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Overall Conclusion

Three of the five residential child care
contractors (providers) audited did not
consistently maintain documentation to
demonstrate that they accurately reported
funds they expended for providing 24-hour
residential child care services. Those three
providers were:

> Wings of Refuge, Inc. (see Chapter 1).

» Houston Wee Care Shelter, Inc. (see
Chapter 2).

> New Encounters, Inc. (see Chapter 3).

The providers receive funds from the
Department of Family and Protective Services
(Department) for the delivery of goods and
services—such as therapy, food, shelter, and
clothing—that promote the mental and
physical well-being of children placed in the
providers’ care. Providers deliver those
services through contracts with the
Department and report their revenue and
expenditures on annual cost reports.

Wings of Refuge, Inc. had serious weaknesses

SAO Report No. 13-048
August 2013

Background Information

During fiscal year 2012, the Department of Family
and Protective Services (Department) had 386
contracts with 230 providers to provide residential
child care on a 24-hour basis.

Auditors selected for this audit the following types
of licensed providers with which the Department
contracts:

= Child placing agency: An entity that places
children in adoptive homes or other residential
care settings.

= Residential treatment center: A general
residential operation for 13 or more children or
young adults that exclusively provides
treatment services for children with emotional
disorders.

The Department received approximately
$358,056,594 for providing services to the 27,208
children in foster care during fiscal year 2012.

Approximately 68 percent of the funding for those
services comes from the federal government and
approximately 32 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 audits of selected
residential child care providers that provide foster
care services to the Department.

Sources: Unaudited information provided by the
Department.

in its financial processes. Those weaknesses create a significant risk of
misappropriation of federal and state funds. Wings of Refuge did not submit a
2012 cost report until July 2, 2013, which was 93 days after the Department’s due
date and after auditors were no longer on site. Because of this, auditors were
limited in the scope of work that could be performed at that provider. In addition,
auditors identified $62,031 in purchases and cash withdrawals during the 2012 cost
reporting period that the provider made in California, although the provider is
contracted to provide services for children in Texas. After audit fieldwork was
completed, the Department notified Wings of Refuge, Inc. on August 1, 2013, that
it would not exercise the renewal option in the provider’s current contract for
child placing services; therefore, the contract will expire on August 31, 2013.

This audit was conducted in accordance with Texas Government Code, Section 2155.1442.

For more information regarding this report, please contact Ralph McClendon, Audit Manager, or John Keel, State Auditor, at (512) 936-
9500.
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Two providers audited generally had adequate documentation to demonstrate that
they accurately reported the funds they expended for providing 24-hour residential
child care services. Those two providers were:

> Refuge House, Inc. (see Chapter 4).
> Children of Diversity, Inc. (see Chapter 5).

Auditors identified internal control weaknesses at all five providers. Those control
weaknesses are the responsibility of the providers and not the external
accountants. Specifically:

> Two providers lacked detailed, written policies and procedures for key financial
processes.

> Two providers did not have adequate segregation of duties.

> Two of the four providers that had external accountants did not conduct reviews
of the financial information their external accountants prepared.

> One provider created its general ledger from bank statements instead of
financial transaction documents such as revenue receipts, invoices, and purchase
receipts.

Auditors also identified instances of noncompliance with cost-reporting
requirements at three providers audited. As stated previously, one provider did
not submit a 2012 cost report until audit fieldwork had been completed. In
addition, all five providers fully complied or substantially complied with
background check requirements.

Two of the three providers audited that are child placing agencies (Refuge House,
Inc. and Children of Diversity, Inc.) generally paid their foster parents the required
amounts according to the children’s level of care and days of service. However,
those two providers should improve their documentation of and compliance with
foster parent monitoring requirements. Children of Diversity, Inc. did not conduct
any unannounced foster parent monitoring visits and did not conduct all quarterly
visits for 7 (70 percent) of 10 foster homes tested. The third provider that is a
child placing agency (Wings of Refuge, Inc.) did not accurately calculate the
reimbursement rates for foster parents for 21 percent of the items tested.

Auditors also communicated other, less significant issues separately in writing to
each provider.
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Summary of Management’s Response

Four of the providers audited agreed with the recommendations that were
addressed to them. One provider, Wings of Refuge, did not agree with the findings
that transactions reflected on its bank statements were not reflected in its general
ledger, its general ledger did not reflect double-entry bookkeeping, and that it was
inappropriate to report transactions in a suspense account. It also disagreed with
the findings that because it did not maintain complete financial records, it was at
risk of (1) allowing fraudulent activity to occur undetected and (2)
misappropriating federal and state funds. Wings of Refuge did not provide any
additional information in its management response to cause the State Auditor’s
Office to modify the conclusions in this report.

The detailed management responses from the five providers audited are presented
in Appendices 6 through 10 beginning on page 46.

Summary of Information Technology

Four of the five providers relied on accounting systems that external accountants
maintained. In addition, four of the five providers did not have a valid contract in
place establishing the responsibilities and expectations regarding the services
being provided and requiring that adequate controls be in place to secure the
accounting system and the provider’s financial data. Only two providers had
policies and procedures regarding information technology and the security
environment over the accounting system used to create their general ledgers.

Summary of Objective, Scope, and Methodology

The objective of this audit was to perform on-site financial audits of selected
providers and included verifying that the selected providers were spending federal
and state funds on required services that promote the well-being of foster children
in their care.

The scope of this audit included performing work at five providers to assess the
appropriateness, reasonableness, and necessity of expenditures that providers
made during each provider’s fiscal year 2012 cost reporting time period. In
addition, auditors tested payments received from the Department during each
provider’s fiscal year 2012 cost reporting time period.

The audit methodology included judgmentally selecting five 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 the
tests; and interviewing management and staff at the Department and providers.
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Auditors assessed the reliability of the data used in the audit and determined the
following:

> Two (40 percent) of the 5 providers had financial data that was not sufficiently
reliable to perform audit procedures.

> Two (40 percent) of the 5 providers had financial data that was sufficiently
reliable to perform audit procedures.

> One provider’s financial data was of undetermined reliability.
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Chapter 1

Wings of Refuge, Inc.

Detailed Results

Wings of Refuge, Inc.

Wings of Refuge, Inc.

Background Information a

Location

Contract services audited

Number of children served

Average length of a child’s stay
in days

Total revenue from the
Department

Total revenue for child placing
agency

Federal tax filing status

Number of staff at year end

Houston, TX

Child placing agency

39

127.3

$264,899

Could not be
determined

Non-profit status
has been revoked by
the Internal
Revenue Service

Wings of Refuge,
Inc. used contract
labor during the
reporting period.

2 From January 1, 2012, through December 31, 2012.

Sources: The Department of Family and Protective
Services, the provider, and analyses conducted by the

State Auditor’s Office.

Wings of Refuge, Inc. (provider) had serious weaknesses
in its financial processes. As a result of those weaknesses,
auditors determined that data necessary to perform the
audit objectives was unreliable, and auditors could not
determine whether the provider accurately reported funds
it expended for providing child placing services. The
weaknesses in the provider’s financial processes also
create a significant risk of misappropriation of federal and
state funds.

The provider did not submit a 2012 cost report as required
by the Department of Family and Protective Services
(Department) before the end of fieldwork for this audit.
Although the 2012 cost report was due on March 31, 2013,
the provider did not submit its 2012 cost report until July
2, 2013, which was 93 days after the due date.
Furthermore, auditors determined that the data contained
in the provider’s general ledger was unreliable for
purposes of this audit. Because of that, auditors were
limited in the scope of work that could be performed at the
provider.

Auditors noted that the provider had purchases and cash
withdrawals listed on its Houston bank statements for the
2012 cost reporting period (January 2012 through
December 2012). Those charges were for purchases and
cash withdrawals that occurred in California, even though
the child placing services took place in Texas. Those

charges did not appear on the general ledger that the provider submitted to the
State Auditor’s Office. In addition, auditors could not determine whether
those purchases were made using Department funds because the provider
deposited other revenue sources into the Houston account throughout the 2012

calendar year.

The onsite manager of the provider’s Houston office did not have access to
the provider’s financial information, debit and credit cards, or bank accounts.
That information is maintained at the provider’s California office and was not
reviewed by anyone in the Houston office during the 2012 cost reporting

period.

A Report on On-site Audits of Residential Child Care Providers
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Wings of Refuge, Inc.

In addition, auditors determined that the provider:

= Submitted all subcontracted employees and volunteers hired after January
1, 2011, and active during fiscal year 2012 for background checks to the
Department. However, the provider should improve its background check
processes to ensure that employees clear background checks before their
start dates.

= Submitted all active foster parents, occasional caregivers, and household
members for background checks to the Department. However, the
provider should improve its background check processes to ensure that
each foster parent, occasional caregiver, and household member clears
background checks before the foster home’s verification date.

» Complied with foster parent monitoring requirements. For the 11 foster
homes active during the 2012 cost reporting period, the provider
appropriately conducted all required monitoring visits in a timely manner.

After audit fieldwork was completed, the Department notified the provider on
August 1, 2013, that it would not exercise the renewal option in the provider's
current contract for child placing services; therefore, the contract will expire
on August 31, 2013.

Wings of Refuge Management Response

In its management response, Wings of Refuge did not agree with the findings
that transactions reflected on its bank statements were not reflected in its
general ledger, its general ledger did not reflect double-entry bookkeeping,
and that it was inappropriate to report transactions in a suspense account. It
also disagreed with the findings that because it did not maintain complete
financial records, it was at risk of (1) allowing fraudulent activity to occur
undetected and (2) misappropriating federal and state funds.

Auditor Follow-Up Comment

Wings of Refuge did not provide any additional information in its
management response to cause the State Auditor’s Office to modify the
conclusions in this report.

Wings of Refuge’s detailed management response is presented in Appendix 6
beginning on page 46.

A Report on On-site Audits of Residential Child Care Providers
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Wings of Refuge, Inc.

Chapter 1-A
The Provider Should Improve Its Compliance with Cost Report
Requirements

The provider did not comply with cost report requirements for the 2012 cost
reporting period. The provider did not submit a 2012 cost report until July 2,
2013, which was 93 days after the due date and after auditors were no longer
on site. The 2012 cost report was due on March 31, 2013. Auditors were
unable to perform certain audit procedures related to the accuracy of the
information reported in the provider’s 2012 cost report because it was
submitted after auditors had completed fieldwork for this audit. Because of
this, auditors were limited in the scope of work that could be performed at the
provider.

The Department may excuse a provider from submitting a cost report if the
provider meets one of the following criteria for the cost reporting year:

» The Department terminated or did not renew its contract with the provider.
» The provider administered only basic level services.

» The total number of state-placed days was 10 percent or less of the total
days of service.

= The total number of Department-placed days was 10 percent or less of the
total days of service.

However, the provider did not meet any of the criteria listed above. In
addition, the Department did not excuse the provider from submitting the
2012 cost report.

The Health and Human Services Commission (Commission) uses provider
cost reports to determine the daily rates that providers are paid for taking care
of foster children (see Appendix 5 for additional information about daily
rates). Not reporting financial information on a cost report could cause the
Commission to set the daily rates at inappropriate amounts.

Recommendation

The provider should prepare and submit its cost report in accordance with
Department requirements and on time.

A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
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Wings of Refuge, Inc.

Chapter 1-B
The Provider Has Serious Weaknesses Over Its Financial Processes

As stated previously, the provider did not submit a 2012 cost report in a

Suspense Account

timely manner. As a result, auditors could not complete the
necessary audit procedures related to the cost report. Auditors

A suspense account is an account for the performed additional procedures to gain some assurances that the
temporary entry of charges, credits, or provider’s financial information was complete and accurate.

doubtful accounts receivable pending

determination of their ultimate
dispositions.

Double-entry Bookkeeping

Auditors determined that the provider did not have a reliable general
ledger for the 2012 calendar year. Specifically:

Double-entry bookkeeping is a system of = There were $27,063 in transactions held in a suspense account.

keeping accounting records that recognizes

the dual nature of every financial
transaction. In that system, every

transaction is entered twice in an account.
The first entry records a change in the

Transactions should not be reported in a suspense account (see
text box for the definition of a suspect account).

assets (called a “debit”). The second entry, | = 1ransactions _reflected on the provider’§ bank statgments were
which mirrors the first entry, records a not reflected in the general ledger provided to auditors.

change in the equities (called a “credit”).

= The general ledger did not reflect double-entry bookkeeping (see

text box for the definition of double-entry bookkeeping).

According to the Minimum Standards for Child-Placing Agencies (Title 1,

Texas Administrative Code, Section 749.161(b)), a provider must maintain
complete financial records. By not maintaining complete financial records,
the provider is at risk of:

= Allowing fraudulent activity to occur undetected.
» Misappropriating federal and state funds.

In addition, auditors reviewed, in detail, all of the provider’s 2012 calendar
year bank statements. Auditors identified $62,031 in purchases and cash
withdrawals on those bank statements that occurred in California, although the
child placing services take place in Texas. The provider asserted that those
purchases and cash withdrawals were the result of identity theft. However,
the provider had not submitted a claims dispute form to its banking institution
until June 2013, after auditors questioned the transactions. The dispute form
the provider submitted to the bank disputed only the charges from November
2012 through February 2013. However, auditors determined that those
charges were made throughout the 2012 cost reporting period. Examples of
the purchases, all made in California, included charges made at restaurants,
department stores, and female clothing stores such as Grand Lux Cafe,
Nordstrom, Macy’s, Lerner (metrostyle), Lane Bryant, Victoria’s Secret, and
Kate Spade. Auditors could not determine whether those purchases were
made using Department funds because the provider deposited other revenue
sources into its Houston account throughout the 2012 calendar year.

A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
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Wings of Refuge, Inc.

In addition, the onsite manager of the provider’s Houston office did not have
access to the provider’s financial information, debit and credit cards, or bank
accounts. That information was maintained at the provider’s California office
and was not reviewed by anyone in the Houston office during the 2012 cost
reporting period.

While the provider had some internal controls in place, auditors identified
significant deficiencies in the provider’s controls in several areas. Auditors
could not verify that the provider completed bank reconciliations every
month, and the provider did not review its 2012 bank statements in a timely
manner. The provider’s chief financial officer stated that she reconciled the
statements on a monthly basis; however, as stated previously, there were
$62,031 in expenditures that management asserted were the result of identity
theft. Those expenditures should have been identified during the bank
reconciliations if those reconciliations were performed on a monthly basis.
The weaknesses in the provider’s processes for reconciling banks statements
are further support for the unreliability of the provider’s general ledger.

In addition, an independent auditor’s report on the provider’s parent
organization for the fiscal year ended December 31, 2011, identified $458,737
in delinquent payroll taxes at the provider payable to the Internal Revenue
Service (IRS), the California Franchise Tax Board, and the State of California
Employment Development Department. The provider’s parent organization
had $1.8 million in outstanding loan balances and a net operating loss of
$299,594 in 2011. The parent organization had net operating losses in 2009
and 2010, as well.

The provider did not submit IRS Form 990 (Return of Organization Exempt
From Income Tax) for three consecutive years. As a result, the IRS revoked
the provider’s tax-exempt status in May 2012. As of June 12, 2013, the
provider’s tax-exempt status remained revoked.

The provider generally complied with the Department’s contractual guidelines
for child placing agencies regarding the reimbursement of foster parents, with
some exceptions. The provider had supporting documentation for all 29 foster
parent payments tested. However, it did not correctly calculate the
reimbursement rates to its foster parents for 6 (21 percent) of those 29
payments tested.

The provider outsources its information technology services. However, the
provider did not have a valid contract in place for the 2012 cost reporting
period. Specifically, the provider did not sign the contract. In addition, the
provider does not have policies and procedures for its information technology
and the security surrounding its information technology environment.

A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
Page 5



Wings of Refuge, Inc.

Recommendations
The provider should:

» Ensure that bank reconciliations are performed in a timely and appropriate
manner.

» Ensure that it operates on a sound fiscal basis as required by the Texas
Administrative Code.

= Ensure that all contracts contain all parties’ signatures.

= Develop and implement written policies and procedures for information
technology and the security surrounding the information technology.

Chapter 1-C

The Provider Generally Complied with the Department’s
Background Check Requirements; However, There Are Areas for
Improvement

The provider submitted all employees, active foster parents, occasional
caregivers, and household members for background checks to the Department
in accordance with Department requirements. As of June 2013, the provider
had current background checks for all 20 employees and volunteers who
performed services for the provider and for all 38 active foster parents,
occasional caregivers, and household members who were active during the
2012 cost reporting period. However, the provider should strengthen its
background check process by ensuring that employees, foster parents,
occasional caregivers, and household members clear a background check prior
to their hire or contract dates.

The Department requires that those individuals clear a name-based
background check before they provide direct care to children or have direct
access to the children in the provider’s care. The Department requires
providers to submit individuals for a subsequent background check at least
once every 24 months after the initial check. (See Appendix 3 for additional
information about background check requirements.)

Employees

As of June 2013, all 20 subcontracted employees and volunteers hired after
January 1, 2011, and active during calendar year 2012 had current background
checks. However, 9 (45 percent) of the 20 subcontracted employees and
volunteers tested had background checks that were not cleared before their
start dates. For those 9 individuals, background checks were submitted
between 1 day and 343 days late. The provider completed subsequent

A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
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Wings of Refuge, Inc.

background checks for the two individuals who required a background check
to be performed within 24 months after the initial check.

Foster Parents, Occasional Caregivers, and Household Members

As of June 2013, all 38 foster parents, occasional caregivers, and household
members active during the 2012 cost reporting period had current background
checks. However 16 (42 percent) of those 38 foster parents, occasional
caregivers, and household members tested had background checks that were
not cleared before their start dates. For those 16 individuals, background
checks were submitted between 1 day and 193 days late. The provider
completed subsequent background checks for the seven individuals who
required a background check to be performed within 24 months after the
initial check.

Auditors also requested that the Department of Public Safety perform criminal
background checks for all individuals who were current employees, foster
parents, occasional caregivers, and household members in March 2013. There
were no reported offenses that may violate the Department’s rules.

Recommendation

The provider should ensure that background checks are performed in a timely
manner and in accordance with the Department requirements.

Chapter 1-D
The Provider Conducted Monitoring Visits at Foster Homes in
Accordance with Department Requirements

The provider complied with foster parent monitoring requirements. For the 11
foster homes active in during the 2012 cost reporting period, the provider
appropriately conducted all 22 required monitoring visits in a timely manner.
Furthermore, all quarterly monitoring visits were signed by the appropriate
parties. Monitoring visits are the primary way for the provider to help ensure
that foster homes comply with all Department standards.

A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
Page 7



Chapter 2

Houston Wee Care Shelter, Inc.

Houston Wee Care Shelter, Inc.

Houston Wee Care Shelter, Inc.

Background Information a

Location Spring, TX
Contract services audited Residential

treatment center
Number of children served 30

Average length of a child’s stay 97

in days

Total revenue from the $361,725
Department

Total revenue for residential $610,958

treatment center services

Federal tax filing status Non-profit

Number of staff at year end 12

2 From January 1, 2012, through December 31, 2012.

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

Houston Wee Care Shelter, Inc. (provider) did not
maintain adequate supporting documentation to
demonstrate that it accurately reported funds it expended
for providing 24-hour residential child care services. The
provider did not have adequate supporting documentation
for $11,289 (57 percent) of the $19,870 in direct and
administrative expenditures the provider included on its
2012 cost report that auditors tested. In addition, the
provider did not maintain adequate supporting
documentation to ensure that it appropriately paid and
recorded payments to hourly employees. Twenty-five (83
percent) of the 30 payroll expenditures tested were not
supported by timesheets, invoices, or a service agreement.

The direct and administrative costs the provider incurred
included (1) programmatic expenditures and (2)
administrative expenditures related to operating a
residential treatment center. Those expenditures are
intended to provide for the mental and physical well-being
of the children placed in the provider’s care.

Auditors also tested revenues that the provider reported on
its 2012 cost report. The provider did not maintain
adequate documentation for $19,227 (27 percent) of the

$70,467 in payments it received from the Department of Family and
Protective Services (Department) that auditors tested. Therefore, auditors
were unable to determine whether the Department paid the provider the
correct amount or whether the provider accurately reported those revenues on
its cost report. Auditors identified additional errors in the provider’s reporting
of revenues, expenditures, and related-party transactions on its 2012 cost
report (see Chapter 2-A).

The provider outsources its accounting function to an external accountant.
However, the provider did not have a signed, written contract in place for the
2012 cost report period. The provider’s accountant created the general ledger
from bank statements instead of financial transaction documents, such as
revenue receipts, invoices, and purchase receipts.

In addition, the provider submitted all employees for background checks to
the Department in accordance with the Department’s requirements.

Houston Wee Care Shelter, Inc.’s management responses are presented in
Appendix 7 beginning on page 50.

A Report on On-site Audits of Residential Child Care Providers
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Chapter 2-A

Houston Wee Care Shelter, Inc.

The Provider Should Improve Its Compliance with Cost Report

Requirements

The provider did not consistently comply with cost report requirements when
it prepared its 2012 cost report. Auditors identified errors in the provider’s

Related Party

A related party is defined as a person or organization
related to the provider by blood/marriage, common
ownership, or any association, which permits either entity
to exert power or influence, either directly or indirectly,
over the other. In determining whether a related-party
relationship exists with the provider, the tests of common
ownership and control are applied separately.

Control exists where an individual or organization has the
power, directly or indirectly, to significantly influence or
direct the actions or policies of an organization or
institution. If the elements of common ownership or
control are not present in both organizations, the
organizations are deemed not to be related to each other.
The existence of an immediate family relationship will
create an irrefutable presumption of relatedness through
control or attribution of ownership or equity interests
where the significance tests are met.

The following persons are considered immediate family for
cost-reporting purposes: (1) husband and wife; (2) natural
parent, child, and sibling; (3) adopted child and adoptive
parent; (4) stepparent, stepchild, stepsister, and
stepbrother; (5) father-in-law, mother-in-law, brother-in-
law, son-in-law, sister-in-law, and daughter-in-law; (6)
grandparent and grandchild; (7) uncles and aunts by blood
or marriage; (8) first cousins; and (9) nephews and nieces
by blood or marriage. Disclosure of related-party
information is required for all allowable costs reported by
the provider.

Source: The Health and Human Services Commission’s
Specific Instructions for the Completion of the 2012 Texas
24- Hour Residential Child Care Cost Report.

reporting of revenues, expenditures, and related party-
transactions. Specifically, the provider:

= Did not maintain adequate supporting
documentation for all expenditures reported on its
2012 cost report.

= Did not report correctly some cost report line items;
including line items that should have been allocated
to other areas.

= Did not disclose all related-party transactions on its
2012 cost report (see text box for the definition of a
related party).

» Did not consistently maintain documentation
supporting payments it received from the
Department.

The Health and Human Services Commission’s
(Commission) Specific Instructions for the Completion
of the 2012 Texas 24- Hour Residential Child Care
Cost Report (cost report instructions) requires
providers to maintain records that are accurate and
sufficiently detailed to substantiate financial
information on the cost report and include only

allowable expenditures incurred or accrued during the cost reporting period.
(See Appendix 4 for additional information about cost report requirements.)

The Commission uses provider cost reports to determine the daily rates the
providers are paid for taking care of foster children. (See Appendix 5 for
additional information about daily rates.) Not reporting accurate financial
information on a cost report could cause the Commission to set the daily rates
at an inappropriate amount.

The provider did not maintain adequate supporting documentation for

expenditures reported on its 2012 cost report.

The provider did not maintain adequate supporting documentation for 47 (60
percent) of the 78 direct care, administrative, and programmatic expenditures
tested. Those expenditures accounted for $11,289 (57 percent) of the $19,870
in direct care, administrative, and programmatic expenditures the provider
included on its 2012 cost report that auditors tested.

A Report on On-site Audits of Residential Child Care Providers
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Houston Wee Care Shelter, Inc.

The provider also did not maintain sufficient supporting documentation for all
30 payroll expenditures tested. Twenty-four (80 percent) of the 30 payroll
expenditures tested did not have documentation in the employee’s personnel
file supporting the employee’s pay rates. In addition, 25 (83 percent) of the
30 payroll expenditures tested were not supported by timesheets, invoices, or
a service agreement. Those expenditures accounted for $44,890 (54 percent)
of the $83,890 in payroll expenditures tested. In addition, the personnel files
of the two highest paid employees lacked support for each employee’s salary
during the 2012 cost reporting period.

As a result of the provider’s lack of adequate documentation, auditors were
unable to determine whether all of the expenditures tested were for allowable
costs and accurately reported on the provider’s 2012 cost report.

The provider did not correctly report some cost report line items, including line
items that should have been allocated to other areas.

Auditors identified several items that were not reported correctly on the 2012
cost report. Specifically:

= Utilities were overstated by $719.
= Maintenance was understated by $687.
= Employee benefits were understated by $2,430.

In addition, one employee’s salary and benefits should have been allocated
between case management and administrative cost report items because the
employee performed both functions. However, the provider included all of
that employee’s salary in the case management line item.

The provider did not disclose all related-party transactions on its 2012 cost
report.

The provider did not disclose a loan payment to a related party in the amount
of $849 on its 2012 cost report. That amount should have been reported in
supporting schedules. However, the provider did report two other related-
party transactions appropriately.

The provider did not consistently maintain documentation supporting payments
it received from the Department.

The provider did not maintain documentation, such as children’s levels of care
and days of service, that supported the payments it received from the
Department for 7 (23 percent) of the 30 payments tested. The unsupported
payments totaled $19,277 (27 percent) of the $70,467 in payments tested. As
a result, auditors were unable to determine whether the Department’s
payments to the provider were accurate and whether the provider reported
those payments accurately on its 2012 cost report.
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In addition, the provider incorrectly reported Department revenue on its 2012
cost report. The provider should have reported it received $361,725 in
Department revenue; instead, the provider reported it received $610,958. The
reasons for the difference were due to the provider (1) incorrectly including
Harris County revenue as Department revenue, instead of reporting the Harris
County revenue separately; (2) not including a month of revenue on the
general ledger; and (3) listing a different level of care than the level of care for
which it received reimbursement from the Department.

Recommendations
The provider should:

» Maintain complete and accurate supporting documentation that fully
supports all financial transactions included on its cost report.

» Prepare its cost report in accordance with requirements. To help ensure
that, the provider should:

+ Regularly review the financial information used to complete its cost
reports to identify and correct errors in a timely manner.

¢+ Report and disclose all related-party costs in accordance with the
Commission’s applicable cost report instructions.

Chapter 2-B
The Provider Should Strengthen Controls Over Its Financial
Processes

The provider lacked detailed, written policies and procedures for key financial
processes and did not have sufficient controls in place over other financial
processes. In addition, the provider did not have policies and procedures
regarding information technology and the security environment over the
accounting system used to create its general ledger. Detailed policies and
procedures are important tools for helping all employees understand the
provider’s processes, holding employees accountable for following them, and
helping maintain consistency in the performance of key processes.

The provider did not have policies and procedures for key financial processes
and did not have sufficient controls in place for other financial processes.

The provider lacked detailed, written policies and procedures for key financial
processes and did not have sufficient controls in place over other financial
processes. Specifically:

= The provider did not have policies and procedures in place for the
recording, processing, and reporting of revenue and expense transactions.
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» The provider did not review financial information once it was entered into
the accounting system or review financial information once it was
prepared by the external accountant.

= The provider did not review cash withdrawals.

= The provider did not have adequate segregation of duties over the
expenditure process.

The provider did not have policies and procedures regarding information
technology and the security environment over the accounting system.

The provider relies on a third-party accounting system maintained online. The
provider did not have policies and procedures regarding information
technology and the security environment over the accounting system used to
create its general ledger. In addition, the provider outsources its bookkeeping
and accounting functions to an external accountant. However, the provider
did not have a signed, written contract in place for the 2012 cost reporting
period. Furthermore, the provider’s accountant created the general ledger
from bank statements instead of financial transaction documents, such as
revenue receipts, invoices, and purchase receipts.

While the provider can use bank statements to verify that it disbursed funds,
bank statements do not provide detailed information regarding the item(s)
purchased; the individual who made the purchase; whether the purchase was a
business expense; and, in some cases, from which vendor the provider
purchased the item(s). That may result in costs being misreported on the
provider’s cost report.

Recommendations

The provider should:

= Develop and implement written policies and procedures for key financial
processes.

= Develop and implement written policies and procedures for its use of
information technology.

= Ensure that all contracts contain all parties’ signatures.

» Ensure that financial transaction documents are used to generate its
general ledger.
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Chapter 2-C
The Provider Complied with the Department’s Background Check

Requirements

The provider submitted all employees for background checks to the
Department in accordance with the Department’s requirements. Of the 21
employees who worked for the provider during the 2012 cost reporting period,
all had current background checks and all applicable subsequent background
checks required for the previous 24 months.

Auditors also requested that the Department of Public Safety perform criminal
background checks for all individuals who were current employees and
subcontractors in March 2013. There were no reported offenses that may
violate the Department’s rules. (See Appendix 3 for additional information
about background check requirements.)
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Chapter 3

New Encounters, Inc.

New Encounters, Inc.

New Encounters, Inc.

New Encounters, Inc. (provider) did not always maintain
documentation to demonstrate that it accurately reported

Background Information funds it expended for providing 24-hour residential child

Location

Contract services audited

Number of children served

Average length of a child’s stay
in days

Total revenue from the
Department

Total revenue for child placing
agency

Federal tax filing status

Number of staff at year end

care services. The provider did not have adequate
supporting documentation for $21,246 (37 percent) of the

Corsicana, TX

Rl $58,093 in direct and administrative costs and for $23,000

freatment center (65 percent) of the $35,550 in payroll costs that the

23 provider included on its 2012 cost report that auditors

170.6 tested.

$493,502 The direct and administrative costs the provider incurred
included (1) programmatic expenditures and (2)

$530,471 administrative expenditures related to operating a
residential treatment center. Those expenditures are

Non-profit intended to provide for the mental and physical well-being

. of the children placed in the provider’s care.

2 From January 1, 2012, through December 31, 2012. Auditors also tested revenues that the provider reported on

its 2012 cost report. The provider had supporting

Sources: The Department of Family and Protective documentation for all 29 payments it received from the

Services, the provider, and analyses conducted by the

State Auditor’s Office.

Department of Family and Protective Services
(Department) tested. Those payments totaled $61,984.
However, auditors identified errors in the provider’s reporting of expenditures
and related-party transactions on its 2012 cost report (see Chapter 3-A).

The provider outsources its accounting function to an external accountant.
However, the provider did not have a signed, written contract in place for the
2012 cost reporting period.

In addition, auditors determined that the provider submitted all employees for
initial background checks to the Department in accordance with the
Department’s requirements. However, the provider did not submit one
employee for a required subsequent background check within the required
time frame.

New Encounters, Inc.’s management responses are presented in Appendix 8
beginning on page 53.

Chapter 3-A
The Provider Should Improve Its Compliance with Cost Report
Requirements

The provider did not consistently comply with cost report requirements when
it prepared its 2012 cost report. Auditors identified errors in the provider’s
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reporting of expenditures and related-party transactions. Specifically, the
provider:

» Did not maintain adequate supporting documentation for all expenditures
reported on its 2012 cost report.

» Did not correctly report some cost report line items, including line items
that should have been allocated to other areas.

» Did not disclose all related-party transactions on its 2012 cost report.
= Did not use the accrual basis of accounting to prepare its 2012 cost report.

The Health and Human Services Commission’s (Commission) Specific
Instructions for the Completion of the 2012 Texas 24- Hour Residential Child
Care Cost Report (cost report instructions) requires providers to maintain
records that are accurate and sufficiently detailed to substantiate financial
information on the cost report and include only allowable expenditures
incurred or accrued during the cost reporting period. (See Appendix 4 for
additional information about cost report requirements.)

The Commission uses provider cost reports to determine the daily rates the
providers are paid for taking care of foster children. (See Appendix 5 for
additional information about daily rates.) Not reporting accurate financial
information on a cost report could cause the Commission to set the daily rates
at an inappropriate amount.

The provider did not maintain adequate supporting documentation for
expenditures reported on its 2012 cost report.

The provider did not maintain adequate supporting documentation for 25 (39
percent) of the 64 direct care, administrative, and programmatic expenditures
tested. Those expenditures accounted for $21,246 (37 percent) of the $58,093
in direct care, administrative, and programmatic expenditures the provider
included on its 2012 cost report that auditors tested.

In addition, for 3 (38 percent) of the 8 payroll expenditures tested, the
provider did not have adequate documentation in the employees’ personnel
files supporting the employees’ pay rates, such as timesheets, invoices, or a
service agreement. Those expenditures accounted for $23,000 (65 percent) of
the $35,550 in payroll expenditures tested.

As a result of the provider’s lack of documentation, auditors were unable to
determine whether all of the expenditures tested were for allowable costs.

The provider did not correctly report some cost report line items.

Auditors identified several items that the provider did not report correctly on
its 2012 cost report. Specifically:
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= The provider allocated to maintenance a $21,714 expenditure for
constructing a driveway. That expenditure should have been capitalized
and reported as a leasehold improvement. The amount of additional
depreciation that should have been included in the cost report for that item
was $814. In addition, the provider misclassified a $2,000 expenditure as
allowances; that expenditure should have been classified as maintenance.

= The provider classified an employee’s salary as a direct care expense.
However, based on the employee’s explanation of his duties, the provider
should have allocated that employee’s salary to both administrative and
case management expense line items. Because the provider did not
require its salaried employees to submit timesheets, auditors could not
determine the proportion of the employee’s salary that should have been
allocated to each line item. For employees who perform both direct care
services and administrative services, the cost report instructions require
providers to document the portion of the employee’s costs applicable to
the delivery of direct care services based upon daily timesheets.

The provider consistently maintained supporting documentation for payments it
received from the Department.

Auditors tested revenues that the provider reported on its 2012 cost report.
The provider had supporting documentation for all 29 payments it received

from the Department. Those payments totaled

ated defined $61,984. However, for two payments, the provider did
A related party is defined as a person or organization .
related to the provider by blood/marriage, common not receive the correct amounts from the Department.
ownership, or any association, which permits either entity | The provider did not have documentation showing that
to exert power or influence, either directly or indirectly, it notified the Department about those errors.

over the other. In determining whether a related-party
relationship exists with the provider, the tests of common

Related Party

ownership and control are applied separately. The provider did not report any related-party

Control exists where an individual or organization has the transactions on its 2012 cost report.

power, directly or indirectly, to significantly influence or

direct the actions or policies of an organization or The provider did not disclose several related-party
institution. If the elements of common ownership or . . .

control are not present in both organizations, the transactions that should have been included on its 2012

organizations are deemed not to be related to each other. cost report (see text box for the definition of a related
The existence of an immediate family relationship will

create an irrefutable presumption of relatedness through party). Specifical Iy:

control or aFtri_b!Jtion of ownership or equity interests

where the significance tests are met. _ = The provider did not disclose a related-party lease
The following persons are considered immediate family for b h id di . di
cost-reporting purposes: (1) husband and wife; (2) natural etv_v(_een the prOVI_ er an_ Its eXGCUtIVE_ irector. In
paren:, EZ)“dt' and sibltingt; (3)ha|c(!joptted C_htild anddadoptive addition, the provider did not have a signed lease
parent; (4) stepparent, stepchild, stepsister, an . .

stepbrother; (5) father-in-law, mother-in-law, brother-in- agree_zment In place between the two parties. The
law, son-in-law, sister-in-law, and daughter-in-law; (6) provider also reported the full cost ($30,000) of the

grandparent and grandchild; (7) uncles and aunts by blood . .
or marriage; (8) first cousins; and (9) nephews and nieces lease on its 2012 cost report instead of the cost to

by blood or marriage. Disclosure of related-party the related party ($5,632).
information is required for all allowable costs reported by

the provider. . . . ,
Source: The Health and Human Services Commission’s = The prOVIder did not disclose a related employee S

Specific Instructions for the Completion of the 2012 Texas salary on its 2012 cost report supporting schedules
24- Hour Residential Child Care Cost Report. as required by the cost report instructions. That
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employee’s salary was $30,000 for calendar year 2012.

= The provider did not disclose a $2,288 payment it made to a related party
on its 2012 cost report supporting schedules as required by the cost report
instructions.

The provider did not use the accrual basis of accounting for the cost report.

The provider used the cash basis of accounting instead of the accrual basis of
accounting as required by the Department. Title 1, Texas Administrative
Code, Section 355.102 (c), states that a provider is responsible for accurate
cost reporting and for including on its cost report all costs incurred, based on
an accrual method of accounting, that are reasonable and necessary.

Recommendations
The provider should:

» Maintain supporting documentation for all financial transactions,
including revenue and expense transactions supporting the cost report.

» Prepare its cost report in accordance with requirements.

= Report and disclose all related-party costs in accordance with the
Commission’s applicable cost report instructions.

» Ensure that it uses the accrual basis of accounting as required by the Texas
Administrative Code and the cost report instructions.

Chapter 3-B
The Provider Should Strengthen Controls Over Its Financial
Processes

While the provider has some controls over key financial processes in place,
the issues discussed in Chapter 3-A can be attributed to weaknesses in the
provider’s financial processes. As a result, the provider should strengthen
controls over its financial processes by developing and implementing written
policies and procedures for its key financial processes and segregating key
financial-related duties.

The provider hired an external accountant to perform the majority of the
provider’s financial activities, including bookkeeping and bank
reconciliations. However, the provider does not have a written contract with
its external accountant establishing the responsibilities and expectations
regarding the services being provided and requiring that adequate controls be
in place to secure the accounting system and the provider’s financial data.
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The provider lacked detailed, written policies and procedures.

The provider did not have detailed, written policies and procedures for its key
financial processes. Specifically, the provider did not have detailed, written
policies and procedures for accounting for revenues and expenditures,
reviewing payroll, performing bank reconciliations, performing
reconciliations of Department revenue, and recording financial transactions in
its general ledger. Policies and procedures are important tools for helping all
employees understand the provider’s processes, holding employees
accountable for following them, and helping maintain consistency in the
performance of key processes.

The provider did not segregate key financial-related duties and ensure that
supervisory reviews were conducted.

The provider did not adequately segregate duties for completing bank deposits
and writing checks. Specifically, only one person receives and deposits all
checks. In addition, there is no supervisory review when checks are written.
Segregating key financial duties helps to reduce the risk of fraud and
distributes the workload related to financial processes.

The provider did not have a formal contract with its external accountant.

The provider hired an external accountant to perform the majority of the
provider’s financial activities, such as preparing and maintaining the general
ledger and creating financial statements. The provider was responsible for
maintaining the supporting documentation for its financial data and providing
all of the necessary financial documentation to its external accountant.
However, there is no written contract between the provider and its external
accountant establishing the responsibilities and expectations regarding those
activities. Having a formal contract in place will ensure that the external
accountant is held responsible for safeguarding the provider’s financial
information.

Recommendations

The provider should:

» Implement segregation of financial duties that includes individuals other
than the executive director.

= Develop and implement written policies and procedures, including
required levels of review, for key financial processes.

= Develop a formal contract with its external accountant and ensure that the
contract contains provisions that outline the responsibilities and
expectations regarding the contracted activities.
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Chapter 3-C
The Provider Complied with the Department’s Background Check
Requirements

The provider submitted all employees and subcontractors for initial
background checks to the Department in accordance with the Department’s
requirements. The provider had current background checks for all 10
employees and subcontractors who worked for the provider during the 2012
cost reporting period. However, 1 (12 percent) of 8 employees and
subcontractors requiring a subsequent background check did not have an
applicable subsequent background check performed within 24 months after
the initial check as required. The provider conducted that employee’s
subsequent background check three months after it was due. Title 40, Texas
Administrative Code, Section 745.625, requires a provider to submit a request
for a background check for all persons required to have a background check
every 24 months after each person’s background check was first submitted.

In addition, as stated previously, although the provider had some controls over
the conducting of background checks for its employees, the provider did not
have documented policies and procedures for background checks or criminal
indictment reporting by employees.

Auditors also requested that the Department of Public Safety perform criminal
background checks for all individuals who were current employees and
subcontractors in March 2013. There were no reported offenses that may
violate the Department’s rules. (See Appendix 3 for additional information
about background check requirements.)

Recommendations

The provider should:

» Ensure that all employees receive a background check within 24 months
after their initial check as required by the Texas Administrative Code.

= Develop and implement written policies and procedures for conducting
background checks and the reporting by employees of criminal indictment
information to the Department.
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Refuge House, Inc.

Refuge House, Inc.

Refuge House, Inc.

Location

Contract services audited

Number of children served

Average length of a child’s stay
in days

Total revenue from the
Department

Total revenue for child placing
agency

Federal tax filing status

Number of staff at year end

Refuge House, Inc. (provider) had adequate
documentation to demonstrate that it accurately reported

Background Information * funds it expended for providing 24-hour residential child
Dallas. T care service_s. The provider had adequate supporting _
’ documentation for $80,647 (94 percent) of the $85,753 in
Child placing agency | gjirect and administrative expenditures and for all $98,164
o75 in payroll costs that the provider included on its 2012 cost
report that auditors tested.
186.8
The direct and administrative costs the provider incurred
$3,213,085 included (1) programmatic expenditures and (2)
administrative expenditures related to operating a child
$3,215,780 placing agency. Those expenditures are intended to
provide for the mental and physical well-being of the
Non-profit children placed in the provider’s care.
13
Auditors also tested revenues that the provider reported
on its 2012 cost report. The provider had supporting

2 From January 1, 2012, through December 31, 2012.

Sources: The Department of Family and Protective

documentation for all 30 payments it received from the

Services, the provider, and analyses conducted by the Department. Those payments totaled $53,348. However,

State Auditor’s Office.

auditors identified errors in the provider’s reporting of
expenditures and related-party transactions on its 2012 cost report (see
Chapter 4-A).

The provider outsources its accounting function to an external accountant.
However, the provider did not have a signed, written contract in place for the
2012 cost reporting period (January 2012 through December 2012).

In addition, auditors determined that the provider complied with the
Department’s requirements for background checks. The provider:

= Submitted all employees, foster parents, occasional caregivers, and
household members for initial background checks in accordance with the
Department’s requirements.

= Submitted all employees, foster parents, occasional caregivers, and
household members for applicable subsequent background checks as
required.

The provider conducted monitoring visits at foster homes in accordance with
Department requirements. For the 23 foster homes active during the 2012
cost reporting period, the provider appropriately conducted all 23 required
monitoring visits in a timely manner.
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Refuge House, Inc.’s management responses are presented in Appendix 9
beginning on page 56.

Chapter 4-A
The Provider Had Adequate Supporting Documentation for

Expenditures Reported on Its Cost Report

The provider had adequate supporting documentation for $80,647 (94 percent)
of the $85,753 in direct, administrative, and programmatic expenditures the
provider included on its 2012 cost report that auditors tested. The
expenditures that were not supported accounted for only $5,106 (6 percent) of
the total direct, administrative, and programmatic expenditures tested.

In addition, the provider maintained sufficient supporting documentation for
all 32 payroll expenditures totaling $98,164 tested. Specifically:

» For all 32 payroll transactions, the amount paid was supported by
documentation in the provider’s personnel files.

= For all 24 applicable payroll transactions requiring timesheets, the
provider had timesheets that supported the time charged by the employees.

However, for 18 (75 percent) of 24 payroll expenditures requiring a
supervisory review of timesheets, the timesheets did not include signatures to
indicate that they had received supervisory review for approval. In addition,
the provider does not require supervisory review and approval of timesheets
for the chief executive officer and chief information officer. According to the
Health and Human Services Commission’s (Commission) Specific
Instructions for the Completion of the 2012 Texas 24- Hour Residential Child
Care Cost Report (cost report instructions), daily timesheets documenting the
time worked for the specific residential care contract are required for all
salaries directly charged and reported on the cost report. Approval of
timesheets is important to help ensure the accuracy of time reported, such as
total hours spent on foster care activities.

Recommendations

The provider should:

» Maintain supporting documentation for all financial transactions and
consistently review and approve expenditures.

» Ensure that all timesheets receive a supervisory review.
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Chapter 4-B
The Provider Should Improve Its Compliance with Cost Report
Requirements

The provider should improve its financial processes and compliance with cost
report requirements. The provider did not consistently comply with cost
report requirements when it prepared its 2012 cost report. Auditors identified
errors in the provider’s reporting of expenditures and related-party costs.
Specifically, for the 2012 cost report, the provider:

* Reported $1,627 in unallowable costs.
= Misclassified $9,595 in expenditures.
» Did not accurately report all related-party transactions.

The cost report instructions require providers to maintain records that are
accurate and sufficiently detailed to substantiate financial information on the
cost report and include only allowable expenditures incurred or accrued
during the cost reporting period. (See Appendix 4 for additional information
about cost report requirements.)

The Commission uses provider cost reports to determine the daily rates the
providers are paid for taking care of foster children. (See Appendix 5 for
additional information about daily rates.) Not reporting accurate financial
information on a cost report could cause the Commission to set the daily rates
at an inappropriate amount.

The provider included unallowable costs on its 2012 cost report.

The provider reported $1,627 in unallowable costs related to a foster parent
training cruise. According to the provider’s management, the provider’s
trainers were unable to attend the cruise due to a scheduling conflict. As a
result, that expense should not have been included on the provider’s 2012 cost
report.

The provider misclassified some items on its 2012 cost report.

The provider misclassified $9,595 of expenditures on its 2012 cost report.
Specifically:

= The provider misclassified one payroll transaction for $7,861 as a direct
care expense; however, according to the employee’s job duties and
timesheet, that transaction should have been reported as an administrative
expense. It should be noted that this error did not have a net effect on the
total costs reported.

= The provider misclassified $1,734 in costs related to a cruise (separate
from the cruise discussed above) as a training expense; however, because
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no training occurred on the trip, that cost should have been reported as a
foster family recruiting and retention expense.

The provider did not correctly report all related-party transactions.

The provider did not report all related-party transactions as required by the
2012 cost report instructions (see text box for the definition of a related party).
Specifically:

= The provider did not report a lease with a related-

Related Party party in the appropriate cost report schedule. In

A related party is defined as a person or organization e :

related to the provider by blood/marriage, common addition, the provider repo'rted the full amount of
ownership, or any association, which permits either entity the lease ($92,610), when it should have reported
to exert power or influence, either directly or indirectly,

over the other. In determining whether a related-party Only the cost to the related party.

relationship exists with the provider, the tests of common

ownership and control are applied separately. = The provider accurately reported a professional
Control exists where an individual or organization has the services contract for $5,000 in the appropriate line
power, directly or indirectly, to significantly influence or . .. .
direct the actions or policies of an organization or item in its 2012 cost report. However, the provider
institution. If the eleme_nts of common qwnership or did not disclose the related party in the

control are not present in both organizations, the .

organizations are deemed not to be related to each other. supplemental schedule to its cost report.

The existence of an immediate family relationship will

create an irrefutable presumption of relatedness through = The provider did not report the correct amount for
control or attribution of ownership or equity interests . .

where the significance tests are met. another lease with a related-party. The provider
The following persons are considered immediate family for reported the full amount of the lease ($21,600),

cost-reporting purposes: (1) husband and wife; (2) natural .
parent, child, and sibling; (3) adopted child and adoptive when it should have reported Only the cost to the
parent; (4) stepparent, stepchild, stepsister, and related party ($17,562).

stepbrother; (5) father-in-law, mother-in-law, brother-in-
law, son-in-law, sister-in-law, and daughter-in-law; (6)

grandparent and grandchild; (7) uncles and aunts by blood The prOVIder con5|stently maintained supporting

or marriage; (8) first cousins; and (9) nephews and nieces documentation for payments it received from the

by blood or marriage. Disclosure of related-party Department.

informat_ion is required for all allowable costs reported by

the provider. Auditors tested revenues that the provider reported on

Source: The Health and Human Services Commission’s . . .
Specific Instructions for the Completion of the 2012 Texas its 2012 cost report. The provider had supporting

24- Hour Residential Child Care Cost Report. documentation for all 30 payments it received from the
Department. Those payments totaled $53,348.

Recommendations
The provider should:
» Prepare its cost report in accordance with requirements.

= Accurately reflect employees’ payroll costs in the appropriate cost report
categories.

= Report and disclose all related-party costs in accordance with the
Commission’s applicable cost report instructions.
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Chapter 4-C
The Provider Should Improve Controls Over Its Financial Processes

The provider had policies and procedures related to processes including
expenditures, revenues, travel, purchasing, and information technology. In
addition, the provider has some adequately designed controls over its financial
processes. However, auditors identified some controls that the provider
should improve. Specifically:

The provider did not perform independent reviews of the external
accountant’s bank reconciliations. A review of the accountant’s bank
reconciliations could help the provider to (1) verify account balances and
clear discrepancies and (2) identify errors or omissions. Without periodic
reviews of bank reconciliations, the provider is at increased risk of
fraudulent transactions going undetected.

The provider hired an external accountant to perform the majority of its
financial activities, including the preparation of its general ledger,
financial statements, and cost report. However, the provider did not have a
written contract with its external accountant establishing the
responsibilities and expectations regarding the services being provided and
requiring that adequate controls be in place to secure the accounting
system and the provider’s financial data. In addition, the external
accountant is authorized to make payments for the provider without the
provider’s prior approval.

Recommendations

The provider should:

Review all bank reconciliations prepared by the external accountant.

Ensure that it has a formal contract in place with its external accountant
that details the activities to be performed and the controls that must be in
place to secure the provider’s financial data.
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Chapter 4-D
The Provider Complied with the Department’s Background Check
Requirements

The provider submitted all of its employees, foster parents, occasional
caregivers, and household members for background checks in accordance with
Department requirements. As of March 2013, the provider had current
background checks for (1) all 83 employees, subcontractors, and volunteers
who worked at the provider during the 2012 cost reporting period and (2) all
220 foster parents, occasional caregivers, and household members who were
active during the 2012 cost reporting period.

Employees

As of March 2013, all 83 employees, subcontractors, and volunteers hired
after January 1, 2011, and active during calendar year 2012 had current
background checks. The provider also completed subsequent background
checks for all 10 individuals who required a background check to be
performed within 24 months after the initial check.

Foster Parents, Occasional Caregivers, and Household Members

As of March 2013, all 220 active foster parents, occasional caregivers, and
household members active during the 2012 cost reporting period had current
background checks. In addition, all 92 foster parents, occasional caregivers,
and household members who required a background check before the provider
verifies the foster home, had those checks. The provider also completed
subsequent background checks for all 48 individuals who required a
background check to be performed within 24 months after the initial check.

Auditors also requested that the Department of Public Safety perform criminal
background checks for all individuals who were current employees, foster
parents, occasional caregivers, and household members in March 2013. There
were no reported offenses that may violate the Department’s rules. (See
Appendix 3 for additional information about background check requirements.)
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Refuge House, Inc.

Chapter 4-E
The Provider Conducted Monitoring Visits at Foster Homes in
Accordance with Department Requirements

The provider substantially complied with foster parent monitoring
requirements. For the 23 foster homes active during the 2012 cost reporting
period, the provider appropriately conducted all 23 required monitoring visits
in a timely manner. However, for 2 (9 percent) of 23 foster homes tested, the
quarterly monitoring reports were not fully documented and signed due to
employee turnover. Monitoring visits are the primary way for the provider to
help ensure that foster homes comply with all Department standards.

Recommendation

The provider should ensure that all required quarterly monitoring visits are
fully documented and signed.
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Children of Diversity, Inc.

Chapter 5
Children of Diversity, Inc.

Children of Diversity, Inc. (provider) had adequate

Al Gl off PIERETS, e, documentation to demonstrate that it accurately reported
Background Information funds it expended for providing 24-hour residential child care
: services. The provider had adequate supporting
Location Houston, TX documentation for $71,687 (99.8 percent) of the $71,780 in
Contract services audited Child placing direct and administrative expenditures and for all $13,903 in
e payroll costs that the provider included on its 2012 cost
Number of children served 77 report that auditors tested.
Average length of a child’s stay  176.5 i L. i . .
in days The direct and administrative costs the provider incurred
Total revenue from the $865,426 |I’lC|Ud€d (1) programrr_latic expenditures and_(2) .
Department administrative expenditures related to operating a child
Total revenue for child placing  $865,426 placing agency. Those expenditures are intended to provide
agency for the mental and physical well-being of the children placed
Federal tax filing status Non-profit in the prowder’s care.
Number of staff at year end ! Auditors also tested revenues that the provider reported on its
? From January 1, 2012, through December 31, 2012 cost report. The provider had supporting
2012. documentation for all 31 payments it received from the

Sources: The Department of Family and Protective Department of Family and Protective Services (Department).

Services, the provider, and analyses conducted by Those payments totaled $60,370. However, auditors

the State Auditor’s Office. identified errors in the provider’s reporting of expenditures.
Those errors were due to misclassifications on the cost
report.

The provider outsourced its accounting, human resources, and information
systems functions to a third-party service provider. Although the provider had
policies and procedures for financial accounting and background checks, it
should strengthen those policies and procedures. In addition, the provider
uses an accounting system that is maintained by a third-party service provider.
That accounting system had controls in place that are designed sufficiently
and operating effectively.

In addition, auditors determined that the provider substantially complied with
the Department’s requirements for background checks. Specifically, the
provider:

= Submitted all employees, subcontractors, and volunteers for initial
background checks to the Department in accordance with the
Department’s requirements.

= Submitted all foster parents, occasional caregivers, and household
members for applicable subsequent background checks as required.
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Children of Diversity, Inc.

The provider did not comply with foster parent monitoring requirements. For
7 (70 percent) of 10 foster homes tested, the provider did not conduct one or
more required quarterly monitoring visits.

Children of Diversity, Inc.’s management responses are presented in
Appendix 10 beginning on page 61.

Chapter 5-A
The Provider Substantially Complied with Cost Report
Requirements

The provider substantially complied with cost report requirements when it
prepared its 2012 cost report. The provider generally maintained adequate
supporting documentation for non-labor and payroll-related expenditures.
However, auditors identified errors in other areas of the provider’s 2012 cost
report, including cost report line items that were misclassified.

The Health and Human Services Commission’s (Commission) Specific
Instructions for the Completion of the 2012 Texas 24- Hour Residential Child
Care Cost Report (cost report instructions) requires providers to maintain
records that are accurate and sufficiently detailed to substantiate financial
information on the cost report and include only allowable expenditures
incurred or accrued during the cost reporting period. (See Appendix 4 for
additional information about cost report requirements.)

The Commission uses provider cost reports to determine the daily rates the
providers are paid for taking care of foster children. (See Appendix 5 for
additional information about daily rates.) Not reporting accurate financial
information on a cost report could cause the Commission to set the daily rates
at an inappropriate amount.

The provider maintained adequate supporting documentation for expenditures
reported on its 2012 cost report.

The provider had adequate supporting documentation for $71,687 (99.8
percent) of the $71,780 that auditors tested. Of the 66 non-labor expenditures
tested, 61 (92 percent) had adequate supporting documentation. The 5
expenditures that did not have adequate supporting documentation totaled
only $93. In addition, the provider had adequate supporting documentation
for all 10 payroll expenditures tested. Those payroll expenditures totaled
$13,903.
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Children of Diversity, Inc.

The provider misclassified items on its 2012 cost report.

The provider misclassified $7,577 in costs reported on its 2012 cost report.
Specifically:

* The provider included a $1,950 payment for a foster family holiday
banqguet in direct care expenses. That cost should have been reported as a
foster family recruiting and retention expense.

= The provider included $2,396 in reimbursements to its staff for mileage in
other transportation costs. However, mileage reimbursement to direct care
staff for the use of a personal vehicle should be reported as a direct care
expense.

= The provider included $366 in employee drug-screening costs in
advertising and recruiting costs. Those costs should have been reported as
medical supplies and staff vaccination costs.

= The provider included $1,892 in costs related to employee parties as
travel, training, and seminars expenses. Employee-relations costs (such as
parties and service awards) should have been reported as other
administrative expenses.

= The provider included $973 in bank charges in other administrative
expenses. Those charges should have been reported as professional
service and consulting fees.

Recommendation

The provider should prepare its cost report in accordance with requirements.

Chapter 5-B
The Provider Should Strengthen Its Financial Processes

The provider had policies and procedures related to financial processes
including expenditures, revenues, travel, human resources, and purchasing. In
addition, the provider has some controls over its financial processes that were
adequately designed and operating effectively. However, auditors identified
some financial processes and policies and procedures that should be
improved.

The provider outsources its accounting, human resources, and information
systems functions to a third-party service provider. Although management
asserted that it conducted independent reviews of the third-party service
provider’s bank reconciliations, there was no documentation to support the
assertion that a review was performed. A review of the accountant’s bank
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Children of Diversity, Inc.

reconciliations can help the provider to (1) verify account balances and
explain discrepancies and (2) identify errors or omissions. Without periodic
reviews of bank reconciliations, the provider is at increased risk of fraudulent
transactions going undetected.

In addition, the provider did not have sufficient policies and procedures over
foster parent monitoring and the preparation of the cost report.

The provider uses a third-party accounting system that is used to create the
cost report. That system is maintained by the third-party service provider and
has logical access, physical security, and backup and recovery controls that
are designed and operating effectively. The provider had a valid contract in
place with the third-party service provider. In addition, the provider had
policies and procedures that addressed the controls discussed above.

The provider generally complied with the Department’s contractual guidelines
for child placing agencies regarding the reimbursement of foster parents. The
provider paid its foster parents the required amounts according to the
children’s levels of care and days of service. All 31 payments tested had
adequate supporting documentation indicating the correct payment amount
and calculation of days of service. Those payments totaled $60,370.

Recommendations
The provider should:

= Conduct and document reviews of the bank reconciliations performed by
its third-party service provider.

= Develop and implement policies and procedures for foster parent
monitoring and cost report preparation.

Chapter 5-C

The Provider Generally Complied with the Department’s
Background Check Requirements; However, It Should Improve the
Timeliness of Those Checks

The provider submitted all employees, active foster parents, occasional
caregivers, and household members for background checks in accordance with
Department requirements. As of June 2013, the provider had current
background checks for all 13 employees and subcontractors who performed
services for the provider and for all 38 active foster parents, occasional
caregivers, and household members who were active during the 2012 cost
reporting period.

A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
Page 30



Children of Diversity, Inc.

However, the provider should strengthen its background check process by
ensuring that employees, foster parents, occasional caregivers, and household
members clear a background check prior to their hire or contract dates. The
Department requires that those individuals clear a name-based background
check before they provide direct care to children or have direct access to the
children in the provider’s care. The Department requires providers to submit
individuals for a subsequent background check at least once every 24 months
after the initial check. (See Appendix 3 for additional information about
background check requirements.)

Employees

As of March 2013, all 13 employees and subcontractors hired after January 1,
2011, and active during calendar year 2012 had current background checks.
However, 2 (15 percent) of the 13 employees and subcontractors tested had
background checks that were not cleared before their start dates. For those 2
individuals, the provider submitted the initial background checks 13 days and
48 days late.

Foster Parents, Occasional Caregivers, and Household Members

As of March 2013, all 38 active foster parents, occasional caregivers, and
household members active during the 2012 cost reporting period had current
background checks. However, 1 (3 percent) of the 38 foster parents,
occasional caregivers, and household members tested had a background check
that was not cleared before that individual’s start date. For that individual, the
provider submitted the initial background check 82 days late.

Auditors also requested that the Department of Public Safety perform criminal
background checks for all individuals who were current employees, foster
parents, occasional caregivers, and household members in March 2013. There
were no reported offenses that may violate the Department’s rules. (See
Appendix 3 for additional information about background check requirements.)

Recommendation

The provider should ensure that background checks are conducted according
to Department requirements.

A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
Page 31



Children of Diversity, Inc.

Chapter 5-D
The Provider Did Not Conduct Monitoring Visits at Foster Homes in
Accordance with Department Requirements

The provider did not comply with foster parent monitoring requirements.
Overall, for 7 (70 percent) of 10 foster homes tested, the provider did not
conduct one or more required quarterly monitoring visits.

For nine families that required quarterly monitoring visits during the first and
second quarters of 2012:

» Four (44 percent) did not have a monitoring visit in the first quarter of
2012.

= All nine had a monitoring visit in the second quarter of 2012.

For the 6 families that required quarterly monitoring visits during the third
quarter of 2012, 2 (33 percent) did not have a monitoring visit in the third
quarter of 2012.

None of the 3 families that required quarterly monitoring visits during the
fourth quarter of 2012 received a monitoring visit in the fourth quarter of
2012.

In addition, the provider did not conduct any unannounced supervisory Visits.
Title 40, Texas Administrative Code, Section 749.2815, requires that at least
one supervisory visit per year must be unannounced. Monitoring visits are the
primary way for the provider to help ensure that foster homes comply with all
Department standards.

Recommendation

The Department should perform all quarterly monitoring of foster homes as
required and document whether visits were announced or unannounced.
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Appendices

Appendix 1

Objective, Scope, and Methodology

Objective

The objective of this audit was to perform on-site financial audits of selected
residential foster care contractors (providers) and included verifying that the
selected providers were spending federal and state funds on required services
that promote the well-being of foster children in their care. 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 audits of selected residential child care providers that provide foster
care services to the Department.

Scope

The scope of this audit included performing work at five providers to assess
the appropriateness, reasonableness, and necessity of expenditures that
providers made during each provider’s fiscal year 2012 cost reporting time
period. In addition, auditors tested payments received from the Department of
Family and Protective Services (Department) during each provider’s fiscal
year 2012 cost reporting time period.

Methodology

The audit methodology included judgmentally selecting five 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 the tests; and interviewing management and staff at
the Department and providers. Auditors assessed the reliability of the data
used in the audit and determined the following:

= Two (40 percent) of the 5 providers had financial data that was not
sufficiently reliable to perform audit procedures.

= Two (40 percent) of the 5 providers had financial data that was sufficiently
reliable to perform audit procedures.

= One provider’s financial data was of undetermined reliability.

Auditors selected non-statistical samples, primarily through random selection,
to be representative of the population. In those cases, results may be
extrapolated to the population, but the accuracy of the extrapolation cannot be
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measured. In some cases, auditors used professional judgment to select
additional items for testing. Those sample items generally were not
representative of the population and, therefore, it would not be appropriate to
extrapolate those results to the population.

Information collected and reviewed included the following:

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

Department program monitoring and licensing reports for the providers.
Contracts between the Department and the providers.
Providers’ cost reports and supporting documentation.

Providers’ financial records and supporting documentation, including
payroll, direct and administrative expenditures, and revenues received
from the Department.

Providers’ personnel files.
Providers’ bank statements.
Providers’ files, monitoring plans, and payment records for foster parents.

Providers’ policies and procedures, including policies and procedures for
information technology.

Procedures and tests conducted included the following:

Testing criminal history background checks performed on employees and
foster parents.

Testing foster parent records.

Testing internal and information resource controls at providers.
Testing expenditures related to services provided to children.
Testing related-party expenditures and contracts.

Testing payroll records.

Testing payments made to foster care parents.

Comparing each provider’s state foster care revenue with Department
records.

Comparing each provider’s general ledger to each provider’s cost report.
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Criteria used included the following:

= U.S. Office of Management and Budget circulars A-87, A-110, and A-
122,

» Title 40, Texas Administrative Code, Chapter 19.
= Title 1, Texas Administrative Code, Chapter 15.
» Texas Government Code, Section 2155.1442.

= Contracts between the Department and providers.

» The Department’s Minimum Standards for General Residential
Operations and Residential Treatment Centers and Minimum Standards
for Child-Placing Agencies.

»= The Health and Human Services Commission’s Specific Instructions for
the Completion of the 2012 Texas 24-Hour Residential Child Care Cost
Report.

Project Information

Audit fieldwork was conducted from April 2013 through June 2013. We
conducted this performance audit in accordance with generally accepted
government auditing standards. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit
objectives. The objective of this audit was to perform on-site financial audits
of selected providers by verifying that the selected providers spent federal and
state funds on required services that promote the well-being of foster children
in their care. The scope of this audit was limited because Wings of Refuge,
Inc. did not submit the fiscal year 2012 cost report as required by the
Department before the end of fieldwork for this audit. That issue is explained
in detail in Chapter 1 of this report. The 2012 cost report was due on March
31, 2013, and the provider did not submit its 2012 cost report until July 2,
2013. The cost report is the basis for determining whether the providers are
spending the federal and state funds as required. Additionally, auditors
determined that Wings of Refuge Inc.’s general ledger was not reliable. As a
result auditors would not have been able to provide assurance about the
information in the 2012 cost report and could not give assurance that the
provider had spent funds as required. Other than the scope limitation reported
for that provider, we believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives.

The following members of the State Auditor’s staff performed the audit:

» Michael A. Simon, MBA, CGAP (Project Manager)
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Jennifer D. Brantley, MS, CPA (Assistant Project Manager)
Amy M. Cheesman

Erin Cromleigh

Michelle DeFrance, CPA, MA

Anna Howe

Jules Hunter, CPA, CIA

Uvaldo Valdez

Jennifer R. Wiederhold, CGAP

Julia Youssefnia, CPA

J. Scott Killingsworth, CIA, CGAP, CGFM (Quality Control Reviewer)
Ralph McClendon, CISSP, CCP, CISA (Audit Manager)
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Appendix 2

Selected Requirements for Residential Child Care Providers

The following is a summary of selected Health and Human Services
Commission and Department of Family and Protective Services requirements
in the Texas Administrative Code, as well as selected requirements in the
Health and Human Services Commission’s Specific Instructions for the
Completion of the 2012 Texas 24-Hour Residential Child Care Cost Report.
The requirements are related to residential child care providers’ boards of
directors, cost reporting, financial records, background checks, and foster
parent monitoring.

Board of Directors

Title 40, Texas Administrative Code, Section 749.131, states that a
provider’s board of directors must not have a majority of voting members
who have a conflict of interest, including, but not limited to, the following:
(1) employees working at a provider, (2) family members of the owner or
a member of the board of directors, (3) paid consultants, or (4) other
individuals who benefit financially from the provider.

Title 40, Texas Administrative Code, Section 749.131, states that a
provider’s board of directors is responsible for ensuring that the provider
remains fiscally sound and that the provider’s services and programs
comply with the provider’s policies.

Cost Reporting

Accurate Cost Reporting. Title 1, Texas Administrative Code, Section
355.102 (c), states that the provider is responsible for accurate cost
reporting and for including in its cost report all costs incurred, based on an
accrual method of accounting, that are reasonable and necessary.

Allowable and Unallowable Costs. Title 1, Texas Administrative Code, Section
355.102 (a), states that allowable and unallowable costs are defined to
identify expenses that are reasonable and necessary to provide contracted
client care and are consistent with federal and state laws and regulations.
When a particular type of expense is classified as unallowable, the
classification means only that the expense will not be included in the
database for reimbursement determination purposes because the expense is
not considered reasonable and/or necessary. The classification does not
mean that the providers may not make the expenditure.

Allowable Costs. Title 1, Texas Administrative Code, Section 355.102 (f),
states that allowable costs are reasonable and necessary. Costs are
“reasonable” if the amount spent is what a prudent and cost-conscious
buyer would have spent. “Necessary” costs are appropriate and related to
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the provider’s business and are not for personal or other activities not
directly or indirectly related to the provision of contracted services.

Related-party Transactions. Title 1, Texas Administrative Code, Section
355.102 (i) (6), states that disclosure of all related-party transactions on
the cost report is required for all costs reported by a provider, including
related-party transactions occurring at any level in the provider’s
organization. The provider must make available, upon request, adequate
documentation to support the costs incurred by the related party.

Financial Records

Title 1, Texas Administrative Code, Section 355.7101 (15), requires
providers to ensure that all records pertinent to services rendered under
their contracts with the Department of Family and Protective Services are
accurate and sufficiently detailed to support the financial and statistical
information contained in their cost reports. It also requires providers to
retain records for at least 3 years and 90 days after the end of the contract
period.

The Health and Human Services Commission’s Specific Instructions for
the Completion of the 2012 Texas 24-Hour Residential Child Care Cost
Report lists in more detail the records that should be retained, such as all
accounting ledgers, journals, invoices, purchase orders, vouchers, canceled
checks, timecards, payrolls, mileage logs, minutes of board of directors
meetings, workpapers used in the preparation of the cost report, trial
balances, and cost allocation spreadsheets.

Background Checks

Title 40, Texas Administrative Code, Section 745.615, requires providers
to request background checks for any person 14 years of age or older who
has unsupervised access to children in care and who will regularly or
frequently be staying or working at the provider’s operation or prospective
adoptive home while children are in care. Additionally, Title 40, Texas
Administrative Code, Sections 748.363 and 749.553, require providers to
include proof of the requests for background checks in the individuals’
files.

Title 40, Texas Administrative Code, Section 745.625, requires providers
to submit a request for a background check at the time they hire an
individual; at the time they contract with someone who requires a
background check; at the time a person applies to be a foster parent; and at
the time they become aware of anyone requiring a background check
under Title 40, Texas Administrative Code, Section 745.615. It also
requires the provider to request a background check every 24 months after
the initial background check.
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Foster Parent Monitoring

Title 40, Texas Administrative Code, Section 749.2815, requires providers
to conduct supervisory visits in the foster home at least quarterly, and at
least one supervisory visit per year must be unannounced. Each visit must
be documented in the foster home, and the documentation must be signed
by the foster parent(s) present for the visit and the child placement staff
conducting the visit.
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Appendix 3
Criminal Convictions and Other Findings That May Prohibit an

Individual from Being Present at a Residential Child Care Provider

Title 40, Texas Administrative Code, Section 745.613, states that the purpose
of a background check is to determine whether a person has any criminal or
abuse and neglect history and whether the person’s presence is a risk to the
health or safety of children in the person’s care.

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

*  Name-based criminal history checks are conducted by the Department of
Public Safety for crimes committed in the state of Texas.

*  Fingerprint-based criminal history checks are conducted by the Department of
Public Safety and the Federal Bureau of Investigation for crimes
committed in the State of Texas and crimes committed anywhere in the
United States, respectively.

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

» Qut-of-state central registry checks are conducted by the Department of
Family and Protective Services of another state’s database of persons who
have been found to have abused or neglected a child.

Title 40, Texas Administrative Code, Section 745.651, specifies the types of
criminal convictions that may preclude an individual from being present at a
residential care provider. The various types of convictions are detailed in
three charts? that specify whether a conviction permanently or temporarily
bars a person from being present at an operation while children are in care,
whether a person is eligible for a risk evaluation, and whether a person who is
eligible for a risk evaluation may be present at the operation pending the
outcome of the risk evaluation. Based on those charts, the following types of
criminal convictions may preclude an individual from being present at a
residential care provider:

! The Texas Administrative Code referenced in this appendix uses the term “criminal history check,” which is referred to as a
“background check” in this report.

2 The Department of Family and Protective Services (Department) publishes the three charts every January in the Texas Register
and are available on the Department of Family and Protective Services’ Web site at www.dfps.state.tx.us/Child_Care/.
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» 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.

For any felony offense that is not specifically enumerated in the relevant chart
and is within 10 years of the date of conviction, the person must have an
approved risk evaluation prior to being present at the operation while children
are in care.

Title 40, Texas Administrative Code, Section 745.657, 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 has
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 745.659, specifies several
possible consequences of having either a conviction listed in Title 40, Texas
Administrative Code, Section 745.651, or a central registry finding in Title 40,
Texas Administrative Code, Section 745.657:

= A person is permanently barred and must not be present at an operation
while children are in care.
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= 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 will notify the provider
regarding which of the three actions must be taken.
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Appendix 4

Selected Requirements for the Residential Child Care Cost Report

According to the Health and Human Services Commission’s (Commission)
Specific Instructions for the Completion of the 2012 Texas 24-Hour
Residential Child Care Cost Report, the purpose of the cost report is to gather
financial and statistical information for the Commission to use in developing
reimbursement rates for foster care. The following is a summary of selected
requirements in those instructions.

Cost report submission. Each residential child care provider that has a
contract with the Department of Family and Protective Services
(Department) to provide residential child care services during the fiscal
year is required to submit a 2012 Texas 24-Hour Residential Child Care
Cost Report (cost report) to the Commission. A separate cost report
should be submitted for each separately licensed facility that the provider
operates. The cost report must cover all of the provider’s 24-hour
residential child care activities at the licensed facility during the reporting
period, including all programs that are not related to the Department.

Accounting method. All revenues, expenses, and statistical information
submitted on the cost reports must be based upon an accrual method of
accounting.

Recordkeeping. Providers must maintain records that are accurate and
sufficiently detailed to support the legal, financial, and statistical
information reported on the cost report. Cost report workpapers must be
maintained for a minimum period of 3 years and 90 days following the
end of each reporting period.

Direct costing. Direct costing must be used whenever reasonably possible.
Direct costing means that costs incurred for the benefit of, or directly
attributable to, a specific business component must be charged directly to
that particular business component.

Cost allocation methods. \Whenever direct costing of shared costs is not
reasonable, it is necessary to allocate those costs either individually or as a
pool of costs across the business components sharing the benefits. The
allocation method must be a reasonable reflection of the actual business
operations. Any allocation method used for cost-reporting purposes must
be consistently applied across all contracted programs and business
entities. Any change in allocation methods for the current year from the
previous year must be fully disclosed on the cost report. The provider
must obtain prior written approval from the Commission to use an
unapproved allocation method.
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Reporting revenue. Providers must report the following revenue types
separately: (1) Department revenue; (2) Medicare revenue; (3) Medicaid
revenue; (4) private payments; (5) gifts, grants, donations, endowments,
and trusts; (6) appropriations from state or local government sources; (7)
gain on sales of assets; (8) interest; and (9) other.

Reporting expenses. Only adequately documented, reasonable, necessary,
and allowable program expenses incurred or accrued during the reporting
period are to be reported in the cost report. The costs covering all of the
providers’ activities must be reported in accordance with the published
cost-finding methodology, as well as with state and federal laws, rules,
and regulations regarding allowable and unallowable costs.
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Appendix 5
Health and Human Services Commission’s 24-hour Residential Child

Care Facilities Rates

All 24-hour residential child care providers are paid a fixed daily rate for each
child placed in their care based on the child’s service level of care. Child
placing agencies are required to reimburse foster families for clients receiving
services under a contract with the Department of Family and Protective
Services. Table 1 lists the 24-hour residential child care rates for fiscal years
2011 and 2012.

Table 1

24-hour Residential Child Care Daily Rates
Fiscal Years 2011-2012

Child’s Service Level

- Daily Rate to Foster Family = Daily Rate to Child Placing Daily Rate to Residential
Classification per Child Agency per Child Treatment Center per Child
Basic $22.15 $39.52 $42.18
Moderate $38.77 $71.91 $96.17
Specialized $49.85 $95.79 $138.25
Intense $88.62 $175.66 $242.85
a Emergency Shelter services are also provided at the rate of $115.44.

Source: The Department of Family and Protective Services.
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Appendix 6
Management’s Response from Wings of Refuge
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Appendix 7
Management’s Response from Houston Wee Care Shelter, Inc.
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Appendix 8
Management’s Response from New Encounters, Inc.

A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
Page 53




A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
Page 54




A Report on On-site Audits of Residential Child Care Providers
SAO Report No. 13-048
August 2013
Page 55




Appendix 9
Management’s Response from Refuge House, Inc.
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Appendix 10
Management’s Response from Children of Diversity, Inc.
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Appendix 11

Related State Auditor’s Office Work

Related State Auditor’s Office Work

Product Name

Release Date

13-036

12-050
11-049
10-043
10-007
08-046
07-044
07-030

07-002

An Audit Report on Caseload and Staffing Analysis for Child Protective Services at the
Department of Family and Protective Services

A Report on On-site Audits of Residential Child Care Providers
A Report on On-site Audits of Residential Child Care Providers
A Report on On-site Audits of Residential Child Care Providers
A Report on On-site Audits of Residential Child Care Providers
A Report on On-site Audits of Residential Child Care Providers
A Report on On-site Audits of Residential Child Care Providers

An Audit Report on Residential Child Care Contract Management at the Department
of Family and Protective Services

A Report on On-site Audits of Residential Child Care Providers

May 2013

August 2012
August 2011
August 2010
September 2009
August 2008
August 2007
April 2007

October 2006
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Copies of this report have been distributed to the following:

Legislative Audit Committee

The Honorable David Dewhurst, Lieutenant Governor, Joint Chair

The Honorable Joe Straus 111, Speaker of the House, Joint Chair

The Honorable Thomas “ Tommy” Williams, Senate Finance Committee
The Honorable Jim Pitts, House A ppropriations Committee

The Honorable Harvey Hilderbran, House Ways and Means Committee

Office of the Governor
The Honorable Rick Perry, Governor

Health and Human Services Commission
Dr. Kyle Janek, Executive Commissioner

Department of Family and Protective Services
Mr. John J. Specia, Jr., Commissioner

Board Members and Executive Directors of the

Following Providers Audited
Children of Diversity, Inc.

Houston Wee Care Shelter, Inc.

New Encounters, Inc.

Refuge Housg, Inc.

Wings of Refuge, Inc.



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) 936-9500 (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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