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What GAO Found

The Child Care and Development Fund (CCDF) provided states more than $8
billion in federal funds in fiscal year 2019. The Office of Child Care (OCC)
oversees the integrity of the CCDF, which subsidizes child care for low-income
families. A key part of OCC's oversight includes reviewing and approving State
Plans. OCC requested but did not require states to describe in their State Plans
the results of their program-integrity activities, which describe the processes that
states use to identify fraud risk. Further, OCC has not defined or communicated
what information it considers to be the “results” of program-integrity activities to
the states and its own staff. Without defining and communicating its informational
needs, OCC may continue to lack quality information that could help ensure
states’ accountability over their program-integrity activities.

Comparison of Program-Integrity Activity Results Reported in State Plans

State Plan X Excerpt from State Plan

“The Lead Agency develops red flag .
reports that collect and analyze data ¢}y Activity

from clients and child care providers ... description
In 2017, the Lead Agency and local

agencies established a total of $360,586

in provider overpayments for o] ReSU/'tS'
intentional violations, and $245,792 in of activity

claims were established for client
intentional program violation.”

State X reported descriptions of program-integrity activities and also reported
on the results of those activities, as instructed in the Plan Preprint.

43 State Plans did not report the results of program-integrity activities

State Plan Y Excerpt from State Plan

“Weekly report on payment accuracy” e—p ACt"V"t,V .
description

State Y reported descriptions of program-integrity
activities, but did not report on the results of those
activities as instructed in the Plan Preprint.

Source: GAO analysis of Office of Child Care information. | GAO-20-227

OCC oversees states’ improper payment risks through a process that includes a
requirement for states to submit corrective action plans (CAP) when they
estimate their annual payment error rates are at or above 10 percent. Since
2013, seven states have submitted 14 CAPs. These CAPs describe states’
proposed actions for reducing improper payments. However, OCC does not have
documented criteria to guide its review and approval of the CAPs to ensure the
proposed corrective actions are aimed at root causes of improper payments and
are effectively implemented. Without developing this guidance, OCC does not
have assurance that proposed corrective actions are specifically aimed at root
causes of improper payments, leaving the CCDF program at continued risk of
improper payments.
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GA@ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

March 2, 2020

The Honorable Virginia Foxx
Republican Leader

Committee on Education and Labor
House of Representatives

Dear Dr. Foxx:

The Child Care and Development Fund (CCDF) Program subsidizes child
care to help low-income families with children under age 13 whose
parents work or attend educational or job-training programs. Congress
appropriated more than $8 billion in federal funds to the CCDF program in
fiscal year 2019." The CCDF is administered as a block grant to the
states by the Office of Child Care (OCC) within the Administration for
Children and Families (ACF), a division of the U.S. Department of Health
and Human Services (HHS). Each state has a lead agency that is
responsible for the funding provided and administering the program in the
state.2 Public agencies and private entities (including center-based and
relative providers) can receive grant funding from the lead agency to
provide child-care services to eligible children and families.3

OCC and state lead agencies share responsibility for overseeing and
protecting the financial integrity of the CCDF program. To receive CCDF
grant funds, OCC requires state lead agencies to submit a Child Care and
Development Fund Plan (State Plan) for approval. The approved State
Plans are effective during a 3-year program period, which currently runs
from fiscal years 2019 to 2021. Among other things, the State Plans are

1In fiscal year 2018, the most-recent year for which preliminary data according to OCC are
available on the number of families served, approximately 1.32 million children and
813,200 families per month received child-care assistance.

2The lead agency is the state, territorial, or tribal entity to which OCC awards the grant
and is accountable for the use of the funds provided. In this report, we use the terms
“state lead agency” and “state” interchangeably. For the purposes of this report, the term

“state” includes the District of Columbia.

3Center-based providers are licensed, regulated, or registered under applicable state or
local law. Relative providers are 18 years of age or older and provide child-care services
only to eligible children who are by marriage, blood relationship, or court decree, the
grandchild, great-grandchild, siblings (if such provider lives in separate residence), niece,

or nephew of such provider.
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to include a section for ensuring grantee program integrity and
accountability, which encompass both fraud and improper-payment risks.4
In addition, OCC oversees regular reviews of the state lead agencies’
improper payments, which are payments that should not have been made
or were made in incorrect amounts, including overpayments and
underpayments, under statutory, contractual, administrative, or other
legally applicable requirements.5 When a lead agency reports an
improper payment rate at or above 10 percent, it is required to submit a
comprehensive corrective action plan (CAP).¢ More recently, beginning in
fiscal year 2019, OCC launched its Monitoring System, which is focused
on monitoring states’ CCDF programs in several topic areas including
program integrity and accountability.

In September 2010, we reported the results of undercover tests of CCDF
programs in five states.” Those undercover tests revealed the five states
lacked controls over child-care assistance applications and billing
processes for unregulated relative providers, leaving the program
vulnerable to fraud and abuse. In response, many of the tested states
noted that they had plans to implement new controls, and HHS officials
said that they had taken action to address CCDF program integrity, such
as issuing program guidance on verification procedures. More-recent
reports from state auditors and the HHS Office of the Inspector General

4Program integrity, as defined by the Chief Financial Officers Council and the Department
of the Treasury, Bureau of the Fiscal Service, encompasses the concept that programs
should be organizationally and structurally sound and capable of achieving their mission
without compromise. The concept has numerous components including internal controls,
fraud risk management, and improper-payment prevention. According to GAO’s A
Framework for Managing Fraud Risks in Federal Programs (Fraud Risk Framework), fraud
risks may include risks of improper payments in addition to risks that do not pose a direct
financial cost. GAO, A Framework for Managing Fraud Risks in Federal Programs,
GAO-15-593SP (Washington, D.C.: July 2015).

5Not all improper payments are the result of fraud. For example, an improper payment
may be the result of administrative error.

6We are currently conducting additional work regarding corrective actions related to
improper payments at selected agencies, including HHS.

7"GAO, Child Care and Development Fund: Undercover Tests Show Five State Programs
Are Vulnerable to Fraud and Abuse, GAO-10-1062 (Washington, D.C.: Sept. 22, 2010).
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(OIG) have also discussed challenges in managing fraud risks in the
CCDF program.s

You asked us to review CCDF program-integrity efforts. This report
discusses the extent to which OCC (1) provides oversight of states’
CCDF program-integrity activities and encourages that all requested
information is included within State Plans, (2) provides oversight of
improper-payment risks and relevant corrective actions in states’ CCDF
programs, (3) monitors states’ program-integrity activities and evaluates
their effectiveness, and (4) uses a fraud risk assessment to inform
program-integrity activities.®

To determine the extent to which OCC provides oversight of states’
CCDF program-integrity activities and encourages that all needed
information is included within State Plans, we reviewed relevant laws and
regulations and interviewed OCC officials to collect information related to
their process for reviewing and approving State Plans and efforts to
oversee state lead agencies during the fiscal years 2019-2021 grant
period. We compared this information to Standards for Internal Control in
the Federal Government that were most relevant to our objectives.0 We
also reviewed HHS OIG reports on antifraud and program-integrity topics
across the CCDF program. We reviewed documentation related to OCC'’s
State Plan review and approval process, including all 51 of the fiscal

8For example, the HHS OIG reported on substantial differences in the scope and results
of program-integrity activities across states and the limited data available to monitor the
effectiveness of states’ program-integrity efforts. According to the HHS OIG, variations in
the number of activities implemented across states and the extent to which states perform
these activities raised concerns about whether adequate safeguards are in place to
protect the CCDF program. Department of Health and Human Services, Office of
Inspector General, More Effort Is Needed To Protect the Integrity of the Child Care and
Development Fund Block Grant Program (July 2016). See also State of Washington,
Office of Financial Management, Single Audit Report for the Fiscal Year Ended June 30,
2016 (March 2017). This Washington state audit report recommended that the lead
agency responsible for the states’ CCDF program establish written policies and
procedures for staff to follow when potential fraud is suspected.

9“Oversight” refers to the actions of an oversight body, as defined in the Standards for
Internal Control in the Federal Government. Specifically, an oversight body is responsible
for overseeing management’s design, implementation, and operation of an internal control
system. “Monitor” refers to the monitoring activities as discussed in the Standards for
Internal Control in the Federal Government—for example, internal control monitoring
assesses the quality of performance over time and promptly resolves the findings of audits
and other reviews.

10GAQ, Standards for Internal Control in the Federal Government, GAO-14-704G
(Washington, D.C.: September 2014).
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years 2019-2021 State Plans that OCC approved in December 2018.
Specifically, we reviewed the State Plan subsections where OCC added a
new instruction requesting states to describe in their fiscal years 2019—-
2021 State Plans the results of their program-integrity activities, including
activities to identify and prevent fraud. We analyzed the approved State
Plans to determine whether such descriptions were present and
discussed our findings with agency officials. We did not visit or interview
staff from the regional offices.

To determine the extent to which OCC provides oversight of improper-
payment risks and relevant corrective actions in states’ CCDF programs,
we reviewed policy and procedure documents from the overall improper-
payments reporting process. We compared this information to relevant
Office of Management and Budget (OMB) guidance related to payment-
integrity improvement requirements and applicable rules and regulations.
Further, we reviewed all 14 CAPs submitted by states in response to
OCC'’s improper-payment reviews, covering fiscal years 2013-2018, and
their associated OCC review and follow-up documents.’’ Some of these
documents included results of internal error-rate reviews conducted by
certain states; however, we did not assess the reliability of the results.

To determine the extent to which OCC monitors states’ program-integrity
activities and evaluates their effectiveness, we interviewed OCC officials
and reviewed documentation related to OCC’s monitoring of states’
activities. Specifically, we interviewed officials regarding their efforts to
monitor states’ program-integrity activities through the OCC Monitoring
System, and OCC’s use of technical assistance to help improve states’
program-integrity activities. We compared this information with applicable
regulations, Standards for Internal Control in the Federal Government,
and selected leading practices from the Fraud Risk Framework.12

To determine the extent to which OCC uses a fraud risk assessment to
inform program-integrity activities, we compared OCC policy and
procedure documents to Standards for Internal Control in the Federal
Government, selected leading practices from the Fraud Risk Framework,

111f a state reports an improper-payment error rate at or above 10 percent, it must also
submit a CAP to ACF for approval. CAPs include milestones that clearly identify actions to
be taken to reduce improper payments, a timeline for accomplishing each action, as well
as targets for future improper-payment rates. Additional information on CAPs appears
later in this report.

12We selected leading practices for review that were most relevant to our objectives.
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and applicable CCDF laws and regulations related to fraud risk
management.

We conducted this performance audit from September 2018 to January
2020 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

Background

CCDF Laws and
Regulations

The Child Care and Development Block Grant (CCDBG) Act, as
amended, is the main federal law governing state child-care programs for
low-income working families. The act was reauthorized in 2014, and the
reauthorization included a focus on improving the overall quality of child-
care services and development of participating children.3 In September
2016, OCC published new rules (CCDF regulations) to provide clarity to
states on how to implement this law and administer the program in a way
that best meets the needs of children, child-care providers, and families.4
The CCDBG Act and CCDF regulations allow states flexibility in
developing CCDF programs and policies that best suit the needs of
children and parents within that state. According to OCC, these new rules
also align child-care requirements with new Head Start regulations,
including certain requirements for background checks, annual monitoring,
and prelicensure inspections for some CCDF providers.5 OCC also
added regulatory requirements for state lead agencies to describe in their
State Plans effective internal controls that are in place to ensure integrity
and accountability including

1. processes to ensure sound fiscal management,

2. processes to identify areas of risk,

13Pub. L. No. 113-186 (November 2014), 128 Stat. 1971; codified at 42 U.S.C. § 9801, et
seq.

1481 Fed. Reg. 67,438 (Sept. 30, 2016), see, 45 C.F.R. pt. 98.

15Head Start is an early childhood program administered by ACF’s Office of Head Start.
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3. processes to train child-care providers and staff of the lead agency
and other agencies engaged in the administration of the CCDF about
program requirements and integrity, and

4. regular evaluation of internal control activities.

Lead agencies are also required to describe in their State Plans the
processes that are in place to identify fraud or other program violations,
and to investigate and recover fraudulent payments and to impose
sanctions in response to fraud.

CCDF Program
Administration

OCC is a program office within ACF that works with the states to
administer the CCDF program. OCC and states each have responsibility
for overseeing and protecting the integrity of the CCDF program. Each
state must develop, and submit to OCC for approval, a State Plan that
identifies the purposes for which CCDF funds will be spent for a 3-year
grant period and designates a lead agency responsible for administering
child-care programs. To administer CCDF funds, federal law and
regulations require that states report their CCDF expenditures and data
on the number of children served by CCDF subsidies. The current
reporting structure as described by OCC and ACF officials is shown in
figure 1.
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Figure 1: CCDF Program Administration and Reporting Structure
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government
¢ through the L
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Program Oversight L el Technical CCDF funds to
Operations and Data, and Program Assistance improve the
Accountability Policy Units quality and
availability of
child care for
all families.
Source: GAO analysis of ACF and OCC information. | GAO-20-227
State Plan Review and To request funding from the CCDF, states submit a State Plan for
Approval Process administering their CCDF programs to OCC. OCC provides states with a

Plan Preprint, which serves as a template and includes instructions and
guidance on developing the State Plans and providing information
required by law and regulations. Further, OCC has used the Plan Preprint
to request additional information from the states. The Plan Preprint
developed for fiscal years 2019—-2021 State Plans consists of eight
sections and is the first to include the new CCDF regulatory requirements,
added in September 2016 as required by the 2014 reauthorization. One
of the new requirements is for state lead agencies to describe in their
State Plans effective internal controls that are in place to ensure integrity
and accountability. In addition, OCC modified the Plan Preprint for fiscal
years 2019-2021 State Plans to add the instruction requesting states to
report information about the results of their program-integrity and fraud-
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fighting activities, in addition to providing descriptions of the activities
themselves. 16

The Secretary of Health and Human Services, through OCC, has the
responsibility to approve State Plans that satisfy the requirements, and
review and monitor state compliance with the approved State Plan.
According to OCC officials, the Program Operations Division within OCC,
in partnership with the OCC regional program unit staff (regional offices),
reviews the State Plans and approves those that they determine have
satisfied the requirements of the CCDBG Act and CCDF regulations.

CCDF Improper-Payment
Reporting

The CCDF has been designated as a high-priority program, as defined by
OMB, under the Improper Payments Elimination and Recovery
Improvement Act of 2012 (IPERIA), meaning that it is a program
susceptible to significant improper payments. Federal statutes require
federal agencies to evaluate programs for improper-payment risk and, for
programs susceptible to significant improper payments, to report on
actions taken to reduce improper payments.17 CCDF regulations
implement these requirements by requiring states to calculate and report
estimates of their improper payments, including proposed actions to
address sources of error. These reports are developed by the states on a
3-year rotational cycle, and HHS reports the aggregate results in its
Agency Financial Report. The CCDF gross improper payment estimate
for fiscal year 2019 is approximately $325 million, and the estimated
improper payment rate is 4.53 percent.

OCC oversees states’ compliance with the prescribed procedures for
estimating improper-payment error rates by approving the preliminary
documents, approving any changes to the case samples, conducting the
Joint Case Reviews, and reviewing and approving the final State

16According to OCC officials, this new instruction was added in response to a 2016 HHS
OIG report on CCDF program integrity that found that states varied substantially in the
degree to which they conducted specific program-integrity activities, and that ACF did not
have a process to ensure that states carry out planned program-integrity activities, nor did
it collect information about the results of these activities. HHS, OIG, More Effort Is Needed
To Protect the Integrity of the Child Care and Development Fund Block Grant Program.

17Pub. L. No. 112-248, 126 Stat. 2390 (2012), see 31 U.S.C. §3321 NOTE.
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Improper Payments Report and CAP submissions. 8 If a state reports an
error rate at or above 10 percent, it must also submit a CAP, which
includes detailed descriptions of specific activities planned to reach a
targeted reduction in errors. It must then submit an update on its progress
and a new CAP the following year if it has not completed the proposed
corrective actions or if the error rate is still at or above 10 percent. The
improper-payment reporting process is illustrated in figure 2.

18States develop a sampling decisions, assurances, and fieldwork preparations plan for
sampling cases and conducting case-record reviews for approval. Joint Case Reviews are
conference calls between the state and OCC staff through which OCC can observe states’
implementation of their record review worksheets.
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Figure 2: Child Care and Development Fund Improper-Payment Reporting Process
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Source: GAO analysis of OCC information. | GAO-20-227
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OCC Monitoring System

In fiscal year 2019, OCC launched a formal Monitoring System to review
a selection of states annually over the course of the 3-year State Plan
period. According to OCC officials, the three main purposes of the
Monitoring System are to: (1) ensure compliance with the CCDBG Act,
CCDF regulations, and the approved State Plans; (2) identify state
technical-assistance needs; and (3) identify promising practices to inform
continuous quality improvement. The Monitoring System focuses on 11
topic areas, which include program integrity and accountability. In
addition, other topic areas include disaster preparedness, consumer
education, and health and safety requirements.

OCC officials told us that monitoring is completed on a rolling basis, and
that they plan to monitor one-third of states each fiscal year, from fiscal
years 2019 to 2021. According to OCC officials, they scheduled the
monitoring to ensure that a state will not be submitting an improper-
payment report in the same year that it participates in the monitoring.
Figure 3 provides additional details regarding the OCC Monitoring System
process, which includes an on-site visit to monitored states.
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Figure 3: OCC Monitoring System Process
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Source: GAO analysis of OCC information. | GAO-20-227
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Fraud Risk Management

Fraud and “fraud risk” are distinct concepts. Fraud risk exists when
individuals have an opportunity to engage in fraudulent activity, have an
incentive or are under pressure to commit fraud, or are able to rationalize
committing fraud. Although the occurrence of fraud indicates there is a
fraud risk, a fraud risk can exist even if fraud has not yet been identified
or occurred. For example, suspicious billing patterns or complexities in
program design may indicate a risk of fraud even though fraud has not
been identified or occurred. When fraud risks can be identified and
mitigated, fraud may be less likely to occur.

According to federal standards and guidance, executive-branch agency
managers are responsible for managing fraud risks and implementing
practices for combating those risks. Specifically, federal internal control
standards state that management should consider the potential for fraud
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when identifying, analyzing, and responding to risks.1® As part of these
standards, management assesses risks the entity faces from both
external and internal sources. In addition, in July 2015, GAO issued the
Fraud Risk Framework, which provides a comprehensive set of key
components and leading practices that serve as a guide for agency
managers to use when developing efforts to combat fraud in a strategic,
risk-based way.20 The Fraud Risk Framework describes leading practices
in four components, as shown in figure 4.

Figure 4: The Fraud Risk Management Framework

“o“\TQRlNG AND FEEDQ

Commit to combating fraud by Plan regular fraud risk

creating an organizational culture assessments and assess risks to

and structure conducive to determine a fraud risk profile.
fraud risk managemem
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q Response Detection

Evaluate outcomes using a Design and implement a
risk-based approach and adapt strategy with specific control
activities to improve fraud activities to mitigate assessed
risk management. fraud risks and collaborate
to help ensure effective
implementation

ENVIRONMENT
INJWNOUINND

P c
ONITORING AND ree0®”

Source: GAO-15-593SP. | GAO-20-227

The Fraud Reduction and Data Analytics Act of 2015, enacted in June
2016, required OMB to establish guidelines for federal agencies to create
controls to identify and assess fraud risks, and design and implement

19GAO-14-704G.
20GAO-15-593SP.
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OCC Provides
Oversight by
Approving State
Plans but Has Not
Established Policies
for Reviewing State
Plans and Has Not
Defined Its
Informational Needs

antifraud control activities. The act further required OMB to incorporate
the leading practices from the Fraud Risk Framework in the guidelines.2!
In July 2016, OMB published guidance about enterprise risk management
and internal controls in federal executive departments and agencies.22
Among other things, this guidance affirms that managers should adhere
to the leading practices identified in the Fraud Risk Framework.

As part of its oversight of states’ CCDF programs, OCC reviewed and
approved State Plans for the current grant period (fiscal years 2019—
2021). However, OCC has not established written policies to guide staff
review and approval of these State Plans, a process that occurs every 3
years. OCC'’s lack of established policies limits its ability to ensure that
staff follow appropriate protocols for consistency when reviewing and
approving State Plans and to retain organizational knowledge in the event
of staff turnover, which OCC noted as occurring during each review
period. Further, OCC requested that states report information about the
results of states’ program-integrity activities. However, most of the State
Plans that it approved did not provide the results of states’ program-
integrity activities as requested. OCC officials told us that they plan to
continue to request that states report on the results of their program-
integrity activities, but OCC has not identified what it considers to be
“results” of program-integrity activities. Without taking additional steps to
define its informational needs and encourage states to report the results
of their program-integrity activities, OCC will not have this information to
help determine whether states are effectively ensuring the integrity of the
CCDF program.

OCC Reviewed and
Approved State Plans

To provide oversight of states’ CCDF program-integrity activities, OCC
reviewed and approved State Plans for the current grant period, covering
fiscal years 2019-2021. To do so, OCC officials described to us a
process that began with a high-level review of the draft State Plans
submitted through an electronic system. After an initial review for
completeness, OCC staff focused on the contents of the State Plans
including states’ responsiveness to each requirement. For example, one
requirement is to describe the processes that the state will use to identify
risk in its CCDF program. OCC officials also stated that they consider
clarity, consistency, and compliance when assessing State Plans. OCC

21Pub. L. No. 114-186, § 3, 130 Stat. 546 (2016).

220ffice of Management and Budget, Management’s Responsibility for Enterprise Risk
Management and Internal Control, Circular No. A-123 (Washington, D.C.: July 15, 2016).
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officials also explained that they reviewed the responses to determine
whether they were sufficiently detailed, and sought clarification from the
states when necessary. OCC officials stated that, prior to the final
approval of the State Plans, staff completed a validation form that
consists of a table listing the State Plan subsections with checkboxes
next to each subsection.23 Figure 5 outlines the timeline for review and
approval of State Plans.

|
Figure 5: Fiscal Years 2019—-2021 State Plan Review and Approval Timeline

August 2018

States electronically submitted Child Care and Development Fund
(CCDF) State Plans to Office of Child Care (OCC) following a
standard template, the Plan Preprint, provided by OCC

October 1, 2018
Effective date of the fiscal years

2019-2021 CCDF State Plans

Fiscal year 2018 Fiscal year 2019

OoCcC
reviewed
state plans

September 2018 December 2018
OCC reviewed CCDF State Plans OCC sent conditional
to determine whether they had approval letters to all
satisfied the requirements of the states by December 21
law and regulations
Source: GAO analysis of OCC information. | GAO-20-227

23CCDF regulations require that State Plans be amended whenever a substantial change
in the program occurs. States (or lead agencies) should submit the State Plan
amendments within 60 days of the effective date of the change. (45 C.F.R. § 98.18(b)).
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OCC Does Not Have
Finalized Written Policies
to Implement the Review
Process

OCC has developed a draft procedure for the State Plan review and
approval process, but had neither finalized written policies before
beginning its review of the fiscal years 2019-2021 State Plans, nor
finalized written policies for future review periods that occur every 3
years. Instead, OCC officials told us that for the review and approval
process completed in 2018, they provided their staff a variety of training
materials and draft documents that encouraged discussion among those
involved. These documents contained information and guidance on the
process, such as explaining the overall operational processes for
reviewing and approving State Plans and general roles and
responsibilities. However, none of the documents were finalized as
OCC'’s written policies for staff to follow when implementing the fiscal
years 2019-2021 State Plan review and approval process, or for
subsequent review periods.

In response to our request for finalized policies pertaining to how OCC
reviewed and approved State Plans, OCC provided documents that have
substantial limitations for explaining to OCC staff how they should review
and approve State Plans. For example, OCC provided what it
characterized as a three-page summary protocol, which, in part,
contained a historical record of what occurred during the recently
completed review period rather than guidance that would help OCC
achieve its State Plan review objectives on a continuous basis.
Specifically, the protocol describes the regular internal meetings and
interactions that OCC staff had from September 2018 to December 2018.
As such, the protocol does not describe the process that OCC staff
should follow, or the meetings that should occur, when reviewing and
approving State Plans in future years (i.e., on a continuous basis).

OCC also developed in August 2018 a more-detailed draft procedure for
reviewing and approving State Plans. The draft procedure contains
information on the communication process between the central and
regional offices, recognizes that there may be variation in internal
processes among regional offices and from one review period to the next,
and includes guidance on steps for resolving questions about State
Plans, among other guidance.24 Unlike the three-page summary protocol,
the draft procedure explicitly states its applicability to future review
periods as well as the current State Plan review period, and therefore
would have provided guidance for staff on a continuous basis had a

24There are 10 regional offices, also called regional program units.
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finalized version been shared with staff and established as OCC'’s written
policies. However, because of the volume of work and differences in
caseloads among regional offices, OCC officials stated that they did not
share a finalized procedure with staff and that staff were neither expected
nor required to use the draft procedure when conducting their review of
State Plans for the fiscal years 2019-2021 review period. As such, this
draft procedure did not represent the formal policies for staff to follow in
performing their roles.

In explaining why it relies on the three-page summary protocol and draft
procedure rather than finalized written policies to guide its State Plan
review and approval process, OCC officials stated that OCC needs
flexibility in its policies during the review period. Specifically, there are
staffing changes in both the central and regional offices for each State
Plan review period, and having flexibility within the framework provided by
the three-page summary protocol allows them to accommodate those
changes. OCC officials noted that some of the processes are unique to
each of the 10 regional offices because of differences in their structure,
staffing, and caseloads. Likewise, OCC officials stated that the regional
offices need flexibility to continuously adjust processes and timelines so
that they can accommodate varying responsiveness from states, and
evaluate the State Plans without undermining the flexibility afforded to
states through the block grant. However, it is possible for OCC to
establish written policies to guide processes that are common from one
review period to the next, and across all regions, while still maintaining
the necessary flexibility to accommodate staffing changes and regional
differences, as it had already begun to do by developing its August 2018
draft procedure.

In this regard, Standards for Internal Control in the Federal Government
states that management should implement control activities through
policies. In doing so, management communicates the policies to
personnel so that personnel can implement the control activities for their
assigned responsibilities. Further, Standards for Internal Control in the
Federal Government includes minimum documentation requirements,
such as that management develop and maintain documentation of its
internal control system. An internal control system is a continuous built-in
component of operations that provides reasonable assurance that an
entity’s objectives will be achieved. Internal control is not one event, but a
series of actions that occur throughout an entity’s operations. Further,
internal control is recognized as an integral part of the operational
processes management uses to guide its operations, and internal control
is built into the entity as a part of the organizational structure to help
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managers achieve the entity’s objectives on an ongoing basis. As such,
documentation of the internal control system should reflect a continuous,
built-in component of operations rather than a historical record of a past
event. Documentation also provides a means to retain organizational
knowledge and mitigate the risk of having that knowledge limited to a few
personnel. OCC’s lack of established written policies limits its ability to
ensure that staff follow appropriate protocols on a continuous basis when
implementing the State Plan review and approval process, and limits its
ability to provide a means to retain organizational knowledge and mitigate
the risk of having that knowledge limited to a few personnel. Without
finalizing written policies, an effort that could include leveraging its
previously developed August 2018 draft procedure, OCC risks losing that
knowledge each time there are staffing changes among central and
regional offices.

OCC Has Not Defined
Information Needed to
Analyze States’ Program-
Integrity Results

In response to a 2016 HHS OIG report, OCC has attempted to collect
information about the results of states’ program-integrity and fraud-
fighting activities by adding a new instruction to the fiscal years 2019—
2021 Plan Preprint requesting states to report such information in their
State Plans.25 Specifically, the HHS OIG recommended that collecting
data on program-integrity and fraud-fighting results would be an important
step in monitoring states’ efforts to safeguard the CCDF program.
Additionally, OCC officials told us that obtaining information on the results
of program-integrity activities is important for understanding national
trends and helping to inform OCC’s technical assistance to states and
ensure states’ accountability over their program-integrity activities.
However, our review of 51 approved State Plans found that 43 State
Plans (about 84 percent) did not report the results of program-integrity

25|n July 2016, the HHS OIG reported on substantial differences in the scope and results
of program-integrity activities across states and the limited data available to monitor the
effectiveness of states’ program-integrity efforts. According to the HHS OIG, variations in
the number of activities implemented across states and the extent to which states perform
these activities raised concerns about whether adequate safeguards are in place to
protect the CCDF program. HHS, OIG, More Effort Is Needed To Protect the Integrity of
the Child Care and Development Fund Block Grant Program.
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activities as requested (see fig. 6). The other eight states (about 16
percent) reported the results of program-integrity activities.26

26This includes the District of Columbia. The U.S. territories were not included in the set of
approved State Plans provided to us by OCC. For purposes of our analysis, we defined
“results” as any actual outcome that has been observed in relation to the activities
described. This included unquantified statements, but not projected or hypothetical
outcomes. It also included statements indicating that no results were available, because,
for example, the activities described were too new or because the state did not collect
data on the activities.
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Figure 6: Comparison of Program-Integrity Activity Results Reported in State Plans

8 State Plans reported the results of program-integrity activities

State Plan X Excerpt from State Plan

“The Lead Agency develops red flag
reports that collect and analyze data , 1 , Activity
from clients and child care providers ... description

" In 2017, the Lead Agency and local
e o agencies established a total of $360,586
in provider overpayments for o} Results
intentional violations, and $245,792 in Qs
claims were established for client
intentional program violation.”

State X reported descriptions of program-integrity activities and also reported on the
results of those activities, as instructed in the Plan Preprint.

43 State Plans did not report the results of program-integrity activities

State Plan Y

Excerpt from State Plan

“Weekly report on payment accuracy” e » Activity
y, _ p pay y description

State Y reported descriptions of program-integrity activities, but did not report on the
results of those activities as instructed in the Plan Preprint.

Source: GAO analysis of Office of Child Care information. | GAO-20-227

State Plans must meet the requirements set forth in the law and the
CCDF regulations to be approved. OCC officials told us that the State
Plans were approved without the information on the results of program-
integrity activities because, although there are instructions in the Plan
Preprint for states to report this information, the CCDF regulations do not
require it. Further, OCC officials told us that when OCC submitted the
Plan Preprint to OMB for approval under the Paperwork Reduction Act,
OCC had indicated that the program-integrity results would be collected
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on an informational basis, and states would not be required to provide this
information. According to an OCC official, only portions of the Plan
Preprint with instructions for states to report on the results of program-
integrity activities were requested on an informational basis, and all other
information in that section was required for approval of the State Plans.

OCC officials also told us that OCC will continue to request that states
report on the results of their program-integrity activities in the State Plans,
but OCC has not defined what information it needs regarding the “results”
of states’ program-integrity activities and has not communicated the need
to states or its staff. OCC officials told us that they will ensure that states
submit this information by providing guidance to states on the purpose of
collecting this information. However, OCC was not able to provide us with
a definition or examples of what it considers to be “results” of program-
integrity activities that would be helpful for ensuring states’ accountability
over their program-integrity activities. In addition, OCC officials said that
OCC did not communicate to states that the information about the results
of program-integrity activities was being requested on an informational
basis only. According to OCC officials, OCC did not specifically
communicate its intention to states because it wanted states to provide a
response, if possible. Similarly, OCC had not developed any specific
internal criteria for its staff to use when reviewing State Plans to
determine whether certain responses were sufficient for their
informational needs, such as to better understand national trends. OCC
officials also stated that there was no internal written guidance explaining
to OCC staff that such information was not required for State Plan
approval. Rather, this standard was communicated to staff during weekly
meetings.

Standards for Internal Control in the Federal Government states that
management should use quality information to achieve the entity’s
objectives. In doing so, management identifies the information
requirements needed and defines the information requirements at the
relevant level and requisite specificity for appropriate personnel. Further,
Standards for Internal Control in the Federal Government states that
management should internally and externally communicate the necessary
quality information to achieve the entity’s objectives. In this context, after
defining its informational needs regarding the results of program-integrity
activities, OCC’s internal and external communication could include
communication to the states, which are requested to include this
information in the State Plans, and to its staff who will be responsible for
analyzing this information. Until OCC defines what information it needs
regarding program-integrity activity results, it will be limited in its ability to
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OCC Provides
Oversight of States’
Improper Payment
Risks but Lacks
Documented
Guidance for
Assessing States’
Corrective Actions

obtain quality information. By not communicating informational needs to
states and staff, OCC will continue to lack quality information about the
results of states’ program-integrity efforts and will not be able to use that
information to analyze national trends and help ensure states’
accountability over their program-integrity activities, as described.

Since 2013, seven states with improper-payment rates at 10 percent or
above have submitted 14 corrective action plans (CAP) to OCC for
review. However, OCC does not have any documented criteria to guide
the review of the CAPs submitted by states to ensure the proposed
actions are aimed at root causes of improper payments and are
effectively implemented. OCC also has not documented the procedures it
uses to follow up with states subject to CAPs, but said it is planning to.

OCC Lacks Guidance for
Ensuring Corrective
Actions Are Aimed at Root
Causes and Effectively
Implemented

Federal improper-payment statutes require federal agencies to review
programs susceptible to significant improper-payment risks and develop
actions to reduce improper payments. For example, the Improper
Payments Elimination and Recovery Act of 2010 (IPERA) specifically
requires agencies administering programs that are susceptible to
significant improper payments, such as the CCDF, to report on actions
the agency is taking to reduce improper payments. Because the CCDF is
administered by states, this requirement is implemented in CCDF
regulations by requiring states reporting improper-payment error rates at
or above 10 percent to develop and implement CAPs. The OMB guidance
implementing IPERA states that agencies should ensure that each
corrective action is specifically aimed at a root cause of improper
payments and that the actions are effectively implemented to prevent and
reduce improper payments.2? According to this guidance, a root cause is
something that would directly lead to an improper payment and, if
corrected, would prevent the improper payment. In the proposed
rulemaking in which OCC introduced the CAPs, OCC stated that the
CAPs are intended to be comprehensive and detailed, so as to improve

270ffice of Management and Budget, Memorandum M-18-20, Requirements for Payment
Integrity Improvement, Appendix C to Circular A-123 (June 26, 2018).
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upon the descriptions of corrective actions already reported on a 3-year
cycle, which sometimes lack detail or specificity.28

OCC officials told us that OCC reviewers use their CAP Review Tool to
evaluate the CAPs for approval, which also lays out the protocol for
conducting reviews. However, the CAP Review Tool does not require
reviewers to document whether the corrective actions proposed by states
are aimed at root causes of improper payments, or effectively
implemented. Further, the written review procedure that accompanies the
CAP Review Tool does not contain guidance for reviewers on evaluating
whether corrective actions are aimed at root causes and are effectively
implemented. OCC officials explained to us that, in their view, states are
in the best position to identify the most-feasible approach to corrective
actions based on their individual circumstances. We acknowledge that
states should have flexibility to identify corrective actions based on their
individual circumstances. However, according to OMB guidance, it is
federal agencies that are to ensure that corrective actions are aimed at
root causes of improper payments and effectively implemented. Further,
in the proposed rulemaking in which OCC introduced the CAPs, OCC
stated that it intended the CAPs to be used for OCC to hold states
accountable as part of its compliance with IPERA. Accordingly, without
providing additional guidance to its reviewers, OCC will lack assurance
that states’ proposed corrective actions are aimed at root causes and
effectively implemented.

OCC officials also stated that the majority of the seven states subject to
CAPs reduced their error rates over time, specifically to below 10 percent.
OCC officials explained that this determination is based on the
submission of the State Improper Payment Report for the next required
reporting cycle or on states’ voluntarily conducting a review of a sample of
cases and submitting the results to OCC to demonstrate they had
reduced their error rate to below 10 percent. We did not independently
corroborate OCC’s determination because assessing the reliability of the
self-attested internal error-rate reviews conducted by certain states and

28Notice of Proposed Rulemaking for Child Care and Development Fund (CCDF)
Program, 80 Fed. Reg. 80,466, 80,536 (Dec. 24, 2015).
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reviewing this information was outside the scope of our work.2® However,
as part of our review of the 14 CAPs that have been submitted to OCC in
response to OCC’s improper-payment reviews since 2013, we found that
one state was required to submit CAPs for 3 consecutive years and
consistently proposed the same error-rate reduction targets, with different
dates. This observation underscores the need to ensure the corrective
actions a state proposes are specifically aimed at root causes of improper
payments and are effectively implemented. OCC does not have guidance
in place for its reviewers to determine whether the ongoing corrective
actions a state proposes to reduce improper payments will be specifically
aimed at root causes of improper payments and effectively implemented.
This could leave the CCDF program at continued risk of improper
payments.

OCC Plans to Document
Its CAP Follow-up Process

OCC does not have written policies for its CAP follow-up process or
documentation that follow-up has been completed for past CAPs. OCC
officials told us that they plan to develop such written policies, but officials
did not specify a timeline for completion. OCC officials described their
process used to monitor states while they are subject to a CAP, which
includes additional contact when the same state has been subject to
CAPs for consecutive years. This CAP follow-up process is illustrated in
figure 7.30

29We reviewed all 14 corrective action plans (CAP) that have been submitted in response
to OCC’s improper-payment reviews since 2013 and their associated OCC review and
follow-up documents. Some of these follow-up documents included results of internal
error-rate reviews voluntarily conducted by certain states. According to OCC officials,
these voluntary internal error-rate reviews can employ methodologies that are different
from the methodology that OCC requires states to use when submitting error-rate reviews
as part of their 3-year cycle. The officials also acknowledged that only the 3-year reviews
provide an “apples-to-apples” comparison. We did not assess the reliability of these
internal error-rate reviews voluntarily conducted by the states or review this information
because doing so was outside the scope of our review.

30According to OCC officials, this process has been used consistently since the inception
of CAPs. However, they acknowledged that one state did not have an on-site visit in the
first year because of scheduling difficulty.
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Figure 7: Corrective Action Plan (CAP) Follow-up Process, According to OCC Officials

Year 1 @ @

O O O

s  On-site visits Quarterly updates Monthly telephone calls
The Office of Child Care (OCC) e If the state has to submit a Q with error-rate team
conducts an on-site visit, pending second CAP, then during the 2nd If a third CAP is required with the
available funding, to assess year OCC requests quarterly error rate still exceeding 10% at the

technical assistance. monthly telephone calls with the

progress with the state and offer : updates from the state. end of the 2nd year, OCC requests
: error-rate team in the state. These

hl Informal check-ins e Technical assistance calls help the state identify root
The Regional Office has the If the state has to submit a second causes of errors that might still be
opportunity for more informal CAP, then during the 2nd year occurring and also provide support
check-ins with the state OCC offers technical assistance. and technical assistance.
throughout the year.

Source: GAO analysis of OCC information. | GAO-20-227

According to OCC officials, OCC intends to develop written policies for
the CAP follow-up process but did not provide a time frame for
completion. This will include, at a minimum, a written protocol for the
activities illustrated above, which will be included in the next revision of
the instructions given to states for improper-payment reporting. According
to OCC officials, each region currently has its own process for
documenting discussions with CAP states. Having established written
policies for the CAP follow-up process will help ensure that OCC'’s
oversight and monitoring of CAPs is carried out consistently.

OCC Has Taken
Some Steps to
Monitor States’
Program-Integrity
Activities but Does
Not Evaluate Their
Effectiveness
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OCC Has Initiated a
Monitoring System, but the
System Does Not Assess
Effectiveness of States’
Program-Integrity Control
Activities

OCC officials told us that their Monitoring System, initiated in fiscal year
2019, plays a part in OCC'’s role to ensure that states’ program-integrity
activities are effective. According to OCC officials, OCC uses two tools as
part of its Monitoring System—a Compliance Demonstration Packet and
Data Collection Tool. States complete the Compliance Demonstration
Packet to outline how they propose to demonstrate compliance with
regulatory requirements and implementation of the approved State Plans
throughout the Monitoring System’s phases. For example, to show
effective internal controls are in place to ensure integrity and
accountability, states may provide OCC with state or local policies and
manuals (previsit phase), and may submit to interviews or provide system
demonstrations (on-site visit phase). OCC staff use the Data Collection
Tool to record comments about the evidence observed, and to note
whether additional follow-up is needed. Both of these tools contain
language indicating that the effectiveness of states’ program-integrity and
fraud-fighting activities are evaluated by OCC staff.

For purposes of the Monitoring System, OCC officials said that states
have broad flexibility to propose, in the Compliance Demonstration
Packet, what documents and evidence to provide. In addition, states have
the flexibility to propose how the state will demonstrate compliance with
regulatory requirements. This includes the requirement to describe in its
State Plan effective program-integrity control activities, which includes
fraud-fighting activities. OCC officials further told us that OCC does not
collect the same set of information or evidence across the country.
Rather, OCC collects state-specific information based on what each
individual state proposes. For example, the Compliance Demonstration
Packet allows states to propose an approach for demonstrating their
compliance with the requirement to describe in their State Plans effective
internal controls that are in place to ensure integrity and accountability.

OCC officials said the primary purpose of the Monitoring System is to
ensure that states are in compliance with CCDF regulations and
implementing the State Plans as approved, rather than to make an
assessment of the efficacy of the State Plans. When we asked OCC
officials how they determine whether a state has provided appropriate
and adequate documentation for the purposes of the Monitoring System,
these officials told us that staff develop specific questions for each state
and look for evidence showing that states are implementing the State
Plans as approved. For example, OCC officials might look for evidence of
a state’s implementation of certain program-integrity activities described
in its approved State Plan to verify that the activities described are in
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place. OCC officials also stated that staff decide what is acceptable
through consensus and attempt to build consistency through internal
discussions regarding the appropriateness of the material that states
provide. However, there are no specific criteria to guide OCC staff’s
assessment of the effectiveness of states’ program-integrity activities
during these discussions. For example, there are no specific criteria to
help OCC staff assess whether states’ implemented control activities are
effective at identifying areas of risk. OCC officials stated that the CCDF
regulations and the approved State Plans are the most-detailed criteria
that they use to assess data collected for the Monitoring System.
However, neither the CCDF regulations nor the State Plans include
specific criteria for assessing whether the control activities are effective.

OCC is responsible for monitoring states’ compliance with the CCDF
regulations, and these regulations explicitly require that states describe in
their State Plans “effective internal controls that are in place to ensure
integrity and accountability.”3' According to Standards for Internal Control
in the Federal Government, an effective internal control system has a
monitoring component that is effectively designed, implemented, and
operating. Additionally, a leading practice of the Fraud Risk Framework is
to examine the suitability of existing fraud controls. Managers who
effectively implement an antifraud strategy monitor and evaluate the
effectiveness of preventive activities in this strategy and take steps to
help ensure external parties with responsibility over fraud control activities
effectively implement those activities. Without developing and using
criteria to assess whether states’ program-integrity control activities are
effective, OCC cannot ensure that states’ internal controls for program
integrity are effective. Likewise, without examining the suitability of, and
monitoring the effectiveness of, the states’ fraud control activities, OCC
will be challenged in effectively implementing an antifraud strategy to
minimize the risk of fraud in the CCDF program.

3145 C.F.R. § 98.68(a).
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OCC Has Developed
Technical Assistance to
Improve Program Integrity
and Has Further
Opportunities to Use
These Tools to Monitor
States’ Program-Integrity
Activities

OCC developed the Grantee Internal Controls Self-Assessment
Instrument (Self-Assessment Instrument) in 2010 and makes the
technical-assistance tool available to the states through its website. In
response to a 2016 HHS OIG report, ACF officials said that OCC would
use the Self-Assessment Instrument to address the report’s
recommendations to request that states examine the effectiveness of
their program-integrity and fraud-fighting activities, and examine with
states the benefits of expanding such activities.32 The Self-Assessment
Instrument contains five sections: (1) Eligibility Determination and
Review; (2) Improper Payment Case Review Process; (3) Fraud and
Overpayment Prevention, Detection, and Recovery; (4) Federal
Reporting; and (5) Audits and Monitoring. According to OCC officials, as
of August 2019, 19 states have completed the Self-Assessment
Instrument since its inception.

OCC officials stated that use of the Self-Assessment Instrument is based
entirely on states’ self-identified risks, and states are free to choose
which, if any, of the sections to complete. OCC officials have noted
benefits as a result of states completing the Self-Assessment Instrument.
Specifically, OCC officials said that states have improved their
implementation processes and policies, and improper-payment error rates
have decreased.33 In addition to making the tool available to states, OCC
officials told us that OCC also provides technical assistance in completing
the Self-Assessment Instrument, which may include an on-site facilitated
discussion. The facilitated discussion may cover areas including control
activities to identify and prevent fraud, and strategies to investigate and
collect improper payments. Following the on-site facilitated discussion, an
OCC contractor compiles a report summarizing state-identified issues to
address in states’ policies and procedures, according to one OCC official.

32HHS, OIG, More Effort Is Needed To Protect the Integrity of the Child Care and
Development Fund Block Grant Program.

33This statement is based on OCC'’s review of the State Improper Payment Report or on
states’ voluntarily conducting a review of a sample of cases and submitting the results to
OCC to demonstrate they had reduced their error rate to below 10 percent. According to
OCC officials, these voluntary internal error-rate reviews can employ methodologies that
are different from the methodology that OCC requires states to use when submitting error-
rate reviews as part of their 3-year cycle. We did not assess the reliability of these internal
error-rate reviews voluntarily conducted by the states since it was outside the scope of our
review.
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However, OCC officials told us that states are not required to act on this
report.

In addition to the Self-Assessment Instrument, OCC has recently
coordinated on the development of the Fraud Toolkit, which is a series of
electronic spreadsheets that states can use to respond to questions about
their fraud risk management activities—such as staff training, procedures
for addressing suspected fraud, and program administration.34 The tools
assign risk levels to these areas based on the state’s responses, and will
also include recommended next steps for each of those areas and
generate a report to summarize overall risk. For example, data from these
tools would indicate whether states’ CCDF program staff are trained to
identify forms, such as wage stubs or employer letters that may have
been forged or altered. The data would also indicate whether the state
has a fraud referral process in place to expedite investigations. OCC
makes the Fraud Toolkit available for states to use upon request.
However, other than making the tool available, OCC officials said that
OCC does not usually have any further involvement in states’ use of the
tool.35

OCC officials told us that they do not plan to use either the Self-
Assessment Instrument or the Fraud Toolkit to collect data about states’
CCDF programs because both the Self-Assessment Instrument and the
Fraud Toolkit are intended as primarily technical-assistance tools rather
than monitoring tools or data-collection instruments. OCC officials also
told us that, to formally collect information from states’ use of such tools,
they would need to seek approval from OMB.36 OCC officials stated that
OCC'’s goal is to develop technical assistance that best meets the needs
of the states, and not to impose additional reporting requirements on the
states. Officials also noted a concern that states could cease to
participate in or accept technical assistance if such assistance is seen as
increasing reporting requirements. However, according to OCC officials,
OCC has not conducted a cost-benefit analysis of collecting such
information.

34GAO has not assessed this toolkit to determine whether it fully aligns with leading
practices in the Fraud Risk Framework.

350CC officials also noted that states may request help from OCC in completing the tool.

363pecifically, OCC officials referred to the process of seeking approval under the
Paperwork Reduction Act, handled by the Office of Information and Regulatory Affairs
within OMB.
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OCC'’s Program-
Integrity and State-
Oversight Activities
Are Not Informed by a
Fraud Risk
Assessment

Leading practices in the Fraud Risk Framework are to monitor and
evaluate the effectiveness of preventive activities; collect and analyze
data; and adapt activities to improve fraud risk management. Further,
although external parties—in this case, the state lead agencies—may be
responsible for specific fraud control activities, Standards for Internal
Control in the Federal Government states that management should
establish and operate monitoring activities to monitor the internal control
system and evaluate the results. As part of these standards, management
retains responsibility for monitoring the effectiveness of internal control
over the assigned processes performed by external parties. Management
is responsible for meeting internal control objectives, and may decide how
the entity evaluates the costs versus benefits of various approaches to
implementing an effective internal control system. However, cost alone is
not an acceptable reason to avoid implementing internal controls, and
cost-benefit considerations support management’s ability to effectively
design, implement, and operate an internal control system that balances
the allocation of resources and other factors relevant to achieving the
entity’s objectives. By not evaluating the feasibility of collecting
information from the Self-Assessment Instrument or the Fraud Toolkit—
such as evaluating the feasibility of doing so during its Monitoring System
process—OCC may be missing an opportunity to monitor the
effectiveness of the internal control system to help states adapt control
activities to improve fraud risk management.

As described above, OCC has developed several program-integrity
activities that could help assess and manage fraud risk if they were part
of an antifraud strategy. For example, the improper-payment reporting
process and Monitoring System are not specific to fraud but may
generate information relevant to fraud risks. However, according to OCC
officials, ACF has not completed a fraud risk assessment for the CCDF,
which would provide a basis for the development of an antifraud strategy
that describes the program’s approach for addressing prioritized fraud
risks identified, as described in the Fraud Risk Framework.

The Assess component of the Fraud Risk Framework calls for federal
managers to plan regular fraud risk assessments and to assess risks to
determine a fraud risk profile.3” Furthermore, Standards for Internal
Control in the Federal Government states that management should
consider the potential for fraud when identifying, analyzing, and

37GAO-15-593SP.
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responding to risks.38 Leading practices for planning fraud risk
assessments include tailoring the fraud risk assessment to the program
and planning to conduct the assessment at regular intervals and when
there are changes to the program or operating environment. The leading
practices also include identifying the tools, methods, and sources for
gathering information about fraud risks and involving relevant
stakeholders in the assessment process. The Fraud Risk Framework also
identifies leading practices for conducting fraud risk assessments and
documenting the program’s fraud risk profile, as illustrated in figure 8. As
discussed in the Fraud Risk Framework, the fraud risk profile provides a
basis for managers to develop and document an antifraud strategy that
describes the program’s approach for addressing prioritized fraud risks
identified.

38GAO-14-704G.
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Figure 8: Key Elements of the Fraud Risk Assessment Process

® ® @ °
o . . .
* Universe of Potential Fraud Risks

Inherent Risks .

Identify inherent fraud risks affecting the program

Managers determine where fraud can occur and the types of fraud the program faces, such
as fraud related to financial reporting, misappropriation of assets, or corruption. Managers
may consider factors that are specific to fraud risks, including incentives, opportunity, and
rationalization to commit fraud.

Assess the likelihood and impact of inherent fraud risks

Managers conduct quantitative or qualitative assessments, or both, of the likelihood and
impact of inherent risks, including the impact of fraud risks on the program’s finances,
reputation, and compliance. The specific methodology managers use to assess fraud
risks can vary by program because of differences in missions, activities, capacity,

and other factors.

3| Determine fraud risk tolerance
According to Standards for Internal Control in the Federal Government,? risk tolerance is the
acceptable level of variation in performance relative to the achievement of objectives. In the
context of fraud risk management, if the objective is to mitigate fraud risks—in general, to have
Prioritized a very low level of fraud—the risk tolerance reflects managers’ willingness to accept a higher
Residual level of fraud risks, and it may vary depending on the circumstances of the program.

Risks ' .

Examine the suitability of existing fraud controls

and prioritize residual fraud risks

Managers consider the extent to which existing control activities mitigate the likelihood and
impact of inherent risks. The risk that remains after inherent risks have been mitigated by existing

l control activities is called residual risk. Managers then rank residual fraud risks in order of priority,

using the likelihood and impact analysis, as well as risk tolerance, to inform prioritization.

J P 4ﬂ Document the program’s fraud risk profile

® Effectively assessing fraud risks involves documenting the key findings and conclusions from
the actions above, including the analysis of the types of fraud risks, their perceived likelihood
and impact, risk tolerance, and the prioritization of risks.

Source: GAO-15-593SP. | GAO-20-227

aGAO, Standards for Internal Control in the Federal Government, GAO-14-704G (Washington, D.C.:
Sept. 10, 2014), 6.08.
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Conclusions

According to ACF, there is currently a process in place at the ACF level
that will lead to the development of a Fraud Risk Assessment.
Specifically, ACF is in the process of developing a Fraud Risk
Assessment template, which will include a program fraud risk profile. The
CCDF will be part of the pilot program for this effort. The Fraud Risk
Assessment template will consider the Fraud Risk Framework as well as
guidance contained in OMB Circular A-123, Management’s Responsibility
for Enterprise Risk Management and Internal Control, according to OCC
officials. These officials also stated that ACF will leverage its previously
developed and implemented risk assessments, including the Program
Risk Assessment that was completed for the CCDF between fiscal years
2011 and 2016 as part of the HHS Program Integrity Initiative.

However, according to ACF, the development of a Fraud Risk
Assessment template is currently on hold due to competing priorities. The
ACF stated the agency expects to resume the process by December
2019, and OCC expects that the draft template will be completed by the
end of the first quarter of fiscal year 2020. Because the CCDF is serving
as the pilot for the new template, OCC expects that the initial assessment
of the program will be complete by the end of the third quarter of fiscal
year 2020. Until ACF finalizes its template and conducts a risk
assessment for the CCDF, ACF will not be able to develop a fraud risk
profile for the CCDF. The fraud risk profile is an essential piece of the
antifraud strategy and informs the specific control activities managers
design and implement. Although there is currently a process in place for
ACF to develop a fraud risk assessment template, until ACF carries out
the assessment of the CCDF and develops an associated fraud risk
strategy, it will lack assurance that OCC’s program-integrity activities are
suitable and targeted at prioritized fraud risks.

Both state lead agencies and OCC play an important role in overseeing
and protecting the integrity of the CCDF program. However, OCC has not
finalized written policies that describes how staff should implement or
document the State Plan review and approval process, which is an
important part of OCC’s oversight of the CCDF program. OCC'’s lack of
established written policies limits its ability to ensure that staff follow
appropriate protocols when implementing the State Plan review and
approval process, and limits its ability to retain organizational knowledge
in the event of staff turnover, which OCC noted as occurring during each
review period. In addition, most of the State Plans submitted to OCC for
the fiscal years 2019-2021 grant period did not contain information on the
results of their states’ program-integrity activities. OCC also has not
defined or communicated what it considers to be the “results” of program-
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integrity activities for states, which are requested to include this
information in State Plans, or for its staff who will be responsible for
analyzing this information. Until OCC defines its informational needs
regarding program-integrity activity results and communicates this
information to the states and its own staff, OCC may continue to lack
quality information to help ensure states’ accountability of their program-
integrity activities.

Further, OCC does not have documented criteria to guide the review of
the CAPs to ensure the proposed corrective actions are aimed at root
causes of improper payments and are effectively implemented to prevent
and reduce improper payments. Without criteria for its staff to use in
reviewing the CAPs, OCC does not have assurance that the corrective
actions a state proposes to reduce improper payments will be specifically
aimed at root causes of improper payments and effectively implemented,
leaving the CCDF program at continued risk of improper payments. OCC
also does not have written policies for its CAP follow-up process or
documentation that follow-up has been completed for past CAPs. In
addition, OCC officials told us that they plan to develop a written protocol
for this process, but did not specify a timeline for completion. Having
established written policies for the CAP follow-up process will help ensure
that OCC'’s oversight and monitoring of CAPs is carried out consistently.

OCC’s Monitoring System process does not currently contain criteria to
assess the effectiveness of states’ program-integrity control activities,
including fraud-fighting activities. Without developing and documenting
criteria to assess whether states’ program-integrity control activities are
effective, OCC cannot ensure that such program-integrity control activities
are effective. In addition, OCC does not plan to collect any data from its
technical-assistance tools that could potentially help it to monitor and
evaluate the effectiveness of states’ program-integrity activities. However,
OCC has not evaluated the benefits of using these tools to collect
information on program-integrity activities against any costs of doing so—
such as the cost of seeking OMB approval to do so. By not evaluating the
feasibility of collecting information from technical-assistance tools to
monitor the effectiveness of states’ program-integrity control activities,
OCC may be missing an opportunity to help states adapt control activities
to improve their fraud risk management.

All of the foregoing program-integrity oversight and monitoring activities
could contribute to a strategy for managing fraud risks in the CCDF.
However, OCC has not completed a fraud risk assessment or risk profile
for the program. Although there is currently a process in place for ACF to
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Recommendations for
Executive Action

develop a fraud risk assessment template, until ACF completes this
template and carries out the assessment of the CCDF, it will lack a robust
antifraud strategy and assurance that OCC'’s current program-integrity
activities are suitable and targeted at prioritized risk.

We are making the following nine recommendations, eight to the Director
of OCC and one to the Assistant Secretary for ACF:

e The Director of OCC should establish internal written policies to
effectively implement and document the State Plan review and
approval process for future review and approval periods.
(Recommendation 1)

o The Director of OCC should define the informational needs related to
the results of program-integrity activities. (Recommendation 2)

e The Director of OCC should communicate externally to the states its
informational needs related to the results of states’ program-integrity
activities. (Recommendation 3)

e The Director of OCC should communicate internally to staff its
informational needs related to the results of states’ program-integrity
activities. (Recommendation 4)

o The Director of OCC should develop documented criteria to guide the
review of CAPs submitted by states to ensure that proposed
corrective actions are aimed at root causes of improper payments and
are effectively implemented. (Recommendation 5)

e The Director of OCC should timely complete its effort to develop
established written policies for the CAP follow-up process to ensure
that OCC'’s oversight and monitoring of CAPs is carried out
consistently. (Recommendation 6)

e The Director of OCC should develop and document criteria to assess
the effectiveness of states’ program-integrity control activities.
(Recommendation 7)

« The Director of OCC should evaluate the feasibility of collecting
information from the Grantee Internal Controls Self-Assessment
Instrument (Self-Assessment Instrument) and Fraud Toolkit, such as
during its Monitoring System process, to monitor the effectiveness of
states’ program-integrity control activities. (Recommendation 8)

o The Assistant Secretary for ACF should ensure that ACF conducts a
fraud risk assessment to provide a basis for the documentation and
development of an antifraud strategy that describes the CCDF
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Agency Comments

program’s approach to address prioritizing fraud risks identified.
(Recommendation 9)

We provided a draft of this report to HHS for review and comment. In its
comments, reproduced in appendix |, HHS concurred with our
recommendations. HHS also provided technical comments, which we
incorporated as appropriate.

As agreed with your offices, unless you publicly announce the contents of
this report earlier, we plan no further distribution until 30 days from the
report date. At that time, we will send copies to the Secretary of Health
and Human Services and appropriate congressional committees. In
addition, the report will be available at no charge on the GAO website at
http://www.gao.gov.

If you or your staffs have any questions about this report, please contact
me at (202) 512-6722 or bagdoyans@gao.gov. Contact points for our
Offices of Congressional Relations and Public Affairs may be found on
the last page of this report. GAO staff who made key contributions to this
report are listed in appendix II.

Sincerely yours,

Sete J. 16—

Seto J. Bagdoyan
Director of Audits
Forensic Audits and Investigative Service
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Appendix |: Comments from the Department
of Health and Human Services
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g DEPARTMENT OF HEALTH & HUMAN SERVICES OFFICE OF THE SECRETARY

S

“6\’ T - T
"@,Qh Assistant Secretary for Legislation

a%a Washington, DC 20201

Seto J. Bagdoyan

Director, Forensic Audits and Investigative Service
U.S. Government Accountability Office

441 G Street NW

Washington, DC 20548

Dear Mr. Bagdoyan:

Attached are comments on the U.S. Government Accountability Office’s (GAO) report entitled,
“Office of Child Care Should Strengthen Its Oversight and Monitoring of Program-Integrity
Risks” (GAO-20-227).

The Department appreciates the opportunity to review this report prior to publication.

Sincerely,

4 (o

Sarah Arbes
Acting Assistant Secretary for Legislation

Attachment
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Appendix I: Comments from the Department of
Health and Human Services

GENERAL COMMENTS FROM THE DEPARTMENT OF HEALTH & HUMAN
SERVICES ON THE GOVERNMENT ACCOUNTABILITY OFFICE’S DRAFT
REPORT ENTITLED — OFFICE OF CHILD CARE SHOULD STRENGTHEN ITS
OVERSIGHT AND MONITORING PROGRAM-INTEGRITY RISKS (GAQ-20-227)

The U.S. Department of Health & Human Services (HHS) appreciates the opportunity from the
Government Accountability Office (GAO) to review and comment on this draft report.

Recommendation 1
The Director of OCC should establish internal written policies to effectively implement and
document the State Plan review and approval process for future review and approval periods.

HHS Response
HHS concurs with GAO’s recommendation.

The Office of Child Care (OCC) will finalize current written policies that were developed last
plan review to effectively implement and document the State Plan review and approval process
for the FY2022-2024 Plan period. OCC will make sure that they are widely available and used
for future review and approval periods. These policies will be updated as needed when changes
to the CCDBG Act and Final Rule occur.

Recommendation 2

The Director of OCC should define the informational needs related to the results of program-
integrity activities.

HHS Response
HHS concurs with GAO’s recommendation.

OCC will define the informational needs related to the results of program-integrity activities in
accordance with the Final Rule. OCC is in the process of planning and preparing the materials for
the future training efforts around these topics and will make sure that this information is clearly
highlighted and covered for the FY2022-2024 Plan period.

Recommendation 3
The Director of OCC should communicate externally to the states its informational needs related
to the results of states’ program-integrity activities.

HHS Response
HHS concurs with GAQ’s recommendation.

OCC will clearly communicate in writing and via training the informational needs related to the
results of states’ program-integrity activities in advance of the next plan. National training about
these informational needs will be conducted with states to answer any questions that might arise.

Recommendation 4
The Director of OCC should communicate internally to staff its informational needs related to
the results of states’ program-integrity activities.

HHS Response
HHS concurs with GAO’s recommendation.
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Appendix I: Comments from the Department of
Health and Human Services

GENERAL COMMENTS FROM THE DEPARTMENT OF HEALTH & HUMAN
SERVICES ON THE GOVERNMENT ACCOUNTABILITY OFFICE’S DRAFT
REPORT ENTITLED — OFFICE OF CHILD CARE SHOULD STRENGTHEN ITS
OVERSIGHT AND MONITORING PROGRAM-INTEGRITY RISKS (GAQ-20-227)

OCC will develop training, including written materials, for staff that clarifies the informational
needs related to the results of states’ program-integrity activities. This all staff training about these
informational needs will take place throughout the for the FY2022-2024 Plan period.

Recommendation 5

The Director of OCC should develop documented criteria to guide the review of CAPs submitted
by states to ensure that proposed corrective actions are aimed at root causes of improper
payments and effectively implemented.

HHS Response
HHS concurs with GAO’s recommendation:

OCC will revise the CAP Review Tool to guide the review and ensure corrective action steps are
specifically aimed at root causes of improper payments. Revisions will begin in the spring of 2020
and will be completed by August 2020. It is worth noting, however, that through the State
Improper Payment Report submission and OCC review process, OCC currently requires all
reporting states to identify improper payment errors, their root causes, action steps and timelines
that are aimed at mitigating or eliminating those root causes.

Recommendation 6
The Director of OCC should timely complete its effort to develop established written policies for

the CAP follow-up process to ensure the OCC’s oversight and monitoring of CAPs is carried out
consistently.

HHS Response
HHS concurs with GAO’s recommendation.

OCC is developing written policies and procedures for CAP follow-up to ensure that OCC’s
oversight and monitoring of CAPs is consistent. In August 2019, OCC began drafting proposed
policies and presented to regional offices for feedback. Based on input, OCC will finalize the
written policies for the CAP follow-up process by September 2020.

Recommendation 7

The Director of OCC should develop and document criteria to assess the effectiveness of states’
program-integrity control activities.

HHS Response
HHS concurs with GAO’s recommendation

OCC understands the value in developing and documenting criteria to assess the effectiveness of
states’ program-integrity control activities and will take steps to address GAQ’s recommendation.

Recommendation 8: The Director of OCC should evaluate the feasibility of collecting information
from the Grantee Internal Controls Self-Assessment Instrument and the Fraud Toolkit, such as
during its Monitoring System process, to monitor the effectiveness of states’ program-integrity
activities.
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GENERAL COMMENTS FROM THE DEPARTMENT OF HEALTH & HUMAN
SERVICES ON THE GOVERNMENT ACCOUNTABILITY OFFICE’S DRAFT
REPORT ENTITLED — OFFICE OF CHILD CARE SHOULD STRENGTHEN ITS
OVERSIGHT AND MONITORING PROGRAM-INTEGRITY RISKS (GAQ-20-227)

Response: HHS Concurs with GAO’s recommendation

OCC will develop a plan to evaluate the feasibility: This plan will focus on:

- training to help states better understand the benefits of using the tools, and thereby
increasing implementation and the availability of data (the Self-Assessment Instrument
and Fraud Toolkit are optional technical tools); and

- assessing how the collection of data can be incorporated into the Onsite Monitoring
System or other oversight activity.

OCC anticipates the completion of the evaluation by December 2020.

Recommendation 9

The Assistant Secretary for ACF should ensure the ACF conduct a fraud risk assessment to provide
a basis for the documentation and development of an anti-fraud strategy that describes the CCDF
program’s approach for addressing prioritizing fraud risks identified.

HHS Response
HHS concurs with GAO’s recommendation.

Concurs — ACF is refining the Fraud Risk Assessment template and is on track to complete the
initial fraud risk assessment for the CCDF program by June 30, 2020.
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