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EXECUTIVE SUMMARY

On September 5, 2007, the Administration for Children and Families (ACF), a federal agency within the Department of Health and Human Services, adopted final regulations applying provisions of the Improper Payments Information Act to programs receiving funding through the Child Care and Development Fund (CCDF). California implemented those regulations in October, 2007, and submitted our first report to ACF as required by those regulations in 

June 2008.

In the Budget Act of 2009, in Provision 6(c) of Item 6110-001-0890 required the California Department of Education (CDE) to develop a plan for “reducing overpayments and recovering payments” that CDE determined have been made in error “related either to potential fraud or overpayments…The plan shall provide options and recommendations for payment recovery that seek to maximize California’s receipt and use of federal funds and for implementing aggressive corrective measures to minimize payment errors.” The CDE was required to submit the plan to the Department of Finance for consideration and potential inclusion in the Governor’s Budget. This report is submitted in response to the above provisional language.

Part 1 of this report discusses the requirements and constraints imposed by federal regulations. Understanding the intent of federal rules is critical to analyzing options available for overpayment recovery based on administrative errors. Part 2 discusses the current authority and procedures available to CDE to ensure administrative accuracy and integrity in child development programs. Part 3 presents and analyzes alternatives. Part 4 recommends the continuation and strengthening of the current system based on consistency with federal rules and the State’s financial interests. Specifically, this report recommends that CDE explore the creation of a statewide system to address intentional program violations by program participants.

Pursuant to the requirements of the provisional language cited above, draft versions of this report were shared with representatives of the California Child Development Administrators Association, the California Alternative Payment Program Association, the County Office of Education Program Administrators for Child Development, the Northern Directors Association, the Los Angeles Child Care Alliance, the County Welfare Directors Association, and the Department of Social Services’(DSS’s) Child Care Bureau and Welfare Fraud Bureau. Comments from representatives of those organizations were incorporated where appropriate.

Throughout this report, the terms “provider” and “contractor” or “agency” are defined as follows: a “provider” is a direct supplier of child care who is being reimbursed for services through a “voucher” or “certificate” given to an eligible family. A “contractor” or “agency,” on the other hand, means a local entity, either public or non-profit, that receives apportionments directly from CDE to administer local child care and development programs. In the past, these terms may have been used interchangeably. In this report, their meaning is clearly distinguished.
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Part 1: The Federal Approach to Improper Payment Reviews

The federal term “improper payment” means “any payment of Child Care and Development Fund (CCDF) grant funds that should not have been made or that were made in an incorrect amount under statutory, contractual, administrative, or other legally applicable requirements governing the administration of CCDF grant funds.
” Based on federal regulations, an improper payment includes payments made as a result of fraud
 or as a result of an administrative error
. Because California Department of Education’s (CDE) authority to respond to fraud differs from our authority to respond to administrative errors, we are careful to distinguish between these two components of improper payments throughout this report.

In the comments portion of the Federal Register containing the final version of the federal regulations, the purpose of the regulations and the federal approach to improper payments was made abundantly clear:

“The primary purpose of this final rule is to improve State administration of the CCDF program. We believe that the State error measures will be useful for improving overall program integrity and that it will help inform program administrations about which quality control or other initiatives will be most effective in reducing error rates and improper authorizations for payment in their own programs.
”

“..there will not be penalties or incentives based on State error rates. We view the State error rate to be primarily useful for the States to inform quality control initiatives and improve program integrity.
”

To implement the federal review, CDE was required to obtain federal approval for the State’s plan for sampling and file reviews and all documents that CDE staff would use during the reviews. CDE staff also attended training sessions conducted by the Administration for Children and Families (ACF) on implementing federal regulations. During the training sessions, ACF representatives stated that the error rate reviews were not to be considered an audit and were not to result in a system-wide disallowance of funds. In addition, when California submitted its review forms for ACF approval, a face-page, intended for State use only, was inadvertently titled “Data Forms for Federal IPIA/CCDF Audit.” That form was returned to the State with specific instructions to replace the word “audit” with the term “review.”

Federal instructions for conducting the reviews required that each state select a random sample of 276 cases, 23 cases from each month of the federal fiscal year. Consistent with the focus on improving administrative accuracy, states were to eliminate any cases from the sample that had been referred for a fraud investigation or prosecution, and substitute a replacement case. In the initial sample of 276 random cases selected in California, one case had been referred for a fraud investigation, and was replaced with another sample case.

The federal instructions accompanying the September 2007, regulations required that states measure improper “authorizations for payment” instead of improper payments. In the instructions, states were given flexibility to define where the “authorization” for payment occurred within locally regulated systems, and how the amount of the “improper authorization” would be determined. In comments to the regulations, various states, including California, noted the difference between authorizations and actual payments, and the fact that an improper authorization for payment may not lead to an improper payment in the same amount or in any amount. In their response, federal representatives acknowledged the difference and repeated their focus on authorizations:

“At this time, we are implementing this rule narrowly, collecting data from States on improper authorizations for payment due to administrative error in client eligibility determination.
”

When reviewing information produced by the federal review, it is important to understand that the amount of the authorization selected by a contractor is not necessarily equal to the amount actually paid. For example, parents may be authorized for a full month of services, but abandon services early in the month, leading to a drastically reduced payment or the absence of a payment. Or the attendance records may indicate the presence of limitations on reimbursement defined in State regulations (unexcused absences, days of facility closure, etc.) that may reduce the actual payment below the amount authorized. Therefore, the estimated value of errors contained in the federal report is not an estimate of actual mistaken payments, but an estimate of mistaken authorizations.

To implement the federal regulations, CDE defined how authorizations for payment occurred in the State’s system. Subsequent to determining a family’s eligibility for services, local contractors are required to select a regional market rate ceiling – the maximum payment available to the family – based on the age of the child, the amount of care the parent needs, and the type of facility preferred by the parent. The regional market rate ceiling is then compared to the rate of the provider selected by the parent and the lesser of the two is chosen as the starting point for determining reimbursement. Because there is an amount associated with the selection of the ceiling (or the provider’s rate) in every file, and material errors can be determined relative to that amount through the examination of data in the file, CDE identified the selection of the reimbursement ceiling as the “authorization for payment.” This definition authorization for payment was consistent with federal regulations and was approved by ACF prior to the review process beginning.

California completed its review of the federally required sample of files and reported to ACF in June, 2008. A copy of that report is available on our website. That report estimated that improper authorizations for payment constituted 16 percent of total authorizations in the sample cases. This estimate was based on an examination of all cases in the federally required sample, and assumes a 95 percent confidence level and a 5 percent confidence interval. Statistically, this estimate means that if all cases served during the selected federal fiscal year were examined, instead of the random sample cases, we are 95 percent certain that the real error would be between 11 and 21 percent. The federally approved target for improvement in California’s next report in June 2011 is 11 percent. 

In the publication of the federal register announcing the final federal regulations, federal authorities were clear about their reliance on estimates of authorizations for payment as a vehicle to improve administrative accuracy in CCDF programs. However, in the same federal register, they were also clear about the consequences of identifying actual improper payments, instead of authorizations. Section 98.66 of 45 CFR, relating to disallowed expenditures in CCDF programs, states:

“(a) Any expenditures not made in accordance with the Act, the implementing regulations, or the approved [State] plan, will be subject to disallowance. 

(b) If the Department [DHHS], as the result of an audit or review, finds that expenditures should be disallowed, the Department will notify the Lead Agency [State] of this decision in writing.”

The publication of the proposed regulations interpreted Section 98.66 as requiring states to repay the federal portion of any improper payment identified by the “Lead Agency”
. If states recovered the improper payment during the obligation period of the applicable federal grant, the recovered funds may be used for CCDF purposes. (The obligation period for CCDF funds is the same federal fiscal year in which the state received the grant.) However, if recovered outside the obligation period, the federal portion of the improper payment must be remitted to the federal government. If the improper payment were attributable to fraud, states are obligated to seek recovery from the responsible party. If the improper payment is the result of an administrative error, state attempts to recover the funds are discretionary. However, whether the state attempts to recover funds or not, the federal portion of the improper payment must be remitted to the federal government at the point at which the state identifies the amount of the improper payment
.
Pursuant to recent conversations with ACF representatives, these same rules would apply to funds received pursuant to the American Recovery and Reinvestment Act (ARRA) that accompanied the state’s allocation of CCDF funds. The federal portion of funding for child care and development programs varies by program and fiscal year. In the current state fiscal year (2009-10), the breakdown of federal funds is as follows:

· Non-CalWORKs Alternative Payment Programs 58.4%

· Stage 2 CalWORKs 9.7%

· Stage 3 CalWORKs 64.7% 

Therefore, any significant identification of an actual improper payment is likely to result in a substantial federal disallowance, which must be repaid independent of the state’s recovery of funds.

We would note that the disallowance procedures described for CCDF programs differ from other federal programs, such as Temporary Assistance for Needy Families (TANF). Federal procedures for recovering overpayments in the TANF program allow states to retain a portion of the federal share of recoveries to offset the administrative costs of investigations and prosecutions, and do not demand remittance of federal funds independent of any state recovery.
The CCDF requirement that states return the federal portion of any identified improper payment, regardless of actual recovery, creates a disincentive for states to identify improper payments in the CCDF program. Conversations with federal representatives regarding this issue indicate that federal representatives also recognize these disincentives. However, at this point, we are not aware of any movement at the federal level to alter CCDF regulations to be more consistent with other federal public benefit programs, such as TANF.

The federal focus on authorizations for payment in the error rate reviews distances the reviews from overpayment recovery and reinforces the emphasis on administrative improvement. Because the federal reviews conducted pursuant to the new federal regulations estimate errors based on authorizations for payment, there does not appear to be a basis for the disallowance and recovery of funds as described in Section 98.66. This consequence of using authorizations instead of actual payments was recognized in the federal response to comments regarding the final federal rule:

“When an improper authorization for payment is identified during the case record review process, the ACF regional office will work with the State to determine if an improper payment was made and the amount of the disallowance, if appropriate…
”

This statement is supported by California’s experience with the first round of the federal review. Our report, submitted to ACF pursuant to regulations in 2008, identified $24,475.92 in over-authorizations for the 276 cases reviewed. The report was accompanied by a letter which in part, requested directions for remitting any disallowed funds to DHHS. One year after submission, CDE has not received any directions from ACF for remission of the funds, nor, to our knowledge, has any other state submitting an error rate report.

Part 2: California’s Administration of CCDF Programs

Much of the attention on California’s child care programs in recent years has revolved around the issue of fraud or suspected fraud. There is a connection between administrative errors and fraud. Thorough and precise administrative procedures contribute to preventing fraud by diminishing the opportunities for using inaccurate or incomplete information. The federal term “improper payments” tends to confound this relationship by sweeping both administrative errors and fraud into one general category. We believe it is important to separate administrative errors and fraud, and for the remainder of this report the two will be dealt with separately.
Fraud in public benefit programs is a specific intent crime, and neither CDE nor our contractors are authorized to perform criminal investigations or prosecutions. If a CDE contractor suspects that a parent or a private provider is committing fraud, the only recourse is to file a complaint with local law enforcement authorities. Whether the referrals result in investigation or prosecution depends on the quality of information received by law enforcement and the funding available to conduct local fraud investigations.

As stated previously, local investigations and prosecutions of suspected fraud in cash aid, food stamps, and other federal programs are supported, in part, by retaining a portion of overpayment recoveries. Federal rules regarding the CCDF program do not permit states to retain a portion of fraud recoveries to offset the costs of investigations and prosecutions. Therefore, providing additional funds to support child care fraud efforts by local law enforcement can be accomplished only through the State’s annual budget process. Given the state’s lack of financial resources, both CDE and DSS refrained from submitting a budget change proposal for this purpose. Whether additional funds are provided for this purpose or not, CDE and its contractors will continue to cooperate with law enforcement by providing information to assist enforcement activities.

When law enforcement activities do result in an investigation, prosecution, and recovery of funds through restitution, CDE has an accounting system that allows for the computation of the federal share of funds recovered and the remittance of those funds to the federal government. This system complies with the requirements of 45CFR 98.60 et seq., which require Lead Agencies to remit the federal portion of an improper payment upon identification of the amount of the payment.

Absent additional appropriations for child care fraud investigation and prosecution, the most direct way for CDE to improve program integrity is to use our regulatory authority to improve the administration of local programs, and to use our civil enforcement authority to ensure compliance with those regulations. Based on prior reports regarding error rates in child development programs, CDE developed comprehensive regulations addressing the determination of family eligibility and need for child care services. Other regulatory approaches, consistent with our long term goals in these programs, will be suggested in the Part 3. In the remainder of Part 2, this report will describe the current enforcement procedures in use by CDE to promote administrative accuracy in child care and development programs.

Consistent with our civil authority, CDE uses a combination of efforts and expertise from various divisions to ensure that contractors comply with requirements regarding program administration. The Audits & Investigations Division (A&ID) ensures that contractors comply with federal requirements to conduct annual independent, financial audits. In addition, based on evidence from financial audits or requests from CDD, the A&ID will conduct limited scope audits of contractors to examine specific financial practices and compliance. Fiscal and Administrative Services Division (FASD) conducts on site reviews, often with CDD staff, and examines contractor practices regarding fiscal claiming and expenditures. The CDD conducts onsite reviews of contractor’s administrative accuracy of child development programs.

Additionally, representatives from all three divisions are available to provide program advice and assistance to contractors as part of our process to review local operations and as requested by contractors.

Representatives of each division meet monthly as the Case Conference (Committee) to discuss contractor performance and make decisions regarding contract status of those agencies with high levels of administrative errors and/or instances of noncompliance. Contractors who are suspected of deficient operations can be placed on the Committee’s agenda by any of the three divisions. Committee members consider evidence from financial audits and file reviews, licensing reviews, or fiscal reviews. After a discussion of agency performance, Committee members can propose a number of actions, including:

1. A limited financial audit, conducted by auditors from A&ID, which examines whether the costs reported by the contractor were “reasonable and necessary” to the implementation of the contract. If the audit finds that a substantial amount of the contractor’s expenditures were not for approvable costs, the auditor may recommend that fiscal reports be re-opened and the contractor be billed for improper expenditures.

2. An administrative review, conducted by either staff from FASD and/or CDD, which examine whether:

· Sufficient documentation is contained in family files to establish client eligibility;

· Decisions made regarding eligibility and need for clients were consistent with program rules;

· Attendance forms are consistent with reports submitted to FASD for funding;

· Small expenditures from ancillary contracts (e.g., Instructional Materials) were reasonable and necessary to implement the contract.

3. If sufficient evidence of the contractor’s noncompliance exists, the contractor can be placed on conditional status. Placement of a contract on conditional status involves writing a corrective action plan into the terms of the contract as an addendum and monitoring performance of the specific actions and due dates specified in the addendum.

4. If noncompliance is persistent and systemic, or if a contractor on conditional status fails to comply with the contract addendum, the contract can be terminated or not renewed for the following year. In the event the contract is terminated, CDD has procedures in place for awarding the contract to a well-performing agency.

During 2008-09, as a result of the Case Conference process, nineteen contractors were placed on conditional status, and three contractors were proposed for non-renewal.

In addition to the system described above, CDD has developed an intensive method for providing technical assistance to contractors with high error rates. The goal of this system is to identify a contractor’s specific practices in program administration that are producing errors and re-train the contractor and staff on program requirements. At the present time, we have implemented this system with two contractors. Those contractors experienced reductions in estimates of their error rates from 78 percent to 10 percent and from 58 percent to 4 percent, respectively. We are extending the system of error rate reviews to large center-based contractors this year, and hope to have results to report for the 2009-10 fiscal year.

In summary, the system as it currently exists includes both corrective measures and consequences for failure to implement those measures. There is evidence of enforcement; and, in terms of recent results, there is evidence of considerable success.

Part 3: Analysis of Alternatives

As described above, CDE’s administration of child development programs includes a comprehensive system for identifying and correcting administrative errors by local contractors. However, the regulations governing local program administration do not address intentional program violations in a comprehensive manner. The term intentional program violations refers to actions and omissions by program participants that may not rise to a level warranting a fraud prosecution, but that nonetheless demonstrate an intent by the participant to obtain benefits that they are not entitled to.
Not all errors made by program participants are intentional. Parents may simply forget to report changes they consider trivial. Parents and providers may not clearly remember or understand the rules. Like contractor-caused errors, non-intentional client errors can be diminished by comprehensive program rules that can be clearly communicated to participants combined with accurate administration of those rules.

In child care and development programs, statute and regulations clearly establish the responsibility of parents to document their eligibility and report changes in their circumstances that affect their level of service. Parents who do not comply with these requirements are routinely terminated from the program. However, current regulations do not mandate local procedures when participants fail to report or misreport information that results in an improper payment. With the exception of delinquent family fees, regulations do not require that contractors determine the value of payments or services inappropriately obtained, or that contractors attempt to recoup those funds. Program rules do not provide for program consequences, such as debarment from services for a period of time, for those participants who commit significant or repeated intentional program violations.

On their own, many local contractors have established local systems for identifying payments and services inappropriately obtained, calculating the value of those services, and attempting to recoup funds from program participants. However, local policies and systems vary throughout the state. This local flexibility regarding intentional program violations differs from other public benefits programs, such as CalWORKs.

To improve program administration and to better align child care and development programs with other public benefit programs, the CDE is proposing to explore the creation of statewide standards defining intentional program violations; describing program consequences, such as debarment, for repeated or serious violations; requiring a calculation of the value of services inappropriately obtained; and requiring efforts, such as re-payment plans, to recoup those funds.

Several questions would have to be answered prior to establishing such a system. Most importantly, ACF representatives would have to clarify whether the identification and potential recovery of improper payments by local agencies – instead of the Lead Agency – would invoke provisions of federal regulations requiring that the federal share of any improper payment be disallowed and remitted. Although the system described above would require local agencies to identify improper payments, CDE might receive evidence of funds recouped by local agencies through fiscal reports and audits submitted by local contractors, or through the appeal process. If CDE identified improper payments through existing financial reporting, CDE might be compelled to remit the federal portion of those payments to the federal government.

In addition, a statewide system of standards and recoveries for intentional program violations would likely increase the number of appeals to the State, and therefore create a need for additional resources in CDD’s appeals unit. Finally, depending on the scope of intentional program violations to be included or the extent of penalties, statutory authority might be necessary to implement changes. 

While the recovery of payments attributable to intentional program violations will receive additional consideration and analysis, the recovery of payments attributable to administrative errors by contractors presents difficulties. Administrative errors occur when local agency staff makes a decision about eligibility without sufficient supporting documentation; when there is conflicting information in the file that has not be reconciled by local staff; or when mistaken standards are applied in determining eligibility or reimbursement. However, the existence of errors that result in an unsupported payment does not indicate that the family was factually ineligible, or that the payment was actually incorrect.

The two examples cited above – decreases in error rates from 78 to 10 percent and 58 to 4 percent – indicate substantial improvements in local administration of child care and development programs. However, during their process of improving administrative accuracy neither local contractor experienced a large turnover in eligible families. In a few cases, services were terminated for families who were factually ineligible. In others, the amount of services was adjusted based on improved interpretations of rules or improved documentation. In neither case did the improvements in administrative accuracy uncover information that more than a few families were factually ineligible.

If CDE staff were to use the current review process to identify and seek recovery of estimated administrative errors, provisions of 45 CFR 98.60 et seq. would require repayment of the federal portion of the improper payment. Based on the relative proportion of federal funding in current year child care and development programs,
 and the relative size of each of those programs, we would estimate that approximately 41 percent of any improper payment identified by CDE would be remitted to the federal government.
To recover those payments, CDE would be required to issue a billing to local contractors. Unless the billing was for a relatively trivial amount, the contractor could appeal the billing to the office of Administrative Hearings. The actual amount of the improper payment would be decided by an administrative law judge after hearing evidence.
As stated previously, pursuant to State law and federal regulations, CDE staff examine a sample of family files in the possession of local contractors, then extrapolate from the evidence in that sample to estimate the contractor’s overall error rate. Staff does not examine every family file created or every reimbursement issued by the contractor for the fiscal year. In the context of an appealed billing based on a sampling process, the administrative law judge could decide whether only alleged improper payments in the sampled files could be included in the billing, or whether the sample of cases was robust enough for the estimate to be extrapolated to an agency-wide billable amount.

If the administrative law judge only considered evidence of administrative errors from the sample cases reviewed, it is likely that the cost of recovering funds would exceed the amount recovered. The cost of recovering funds would be, on average, a sum of the costs for an analyst to travel to the site and review the case (at $44 per hour); a supervisor to review the analysts findings (at $50 per hour); for them both to prepare with a staff attorney (at $74 per hour) for the hearing; for all three to participate in a hearing; and the amount charged by the Office of Administrative Hearings for conducting the hearing (at $187 per hour). The average estimated improper payment based as indicated in CDE’s federal report submitted in June, 2008, was $370. The current sample size used for agency-specific reviews is between 70 and 130 files. Based on the above numbers, reasonable estimates of the costs of recovery exceed or nearly exceed the estimated value of administrative errors in the sample. 

On the other hand, the administrative law judge could decide that extrapolation to the universe of cases administered by the contractor is valid. To convince the judge that the sample estimate could validly be extended to all cases, CDE would need to increase the number of cases selected in the sample to improve the statistical estimate of errors
. Reaching the level of sampling accuracy required for the federal report would require that the number of files examined by staff more than double. The increased sample size, without taking into consideration the amount of staff time consumed by participation in the appeal process, would decrease the number of contractors that could be reviewed in a year to approximately half the current number.

A reduction in the number of contractors reviewed in a year could inhibit the State’s ability to achieve the federally mandated error rate reduction target of 11 percent. Since the federal purpose is administrative improvement, visiting a large number of contractors at risk of contributing errors to the federal review is critical to the State achieving our target for error rate reduction.

If CDE modifies our sampling procedures as described above, and the increased statistical certainty resulted in the judge validating the extrapolation of errors to the universe of cases served by the contractor, the fiscal consequences of such a decision would not likely be in the best interests of the State. Under these circumstances, the amount billed to a contractor and owing to the state would be substantial. For example, a contractor with $40 million in contracts and a 25 percent error rate would owe the state $10 million.
The State would be unlikely to recover any of those funds. In the face of such a decision, the affected contractor, if private, could declare bankruptcy. If the contractor declared bankruptcy and liquidated the corporation, recovering any amount of the funds would be nearly impossible. The value of corporate assets in bankruptcy is likely to be nominal when compared to the amount owed. And the continued dedication of those assets to program operations would be necessary for the replacement contractor to deliver services to families and children.

If the contractor were a local education agency, the funds could not be recovered from the district’s local child development fund, a special fund whose resources can only be used for the “maintenance and operation of child development programs” pursuant to California Education Code Section 8328. Therefore, recovery would have to come from other, unrestricted funds retained by the district. If insufficient funds were available, the district might request either a payment plan or an emergency loan similar to the loans described in Article 2 of Chapter 3 of Part 21 of Division 2 of Title 2 of the Education Code, commencing with Section 41320 et seq. If this were the case, the State would be repaying itself by loaning the district funds.

Most importantly, upon the ruling of the hearing officer in the State’s favor, the State would immediately owe an amount equal to the federal share to the federal government. In the example above, the federal share if the billing were to occur in fiscal year 2009-10 would be about $4.1 million, whether or not the State recovered any funds from the local contractor.

In the absence of a recovery of funds, the amount owed the federal government could be re-directed from current year’s appropriation for child care services. Those funds would then be unavailable to provide child care services to low-income families and their children. In other words, the State’s effort to recover funds based on administrative errors would likely result in the reduction of child care and development services to eligible children and families. Insofar as the funds returned to the federal government were re-directed from programs that are considered entitlements, the Legislature would be faced with appropriating additional funds to backfill the federal remittance.

Finally, although this report has analyzed the consequences of attempts to recover improper payments, it is worth noting again that the existence of an administrative error is not an indication that the family receiving services was factually ineligible for those services. Administrative errors often occur when contractors fail to gather sufficient evidence to support their decisions or fail to reconcile conflicting information contained in the file. Contractor mistakes are not direct evidence that the family was ineligible or that reimbursements for services were inappropriate. They are evidence that the contractor’s staff have misapplied statutory, regulatory, or contractual requirements, as described in the federal definition of administrative errors
.

Part 4: Conclusion

Current federal regulations seriously constrain the benefits that might accrue to the State in creating a system to identify and collect improper payments. If some provisions of those regulations can be avoided, the creation of a system requiring local entities to collect improper payments resulting from intentional program violations should be considered.
However, attempting to recover funds based on estimates of administrative errors is less practicable. Under the most likely scenario, that funds can only be recovered from cases in the sample, the costs of recovery would likely exceed the amounts recovered. If error rates were extrapolated to all cases, the attempt to recover funds would likely cause the bankruptcy of community based organizations or school districts operating the programs, and result in the elimination of services for currently eligible families. Extrapolation would also result in a substantial financial obligation for repayment to the federal government.

Rather than attempt to collect improper payments resulting from administrative errors, CDE would recommend that the State continue its efforts at administrative improvement as mandated by the federal government. These efforts are likely to return the greatest value for the funds expended. Reducing administrative errors ensures that evidence of eligibility is obtained and retained for every family; that funds reach needy families; and that federal financial participation in state programs is maximized. CDE has sufficient mechanisms in place to ensure that local contractors improve their administration of programs and to take corrective action when program improvement goals are not met.
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� 45 Code of Federal Regulations (CFR), Part K, Section 98.100(d)(1).


� As used in this report, the term “fraud” means intentionally providing incomplete or inaccurate information to an administrative entity in order to receive a benefit to which the recipient would otherwise not be entitled.


� Error is defined in 45 CFR 98.100(c) as “any violation or misapplication of statutory, contractual, administrative, or other legally applicable requirements…regardless of whether such violation results in an improper payment.”


� Federal Register, Vol. 72, No. 171, p. 50892.


� Federal Register, ibid., p. 50895





� Federal Register, ibid., pps. 50893 - 50894





� Lead Agency is the federal term for the state agency authorized to receive CCDF funds. In California the Lead Agency is CDE.


� See 45 CFR Section 98.60 et seq.


� Federal Register, ibid., p. 50895


� Funding for Non-CalWORKs Alternative Payment programs is 58.4% federal, 9.7% of Stage 2 CalWORKs is federal, and 64.7% of CalWORKs Stage 3 is federal funds


� CDE’s current methodology uses a 90 percent confidence level and a 7 percent confidence interval (i.e., we are 90 percent certain that if all files were examined the real error rate would be within 7 percent of the estimate). This methodology is sufficient for program improvement and allows staff to conduct more on-site visits by limiting the number of files selected in a visit.


� 45 CFR 98.100(c)
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