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Department of Human Services
Division of Family Development
Child Day Care Contract Administration

Scope We have completed an audit of the Department of
Human Services, Divisionof Family Devel opmentfor
the period July 1, 2001 to August 22, 2003. The
scope of this audit was limited to child day care
contract administration. The child care expenditures
during our audit period were approximately $664
million and are accounted for in the state’'s General
Fund.

Objectives The objectives of our audit were to determine
whether expendituretransactionswererelated to the
program, were reasonable, and were recorded
properly in the accounting systems.

This audit was conducted pursuant to the State
Auditor'sresponsibilities as set forth in Article VII,
Section 1, Paragraph 6 of the State Constitutionand
Title 52 of the New Jersey Statutes.

Methodol ogy Our audit was conducted in accordance with
Government Auditing Standards, issued by the
Comptroller General of the United States.

In preparationfor our testing, we studied legislation,
administrative code, circular letters promulgated by
the State Comptroller, and policies of the agency.
Provisions that we considered significant were
documentedand compliancewiththoserequirements
was verified by interview, observation, and through
our samples of expenditure transactions. We also
read the budget message, reviewed financia trends,
and interviewed agency personnel to obtain an
understanding of the program and the internal
controls.

A nonstatistical sampling approach was used. Our
samples of the expenditure transactions were
designedto provideconclusionsabout the validity of
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fransactions as w as internal control an
compliance attributes. Sample populations were
sorted and transactions were judgmentally selected
for testing.

Conclusions We found thatthe expendituretransactionsincluded
in our testing were related to the program, were
reasonable, and were recorded properly in the
accounting systems. In making this determination,
we noted certain internal control weaknesses and
matters of compliance with laws and regulations
meriting management’s attention.

Background The divisionadministersapproximately 460 childday
care contracts, which include Unified Child Care
Agencies (UCCA), Center Based Care (CBC)
providers,and Abbott school district providers. The
UCCAs are contract providers who serve recipient
clientswith counselingand referral services fortheir
child day care needs. The CBCs are direct contract
child care centers who provide day care services.
The division also contractswith day care providers
who are located in the Abbott school districts.
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inal expenditure
Freports were not
submitted in a timely
manner.

Contracts were not
closed out timely.

Final quarterly
payments were not

adjusted.

Recommendation

Unified Child Care Agency Contract
Monitoring

The division contracts with Unified Child Care
Agencies to administer the child care programs in
each of the21 counties. During our audit period, the
division expended $466 million for these contracts.
Our review of the division's closeout process for
these contracts disclosed the following:

* In accordance with the contract terms, final
UCCA expenditure reports are due 120 days
following the end of the contract period. The
finad reports for the contracts ending September
30, 2002 weredue January 31, 2003. Eighteen of
the 21 UCCAs had not submitted their final
expenditurereports as of the due date and as a
result, the closeout process was delayed.

* TheUnifiedChildCare ServiceDedlivery System-
Fiscal Manua states contract closeout should
occur as promptly as is feasible after the end of
the contract period. The 1998, 1999, 2000, and
2001 UCCA contractswere not closed out until
April 2003 and resultedinthedivisionrequesting
$11.8 million in net overpayments from 13
UCCAsinApril 2003. Thedivision had collected
$998,000 as of August 22, 2003.

* UCCAs receive equa quarterly advances. The
division does not adjust the final quarterly
payment based on actual expenditurefor thefirst
three quarters and projected fourth quarter
expenditures Such action could avoid
overpayments.

We recommend that the division enforce the fina
reporting date deadline to facilitate the closeout

process. We also recommend that the division
analyze expenditures before the final payment and
UCCAsthat have not spent a certain percentage of
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- ]
the Tunds advanced to them snou ave thelr Tin

payment adjusted.

Auditee’ s Response The Department concursthat the UnifiedChild Care
Agencies(UCCASs) are having difficulty in meeting
the reporting deadline for the final Report of
Expenditures (ROE). The Divison of Family
Development (DFD) issued an instruction to the
UCCAs on December 18, 2002 to remind the
agencies of the Department contract close out
proceduresfor the contracts that ended September
30, 2002. A similar letter wasissued on December 9,
2003 relative to the contractsthat ended September
30, 2003. The Division continues to stress to the
UCCA stheimportanceof thetimely submissionof al
expenditure reports, especialy the find ROE. We
anticipate that the UCCA’s will meet the reporting
timeframesfor final expenditurereportsfor the 2003
contract period.

For contractsthat ended September 30, 2002, find
clox out letters were issued by the Division of
Family Development subsequert to receipt of the
respectiveagency’s fina expenditurereport. As of
December 19, 2003 16 of the 21 UCCA'’s have
returned fundsowed. The delinquent UCCASs were
sent follow-up letters inOctober 2003 stating that if
fundswerenot returned, recoupmentwould occur by
deducting the amount owed from January 2004
contract advances.

Regarding the adjustment of fina advances the
UCCAs were formally advised in a June 2003
instruction that payments for the quarter beginning
Jduly 1, 2003 will be adjusted for each UCCA based
on acomparisonof fundsadvancedto date to actual
and projected expenditures. This reconciliation
processto reducetheamount of advancepaymentsto
the UCCA'’s has been fully implemented by the
Division of Family Development.
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he division should
develop and
enfor ce proceduresfor
emer gency payments.

Recommendation

Emer gency Payments

The division makes paymentsto Center Based Care
providersfor emergencyrepairsor purchases.During
our audit period, the division made 14 emergency
payments totaling $148,000 to 11 centers. The
divisionhasno formal written proceduresconcerning
the review, approval, and monitoring of these
payments. Our review of emergency payments
disclosed:

» The divison does not verify that dl emergency
funds requested were spent. As a result, three
centers were able to underspend $6,000 of their
requested funds without returning the unused
funds to the division.

» Thedivisondoes not verify the urgency of the
request. As a result, emergency expenditures
totaling $29,300 were incurred by five centers
fromthreeto ninemonthsfollowingthedivision’s
payment. We further noted two emergencies
totaling $4,300 were not completely addressed
nine months after the receipt of the division's
funds.

* Due to an oversight by the division, a provider
received $22,750 for an emergency, eventhough
therequestwasonly for $2,561. Theproviderdid
not returnthe$20,189 overpayment. Thedivision
was unaware of the overpayment until it was
disclosed by the audit and the division
subsequently recovered the overpayment.

We recommend that the division develop formal
written procedures for emergency payments that:

* Require providers submit invoices supporting
their emergency paymentsand return any unused
funds.
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«  Verify theneedfor the emergency payment with

Auditee’ s Response

he division should

develop procedures
for authorizing and
maintaining control
over waivers.

avigit to the provider’s facility.

* Requireafollow-up visit to verify thatthe work
was completed or the goods were received in a
timely manner following the receipt of the
emergency funds.

The Divisionhasimplementeda revisedinstructional
policy for Emergency Payments for Center Based
Care Childcare centers(CBC) effectiveduly 1, 2003.
The revised policy requiressubmissionof documents
by the CBCs as part of the application process,
includinglicensingreportsor citationsfromlocal fire
or constructionofficialsoutliningtheneedfor repairs.
Other resources, such asinsurance, must beexplored
first. If documentation from athird party isavailable
to verify the emergency (e.g., a copy of a citation
from the Fire Marshall), such field visitswill not be
necessary. All work must be completed within 60
days and receipts and unexpended funds must be
submitted to the Division. Site visits will be
performed by DFD staff to verify the work was
completed. In addition, the Division is closing out or
has closed out dl previously approved emergency
payments.

=T

Waiver of Over payments

At the conclusion of the annual contract period,
Center Based Care (CBC) providersare required to
submit their final level of servicereports. Thesefina
level of service reports serve as the basis for
determiningwhether the providersearned themonies
received during the contract period. The provider is
requiredto refundany unearned payment shouldtheir
level of service drop below 80 percent.
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The Tollowi ng table is based on a reconstruction of

the division’s records as of the close of our field

work.
Amount
Contract Tota Amount Unrecovered/
Y ear Overpayment Recovered Waived
1999 $ 1,288,000 $ 558,000 $ 730,000
2000 2,995,000 1,681,000 1,314,000
2001 2,994,000 1,119,000 1,875,000
Totals $ 752775000 $ 353585000 $ 359195000

Amountsowed can becompletelyor partialy waived
by the Contract AdministrationUnit. The authority
to approvewaiversrestswith oneindividual without
further review. The division does not have written
procedures authorizing the processing and/or
approval of waivers. In addition, the division does
not have adequate accounting records and reports
that would enable management to monitor the
waivers authorized and the reasons supporting the
waivers. Asaresult, we could not identify how much
of the $3.9 million has been waived.

Recommendation We recommend that the division:

» Develop written policies and procedures for
waiversthat includedocumentingand maintaining
the calculation and the justification for the
waiver.

* Add an additional level of approval for waivers.

* ldentifyandrecover dl current overpaymentsnot
waived.

Auditees Response The Department has not yet been informed how the
auditors determined the alleged
unrecovered/waivered amount of $3.9 million was
calculated. Assuming thisis an accurate amount, it
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- represents0.6% of the $668 millionin paymentsto
child care agencies during the stated audit period.
However, since the $3.9 million amount refers to
payments since 1999, it represents 0.3% of the
paymentsto child care agencies of $1.4 billion over
this period.

WhiletheDivisionisvery diligentconcerningholding
contracted agencies to a performance standard for
level of service, we also recognize the legitimacy of
statementsby providersconcerningsi tuationsbeyond
their control. This particularly important as their
fixed costsremain the same regardless of their level
of performance. It should also be mentioned that the
Abbott wraparound child care centers must rely on
the respectiveschool districtsfor sufficientreferrals
to fill their Abbott classrooms. This dependency
further emphasized the necessity for the centersto
have dependable sources for revenue in order for
them to meet their financial obligations.

The Division hastaken thefollowinginterna actions
0N agency waiver or overpayments:

A revised Child Care Closeout Policy was
promulgated by the Division. Included in the
policy is the interna procedure and criteria for
any considerationof waiving (reducing) the 80%

Level of Service (LOS) requirement.

The Director of the Division of Family
Development will make the final decision

regarding a request for waivers.

Contracts are closed out on a consistent and

timely schedule, with recoveries made for any
overpayments. Thisis accomplished through

submissionof checksfromprovidersor contract
payments reductions. Reportsare now routinely
prepared to Division management that identify
the providers, contract overpayment and current
recoupment amounts.

Summary reports are also provided to the
Department each month.
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ontractfilesshould
be maintained.

D isposal of
confidential
information should be
discontinued.

Recommendation

23
Contract File Maintenance

Contract filesshould be maintained for management
to haveinformationthat isreadily availableto beused
in their decision making process. A file should be
maintained for each provider and contract year.

At a minimum, the file should contain the origind
signed contract, quarterly level of service reports,
waiver documentation and other correspondence
betweenthe divisionand the provider. These items
are necessary to document and measure the
providers performance. Wetested 185 provider files
for contract year 2001 and found 115 to be lacking
level of service documentation.

The Contract Administration Unit disposed of
origina contracts for the Center Based Care
providersand ten provider contract filescould not be

foundforaudit review. In addition, recently received
attendancereportsand level of servicereportswere

found by the auditors in arecycling bin for disposal

onJune 16, 2003. These attendance reportsincluded
confidential information, such as the parent’s and

child’ snameandtheir social security numbers, which

could be subject to unauthorized use.

N.J.S.A. 47:3-17 states that no personshall destroy,
sell or otherwise dispose of any public records
without first havingadvisedand obtainedthe consent
of the Division of Records Management in the
Department of State. The Divison of Family
Development’ sContract AdministrationUnit did not
establisharetention schedulenor advisethe Division
of RecordsManagement of their intent to disposeof
public records.

We recommend that the division’s Contract
AdministrationUnit maintainacompletecontractfile
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for each prowaer and each contract year. Public

Auditees Response

I ncompatible duties
should be

segregated.

Recommendation

Auditees Response

records should be disposd of in accordance with
N.JSA. 47.3-17.

All contract material isnow kept inasinglefile, with

reportinformationmaintainedinthe CATS (Contract

Administration Tracking System). All obsolete or
duplicatereportsare disposedof intherecyclingbins

where material are routinely shredded by a State
contracted vendor.  All officials records are
maintained on a records retention schedule.

oy
Segregation of Duties

The purpose of a system of internal control is to
provide adequate checks and balances that ensure
financia transactions are properly authorized and

recorded, and to provide a means to safeguard the

assets of the entity. In order for such a system to be
effective,morethan one personshouldbeinvolvedin

carrying out various duties related to a specific
operation. The failure to utilize more than one
person increases the risk of unauthorized
transactions, improper recordkeeping and the

misappropriation of resources.

Our review of the child day care contracts noted a
lack of segregationof dutiesbetweentherequest for
recovery of contract overpaymentsand therecei pt of
theserecoveries. We found that the sameindividual
responsi bl ef or requestingthereturn of overpayments
is also receivingthe checksbeforethey are recorded
in the mail log.

We recommend that the division strengthen its
internal controls by segregating the duties of
individuals requesting and receiving checks.
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1
[nstructionissuedby theDivisionon October 1, 2003
requirescloseout lettersto providersto indicatethat
overpayment checksare to be mailed directly to the

Divison's Accounting Unit and not the unit
requesting payment.
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