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 October 25, 2006
The Honorable Arnold Schwarzenegger


Alan Bersin
Governor of California




Secretary of Education

Gregory Schmidt 





E. Dotson Wilson
Secretary of the Senate




Chief Clerk of the Assembly

Subject: Report to the Legislature: Administrative Errors in Alternative Payment and
              CalWORKs Child Care Programs for Fiscal Year 2005-06 
I am submitting the enclosed report, Administrative Errors in Alternative Payment and CalWORKs Child Care Programs for Fiscal Year 2005-06 as required by Provision 7 of Item 6110-001-0890 of the Annual Budget Act of 2006.
If you have any questions regarding this report, please contact Janet Jendrejack, Manager, Alternative Payment Monitoring Unit, Child Development Division, at 

916-322-4310.
Sincerely,

JACK O’CONNELL
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Enclosures
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cc:
The Honorable Wesley Chesbro, Chair, Senate Budget and Fiscal Review

                     Committee
The Honorable Dennis Hollingsworth, Vice Chair, Senate Budget and Fiscal
          Review Committee


The Honorable John Laird, Chair, Assembly Budget Committee


The Honorable Rick Keene, Vice Chair, Assembly Budget Committee

The Honorable Kevin Murray, Chair, Senate Appropriations Committee

The Honorable Sam Aanestad, Vice Chair, Senate Appropriations Committee

The Honorable Mark Leno, Chair, Assembly Appropriations Committee

The Honorable Sharon Runner, Vice Chair, Assembly Appropriations 
          Committee

The Honorable Jack Scott, Chair, Senate Education Committee and Chair,

          Senate Budget and Fiscal Review Subcommittee No. 1 on Education


The Honorable Abel Maldonado, Vice Chair, Senate Education Committee

The Honorable Gene Mullin, Chair, Assembly Education Committee

The Honorable Mark Wyland, Vice Chair, Assembly Education Committee

The Honorable Mervyn M. Dymally, Chair Assembly Budget Subcommittee

No. 2 on Education Finance
Michael C. Genest, Director, Department of Finance

Diane Boyer-Vine, Legislative Counsel, Legislative Counsel’s Office

Jennifer Kuhn, Director K-12 Education, Legislative Analyst’s Office

Elizabeth G. Hill, Legislative Analyst, Legislative Analyst’s Office

Paul Navarro, Deputy Legislative Secretary, Office of the Governor

Jeannie Oropeza, Program Budget Manager, Department of Finance

Janet Coles, Librarian, California State Library, Government Publications
CALIFORNIA DEPARTMENT OF EDUCATION

Annual Report to the Governor and the Legislature Regarding Administrative Errors in Alternative Payment and CalWORKs Child Care Programs for Fiscal Year 2005-06

EXECUTIVE SUMMARY 

This is the first report required by Provision 7 of Item 6110-001-0890 of the Budget Act of 2006. Provision 7 requires that the Department of Education select a statistically meaningful sample of the basic family data files from local Alternative Payment and CalWORKs contractors each year, analyze those files for administrative errors, and report the results to the Governor and the Legislature annually for each contractor.  

During fiscal year 2005-06, the Alternative Payment Monitoring Unit conducted reviews of 31 contractors. The average estimated error rate for these contractors was 20 percent. While this result is consistent with the statewide average error rate estimated and reported in 2005
; the contractor-specific estimates completed last year revealed tremendous variation within that average – from 0 percent to 100 percent. 

Of the 31 contractors reviewed last year, eight contractors had error rates estimated above 15 percent, and 23 had error rates estimated at or below 15 percent. Of the eight contractors with estimated error rates above 15 percent, six contractors consistently failed to comply with Section 18065 of Title 5 of the California Code of Regulations, which caused an error in nearly every file reviewed for those contractors.  

Section 18065 requires that parents and providers use daily sign-in and sign-out sheets to record the child’s attendance in care. Without documentation of the child’s attendance, there was insufficient evidence to support reimbursement for care. Therefore, the provider’s payment was recorded as an error. If all six of these contractors had been complying with Section 18065, their error rates would have been below 10 percent (in the case of one contractor, 0 percent), and the average error rate of all 31 contractors reviewed would have been 7 percent.  

The availability of contractor-specific data also allowed the Child Development Division to focus assistance on the specific practices contributing to each contractor’s estimated error rate. Because our technical assistance was more focused, our expectation is that error rates will be significantly lower when these agencies are audited a second time.

During the current fiscal year, we hope to complete error rate estimates for nearly all of the remaining CalWORKs and Alternative Payment contractors. 
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INTRODUCTION

This report is submitted in compliance with Provision 7 of Item 6110-001-0890 of the Budget Act of 2006. Provision 7 requires that the Department of Education select a sample of basic family data files from each contractor operating CalWORKs Stage 2, CalWORKs Stage 3, or Alternative Payment Programs and analyze that sample to estimate any dollars paid in error (either overpayments or underpayments) in four different categories (eligibility, need, parent fee, and provider reimbursement). Provision 7 requires that the Department report estimated error rates for the Alternative Payment and CalWORKs Stages 2 and 3 programs annually to the Legislature and Governor
.

In response to Legislative hearings and testimony regarding program integrity in California’s Alternative Payment and CalWORKS child care programs, the Budget Act 

of 2004 included an appropriation, position authority, and language directing the Department to conduct audits of local child care contractors. Pursuant to this language, the Department created the Alternative Payment Monitoring Unit (APMU). The APMU selects a sample of family data files and analyzes those files for administrative errors in four separate areas:

1. Eligibility

2. Certified Hours of Care (Need)

3. Family Fee

4. Provider Reimbursement

The result of this analysis determines a cumulative administrative error rate for each contractor which is reported annually to the Legislature and the Governor.

In implementing the above language, the Department has also been directed by the federal Improper Payments Information Act
, which requires that state recipients of federal funding seek to identify and report rates of improper payments.

Background and Methodology

Eligibility for child care services is determined at the time of enrollment, or within six months of the date of transfer from CalWORKs Stage 1 to Stage 2 or 3. Families are eligible for subsidized child care services when:

· the family receives cash-aid; 

· the family’s income is equal to or less than 75 percent of state median income;

· the family is homeless; or

· the children are recipients of child protective services or at risk or abuse or neglect.  

The hours of care provided to the family are determined by the family’s need for services, which includes the time necessary for parents to:

· work;

· attend vocational education;

· seek employment or permanent housing; 

· comply with a CPS plan for the child or the plan of a licensed professional because the child is at risk of abuse or neglect; or

· receive respite care during the time the parent(s) is medically incapable of providing care and supervision.

Like eligibility, hours of care (need) are determined at the time of enrollment or within six months of transfer from Stage 1. In addition, contractors are required to redetermine eligibility and need annually or within 30 days of being notified of a change in the family’s circumstances. Agencies are also required to assess parent fees based on the family’s income and anticipated utilization of care.  

To estimate an error rate for each contractor, the Department first had to define “error” for the purposes of program audits. An error is identified when a decision by a contractor’s representative is both inconsistent with applicable statute or regulation and has a material impact on the program. Examples of administrative errors include the miscalculation of family income, when the correct calculation would have lead to a different (higher or lower) family fee; the lack of sufficient evidence in the file to determine eligibility; or the lack of sufficient evidence in the file to support the amount of child care being subsidized by the contractor. Decisions that are inconsistent with law or regulations, but that do not affect program expenditures, are not included in the error rate estimated by the APMU reviews. An example of non-material program error is the miscalculation of family income when the correct calculation would not have resulted in a change in parent fee or eligibility.

Provider reimbursement is based on the provider’s rate sheet as submitted to the contractor. Reimbursement is the lesser of the provider’s rate or the Regional Market Rate Ceiling published by the Department. Regional Market Rate Ceilings are estimated through a scientific survey of the rates of similar providers in the same geographic area. Errors in provider payment may occur, for example, when the contractor applies the wrong ceiling or when the child care provider does not provide sufficient documentation of the child’s attendance in care.

The APMU selects a random sample of basic family data files and reimbursement records to estimate a contractor’s error rate. After consultation with the statistician that assisted with the statewide error rate study in 2004-05, the Department selected the sampling methodology consistent with the formula recommended in the federal Improper Payments Information Act (and similar to the sampling methodology used for the statewide error rate estimate in 2004-05). The sampling formula used for the APMU reviews produces estimates at a 90-percent confidence level and a 7-percent confidence interval. Stated simply, this methodology ensures that the Department is 

90 percent certain that each contractor’s actual error rate (the error rate that would be determined if all files were examined) would be no more than 7 percent different from the estimated error rate.

The random sample of files to be reviewed is selected from data reported to the Department by each contractor. Prior to selecting the sample, Department staff work with the data submitted by contractors to ensure that the data is complete. During the 2005-06 fiscal year, reviews conducted from January through June used data reported for the month of October 2005. In addition, the Department “over-samples” each contractor by 10 percent to ensure that sufficient valid files are available to estimate error rates
.  

Monitoring Activities in Fiscal Year 2005-06

Because the APMU monitoring process was new to child care contractors, it was necessary to provide advance training. The APMU developed and conducted ten large regional trainings during FY 2005-06. These trainings covered both program requirements and what contractors could expect during the review process.

The APMU also developed protocols for reviews, beginning with an entrance meeting with contractor representatives, where the review process is explained in detail. An agency staff person is present during the entire review to provide explanations of file anomalies, explain agency policies, and locate documentation that may not be in the file. The APMU also provides ongoing technical assistance to contractor representatives as well as a more formal session for management at the conclusion of the review. The APMU concludes the review with an exit interview in which the agency director is provided a summary cover sheet of findings and photocopies of all the file review instruments.

The Department also developed a database for use in the APMU reviews which is currently in production testing. This database will increase the efficiency of reviewers during the current year and allow for the electronic retention of contractor-specific data.

In December 2005, the APMU began reviews of child care contractors. By June 2006, the APMU had audited over 2,100 family files and completed reviews of 31 contractors. (By comparison, in FY 2004-05 the Child Development Division redirected 21 staff for five months to review 1,744 files for the statewide error rate study.)  Assuming that the APMU can maintain the 2005-06 level of staff hours dedicated to reviews, we anticipate completing reviews of nearly all remaining contractors in 2006-07.

Estimated Error Rates

The average error rate for the 31 agencies reviewed in 2005-06 was 20 percent. This rate is consistent with the statewide average error rate estimated in 2004-05 pursuant to the requirements of Chapter 229, Statutes of 2004 (Senate Bill 1104, Committee on Budget and Fiscal Review)
. Unlike the statewide study conducted in 2004-05, the estimates provided in this report are valid for each contractor. Because the current estimates are contractor specific, the APMU is better able to identify the factors contributing to the errors and address them through technical assistance. 

Contractor-specific data has also revealed that the statewide average error rate contains a great deal of variation, i.e., the average is composed of a few contractors with high error rates and many contractors with relatively low error rates.

For example, in six cases contractors were not enforcing the requirement that parents sign their children in and out of child care services or facilities. This oversight meant that there was insufficient data to support a payment in nearly every case and resulted in a very high estimated error rate. If errors in provider reimbursement for these six contractors were corrected, the average error rate estimate for the 31 agencies reviewed would have been 7 percent instead of 20 percent.  

The absence of sign-in/sign-out sheets means only that an adequate record of attendance was not available and should not be interpreted as clear evidence that the child was not receiving care. In addition, sign-in/sign-out sheets are an easily introduced procedural change. All six contractors referred to above are in the process of implementing sign-in/sign-out sheets. In one instance, a contractor was in the process of changing procedures when the sudden death of the agency executive halted progress. Unfortunately, the scheduled APMU review occurred prior to the completion of the work started by the former executive director. The Department is expecting a significant decrease in estimated errors when these contractors are audited a second time.

Overall, 23 of the 31 agencies reviewed, or nearly 75 percent, had estimated error rates at or below 15 percent. Four agencies were found without errors. A table reflecting estimated error rates by contractor can be found at the end of this report. 

The following chart divides the total payments in all sample cases into the four categories of errors required by the Budget Act’s provisional language. As the chart demonstrates, the contractors reviewed to date have relatively low estimated error rates in three out of four categories. Provider reimbursements are the only category with high estimated error rates, due largely to the failure to document attendance as discussed above.
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1. Estimated Error Rate for Eligibility

The estimated error rate with regard to eligibility was 2 percent of all payments in the sample cases (and 9 percent of all dollars paid in error). The APMU found that most errors in this area could be attributed to the lack of sufficient documentation in the file to satisfactorily determine eligibility. This does not necessarily indicate that the family was actually ineligible. Rather, the data reflects an administrative shortcoming in gathering sufficient information to determine eligibility. 

2. Estimated Error Rate for Need

The estimated error rate with regard to need determinations was 3 percent of all payments in the sample cases (and 16 percent of all dollars paid in error). The APMU found that most errors in this area could also be attributed to a lack of sufficient documentation of need in the family’s file. In these cases, the entire reimbursement payment to the provider was counted as an error. In relatively rare cases, files contained sufficient information to determine the certified hours of care, but the numbers determined by the agency did not correspond to the documentation in the file.

3. Estimated Error Rate for Family Fee

The estimated error rate with regard to family fee determinations was 1 percent of all payments in the sample cases (and 2 percent of all dollars paid in error). The APMU found that most errors in this area could be attributed to miscalculations of monthly income or family size.

 4. Estimated Error Rate for Provider Reimbursements

The estimated error rate with regard to the provider reimbursements was 14 percent 

of all payments in the sample cases (and 73 percent of all dollars paid in error). As previously noted, the APMU found that most contractor errors in this area could be attributed to a single factor, the lack of attendance sheets. Although provider reimbursements have the highest dollar error rate – and consequently, the highest overall error rate, it is encouraging to note that, in most cases, the correction of a single procedure will bring this percentage down substantially.

Operations for the Current Year

The highest priority and the greatest challenge for the APMU in the current fiscal year 

is the completion of the remaining 53 agencies scheduled for review. Once these 53 remaining agencies are reviewed, baseline error rates will be established for all contractors. The expectation, based on the results of the FY 2005-06 review, is that contractors scheduled to be revisited in FY 2007-08 will be well below their current year baseline error rates based on correcting the procedures responsible for the errors.  

In the current fiscal year, the APMU has the advantage of beginning its review process earlier than it did the previous year. However, it should be noted that the largest agencies are also scheduled for review in the current year. Based on the unit’s statistical sampling procedure, the APMU will be reviewing between 3,800 and 6,900 files in the current year.

If you have questions concerning this report or the APMU procedures in general, please contact Janet Jendrejack, Manager, APMU, by phone at (916) 322-4310.F
ESTIMATED ERROR RATES BY CONTRACTOR
	County
	Agency
	Total Error Rate 
	Total Dollar Payment
	Total Dollar Error
	Dollar Errors by Category

	 
	 
	 
	 
	 
	Eligibility
	Need 
	Family Fee 
	Provider Payment

	Sonoma
	River Child Care
	100%
	$16,108.00 
	$16,108.00
	
	
	
	$16,108.00

	Ventura
	Child Development Resources of Ventura County
	98%
	$39,076.84 
	$38,454.59
	$1,655.28
	
	$98.60
	$36,700.71

	Monterey 
	Children's Services Incorporated
	98%
	$26,607.13 
	$26,111.13
	$525.00
	$498.10
	$451.30
	$24,636.73

	Tuolumne 
	Infant Child Enrichment Services
	57%
	$29,803.79 
	$17,006.27
	$6,064.40
	$8,858.47
	$719.15
	$1,364.25

	San Mateo
	4 C's of San Mateo
	46%
	$62,609.94 
	$28,979.22
	 
	$962.00
	$373.55
	$27,643.67

	Santa Clara 
	Go Kids

	22%
	$16,289.65 
	$3,549.68
	$1,829.50
	$1,036.00
	$255.15
	$429.03

	Calaveras
	Human Resource Council
	21%
	$28,549.32 
	$6,054.47
	$728.30
	$725.77
	$594.60
	$4,005.80

	San Mateo
	San Mateo County Human Services Agency
	19%
	$39,057.24 
	$7,612.30
	 
	$2,857.59
	$237.25
	$4,517.46

	Mendocino 
	North Coast Opportunities
	15%
	$22,709.44 
	$3,332.33
	$504.00
	$2,041.48
	$237.90
	$548.95

	Alameda
	Bananas
	10%
	$44,345.83 
	$4,320.98
	$504.00
	$2,348.19
	$15.75
	$1,453.04

	San Diego
	Child Development Association
	9%
	$34,138.87 
	$2,997.10
	 
	 
	 
	$2,997.10

	Alameda
	4 C's of Alameda County
	9%
	$35,277.24 
	$3,039.44
	$1,594.78
	$734.00
	$32.10
	$678.56

	Kings 
	Kings Community Action Organization, Incorporated
	8%
	$18,919.80 
	$1,540.50
	 
	$748.00
	$89.00
	$703.50

	Alameda 
	Oakland Licensed Day Care Association
	8%
	$35,162.18 
	$2,816.79
	 
	$1,888.72
	$79.60
	$848.47

	Marin
	Marin Child Care Council
	7%
	$36,178.08 
	$2,682.74
	 
	$2,104.47
	$522.40
	$55.87

	Alameda
	Child Family and Community Services
	7%
	$32,721.12 
	$2,374.05
	 
	 
	$33.25
	$2,340.80

	Los Angeles
	City of 
Norwalk
	7%
	$27,217.50
	$1,801.78
	
	$1,068.27
	$162.65
	$570.86


	County
	Agency
	Total Error Rate 
	Total Dollar Payment
	Total Dollar Error
	Dollar Errors by Category

	
	Eligibility
	Need 
	Family Fee 
	Provider Payment

	Santa Clara
	Department of Social Services
	6%
	$31,901.12 
	$1,786.60
	$324.84
	
	$47.90
	$1,413.86

	Santa Barbara
	Santa Barbara Family Care Center
	5%
	$22,284.06 
	$1,103.93
	 
	$485.00
	$278.30
	$340.63

	Alameda
	Davis Street
	5%
	$35,114.00 
	$1,714.36
	$661.50
	 
	$44.00
	$1,008.86

	Butte
	Valley Oak Children's Services
	5%
	$24,749.57 
	$1,154.79
	 
	$375.94
	$25.55
	$753.30

	Glenn
	Glenn County Superintendent of Schools 
	5%
	$17,704.34 
	$809.55
	$327.15
	 
	$35.50
	$446.90

	Siskiyou
	Siskiyou Child Care Council
	5%
	$15,354.91 
	$700.61
	$110.25
	 
	$50.40
	$539.96

	Alameda
	Child Care Links
	4%
	$34,159.56 
	$1,350.00
	$1,102.00
	 
	$117.80
	$130.20

	Napa
	Community Resources
	4%
	$28,307.21 
	$1,113.35
	 
	$880.00
	$68.50
	$162.86

	Alameda
	Berkeley Albany Licensed Day Care
	3%
	$22,192.08 
	$653.84
	 
	$282.00
	$48.80
	$333.29

	Santa Clara
	4 C's Council 
	3%
	$37,971.68 
	$988.30
	 
	$772.00
	$30.00
	$186.30

	Colusa
	Colusa County Office of Education
	0%
	$11,648.49 
	$39.40
	 
	 
	$39.40
	 

	San Luis Obispo
	Economic Opportunity Commission 
	0%
	$27,563.28 
	$53.45
	 
	 
	$24.70
	$28.75

	Santa Barbara
	Santa Barbara County Office of Education
	0%
	$32,432.30 
	$35.20
	 
	$35.20
	 
	$0.00

	Alameda
	Alameda County Social Services
	0%
	$22,569.78 
	$22.00
	 
	 
	 
	$22.00

	TOTALS
	 
	 
	908,724.35 
	180,306.75
	$15,931.00
	$28,701.20
	4,713.10
	130,969.71

	Errors as Percent of Total Payments
	 
	20%
	 
	 
	2%
	3%
	1%
	14%


� Please refer to the report submitted in April 2005, “CalWORKs and Alternative Payment Child Care Programs Error Rate Study Report as Required by Chapter 229, Statutes of 2004 (Senate Bill 1104, Committee on Budget and Fiscal Review).”


� Chapter 229, Statutes of 2004 (SB 1104, Committee on Budget and Fiscal Review) required that the Department audit all CalWORKs programs, including Stage 1. The language in Provision 7 authorizes the Department to audit only CalWORKs Stages 2 and 3.


� Public Law 107-300, enacted in 2002.


� In all cases but one, this “over-sampling” resulted in sufficient valid files. In one case, Go Kids, results are reported tentatively. However, because there were not sufficient valid files, this contractor will be re-reviewed in FY 2006-07.


� The averages in FY 2005-06 (20 percent) and in FY 2004-05 (15-16 percent) are slightly different. However, “consistent” in this sense means that the estimated averages are within the acceptable margins of error in both sampling methodologies. In addition, the FY 2004-05 report covered all contractors. In 


FY 2005-06, the APMU has reviewed 31 out of 84 contractors, or 37 percent of the total.  





� The estimated results for Go Kids are tentative because insufficient valid files were available to complete the review. A subsequent review of Go Kids will be conducted in the current year.
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