit Findings
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OIG issued a draft report in March 2014

DMAS provided a response in April 2014, indicating its 
disagreement with the findings

OIG issued it final report in July 2014, with the following findings:
• Facilities were not properly certified as psychiatric hospitals because 

they did not demonstrate compliance with special CoP
• State should refund federal share of payments to facilities made 

during the audit period
• Ensure that psychiatric hospitals receiving Medicaid reimbursement 

meet the special CoP



Piedmont and Catawba OIG Audit
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Timeline of Events

• CMS advises that they blocked the survey because the facilities cannot be 
acute care for Medicare and long-term care for Medicaid 

• DMAS responds indicating its disagreement with the findings
• DMAS and DBHDS request that facilities be surveyed for special CoPs
• CMS blocks the facilities from being surveyed

• OIG issues draft report

October 2014

• DBHDS meets with CMS to explore options for the facilitiesDecember 2014

• DBHDS conducts meeting with Money Committee staff regarding facilitiesJanuary 2015

• DMAS and DBHDS conduct conference call with CMS on issuesSeptember 2016

• CMS provides letter with answers to questions from September 2016 callSeptember 2017

• DMAS receives disallowance letterJune 2018

• DMAS files reconsideration request with CMSAugust 2018

April 2014

March 2014

Throughout this timeframe, DMAS and DBHDS were keeping DPB and Money Committee staff aware of the 
status of the Piedmont and Catawba issue



Piedmont and Catawba are Institutes of Mental Disease 
for Medicaid Purposes
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The Social Security Act lists two different types of inpatient mental health services 
that Medicaid may reimburse for:

Inpatient hospital 
services in an 
Institute of 

Mental Disease

For member 65 
and older:

Inpatient  
psychiatric 

hospital services

For member 
under 21:

A term used exclusively in the Medicaid 
program, a facility with 16 or more beds  
which provides diagnosis, treatment and 

care of persons with mental diseases…does 
not require survey as a psychiatric hospital

Used in Medicaid and 
Medicare statute, a 

facility that primarily 
provides psychiatric 

services for the 
diagnosis and 

treatment of mental 
illness…requires survey 
as a psychiatric hospital



Piedmont and Catawba Licensure Status
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• Both facilities were compliant with acute care hospital Conditions of Participation 
(CoP) through Joint Commission accreditation

• Both facilities complied with an extensive set of state requirements governing 
state-owned behavioral health hospitals

• These extensive state requirements are substantially similar to the special 
Conditions of Participation applicable to psychiatric hospitals

• Even though IMDs are not subject to the same requirements at psychiatric 
hospitals, both Piedmont and Catawba satisfied these same requirements 
that are similar to the special Conditions of Participation

Why must the facilities qualify as IMDs?
If they do not qualify as IMDs, because of the nature of the services they provide, 
Medicaid cannot reimburse them. Most of the facilities’ reimbursement comes from 
Medicaid.



Potential Liability
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• DMAS has continued to pay the facilities since 12/31/2010

• Total potential liability 

• Disallowance = $57.9M

• Payments made since 12/31/2010 = $78.9M

• Total Potential Liability = $136.8M*

• If DSH payments are included, total potential liability = $185.4M*

• DMAS is continuing to pay the facilities at this time – DMAS pays the 
facilities approximately $2.2 million per month (total funds)/$1.1 million per 
month (federal funds)

*Note: This represents the federal portion of payments made to the facilities. DMAS will need to use 
100% General Funds to repay this amount to the federal government.
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Likely Needs Related to Piedmont and Catawba
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DMAS will continue to pursue a reconsideration, followed by an 
appeal if necessary. If successful, this could eliminate any liability.

If the reconsideration and potential appeal are unsuccessful, DMAS 
will need funds to pay the disallowance plus all claims for the 
facilities since the audit period. DMAS will likely need these funds 
($136.8M* + ~$13.4M (FY19 claims)) before the end of FY19.

Even if the appeal is ongoing at the end of FY19, CMS can begin 
deferring FY19 payments before the appeal is concluded. 

DBHDS is working to develop a plan for the facilities. If the appeal is 
unsuccessful, that will mean funding the facilities without Medicaid 
reimbursement. 

*Note: If DSH payments are included, the total potential liability for prior year is $185.4M
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OIG Audit and CMS Interest in Cost Allocation
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Spring 2017
OIG initiated an 

audit of cost 
allocation

Cost allocation is the methodology used to distribute administrative costs to 
benefiting programs. Any agency claiming federal funds for administrative costs is 
required to have a cost allocation plan (CAP) that describes the methodology.

June 2018
OIG issues 
their final 

report which 
recommends 

Virginia 
return $7.7M

Spring 2017
CMS financial 

reviewers took an 
interest in cost 

allocation

October 2017
CMS financial 

reviewers issue 
first cost allocation 
deferral for $25M

OIG and CMS findings are both related to cost 
allocation, but the alleged problems they found 
are slightly different



OIG Cost Allocation Report
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• OIG contends that DMAS did not include all cost centers in cost 
allocation plans in 2016 and 2017

• DMAS disagrees with this finding – OIG misinterpreted the cost 
allocation plan

• OIG recommends that DMAS return $7.7M to the federal government, 
but no disallowance has been issued at this time



CMS Actions on Cost Allocation Plan
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• CMS financial reviewers issued a deferral in October 2017 related to cost allocation, 
this first deferral was for $25.7M

• DMAS was forced to return the funds to federal government in August 2018

• CMS financial reviewers contend that DMAS did not include appropriate 
methodologies in its cost allocation plan

• DMAS again disagreed with the finding

• CMS issued 7 additional deferrals between January and June 2018 for the same reason

• Even though it disagreed with the finding, DMAS began working with CMS in October 
2017 to rectify the cost allocation issues

• In July 2018, CMS accepted the changes that DMAS had made to its cost allocation 
plan and released all deferrals it had issued except for the first $25.7M deferral from 
October 2017

• CMS has indicated that this deferral will eventually become a disallowance, 
meaning that the funds will be permanently kept by the federal government



DMAS Has Taken a Variety of Actions to Resolve Cost 
Allocation Issues
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• DMAS acted quickly to work with CMS to resolve cost allocation issues 
before they escalated

• DMAS engaged outside expertise, through Public Consulting Group, to 
review all cost allocation methodologies and work done at DMAS – they 
will make recommendations to improve cost allocation to avoid future 
problems

• DMAS is in the process of engaging outside expertise, through Myers and 
Stauffer LC, to review all federal expenditure reporting functions at DMAS 

• They will make recommendations to improve these functions, as well 
as update internal standard operating procedures and train staff



Piedmont Geriatric & Catawba Hospitals Certification Issue

House Appropriations Committee
September 17, 2018



Piedmont (PGH) and Catawba (CH) Certification
Key Points

1
.

Throughout their history, DBHDS geriatric hospitals/units have operated as joint 
psychiatric hospitals and nursing facilities.

2
.

2014 major change - CMS Inspector General said Virginia could not bill for both 
psychiatric and nursing care and identified a now $57.9M disallowance from 2006-2010
for improperly billed charges at PGH and CH.

3
.

To attempt to end the dual billing problems, DBHDS began proceedings to certify PGH and 
CH as nursing facilities. This option would maximize potential reimbursement.

4
.

2015 major change - CMS decertified the geriatric unit at Eastern State, saying it did not 
meet the federal definition of a nursing facility (it was certified as a nursing facility 
throughout its history). VDH stated PGH’s and CH’s policies do not comply with nursing 
home standards.

5
.

The only path forward is to proceed to certify PGH and CH as psychiatric hospitals, 
receiving little reimbursement, but preferable to operating only on general fund dollars. 
Evolving Joint Commission standards require a new assessment of physical plant and 
staffing requirements.

6
.

PGH and CH are at risk of losing a projected Medicaid revenue of $27.3M in FY 2019 due 
to certification issues.  On June 26, 2018, DMAS notified DBHDS it received the CMS 
disallowance letter on payback for due to incorrect billing from 2006-2010.  The agencies 
are collaborating on appeal process requirements and identifying issues and decision 
points on billing.



• Prior to FY 2005, Medicare and Medicaid certified PGH and CH as Long Term Care 
Hospitals (Chronic Disease Hospitals). 

• Nearly 100% of the geriatric population at both hospitals during that time were dual 
eligible for both Medicare and Medicaid.  
o Primary admission diagnosis is psychiatric.
o The acute psychiatric treatments were covered by Medicare. Once no longer acute, 

coverage fell to Medicaid.
o When these patients became medically sick, they were placed under “Active Medical 

Management” and thus were covered by Medicare.
o When not covered by Medicare, primary coverage fell to Medicaid.

• Post FY 2005, CMS had two main problems with certification and billing:
1. PGH & CH were certified by Medicaid as one thing and Medicare as another for 

the same beds. CMS said different certifications were possible only if beds and 
administration were separate.

2. PGH and CH were never surveyed under the “Medicare special conditions for 
participation” to be certified as Psychiatric  Long Term Care Hospitals.

Certification Background



DBHDS Plan for PGH and CH

Current Operations and Certifications
Purpose (Service Delivery): 

Psychiatric Treatment and Care
Current Certification: 

Before 2014, certified as Long Term Care 
Hospitals. Since 2014 are no longer 

certified by Medicare or Medicaid. Now 
accredited by TJC as Psychiatric Hospitals

Piedmont Operational Beds: 123
Catawba Operational Beds: 110

Future Operations and 
Certifications

Purpose (Service Delivery): 
Psychiatric Treatment and Care

Future Certification: 
Seek from CMS and VDH 

certification as Acute Inpatient 
Psychiatric Hospital

Piedmont Operational Beds: 123
Catawba Operational Beds: 110



DBHDS Resource Needs

DBHDS plans to submit a budget request to fill the gap from the loss of Medicaid Revenue. 
DBHDS will need additional general fund for continued hospital operations and to transfer 
general fund match from DMAS. Analysis below assumes the hospital will no longer bill 
DMAS starting Nov 1. DBHDS will need $8.6M in FY 2019 and $12.8M in FY 2020 and 
ongoing.

FY 2019 FY 2020 (and ongoing)
Total Budgets Piedmont + Catawba $56,360,273 $56,360,273
General Fund MH Hospital Budgets $25,566,012 $25,566,012
General Fund DMAS Transfer $5,837,117 $14,507,846
Special Fund Revenue Projected $16,287,910 $3,492,142
Additional Funds Needed $8,669,234 $12,794,273

Capital Requirements
Catawba:
• Triage 5-7 years $28M
• Full replacement $126M

Piedmont:
• Triage for 5-7 years $18M
• Full replacement $141M



DBHDS Way Ahead – Three Steps

Sustain Current Operations and Seek Certification at Piedmont and 
Catawba

DBHDS recommends that DMAS provide a 
letter for reconsideration to CMS on the 
disallowance, and then if necessary seek 
appeal of the disallowance ruling.  DMAS has 
up to 60 days from receipt of letter (June 26, 
2018), for a letter of reconsideration and then 
potentially another 60 days to appeal if CMS 
disapproves the letter of reconsideration.  It is 
unclear how much time CMS normally takes 
to reconsider or approve / deny appeal. 
DMAS has initiated this with formal letter of 
reconsideration. DBHDS is currently working 
with DMAS and outside counsel to address 
CMS questions generated by letter for 
reconsideration.

Step 1 – DMAS initiate CMS appeal 
process

Seek certification 
for Piedmont 
Geriatric and 
Catawba as Acute 
Psychiatric Hospital

Step 2

Submit decision 
brief/budget 
request through 
OSHHR and DPB to 
Governor on the 
resources/ funding 
required in FY 2019 
and FY 2020 to 
support PGH and CH

Step 3



DBHDS Way Ahead – Three Steps

Sustain Current Operations and Seek Certification at Piedmont and 
Catawba

Given the minimal resource 
requirements and high probability of 
successful certification, DBHDS would 
proceed with the VDH application 
process for certification of PGH and CH 
as Acute Psychiatric Hospitals.  This 
process typically takes between two  and 
three months to complete.  Assuming an 
October 1st application start date, 
DBHDS / VDH would be looking to 
conclude this process in the January, 
2019 timeframe.

Step 2 – Seek certification for Piedmont 
Geriatric and Catawba as Acute 

Psychiatric Hospital

Submit decision 
brief/budget 
request through 
OSHHR and DPB to 
Governor on the 
resources/ funding 
required in FY 2019 
and FY 2020 to 
support PGH and CH

Step 3

DMAS initiate CMS 
appeal process

Step 1



DBHDS Way Ahead – Three Steps

Sustain Current Operations and Seek Certification at Piedmont and 
Catawba

Assuming a DBHDS billing change Long 
Stay Psychiatric to Acute Psychiatric of 
Nov. 1, 2018 PGH and CH would have a 
revenue shortfall approaching $21M in 
FY 2019.  DBHDS would seek an 
administrative transfer of available GF 
match at DMAS to offset a portion of this 
requirement.  It would then seek a GF 
appropriation increase of $8.6M in FY 
2019 and $12.8M in FY 2020 in order to 
sustain current operations.  DBHDS 
would also likely earmark one-time 
special fund resources and available 
maintenance reserve funding in order to 
address any capital improvement 
needed to attain certification.  

Step 3 – Submit decision brief/budget 
request through OSHHR and DPB to 
Governor on the resources/funding 
required in FY 2019 and FY 2020 to 

support PGH and CH

Seek certification 
for Piedmont 
Geriatric and 
Catawba as Acute 
Psychiatric Hospital

Step 2

DMAS initiate CMS 
appeal process

Step 1



BACK UP SLIDES



Timeline

Date Event/Action
July 2004 Medicare CMS changes certification for PGH & CH from Long Term 

Care Hospitals to Acute Care Hospitals. 
August 2004 DMAS contacts CMS for clarification of PGH and CH

September 30, 2004: CMS responds that facilities classified as  Institutes for 
Mental Disease (IMDs): DMAS contends classifications will stand

March 31, 
2012

Meeting was held with DMAS staff & DBHDS regarding the HHS 
Office of Inspector General Audit regarding IMDs covering the time 
frame of 1/06 through 12/10

April 17, 
2012

HHS OIG forwards letters to DBHDS indicating intent to audit

April 18, 
2012

DMAS contacts counsel in case outcome of the audit is an appeal

May 2012 Documentation was forwarded to the counsel representing DMAS
June 2012: A summary document outlining the history of PGH & CH sent to 
counsel

March 2014 DMAS received Draft Report from HHS OIG
April 2014 DMAS responds to Draft Report from HHS OIG indicating their 

disagreement with the report.



Timeline (continued)
Based on findings relative to PGH/CH, DBHDS examined options with the assistance of national 
experts. Most reliable reimbursement stream was NF Medicaid as used at Hancock.  Also, 
relinquished Medicare on December 31, 2014 to eliminate dual billing problem.

Date Event/Action
April 2014 DMAS requested VDH survey PGH and CH as Acute Psychiatric Hospitals 

under the SCOP 
Oct 2014 DBHDS, DMAS, CMS conference call regarding potential certification.  

CMS advises that you cannot have the same beds certified as two 
different levels of care. 

Dec 2014 DBHDS meets with CMS on options. DBHDS relinquishes Medicare 
certification to eliminate billing problems.  

Jan 2015 DBHDS meets with Governor McAuliffe.

Jan 2015 DBHDS conducts a meeting with Money committee staff as well as 
Secretary of HHS. 2015 General Assembly Session Governor’s introduced 
budget provides funding to address revenue shortfall.

Feb 2015 DBHDS begins nursing home certification process for CH and Piedmont with Health Department 
(VDH).



Timeline (continued)

Date Event/Action
March 2015 Hancock Geriatric at Eastern State receives CMS notice of potential loss of nursing home 

certification. Problems included:
• Personal freedoms to come and go (open doors), choose own physician, 

maintain personal items, broad visitation, etc.
• Basically, a preponderance of involuntarily committed psychiatric patients 

is incompatible with the NH standards (now). 
• Discussions with CMS began re Hancock and continued for several months. 
• This has a direct impact on the situation with PGH & CH

June 2015 DBHDS conducts a conference call with CMS.  
June 2015 VDH indicates to DBHDS that PGH and CH do not meet the definition of a 

nursing home 
Aug 2015 DBHDS conducts a conference call with North Carolina  for information 

as to how they operate



Timeline (continued)

Date Event/Action
Sept 2015 DBHDS withdraws from further negotiation with CMS re: Hancock

Nov 2015 DBHDS presents a study required by the General Assembly to 
evaluate the operational, maintenance and capital costs of these 
hospitals.  

Feb 2016 DBHDS provides a presentation on Closure and Reinvestment  to the 
2016 General Assembly Session

July 2016 CMS advised DMAS that a formal disallowance is likely within 2 or 3 months

Sept 2016 DBHDS, DMAS, SHHR conduct a conference call with CMS

Feb 2017 DBDHS submits a decision brief to The Governor to seek Medicare 
certification as Acute Psychiatric Hospitals under the SCOP for PGH & 
CH.

Sept 2017 DMAS received a letter from CMS providing answers to questions 
asked during a phone call.



Timeline (continued)

Date Event/Action
Nov 2017 DMAS received a “heads up “phone call from the CMS Associate Regional 

Administrator that CMS would be forwarding a disallowance letter pertaining to 
the OIG audit of PGH and CH.  

Nov 2017 DBHDS submits a study  conducted by an independent consultant to the General 
Assembly on comprehensive plan for the publicly funded geropyschiatric system of 
care in Virginia.  

May 2018 DBHDS  forwards documentation to VDH to decertify 20  beds at PGH in 
preparation for VCBR to occupy 1 Ward of PGH.  VDH contacts DBHDS and advises 
that per their records, PGH is closed and is not certified for any level of care.  

June 2018 VDH advised DBHDS that:
1. When PGH and CH applied to VDH to withdraw from the Medicare certification, VDH 

also closed out both PGH and CH’s Medicaid certification.  However, CMS has 
continued to pay for services. 

2. CMS representative’s guidance regarding whether a non-certified hospital can bill 
Medicaid without being certified as a Medicaid-Only Hospital indicated “I know that 
they are not supposed to - Medicaid shouldn't pay. But I have heard of this happening 
before.“

3. DBHDS contacted the OAG for advice.  The OAG is checking with Medicaid Section and 
will report back the week of June 25th.  

June 26, 2018 DMAS informs DBHDS that CMS has stated again that it intends to  issue a  $58 
million disallowance  letter


	DMAS Federal Finance Issues for House Appropriations��SEPTEMBER 17, 2018��Jennifer Lee, MD��Director, �Department of Medical �Assistance Services��
	Slide Number 2
	Piedmont Geriatric Hospital and Catawba Hospital
	Slide Number 4
	Slide Number 5
	Disallowances and Deferrals 
	Slide Number 7
	OIG Audit Findings
	Piedmont and Catawba OIG Audit
	Piedmont and Catawba are Institutes of Mental Disease for Medicaid Purposes
	Piedmont and Catawba Licensure Status
	Potential Liability
	Slide Number 13
	Likely Needs Related to Piedmont and Catawba
	Slide Number 15
	OIG Audit and CMS Interest in Cost Allocation
	OIG Cost Allocation Report
	CMS Actions on Cost Allocation Plan
	DMAS Has Taken a Variety of Actions to Resolve Cost Allocation Issues
	Slide Number 20
	Piedmont (PGH) and Catawba (CH) Certification�Key Points
	Slide Number 22
	DBHDS Plan for PGH and CH
	DBHDS Resource Needs
	DBHDS Way Ahead – Three Steps
	DBHDS Way Ahead – Three Steps
	DBHDS Way Ahead – Three Steps
	Slide Number 28
	Timeline
	Timeline (continued)
	Timeline (continued)
	Timeline (continued)
	Timeline (continued)

