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From Acting Inspector General

Audit of Title IV-E Foster Care and Other Grants’ Payments for Child Care Claims at the
North Carolina Department of Health and Human Services’ Division of Child Development
(A-04-98-00123)

Subject

To
Diann Dawson
Acting Principal Deputy Assistant Secretary
for Children and Families

This is to alert you to the issuance of our final report on Monday , April 30, 2001.
A copy is attached.

The objective of our review was to determine whether the State was paid for unallowable Title
IV-E and Other Grants’ child care claims. Our review, which was made at the request of your
office, included $6.2 million (FFP) of Title IV-E claims for the period October 1, 1993 through
October 31, 1997 and $68.4 million (FFP) of Other Grants’ line items for the period October 1,
1993 through June 30, 1995. These claims were prepared by a consultant under the direction
of the State agency.

Qur review indicated that the State was reimbursed over $48 million for unallowable child care
payments. This included:

° $2.2 million for unalloWable Title IV-E claims;
] $31.2 million for unallowable At-Risk/CCDBG! line items;
o $13.5 million for unallowable SSBG? line items; and
° $1.3 million for other unallowable Title IV-E claims.
For most unallowable claims, the consultant that prepared the claims did not properly

determine the allowability of the claims before assigning them to Title IV-E and Other Grants’
child care and the State did not adequately review these claims before submission to the

!Child Care for Families At-Risk of Welfare Dependency Grant/Child Care and
Development Block Grant

2 Social Services Block Grant
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Administration for Children and Families. In addition, the State’s accounting system was not
set up to identify which grant was used to pay for a child’s care and the State did not maintain
records that showed to which grant these payments were initially and subsequently assigned.

We are recommending that the State: (1) refund the $48,183,445 (FFP) overpayment, (2)
develop accounting procedures that identify the grant used to pay for a child’s care,

(3) maintain documentation to support eligibility for all child care claims for required periods,
and (4) monitor its consultants to ensure that only allowable child care claims are filed for
FFF. In written comments to our draft report, State officials disagreed with our findings and
recommendations.

Any questions or comments on any aspect of this report are welcome. Please call me or have
your staff contact Donald L. Dille, Assistant Inspector General for Administrations of
Children, Family, and Aging Audits, at (202) 619-1175.

Attachment
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DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector General
C Office of Audit Services

REGION Iv
Room 3T41
61 Forsyth Street, S.W.
Atlanta, Georgia 30303-8909

CIN: A-04-98-00123

Mrs. Carmen Hooker Buell, Secretary

North Carolina Department of Health
and Human Services

Adams Building, 101 Blair Drive

Raleigh, North Carolina 27603

Dear Secretary Buell:

Enclosed are two copies of a U.S. Department of Health and Human Services (HHS), Office
of Inspector General (OIG), Office of Audit Services' (OAS) report entitied Audit of Title
IV-E Foster Care and Other Grants’ Payments for Child Care Claims at the North
Carolina Department of Health and Human Services’ Division of Child Development. This
audit covered the period October 1, 1993 through October 31, 1997. A copy of this report
will be forwarded to the action official noted below for his/her review and any action deemed
necessary.

Final determinations as to actions taken on all matters reported will be made by the HHS
action official named below. We request that you respond to the HHS action official within 30
days from the date of this letter. Your response should present any comments or additional
information that you believe may have a bearing on the final determination.

In accordance with the principles of the Freedom of Information Act (Public Law 90-23), OIG,
OAS reports issued to the Department's grantees and contractors are made available, if
requested, to members of the press and general public to the extent information contained
therein is not subject to exemptions in the Act which the Department chooses to exercise (see
45 Code of Federal Regulations Part 5).

To facilitate identification, please refer to Common Identification Number (CIN) A-04-98-
00123 in all correspondence relating to this report.

Sincerely yours,

Charles J. Curtis
Regional Inspector General
for Audit Services, Region IV
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Enclosures - as stated
Direct Reply to HHS Action Official:

HUB Director/Regional Administrator
Administration for Children and Families, Region IV
U.S. Department of Health and Human Services

61 Forsyth Street, S.W., Suite 4M60

Atlanta, Georgia 30303-8909




EXECUTIVE SUMMARY

BACKGROUND I

State’s Initial Claim

The Administration for Children and Families (ACF) requested this review of North Carolina’s
(State) retroactive claims for Title IV-E Foster Care child care funds for the period October 1,
1993 through June 30, 1995. In December 1995, the State submitted its original claim totaling
$6,896,528 Federal financial participation (FFP). The ACF deferred the State’s claim because
documentation the State submitted did not substantiate what appeared to be, in some cases,
exorbitant child care expenditures.

First Revision of State’s Claim

After agreeing with ACF’s assessment of its claim, the State had its consultant revise the original
claim. The State submitted this revised claim, totaling $3,257,166 (FFP), to ACF on May 1,
1996. The ACF disallowed the State’s entire claim based on ACF’s concerns that other! U.S.
Departrnent of Health and Human Services’ (HHS) grants (Other Grants) may have been used to
pay for services now being charged to Title IV-E Foster Care. The State’s claim for these Other
Grants totaled about $68 million (FFP).

Second Revision of State’s Claim

On May 16, 1997, North Carolina appealed the disallowance to the HHS Departmental Appeals
Board. In the meantime, the North Carolina State Auditor’s Office also had similar concerns
about the $3,257,166 (FFP) revised claim. As a result of the State Auditors’ concerns, the State
initiated another revision of the claim. The State filed this revised claim, totaling $3,175,646
(FFP) on May 11, 1998. Our audit includes this revised claim.

State’s Subsequent Claims

The State filed two additional retroactive claims. One was filed for the period July 1, 1995
through December 31, 1995. The ACF disallowed this claim because it was filed after the
allowable 2-year filing period. The other retroactive claim for $3,071, 081 (FFP) was filed on
March 5, 1998 for the period January 1, 1996 through October 31, 1997. Our audit also included
this claim. ;

! Other HHS grants included the Child Care for Families At-Risk of Welfare Dependency Grant (At-Risk
Child Care), the Child Care and Development Block Grant (CCDBG), and the Social Services Block Grant (SSBG).
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OBJECTIVE
The objective of our review was to determine whether the State was paid for unallowable Title
IV-E and Other Grants’ child care claims. Our review included $6.2 million (FFP) of Title IV-E

claims for the period October 1, 1993 through October 31, 1997 and $68.4 million (FFP) of
Other Grants’ line items for the period October 1, 1993 through June 30, 1995.

l SUMMARY OF FINDINGS I

The State was reimbursed over $48 million in unallowable child care payments. This included:

L $2.2 million for unallowable Title IV-E claims;

o $31.2 million for unallowable At-Risk/CCDBG line items;

° $13..5 million for unallowable SSBG line items; and

® $1.3 million for other unallowable Title IV-E claims.
In our opinion, these problems were the result of the State’s inadequate review of its consultant-
prepared claims. In addition, the State’s accounting system was not set up to identify which

grant was used to pay for a child’s care and the State did not maintain records that showed which
grant these payments were initially and subsequently assigned.

Title IV-E Claims
Our stratified random sample of 201 Title IV-E child care claims showed that 117 did not meet
the requirements for FFP. As a result, we estimate that the State was paid for unallowable claims

totaling $2.2 million (FFP).

Of the 117 unallowable claims, 59 were unallowable for more than one reason such as;

. Applications were missing, did not contain complete information or were not
approved.

. Attendance records were missing or had been destroyed.

. Vouchers/Action Notices were missing, did not match the application or were not
approved.

. Child care that included unallowable social services.

ii



Documentation did not show the need for child care services and/or services were
for reasons other than the foster parent(s)’ employment.

Eligibility for Aid to Families with Dependent Children (AFDC) was not
documented.

Original court orders with required language were missing, not issued within the
180 day required period, or not signed by a judge.

Children were not placed in licensed Title IV-E Foster Care homes for the period -
of services reviewed.

Payment codes indicated that services were for other than foster parent(s)’
employment.

Child care facilities were not licensed or registered by the State.

Foster Care maintenance payments were not paid with Title IV-E funds.

At-Risk/CCDBG Line Items

Our stratified random sample of 100 At-Risk/CCDBG child care line items showed that 77 did
not meet the requirements for FFP. As a result, we estimate the State was reimbursed for
unallowable line items totaling $31.2 million (FFP).

Of the 77 unallowable line items, 39 represented cases where the child care records were
destroyed. Another six line items were unallowable for more than one reason such as:

Attendance records were missing or had been destroyed.

Vouchers/Action Notices were missing, did not match the application or were not
approved.

Applications were missing, did not contain complete information or were not
approved. '

Child care related to education and training, not employment of parent(s) as
required by At-Risk regulations.

No documentation that child care facility was licensed or registered by the State
during the period of services reviewed.
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SSBG Line Items

Our random sample of 100 SSBG child care line items showed that 82 did not meet the
requirements for FFP. As a result, we estimate the State was reimbursed for unallowable line
items totaling $13.5 million (FFP).

Of the 82 unallowable line items, 37 represented cases where the child care records were
destroyed. Another 20 line items were unallowable for more than one reason such as:

Attendance records were missing or had been destroyed.

Applications were missing, did not contain complete information or were not
approved. '

Vouchers/Action Notices were missing, did not match the application or were not
approved.

Maximum gross income was not considered.

Need for child care was not documented.

Other Unallowable Title IV-E Claims

Through analysis of computer tapes the State provided, we identified:

7,749 unallowable claims for child care services totaling $1,173,833 (FFP)
that were for reasons other than the foster parent(s)’ employment, and

. 886 unallowable claims totaling $98,115 (FFP) that the consultant

assigned from funding sources the State had already identified as not
eligible for reimbursement under Title IV-E.

For most unallowable claims, the consultant did not properly determine the allowability of the
claims before assigning them to Title IV-E and Other Grants’ child care and the State did not
adequately review these claims before submission to ACF.

Moreover, the State does not have an accounting system which identifies the child care grant
used to pay for a child’s care. The State acknowledged in its brief to the DAB (relative to its
original claim which ACF disallowed) that it did not have an adequate accounting system in
place to provide ACF with adequate documentation to verify that there would be no duplication
of Federal funding or duplication of State matching in its claim for Title IV-E child care.

v



RECOMMENDATIONS
We recommend that the State;

. refund the $48,183,445 (FFP) overpayment;

. develop accounting procedures that identify the grant used to pay for a child’s
care;

. maintain documentation to support eligibility for all child care claims for required
periods; and

. monitor its consultants to ensure that only allowable child care claims are filed for
FFP. '

In written comments to our draft report, State officials disagreed with our findings and
recommendations. The State officials’ written comments and OIG’s response to the State’s
comments are summarized in more detail after the RECOMMENDATIONS section of this
report. The complete text of the State’s comments is included in Appendix G.
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INTRODUCTION

| BACKGROUND I

State’s Initial Claim

The ACF requested this review of North Carolina’s (State) retroactive claims for Title IV-E
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Decerber 1995, the State submitted its original claim totaling $6,896,528 FFP. The ACF
deferred the State’s claim because documentation the State submitted did not substantiate what
appeared to be, in some cases, exorbitant child care expenditures.

First Revision of State’s Claim

After agreeing with ACF’s assessment of its claim, the State had its consultant revise the original
claim. The State submitted this revised claim, totaling $3,257,166 (FFP), to ACF on May 1,
1996. The ACF issued a disallowance letter to the State based on ACF’s concerns that other’
HHS grants (Other Grants) may have been used to pay for services now being charged to Title
IV-E Foster Care.

Second Revision of State’s Claim

On May 16, 1997, North Carolina appealed the disallowance to the HHS Departmental Appeals
Board. In the meantime, the North Carolina State Auditor’s Office also had similar concerns
about the $3,257,166 (FFP) revised claim. As a result of the State Auditors’ concerns, the State
initiated another revision of the claim. The State filed this revised claim, totaling $3,175,646
(FFP), on May 11, 1998. Our audit includes this revised claim.

State’s Subsequent Claims

The State filed two additional retroactive claims. One was filed for the period July 1, 1995
through December 31, 1995. The ACF disallowed this claim because it was filed after the
allowable 2-year filing period. The other retroactive claim for $3,071, 081 (FFP) was filed on
March 5, 1998 for the period January 1, 1996 through October 31, 1997. Our audit also included
this claim.

2Other HHS grants included the Child Care for Families At-Risk of Welfare Dependency Grant (At-Risk
Child Care), the CCDBG, and the SSBG.



Title IV-E Foster Care Child Care and Other Grants’ Child Care

For the period October 1, 1993 through October 31, 1997, the State had a revenue maximization
contract with Deloitte and Touche (consultant). The contract provided for the consultant to
prepare retroactive Title IV-E child care claims from claims that had previously been paid from
other Federal and/or State sources. Under the State’s methodology, all children who had
received day care paid from Other Grants and State-only funds were identified. The State then
deterrnined from this population which children were eligible for Title IV-E day care services.
The Title IV-E eligible children’s “vacancies” were then back-filled with other children whose
original care was paid with State-only funds.

Criteria applicable to Title IV-E and the Other Grants are as follows:
Title IV-E Child Care

Section 475 (4)(A) of the Social Security Act states that “The term ‘foster care maintenance
payments’ means payments to cover the cost of . . . daily supervision. . . .” According to ACYF-
PA-82-01 issued April 30, 1982, FFP may be claimed for Title IV-E eligible foster care children
who receive child care based on the employment of the foster parents. The ACYF-CB-PIQ-97-
01 issued March 4, 1997, reiterated that Title IV-E child care must be based on the employment
of the foster parents.

At-Risk Child Care

The Catalog of Federal Domestic Assistance states that the purpose of At-Risk Child Care is:
“To allow States the option of providing child care to low-income families who are not receiving
Aid to Families with Dependent Children (AFDC), who need child care in order to work, and
who would otherwise be at-risk of becoming eligible for AFDC.” Beneficiary eligibility is
based on “. . . approved applicants who are low-income working families with children.”

CCDBG Child Care

The Catalog of Federal Domestic Assistance states that CCDBG provides funds: ... to assist
low-income families with child care services[;] . . . to increase the availability, affordability, and
quality of child care[;] and to increase the availability of early childhood development and
before- and after-school programs.” Beneficiary eligibility is based on “Children under age 13
(or up to age 19, if disabled), who reside with a family whose income does not exceed 75 percent
of the State median income for a family of the same size, and reside with a parent (or parents)
who is working or attending a job-training or educational program; or are in need of, or are
receiving protective services."”



SBG Child Care

The Catalog of Federal Domestic Assistance states that SSBG provides funds: “To enable each
State to furnish social services best suited to the needs of the individuals residing in the State.
Federal block grant funds may be used to provide services directed toward one of the following
five goals specified in the law: (1) to prevent, reduce, or eliminate dependency; (2) to achieve or
maintain self-sufficiency, (3) to prevent neglect, abuse, or exploitation of children and adults; (4)
to prevent or reduce inappropriate institutional care; and (5) to secure admission or referral for
institutional care when other forms of care are not appropriate.”

North Carolina

The State’s Department of Health and Human Services (SDHHS) is the single State agency
designated to administer the Foster Care program. The SDHHS’ Division of Social Services
administers the Title IV-E Foster Care maintenance payments and the Division of Child
Development (DCD) administers the Title IV-E Foster Care child care payments. The SDHHS
also administers the At-Risk, CCDBG and SSBG child care grants.

OBJECTIVE, SCOPE AND METHODOLOGY
Objective

The objective of our review was to determine whether the State was paid for unallowable Title
IV-E and Other Grants’ child care claims. Our review included $6.2 million (FFP) of Title IV-E
claims for the period October 1, 1993 through October 31, 1997 and $68.4 million (FFP) of
Other Grants’ line items for the period October 1, 1993 through June 30, 1995.

Scope

We selected and reviewed a stratified random sample of 201 Title IV-E child care paid claims.
The sample was selected from a universe of claims totaling $9.7 million ($ 6.2 million, FFP) for
the period October 1, 1993 through October 31, 1997. Our sampling unit was a child care claim.
A claim refers to child care services provided to a Title IV-E Foster Care child during a month.

We also selected and reviewed a stratified random sample of 100 At-Risk and CCDBG line items
from child care claims and an unrestricted random sample of 100 line items from SSBG child
care claims. We sampled line items because multiple children with the same identification
number were listed on the claims. Also, a child’s name on the claim could have multiple
spellings of her/his name and/or have more than one unique identification number.

Prior to selecting our statistical samples, we analyzed the State’s claims which were provided to
us on magnetic tapes prepared by the State’s consultant. We confirmed that all children listed on
the tape had a unique identification number for Title IV-E claims. We identified and created a
separate file for all claims where the reason for child care services was not employment of the
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foster parent(s). We also identified and created a separate file of all claims with funding sources
the State identified as not eligible for reimbursement under Title [IV-E. These claims were not
included in our sampling populations.

Details on our sampling methodology and projections are presented in Appendices A, B, and C.
Appendices D, E, and F contain details for the sample units reviewed.

We reviewed applicable laws, regulations, Title IV-E and Other Grants’ guidelines, and
information obtained from State officials to determine whether the Title IV-E and Other Grants’
child care claims were allowable for FFP. :

Our internal control review of the SDHHS was limited to obtaining an understanding of the Title
IV-E and Other Grants’ child care programs. Internal controls were not tested because the
objective of our review was accomplished through substantive testing.

We are also reviewing retroactive Title IV-E child care claims the State submitted for the period
November 1, 1997 through March 31, 1999 and Other Grants’ child care claims for the period
January 1, 1996 through March 31, 1999. We will provide the results of these reviews in
separate reports.

On September 22, 2000, we issued a draft of this report to State officials for comment on our
findings and recommendations. On November 16, 2000, we held an exit conference with the
State agency to discuss the draft report’s findings and recommendations. On December 21,
2000, we received the State’s written comments. One of the State agency’s comments involved
our use of criteria that the State did not believe was applicable to the entire period under audit.
(See Page 15 of the State agency’s written comments). Specifically, the State agency challenged
our use of ACYF-CB-PIQ-97-01 as criteria for the entire time period covered by our audit. We
have revised the report to include ACYF-PA-82-01 as criteria that was in effect during the time
period covered by our audit and that 97-01 was merely a clarification of requirements that were
in 82-01. (See Page 23 of this report.)

Methodology

The objective of our review was discussed with ACF regional and headquarters officials to
identify requirements for the Title IV-E and Other Grants’ child care programs. Applicable
Federal regulations, the North Carolina State plans, the State’s Child Day Care Services’ Manual,
the North Carolina Division of Social Services’ Family Services’ Manual, and work performed
by the North Carolina Office of the State Auditor were also reviewed.

We prepared and used a review form to apply the program criteria and to identify any
unallowable payments applicable to each sampled item. Prior to our review, we submitted these
review forms to the State for its input and made all changes to our review forms suggested by the
State.



For the 201 Title IV-E claims reviewed, supporting documentation was obtained from the State

which typically included an application/authorization form, a voucher/action notice, the original
court order, support for prior AFDC eligibility, foster care placement at the time of service, age

of child, need for service, facility license/registration, origin of maintenance payments (must be
Title IV-E), an attendance record and payment information.

For the 100 line items reviewed for At-Risk/CCDBG and the 100 line items reviewed for SSBG,
supporting documentation obtained from the State typically included an application/
authorization form, a voucher/action notice, need for service, income based on family size, age of
child, facility license/registration, an attendance record and payment information.

We held discussions with State program officials and employees of the State’s consultant as we
reviewed the claims. During the course of our review, we made a “second request” from DCD
staff for missing documentation. In cases where DCD staff provided adequate documentation,
the claims and/or line items were considered allowable.

Field work was performed at the State’s DCD office in Raleigh, North Carolina. Field work was
conducted from May 1999 to September 1999. Audit field work was continued in the Raleigh
Field Office through August 2000. Our audit was made in accordance with generally accepted
government auditing standards. ‘

FINDINGS AND RECOMMENDATIONS

The results of three statistical samples - 201 Title IV-E Foster Care child care claims, 100 At-
Risk and CCDBG child care line items, and 100 SSBG child care line items - showed that
many of the claims and line items did not meet requirements for FFP. We also identified other
unallowable Title IV-E claims that were in addition to those identified through our statistical
sample. These additional claims were unallowable for FFP because they either were not related
to the foster parent(s)’ employment or were related to child care funding sources the State
identified as not eligible for reimbursement under Title IV-E. As a result, the State was
reimbursed over $48 million in unallowable child care payments. The State’s DCD staff agreed
with our determination that supporting documentation was missing on claims and line items
deemed to be unallowable.

In our opinion, these problems were the result of the State’s inadequate review of its consultant-
prepared claims. In addition, the State’s accounting system was not set up to identify which
grant was used to pay for a child’s care and the State did not maintain records that showed to
which grant these payments were initially and subsequently assigned.



Title IV-E Child Care Claims

Of the 201 claims sampled, 117 did not meet
Title IV-E reimbursement requirements. As a
result, we estimate that the State was reimbursed
$2,242,385 (FFP) for unallowable Title IV-E
child care claims.

201 IV-E Claims

84 Allowable

One hundred and seventeen claims were
unallowable for various reasons:

117 Unallowable

¥  Incomplete, Unapproved or Missing
Applications

Seventy-three claims either did not include
an application, were based on an unallowable .
need, or included application/authorization forms that did not contain complete information
necessary to determine child care eligibility under the Title IV-E program. Types of
incomplete or missing information included the:

- need for services;
- applicant and authorization signatures; and
- authorization dates.

Two of the 73 claims had applications that were not approved. In North Carolina, the
application form is used for determining eligibility and approving the service.

According to the State’s Child Day Care Services (Manual), Part IT, Chapter B, Section 1,
Request for Services, A. “. .. Families are not considered eligible for services until they sign
a formal application. . . . 3. The [application] must be completed at the time of initial
determination of eligibility as well as the routine redetermination of eligibility. A new
application must also be completed and signed any time during the twelve month eligibility
period that a change is reported which impacts eligibility for services.”

Grant regulations under Title 45 Code of Federal Regulations (CFR) Section 74.21(b)(7)
require that recipients’ financial management systems include: “/aJccounting records,
including cost accounting records, that are supported by source documentation.”

®  Attendance Records Were Missing or Had Been Destroyed
Forty-eight claims had no attendance records. Attendance records are used to document

services received and to authorize payments for child care services. Grant regulations under
Title 45 CFR Section 74.21(b)(7) require that recipients’ financial management systems



include: “fajccounting records, including cost accounting records, that are supported by
source documentation.”

Child Day Care Law, North Carolina G.S. 110-91 (9) states “. .. Each day care facility shall
keep accurate records on each child receiving care in the day care facility in accordance
with a form furnished or approved by the Commission, and shall submit attendance reports
as required by the Department. (August 11, 1993)

Incomplete, Unapproved or Missing Vouchers/Action Notices

Thirty-three claims either did not include a voucher/action notice or included forms that did
not contain complete information necessary for determining Title IV-E eligibility. Types of
incomplete and missing information included:

- need for services;
- applicant and authorization signatures; and
- authorization dates.

The Child Day Care Services Manual, Chapter 13: Voucher Procedures, A. states: “... The
intent of the voucher is to enable the parent to assume responsibility for the selection of the
provider rather than the local purchasing agency arranging the care. The voucher serves as
an agreement between the parent and the provider and is a mechanism which places the
liability for the selection of a provider with the parent instead of with the agency. . .. C. . ..
Only an initial voucher is needed, with subsequent ones issued when there is a change of
provider. Once the voucher has been issued initially, it is not necessary to issue another one
when the individual’s 12-month eligibility period ends. A Child Day Care Action Notice . . .
is issued instead to document the new eligibility period.”

Title IV-E Child Care that Included Social Services

Twenty-one claims were for developmental needs and behavior modification. These
services were not allowable for Title IV-E reimbursement.

ACYF-PA-82-01 states that “ “‘Social services’ are not allowable cost items as title IV-E
maintenance payments under any circumstances, regardless of what type of person provides
them. Examples of unallowable "social services" are . . . counseling and therapy . . . These
costs may be claimed under other programs, e.g., title I[V-B or title XX (Social Services
Block Grant Program) of the Act or a State-funded program”.

ACYF-CB-PIQ-97-01 reiterated that “. . . therapeutic child care is a social service and is not
an allowable expenditure under title IV-E foster care maintenance.”



®  No Documentation to Show Need for Service or Need Other Than Foster Parent(s)’
Employment

Fifteen claims had no indication that the foster parent(s) were employed or the claims stated
the foster parents were not employed. Section 475 (4)(A) of the Social Security Act allows
for “foster care maintenance payments . . . to cover the cost of . . . daily supervision. . . .”

According to ACYF-PA-82-01 issued April 30, 1982, FFP may be claimed for Title IV-E
eligible foster care children who receive child care based on the employment of the foster
parents. The ACYF-CB-PIQ-97-01 issued March 4, 1997, reiterated that Title IV-E child
care must be based on the employment of the foster parents.

® Ineligible for AFDC or Eligibility Requirement Not Documented

Fourteen claims were for children whose AFDC eligibility requirement was either not met or
not documented. To be eligible for Title IV-E reimbursement, the foster child must have
received or have been eligible to receive AFDC based on the placement of the child within
the 6 months prior to being taken into custody by DSS.

According to 472(a) of the Social Security Act, a child receiving foster care maintenance
payments must have been eligible to receive aid (AFDC) except for his removal from the
home of a relative.

According to the North Carolina Division of Social Services, Family Services Manual,
Volume I: Children’s Services, Chapter IV - Foster Care Services 1205, IV-E Foster Care

Assistance, Revised 9-1-93, IV. Eligibility Requirements for [V-E Foster Care Assistance,
A. AFDC Eligibility, states “The child must have been eligible for AFDC. . . .”

®  Original Court Orders with Required Language Were Missing, Not Issued Within the
180 Day Required Period, or Not Signed by a Judge

Fourteen claims were for children whose file lacked documentation of foster care placement
by ajudge’s timely, signed order containing required language. Foster care payments are
allowable only if the foster child was removed by means of a judicial determination or a
voluntary placement agreement. According to 472(a)(1) of the Social Security Act, if the
removal was by judicial determination, the court order must contain language to the effect
that the child’s remaining at home would be contrary to his/her welfare and that reasonable
efforts have been made to prevent the removal.



®  Not Reimbursable Based on Child’s Placement During Month of Service

Ten claims were for services provided during periods that the child was not in a licensed
foster care home and consequently not reimbursable. The Social Security Act, Section 472
(c) states that “For the purposes of this part, (1) the term “foster family home” means a
Joster family home for children which is licensed by the State in which it is situated or has
been approved, by the agency of such State having responsibility for licensing homes of this
type, as meeting the standards established for such licensing. . . ."”

~ According to the North Carolina Division of Social Services, Family Services Manual,
Volume I: Children’s Services, Chapter IV - Foster Care Services 1205, IV-E Foster Care
Assistance, Revised 9-1-93, I. General, . . . 4 distinction should be made between eligibility
and reimbursability. . . . Once established, a child’s eligibility will continue as long as need
and deprivation continue and the child remains in the agency'’s custody or placement
responsibility. Reimbursability, however, may change on a monthly basis dependent upon
the child’s placement. . . . The child has to be eligible and reimbursable for IV-E foster care
assistance.”

= Payment Codes Other Than for Foster Parent(s)’ Employment

Five claims had payment codes that were not for foster parent(s)’ employment. Section 475
(4)(A) of the Social Security Act states that “The term ‘foster care maintenance payments’
means payments to cover the cost of . . . daily supervision. . . .” According to ACYF-PA-82-
01, FFP may be claimed for Title IV-E eligible foster care children who receive child care
based on the employment of the foster parent(s).

The ACF recognized that a foster parent who is working while a foster child is not in school will
have to arrange for some form of alternate care, such as day care, for the daily supervision of the
child. However, ACF also recognized that the legislative history of Public Law (P.L.) 96-272
states that payments for the costs of providing care to foster children are not intended to include
reimbursement in the nature of a salary for the exercise by the foster family parent of ordinary
parental duties. Foster parents who are not employed would be able to exercise their ordinary
parental duties. Thus, the child's day care cost would not be reimbursable under Title IV-E
Foster Care.

®  No License or Registration for Child Care Facility

Four claims were from child care facilities that had no State approved license or registration
as required by Title [V-E.

Child Day Care Law, North Carolina G.S. 110-85 (3) requires . . . Mandatory licensing of
day care facilities under minimum standards, promotion of higher levels of day care than
required for a license through the development of high standards which operators may



comply with on a voluntary basis;

registration of child day care homes 100 At-Risk/CCDBG Line Items
which are too small to be regulated '

through licensing; . . .” (August 11, -
1993) g e

According to ACYF-CB-PIQ-97-01
issued March 4, 1997, “Child care
services for children in foster care
must be rendered by a provider that is
licensed, certified, or has some other
Jormal status under State or local
regulations in order for the State to
claim reimbursement under title IV-
E.”

77 Unallowable

Foster Care Maintenance Payments Not Paid by Title IV-E

Four child care claims indicated that maintenance payments were not paid by Title IV-E. If
~ Title IV-E did not pay for the child’s maintenance payment, Title IV-E cannot be used to pay
for a child’s day care.

At-Risk/CCDBG Line Items

Of the 100 sampled line items, 77 did not meet At-Risk/CCDBG program requirements. As a
result, we estimate that the State was reimbursed $31,201,458 (FFP) for unallowable At-
Risk/CCDBG child care costs.

Seventy-seven of the 100 line items were unallowable under the At-Risk/CCDBG programs for
various reasons:

®  Child Care Records Had Been Destroyed

Thirty-nine line items had no supporting records because they had been destroyed. North
Carolina’s Department of Health and Human Services’ policy gives counties permission to
destroy certain records after a 3-year period.

Title 45 CFR, Sec. 74.53 sets forth requirements for records retention and records access.
Section 74.53 (b), states: “Financial records, supporting documents, statistical records,
and all other records pertinent to an award shall be retained for a period of three years
Jrom the date of submission of the final expenditure report or, for awards that are
renewed quarterly or annually, from the date of the submission of the quarterly or annual
Jfinancial report. The only exceptions are the following: (1) If any litigation, claim,
JSinancial management review, or audit is started before the expiration of the 3-year
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period, the records shall be retained until all litigation, claims or audit findings involving
the records have been resolved and final action taken.”

Title 45 CFR, Sec. 98.90 also sets forth requirements for records retention and records
access. Section 98.90 (e), states: “Length of retention period. (1) Except as provided in
paragraph (e)(2) of this section, records specified in paragraph (c) of this section shall be
retained for three years from the day the Grantee or subgrantee submilts to the Secretary its
final Financial Status Report . . . for the program period. (2) If any litigation, claim,
negotiation, audit, disallowance action, or other action involving the records has been
started before the expiration of the three-year retention period, the records must be retained
until completion of the action and resolution of all issues which arise from it, or until the end
of the regular three-year period, whichever is later.”

The final version of the State’s first Title IV-E retroactive claim (claims for October 1, 1993
through June 30, 1995) was filed on May 11, 1998 and another retroactive Title IV-E claim
(claims for January 1, 1996 through October 31, 1997) was filed on March 5, 1998.
Therefore, it would be mandatory that documentation to support these claims be maintained
for a 3-year period following the filing of the retroactive claims. However, since this review
was begun during this 3-year period, documentation to support claims should have been

maintained until the end of 3 years or until the resolution of all issues that arise from this
review, whichever is later.

Attendance Records Were Missing or Had Been Destroyed

Thirty line items had no attendance records. Attendance records are used to document
services received and to authorize payment for child care services. Grant regulations under
Title 45 CFR 74.21(b)(7) require that recipients’ financial management systems include:

“[a]ccounting records, including cost accounting records, that are supported by source
documentation.”

Title 45 CFR 98.67 (c) requires that recipients’ “Fiscal control and accounting procedures
shall be sufficient to permit: . . . (2) The tracing of funds to a level of expenditure adequate to
establish that such funds have not been used in violation of the provisions of this part.”

Child Day Care Law, North Carolina G.S. 110-91 (9) states “. .. Each day care facility shall
keep accurate records on each child receiving care in the day care facility in accordance
with a form furnished or approved by the Commission, and shall submit attendance reports
as required by the Department. (August 11, 1993)

Incomplete, Unapproved or Missing Vouchers/Action Notices

Seven line items either did not include a voucher/action notice or included forms that did not
contain complete information necessary for determining At-Risk/CCDBG eligibility. Types
of incomplete or missing information included:
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- need for services;
- applicant and authorization signatures; and
- authorization dates.

The Child Day Care Services Manual, Chapter 13: Voucher Procedures, A. states: ... The
intent of the voucher is to enable the parent to assume responsibility for the selection of the
provider rather than the local purchasing agency arranging the care. The voucher serves as
an agreement between the parent and the provider and is a mechanism which places the
liability for the selection of a provider with the parent instead of with the agency. . .. C. . .
Only an initial voucher is needed, with subsequent ones issued when there is a change of
provider. Once the voucher has been issued initially, it is not necessary to issue another one
when the individual’s 12-month eligibility period ends. A Child Day Care Action Notice . . .
is issued instead to document the new eligibility period.”

The CCDBG State Plan, Section 5.5 states ““. .. North Carolina chose a voucher which is
issued to the parent, to take to the provider of her choice. The voucher form indicates the
eligible child, period of eligibility, and applicable parent fees. . . .”

Incomplete, Unapproved or Missing Applications

Six line items either did not include an application or included application/authorization
" forms that did not contain complete information necessary to determine At-Risk/CCDBG
eligibility. Types of incomplete and missing information included:

- need for services;
- applicant and authorization signatures; and
- authorization dates.

According to the Child Day Care Services (Manual), Part IT, Chapter B, Section 1, Request
for Services, A. “. . . Families are not considered eligible for services until they sign a
Jormal application. . . . 3. The [application] must be completed at the time of initial
determination of eligibility as well as the routine redetermination of eligibility. A new
application must also be completed and signed any time during the twelve month eligibility
period that a change is reported which impacts eligibility for services.”

Title 45 CFR 98.65 Audits. states that “. . . (e) Grantees must provide access to appropriate
books, documents, papers and records to allow the Secretary to verify that Block Grant funds
have been expended in accordance with the statutory and regulatory requirements of the
program, and with the Plan.”

The CCDBG State Plan, Section 3.1(C)(2) states ... Parents apply for services at the
county department of social services or its contract agency.”’
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m  Child Care Not Related to Employment of Parent(s)

Two line items were for child care related to the education and training of the child’s
parent(s). At-Risk regulations allow child care only for parent(s) who need child care in
order to work.

Title 45 CFR Chapter II, Part 257.30 Eligibility - states “(a)4 family is eligible for child care
under this part provided the family: (1) Is low income, as defined in the approved State At-

Risk Child Care plan; (2) Is not receiving AFDC; (3) Is at risk of becoming eligible for
AFDC as defined in the approved At-Risk Child Care n’nn /d) Needs such child care in
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order to accept employment or remain employed; and ( 5) Meets such other conditions as the
State may describe in its approved At-Risk Child Care plan.”

®  No Documentation That Child Care Facility Licensed or Registered

One line item was from a child care facility for which there was no documentation (Approval
Notice) of State licensure or registration.

Child Day Care Law, North Carolina G.S. 110-85 (3) requires “. . . Mandatory licensing of
day care facilities under minimum standards; promotion of higher levels of day care than
required for a license through the development of high standards which operators may
comply with on a voluntary basis; registration of child day care homes which are too small
to be regulated through licensing; . . .” (August 11, 1993)

The Child Day Care Services Manual, Chapter 15: Payment Rates, B. Approval Notice,
states: “The Approval Notice is the computer-printed form that provides notification to the
local purchasing agency and the facility or small home that a caregiver is eligible to receive
state and federal subsidy funds for children. . . . (T)he purchasing agency must have a
current Approval Notice on file before paying any provider who will provide services for
children receiving state and federal child day care funding.”

SSBG Line Items

Of the 100 sampled line items, 82 did not 100 SSBG Line Items

meet SSBG program requirements. As a
result, we estimate that the State was '
reimbursed $13,467,654 (FFP) for
unallowable SSBG child care costs. —

82 Unallowable

Eighty-two of the 100 line items were
unallowable under the SSBG program for
various reasons:
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®  Child Care Records Had Been Destroyed

Thirty-seven line items had no records because they had been destroyed. As previously
discussed, the State is required to maintain documentation to support these claims for a
3-year period following the filing of the retroactive claims or until audit findings are
resolved, whichever is later.

Grant regulations under Title 45 CFR 96.30 Fiscal and administrative requirements state that:
“Except where otherwise required by Federal law or regulation, a State shall obligate and
expend block grant funds in accordance with the laws and procedures applicable to the
obligation and expenditure of its own funds. Fiscal control and accounting procedures must
be sufficient to (a) permit preparation of reports required by the statute authorizing the block
grant and (b) permit the tracing of funds to a level of expenditure adequate to establish that
such funds have not been used in violation of the restrictions and prohibitions of the statute
authorizing the block grant.”

In addition, the State’s guidance to counties regarding retaining records can be found in the -
Records Retention and Disposition Schedule, Standard-6, issued on August 1, 1989 by the
State Division of Archives and History, Department of Cultural Resources. According to the
Schedule’s section entitled, Operational Records: Family Services Program Records, 5. Other
Services Records File, Disposition Instructions: b., counties are to “Destroy in office federal
and state program records where the agency has not had custody and/or care of a child 3

_years after case is closed unless included in a federal fiscal and/or program audit that is
unresolved, then destroy in office when released from all audits.”

= Attendance Records Were Missing or Had Been Destroyed

Thirty line items had no attendance records. Attendance records are used to document
services received and to authorize payment for child care services. Grant regulations under
Title 45 CFR 96.30 Fiscal and administrative requirements state that: “Except where
otherwise required by Federal law or regulation, a State shall obligate and expend block
grant funds in accordance with the laws and procedures applicable to the obligation and
expenditure of its own funds. Fiscal control and accounting procedures must be sufficient to -
(a) permit preparation of reports required by the statute authorizing the block grant and (b)
permit the tracing of funds to a level of expenditure adequate to establish that such funds
have not been used in violation of the restrictions and prohibitions of the statute authorizing
the block grant.”

According to the Records Retention and Disposition Schedule, Standard-6 section entitled,
Operational Records: Family Services Program Records, 5. Other Services Records File,
Disposition Instructions: b., counties are to “Destroy in office federal and state program
records where the agency has not had custody and/or care of a child 3 years after case is
closed unless included in a federal fiscal and/or program audit that is unresolved, then
destroy in office when released from all audits.”
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Child Day Care Law, North Carolina G.S. 110-91 (9) states “. .. Each day care facility shall
keep accurate records on each child receiving care in the day care facility in accordance
with a form furnished or approved by the Commission, and shall submit attendance reports
as required by the Department. (August 11, 1993)

®  Incomplete, Unapproved or Missing Applications

Twenty-one line items either did not include an application or included application/
authorization forms that did not contain complete information necessary to determine SSBG
eligibility. Types of incomplete and missing information included:

- need for services;
- applicant and authorization signatures; and
- authorization dates.

According to the Child Day Care Services (Manual), Part II, Chapter B, Section 1, Request
for Services, A. . . . Families are not considered eligible for services until they sign a
Jormal application. . . . 3. The [application] must be completed at the time of initial
determination of eligibility as well as the routine redetermination of eligibility. A new
application must also be completed and signed any time during the twelve month eligibility
period that a change is reported which impacts eligibilityfor services.”

According to the Records Retention and Disposition Schedule, Standard-6 section entitled,
Operational Records: Family Services Program Records, 5. Other Services Records File,
Disposition Instructions: b., counties are to “Destroy in office federal and state program
records where the agency has not had custody and/or care of a child 3 years after case is
closed unless included in a federal fiscal and/or program audit that is unresolved, then'
destroy in office when released from all audits.”

The SSBG State Plan, Part II states “. .. The 100 county departments of social services will
be responsible for determining eligibility for all other Block Grant-funded services, including
. services provided through . . . the Division of Child Development.”

Incomplete, Unapproved or Missing Vouchers/Action Notices
Fifteen line items either did not include a voucher/action notice or included forms that did
not contain complete information necessary for determining SSBG eligibility. Types of
incomplete and missing information included:
- need for services;

- applicant and authorization signatures; and
- authorization dates.
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The Child Day Care Services Manual, Chapter 13: Voucher Procedures, A. states: . . . The
intent of the voucher is to enable the parent to assume responsibility for the selection of the
provider rather than the local purchasing agency arranging the care. The voucher serves as
an agreement between the parent and the provider and is a mechanism which places the
liability for the selection of a provider with the parent instead of with the agency. ... C. . . .
Only an initial voucher is needed, with subsequent ones issued when there is a change of
provider. Once the voucher has been issued initially, it is not necessary to issue another one
when the individual’s 12-month eligibility period ends. A Child Day Care Action Notice . . .
is issued instead to document the new eligibility period.”

The Records Retention and Disposition Schedule, Standard-6., Operational Records: Family
Services Program Records, 5., Other Services Records File, Disposition Instructions: b.,
state that counties are to “Destroy in office federal and state program records where the

- agency has not had custody and/or care of a child 3 years after case is closed unless included
in a federal fiscal and/or program audit that is unresolved, then destroy in office when
released from all audits.”

Maximum Gross Income Not Considered

Twelve line items showed no indication that maximum gross income had been considered in
the process of determining eligibility, where required, based on type of need.

Maximum gross income of the family unit has to be considered for child care eligibility
except when the need for services is elther Child Protective Services, Child Welfare Services
or Foster Care.

According to the Child Day Care Services (Manual), Part II, Chapter B, Section 5, Family
Income, A. “The source and the amount of family income are criteria used to determine
whether day care services may be provided to persons in these three target populations:

- - Day Care to Support Employment.
- - Day Care to Support Training Leading to Employment
- - Day Care to Support the Developmental Needs of the Child.”

Grant regulations under Title 45 CFR 96.30 Fiscal and administrative requirements state that:
“Except where otherwise required by Federal law or regulation, a State shall obligate and
expend block grant funds in accordance with the laws and procedures applicable to the
obligation and expenditure of its own funds. Fiscal control and accounting procedures must
be sufficient to (a) permit preparation of reports required by the statute authorizing the block
grant and (b) permit the tracing of funds to a level of expenditure adequate to establish that
such funds have not been used in violation of the restrictions and prohibitions of the statute
authorizing the block grant.”

The SSBG State Plan, Part [ B. states ““. . . Eligibility for certain services requires
consideration of the income unit’s monthly gross income. These services include 1) Child
Day Care Services, .. ."
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®  Need for Child Care Not Documented
Eleven line items did not have documentation supporting the need for child care.

Grant regulations under Title 45 CFR 96.30 Fiscal and administrative requirements state that:
“Except where otherwise required by Federal law or regulation, a State shall obligate and
expend block grant funds in accordance with the laws and procedures applicable to the
obligation and expenditure of its own funds. Fiscal control and accounting procedures must
be sufficient to (a) permit preparation of reports required by the statute authorizing the block
grant and (b) permit the tracing of funds to a level of expenditure adequate to establish that
such funds have not been used in violation of the restrictions and prohibitions of the statute
authorizing the block grant.” |

Other Unallowable Title IV-E Claims

"We identified unallowable Title IV-E claims totaling $1,271,948 that were in addition to the
unallowable claims identified through our statistical sample. These additional claims were
unallowable because they either were not related to the foster parent(s)’ employment or related to
child care funding sources the State identified as not eligible for reimbursement under Title IV-E.

Through analysis of the “need for services” and “funding sources” shown on computer tapes
from the State’s consultant, 7,749 unallowable claims for child care services totaling $1,173,833

~were not related to the foster parent(s)’ employment and 886 unallowable claims totaling
$98,115 related to funding sources the State identified as not eligible for Title IV-E
reimbursement.

®  Claims for Title IV-E Foster Care Child Care Were Not Based on Employment of the
Foster Parent(s)

7,749 unallowable claims from the 1993-95 period totaling $1,173,833 (FFP) were claimed
as Title IV-E for unauthorized purposes. Of the 7,749 unallowable claims:

- 3,274 were for Child Protective Services;
- 2,209 were non-Title IV-E Foster Care;
- 1,396 were for Developmental Needs; and

- 870 were for Child Welfare Services.
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®  Claims Paid by Other Funding Sources

886 unallowable claims from the 1996-97 period totaling $98,115 (FFP) included services
that had been paid with non-Title IV-E sources such as Smart Start, Family Support Act, or
Transitional Child Care funds. Smart Start Funds are 100% State and private funds. Family
Support Act and Transitional Child Care are already matched by Federal funds. According to
the State’s instructions to its consultant, payments from these unallowable sources were not
to be used in compiling the State’s retroactive claims for Title IV-E child care. Through
mutual agreement with State officials and their consultant, we removed these unallowable
claims from the universe of claims prior to selecting our statistical sample.

CLAIM PREPARATION

After two revisions, the State’s original $6.9 million (FFP) child care claim was reduced to $3.2
million (FFP). These revisions stemmed from ACF and the State Auditor’s concerns about the
State:

®  agsigning claims to Other Grants retroactively without adequately determining that the claims
were documented and allowable under these Other Grants’ guidelines, and

® not identifying through its accounting system which grant was used to pay for a child’s care.

These claims were prepared by the State’s consultant under a révenue maximization contract.
The consultant developed a computer program to extract the names of Title IV-E Foster Care
child care-eligible children from the State’s database. For most unallowable claims, the
consultant did not properly determine the allowability of the claims before assigning them to
Title IV-E and Other Grants’ child care and the State did not adequately review these claims
before submission to ACF.

Moreover, the State does not have an accounting system which identifies the child care grant
used to pay for a child’s care. The State acknowledged in its brief to the DAB (relative to its
original claim upon which ACF levied a disallowance) that it did not have an adequate
accounting system in place to provide ACF with adequate documentation to verify that there
would be no duplication of Federal funding or duplication of State matching in its claim for Title
IV-E child care.

18



RECOMMENDATIONS
We recommend that the State:
e refund $48,183,445 (FFP) for the following:
. $3,514,333 for unallowable Title IV-E child care claims;

> $2,242,385 statistically sampled,;

> $1,271,948 reviewed 100 percent outside the statistical sample;
. $31,201,458 for uﬁallowable At-Risk/CCDBG child care line items; and
. $13,467,654 for unallowable SSBG child care line items.

® maintain documentation to support eligibility for all child care claims for required periods;
® develop accounting procedures that identify the grant used to pay for a child’s care; and

® monitor its consultants to ensure that only allowable child care claims are filed for FFP.
State Agency’s Comments and OIG’s Response

In written comments to the draft report, State officials disagreed with our findings and
recommendations. The State agency objected to our including the Other Grants’ claims in our
audit. However, once the State agency moved claims from one Federal grant to another in its
“reassignment” process, it became necessary to test Other Grants’ claims as well as the Title IV-
E claims. By testing the Other Grants’ claims we were able to determine whether recipients who
were moved into these grants were eligible and if there were any duplications.

In addition, State officials said the draft report reflected: (1) short-comings in adherence to
Government Auditing Standards; (2) regulation misinterpretation; (3) biases; and (4) inaccurate
conclusions reached.

Compliance with Government Auditing Standards

The State agency argued that the OIG did not comply with government auditing standards during
our audit in that the OIG did not: (1) review supporting documentation at the county offices; (2)
review internal controls and perform substantive testing; (3) consider audit evidence; (4) rely on
the single audit at the local level; (5) develop alternative audit procedures; and (6) treat missing
sample items consistently compared to another OIG audit.
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Records Sent to State Agency by Counties

The State agency objected to us not performing on-site reviews of supporting documentation at
the county offices.

In order to make our review of sample cases more efficient, we mutually agreed with the State
agency for the counties to send the supporting foster care and child care files to DCD. Otherwise
we would have needed to go into 75 county offices to review the case files. The DCD wanted to
assure the security of the files by having us examine them at its office in Raleigh. We did offer
to visit a county office when there was a problem with some of the requested files. However, the
State agency’s liaison never arranged the visit.

As requested by the State agency, we apprized the State agency’s liaison in November and
December 1998 of the type of documentation that would be requested from counties and allowed
the State agency to provide input on criteria to be reviewed for child care grants. We
incorporated the suggestions we received in February 1999 from the State agency into our audit
review sheets. However, the State agency did not provide the counties notice of the
documentation we would need until after we selected our samples in April 1999.

Internal Control Reviews and Substantive Testing

The State agency indicated that we did not review internal controls or perform substantive
testing.

As we discussed in the draft report, we limited our intemal control review to obtaining an
understanding of the Title IV-E and Other Grants” child care programs. However, we did
observe that the State agency’s accounting system did not show from which grant a child’s care
was paid and therefore, could not be relied upon. In addition, the third version of the 1993-1995
Title IV-E claim the State submitted still had $1.2 million in unallowable claims assigned for
FFP. Also, claim assignment did not agree with the agency’s accounting records. Based on
these and other observations, we decided not to rely on internal controls. Therefore, the
objective of our review was accomplished through other acceptable auditing means by
substantive testing of the 401 sample items.

The State agency also took issue with the size of our statistical samples.
Our statistical samples were selected following the Office of Inspector General (OIG) Office of
Audit Services’ policies and procedures. We prepared statistical sampling plans for reviewing

the universes of claims, selected and reviewed statistically valid samples and projected the results
to the universes. *
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Evidence
The State agency contended that we refused to consider other audit evidence.

We reviewed and considered all evidence provided to us by the county offices through the State
agency in support of its claims. We are not aware of any instances in which evidence the State
agency presented was not considered. The State did not give us any examples in which we did
not consider evidence they provided to us.

The State agency commented that we did not review Single Audit work performed by
independent auditors at the local level.

We did not review work performed by independent auditors at the local level. There are 100
counties in North Carolina and it would not have been practical or efficient to obtain and review
the local Single Audit work. Also, our audit objective and sampling plan were focused on
statewide conditions. However, we did review the single audit work performed by the State
auditors relating to this audit and determined if the State Auditor’s work could be relied on.
Beyond the State Auditor’s work, we also relied on statistical sampling and substantiative testing
to accomplish our objective.

Alternative Audit Procedures

The State agency stated that we should have developed alternative audit procedures such as
contacting day care providers.

We did not contact any day care providers to request documentation for the State’s claims
because documenting the claims is the State agency’s responsibility. In numerous instances, we
gave the State agency an opportunity to provide documentation we initially requested. For
example, we made an additional request for items missing from foster care and child care files.
Over a period of several months, DCD staff exerted maximum efforts to obtain missing items
from the counties. However, the counties were unable to provide some of the documentation
necessary to support the allowability of these claims. Where supporting documentation was
provided, we adjusted our audit results. It is the responsibility of the State agency to establish
and support its claim. ‘

Missing Sample Items

The State agency stated that we were ificonsistent with another audit in the treatment of missing
sample items.

The treatment of missing sample items is considered on an audit by audit basis. For the types of
audits we typically perform, we consider the sample item an error if no supporting
documentation is available for review. As stated in our sampling plan, if a file could not be
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found for a child, we considered it an error. Without adequate supporting documentation, we
could not ensure the child’s eligibility or that services were actually authorized, received and
clairned correctly.

Legal Criteria

The State agency asserted that part of our application of legal criteria was inaccurate in the areas
of: (1) record retention requirements and notice that programs would be audited, (2) OIG’s
retroactive application of 1997 ACF policy interpretation, (3) State agency not following its own
policies and procedures, (4) missing sample items information and information on the State’s
automated Subsidized Child Care Reimbursement System (SCCRS), and (5) missing attendance
records.

Record Retention Requirement and Notice That Programs Would Be Audited

The State agency did not agree with our interpretation of the Federal record retention
requirements. The State agency said that the records the OIG referred to as “being destroyed”
are actually the records of subrecipients (counties and non-profit local purchasing agencies). In
the State agency’s opinion, the records retention requirements at 45 CFR 74.53 do not apply to
subrecipients. The State agency also said that the OIG did not notify the subgrantees (counties
and nonprofits) that they would be subject to audit. Therefore these subrecipients properly
disposed of the records.

Part 74 requirements do apply to subrecipients that are participating in “entitlement programs”
such as foster care. See Section 74.1(a)(3). Also, there is no requirement that the OIG notify the
counties and non-profits that their records would be audited and should not be purged. The State
agency filed the retroactive claim for child care services. As such, it is the State’s responsibility
to obtain and retain the documentation for its claims. We also believe the required record
retention period had not expired since the final version of the Title IV-E child care claim for the
peried October 1, 1993 through June 30, 1995 was not filed until May 11, 1998. The State
agency, as part of its process to file for Title IV-E child care, removed children paid from other
Federal grants’ child care to claim as Title IV-E child care. It then reassigned children paid with
State funds. The reassigning of children from other Federal grants would leave those years’
Other Grants’ claims open also. The ACF did not require the State agency to file amended
claims for the Other Grants because the State agency had already told ACF in a January 8, 1997
letter that it could not identify from which grant a specific child’s care was paid.

Also, in its annual letter to the counties regarding record retention, the State agency directed the

counties to purge files. It was not until May 27, 1999 that the State agency began informing the
counties not to destroy files relating to our audit.
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Retroactive Application of 1997 ACF Policy Interpretation

The State agency said the OIG’s use of ACYF-CB-PIQ-97-01 was inappropriate because this
criteria was not effective for the entire time period covered by the audit.

We believe that 97-01 is only providing clarification to requirements that are in
ACYF-PA-82-01, dated April 30, 1982. For example, on page 7 of the audit report, we say that
ACYF-CB-PIQ-97-01 states that therapeutic child care is a social service and is not an allowable
expenditure under title IV-E foster care maintenance. These services would be covered under the
Social Services Block Grant". Page 2 of ACYF-PA-82-01, (c) under the heading of "Social
services under family foster care or institutional foster care," provides examples of unallowable
social services, specifically services involving counseling and therapy. Thus, we believe that a
nexus exists between therapeutic child care services the State claimed and the unallowable social
services type therapy discussed in PA-82-01.

Similarly on page 7 of the report we say....."Fifteen claims had no indication that the foster
parent(s) were employed or the claims stated the foster parents were not employed. Section 475
(4)(A) of the Social Security Act allows for foster care maintenance payments . . . to cover the
cost of . . . daily supervision. . . . According to ACYF-PA-82-01 issued April 30, 1982, FFP may
be claimed for IV-E eligible foster care children who receive child care based on the employment
of the foster parent(s)". Daily supervision is also discussed on page 2 of PA-82-01. The ACF
recognizes that a foster parent who is working while a foster child is not in school will have to
arrange for some form of alternate care, such as day care, for the daily supervision of the child.
However, ACF also states that the legislative history of P.L. 96-272 states that payments for the
costs of providing care to foster children are not intended to include reimbursement in the nature
of a salary for the exercise by the foster family parent of ordinary parental duties. Also, ACYF-
CB-P1Q-97-01 reiterated that FFP may be claimed for Title IV-E eligible foster care children
who receive child care based on the employment of the parent(s). We believe that foster parents
that are not employed would be able to exercise their ordinary parental duties. Thus, the child's
day care cost would not be reimbursable under IV-E Foster Care.

State Agency Not Following Own Policies and Procedures

The State agency stated that its policies and procedures are discretionary and can be waived.

In our opinion, Federal regulations require States to develop and follow policies and procedures
in order to obtain child care grant funds. The OMB Circular A-87, Attachment A, Section

(C)(1)(c), requires that grant expenditures . . . be authorized or not prohibited under State or
local laws or regulations”.

2
Missing Sample Items Information vs. Information on the SCCRS

The State agency indicated that the necessary supporting documentation is in the SCCRS.
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We found the information in the SCCRS inconsistent. We also found numerous instances where
the SCCRS indicated the need for child care services was “employment” of the foster parent.
Documentation in the paper file for these same cases showed the need for child care services was
Child Protective Services, Child Welfare Services, Training, Developmental Needs, etc.

In a letter to ACF dated January 8, 1997, the State agency said, “After extensive efforts by the
Department and the revenue maximization contractor, we have concluded that we will be unable
to document these claims retrospectively on a child specific basis. The information to do this
does not reside in one data system and we have been unable to merge the child day care
ehglhlhtv system and the child dav care reimbursement system. At the time these qvqtems were

designed, their integration was not required for the management of the day care program.”

While the Department is now producing rosters of child care claims based on “need” for services,
there is no where in the SCCRS that identifies which specific grant or funds were actually used
to fund a specific child’s care. Therefore, adequate documentation is not housed in the SCCRS
as the State contends.

Missing Attendance Records

The State agency argued that we did not review alternative documentation in instances where
attendance records had been destroyed/purged and that child care was paid on an enrollment
basis not attendance.

We agree that most day care facilities are paid based on enrollment and not attendance.
However, it is essential that attendance sheets be required and reviewed by the counties to assure
that the child is receiving services. These attendance records generate payments for child care.
Attendance records help ensure that the child actually existed, received services and was not
added to the roster in error. The State agency was required to maintain these records to support
its claim.

Child Day Care Law, North Carolina G.S. 110-91 (9) states “. .. Each day care facility shall
keep accurate records on each child receiving care in the day care facility in accordance with a
JSorm furnished or approved by the Commission, and shall submit attendance reports as required

by the Department. (August 11, 1993)

Biases

In its response, the State agency alleged several biases concerning revenue maximization and the
use of consultants. These alleged biases centered around the:

» State agency’s maximization of Federal revenue and utilization of consultants; and

» lack of equity in the audit process.
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Maximization of Federal Revenue and Utilization of Consultants

The State agency believes they were audited because they attempted to maximize revenue and
used consultants in the process.

There is no bias against the State agency’s maximization of Federal revenue or the utilization of
consultants. However, we are very concerned about unsupported claims being filed for Federal
reimbursement and the State agency’s lack of oversight over the work performed by its
consultant.

For example, in July 1997, the North Carolina State auditors reported a material weakness and a
material noncompliance based on their audit of the State agency’s 1993/1995 Title IV-E claim.
Also in July 1997, the State’s consultant prepared reports to support a revised 1993/1995 Title
IV-E claim. This revised claim still had gross errors in the assignment of child care claims to the
Other Grants. In addition, our current audit showed the consultant did not properly determine the
allowability of the claims before assigning them to Title IV-E and Other Grants’ child care and
the State did not adequately review these claims before submission to ACF.

Equity

The State agency suggested that we should have given credit to another grant when a sample
item was unallowable under the assigned grant.

It would not be statistically valid for us to substitute a sample item under one grant for another
sample item under another grant. Moreover, it was the State agency’s responsibility to
accurately prepare and support its claims.

Inaccurate Conclusions

In its written comments, the State agency indicated there were errors and inconsistencies with the
conclusions reached.

Report Matrices vs. Supporting Work Papers

The State agency stated that our working papers did not support the results shown in the audit
report matrices (Appendix D, Stratum III). State officials also said that such incorrect working
papers would have a material impact because these errors would be projected to the entire
population as questioned costs.

The State agency did not recognize that the working papers were arranged in alphabetical order
by child, whereas the report matrices were arranged in sample selection order. Regardless of

how the cases were presented in the report and working papers, the results would have been the
same. This was simply a sorting issue and would have no effect on the number of claims with
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errors. Also, it could not affect the projection because we reviewed 100 percent of the Title IV-E
claims in Stratum III. The total dollars questioned for Stratum III were $23,586.

Other Error Attributes

The State agency took issue with the conclusions the auditors drew relative to certain questioned
cases as follows:

Child Not Placed in Licensed Foster Care Home for Month of Service

The State agency stated it was now able to support Foster Home licensing for 9 of 10 sample
items questioned for this reason.

We were not given access to the Foster Home licensing system until our review of the November
1997 through March 1999 samples. However, we made additional requests for documentation
supporting any claims where the foster home licensing could not be determined from the file.

The additional documentation sent to us by the State agency with its response was not sufficient
to determine whether the foster child was in the foster home for the period shown on the license.
In addition, the cases affected by this licensing issue were also unallowable for other reasons.

Incomplete, Unapproved or Missing Applications (Title IV-E)

The State agency said that the OIG erred in thinking that an application was required for foster
care.

We did not suggest that a child needs an application to be taken into foster care. The
applications that we cite as missing were for child care. Regarding the need for an application
for child care services, the State agency’s Child Day Care Services Manual (9/93), states that,

“A parent . . . must formally request child day care services by completing the written
application form, DCD-0456. . . . Families are not considered eligible for services until
they sign a formal application. . . . . " '

The State agency also asserted that in 17 of the 71 cases the OIG working papers either had a
copy of an application or indicated that an application had been reviewed.

The State agency failed to recognize that some of these applications were prepared using forms
designed in 1996. These application forms were purported to have been prepared in 1994. The
other applications were for periods other than the one being reviewed or were for a case where
the child care application had been terminated prior to the month(s) of service reviewed. Below
arc our specific comments on the six examples cited by the State agency.

Example 1 - The State agency noted that an application covering the proper time period was in
our working papers. The State agency failed to point out that the application (sample items 3-1,
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3-2, 3-3, 3-4, 3-5 for Title IV-E) that covered all 5 months reviewed was terminated on October
23, 1996 and the sample items were for November 1996, December 1996, January 1997,
February 1997, and March 1997. No new application was issued for the months tested.

Examples 2 through 4 - These examples discussed by the State agency relate to the sorting issue
discussed in the Report Matrices vs. Supporting Work Papers section (See page 24 of this
report).

Example S - The State agency claimed we would not accept alternate forms used by a county
that had all the necessary information.

Sample items 1-13, 1-15, 2-23, 2-24, 2-38 and 2-62 are from Mecklenburg County.
Mecklenburg County sent a memo stating that the day care information for sample items 1-13, 1-
15, 2-23 and 2-24 had been purged. We did accept an alternate form for the voucher for sample
items 2-38 and 2-62. However, there was no application for either 2-38 or 2-62. In addition, 2-
38 had no documentation of AFDC eligibility or an attendance record.

Example 6 - The State agency said that we indicated errors on two cases only because the
applications were not signed by the social worker as approved.

Sample items 2-65 and 2-66 were questioned because in addition to not having a signature in the
approval position, the approval box was not checked and no dates for services were entered as
required. Therefore, we could not determine the appropriate period of the services and if the
services were properly approved.

Day Care that Included Social Services

The State agency argued that we questioned cost simply because they were for high dollar
amounts.

We did not question the claims because they were for high dollar amounts. We questioned the
claims because the care included social services. The total questioned costs relative to the 21
claims that included social services was $23,586. In addition, 13 of these 21 claims were also
unallowable for other reasons.

Payment Codes Other than for Foster Parent(s)’ Employment

The State agency said that 4 of 5 Title IV-E claims disallowed for not having employment of the
Foster parents as the reason for child care did have the proper codes in the SCCRS (sample items
1-85,2-12,2-28,2-58 and 1-24). 1}

For sample item 1-85, the application and other supporting case file documentation showed that
the service was for “Developmental Needs” and nothing indicated that foster parent(s) worked.
Sample item 2-12's application and other supporting documentation showed that service was for
“Child Welfare Services” and nothing indicated that foster parent(s) worked. For sample item 2-
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“Child Welfare Services” and nothing indicated that foster parent(s) worked. For sample item 2-
28, the county did not send a file for this claim and the claim could not be found on the SCCRS
either. Sample item 2-58 had an excess payment of $22 that had not been recouped. We only
questioned the $22, not the entire payment. For sample item 1-24, as the State agency noted in
its written comments, the service was coded as “Training” which is not an allowable reason for
Title IV-E child care. :

Foster Care Maintenance Payments Not Paid by Title IV-E

The State agency claimed it now has located documentation that maintenance payments for two
of four claims were paid by Title IV-E (1-14 and 2-68).

Sample item 1-14 was also missing an application and attendance record. For sample item 2-68,
the county sent a memo stating that no foster care or child care file could be found for this child.
Consequently, not only would this payment be unallowable, but the “maintenance payment” for
this child would also be unallowable.

Ineligible for AFDC or Eligibility Requirement Not Documented

The State agency said it now can document through the Eligibility Information System that 5 of
14 children received AFDC payments (Sample items 1-25, 1-42, 1-52, 1-67 and 2-68).

The case file for Sample item 1-25 contained a form that stated “Not on AFDC or Medicaid at
time of removal”. Sampleitem 1-42's case file documentation showed that no “foster care” file
was available for this child, so AFDC eligibility could not be confirmed. The case file for
sample item 1-52 contained no documentation of AFDC; however, the documentation did show
that the foster father did not work and wanted the child to go to child care to “interact with other
younger children”. This is an unallowable reason for Title IV-E child care. The case file for
sample item 1-67 did not have documentation of AFDC eligibility and the child care information
was not available. For sample item 2-68 the county said that neither the child care or foster care
files were available.

Voucher/Action Notices

The State agency stated that sample item 98 for SSBG had an approved voucher in our working
papers and that sample item 1-10 for Title IV-E had been purged because it was over 3 years old.

For sample item 98, SSBG, the voucher included in the case file did not show the days or hours
of service and no service codes other than Non-FSA were checked. This voucher was the only
child care information available for this<child. Sample item 1-10, Title IV-E, had a memo from
the county stating that no foster care or child care file is available. These cases were questioned
because the child care was not documented.
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No License or Registration for Child Care Facility

The State agency stated that two of five facilities we identified as having no license or
registration were licensed during the time frame audited and that the remaining three were county
approved “non-registered homes” (4 Title IV-E cases and 1 At-Risk case).

Title IV-E

Sample item 1-20's file contained a note from the county stating that the provider was not
licensed. This claim was also missing the application and nothing in the file indicated the foster
parent(s) worked. The Title IV-E maintenance payment system showed a different child with
this child’s I.D. number.

For sample item 1-24, the application showed Child Protective Services as the need for child
care, while other information in the file showed child care was for “Training”. Both training and
child protective services are unallowable for Title IV-E child care. The turnaround document the
State provided with its written comments had a different facility I.D. number and does not show
a license number.

For sample item 2-28, no file was sent for this child and the child was not found on the SCCRS.

For sample item 2-30, the application and SCCRS showed “Work First Family Assistance” and
the voucher for the month after the month tested shows “Child Welfare Services.” The claim
was also missing the voucher for the month of service we reviewed and the attendance record
had been purged.

At-Risk

Sample item 1-25 was not on the State agency’s SCCRS at the time we performed our review.
The turnaround document the State agency sent with its written comments does not show a
license number. The case file for this line item showed that the type of service was “Training”
which was not allowed for “At-Risk” child care. The attendance record was also missing.

Judge’s Original Determination with Required Action and/or Verbiage Missing or Not
Signed (Title IV-E)

The State agency indicated that they have now found two of the missing orders. However, the
State agency did not provide a copy of the orders along with its written comments.

Maximum Gross Income Not Cosisidered (SSBG)
The State agency said that at least 8 of 12 cases had no income requirements.

We agree that some child care can be offered without regard to income. However, consideration
of income is a requirement for SSBG child care.
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The SSBG State Plan , Part I B. states “. .. Eligibility for certain services requires
consideration of the income unit's monthly gross income. These services include 1) Child Day
Care Services, . .."” ‘

Documentation of Reason for 13-Year Old Receiving Day Care Services

The State agency said that it had obtained additional documentation supporting the one case
identified as an error in this category.

In its written response, the State agency said they contacted the local county social services
department and determined the social worker documented that the child could not be left alone at
home for safety reasons while the parent worked. The State agency did not provide any
documentation other than this statement. Moreover, at the time of our field work, the county
provided us a note stating that in 1994, justification was not required and that no documentation
was available.

This case was also questioned for 3 other reasons - (1) missing AFDC documentation, (2)
missing voucher, and (3) missing attendance record, which according to the county, had been
purged.

Other Unallowable Title IV-E Claims

The State agency said that the use of a computer data base to assess questioned costs is
diametrically opposed to the OIG’s position of not accepting data in the State agency’s computer
data base to support State expenditures for the Title IV-E claims.

We questioned these “Other Unallowable Title IV-E Claims” because the State agency indicated
that only Funding Source 25, Non-FSA (Family Support Act) was allowable for assignment of
Title IV-E child care claims. We identified 886 unallowable claims from the 1996-97 period
totaling $98,115 (FFP) that included services assigned to Title IV-E from unallowable funding
sources such as Smart Start, Family Support Act, or Transitional Child Care funds. Smart Start
Funds are 100% State and private funds. Family Support Act and Transitional Child Care are
already matched by Federal funds.

Also, according to Federal requirements, the only allowable reason for Title IV-E child care is
for the employment of the foster parent(s). We identified 7,749 unallowable claims from the
1993-95 period totaling $1,173,833 (FFP) that included services assigned to Title IV-E from
unallowable needs for service such as Child Protective Services, non-Title IV-E Foster Care,
Developmental Needs and Child Welfare Services.

According to the State’s instructions to its consultant, payments from these unallowable sources
were not to be used in compiling the State’s retroactive claims for Title IV-E child care.
Through mutual agreement with State officials and their consultant, we removed these
unallowable claims from the universe of claims prior to selecting our statistical sample. We see
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no conflict in our rationale for questioning these costs. Therefore, no change to our conclusions
is warranted regarding the allowability of these claims.

L
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SAMPLING METHODOLOGY AND RESULTS OF SAMPLE
Title IV-E Child Care

OBJECTIVE

The objective of this sample was to determine whether the Title IV-E Foster Care claims made
for child care services between October 1, 1993 and October 31, 1997 met applicable guidelines.

The population was the 31,230 monthly claims for child care services charged to Title IV-E
Foster Care between October 1, 1993 and October 31, 1997. The assignment to specific funding
sources was created by Deloitte and Touche from data furnished by SDHHS.

The population was stratified as follows:

Stratum Dollar Range Month#l!; fClaims
1 .01 -200.00 10,267
2 200.01 - 1,000.00 20,942
3 Over 1,000.00 21
Total 31,230

No official claim was filed for the quarter ended September 30, 1995 and the one filed for the
quarter ended December 31, 1995 was filed after the two-year reimbursement period and was
denied by ACF. Claims for these periods are not included in the sample.

SAMPLE UNIT

The sampling unit was a child care claim for 1 month’s services for one client paid with Title IV-
E Foster Care funds.

SAMPLE DESIGN

A stratified random sample was used. We decided to review 100% of the items over $1,000 and

the remaining population was divided into two strata using the “Cumulative Square Root of the
Frequency” method.

SAMPLE SIZE

One hundred percent of the 21 claims greater than $1,000 were reviewed. A random sample of
90 from each of the other two strata were then obtained for a total sample of 201 Title IV-E
claims.
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SAMPLING METHODOLOGY AND RESULTS OF SAMPLE
Title IV-E Child Care
ESTIMATION METHODOLOGY
Using the HHS-OIG-OAS RAT-STATS Variables Appraisal Program for stratified samples
projected the overpayment that resulted from reimbursements for ineligible and unallowab
claims.
RESULTS OF SAMPLE
Number | Sample | Number | Value of
Stratum | Dollar Range | of Claims Size of Errors Errors
1 .01 -200.00 10,267 90 51 $4,121.46
2 200.01 - 1000.00 | 20,942 90 45 9,398.23
3 Over 1000.00 21 21 21 23,585.94
Total 31,230 201 117 $37,105.63
PROJECTION OF SAMPLE
Point Estimate $2,680,617
90% Confidence Level
Lower Limit $2,242,385
Upper Limit $3,118,849
Precision Amount $ 438,232
Precision Percent 16.35%
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SAMPLING METHODOLOGY AND RESULTS OF SAMPLE

CCDBG and At-Risk Child Care

OBJECTIVE

i
The objective of this sample was to determine whether CCDBG and the Child Care for Families
at Risk of Welfare Dependency Grant (At-Risk) claims made for child care services between
October 1, 1993 and June 30, 1995 met applicable guidelines.

POPULATION

The population was the 360,552 line item expenditures for clients for child care services charged
to CCDBG or At-Risk between October 1, 1993 and June 30, 1995. The assignment to specific
funding sources was created by Deloitte and Touche from data furnished by the SDHHS.

The population was stratified as follows:

Stratum Dollar Range # of Line Items
1 .01 -200.00 225,253
2 200.01 - 2000.00 135,299
Total ' 360,552

SAMPLE UNIT

The sampling unit was a line item charge for child care where payrhent was assigned to either
CCDBG or At-Risk.

SAMPLE DESIGN

A stratified random sample was used. The population was divided into two strata using the
“Cumulative Square Root of the Frequency” method.

SAMPLE SIZE

A sample of 50 line item charges from each stratum was selected. There are two strata with a
total sample size of 100.

ESTIMATION METHODOLOGY
Using the HHS-OIG-OAS RAT-STATS Variables Appraisal Program for stratified samples, we

projected the overpayment that resulted from reimbursements for ineligible and unallowable line
items.
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SAMPLING METHODOLOGY AND RESULTS OF SAMPLE

CCDBG and At-Risk Child Care

Number of | Sample | Number Value of
Stratum | Dollar Range | Line Items Size of Errors Errors
1 .01 -200.00 225,253 50 .37 $2,067.25
2 200.01 - 2000.00 135,299 50 40 9,910.03
Total 360,552 100 77 $11,977.28
PROJECTION OF SAMPLE
Point Estimate $36,129,428
90% Confidence Level
Lower Limit $31,201,458
Upper Limit $41,057,399
Precision Amount $ 4,927,971

Precision Percent 13.64%
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SAMPLING METHODOLOGY AND RESULTS OF SAMPLE
SSBG Child Care
OBJECTIVE

The objective of this sample was to determine whether the SSBG claims made for child care
services between October 1, 1993 and June 30, 1995 met applicable guidelines.

POPULATION

The population was the 92,867 line item expenditures for clients for child care services charged
to SSBG between October 1, 1993 and June 30, 1995. The assignment to specific funding
sources was created by Deloitte and Touche from data furnished by the SDHHS.

SAMPLE UNIT

The sampling unit was a line item charge for child care services where payment was assigned to
SSBG.

SAMPLE DESIGN

An unrestricted random sample was used.

SAMPLE SIZE

A sample of 100 line item charges was selected.

ESTIMATION METHODOLOGY

Using the HHS-OIG-OAS RAT-STATS Variables Appraisal Program for unrestricted samples,
we projected the overpayment that resulted from reimbursements for ineligible and unallowable

line items.

RESULTS OF SAMPLE

Number of | Sample | Number Value of
Line Items Size of Errors Errors

92,867 100 82 $18,919.60
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SAMPLING METHODOLOGY AND RESULTS OF SAMPLE

SSBG Child Care
PROJECTION OF SAMPLE
Point Estimate $17,570,065
90% Confidence Level
Lower Limit $13,467,654
Upper Limit $21,672,476
Precision Amount $ 4,102,411

Precision Percent 23.35%
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TITLE IV-E CHILD CARE CLAIMS
Summary of Sample Review
Unallowable |Unallowable for the Following Reasons:

Stratum|Number FFP 11213j4/5]6|[7[8]9[10]11]12]T13T14]15| Total
1 1 58.24 v 1
1 2 101.62 v v 2
1 3 0.00 0
1 4 0.00 0
1 5 128.77 v v v 3
1 6 0.00 0
1 7 27.95 v v v v 4
1 8 119.86 v 1
1 9 72.31 v 1
1 10 128.26 v v Vi iviiviv v 7
1 11 48.99 v v v 3
1 12 94.84 v v v 3
1 13 115.18 v v v 3
1 14 99.47 v v v 3
1 15 126.83 v v v 3
1 16 68.07 v 1
1 17 93.18 v 1
1 18 104.88 v 1
1 19 114.86 v ) 1
1 20 84.12 | v v v v 4
1 21 4130 | v v v 3
1 22 41.72 v 1
1 23 14.88 v 1
1 24 3498 | v v v 3
1 25 45.60 | v v v v 4
1 26 0.00 0
1 27 42.99 v v v 3
1 28 98.36 v v 2
1 29 86.55 v 1
1 30 99.01 v 1
1 31 0.00 0
1 32 98.49 v 1
1 33 0.00 0
1 34 16.68 v v 2
1 35 54.26 v 1
1 36 0.00 0
1 37 96.86 v v 2
1 38 95.52 v 1
1 39 83.06 v 1
1 40 0.00 0
1 41 124.59 v 1
1 42 59.42 v vV |v 3
1 43 0.00 0
1 44 0.00 0
1 45 76.67 v 1
1 46 0.00 0
1 47 7.75 v 1
1 48 18.98 v 1
1 49 0.00 0
1 50 0.65| v v vVivivi|iv| v v 8
1 51 79.45 v vVi|iv| iv 4
1 52 58.78 | v v vVi|iv| v v 6




53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
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TITLE IV-E CHILD CARE CLAIMS
Summary of Sample Review
Unallowable {Unallowable for the Following Reasons:

Stratum|Number FFP 123 |4[s]e6|l7]8]9[w0]11[12]13114 15| Total
1 53 0.00 0
1 54 0.00 0
1 55 0.00 0
1 56 0.00 0
1 57 0.00 0
1 58 0.00 0
1 59 0.00 0
1 60 0.00 0
1 61 0.00 0
1 62 0.00 0
1 63 0.00 0
1 64 0.00 0
1 65 0.00 0
1 66 0.00 0
1 67 61.49 v v v v 4
1 68 0.00 0
1 69 0.00 0
1 70 0.00 0
1 71 0.00 0
1 72 0.00 0
1 73 117.55 V| v 2
1 74 116.92 v 1
1 75 12772 | v 1
1 76 113.37 v 1
1 77 107.97 v v v 3
1 78 63.54 v 1
1 79 121.61 v 1
1 80 97.11 v 1
1 81 0.00 0
1 82 0.00 0
1 83 0.00 0
1 84 0.00 0
1 85 104.25 v v 2
1 86 0.00 0
1 87 125.95 v 1
1 88 0.00 0
1 89 0.00 0
1 90 0.00 0

412146 | 7 [ 1 (32| 0|09 [3 9616112124210
Strata 1 - Total with errors: 51
Strata 1 - Total with more than 1 error: 25




Appendix D

Page 3 of 5
TITLE IV-E CHILD CARE CLAIMS
Summary of Sample Review
Unallowable | Unallowable for the Following Reasons:
Stratum|Number FFP 1123 |4]5|6|7|8[9]10[11]12][13714[15| Total

91 2 1 259.26 v v v 3

92 2 2 169.36 | v/ v v v 4

93 2 3 0.00 0

94| 2 4 169.36 v v v 3

95 2 5 205.84 v 1

96 2 6 169.36 | v/ v v v 4

97 2 7 0.00 0

98| 2 8 0.00 0

9 2 9 188.91 v 1
100] 2 10 0.00 0
101 2 11 0.00 0
102} 2 12 177.18 | v vViv 3
103 2 13 197.37 v 1
104 2 14 239.72 v v v 3
105 2 15 209.10 v v 2
106 2 16 0.00 0
107] 2 17 171.38 v 1
108 2 18 169.36 v v 2
1091 2 19 225.38 v v 2
110 2 20 159.83 | v v v v v 5
111 2 21 0.00 0
112 2 22 569.98 v 1
113 2 23 257.55 v v v 3
114] «2 24 22454 | v v v v 4
115 2 25 210.31 v v 2
1161 2 26 168.25 v 1
117] 2 27 243.96 v v 2
118 2 28 258.19 | v v v vVivi|iv vViv| v 9
119 2 29 0.00 0
120] 2 30 154.01 v v V| v 4
121 2 31 207.72 v v 2
122 2 32 0.00 0
123 2 33 0.00 0
124 2 34 0.00 0
125 2 35 0.00 0
126 2 36 147.54 v 1
1271 2 37 0.00 0
128 2 38 294.43 v v v 3
129 2 39 0.00 0
130 2 40 0.00 0
131 2 41 154.01 v 1
132 2 42 0.00 0
133 2 43 0.00 0
134 2 44 146.62 v v 2
135 2 45 15372 | v 1
136 2 46 0.00 0
137 2 47 153.72 v v v 3
138 2 48 0.00 0
139 2 49 0.00 0
140 2 50 0.00 0
141 2 51 0.00 0
142 2 52 0.00 0




143
144
145
146
147
148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165
166
167
168
169
170
171
172
173
174
175
176
177
178
179
180
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TITLE IV-E CHILD CARE CLAIMS
Summary of Sample Review
Unallowable |Unallowable for the Following Reasons:

Stratum|Number FFP 1123|4567 |8|9]|10{11{12|13]|14|15| Total
2 53 0.00 0
2 54 0.00 0
2 55 19571 | v 1
2 56 0.00 0
2 57 0.00 0
2 58 14.06 v 1
2 59 0.00 0
2 60 0.00 0
2 61 0.00 0
2 62 266.11 v 1
2 63 224.13 v 1
2 64 0.00 0
2 65 400.46 v 1
2 66 249.17 v 1
2 67 0.00 0
2 68 174.39 vViviviv|Vv v 7
2 69 0.00 0
2 70 171.81 v 1
2 71 0.00 0
2 72 0.00 0
2 73 0.00 0
2 74 0.00 0
2 75 210.20 v 1
2 76 0.00 0
2 77 0.00 0
2 78 180.17 v 1
2 79 0.00 0
2 80 0.00 0
2 81 184.08 v 1
2 82 240.92 v 1
2 83 0.00 0
2 84 266.11 v 1
2 85 180.17 v 1
2 86 190.97 v 1
2 87 193.81 v 1
2 88 0.00 0
2 89 0.00 0
2 90 0.00 0

9398231 8 (0{291 022111514151 }121t2413]0Q
Strata 2 - Total with errors: 45
Strata 2 - Total with more than 1 error: 21
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TITLE IV-E CHILD CARE CLAIMS
Summary of Sample Review
Unallowable | Unallowable for the Following Reasons:
Stratum|Number FFP 11213 ({4{5]6|7|8|9|10[11]|12]|13]|14]|15| Total
181 3 1 662.38 v 1
182 3 2 659.34 v v 2
183 3 3 659.34 v v 2
184 3 4 659.34 v v 2
185 3 5 659.34 v v 2
186 3 6 659.34 4 v 2
187 3 7 758.40 v 1
188 3 8 758.40 v 1
189 3 9 758.40 v 1
190 3 10 1,034.38 v 1
191 3 11 1,034.38 4 1
192 3 12 1,223.62 v 1
193 3 13 1,344.67 v v 2
194 3 14 1,344.67 v v 2
195 3 15 1,344.67 v v 2
196 3 16 1,344.67 v v 2
197 3 17 1,344.67 v v 2
198 3 18 1,395.36 v 1
199 3 19 1,938.29 v v 2
200 3 20 1,993.16 v v 2
201 3 21 2,009.12 v v 2
2358594 (oo f10f{O0fO0]j3[0f[O0fO0f[Of[O0]O]JO]O]21
Strata 3 - Total with errors: 21
Strata 3 - Total with more than 1 error: 13
Totals for IV-E | 37,105.63 [15{ 1 [71] 0|2 |14] 4 [14]10[31[2 [ 4 [48 [ 5 ]21
Total IV-E with errors: 117
Total IV-E with more than 1 error: 59

Legend:

(1) Need for child care either missing or not for employment of foster parent/s.
(2) Documentation of reason for a child 13 or older receiving services missing.
(3) Application for service month tested missing.
(4) Application not signed by foster parent/authorized representative.
(5) Application was not approved.
(6) Judges' original determination with required action and/or verbiage missing or not signed.
(7) Foster Care maintenance payments not paid by IV-E.
(8) AFDC eligibility missing or child not eligible.
(9) Child not placed in a licensed foster home for month of service so not reimbursable.
(10) Voucher/Action Notice for service month tested missing or missing services to be provided.
(11) Voucher/Action Notice not approved or did not match application.
(12) Child care provider not licensed/registered for service month tested.
(13) Attendance record for service month tested missing.
(14) Payment codes indicated for other than foster parent/s employment.
(15) Payments questioned based on primary need for care being unallowable social services.
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CCDBG/AT-RISK CHILD CARE LINE ITEMS
" Summary of Sample Review
Unallowable |Unallowable for the Following Reasons:

Stratum | Number | Grant FFP 11213451617 ]|8]|9110{11]12] Total
1 1 CCDBG 1.00 v 1
1 2 CCDBG 1.00 v 1
1 3 CCDBG 1.00 v 1
1 4 CCDBG 1.00 v 1
1 5 CCDBG 1.00 v 1
1 6 CCDBG 195.00 v 1
1 7 CCDBG 173.00 v 1
1 8 CCDBG 1.00 v 1
1 9 AR 0.00 0
1 10 CCDBG 12.00 v 1
1 11 AR 0.00 0
1 12 CCDBG 166.00 v 1
1 13 AR 0.00 0
1 14 AR 0.00 0
1 15 AR 0.00 0
1 16 AR 98.36 v 1
1 17 CCDBG 6.30 v 1
1 18 CCDBG 0.00 0
1 19 CCDBG 74.00 v 1
1 20 CCDBG 90.00 v 1
1 21 AR 10.26 v 1
1 22 AR 76.21 v 1
1 23 CCDBG 1.00 v 1
1 24 AR 0.00 0
1 25 AR 83.05 | v v | v 3
1 26 AR 0.00 0
1 27 CCDBG 107.55 v 1
1 28 CCDBG 35.20 v 1
1 29 CCDBG 14.00 v 1
1 30 CCDBG 1.00 v 1
1 31 AR 23.81 v 1
1 32 CCDBG 0.00 0
1 33 AR 61.93 v 1
1 34 CCDBG 0.00 0
1 35 AR 81.37 v 1
1 36 CCDBG 152.00 v 1
1 37 CCDBG 0.00 0
1 38 CCDBG 86.75 v 1
1 39 CCDBG 1.00 v 1
1 40 CCDBG 0.00 0
1 41 CCDBG 195.00 v 1
1 42 CCDBG 21.00 v 1
1 43 AR 21.84 v 1
1 44 AR 3.52 v 1
1 45 CCDBG 1.00 v 1
1 46 CCDBG 42.00 v 1
1 47 CCDBG 152.00 v 1
1 48 CCDBG 1.00 v 1
1 49 AR 74.10 4 1
1 50 CCDBG 0.00 0

20672511 (0] 4}10]0]J0jO|O]1]11]0]22
Strata 1 - Total with errors: 37

Strata 1 - Total with more than 1 error:
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Appendix E
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CCDBG/AT-RISK CHILD CARE LINE ITEMS
Summary of Sample Review
Unallowable |Unallowable for the Following Reasons:

Stratum | Number | Grant FFP 112{3|4|[5{6|7]|8|9]10]11]12]| Total
2 1 AR 142.69 v 1
2 2 CCDBG 303.00 v 1
2 3 AR 247.53 v 1
2 4 CCDBG 377.00 v 1
2 5 CCDBG 0.00 0
2 6 CCDBG 315.00 v 1
2 7 CCDBG 265.50 v 1
2 8 AR 152.07 v v 2
2 9 AR 189.56 v 1
2 10 CCDBG 343.00 v v 2
2 11 CCDBG 282.00 v 1
2 12 AR 179.14 v 1
2 13 CCDBG 259.00 v 1
2 14 CCDBG 405.00 v 1
2 15 AR 177.63 v 1
2 16 AR 0.00 0
2 17 AR 170.67 v 1
2 18 AR 0.00 0
2 19 CCDBG 375.00 v 1
2 20 AR 141.35 v 1
2 21 CCDBG 161.78 v 1
2 22 CCDBG 327.00 v v 2
2 23 CCDBG 255.00 v 1
2 24 CCDBG 336.00 v 1
2 25 AR 197.92 v 1
2 26 AR 198.64 v 1
2 27 AR 152.72 v v 2
2 28 CCDBG 202.86 v 1
2 29 AR 131.36 v 1
2 30 AR 181.19 v 1
2 31 CCDBG 272.00 v 1
2 32 CCDBG 260.00 v 1
2 33 CCDBG 372.00 v 1
2 34 CCDBG 368.00 v 1
2 35 AR 0.00 1 0
2 36 CCDBG 0.00 0
2 37 AR 0.00 0
2 38 CCDBG 324.00 v 1
2 39 CCDBG 218.10 v 1
2 40 CCDBG 268.00 v 1
2 41 CCDBG 0.00 0
2 42 CCDBG 0.00 0
2 43 CCDBG 260.00 v 1
2 44 CCDBG 295.00 v 1
2 45 CCDBG 0.00 0
2 46 AR 0.00 0
2 47 AR 179.79 v 1
2 48 CCDBG 276.00 v 1
2 49 AR 188.91 v 1
2 50 AR 158.62 | v v v 3

99100311 |0]|2|0|O0O|Of6]1]|O0]|19|0] 17

Strata 2 - Total wit
Strata 2 - Total with more than 1 error:

€ITOorS:
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CCDBG/AT-RISK CHILD CARE LINE ITEMS
Summary of Sample Review
Unallowable |Unallowable for the Following Reasons:

Stratum | Number | Grant FFP 1|12(3|4|5]6|7]|8)]9]|10]|11]12] Total
Totals for CCDBG/At-Risk 119772812 |0 [ 6 {0 [ OjO]|6 |1 [1]30]0]39

Total CCDBG/At-Risk with errors: 77

Total CCDBG/At-Risk with more than 1 error: 6

Legend:

(1) Need for child care either missing or not for allowable reason.

(2) Documentation of reason for a child 13 or older receiving services missing.

(3) Application for service month tested missing.

(4) Application not signed by parent/authorized representative.

(5) Application was not approved.

(6) Documentation of maximum gross income being within limits missing.

(7) Voucher/Action Notice for service month tested missing or did not match application.

(8) Voucher/Action Notice not approved.

(9) Child care provider not licensed/registered for service month tested.

(10) Attendance record for service month tested missing.

(11) Category codes did not agree to allowable child care codes.

(12) Supporting documentation destroyed.




SSBG CHILD CARE LINE ITEMS
Summary of Sample Review

Unallowable |Unallowable For the Following Reasons:

Number FEFP 1123 (4[5]|6[7]8[9]10]11]12] Total
1 206.75 % 1
2 0.00 0
3 217.75 v 1
4 38.00 v 1
5 920.00 v 1
6 368.00 v 1
7 0.00 0
8 0.00 0
9 375.00 v 1
10 1,689.00 v 1
11 167.50 v 1
12 38.00 v 1
13 0.00 0
14 0.00 0
15 290.00 | v v v 3
16 325.00 4 1
17 152.00 v 1
18 390.00 v 1
19 209.00 v 1

20 217.00 v 1
21 287.00 v vi|v v 4
22 42.00 v 1
23 442.00 v 1
24 24.00 v 1
25 38.00 v 1
26 0.00 0
27 355.00 v 1
28 0.00 0
29 268.00 v 1
30 0.00 0
31 268.00 v 1
32 108.00 v 1
33 18.00 v 1
34 0.00 0
35 272.00 v 1
36 0.00 0
37 273.00 v 1
38 42.00 v 1
39 38.00 v 1
40 408.00 v 1
41 38.00 v v 2
42 282.00 v 1
43 295.00 | v/ 4 V| v 4
44 389.00 v 1
45 145.60 | v/ v vViv v 5
46 285.00 v 1
47 0.00 0
48 311.00 v 1
49 1,646.00 v 1
50 180.20 v 4 2
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SSBG CHILD CARE LINE ITEMS
Summary of Sample Review

Unallowable |Unallowable For the Following Reasons:

Number FFP 1(213/4|(5]6|7]8T9J10]11[12] Total
51 2975 | vV v vVi|v 4
52 4.40 v 1
53 377.00 | v 4 2
54 57.60 v v 2
55 81.70 v 1
56 286.00 v v 2
57 119.60 v V|V 3
58 20.00 v 1
59 53.55 v 1
60 42.00 v 1
61 263.00 | v v vViv 4
62 350.00 v 1
63 195.00 v 1
64 390.00 v 1
65 247.00 v 1
66 0.00 0
67 42.00 v 1
68 276.00 | v v vViv 4
69 38.00 v 1
70 42.00 v 1
71 0.00 0
72 87.75 v 1
73 398.00 v 1
74 0.00 0
75 0.00 0
76 35.00 v 1
77 77.70 v 1
78 38.00 v 1
79 260.00 v 1
80 7.00 v 1
81 15.00 v 1
82 351.00 v 1
83 166.40 v v 2
84 38.00 v 1
85 442.00 v 1
86 29.75 v 1
87 148.95 v 1
88 0.00 0
89 0.00 0
90 246.00 | v v vVi|v 4
91 7.00 4 v v 3
92 0.00 0
93 17.00 v 1
94 303.00 v 1
95 114.40 v 1
96 286.00 | v/ v vVi|v 4
97 340.00 | v v v 3
98 160.00 | v/ v v v v 5
99 346.00 v 1
100 33.25 v v 2
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SSBG CHILD CARE LINE ITEMS
Summary of Sample Review

Unallowable |Unallowable For the Following Reasons:
Number FFP 1]2[3]4[5]|6[7]8(9]10]|11(12] Total
1891960 [ 11| 0 |20 O | 1 (12|14 1 | 0 |30 ( O |37
Total SSBG with errors: 32 |
Total SSBG with more than 1 error: 20
Legend:

Appendix I
Page 3 of 2

(1) Need for child care either missing or not for allowable reason.

2) Documentation of reason for a child 13 or older receiving services missing.

(3) Application for service month tested missing.

(4) Application not signed by parent/authorized representative.

(5) Application was not approved.

6) Documentation of maximum gross income being within limits missing.

(7) Voucher/Action Notice for service month tested missing or did not match application.

(8) Voucher/Action Notice not approved.

(9) Child care provider not licensed/registered for service month tested.

(10) Attendance record for service month tested missing.

(11) Category codes did not agree to allowable child care codes.

(12) Supporting documentation destroyed.
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North Carolina Department of Health and Human Services
2001 Mail Service Center » Raleigh. North Carolina 27699-2001
Tel 919-733-4534 » Fax 919-715-4645 & Courier 56-20-00

Yames B. Hunt Jr., Governor H. David Bruton. M.D.. Secrerany

December 20, 2000 DEC 2 1 2000

Reference: CIN: A-04-98-00123 C

by v S

Mr. Charles J. Curtis

Regional Inspector General for Audit Services, Region IV
Room 3T41, Atlanta Federal Center

61 Forsyth Street, S W.

Atlanta, Georgia 30303-8909

Dear Mr. Curtis:

' Thank you for the opportunity to respond to the OIG Audit of Title IV-E Foster Care
Payments for Child Care Claims at the North Carolina Department of Health and Human
Services’ Division of Child Development for the four year period October 1, 1993 through
October 31, 1997. We have carefully reviewed the report and supporting audit working papers.
This review leaves us with serious concerns regarding both the validity of the audit process and

the resulting conclusions set forth in the audit repon

GENERAL COMMENTS

The entire audit process was critically flawed in a number of ways that cast serious doubt
on the credibility of the audit.
¢ The audit methodology did not comply with Government Auditing Standards, an
audit requirement for OIG audits
* The legal criteria cited for the audit findings and questioned costs were improper In
particular, the auditors' findings relating to most of the questioned claims were based
on "missing documentation,” notwithstanding the fact that the required period of

record retention had expired before the audit commenced and before the State had

ir b oral Opportumnn Athrmutive Action Emplocer

4 loecanion: 101 Blair Drive ® Adams Building @ Dororncs Div Hospital Campus @ Palagh Noo 270

FIRST
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Page 2 of 33
notice that the programs in question would be audited. The audit findings are also
based on improper retroactive application of a 1997 ACF policy transmittal.
Moreover, the auditors improperly used State policies/procedures that are not
required by Federal law to question costs.

o There were biases stated in the audit report against the State for maximizing Federal

revenue and utilizing consultants to assist in the project as well as biases shown by
inequitable stances taken during the audit process.

¢ The audit reflected errors and inconsistencies in the conclusions reached.

On-its face, something is inherently wrong with the report. The audit examined a $6.2
million dollar IV-E claim and concluded that $ 48 2 million was unallowable, a 774% increase
over the total IV-E claim.. Furt_}')er, the OIG audit questioﬁed costs of $ 48.2 million out of
Federal funding of $ 76.4 million audited, 63% of the federal funding audited. Beyond this
superficial anomaly, a closer examination of the specifics make the audit process and

conclusions even more problematic.

Background

In Nodh Cﬁrolina, the provision of subsidized day care services is administered by
county agencies (county-opcrixcd departments of social services and other local purchasing
agencies [LPA]) who determine eligibility and purchase day care services for eligible clients
under polic'ies promulgated by the N.C. Division of Child Developmentt Funding for déy care is
available ﬁém a variety of Federal sources such as At-Risk Child Care, Child Care Development
Block Grant (CCDéG), Social Services Block Grant (SSBG) and I1V-E Foster Care Children
are often eliAgible for several grants, thus, it is at the State's option and best interest to choose the
most beneficial funding formula subject to the availability of funding Eligibility data for the
children is entered into a computer-based system by the various counties/local purchasing
agencies responsible for determining eligibility and authorizing the purchase of day care

services. Since a child is usually eligible for multiple grants, i ¢ CCDBG, At-Risk, SSBG and
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IV-E federal funding, the State utilizes a categorical eligibility process wherein children are
pooled based upon various eligibility criteria Qualifying child care expenditures are typically
applied to available funding through a hierarchical approach using the more restrictive grants
first and then utilizing grants with lesser restrictions. The hierarchical approach allows excess
eligible children (costs) for one grant to be used in another less restrictive grant that they are also
eligible for, etc.

During the time period audited, eligible expenditures for each of the grants significantly
exceeded Federal funding available with the State picking up the tab for the shortfall. The State
was initially unaware of the availability of IV-E funding for child care; therefore, IV-E funds
were not requested at the time funds were expended. As it was, the State lost significant Federal
funding due to the fact that the two year period of filing reimbursement claims had expired in a
number of i instances before the State could file timely claims for IV-E funding. During the audit
period, over S 20 million in 100% State funds were expended above Federal funds and the
associated State matchmg funds. Thus, ACF’s concerns over duphcate ﬁmdmg had no

substance. These facts no doubt played a part in ACF’s subsequent acqmescence of thexr clalm

demal when the State appealed to the Department Appeals Board (DAB). However, AC F then
mmated the current OIG audlt

Audit Objectives

We strongly object to the manner in which the audit was expanded from the originél ACF
complaint dfduplicete funding and eligibility for the IV-E grant ($ 6.2 million) and expanded to
encompass other day care grants totaling over $ 68 million. The stated ACF objection to paying
the IV-E claim was whether the State used Federal funds from one program to provide the state
match for another or otherwise included expenditures of federal funds from one program for
another. In other words, the ACF objection centered on whether the State had duplicated child
care claims when filing retroactive reimbursement claims for $ 6 2 million and eligibility for the

IV-E children. The State furnished data that showed State expenditures far exceeded the total of
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Federal funds and required State matching funds. In fact, there was still over § 20 million of
pure State funding after tlte State matching requirement was fulfilled.

By expanding the audit to include all day care grants, the Ol1G parlayed this $ 6.2 millien
in IV-E funding into a payback of $ 48.2 million. It is evident that this 774% increase above the
original IV-E reimbursement claim is based upon more than the original audit objective of
verifying that the amended claim did not include duplicate reimbursement. The OIG was able to
find very few instances of ineligible costs in spite of the expansion of the audit to include
eligibility for other grants. Instead, the audit focused on county subrecipient records that had
been dé:stroyed after three years and declared the claims associated with those records to be
unallowable. This inappropriate treatment can only be part of a broader OIG initiative that has
produced other revenue maximization audits with equally exorbitant questioned costs.

The OIG mlssxon statement identifies the Vanous ways in which the agency purports to
1mprove operatnons and services to recipients of HHS programs. One of the OIG measures is its
results in “millions of dollars recovered from misspent funds.” [OIG Mission Statement] In
essence, the OIG equates guestnoned costs with savings, efficiencies and effectiveness. In this
and cerlam other audits, however questloned costs have little to do with savmgs The State has
expended these dollars for valld and allowable FFP purposes. The OIG and ACF are attempting
to avoid day care costs ehgxble for Federal fundmg and transfer those costs to State government.
This i Is contrary to and violates the Congressnonal intent when Congress appropnated funding for
the purpose of providing day care to needy families.

It is clear that ACF’s strict interpretations and instructions to the OIG were des1gned to
generate exorbitant paybacks to reduce federal outlays. The audit was, in effect, a means to
allow ACF to retroactively deny the IV-E claim that had just been approved for payment and to

recoup still more federal funds that had validly been reimbursed to the State



APPENDIX G
Page 5 of 67

Mr. Charles J. éuftis
December 20, 2000
Page S of 33

Scope and Methodology

The auditors essentially chose a long-distance mail-order approach in attempting to audit.
from Raleigh, county records located at subrecipient county offices scattered throughout the
State. This approach eschewed reviews of the internal controls in the counties, review of
independent CPA workpapers for the various Single Audits, site visits, interviews with staff
involved in the day care process and review of other records in the County offices that might
provide alternative documentation despite the fact that the subrecipient counties were the source
of the majority of the information audited. Government Auditing Standards can not be met under

such limitations. Thus, the audit process was materially compromised.

o Internal Control Reviews and Substantive Testing. In the scope section of the audit
report,‘the\ “a\_J,d:it\ors stated. _ A ,
- .. “internal control review of the NCDHHS was limited to obtainiﬁg an understanding of
' the TV-E and Other Grants’ child care programs. Internal controls were not tested
because the objective of our review was accomplished through. substantive testing.”
Government Auditing Standards require a review of interal controls; however, internal
controls were not reviewed at ither the State or local/county level. In addition, we can not
agree that substantive testing was conducted. For example, the CCDBG and At-Risk Child
J Care audited sample consistéd of 100 claims out of 360,552 claims. In other words, 1 claim

" out of every 3,605 claims was audited. 1n our opinion, this does not qualify as substantive

testing.

¢ Evidence. The OIG audit report states that the audit was conducted in accordance with
generally accepted government auditing standards (GAGAS) However, the auditor’s refusal
to c:onsider- other audit e\;icience at the local level, (only hard copies of documents, such as
attendance reports were considered), does not comply with generally accepted government
auditing standards.

Section 6.47 of the Government Auditing Standards states:
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“Evidence may be categorized as physical, documentary, testimonial, and analytical.
Physical evidence is obtained by auditors' direct inspection or observation of people,
property, or events. Such evidence may be documented in memoranda, photographs,
drawings, charts, maps, or physical samples. Documentary evidence consists of created
information such as letters, contracts, accounting records, invoices, and management
information on performance. Testimonial evidence is obtained through inquiries,
interviews, or questionnaires. Analytical evidence includes computations, comparisons,

separation of information into components, and rational arguments.” (Emphasis added.))

¢ Failureto rel& on the County Single Audit. Although the Office of the OIG contacted the
North Carohna Oﬂ'rce of the State Auditor, they did not contact or review work performed by
mdependent eudltors at the county | level who had performed Smgle Audit work for the
vanous countres Ehglbrhty and purchase of day care services is determmed at the local
Ievel Day care dlsbursemems are made by the County Finance Office based on |
documentatlon submitted to the local department of social services and finance office.
Mrssmg documentatlon, such as mlssmg attendance records,” that was purged/destroyed
aﬁer three years in accordance with the Record Retention Manual had already been subjected

to a Single Audu upon which State and Federal auditors are supposed to rely.

Circular A-133. which implements the Single Audit Act, states:

“An audit made in accordance with this part shall be in lieu of any financial audit
reqmredunder individual Federal awards. To the extent this audit meets a Federal
agency's needs, it shall rely upon and use such audits "
While this federal Circular does not limit the authority of Federal to conduct or arrange for
additional audits, it does require that “any additional audits shall be planned and performed
in such a way as to build upon work performed by other auditors.” The OIG audit process

ignored this requirement. The OIG working papers did not indicate any contact with county
auditors.
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L Alternltnve Audit Procedures. There is no disagreement that records were generally
destroyed after three years in accordance with normal record retention guidelines as stated in

the OIG audit; however, alternative audit procedures could have been employed that would

have negated this as a finding. Even day care providers could have been contacted. The
auditors apparently made no such effort.

¢ Missing Sample Items. This IV-E audit is also inconsistent in its approach to “missing

sample items” with another current OIG audit for NC DHHS. Audit A-04-97-001-9 states in
the-Saﬁgple Planning Document that:

- o “Missing sample items will be treated as $ 0 errors .. These sample items will also be
_ treated as $.0 errors.” (Audit A-04-97-001-9)

_* However, the current IV-E day care audit states in its Sample Planning Document

.. that: “In the event that a:file cannot be located for the month-that the client’s day care

. sefvices were received, the sample item will be considered an error.” [Current audit
W/P 1-2]

The latter OIG position regarding missing files in the current IV-E day care audit assumes
that the claims were ineligible/unailowable for Federal participation when, in fact, the claim
‘was an eligible/aliowable expenditure. Despite thousands of hours expended during the audit
process, the OIG auditors found extremely few cases of ineligible/unallowable expenditures
The fact that Irecprds wére purged in accordance with the Record Retention Manual and

federal régulati6n§ after three years is addressed separately in this response. Without the

inappropriate reliance on purged or “missing county records,” the audit has little in the way

of material findings Yet, the audit is recommending over $ 48 million be refunded to the

Federal govémment.
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Government Auditing Standards

The audit.report states on page 4 that the audit was conducted “in accordance with
generally accepted government auditing standards.” We have to disagree with this assertion for
several reasons including those stated under the Scope and Methodology response. Chapter 4 of
Government Auditing Standards (Revised May 1999), entitled Fieldwork Standards, sets out
several of the applicable standards (emphasis is added):

421 AICPA standards and GAGAS require the following:
— "Audltors should obtain a sufficient understanding of internal control to plan the audit

" and determine the nature, timing, and extent of tests to be performed."

"4 21 l AICPA standards and GAGAS requxre that m all audits, audltors obtam an

_ understandmg of mtemal control suﬂ'ncnent to plan the audlt by performmg procedures to
“ understand (l) the desrgn of controls relevant to an audlt of financial statements and (2)
whether the controls have been placed in operatlon Thrs understandmg should mclude a
consnderatlon of the methods an entlty uses t0 process accounting information because
-'—such methods mﬂuence the desngn of mtemal control. The extent to which computerized
information, systems are used in significant accounting applications, as well as the
complexrty of that processmg, may also influence the nature, timing, and extent of audit
procedures Accordmgly, in planrung the audit and in obtaining an understandmg of
mtemal control over an enttty s computer processing, auditors should consider, among
other things, such matters as:
a  the extent to which computer processing is used in each significant accounting
application, , 4
b the complexity of the entity's computer operations,
c. the organizational structure of the computer processing activities, and

d the kinds and competence of available evidential matter, in electronic and in paper
formats, to achieve audit objectives ™
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"4.21.2 AICPA gtandards 2 d GAGA uire auditors to document their understanding

of the components of an entity's internal control related to computer applications that

process information used in preparing an entity's financial statements and, based on that
understanding, to develop a planned audit approach in sufficient detail to demonstrate its
effectiveness in reducing audit risk. In doing so, under AICPA standards and GAGAS,
auditors should consider whether specialized skills are needed for considering the effect

of computerized information systems on the audit, understanding internal control, or

desngmng and performing audit procedures, including tests of internal control. If the use
of a professional with specialized skills is planned, auditors should have sufficient
computer-related knowledge to communicate the objectives of the other professional's
work; to evaluate whether the specified procedures will meet the audltors objectlves and
to evaluate the results of the procedurw apphed as they relate to the nature, timing, and
extent of other planned audlt procedures. ..

"4 22 Safeguardmg of assets and comphance wnh laws and reszulatlons are internal

ntrol ectl § that are especnally important in conducting fmancnal statement audlts in

acoordance wnth GAGAS of governmental entities or others recenvmg Qovemment
funds

Working Papers. 434 AICPA standards and GAGAS require the following:
“4.38 One factor underlying GAGAS audits is that federal, state, and local govemments
and other orgamzauons cooperate in auditing programs of common interest so that

audltors may use others' work and avoid duplicate audit efforts Anangements should be

made so that working papers wnll be made available, upon request, to other auditors ”

In summary, the OIG did not test internal controls at either the State or county levels despite the

fact that this was a financial-related audit, nor did they meet with local CPAs to review



APPENDIX G
Page 10 of 67

Mr. Charles J. Curtis

December 20, 2000

Page 10 of 33

applicable working papers. It is clear that the IV-E audit process had critical flaws and short-
comings as to adherence to generally accepted government auditing standards.

Audit Report Conclusions

The audit report concludes that the State shouid:
¢ “refund the $48,183,445 (FFP) overpayment,

e develop acbounting procedures that identify the grant used to pay for a child’s care,

. rh-ﬁi'ﬁtaixf'\ d@mentation to support eligibility for all child care claims for required
periods, '

* monitor its contractors to ensure that only allowable child care claims are filed for FFP.™

- Howe;)ér,' when the wmdc;v;r ées’siﬁg is removed, the audit ﬁhdings have little substance.
The most serious issue is that of missing county documentation where files were purged in
accordance with federal policy and the Record Retention and Disposition Schedule. The OIG
audit report skews the findings'and, by its presentation, portrays the day care program as being
rife with errors’.The-audit réport appendices are designed to emphasize different elements of
missing dﬂogumer_l\tation. The brunt of the matter, however, is that without missing records and
the associated “questioned costs,” there is little to report. The appendices in the original draft
(D, E and F) reflect the reasons and cost associated with each child reviewed. Close examination

of this data reveals the following;
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IV-E Graat CCDBG/At-Risk Grant SBBG Grant
} — ¥ Perceptage . Percentage ___#  Percentage
Total # of Claians Reviewed by OIG 201 100 Q084 100 100 00% 100 100.00%
Total Claims Deomed Incligible . 3821% I 7.00% 00%
lmhpbledmbmm 98 837%6% ... 76 RB.70% 0 97.56%
Other Than Missing Docurnentation 19 16.24% 1 1.30% 2 2.44%
Total Claims Deemed Ineligible 17 100.00% 77 10000% __ 8 10000%

¢ The matrices in the back of the audit report are inconsistent. The IV-E matrix lists
multiple missing documents/errors (as many as 9 per case) for various cases when in reality
the entire files were destroyed in accordance with federal pohcy and record reterition
reqmrements Thxs portrays a worse “error number” plcture than the admission that the
entire ﬁle was mlssmg At the same time, missing documentation errors in the CCDBG/At-
Risk and SSBG grants were treated differently in that one attribute was used: “Supporting
doaxmentatiohdestmyed "

. The matnca in the back of the draft audit report are not always supported by the .
working’ papers. For example, on the IV-E Grant, the four samples 3-18, 3-19, 3-20, 3-21
all represent different service months for the same client. The supporting OIG working
papers do not indicate an error for airibute 6, “Judges’ original determination with required
action and/or verbiage missing _6r not signed,” yet the audit report matrix indicates there are
three attribute 6 errors (three out of the four service months). Errors such as this have a
matenal Ailmpact.due to the fact that they are projected to the entire population as questioned

costs.
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Legal Criteria

Record Retention. By far, the majority of the questioned costs relate to county records that
were destroyed after three years in accordance with State and Federal record retention policies.
The OIG auditors received an opinion from OIG counsel stating that sample cases where records

were destroyed could be considered unallowable. That position is incorrect due to a fatal flaw in
the opinion r itself.

. F_jfst, the State’s documentation that supported the IV-E reimbursement claim is still

. e.vailabie and has not been destroyed. That documentation consisted of data in the State’s
Child Care Subsidy Reimbursement System, the Child Placement Information and
Tracking System (CPITS) and the State’s accounting system. The information in these

B glatabases contamed cltent hstmgs ehgtbtltty cntena, and payments to the various
~Vsubrectptent counties and nonprofits. From this information, the State’s contraetor.
~devejoped the basis, for the IV-E reimbursement claim. (For more detailed listing of the
COmprehenswe data that is included in the Chjld Care Subsndy Reimbursement System,

- see the attached Day Care Retmbursement Layout Data Dictionary, which lists the
various fields of data for each client. [Exhibit 1}).

Even after thousands of hours expended on thns audit, the auditors apparently still have an

madequate understandmg of the State day care system. For example, background

matenal in the audit working papers state that:

“The costs of day care services for IV-E children were paid from various funding
sources including CCDBG. At-Risk. SSBG and State funds The State pooled the

funding sources (CCDBG, At-Risk, SSBG and State funds) to pay for child
care "(W/P G-3a)

This is not a true statement. The State does not pool funding sources or grant funds. The

State does pool children (costs) based on eligibility criteria. As explained in other
sections of this response, eligible costs are applied against grants as appropriate. (Exhibit



APPENDIX G
Page 13 of 67

Mr. Charles JCums .
December 20, 2000
Page 13 of 33

2isan example of a pool of ehgnble costs hstmg specific chnldren ) Further, the auditors
expressed no knowledge of these ‘special listings” of children at the exit conference

despite documentanon in the audn working papers to the contrary.

e Second, as the auditors have noted, the IV-E reimbursement claims were made by the
State when it came to State officials’ attention that IV-E funds could be used for day care
for IV-E eligible children. The retroactive reimbursement request was to recoup a

portion of excess State funds that had been provided in prior years for eligible IV-E day

care services/costs.

o Third, the records the auditors refer to as “being destroyed” are actually records of the
~.ubreclplents (countnes and non-proﬁt local purchasmg agencies { LPAs}) These
oourmes and LPAs are mdependent entmes which are subject to the federal Single Audit
Act. They are not a component of State government. They routinely purge their files

. (after three years) in accordance with the Record Retention and Disposition Schedule and
federal regulations. '

I'he audit_or$ appéaf to have assumed that the starting date for ihc thrée-ye;a',r.‘(c.f-en't_ion
1per‘1'lod-appli:c‘abl§ to counties and non-profit subrecipients was the date that the Stafe
:subfﬁitteci its clai}'ns'for FFP. Thisis incorrect. Although 45 CFR 74.53 refers to record
retention for three years from the date of the final expenditure report, it does not govern
record retentnon by subrecnplents According to 45 CFR 74.5(b), subawards to
govemment entities such as counties are governed by the record retention requirement of
45 CFR 92 42 Under 45 CFR 92.42(c), the starting date for record retention for a
sﬁbgrantee i whén the subgrantee submits to the awarding agency - - i.e , to ‘the State
(see the definition of "awarding agency" in 45 CFR 92 3) - - its last expenditure report for
the peribd. Thus, the counties' record retention period (which ran from the date they

reported expenditures to the State) was not affected by the State's 1998 submission of
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claims to the federal government. Also, according to 45 CFR 74.5, the requirements of
Part 74 do not apply to subawards under block grants. Therefore, the record retention
period that the auditors applied did not apply to the non-profit local purchasing agencies
that purchased child care services with SSBG or CCDBG funds.

¢ Fourth, these agencies (counties and non-profits) did not file amended expenditure
reports or receive any funds from the amended IV-E request. The claim/expenditure
report was at the State level seeking reimbursement of State-funded expenditures.
The_refo_re,.ihe county and non-profit organizations record retention periods were not

extended beyond the normal three-year retention requirement.

* Fifth; the OIG did not notify. the subgrantees. (counties and nonproﬁts) that they would be
subjeqt to.an audit begmmng in July 1998 retroactive t0 1993. These subrecipients
p_gmﬂx dlsposed of records in accordance with the Federal and State record retention |
schedules. The audit cited missing documentation at the county departments of social

, services the subrecipient Ievel while the audit Tequest Was at the State grantee | level
The basrc doeumentatlon to support the clarm request was at the State Ievel and s still
avanlable for review. It has not been destroyed Detanled mformatlon in the Chlld Care
Subsndy Rermbursement System, the Chnld Placement Informanon and Trackmg System

and the State s accountmg system (revenues and dxsbursements) is still available.

o Sixth, the State DHHS Controller’s Office annually advises county subrecipients that
they car\ destr‘o;’.all fiscal records older than three years in accordaace with the State
Records Retenuon and Disposition Schedule Any counnes with pending audits are
specnﬁcally enumerated and prohibited from followmg this authonzanon to destroy
records. Departmental Appeals Board (DAB) decision 798 states

“when records are destroyed pursuant to an overall records management plan, the

State cannot be held to documentation requirements otherwise applicable. We have
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found that the general requirement to provide documentation to support a claim does
not apply when a state can show that the relevant records had been maintained but
were, in fact, destroyed, after a reasonable retention period not shorter than the period

required by regulation, as part of a regular program of record destruction unrelated to
the disallowance”

The same DAB decision states that where relevant information is available from other

sources, the State (in this case, the subrecipients) would not be harmed. This certainly is not
the standard being applied by the OIG to this audit.

¢ Finally, in addition to the above comments regarding record retention, it should be noted that
the record retention and access requirements in 45 CFR Subpart D §74.22 is grant specific.
The ﬁliﬁng of an a_gnénded e).cpe‘hdin‘n}e r-epo_.r_tAfor the I'V-E grant extended the dpcuméptation
record -r_e(gntibn.requi(emeﬁt_js, fér that grant alone at the Stﬁte level. It does not apply tow
multipie érants as @gée;téd By the.' OIG. Thus, it was improper for the OIG to disallo_w»
funds/question costs fo_r other day care grants older than three years.

Retroactive, Apglicatioqpf 1997 ACF Policy Interpretation. Fivg instances were _ngtgd
where the cite in the audit report was ACYF-CB-P1Q-97-01, which was an ACF policy

interpretation issued March 3, 1997. The audit retroactively applied this 1997 interpretation to

g_aMir_ the p’erig.d beginning October 1, 1993. Not only is this not fair, but this practice is
without :l;‘gal. support. A State canr)oi knowingly accept the terms of the grant if it is unaware of
the condiiigns‘ b’.c‘ing imposed. Davi§' v. Monroe County Board of Education, 526 U.S.'629, 119
S.Ct 1661 '(;1 999) 'Cvonditions in Fe&eral grant programs must be clearly expressed so a State
understands the bargain it has made when it signs up for federal programs. Maryland Psychiatnc

Society v_Shalala, 102 F.3d 717 (4th Cir 1996).

The requirement of fair notice is not unique to grants. Due process likewise requires that
parties receive fair notice of a regulatory interpretation before being deprived of property where

the regulation is not sufficiently clear to warn a party of what is expected. Trinity Broadcasting
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of Florida v. FCC, 211 F.3d 618 (D.C. Cir. 2000). The DAB has similarly held that “the State -

cannot be fairly held to the Agency’s interpretation if the State did not receive adequate, timely

notice of that interpretation in the context where there was another reasonable interpretation
relied on bydthe State.” [linoi artment of Children and Family Services, DAB No. 1335
(1992).

Compliance with grant requirements is determined on the basis of the law in effect at the
time the grant was made. Bennett v. New Jersey, 470 U.S. 632, 105 S. Ct. 1555 (1985). States
do not guarantee that their performance will satisfy whatever interpretation might later be
edooted by the Agency. Bennett v. Kentucky Department of Education, 470 U.S. 656, 105 S.Ct.
1544 1552~'(l9'85') Accordingly, when determining if the State had adequate notice of the
Agency s mterpretauon, the txmmgof that notlce is cmcnal .

The prpcedure through whxch the Agency is req_uu'ed to nge adequate notnce of 1ts
mterpretauons to the Staies (and the pubhc) is speclﬁed by statute in the Freedom of Informatxon
Act (“FOIA”) 5 U S C §552 All pohc1es and mterpretatnons adopted by the Agency must be
publicized in one- of two ways by pubhcatnon of the document in the Federal Reglster SUS.C
§552(a)(1), or by |denuﬁcatlon of the document ina pubhshed FOIA index. § U S. C
§552(a)(2) __g ggt_\__gj_y, M-dgg&n v. Butz, 550 F. 2d 459 462-63 (9th Cir.. 1977), eny

The mdexmg requnrement is pamcularly lmportant The leglslatwe hlstory of FOIA

e

reveajs tbat Congress added the mdexmg requuement to bnng ‘order out of the copfuswn of
agency orders oplmons pohcy statements, mterpretatlons manuals and mstructnons by
requiring each agency to maintain for publlc mspectnon an mdex of all the documents havmg

precedential sngmﬁcance which would be made available or published under the law.” H. Rep.

No. 1497, reprinted in 1966 U. S Code, Conmessnongl and Admmlstran\e News, p. 2425
Congress wanted to prevent a citizen from losing a controversy with an agency because of some
obscure or hidden order or opinion which the agency knows about but which has been
unavailable to the citizen simply because he has no way to discover it~ 1d.  In the absence of

their inclusion in a FOIA index which is properly published and distnbuted, interpretations may
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not be used by an agency against a party unless the party has “actual and timely notice of the
terms thereof.” 5 U.S.C. §§552(a)1), (2Xii).

Thus, to apply a 1997 ACF interpretation to events/activities occurring three years prior
is both unreasonable and without legal authority. |

State Child Day Care Services (Manual). The audit cites the State's Child Day Care Services
Manual in several findings. We disagree with a number of the auditors’ findings and associated
questioned costs that the State failed to comply with procedures described in this State Manual.
More important, however, we point out that it is improper for federal auditors to base audit
ﬂnding‘s on tavhether or not a State has complied with State policies and procedures that are not
required by federal law The procedures and pohcnes described in North Carolma s C}uld Day
Care ¢ .>ervnces Manual on whtch the OIG audntors relied were not requlred by federal law
Rather, they were dtscretlonary ;rocedures and pohcres that the State had the authonty to waxve.
Non-complrance wrth these State procedures and polrcles cannot support a fmdmg that the
State’s clanms for FFP were overstated See, e.g., Ohio Department of Health and Human

§ _s, DAB Decrston No 725A(1986) (reversmg drsallowance based on State s fallure to

\sf'

follow its own poltcy because the State had the authonty to waive its admmnstratrve B

requir ements)

~ Missing Documentation

€« - i

The North Carolina-Division of Social Services is organized on a State—administered
county -operated system of welfare administration that has worked extremely well over the years.
Counties make payments, maintain documentation and submit reimbursement requests and
statistical data to the State. The State maintains the statistical databases and provides funding to
the subrecipients (counties and LPAs). The State Record Retention and Disposition Schedule
and federal policy allows counties to purge records over three years old When the audit began.
the State (and counties) had no idea that the O1G auditors were going to be requesting county
r_e-cords' back to 1993. The pressing need to purge records is evident in the tens of thousands of

case records, payments, etc. One case file may be 10-12 inches thick. Thus, the destruction of
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old records isa normal process that efﬁcnency in govemment dlctates from a mamtenance and
space oonslderatxon The auditors have taken the posmon that ail of these old records that were
purged consutute a 100% error, which translates into a $ 40 million dollar plus payback This
approach is unconscionable.

As the auditors are aware from their continuing day-care audit activities for periods
subsequent to the time period covered in this audit, the county agencies as a matter of policy do
maintain extensive files and records reflecting eligibility as required by record retention
reqmrements Furthennorc the counties are subject to quality control reviews to ensure a high
Ievel of accountablhty and compliance with program regulations There is no basis for an audit
determinatioh that missi ng records outside of the three-year retention requirement constitute
unallowable coéts or ineligibility On the contrary, data from the destroyed records was entered
into the State $ Chll'd Care Subsidy System which documents in electronic format various items,

such as ehgtble clanms, scmce coda, serwcc prowder and fundmg source.

cLcke o 0o r .o Missing Attendance Records ¢

I’ addmon to'the pnorcomments regardmg missing information, the auditors did not

in instances where old-attendafice records
had been destroyed/purged after three years in-accordance with state and federal policies. Also
ignored was the fact that day care fee$ are paid on an enrollment basis instead of attendance
Generally acceptéd government auditing standards include an evaluation of internal control as
part of th?iudlffng process. The OIG could have reviewed the internal controls of the various
County Finance Offices and Departments of Social Services and determined that all payables
inciuding day care bills are preaudited by the Finance Officer and paid based upon proper
approvals and enrollment. Rather, the audit became a “mail order™ process orchestrated from
Raleigh rather than actual site visits with internal control evaluations, interviews with
appropnate persons, and other aeuvnty as set forth in Government Auditing Standards. While

this was an audit convemcnc.c, it translated into a $ 48 million payback for the State.
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The OIG audit report states that the audlt was conducted in accordance wrth generally
accepted go»emment auditing standards. Government Audztmg Standards state that as one of the
fieldwork standards, auditors must consider evidence which can be categorized as physical,
documentary, testimonial and analytical. Even testimonial evidence can be utilized which is

obtained through inquiries, interviews, or questionnaires.

The major finding in the'report was that of missing/destroyed attendance records. We
agree that attendance records were generally destroyed after three years in accordance with
normal record retention guidelines as stated in the OIG audit. Thus, this should not be a finding.
Hmarever' despite the fact that records were appropriately destroyed after three years, alternative
audit pr ocedurg could have been employed that would also have negated this asa ﬁndmg For
example L E _ : _

o It is, ofﬁcral day care pohcy that day care provrders are paid based on enrollment- __o_t

_ _g_end_g_& “The State’s Child Day Care Ser\nces Manual, Part II Chapter C, Section 2,
-, page 14 states:

“Payment for eluld day care services is based on the child’s enrollment according to
the plan of care developed by the service worker and the parent "

. {"‘ -\3-«._

.. _Attendance records arc,kept at the local level (countres and LPA) and provrde only part
©of the.basis for payments to the various child care providers. Under the Single Audit,

, _thttsc a,ttsndanqc records were subject to compliance pre-audit st_andard_s as pr_omulgated
in the State's l,ocal Government Budget and Fiscal Control Act, North Carolina General

, St-annes;-..Cha:pter 15~9. ‘Under the requirements of the Local Government and Fiscal

| Control. Act, contracts with independent CPAs, internal controls and audit programs as
well as audit reports are monitored and administered by the Local Government
Commisslon, .which has such hlgh accountability standards that North Carolina is one of
only nine states that has a triple A bond rating. N.C G.S. § 159-28 requires, in part, that
the county finance officer pre;audit all disbursernents, including day care invoices. Thus,

the OIG could have easily relied on the strong intemal controls at the county level, the
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highly réspected: State Local deemment Commission oversight and the fact that all of
the various counties had been subjected to an OMB Circular A-133 Single Audit -
conducted in accordance with generally accepted government auditing standards versus

the OIG posture that old missing documentation constituted unallowable costs.

Thus, (1) although local county records were generally destroyed after three years in accordance
with record retention requirements, alternative documentation could and should have been
reviewed to satisfy the auditor. (2) Enroliment documentation is a better criteria than the
attend.mce recofd since day care is paid on an enroliment basis instead of attendance. (3) Lastly,
the approvals for payment to the day care provider are documented on the computer files for the

Child Care Subsxdy Re;mbursement System. These factors enther mdlvnduallv or collec'uvelv

should havg been sufﬂcnent to negate the use of mlssmg attendance r&rds as a fmdmg

oo

S < ... . Biases

Federal Revenue Maximization. North Carolina and other States have in recent years beeome

thought that the States have émployed “consultants” to assist in identification of areas/eosts that
qualify for Federal fundmg These audits typically contain exorbitant’ paybacks deS:gned to
break the biicks of States for attempting to maximize Federal revenue.

‘The subtitie of one section of North Carolina’s OIG audit report is “Federal Revenue
Maximization.”. The auditor’s stated opinion-was that the audit "pr’obler‘ns were a result of an
effort by the State and its consultant to maximize Federal revenue” and that “these claims were
prepared by the State’s consultant under a revenue maximization contract " Thus. having a
revenue maximization consultant was considered 1o be a negative factor in this audit as well as
other audits.

In another NCDHHS audit (A-04- 97-00109) Revenue Maximization was similarly
dxsparaged The 0IG and ACF attempted to questnon and assess North Carolina punitively over

$15 million by _uuhzmg the point estimate ($ 26 million) of the statistical sample versus the
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standard OIG stated polic’y‘\of utilizing the lower limit of the 90% confidence level (s 11

million). The Departmental Appeals Board (DAB) reversed a similar attempt by OIG and HCFA
against the Califorriia Department of Health Services. (DAB No. 1240).

_ While the OIG’s various offices produce some excellent reports, we feel that the current
report has crossed the line from “recommendation” status to “enforcement” status. The audit
report implies that there is something inherently wrong with maximizing Federal funding and
utilizing consultants. There-was no citation offered in the audit report(s) to support the negative
implication of maximizing Federal revenues, and we know of no regulation or law that precludes
this procedure. . An earlier OIG audit report was critical of ACF's position for allowing revenue
maximization: “We found that ACF approved State plan amendments which enabled States to
maxrmwe Federal revenue by obtammg EA funding for services traditionally State funded
(QIG Audrt A-Ql-95-02503) ‘ . ,

That the QIG hasbeen zealous in attackmg the area of revenue maximization can be

T ‘l“

derived from 2 revxew of their vanous audrts and work plans The 1998 Work Plan states:

“This review will examine whether States, with the help of consultants, are shifting costs to
- non-Temporary Assistance for: Needy Families (TANF) programs. .- Consultants continue to
. be instrumental in efforts to maximize Federal finaocial pamcrpatlon .States may be
* mofivated {o ‘shift some of these costs to other” open-ended programs L

We strongly disagree with the approach taken by the OIG. State officials and managers
would be remiss in.carrying out-their responsibilities if they did not seek, on behalf of the State,
to maximize the Federal fundmg Congress appropriated forthe welfare of the citizens of North
Carolina. Thus, the audit report unfanrly criticizes State administrators for performing their
public responsibilities and thwarts the intent of Congress to provide Federal funding to assist
State agencies in.promoting the welfare of this country’s citizens.

Beyond the revenue meximiution issue, ACF’s negativity toward North Carolina is
clearly expressed in an lntemal e- manl dated June 3, 1998 from Gene Roth, ACF Reglonal Grants
Officer for State Progams regardmg the State’s $3 071,181 IV-E clalm
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' “I would' suppose that since Joe hasasked you to unmedlately adjust NC’s QE 3/98 for
" actual expenditures, you would add thé $3.0 million rpted on the state’s 3/5/98 to the
other CQ and PQ expenditures reported on the state’s ‘regular QE 3/98 IV-E 12 submittal
dated 4/29/98. In this way, we could satisfy ‘crybaby’ NC’s cash flow problem for QE
3/98 actual vs estimate (GA) plus give it the funds for the retro child care claims for $3.0
million which we are questioning.” [bold emphasis supplied]

It should be noted that this is also the same official who requested the current IV-E audit and

supplied guidance to the OIG auditors.

Equity: ‘There has been essentially no equity in the audit process.

e The ouditors assumed that all high dollar IV-E claims were therapeutic in nature and could
not be allowed based ona 1997 ACF policy interpretation that they applied retroactively.
Although tl\e Teport states that “These Itherapeunc] services would be covered under the
Socul Sennces Block Grant.” there is no gllgwang of thesq expendltures under thg Social
Services :Bloek Grant to offSet proposed dtsallowances “The audit-only disallows costs, a
onle-way approach that is not equntablc to the State. An audit should fairly and independently
represent the situation—not represent a bias toward recoupment of Federal funds.. The audit

...« process should be a two-edged rather than a one-edged sword and provide credit when
applicable. Audits should not be biased toward recoupment of federal funds.

~ iy
[ 2 S . ST N SR
. \ : ‘tf.a r.-‘\. L TeE

“®

_ There are other snuanons whqre clalms were quesuoned for one grant but the attnbute being
quesnoned was perfectly allowable for one or more other day care grants belng audlted As
stclted whcr mh of tbe ellgnbllny pools had excess ehgnble costs., lt would have bee.n

snmple to recognize thlS as 4 point of equity and allowed substltunon of costs.

5

Error Attributes in Addition to Missing/Destroyed Records

Child not placed in a litensed foster home for month of service so not reimbursable.” The
audit report alleges 10-instances of this error (attribute 9) for the IV-E grant. We are at a loss as

to why this was a finding. A Division of Social Services clerk queried the same system that the
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audltorhad acces.tzedand fédgdi-é-df' thelO fc;ster hoines - Allmne foster homes possessed salid

‘licenses for the penod under audlt The 10® case had an mcorrect |denuﬁcauon number/name
and we did not have sufficient time to resolve this last instance. Thus, nine homes are

documented as licensed and a tenth is uncertain at this point in time. (Documentation attached-
Exhibit 3).

Incomplete, Unapproved or Missing Applications (IV-E). While the draft audit report did not
distinguish betwéen these three application categories (incomplete, unapproved or missing), most
(71) of the applications in question were in the category “missing” which is addressed in other
séctions of this response. However, it should be noted that under a Freedom of Information Act

(FOIA) request to the HHS FOIA Ofﬁce the Children’s Bureau prov:ded the followmg
mformatlon ' ' L '
.""(a) Docnments relatlvetowho may sign an apphcatwn for Federal benef'm for
».cluhlren {in foster care:
- ...~ No documents, policy issuances or regulations exist under the Title IV-E program
regardmg who may (or may not) sxgn an apphcanon for Federal beneﬁts for children in
T ifgfer care, becatise no “appiiéation” is required. The purpose of the Title IV-E foster
" care program is to provide Federal funds to States for the care of AFDC eligible children”
’;:'who' finist be placed iri Yoster care. Federal financial participation in State expenditures
Yot foster care maintenancé payments is available ‘at the Federdl Médical Assistance
’ a ;Pq:rcén’tgge (FMAP), which varies among States ffom 50% to 78%.

A child usually enters foster care after being abused or neglected at home. In order to be
eli\gibl‘c,‘for lTitlc 1V-E foster care, a child’s removal from home must be pursuant to a
court ord‘ef that contains a judicial determination that it was contrary to the child’s
welfare to remain at Bomc, or a voluntary placement agrceménx The voluntary
plic;mcnt agreement must be signed by the parent or legal guardian and the State Title
IV-E agency representative. Most often a State eligibility wdrker determines if the child
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meets the eligibility requirements at section 472(a) of the Social Security Act, including
the AFDC eligibility requirement.

After determining that a child meets all eligibility criteria, ihcluding blacement with a
licensed foster care provider, the State ﬁles a quarterly claim on the child’s behalf for
Federal reimbursement at the FMAP. No application, as such, is required to place a child
in foster care.” Letter to Jason W. Mannes, Esq., dated December 22, 1999, sxgned by
Any Reynolds Hay, Assistant U.S. Attorney. (Emphasis added.)

Thus, accordmg to the HHS FOIA Office and the Children’s Bureau, no appllcatlon is required
for IV-E

-

In addition to the 71 IV-E “missing/destroyed cases,” 2 ’applica't'ions were identified as
errors because they were “not approved.” The fact that the two children received an approved
Voucher/Action Notices for the provision of day care serviges is alternative evidence that the two

applications were approved.

We would be remiss not to point out that our review of the OIG work papers concermng
missing apphcauons revealed that in 17 out of the 71 cases noted, either a copy of the application
was in thc 0IG work papers or the OIG review sheet indicated that an apphcatnon had been

LIRS

rev 1ewed .
Example 1. Report Appendix D - IV-E Child Care Claims - Summary of Sample
Review) reflects that an application was missing on 4 out of 5 months for the same child

There was a copy of an approved application in the OIG file that covered all 5 months.
(Samples 3-1, 3-2, 3-3, 34, 3-5 for IV-E).

Example 2. Appendix D indicates that an application is missing on sample 3-6.

However, the auditor’s review sheet indicates an approved application was reviewed. No
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errors were noted on the next four months (samples 3-7, 3-8, 3-9, 3-10), which were all
for the same child.

_)gumu_} Appendix D mdncates that an application is mlssmg on samples 3-13 and 3-
14. However, the auditor’s review sheet indicates an approved appllcatlon was reviewed
on samples 3-12 through 3-14 which were all for the same child.

Example 4 Appendix D indicates that an application is missing on samples 3-15, 3-16
_ and 3-17 However, the auditor’s review sheet indicates an abprbv'ed nppiication was
' :'re'vie\'»'ved on all three samples which were all for the same child.
Ex plg S On Appendlx D samples 1 15, l 13 2-38 2-24 2-23 and 2-62 were
mdlcated as errors. These cases/claims were from Mecklenburg County which had
permxssxon to use their own altematwe forms. Collecnvely, these altematlve forms had
the necessary mformanon for authonzmg day care semces We dlsagree w1th the

audltor that these claxms should be errors. This appears to be a case where form is

Dreferred above substance

Example 6. Appendix D samples 2-65 and 2-66 indicated eﬁofs for “apblica.ti'ons tbat
were not approved.” ‘A review of the applic'ation form revealed that thie social worker
who prepared the application signed as the aut'hori},‘ed representative of the children but
did not sign the form a second time as an approver. It is logical to assume that if social
workers initiated the form on behalf of the child, tbey als’o.abpro-ved the services and
needed to sign the same form only once. It should also be noted that there were similar

instances in which the auditor did not questlon thjs practice.

Therapeutic Day Care. The auditor seleoted, as one of three sarnplestrata for the IV-E grant,
all service months/claims over $1000. There was a total of 21 claims, all of which were selected
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for review.  The auditor labeled these “therapeutic” claims. (The first time that we could find

this term in any regulation/policy is in the 1997 ACF policy interpretation previously addressed

in the response.) The entire sample of 21 alleged “therapeutic” costs (actually only 6 children
with multiple service dates) was questioned based on their high costs and the March 1997 ACF
policy interpretation applied by the auditor retroactively to 1994. Several points need to be

made in regard to this finding. ,

(a) IV-E provides for the cost of “daily supervision.” At a minimum, the portion of the
payment relating to “daily supervision” is aHowable for all these children. The applicable
policy issuéd April 30,1982, ACYF-PA-82-01 interpretation, states that only social

‘ sennoes kciting counseling, therapy, psychological or educational testing) are

unallowable No partral credlt (e_qurty) was gtven for at least the “danlv suoervrsron
Qmpgngnt The total costs were questtoned

e -
- "\ aade

(b) Specnalued day care, The payments for these6 chtldren (21 semce month clarms) were
v questtoned by the audttors based on thetr htgh costs An audltor can not arbrtranly o
~ assume that hrgh costs equates to therapeutrc chrld care and drsallow the costs. Cenam
handrcapped chrldren are going to require higher degrees of supervrsnon whrch translates
~ into hxgher day care supervrsnon costs/rates These should be treated as allowable costs
| as referenced m.ACYF PA-82-01 For example _ . -
Chnld # 6 is one of the six chxldren c1ted as unallowable Thrs youmz boy attended a
-v da) care facility with other children as necessrtated by his working foster parent.
| However, based on his handxcap another teacher was required in the room. A review |
of the case by the State Dmsmn of Social Semces deemed this child appropnatelv
placed under the I'V-E grant Thls child represented 3 of the 21 service month claims
questroned in the audit report.
| 'Child # 1 is a young grrl who has special needs. Day care is agam necessary in order
_»for her foster parent to maintain a Job This case has also been revrewed by the
‘ D1v151on of Socral Serv1ces and deemed ehgtble for the IV-E grant Thns chrld
o represented 5 qf the 21 service month clatms quutloned in the audit report
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Child # 3. Auditor’s note states that “developmental needs are the primary reason for
this day care.” In addition, the auditor noted that the reason needed for day care
reflected on the approved application (effective July 25, 1996) was “employment.”
We do not agree with auditor’s arbitrary decision to disallow this claim based on the
assumption that developmental needs was the primary reason for day care. A copy
of the social worker’s Narrative Documentation Record in the case file indicated on
July 25, 1996 that “Foster care for [child xooox 000x] continues. Day care is needed
to support foster parent working fuh time.”
B f_’(,’hildr‘en #2,4 and 5. These children were similarly in developmental day programs
: due to the employment of their foster parents. In order for the foster parents to work,
there must be a day care arrangement for the chlldren ’I'hxs is the day care  plan that
can best meet the chlldren s supemsory needs whrle the foster pagents work We
dlsagree wrth the audltor s arbrtrary posmon of dlsallowmg these clanms |
(c) The cite in the audit report was ACYF-CB-PIQ-97-01, an ACF policy interpretation
issued March 3, 1997. The audlt retroactnvely applies thrs 1997 mtemretanon to cases
for the mnod begmmrg 0ctober l 1993 Not only is thxs not fair, but thxs practice is
wrthout Iegal support. (See the response sectnon entntled Retroactive Apphcatron of 1997

ACF Pohcy Interpretation for more details).

(d) Lack of equity. The State considers the above cases to be eligible for IV E fundmg
However, for purposes of discussion, the draft audit report states, “These services would
be co\rered under the Social Services Block Grant.” (page.7) Yet, nowhere in the report
does the auditor make an allowahce for the allowability of these expenditures under

another grant (SSBG). This is clearly another example of a one-edged sword.

Payment Codes Other Than For Foster Parent(s)’ Employment Five IV.E claims were
cited havmg payment codes that were not for the foster parent’s employment Four of these

claims (samples 1-85, 2-12, 2- 28 and 2 58) dld have employment payment codes (code 81 l)
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assigned to them. The fifth case (sample 1-24) had a oode of 831 (training) and would be
inappropriate for IV-E but would be eligible for other day care grants that allow day care for
parents receiving training/education.

Foster Care Maintenance Payments Not Paid by IV-E. Four claims were listed under this
finding. Of the four, we have documentation that the maintenance payment for two of the claims
(samples 1-14 and 2-68) were paid for by IV-E. We are still researching the other two.
'Inelig'iﬁlt'es;for AF DC or Eligibility Requiremeht Not Documented. The audit lists fourteen
claims for ‘this category. A number of these deal with missing information which is dealt with in
ther sectlons of thrs response. However the Ehglbnllty Infor;{natlon System (EIS) documented

< l\n<-_,

that ﬁve of the clanms recerved AFDC payments (Samples 1-25 1-42 1 52 1-67 and 2-68)
I . - 54 X L -}
We are contmumg to research whether the other children were ehglble to receive AFDC. The

AFDC information will be matched with appropriate custody information to determine eligibility
for IV-E.

R

Voucher/Actlon Notlces Several mstances were noted out of 401 cases where a voucher was
either not “approved” or “rrussmg services to be prowded There wnll mevrtably be instances in
whxch 3 worker madvertently fails to. srgn a document or check a box however when the worker
processes, a|| the other necessary paperw ork and the client recerves services, lhlS should
collectlvc'ly be considered altematrve evrdence of approval The smghng out of a spec1ﬁc blank

ona paclnrage of matenals is mappropnate to desngnate asa cntrcal error. All errors are not

critical errors even thou@ this audit treated them as such. However, it should be noted that

Sample 98 for SSBG had an approved voucher in the audrtor s working papers. Another file
(sample 1-10 for IV-E) had been purged because it was over three years old Both of these cases

should not have been treated as errors.
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No License or Registratioa for Child Care Facility. The sudit alleged five instances in which
there were claims from unlicensed or unregistered child care facilities. More specifically, the
draft audit finding states “that claims were from child care facilities that had no State approved
license or registration as required by IV-E.” The cite the auditors applied retroactively ACF
interpretation, ACYF-CB-PIQ-97-01, which states:

“Chnldwesemeeoforchﬂdren in fosterwembermderedbyaprovﬂuthuls
licensed, certified, : r local reg

order for the State to um relmbursementunder t:tleIV-E »

However, the criteria actually applied by the auditor was even more restrictive than the above
ACF policy interpretation. In addition to licensed homes, day care regulations, (Child Day Care
Services Manual, Chapter 18), provide for an approval process for what is termed a
“nonregistered home.” The term “nonregistered home” is somewhat a misnomer. In affect, a
nonregistered home is approved not at the State level, but at the county level subject to State
rules and oversight. In order for a nonregistered home to be recognized in the day care system, it
must be approved for participation in the subsidized child day care program and meet celtam _
standards.

“A nonregistered home is a day care arrangement which is exempt from registration due
to the number of children being cared for and/or the number of hours care is provided.
Nonregistered homes must be operating legally in order to be approved to participate in
the subsidized child day care program.” (Child Day Care Services Manual, Chapter 18

Issued March 1996)
Essentially the same policies existed in the Child Day Care Services Manual, Part IT, Chapter D,
Section 2 (revised 8/94). The Child Day Care Services Manual further provides for the extensive
steps that counties must take to approve a nonregistered home including the: (1) application, (2)
number of children, (3) hours of care, (4) relationship of the children to the provider, (5)
compliance with health and safety requirements, (6) completion of a nonregistered homes
checklist and (7) completion of other forms. This information must be verified and go through
an approval process delegated by the State to the county. Approvals, denials and terminations
are delegatéd to the countj but the provider may appeal adverse rulings to the N.C. Depariinent
of Human Resources (now Health and Human Services).
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In addition to the provider classifications of licensed or certified, the ACF interprefation &learly
provides for an additional classification of providers that have “some other formal status under
State or local regulations.” There are significant standards/criteria that these small day care
providers must meet in addition to the application process, denial, termination and monitoring
procedures. Thus, nonregistered homes are a third classification with “formal status under State
or local regulations” which complies with the ACF policy interpretation.-
'l“uro‘o'l' the 'ﬁve..instances of alleged “No License or Registration for Child Care Facility”
weretndeed licensed facilities during the time frame audited. (Exhibit 4) The remaining
three child care facilities met the requirements enumerated above and were county-approved

nonre;g;stered homes” Thus, thxs shouldm bg gﬁngmg HEMAIIRSNIIES SO S

e S e -
P S-SR

Judge’s origlnal determination with required action and/or verbiage missin'g“o.r not signed
(Attribute #6 for IV-E) Of the 14 instances for this error, 1 l were related to mtssmg orders
and the rernammg 3 orders allegedly dnd not have requnred verbtage (Appendtx D matrix
reflects thatt the judge s order is m:ssmg on3 out of the 4 months for the same Chlld ) The
respecuve rev1ew sheets in the OIG workmg pat;ers do not r'eﬂect any errors associated with the
judge’s order for all four claim/months for this Chlld (Samples 3 18, 3-19, 3 20 and 3-21 for
IV-E) In addmon, we have been able to secure two orders (samples 1-51 and 2- 28) that were

mtssmg dunng the tnme of the audlt but have been subsequently recelved

Maximum Gross Income Not considered (SSBG). This ’ﬁn:ding indicated “twelve line items
showed no indication that maximum gross income had been considered in the process, of
determining ehgtblllty where required, based on type of need.” Based on our review of the
income criteria/category codes reﬂected in the Chxld Care Reimbursement System, at least eight

of the twelve cases had no mcome requtrements or as stated by the code wnhout regard to

|ncomc - 3 . P _»u _ _.. . ...-'af_',:‘,'.

Sy
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Documenatation of reason for 13 year old receiving day care services. One case was cited for
this error attribute. We contacted the local county department of social services concerning this
disallowance. The child in question was mildly retarded and the social worker documented that
the child could not be left alone at home for safety reasons while the parent worked. Thus, this

Other Unallowable IV-E Claims. For this finding, the auditor relied completely on a computer
tape to identify “unallowable IV-E claims totaling $1,271,948 that were in addition to the
unallowable claims identified through our statistical sample.” This finding resulted from the
State’s contractor not deleting certain non-job related service codes from the IV-E

reimbursement claim. There are several inherent problems associated with this finding:

.o First, the auditors’ use of a cé@puter database to assess questioned costs is diametrically

opposed to their position of not accepting dataintheStva_tg’gppmpq@gr database to support

State expenditures for the IV-E claim. The auditors refused to accept computerized data
documentation and eligibility data at the State level that would have minimized questioned
costs since most of the audit’s questioned costs resulted from purged records at the
subrecipiént/county level. For this finding, the auditors considered the computer tapes as the
sole basis and sufficient for questioning costs but insufficient for the State to utilize as a basis
for retroactive claims. This is another example of inequity reflected in the audit.

e Second, in yet another example of inequity, the auditors failed to point out that $1,173,833 of
the $1,271,948 was allowable under the SSBG grant.

Comment ‘
Due to the limited amount of response time and the magnitude of questionable practices
by the OIG auditors, this audit response should not to be considered an exhaustive listing of our

analysis of questioned costs and/or comments on the merits of the audit.
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‘ . Coaclusion - . . .

The State was not treated fairly in this audit. The punitive positlons taken in the OIG
audtt speak for themselves We are not so naive as to think that the State or local government
agencres never make erTors. Errors are routmely made at all levels of government, local, State
and Federal; even auditors make errors. In this case, the auditors have utilized what in reality is
a small number of errors to create exorbitant federal paybacks. This type of audttmg approach is
senously deﬁclent and detracts from real efﬁcnencles in the State and Federal governments.
Hundreds off thousands of dollars have already been expended by the OIG, State and County
govemment Addmonal thousands of dollars will likely be expended in protracted litigation of
these issues. This is not a productive use of taxpayer funds.

~ While weare in favor of acoountab:llty we feel that the present dlrectxon of ereatmg
exorbrtant pgybaclwc‘swhg the OIG and Federal grantor oﬁ'tce ts wrong \We _should never [measure
the eﬁ'ecttveness of an audxt hy the amount of fundmg that is questtoned and reeovered, no more
than we should measure the effeettveness ofa pohceman by the number of cntattons wntten We
would hope that the incongruous stances taken by the Federal ofﬁces in recent years would
change back to a poltcy of workmg together to unprove operatlons and efﬁcxency |

e g

We strongly feel that due to the fatlure to adhere to Govemmenl Audztmg Standards and
the blases in the audit report, the report should not even be lssued It reﬂects
QT Regulatron mnsmterpretatmns
0.‘ retroactive application of pohcnes
. :short-comings in adherence to Government Audmng Standards,
blases

-

. inequitable. treatment of fmdmgs, and - .
o fieldwork errors. . _ ) e
These points all support the conclusion that the audit process was crzttcally flawed. and the audit
report should no_t be issued.. Insteadot_i-_evaluatmg the internal cop_trols, reytewrng alternative
documentation, interviewing independent .C?Ak, reviewing localCPA’s work papers and other

AT RTINS P LT LT [ <
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evidentiary matter the audit relied on a long-'distance mallorder approach of requesting ‘speciﬁc
forms for the c_lrent files selected throughout the State. - y N

wé reéret that the audit environment between the State and Federal govemment has
deteriorated to the current point. The State has been placed in a contentious position in recent
years due to almost continual Federal audits and exorbitant paybacks such as the current $ 48.2
million on a $ 6.2 million claim—almost eight times more than the IV-E reimbursement request!
This situation is even more untenable since the State during this time period contributed over $20
million in State funds above and beyond the federal funding and the associated State match. It is
evndent that these‘undu paybacks are pumtwe in- nature largely due to the State’s efforts to
maximize Pedéral funding and to attempts by ACF and the OIG to drsoourage any such effort.
However we hope that we can move out of the current énvirénmeént to a more produotrve use of
taxpayer s fundmg ‘l’he welfare of mrlhons of our crtrzens depends upon how well we perform
our responslbrlrtres, and how well the State and Federal governméht interact'in the fundmg and
provrsron of needed semees Ican assure you that the North Carolrna Department of Health and
Human Servrces is commrtted to workmg with all the Federal agencies to achxeve the best

services ava_llable for the people of North Carohna.

‘ﬂﬁe/M

--H. David. Bruton, M.D.
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