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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as
amended, is to protect the integrity of the Department of Health and Human Services (HHS)
programs, as well as the health and welfare of beneficiaries served by those programs. This
statutory mission is carried out through a nationwide network of audits, investigations, and
inspections conducted by the following operating components:

Office of Audit Services
The Office of Audit Services (OAS) provides auditing services for HHS, either by conducting
audits with its own audit resources or by overseeing audit work done by others. Audits examine
the performance of HHS programs and/or its grantees and contractors in carrying out their
respective responsibilities and are intended to provide independent assessments of HHS
programs and operations. These assessments help reduce waste, abuse, and mismanagement and
promote economy and efficiency throughout HHS.

Office of Evaluation and Inspections
The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS,
Congress, and the public with timely, useful, and reliable information on significant issues.
These evaluations focus on preventing fraud, waste, or abuse and promoting economy,
efficiency, and effectiveness of departmental programs. To promote impact, OEI reports also
present practical recommendations for improving program operations.

Office of Investigations
The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of
fraud and misconduct related to HHS programs, operations, and beneficiaries. With
investigators working in all 50 States and the District of Columbia, OI utilizes its resources by
actively coordinating with the Department of Justice and other Federal, State, and local law
enforcement authorities. The investigative efforts of OI often lead to criminal convictions,
administrative sanctions, and/or civil monetary penalties.

Office of Counsel to the Inspector General
The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG,
rendering advice and opinions on HHS programs and operations and providing all legal support
for OIG’s internal operations. OCIG represents OIG in all civil and administrative fraud and
abuse cases involving HHS programs, including False Claims Act, program exclusion, and civil
monetary penalty cases. In connection with these cases, OCIG also negotiates and monitors
corporate integrity agreements. OCIG renders advisory opinions, issues compliance program
guidance, publishes fraud alerts, and provides other guidance to the health care industry
concerning the anti-kickback statute and other OIG enforcement authorities.

Notices
THIS REPORT IS AVAILABLE TO THE PUBLIC
at http://oig.hhs.gov
Pursuant to the principles of the Freedom of Information Act, 5 U.S.C.
' 552, as amended by Public Law 104-231, Office of Inspector General
reports generally are made available to the public to the extent the
information is not subject to exemptions in the Act (45 CFR part 5).

OFFICE OF AUDIT SERVICES FINDINGS AND OPINIONS
The designation of financial or management practices as questionable, a
recommendation for the disallowance of costs incurred or claimed, and
any other conclusions and recommendations in this report represent the
findings and opinions of OAS. Authorized officials of the HHS operating
divisions will make final determination on these matters.

EXECUTIVE SUMMARY
BACKGROUND
Title IV-E of the Social Security Act, as amended, authorizes Federal funds for States to provide
foster care and adoption assistance for children under an approved State plan. At the Federal
level, the Administration for Children and Families (ACF) administers the Title IV-E program.
In New Jersey, the Department of Children and Families (the State agency) administers the
program.
Federal funds are available to States for specified Title IV-E administrative and training costs.
Pursuant to Federal regulations (45 CFR part 95, subpart E), States must allocate such costs to
the Title IV-E program in accordance with a cost allocation plan approved by the Department of
Health and Human Services, Division of Cost Allocation. The State agency’s approved cost
allocation plan identifies the cost centers that support its Title IV-E expenditures. The State
agency uses a random moment study (RMS) ratio and Title IV-E ratio (IV-E ratio) to allocate
administrative and training costs to the Title IV-E program. The RMS is based on employee
activity and the IV-E ratio is based on the number of Title IV-E-eligible foster care clients.
OBJECTIVE
Our objective was to determine whether the Title IV-E administrative and training costs claimed
for calendar year (CY) 2005 were properly allocated through the RMS and IV-E ratios in
accordance with Federal requirements and the State’s public assistance costs allocation plan.
SUMMARY OF FINDINGS
Of the $52,634,881 ($27,951,326 Federal share) that the State agency allocated through the RMS
and IV-E ratios and claimed as Title IV-E administrative and training costs for CY 2005,
$52,384,067 ($27,818,735 Federal share) was allocated in compliance with Federal
requirements. The State agency improperly allocated the remaining $250,814 ($132,591 Federal
share) to the Title IV-E program because it used inflated IV-E ratios.
RECOMMENDATION
We recommend that the State agency refund $132,591 to the Federal Government.
STATE AGENCY COMMENTS AND OFFICE OF INSPECTOR GENERAL
RESPONSE
In its comments on our draft report, the State agency concurred with our recommendation to
refund $132,591 to the Federal Government. The State agency also indicated that, contrary to
what State officials informed us during our review, the State agency maintained RMS data to
support its quarterly ratios used to allocate administrative and training costs to the Title IV-E
program. We subsequently reviewed the RMS data and found it to be complete and accurate.

i

Based on our evaluation of the additional information, we revised our report accordingly. The
State agency’s comments appear in their entirety as the appendix.
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INTRODUCTION
BACKGROUND
Title IV-E Program
Title IV-E of the Social Security Act (the Act), as amended, authorizes Federal funds for States
to provide foster care and adoption assistance for children under an approved State plan. At the
Federal level, the Administration for Children and Families (ACF) administers the Title IV-E
program. In New Jersey, the Department of Children and Families (the State agency)
administers the program.
Federal funds are available to States for the following Title IV-E administrative and training
costs:
•

Administrative costs include staff activities such as case management and supervision of
children placed in foster care or considered to be Title IV-E candidates, preparation for
and participation in court hearings, placements of children, recruitment of foster parents,
and licensing of foster homes and institutions. The Federal funding rate for
administrative costs allocable to the Title IV-E program is 50 percent.

•

Training costs include the training of personnel employed or preparing for employment
by the State or local agency administering the Title IV-E State plan and the training of
current or prospective foster care or adoptive parents, as well as personnel of childcare
institutions. Certain State training costs qualify for an enhanced 75-percent Federal
funding rate.

Pursuant to Federal regulations (45 CFR part 95, subpart E), States must allocate costs to the
Title IV-E program in accordance with a public assistance cost allocation plan approved by the
Department of Health and Human Services, Division of Cost Allocation (DCA), after ACF
reviews and comments on the fairness of the cost allocation methodologies. Cost allocation
plans must conform to the accounting principles and standards in Office of Management and
Budget (OMB) Circular A-87, “Cost Principles for State, Local, and Indian Tribal
Governments.” The circular requires that costs be allocated to programs based on the relative
benefits received and be adequately documented. ACF’s “Child Welfare Policy Manual” (the
ACF Policy Manual) states that training costs must be allocated to benefiting programs and
describes allowable administrative costs.
New Jersey’s Cost Allocation Plan
The cost centers supporting the State agency’s Title IV-E expenditures are identified in its cost
allocation plan, which DCA approved July 1, 2003. On a quarterly basis, the State agency uses a
random moment study (RMS) and Title IV-E ratio (IV-E ratio) to allocate administrative and
training costs to the Title IV-E program. The RMS ratio is based on employee activity and the
IV-E ratio is based on the number of Title IV-E-eligible foster care clients.
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OBJECTIVE, SCOPE, AND METHODOLOGY
Objective
Our objective was to determine whether the Title IV-E administrative and training costs claimed
for calendar year (CY) 2005 were properly allocated through the RMS and IV-E ratios in
accordance with Federal requirements and the State’s public assistance costs allocation plan.
Scope
We reviewed the $52,634,881 in Title IV-E administrative and training costs that the State
agency allocated through the RMS and IV-E ratios and claimed for CY 2005.
We limited our review of internal controls to obtaining an understanding of the State agency’s
process for claiming Title IV-E administrative and training costs and the procedures used to
collect, summarize, and allocate costs to the program.
We performed our fieldwork at the State agency in Trenton, New Jersey, from August 2006
through December 2007.
Methodology
To accomplish our objective, we:
•

reviewed Federal laws, the ACF Policy Manual, and the State’s cost allocation plan;

•

discussed the cost allocation plan with State agency officials;

•

reconciled $52,634,881 in expenditures allocated to the Title IV-E program through
the RMS and IV-E ratio to Forms ACF-IV-E-1 submitted for CY 2005;

•

reviewed the Title IV-E claims and supporting cost allocation schedules;

•

reviewed the RMS and IV-E ratios used to allocate and claim Title IV-E
administrative and training costs;

•

requested documentation for the quarterly RMSs used to allocate administrative and
training costs;

•

identified the data base of 13,309 Title IV-E clients that the State agency included in
the numerator for its calculation of the quarterly IV-E ratios;

•

reviewed the data base to determine whether the clients were appropriately included
in the quarterly IV-E ratios; and
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•

determined whether training costs were claimed at the appropriate federal financial
participation rate of 50 or 75 percent.

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objective.
FINDINGS AND RECOMMENDATIONS
Of the $52,634,881 ($27,951,326 Federal share) that the State agency allocated through the RMS
and IV-E ratios and claimed as Title IV-E administrative and training costs for CY 2005,
$52,384,067 ($27,818,735 Federal share) was allocated in compliance with Federal
requirements. The State agency improperly allocated the remaining $250,814 ($132,591 Federal
share) to the Title IV-E program because it used inflated IV-E ratios.
INACCURATE TITLE IV-E CASE COUNTS
State and local governments allocate administrative costs to the Title IV-E program in
accordance with a cost allocation plan that must be approved by DCA. Federal regulations
(45 CFR § 95.507(a)) state that the cost allocation plan must “(1) Describe the procedures used
to identify, measure and allocate all costs to each of the programs operated by the State agency”
and “(2) Conform to the accounting principles and standards prescribed in Office of
Management and Budget Circular A-87 . . . .” Pursuant to 45 CFR § 95.517, any costs to the title
IV-E program must be claimed “only in accordance with [the State’s] approved cost allocation
plan. Any costs claimed based on a methodology not approved in the State’s cost allocation plan
are improper and will be disallowed under 45 CFR § 95.519.
In accordance with its approved public assistance cost allocation plan, the State agency allocated
administrative and training costs to the title IV-E program using RMS and IV-E ratios.
However, the IV-E ratio, a quarterly ratio of total Title IV-E-eligible foster care clients
(numerator) to total foster care clients (denominator), improperly included in the numerator 362
clients who were not Title IV-E eligible during CY 2005, thereby inflating the ratios. These
clients were Title IV-E eligible in a prior period, but did not have any claims or had prior period
claims adjusted during our audit period. The State’s Service Information System, which
produced quarterly IV-E ratios, should have excluded these clients from the count. As a result,
the State agency improperly claimed $250,814 ($132,591 Federal share) in reimbursement. 1
The overpayment occurred because of a system error. The State agency did not have proper
edits in place to distinguish between current claims and prior claim adjustments when calculating
the quarterly ratios. We brought the error to the attention of State agency officials, who agreed
that the 362 clients should not have been included in the quarterly ratios. State officials also

1

We adjusted the numerator by 362 clients and determined the impact of the adjustment on Title IV-E administrative
and training costs by recalculating the costs through the CY 2005 cost allocation plan.
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indicated that, as of July 2007, the State implemented an information system that accounts for
the accuracy of the client counts. We did not test the system as part of our audit.
RECOMMENDATION
We recommend that the State agency refund $132,591 to the Federal Government.
STATE AGENCY COMMENTS AND OFFICE OF INSPECTOR GENERAL
RESPONSE
In its comments on our draft report, the State agency concurred with our recommendation to
refund $132,591 to the Federal Government. The State agency also indicated that, contrary to
what State officials informed us during our review, the State agency maintained RMS data to
support its quarterly ratios used to allocate administrative and training costs to the Title IV-E
program. We subsequently reviewed the RMS data and found it to be complete and accurate.
Based on our evaluation of the additional information, we revised our report accordingly. The
State agency’s comments appear in their entirety as the appendix.
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