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Dear State Health Official:

This letter is to provide you with information on the corrective action process for reducing
improper payments in Medicaid and the State Children’s Health Insurance Program (SCHIP) as
identified under the Payment Error Rate Measurement (PERM) program. CMS developed the
PERM program to comply with the Improper Payments Information Act (IPIA) of 2002 (P.L.
107-300, Nov. 26, 2002), which requires measurement of programs at risk for significant
improper payments. The IPIA also requires a report on what actions will be taken to reduce
improper payments. The Office of Management and Budget identified Medicaid and the SCHIP
as programs at risk for significant improper payments. Since States administer Medicaid and
SCHIP and make payments for services rendered under these programs, it is necessary that
States participate in the PERM measurement and take corrective actions to reduce improper

payments.

CMS issued a proposed rule implementing PERM on August 24, 2004 (69 FR 52620), and
interim final rules on October 5, 2005 (70 FR 58260) and August 28, 2006 (71 FR 50150). Our
rules for PERM error rate calculation for both Medicaid and SCHIP are set out at 42 C.F.R., Part
431, subpart Q (42 C.F.R. section 431.950 et seq.).

The corrective action process involves analyzing findings from the PERM measurement,
identifying root causes of errors and developing corrective actions designed to reduce major
error causes, trends in errors or other factors for purposes of reducing improper payments. We
have enclosed a description of the essential steps to be taken for an effective corrective action
process, a timeline that illustrates by example when States should submit corrective action plans
to CMS, and instructions for developing a corrective action plan.

We appreciate the cooperation that States have afforded us in the implementation of the PERM
program. We look forward to our continued partnership in the forthcoming years as we work to
ensure the integrity of the Medicaid and SCHIP programs.

Sincerely,

Timgthy B.'Hill Dennis G. Smith

Director Director
Office of Financial Management Center for Medicaid and State Operations





































