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Overall Conclusion  

The six residential child care providers (24-hour providers) audited appropriately 
spent federal and state funds to pay direct costs incurred for providing 24-hour 
residential child care services. These payments are intended to ensure the delivery 
of goods and services—such as direct care, 
therapy, food, shelter, and clothing—that 
promote the mental and physical well-being of 
children placed in the providers’ care. 
Providers deliver these services through 
contracts with the Department of Family and 
Protective Services (Department).  

The providers also spent federal and state 
funds to pay for administrative costs.  
Auditors determined that administrative costs 
were reasonable and appropriate at five 
providers: 

 Circles of Care (see Chapter 2). 

 The Children’s Shelter (see Chapter 3). 

 Canyon Lakes Residential Treatment Center 
(see Chapter 4).  

 Lifeline Fellowship Family Church (doing 
business as Lifeline Children and Family 
Services, see Chapter 5).  

 DePelchin Children’s Center’s Isabel Elkins Residential Treatment Center (see 
Chapter 6). 

Because of serious financial weaknesses at the sixth provider audited—Youth in 
View—auditors were unable to verify that this provider’s administrative costs were 
reasonable and appropriate (see Chapter 1).  Youth in View did not always (1) 
maintain supporting documentation for its expenditures, (2) accurately record 
financial transactions in its accounting system, and (3) ensure segregation of duties 
within its financial processes.

Background Information 

During fiscal year 2006, the Department of 
Family and Protective Services (Department) 
contracted with approximately 250 providers 
to provide residential child care on a 24-hour 
basis.   

The Department paid all providers 
approximately $371,210,000 for providing 
services to the 33,453 children in foster care 
during fiscal year 2006. See Appendix 2 for 
descriptions of the types of residential child 
care providers. 

Approximately 62 percent of the funding for 
these services comes from the federal 
government and approximately 38 percent 
comes from the State.  

Texas Government Code, Section 2155.1442 
(b), requires the Health and Human Services 
Commission to contract with the State 
Auditor’s Office to perform on-site financial 
audits of selected residential child care 
providers that provide foster care services to 
the Department. 
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Table 1 summarizes the significant issues identified at each provider audited. 
Auditors also identified less significant issues that were communicated separately 
to each provider.   

Table 1 

Summary of Significant Issues Identified at Six Providers Audited 

Providers 

Youth in 
View 

Circles of 
Care 

The 
Children’s 

Shelter 

Canyon 
Lakes 

Residential 
Treatment 

Center 

Lifeline 
Children 

and Family 
Services 

DePelchin 
Children’s 
Center’s 

Isabel Elkins 
Residential 
Treatment 

Center 

(Dallas, 
Texas) 

(Corpus 
Christi, 
Texas) 

(San 
Antonio, 
Texas) 

(Lubbock, 
Texas) 

(Corsicana, 
Texas) 

(Houston, 
Texas) 

Issues Identified at Providers See Chapter 1 See Chapter 2 See Chapter 3 See Chapter 4 See Chapter 5 See Chapter 6 

Provider did not always comply with training or 
education requirements for staff, foster 
parents, or subcontractors. 

      

Provider did not always comply with background 
check requirements on staff, foster parents, or 
subcontractors. 

      

Provider did not always pay foster care parents 
according to the same number of days of 
service or service level as it was paid by the 
Department. 

   
Not 

applicable 
a
 

 
Not 

applicable 
a
  

Provider did not always maintain documentation 
of its subcontracts.       

Provider did not always identify related party 
transactions on the cost report it submitted to 
the Health and Human Services Commission. 

      

Provider did not always maintain adequate 
documentation related to financial 
transactions. 

      

Provider had weaknesses in the security over its 
automated systems, applications, and data.       

Note:  indicates the issue was identified at this provider. 
a
 This provider is a residential treatment center; therefore, it provides residential care directly to children on site and does not contract with foster 

parents. 

 

Under their unit rate contracts with the Department, providers are paid an amount 
per child per day for delivering services. The Department does not control how 
providers spend the payments, so long as the providers (1) spend these funds 
legally and (2) account for their expenditures accurately in cost reports they 
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submit to the Health and Human Services Commission for rate setting purposes. 
Expenditures reported as unallowable costs are not included in the cost data used 
to set unit rates. During calendar year 2006, the Department paid the six providers 
audited approximately $21 million to provide services to 1,823 children. 

Summary of Providers’ Responses 

With one exception, the providers were in general agreement with the 
recommendations that were addressed to them, and their responses are presented 
in Appendices 5 through 10 beginning on page 54.   

However, Youth in View did not fully agree with findings regarding (1) serious 
weaknesses in its financial processes, (2) the lack of documentation for background 
checks, (3) inaccuracies in its payments to foster parents, and (4) the lack of 
documentation for foster parent training.  For at least two months, the audit team 
requested documentation from Youth in View regarding these findings.  Along with 
its responses to this report, Youth in View submitted additional documentation 
that had not been made available to auditors during the audit. According to its 
responses, Youth in View has made progress in correcting some of those findings.  
Youth in View's responses outline its concerns, and its responses are presented in 
Appendix 5 of this report. 

Summary of the Department’s Response 

The Department’s response indicates that it will take certain actions to address 
the issues in this report regarding criminal background checks and training, cost 
reporting, and information technology.  The Department also asserts that it has 
placed Youth in View on a “Provider Plan of Action,” which subjects this provider 
to additional requirements, and that it will continue to closely monitor Youth in 
View.  The Department’s full response is presented in Appendix 11 on page 89. 

Summary of Information Technology Review 

All providers audited should correct weaknesses in their information system 
environments to improve the security over automated systems, applications, and 
data. The weaknesses identified increase the risk of inadvertent or deliberate 
alteration or deletion of data, which could affect the providers’ ability to ensure 
the integrity of their data. To minimize the risks associated with public disclosure, 
auditors communicated details regarding these issues directly to the providers.  
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Summary of Objective, Scope, and Methodology 

The audit objective was to verify that providers are spending federal and state 
funds for contractually required services that promote the well-being of the 
children placed in their care.  

The audit scope included assessing the appropriateness, reasonableness, and 
necessity of expenditures that providers made between September 2005 and 
December 2006. In addition, the scope included verifying whether providers 
ensured that their professionally licensed staff and direct care staff met the 
Department’s requirements for qualifications and training. 

The audit methodology included judgmentally selecting six providers based on (1) 
risk factors the Department uses in its annual statewide monitoring plan and (2) 
the providers’ contract status as reported by the Department. Additionally, the 
audit methodology included collecting information and documentation; performing 
selected tests and other procedures; analyzing and evaluating the results of tests; 
and interviewing management and staff at the Department and providers.  
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Youth In View 

Background Information 

Fiscal Year 2006 

Location Dallas 

Contract services 
audited 

Child placing 
agency 

Number of 
children served 

152 

Average length of 
a child’s stay  

415 days 

Total payments 
received from the 
Department 

$1,508,109 

Total revenue $1,513,109 

Federal tax filing 
status 

Non-profit 

Ending cash 
balance on 
December 31, 
2006 

$16,146 

Approximate 
number of 
program staff 

22 

Program staff 
turnover rate  

1.4% 

Source:  The Department of Family and 
Protective Services, the provider, and 
analyses conducted by the State 
Auditor’s Office.

  

 

Detailed Results 

Chapter 1 

Audit of Youth in View  

From the payments Youth in View (provider) received from 
the Department of Family and Protective Services 
(Department), it appropriately paid the foster care families 
with whom it placed children; however, auditors could not 
ensure that all administrative costs the provider incurred for 
operating a child placing agency were reasonable and 
appropriate. Payments to foster care families are intended to 
ensure the delivery of goods and services—such as direct 
care, therapy, food, shelter, and clothing—that promote the 
mental and physical well-being of children placed in the care 
of the provider. Administrative costs include salaries, travel, 
and other expenses related to the day-to-day operations of the 
provider. 

The Department has placed this provider’s contract on 
“provisional” status several times since 2004. A provisional 
contract is a short-term contract the Department enters into 
when it identifies significant non-compliance or performance 
concerns at a provider. The Department awarded the provider 
a three-month provisional contract for fiscal year 2007, and it 
has extended the provisional contract three times during 
fiscal year 2007.    

Auditors identified the following:  

 Weaknesses in financial processes. (See Chapters 1-A and 
1-B.) Auditors were unable to determine whether the 
provider’s payments related to administrative expenses 

for operating the child placing agency from September 2005 through 
December 2006 were always appropriate, reasonable, and necessary. 
The provider did not always (1) maintain supporting documentation of 
its payments, (2) accurately record financial transactions in its 
accounting system, and (3) ensure segregation of duties within its 
financial processes.  

 Non-compliance with background check requirements. (See Chapter 1-C.) The 
provider did not consistently ensure that its foster parents, subcontracted 
therapists, and staff received background checks. 
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 Non-compliance with foster care reimbursement payment requirements. (See 
Chapter 1-D.) The provider did not consistently pay its foster parents 
based on the same level of care for which it was paid by the Department.  

 Noncompliance with documentation requirements for foster parents, 
subcontracted services, and staff. (See Chapter 1-E.) The provider did not 
consistently maintain documentation of required training for its foster 
parents and staff, and it did not consistently document its subcontracts 
with foster parents and therapists. 

 Non-compliance with cost report requirements. (See Chapter 1-F.) The 
provider did not report related party transactions in its 2006 cost report 
as required.  

 Weaknesses in access to and the security environment surrounding automated 
systems, applications, and data. (See Chapter 1-G.) The provider should 
make improvements to address weaknesses in the security over its 
automated systems, applications, and data. The weaknesses auditors 
identified increase the risk of inadvertent or deliberate alteration or 
deletion of data. 

Please see Appendix 5 beginning on page 54 for the provider’s responses to 
all of the issues discussed in this chapter. 

Chapter1-A  

The Provider Should Strengthen Financial Processes  

The provider did not have financial processes that 
ensure the costs it pays are appropriate, reasonable, and 
necessary. It is important that providers have sound 
financial processes so that the cost reports they submit 
to the Health and Human Services Commission 
(Commission) are accurate. The Commission uses the 
financial information reported on the cost reports to 
determine future rates the Department will pay to 
providers for the delivery of care to children.   

The provider should adequately segregate the 
responsibilities for processing and authorizing payments. 

The provider’s chief executive officer can create, 
approve, and sign checks. Auditors identified $7,000 in 
checks that were both paid to and signed by the chief 
executive officer. One of these checks for $1,500 was 
not recorded in the provider’s accounting system. An 
additional $1,564 check was made payable to the 
provider’s chief executive officer and was signed by the 
chief operating officer, who is the spouse of the chief 

Texas Administrative Code Requirements for 
Supporting Documentation 

“Providers must ensure that all records pertinent to 
services rendered under their contracts with [the 
Department] are accurate and sufficiently detailed to 
support the financial and statistical information 
contained in their cost reports.” 

“The contractor must keep financial and supporting 
documents, statistical records, and any other records 
pertinent to the services for which a claim or cost report 
was submitted to the department or its agent.” 

Source: Title 1, Texas Administrative Code, Section 
355.7101(15), and Title 40, Texas Administrative Code, 
Section 732.262 (b).  

 

Cost Report Requirements for Supporting 
Documentation 

“Contracted providers must maintain records that are 
accurate and sufficiently detailed to substantiate the 
legal, financial, and statistical information reported on 
the Cost Report. These records include, but are not 
limited to, all accounting ledgers, journals, invoices, 
purchase orders, vouchers, canceled checks, timecards, 
payrolls.” 

Source: Specific Instructions for the Completion of the 
2006 Texas 24-Hour Residential Child Care Cost Report. 
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executive officer.  

The provider did not maintain supporting documentation for any of these 
payments to ensure that they were appropriate, reasonable, and necessary. The 
payments that were recorded in the accounting system were classified as one 
type of expense, but they had check descriptions for a different type of 
expense.   

In addition, the chief executive officer and administrative staff responsible for 
processing payments share the same user ID and password for the accounting 
system. Not using separate passwords prevents identification of who makes 
changes in the accounting system and, therefore, decreases accountability. 

The provider should periodically reconcile information in its accounting system 
with supporting documentation.  

The provider did not periodically reconcile information in its accounting 
system with (1) its payment statements to foster parents and (2) its monthly 
bank statements. Auditors attempted to perform these reconciliations and 
identified several significant discrepancies. Specifically: 

 Three of 30 (10 percent) payment statements to foster parents tested did 
not reconcile with the provider’s accounting system. There was a 
difference of approximately $990 between the amounts recorded in the 
accounting system and the payment statements to foster parents.   

 There was an unexplained net difference of $12,921 between the 
provider’s operating cash account balance and its bank statements for 
calendar year 2006. The provider did not resolve this difference because 
it did not reconcile its accounting system with its bank statements. 
Certain checks and deposits were recorded in the accounting system but 
were not reflected on the provider’s bank statements (some of these 
items could have been outstanding checks or deposits at year end). In 
addition, certain checks, deposits, and electronic payments were 
reflected on the bank statements but were not recorded in the provider’s 
accounting system. For example: 

 Cleared checks totaling $56,147 were reported on the bank statements 
but were not recorded in the accounting system. 

 Deposits totaling $30,660 were reported on the bank statements but 
were not recorded in the accounting system. 

 Electronic payments totaling $26,336 were reported on the bank 
statements but were not recorded in the accounting system.  

 Seven payments totaling $4,599 were recorded in the accounting 
system between one and two months after the checks had cleared the 
bank.  
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 Auditors identified instances in which check numbers were duplicated. 
Specifically: 

 In two instances, duplicate check numbers were recorded three times 
each in the accounting system. The six checks, totaling $13,316, all 
had different amounts recorded in the accounting system. Only four of 
these six checks appeared on the provider’s bank statements with a 
total of $7,922. 

 Two checks totaling $499.59 were recorded in the accounting system. 
Those two checks each appeared twice on the provider’s bank 
statements with a total of $3,769.20.  

The provider did not consistently maintain adequate supporting documentation 
for its payments.  

Auditors tested samples of payments for management and staff salaries, foster 
group home expenses, travel mileage reimbursements, and foster care 
payments. The provider lacked adequate supporting documentation for several 
of those payments. Specifically: 

 The provider lacked supporting documentation for 21 of 47 (45 percent) 
salary payments tested. These 21 payments totaled $111,010. Eleven 
payments were missing copies of the cancelled checks, six payments 
were missing documentation of the authorized rate of pay, and four 
payments for hourly employees were missing timesheets.   

 The provider lacked supporting documentation for 71 of 73 (97 percent) 
group home expenses tested for the period from September 2005 
through December 2006. These 71 payments totaled $44,375.    

 The provider lacked complete supporting documentation for all 31 travel 
mileage reimbursement transactions tested. These 31 payments totaled 
$4,096. These transactions were either missing or had incomplete 
receipts, travel logs, or mileage sheets. 

 The provider lacked copies of the cancelled checks for 2 of 30 (7 
percent) foster care payments tested. The two checks totaled $328. 

Auditors identified other issues related to the provider’s financial processes.  

The provider’s accounting policies and procedures are internally inconsistent 
because they state that the provider uses both the accrual and cash basis 
methods of accounting. 

Auditors also identified an $800 payment that was made to an administrative 
staff member for services that were not provided by that individual. The 
provider also did not have supporting documentation for that payment. The 
transaction information suggests the payment was for respite care services. 
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However, auditors determined that the payment was actually for respite care 
services provided by a subcontractor. The payment was paid to an 
administrative staff person who, according to the provider, then deposited the 
check and gave the proceeds to the subcontractor.  

Recommendations  

The provider should: 
 
 Develop and implement policies and procedures to ensure that financial 

duties are properly segregated among and between different employees 
who perform those duties. 

 Develop policies and procedures to ensure it (1) correctly records all 
transactions in its accounting system and (2) performs monthly 
reconciliations of its accounting system with both payment statements to 
foster parents and bank statements. The policies and procedures should 
require that discrepancies identified through reconciliations are resolved 
in a timely manner. 

 Maintain financial records in accordance with state requirements. 

 Review policies and procedures to ensure internal consistency. 

 Make payments directly to the person providing services. 

 

Chapter 1-B  

The Provider Should Ensure It Properly Records Receipts in Its 
Accounting System 

Auditors performed a reconciliation of (1) the payments the provider received 
from the Department in 2006 as recorded in the provider’s accounting system 
with (2) the Department’s records of payments to the provider. A total of 45 
of 255 (18 percent) payments in the Department’s records that auditors tested 
did not reconcile to the provider’s accounting system. Specifically: 

 19 payments in the Department’s records totaling $16,960 were not 
recorded in the provider’s accounting system.  

 15 payments in the Department’s records totaling $8,921 were recorded 
in the provider’s accounting system but were based on a different 
number of days of service than the Department had recorded.  

 11 payments in the Department’s records totaling $19,917 were recorded 
in the provider’s accounting system but were based on a different level 
of care rate than the Department had recorded. 



 Youth in View 

A Report on On-site Audits of Residential Child Care Providers 
SAO Report No. 07-044 

August 2007 
Page 6 

 

Recommendation  

The provider should develop and implement a process to ensure that it 
completes monthly reconciliations of its accounting system with the 
Department’s records of payments to the provider. 

 

Chapter 1-C  

The Provider Should Consistently Conduct and Maintain 
Background Checks for Staff, Subcontractors, and Foster Parents 

The provider did not consistently conduct and maintain documentation of 
background checks as required by the Department. See Appendix 4 for 
information regarding criminal convictions and other findings that may 
prohibit an individual from being present at a residential care provider. 
Specifically: 

 For 24 of 71 (34 percent) foster families tested, the provider’s 
records did not include a criminal background check.   

 Forty-seven of the 71 (66 percent) foster families tested had 
been a foster parent or other household member for more than 
two years. For 25 of those 47 (53 percent) foster parents and 
other household members, more than 24 months had passed 
between the provider’s most recent criminal background check 
and its previous background check.  

 For 17 of 26 (65 percent) subcontracted therapists tested, the 
provider’s records did not include a current criminal 
background check.  

 For 19 subcontracted therapists tested who were required to 
have a prior criminal background check, more than 24 months 

had passed between the provider’s most recent criminal background 
check and its previous background check.  

 For 8 of the 22 (36 percent) staff tested, the provider’s records did not 
include a criminal background check. 

In addition, the provider does not ensure that background checks are 
performed on subcontracted therapists that are hired through other 
organizations. 

Not conducting required background checks every 24 months as required 
places children at risk of being placed in the care or having contact with 
inappropriate individuals. Auditors performed criminal background checks for 
the individuals discussed above and determined that there were no reported 
offenses that would violate the Department’s minimum standards. 

Background Check 
Requirements 

Providers must request 
background checks on foster 
care parents, staff, and other 
individuals that have contact 
with children. These requests 
must be resubmitted every 24 
months from the time they first 
receive a background check.  

Source: Title 40, Texas 
Administrative Code, Sections 
745.615 and 745.625. See 
Appendix 3 for additional 
information regarding Texas 
Administrative Code citations in 
this report. 

   



 Youth in View 

A Report on On-site Audits of Residential Child Care Providers 
SAO Report No. 07-044 

August 2007 
Page 7 

 

Recommendations  

The provider should:  

 Ensure that it conducts and routinely maintains background checks on its 
foster parents, subcontracted therapists, and staff in accordance with the 
Department’s requirements. 

 Develop and document policies and procedures to ensure subcontracted 
therapists hired through other organizations have received a background 
check. 

 

Chapter 1-D  

The Provider Should Ensure That It Pays Foster Parents for the 
Same Service Levels for Which It Is Paid by the Department 

Two of the 30 (7 percent) foster care maintenance payments tested were 
inaccurate. (Foster care maintenance payments are the payments the provider 
makes to the foster parents with whom it places children.) The two errors were 
as follows: 

 One payment the provider made to foster parents was inaccurate because 
the provider calculated the payment amount based on the wrong level of 
care. The provider paid the foster parents $638 based on the “basic” 
level of care, but the Department had paid the provider $1,115 based on 
the “moderate” level of care rate.   

 The provider classified another payment as a foster care maintenance 
payment; however, the payment was actually for respite care services. 
Respite child-care services are a planned alternative 24-hour care that 
has the purpose of providing relief to the child’s primary caregiver. The 
provider erroneously paid $108 to both the child’s foster parents and the 
respite caregivers for the same three days of care.  

Recommendations  

The provider should:  

 Ensure it pays foster care parents according to the same level of care for 
which it is paid by the Department. 

 Ensure that, when it pays for respite care services, it does not pay the 
foster parents for the same days for which respite care services were 
provided to a child. 
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Chapter 1-E  

The Provider Should Ensure It Maintains Required Documentation 
on Foster Parents, Subcontracted Therapists, and Staff 

The provider lacked required training documentation for its foster parents, 
subcontracted therapists, and staff. In addition, the provider did not 

consistently document its subcontracts with foster 
parents and therapists. 

The provider should ensure its foster parents and staff 
received required pre-service training.  

The provider did not consistently ensure that it 
maintained documentation indicating that all new foster 
parents and staff received required pre-service training. 
Specifically: 

 For 28 of 44 (64 percent) foster parents tested, the 
provider’s records did not contain documentation 
of verification of the completion of pre-service 
training. 

 For 24 of 44 (55 percent) foster parents tested, the 
provider’s records did not contain documentation 
of verification of the completion of required 
orientation.  

 For 21 of 44 (48 percent) foster parents tested, the provider’s records did 
not contain documentation of verification of the completion of first aid 
training. 

 For 13 of 44 (30 percent) foster parents tested, the provider’s records did 
not contain documentation of verification of the completion of 
cardiopulmonary resuscitation (CPR) training.  

 For 13 of 22 (60 percent) staff files tested, the provider’s records did not 
contain documentation of verification of the completion of required 
employee orientation. 

 For 2 of 22 (9 percent) staff files auditors attempted to test, the provider 
could not provide complete staff files.  

The provider should ensure it consistently maintains subcontracts with foster 
parents and therapists. 

A review of the provider’s records for 26 subcontracted therapists and 33 
foster parents indicated that the provider did not consistently ensure that it had 
maintained documentation of its subcontracts. Specifically: 

Child Placing Agency Pre-service Training 

The Department requires that all child placing staff, 
foster parents, and direct care staff receive an 
orientation to the child placing agency’s policies and 
the services provided as a pre-service training 
requirement. 
The provider must also ensure that all foster parents 
or child-care staff complete eight hours of pre-
service training in areas appropriate to the needs of 
children for whom they will be providing care.  
Prior to being assigned child-care responsibilities, 
the primary caretaker (at a minimum) in a foster 
family unit, all agency home child-care staff, and all 
agency foster group home parents must successfully 
complete training from a certified instructor in 
infant/child cardiopulmonary resuscitation and first 
aid. 
 
Source: Title 40, Texas Administrative Code, Section 
720.39 (b). See Appendix 3 for additional 
information regarding Texas Administrative Code 
citations in this report. 
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 For 18 of 26 (69 percent) subcontracted therapists’ records tested, the 
provider’s records lacked documentation of a subcontract between the 
provider and the subcontractor. 

 For 4 of 33 (12 percent) foster care families’ records tested, the 
provider’s records lacked documentation of a subcontract between the 
provider and the foster parents. 

The Department requires providers to have written agreements with both 
foster care families and subcontractors that provide therapy and counseling 
services.  

Recommendations  

The provider should: 

 Develop policies and procedures to ensure that new foster parents and 
new staff receive the required pre-service training and employee 
orientation prior to providing services. 

 Maintain and periodically review documentation to ensure that (1) foster 
parents and staff have received required pre-service training and 
employee orientation as required and (2) the provider has executed a 
subcontract for each subcontracted therapist that provides therapy or 
counseling services. 

 Develop policies and procedures for procuring subcontracted therapy 
and counseling services that will ensure that an executed subcontract is 
in place prior to providing services.  
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Chapter 1-F  

The Provider Should Ensure That It Reports Related Party 
Transactions on Its Cost Report 

The provider did not report any related party transactions in the 2006 cost 
report it submitted to the Commission. However, auditors identified related 
party transactions that should have been reported in the 2006 cost report. 
Specifically: 

 The salaries for both the provider’s executive director and 
the assistant executive director were not reported on the 
cost report. The assistant executive director is the spouse 
of the executive director.  

 The provider made a $2,500 loan repayment to its chief 
executive officer in 2006 (this loan payment was coded 
as office janitorial expense in the provider’s general 
ledger). 

 The provider had a lease agreement with its chief 
executive officer for use of a residential property as a 
group home. The lease expired on April 1, 2006, and 
lease payments for 2006 would have totaled $4,800. The 
provider did not make any lease payments in 2006; 
however, it paid $4,636 in costs such as food and utilities 

for this property in 2006. This indicates the provider used that property 
in 2006.   

 An immediate family member of the provider’s chief operating officer 
was paid approximately $7,200 for providing respite care services to the 
provider’s foster families. 

 One of the provider’s board members is a manager with the company 
that provides banking services to the provider. 

The contract between the Department and providers requires that providers 
comply with state requirements concerning related party transactions. State 
requirements specify that providers must disclose related party transactions on 
their cost reports.  

Recommendation  

The provider should disclose all related party transactions in the appropriate 
sections of its cost report as required. 

Related Parties 

A related party is “a party that can 
exercise control or significant influence 
over the management and/or operating 
policies of another party, to the extent 
that one of the parties may be 
prevented from fully pursuing its own 
separate interests.”  

Examples of related parties include: 

 Principal owners. 

 Management. 

 Members of the immediate families 
of principal owners of the enterprise 
and its management. 

Source: Statement of Financial 
Accounting Standards No. 57, Related 
Party Disclosures, page 10, March 1982, 
Financial Accounting Standards Board. 
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Chapter 1-G  

The Provider Should Strengthen Access to and Security 
Surrounding Its Automated Systems, Applications, and Data  

The provider should correct weaknesses in its information system 
environment to improve the security over its automated systems, applications, 
and data. The weaknesses auditors identified increase the risk of inadvertent 
or deliberate alteration or deletion of data, which could affect the provider’s 
ability to ensure the integrity of its data. Auditors identified opportunities for 
improvement in the following areas: 

 Information system policies and procedures.  

 Access and security controls.  

 Backup and storage of data.  

 Audit trails.  

 Physical security controls. 

 Input controls. 

 Output controls. 

 Segregation of duties. 

 External security. 

To minimize the risks associated with public disclosure, auditors 
communicated details regarding those issues directly to the provider. 

Recommendation  

The provider should review the recommendations auditors provided and 
consider which recommendations are most appropriate for improving the 
security of its automated systems, applications, and data. 
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Circles of Care 

Background Information 

Fiscal Year 2006 

Location Corpus Christi, 
Texas 

Contract services 
audited 

Child placing 
agency 

Number of children 
served 

734 

Average length of a 
child’s stay  

251 days 

Total payments 
received from the 
Department 

$5,255,375 

Total revenue $5,264,914  

Federal tax filing 
status 

Non-profit 

Ending cash balance 
on September 30, 
2006  

$964,215.55  

Approximate 
number of program 
staff 

24  

Program staff 
turnover rate  

20% 

Source:  The Department of Family and 
Protective Services, the provider, and 
analyses conducted by the State 
Auditor’s Office.

  

 

Chapter 2 

Audit of Circles of Care 

Circles of Care (provider) used the payments it received from the 
Department to (1) pay the foster care families with whom it placed 
children and (2) pay expenses it incurred for operating a child 
placing agency.  These payments are intended to ensure the 
delivery of goods and services—such as direct care, therapy, food, 
shelter, and clothing—that promote the mental and physical well-
being of children placed in the care of the provider.  The provider 
is ensuring that training is provided for staff and subcontractors 
and that professional licenses are maintained for staff and 
subcontractors.  However, auditors identified the following:  

 Non-compliance with background check requirements for staff, 
subcontractors, and foster care parents. (See Chapter 2-A.) The 
provider did not consistently conduct and maintain 
background checks as required by both the Department’s 
licensing rules and the provider’s contract with the 
Department.  

 Non-compliance with maintaining formal subcontracts for accounting 
and therapy services. (See Chapter 2-B.) The provider has 
outsourced critical accounting processes to a vendor without 
executing any formal subcontract that details the services 
provided, ensures the confidentiality of information, and 
defines the costs associated with these services. In addition, 
the provider does not have formal subcontracts with 
psychiatrists as required by its contract with the Department. 

 Non-compliance with cost report requirements. (See Chapter 2-C.) 
The provider did not identify unallowable costs on its cost 

report, report related party payments as required, or prepare the cost 
report using the required accounting method. 

 Weaknesses in financial processes. (See Chapters 2-D and 2-E.) The provider 
should ensure it maintains documentation related to foster care family 
reimbursements, credit card expenses, travel reimbursements, and 
payroll. In addition, it should improve its cash management processes. 

 Weaknesses in access to and the security environment surrounding automated 
systems, applications, and data. (See Chapter 2-F.) The provider should 
make improvements to address weaknesses in the security over its 
automated systems, applications, and data. The weaknesses auditors 
identified increase the risk of inadvertent or deliberate alteration or 
deletion of data. 
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Please see Appendix 6 beginning on page 69 for the provider’s responses to 
all of the issues discussed in this chapter. 

Chapter 2-A  

The Provider Should Consistently Conduct and Maintain 
Background Checks for Its Staff, Contracted Therapists, and Foster 
Parents  

The provider has conducted contractually required background checks for 
staff, subcontractors, and foster parents within the last two years. However, it 

did not consistently conduct these background checks every 24 months 
as required (see text box). See Appendix 4 for information regarding 
criminal convictions and other findings that may prohibit an individual 
from being present at a residential care provider. During review of the 
files for staff, subcontractors, and foster parents, auditors noted the 
following:  

 For seven of nine (78 percent) staff tested, there was more than a 
24-month period between the provider’s most recent criminal 
background check and its previous background check. The 
amount of time that criminal background checks were late 
ranged from 2 days to 23 weeks.  

 For eight of nine (89 percent) subcontractors tested, there was 
more than a 24-month period between the provider’s criminal 
background checks. The amount of time that criminal 

background checks were late ranged from 2 weeks to 42 weeks.  

 For 1 parent of the 17 foster families tested, the provider obtained a 
criminal background check approximately one year after it was required. 
The foster parent’s most recent criminal background check was 
conducted on July 27, 2005, and the prior criminal background check 
was conducted on August 5, 2002. The provider should have conducted 
a criminal background check by August 5, 2004.  

Not conducting required background checks every 24 months as required 
places children at risk of being placed in the care or having contact with 
inappropriate individuals. The most recent criminal background checks the 
provider had conducted for the individuals discussed above did not have any 
reported offenses that violated minimum standards. 

Recommendation  

The provider should ensure that it conducts and routinely maintains 
background checks on its staff, subcontracted therapists and home study 
workers, and foster parents in accordance with the Department’s 
requirements.

Background Check 
Requirements 

Providers must request 
background checks on foster 
care parents, staff, and other 
individuals that have contact 
with children. These requests 
must be resubmitted every 24 
months from the time they first 
receive a criminal background 
check. 

Source: Title 40, Texas 
Administrative Code, Sections 
745.615 and 745.625. See 
Appendix 3 for additional 
information regarding Texas 
Administrative Code citations in 
this report. 
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Chapter 2-B  

The Provider Should Ensure That It Formalizes All of Its 
Subcontracts  

The provider does not have formal subcontracts with certain vendors to which 
it outsources services. Such subcontracts are required by the provider’s 

contract with the Department (see text box). The contract 
between the provider and the Department also requires the 
provider to ensure that the clause concerning the authority to 
audit funds received indirectly by subcontractors is included in 
any subcontracts awarded by the provider. 

The provider outsources key accounting services to a vendor 
without a formal subcontract. 

The provider has outsourced critical accounting processes to a 
vendor without any formal subcontract or service agreement 
that details the services provided and the costs associated with 
these services. Although subcontracts that provide ancillary 
services (such as accounting services) do not require prior 
approval by the Department, these services are still considered 
subcontracted services.  

Not formally subcontracting for services increases the opportunity for disputes 
related to services provided (or not provided) and the costs associated with 
those services. Without a formal subcontract, there is a risk that 
subcontractors are not aware of their roles and responsibilities related to issues 
such as confidentiality of personal information or the right to audit. The lack 
of a formal subcontract also makes it difficult to analyze the value of services 
provided.  

The provider does not formalize service agreements with subcontracted 
psychiatrists.  

The provider does not have service agreements (that is, subcontracts) with 
psychiatrists. Previously, services provided by psychiatrists were not formally 
subcontracted; instead the provider procured these services on an “as needed” 
basis in a manner similar to the way in which it procured the services of a 
pediatrician or other medical service provider.   

The provider was in the process of securing service agreements with 
psychiatrists during this audit. The lack of formal subcontracts with 
psychiatrists prevents the provider from legally obligating the psychiatrists to 
deliver the services as represented in the provider’s contract with the 
Department with no disruption to service delivery. 

Residential Child Care Contract 
Requirements 

“The Contractor shall provide 
statements from subcontractors 
signed by an official duly authorized 
to legally obligate the subcontractor 
attesting to the fact that it shall 
provide the services as represented in 
this Contract, including the 
incorporated documents, with no 
disruption to service delivery. A 
similar statement must be signed by 
each subcontractor who will provide 
services as part of the Contract.” 

Source: Section 42C of the Residential 
Child Care Contract between the 
Department and the provider. 
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Recommendations  

The provider should:  

 Clearly identify ancillary processes it wishes to subcontract. 

 Formalize professional relationships with formal subcontracts that 
clearly define roles and responsibilities and include all elements required 
by the Department.   

 Develop policies and procedures for awarding subcontracts. 

 Continue, and enhance if necessary, its efforts to secure formal 
subcontracts with psychiatrists who provide services required by the 
provider’s contract with the Department.  

 

Chapter 2-C  

The Provider Should Ensure That the Information on Its Cost 
Report Is Complete and Accurate 

The provider should ensure that it does not report unallowable costs as 
allowable costs on its cost report.  

The provider paid approximately $7,100 in unallowable costs for a cruise for 
the members of its board of directors and their spouses. These costs were 
reported as allowable costs on the 2006 cost report the provider submitted to 
the Commission.   

This is important because the Commission uses the financial information 
reported on the cost reports to determine future rates that the Department will 
pay to providers for the delivery of care to children. Reporting unallowable 
costs as allowable costs on the cost reports could result in inflated payment 
rates to providers.  

The Commission’s Specific Instructions for the Completion of the 2006 Texas 
24-Hour Residential Child Care Cost Report states that “costs related to the 
board of directors are unallowable, with the exception of travel costs incurred 
to attend meetings of contracted provider’s board of directors within limits 
and errors and omissions (liability) insurance for board members.” Records 
related to reported costs must demonstrate the necessity and reasonableness of 
the reported costs. In addition, Office of Management and Budget Circular A-
122 dictates that travel expenses be reasonable and that entertainment 
expenses are unallowable. Auditors determined the costs reported were neither 
necessary nor reasonable for the purpose of a board meeting. 



 Circles of Care 

A Report on On-site Audits of Residential Child Care Providers 
SAO Report No. 07-044 

August 2007 
Page 16 

 

The provider should ensure that it reports all related party payments on its cost 
report. 

The provider reported its executive director, who is also the 
president of the board, as a “related party” on the 2005 and 2006 
cost reports it submitted to the Commission However, it did not 
report the executive director’s family members as related parties. 
Specifically: 

 The parents of the executive director hold positions related 
to the provider’s operations: one serves on the board of 
directors and the other is employed by the provider as an 
administrative assistant.  

 A parent of the executive director’s spouse is employed by 
the provider in an administrative position on a part-time 
basis. 

The salaries paid to these related parties were determined to be 
reasonable.   

The contract between the Department and providers requires that providers 
comply with state requirements concerning related party transactions. State 
requirements specify that providers must disclose related party transactions on 
their cost reports.  

The provider should use the accrual method of accounting, as required, when 
reporting its revenue and expenses on the cost report. 

The provider reported its payments from the Department and 
its payments to foster care families on its 2006 cost report 
using the cash basis of accounting. However, providers are 
required to report revenue and expenses using the accrual 
method of accounting (see text box). This error resulted in 
the provider understating its revenue by approximately 
$318,035 on its 2006 cost report.    

The provider also does not record expected payments from 
the Department. For example, some payments related to 
March and April 2005 service periods were recorded when 
they were received in March 2006. Because the provider uses 
a cash basis of accounting, the revenue is not recorded until it 
is received. 

Reporting revenues, payments to foster care families, and 
days of service provided using the cash basis increases the 

difficulty of reconciling reported revenue and foster care payments to service 
activity and budgeted activity.    

Related Parties 

A related party is “a party that can 
exercise control or significant influence 
over the management and/or operating 
policies of another party, to the extent 
that one of the parties may be 
prevented from fully pursuing its own 
separate interests.”  

Examples of related parties include: 

 Principal owners. 

 Management. 

 Members of the immediate families 
of principal owners of the enterprise 
and its management. 

Source: Statement of Financial 
Accounting Standards No. 57, Related 
Party Disclosures, page 10, March 1982, 
Financial Accounting Standards Board. 

 

Accrual Method of Accounting 

“An accrual method of accounting must be 
used when completing this Cost Report unless 
the contracted provider is a governmental 
entity that can report on a cash basis or 
modified accrual basis. Under the accrual 
method of accounting, revenues are reported 
in the period when they are earned, 
regardless of when they are collected; and 
expenses are reported in the period when 
they are incurred, regardless of when they 
are paid…If your accounting books are 
maintained on a cash basis, you must make 
appropriate ‘adjusting entries’…Revenues 
must be reported on an accrual basis. Report 
all revenue that was earned, based on units 
of service provided, regardless of whether 
the revenue has been received.” 

Source: Specific Instructions for the 
Completion of 2006 Texas 24-Hour 
Residential Child Care Cost report. 
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Recommendations  

The provider should:  

 Ensure that it reports allowable costs and unallowable costs accurately in 
the appropriate sections of the cost reports it submits to the Commission.  

 Disclose all related party payments in the appropriate sections of its cost 
reports as required.  

 Ensure that it uses the accrual method of accounting to report revenue 
and foster care family payments when completing its cost reports. The 
provider should consider the following:   

 Use its monthly days of service report to accrue expected Department 
revenue and foster care family payments in the actual service period 
during which they were earned. It also should identify and correct 
potential errors in days of service reporting.  

 Quantify and proactively address its collection issues with the 
Department’s regional offices. Conducting periodic reconciliations of 
receivable accounts would allow the provider to track collection issues 
and discrepancies in Department payments. 
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Chapter 2-D 

The Provider Should Ensure That It Maintains Supporting 
Documentation for Its Payments to Foster Care Families, Credit 
Card and Travel Expenses, and Payroll 

The provider does not consistently maintain supporting 
documentation and evidence of approval of expenses to 
ensure compliance with the Texas Administrative Code and 
requirements for cost reports (see text box).  

The provider should ensure that it consistently maintains 
documentation to support its payments to foster care families.  

Auditors did not identify any issues in testing the provider’s 
direct payments (based on days of service and service levels) 
to foster families for services provided to children. However, 
the provider lacked documentation to support payments for 
the reimbursement of mileage, training, medical tests, respite 
care, and other adjustments made to payments to foster 
families. The provider lacked certain supporting 
documentation for 10 of the 30 (33 percent) foster care 
family payments tested. Specifically:   

 The provider had no supporting documentation to 
demonstrate its review and approval of the 10 
payments’ accuracy and completeness. 

 The provider had incomplete documentation for four 
payments for respite care, mileage, and a Christmas 
gift. 

 For one payment, the provider had no supporting 
documentation indicating management’s approval of 
reimbursement for travel mileage within 60 miles of the 
foster care home (this reimbursement was granted as an 
exception to the provider’s internal policy).  

In addition, the provider had no supporting documentation to indicate that it 
reviews documentation before submitting payments to its accounting 
subcontractor for processing. It also lacked supporting documentation to 
indicate that it conducts a final review to ensure that the accounting 
subcontractor processes payments correctly.    

The provider also inaccurately calculated one payment, which resulted in a 
foster care family being overpaid on a reimbursement for a training class. 
Although the dollar amount of the error was insignificant ($23), it is further 
evidence of weaknesses in the provider’s review and approval of payments.  

Texas Administrative Code 
Requirements for Supporting 

Documentation 

“Providers must ensure that all records 
pertinent to services rendered under their 
contracts with [the Department] are 
accurate and sufficiently detailed to 
support the financial and statistical 
information contained in their cost 
reports.” 

“The contractor must keep financial and 
supporting documents, statistical records, 
and any other records pertinent to the 
services for which a claim or cost report 
was submitted to the department or its 
agent.” 

Source: Title 1, Texas Administrative 
Code, Section 355.7101(15), and Title 40, 
Texas Administrative Code,  Section 
732.262 (b). See Appendix 3 for additional 
information regarding Texas Administrative 
Code citations in this report. 

 

Cost Report Requirements for 
Supporting Documentation 

“Contracted providers must maintain 
records that are accurate and sufficiently 
detailed to substantiate the legal, 
financial, and statistical information 
reported on the Cost Report. These 
records include, but are not limited to, all 
accounting ledgers, journals, invoices, 
purchase orders, vouchers, canceled 
checks, timecards, payrolls.” 

Source: Specific Instructions for the 
completion of the 2006 Texas 24-Hour 
Residential Child Care Cost Report. 
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The lack of a documented review and approval process and lack of adequate 
supporting documentation increases the risk of calculation errors and the 
payment of potentially unallowable costs.   

The provider should improve its approval and documentation processes for 
credit card expenses and travel reimbursements. 

The provider’s approval and reporting of credit card expenses and travel 
reimbursements are insufficiently documented and subject to errors. 
Specifically: 

 The provider has no documentation of the purchase authorization 
process for credit card expenses. 

 The provider did not maintain supporting documentation (such as 
invoices and credit card receipts) for 3 of the 20 credit card transactions 
tested. Three of four travel reimbursements tested had incomplete 
supporting documentation, such as missing information (location 
addresses for destinations and purposes of travel) and missing meal 
receipts. 

 The provider’s coding of expenses in its general ledger was inaccurate 
for 4 of the 20 credit card transactions tested and for 2 of the 4 travel 
reimbursements tested. 

 The provider did not always adhere to its approved rates for mileage and 
meals. 

The provider recently implemented a more formal purchase/travel request 
form requiring the executive director’s approval. This will replace the e-mail 
purchase request and authorization process that was previously in use.   

The subcontracted accounting firm codes transactions in the provider’s 
general ledger, but the provider’s staff does not review the transactions. (The 
staff does, however, review monthly financial information.) The lack of 
adequate supporting documentation and the lack of a documented review 
process increase the risk of reporting errors and non-compliance with state 
policies regarding allowable expenses. 

The provider should ensure that it pays the correct amounts to employees and 
that it properly protects employee files.  

The provider did not always have sufficient documentation in its payroll 
records to support its actual payments to employees. For nine of the 152 (6 
percent) transactions tested, employees’ actual pay did not match the pay rates 
specified in their personnel files. Three of these instances involved incorrect 
bonus amounts paid to employees. Although the differences in pay rates and 
bonuses were not significant, they demonstrate a weakness in the provider’s 
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payroll process. Incomplete or inaccurate documentation increases the risk of 
paying employees the wrong amounts. 

In addition, payroll records are kept in an unlocked drawer in an unlocked 
office at the accounting subcontractor. Payroll records contain confidential 
information, and only employees who process payroll should have access to 
those records.   

Recommendations  

The provider should improve its processing of foster family reimbursements 
by: 

 Formally documenting its review and approval of reimbursements. As 
part of the review, the provider should ensure that all supporting 
documentation is maintained and that the documentation matches actual 
amounts reimbursed to foster families. The provider also should 
document approval of any policy exceptions granted by management. 

 Documenting its subsequent review process of foster payments by 
program directors and the executive director before it sends the 
payments to the accounting subcontractor for processing. 

 Implementing an additional review by provider staff to ensure that 
payments were processed correctly by the accounting subcontractor.  

The provider also should: 

 Retain all supporting documentation for all transactions, match the 
documentation to purchase/travel request forms, and ensure that it 
maintains documented evidence of the executive director’s approval. 

 Improve its review of expense coding in its general ledger. 

 Document exceptions to policy that management has granted. 

 Retain supporting documentation for all payroll actions and ensure that 
payments to employees match the pay rates in their personnel files. 

 Ensure that payroll records are kept in a secure location where they can 
be accessed by only those employees who process payroll. 
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Chapter 2-E  

The Provider Should Strengthen Its Cash Management Processes 

Auditors identified the following cash management issues at the provider:  

 Fiscal year 2006 revenue that the provider received from the Department 
was understated by $2,884.70 in the provider’s general ledger. This 
occurred because five adjusting entries were erroneously coded to 
revenue accounts instead of expense accounts.    

 The provider’s cash receipt transaction dates are not always recorded 
accurately in its general ledger. These dates are often several days before 
or after bank statement receipt dates. 

 The provider does not promptly deposit physical checks received from 
the Department. Auditors tested one deposit that included 10 
Department checks totaling $5,081.75. These checks were deposited 
from 29 to 120 days after they were issued. Although the majority of 
Department payments are deposited electronically, the Department still 
issues some physical checks to the provider. 

 The provider’s accounting subcontractor does not provide any cash flow 
statements or cash flow forecasts. 

Because the provider reports revenue on a cash basis, cash receipts should 
mirror bank statement deposit dates. Timeliness and accuracy of deposits and 
promptness of collection are critical to (1) ensure accuracy and completeness 
of reported revenue and (2) facilitate the reconciliation of reported revenue to 
actual foster care service activity. 

While physical checks that the provider deposited into the bank during fiscal 
year 2006 represented only $17,031.81 (or 0.3 percent of total receipts), the 
provider does not have a formal process to ensure the timeliness of such 
deposits. Not promptly depositing physical checks increases the risk of 
misappropriation or loss of funds, delays the recognition of revenue, and 
restricts the provider’s ability to optimize the management of its cash. The 
lack of cash flow statements and cash forecasts may restrict the provider’s 
ability to effectively plan and optimize the use of state funds. 

Recommendations  

The provider should improve its cash management processes by: 

 Improving its review process for making adjustments to revenue 
accounts to detect and correct coding errors. 

 Ensuring that transaction dates recorded in its general ledger match 
actual cash receipt dates on bank statements. 
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 Depositing physical checks promptly to reduce the risk of 
misappropriation of funds and to record revenue on a more timely basis. 

 Coordinating with the Department to receive electronic payments for all 
disbursements, thereby eliminating the need for physical checks. 

 Incorporating cash flow statements into its monthly financial 
information. 

 Developing cash flow forecasts based on collection patterns and 
projected activity to optimize the management of cash.  

 

Chapter 2-F  

The Provider Should Strengthen Access to and Security 
Surrounding Its Automated Systems, Applications, and Data  

The provider should correct weaknesses in its information system 
environment to improve the security over its automated systems, applications, 
and data. The weaknesses identified increase the risk of inadvertent or 
deliberate alteration or deletion of data, which could affect the provider’s 
ability to ensure the integrity of its data. Most of the weaknesses were noted 
both at the provider and at the provider’s accounting subcontractor. Auditors 
identified opportunities for improvement in the following areas: 

 Physical security. 

 Logical access controls. 

 Backup, storage, and recovery of data. 

 Input controls. 

 Audit trails. 

To minimize the risks associated with public disclosure, auditors 
communicated details regarding those issues directly to the provider. 

Recommendation  

The provider should review recommendations auditors provided and consider 
which recommendations are most appropriate for improving the security of its 
automated systems, applications, and data. 
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The Children’s Shelter 

Background Information 

Fiscal Year 2006 

Location San Antonio, Texas 

Contract services 
audited 

Child placing 
agency 

Number of 
children served 

500 

Average length of 
a child’s stay  

294 days 

Total payments 
received from the 
Department  

$3,752,384 
a
  

Total revenue  Unavailable
 a

  

Federal tax filing 
status 

Non-profit 

Ending cash 
balance on 
December 31, 
2006 

$2,382,674 

Approximate 
number of 
program staff 

49  

Program staff 

turnover rate 
b
 

71% 

a
 As of June 30, 2007, the provider had 

not submitted its 2006 cost report to the 
Health and Human Services Commission. 
As a result, auditors were unable to 
verify the total payments the provider 
received from the Department or obtain 
information on the provider’s total 
revenue.  
b 

The turnover rate reported is for both 
administrative and program staff.  

Source: The Department of Family and 
Protective Services, the provider, and 
analyses conducted by the State 
Auditor’s Office.

  

Chapter 3 

Audit of the Children’s Shelter 

The Children’s Shelter (provider) used the payments it received 
from the Department to (1) pay the foster care families with whom 
it placed children and (2) pay expenses it incurred for operating a 
child placing agency. These payments are intended to ensure the 
delivery of goods and services—such as direct care, therapy, food, 
shelter, and clothing—that promote the mental and physical well-
being of children placed in the care of the provider. However, 
auditors identified the following:  

 Non-compliance with background check requirements for staff, 
subcontractors, and foster care parents. (See Chapter 3-A.) The 
provider did not consistently conduct and maintain 
background checks as required by both the Department’s 
licensing rules and the provider’s contract with the 
Department.  

 Non-compliance with foster care reimbursement payment 
requirements. (See Chapter 3-B.) The provider did not 
consistently pay its foster care parents according to the same 
number of days of service or service level of care for which it 
was paid by the Department.  

 Non-compliance with foster care parent and staff training 
requirements. (See Chapter 3-C.) The provider did not 
consistently ensure its foster care parents and staff received 
the training required by the Department’s licensing rules 
prior to providing either care or services.  

 Non-compliance with requirements to maintain formal subcontracts 
for direct care, therapy, and home study services. (See Chapter 3-
D.) The provider did not consistently maintain 
documentation of its subcontracts with foster care parents, 
therapists, and home study workers. 

 Weaknesses in access to and the security environment surrounding 
automated systems, applications, and data. (See Chapter 3-E.) 
The provider should make improvements to address 
weaknesses in the security over its automated systems, 
applications, and data. The weaknesses auditors identified 

increase the risk of inadvertent or deliberate alteration or deletion of 
data. 

Please see Appendix 7 beginning on page 75 for the provider’s responses to 
all of the issues discussed in this chapter. 



 The Children’s Shelter 

A Report on On-site Audits of Residential Child Care Providers 
SAO Report No. 07-044 

August 2007 
Page 24 

 

Chapter 3-A  

The Provider Should Consistently Conduct and Maintain 
Background Checks for Staff, Subcontractors, and Foster Parents   

The provider did not consistently conduct required background 
checks for foster parents, subcontracted therapists, subcontracted 
home study workers, and staff every 24 months as required (see 
text box). See Appendix 4 for information regarding criminal 
convictions and other findings that may prohibit an individual 
from being present at a residential care provider. Specifically: 

 For 2 of 69 (three percent) foster families tested, the 
provider’s records did not include a criminal background 
check. One individual was a foster parent who has been 
providing care since October 2003; the other is over the age 
of 14 and living in a foster home. 

 For 39 of 69 (57 percent) foster families tested, the provider 
was supposed to conduct updated criminal background 
checks for the period from September 2005 through 

December 2006. For 11 of those 39 (28 percent), updated criminal 
background checks had not been conducted every 24 months. In 
addition, for 4 of 28 (14 percent) foster care parents, the updated 
background checks were conducted between 3 and 18 months late. 

 For 1 of 20 (5 percent) subcontracted therapists tested, the provider’s 
records lacked documentation showing that a criminal background check 
had been conducted.    

 For 2 of 16 (12 percent) subcontracted home study workers tested, 
provider records indicated that criminal background checks were not 
conducted every 24 months as required. Specifically: 

 One home study worker’s records indicated that the most recent 
criminal background check was conducted in April 2004. The provider 
should have conducted another criminal background check on this 
individual by April 2006.    

 One home study worker who received an initial criminal background 
check in April 2004 did not receive an updated criminal background 
check until October 2006. An updated criminal background check 
should have been conducted by April 2006.   

 For 1 of 35 (three percent) staff tested, the provider’s records did not 
contain adequate documentation that the provider conducted a criminal 
background check in a timely manner. This staff member, a case 
manager, was hired in April 2004; however, the provider did not conduct 

Background Check 
Requirements 

Providers must request 
background checks on foster 
care parents, staff, and other 
individuals that have contact 
with children. These requests 
must be resubmitted every 24 
months from the time they first 
receive a criminal background 
check.  

Source: Title 40, Texas 
Administrative Code, Sections 
745.615 and 745.625.  See 
Appendix 3 for additional 
information regarding Texas 
Administrative Code citations in 
this report. 
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Service Level of Care 

All providers are paid a fixed daily rate for each 
child placed in their care. The actual daily rate 
the Department pays a provider is based on the 
child’s service level of care, which is 
determined at the time of placement by a 
third-party service level reviewer.  

A provider that is a child placing agency 
receives daily rates that are defined in its 
contract with the Department. In addition, 
child placing agencies are required to 
reimburse foster care parents a minimum daily 
amount based on the service level of care 
assigned to a child for whom they care. Those 
rates are presented below. 

 

Service Level of Care Daily Rate 

Service 
Level of 

Care 

Paid to 
Child 

Placing 
Agency 

Rate Paid to 
Foster Care 

Parents 

Basic $37.00 $20.56 

Moderate $67.32 $35.97 

Specialized $89.68 $46.25 

Intense $164.45 $82.22 
 

a criminal background check on this person until nine months later in 
January 2005.   

Auditors performed criminal background checks for the individuals discussed 
above and determined that there were no reported offenses that would violate 
the Department’s minimum standards. 

Recommendation 

The provider should ensure that it conducts and routinely maintains 
background checks on its foster parents, subcontracted therapists, 
subcontracted home study workers, and staff in accordance with the 
Department’s requirements. 

 

Chapter 3-B  

The Provider Should Ensure That It Pays Foster Care Parents for 
the Same Days of Services and Service Levels for Which It Is Paid 
by the Department 

Four of the 30 (13 percent) foster care maintenance payments tested did not 
reconcile to the Department’s payment records for either (1) the days of 
services or (2) the service level of care rate for children placed with the 

provider (see textbox for additional details about the 
service level of care rate).   

The provider pays foster care parents at the beginning of 
each month for the care provided to children during the 
prior month. The provider receives payment from the 
Department after it has paid the foster care parents. The 
four foster care maintenance payments (totaling $3,793) 
that did not reconcile to either the days of service or 
service level of care that the Department paid the 
provider were for the care provided to seven children. 
Specifically:  

 Two foster care maintenance payments (totaling 
$2,331) were for five children and were calculated 
by the Department based on a number of days of 
service that differed from the number of days of 
service noted in the provider’s payment records 
used to pay foster parents. Specifically: 

 Payments for four children (totaling $1,332) were 
made by the Department based on a number of 
days of service that was one day fewer than the 
number of days for which the provider paid the 
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foster care parents. 

 The payment for one child (totaling $999) was made by the 
Department based on a number of days of service that was four days 
more than the days of service for which the provider paid its foster 
care parents. 

 Two foster care payments, totaling $1,462, were for two children and 
were made by the Department at a different service level of care rate 
than the rate at which the provider paid its foster care parents. 
Specifically:  

 One payment (totaling $870) was paid by the Department at the rate 
for specialized service level of care. The provider, however, paid the 
foster parents at the rate for basic service level of care. 

 One payment (totaling $592) was paid by the Department at the rate 
for basic service level of care. The provider, however, paid the foster 
care parents at the rate for moderate service level of care. The 
Department reduced the child’s service level of care from moderate to 
basic for the payment period. The provider disagreed with the 
reduction in the service level of care and elected to continue paying the 
foster care parents at the higher rate for moderate service level of care.   

The provider’s contract with the Department requires it to reimburse foster 
care parents at a minimum daily rate for services provided to children 
according to the service level of care that the Department pays the provider.  

Recommendations  

The provider should immediately notify the Department of any discrepancies 
in the payments it receives, and ensure that any discrepancies reported to the 
Department are monitored and resolved in a timely manner. 
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Chapter 3-C  

The Provider Should Ensure Its Foster Parents and Staff Meet 
Employee and Caregiver Orientation Training Requirements  

The provider does not consistently ensure that all new foster parents and staff 
members receive required pre-service training. Specifically: 

 For 14 of 58 (24 percent) foster parents tested, the provider’s records did 
not contain documentation verifying the completion of either a required 
orientation or a pre-service training program. 

 For 13 of 35 (37 percent) staff tested, the provider’s records (1) did not 
contain documentation verifying that these staff members had received 
employee orientation or (2) contained documentation indicating that 

staff received new employee orientation after providing 
services. Specifically:  

 11 of 35 (31 percent) training records indicated that these 
staff members did not receive employee orientation prior to 
providing services. The training occurred approximately 3 
weeks to 20 weeks after their date of hire.   

 2 of 35 (6 percent) training records did not contain 
documentation verifying that these staff members received 
employee orientation. These two employees are no longer 
employed by the provider. 

 The Department’s licensing rules for both foster parents and 
staff members require that orientation training covering a child 
placing agency’s policies and procedures be given prior to the 
parents and staff providing services (see text box). In addition, 
foster parents are required to complete training in areas 
appropriate to the needs of the children for whom they will be 

providing care.   

Recommendations  

The provider should: 

 Develop policies and procedures to ensure that new foster care parents 
and new staff members receive the required pre-service training and 
employee orientation prior to providing services. 

 Maintain and periodically review documentation to verify that foster 
care parents and staff have received pre-service training and employee 
orientation as required. 

Child Placing Agency Pre-
Service Training 

The Department requires that all 
child-placing staff, foster parents, 
and direct care staff receive an 
orientation to the child-placing 
agency’s policies and the services 
provided as a pre-service training 
requirement. 
The provider must also ensure that 
all foster parents or child-care 
staff complete eight hours of pre-
service training in areas 
appropriate to the needs of 
children for whom they will be 
providing care.  
 
Source: Title 40, Texas 
Administrative Code, Section 
720.39 (b). See Appendix 3 for 
additional information regarding 
Texas Administrative Code 
citations in this report. 
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Chapter 3-D  

The Provider Should Ensure It Maintains Required Documentation 
on Foster Care Parents, Subcontracted Therapists, and 
Subcontracted Home Study Workers 

The provider lacked required documentation for some of its subcontracts with 
foster care parents, therapists, and home study workers. In addition, the 
provider did not consistently document that it verified the professional 
qualifications of its subcontracted therapists and subcontracted home study 
workers. 

The provider should consistently document payment rates in its 
subcontracts with foster care parents. 

Five of 30 (17 percent) provider subcontracts with foster care parents 
did not specify payment rates for providing the services defined in 
the contract terms.  

The Department requires providers to maintain written agreements 
with foster care families that specify the financial agreement 
between the provider and the foster care parents (see text box).  

The provider should consistently maintain documentation of its 
subcontracts. 

A review of 20 therapists’ records and 16 home study workers’ 
records indicated that the provider did not consistently ensure that it 

had (1) executed formal subcontracts with therapists and home study workers 
and (2) verified the professional qualifications of those individuals. 
Specifically: 

 Four of 20 (20 percent) therapists’ records tested lacked the following 
documentation: 

 The records for two therapists lacked documentation showing that the 
provider verified that the therapist had a valid professional license. 
Auditors determined the therapists did have a valid professional 
license during the period in which services were provided. One of 
these two therapists’ records also lacked documentation of a 
subcontract with the provider. 

 The subcontracts in two therapists’ records lacked an effective date. 
The provider indicated that an effective date was omitted from these 
subcontracts because the therapists were providing services prior to the 
execution of the subcontracts. 

 Four of 16 (25 percent) home study workers’ records lacked 
documentation of a subcontract with the provider.

Foster Care Parent Contracts  

The Department requires the provider 
to sign a written agreement with the 
foster parents at the time the foster 
home is verified. Both the provider 
and the foster parents must have a 
copy of the agreement, and a copy 
must be filed in the foster home 
record. This agreement must specify 
the financial agreement is between 
the agency and the foster home.   

Source: Title 40 Texas Administrative 
Code, Section 720.48. See Appendix 3 
for additional information regarding 
Texas Administrative Code citations in 
this report. 
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The provider’s contract with the Department requires 
providers to have written agreements with subcontractors 
that provide therapy and counseling services (see text 
box). In addition, the provisions of the provider’s 
contract agreements with therapists require they possess a 
professional license in social services. 

Recommendations  

The provider should: 

 Specify payment rates in all of its subcontracts with 
foster care parents. 

 Execute subcontracts with therapists and home study workers before 
they begin providing services. 

 Verify that subcontracted therapists and home study workers have the 
necessary professional qualifications before entering into a subcontract 
for services.  

 

Chapter 3-E  

The Provider Should Strengthen Access to and Security 
Surrounding Its Automated Systems, Applications, and Data  

The provider should correct weaknesses in its information system 
environment to improve the security over its automated systems, applications, 
and data. The weaknesses auditors identified increase the risk of inadvertent 
or deliberate alteration or deletion of data, which could affect the provider’s 
ability to ensure the integrity of its data. Auditors identified opportunities for 
improvement in the following areas: 

 External System security. 

 Physical security. 

 Logical access controls. 

 Backup, storage, and recovery of data. 

 Information system policies and procedures. 

To minimize the risks associated with public disclosure, auditors 
communicated details regarding those issues directly to the provider. 

Residential Child Care Contract 
Requirements 

“The Contractor shall provide statements 
from subcontractors signed by an official duly 
authorized to legally obligate the 
subcontractor attesting to the fact that it 
shall provide the services as represented in 
this Contract, including the incorporated 
documents, with no disruption to service 
delivery. A similar statement must be signed 
by each subcontractor who will provide 
services as part of the Contract.” 

Source: Section 42 (C) Department of Family 
and Protective Services, Residential Child 
Care Contract. 
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Recommendation  

The provider should review the recommendations auditors provided and 
consider which recommendations are most appropriate for improving the 
security of its automated systems, applications, and data. 
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Canyon Lakes Residential 
Treatment Center 

Background Information 

Fiscal Year 2006 

Location Lubbock, Texas 

Contract services 
audited 

Residential 
treatment center 

Number of 
children served 

28 

Average length of 
a child’s stay  

417 days 

Total payments 
received from the 
Department 

$ 1,249,733 

Total revenue $2,222,750   

Federal tax filing 
status 

For profit 

Ending cash 
balance on 
December 31, 
2006 

$10,532 

Approximate 
number of 
program staff 

43 

Program staff 
turnover rate  

112% 

Source:  The Department of Family and 
Protective Services, the provider, and 
analyses conducted by the State 
Auditor’s Office.

  

 

Chapter 4 

Audit of Canyon Lakes Residential Treatment Center  

Canyon Lakes Residential Treatment Center (provider) used the 
payments it received from the Department to pay costs it incurred 
for providing 24-hour residential child care services. These 
services were necessary to ensure the mental and physical well-
being of the children placed in this provider’s care and included 
items such as direct care, food, shelter, and clothing. The provider 
also ensures that staff and subcontractors maintain professional 
licenses. However, auditors identified the following:  

 Non-compliance with staff training requirements. (See Chapter 4-
A.) Although the provider ensured that new staff received 
training, it did not consistently ensure that existing staff 
received required annual training. In addition, the provider 
did not ensure that all staff received cardiopulmonary 
resuscitation (CPR) and first aid training. 

 Non-compliance with background check requirements for staff and 
subcontractors. (See Chapter 4-B.) Although the provider 
conducted background checks, it did not consistently 
document the results of those checks as required. 

 Non-compliance with cost report requirements for related parties. 
(See Chapter 4-C.) The provider did not always identify 
related party transactions on its cost report as required. 

 Weaknesses in financial processes. (See Chapter 4-D.) The 
provider should improve its approval and documentation 
processes for travel, food, clothing, and payroll expenses. It 
also should develop and document policies and procedures 
for accounting and payment processes. 

 Weaknesses in verifying education requirements. (See Chapter 4-E.) The 
provider does not verify education requirements for prospective 
employees to ensure that the minimum requirements are met.  

 Weaknesses in access to and the security environment surrounding automated 
systems, applications, and data. (See Chapter 4-F.) The provider should 
make improvements to address weaknesses in the security over its 
automated systems, applications, and data. The weaknesses auditors 
identified increase the risk of inadvertent or deliberate alteration or 
deletion of data. 

Please see Appendix 8 beginning on page 78 for the provider’s responses to 
all of the issues discussed in this chapter. 
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Chapter 4-A  

The Provider Should Ensure Its Staff Meets Training Requirements  

The provider does not consistently ensure that all staff received required CPR, 
first aid, or annual training. Specifically: 

 For 4 of 20 (20 percent) staff members tested who were 
required to have CPR training, the provider did not 
have documentation verifying the completion of CPR 
training. Another 2 of the 20 (10 percent) staff 
members tested did not receive CPR training until 
several months after they were hired. 

 For 4 of 20 (20 percent) staff members tested who were 
required to have first aid training, the provider did not 
have documentation verifying the current completion of 
that training.  

 For 13 staff members who were required to receive 50 
hours of annual training, 3 (23 percent) did not receive 
all 50 hours in calendar year 2006. Title 40, Texas 
Administrative Code, Sections 720.523 (b) and (c), 
require that “All staff [members] working with children 
must receive at least 50 hours annually of in-service 
training related to children’s services exclusive of 

orientation and first aid training.”1  

Recommendations  

The provider should: 

 Maintain documentation indicating that staff have received current first 
aid and CPR training.  

 Train staff in CPR and first aid in a timely manner.  

 Ensure that applicable staff receive the required 50 hours of annual 
training.  

 

                                                             

1 See Appendix 3 for additional information regarding Texas Administrative Code citations in this report. 

CPR and First Aid Training 
Requirements 

Child-care staff members who are not 
licensed/certified health professionals must 
have current first-aid training. New child-
care staff must meet this requirement within 
90 days of employment. 

Staff with current training in 
cardiopulmonary resuscitation (CPR) must be 
available and accessible to children in care 
during all hours of operation. CPR training 
must be updated at least annually. Training 
must be conducted by a person certified to 
provide CPR training.  

All training and orientation must be 
documented. Documentation must include 
the date, the subject, and the name of the 
person who conducted the training. 

Source: Title 40, Texas Administrative Code, 
Section 720.415. See Appendix 3 for 
additional information regarding Texas 
Administrative Code citations in this report. 
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Chapter 4-B  

The Provider Should Consistently Conduct and Maintain 
Background Checks for Its Subcontractors and Staff  

The provider has conducted contractually required background 
checks for subcontractors and staff within the last two years. 
However, it did not maintain documentation of the results of those 
criminal background checks for 15 of the 16 (94 percent) 
subcontractor files tested. These subcontractors were therapists and 
dieticians. See Appendix 4 for information regarding criminal 
convictions and other findings that may prohibit an individual from 
being present at a residential care provider. 

The provider also did not always request required criminal 
background checks for staff in a timely manner. The provider did not 
request background checks either prior to hire or within two days of 
hire, as required, for 4 of 25 (16 percent) staff members tested. 
Although the provider did request background checks on these 
individuals, it did not do so in a timely manner. In addition, the 
provider did not document the results of background checks in any 
of the employees’ files.  

Auditors performed criminal background checks for the individuals 
discussed above and determined that there were no reported offenses 
that would violate the Department’s minimum standards. 

Recommendation  

The provider should ensure that it conducts, documents, and 
routinely maintains background checks on its staff and subcontracted 
therapists and dieticians in accordance with the Texas 
Administrative Code.  

Background Check 
Requirements 

Providers must request 
background checks on foster 
care parents, staff and other 
individuals that have contact 
with children: 

 Before they hire a new person 
who will provide direct care 
or have direct access to a 
child in care. 

 For an employee who will not 
provide direct care or have 
direct access to a child in 
care, the provider must 
submit a background check 
request within two business 
days after the new person is 
hired or is present in the 
operation. 

 Every 24 months from the 
time they first receive a 
criminal background check. 

Personnel records for staff must 
contain at least the following: 
any reports and notes relating to 
the person’s employment with 
the facility. 

Source: Title 40, Texas 
Administrative Code, Section 
745.625 and Section 720.409. 
See Appendix 3 for additional 
information regarding Texas 
Administrative Code citations in 
this report. 
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Chapter 4-C  

The Provider Should Ensure That It Reports All Related Party 
Payments on Its Cost Report  

The provider reported the salary of it chief executive officer (CEO) and co-
owner in the 2006 cost report it submitted to the Health and Human Services 
Commission (Commission). However, it did not report other related party 

transactions. Specific related party transactions not reported 
included the following: 

 Loans to the provider from each of the four owners for 
$15,000 each (for a total of $60,000), as well as the interest 
paid on those loans. 

 A loan to the provider from the mother of the CEO and co-
owner for $200,000, as well as the interest paid on that 
loan.  

 Payments of $9,412.50 to the CEO and co-owner for 
providing counseling services to children in the provider’s 
care.  

The loans described above were made to the provider with a set 
repayment schedule and interest rate. The contract between the Department 
and providers requires that providers comply with state requirements 
concerning related party transactions. State requirements specify that 
providers must disclose related party transactions on their cost reports. 

Recommendation  

The provider should disclose all related party payments in the appropriate 
sections of its cost reports as required.  

 

Related Parties 

A related party is “a party that can 
exercise control or significant influence 
over the management and/or operating 
policies of another party, to the extent 
that one of the parties may be 
prevented from fully pursuing its own 
separate interests.”  

Examples of related parties include: 

 Principal owners. 

 Management. 

 Members of the immediate families 
of principal owners of the enterprise 
and its management. 

Source: Statement of Financial 
Accounting Standards No. 57, Related 
Party Disclosures, page 10, March 1982, 
Financial Accounting Standards Board.  
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Chapter 4-D  

The Provider Should Improve Its Approval and Documentation 
Processes for Travel, Food, Clothing, and Payroll Expenses 

The provider does not consistently maintain supporting 
documentation and evidence of approval of expenses to ensure 
compliance with the Texas Administrative Code and 
requirements for cost reports (see text box). 

The provider should improve its approval and documentation process for 
travel, food, and clothing expenses. The provider’s approval and 
reporting of travel, food, and clothing expenses were not always 
documented sufficiently and were subject to errors. Specifically: 

 For 15 of 16 (94 percent) travel transactions tested, proper 
approval by an authorized person was not documented.  

 For 10 of 16 (63 percent) travel transactions tested, the 
provider’s documentation did not indicate the purpose of 
the trip, the destination, and/or the dates of travel.  

 For 5 of 16 (31 percent) travel transactions tested and 1 of 
35 (3 percent) food transactions tested, the provider had no 
required receipts. The provider had no documentation of 
any kind for three of the travel transactions tested. 

 For 9 of 16 (56 percent) travel transactions tested and 2 of 
10 (20 percent) clothing transactions tested, the provider 
did not properly record transactions in the correct expense 
account.  

 The provider does not have formal policies and procedures 
for its payment process or its accounting process.  

The provider should ensure that it pays the correct amounts to 
employees. The provider did not always have sufficient documentation in its 
payroll records to support its actual payments to employees. Specifically:    

 For 6 of 70 (9 percent) transactions tested, the authorized rate of pay in 
the employee's personnel file did not match the pay rate according to the 
provider’s payroll register. In every instance, the employee was 
overpaid, in some cases by a minimal amount. The six instances resulted 
in employees being overpaid a total of $145.21. 

 For 2 of 59 (3 percent) transactions tested, overtime hours were 
miscalculated and, as a result, employees were overpaid for overtime 
hours but underpaid for regular hours. The two instances resulted in the 
employees being overpaid a total of $86.30. 

Texas Administrative Code 
Requirements for Supporting 

Documentation 

“Providers must ensure that all records 
pertinent to services rendered under their 
contracts with [the Department] are 
accurate and sufficiently detailed to 
support the financial and statistical 
information contained in their cost 
reports.” 

“The contractor must keep financial and 
supporting documents, statistical records, 
and any other records pertinent to the 
services for which a claim or cost report 
was submitted to the department or its 
agent.” 

Source: Title 1, Texas Administrative 
Code, Section 355.7101(15), and Title 40, 
Texas Administrative Code,  Section 
732.262b. See Appendix 3 for additional 
information regarding Texas Administrative 
Code citations in this report. 

 

Cost Report Requirements for 
Supporting Documentation 

“Contracted providers must maintain 
records that are accurate and sufficiently 
detailed to substantiate the legal, 
financial, and statistical information 
reported on the Cost Report. These 
records include, but are not limited to, all 
accounting ledgers, journals, invoices, 
purchase orders, vouchers, canceled 
checks, timecards, payrolls.” 

Source: Specific Instructions for the 
Completion of the 2006 Texas 24-Hour 
Residential Child Care Cost Report. 
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 For 11 of 70 (16 percent) transactions tested, the employees did not have 
completed timesheets or any supporting documentation for the hours 
they worked. The provider’s timekeeping policy states that employees 
must complete a timesheet and submit it to the accounting department.      

Recommendations  

The provider should:  

 Retain all supporting documentation for all transactions, match the 
documentation to purchase/travel request forms, and maintain 
documented evidence of the proper approval. 

 Improve its review of expense coding in its general ledger. 

 Develop and document policies and procedures for its payment and 
accounting processes. 

 Retain supporting documentation for all payroll actions and ensure that 
payments to employees match the pay rates in their personnel files. 

 Review its overtime calculations to ensure accuracy. 

 Ensure that all employees complete timesheets for the time they have 
worked. 

 

Chapter 4-E  

The Provider Should Verify That Its Prospective Employees Meet 
Education Requirements  

The provider does not verify that its prospective employees meet education 
requirements. For 24 of 26 (92 percent) employees tested, the provider did not 
verify the employee’s education.  

Title 40, Texas Administrative Code, Section 720.413, requires that child care 
workers have a high school diploma or the equivalent.2 

                                                             
2 See Appendix 3 for additional information regarding Texas Administrative Code citations in this report. 
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Recommendation  

The provider should verify and document that prospective employees meet 
education requirements. 

 

Chapter 4-F  

The Provider Should Strengthen Access to and Security 
Surrounding Its Automated Systems, Applications, and Data  

The provider should correct weaknesses in its information system 
environment to improve the security over its automated systems, applications, 
and data. The weaknesses auditors identified increase the risk of inadvertent 
or deliberate alteration or deletion of data, which could affect the provider’s 
ability to ensure the integrity of its data. Auditors identified opportunities for 
improvement in the following areas:  

 Information system policies and procedures.  

 Backup and storage of data. 

 Application authentication and audit trails.  

To minimize the risks associated with public disclosure, auditors 
communicated details regarding those issues directly to the provider. 

Recommendation  

The provider should review the recommendations auditors provided and 
consider which recommendations are most appropriate for improving the 
security of its automated systems, applications, and data. 
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Provider X 

Background Information 

Fiscal Year 2006 

Contract services 
audited 

Child placing 
agency 

Number of 
children served 

1,737 

Average length of 
a child’s stay  

289 days 

Total payments 
received from the 
DFPS 

$17,113,574 

Total revenue $17,354,530 

Federal tax filing 
status 

Non-profit 

Ending cash 
balance on 
December 31, 
2006 

$3,888,722 

Approximate 
number of 
program staff 

49- 

Program staff 

turnover rate 
a
 

71 % 

a
 The turnover rate reported is for both 

administrative and program staff.  

 

Lifeline Fellowship Family Church 
(doing business as 

Lifeline Children and Family Services) 
 

Background Information 

Fiscal Year 2006 

Location Corsicana, Texas 

Contract services 
audited 

Child placing 
agency 

Number of 
children served 

310 

Average length of 
a child’s stay  

175 days 

Total payments 
received from the 
Department 

$2,222,370 

Total revenue $2,222,408 

Federal tax filing 
status 

Non-profit 

Ending cash 
balance on 
December 31, 
2006 

$37,507  

Approximate 
number of 
program staff 

19  

Program staff 

turnover rate 
a
 

39.6% 

a
 The turnover rate reported is for both 

administrative and program staff. 

Source: The Department of Family and 
Protective Services, the provider, and 
analyses conducted by the State 
Auditor’s Office.

  

 

Chapter 5 

Audit of Lifeline Fellowship Family Church (doing business as Lifeline 
Children and Family Services)  

Lifeline Children and Family Services (provider) used the 
payments it received from the Department to (1) pay the foster care 
families with whom it placed children and (2) pay expenses it 
incurred for operating a child placing agency. These payments are 
intended to ensure the delivery of goods and services—such as 
direct care, therapy, food, shelter, and clothing—that promote the 
mental and physical well-being of children placed in the care of the 
provider. There were no issues identified during audit testing of 
employees and subcontractors in the areas of criminal background 
checks, work history, experience, education, and professional 
licenses or certifications. However, auditors identified the 
following:  

 Non-compliance with cost report requirements. (See Chapter 5-A.) 
This provider has not disclosed certain related party 
payments on its cost reports as required.   

 Weaknesses in financial processes. (See Chapter 5-B.) Neither the 
provider nor its independent administrator ensures that staff 
time sheets are accurate and complete. The provider also 
does not ensure that staff members provide sufficient 
documentation to support travel reimbursements. 

 Weaknesses in access to and the security environment surrounding 
automated systems, applications, and data. (See Chapter 5-C.) 
The provider should make improvements to address 
weaknesses in the security over its automated systems, 
applications, and data. The weaknesses auditors identified 
increase the risk of inadvertent or deliberate alteration or 
deletion of data. 

Please see Appendix 9 beginning on page 80 for the provider’s 
responses to all of the issues discussed in this chapter. 
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Chapter 5-A  

The Provider Should Ensure That It Reports All Related Party 
Payments on Its Cost Report  

The provider did not report the following related party payments on the 2005 
cost report it submitted to the Health and Human Services 
Commission (Commission). Specifically: 

 The building the provider uses for its operations is leased 
from an organization whose superintendent is the vice 
president of the provider’s board of directors. 

 The son and daughter of the provider’s executive director 
are employed by the provider in case aid positions.   

The provider’s payments for the lease of the building and the 
salaries paid to the two individuals discussed above were 
reasonable. This provider was exempt from submitting a 2006 
cost report due to changes in its organizational structure and its 
contract with the Department.  

The contract between the Department and providers requires that providers 
comply with state requirements concerning related party transactions. State 
requirements specify that providers must disclose related party transactions on 
their cost reports.  

Recommendation  

The provider should ensure that it complies with annual cost reporting 
requirements and discloses its related party transactions on future cost reports. 

 

Chapter 5-B  

The Provider Should Ensure That Staff Time Sheets are Accurate 
and Complete and That It Maintains Documentation for Travel 
Vouchers  

The provider should review and approve staff time sheets to ensure that 
reported hours are complete, accurate, and processed appropriately.  

The provider allows its staff to sign and submit time sheets that report 
estimated hours projected to be worked for the remainder of a two-week pay 
period. Auditors tested 73 time sheets (for employees who were paid on an 
hourly basis and paid a salary) and determined that all of the time sheets 
included an estimate of future time worked, instead of the actual time worked. 
When staff who are paid on an hourly basis estimate their time, this increases 
the risk that they could be paid incorrect amounts.   

Related Parties 

A related party is “a party that can 
exercise control or significant influence 
over the management and/or operating 
policies of another party, to the extent 
that one of the parties may be 
prevented from fully pursuing its own 
separate interests.”  

Examples of related parties include: 

 Principal owners. 

 Management. 

 Members of the immediate families 
of principal owners of the enterprise 
and its management. 

Source: Statement of Financial 
Accounting Standards No. 57, Related 
Party Disclosures, page 10, March 1982, 
Financial Accounting Standards Board.  
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The time sheets for the pay period September 1-15, 2006, were signed and 
submitted on September 5, 2006. Employees usually signed and submitted 
timesheets when approximately 64 hours of an 80-hour pay period had not yet 
been worked. Employees are paid on the last day of each pay period. 

In addition, auditors identified a number of other issues when testing the 73 
payroll payments. Specifically: 

 For 13 of 73 (18 percent) payments tested, the supporting timesheets 
contained a typed signature (rather than a handwritten signature).  

 For 6 of 73 (8 percent) payments tested, the supporting timesheets were 
not approved. 

 For 5 of 73 (7 percent) payments tested, the supporting timesheet could 
not be found. 

 For 5 of 73 (7 percent) payments tested, the supporting timesheets were 
approved by the same staff members who submitted the timesheets. 

 For 5 of 73 (7 percent) payments tested, the supporting timesheets were 
approved by a person related to the staff member who submitted the 

timesheet. 

 For 5 of 73 (7 percent) payments tested, the supporting 
timesheets did not calculate total hours worked. 

 For 2 of 73 (3 percent) payments tested, the payments 
were based on hourly rates that were different from the 
employees’ approved pay rates. 

The provider should improve its approval and documentation 
processes for travel reimbursements.  

The provider and its subcontracted administrator’s approval 
and reporting of travel reimbursements are not sufficiently 
documented and are subject to errors. (The provider contracts 
with an independent administrator to provide accounting, 
financial, human resource, payroll, legal, information support 
and other marketing functions.) Auditors tested 35 travel 
vouchers (totaling approximately $9,927) and identified the 
following: 

 Three different mileage reimbursement rates were used to calculate 
travel reimbursements.   

 For 16 of 34 (47 percent) travel vouchers tested, the expense reports did 
not include direct deposit vouchers.     

Texas Administrative Code 
Requirements for Supporting 

Documentation 

“Providers must ensure that all records 
pertinent to services rendered under their 
contracts with [the Department] are 
accurate and sufficiently detailed to 
support the financial and statistical 
information contained in their cost 
reports.” 

“The contractor must keep financial and 
supporting documents, statistical records, 
and any other records pertinent to the 
services for which a claim or cost report 
was submitted to the department or its 
agent.” 

Source: Title 1, Texas Administrative 
Code,  Section 355.7101(15), and Title 40, 
Texas Administrative Code, Section 
732.262(b). See Appendix 3 for additional 
information regarding Texas Administrative 
Code citations in this report. 
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 For 12 of 34 (35 percent) travel vouchers tested, the voucher did not 
describe the purpose or destination for travel.     

 For 10 of 34 (29 percent) travel vouchers tested, the vouchers were not 
authorized by the appropriate supervisor.  

 For 5 of 34 (15 percent) travel vouchers tested, miscalculations were 
identified. Documentation could not be found for an additional two 
travel vouchers to determine whether the calculations were accurate. 

 For 4 of 16 (25 percent) travel vouchers tested that required receipts, 
there were no receipts to support the payments.      

 A $152 expense was erroneously paid as a travel expense. The expense 
was for costs related to a birthday party for foster care children.      

The provider’s independent administrator processed travel vouchers that 
contained miscalculations that led to staff being paid incorrect amounts. For 5 
of the 34 (15 percent) travel voucher reimbursements tested (totaling 
approximately $992), miscalculations resulted in incorrect payment amounts 
to staff. Specifically: 

 For three payments (totaling $562), miscalculations resulted in 
overpayments to staff of approximately $58.  

 For two payments (totaling $430), miscalculations resulted in 
underpayments to staff of approximately $30. 

Recommendations  

The provider should: 

 Establish objective policies and procedures that require staff to complete 
and submit time sheets for actual time worked at the end of each pay 
period. These policies and procedures should ensure that time sheets are 
submitted for payroll processing only if they have been reviewed, 
approved, and signed by the appropriate management and staff.   

 Enforce its established travel reimbursement policies and procedures. In 
addition, prior to submitting travel voucher reimbursements to its 
independent administrator, the provider should ensure that:  

 Supporting documentation for reported travel expenses matches the 
expense report, is filed with the expense report, and has been properly 
reviewed and approved by the appropriate individuals.  

 Reported expenses are accurately calculated and complete. 
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 The purpose and destination for travel is reported and described on the 
expense report. 

 It consistently applies a standard mileage reimbursement rate for all 
travel vouchers.  

 

Chapter 5-C  

The Provider Should Strengthen Access to and Security 
Surrounding Its Automated Systems, Applications, and Data  

Both the provider and its independent administrator should correct 
weaknesses in their information system environments to improve the security 
over their automated systems, applications, and data. The weaknesses auditors 
identified increase the risk of inadvertent or deliberate alteration or deletion of 
data, which could affect the provider’s or its independent administrator’s 
ability to ensure the integrity of data. Auditors identified opportunities for 
improvement in the following areas: 

 Physical security.  

 Logical access controls.  

To minimize the risks associated with public disclosure, auditors 
communicated details regarding those issues directly to the provider. 

Recommendation  

The provider should review recommendations auditors provided and consider 
which recommendations are most appropriate for improving the security of its 
automated systems, applications, and data. 
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Isabel Elkins Residential 
Treatment Center 

Background Information 

Fiscal Year 2006 

Location Houston, Texas 

Contract services 
audited 

Residential 
treatment center 

Number of 
children served 

99 

Average length of 
a child’s stay  

228 days 

Total payments 
received from the 
Department 

$1,477,910 

Total revenue $2,506,194 

Federal tax filing 
status 

Non-profit 

Ending cash 
balance on 
December 31, 

2006
 a

 

$2,818,417 

Approximate 
number of 
program staff 

60 

Program staff 

turnover rate 
b
 

38% 

a
 The ending cash balance on December 

31, 2006 was for all DePelchin 
operations. 
b
 The turnover rate reported is for 

program staff at all DePelchin 
residential services operations.  

Source: The Department of Family and 
Protective Services, the provider, and 
analyses conducted by the State 
Auditor’s Office.

  

 

Chapter 6 

Audit of DePelchin Children’s Center’s Isabel Elkins Residential 
Treatment Center 

DePelchin Children’s Center’s3 Isabel Elkins Residential 
Treatment Center (provider) used the payments it received from 
the Department to pay costs it incurred for providing 24-hour 
residential child care services. These services were necessary to 
ensure the mental and physical well-being of the children placed in 
this provider’s care and included items such as direct care, food, 
shelter, and clothing. Auditors did not identify any significant 
issues during testing of expenses and employee criminal 
background checks. The provider also ensures that staff and 
subcontractors maintain professional licenses. However, auditors 
identified the following:  

 Non-compliance with staff training requirements. (See Chapter 6-
A.) The provider did not consistently ensure that its staff 
received the training required by the Department’s licensing 
rules prior to providing services. 

 Weaknesses in access to and the security environment surrounding 
automated systems, applications, and data. (See Chapter 6-B.) 
The provider should make improvements to address 
weaknesses in the security over its automated systems, 
applications, and data. The weaknesses auditors identified 
increase the risk of inadvertent or deliberate alteration or 
deletion of data. 

Please see Appendix 10 beginning on page 86 for the provider’s 
responses to all of the issues discussed in this chapter. 

 

 

                                                             
3 Isabel Elkins Residential Treatment Center is one of two residential treatment centers operated by DePelchin Children’s Center 

(DePelchin). DePelchin has separate contracts with the Department for each of its residential treatment centers; it also has a 
third contract with the Department to operate a child placing agency. 
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Chapter 6-A  

The Provider Should Ensure Its Staff Meets Training Requirements 

The provider does not consistently ensure that all staff members receive 
required training. The following issues were noted:  

 None of the 24 training files tested, which were 
associated with staff who were required to have four 
hours of behavior intervention training, contained clear 
documentation indicating that those staff had received 
that training. 

 Eight of 22 (36 percent) training files tested, which were 
associated with staff who were required to receive first 
aid certification within 90 days of being hired, did not 
contain evidence indicating that those staff had received 
that training.  

 Three of 23 (13 percent) training files tested, which were 
associated with staff who were required to receive first 
aid training, did not contain evidence indicating that 
those staff had current first aid certifications. 

 Two of 23 (9 percent) training files tested, which were 
associated with staff who were required to receive 
cardiopulmonary resuscitation (CPR) training, did not 
contain evidence indicating that those staff had current 
CPR certifications. 

 Two of 16 (13 percent) training files tested, which were 
associated with staff who were required to receive 50 
hours of annual training, did not contain evidence 
indicating that those staff had received that training. 

 One of 19 (5 percent) training files tested, which were 
associated with staff who were required to receive 40 
hours of training, did not contain evidence indicating that 
the staff member had received that training. 

Recommendations  

The provider should: 

 Develop policies and procedures to ensure that staff members receive 
the required training prior to providing services. 

Training Requirements 

The Department’s licensing rules state 
that all training must be documented, 
including the date, the subject, and 
who administered the training. 
Specifically:  

 New staff must have training and 
orientation prior to assignment as the 
only staff member responsible for a 
group of children. Training must 
include first aid (not required for 
licensed/certified health 
professionals). Staff trained in CPR 
must be available during all hours of 
operation, and CPR training must be 
updated annually. 

 Staff with no related experience 
must have 40 hours of supervised 
child care experience prior to being 
the sole person responsible for 
children. 

 All caregivers having contact with 
children must complete at least four 
clock hours annually of behavior 
intervention training specific to the 
behavior interventions allowed by 
the facility’s policies. The four clock 
hours will be considered part of the 
overall annual training requirements. 

 All staff working with children must 
receive 50 hours of in-service 
training annually (exclusive of 
orientation and first aid), and 
training must include information on 
treatment methods and programs. 

Source: Title 40, Texas Administrative 
Code, Sections 720.415, 720.523 (c), 
and 720.1012(c) and (d)(1). See 
Appendix 3 for additional information 
regarding Texas Administrative Code 
citations in this report. 
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 Maintain and periodically review documentation to demonstrate that 
staff  members have received training as required.  

 

Chapter 6-B  

The Provider Should Strengthen Access to and Security 
Surrounding Its Automated Systems, Applications, and Data  

The provider should correct weaknesses in its information system 
environment to improve the security over its automated systems, applications, 
and data. The weaknesses auditors identified increase the risk of inadvertent 
or deliberate alteration or deletion of data, which could affect the provider’s 
ability to ensure the integrity of its data. Auditors identified opportunities for 
improvement in the following areas:  

 Access and security controls.  

 Audit trails.  

 Security controls. 

 Backup and storage of data.  

 Information system policies and procedures.   

To minimize the risks associated with public disclosure, auditors 
communicated details regarding those issues directly to the provider. 

Recommendation  

The provider should review the recommendations auditors provided and 
consider which recommendations are most appropriate for improving the 
security of its automated systems, applications, and data. 
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Appendices  

Appendix 1 

Objective, Scope, and Methodology 

Objective 

The objective of this audit was to verify that residential child care providers 
(24-hour providers) are spending federal and state funds for contractually 
required services that promote the well-being of the foster care children 
placed in their care. 

Scope 

The audit scope included assessing the appropriateness, reasonableness, and 
necessity of costs paid by providers that delivered foster care services to the 
Department of Family and Protective Services (Department) between 
September 2005 and December 2006. In addition, the scope included 
verifying whether providers ensured that professionally licensed staff and 
direct care staff met the Department’s requirements for qualifications and 
training. 

Methodology 

The audit methodology included judgmentally selecting six providers based 
on (1) risk factors the Department uses in its annual statewide monitoring plan 
and (2) the providers’ contract status as reported by the Department. 
Additionally, the audit methodology included collecting information and 
documentation; performing selected tests and other procedures; analyzing and 
evaluating the results of tests; and interviewing management and staff at the 
Department and providers.  

Information collected and reviewed included the following:   

 Information from interviews with the Department’s foster care program 
management and staff. 

 Contracts between the Department and providers. 

 Providers’ costs reports. 

 Providers’ financial records. 

 Providers’ independent audit reports. 

 Providers’ personnel files for direct care staff, professionally licensed 
personnel, and subcontract therapists.  
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 Providers’ tax filings. 

 Providers’ payment records for foster care parents. 

 Department program monitoring reports. 

 Providers’ policies and procedures. 

 Providers’ subcontracts. 

Procedures and tests conducted included the following:   

 Review of criminal background checks performed on direct care and 
administrative staff and subcontractors. 

 Test of internal controls. 

 Test of food, shelter, and clothing costs related to the services provided 
to children. 

 Test of related party costs and contracts. 

 Test of payroll records. 

 Test of personnel files. 

 Test of payments made to foster care parents.  

Criteria used included the following:   

 U.S. Office of Management and Budget circulars. 

 Texas statutes and the Texas Administrative Code. 

 Contracts between the Department and providers. 

 The Department’s Contract, Licensing and Child Placing Agency 
Minimum Standards Handbooks.  

 The Health and Human Services Commission’s Specific Instructions for 
the Completion of the 2006 Texas 24-Hour Residential Child Care Cost 
Report  

Project Information 

Audit fieldwork was conducted from April 2007 through June 2007. This 
audit was conducted in accordance with generally accepted government 
auditing standards.   
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The following members of the State Auditor’s staff performed the audit: 

 Ann E. Paul, CPA (Project Manager) 

 Willie J. Hicks, MBA (Assistant Project Manager) 

 Bruce Dempsey, CIA 

 Darrell Edgar 

 Harriet Fortson, MAcy, CGAP 

 Brian Jones 

 Amadou Ngaide, MBA 

 Fabienne Robin, MBA 

 Sherry Sewell, CGAP 

 Lisa M. Thompson 

 James Timberlake, CIA 

 Mary Ann Wise, CPA 

 Jim Yerich, CPA (Ohio), CGFM  

 Brian York 

 Ron Zinsitz, CPA, CIDA 

 Shelby Cherian, MBA (Information Systems Audit Team) 

 Priscilla Garza (Information Systems Audit Team) 

 Dorvin Handrick, CISA, CDP (Information Systems Audit Team) 

 Joseph Kozak, CPA, CISA (Information Systems Audit Team) 

 Gary Leach, CISA, CQA (Information Systems Audit Team) 

 Leslie Ashton, CPA (Quality Control Reviewer) 

 Nicole Guerrero, MBA, CGAP (Audit Manager) 
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Appendix 2 

Types of Residential Child Care Providers  

The Department of Family and Protective Services contracts with the 
following types of residential child care providers (24-hour providers): 

 Foster Family Home (Independent): An operation that provides care for six 
or fewer children up to the age of 18 years. 

 Foster Group Homes (Independent): An operation that personally provides 
care for 7 to 12 children up to the age of 18 years. 

 Emergency Shelter: An operation that provides short-term care (fewer than 
30 days) for 13 or more children up to the age of 18 years. 

 Operation Providing Basic Child Care: An operation that provides care for 13 
or more children up to the age of 18 years. The care does not include 
specialized care programs. 

 Residential Treatment Center: An operation that provides care and 
treatment for 13 or more emotionally disturbed children up to the age of 
18 years. 

 Therapeutic Camp: An operation that provides a camping program for 13 
or more children, ages 13 up to the age of 18 years. It is designed to 
provide an experiential therapeutic environment for children who cannot 
function in their home school or community. 

 Operation Serving Children With Mental Retardation: An operation that 
provides care for 13 or more children up to the age of 18 years. The 
children in care are significantly below average in general intellectual 
functioning and also have deficits in adaptive behavior. 

 Child Placing Agency (CPA): A person, agency, or organization other than a 
parent that places or plans for the placement of a child in an adoptive 
home or other residential care setting. 

 CPA Foster Family Home: An operation that provides care for six or fewer 
children, up to the age of 18 years, under the regulation of a CPA.  

 CPA Foster Group Home: An operation that provides care for 7 to 12 
children, up to the age of 18 years, under the regulation of a CPA. 
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Appendix 3 

Texas Administrative Code Requirements  

References to the Texas Administrative Code in the Detailed Results section 
of this report cite the sections in the Texas Administrative Code as they 
existed during fiscal year 2006 (the time period audited). The Texas 
Administrative Code has been revised since fiscal year 2006 and, as a result, 
certain citations for the Texas Administrative Code sections have changed. 
Table 2 shows the former and new citations for the references to the Texas 
Administrative Code in this report for which citations were changed. 

Table 2 

Texas Administrative Code Requirements 

Fiscal Year 2006 
Texas Administrative 

Code Citation Requirement 

Current 
Texas 

Administrative 
Code Citation 

Title 40, Texas 
Administrative Code, 
Section 720.39 (b) 

The Department requires that all child-placing staff, foster parents, and direct 
care staff receive an orientation to the child-placing agency’s policies and the 
services provided as a pre-service training requirement. 

The provider must also ensure that all foster parents or child-care staff 
complete eight hours of pre-service training in areas appropriate to the needs of 
children for whom they will be providing care.  

Title 40, Texas 
Administrative Code, 
Sections 748.831, 
748.861, 748.863, 
749.831, 749.861, and 
749.863 

 

Title 40, Texas 
Administrative Code, 
Section 720.48 

 

The Department requires the provider to sign a written agreement with the 
foster parents at the time the foster home is verified. Both the agency and the 
foster parents must have a copy of the agreement, and a copy must be filed in 
the foster home record. This agreement must specify the financial agreement is 
between the agency and the foster home.   

Title 40, Texas 
Administrative Code, 
Section 749.2487 

Title 40, Texas 
Administrative Code, 
Sections 720.415, 720.523 
(c), and 720.1012(c) and 
(d)(1) 

 

The Department’s licensing rules state that all training must be documented, 
including the date, the subject, and who administered the training. Specifically:  

 New staff must have training and orientation prior to assignment as the only 
staff member responsible for a group of children. Training must include first 
aid. Staff trained in CPR must be available during hours of operation, and 
CPR training must be updated annually. 

 Staff with no related experience must have 40 hours of supervised child care 
experience prior to being the sole person responsible for children. 

 All caregivers having contact with children must complete at least four clock 
hours annually of behavior intervention training specific to the behavior 
interventions allowed by the facility’s policies. The four clock hours will be 
considered part of the overall annual training requirements. 

 All staff must receive 50 hours of in-service training annually (exclusive of 
orientation and first aid), and training must include information on treatment 
methods and programs. 

Title 40, Texas 
Administrative Code, 
Sections 748.981, 
748.861, 748.931, 
749.981, 749.989, and 
749.863 

 

Title 40, Texas 
Administrative Code, 
Section 720.415  

 

Child-care staff who are not licensed/certified health professionals must have 
current first-aid training. New child-care staff must meet this requirement 
within 90 days of employment. 

Staff with current training in cardiopulmonary resuscitation (CPR) must be 
available and accessible to children in care during all hours of operation. CPR 
training must be updated at least annually. Training must be conducted by a 
person certified to provide CPR training.  

All training and orientation must be documented. Documentation must include 
the date, the subject, and the name of the person who conducted the training. 

Title 40, Texas 
Administrative Code, 
Sections 748.981, 
748.983, 748.985, 
748.987, and 748.989 
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Texas Administrative Code Requirements 

Fiscal Year 2006 
Texas Administrative 

Code Citation Requirement 

Current 
Texas 

Administrative 
Code Citation 

Title 40, Texas 
Administrative Code, 
Sections 745.615, 
745.625, and 720.409 

 

Providers must submit criminal background checks on foster care parents, staff, 
and other individuals that have contact with children: 

 Before they hire a new person who will provide direct care or have direct 
access to a child in care. 

 For an employee who will not provide direct care or have direct access to a 
child in care, providers must submit a background check request within two 
business days after the new person is hired or is present in their operation. 

 Every 24 months from the time they first receive a criminal background 
check. 

 Personnel records for staff must contain at least the following: any reports 
and notes relating to the person’s employment with the facility. 

Title 40, Texas 
Administrative Code, 
Sections 745.625 and 
748.363 

Title 40, Texas 
Administrative Code, 
Section 720.413  

Requires that child care workers have a high school diploma or the equivalent. Title 40, Texas 
Administrative Code, 
Section 748.681 
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Appendix 4 

Criminal Convictions and Other Findings That May Prohibit an 
Individual from Being Present at a Residential Care Provider 

Title 40, Texas Administrative Code, Section 745.611, defines background 
checks as searches of different databases. There are three types of background 
checks:  

 Criminal history checks conducted by the Department of Public Safety 
for crimes committed in the state of Texas.  

 Criminal history checks conducted by the Federal Bureau of 
Investigation for crimes committed anywhere in the United States.  

 Central registry checks conducted by the Department of Family and 
Protective Services. The central registry is a database of people who 
have been found by Child Protective Services, Adult Protective Services, 
or Licensing to have abused or neglected a child.  

Title 40, Texas Administrative Code, Section 745.651, specifies that the 
following types of criminal convictions may preclude an individual from 
being present at a residential care provider: 

(a) A misdemeanor or felony under Texas Penal Code: 

 Title 5 (Offenses Against the Person). Examples of these offenses 
include criminal homicide, kidnapping and unlawful restraint, trafficking 
of persons, sexual offenses, and assaultive offenses.  

 Title 6 (Offenses Against the Family). Examples of these offenses 
include prohibited sexual conduct, enticing a child, criminal nonsupport, 
harboring a runaway child, violation of a protective order or magistrate’s 
order, and sale or purchase of a child.  

 Title 7, Chapter 29 (Robbery). 

 Title 9, Chapter 43 (Public Indecency), or Title 9, Section 42.072 
(Stalking). 

 Title 4, Section 15.031 (Criminal Solicitation of a Minor).  

 Title 8, Section 38.17 (Failure to Stop or Report Aggravated Sexual 
Assault of a Child). 

 Any like offense under the law of another state or federal law.  

(b) A misdemeanor or felony under the Texas Controlled Substances Act, 
46.13 (Making a Firearm Accessible to a Child) or Chapter 49 (Intoxication 
and Alcoholic Beverage Offenses) of Title 10 of the Texas Penal Code, or any 
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like offense under the law of another state or federal law that the person 
committed within the past ten years.  

(c) Any other felony under the Texas Penal Code or any like offense under the 
law of another state or federal law that the person committed within the past 
10 years.  

(d) Deferred adjudications covering an offense listed in subsections (a)-(c) of 
this section, if the person has not completed the probation successfully. 

Title 40, Texas Administrative Code, Section 745.655, specifies that the 
following types of central registry findings may preclude an individual from 
being present at a residential care provider: 

 Any sustained finding of child abuse or neglect, including sexual abuse, 
physical abuse, emotional abuse, physical neglect, neglectful 
supervision, or medical neglect. 

 Any central registry finding of child abuse or neglect (whether sustained 
or not), where the Department of Family and Protective Services have 
determined the presence of the person in a child-care operation poses an 
immediate threat or danger to the health and safety of children. 

Title 40, Texas Administrative Code, Section 745.657, specifies that there are 
three possible consequences of having either a conviction listed in section 
745.651 of Texas Administrative Code, Title 40, or a central registry finding 
in section 745.655 of Texas Administrative Code, Title 40: 

 A person is permanently barred and must not be present at an operation 
while children are in care.  

 A person is temporarily barred and may not be present at an operation 
while children are in care pending the outcome of the administrative 
review and due process hearing.  

 A person must not be present at a child-care operation while children are 
in care, unless a risk evaluation is approved. 

The Department of Family and Protective Services determines which of the 
three actions listed above it will take in individual cases. It then notifies the 
provider regarding the particular actions it will take for specific individuals. 
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Appendix 5 

Responses from Youth in View 
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Appendix 6 

Responses from Circles of Care 
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Appendix 7 

Responses from the Children’s Shelter  
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Appendix 8 

Responses from Canyon Lakes Residential Treatment Center 
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Appendix 9 

Responses from Lifeline Fellowship Family Church (doing business as 
Lifeline Children and Family Services) 
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Appendix 10 

Responses from DePelchin Children’s Center  
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Appendix 11 

Responses from the Department of Family and Protective Services  
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Appendix 12 

Recent State Auditor’s Office Work  

Other SAO Work 

Number Product Name Release Date 

07-030 An Audit Report on Residential Child Care Contract Management at the Department 
of Family and Protective Services April 2007 

07-002 A Report on On-Site Audits of Residential Child Care Providers October 2006 

04-044 A Financial Review of the Department of Family and Protective Services July 2004 

 

 

 



Copies of this report have been distributed to the following: 

Legislative Audit Committee 
The Honorable David Dewhurst, Lieutenant Governor, Joint Chair 
The Honorable Tom Craddick, Speaker of the House, Joint Chair 
The Honorable Steve Ogden, Senate Finance Committee 
The Honorable Thomas “Tommy” Williams, Member, Texas Senate 
The Honorable Warren Chisum, House Appropriations Committee 
The Honorable Jim Keffer, House Ways and Means Committee 

Office of the Governor 
The Honorable Rick Perry, Governor 
 
Health and Human Services Commission 
Mr. Albert Hawkins, Executive Commissioner 
 
Department of Family and Protective Services 
Mr. Carey Cockerell, Commissioner 
 
Board Members and Executive Directors of the 
Following Providers Audited 
Canyon Lakes Residential Treatment Center 
The Children’s Shelter 
Circles of Care 
DePelchin Children’s Center’s Isabel Elkins Residential Treatment Center 
Lifeline Fellowship Family Church (doing business as Lifeline Children 

and Family Services) 
Youth in View 
 



 

This document is not copyrighted.  Readers may make additional copies of this report as 
needed.  In addition, most State Auditor’s Office reports may be downloaded from our Web 
site: www.sao.state.tx.us. 
 
In compliance with the Americans with Disabilities Act, this document may also be requested 
in alternative formats.  To do so, contact our report request line at (512) 936-9880 (Voice), 
(512) 936-9400 (FAX), 1-800-RELAY-TX (TDD), or visit the Robert E. Johnson Building, 1501 
North Congress Avenue, Suite 4.224, Austin, Texas 78701. 
 
The State Auditor’s Office is an equal opportunity employer and does not discriminate on the 
basis of race, color, religion, sex, national origin, age, or disability in employment or in the 
provision of services, programs, or activities. 
 
To report waste, fraud, or abuse in state government call the SAO Hotline: 1-800-TX-AUDIT. 
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