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EXECUTIVE SUMMARY

This is the final report required by Chapter 229, Statutes of 2004 (Senate Bill 1104, Committee on Budget and Fiscal Review). Senate Bill (SB) 1104 requires the Department of Education to select a statistically valid sample of child care cases in each of the State’s four programs (CalWORKs Stage1, Stage 2, and Stage 3, and Alternative Payment); perform an analysis of errors in four separate categories (eligibility, parent fee, need, and provider payment); and report the results to the Governor, Chair of the Joint Legislative Budget Committee, the chairs of the fiscal committees of both houses of the Legislature, and the Department of Finance.  SB 1104 requires the Department to set reduction targets based on the data from the study and timeframes for achieving those targets.
As part of the same study, SB 1104 requires the Department to estimate and report potential improper payments that result from parent or provider fraud or error and to make recommendations in ten program areas, many of which concern reductions in fraud and overpayments.

As a result of this study, the Department estimates that the rate of errors vary by program, but are in the 3 to 5 percent range in the area of eligibility and parent fees, are in the 8 to 10 percent range in the area of need, and are in the 11 to 15 percent range in the area of provider payment. As required by SB 1104, the Department has estimated overpayments and underpayments by program resulting from these errors. 
The estimated error rates in child care programs appear to be comparable to other public assistance programs. To reduce error rates, the Department recommends regulatory revisions and a new system of on-site program audits to clarify administrative requirements. Upon the implementation of both approaches, the Department is committed to working with the Administration to set achievable error rate reduction targets. Pursuant to the requirements of the federal Improper Payments Information Act of 2002 (P.L. 107-300), final reduction targets should be equal to 2.5 percent or less of direct service payments.

To minimize the potential for improper payments, the Department recommends independent verification and intermittent re-verification of employment or enrollment in education and a system of provider visits similar to the requirements in federally funded nutrition programs. Local agencies are currently not funded to perform provider visits, and the Department recommends additional funding be provided for this purpose. The Department further proposes to report annual estimates of potential improper payments through the on-site program audits required by Provision 7 of Item 6110-001-0890 of the Budget Act of 2004.
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CalWORKs and Alternative Payment Child Care Programs 
Error Rate Study Report Required by Chapter 229, Statutes of 2004 
(Senate Bill 1104, Committee on Budget and Fiscal Review)

I. INTRODUCTION

The Health and Human Services Trailer Bill to the Budget Act of 2004 (Chapter 229, Statutes of 2004; Senate Bill 1104, Committee on Budget and Fiscal Review), approved by the Governor on August 16, 2004, requires the California Department of Education (CDE) to perform an analysis of administrative errors and the potential for fraud in the local operations of California’s CalWORKs and Alternative Payment child care programs. The study was to be based on a statistically valid sampling of child care files and payments to providers and produce quantifiable results for all four program types - CalWORKs Stage 1, Stage 2, Stage 3, and Alternative Payment - in four separate categories: eligibility, family fees, need (certified hours of care), and provider payments.  

Senate Bill (SB) 1104 requires the Department to report the error rate study results, including “reduction targets” for errors and fraud, to the Governor, the Chair of the Joint Legislative Budget Committee, the chairs of the legislative fiscal committees, and the Department of Finance (DOF) by April 1, 2005. This report was required to place a priority on prevention of fraud and overpayments, consider existing “best practices” for doing so, and contain recommendations in the following areas:

1. Precise definitions of what constitutes child care fraud and overpayments.

2. A consistent statewide system to identify fraud and overpayments.

3. A consistent statewide system of standards for fraud prevention, intervention, and overpayment collection that is applied to all child care program provider categories.

4. Statewide fraud and overpayment measures that will be reported annually by the Department.

5. Standards for independent financial compliance audits, including provisions to ensure that small programs are not unduly burdened.

6. Consistent statewide mechanisms for due process for parents.

7. Consistent statewide mechanisms for dispute resolution for child care programs and providers.

8. Assessment of the cost-effectiveness of prevention and intervention activities.

9. Equitable treatment of all consumers of subsidized child care.

10. Consideration of the need to minimize new barriers to family access to child care.

SB 1104 also required that a separate report containing a survey of “best practices” to prevent administrative errors, overpayments, and fraud be completed by the Department and posted on the Department’s website. This report is currently available, as required by SB 1104, on the Department’s website at www.cde.ca.gov/sp/cd/ci/.

The Department was required to perform the error rate study in consultation with the State Department of Social Services (DSS), county fraud investigators, and other fraud investigation experts. In developing the recommendations listed above, the Department was required to consult with staff from DSS and DOF, legislative staff, child care consumers and providers, representatives of county welfare departments, district attorneys, county special investigative units, and legal advocacy organizations. The Department clarified the consultation requirements of SB 1104 with legislative staff and the Department of Finance. Based on this clarification and the timelines mandated by SB 1104, a plan for consultation was developed and shared with staff from the Legislature and the Department of Finance prior to beginning work. 

To complete the activities mandated by SB 1104, the Department designed a data gathering instrument; developed written procedures for gathering data; trained staff; field tested the data gathering instrument; developed a sampling methodology and procedure in consultation with a statistician from the University of California at Berkeley (U.C. Berkeley); selected a sample of cases from CalWORKs Stages 1, 2, and 3, and Alternative Payment programs; deployed staff to the field to gather the data from case files, verify employment, and perform provider visits; constructed a database in which to store the data; entered the data into the database; performed extensive data checks to ensure that data was accurately entered in the database; and analyzed the data.  During this same period, the Department consulted with the organizations required by SB 1104 to develop a survey of best practices and to post that survey on the Department’s website.  

To accomplish these tasks, the Department redirected 21 staff (an administrator, a research analyst, 16 consultants and 3 analysts) for nearly five months, incurred costs in the Technology Services Division to develop a database, redirected the time of numerous other staff for shorter periods, and incurred extensive travel costs to gather the necessary data. The Department estimates the cost to perform the activities mandated by SB 1104, including the salaries of re-directed staff, to be between $900,000 and $1 million.

In constructing the recommendations required by SB 1104, the Department has relied both on analysis of data gathered during the study and the input provided by various individuals and organizations through the best practices survey. In designing the data gathering process, the Department adhered to the advice of the General Accounting

Office regarding the five components of internal control.
 Specifically, data was gathered not just to determine errors, but to identify and assess those areas “where risks of improper payments exist, what those risks are, and the potential or actual impact of those risks on program operations.”
 Where possible, this report relies on specific suggestions to minimize risk offered by contributors to the Best Practices Survey.

This report also continues to distinguish, consistent with the Best Practices Survey, between administrative errors, recipient or provider caused errors, and intentional program violations or other fraud. The Department recognizes that in practice improvements in these areas may be inter-related. Procedures that minimize errors and promote greater internal integrity and control may also prevent or reduce fraudulent activity. In analyzing the data collected through this study, CDE has attempted to identify the cause of errors. Based on identification of the source, CDE has suggested policies and practices for error reduction. In this way, meaningful targets for reductions in error and overpayments can be set, and the cost of procedures can be evaluated relative to their benefit.

Finally, SB 1104 asks the Department to make recommendations to reduce administrative errors, minimize fraud, and recover overpayments. Many of the recommendations required by SB 1104 can be implemented within the Department’s current statutory authority and without major re-configurations of local programs. Such recommendations could consist of new program policies or procedures that can be implemented through regulatory change. One recommendation may require an appropriation of additional funding. Recommendations made pursuant to the Department’s current statutory authority may not apply to Stage 1 programs, which are administered by DSS.

The recommendations in this report recognize the division in administrative responsibility between DSS (for Stage 1) and CDE (for all other child care programs). However, this division is often blurred in local practice. Of California’s fifty-eight counties, eleven county welfare departments are themselves Alternative Payment agencies, and therefore administer all three CalWORKs programs. Thirty-two others contract with local Alternative Payment agencies for portions of the Stage 1 program. These local administrative connections mean that 93 percent of all CalWORKs Stage 1 payments are made by local Alternative Payment agencies that are themselves county welfare departments or that contract with county welfare departments. 

SB 1104 directs the Department to make other recommendations that may, however, exceed the Department’s current authority or demand expertise in areas that are not within the Department’s historical purview. In these situations, the Department will attempt to present the Legislature and Administration with alternatives that have been offered by various constituent groups. Depending on the availability of funds and other policy considerations, the Legislature and Administration may elect to implement some, all, or none of these alternatives.

The Department wishes to express our gratitude to the staff from many agencies who worked to assemble records for our review, welcomed our presence and questions, and accompanied us on provider visits. Without the active cooperation and openness of local Alternative Payment agencies and county welfare departments, this study would not have been possible.

II. BACKGROUND

Alternative Payment programs began in 1977 as pilot programs for low-income, working families. Alternative Payment programs used the existing private-sector child care infrastructure (centers and licensed family day care homes) to provide quality child care services to low-income families. In addition to being low-income, qualifying families were required to have a need for care, based on employment, vocational education, or both. To accomplish their mission, Alternative Payment programs were given broad flexibility to design program standards and relationships with child care providers to provide safe, healthy care for children based on local conditions. Many of these programs negotiated rates with providers in order to maximize the number of children they could serve.

Alternative Payment programs became permanent in 1980 through the enactment of the Sieroty bill (SB 863, Chapter 798, Statutes of 1980), which created the statutory framework for both center-based and Alternative Payment child care. Provisions of the Sieroty bill allowed Alternative Payment programs to retain much of the flexibility they were afforded as pilot programs.

In 1991, CDE was designated as the lead agency for implementation of the federal Child Care and Development Block Grant (CCDBG). With the infusion of federal funds into Alternative Payment programs came the requirement that private-sector providers be reimbursed based on their “market rate,” i.e., the rate they charge private-pay families, up to a ceiling that states were required to set based on a survey of market rates. Previously, the requirement that providers be reimbursed based on their market rate, up to a specified ceiling, had only existed for child care programs administered by the Department of Social Services (e.g., the Greater Avenues for Independence child care and Transitional Child Care programs).  

In 1996, the federal Personal Responsibility and Work Opportunities Reconciliation Act (P.L.104-193) combined federal funds for child care, previously appropriated under the Aid to Families with Dependent Children program and the CCDBG, into the Child Care and Development Fund (CCDF) and designated those funds to provide child care services to cash-aided families, those families leaving cash aid, and families at risk of going on aid. California enacted its CalWORKs child care program in response to this federal law.

California’s CalWORKs program took effect January 1, 1998. This welfare reform legislation allowed for greater county flexibility in administering cash aid programs and created a three-stage child care system for cash-aid recipients and former recipients. Stage 1 is administered by DSS; Stages 2 and 3 are administered by CDE. Stage 1 was intended to provide services to those families engaged in county required welfare to work activities. Stages 2 and 3 were intended to serve those families whose stable circumstances permit them to transition off aid.

Implementation of CalWORKs child care programs caused enormous growth in the revenues going to agencies that formerly operated Alternative Payment programs. State appropriations for local agencies operating Alternative Payment programs grew from approximately $153 million in fiscal year (FY) 1995-96 to approximately $1.2 billion in FY 2002-03. An additional $572 million was appropriated to the Department of Social Services for Stage 1 child care. These funds could also become part of the revenue stream for local Alternative Payment agencies through contracts with County Welfare Departments. 

Without exception, California’s Alternative Payment agencies were successful in securing and reimbursing child care for thousands of new families needing care through CalWORKs. However, soon after implementation of CalWORKs child care, the Department became aware of unmet needs for program integrity within this new system. The flexibility that historically had been granted Alternative Payment programs was not always compatible with a statewide program serving cash-aid and former cash-aid recipients. In addition, the unprecedented growth in clients, providers, and revenue had created internal control issues for many agencies. Old systems for ensuring quality control and accountability had to be adapted to meet the new challenges of statewide consistency and size.

In FY 2001-02, the Department began meeting with representatives of local agencies to address these needs and design a new monitoring system and instrument. The product of those meetings became a Budget Change Proposal (BCP), which was approved in the Budget Act of 2004. The approved BCP creates a Program Monitoring and Integrity Unit consisting of a manager, five analysts, and office support, and proposes a system that will focus on reducing administrative errors and promoting program integrity. The results of these reviews, and targets for reductions in errors, will be determined agency-by-agency and annually reported to the Legislature and Governor.

The Error Rate Study and accompanying report required by SB 1104 will provide a statewide look at the administrative errors and program integrity needs that this new unit will address. Consistent with the ten areas of recommendation contained in SB 1104 (see Introduction), and in view of the data contained in this report, the Legislature and Governor may wish to consider other integrity measures to address on-going program needs.

III. SAMPLING METHODOLOGY

The Department began the process of choosing a sampling methodology by reviewing applicable federal documents regarding calculating error rates in federally funded programs.
 The federal Improper Payments Information Act, P.L. 107-300, recommends the use of a sample size formula
 for calculating error rates in federally funded programs that permits the determination of an error rate at the 90 percent confidence level. The Department consulted doctoral statistician, Mr. Stephen Moore, at U.C. Berkeley to develop a sample size formula that would allow for the calculation of error rates at the 95 percent confidence level for all four programs (CalWORKs Stage 1, Stage 2, Stage 3, and Alternative Payment) and for all four areas of program operation (eligibility, parent fee, need, and provider payment) mandated by SB 1104. To ensure that the sample size was adequate, preliminary data gathering forms were submitted to Mr. Moore along with other information regarding the number of recipients, providers, and children in each program.

To determine valid error rates at the 95 percent confidence level required a sample size of slightly less than 400 valid cases per program for expected error rates in the area of ten percent. To achieve this number of valid cases, the Department selected the following sample sizes:
· CalWORKs Stage 1 Program


460 files

· CalWORKs Stage 2 Program 


500 files

· CalWORKs Stage 3 Program 


500 files

· Alternative Payment Program 


450 files

The sample in programs administered CDE was drawn randomly from a database maintained by the Department for federal reporting purposes. Federal reporting requirements in the Temporary Assistance for Needy Families (TANF) program do not require that DSS maintain a similar database. Therefore, the sample for Stage 1 was drawn from the 22 counties comprising 92 percent of the Stage 1 caseload using a stratified sampling methodology.
 After discussion with DSS staff, the sampling methodology was developed in consultation with Mr. Moore. Cases were selected based on the number of families counties reported on the CW115 – CalWORKs Child Care Monthly Report. Each county’s share of the total sample was determined by the county’s percentage of the Stage 1 child care caseload. From this group, individual cases were selected through random start points and pre-set intervals. If the case selected contained more than one child, a single child was selected by rolling a die. 

After eliminating duplicate cases, and cases invalidly reported to either department by local programs, a total of 1744 valid cases - 427 valid cases in Stage 1, 437 valid cases in Stage 2, 471 valid cases in Stage 3, and 409 valid cases in Alternative Payment programs - were reviewed and data gathered for the purposes of this study.   

The above number of valid cases in each program are sufficient to calculate the error rates and dollar errors required by SB 1104 and to report statistically valid results at the 95 percent confidence level. However, data analysis of the causes for errors would be based on a much smaller number of cases – i.e., only those cases in error – and should not be accorded the same level of certainty. Therefore, to evaluate policies to reduce errors and overpayments, analysis of the cause or basis for the error should be interpreted with reference to other data, such as interviews with the data gatherers and information from other sources. 

For both CDE administered programs and DSS administered programs the sample was drawn from June of 2004. The month of June 2004 was selected because it was a month for which the Department had complete data. In addition, because regulatory changes regarding use of the Regional Market Rate Ceilings occurred in October of 2003 (when emergency regulations were promulgated) and July of 2004 (when regulations became permanent), program rules were relatively stable in June. To complete this report within mandated timelines, payments were also analyzed for the month of June 2004. Therefore, the data presented and analyzed in this report represents a “snapshot” of program accuracy for one month, June of 2004. 

IV. DATA GATHERING PROTOCOL

In evaluating administrative accuracy, reviewers determined errors based on standards contained in current statutes and regulations applicable to the programs that were the subject of this study. Current statute requires identical administrative standards to determine eligibility, need, and family fee in all child care programs that are the subject of this study.

Using the standards contained in statute and regulations, a data collection document was developed and field tested in all programs, including Stage 1 programs that are solely county administered and programs that contract with Alternative Payment agencies for a portion of Stage 1 administration. Written protocols were developed based on the field tests and prior experience with on-site reviews. (The data gathering instrument and written protocols are included as Attachment 1.) 

CDE field consultants and analysts have extensive experience in reviewing CDE administered programs pursuant to the standards referenced above. However, SB 1104 also required CDE staff to review Stage 1 operations, which included administrative practices with which they were not familiar. In two specific areas lawful practices of county welfare departments may have affected determinations about whether a case contained errors. Those areas involve the calculation of income and the documentation necessary to support provider payments if the parent were only engaged in county-mandated welfare-to-work activities. In both cases the Department has made adjustments to eliminate any effect on the data in this report.
 

SB 1104 also required the Department staff to assess for the presence of fraud, whether caused by the recipient, provider, or both. Unlike administrative errors, fraud is a specific intent crime whose presence can only be determined by thorough investigation and adjudication leading to a criminal conviction. Accordingly, the Department determined that staff could not assess for the presence of fraud. However, the Department did independently verify information on which eligibility or payment was based to identify cases where additional investigative work might be warranted. These cases were identified as potential improper payments.

The protocols employed to facilitate the eligibility and payment verification are:

1. If the recipient’s employer at the time of the file review was the same employer as in June 2004, CDE staff were to verify the existence of the employer and the fact that the recipient was employed in June 2004.

2. If the child’s provider was the same at the time of the file review as in June of 2004, CDE staff were to visit the provider during the certified hours of care for the child to determine whether the child was attending child care.

To accomplish provider visits, CDE instructed its staff that license-exempt and family day care home providers were to receive highest priority, and centers receive lowest priority, for on-site verification. CDE created these priorities in recognition of limited time and resources, and from information that centers constituted a lower risk for participation in activities warranting further investigation. CDE staff were instructed to schedule visits during the hours that the child was expected to be present (allowing time for school pick-up if the provider had school-age children); to contact the provider by phone just prior to arriving; to identify themselves and the reason for the visit; to explain that that child’s name had been selected randomly; to confirm the provider’s current address; and to ask permission to visit.  

Standards were created for deciding which cases were considered acceptable; which cases would merit further investigation; and which cases could not be classified in either category. Because this was a new function for CDE staff, both staff and the administrator were concerned with establishing and maintaining inter-rater reliability in this effort. Therefore, during the course of the error rate study, constant conversations took place between staff and between staff and the Administrator regarding this issue. In addition, although CDE field consultants are typically assigned by geographic regions, staff were assigned data gathering areas for this study outside of their usual assignment area to further improve inter-rater reliability.

Finally, protocols for gathering data, including protocols for employer verification and provider visits, and data gathering forms were shared with legislative staff and representatives of DOF prior to beginning the study. At that time, no concerns were expressed regarding the proposed procedures.  

Local agency representatives were invited to observe the data gathering activities; were often asked to be available to answer questions; and were encouraged to accompany CDE staff to provider visits. However, CDE staff were instructed that their function in gathering data for this study was that of objective research only – no cases were to be reported to the agencies for potential investigation and no facilities were to be reported to Community Care Licensing if violations were observed – provided that the absence of reporting did not conflict with staff responsibilities as mandatory reporters.  

V. ADMINISTRATIVE ERRORS IN ELIGIBILITIY AND FAMILY FEES

CalWORKs Stage 1

Families are eligible for CalWORKs Stage 1 child care services if they are on cash aid or if they have discontinued cash aid and their income is equal to or less than 75 percent of state median income. Eligibility for Stage 1 is determined by the county welfare department and if the family is eligible, the child care program is notified. If the family is not receiving cash aid, they might be responsible for a portion of the child costs (the family fee) depending on their income and family size. The family’s total income is used to determine the family fee. Local agencies have the option of collecting the family fee and including amounts received from the family in the reimbursement to the provider, or deducting the family fee from provider reimbursement, thereby transferring responsibility for collection of the family fee to the provider. 

In Stage 1, the data indicates that 3 percent of families were found to be eligible in error. This error could occur when either there was insufficient documentation to make an eligibility determination or when the determination of eligibility, though based on sufficient documentation, was in error. Therefore, a finding of error in eligibility may not mean that the family was actually ineligible.

Errors in eligibility resulted in unsupported payments in the Stage 1 program equal to 3.6 percent of all payments in the sample.
 Generally, families in Stage 1 are recipients of cash aid and categorically eligible for child care. Therefore, in determining the above error rate, the Department deemed cases in which the basis of eligibility was an aid payment to be without error
.  

Further review of the cases deemed to be in error and interviews with CDE staff reviewers indicates that all cases involved recipients of Stage 1 services who were no longer receiving cash aid. Off-aid families not receiving cash aid constitute a minority of all families in Stage 1. Errors in these cases may be attributable to local practices regarding income calculation that are tailored for cash aid recipients.

Lack of sufficient documentation in the case file for families off cash aid is an administrative shortcoming. When families no longer receive cash aid, documentation is essential to substantiate the continued need for benefits. DSS may wish to undertake clarification of policies to ensure that income calculations are performed for off aid families in Stage 1.

The above off-aid cases would have also produced an error in the family fee calculation. However, because administrative practices for income calculation in Stage 1 differ from those in CDE programs and CDE staff were unfamiliar with those practices, no error rate is reported for family fee determinations in Stage 1. However, given the small dollar error rate in the above cases, and the small contribution made by family fees to overall program funding, CDE would expect the financial impact of any error made in family fees to be inconsequential.

CalWORKs Stage 2, Stage 3, and Alternative Payment

Families are eligible for Stage 2 and Stage 3 if they are recipients of cash aid or if their income is below 75 percent of state median income for the appropriate family size. Families are eligible for Stage 2 services for a period of 24 months after leaving cash aid, and may enter Stage 2 from a Stage 1 child care program or by directly applying for services if they are former cash aid recipients. Families are eligible for Stage 3 services as long as they remain income eligible and may only enter Stage 3 from a Stage 2 child care program.

In addition to receiving cash aid or being income eligible, families are eligible for Alternative Payment child care if the child is at risk of abuse or neglect, is a recipient of child welfare services, or if the family is homeless.

For Stage 2, CDE estimates that 3.9 percent of the cases were found to be eligible in error. Similar to Stage 1, these errors could occur because there was insufficient documentation to determine eligibility or because eligibility was incorrectly determined. These errors resulted in unsupported payments of 3.9 percent of all Stage 2 payments in the sample. In Stage 3, the estimate of errors is 3 percent, resulting in unsupported payments of 2.9 percent; and in Alternative Payment the estimate is 5.6 percent, resulting in unsupported payments of 6.2 percent. These results are summarized in the following table.

	
	Percent of files with errors in eligibility determination


	Percent of dollars unsupported by documentation
	Percent of files with error in family fee calculation

	STAGE 2
	3.9
	3.9
	3.8

	STAGE 3
	3.0
	2.9
	4.6

	APP
	5.6
	6.2
	2.6


The factor contributing most frequently to errors in eligibility was the lack of sufficient documentation in the file to satisfactorily determine eligibility. CDE would note that 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.  

The most common error found by reviewers in sample files involved the calculation of family income. This error occurred in approximately 14 percent of all files in CDE administered programs. This error, even though common, rarely resulted in an ineligible family being deemed eligible, or a mistake in the family fee calculation. Because the majority of families receiving subsidized child earn less than 50 percent of state median income (and therefore do not contribute a family fee) and because family fees are based on income ranges, mistakes in the calculation of family income generally did not have a financial impact. 

Regarding family fees, the cases with errors were estimated to be 3.8 percent in Stage 2, 4.6 percent in Stage 3, and 2.6 percent in Alternative Payment. Because some agencies collect family fees directly, while others offset reimbursement to the provider by the amount of the fee, a dollar overpayment or underpayment rate was not determined. However, the financial impact of errors in family fees is estimated to be inconsequential. For example for Stage 2, the total amount of dollar payments in the sample is $197,777. Overpayments in the sample related to family fees is estimated to be $669 (six hundred and sixty nine dollars), and underpayments $437 (four hundred and thirty seven dollars).

Recommendations

As indicated in the section on sample size, there were sufficient valid cases in the samples for each program to estimate errors in eligibility, family fee, need, and provider payment at the 95 percent confidence level. However, because the number of cases in error is a small subset of the total number of cases, using the data from this study to determine the causes of those errors should be viewed with far less certainty. Data from this study should be evaluated against historical experiences with compliance reviews, where available, and other input in developing recommendations for improvement.

In general, CDE believes that errors regarding eligibility determinations may be lower than known error rates in other public benefit programs. However, the Department also believes that improvement may be warranted and achievable.  

Regarding Stage 2, Stage 3, and Alternative Payment, the data from this study, the history of compliance reviews, and the input received from various local agencies for the Best Practices Survey all indicate that current regulations are not clear about exactly what documentation is necessary to determine eligibility and how that documentation should be interpreted. This lack of clarity appears to create confusion in the standards for documenting eligibility.

Low-income families often do not possess “traditional” employment, involving predictable hours and stable salaries and benefits. Therefore, regulations must set clear standards for documenting income and eligibility when hours vary, work is seasonal, persons may be self-employed (as maids, landscapers, day-laborers, or cosmetologists, for example), or less than full cooperation is received from the recipient’s employer. These standards must carefully balance the need for program integrity with policies that afford low-income families access to valuable public benefits.  

After evaluation of the data, the historical experience with compliance, and the input from local agencies for best practices, the Department believes that improving the clarity of regulations could reduce the error rate for eligibility in CDE administered programs to between 1 and 2 percent.  

Summary of Recommendations

The Department should promulgate improved regulations that would:

· Specify necessary documentation of eligibility and calculation of income.

· Specify standards and procedures for non-traditional employment. 

· Specify standards and procedures when less than full cooperation is received from the recipient’s employer.
VI. ADMINISTRATIVE ERRORS IN DETERMINATION OF NEED

CalWORKs Stage 1

Families who are eligible for child care services because they are recipients of cash aid or have income less than 75 percent of state median income receive a specified number of hours of child care per week (certified hours of care) based on their documented need. The certified hours of care are based on participation in county mandated welfare-to-work activities, employment, employment searches, and/or vocational training, and include time for transportation to and from approved activities. In reviewing need determinations in all programs, CDE staff accepted the agency’s calculation of transportation time, study time, or other factors that contribute to the determination of need.

In two-parent families, the second parent may also have a need for child care based on a physical or mental condition that renders the parent incapable of providing supervision and care to the child (incapacity). Need based on incapacity requires verification by a licensed professional, such as a physician.

In reviewing Stage 1 files, CDE staff found that 6.1 percent contained an error in the determination of need that could have a financial impact (either over- or underpayment) on the program. These errors resulted in unsupported payments equal to 4.9 percent of total payments made for the sample. No underpayments were found in the sample.

The percentage of dollars expended in error for need is lower than the percentage of cases with eligibility. This is due to the fact that in calculating the dollars expended in error, CDE first excluded the amounts expended in error based on eligibility to prevent double-counting overpayments. In addition, errors in need may result in amount of dollar error less than the full payment made to the provider or may not result in any dollar error. For example, if a child were eligible for part-time care, yet they were certified for full-time care, the amount in error would be the difference between the provider’s full-time and part-time rates. If a child was certified for 45 hours per week of care, but should have been certified for 35, there might be a zero dollar error since both schedules are likely accommodated within the provider’s full-time weekly rate.

The most common error in Stage 1 need determinations was the lack of sufficient documentation on which to base a determination of need (4.9 percent of the sample cases). Similar to errors in eligibility, this category of error does not necessarily indicate that the need determination was incorrect. It does mean that the reviewer could not locate legally required documentation to support the agency’s determination of need.  

In Stage 1 cases, this error would likely occur in those cases where parents were engaged in employment or training activities in addition to county-mandated welfare-to-work activities. Interviews with CDE reviewers indicated that this error occurred when the certified hours of care were based on employment, but the file did not contain independent verification of the hours that the recipient worked. Similarly, there were files in which the recipient was engaged in vocational training (other than a county mandated welfare-to-work activity), without independent verification of the hours of enrollment.  

Errors also occurred, although they were less frequent, when files contained sufficient information to determine the certified hours of care, yet the number of hours determined by the agency were either more or less than what the documentation supported. This error may have occurred when the family’s circumstances changed, and the agency made a change to the certified hours of care without updating the documentation in the file.

CalWORKs Stage 2, Stage 3, and Alternative Payment

In addition to the qualifying need for child care in Stage 1, in Alternative Payment programs a family may have a qualifying need for care based on one or both of the parents being incapacitated, or:
· The child is at risk of abuse or neglect (requires verification by a licensed professional).


· The child is a recipient of child welfare services (requires verification by a county social worker). 

· The family is seeking permanent housing.

In Stage 2, reviewers found that 8.9 percent of files contained an error in the determination of need that could have had a financial impact. These errors resulted in an estimate of unsupported payments of 5.7 percent of total payments in the sample. In Stage 3, reviewers found that 8.5 percent of the files contained errors, resulting in unsupported payments of 5.9 percent. In Alternative Payment programs, 10.5 percent of files contained an error, resulting in unsupported payments of 3.3 percent. No underpayments were identified in the sample for CDE administered programs. These results are summarized in the following table.

	
	Percent of files with one or more errors in determination of need


	Percent of files lacking sufficient documentation to determine need


	Percent of dollars unsupported by documentation of need (only for eligible families)

	STAGE 2
	8.9
	6.0
	5.7

	STAGE 3
	8.5
	6.8
	5.9

	APP
	10.5
	7.1
	3.3


As in Stage 1, of those Stage 2, Stage 3, and Alternative Payment files containing one or more errors in the determination of need, the most common error was that the file did not contain sufficient documentation to determine need. In these cases the entire payment to the provider was counted as an unsupported payment. Less frequently, files contained sufficient information to determine the certified hours of care, but the number determined by the agency was not supported by the documentation in the file. In these cases the amount of the unsupported payment was determined by the difference between the payment made by the agency and what the payment should have been if need had been determined correctly. The similarities between Stage 1 need-based errors and need-based errors in the other programs is likely attributable to the fact that many county welfare departments contract portions of Stage 1 child care functions to Alternative Payment programs or are themselves Alternative Payment programs, as stated in the Introduction.

Recommendations

Current regulations regarding how to document a parent’s need for child care services can be found in the California Code of Regulations, Title 5, beginning at Section 18086 through Section 18092. Input received by the Department for the Best Practices Survey indicated that these regulations for documenting need are vague. In addition, because these regulations have not been revised in nearly two decades, they do not provide direction to agencies that accommodates the realities of CalWORKs child care. 

For the purposes of this study, errors were only recorded if there were deviations from standards in current regulations. However, the Department believes that the value of clear and precise regulations cannot be overstated. Clear standards and procedures for documenting need for child care would not permit “interpretations” that lead to errors.   

Many agencies that, for reasons of program integrity, desire to add specificity to the standards in current regulations must do so through internal written policies. These internal policies often create inconsistencies from agency to agency. Specific, statewide standards could minimize these inconsistencies (and reduce the administrative burden on local agencies) while permitting local flexibility where necessary to encourage program access.

Some local agencies providing input for the Best Practices Survey indicated that their policies currently exceed these regulations by requiring a release from the parent allowing the agency to independently verify need. Although current regulations permit independent verification of employment, consistent with the input received from local agencies, the Department believes that independent verification of need is a critical component of program integrity and should be the statewide standard, rather than a local option.

Any revision to current regulations should provide direction to agencies regarding acceptable procedures to document employment when independent verification through contact with the employer is not possible, either because the nature of the parent’s employment is non-traditional or because the employer refuses to cooperate with the verification process. Regulations could also provide direction on procedures to document variable hours of employment or self-employment. As with new regulations regarding eligibility, revised regulations regarding need should seek to balance program integrity and access to services.

Significant input was received from local agencies regarding the need to specify in regulations standards for documenting the need for child care services when individuals are working in the In-Home Supportive Services program or providing other in-home health or attendant care services. While CDE believes that current regulations provide some guidance for situations about which agencies are concerned,
 CDE concurs that regulations should provide specific directions for documenting employment in the case of in-home services.

Additional input was received for the Best Practices Survey stating that current regulations for documenting vocational education or training, seeking employment, seeking permanent housing, and incapacity were also vague. Standards for documenting education and training could be clarified to require verification from the educational institution regarding enrollment in an approved vocational course of study and regular re-confirmations of enrollment and progress towards the designated degree or certificate.

Finally, although the number of families that establish need through incapacity, seeking employment, or seeking permanent housing is relatively few, regulations for documenting need in these specific areas could be reviewed for clarity and rewritten to balance program integrity and program access.

The Department believes that it would be reasonable to expect error rates in the determination of need to be reduced to approximately half their current levels within two years from the adoption of new regulations.

Summary of Recommendations

The Department should promulgate improved regulations that would:

· Require that agencies obtain releases from recipients and independently verify employment.

· Specify standards and procedures for documenting need in the areas of incapacity, seeking employment, and enrollment in vocational education.

· Specify standards and procedures for documenting need in non-traditional employment or when less than complete cooperation is received from the recipient’s employer. 

Specify standards and procedures for those recipients who are employed as in-home care givers.

· VII. ADMINISTRATIVE ERRORS IN PROVIDER PAYMENTS
CalWORKs Stage 1

The statute that enacted the CalWORKs child care program declares that standards for establishing eligibility and need are the same in Stage 1 as in other child care programs administered by CDE. The statute, however, does not specify that all procedures for reimbursing providers in CDE administered programs are applicable to Stage 1. Specifically, regulations governing CDE programs require that parents or other authorized adults sign children in and out of child care as a means for documenting attendance and claiming reimbursement. Stage 1 programs are not subject to this requirement – a requirement that may, to the extent that parents only participate in mandated welfare-to-work activities, be unnecessary if attendance in welfare-to-work activities is maintained by county welfare departments.  

Therefore, in determining errors in provider payment, sign-in and sign-out sheets were not required for Stage 1 families. CDE reviewers did review the records on which payments to providers were based to determine:

· Whether the certified hours of care for the family was consistent with the hours of care approved on the provider agreement.

· Whether the rate used to reimburse the provider was equal to or less than the appropriate Regional Market Rate Ceiling.

· Whether there was present a claim form from the provider, or other evidence on which a payment was based.

· Whether the signature of the parent and provider on the claim form or attendance sheet (if an attendance sheet was used and the parent dropped off or picked up the child) matched the signature of the parent and provider on the provider agreement, Notice of Action, or intake document used by the agency.

Finally, CDE examined the payment made to the provider and determined if the payment could be determined to be correct based on the information contained in the file. Payments that were incorrect or not supported by sufficient documentation were deemed as an incorrect provider payment.

For Stage 1 cases, CDE estimates that 11.3 percent of the files contained incorrect payments, resulting in overpayments of 5.7 percent and underpayments of .5 percent of all payments made in the sample.
 The most common error was that files lacked sufficient documentation to determine payment (6.3 percent). Interviews with CDE reviewers indicated that in many cases there were simply no claim forms or other documents from the provider on which to base a payment. In 2.6 percent of the files the certified hours of care were not consistent with the hours on the provider agreement. This error could be the result of either the provider agreement or the certified hours of care being updated by the agency, but the updated number of hours not being reflected in all documents in the file. In 1.4 percent of the files the rate at which the provider was reimbursed exceeded the appropriate Regional Market Rate Ceiling. (A single file could contain more than one error.) This error could indicate residual uncertainty with the definitions of ceiling categories contained in the emergency regulations governing use of the Regional Market Rate Ceilings promulgated in October of 2003.

Finally, in 10.1 percent of the files, signatures of the parent or provider on intake forms or provider agreements could not be matched with signatures on claim forms. As stated above, CDE reviewers noted that Stage 1 files often did not contain claim forms or attendance sheets. In these cases, the files would not contain signatures on claim forms to compare to other signatures in the files, and would have been recorded as lacking a match. These results are summarized in the following table.

	Percent of files in which certified hours inconsistent with provider agreement


	Percent of files in which contracted rate exceeds the RMR ceiling
	Percent of files in which signatures on claim could not be matched with other documents
	Percent of files without sufficient documentation to determine payment


	Percent of files with incorrect payment made to provider



	2.6
	1.4
	10.1
	6.3
	11.3


CalWORKs Stage 2, Stage 3, and Alternative Payment

In CalWORKs Stage 2 and Stage 3 and Alternative Payment programs, the estimated percent of files with errors in provider payments slightly exceeds the error rate in provider payments for Stage 1. In Stage 2, CDE estimated that 15.9 percent of the files contained errors in the payment to providers, resulting in overpayments of 5.7 percent and underpayments of .4 percent of all payments in the sample. In Stage 3, 16.2 percent of the files were estimated to contain errors in provider payment, resulting in overpayments of 8.3 percent and underpayments of .2 percent of total payments in the sample. In Alternative Payment programs, CDE estimates that 16.9 percent of the files contained errors in provider payments, resulting in overpayments of 7.0 percent and underpayments of .2 percent of the total. These results are summarized in the following table.

	
	Percent of files with incorrect payment made to provider


	Overpayments/unsupported payments
 as percent of total payments (excluding errors in eligibility and need)
	Underpayments
 as percent of total payments (excluding errors in eligibility and need)

	STAGE 2
	15.9
	5.7
	.4

	STAGE 3
	16.2
	8.3
	.2

	APP
	16.9
	7.0
	.2


In Stage 2, 3.2 percent of the files did not contain consistent information between the certified hours of care
 and the provider agreement. In Stage 3 the number is 3.0 percent; in Alternative payment programs 3.9 percent. In Stage 2, 2.3 percent of the providers were reimbursed at a rate that exceeded the appropriate Regional Market Rate Ceiling. In Stage 3, 1.9 percent of the files contained this error; in Alternative Payment programs the estimate is 2.9 percent.

As stated earlier, CDE programs are required to use sign-in and sign-out sheets to document a child’s attendance in care. Pursuant to regulations, these forms are to be completed by the parent, or other adult authorized to sign the child in and out of care, at the time the child is dropped off or is picked up from care.
 The forms are to contain the signature of the parent or other adult, the date, and the time the child was dropped off or picked up. DSS administered programs do not require the use of sign-in and sign-out sheets to document attendance in care.
The requirement that the attendance sheets be completed by the parent at the time the child is dropped off or picked up from care has not been uniformly enforced. In conducting compliance reviews consultants have noted that many attendance forms appear to be completed at one sitting, instead of on a daily basis. In addition, some agencies have abandoned the use of sign-in and sign-out forms altogether, and instead use a claim form signed by the parent and provider.  

During the Best Practices Survey, the Department received input from a few agencies that sign-in and sign-out forms were unnecessary. Therefore, in conducting this study the Department used the standard that agencies had to possess some documentation of the child’s attendance in order to justify a payment. CDE did not deem that an error had occurred when attendance sheets appeared to be filled out at one sitting or when all of the required elements were not present on the attendance sheet.

Nonetheless, in Stage 2, 1.8 percent of the files were estimated to lack evidence of the child’s attendance in care. In Stage 3, the estimate is 2.7 percent of files; and in Alternative Payment program the estimate is 4.4 percent. In Stage 2, reviewers could not match signatures on attendance or claim forms with other signatures in the file in 2.8 percent of files. In Stage 3, CDE estimates that 4.0 percent did not contain matching signatures. In Alternative Payment programs, CDE estimate that 3.9 percent did not contain matching signatures. These results are summarized in the chart below.

	
	Percent of files in which certified hours inconsistent with provider agreement
	Percent of files in which contracted rate exceeds the RMR ceiling
	Percent of files lacking documentation of child’s attendance
	Percent of files in which signatures on claim could not be matched with other documents

	STAGE 2
	3.2
	2.3
	1.8
	2.8

	STAGE 3
	3.0
	1.9
	2.7
	4.0

	APP
	3.9
	2.9
	4.4
	3.9


Recommendations  

It appears that only a small portion of that error rate can be attributed to the emergency regulations governing utilization of the Regional Market Rate Ceilings. Based on the data gathered as a result of this study, the Department believes that the current estimated error rate in provider payments could be reduced significantly if:


1. Current regulations were adhered to regarding the use of sign-in and sign-out sheets to document attendance.


2. Regulations were adopted and enforced requiring agencies to compare signatures of the parent (or other adults authorized to drop off and pick up the children) on the attendance sheets to signatures in the family file, and signatures of the provider on the claim form to signatures on the provider agreement, prior to issuing reimbursement.

3. Regulations were adopted and enforced requiring all agencies to use provider agreements containing the reimbursement rate (equal to or less than the appropriate regional market rate ceiling), the provider’s days and hours of operation, and the certified hours of care of the child as the primary instrument for doing business with the provider. Changes in this agreement would be required prior to changing the basis of reimbursement.

In this way, all information necessary to issue a correct payment would be contained in the provider agreement and the attendance forms. Provider agreements could be easily reviewed for accuracy. Strictly enforced rules regarding signing in and out of care and signature comparisons would provide a valuable program integrity check. Accurate sign-in and sign-out records would also indicate to local agencies when changes in the parent’s circumstances (hours of employment) might require an update to the family file, thereby avoiding errors in the certified hours of care. When signatures on forms submitted for reimbursement do not match other signatures in the file additional inquiries by the agency into the family’s or provider’s circumstances would be appropriate.

Summary of Recommendations

The Department should ensure Alternative Payment agencies enforce current regulations regarding the use of sign-in and sign-out sheets to document attendance and should promulgate improved regulations that would:


· Establish standards for provider agreements.

· Require integrity checks, such as the comparison of signatures on attendance and claim forms to other signatures in the file and comparison of certified hours of care to hours claimed for reimbursement prior to issuing payments.
VIII. POTENTIAL IMPROPER PAYMENTS CAUSED BY

PARENTS OR PROVIDERS
Provisions of SB 1104 require that the Department estimate the percentage of errors “including, but not limited to, overpayments and fraud” and classify payments made in error by type, “including but not limited to administrative errors, overpayments caused by providers, overpayments caused by parents, provider fraud, and beneficiary fraud.” In evaluating the provisions of SB 1104, the Department recognized that its staff are not trained in criminal investigations or determinations of criminal acts. Therefore, based on the resources allocated to the Department, an approach was devised that would provide data to the Governor and Legislature based on verification of the recipient’s employment and the attendance of the child in care.

To do this, the Department devised protocols for verifying employment and whether children were attending care during the certified hours of care. The Department’s ability to conduct these verifications was limited by legislatively mandated timelines for the completion of this report. Therefore, priorities for conducting the verifications were set based on estimates of risk. Protocols for verifying employment and children’s attendance were discussed with Legislative staff and staff from the Department of Finance before data gathering was initiated.

The protocols involved visiting providers during the certified hours of care in situations where the provider at the time the error rate study was the same provider indicated in the file for June of 2004. Specifically, of the 1,744 valid cases reviewed, 867 licensed family child care and license-exempt providers were the same at the time of the review and could have been visited. Time did not permit and not all of the 867 providers were visited. Of the providers that could have been visited, reviewers reported data for 822.

Priorities were set for provider visits that gave higher priority to license-exempt providers and family day care homes. In total, CDE reviewers reported data for 546 visits to license-exempt providers and 276 visits to licensed family child care homes. Based on input received from the field during the Best Practices Survey that trustline-exempt relatives might constitute an area of higher risk, exempt providers were further divided into two groups – those who were trustline approved  (148 providers) and those who were exempt from trustline (398 providers).  

Just prior to the visit, CDE reviewers called the provider and introduced themselves, explained the reason for the contact, confirmed the provider’s address, and asked for permission to visit. If the provider gave permission a visit was conducted. If the provider asked for a later visit, attempts were made to schedule later visits. 
If the provider declined a visit or if the provider could not be contacted, the reviewer classified the case as “visit could not be arranged.” In some instances where the provider could not be contacted, if time were available, reviewers also drove to the facility. If there was no one at home to contact, or if the occupants did not answer the door, cases were also recorded as visit could not be arranged. In a few instances, the provider’s address may have been in a locked complex that was not accessible to the reviewer or the environment may have posed safety issues for the reviewer. In these instances, the case was also recorded as visit not arranged. 
During this study, CDE staff was conducting provider visits for the first time. All of the various types of impediments to successful provider visits could not be anticipated in advance. Therefore, data was not gathered distinguishing the reasons that provider visits could not be arranged, and no conclusion should be inferred from the cases reported in this category.  

In cases where the provider consented to the visit, and the child was present or there was evidence (sign-in and sign-out sheets, a cubby with the child’s name on it, the child’s sibling was present, etc.) that the child had been present, the child’s attendance in care was verified. In cases where the provider consented to the visit and the child was not present and there was no evidence that the child had been present, the child’s attendance in care could not be verified. In a few instances cases were recorded as attendance not verified when a facility capable of providing child care could not be located. 

In visiting providers, CDE staff invited staff from the local agencies to accompany them.
 The knowledge of local neighborhoods possessed by agency staff and their assistance in overcoming language barriers were important to completing this study. The results of our visits to child care providers are reflected in the following table.

	
	Attendance
Verified
	Attendance Not Verified
	Visit Could Not Be Arranged

	
	Percent
	Number
	Percent
	Number
	Percent
	Number

	Licensed Family Child Care Home
	44.6
	123
	17.8
	49
	37.7
	104

	License-exempt trustline approved
	28.4
	42
	16.9
	25
	54.7
	81

	License-exempt and trustline exempt
	28.4
	113
	16.3
	65
	55.3
	220


In reporting the above data, the Department wishes to emphasize that the data was collected from one-time visits or attempted contacts of child care providers. Because of the time constraints imposed on the study, CDE staff did not attempt follow-up contact. Contact with the provider may not have been successful for a number of reasons, including the provider’s need to supply after school transportation or their need to perform other errands or activities involving the children in their care.  

In general, CDE consultants, who are child development professionals, were favorably impressed with environments observed in the family day care homes visited. Staff reported healthy and safe environments for children and interactions between providers and children that were positive and educational.

The proportion of children whose attendance could not be verified was higher than expected. Based on interviews with CDE staff who conducted the study, this is an area of program integrity that warrants additional attention. However, in most of the situations comprising the attendance-not-verified category, the Department cannot definitively attribute the lack of verification to poor record keeping or other causes.  

In addition to performing an independent verification of attendance in child care, the Department also attempted to verify employment. Using a similar approach to the verification of attendance, if the employer at the time of the study was the same employer reported by the recipient in June 2004, reviewers deemed the case a candidate for verification of employment.  

Once candidates for verification of employment were identified, procedures were adopted to focus efforts on cases that appeared to present the greatest risk for potential improper payments. Cases where the reported employer was known to the reviewer or local agency staff (e.g., Wal-Mart), and the case file contained check stubs or other evidence of employment, presented the lowest degree of risk. These cases were deemed “employment verified.”  

In all other cases, the reviewers took steps to verify the existence of the reported employer (or enrollment in vocational education) and the fact that the recipient was employed (or enrolled) during the month of June 2004. Verifying the existence of the employer could involve driving by the address given for the business, checking listings in the local telephone directory, internet searches, or other means. Verifying the recipient’s employment during June 2004 involved contacting the employer or school.

After performing the above verification activities, cases where the employer and employment could be verified were deemed as verified. Cases where either the employer’s existence could not be verified or the recipient was not working for the employer during June 2004 were deemed not verified. Cases in which a definitive determination could not be made were deemed “not determined.” Nearly all the cases deemed not determined were the result of the inability to contact the employer or a lack of cooperation from the employer.
Based on the above procedures, the reviewers determined that 1,722 cases were candidates for employment verification. Of this number 1,145 (66.5 percent) were deemed verified; 280 (16.3 percent) were deemed not verified; and 297 (17.3 percent) were deemed not determined.

Recommendations

When the Department invited input for the Best Practices Survey, all organizations and individuals who chose to comment on the subject of Trustline believed that all child care providers reimbursed with public funds should be subject to Trustline clearance.  

The data gathered in this study indicates, however, that Trustline-exempt providers do not, as a group, represent a greater risk to program integrity than other license-exempt providers. If this data is correct, decisions about exempting providers from Trustline clearance should be based on criteria other than program integrity. For example, many who provided input on the subject of Trustline exemption focused their comments on children’s safety issues.

If state statute regarding Trustline exemption remains unchanged, the regulatory process can provide further guidance regarding steps that should be taken to verify the exemption status claimed by providers. Regulating the process for verification of Trustline exemptions will increase the consistency of program administration statewide, thereby giving providers clear expectations regarding the standards for participation in child care programs.

In addition to issues surrounding application of exemptions from Trustline, organizations providing input into the Best Practices Survey indicated confusion regarding standards that should be used to reimburse in-home exempt care. The Department has been clear that the standards for minimum wage contained in the federal Fair Labor Standards Act and federal regulations regarding the Child Care and Development Fund both indicate that in-home exempt care should not be reimbursed if minimum wage standards are not met. However, in the event that minimum wage standards are met, there is no clear regulatory guidance regarding whether the provider is an employee of the parent or a contractor with the local agency, or the standards and procedures that are applicable in each situation. Regulatory clarification of these issues would improve compliance with federal laws and regulations and reduce administrative complexity for local programs. 

The Department also recommends using the regulatory process to improve program integrity in the area of verification of employment. In recommendations regarding verification of need, the Department recommended requiring agencies to verify employment directly with the employer in cases where such verification is possible. It would also appear that intermittent re-verification of employment, either through the identification of high-risk cases or through a random selection process, or both, could contribute to overall program integrity.

Improvements in program integrity are also available through regulating the relationship between local agencies and child care providers. Federal regulations governing the Child and Adult Care Food Program (CACFP) require that each center and family day care home participating in the program receive at least three visits per year, two of which are unannounced, from the local agency sponsoring the center or family day care home. In addition, no more than six months can elapse between provider visits. Funding provided by the U.S. Department of Agriculture for local administration of the CACFP covers the costs of the required provider visits. 

As a result of these visits, providers found to be deficient can be terminated from the program and billed for any funds improperly received. Serious violations of program rules can result in suspension or revocation of the provider’s license or prosecution.

Although many local Alternative Payment programs are also sponsoring agencies in the CACFP, at this point CDE does not possess data regarding how many child care providers also participate in the CACFP. A survey of local sponsoring agencies would need to be conducted to compare the license numbers of CACFP participants to the license numbers of providers for subsidized families. However, it would appear that some improvement in the integrity of child care programs could be attained by using current CACFP provider visits to confirm attendance for child care programs. To the extent that providers participate in both programs, using CACFP visits to verify attendance in care may minimize any additional administrative burden on Alternative Payment agencies in the performing provider visits for these providers.
Separate requirements could be created for providers who do not participate in the CACFP and for Alternative Payment agencies that are not sponsor agencies for the CACFP. For example, a lottery system could be created in which ten percent of licensed providers not participating in the CACFP could be randomly selected for provider visits monthly. Such a system would give all licensed providers an equal chance of being selected for an unannounced visit in any given month. When questionable circumstances were discovered, local agencies could undertake the follow-up activities that CDE staff could not perform as part of this study. As indicated in the Best Practices Survey, several agencies have implemented provider visits as a best practice.

Regulations could be developed to specify standards to be used during these visits and penalties, such as billings or termination from the program, if standards were not met. The Department of Social Services might also consider licensing consequences, similar to the consequences in the CACFP, for serious and intentional program violations. Unannounced visits to providers may also entail strengthening and standardizing the current dispute resolution and grievance procedures available to providers in current regulations. For example, providers could be afforded in person hearings before more neutral arbitrators, such as agency executives or subcommittees of the Board of Directors, as part of the dispute resolution process. This might also constitute an additional administrative activity for Alternative Payment programs that is not adequately supported within current administrative resources.

The Department’s current regulations, commencing with section 4600 of Title 5 of the California Code of Regulations, allow providers to file complaints directly with the Department if the provider believes that a contractor has exceeded their authority in statute or regulations. Upon receiving a written complaint, the Department reviews and investigates the facts, and seeks to mediate a settlement or issues a decision letter. These procedures would also be applicable to agency actions resulting from provider visits.

If the experience of CDE staff in conducting this study is an indication, visits to license-exempt providers would be far more labor-intensive than visits to licensed providers. Because individual license-exempt providers, in general, care for fewer children than do licensed providers, children may spend their time in exempt care accompanying the provider on family errands or other activities. The itinerant nature of exempt care makes home visits, especially unannounced visits, less effective in monitoring the attendance of the child with the provider. Therefore, the Department would propose to work with the Department of Social Services, fraud investigators, and local agencies to develop indicators of suspicious or questionable activity that could result in visits to license-exempt providers. Regulations developed for licensed providers specifying standards to be used during visits and consequences for deficiencies could also apply to license-exempt care.

Alternative Payment agencies are currently not funded to perform home visits to providers. Any new requirement to perform provider visits should be accompanied by additional revenue. Additional funding could be provided through a variety of funding mechanisms or formulas. For example, the administrative “rate” for Alternative Payment programs, currently set at 19 percent of total expenditures, could be increased. If CACFP provider visits also functioned as child care provider visits, an alternative funding mechanism might be to appropriate a set-aside to be allocated to agencies based on the number of non-CACFP providers participating in the child care program. Allocation of funds from the set-aside could be approved by the Department of Finance with notification to the Joint Legislative Budget Committee, similar to augmentations pursuant to Section 28.00 of the Budget Act. If there is consensus that provider visits would benefit integrity in child care programs, the Department is committed to working with the Administration and the Legislature to devise a funding system adequate to accomplish this purpose.

Regulations should also be specific regarding information about the provider the agency is expected to obtain and retain on file. This should include the address where care is being provided. Providers should have the responsibility to notify the agency regarding any change in the address where care is being provided immediately. Failure to notify the agency of this change should result in termination of the provider agreement.  

The Department is also prepared to work with DSS to ensure that information is shared between CDE-funded programs and Stage 1 programs regarding providers and beneficiaries who fail to comply with fundamental program rules. Consistent rules for provider and beneficiary participation should, wherever possible, extend across all child care programs in a local area.
Summary of Recommendations

The Department should promulgate improved regulations that would:

· Specify the procedures and standards for verifying exemption from Trustline approval.

· Require intermittent re-verifications of employment and attendance in vocational education.

· Specify standards for reimbursing in-home exempt providers consistent with federal law.

· Require provider visits, contingent on an appropriation for this purpose.

· Set standards for provider participation.

· Improve communication between local Alternative Payment agencies and county welfare departments regarding recipients and providers that do not adhere to program standards.

IX. POTENTIAL IMPROPER PAYMENTS CAUSED BY AGENCY STAFF

This report has covered the areas of administrative errors and improper payments that may be caused by parents or providers. However, much of the input received from agencies and organizations during the Best Practices Survey focused on improper payments that may be caused by agency staff.  

Prior to implementation of the CalWORKs child care program, Alternative Payment agencies were small, community-based organizations serving a few hundred families through long-standing relationships with a few dozen providers. CalWORKs child care transformed Alternative Payment agencies into large organizations, many with annual revenue in excess of $10 million, serving thousands of families through providers who may be largely unknown to the agency.  

This transformation has made the existence of strong internal control mechanisms imperative. The Department appreciates the input received from local agencies on this subject, which focused on the following general areas.


1. Hiring and Conflict of Interest. Agencies reported adopting local policies that included criminal background checks and drug testing for all potential and existing employees. Further, input received from local agencies recommended prohibiting the hiring of recipients or providers of services as employees. Where conflicts of interest arose with existing employees (relatives or roommates becoming recipients or providers of service), employees should be required to reveal such conflicts to the agency. All cases with potential conflicts could be processed by an independent unit within the organization, by the executive staff and/or Board of the agency, or by another agency if one were available within the same county.


2. Separation of Duties and Responsibilities. Agencies also reported adopting policies, which separated duties and functions to prevent the creation of a fraudulent case by agency staff. For example, scheduling a family for intake would be done by a separate unit (no case could be created without going through the scheduling unit); intake functions with the family would be assigned to another unit; provider agreements with the provider selected by the family would be assigned to a third unit; and actual payments to the provider would be processed by an accounts unit. Each employee would only have access to that part of the computer system necessary to complete their assigned duties. Any entry made in the system on which an eligibility determination or payment was based could be traced to the employee making the entry through the employee’s unique password.


3. Independent Quality Assurance Functions. Many agencies recommended the use of separate and independent quality assurance units. These units would examine cases for errors or for indicators of fraud and would investigate questionable cases. These units would report directly to executive staff or the Board of Directors to maintain independence. Agencies that were not large enough to create a separate unit could develop other quality assurance procedures and assign the authority to investigate suspicious cases to executive staff or Board members.

Recommendations

The Department appreciates the commitment demonstrated and the suggestions offered by many organizations on the subject of internal control. CDE believes that most hiring policies are probably more appropriately determined locally. However, regulations could be adopted which would prohibit conflicts of interest – the employment of recipients or providers who remain recipients or providers during their employment. Conflicts of interest which arise after employment should be declared, and all conflict cases should be administered independently of the individual with the conflict.

Many agencies have too few employees to divide responsibilities into separate, independent units or to create a quality assurance unit. However, all agencies can develop local written policies regarding the separation of responsibilities and a quality assurance process that could adapt statewide standards to the local conditions faced by the agency. CDE proposes adopting regulations which would include standards for quality assurance and would require the adoption of local written policies available for review by CDE staff and independent auditors.

Currently, all agencies that are not local educational agencies and that contract with the Department to provide child care and development services are required to submit an annual financial audit. (Audits for local education agencies are performed through a different process.) Each agency is responsible for contracting with an independent auditor to perform these services. Many agencies have found these annual audits and the advice offered by their auditors to be important contributions to their administrative practices.

The types of internal controls recommended in this section – prohibition of conflicts of interest, separation of duties and responsibilities, and quality assurance functions – are issues that auditors regularly examine in private corporations. Therefore, staff who develop regulations pursuant to this report will work in consultation with staff from the Department’s Audits and Investigations Division to incorporate audit procedures for validating the above internal controls in audits annually submitted to the Department.

For this information to be independently evaluated and reported, the Department recommends adopting additional regulations to ensure that auditors function independently from agency staff by reporting directly to the Board of Directors, and that the Board of Directors also function independently of agency executive staff. CDE recommends that regulations be adopted requiring that for all privately owned and incorporated child development contractors, annual independent audits be performed by persons interviewed by, hired by, and reporting directly to the Board of Directors. Further, the Board of Directors should not contain relatives of agency executive staff or anyone holding assets in common with or separately having business relations with agency executive staff; nor should agency staff be voting members of the Board of Directors. For agencies contracting with the Department to provide child care and development services, prohibitions against conflict of interest should extend to executive staff and the Board of Directors.

Summary of Recommendations

The Department should promulgate improved regulatory standards that are subject to annual review by independent auditors and that:


· Require separation of duties, based on the size of the agency, to promote internal integrity.

· Require internal quality control activities.

· Set clear standards for conflicts of interest between agency staff, providers, and beneficiaries of services.

· Require that independent auditors be hired by the Board of Directors of private organizations and report directly to the Board.

· Prohibit relatives or business associates of executive staff from serving on the Board of Directors.

X. CONCLUSION

As stated earlier, SB 1104 required that the Department set targets for error rate reduction and make recommendations to the Governor and Legislature in at least ten separate areas enumerated in the bill.
 In the Conclusion, the Department will summarize and comment on the recommendations required by SB 1104 that can be found throughout this report.

The Department recommends two strategies for reducing administrative errors in child care programs. The first is to use Department staff to frequently and thoroughly review administrative procedures of local programs to determine and correct administrative errors. Resources to perform these reviews were provided in the Budget Act of 2004. The second is regulatory clarification of program standards and procedures. As stated earlier, nearly all regulations governing CDE’s child care and development programs are almost two decades old and were written and adopted prior to implementation of the CalWORKs child care program.

Assuming that revising regulations in child care programs is successful, the Department believes that the percentage of dollars expended in error in CDE administered programs can be reduced quickly and significantly. The federal Improper Payments Information Act of 2002 (P.L. 107-300) exempts programs with error rates of 2.5 percent or less from the requirements of the Act. Therefore, final reduction targets should be set at levels mandated by federal law. Consistent with provisional language in the Budget Act of 2004, the Department proposes to use the resources provided to measure the progress in reducing errors and annually report to the Legislature and Governor.

The statute that enacted the CalWORKs child care program
 requires that standards for determining eligibility and need be the same in Stage 1 as in CDE administered programs. The Department and DSS recently concluded an effort to adopt regulations governing use of the Regional Market Rate Ceilings that also apply to local Alternative Payment agencies and county welfare departments. Based on the data in this report, there is no statistical difference in administrative errors between DSS administered and CDE administered programs. Where legal standards for the administration of all programs are the same, revising CDE’s current regulations regarding eligibility and need may also reduce error rates in Stage 1 programs. Wherever current standards are not the same, the Department is prepared to consult with staff from DSS to determine which, if any, of these recommendations might be applicable to Stage 1 child care programs. Where standards could or should be shared, the Department would be willing to undertake the joint development of regulations.

Many of the standards recommended to reduce administrative errors would also act to prevent or deter improper payments caused by parents and providers. Independent verification of income, employment, and vocational education; intermittent re-confirmation of participation in employment and education; and signature comparisons on eligibility and claim forms would help ensure that recipients were participating in the activities for which services are provided. Enforcement of current regulations regarding signing in and out of care and funding a system of provider visits would verify attendance and contribute to overall program integrity.  

As part of this study, the Department was required to assess the potential for improper payments caused by beneficiaries and providers. To do so, the Department adopted review procedures that included verification of employment and provider visits. By improving the techniques used in this study for verifying employment and attendance in care, the Department could measure the potential for improper payments as part of the program audits required by the Budget Act of 2004. Over time, the results of these audits would indicate the effectiveness of the above recommendations in reducing potential improper payments. 

As stated earlier, this would not constitute a precise measurement of fraud. Fraud is a specific intent crime that can only be measured through criminal convictions. However, unlike the approach taken in this study, the Department would communicate the results of program audits to local agencies for follow-up investigation. The follow-up work of the local agency could result in no action, in adverse program action being taken relative to off-aid recipients, in the termination of provider contracts, or in the referral of on-aid cases to the local Special Investigative Unit (SIU).
 The results of the follow-up work by local agencies could also be reported annually to the Legislature and Governor and used to indicate increases or decreases in potential improper payments.

The Department remains committed to exploring alternatives for overpayment collection with the Administration and the Legislature. In the absence of a system of intentional program violations, similar to that which exists in cash-aid programs,
 the only mechanisms available to collect overpayments in all child care programs are civil (e.g., small claims court) and criminal (e.g., post-conviction restitution orders). This absence of other statutory authority to recoup overpayments pertains to both on-aid and off-aid child care recipients.

The Department believes that overpayments attributable to administrative errors (agency mistakes) should not be collected from program beneficiaries. Such overpayments are the responsibility of the local agency. Agencies should collect overpayments that result solely from the miscalculation of a provider payment, whether caused by the local agency or the provider, by offsetting current or future reimbursement for that provider.

If a system of intentional program violations were not enacted, the Department believes that communication between CDE administered and DSS administered local programs could be improved relative to program beneficiaries whose services were terminated for misleading information and providers whose contracts were terminated for failing to comply with program rules. Improved communication would encourage the uniform application of program rules to beneficiaries and providers.

These recommendations fulfill the requirements of SB 1104 that this report contain recommendations regarding “a consistent statewide system to identify fraud and overpayments” and “statewide fraud and overpayment measures that will be reported annually by the Department.”
  These annual reports will also allow the Legislature and Governor to assess “the cost-effectiveness of prevention and intervention activities.”

In discussing the recommendation for provider visits by Alternative Payment agencies, the Department also recommended improvements in dispute resolution procedures and recognized the applicability of Uniform Complaint Procedures to child care programs.
  

SB 1104 also requires the Department to make recommendations regarding a “consistent statewide mechanisms for due process for parents.”
  The Department currently has a due process system for parents, involving formal Notices of Action, local appeal procedures, and secondary appeals to the Department, for all recipients of child care services. The Department believes that the current appeals system is adequate to ensure due process for recipients of child care services.  

However, the Department would also note that current law and regulations do not provide for a system of intentional program violations and program penalties, similar to that found in other public assistance programs, such as CalWORKs cash aid. Implementing a system of intentional program violations in CDE’s child care programs would require a reconsideration of the adequacy of current due process procedures. Due process procedures similar to those used by DSS, involving administrative law judges and formal hearings, could necessitate substantial augmentations to CDE’s current budget to create or contract for a similar system.  

The recommendations in this report for the revision of current regulations in child care programs would also promote greater consistency in the treatment of consumers of subsidized child care services.
  The Department recognizes that any revision to the regulations must balance the need for program integrity with the need to access services, and has so stated in this report.
  The public process of rule-making is designed to ensure this balance is achieved.

SB 1104 also requires that the Department recommend “precise definitions of what constitutes child care fraud and overpayments.”
 As discussed in this report and in the Best Practices Survey, fraud can pertain either to program beneficiaries, child care providers, or local agency staff. For local agency staff, this report recommends regulatory revisions that would prevent conflicts of interest and promote separation of duties. The report also recommends new audit requirements to detect, report, and enforce failures to comply with internal control requirements.
 

Regarding program beneficiaries and service providers, the Department received input from local District Attorney’s offices actively engaged in the prosecution of child care fraud cases. The input from these local prosecutors was that current criminal statutes in the area of grand theft and conspiracy were sufficient to encompass the factual situations present in child care fraud cases and to win appropriate convictions and sentences. Therefore, because the only input received by the Department indicated that additional statute was unnecessary and because the subject of criminal law, in general, is beyond the historical purview and expertise of CDE, this report contains no recommendation for additional criminal statutes.

Finally, the provisions of SB 1104 also require that this report contain recommendations regarding “a consistent statewide system of standards for fraud prevention, intervention, and overpayment collection that is applied to all child care program provider categories.”
 In completing this report, the Department has focused on program improvements that are within its currently delegated statutory authority and historical role. In so doing, the Department recognizes that a range of policy responses are available to the Governor and Legislature, including the expansion of SIU functions to off-aid families in Stage 2 and Stage 3 and/or the creation of a system of intentional program violations for child care programs. The recommendations in this report should not be construed as rejections of, or even alternatives to, other approaches. Rather, in fulfilling the requirements of SB 1104, the Department chose to rely on program approaches where there was historical program expertise.

If the Legislature were to consider other statutory responses to the data in this report, the Department recommends including a statutory exemption for local agencies from any financial responsibility for the repayment of overpayments caused by the fraudulent activities of parents or providers. Local agencies would, of course, be responsible for returning any overpayments collected from parents or providers to the appropriate program account. However, if local agencies exercise due diligence in the administration of child care programs, they should not be financially responsible for the fraudulent acts of program beneficiaries or providers. Local agencies are, and should continue to be, financially responsible for any acts of employees that occur in the course of their employment.

The Department remains prepared to work with DSS, the Legislature, and the Administration in formulating other policy responses or improvements based on the data contained in this report. The Department is committed to providing additional information that may be requested by the Governor or Legislature, or to assist in whatever manner necessary to further this process. The Department’s Child Development Division, in particular, appreciates the opportunity to present this report.

APPENDIX 
ALTERNATIVE PAYMENT/CalWORKs ERROR RATE STUDY 

ELIGIBILITY/NEED DATA WORKSHEET

Agency _______________________________________ Date ____________Reviewer __________________________

Contract Type: CW1  CW2  CW3  APP  Child's Name ___________________________________  DOB: ____________


(If CW1, ask agency if the family is in Stage 1 due to use of in-home exempt provider? Yes  FORMCHECKBOX 
 No  FORMCHECKBOX 
)
	
	YES
	NO
	OPMT
	UPMT
	ND

	Parent/Caretaker #1: 
	

	Parent/Caretaker #2:  
	

	Eligibility Basis:

 FORMCHECKBOX 
 TANF Recipient       FORMCHECKBOX 
 Income       FORMCHECKBOX 
 Homeless        FORMCHECKBOX 
 CPS
	

	1. Sufficient documentation to determine eligibility?
	
	
	
	

	2. Family size correct?
	
	
	
	
	

	3. Agency calculated income $ ______________  Is calculation correct?
	
	
	
	
	

	4. If question 3 is No, ERS staff calculated income: $ _____________
	
	
	
	

	5. If question 3 is No, reason for error:
	
	
	
	

	
 FORMCHECKBOX 
 Used incorrect formula
	

	
 FORMCHECKBOX 
 Didn’t use gross income
	

	
 FORMCHECKBOX 
 Didn’t include child support
	

	
 FORMCHECKBOX 
 Didn’t include overtime, bonuses, etc.
	

	
 FORMCHECKBOX 
 Paystubs/verification not current
	

	
 FORMCHECKBOX 
 Other _____________________________________   (list)
	

	6. Family/child eligible?
	
	
	$ 
	
	

	7.  Parent fee, including determination of No fee, computed correctly?
	
	
	$ 
	$ 
	

	Need Basis of Parents/Caretakers:  (Check all that apply.)

 FORMCHECKBOX 
  Work    FORMCHECKBOX 
  School    FORMCHECKBOX 
  Seeking work    FORMCHECKBOX 
  CPS    FORMCHECKBOX 
  Incapacitated

 FORMCHECKBOX 
  Welfare to Work    FORMCHECKBOX 
  Seeking housing
	
	
	
	
	

	8.  Sufficient documentation to determine need?
	
	
	
	
	

	9. Determination of hours of care

A.  Certified hours

M

T

W

TH

F

SA

SU

S

V


If variable schedule, check box   FORMCHECKBOX 

	

	B.  Do certified hours align with need? (If No or ND, explain why.)
	
	
	$ 
	$ 
	

	10.  If June 2004 employer is current employer, was employer/employment verified by ERS staff?
	
	
	
	

	11.  If the file contained errors for June 2004, did the agency subsequently correct them?
	
	
	
	
	ND
	NA


Notes:
ALTERNATIVE PAYMENT/CalWORKs ERROR RATE STUDY

PROVIDER DATA 

Agency: 

  Child's Name:  
  DOB:  



Provider Name: 
  Phone:  


Address: 



 FORMCHECKBOX 
  Center (Including license-exempt center)


 FORMCHECKBOX 
  FCCH



 FORMCHECKBOX 
  Exempt (Trustline status)


 FORMCHECKBOX 
  Exempt (Grandparents/Aunts/Uncles)


	Review Elements
	YES
	NO
	OPMT
	UPMT
	ND

	1. Certified hours of care – Accurately reflected in provider agreement?
	
	
	$ 
	$ 
	

	2. Is the contracted rate less than or equal to the appropriate  ceiling?
	
	
	$ 
	
	

	3.    Is the child's attendance documented?
	
	
	
	
	

	4.    Do the signatures on the CD-9600 and attendance documentation appear to be similar?
	
	
	
	
	

	5.    Is there sufficient documentation to determine payment?
	
	
	$ 
	

	6.    Amount Paid to Provider   $
	

	7.    Does payment align with provider agreement?
	
	
	

	8.    Was correct payment made to provider?
	
	
	$ 
	$ 
	

	9.    If the June 2004 payment was in error, did the agency subsequently correct the error?
	
	
	
	

	10.  Is the June 2004 provider also the current provider?
	
	
	
	

	11.  If question 10 is Yes, is child present at provider location?
	
	
	
	

	12.  Observations regarding the provider environment, including any health or safety concerns, adult/child interactions, and activities.

	Notes:




Income Calculation Worksheet – Wages or Salary

Report total gross monthly income (before any deductions voluntary or involuntary) for each pay period listed below.

For seasonal workers, monthly gross income is computed by averaging the total gross income received during the previous 12 months.

SOURCE OF INCOME

Wages or Salary

Weekly:


A.  $
 + $
 + $
 + $
 = $


 ÷4 = $ 







X 52 ÷ 12 = $
 





(or X 4.333  = $ 
)
B. $
 + $
 + $
 + $
 = $


÷4 =  $  







X 52 ÷ 12 = $
 





(or X 4.333  = $ 
)
Bi-weekly:

A. $
 + $
 = $
 ÷ 2 = $

 X 26 ÷ 12   = $





(or X 2.166  = $ 
)
B. $
 + $
 = $
 ÷ 2 = $
 X 26 ÷ 12   = $





(or X 2.166  = $ 
)
Semi-monthly:

A. $
 + $
 = $
 

B. $
 + $
 = $

Monthly:

A. $
 

B. $
 

Income Calculation Worksheet – Total Countable Income

	Sources of Income
	Parent A
	Parent B

	Wages or salary * 

(gross salary, prior to deductions - include overtime and tips) from other side
	$
	$

	Commissions/Bonuses **
	$
	$

	Dividends, Interest
	$
	$

	Public Assistance, TANF
	$
	$

	Unemployment
	$
	$

	Social Security
	$
	$

	Workers’ Compensation
	$
	$

	Spousal Support received
	$
	$

	Child Support Received
	$
	$

	Pensions
	$
	$

	Other (do not include food stamps)
	$
	$

	Sub Total Gross Monthly Income
	$
	$

	
	
	Grand Total 

Gross Monthly Income
	$

	*
From page 1

**
If one-time only, prorate over a twelve month period.

If an individual receives SSI/SSP income, all income of that individual is excluded.  Therefore, an SSI/SSP recipient’s Sub Total Gross Monthly Income is $0.00.


Receives SSI/SSP:  Parent A: Yes
No


Receives SSI/SSP:  Parent B: Yes
No
	
	
	

	
	
	Less Child Support 

(paid out)
	$ (
) Credit

	
	
	Total Countable Income
	$

	
	
	Daily Fee 

(if applicable)
	$



Agency Name





       Site /Provider Name

_______________________________________



_______________________________


Signature of CDD Consultant





Date

Alternative Payment/CalWORKs Error Study Procedures

Preparation:

1. Collect the names of the children’s files that are going to be reviewed.

2. Contact the Agency where the family files are kept to set up an entrance meeting.

3. Gather the necessary forms for file review.

4. Meet with Agency representatives and provide the list of family files to be reviewed. Instruct the Agency to pull both the family file and the provider file as well as payment information for each name on your list for the month of June 2004.

5. The total overpayment entered on all lines in the Eligibility/Need Data Worksheet and the Provider Data Worksheet cannot exceed the payment made for the child for the month of June 2004. 

Eligibility/Need Data Worksheet

· Complete an Income Calculation Worksheet—Wages or Salary Form to compute the gross monthly income.

· Line 1: If basis of eligibility is income, evaluate this question using the standard that check stubs are preferred as documentation of income. If check stubs are unavailable, other methods of documentation are acceptable. If No is checked, an overpayment equal to the total monthly payment for that child must be entered on Line 6.

· Line 2: If No is checked an overpayment must be entered on Line 6 if the family is ineligible. If the family is still eligible, an over- or underpayment must be entered on Line 7 if there is mistake was made in the Parent Fee.

· Line 3: If No is checked, an overpayment must be entered on Line 6 if the family is ineligible. If the family is eligible, an over- or underpayment may be entered on Line 7 if there is a mistake in the Parent Fee.

· Line 7: If No box checked, an over- or underpayment must be entered.

· Line 8: If No is checked, an overpayment equal to the entire monthly payment for that child must be entered in Line 9(B). 

· Line 9(B): If No is checked, an under- or overpayment must be entered.

· Line 10: See directions for Program Integrity Evaluation.

Provider Data Worksheet:

· Determine, through agency financial information, amount reimbursed to all providers for the child in the month. Enter the amount on Line 6.

· Line 1: If No is checked, an under- or overpayment must be entered.

· Line 2: Please include any adjustments pursuant to the 2004 Emergency RMR regulations. If No is checked, an overpayment must be entered.

· Lines 3, 4, and 5: If no is checked on any question, an overpayment must be entered on Line 5.

· Lines 7 & 8: If No is checked, an under- or overpayment must be entered on Line 8.

· Lines 10 & 11: See Instructions for Program Integrity Evaluation, below.  

Program Integrity Evaluation (Potential Improper Payments)

The ERS reviewer should include the case in the sample for Potential Improper Payments evaluation: 

· If the file indicates that the parent is employed at the time of the ERS by at least one employer who employed the parent in June of 2004; and 

· if the file indicates that the child is still receiving services at the time of the ERS from at least one provider who also provided services in June of 2004.

If the parent’s employer at the time of the ERS is not the same as in June 2004, check the ND box on Line 10 of the Eligibility/Need Data Worksheet and indicate that the case is not part of the sample for the ERS Potential Improper Payments study.  If the child care provider is not the same as in June 2004, check the No box on Line 10 of the Provider Data Worksheet and indicate in the comments section that the case is not included in the sample for Potential Improper Payments.  

Otherwise, perform the following tasks.

1. Eligibility Data Worksheet – 

a. Determine whether the employer is known to the reviewer or the agency.  If the employer is known to the reviewer or the agency, check the Yes box – verification is complete.

b. If the employer is not known to the agency, undertake steps to verify the status of the employer.  These steps could include internet searches, phone directory searches, or searches in the Fictitious Business Name filings with the county.

c. If doubt remains regarding the status of employment, perform a site visit to the address given for the employer or a phone call to the employer if the number listed is not a cell phone number.

d. If the status of the employer is verified, so indicate by checking the Yes box.  If no employer can be located, or the employer does not verify the recipient’s employment, indicate a potential improper payment by checking the No box. If no determination can be made (for example, the employer’s address is a private residence, and no one is home to confirm that a business is operated out of the residence), so indicate.  

2. Provider Data Worksheet – 

a. If the provider is a center, check the Yes box.

b. If the county is relatively small, determine whether the provider is known to the agency (e.g., long history of providing service and receiving reimbursement, personal acquaintance, etc). If the provider is known to the agency, and the documentation in the provider file is complete and accurate, indicate that the child care is verified by checking the Yes box.

c. For all other FDCH and license-exempt providers, make one site visit to the provider’s address during the child’s certified hours of care.

d. Procedures for site visit:

i. Call just prior to arrival advising the provider of the purpose of visit. Confirm the provider’s address during the phone call.

ii. Present identification.

iii. Announce purpose.

iv. Ask to see child or evidence of child’s attendance (sign in/out sheets for day/week).

v. Confirm parent’s signature on sign in/out, or notation that parent called and child is ill, or other notation of absence.

vi. If provider prefers to introduce child (rather than share sign in /out), speak to child by name.

e. If evidence of child’s attendance is located, indicate that the care is verified by checking the Yes box.  If no evidence is found that indicates that either the provider exists or the child is with the provider, indicate that the sample file is a potential improper payment by checking the No box.  This would include speaking to the provider during the phone call prior to visit, but finding no one at home when you arrive.  If no determination can be made (for example, no one may be home because they are on a field trip), indicate that no determination can be made.




� “TANF and Child Care Programs: HHS Lacks Adequate Information to Assess Risk and Assist States in Managing Improper Payments,” United States General Accounting Office, Report to Congressional Requesters, GAO-04-723, June 2004. 





� Ibid., p. 16.





� These documents and publications included: “TANF and Child Care Programs: HHS Lacks Adequate Information to Assess Risk and Assist States in Managing Improper Payments,” supra.; “Reducing Improper Payments: Federal/State Leadership,” Administration for Children and Families, presentation by Mary Jo Thomas and Alice Womack, July 28, 2004; “Measuring Improper Payments in the Child Care Program: A Pilot Project of the ACF Child Care Bureau – Working Papers for Discussion,” U.S. Department of Health and Human Services, Administration for Children and Families, Child Care Bureau, distributed at the State Partners Meeting, Sept. 28-29, 2004; “Initial Findings: Project on Improper Payments in Child Care,” Administration for Children and Families, presented during conference call, November 18, 2004; and “The Improper Payments Information Act, Public Law No: 107-300,” transmitted electronically by Bob Garcia, Administration for Children and Families, Region IX, November 17, 2004. 





� Sampling Populations: Methods and Applications (3rd Edition); Levy, P.S. & Slideshow, S. (1999); New York: John Wiley and Sons; p. 74.





� The counties were Alameda, Contra Costa, Fresno, Kern, Kings, Los Angeles, Merced, Monterey, Orange, Riverside, Sacramento, San Bernardino, San Diego, San Francisco, San Joaquin, San Mateo, Santa Clara, Santa Cruz, Solano, Tulare, Ventura, and Yolo.





� Education Code sections 8350.5, 8351, and 8353, as enacted by Chapter 329, Statutes of 1998.





� The adjustments aredescribed in Stage 1 sections “Administrative Errors in Eligibility and Family Fees” and “Administrative Errors in Provider Payments.”





� The error rate was determined by dividing the number of Stage 1 cases with an eligibility error by the total valid Stage 1 cases in the sample. The percentage dollar error was determined by dividing the total overpayments for these cases by the total provider payments for all valid Stage 1 cases. 





� A small number of cases in the sample may have been initially recorded as errors based on differences in program standards between DSS and CDE administered programs. CalWORKs cash aid programs use “retrospective budgeting” to apply earned income to grant calculations. Retrospective budgeting means that income earned in one month is reported in the next month and used to determine the amount of cash aid owing in the following month. In CDE administered programs, changes in family income must be reported to the agency within five days of the change, and should, upon verification by the agency, be used to update eligibility and family fee determinations as soon as practicable, and in any event within 30 days (California Code of Regulations, Title 5 sections 18103, 18410, and 18425). To adjust for this difference in administrative practices, the Department deemed all of these cases to be without error in analyzing the data.





� California Code of Regulations, Title 5, Section 18086(b)(1).





� Similar to the procedures used earlier, all overpayments and underpayments for eligibility and need were removed from the sample prior to calculating percentage of overpayments and underpayments based on errors in provider payments.





� Overpayment/unsupported payments means that either there was insufficient information in the file to determine the correct amount of payment or that there was sufficient information and the payment was determined incorrectly.  





� Underpayment means that there was sufficient information to determine the correct payment, but the agency paid the provider less than the correct amount.





� California Code of Regulations, Title 5, sections 18065 and 18220.





� One or more agencies from the following counties did not to accompany CDE staff on provider visits: San Diego, Orange, Imperial, Riverside, San Francisco, Sacramento, Calaveras, and San Luis Obispo. All other agencies accompanied CDE staff on some or all of the visits.





� These areas are cited in the Introduction and can be found in Education Code Section 8385(b), as enacted by Chapter 229, Statutes of 2004 (SB 1104, Committee on Budget and Fiscal Review).





� Education Code sections 8350.5 and 8351, as enacted by Chapter 329, Statute of 1998





� SIUs are law enforcement units located in county welfare departments or district attorney’s offices and assigned to investigate suspected criminal fraud cases in public assistance programs. SIUs currently investigate and refer cases to district attorneys for prosecution in subsidized housing (Section 8), Medi-Cal, Food Stamps, and CalWORKs cash-aid programs. Based on resource limitations, nearly all SIUs will only accept CalWORKs child care cases if the recipient was receiving cash aid at the time the alleged fraud was committed. In general, SIUs will not accept off-aid Stage 2 or Stage 3 cases.





� CalWORKs rules contain definitions of intentional program violations and consequences or penalties for committing such violations, such as suspensions or reductions in program benefits. For example, failure to participate in a CalWORKs mandated work activity may result in the loss of the parent’s portion of cash aid. Penalties for intentional program violations may be imposed in lieu of criminal prosecution. Intentional program violations can also be accompanied by overpayment calculations and benefit reductions to recover overpayments.





� Education Code Section 8385(b) paragraph (2) and (4), as enacted by Chapter 229, Statutes of 2004 (SB 1104, Committee on Budget and Fiscal Review).





� Ibid., paragraph (8).





� Ibid., paragraph (7).





� Ibid, paragraph (6).





� Education Code Section 8385(b) paragraph (9), as enacted by Chapter 229, Statutes of 2004 (SB 1104, Committee on Budget and Fiscal Review).





� Ibid., paragraph (10).





� Ibid., paragraph (1).





� Ibid., paragraph (5).





� Ibid, paragraph (3).
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