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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As requested by the Joint Legislative Audit Committee, the California State Auditor presents
this audit report regarding the Community Child Care Council of Santa Clara County (4Cs)
and its administration of seven child-care and child development contracts with the California
Department of Education (Education). This report concludes that 4Cs unfairly disrupted
services to some families, misused state funds, and engaged in questionable management of its
employee retirement plans.

4Cs did not give some families adequate time to respond to its notices for termination of
services, and it did not provide enough information to families about the process for appealing
those actions. 4Cs also paid some child-care providers late, causing potential undue financial
hardship for providers and families. Additionally, 4Cs caused disruptions in some families’ child
care by ending its preschool program contract.

4Cs used state funds for unallowable purposes in numerous instances and, for most of
the transactions we reviewed, did not maintain sufficient documentation to justify their
reimbursement from Education. Further, 4Cs did not always comply with the terms of its
contracts with Education in its determination of eligibility, its staff development, and its program
self-evaluations. Education did not detect some of the types of noncompliance we identified at
4Cs, and it did not adequately document its compliance reviews.

Further, the former director of 4Cs committed the organization to follow questionable
recommendations for its retirement plans made by its financial adviser, who subsequently
received substantial financial commissions. In addition, 4Cs could not demonstrate that it
met applicable reporting requirements for its primary retirement plan. Finally, 4Cs engaged in
questionable management of its state-funded supplemental retirement plan.

Respectfully submitted,

Eoira. ). el

ELAINE M. HOWLE, CPA
State Auditor

621 Capitol Mall, Suite 1200 Sacramento, CA 95814 916.445.0255 916.327.0019 fax www.auditor.ca.gov
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Selected Abbreviations Used in This Report

4Cs

CalSTRS

Cspp

ERISA

IRA

Community Child Care Council of Santa Clara County
California State Teachers' Retirement System
California State Preschool Program

Employee Retirement Income Security Act

individual retirement account
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SUMMARY

Under state law, the California Department of Education (Education) is required to
administer a variety of child-care and child development programs throughout the State.
To fulfill this responsibility, Education contracts with various local entities, such as the
Community Child Care Council of Santa Clara County (4Cs), to provide low-income
families with safe and healthy environments for education and child care. 4Cs provides

a variety of comprehensive services with the stated goal of serving as a link between
families and child-care professionals in the greater Silicon Valley. Its seven contracts with
Education during our audit period covered approximately 2,800 children from families
enrolled in child-care programs. In this audit, we reviewed 4Cs’ expenditures, policies
and procedures, and administration pertaining to these contracts as well as Education’s
oversight of 4Cs’ management of the contracts.

4Cs Disrupted Services to Some Families by Recording Inaccurate
Information, Delaying Payments to Child-Care Providers, and Page 11
Ending Its Preschool Program

In communicating with families, 4Cs recorded incorrect dates in
more than 15 percent of its Notices of Action (notices) that it sent
between July 2015 and June 2017 regarding proposed changes in
services. These incorrect dates created unreasonable deadlines

for many of these families to respond, thereby leading to certain
families having their child-care services terminated unjustly. Further,
Education’s oversight of 4Cs was not sufficient to detect 4Cs’ practice
of misdating its notices, and the absence of families appealing the
unreasonable deadlines indicates that 4Cs is not providing sufficient
information to families about their appeal rights. Additionally, 4Cs
has not consistently followed its policies on payments to its service
providers, resulting in some late payments.

In addition, 4Cs appears to have terminated its California State
Preschool Program contract in order to avoid increased scrutiny of
its other child-care contracts. 4Cs’ decision placed an unnecessary
burden on the affected families and undermined the continuity

of care and education for some children the program was serving.
However, Education increased its scrutiny of 4Cs by conducting a
performance audit of 4Cs’ remaining Education contracts, which it
expects to complete in September 2018.
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Page 21 4Cs Made Unallowable Purchases and Failed to Meet Other
Requirements of Its Contracts With Education

We reviewed 69 administrative costs that 4Cs incurred from

July 2014 through June 2017 and found that 22 were not eligible for
reimbursement per state and federal regulations and Education’s child
development contract provisions, resulting in an unallowable use of
$11,217 in state funds. Education did not detect these misuses of state
funds, and without any additional monitoring beyond its reliance on
4Cs’ annual independent financial and compliance audit, Education’s
inability to identify similar misuses is likely to continue. 4Cs also did
not comply with the terms of its contracts in the areas of eligibility
for child-care services, staft development, and program evaluation,
and Education did not identify the instances of noncompliance that
we found in the latter two areas.

4Cs Engaged in Questionable Management of Its Retirement Plans

Late in our audit process, we discovered that a group of current and
former employees of 4Cs had filed a class action lawsuit in federal
court alleging that 4Cs violated federal and state law in administering
its retirement plans. In order to avoid interfering with pending legal
proceedings, we do not reach any legal conclusions on those matters
that are the subject of the litigation.

We were able to conclude that 4Cs has used questionable management
practices in handling its retirement plans. Its former executive director
committed 4Cs to retirement accounts with high withdrawal charges
based on the advice of 4Cs’ financial adviser, who subsequently
received substantial financial commissions. 4Cs also did not report
certain required information for its primary retirement plan. In
addition, 4Cs may have improperly used education grant money

to fund a supplemental employee retirement plan without assigning
the funds to specific individuals.
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Summary of Recommendations

4Cs

To ensure that families have sufficient time to respond to notices
about eligibility, 4Cs should establish specific controls in its
child-care data system by July 2018 to prevent staff from recording
incorrect dates on the notices, and it should begin conducting
periodic reviews of dates in the data system by October 2018 to
ensure that the controls are effective.

To ensure that it can justify the costs for which it seeks
reimbursement, 4Cs should, by October 2018, strengthen its
controls over its approval of the expenditures it charges to the State’s
share of its funding. These controls should include retention of all
documentation to justify appropriate approval of these expenditures.

To allow beneficiaries reasonable access to their retirement funds,
4Cs should, by October 2018, move the funds for its retirement
plans out of the current accounts with high withdrawal charges
to the extent possible without incurring additional charges for
beneficiaries and assign funds for new participants to securities

without extensive charges for transferring or rolling over the funds.

Education

To make its appeal process more accessible to families who may
not receive a satisfactory resolution from its contractors, Education
should, by October 2018, begin requiring its contractors to share
key information in their communications with families about the
process for appealing notices.

In order to rectify 4Cs’ inappropriate use of state funding,
Education should, by October 2018, recalculate the amount of 4Cs’
reimbursable costs based on the unallowable costs we identified
and recover any state funds that should be repaid.

To ensure the appropriate use of state grant funds, Education
should determine, to the extent possible, the amount of
supplemental plan funds that did not comply with funding
regulations, and it should require 4Cs to reimburse the State for

improper payments of state funds it made to the supplemental plan.

Agency Comments

4Cs stated that it takes seriously the issues identified in our
report; however, it did not specifically comment on whether it
agreed with the recommendations. Instead, 4Cs indicated that

April 2018
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it will provide a plan addressing the issues within 6o days of the
report’s publication. We look forward to learning about 4Cs’
progress in addressing each of our recommendations. Education
agreed with the majority of our recommendations but disagreed
with our recommendations pertaining to its appeal process and
its requirements for contractors’ boards to assess contractors'
educational programs.
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INTRODUCTION

Background

The Community Child Care Council of Santa Clara County (4Cs) is
a nonprofit agency that provides a variety of comprehensive services
and serves as a community child-care connection for families and
child-care professionals who live and work in Santa Clara County.
4Cs was founded in 1972 and had the same individual serving

as executive director for the majority of its existence, until his
retirement in August 2017. Since that time, 4Cs has appointed an
interim executive director. 4Cs is governed by a board of directors
and employed 88 staff as of June 2017. According to the unaudited
database of the California Department of Education (Education),
4Cs’ contracts with Education covered nearly 2,800 children as

of July 2017. For fiscal year 2016—17, $39.8 million, representing

o5 percent of 4Cs’ total revenue and support, came from federal
grants and state apportionments to provide child-care services

to families. Families receive these services through a variety of
options: licensed child-care centers, licensed family child-care
homes, and unlicensed providers, such as a family member,
neighbor, or friend.

4Cs has a formal process for enrolling families wishing to receive
child-care services. As we show in Figure 1 on the following page,
after a family applies for services, a case manager reviews the
application and approves or denies the services based on family
size, income, and need. If 4Cs approves services and authorizes a
child to receive care, it gives the family and the child-care provider
a child-care service certificate, which specifies the authorized
child-care schedule and the rate of reimbursement to the child-care
provider. After initial certification and enrollment, 4Cs recertifies
the need and eligibility of each family at least annually. 4Cs’

case managers send families a letter notifying them of their
recertification due date, and it is the responsibility of the parent or
guardian to contact the case manager, schedule a recertification
appointment, and complete the recertification in a timely manner.
Failure to recertify by the required date can lead 4Cs to terminate
child-care payment and services for the family. Parents are also
responsible for completing daily attendance sheets for each child,
which the child-care provider must maintain and submit monthly
to 4Cs to obtain payment for the child-care services provided.

At the time of enrollment or recertification, 4Cs notifies families

if they are required to pay a family fee to 4Cs for their child-care
services. Family fees are determined by a family fee schedule that
Education established based on the gross monthly income and size
of the family. If a family is required to pay a family fee, 4Cs charges
the fee for each month the family receives child-care services, and
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Figure 1

the family must pay the fee to 4Cs in advance for the upcoming
month. 4Cs mails family fee statements on the 28th day of

each month for the next month, and the family must pay the fee by
the 8th day of that following month. Nonpayment of family fees can
also lead to a Notice of Action (notice) for termination of services
and, if not resolved, termination from the program.

Families Seeking Eligibility for Services May Appeal Denials

CASE MANAGER EVALUATES ELIGIBILITY*

)

4Cs determines
the family does not
meet eligibility criteria

FAMILY SIZE
« Birth certificates
« Custody documents

INCOME
« Employment verification form
« Pay stubs

NEED
« Income eligible
« Training
« Seeking employment

Q gild-;are
rvice . o
) Ceretiﬁcate Family begins
Family meets receiving subsidized
eligibility criteria child-care services

& &

Nt
Appeal approved Appeal approved

Family has Family can . .
opti(_)q to appeal |28 appeal‘ to X gleor;ucif\ OZQ:J;S:S
decision to 4Cs Education ying

Sources: State regulations, Education’s Funding Terms and Conditions, and 4Cs’ contracts and documentation.
* This is not a comprehensive list of all the documentation case managers review to determine eligibility.

In addition to a notice for termination of services for nonpayment

of family fees, families may receive a notice for other reasons, such
as changes in income reported by the family, an upcoming annual

recertification, or changes in child-care need. 4Cs generates these

notices by entering information into its child-care data system,
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which it contracts with a computer consulting firm to maintain.
4Cs has an appeal process for parents who receive a notice but do
not believe the action is justified. Parents may request a hearing

by filing with 4Cs a written request for appeal within 14 days of
receiving the notice. State regulation requires the 14-day response
time, and provides an additional 14 days to dispute the decision

to Education if the family disagrees with 4Cs’ decision about the
appeal. We discuss problems with this appeal process in detail later
in this report.

Role of the California Department of Education

State law requires Education to administer the federal Child Care
and Development Fund, which it does through a variety of

child-care and child development programs. To fulfill this
responsibility, Education contracts with local entities, such as 4Cs, to
provide low-income families with safe and healthy environments for
education and child care. From fiscal years 2014—15 through 2016-17,
Education had seven contracts with 4Cs to provide child-care program
services to families in Santa Clara County, six of which provided
child-care subsidies, as shown in Table 1 on the following page. The
other contract was its Resource and Referral Program contract to assist
families in finding appropriate child-care programs for their needs.

State regulation requires that Education conduct monitoring
reviews of its contractors providing child development programs
at least once every three years and as resources permit. To fulfill
this obligation, Education developed a monitoring guide for staft
in its Early Education and Support Division—the division within
Education responsible for administering child-care and child
development programs—to use in performing monitoring reviews.
The monitoring guide covers key contract compliance areas, such
as ensuring that child development contractors are appropriately
determining family eligibility, correctly recording and reporting
attendance, and assessing the family fee, if applicable, based on the
family’s circumstances. Additionally, Education developed review
guides for the California Child Care Alternative Payment Program
(alternative payment program) and for programs based in child-care
centers in order to implement federal guidelines for reducing errors
in Child Care and Development Fund programs. The review guide
contains instructions for selecting a statistically valid sample of
children receiving subsidized child-care services, analyzing the
family and provider files associated with those children for errors,
and recording and aggregating those errors for administrative
improvement. Specifically, based on its review and identification
of errors in four categories (eligibility, need, attendance, and
family fees), Education makes an error rate determination. If a
child development contractor’s error rate exceeds 10 percent, the
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contractor is required to develop an error rate reduction plan to
assist it in analyzing, correcting, and validating its processes to
ensure compliance. In its fiscal year 2013—14 review, Education
determined 4Cs’ error rate for the alternative payment program
was 13 percent; because of this, Education conducted a follow-up
review in fiscal year 2014—15 in which it determined that 4Cs’
error rate had decreased to 2 percent. The monitoring reviews that
Education conducts do not include a review of the contractor’s
administrative costs.

Table 1

Education Contracts With 4Cs to Provide a Variety of Child-Care Services to
Families in Santa Clara County

FUNCTION DESCRIPTION

CHILD CARE PROGRAM

California Alternative
Payment Program

CalWORKS-Stage 2
Alternative Payment
Program

CalWORKS-Stage 3
Alternative Payment
Program

California Family
Child Care Home
Education Networks

General Child Care and
Development Programs

Resource and
Referral Program

California State
Preschool ProgramT

Provides child-care
subsidies and parental
choice of child-care
provider who meets
program provider
requirements

Provides child-care
subsidies

Provides child-care
subsidies

Provides child-care
subsidies

Provides child-care
subsidies for children
0-13 years old.

Provides information
and referral services

Provides child-care
subsidies and
education

Voucher-based program. Parent can choose
licensed family child care, child-care center, or
unlicensed care (family, neighbor, or friend).

Voucher-based program. Parent can choose
licensed family child care, child-care center, or
unlicensed care (family, neighbor, or friend).
Parent must either be a CalWORKS cash aid
recipient or be transitioning from CalWORKS*.

Voucher-based program. Parent can choose
licensed family child care, child-care center,
or unlicensed care (family, neighbor, or
friend). To qualify for the program, a parent
must have been off CalWORKS cash aid for
24 months.

Provides child care within licensed family
child-care homes for children 0-5 years old.
Parents can choose from a list of licensed
family child-care homes participating in
the program.

Provides age and developmentally
appropriate activities for children, parenting
education and parent involvement, health
services, and nutritional services.

Provides access to child-care and
development services through resource and
referral services.

Provides child care and preschooling within
licensed child-care centers for children
3-4 years old.

Sources: Education’s contract documentation and website, and documentation provided by 4Cs.

* CalWORKS is a public assistance program that gives cash aid and services to eligible families
that have children in the home. The program is operated locally by county welfare departments.

T 4Cs relinquished this contract in June 2017.
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State regulation also requires child development contractors to
obtain an annual independent financial and compliance audit and
to submit the audit report to Education. Education’s Audits and
Investigations Division (audits division) is responsible for reviewing
those audit reports. Education requires that the independent audits
conform with the federal Office of Management and Budget’s
Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (uniform cost principles), which
establish principles for determining allowable costs by nonfederal
entities receiving federal awards.

April 2018
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4Cs Disrupted Services to Some Families by
Recording Inaccurate Information, Delaying
Payments to Child-Care Providers, and Ending Its
Preschool Program

Key Points

+ 4Cs gave unreasonable deadlines to many families for responding to its notices altering
their authorized child-care services, which resulted in its unfair termination of those
services for some of those families. Specifically, 4Cs entered incorrect date information
in its child-care data system, thereby resulting in premature deadlines, including some
due dates that preceded the dates that it created the notices. Because those situations
automatically resulted in missed deadlines, 4Cs terminated some services, thereby
creating disruptions for some of the children it was serving.

+ Although neither 4Cs nor Education identified any families that claimed that 4Cs
did not give them sufficient time to respond to notices, 4Cs and Education could do
more to inform families of their rights to challenge actions that do not appear to
be appropriate.

+ 4Cs paid some child-care providers late, which could have led to undue financial
hardship for providers and families.

+ 4Cs caused disruptions in some families’ child care by ending its state preschool
program contract.

4Cs Gave Many Families Unreasonable Deadlines for Responding to Important Notifications,
Resulting in Unfair Termination of Child-Care Services for Some of Those Families

4Cs recorded incorrect dates on more than 15 percent of its notices to families from

July 2015 through June 2017, resulting in unreasonable deadlines for many of these families
to maintain their eligibility for services. As state regulation requires, a contractor such as
4Cs must promptly issue notices whenever it intends to approve, deny, or make a change

to its child-care services for a family. For example, if 4Cs intends to terminate a subsidy

for daycare because the family’s qualifying income has become too high, 4Cs must notify
the family with sufficient time—at least 14 days before the effective date of the intended
action—for the family to respond. The notice must explain why 4Cs intends to terminate
services and specify a notification date, which serves as the reference point for determining
the amount of time the family has to address 4Cs’ concern. However, we found that 4Cs
staft backdated many of these notices in the child-care data system; that is, they changed the
system-populated dates for the notices to earlier dates. These changes made it look as though
4Cs generated the notices earlier than it actually had, which let 4Cs avoid potential penalties
from Education for giving inadequate notice. The earlier dates resulted in some families not
having sufficient time to respond, prepare an appeal, attend a hearing about the appeal, or
malke alternative plans for child care. Consequently, in some instances, 4Cs terminated their
child-care services unjustly.

1
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4Cs violated state regulation and misled many families by altering
the dates on the notices. As we discuss in the Introduction, state
regulation requires the 14-day response time and provides an
additional 14 days to appeal to Education if the family disagrees
with the contractor’s decision about its initial appeal. To address
this regulation, 4Cs’ procedures require its staff to prepare a notice
no later than 19 days before the date it expects to change a family’s
service agreement. The additional five days account for delivery

of the notice to the family. However, our analysis of more than
40,000 notices to families from July 2015 through June 2017 showed
that 4Cs entered inaccurate dates into its child-care data system for
6,530 notices by backdating them with notification dates that were
on average about a month before they created the notices.

Because the notification date signifies the beginning of the
14-day response period, backdating the notification date shortens
the response period. For example, 4Cs created one notice on
December 1, 2015, with a notification date of November 14, 2015,
in its data system. Allowing for the five-day delivery period,

the due date for the family to respond should have been
December 20, 2015—19 days later. However, because 4Cs used
November 14 as the notification date, it established the due date
for the family to respond as December 3, only two days after 4Cs
created the notice. This gave that family no realistic chance to
meet the deadline, and 4Cs terminated child-care services for
two children in the family immediately on December 4. For another
family file we reviewed, 4Cs created the notice on March 7, 2017,
with a notification date of February 1, 2017 in its data system.

In this case, the due date for the family to respond should have
been March 26, 2017—19 days later. However, because 4Cs used
February 1 as the notification date, February 20 was the date for
the family to respond, more than two weeks before 4Cs had even
created the notice. 4Cs did not give the family any opportunity to
respond, and it discontinued services for two children in that family
as well.

In our review of the 6,530 backdated notices from July 2015
through June 2017, we identified 1,220 that 4Cs issued to families
announcing that their services could be terminated. As illustrated
in Figure 2, 4Cs created 1,141 of these notices with 18 or fewer
days for a response instead of 19 days. In particular, 407 of these
notices carried appeal dates that preceded the dates the notices
were actually created, thereby making it impossible for families to
respond within the required time frame to retain their child care.
4Cs also created 124 notices within five days of the appeal date,
making it unlikely that the families had sufficient time to appeal
the notice. Further, 4Cs created 271 of these notices between

6 and 13 days before the appeal date, fewer than the 14 days
established in state regulations. We reviewed the case files for
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10 of these backdated notices of potential termination of services
and determined that some families did not ultimately lose services,
such as a family that the 4Cs case manager was eventually able to
contact after the appeal date. However, we found that in four of the
10 cases, families subsequently lost child-care services, leading us
to conclude that some of the other backdated notices also resulted
in lost services. In summary, the practice of backdating causes
hardships to many families.

Figure 2
4Cs Backdated Termination Notices in Fiscal Years 2015-16 and 2016-17

1141
|

p
Total number of notices that were

600 — created fewer than 19 days before the

550 |— appeal date, violating 4Cs’ policy

500 |—

450 |—

400 [—
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200 —
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50 |-
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Before Days Before Days Before Days Before
Appeal Date Appeal Date Appeal Date Appeal Date
L |

1

DURING APPEAL PERIOD

Number of Termination Notices

AFTER
APPEAL

DATE

Source: California State Auditor’s analysis of 4Cs' child-care data.
Note: 4Cs backdated an additional 10 termination notices that did not include an appeal date.

We identified the incorrect dates by comparing the date 4Cs staff
recorded on the notice to the date recorded in the child-care

data system. When a notice is created in the data system, the
notification date is automatically populated with that day’s date.
However, this date can be edited by 4Cs staft. Thus, 4Cs staft would
have to specifically alter the notification date for the notice to
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be backdated. The child-care data system also records the date the
notice was entered into the data system, and this date can be viewed
but not altered by the user. We requested that 4Cs explain why its
staft backdated notices, but 4Cs did not provide any rationale for its
actions, nor did it provide any information about circumstances in
which its staff would be justified in altering the notification date.

Education’s oversight of 4Cs, in particular its contract monitoring
reviews, has not been able to detect 4Cs’ practice of backdating its
notices or to identify the bad effect that this activity was having

on families. If Education were to find evidence of backdating, state
regulation allows it to enforce consequences for violating the terms
of its contracts, up to and including terminating those contracts.
However, staff in Education’s Early Education and Support Division
acknowledged that Education would have difficulty detecting the
backdated notices through its current program monitoring reviews
because it only reviews hard copy notices and does not examine

the data in the child-care data systems its contractors use. Staft

also characterized Education’s review as focusing on whether its
contractors send notices in a timely manner. Although we did not
analyze 4Cs’ timeliness in processing these notices, we believe that
the practice of backdating could conceal a contractor’s chronic
lateness. For example, a contractor could address a backlog of notices
not yet entered in its computer system by backdating them to make it
appear that it had processed them on time, thereby avoiding possible
sanctions from Education. The program manager of 4Cs’ subsidy
department acknowledged that 4Cs staft had previously engaged in
backdating under its former leadership, but asserted that under his
leadership, this practice will no longer occur.

4Cs and Education Did Not Provide Sufficient Information to Families
About the Process for Appealing 4Cs’ Actions

Because of the large number of backdated notices that may have
affected families’ child-care services, we expected to find numerous
instances of families filing appeals. However, we did not identify
any such instances. 4Cs’ director of compliance told us that in fiscal
year 2016—17, 4Cs did not receive any appeals related to unreasonable
deadlines, although she was unable to ascertain whether any such
appeals had been received in prior years because 4Cs’ records are
incomplete for those years. Similarly, the appeals unit manager

at Education’s Early Education and Support Division reported that
Education did not receive any appeals about unreasonable deadlines
from fiscal years 2015-16 through 2016—17. However, we identified
two key factors that may have contributed to the lack of appeals:
4Cs did not provide sufficient information to families about the
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requirements and expectations for filing appeals with it or with
Education, and 4Cs provided limited information to parents about
how to contact Education with questions or concerns.

As noted previously, when a family receives a notice about a
potential reduction or change in its service agreement, it has 14 days
to respond to 4Cs if it disagrees with the agency’s rationale for the
proposed revision. 4Cs uses its parent and provider handbook and
the notices to provide information to families about the appeal
process, and these documents contain important information such
as the 14-day response period for families to file appeals. However,
neither the handbook nor the notice describe valid grounds for a
family to file an appeal. In addition, the handbook identifies only a
mailing address for contacting Education, and although some of the
notices we reviewed included a telephone number, others identified
only a mailing address and a fax number for Education. Providing
additional forms of communication such as an email address or a
link to Education’s website that families can use to ask questions,
would facilitate prompt responses to inquiries about the appeal
process and clarification of the grounds for filing successful appeals.

Neither the handbook nor the notice
describe valid grounds for a family to file
an appeal.

Education has not established any procedural requirements for its
child development contractors to share specific information with
their clients about the process for appealing notices of planned
service changes. Specifically, Education requires its contractors

to follow state regulation, which states only that contractors such
as 4Cs are to provide information to parents on appeal process
procedures but does not specify the format or level of detail needed.
Although Education informed us that it requires its contractors

to follow this regulation, our review determined that families are
not using the appeal process to address concerns about insufficient
time to respond to notices of service changes, which we believe may
be because of the lack of specific information about the process.

If Education required its contractors to provide more complete
information to families about the appeal process, families might
find the process more understandable and accessible.

Another factor pertaining to the absence of appeals is 4Cs’ lack of
guidance to its staff about how to inform families of their rights.
4Cs’ policies do not require staff to explain to families when and
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how they can file an appeal or their right to the 14-day response
period. It is important for families to know when to question the
appropriateness of 4Cs’ actions—such as whether 4Cs provided
sufficient time to respond to notices—and how to challenge any
potential disruptions to services.

4Cs Paid Its Child-Care Providers Late in Some Instances, Which May
Have Led to Undue Financial Hardship

In accordance with state regulations, 4Cs maintains policies
governing its provider reimbursement processes that are intended
to ensure prompt and consistent reimbursement for services. As we
describe in the Introduction, providers submit monthly attendance
sheets to 4Cs identifying the services they performed and for which
they seek reimbursement. These attendance sheets are due by the
sth day of the month following the attendance period. 4Cs’ policy

is to send reimbursement checks on the 15th day of the month for
those attendance sheets it receives by the sth. For providers who
miss that deadline, the policies state that 4Cs will send checks

on the last business day of the month to providers for attendance
sheets received between the 6th and the 20th day of the month.
Any attendance sheets submitted after that period will be processed
for payment with attendance sheets for subsequent months.

4Cs did not always follow its policy to promptly pay providers, as
evidenced by five late provider payments we identified among the
60 we reviewed from fiscal years 2014—15 through 2016—17. In these
instances, 4Cs received the timesheets from providers on or before
the sth day of the month, but mailed the reimbursement checks

on the last business day of the month, resulting in late payments
ranging from 13 to 16 days. Two payments were for more than
$2,000 each. In total, we identified $7,905 in late payments.

For four of the late payments, the accounting supervisor in 4Cs’
fiscal department explained that she could not issue the payments
on time because of delays in receiving required information from
4Cs’ subsidy department. For example, one payment was mailed
late because a case manager from the subsidy department who
created the child-care service certificate did not forward it to the
fiscal department until after the sth of the month. The child-care
service certificate allows 4Cs to verify whether the care provided is
consistent with the type and amount authorized. 4Cs” accounting
supervisor was not able to determine why the other payment was
late. She indicated that communication between case managers
and the fiscal department can be inconsistent and that while

4Cs currently has informal practices addressing communication
between the fiscal and subsidy departments, 4Cs could improve
these practices.
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When 4Cs does not pay child-care providers promptly, it may create
hardship for the providers and could jeopardize the continuous
delivery of child-care services for families in need. Because 4Cs’
families require child-care services to maintain employment or
attend classes, the loss of those services could result in them having
to find more expensive child care or reduce their work hours.

4Cs Appears to Have Ended Its Preschool Contract in an Unsuccessful
Attempt to Avoid Additional Scrutiny From Education

In March 2017, 4Cs informed Education of its intent to terminate
its California State Preschool Program (CSPP) contract, just

two days before Education’s April 1 annual deadline for deciding
whether to renew 4Cs’ contracts. Although state regulations and
contract provisions allowed 4Cs to cancel its contract at any time,
this decision resulted in the closure of 4Cs’ preschool facilities in
June 2017, and forced some families to transition their child-care
services elsewhere on short notice. In one example we found, the
family appeared to receive notification from 4Cs only one month
before the preschool closed. This decision undermined the continuity
of care and education for the children the program had been serving.

4Cs’ decision to terminate its California
State Preschool Program contract
undermined the continuity of care and
education for the children the program
had been serving.

According to Education, it had decided to place 4Cs’ CSPP contract
on conditional status as a result of health and safety concerns at
preschool sites. State law provides for Education to designate a
contract with a child-care agency as conditional when there is
evidence of fiscal or programmatic noncompliance with the agency’s
operations. A contract Education places under conditional status

is subject to any restrictions deemed reasonable by Education to
ensure compliance, and if the contracting agency fails to demonstrate
substantive progress toward its compliance goals within six months,
Education may terminate the contract for any applicable cause.

State law stipulates that when an agency has one contract designated
as conditional, all of the agency’s other child-care and development
contracts are also deemed to be under conditional status.
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To obtain perspective on the rationale for 4Cs’ actions, we
interviewed 4Cs leadership. Its chief financial officer stated that
high costs for temporary employees resulting from the difficulty

in hiring permanent preschool teachers was one of the factors in
relinquishing the contract, although 4Cs could not provide any
type of analysis to substantiate that claim. We also interviewed
4Cs’ former executive director, who was leading the organization
at that time. He provided a copy of an email he sent in March 2017
to an administrator at Education. In that email, he stated that he
believed Education had recommended that 4Cs relinquish its CSPP
contract, and he also indicated that 4Cs would do so to protect its
other contracts from being placed on conditional status. However,
even though 4Cs terminated its CSPP contract, Education’s Early
Education and Support Division requested that Education’s audits
division conduct a performance audit of 4Cs’ six other contracts
based on concerns about 4Cs’ management of its contracts and, in
particular, its closure of preschool centers. Education expects to
complete this audit, which it considers a form of additional scrutiny,
in September 2018. We discuss the audit in further detail later in
this report.

Recommendations

4Cs

To ensure that families have sufficient time to respond to notices
regarding eligibility, 4Cs should establish specific controls in its
child-care data system by July 2018 to prevent staff from backdating
the notification dates of notices, and it should begin conducting
periodic reviews of notification dates in the data system by
October 2018 to ensure that the controls are effective.

To ensure that families understand how to elevate appeals to
Education, 4Cs should amend its notice forms and its handbook

by October 2018 to consistently describe additional means for
contacting Education beyond a mailing address and fax number,
such as a telephone number, an email address, and a link to
Education’s website for online information about reporting appeals.

To ensure that it is processing all provider payments promptly,
4Cs should formalize policies by October 2018 that address
communication between its subsidy department and fiscal
department regarding provider payments. These policies should be
clearly communicated to both departments and provide a way for
staff to be held accountable for late communications resulting in
delayed payments to providers.
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Education

To make its appeal process more accessible to families who may
not receive a satisfactory resolution from its contractors, Education
should, by October 2018, require that its contractors share key
information in their communications with families about the
process for appealing notices. The required information should
include valid grounds for a family to file an appeal as well as
information or documentation Education would need in order
to review the family’s appeal of adverse decisions regarding their
child-care services. Education should also require contractors to
incorporate this information into contractually mandated staft
training and into publicly available policies and procedures.
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4Cs Made Unallowable Purchases and Failed
to Meet Other Requirements of Its Contracts
With Education

Key Points

+ 4Cs used state funds for unallowable purposes in numerous instances.
It sought reimbursement from Education for many questionable costs,
including certain legal expenses, food, and personal amenities.

+ 4Cs did not retain sufficient documentation for most of the transactions we
reviewed to demonstrate that it had followed its own purchasing procedures.
The absence of such documents raises concerns about whether 4Cs made these
purchases in accordance with contract provisions and state requirements.

+ 4Cs did not comply with the terms of its child-care contracts with Education
in three key areas: determination of eligibility and need, staftf development,
and program self-evaluation.

+ Education did not detect some of the types of contract noncompliance we
identified at 4Cs, which demonstrates a need for Education to more closely
monitor its contractors. In addition, Education did not adequately document
its reviews.

4Cs Used State Grant Funds for Unallowable and Questionable Purposes, Including Paying
for Certain Legal Expenses, Food for Its Board Members, and Personal Amenities for Staff

State regulations and Education’s Funding Terms and Conditions (contract terms)
stipulate the types of costs for its child development contracts that are reimbursable
and those that are not. Further, state law and the contract terms require that
contractors be audited pertaining to their use of state funding. As described in the
Introduction, Education requires annual independent financial and compliance
audits of its contractors, which must conform with the uniform cost principles,
federal regulations that describe allowable uses of grant funds.

In our review of expenditures for which 4Cs requested reimbursement, we primarily
selected administrative costs that appeared less typical of child development
contracts than larger and more common expenditures, such as salaries, benefits,

and payroll taxes. State regulations require contractors to request reimbursement by
submitting their attendance and financial reports periodically in accordance with
the annual contract. With respect to administrative expenses, Education requires its
contractors to report those costs in aggregate as a single line item, thereby precluding
it from evaluating specific transactions when reimbursing its contractors. However,
Education does require the contractors to maintain sufficient documentation to
support the validity and appropriateness of these expenditures. Although Education
does not require contractors to submit documentation with their financial reports to
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support the expenditures, those expenditures are subject to review
as part of the contractors’ required annual independent audits. As
we discuss later in this report, Education relies on these audits to
determine the appropriateness of a contractor’s expenditures.

We reviewed 69 administrative costs pertaining to travel,
conferences, supplies, and professional services that 4Cs incurred
from July 2014 through June 2017. We determined that 22 of the
69 were not allowable for reimbursement per state and federal
regulations and the contract terms. These expenditures totaled
$11,217 in state funds. Figure 3 provides an overview of the types
of unallowable costs we identified.

First, 4Cs claimed reimbursement for legal services in labor union
negotiations and in defending the organization from charges

filed with the National Labor Relations Board that it violated the
National Labor Relations Act in relation to a private program.
One of the transactions we reviewed included one invoice related
to legal services for defending against those charges and another
invoice for collective bargaining, both of which resulted in 4Cs
spending a total of $6,859 of state grant funds. According to state
regulation, Education will reimburse contractors for actual costs
that are reasonable and necessary to the performance of the
contract. However, the legal services for both invoices pertained
to 4Cs’ operation of a private preschool, Orchard Early Learning
Center, whose activities are unrelated to the administration of
state child care and development contracts. In particular, funds for
these state contracts cannot be used to support private child-care
centers. According to 4Cs’ accounting manager, 4Cs transformed
the private preschool into a state program. However, 4Cs did not
provide any documentation to substantiate this assertion, so we
conclude that this cost is unallowable.

Second, for five transactions we reviewed, 4Cs used state grant
funds to purchase food for board meetings, which is an unallowable
use of state funds. According to state regulations and the contract
terms, compensation to board members, including payment for
meals unrelated to authorized per diem travel expenses, should

not be reimbursed by the State. Although state regulations allow
for state funds to pay for meal expenses incurred as a result of
business travel away from headquarters to conduct state business,
they specify that business meals are not reimbursable when
agencies hold meetings with their own employees to conduct state
business. These five transactions were for food purchased from
restaurants specifically for 4Cs’ board meetings, with state funds
paying a total of $325 of those purchases. 4Cs’ accounting manager
said he believes that having food at the board meetings helped
facilitate those meetings, which addressed strategic and operational
initiatives of 4Cs. He also shared 4Cs’ belief that the food is not
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compensation to members of its board. However, as previously
described, state regulations specify that food purchases for board
members unrelated to authorized per diem travel expenses are not
reimbursable from state child development contract funds.

Figure 3
4Cs Spent State Funds on Unallowable Administrative Costs

Examples of Unallowable Administrative Costs

County Board of ® Food for Board Meetings
Supervisors Meeting I’
Parking Reimbursement / $325

Charged to state programs
for food for board of
directors’ meetings.

Fundraising Books

Speaker for a

” !
Board Retreat ggi ‘ S | i

Attorney Fees for Collective
Bargaining and National ®—————__ _ -
Labor Relations Act Charges

$6,859

Charged to state programs for attorney fees
related to union negotiations and defense against

National Labor Relations Board charges for a .
nonstate program.

7 =@ Food and Other Amenities

$294

Charged to state programs for
food and personal amenities,
like tissues and candy.

Sources: California Code of Regulations, title 5, sections 18033, 18034, 18035, and 18067; 2 Code of
Federal Regulations part 200; California Department of Education’s Funding Terms and Conditions;
and California State Auditor’s analysis of 69 administrative costs 4Cs incurred between July 2014 and
June 2017.
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4Cs claimed reimbursement from state grant funds for personal
amenities, which is in direct violation of the uniform cost principles.
Although these principles specify that contractors may not be
reimbursed for goods and services for personal use, we found that
4Cs claimed reimbursement for four transactions of this nature.
The expenditures, some for multiple items, were for hand sanitizer,
water, a floor heater, tea, tissues, and candy, with state funds

paying $294 of those purchases. Although these items may seem
minor, we question whether 4Cs made other additional purchases
of goods and services for personal use with state funds, since we
reviewed less than 1 percent of its administrative costs claimed for
reimbursement from fiscal years 2014—15 through 2016—-17. As we
did with the other unallowable costs referenced earlier, we requested
on multiple occasions that 4Cs provide justification for using state
funds to pay for personal amenities, but it did not provide any

such documentation.

In addition, we noted nine transactions for which 4Cs did not
maintain sufficient documentation to enable us to determine
whether specific costs were allowable for state reimbursement. For
example, one transaction was for recruitment advertising, but there
was no supporting documentation to describe the nature of the
transaction, leading us to question whether it was allowable under
the uniform cost principles. Given the concerns we previously
identified with the allowable nature of certain expenditures, the
large number of transactions with insufficient documentation raises
concerns about whether 4Cs may be using state funds for other
purchases that are not reasonable and necessary for carrying out its
contractual obligations.

4Cs Lacked Sufficient Documentation to Justify the Reasonableness
of Other Administrative Expenses It Paid Using State Funds

State regulation and the contract terms require that contractors
maintain documentation supporting their claims for reimbursement.
However, most of the 69 administrative costs we reviewed did not
contain sufficient documentation to demonstrate that 4Cs used

state grant funding appropriately, as shown in Figure 4. Without
sufficient documentation, such as invoices, purchase requisition and
receiving forms, receipts, and disbursement approval forms, 4Cs
cannot demonstrate that such administrative costs are reasonable
and necessary for the administration of its contracts with the

State and that its costs are allowable per state law, the contract terms,
and the uniform cost principles.

Of the 69 transactions, 56, or 81 percent, were missing at least one
key document or contained a discrepancy in the documentation.
For instance, we identified eight purchases for which 4Cs could not
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provide the supporting receipts, such as one transaction for lunch
for a training that was missing a receipt and employee expense
reimbursement form. Without either form of documentation
describing the purpose of the purchase, it is unclear whether this
cost pertained to a legitimate business need.

Figure 4
4Cs Did Not Maintain Supporting Documentation During All Four Stages of
Its Purchasing Process

8outof47

applicable
transactions 8outof61
applicable
transactions
r N l
PURCHASE REQUISITION
AND RECEIVING FORM
Identify item for purchase; RECEIPT
fill out order details on Receive invoice and
purchase requisition and reconcile with receipt and
receiving form; and obtain purchase requisition and
necessary approvals receiving form

Pay for item by
completing disbursement
approval form and

Receive item; record
receipt of item on purchase
requisition and receiving

Purchases that are form; and reconcile with obtaining the required
missing either packing slip approval signatures
documentation or
required approvals, PACKING SLIP DISBURSEMENT
or that contain a \ 4 APPROVAL FORM
discrepancy within \

the documentation

I

12 outof 16
applicable
transactions

40outof 62
applicable
transactions

56 out of all 69
transactions

% ) Percentage of applicable transactions missing specific documentation.

Sources: California State Auditor’s analysis of 69 administrative costs incurred by 4Cs from July 2014
through June 2017, 4Cs’ purchasing documentation, and 4Cs’ accounting policies manual.

Note: Not all purchases required all of the supporting documentation mentioned above.

4Cs also did not comply with the purchasing approval
requirements in its own accounting policies and procedures. Its
accounting policies manual requires authorized purchasers to
sign a disbursement approval form for each purchase of goods and
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services and requires its management staff to approve the purchase
by also signing the form. However, 4Cs’ documentation for 40 of the
62 purchases that should include such a form, did not. As an example,
one of these purchases was for books on effective techniques for
fundraising, but the lack of a disbursement approval form raises
concerns about whether 4Cs exerted any management review over
this and other expenditures and whether the organization made
unnecessary or inappropriate state-funded purchases. We requested
on multiple occasions that 4Cs provide its justification for this
missing documentation, but again it did not do so.

Education Uses Annual Independent Audits to Monitor Its
Reimbursements of 4Cs’ Administrative Costs

As previously mentioned, Education relies on annual independent
audits to oversee the use of state funding for its child development
contractors. State law requires Education’s contractors to obtain
annual independent financial and compliance audits, and it requires
Education to rely on the audit if it meets generally accepted auditing
standards. These audits can identify unallowable or questionable
costs pertaining to the contractors’ use of state funds, although the
independent audits obtained by 4Cs for fiscal years 2014-15, 2015-16,
and 201617 did not identify any such costs.

We believe that reliance on these audits is insufficient to detect
certain potential misuses of state funds. 4Cs’ independent
auditor informed us that it sampled administrative costs using a
nonstatistical method of auditor judgment that usually results in
larger amounts being selected. In contrast, our review focused

on cost categories such as travel, conferences, supplies, and
professional services—categories that by nature have a higher
likelihood of including costs that may appear questionable. Without
any additional monitoring beyond the annual independent audit,
Education is unlikely to identify misuses of state funds pertaining
to these types of transactions.

Education—through its audits division—is required by law to rely
on the independent audits to evaluate the financial activities of its
contracts, and any additional work should build upon the work
already performed. The director of the audits division informed us
that her division performs reviews of the independent audits using a
standardized report checklist as a resource, which includes a section
addressing administrative costs. Education’s procedures focus
primarily on verifying whether the administrative costs claimed on
the contractor’s attendance and financial reports reconcile to the
schedule of administrative costs in the independent audit report and
determining whether administrative costs claimed are within the
limit of 15 percent of net reimbursable costs allowed by its contracts.
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According to the director of the audits division, the division conducts
additional performance audits of high-risk contractors based on
requests received from the Early Education and Support Division

and on the results of risk assessments it performs when resources are
available. The audits division is currently conducting a performance
audit of 4Cs that it started in March 2017, from a request by the Early
Education and Support Division as we noted earlier, and it anticipates
completing the audit in September 2018.

The scope of Education’s audit is to determine whether 4Cs properly
administered its child care and development program funds for the
period from July 2015 through September 2016 in accordance with
program requirements and each of 4Cs” Education contract Funding
Terms and Conditions. The director stated that the specific performance
audit areas include internal controls, eligibility, general expenditures,
payroll expenditures, cost allocation, and other transactions, and that
administrative costs are incorporated as part of the expenditure testing.
The director also stated that the audits division has not performed any
recent risk assessments because it has not had excess audit resources for
an extended period, and it does not anticipate having any additional
resources available for at least the next year.

4Cs Insufficiently Administered Portions of Its Child-Care Contracts,
Leading to Errors in Family Files and Undermining Its Ability to Provide
Comprehensive, Coordinated, and Cost-Effective Child-Care and Child
Development Services

As noted in the Introduction, 4Cs contracted with Education for fiscal
year 2016—17 to administer seven child-care programs on behalf of the
State. We identified specific weaknesses in how 4Cs administered the
contracts for these programs, thus jeopardizing the effective and efficient
delivery of its child-care services. We used Education’s monitoring
guide—described in the Introduction—to determine that 4Cs’ practices
were insufficient in three areas: determination of eligibility and need, staft
development, and program self-evaluation. We specifically focused on
these contract areas in order to assess the overall quality of 4Cs’ program
administration, to evaluate 4Cs staff’s consistency in interacting with
families, and to assess fairness and quality in its development of staff.

4Cs did not consistently maintain documentation to substantiate the
eligibility and need of applicants for subsidized child-care services.
State regulation and nearly all of Education’s contracts require 4Cs

to assess the eligibility and need of families applying for services by
documenting specific information, such as income and family size, in
a family case file. However, 11 of the 24 family case files we reviewed
contained deficiencies in the support 4Cs used to determine eligibility
for services. For instance, six family case files did not have sufficient
support to substantiate the need for services. State regulation requires
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families to document this need based on employment, seeking

of employment, training, or other criteria for 4Cs to determine
accurately the amount of the benefit the families should receive.
Without adequate documentation, 4Cs cannot justify the amount
of benefits it provides to families.

When we asked 4Cs for its formal policies for determining

need and eligibility, it referred us to its parent and provider
handbook, which its staff use as a policy guide for making these
determinations. However, this handbook is designed for use by
parents and providers rather than by 4Cs staft. For example, the
handbook does not contain specific procedures 4Cs staff would
perform to determine the particular eligibility of a family. In
particular, the handbook does not specify that case managers

must use an income calculation worksheet to determine a family’s
income. 4Cs also provided us with examples of training materials it
prepared that described some of these steps that it directed its staff
to use. However, we believe that its staff would better document
their eligibility determinations if 4Cs were to formalize its
operational procedures.

Without adequate documentation,
4Cs cannot justify the amount of benefits
it provides to families.

Education’s child-care grant contracts require contractors, such
as 4Cs, to implement a staff development program. However,

we identified substandard components in 4Cs’ program, which
may have contributed to the deficiencies mentioned earlier in
determining families’ need and eligibility. 4Cs’ contracts with
Education require it to identify staff training needs and establish
orientation plans for new staff, but for most of its child-care
programs, 4Cs could not provide sufficient evidence that it met
these contract requirements.

Based on our review of 4Cs’ training materials, we determined

that it had not established an orientation plan for six of its seven
programs. For these six programs, 4Cs could not provide evidence of
having prepared a plan, such as a schedule or listing of information
new program staff may find helpful, including the program’s role
within 4Cs and general administrative procedures. Additionally,

4Cs did not identify the training needs of its staff. Although we
found that 4Cs had taken some steps to plan staff training for

one program—its Resource and Referral program—it could not
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provide evidence that it strategically identified its staft’s training
needs and directed staff members to attend training relevant to
these identified needs. By not identifying and documenting the
program-specific training needs of its staff, 4Cs’ management
cannot determine whether it has provided staff with the necessary
information to perform their work effectively. For example, the
Early Education and Support Division published 19 management
bulletins in 2017 pertaining to child development contractors

that added requirements to 4Cs’ work in addition to the many
regulations that already governed 4Cs’ fiscal year 2016—17 contracts
with Education. The complexity of laws and regulations that govern
child-care programs makes it challenging for 4Cs to keep staff up
to date if it does not maintain a thorough staft development plan.
4Cs could use such a plan to develop training for informing staff of
any significant changes in policies and procedures to facilitate the
efficient delivery of services. Similarly, participating in new staft
orientations is important for employees to understand their roles
and responsibilities within the organization.

4Cs did not follow all of the required
self-evaluation process as stipulated in its
contracts with Education, such as including
feedback from families receiving services.

4Cs also did not follow all of the required self-evaluation process
as stipulated in its contracts with Education. Education requires
its contractors to engage in an annual self-evaluation process

for each contract, whereby the contractor evaluates the quality

of its programs using prescribed criteria from Education. That
process requires 4Cs to document and incorporate feedback from
key stakeholder groups: its staff, members of its board, and—for
four of the programs it operates—the families receiving services.
In our analysis of 4Cs’ fiscal year 2016—17 program self-evaluation
document, we found insufficient evidence that 4Cs used staff or
board member feedback to assess any of its child-care programs.

Further, although we found that 4Cs surveyed many parents,

it did not demonstrate that it used feedback from parents in its
self-evaluation for three of the four programs for which it was
required to do so. With respect to program assessments from
board members, 4Cs could not provide documentation of these
assessments, casting doubt on whether it incorporated sufficient
feedback from its board. Although we found evidence that 4Cs staff
informed its board of directors about the self-evaluation process,
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its documentation of board activities does not reference program
assessments from any board members. Consequently, 4Cs may have
missed an opportunity to have its board members identify program
strengths and weaknesses and set a direction for the programs that
will be sustainable and align with the organization’s goals. Without
analyzing and collecting feedback from staff, parents, and its board,
4Cs hinders its ability to improve in ways that are meaningful to

its stakeholders.

In addition to concerns about the lack of feedback, we found that 4Cs’
self-evaluation process addressed its contracts broadly, rather than
incorporating specific observations unique to each contract as 4Cs’
contracts with Education require. 4Cs incorporated some stakeholder
comments via family surveys for its Resource and Referral program
contract and, throughout its self-evaluation documents, 4Cs
occasionally provides information about its specific programs.
However, 4Cs uses a single set of program self-evaluation documents
that does not address each of its contracts individually. For instance,
its documents include a standard section on plans for parent
involvement, which is specifically required in three of its contracts.
Because of the differences in services among these contracts, each
program uses a different approach for parent involvement. One
contract provides for parent education relevant to the children’s
transition from preschool to kindergarten, another contract provides
for career training for parents, and the third requires educational
training for parents whose children receive care in providers” homes
rather than in a formal preschool setting. Because of these different
approaches to parent involvement, we expected that each program
would have its own parent involvement plan. However, the section

in the self-evaluation document covering parent involvement briefly
discussed only two of the three programs, and its summary does

not differentiate between the parent involvement each program
carries out. Because it has not created evaluation information
specific to each program, 4Cs lacks any significant ability through

its self-evaluation process to identify the needs of each program and
make targeted improvements.

Each of 4Cs’ contracts with Education requires it to have procedures
for recurring monitoring to ensure that satisfactory areas of the
program continue to meet standards and that the contractor
promptly and effectively addresses areas needing modification.

Just as 4Cs does not identify each individual program’s strengths and
weaknesses, it also does not monitor individual programs’ areas of
effectiveness and could not provide documentation of procedures

for doing so. Failure to conduct such monitoring limits 4Cs’ ability
to track its performance over time; thus, 4Cs cannot ensure its
effectiveness in meeting the needs of the clients it is serving.
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Education’s Mandated Contract Monitoring Did Not Detect Certain
Types of Noncompliance We Found at 4Cs

Using Education’s monitoring guide, the only documented resource
that specifies the criteria to use when conducting a review of contract
requirements, we concluded that 4Cs was noncompliant with specific
requirements of its contracts with Education, and 4Cs’ management
agreed. However, when we shared our observations with Education,
its Early Education and Support Division’s management informed

us that it had conducted a contract monitoring review in

December 2017 and determined that 4Cs was compliant in two of
the three areas of concern to us. Although Education also found
errors in 4Cs’” determination of eligibility, it concluded that 4Cs

had complied with its contract requirements for establishing a staff
development program and for conducting a program self-evaluation
process. According to the Early Education and Support Division’s
management, it used both the monitoring guide and its reviewer’s
overall knowledge of 4Cs’ practices to reach its determination. For
example, it used its reviewer’s observations of 4Cs staff attending
Education’s training sessions as partial support for 4Cs’ identification
of staff training needs. However, because Education does not
document the process its reviewers use, it cannot sufficiently support
its conclusion that 4Cs is complying with contract requirements.

Education cannot sufficiently support
its conclusion that 4Cs is complying
with contract requirements.

The contract requirement that 4Cs identity its staff’s training needs
is another example of how Education’s analysis differed from our
conclusions. In this instance, the Early Education and Support
Division made its determination using the monitoring guide along
with other sources. One source was an internal 4Cs staff survey that
asked staff members about their wishes and needs for training, and
another source was a series of conversations with 4Cs management
about orientation plans. Yet the monitoring guide does not identify
staff input, such as this survey, as an item to review when assessing
a contractor’s staff development program, and 4Cs did not provide
this survey to us when we conducted our review.

Because Education did not document the elements it reviewed
when performing its contract monitoring reviews, we had no
way of knowing about other items it considered in its assessment.
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Moreover, without this documentation, Education cannot
demonstrate how it determined 4Cs’ compliance when questions
arise about whether 4Cs is meeting its contractual obligations.

We also found that Education interprets a program self-evaluation
contractual requirement differently from how its contracts
describe it—a reason that one of its conclusions differs from ours.
We concluded that 4Cs was noncompliant in its obligation to use
feedback from key stakeholders in its program self-evaluation
process, while Education determined that 4Cs sufficiently fulfilled
that requirement. Specifically, state regulations and 4Cs’ contracts
stipulate that 4Cs must include a program assessment by its board
members in its annual program self-evaluation plan. We expected
that this assessment would involve board members actively
identifying program strengths and weaknesses and suggesting
approaches for the organization to take action. Although we found
evidence that 4Cs staff informed its board of directors about the
self-evaluation process, 4Cs could not provide documentation
that board members assessed any of its programs or that it
incorporated any such assessments in its plan.

Even though its contracts require 4Cs to include an assessment of
its programs by the agency’s board, Education’s Early Education
and Support Division’s management informed us that it believed
an assessment by the board was not necessary, and 4Cs needed
only to inform its board about program performance. Further, the
Early Education and Support Division considered documentation
in 4Cs’ board minutes referencing the board’s awareness of the
status of 4Cs’ contracts as sufficient evidence that 4Cs had met
this requirement. However, the minutes do not demonstrate that
the board conducted an assessment, as the contracts require.

As mentioned previously, Education does not require its staff to
document their rationale for concluding that a contractor has
complied with a contract requirement. Education’s current practice
is to retain documentation to justify its findings only in instances
of noncompliance. In situations where Education finds a contractor
to be in compliance with its contracts, its staff do not document
the evidence they used to make those determinations.

Education does not require its staff to
document their rationale for concluding
that a contractor has complied with a
contract requirement.
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Yet without documentation of compliance, Education could not
support its conclusions that 4Cs was in compliance in areas where
we found noncompliance. The absence of documentation of those
efforts also inhibits Education’s ability to ensure that its own staff
perform consistent and thorough reviews when monitoring 4Cs
and other contractors. Because Education’s staff already obtain
and assess documentation as part of their review, they could
simply describe those items on a checklist used to support their
conclusions. In cases where key evidence came from observations
or interviews by Education staff, these staff could describe that
evidence on the same checklist.

Our July 2017 audit report, California Department of Education:
It Has Not Ensured That School Food Authorities Comply with the
Federal Buy American Requirement, Report 2016-139, similarly
found that Education failed to retain evidence of contract
compliance monitoring. In that audit, the failure inhibited
Education’s ability to monitor whether school districts purchased
appropriate types of food for students in accordance with federal
law. Education informed us following that audit that it would

not implement our recommendation that it should retain that
evidence. As we stated in that report, without the ability to review
its staft’s work, Education’s management cannot ensure that its staff
accurately or consistently review its contracting agencies.

In the case of 4Cs, because staff do not document the evidence
they use to reach their assessments that contractors comply with
contract requirements, Education’s management cannot justify
those evaluations when clients or the public raise concerns about
a contractor’s performance. If Education implemented policies and
procedures to document the evidence it uses for its conclusions,
this approach could benefit its monitoring efforts elsewhere.

For instance, Education staff could use examples of contracting
agencies that have complied with particular requirements to
identify patterns of success, which it could then share with its
other contractors. These examples could strengthen Education’s
training and technical support to its contractors by identifying best
practices to disseminate statewide and by formulating effective
training for its staff who monitor these contractors.

Education reports comparative data for error rates found among
its contractors. As described in the Introduction, error rates

are Education’s measure of administrative performance. In the
Budget Act of 2014, the Legislature required Education to review
and compare a sample of its contractors and report on their
performance for fiscal year 2014—15. Education included 4Cs and
some of its other contractors in this review and detected error
rates based on four categories: eligibility, need, family fee, and
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provider reimbursement. As part of its report to the Governor
and the Legislature titled Administrative Errors in Alternative
Payment, CalWORKS, and General Child Care Programs for
Fiscal Year 2014—15, Education reported an error rate of 2 percent
for 4Cs for fiscal year 201415, placing it among the better half

of performers for that year. Education reviewed 4Cs’ error rate
again in December 2017, but as of March 2018, it has not issued its
final report.

Recommendations
4Cs

To ensure that it can justify the costs for which it seeks
reimbursement, 4Cs should, by October 2018, strengthen its
controls over its approval of the expenditures it charges to

the State’s share of its funding. These controls should include
retention of all documentation to justify appropriate approval of
these expenditures.

To ensure that the amount of benefits it provides to families is

justifiable, 4Cs should develop formal procedures by October 2018
for its eligibility determinations, including a policy to retain in the
family case files the documentation it uses to determine eligibility.

To ensure that staff possess the required knowledge and skills
to assist families with child-care programs, 4Cs should develop
and implement procedures by October 2018 to identify staff
training needs and create orientation and training plans to meet
those needs.

To ensure effective child-care programs, 4Cs should document
separate self-evaluation and monitoring procedures for each
child-care program when it prepares its future self-evaluation
documents. Each of these self-evaluation processes should
demonstrate how it used stakeholder feedback to improve each
program and monitor each program’s effectiveness.
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Education

In order to rectify 4Cs’ inappropriate use of state funding,
Education should, by October 2018, recalculate the amount of 4Cs’
reimbursable costs based on the unallowable costs we identified
and recover any funds that should be repaid.

After completing its performance audit in September 2018,
Education should determine whether to conduct any follow-up
reviews of 4Cs” administrative costs and whether it needs to expand
its procedures for identifying questionable costs. In addition,
Education should determine whether the results of its audit identify
any systemic issues pertaining to administrative costs for which it
should consider expanding its audit procedures over administrative
costs claimed by its other child-care contractors.

To ensure that its contractors can effectively make program
improvements and maintain successes in ways that are meaningful
to their stakeholders, Education should adopt measures to ensure
its contractors follow the terms of their contracts by demonstrating
that their board members conduct a critical appraisal of each
education program.

To strengthen the quality of its monitoring efforts, Education
should create and implement procedures by October 2018 for
staff to document the evidence used to support their contract
monitoring reviews. Further, Education should use the results and
evidence of compliance identified in these reviews to enhance

its comparative performance measures and formulate effective
training for its contractors.
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4Cs Engaged in Questionable Management
of Its Retirement Plans

Key Points

« Its former executive director committed 4Cs to follow the recommendations of its
financial adviser, who subsequently received substantial financial commissions.

+ 4Cs could not demonstrate that it met applicable reporting requirements for its
primary retirement plan.

+ 4Cs engaged in questionable practices in administering its state-funded
supplemental retirement plan.

Late in our audit process, we discovered that a group of current and former employees
of 4Cs had filed a class action lawsuit in federal court alleging that 4Cs violated federal
and state law in administering its retirement plans. In order to avoid interfering with
pending legal proceedings, we do not reach any legal conclusions on those matters that
are the subject of the litigation.

Its Former Executive Director Committed 4Cs to Follow the Recommendations of Its
Financial Adviser, Who Subsequently Received Substantial Financial Commissions

In 1987 4Cs established a defined contribution retirement plan (primary plan) for its
employees. The terms of the primary plan specify that 4Cs is to contribute a monthly
amount, defined by a percentage of the employee’s current salary, into a retirement
account for each eligible employee. According to 4Cs, its board is responsible for
establishing the contribution percentage and has the authority to revise that percentage
each year. The plan does not require employee contributions, but does allow employees to
roll over retirement funds from another qualified plan or individual retirement account
(IRA). To be eligible to participate in the primary plan, an employee must be at least 18
and have completed one year of employment at 4Cs. The plan’s vesting schedule entitles
employees to 50 percent of these contributions after three years of employment, 75 percent
after four years, and 100 percent after five years.

Federal law, the Employee Retirement Income Security Act (ERISA), governs the
establishment and operation of employer-maintained retirement plans, including
minimum standards relating to participation, vesting, funding, disclosure, and
reporting. ERISA requires employer-sponsored plans, such as 4Cs’ primary plan, to be
in writing and to provide for one or more fiduciaries to control and manage its operation
and administration. ERISA defines a fiduciary as any person who exercises authority or
control over the management of a retirement plan. Fiduciaries are required to perform
their duties in the best interest of participants and beneficiaries and for the exclusive
purpose of providing benefits to them; they are also responsible for defraying reasonable
administrative costs of administering the plan. ERISA requires that fiduciaries not
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engage in transactions between the retirement plan and a party
in interest, such as a financial adviser, where there is a monetary
incentive or other type of benefit to the party in interest.

Based on our review of retirement plan records that 4Cs had in

its possession, we determined that the former executive director
followed the advice of a financial adviser and used funds from the
primary plan to purchase securities containing restrictive provisions.
Those provisions impose substantial charges for liquidating the
securities within 15 years of a participant’s enrollment in the primary
plan. In addition, the financial adviser received commissions from
the company that held those securities.

We were unable to obtain any information about how 4Cs first
established its relationship with this financial adviser because 4Cs
does not have documentation about the origins of the relationship.
Potential sources of the financial adviser’s commissions may be
from investment earnings from the securities as 4Cs enrolls new
participants in the primary plan and from withdrawal charges

as retirees receive distributions from the funds in their accounts.
Because of the absence of documentation, we cannot conclude with
certainty the amounts or frequency of the commissions and what
portion of the commissions come from withdrawal charges.

The former executive director’s decision to place primary plan funds
in restrictive securities limits the ability of 4Cs’ employees to transfer
their primary plan funds without incurring substantial withdrawal
charges, as shown in Figure 5. As previously noted, fiduciaries are
required to perform their duties in the best interest of participants
and beneficiaries under ERISA. We found that the former executive
director authorized the placement of the primary plan funds in
securities with early withdrawal charges for the first 15 years,

ranging as high as 14 percent in the first year.' Yet both the Financial
Industry Regulatory Authority and the U.S. Securities and Exchange
Commission recommend investing in other types of retirement plans,
such as IRAs or employer-sponsored 401(k) plans, before investing

in restrictive securities. Employees who leave 4Cs with fewer than

15 years of service and wish to transfer their vested balances to
retirement plans of new employers or into an IRA will have those
balances reduced by early withdrawal charges as a condition of the
transfers. Because we did not have access to the personal records of
individuals who transferred retirement balances to accounts outside
of 4Cs, we were unable to identify actual instances of individuals
incurring the charges or the amounts of those charges.

T The provisions of the securities allow for 4Cs to make the first withdrawal in a policy year
after the first year without a withdrawal charge if the amount does not exceed 10 percent of
the accumulated value at the time of such withdrawal.



CALIFORNIA STATE AUDITOR | Report2017-116 39
April 2018

Figure 5
4Cs’ Purchase of Restrictive Securities Resulted in Significant Withdrawal Charges to Some Employees and Ongoing
Commissions to Its Financial Adviser

4Cs enrolls 4Cs informs Investment company In this hypothetical scenario, a participant

participant investment uses plan contributions terminates employment at 4Cs with

in primary company of new to purchase restrictive a balance of $10,000 in his or her
plan plan participant securities primary plan account after 5 years

PERCENT OF
YEAR WITHDRAWAL
AFTER CHARGED TO
PURCHASE EMPLOYEE

Participant starts new
position with new employer

| 1 14%
and withdraws funds to 5 o
invest in new plan
3 13
4 12

$10,000 x.11 = $1,100
withdrawal charge

............................. 6 10

7 9

Financial adviser Investment company 8 8
receives a commission pays a commission. 9 7

for selling a restrictive

security. For the 10 6
2015-16 plan year, this 1 5
amount was $13,464. 12 4
13 3

14 2

15 1

Sources: Primary plan documentation provided by 4Cs and investment information from the U.S. Securities and Exchange Commission.

We asked 4Cs to explain why its former executive director directed
the placement of primary plan funds in restrictive securities. Its
interim executive director was unable to answer our questions,
stating that 4Cs had provided us with all of the documents in its
possession that we requested, including documentation it had
requested from its retirement plan administrator and financial
adviser. He also deferred any perspective regarding this issue to
4Cs’ legal counsel, who is currently in the process of addressing
retirement plan issues pertaining to the lawsuit. Because these
issues are pending in federal court, the legal counsel did not provide
us with any additional information, and we do not reach any legal
conclusions on those matters that are the subject of that litigation.

4Cs Could Not Demonstrate That It Met Applicable Reporting
Requirements for Its Primary Retirement Plan

4Cs could not demonstrate that it complied with federal reporting
requirements to provide participants and beneficiaries with standard
retirement plan disclosures, such as information on the source of
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the primary plan’s funding. ERISA requires employer-sponsored
plans to provide certain information to participants in summary
plan descriptions (SPDs), retirement benefit statements, and annual
reports. We reviewed 4Cs’ retirement plan documents for plan
years 2014—15 through 2016—17 to determine whether 4Cs complied
with these disclosure requirements, and we determined that the
SPDs that 4Cs prepared for each of these fiscal years did not contain
the source of financing of the plan, a specific requirement of ERISA.
Furthermore, it could not demonstrate that it met the requirement
to provide the SPD annually to all participants and beneficiaries for
any of the plan years we reviewed. 4Cs also did not provide other
required information in its retirement benefit statements for plan
years 2014—15 and 2015—16, such as the total benefits accrued and the
vested benefits available to participants. Without having all required
disclosures available regarding the primary plan, participants and
beneficiaries may not have been able to make informed decisions
about their retirement planning.

In addition, 4Cs did not submit its annual report for its 2014—15 plan
year to the U.S. Secretary of Labor within 210 days of the close of
the plan year, as federal regulations require. Specifically, 4Cs filed
this report 193 days late. 4Cs did not provide an explanation for the
missing information from the SPD and retirement benefit statements,
and the late filing of the annual report. As mentioned previously,
4Cs’ interim executive director informed us that his organization
had provided us with all of the documents in its possession that

we requested, including documentation it had requested from

its retirement plan administrator and financial adviser. He again
deferred any perspective regarding this issue to 4Cs’ legal counsel,
who is currently in the process of addressing retirement plan issues
pertaining to the lawsuit. Because this issue is currently being
litigated, the legal counsel did not provide us with any additional
information, and we make no legal conclusions on this issue.

4Cs Engaged in Questionable Practices in Administering Its
State-Funded Supplemental Retirement Plan

According to available documentation, 4Cs established a
supplemental employee retirement plan (supplemental plan) in
2006 to increase retirement benefits for certain employees to a level
comparable to those received by participants of the California State
Teachers' Retirement System (CalSTRS). 4Cs’ legal counsel at the
time we conducted our audit fieldwork stated that 4Cs established
the supplemental plan as a top hat plan maintained by 4Cs for the
purpose of providing deferred compensation for certain eligible
employees. Such plans are defined in ERISA as unfunded and for
the benefit of a select group of management or highly compensated
employees. When properly established and maintained, a top hat
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plan is exempt from many of the legal requirements that ERISA
imposes on qualified employer-sponsored pension plans, such as

the primary plan. These include certain requirements concerning
participation and vesting, funding, and fiduciary responsibility. To
qualify for these exemptions, top hat plans must limit participation
to a select group of management or highly compensated employees.
Table 2 illustrates some of the differences between 4Cs’ primary
and supplemental plans. To participate in 4Cs’ supplemental plan,
employees must be 60 or older and have completed at least five years
of employment at 4Cs, although there is no specific requirement in
the plan’s provisions for the employee to be in management or to

be highly compensated. In fact, the employees who already opted

to participate in the supplemental plan do not appear to have been
in management positions or to have been highly compensated. If
the plan does not meet either requirement, it would be subject to
ERISA funding requirements. The employees must also choose to
receive their benefits from the primary plan over a 20-year period
and elect to participate in the supplemental plan within six months
of terminating their employment at 4Cs. When an individual elects
to participate in the supplemental plan, 4Cs authorizes an amount to
be transferred from that plan to a separate retirement account
administered for that person.

Table 2

4Cs Sponsors a Primary Retirement Plan and a Supplemental Retirement Plan

m PRIMARY PLAN SUPPLEMENTAL PLAN

Plan Type

Participation
Requirements

Contribution
Amount

Contribution
Frequency

Benefit
Disbursement
Process

Defined Contribution Plan

Employees qualify to participate in
the plan upon reaching age 18* and
completing one year of service.

4Cs’ board of directors annually
approves the employer contribution
(7% of employee salary in 2015 and
2016, and 4% in 2017). Employees do
not contribute to the plan.

Contributions are made monthly to
each participant’s account.

Employees are entitled upon
retirement to receive the balance in
their accounts as a lump sum payout
or to transfer it to an annuity or
another retirement plan.

Deferred Compensation Plan

Employees can elect into the plan
within six months after termination of
employment if they are 60 or older and
complete at least five years of service.

Employer contributions are determined
by the board based on available
funding. Employees do not contribute
to the plan.

Contributions are made sporadically to
a pooled account based on the board’s
decision (no contributions since 2009).

Lump sum amount is transferred from
the pooled account to a separate
retirement account for the individual
with fixed monthly payments over

20 years.

Sources: Primary and supplemental plan documentation provided by 4Cs, and confirmations with

4Cs management.

* The ERISA requirement differs from 4Cs’ requirement in that it specifies a minimum age of 21 to
participate in the plan.

t Employees may roll over contributions from another qualified plan or individual retirement
account into the primary plan.
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The amount to be transferred for each participant appears to be
based on a calculation of the monthly benefit amount for that
individual. That amount is determined by identifying the monthly
benefit the employee would be entitled to receive if he or she were
a CalSTRS participant and then subtracting the monthly benefit
the individual currently receives from the primary plan to arrive
at the difference, which is the monthly amount needed from

the supplemental plan. However, we were unable to verify the
reasonableness of the amounts that have been transferred because
4Cs did not maintain any documentation to support the relevant
calculations, and its current staff have no knowledge of how these
amounts were determined.

4Cs may have improperly used education grant money to fund

its supplemental plan. State regulations and Education’s contract
terms allow 4Cs, as an Education contractor, to use state grant
funds for employee benefits, subject to the uniform cost principles.
These cost principles require the contractor to fund costs for

all plan participants within six months of the end of the plan

year. However, 4Cs never specified any plan participants for the
supplemental plan and instead pooled all of the money of the
supplemental plan into a single account. Additionally, 4Cs could
not provide us with documentation to identify the frequency,
amounts, or funding sources of the contributions it made to the
plan. However, 4Cs’ financial statements indicate that it used public
funds for its supplemental plan. In 2009, the most recent year

that 4Cs contributed to the supplemental plan, 95 percent of 4Cs’
revenue came from public funding—72 percent from state funds
and 23 percent from federal funds—leading us to conclude that
nonpublic revenue would not have contributed much, if any, to the
supplemental plan. Further, although 4Cs’ accounting manager
stated that 4Cs does not have any documentary evidence of how it
funded its supplemental plan, he agreed that it is highly likely that
most of the funding came from state funding sources.

4Cs could not provide us with documentation
to identify the frequency, amounts, or
funding sources of the contributions it made
to the supplemental retirement plan.

Unlike the fixed monthly contributions to the primary plan that
4Cs makes for employees based on their compensation, 4Cs appears
to have contributed to the supplemental plan sporadically and in
varying amounts. Based on background information provided for
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a board meeting, discussions about the supplemental plan were
taking place as far back as January 2004. A presentation from the
financial adviser serving as 4Cs’” agent for the supplemental plan
indicates that the balance of funds in the supplemental plan was
approximately $1.1 million in December 2009. According to the
former executive director of 4Cs, the most recent contributions to
the supplemental plan were in 2009. At the time 4Cs established
the supplemental plan, only two employees, including the former
executive director, who was head of the organization during that
time, met the age and service eligibility requirements.

4Cs’ supplemental plan documentation states that the purpose

of the plan is to supplement the primary plan and provide a
retirement benefit comparable to that of CalSTRS. However, 4Cs
did not conduct any analysis to quantify the amount needed to
cover the costs of such a plan, which we consider essential for
establishing the financial viability of the plan. We expected that
such an analysis would include an estimation of the number of
employees who would be eligible and expected to participate and
a calculation of the amount 4Cs would have to invest to provide a
CalSTRS-equivalent benefit to those employees. Further, we
expected to see calculations that would specify key assumptions
relevant to the benefit payouts, such as the average years of service,
average age at retirement, and average salary that the benefits would
be based on. That analysis should also have included a funding
schedule to ensure that sufficient assets would be on hand to fund
the benefits of all eligible participants. Instead, 4Cs informed us
that it funded the plan only as surplus funding became available
and that its financial adviser directed 4Cs on the specific amounts
to be transferred. However, it was unable to provide us with any
documentation supporting how the financial adviser determined
those amounts.

4Cs provided records that show that five employees besides the
former executive director were eligible and elected to participate in
the supplemental plan from 2011 through 2017. For each employee,
4Cs transferred an amount between $40,000 and $102,000 to a
separate retirement account at the time of each election. In total,
4Cs transferred approximately $427,000 from the supplemental
plan. 4Cs initially informed us that the supplemental plan is
currently suspended, but that it will allow individuals who

are eligible within a year of the suspension of the plan to elect
participation. However, when we requested clarification about when
the suspension took effect and the dates that individuals would still
be eligible to participate, 4Cs’ management was unable to answer
our questions. Nevertheless, based on the age and years-of-service
criteria mentioned previously, it appears that as of September 2017,
the only individual who was eligible to participate in the plan

was the former executive director.
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Table 3 shows that if the former executive director successfully
enrolls in the plan, 4Cs will have to liquidate the balance of its
supplemental plan. In contrast to the relatively modest amounts
4Cs transferred for the other participants, the former executive
director would be eligible for more than $2 million from the
supplemental plan. Because the plan’s remaining balance was only
$1.3 million as of February 2018, his participation will leave nothing
remaining for other employees who may subsequently become
eligible for that plan.

Table 3
The Amount Needed to Provide a Supplemental Retirement Benefit to the
Former Executive Director Will Deplete the Supplemental Plan Balance

Calculation of the Amount of the Supplemental Plan Balance Needed
to Provide a CalSTRS-Equivalent Benefit for 20 Years

Monthly supplemental plan benefit $16,681*
Starting principal needed to provide the monthly benefit for 20 years $2,538,0561
Less the amount the former executive director receives from the primary plan -528,211
Amount needed from supplemental plan = $2,009,845
Less the supplemental plan account balance as of February 9, 2018 -1,280,762
Differen ween the plan balance and the amoun

erence between the plan balance and the amount =($729,083)

the former executive director could draw from the plan

Sources: CalSTRS Retirement Benefit Calculator, supplemental plan documentation, primary plan
documentation, and present value of an annuity calculation.

* Assumptions of 44.85 years of service, an average monthly salary of $15,125, an age factor
of 2.4% (the percent of final compensation for each year of service credit), and a monthly
longevity bonus of $400 (a benefit for CalSTRS members with 30 years of service prior to
December 31, 2010).

T Assumptions of 5% interest (the maximum amount credited to annuities for the specific
annuity type purchased by 4Cs) and 240 monthly payments of $16,681.

4Cs was unable to inform us whether the former executive
director enrolled or plans to enroll in the supplemental plan.
The supplemental plan’s requirements state that participants
must enroll in the plan within six months of separating from the
organization. Because the former executive director retired on
August 7, 2017, he would have had to enroll in the supplemental
plan by February 7, 2018, to receive those funds. Although 4Cs
provided evidence that the balance of $1.3 million remained in
the plan as of February 9, 2018, this reported balance alone is
insufficient to determine whether the former executive director
had already enrolled in the plan because it does not account for
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the processing time required by 4Cs to transfer balances and

issue initial payments. In fact, one of the other five individuals
who enrolled in the supplemental plan did not receive an initial
payment until nearly five months after she had submitted her
request to enroll in the plan. More significantly, 4Cs allowed

two participants to enroll in the plan after the purported deadline,
with one enrolling in the plan three months after the six-month
time frame had elapsed and another enrolling more than a year
after the six-month time frame had elapsed. Therefore, it is unclear
that 4Cs would deny a request by the former executive director to
enroll in the plan, even after February 2018.

Additionally, we determined that 4Cs’ financial adviser also assisted
with establishing the supplemental plan by recommending to the
4Cs board that it use its supplemental plan contributions to purchase
restrictive securities. As such, the assets in the supplemental plan

are similarly subject to the substantial withdrawal charges associated
with the securities in the primary plan.

We requested further clarification from 4Cs as to why it placed the
supplemental plan funds in restrictive securities, but 4Cs could

not provide any rationale for why it did not question the financial
adviser’s recommendation. As mentioned previously, 4Cs’ interim
executive director deferred any perspective regarding this issue to
4Cs’ legal counsel, who is currently in the process of addressing
retirement plan issues pertaining to the lawsuit. Because these
issues are pending in federal court, the legal counsel did not provide
us with any additional information, and we do not reach any legal
conclusions on those matters that are the subject of that litigation.

Recommendations

4Cs

To ensure that beneficiaries do not have restrictions limiting
their ability to transfer their retirement funds, 4Cs should, by
October 2018, move the funds for its primary and supplemental
retirement plans out of the restrictive securities to the extent
possible without incurring additional charges for beneficiaries. For
any subsequent new participants, 4Cs should assign funds only

to securities that do not have extensive charges associated with
transferring or rolling over the funds.

To ensure that its retirement plan participants can make
appropriate financial planning decisions, 4Cs should provide the
required disclosures in its retirement benefit statements, summary
plan description, and annual report, and it should maintain
documentation that it did so.
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Education

To ensure the appropriate use of state grant funds, Education
should determine, to the extent possible, the amount of
supplemental plan funds that did not comply with federal
requirements, and it should require 4Cs to reimburse the State for
improper payments of state funds it made to the supplemental plan.
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OTHER AREAS WE REVIEWED

To address the audit objectives that the Joint Legislative Audit
Committee approved, we also reviewed the additional subject areas
shown below. Here we indicate the results of our review and any
associated recommendations we made that we do not discuss in
other sections of this report.

Unlawful Harassment and Anti-Retaliation Policies

+ 4Cs does not have a specific anti-retaliation policy, as state
regulation requires. In addition, 4Cs’ personnel policies lack
several pieces of information pertaining to retaliation that federal
guidance suggests that employers include. Specifically, federal
guidelines suggest including examples of retaliation, proactive
steps for avoiding actual and perceived retaliation, and
guidance on interactions between managers and employees.
Aside from a single reference in its unlawful harassment policy
that 4Cs does not tolerate retaliation against an employee for
cooperating in an investigation or for making a harassment
complaint, its policy manual does not address that guidance.

+ 4Cs can also improve its communication to staff regarding
unlawful harassment and methods for reporting harassment.
Federal guidance encourages organizations to have an
anti-harassment policy describing a reporting system that
includes multiple avenues to report harassment easily. However,
4Cs’ personnel policy manual does not provide specific guidance
on reporting harassment beyond simply stating that employees
should immediately report any harassment to their supervisor or
the executive director. The lack of a reporting avenue outside of
the employee’s direct chain of command inhibits protection from
harassment by supervisors. Additionally, although its personnel
policy manual states that 4Cs will investigate each report of
harassment promptly and thoroughly, it does not assert that 4Cs
will conduct the investigation in an impartial manner, nor does it
indicate the extent to which 4Cs will maintain confidentiality of
individuals’ identities, as federal guidance recommends.

Recommendation
To ensure compliance with legal requirements and to promote a

safe and responsible workplace, 4Cs should, by October 2018, create
an anti-retaliation policy that specifically follows federal guidance
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on such policies. Additionally, 4Cs should update its policy
manual and include federally recommended elements in its policy
addressing unlawful harassment.

Human Resources Complaint Investigation Procedures

+ 4Cs" human resources (HR) unit uses a checklist to guide its
investigations of complaints. This checklist specifies that 4Cs
should inform both the individual filing the complaint and the
individual who is the subject of the complaint of the results of
the investigation.

+ We reviewed six HR investigations pertaining to complaints
filed between July 2014 and June 2017 and found that in
one of the investigations, there was no documentation of this
communication in the personnel file. In another instance,
4Cs’ documentation showed that it informed the accused
employee of the complaint, but there was no documentation in
the file demonstrating any communication with the accuser.
Additionally, 4Cs could not provide any other evidence that it
had informed those individuals of the investigation’s outcome.

« Furthermore, the checklist indicates that 4Cs should interview
all relevant individuals who witnessed the incident pertaining
to an HR complaint. However, in one of the investigations
we reviewed, a complainant identified multiple individuals as
witnesses to an incident, but HR’s investigation file contained
no record or documentation that 4Cs interviewed any of them.

+ When 4Cs does not consistently follow its HR investigation
policies, the omission of key procedures can cast doubt on the
integrity and impartiality of such investigations.

Recommendation

To ensure that it maintains the integrity and impartiality of its HR
investigations, 4Cs should implement controls by October 2018 to
ensure that it consistently follows its HR investigation process for
all complaints, and it should maintain proper documentation of all
actions taken.

Use of Temporary Employees

+ We reviewed 4Cs’ management of its expenditures, waitlists,
and staffing levels to determine whether it has led to unused
child-care slots for children. We determined that although
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the activity pertaining to the use of its funds and its waitlist
indicate a low risk for unused child-care slots, 4Cs experienced
a significant increase in its use of temporary employees.

+ 4Cs’ total number of case managers—the staff who determine
the eligibility and need of families seeking child-care
subsidies—has decreased since 2015 while the number of
overall temporary employees, including case managers and
other positions, has increased. Specifically, on June 30, 2015,
4Cs had 31 case managers on staff and six temporary
employees agencywide, but by June 2017, 4Cs had reduced its
staff to 17 case managers and more than doubled its temporary
employees to 13.

+ 4Cs’ HR generalist attributed the decrease in the number
of case managers to various factors. For example, she
indicated that a decrease in 4Cs” workload has resulted in
many case managers being reassigned to other units within
the organization.

+ In addition, the HR generalist explained that as a result of 4Cs’
HR recruiting staff leaving the organization, it took longer than
expected to hire new employees to fill vacancies occurring
due to regular attrition. She characterized the increase in
temporary employees as resulting from a temporary need to fill
vacant positions until 4Cs’ recruitment efforts can resume, as
4Cs has since hired a new HR recruiter.

Management Turnover

+ According to personnel data provided by 4Cs” HR unit,
between July 2014 and November 2017, 18 individuals were in
management positions in 4Cs’ finance, subsidy, and operations
departments—the three departments whose functions align
with the scope of our audit. Within this period, 4Cs promoted
six of the 18 individuals to other management positions and
kept three in the same positions they were hired into, while the
other nine individuals left the organization.

+ 4Cs’ HR generalist said that the departure of those individuals
during the more than three-year period was comparable to
the rate of management turnover she has observed since
joining the organization in 2013. She also indicated that,
although 4Cs had not been monitoring why these individuals
left, it has begun steps to better track these reasons and will
be implementing electronic exit surveys by March 2018. She
indicated that these efforts will help identify any problem areas
if they exist.
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SCOPE AND METHODOLOGY

The Joint Legislative Audit Committee (Audit Committee)

directed the California State Auditor to conduct an audit related

to expenditures, internal controls, and external oversight of the

use of public funds by 4Cs, including the role and responsibilities
of Education with respect to those areas. The audit analysis the
Audit Committee approved contained five objectives. We list

the objectives and the methods we used to address them in Table 4.

Table 4

Audit Objectives and the Methods Used to Address Them

AUDIT OBJECTIVE

1 Review and evaluate the laws, rules,
and regulations significant to the
audit objectives.

2 For all seven contracts between
Education and 4Cs, perform
the following:

a. Evaluate the extent to which 4Cs
has complied with applicable
contract compliance standards,
such as utilization and error rates,
and compare theresults to a
selection of agencies that contract
with Education for similar services.

b. Determine whether 4Cs used
administrative funds for allowable
purposes under state and federal
law and the terms of its contracts
with the State.

METHOD

Reviewed relevant laws, rules, regulations, and other background materials.

Conducted an independent assessment of selected elements of the contracts we deemed to be
significant to the audit objectives and determined if 4Cs complied with the terms of its contracts
for fiscal year 2016-17.

Compared 4Cs’ contract compliance with other contractors’ contract compliance, to the extent
comparative data existed.

Interviewed key staff at Education to identify and document Education’s contract

oversight activities.

Documented Education’s methodology for deriving error rates.

We inquired into utilization rates, as referenced in the audit request, and found that neither
Education nor 4Cs uses that form of measurement.

Assessed whether Education’s methodology for conducting monitoring reviews is adequate and
includes all major contract compliance categories.

Obtained copies of the monitoring reviews Education has conducted since fiscal year 2014-15
at 4Cs and assessed whether Education has followed its own process for identifying potential
concerns at 4Cs.

Obtained and documented the annual fiscal reports for each contract for fiscal years 2014-15
through 2016-17 and identified the total amount of reimbursable administrative costs.

Reviewed 4Cs’ accounting records to identify the categories of reimbursable administrative costs
and compared these amounts to the amounts reported in its quarterly reports.

Assessed the appropriateness of the expense categories being included as administrative costs.

Interviewed 4Cs’ external auditor and reviewed past audit reports to determine the extent to
which we could rely on the external auditor’s coverage of administrative costs.

Tested a selection of administrative costs and assessed whether they were appropriate and
allowable in accordance with contract requirements and applicable laws.

Identified Education’s review process for its contractors’ administrative costs through interviews
and analysis of documentation.

continued on next page.. ..
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AUDIT OBJECTIVE

c. Ifapplicable, determine the extent
to which 4Cs" administration of
the seven contracts resulted in
either the disruption of services to
children or late or no payments
to providers.

d. Determine whether 4Cs properly
reimbursed providers in accordance
with applicable state and federal
laws. If applicable, determine
whether 4Cs withheld funds or did
not fully reimburse any providers

and the reasons for any such actions.

e. Ifapplicable, evaluate the extent
to which 4Cs’ staff vacancies or
its failure to spend all available
contract funds resulted in
unused child care slots for
low-income families.

Determine whether 4Cs has complied
with applicable state or federal
pension requirements in programs
that use public funds.

METHOD

Obtained 4Cs’ case management database, NOHO, for the purposes of identifying the universe
of Notices of Action (notices) and whether 4Cs used those notices to give sufficient notice to
families about potential changes to their services.

Determined whether 4Cs’ administration of the applicable contracts resulted in the disruption of
services to children by performing the following:
- Tested 10 notices that 4Cs used to notify families of a potential loss in services without
providing sufficient time to respond during fiscal years 2015-16 and 2016-17 to determine
whether those families lost services as a result of the insufficient time.

Interviewed key staff at 4Cs and Education to obtain perspective on disruptions to family care.

Selected and tested 60 provider reimbursements from fiscal years 2014-15 through 2016-17 to
determine whether 4Cs followed its policies on the timeliness of provider reimbursement.

Evaluated the adequacy of 4Cs’ compliance with state and federal regulations regarding policies
for payments to providers.

Interviewed key staff at 4Cs to obtain perspective on provider payment processes.

Interviewed key program staff, obtained relevant documentation, and analyzed the reasons
program enrollment has been declining.

Analyzed the eligibility and waitlist processes and determined that the risk of unused child care
slots is low.

For fiscal years 2014-15 through 2016-17, obtained employee rosters to analyze the extent to which
the number of temporary employees has increased. For fiscal years 2014-15 through 2016-17, we
obtained employee rosters to identify whether there had been significant turnover in management.

Note: Because some of these issues are pending in federal court, we do not reach legal conclusions
arising from our work.

Reviewed required pension documentation and verified whether 4Cs has complied with federal
pension documentation laws.

Interviewed union representatives and other applicable stakeholders to determine whether
there are any additional concerns related to pension benefits.

Interviewed key staff and reviewed documentation to understand the rationale for how the
board determines the percentage 4Cs will contribute to employee pension funds each year.

Reviewed the types of investments and accessibility of retirement funds.

Reviewed plan fund investments for appropriateness.

For 4Cs’ primary retirement plan:

- Obtained a record of the participants in the primary retirement plan for fiscal years 2014-15
through 2016-17.

- Fora selection of employees, compared information on hire date, salary, and vesting period from
4Cs’ personnel records to the data used in the retirement plan documents for accuracy.

- For a selection of employees, verified that retirement contributions were calculated and
deposited appropriately.

For 4Cs’ supplemental retirement plan:

Obtained records of the participants enrolled and compared the records for each participant
against employment records to ensure that plan participants are legitimate and eligible.

Obtained disbursement information for all plan participants, including date of retirement, and
determined if retirement distributions were made appropriately and in a timely manner.

Determined how the participants’ distributions were calculated and verified whether the
amounts adhere to the plan’s provisions.

To the extent possible, determined whether transactions pertaining to the supplemental plan
were allowable based on federal pension laws.

Determined whether the origination of the supplemental plan was an appropriate use of
state funding.
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AUDIT OBJECTIVE METHOD

4 Determine whether 4Cs has complied =« Assessed whether 4Cs’ anti-harassment and anti-retaliation policies adhere to applicable laws.
with all applicable state or federal
employment protection laws in
programs that use public funds.

« Selected six complaints from employees to determine whether 4Cs adhered to its policies.

5 Review and assess any other issues Interviewed key staff at 4Cs and Education and reviewed available documentation to determine the
that are significant to the audit. circumstances surrounding 4Cs’ relinquishing of its California State Preschool Program contract.

Sources: California State Auditor’s analysis of audit request number 2017-116 as well as state law, regulations, and information and documentation
identified in the table column titled Method.

Assessment of Data Reliability

In performing this audit, we obtained the electronic data files listed
in Table 5. The U.S. Government Accountability Office, whose
standards we are statutorily required to follow, requires us to

assess the sufficiency and appropriateness of computer-processed
information that we use to support findings, conclusions, or
recommendations. Table 5 describes the analyses we conducted using
data from these information systems, our methods for testing, and
the results of our assessments.

Table 5
Methods Used to Assess Data Reliability

DATA SOURCE PURPOSE METHOD AND RESULT CONCLUSION

4Cs’ child-care data ~ To make a selection
as of August 2017 of provider payments
for testing.

Sufficiently reliable
for the purposes of
this audit.

To determine the
number of Notices of
Action (notices) issued
from July 2015 through
June 2017.

To make a selection of
notices for testing.

To identify backdated
notices that were created

between July 2015 and

June 2017.
4Cs’ employee To identify the hire date, Sufficiently
data maintained termination date, and reliable for the

in Automatic Data positions of employees
Processing software ~ between July 2015 and
as of August 2017 June 2017.

purposes of
this audit.

Source: California State Auditor’s analysis of various documents, interviews, and data obtained from 4Cs.
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We conducted this audit under the authority vested in the California State Auditor by Section 8543 et seq.
of the California Government Code and according to 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 specified

in the Scope and Methodology section of the report. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.

Respectfully submitted,

Eoira. ). el

ELAINE M. HOWLE, CPA

State Auditor
Date: April 5, 2018
Staff: Linus Li, CPA, CMA, Audit Principal

Josh Hooper, CIA, CFE
Fahad Alj, CFE

Terra Bennett Brown, MPP
Gabrielle Gilmore, CPA, CFE

IT Audits: Ben Ward, CISA, ACDA, Audit Principal
Lindsay M. Harris, MBA, CISA
Brandon A. Clift, CPA, CFE

Legal Counsel: J. Christopher Dawson, Sr. Staft Counsel

For questions regarding the contents of this report, please contact
Margarita Fernandez, Chief of Public Affairs, at 916.445.0255.
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C D Tom TORLAKSON
ALIFORNIA LJEPARTMENT STATE SUPERINTENDENT OF

OF EDUCAT.'ON PUBLIC INSTRUCTION
1430 N STreeT, SACRAMENTO, CA 95814-5901 @ 916-319-0800 ® WWW.CDE.CA.GOV

March 21, 2018

Elaine M. Howle, State Auditor
California State Auditor

621 Capitol Mall, Suite 1200
Sacramento, CA 95814

Subject: The Community Child Care Council of Santa Clara County: Because It
Disadvantaged Some Families and Misused State Funds, It Could Benefit
From Increased Monitoring by the California Department of Education

The California Department of Education (Education) appreciates the opportunity to
comment and provide proposed corrective actions for the recommendations outlined in
the California State Auditor’s (CSA) Audit Report No. 2017-116 titled: The Community
Child Care Council of Santa Clara County: Because It Disadvantaged Some Families
and Misused State Funds, It Could Benefit From Increased Monitoring by the California
Department of Education.

Recommendation 1

To make its appeal process more accessible to families who may not receive a
satisfactory resolution from its contractors, Education should require by October 2018 its
contractors to share key information in their communications with families about the
process for appealing notices. The required information should include valid grounds for
a family to file an appeal as well as information or documentation Education would need
in order to review the family’s appeal of adverse decisions regarding their child-care
services. Education should also require contractors to incorporate this information in
contractually mandated staff training and in publicly available policies and procedures.

Education’s Comments and Corrective Actions

Education does not concur with the recommendation. Contractors are required to @
communicate the appeal process information to families to ensure they receive a
satisfactory resolution to their appeal. Further, Education’s Notice of Action

(NOA) form, available for contractors and used by 4Cs, includes the following:

Step 5: If you disagree with the written decision of the agency, you have
14 calendar days in which to appeal to Early Education and Support

*  (alifornia State Auditor's comments begin on page 61.
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Division (EESD). Your appeal to EESD must include the following
documents and information: (1) a written statement specifying the reasons
you believe the agency’s decision was incorrect, (2) a copy of the
agency's decision letter, and (3) a copy of both sides of this notice. You
may either fax your appeal to 916-323-6853, or mail your appeal to the
following address: California Department of Education, Early Education
and Support Division, 1430 N Street, Suite 3410, Sacramento, CA 95814,
Attn: Appeals Coordinator, Phone 916-322-6233.

Education believes this level of detail is appropriate as it allows families to appeal
any adverse decision. Further, the documents needed to initiate the appeal are
specified on the NOA. In addition, without listing the numerous valid grounds for
filing appeals, Education has the opportunity to evaluate all appeals without a
parent inaccurately determining a decision is not appealable.

Regarding the CSA's direction that Education should require contractors to
incorporate this information in contractually mandated staff training and in
publicly available policies and procedures, Education already provides training to
contractors regarding the appeals process and includes appeal information on its
Website at https://www.cde.ca.gov/sp/cd/ci/parentappealinformation.asp. In turn,
contractors are required to provide training to their staff based on staff needs to
perform their job duties, which can include specific topics such as the appeal
process, as appropriate. At this time, Education does not concur with the CSA's
determination that parents do not receive enough information to assert their
appeal rights. Overall, Education believes the appeal process information is
sufficiently available.

Recommendation 2

In order to rectify 4Cs’ inappropriate use of state funding, Education should by October
2018, recalculate the amount of 4Cs’ reimbursable costs based on the unallowable
costs we identified and recover any funds that should be repaid.

Education’s Comments and Corrective Actions

Education concurs with the recommendation. Upon issuance of the final audit
report, Education will process adjustments resulting from the CSA and
Education’s audits, recalculate the amount of 4Cs’ reimbursable costs, and take
appropriate action based on those results. However, the CSA will need to provide
the questionable and/or unallowable costs identified by contract and fiscal year in
order for Education to recalculate the amount of 4Cs’ reimbursable costs.
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Recommendation 3

After completing its performance audit in September 2018, Education should determine
whether to conduct any follow-up reviews of 4Cs” administrative costs and whether it
needs to expand its procedures for identifying questionable costs. In addition, Education
should determine whether the results of its audit identify any systemic issues pertaining
to administrative costs for which it should consider expanding its audit procedures over
administrative costs pertaining to its other child-care contractors.

Education’s Comments and Corrective Actions

Education partially concurs with the recommendation. Education is currently
conducting a performance audit of the 4Cs to determine whether it properly
administered its child care and development program in accordance with
program requirements and the contract Funding Terms and Conditions for the
period July 1, 2015 through September 30, 2016. The audit scope includes audit
procedures related to internal controls, eligibility, general expenditures, payroll
expenditures, cost allocation, and related party transactions. The administrative
costs are being audited within the various expenditure categories included in the
audit. At the conclusion of the audit, Education will require 4Cs to implement
corrective actions for findings and/or questioned costs identified. The contract
earnings will be recalculated incorporating audit adjustments resulting from the
CSA and Education’s audits.

Education routinely considers prior audit results and various other risk factors
such as systemic issues or contractor-specific risks, including but not limited to
administrative costs, when planning and performing audits of child care
contractors. Additionally, after the performance audit is complete, Education will
determine whether any follow-up reviews of 4Cs administrative costs should be
conducted.

Recommendation 4

To ensure its contractors can effectively make program improvements and maintain
successes in ways that are meaningful to their stakeholders, Education should adopt
measures to ensure its contractors follow the terms of their contracts by demonstrating
their board members conduct a critical appraisal of each education program.
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Education’s Comments and Corrective Actions

Education does not concur with the recommendation. The CSA discounted
Education’s intent of the assessment of the program within the Annual Program
Self Evaluation process and defined their own expectations. Education utilizes a
Program Self Evaluation (PSE) process requirement and has a directive in place,
which provides instructions to all contractors for completing and submitting the
PSE each fiscal year. Education requires each contractor to develop and
implement an annual plan for its PSE process. The annual plan must include a
self-evaluation based on the use of the Program Instrument, Desired Results
Parent Survey, and for center-based programs (including Family Child Care
Home Education Networks), Desired Results Developmental Profiles, and
Environment Rating Scales. In addition, the terms of the contracts state that the
annual plan shall include an assessment of the program by staff and board
members as evidenced by written documentation. Education’s expectations for
contractors performance of the assessments is that contractors analyze their
findings from the self-evaluation and develop both a written list of tasks to modify
the program for all areas needing improvement and procedures for ongoing
monitoring to ensure that satisfactory areas continue to meet standards. The
Board is not expected to do a separate critical appraisal as referenced in the
recommendation and can rely on staff's assessments to govern the organization.
Contractors are required to submit a summary of findings of the PSE to
Education annually in June. Additionally, Education provides on-going training,
technical assistance, and support to new and existing contractors on how to
conduct an annual PSE.

Recommendation 5

To strengthen the quality of its monitoring efforts, Education should create and
implement procedures by October 2018 for staff to document the evidence used to
support their contract monitoring reviews. Further, Education should use the results and
evidence of compliance identified in these reviews to enhance its comparative
performance measures and formulate effective training for its contractors.

Education’s Comments and Corrective Actions

Education concurs with the recommendation. In order to further strengthen
Education’s monitoring review documentation as described on page 37 of the
draft audit report, Education will include on the monitoring review instrument: (1)
a description of documents reviewed; (2) observations made; and (3) information
obtained through interviews. Education already documents this information
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during the review of eligibility records and will expand this to the other areas of
the monitoring review instrument. Additionally, documentation of this evidence is
used to measure performance and formulate effective training for Education’s
contractors.

The CSA’s cite to Education’s position not to implement a recommendation in the
July 2017 audit report, California Department of Education: It Has Not Ensured
That School Food Authorities Comply with the Federal Buy American
Requirement (Report 2017-139) is problematic and implies an ongoing concern
across programs. The recommendation in the prior report is different and
requires significantly different documentation and retention of evidence.
Specifically, report 2017-139 recommended that Education require reviewers to
collect and retain evidence for all items they evaluate for compliance with the Buy
American requirement. The current audit recommends that Education document
the evidence used to support their contract monitoring reviews as described
above, which is reasonable and realistic to implement, instead of retaining copies
of all evidence reviewed. It is not feasible nor required that Education collect and
maintain all evidence reviewed during monitoring reviews. Rather, sufficiently
documenting the evidence reviewed will support the overall monitoring review
results.

Recommendation 6

To ensure the appropriate use of state grant funds, Education should determine, to the
extent possible, the amount of supplemental plan funds that did not comply with federal
requirements, and it should require 4Cs to reimburse the State for improper payments of
state funds it made to the supplemental plan.

Education’s Comments and Corrective Actions
Education concurs with the recommendation. Education will require 4Cs to take

appropriate action based on the outcome of the pending class action lawsuit
regarding 4Cs administration of its retirement plans.
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If you have any questions regarding Education’s comments or corrective actions, please
contact Kimberly Tarvin, Director, Audits and Investigations Division, by e-mail at
ktarvin@cde.ca.gov.

Sincerely,

77 bl e

Michelle Zumot

Chief Deputy Superintendent of Public Instruction

MZ:kl
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COMMENTS

CALIFORNIA STATE AUDITOR'S COMMENTS ON THE
RESPONSE FROM THE CALIFORNIA DEPARTMENT
OF EDUCATION

To provide clarity and perspective, we are commenting

on Education’s response to the audit. The numbers below
correspond to the numbers we have placed in the margin of
Education’s response.

We stand by our recommendation to make Education’s appeal
process more accessible to families. 4Cs’ use of Education’s notice
of action form is neither consistent nor required. We found that
4Cs did not include a telephone number for Education on many of
the notices we reviewed. We have modified our text on page 15 to
clarify what we found. It is unclear why 4Cs would omit Education’s
telephone number from some notices, but as we state on page 15,
Education has not established any procedural requirements for its
child development contractors to share specific information with
their clients. Education only requires its contractors to follow state
regulation, which does not specify that contractors are required to
include Education’s telephone number on their notices.

We disagree with Education’s claim that information on its appeal
process is sufficiently available, based on the issues we discuss in
the report and the fact that families did not use Education’s appeal
process in any instance pertaining to 4Cs’ backdated notices. As we
state on page 15, 4Cs uses its parent and provider handbook and the
notices to provide information to families about the appeal process.
However, neither the handbook nor the notice describe valid
grounds for a family to file an appeal. Further, despite Education’s
statement that the documentation required to initiate an appeal

is identified in the notices, we stand by our conclusion that this
information is not adequate. Although Education asserts that not
listing valid grounds for filing appeals encourages more parents

to appeal, we note that families at 4Cs did not make any appeals
about receiving backdated notices. Finally, we note that Education
does not require its contractors to complete the training it offers

or include information about the appeals process in the training
contractors are required to provide to their staff.

It is unclear to us why Education only partially concurs with this
recommendation. Education states that it will determine whether
to conduct any follow-up reviews of 4Cs administrative costs and
that it routinely considers prior audit results, systemic issues,

and contractor-specific risks when planning and performing audits

April 2018
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of child-care contractors. Those actions appear consistent with
our recommendation. We look forward to Education’s 60-day
response to determine the extent to which it plans to implement
the recommendation.

Education’s disagreement with our recommendation underlies the
concern we describe on page 32, in which Education interprets a
program self-evaluation contractual requirement differently from
how its contracts describe it. As Education notes in its response,
and as we note on page 32, Education’s contracts require 4Cs’
board to include an assessment of its programs, yet 4Cs could not
provide documentation that its board members assessed any of
these programs. Further, Education’s position that its contractors’
board members are not expected to conduct a separate critical
appraisal of each education program contradicts the requirements
specified in its contracts. Education states in its response that board
members can rely on staff assessments to govern the organization.
However, it also acknowledges that its contracts state that the
annual plan shall include an assessment of the program by staff and
board members as evidenced by written documentation.

During the publication process for the audit report, page numbers
shifted. The page number cited by Education in its response refers
to page 32 in this final published audit report.

We believe the reference to our July 2017 audit report is appropriate
because our related finding in that audit matches the underlying
issue in this report’s finding—that Education retains documentation
to support its analysis of compliance only in instances of
noncompliance. As we state on page 33 of this report, without
documentation of compliance, Education’s staftf were unable to
demonstrate how their monitoring practices did not detect the
noncompliance we found. Similarly, on page 18 of our July 2017
audit report, we concluded that because of limited supporting
documentation, it is unclear how Education would identify
instances of noncompliance that its reviewers may have overlooked
or misjudged. Our recommendations in both reports direct
Education to strengthen its monitoring efforts by documenting

the evidence it uses to make its determinations of both compliance
and noncompliance. Finally, the report number that Education
references in its response should be Report 2016-139. Our

draft report presented an incorrect report number, which we
subsequently corrected.
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Providing Services to Families,

Children and Seniors

California State Auditor

621 Capitol Mall, Suite 1200
Sacramento, California 95814
Miss Elaine M. Howle

State Auditor

Attention; Mr. Linus Li

March 22, 2018

Subject: Joint Legislative Audit Committee Audit

Community Child Care Council of Santa Clara County, Inc.

Audit Number 2017-116

Dear Miss Howle:

This letter serves as our initial response to the “Draft Audit Report” as referenced above.

The Community Child Care Council of Santa Clara “4C” has reviewed the draft report. 4C takes
seriously the issues identified there in and will present a plan to the California State Auditor
addressing the issues identified in the report within 60 days of the report’s publication.

Sincerely yours,

Community Child Care Council of Santa Clara County, Inc.

Josephm@4c.org
(408) 487-0747, extension 606

Cc: Mr. Joshua Hooper (California State Auditor’s Office)

Sent via email with hard copy via USPS.

150 River Oaks Parkway, Suite F-1 | San Jose, CA 95134

408.487.0747

408.487.0762 | www.4C.org
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