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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 2006-07
EXECUTIVE SUMMARY 

This is the second report required by Provision 7 of Item 6110-001-0890 of the Budget Act of 2007. Provision 7 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 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 (FY) 2006-07, the Alternative Payment Monitoring Unit (APMU) and local agencies continued moving toward a more collaborative relationship, engaging in dialogue about the nature of the issues, the difficulties of implementing change, and areas in which the APMU could clarify its expectations.  

The APMU conducted reviews of 32 contractors in FY 2006-07. The average estimated error rate for these contractors was 32 percent. This figure differs from the FY 2005-06 data, where the average estimated statewide error rate was 20 percent. There are other differences as well. In FY 2005-06, the data was characterized by clusters of either very low or very high estimated error rates, whereas the FY 2006-07 data is much more evenly distributed. However, the CDE’s position is that it is premature to draw conclusions regarding the statewide baseline average error rate until all agency reviews are completed in FY 2007-08.

The FY 2006-07 agencies represent the second cohort of agencies reviewed. This is the initial review of these agencies, and establishes their baseline estimated error rates. The CDE expects that agencies will address administrative errors identified in this report, and demonstrate improvement to acceptable levels by their second review.

Several factors impacted the FY 2006-07 error rate. For example, a number of contractors were unable to implement the changes required by urgency legislation enacted in FY 2006-07
. The APMU also found a number of smaller but significant issues, similar to the attendance sheet problems identified in the FY 2005-06 report. These types of errors are referred to as “systemic” because contractors can easily resolve them by adopting procedural changes. Nearly all of the agencies that reflected error rates above 15 percent demonstrated one or more systemic errors. 

As noted in the FY 2005-06 report, the availability of contractor-specific data allows the Child Development Division (CDD) to focus assistance on the specific practices contributing to each contractor’s estimated error rate. This focus allows agencies, in collaboration with CDD, to address issues that may be contributing to higher than average baseline error rates.
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INTRODUCTION

This report is submitted in compliance with Provision 7 of Item 6110-001-0890 of the Budget Act of 2007. Provision 7 requires that the California Department of Education (Department) 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 Governor and the Legislature.

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 the state median income;

· the family is homeless; or

· the children are recipients of child protective services or 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 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 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 Department. Regional Market Rate 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.

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 fiscal year (FY) 2006-07, reviews conducted from September through December used data reported for the month of April 2006. Reviews conducted January through June used data reported for the month of October 2006. In addition, the Department “over-samples” each contractor by 10 percent to ensure that sufficient valid files are available to estimate error rates. 

Continued development of Departmental policy in 
Fiscal Year 2006-07
The APMU continued working aggressively to refine and standardize the review process in FY 2006-07. The program identified several areas in which Department performance could be strengthened or enhanced. A number of new and revised protocols were introduced into the review process in order to provide greater clarity, more rigorous oversight and quality assurance, and greater efficiency. These protocols and processes include the following:
1. More intensive internal training and briefing on the pertinent California Education Code (EC) and Title 5 of the California Code of Regulations, (Title 5 Regulations) and greater consistency in the application of the regulations to the review process. The actions associated with this process included routine weekly unit debriefings following each review, and larger meetings with management and consultants quarterly. The APMU also performed group exercises in interpretation and application of regulations, and produced a list of the most commonly cited APMU errors. The common citation list also indicated the EC or Title 5 Regulations citation associated with each error. In addition, staff discussed each potential finding with agency management and staff in order to verify that the agency had submitted all documentation, and understood the basis for the findings of error.
2. Greater oversight and quality control measures adopted. As mentioned above, the APMU began obtaining team consensus prior to making determinations of errors at each agency. The APMU also initiated inter-rater reliability checks and implemented a dual entry system, which allowed the team to reconcile data prior to exit from the agency. In addition, the APMU adopted a policy wherein each assessment of an error at an agency is shared with agency staff specializing in that area. The APMU resolves any outstanding policy or process issues with the agency prior to final determination of material error.
3. Implementation of the APMU database for increased efficiency. As noted in the FY 2005-06 report, the APMU designed and implemented a database to capture the requisite information for each file. The database also automated many of the tasks that were initially done manually. Since all requisite elements require check-off, the database methodology ensures that no piece of the review is overlooked, leading to greater reporting accuracy.
ESTIMATED ERROR RATES IN FISCAL YEAR 2006-07

FY 2006-07 APMU review results differ from the previous year’s results. The average APMU error rate in FY 2005-06
 was 20 percent; the average error rate in 

FY 2006-07 is 32 percent. Most agencies reviewed in FY 2005-06 displayed either very high or very low error rates; the opposite is true for current year. Nearly half of all agencies reviewed in FY 2006-07 demonstrated error rates between 15 and 50 percent. Ten were under 15 percent and seven were over 50 percent. 
Although there are significant differences in the error rate and the types of errors between the two years, both FY 2005-06 and FY 2006-07 estimated error rates reflect baseline error rates. In both previous FYs, and in FY 2007-08, the error rates reflect the initial audit results for the agencies under review. The Child Development Division (CDD) will not have a complete picture of what the baseline looks like until all agencies are reviewed for the first time, which should occur in the FY 2007-08. The CDD’s approach is that the APMU 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 achieve acceptable administrative error rates by the time of their follow-up review.
APMU analysis of the differences between the two year’s review results shed light on several compelling issues impacting the error rates. The first issue is with regard to the implementation of new EC statutes in FY 2006-07. A number of agencies did not implement the changes to EC Section 8222 in time to meet the requirements by the review date. These changes were a result of urgency legislation enacted in FY 2006-07. Specifically, one of the modified statute provisions requires agencies to obtain provider-generated rate sheets for licensed providers rather than asking providers to simply fill out agency-generated documents. In the instances where this provision was not met, all of the licensed care provider files in the review sample were assessed in error. This produced substantially higher error rates than might otherwise be expected.

The other issues concern “systemic” errors. The APMU identified a number of smaller but significant issues, similar to the attendance sheet issues identified in the FY 2005-06 report. In FY 2005-06, the error rate was impacted by a number of agencies that were not enforcing the daily sign-in/sign-out attendance sheet requirement. This oversight resulted in each of these agencies demonstrating a reported error at or near 100 percent. The attendance sheet issue was largely resolved by FY 2006-07; however the APMU found a number of smaller yet significant errors in other critical areas.

The smaller but still significant errors led the APMU to designate a number of these issues as “systemic” errors. An error is considered systemic when an agency is making the same error for many of the same situations, and the cumulative effect of the error inflates the agency’s error rate to 15 percent or more. 

In cases where systemic errors were present, the APMU determined that, in most cases, the agency’s error rate would actually be below 15 percent, absent the systemic errors. Systemic errors, like last year’s attendance sheet errors, are relatively simple to correct. For example, the lack of provider-generated rate sheets discussed above is designated as a systemic error because as soon as the agency obtains these documents from licensed providers, the error is eliminated. Nearly all of the agencies with an error rate above 15 percent in FY 2006-07 demonstrated one or more systemic errors.
Systemic errors identified by the APMU include the following:
Eligibility:

1. Lack of documentation for timely transfers between contract types. Title 5
Regulations require agencies to transfer families from CalWORKs Stage 2 to 
CalWORKs Stage 3 contracts within a specified period of time. The APMU determined that, in many cases, agencies were not transferring the family in the appropriate month, or did not maintain documentation that would allow determination of the appropriate month for review purposes.

2. Presumptive eligibility issues. Some agencies were routinely enrolling families for services prior to receiving corroborating documentation in the areas of need and eligibility.

Need:

3. Misinterpretation of Title 5 Regulations. This occurred most frequently in the area of need. Some agencies allowed families to self-certify need or routinely failed to collect and maintain the appropriate documentation of need, particularly for self-employed families, families in which the parent works in the home, and families who were receiving vocational training.

Provider Reimbursement:

4. Lack of provider-generated rate sheets. Many of the agencies did not implement the provisions of revised EC Section 8222 prior to the October 2007 review sample. When provider-generated rate sheets for licensed providers were not found in the file, there was insufficient information to support the provider payment.
5. Attendance sheet errors. While the APMU did not find that agencies were failing to enforce the attendance sheet requirements, other attendance issues were problematic enough to be determined systemic at some agencies. An example of a systemic attendance sheet error is the finding of inconsistent information in the sign-in/sign-out sheets in a large number of agency files. For example, a parent signing her child into or out of care at a time when other documentation in the file indicates that she is at work, or that the child is attending school is an inconsistency error that cannot be reconciled by either agency staff or the APMU. These inconsistencies resulted in the assessment of material errors. 
6. Selection of appropriate provider rate. Some agencies were consistently “defaulting” to the reimbursement ceiling, especially with regard to providers exempt from licensing. 

There were no systemic errors in the category of Family Fee. In addition, none of the systemic errors can or should be interpreted as evidence that the child either was not eligible 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. 
As previously noted, nearly all of the agencies reflecting an error rate higher than 15 percent demonstrated at least one systemic error. The CDD is confident that these agencies will quickly improve upon their baseline error rates by adopting procedural changes. Very few agencies demonstrated high non-systemic error rates, which may reflect a need to implement substantive changes in the way the agency conducts its business. Fortunately, because the current estimates are contractor specific, the CDD is better able to identify the factors contributing to the errors and address them through ongoing technical assistance. 
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 5 percent of all payments in the sample cases (and 17 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 6 percent of all payments in the sample cases (and 18 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 hours of care 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 20 percent 

of all payments in the sample cases (and 63 percent of all dollars paid in error). As previously noted, the APMU found that most contractor errors in this area could be attributed to one of three easily corrected factors. 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 FY is the completion of the remaining 25 agencies scheduled for review. Once these 25 remaining agencies are reviewed, baseline error rates will be established for all contractors. The expectation, based on the results of the FY 2006-07 review, is that contractors scheduled to be revisited in FY 2008-09 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 several compelling factors are impacting the APMU’s ability to complete the baseline as timely as the CDD had hoped. Due to travel requirements, staffing of the APMU at full capacity remains an issue as the program prepares for the FY 2007-08 review process. Also, the quality controls initiated in FY 2006-07 necessarily requires larger allotments of time for each agency review. Finally, some of the largest agencies in the state are scheduled for review in the current year. Based on the unit’s statistical sampling procedure, the APMU will be reviewing between 1,700 and 3,000 files in the current year. Despite these constraints, the APMU remains optimistic that the baseline will be completed in FY 2007-08. Recent developments have brought this into question, however.  

In addition, final federal regulations implementing the Improper Payments Act of 2002 were adopted as this report was being finalized.  These federal regulations will impose significant new workload on the APMU that may affect the program’s ability to complete baseline error rates for the remaining agencies in FY 2007-08.

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 or by e-mail at jjendrejack@cde.ca.gov.

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

	Tulare
	Tulare County Office of Education
	3%
	$19,686.28
	$540.68
	$0.00
	$367.00
	$119.70
	$53.98

	Los Angeles
	Options
	4%
	$34,769.00
	$1,373.39
	$541.08
	$98.14
	$23.00
	$711.17

	Stanislaus
	Stanislaus County Office of Education
	5%
	$22,190.34
	$1,005.50
	$0.00
	$390.00
	$48.00
	$567.50

	Stanislaus
	Stanislaus County Community Services Agency
	5%
	$20,870.26
	$1,031.80
	$61.00
	$245.70
	$66.15
	$658.95

	Kern
	Community Action Partnership of Kern
	5%
	$31,844.98
	$1,686.26
	$0.00
	$729.54
	$99.00
	$857.72

	Sacramento
	Child Action
	7%
	$29,659.78
	$1,969.25
	$0.00
	$1,924.00
	$45.25
	$0.00

	San Joaquin
	Family Resource and Referral Center
	9%
	$29,556.21
	$2,553.45
	$501.13
	$467.50
	$193.00
	$1,391.82

	Yolo
	City of Davis
	9%
	$30,881.08
	$2,833.35
	$517.00
	$1,532.50
	$186.00
	$597.85

	Humboldt
	Humboldt Child Care Council
	11%
	$22,762.15
	$2,414.29
	$137.64
	$208.62
	$33.25
	$2,034.78

	Los Angeles
	Crystal Stairs
	13%
	$36,659.15
	$4,716.67
	$2,568.30
	$938.50
	$348.95
	$860.92

	San Francisco
	Private Nursery School Association
	15%
	$32,309.57
	$4,862.63
	$1,261.90
	$1,620.83
	$60.25
	$1,919.65

	Los Angeles
	Pomona USD
	17%
	$29,775.53
	$5,154.89
	$1,995.75
	$879.00
	$132.35
	$2,147.79

	Los Angeles
	Mexican American Opportunity Foundation
	17%
	$29,784.18
	$4,975.63
	$0.00
	$0.00
	$18.50
	$4,957.13

	Solano
	Solano Family and Children's Council
	21%
	$36,941.03
	$7,700.70
	$728.70
	$2,049.20
	$608.60
	$4,314.20

	Nevada
	Sierra Nevada Children's Services, Grass Valley
	23%
	$39,901.13
	$9,084.93
	$885.00
	$6,031.01
	$293.54
	$1,875.38

	Fresno
	Children Services Network
	25%
	$19,309.67
	$4,829.98
	$675.45
	$2,830.28
	$364.18
	$960.07

	Los Angeles
	Pathways
	29%
	$65,956.89
	$19,185.63
	$4,326.45
	$7,459.66
	$636.65
	$6,762.87

	Los Angeles
	Child Care Resource
	33%
	$35,962.08
	$11,734.15
	$1,127.75
	$1,947.33
	$106.00
	$8,553.07

	Contra Costa
	Contra Costa Child Care Council
	33%
	$35,149.99
	$11,742.37
	$1,824.07
	$1,972.63
	$61.00
	$7,884.67

	Fresno
	Supportive Services, Inc.
	34%
	$30,363.27
	$10,450.73
	$206.01
	$1,687.18
	$97.80
	$8,459.74

	Fresno
	County of Fresno
	39%
	$28,507.65
	$11,243.57
	$1,831.78
	$885.82
	$66.00
	$8,459.97

	Riverside
	Riverside County Department of Social Services
	44%
	$46,993.72
	$20,815.10
	$2,239.93
	$752.50
	$16.00
	$17,806.67

	San Bernardino
	San Bernardino Transitional Assistance (TAD)
	45%
	$59,969.89
	$26,985.64
	$10,950.96
	$2,454.92
	$956.82
	$12,622.94

	Los Angeles
	Connections for Children
	46%
	$31,864.89
	$14,504.01
	$937.50
	$2,949.01
	$158.70
	$10,458.80

	Contra Costa
	Contra Costa Community Social Services Department
	50%
	$50,032.82
	$25,218.17
	$8,182.00
	$2,552.99
	$974.35
	$13,508.83

	Lassen
	Lassen County Office of Education
	54%
	$14,765.05
	$7,909.95
	$0.00
	$0.00
	$121.15
	$7,788.80

	Trinity
	Human Response Network
	55%
	$14,844.29
	$8,178.65
	$1,539.70
	$4,073.51
	$152.70
	$2,412.74

	Modoc
	Training, Employment and Community Help
	65%
	$13,071.85
	$8,536.83
	$411.80
	$2,304.62
	$32.50
	$5,787.91

	Los Angeles
	Child Care Information Services
	72%
	$31,457.53
	$22,761.92
	$770.00
	$0.00
	$129.15
	$21,862.77

	Inyo-Mono
	Inyo-Mono Advocates for Com Action for Children
	74%
	$16,075.58
	$11,933.56
	$1,918.36
	$2,603.81
	$1,395.25
	$6,016.14

	Del Norte
	Del Norte Child Care Council
	79%
	$14,454.17
	$11,442.00
	$939.34
	$1,190.78
	$64.90
	$9,246.98

	San Francisco
	Children's Council of San Francisco
	87%
	$49,141.54
	$42,660.89
	$6,892.13
	$3,714.35
	$220.90
	$31,833.51

	TOTALS
	
	N/A
	$1,005,511.55
	$322,036.57
	$53,970.73
	$56,860.93
	$7,829.59
	$203,375.32

	Errors as Percent of Total Payments
	
	
	
	32%
	5%
	6%
	1%
	20%


� Budget Trailer Bill (AB 1808, Chapter 75, Statutes of 2006, amending Education Code Section 8222).


� 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.


� Administrative Errors in Alternative Payment and CalWORKs Child Care Programs for 2006
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