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EXECUTIVE SUMMARY

This is the third report required by Provision 6(b) of Item 6110-001-0890 of the Budget Act of 2008. Provision 6(b) requires that the California Department of Education (CDE) select a statistically meaningful sample of the basic family data files from local Alternative Payment and CalWORKs (AP/CalWORKs) contractors each year, analyze those files for administrative errors, and report each contractor’s results to the Governor and the Legislature annually.
The CDE was charged with establishing baseline reviews for all AP/CalWORKs programs in fiscal year (FY) 2005. Of the original 86 contracting agencies scheduled for review, 62 reviews were completed in FY 2005-06 and FY 2006-07. In the FY 2007 Administrative Errors in Alternative Payment and CalWORKs Child Care Programs report, CDE announced that the baseline estimated error rate for the 24 remaining contractors was expected to be completed by the end of FY 2007-08, pending implementation of newly adopted regulations pursuant to the federal Improper Payments Information Act (IPIA) of 2002.
The new IPIA regulations require states to develop and implement a new methodology for measuring the rate of improper payments for all state programs receiving Child Care and Development Funds. The effect of the new regulations captured General Child Care program data for inclusion in the review process.
Because the timelines mandated by the federal government required the re-direction of resources to the federal IPIA process, only 13 of the 24 remaining baseline reviews were completed in FY 2007-08. Due to the small number of agencies (13) reviewed in FY 2007-08, it is difficult to draw conclusions from comparisons with past reviews. The remaining 11 agencies are scheduled for an error rate review in FY 2008-09, which will conclude all AP/CalWORKs baseline reviews.
The FY 2007-08 agencies represent the third cohort of agencies reviewed. Agencies will have the opportunity to address administrative errors, and demonstrate improvement by their second review. Of the 13 agencies reviewed in FY 2007-08, six reflected error rates under 50 percent. The other seven reflected error rates between 53 and 87 percent.

Several factors were common to the administrative errors identified in FY 2007-08. Some contractors were not approving hours of care consistent with the documentation of need contained in the file. The CDE also found a number of attendance record issues, similar to the attendance record problems identified in the FY 2006-07 report. The correct selection of the appropriate ceiling was an issue for some agencies as well.
As noted in this and previous reports, the availability of contractor-specific data allows the Child Development Division (CDD) to focus technical assistance on the specific practices contributing to each contractor’s estimated error rate. This focus allows agencies, in collaboration with CDD, to correct issues that may be contributing to their estimated error rates in both the Alternative Payment Monitoring Unit and IPIA review processes.

Annual Report to the Governor and the Legislature Regarding Administrative Errors in Alternative Payment and CalWORKs Child Care Programs for Fiscal Year 2007-08
[image: image1.jpg]



Prepared By:

California Department of Education

Curriculum and Instruction Branch

Child Development Division

September 2008

INTRODUCTION

This report is submitted in compliance with Provision 6(b) of Item 6110-001-0890 of the Budget Act of 2008. Provision 6(b) requires that the California Department of Education (CDE) 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 6(b) requires that the CDE report estimated error rates for the Alternative Payment and CalWORKs (AP/CalWORKs) Stages 2 and 3 programs annually to the Legislature and the Governor
.
In response to Legislative hearings and testimony regarding program integrity in California’s AP/CalWORKs child care programs, the Budget Act of 2004 included an appropriation, as well as position authority and language directing the CDE to conduct reviews of local child care contractors. Pursuant to this language, the CDE created the Alternative Payment Monitoring Unit (APMU).

In implementing the above language, the CDE has also been directed by the federal Improper Payments Information Act (IPIA)
, which requires that state recipients of federal funding seek to identify and report rates of improper payments. In fiscal year (FY) 2007-08, these federal directions were incorporated into the newly formed IPIA review. California was selected as one of the first-year states to implement this triennial review process in 2008.
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 the state median income.
· The family is homeless.
· The children are recipients of child protective services or are at risk of 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 training
· Seek employment or permanent housing
· Comply with a Child Protective Services plan for the child or the plan of a licensed professional because the child is at risk of abuse or neglect
· 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 CDE first had to define “error” for the purposes of program reviews. An error is identified when a decision by a contractor’s representative is both inconsistent with an 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 a 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 CDE. Regional Market Rate (RMR) ceilings are estimated through a scientific survey of the rates of similar providers in the same or similar geographic areas. 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.

A random sample of basic family data files and reimbursement records is selected to estimate a contractor’s error rate. The CDE selected a sampling methodology consistent with the formula recommended in the federal IPIA (similar to the sampling methodology used for the statewide error rate estimate in FY 2004-05). The sampling formula used for the reviews produces estimates at a 90 percent confidence level and a 7 percent confidence interval. Stated simply, this methodology ensures that the CDE 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 contractors to ensure the data is submitted in a timely manner. During FY 2007-08, reviews conducted September through December used data reported for the month of May 2007. Reviews conducted January through June used data reported for the month of October 2007. In addition, the CDE “over-samples” each contractor by 10 percent to ensure that sufficient valid files are available to estimate error rates.
BACKGROUND

At the beginning of FY 2007-08, 24 baseline error rates had not been completed. The CDE’s expectation, as outlined in the 2007 report, was that baseline reviews for the remaining agencies would be completed in FY 2007-08. However, federal regulations immediately implementing the IPIA were adopted in September 2007. These regulations required the CDE to implement a federally-approved review process. The timeline for completion of the federal review, from start to finish, was six months, and included both AP/CalWORKs and General Child Care contracts. Consequently, the focus was shifted from the APMU baseline reviews to the federally-mandated review process from January through June 2008. Staff resources that would have been utilized to complete the baseline reviews were re-directed to develop, implement, and report on the federal IPIA review.

The first step of the federal process was to develop an appropriate sampling methodology, followed by the creation of a review process that met federal standards for inter-rater reliability. Each of the 276 files selected for review in the federal sample was examined by at least two, and in many cases, three or four reviewers to ensure consistency and accuracy. Upon completion of the file reviews, reviewers verified all instruments for completeness, accuracy and consistency.
The data were then tabulated and sorted by various improper payment categories. Once this process was complete, CDE staff compiled the results into the 2008 federal IPIA report, and submitted the document to the federal government. In total, CDE staff performed reviews of 111 agencies in 38 counties as part of the federal IPIA review process.
Due to the requirements of the federal IPIA review regulations, only 13 of the 24 agencies scheduled for baseline error rate reviews were visited in FY 2007-08. These agencies represent a very small sample of the 86 agencies operating AP/CalWORKs child care programs.
ESTIMATED ERROR RATES IN FISCAL YEAR 2007-08
The baseline will not be complete until all agencies are reviewed for the first time, which should occur in FY 2008-09. The Child Development Division’s (CDD’s) position is that the review process represents a continuous improvement model, where a baseline must first be established in order to measure improvement in future reviews. The expectation is that agencies will demonstrate improved administrative error rates by the time of their follow-up review.

Because of the small number of agencies reviewed in FY 2007-08, it is difficult to draw conclusions from comparisons with past reviews. Of the 13 agencies reviewed in FY 2007-08, 6 agencies reflected error rates under 50 percent; the other 7 agencies reflected error rates between 53 and 87 percent.
As noted in the 2007 administrative error report, the review process continues to identify “systemic” errors in its reviews. An error is considered systemic when an agency makes the same error for many of the same situations, and the cumulative effect of the error increases the agency’s error rate. In this way, a systemic error is similar to the finding of noncompliance. It reflects an underlying policy or procedural mistake in agency operations. Because of the simplicity of making standard procedural changes in agency operations, these types of errors are considered easier to correct than other types.
The majority of errors found in FY 2007-08 largely fell into the following three categories:

1. Incorrect Designation of Variable Schedules

Some agencies reviewed in FY 2007-08 often approved child care schedules as if the parent’s needs were unpredictable. Upon examination, the documentation of need and/or the actual record of attendance indicated a predictable schedule. In addition, the attendance records frequently were inconsistent with the approved schedule for care. Regulations require that agencies: (1) determine the family’s basis of need for services at the initial certification and at each subsequent recertification; (2) require that a family’s certified need is consistent with the documentation of need; and (3) require that agencies update a family’s certification of need where circumstances indicate the need has changed within 30 days. New regulations adopted in FY 2007-08 provide greater clarity in this area, and are expected to help resolve this problem. CDE staff determined that these types of errors typically fell into either need or provider payment categories.
2. Difficulties in Determining the Appropriate Regional Market Rate Ceiling

Some of the agencies reviewed in FY 2007-08 were selecting reimbursement ceilings based on the provider’s requested rate rather than on the parent’s need for care. Title 5, Section 18074.2 states that the only appropriate criteria for selection of the Regional Market Rate (RMR) ceiling is: (1) the age of the child; (2) the type of facility requested; and (3) the amount of care needed. In files where the appropriate RMR ceiling was not correctly determined, CDE staff determined a provider payment error.
3. Attendance Records

Title 5, Section 18065 requires that children are signed in and out of care daily by their caretakers when they are dropped off and picked up from care. School age children must also be signed into and out of care by the providers when they leave for and return from school. The regulation states that the child’s attendance records, completed as designated by regulation, form the “primary source document for audit and reimbursement purposes.”

Because regulations designate the attendance record as the source document for audit and reimbursement purposes, CDE staff examines these records to ensure that the amount of care used by the parent corresponds to documentation in the file of the family’s need for care. In the course of performing this check, CDE staff noticed a pattern in which many providers had signed school age children into and out of school on a statewide holiday.
These anomalies in attendance records were found to be errors when local agencies did not notice or question whether parents and providers were complying with program rules.

None of these errors can or should be interpreted as evidence that the child either was not eligible for services, or was not receiving care. Frequently, it means only that insufficient evidence is in the file to support the decisions made by the agency, and the oversight resulted in a higher error rate than would otherwise be demonstrated.
CHARTS AND TABLES
A table reflecting estimated error rates by contractor can be found at the end of this report.
The chart below divides the total payments in all sample cases into the four categories of errors required by the Budget Act’s provisional language.
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1.
Estimated Error Rate for Eligibility

The estimated error rate with regard to eligibility was 9 percent of all payments in the sample cases (17 percent of all dollars paid in error). CDE staff 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 reflect a shortcoming in gathering and/or maintaining sufficient information to determine eligibility.
2.
Estimated Error Rate for Need

The estimated error rate with regard to need determinations was 5 percent of all payments in the sample cases (10 percent of all dollars paid in error). CDE staff found that most errors in this area could be attributed to a lack of sufficient documentation of need in the family’s file for determination of certified care, or failure to update changes in family need.
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 (1 percent of all dollars paid in error). CDE staff 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 37 percent of all payments in the sample cases (72 percent of all dollars paid in error). As previously noted, CDE staff found that most contractor errors in this area were due to either the incorrect selection of a ceiling or the lack of quality control to ensure that parents (and providers for school age children) are completing the attendance records on a daily basis. Some of the need issues also manifested as provider reimbursement errors.
Operations for the Current Year

The highest priority for the CDD in the current fiscal year is the completion of the 11 remaining agencies scheduled for review, and the commencement of the re-review process. Once the 11 remaining agencies are reviewed, baseline error rates will be established for all contractors. The expectation, based on the results of the previous three fiscal years, is that contractors scheduled for revisits beginning in FY 2008-09 will reflect error rates well below the baseline. This assumption is predicated on the facts that: (1) agencies have been provided with individualized findings that will allow them to correct procedures that were responsible for the baseline errors; and (2) agencies have been working with their assigned consultants to correct underlying practices that are contributing to their error rate.
The CDD will also be working to implement the requirements of the federal IPIA review audit into the existing review process in order to meet federally approved error rate reduction goals. The review process will necessarily be evolving to integrate federal requirements into the existing reviews. Therefore, future reports will likely focus on error rate reduction efforts, and the strategic concentration of resources to areas likely to produce a significant impact on future federal IPIA reports.
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

	Los Angeles
	Children’s Home Society of California
	11%
	$37,553.68
	$4,318.59
	$0
	$0
	$0
	$4,318.59

	Kern
	Kern County Superintendent of Schools
	17%
	$28,511.65
	$4,766.55
	$786.58
	$529.58
	$55.65
	$3,395.32

	Inyo
	Inyo County Superintendent of Schools
	30%
	$20,502.07
	$6,210.08
	$2,114.25
	$0
	$223.07
	$3,872.76

	Sonoma
	Community Child Care Council of Sonoma County
	36%
	$40,368.55
	$14,527.19
	$1,456.24
	$3,035.94
	$0
	$10,035.01

	Los Angeles
	Drew Child Development Corp
	43%
	$34,026.38
	$14,750.24
	$485.91
	$2,060.50
	$55.00
	$12,148.83

	Los Angeles
	Center for Community and Family Services
	45%
	$36,585.57
	$16,442.58
	$6,282.68
	$761.77
	$223.10
	$9,175.03

	Los Angeles
	International Institute of Los Angeles
	53%
	$25,133.46
	$13,381.97
	$6,677.04
	$3,584.48
	$78.20
	$3,042.25

	San Diego
	YMCA
	58%
	$32,592.80
	$18,951.91
	$170.51
	$1,499.91
	$3.00
	$17,278.49

	Santa Clara
	Go Kids
	61%
	$30,450.57
	$18,442.53
	$8,215.14
	$3,359.26
	$160.85
	$6706.92

	Placer
	Placer County Superintendent of Schools
	62%
	$33,298.86
	$20,706.76
	$1,753.73
	$1,888.96
	$0
	$17,064.07

	Madera
	Community Action Partnership of Madera County
	63%
	$26,602.32
	$16,693.77
	$2,126.43
	$389.57
	$9.00
	$14,168.77

	Riverside 
	Riverside County Superintendent of Schools
	78%
	$35,781.38
	$27,900.43
	$4,039.39
	$4,510.35
	$60.45
	$19,290.24

	San Francisco
	San Francisco Human Services Agency
	87%
	$54,937.44
	$47,699.64
	$4567.66
	$1754.15
	$351.60
	$41,026.23

	TOTALS
	
	N/A
	$436,344.73
	$224,791.88
	$38,675.56
	$23,373.89
	$1,219.92
	$161,522.51

	Errors as % of Total Payments
	
	
	
	52%
	9%
	5%
	1%
	37%
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� Chapter 229, Statutes of 2004 (SB 1104, Committee on Budget and Fiscal Review) required that the CDE audit all CalWORKs programs, including Stage 1. The language in Provision 7 authorizes the CDE to review only CalWORKs Stages 2 and 3.


� Public Law 107-300, enacted in 2002.





