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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 2008–09

EXECUTIVE SUMMARY

This is the fourth report required by Provision 6(b) of Item 6110-001-0890 of the Budget Act of 2009. Provision 6(b) requires 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.

The CDE completed the first reviews for all 86 contractors, and the baseline statewide average error rate for all contractors is estimated at 31 percent. In 2008–09, the review process identified issues contributing to high error rates similar to those identified in previous years. Contractors were not approving hours of care consistently with the documentation of need contained in the family data file. Staff found attendance record issues similar to those identified and reported on previously. In addition, the selection of the Regional Market Rate ceiling and the calculation of reimbursement to the provider contributed to errors for some agencies.

Contractors will have the opportunity to address administrative errors and demonstrate improvement during their second review. To assist in reducing error rates, the CDE implemented a system during the last four baseline reviews, requiring any contractor estimated error rate exceeding 20 percent to complete an Error Rate Reduction Plan (ERRP). The Alternative Payment Monitoring Unit (APMU) implemented the ERRP system as a tool, in conjunction with technical assistance, to identify mistaken practices and eliminate the systemic issues contributing to error rates. The ERRP also contains deadlines for corrective measures.

In addition to providing technical assistance to contractors, staff are developing a quality assurance instrument and sampling methodology for contactors for self-evaluation purposes.

As of April 2010, the CDE completed 10 statistically valid, follow-up reviews. In these re-reviews the APMU estimated, for those agencies still contracting with the CDE, an average error rate of 18 percent. This represents a decrease of 34 percent from the average (52 percent) of those same agencies estimated by the initial reviews. The CDE continues to identify and work with contractors with high error rates. The result of these efforts will be reflected in the second statewide federal review that will be completed by June, 2011.

You can find this report at the CDE Child Development Division Resources Web page at http://www.cde.ca.gov/sp/cd/re/. If you need a copy of this report, please contact 

Greg Hudson, Administrator, Southern Field Services, Child Development Division, by phone at 916-323-1300 or by e–mail at ghudson@cde.ca.gov.
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INTRODUCTION

This report is submitted in compliance with Provision 6(b) of Item 6110-001-0890 of the Budget Act of 2009. Provision 6(b) requires that the California Department of Education (CDE) select a sample of basic family data files from each contractor operating California Work Opportunity and Responsibility to Kids (CalWORKs) Stage 2, CalWORKs Stage 3, or Alternative Payment Programs and analyze that sample to estimate rates of administrative errors (either overpayments or underpayments) in four different categories (eligibility, need, family 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 states to implement this triennial review process in 2008. California will be reporting the results of the second federal review process during the 2010–11 fiscal year.
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. Contractors are also required to assess parent fees based on the family’s income/family size 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 the lesser of the provider’s rate based on the rate sheet as submitted to the contractor or the Regional Market Rate (RMR) ceiling published by the CDE. RMR ceilings are estimated through a scientific survey of the rates of similar providers in the same or similar demographic areas. Errors in provider payment may occur, for example, when the contractor selects the wrong ceiling or when there is insufficient 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 CDE by each contractor. Prior to selecting the sample, CDE staff work with contractors to ensure the data is submitted in a timely manner. During FY 2008–09, initial reviews conducted September through December used data reported for the month of May 2008. Initial reviews conducted January through June used data reported for the month of October 2009. In conducting the re-reviews, the APMU used data that was reported in closer proximity (two to three months) prior to the re-review date. 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 2008–09, 10 baseline error rates had not been completed (one agency scheduled for a baseline error rate was eliminated from the schedule because it only served a small number of clients referred by Child Protective Services). The CDE’s expectation (as outlined in the 2008 Administrative report) was that the remaining baseline reviews would be completed and that the re-review process would be initiated in FY 2008–09. 

The model developed for re-reviews is a continuous improvement model, where a baseline must first be established in order to measure future improvement. To be proactive in reducing error rates the CDE made a decision to implement a system requiring any contractor that received an error rate in excess of 20 percent to complete an Error Rate Reduction Plan (ERRP). 

The creation of an ERRP involves intensive technical assistance by CDD staff to assist contractors in identifying local procedures that are the source of errors. Contractors are expected to develop quality assurance systems to measure and track implementation of the ERRP. Contractors are expected to demonstrate improved administrative error rates during their follow-up review.  

Included in this report is a Mid-Year Report for FY 2009–10. As of the current date, the APMU has completed a total of 10 re-reviews. In addition, during this fiscal year APMU staff has provided intense technical assistance to several contractors to assist them in reducing error rates. By the end of the state fiscal year it is expected that the APMU will complete an additional eight re-reviews. The CDE’s expectation is that the combination of the ERRP system and technical assistance will produce a marked decrease in the error rates.

ESTIMATED ERROR RATES IN FISCAL YEAR 2008–09 

Remaining Baseline Reviews Conducted in FY 2008–09 
During fiscal year (FY) 2008–09, the APMU reviewed the remaining 10 contractors for the baseline error rate and estimated an error rate of 35 percent. As in previous years, the APMU noticed similar systemic issues present in this last cohort of baseline reviews. These systemic errors included provider payment and need issues which contributed to the majority of the estimated error rate findings.

The majority of errors found in the baseline reviews conducted in FY 2008–09 largely fell into the following three categories:

1. Attendance Record Errors


During the remaining baseline reviews the APMU staff continued to find that attendance records did not conform to California Code of Regulations, Title 5 (5 CCR) Section 18065 requirements. Specifically, Section 18065 requires that parents and providers sign children in and out of care at the time the child enters or leaves the facility. Attendance records are the primary source documents substantiating service utilization; therefore, it is important that they meet the requirements in regulations for accuracy. Because noncompliant attendance records mean that service utilization was unclear, these errors were recorded as provider payment errors. 


We would note that APMU staff has provided intensive technical assistance in this area. This error has nearly disappeared for those contractors that have received this assistance. 

2. Inaccurate Need Determination 

During FY 2008–09 the APMU staff found that some contractors’ determination of need was inaccurate. Regulations require that documentation in the family file support the days and hours of care approved by the contractor and that the days and hours of approved care are reasonably consistent with service utilization as reflected in the attendance records. Errors in need were generally caused by inconsistency between documentation in the file and approved schedule for care, or failure to update the file and approved scheduled of care based on new information. 

The errors based on inaccurate determination of need decrease by 50 percent between the contractors reviewed for the baseline and the contractors who completed their re-review. The decrease in need errors was due to continued technical assistance regarding the implementation of the new need regulations as well as the development of the California Department of Education Regulation Handbook that parallels 5 CCR regulations.
3. Selection of the Appropriate RMR Ceiling and Reimbursement to the Provider

Some of the contractors reviewed in FY 2008–09 were selecting reimbursement ceilings based on the provider’s requested rate rather than on the RMR ceiling that corresponds to the parent’s need for care. 5 CCR, Section 18074.2 states that the appropriate criteria for the selection of RMR ceiling are: (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 selected, staff determined a provider payment error. In addition to contractors selecting an inappropriate market rate ceiling, some of the reimbursements to providers exceeded the ceiling or was more than the amount the provider charged unsubsidized families. 

None of these errors can or should be interpreted as evidence that the child either was not eligible or was not receiving care. Frequently, this means only that insufficient evidence is in the file to support the decisions made by the contractor.

Summary of Baseline Reviews 

The CDE completed the baseline for all 86 AP contractors. The average estimated error rate statewide is 31 percent. Throughout the baseline review process there were three systemic issues found consistently by APMU staff. These issues included attendance record errors, inaccurate need determination, and the incorrect selection of an appropriate RMR ceiling/provider reimbursement.
An error is considered systemic when a contractor makes the same error for many of the same situations, and the cumulative effect of the error increases the contractor’s estimated error rate. In this way, a systemic error is similar to the finding of noncompliance. It reflects an underlying policy or procedural mistake in the contractor’s operations. Because of the simplicity of making standard procedural changes in contractor operations, these types of errors are often easier to correct than other types. The aforementioned systemic issues have been targeted by APMU staff and CDD Consultants, with technical assistance being offered as a corrective measure to assist in program improvement for the next review cycle.

TABLES AND CHART
The following tables can be found at the end of this report: 

1. FY 2008-09 Error Rates by Contractor (Attachment 1)

2. Re-Review Error Rates by Contractor (Attachment 2)

3. Comparison of Error Rates: Baseline vs. Re-Review (Attachment 3) 
The chart below divides the total payments in all sample cases for FY 2008–09 into the four categories of errors required by the Budget Act’s provisional language.
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Estimated Error Rate for Eligibility

The estimated error rate with regard to eligibility was six percent of all payments in the sample cases (16.8 percent of all dollars paid in error). CDE found that most errors in this area could be attributed to the lack of sufficient documentation in the file to satisfactorily determine or support the families’ eligibility. This does not necessarily indicate that the family was actually ineligible, rather the data reflected a shortcoming in gathering and/or maintaining sufficient information to determine eligibility.

Estimated Error Rate for Need

The estimated error rate with regard to need determinations was six percent of all payments in the sample cases (16.8 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, as described above.

Estimated Error Rate for Family Fee

The estimated error rate with regard to family fee determinations was less than .5 percent of all payments in the sample cases (.8 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.

Estimated Error Rate for Provider Reimbursements

The estimated error rate with regard to the provider reimbursements was 23 percent of all payments in the sample cases (65.6 percent of all dollars paid in error). As previously noted, CDE 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 when the child enters or leaves the facility. 

MID-YEAR RESULTS FOR RE-REVIEWS
In response to the state budget crisis, during FY 2009–10, a travel freeze was imposed. The travel freeze impeded the APMU’s ability to complete in person re-reviews or to provide quality technical assistance. During the time in-office, APMU staff developed a draft of a Quality Assurance Instrument which could be utilized by the contractors throughout the state in completing their own self-reviews. Subsequently, an exemption to the travel freeze was approved which allowed for the completion of re-reviews, technical assistance and training for contractors scheduled for a re-review. 

The APMU began the re-review process during FY 2008–09. This process is conducted as a follow up to the original baseline review process to measure program improvement by Alternative Payment and CalWORKs contractors. Based on the results of the 10 completed re-reviews to date, 8 of the 10 contractor’s re-reviewed have decreased their estimated error rate. The APMU has found the contractors with decreased error rates have established policies and procedures to correct the systemic errors found in the baseline reviews. 

There were 2 contractors that did not decrease their error rate. One decided to relinquish their contract. The other contractor did not have systems in place that adequately addressed and corrected the issues associated with the baseline error rate. 
The average estimated error rate was 18 percent for those agencies still contracting with CDE. This represents a decrease of 34 percent from the average (52 percent) of those same agencies estimated by the baseline reviews. Based on preliminary results of re-reviews, we anticipate that future statewide error rates will be below the current baseline error rate, moving in the direction of the federal target error rate of 11 percent. A comparison of the baseline estimated error rate and the re-review estimated error rate for each contractor is included as Attachment 3. 

In the attempt to meet federal error rate reduction goals, CDE will continue to design training materials specific to the needs of each contractor. Technical assistance will be designed to correct policies or procedures that produced the error rate estimated during the previous review process. Examples of technical assistance include parent/provider simulated mock interviews conducted by APMU staff, panel question and answer sessions, and one-on-one file reviews.

In addition to completing reviews of Alternative Payment programs, CDE is extending the review process to large center based contractors this year. The creation of the Center Base Monitoring Unit (CMU) has been established and team members have been trained on the baseline error rate process. CDD will report next year on the results of additional APMU and CMU reviews.

The CDE will continue to focus on error rate reduction efforts, and the strategic concentration of resources to areas likely to produce a significant impact on future federal reports. The result of these efforts will be reflected in the second statewide federal review that will be completed by June, 2011.
You can find this report at the California Department of Education Child Development Division Resources Web page at http://www.cde.ca.gov/sp/cd/re/. If you need a copy of this report, please contact, Greg Hudson, Administrator for Southern Field Services, Child Development Division, by phone at 916–323–1300 or by e–mail at ghudson@cde.ca.gov.

Attachment 1

	ERROR RATES BY CONTRACTOR

	Baseline 2008-09

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

	 
	 
	 
	 
	 
	Eligibility
	Need
	Family Fee
	Provider Payment

	Santa Clara
	Child Development Inc. 
	20%
	 $     45,893.44 
	 $   9,006.26 
	 $             -   
	 $      746.68 
	 $       20.00 
	 $    8,239.58 

	El Dorado
	Continuing Development Inc.
	33%
	 $     24,535.05 
	 $   8,089.94 
	 $             -   
	 $    2,081.94 
	 $       15.00 
	 $    5,993.00 

	Imperial
	County Supt of Schools
	20%
	 $     27,921.70 
	 $   5,588.68 
	 $             -   
	 $    2,289.84 
	 $       17.50 
	 $    3,281.34 

	Merced
	County Office of Education
	15%
	 $     24,893.80 
	 $   3,786.49 
	 $      667.34 
	 $    1,103.05 
	 $     231.80 
	 $    1,784.30 

	Orange 
	Co. Superintendent of Schools
	16%
	 $     38,325.56 
	 $   6,296.70 
	 $    2,603.86 
	 $      992.07 
	 $       25.40 
	 $    2,675.37 

	Plumas
	Rural Services
	57%
	 $     15,566.83 
	 $   8,944.96 
	 $    2,075.65 
	 $    1,411.45 
	 $            -   
	 $    5,457.86 

	San Bernardino
	County Supt. of Schools
	94%
	 $     30,921.59 
	 $  29,032.07 
	 $    2,678.93 
	 $    1,611.02 
	 $            -   
	 $  24,742.12 

	San Diego 
	Health and Human Services
	39%
	 $     71,636.68 
	 $  28,206.41 
	 $    7,262.13 
	 $    3,528.98 
	 $     701.55 
	 $  16,713.75 

	Santa Cruz 
	County Parents Association
	31%
	 $     38,003.04 
	 $  11,827.38 
	 $             -   
	 $    6,244.13 
	 $            -   
	 $    5,583.25 

	Shasta
	Co. Superintendent of Schools
	38%
	 $     26,849.21 
	 $  10,213.45 
	 $    5,001.65 
	 $      349.30 
	 $            -   
	 $    4,862.50 

	TOTALS
	N/A
	 $   344,546.90 
	 $120,992.34 
	 $  20,289.56 
	 $  20,358.46 
	 $   1,011.25 
	 $  79,333.07 

	Errors as % of Total Payments
	 
	 
	35%
	6%
	6%
	0%
	23%

	Errors as % of all Dollars Paid in Error
	 
	 
	100%
	16.8%
	16.8%
	0.8%
	65.6%


Attachment 2

	RE-REVIEW 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
	Center for Community and Family Services
	47%
	 $     34,715.77 
	 $  16,220.19 
	 $  2,792.60 
	 $  2,728.33 
	 $   231.10 
	$ 10,468.16 

	Los Angeles
	Drew Child Development Corp
	19%
	 $     30,358.17 
	 $   5,735.99 
	 $          -   
	 $    885.60 
	 $   125.10 
	$  4,725.29 

	Los Angeles
	International Institute of Los Angeles
	29%
	 $     20,583.00
	 $   6,043.41 
	 $     80.00 
	 $  1,441.40 
	 $        -   
	$  4,522.01 

	Los Angeles
	Pathways
	8%
	 $     24,451.63 
	 $   1,885.57 
	 $    849.42 
	 $    112.50 
	 $   169.40 
	$   754.25 

	Riverside
	Riverside County Dept. Of Social Services
	18%
	 $     27,326.24 
	 $   5,009.83 
	 $          -   
	 $    993.00 
	 $   128.70 
	$  3,888.13 

	Riverside
	Riverside Co. Superintendent of Schools
	10%
	 $     20,419.71 
	 $   2,143.97 
	 $          -   
	 $  1,654.41 
	 $        -   
	$    489.56 

	San Diego
	San Diego YMCA
	4%
	 $     31,397.90 
	 $   1,295.51 
	 $    524.26 
	 $           -   
	 $        -   
	$    771.25 

	Ventura
	Child Development Resources of Ventura
	1%
	 $     28,251.18 
	 $      405.05 
	 $          -   
	 $    357.35 
	 $    47.70 
	$             -   

	Fresno
	Fresno Supportive Services Inc. 
	18%
	 $     26,009.12 
	 $   4,765.54 
	 $  2,888.21 
	 $         -   
	 $    33.60 
	$   1,843.73 

	TOTALS
	N/A
	 $   243,512.72 
	 $  43,505.06 
	 $  7,134.49 
	 $   8,172.59 
	 $   735.60 
	$  27,462.38 

	Errors as % of Total Payments
	 
	 
	18%
	3%
	3%
	0%
	11%

	Errors as % of all Dollars Paid in Error
	 
	 
	100%
	16.4%
	18.8%
	1.7%
	63.1%


Attachment 3

	COMPARISON OF ERROR RATES: BASELINE VS. RE-REVIEW


	County
	Agency
	Baseline
Error Rate
	Re-Review
Error Rate

	Los Angeles (1)
	Center for Community and Family Services
	45%
	47%

	Los Angeles
	Drew Child Development Corp.
	43%
	19%

	Los Angeles 
	International Institute of Los Angeles
	53%
	29%

	Los Angeles
	Pathways
	29%
	8%

	Riverside
	Riverside Co. Dept. of Social Services
	44%
	18%

	Riverside
	Riverside Co. Superintendent Of Schools
	78%
	10%

	San Diego
	YMCA of San Diego
	58%
	4%

	San Diego (2)
	San Diego Health and Human Services
	39%
	61%

	Ventura
	Child Development Resources of Ventura
	98%
	1%

	Fresno
	Fresno Supportive Services Inc.
	34%
	18%

	
	
	
	

	 1) Follow-up to re-review is scheduled for May 2010

	
	
	
	
	

	 2) Relinquished contract
	
	
	


� 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.
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