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STATE OF COLORADO
OFFICE OF THE STATE AUDITOR REPORT SUMMARY

JOANNE HILL, CPA
State Auditor

Colorado Works Diversion Program
Department of Human Services
Performance Audit
August 2002

Authority, Purpose, and Scope

This audit of the Colorado Works Diversion Program was conducted under the authority of Section 2-3-
103, C.R.S, which authorizes the Office of the State Auditor to conduct performance audits of dl
departments, indtitutions, and agencies of state government. The audit was performed in accordance with
generally accepted auditing standards. The purpose of the audit wasto review the Department of Human
Services controlsover theadminigtration of the Diversion Program within Colorado Worksand determine
if payments to diverson recipients were made in accordance with state and federa laws and regulations
and county plans. We interviewed department and county staff, reviewed documentation, and analyzed
information. In addition, we performed case file reviews at nine counties representing a sample of urban
and rura counties and different geographic areas of the State. In tota, we reviewed 239 case files
representing $480,200in diversion paymentsin Calendar Y ear 2001 (approximately 12 percent of thetotal
diverson payments for the sample counties). Case files were selected through a combination of random
sampling (27 percent) and risk-based sampling (73 percent). Field work was performed between
February and July 2002.

We would like to express our gppreciation for the assistance and cooperation extended by management
and saff a the Department and at the county departments of socid services.

Overview

The Colorado Works program was created in response to federal Public Law 104-193, the Personal
Responghility and Work Opportunity Reconciliation Act (PRWORA) enacted in 1996. PRWORA
established federd wefare reform requirementsand created the Temporary Assistancefor Needy Families
(TANF) program to replace the Aid to Familieswith Dependent Children (AFDC) program. The TANF
program was designed to provide time-limited cash assstance to needy families with dependent children
who qualify under certain income and resource limitations. TANF dlows Sates to design programs
responsive to their particular recipient populations.

For further information on thisreport, contact the Office of the State Auditor at (303) 869-2800.

-1-
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In July 1997 the Department of Human Services implemented Colorado’s TANF program, known as
Colorado Works, under Senate Bill 97-120. The program isoverseen by the Department’ s Office of Salf
Sufficiency, which providesass stancethrough trainings, conferences, and ongoing technical assistance, and
issues agency letters on department policies and other matters.  The Field Audit Section within the
Department conductsvariousfinancid reviewsof the counties. Colorado Worksisadministered by county
departments of socia services, which determinedigibility and issue benefits. Oneof the primary purposes
of TANF and Colorado Works is to help participants end their dependence on government assistance
through the promotion of job preparation, work, and marriage.

TANF islargely funded by federd funds. States are required to maintain a certain level of expenditures
toward the TANF program. For example, Colorado isrequired to contribute expenditures of about $88.4
million annualy toward TANF. This contribution is composed primarily of state genera funds and loca
funds. Under federd regulations the Department is responsible for the oversight of the TANF/Colorado
Works Program and compliance with federa requirements.

Federal TANF rules dlow dtates to create programs providing lump-sum cash payments to TANF
gpplicantsin lieu of enralling them into ongoing monthly basic cash assstance. These lump-sum payments
were to represent short-term benefitsto afamily to help it ded with aspecific crisis or need rather than to
meet recurrent or ongoing needs. These benefits were intended to be a nonrecurrent payment that would
assigt afamily to maintain or secure employment, abilizethefamily, and “divert” thefamily fromlong-term
assistance.

Colorado Works includes two dternative, or “diverson,” programs.

C Statediversionisdesigned for familieswho meet theincomedigibility limitsfor TANF/Colorado
Works basic cash assistance but who are determined to have a short-term need for assstance.

C County diversionis designed for families who are indligible for TANF/Colorado Works basic
cash assstance but who have incomes below a county-specified limit.

Therefore, under county diversion, familiesmay receive assistance who would not otherwise bedigiblefor
ether basic cash assstance or statediverson. Thesefamiliesa so must be determined to have ashort-term
need.

Under diversion, ass stance doesnot count againgt anindividud’ sfederd lifetimelimit of 60 monthson cash
assigance. Individuad payments may exceed the amount provided in one month of basic cash assistance.
In addition, diverson recipients are not required to relinquish child support paymentsto the State, asmust
recipients under basic cash assistance.
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Tota expenditures under the two Diversion Programs have risen from about $1.4 million in Fisca Year
1998toover $3.8 millioninFisca Y ear 2002 (about a500 percent increase). Diversion expenditureshave
aso risen as a percentage of total County Block Grant expenditures for TANF during this period from
dightly over 1 percent to about 6.3 percent.

Summary of Findings

While we identified instances in which diverson payments appeared to serve the intent of TANF and
Colorado Works and noted severd positive innovations by the counties, we dso noted that the limited
statutory guidance, coupled with alack of adequate programmatic and fisca guidance and oversight by the
Department, hasresulted in program wesknesses at the county level. Overdl, weidentified problemswith
77 of the 239 cases in our sample, or 32 percent. Some case files had multiple problems. In totd, we
identified questioned costs of $94,000 out of total paymentstested of about $480,200 (20 percent). These
are instances in which payments authorized and issued by the counties did not meet federd and/or sate
program requirements. In some cases, these problems could result in federd disallowances. Becausethe
magority of our sample items were sdected on the basis of risk (e.g., unusudly large payment amount),
error rates are not necessarily reflective of the entire population of diversion payments. Nonetheless, we
believe these error rates are unacceptably high and indicate aneed for additional effortsto ensure counties
compliance with regulations. Additionaly, the lack of adequate oversight and controls over diversion
exposes the State and the counties to the risk of fraud and irregularities within the Diverson Program.
Further, we determined that the State could be subject to substantid federd sanctions due to the
Department’ slack of compliance with federa verification requirements for al TANF goplicants under the
Income Eligibility Verification Sysem. The problemsidentified are summarized below.

Payments not in compliance with requirements. We found atotd of 30 casefilesin which diverson
payments made by the counties were not consstent with requirements, some cases had more than one
problem. Some examples of the problemsidentified include:

C 1 caseinwhichthe county paid $5,400 in county diversion to afamily in which both parents were
fugitive felons. State and federd regulations prohibit paymentsto felons.

C 11 casesreceiving a tota of $41,000 in which families did not meet the gppropriate income
requirements for the diverson payments they received.

C 4 casesrecaving atota of $7,232 in which county staff had previoudy determined the recipients
were not complying with specific components of their Individua Responsibility Contracts (IRC).
Each recipient of Colorado Worksis required to sign an IRC outlining the county’ s expectations
and terms the recipient must meet to recelve assstance.
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In addition to these compliance issues, we noted that not al countiesin our sample had apolicy requiring
that efforts be made to recover overpayments under diverson. We identified 3 cases in which families
received overpayments totaling $12,160 due to caseworker error. According to department staff,
recovery is only required for overpayments of public assstance. Federa rulesclassify diverson payments
as “nonassigtance,” and the Department considers diversion participants to have been “diverted” from
public assistance (i.e., from basic cash assistance). Thus, the Department does not require that counties
indude policiesfor the recovery of sate or county diversion overpaymentsas part of their county plansfor
Colorado Works.

Findly, we identified 28 payments totaing gpproximately $33,000 (not included in total questioned costs)
for mortgage payments and related |late fees, sports equipment, driving fines, furniture, cable televison, a
televison s&t, acomputer, persond |oans, and past due credit card bills. While payment for these needs
isnot specificaly prohibited by Colorado Works regulations, these purposes appear to represent recurring
and/or nonessentia needs, and file documentationdid not substantiate that these needs represented short-
term crigs Stuations.

Lack of review of county plans. We found that the Department does not review the annua plans
counties are required to submit outlining their Colorado Works program policies. Weidentified problems
with two of the nine county plans reviewed for Calendar Y ear 2001.

Lack of clarity on requirementsfor allowable programs. One of the county plans we reviewed had
established acounty Diversion Program that does not appear to meet certain federal or state requirements.
For example, the county appears in some ingtances to be providing long-term recurring cash payments
ingead of usng county diverson to address families short-term needs. Out of the 13 county diverson
cases from this county in our sample, in 12 ingtances these recipients received recurring diverson benefit
payments during Calendar Y ears 2001 and 2002 to meet multiple, general, ongoing needs rather than a
demongtrable, specific, short-term need. In addition, the payments and/or families did not meet other
county diverson requirements.

Lack of compliance with federal requirementsto verify TANF applicants information. Under
TANF the federa government requires that dl TANF recipients income information and identity be
verified through the federd Income and Eligibility Verification Sysem (IEVS) a the time of gpplication.
Although the Department reports it verifies information on TANF gpplicants for basic cash assstance
through IEV'S, we found that the Department does not use |EV Sto verify reported incomefor ether state
or county diversion applicants. States can be pendized for failure to conduct |EV'S matches by up to 2
percent of their total TANF grant award. For Colorado, atwo percent penalty since the inception of the
TANF programin Federa Fisca Y ears 1998 through 2001 would result inapendty of $11.6 million when
caculated on the basis of the entire TANF award.
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Lack of adequate documentation in case files. In someingtances, documentation was not sufficient
to determineif payments madeto recipientswere appropriate, and in other instances, required documents
werelacking. Intotal, wefound 16 fileswith documentation problems. In seven of theseingtances, county
daff were unable tolocatethefilesatogether. These seven recipientsreceived about $18,400in diversion
payments in Calendar Y ear 2001.

We dso found that counties were not following state regulations that require verification of applicant-
provided information not confirmed through IEVS. State rules require counties to verify additiond
informationnot verified through IEV S such asidentity, residency, family composition, income not reported
in IEVS, and any other factors required that affect digibility. In tota, we found that counties did not
properly verify thisinformationin 54 (23 percent) of the 239 casesin our sample. Weidentified two cases
involving overpayments totaling $18,870 that resulted from the lack of verification of critica informetion.

On the basis of our findings, we recommended that the Department improve its oversight and monitoring
of counties’ stateand county Diverson Programsand verify information submitted by all TANF applicants,
induding diverson applicants, through the federd Income and Eligibility Verification System and other
means as necessary. We a so recommended that the Department require that counties identify policiesin
ther annua county plans for recovering diverson overpayments in a timely manner. The Department
agreed with dl seven of the recommendations in our report. A summary of our recommendationsand the
Department’ s responses can be found in the Recommendation Locator.



RECOMMENDATION LOCATOR
All recommendations ar e addressed to the Department of Human Services.

Rec. Page Recommendation Agency | mplementation
No. No. Summary Response Date
1 27 Establish adequate controls to ensure that Colorado Works diversion Agree a. October 2002
expendituresarein compliancewith requirementsand meet theprogram’ s b. October 2002
intent by (@) reviewing diversion case files as part of its periodic and c. Ongoing
ongoing TANF/Colorado Works monitoring process at county d. October 2002
departments of social services, and follow up timely on issuesidentified;
(b) using COIN data on diversion payments to perform periodic risk
analyseson counties' Diversion Programsandto perform other follow up;
(c) developing written policies defining appropriate expenditures for
diversion and communicating these to county departments of social
services; and (d) requiring that all counties identify policies in their
annual county plansto identify and recover diversion overpayments and
reviewing the implementation of recovery policies.
2 29 Instituteaformal review processfor county Colorado Worksannual plans Agree a. January 2003
for diversion by (a) assigning staff to review annual county plans, (b) b. January 2003
establishing a method for providing feedback to counties regarding c. October 2002

appropriateness of their plans within a specified time frame and ensuring
that required changes are made timely, and (c) determining counties
compliance with their county plans through ongoing case file reviews.




RECOMMENDATION LOCATOR
All recommendations ar e addressed to the Department of Human Services.

Rec. Page Recommendation Agency | mplementation
No. No. Summary Response Date
3 33 Take immediate steps to address the problems identified in the audit Agree a.  October 2002
regarding county “transitional” programs under TANF/Colorado Works b. Ongoing

diversionincluding (a) conducting detailed casefilereviewsof recipients
and payments under county transitional programs and addressing and
resolving instances of noncompliance and (b) ensuring that counties are
adequately informed about the regquirements for payments or servicesto
appropriately be classified as “ other assistance.”

4 35 Verify identity and income information submitted by applicants for Agree a. October 2002
Colorado Works diversion by (@) processing al diversion applicants b. Ongoing
through IEV S on atimely basis, (b) submitting all identified identity and C. September 2002

income discrepanciesto the counties for investigation and follow-up, (¢)
requiring countiesto addressand resol vediscrepanciesidentified through
IEVSin atimely manner.

5 38 Ensureinformationin Colorado Worksdiversion casefilesisadequate by Agree Ongoing
(a) establishing and communicating policies that outline the type of
documentation to be maintained in county casefilesand (b) ensuring that
counties implement existing state regulations requiring verification of
specific applicant-provided information and other information affecting
eigibility for diversion.




RECOMMENDATION LOCATOR
All recommendations ar e addressed to the Department of Human Services.

Rec. Page Recommendation Agency | mplementation
No. No. Summary Response Date
6 39 Requirethat counties have policiesin their county plansfor granting any Agree January 2003

TANF benefits or services to county employees. Policies should ensure
that eligibility determination is performed in compliance with
requirements and that potential conflict-of-interest issues are addressed.

7 41 Identify innovative and successful program componentsimplemented by Agree Ongoing
counties for their Diversion Programs, and communicate these best
practices to other counties.
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Overview of the TANF/Colorado
Wor ks Diversion Program

Background

In 1996, Public Law 104-193, the Persona Respongbility and Work Opportunity
Reconciliation Act (PRWORA), established federd welfare reform requirements and
created the Temporary Assistancefor Needy Families(TANF) program (CFDA 93.558)
to replace the Aid to Families with Dependent Children (AFDC) program. The TANF
federa grant program was designed to provide time-limited cash assstance to needy
families with dependent children who meet earning levels that may inhibit the postive
development of the family. Under TANF, states are dlowed to design programsthat are
responsve to the needs of thelr particular recipient populations.

TANF is largely funded by federd funds. In addition, states are required to maintain a
certain level of expenditures toward the TANF program. For example, Colorado is
required to contribute expenditures of about $88.4 million annudly toward TANF. This
contribution is composed primarily of state generd funds and local funds.

The four purposes of PRWORA are:

C To provide assstance to needy families so that children may be cared for inther
own homes or in the homes of relatives.

C Toendthedependenceof needy parentson government benefitsby promoting job
preparation, work, and marriage.

C To prevent and reduce theincidence of out-of-wedlock pregnanciesand establish
annua numerica gods for preventing and reducing the incidence of these
pregnancies.

C To encourage the formation and maintenance of two-parent families.

PRWORA required that states establish plans approved by the US Department of Hedlth
and Human Services that outline how the state will conduct its program for meeting the
basic purposes of the law, such as providing assstance to needy families and providing
parents with job preparation, work, and support services to enable them to leave the
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program and become sdf-sufficient. Under Sec. 26-1-109(1), C.R.S,, the Department
of Human Services is the sole Sate agency for administering state plans submitted to the
federa government for public assistance and welfare programs not designated to another
state agency. Accordingly, in July 1997 the Department implemented the Colorado state
plan for TANF, known as * Colorado Works,” as enacted under Senate Bill 97-120.

The TANF/Colorado Works program is overseen by the Department’ s Office of Self
Sufficiency and administered locdly by the county departments of socid services. The
gods of the Colorado Works program are to:

C Assg paticipants in terminating their dependence on government benefits by
promoting job preparation, work, and marriage.

C Develop drategiesand policiesthat focuson ensuring that participantsarein work
activities as soon as possible so that the State is able to meet or exceed work
participation rates specified in the federd law.

C Allow counties increased responghility for the adminigtration of the Colorado
Works program.

Under Sec. 26-2-715(1), C.R.S,, counties are required by their annual performance
contracts with the Department to outline their specific Colorado Works program policies
within annud county plans.

TANF Diversion Programs

Under the federd TANF rules, sates were granted the authority to create programs to
providelump-sum cash paymentsto TANF gpplicantsin lieu of enrolling theminto ongoing
monthly basic cash assstance. These payments were to represent short-term benefits
provided to afamily to help it ded with aspecific criss situation or episode of need rather
than meseting recurrent or ongoing needs. Thistype of benefit was intended to be a one-
time or nonrecurrent payment that would assist afamily to maintain or secure employment,
dabilize the family, and keep the family, or “divert” it, from needing long-term assstance.

Colorado has created two types of these dternative, or “diverson,” programs as part of
the Colorado Works program.

State diversion is desgned for families who meet the income digibility limits for
TANF basic cash assistance but who are determined to have a short-term need for
assisance.
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County diversion is designed for families who are indigible for TANF basic cash
assistance but who have income below a county-specified limit. Therefore, under
county diverson, familiesmay receive ass stance who would not otherwise be digible
for ether basic cash assgtance or date diverson. These families also must be

determined to have a short-term need for assistance.

The specific digibility requirements for the two types of diverson payments are outlined

in the following chart.
Department of Human Services
Colorado Works/TANF State and County Diversion
Program Comparison
State County
Program Requirements Diversion | Diversion

Applicant meets digibility requirements for basic cash

assistance.! U

Applicant is not digible for basic cash assistance. U

Applicant does not need long-term cash assistance. U U

Applicant demonstrates need for specific item or type of

assistance. U U

Applicant enters into a written mutua agreement

(Individua Responsbility Contract, or IRC) documenting

why participant does not need ongoing basic cash

assistance and outlining expectations and terms of the

diversion grant. U U

Diversion payments are not to extend past four

consecutive months. U U

Recipient must agree not to apply for further Colorado

Works assistance during an established period of time

after receiving diversion payment. U Optiona

Applicants are not required to relinquish child support

payments to the State. U U

Months on diversion do not count toward 60-month

maximum time period for TANF basic cash assistance. U U

Sour ce: Office of the State Auditor’ s analysis of the Colorado Department of Human Services

Rules and Regulations for the Colorado Works Program.

1 Toqualify for basic cash assistance, afamily’sincome as defined under regulations may not
exceed specified levels. For example, for afamily of four, including one caretaker, income
may not exceed approximately 64 percent of the federal poverty level (about $943 per month
in Fisca Year 2002).
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Three primary advantages that the state and county Diversion Programs offer recipients
over enrollment in basic cash assstance are:

C Diversonass stance doesnot count againg arecipient’ slifetimelimit under TANF
of 60 months on cash assstance.

C Diverson assgtance provides a lump-sum payment that can exceed the amount
provided in one month through basic cash assistance.

C Diverdgon recipients are not required to relinquish child support payments to the
State, as must recipients under basic cash assistance.

In addition, states may benefit from making diversion payments to recipients rather than
basc cash assstance (BCA) payments. For example, while states are required to include
BCA recipients in their work participation percentages as ether participating in a work
activity or not participating, states are not required to count diverson recipients in these
cdculaions. Thus, a non-working diversion recipient will not lower a state's work
participation rate. A state can be sanctioned if it does not meet its federdly established
work participation rates.

County TANF caseworkersdetermineeligibility for TANF basic cash assstanceand Sate
and county diverson. They have discretion within generd established guiddines to
determine if anindividua should receive astate or county diversion payment, aswell asthe
amount and nature of the payment.

Historical Levels of Colorado TANF Expenditures

Tota expenditures under state and county diverson have risen substantialy from about
$1.4 millionin Fiscd Year 1998 to over $8.8 million in Fiscal Y ear 2002, an increase of
over 500 percent. Diverson expenditures have also risen as a percentage of total TANF
expenditures during this period from dightly over 1 percent to about 6.3 percent. These
expenditures are detailed in the following teble.
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Department of Human Services
TANF State and County Diversion Expenditures and
County Block Grant Expenditures

State Fiscal Year

1998t 1999* 2000! 20012 20022

State Diversion $910,569 $1,495,672 $1,742,868 $2,512,570 $2,391,632
County
Diverson $519,757 $1,159,756 $2,291,386 $4,323,999 $6,434,387
Tota Diversion
Expenditures

$1,430,326 $2,655,428 $4,034,254 $6,836,569 $8,826,019
Total TANF
County Block
Grant

Expenditures® | $126,182,037 | $107,770310 | $106,145401 | $123,896,531 | $141,100,017

Tota Diversion
as Percentage
of Total TANF
County Block
Grant
Expenditures 1.1% 2.5% 3.8% 5.5% 6.3%

Sour ce: Office of the State Auditor analysis of Department of Human Services COIN data and federal ACF-196
reports.
! Fiscal Year 1998, 1999, and 2000 diversion and County Block Grant expenditures are from COIN summary
reports.
2 Fiscal Year 2001 and 2002 diversion and County Block Grant expenditures are from federal ACF-196 reports
and related supporting documentation.
3 County Block Grant expenditures do not include maintenance of effort expenditures for state department

functions, Family and Children’s Programs, Child Care, or the Low Income Energy Assistance Program.

The mgority of counties use diversonas part of their TANF/Colorado Works program.
However, counties differ widdly in the level to which they use diverson paymentsto assst
TANF families. With respect to county diversion, in Fisca Year 2001, 47 (73 percent)
of Colorado’ s 64 counties made county diversion payments. Participating countiesissued
total payments ranging from $647 in Routt County to $881,616 in Jefferson County.
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Withrespect to state diversion, in Fisca Y ear 2001, 46 counties (72 percent) made state
diversion payments. Participating counties issued tota payments ranging from $500 in
Jackson County to $767,348 in El Paso County.

Audit Purpose and Methodology

The purpose of our audit wasto determineif adequate controlsare in place and operating
over state and county diversion payments to ensure that payments made to diversion
recipients meet state and federa requirementsand are congstent with thelegidativeintent
of the Diverson Program. As part of our audit, we reviewed

a sample of 239 case files for diversion recipients who received a total of $480,200 in
diverson payments in Cdendar Year 2001. The nine counties chosen for review were
selected to represent a sample of urban and rura counties and different geographic areas
of the State.  The case files reviewed were sdected through a combination of random
sampling (27 percent of cases selected) and risk-based sampling (73 percent of cases
selected). For example, unusualy large payments were one criterion used to identify
higher-risk items. Our sample represented gpproximately 12 percent of total diverson
payments of dmogt $4 millionfor the countiesin our sample. In turn, the nine countiesin
this sample accounted for about 64 percent of tota diversion payments for the period.

In addition, we interviewed Department and county staff and reviewed documentation on
the TANF/Colorado Works Diversion Program related to the legidative history and intent
of the program, fiscal management and oversight, and provison of services under the
program. The nine countiesin our sample were:

CountiesWith Site Visit and Case File Review
Denver County

Adams County

El Paso County

Jefferson County

Mesa County

Pueblo County

DO OO OO

Counties With Case File Review Only
C Kit Carson County
C LasAnimas County
C Park County

Colorado Works Evaluations. Since the implementation of Colorado Works at the
beginning of Fisca Year 1998, the Office of the State Auditor has contracted with
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Berkeley Planning Associates (BPA) to conduct a series of evauations of the Colorado
Works program, including trends, effects, and outcomes. These evauations are required
under state law. State and county TANF/Colorado Works Diversion Program was
addressed in the report dated August 2001, Evaluation of the Colorado Works
Program, Third Annual Report, Part 1. Diversion Programs and Work Activity
Participation (Report No. 1260). In performing its review, BPA andyzed data entered
by the countiesinto Department of Human Servicessystemsand conducted interviewswith
department and county staff.
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Use of TANF Fundsfor State and
County Diversion Programs

Chapter 1

Background

As discussed in the Overview section, the purpose of the TANF/Colorado Works
program is to assist needy families with dependent children to obtain and sustain seif-
aufficiency through time-limited cash payments. TANF regulationsalow statesto provide
lump-sum, non-recurring cash paymentsto familiesrather than recurring monthly basic cash
assstance payments. These short-term benefitsareintended to addressafamily’ sspecific
crigs or episode and assg the family in maintaining or gaining employment, and thereby
divert the family from requiring long-term assstance. Some examplesof short-term needs
that could qualify under diverson arecar repairs, apartment security depositsand rent, and
utilities. 1n 1997, Colorado created two Diverson Programs for families with short-term
needs. dsate diverson and county diverson (see Overview for a description of the
requirements for the two programs).

The Department of Human Services is the primary recipient of the TANF federd grant
award. Inlarge part, the Department passes these funds through to county departments
of socid services. Theselocal departmentsare responsiblefor administering the Colorado
Works program within their county under the terms of the county’ s performance contract
withthe State. Under federa Office of Management and Budget Circular No. A-133:
Audits of States, Local Governments, and Non-Profit Organizations, Subpart
D.400(d), the Department is responsible for making the county departments aware of al
federa laws and regulations and any supplemental state requirements, as well as for
monitoring the activities of the county departmentsto:

.. .ensurefederal awardsare used for authorized purposesin compliance
withlaws, regulations, and the provisonsof contractsor grant agreements
and that performance gods are achieved.

Thus, the Department is responsible for the oversight of the TANF/Colorado Works
Program and compliance with federd requirements.
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Within the Department, the Office of Self Sufficiency (Office) overseesthe program. Sec.
26-2-716(2.5), C.R.S, gives the board of county commissioners in each of the 64
counties the authority and responsihility to adopt policies for Colorado Works including
a description of the types of assstance available, any digibility criteriafor assstance that
may be uniqueto the county, and the processfor determining such digibility and assstance
on anindividud bass.

County TANF/Colorado Works caseworkers determine a family’'s digibility for TANF
basic cash assstance and state and county diversion. Caseworkers have discretion within
generd established guiddines to determine if a family should recelve a Sate diverson
payment rather than basic cash assistance payments, as well as the amount and nature of
the payment. In addition, caseworkers have discretion within guidelines outlined in each
county plan to determine families' digibility for county diversion payments. In order for
a county to receive date and federd reimbursement for TANF diverson payments, dl
diverson information must be entered by county caseworkers into the Department’s
welfare benefit payment system, COIN (Client-Oriented Information Network).

The Department has established two primary ways by which it oversees the Colorado
Works program a the county levd. Fird, the Office of Sdf Sufficiency provides
assistance to the counties through periodic trainings, conferences, and ongoing technica
assigtance. The Office issues agency letters as needed in order to communicate changes
in policies or program regulations or other information. Second, the Fied Audit Section
withinthe Department conductsdesk reviewsof al county annua financia auditstoidentify
compliance problems reported in the audits. In addition, on the basis of its assessment of
various factors, this Section performs reviews of audit workpapers and conducts on-site
examinations of counties' socia services expenditures.

Diversion Expenditures

To evaduate theimplementation of the TANF Diversion Program in Colorado, we selected
a sample of case files for review. These case files were for families receiving TANF
diverson payments during Calendar Y ear 2001 from the following nine counties: Adams,
Denver, El Paso, Jefferson, Kit Carson, Las Animas, Mesa, Park, and Pueblo. During
Cdendar Year 2001 the nine countiesin our sample authorized state and county TANF
diversionpaymentstotaling dmost $4 million, or 64 percent of thetota diversion payments
authorized statewide during that time. The table bdow summarizes each of the nine
county’ sdiversion casetotals and the average payment per casefor Calendar Y ear 2001.
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Department of Human Services
Colorado Works Diversion Activity by County
Calendar Year 2001
Average Payment Per
County Diversion Case Totals Case
State County
Diversion Diversion State County
Diversio | Diversio
No. of No. n n
Cases Amount of Amount
Case
S
Adams 41 $91,545 497 $381,799 $2,233 $768
Denver 73 $67,976 809 $595,303 $931 $736
El Paso 1,696 $767,348 444 $341,217 $452 $769
Jefferson 128 $268,353 474 $881,616 $2,097 $1,860
Kit Carson 4 $11,449 0 $0 $2,862 $0
Las Animas 2 $5,855 8 $24,787 $2,928 $3,008
M esa 95 $110,321 267 $118,842 $1,161 $445
Park 13 $56,631 o $0 $4,356 $0
Pueblo 80 $78,125 197 $172,529 977 $876
TOTALS 2,132 | $1,457,60 | 2,696 | $2,516,093 $684 $942
3
STATEWIDE? 2,640 | $2,276,17 | 3,782 | $3,974,730 $862 $1,051
6
Sour ce: Office of the State Auditor’ s analysis of information obtained from the Colorado Department
of Human Services COIN system.
Note:  Casefiguresand dollar amounts are all based on the calendar year, not the state fiscal year.
1 Park County does not provide a county Diversion Program.
2 Statewidefig_;ures include amounts from all 64 counties.

Through our case file review, we determined the most common purposes for diverson
payments authorized in Caendar Year 2001 for our sample. The three most frequent
recipient needs stated were rent, transportation, and utilities. In many instances, alump-
sum payment was made to address multiple needs.
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Federal and satelegidation for TANF/Colorado Worksgivelimited direction in thetypes
of needsto be met and the amount and duration of paymentsto be made through Diversion
Programs. For example, federd legidationdlowsfor “ nonass sance payments,” whichare
identified as nonrecurrent, short-term benefits for crigs stuations. Likewise, the origina
state legidation for the TANF/Colorado Works program stated that a diversion payment
“may bein the form of a one-time lump sum cash amount for a specific need.” Asnoted
ealier, sate law has provided extensve authority to counties to create customized
programs and determine how TANF diversion funds will be spent.

Department personnd report that the diverson component of the Colorado Works
program has provided counties with an effective tool for assgting recipients in remaining
off welfare. While weidentified instancesin which diversion payments gppeared to serve
the intent of TANF and Colorado Works and noted severa positive innovations by the
counties, we aso found that the limited statutory guidance, coupled with a lack of
programmatic and fiscal guidance and oversight by the Department, has resulted in
program wesknesses at the county level.

Specificdly, we found paymentsto indligible recipients, payments for unalowable costs,
payment errors, and a lack of adequate case file documentation to support payments.
Overdl, we identified problems with 77 of the 239 cases in our sample, or 32 percent.
(Note: Some casefiles had more than one problem and thus may bereflected in more than
one section of thisreport.)

In total, we identified questioned costs of $94,000 out of total payments tested of
$480,200 (20 percent). These areinstancesin which payments authorized and issued by
the counties did not meet federa and/or state program requirements. In a number of
instances, the payment failed to meet more than one requirement—for example, the
payment was to an indligible recipient, and in addition there was a lack of sufficient
documentation to support the payment. About 73 percent of our samplewas selected on
the basis of risk factors (see Overview for additional discussion of the sample); therefore,
the error rates we identified are not necessarily reflective of the entire population of
diverson payments. Nonetheless, we believe these error rates are unacceptably high and
indicate a need for additiona efforts to ensure compliance with regulations at the county
level. Further, we determined that the State could be subject to substantial federal
sanctions dueto the Department’ slack of compliancewith federd verification requirements
for dl TANF gpplicants under the Income and Eligibility Verification Sysem.

We recognizethat the Colorado Works program wasintended to provide discretionto the
countiesin developing their individua programs and that the federal TANF program was
designed to dlow for state program flexibility. However, the lack of adequate oversght
and controls over diverson payments exposes the State and the counties to the risk of
fraud and irregularitieswithin the Diversgon Program. Although wedid not identify specific



Report of The Colorado State Auditor 23

ingtances of these problems, the types of errors we found, combined with the lack of
controls and amount of discretion alowed within diversion, raise serious concerns.

As described earlier, the Department is responsible for the Colorado Works program’s
overdl adminigration, including both county and state diverson, and will ultimately beheld
responsble by the federd government for any inappropriate payments or program
elements authorized or implemented by the counties as part of their Diversion Programs.
This means that any federd disdlowance due to noncompliance with federal program
requirements will be charged to the State.  Thus, the Department needs to establish
adeguate controls and oversight for the diverson component of the Colorado Works

program.

In this report we address the importance of Department oversight and guidance.
Specificdly, we discuss the necessity for strengthening controls over program payments,
county-indtituted program components, case file documentation, and verification of
applicant-provided information. We aso address the need for the Department to review
county Colorado Works plans and case files. Findly, we discuss innovative Colorado
Works program components that counties have implemented.

Diversion Payments and Compliance With
Regulations

Asdiscussed, agtate or county diversion cash payment should be anonrecurrent payment
to arecipient to asss the family in dedling with a specific crigs Stuation or episode.
Federal regulations for “nonassistance’ (i.e, payments that are not considered
“assstance,” such asbasic cash ass stance payments), which apply to Diversion Programs,
require that diversion payments be directed toward reci pients who do not need long-term
assistance. Recipients must demonstrate a need for a particular type of assistance.
Federal and State regulations do not clearly define the specific types of needsthat may be
met by Diverson Programs. However, federa regulations do prohibit the use of TANF
funds for some types of costs, such asmedica services other than prepregnancy planning
services and capitd congtruction, as well as payments made to fugitive felons.

We found atota of 30 casesin which diversion payments made by the counties were not
consistent with federal and/or state requirements (some payments had more than one
problem and appear in more than one category).

C Inonecase, thecounty provided county diver sion paymentstotaling $5,400
from November 2000 through September 2001 to a family in which both
parents wer e fugitivefelons. Of these payments, $4,800 was provided tothe
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family after the information on the recipients’ arrest warrants was obtained by the
county. Both federd and state regulations prohibit payments to fugitive felons.

C In 11 cases, with paymentstotaling $41,000, the familiesdid not meet the
appropriate income requirements for the diverson payments they
received. Three of the deven families had income exceeding the county-
established guidelines for county diverson and thus were not digible for ether
dtate or county diversion payments; these recipients received $14,200 in county
diverson payments. The other eight received dmaost $27,000 in county diversion
payments but were only digible for state diverson or basic cash assstance.

C In4cases, familiesreceived atotal of $7,232 after county staff deter mined
the recipients were not complying with specific components of their
Individual Responsibility Contracts (IRC). According to state laws and
regulations, in order to receive a diverson payment, each recipient is required to
ggn an IRC that outlines the county’ s expectations and terms the recipient must
meet to receive assstance.

C In 7 cases, counties provided payments totaling $3,279 for medical
services including hospital bills, prescriptions, and miscellaneous
unspecifiedmedical bills. Accordingtofederd regulations, TANFfundsarenot
to be usad for medica services other than prepregnancy planning services or
limited medical costs previoudly alowed by the State under the federal JOBS

program.

C In 9 cases, with payments totaling $14,344, the families did not appear to
be appropriate candidates for diverson. Our review of case file
documentation indicated these recipients had no current or future job prospects
or otherwise had ongoing, long-term needs that would not be met by short-term
diverson payments. Therefore these payments did not qudify under state
regulations requiring that diversion participants not have aneed for long-term cash
assistance.

In addition to these compliance issues, we noted that not dl countiesin our sample had a
policy requiring that efforts be made to recover overpayments under diverson. We
identified 3 cases in which families received overpayments totding $12,160 due to
caseworker error. According to department staff, recoveries are not required under
federd law, State statutes, or state regulations; recovery efforts are only required for
overpayments of public assstance. Federd rules classfy diverson payments as
“nonassistance,” and the Department considers diverson participants to have been
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“diverted” from public assstance (i.e., from basic cash assstance). Thus, the Department
doesnot requirethat countiesincluderecovery policiesfor stateor county diverson aspart
of their county plans for Colorado Works. Nonetheless, we noted that in oneingtance a
county did attempt to recover adiverson overpayment.

Findly, in 28 cases we identified payments totaing approximatdy $33,000 (not included
in total questioned cogts of $94,000) for mortgage paymentsand related late fees, sports
equipment, driving fines, furniture, cable televison, atdevison sat, acomputer, persona
loans, and past due credit card bills. While payment for these needs is not specificaly
prohibited by Colorado Works regulations, these purposes appear to represent recurring
and/or nonessentid needs. Documentation in the casefile did not subgtantiate that these
needs represented crisis Stuations that would be gppropriately met through diversion
payments. In addition, the counties we visited had varying bdliefs regarding whether
payments for these types of purchasesin genera were alowed or otherwise appropriate.

Additional Controls Over Diversion Payments Are Needed

Whilethe Department has establi shed various control sover the Colorado Worksprogram,
these findings indicate that the controls over the diverson component of the
TANF/Colorado Works program are not adequate. First, the Department does not
routindy review diverson payments to assess adherence to the legidative intent of the
program or to otherwise ensure counties are meeting program requirements. A review
could be accomplished in two complementary ways.

C The Depatment should review actua case files of diverson recipients on a
periodic bass. This should be done as part of the Department’ s ongoing on-site
reviewsof Colorado Worksat county departments. With respect to these on-site
reviews, in our Fiscal Year 2001 financid audit of the Department, we found that
the Department had discontinued these monitoring vidts for Colorado Works.
That audit recommended that the Department reindtate this review process,
induding casefilereviews, in order to identify problemsin areasinduding digibility
determination and benefit payments. The Depatment agreed with this
recommendation. During this audit of the Diverson Program, the Department
provided us with the plan and schedule it had developed to perform on-site
monitoring at the counties on afour-year cyclefor the Colorado Works program.
Thefirg of these visits was scheduled for June 2002.

It isimperative that diverson casefiles be included in those reviewed during Site
vidts. Many of the problems identified in our audit of state and county diverson,
in both this section and later sections of thisreport, could have been identified and
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resolved by the Department—and perhaps prevented—if it had had an ongoing
monitoring process in place to review diverson casefiles. These reviews should
indudefollow-up discussonswith county staff regarding any findingsor questions
and resolution of any problems. During this process the Department can aso
obtain information to identify trends, best practices, and areas in which technica
assistance is needed.

C In addition to peforming on-site monitoring, the Department should review
diversionpaymentsby performing andytica reviewsof the paymentsonaperiodic
bass. Department staff have accessto Colorado Works payment information on
the COIN system; however, the Department does not review COIN to identify
possble problems. For example, department staff could review diverson
payments by focusing on payments issued by individua county caseworkers, on
large diversion payments, and onrecurring paymentsto the samerecipients. This
type of anaytica review is important in order to provide ongoing and timely
feedback to the counties. In this way, the Department can supplement the
feedback to counties that is provided under the on-site monitoring plan, which is
designed to cover dl 64 counties over afour-year period. Information from the
andytica review could aso aid the Department inidentifying high risk countiesand
scheduling the on-gte vigts.

I naddition to reviewing payments through casefile reviews and analyzing COIN deta, the
Department should provide additiona guidance to the counties to further assst them in
becoming aware of and adhering to program requirements. While federd and state
regulations have given wide discretion in determining what payments are gppropriate under
Diverson Programs, there are specific requirements that must be met for digibility and for
dlowable types of expenditures. The problemswe identified reflect paymentsthat appear
questionable under state and/or federal requirements and thus, in a number of instances,
could be disallowed by the federa government.

Fndly, the Department should ensure efforts are made to recover dl overpayments made
withpublic funds, regardlessof whether or not it classifies paymentsas* public assstance.”
The Department should require that counties develop policies to recover identified
overpayments under diversion in atimely manner. We bdieve that this should be a
congstent requirement across al county plans with diversion components.

Federal regulations require that the Department ensure federa requirements are met for
funds passed through to the counties. Smilarly, while sate law grants the counties broad
authority to administer their Colorado Works programs, statutes place the ultimate
authority for ensuring compliance with state laws and regulations with the Department.
Sec. 26-2-716(4) (a, b), C.R.S,, states:
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A county may not use county block grant moneys except as specificaly
authorized pursuant to the provisions of thispart 7 [Colorado Works] and
rules promulgated by the state board or state department . . . . If the Sate
department has reasonto believe that a county has misused county block
grant moneys and has given the county an opportunity to cure the misuse
and the county has failed to cure, the state department may reduce the
county's block grant for the succeeding State fiscal year by an amount
equa to the amount of moneys misused by the county. Any county found
out of compliance with its performance contract or any provison of the
works program may be assessed afinancia sanction. . . .

Therefore, the Department should ensure that state and federd requirements are met for
state and county diversion under Colorado Works.

Recommendation No. 1:

The Department of Human Services should establish adequate controls to ensure that
Colorado Works expenditures for diverson are in compliance with state and federa
requirements and meet the intent of the program by:

a. Reviewingdiverson casefilesaspart of its periodic and ongoing TANF/Colorado
Works monitoring processat county departmentsof socid services. Thisprocess
should indludetimely follow up with the counties onissuesidentified and resolution
of problems.

b. Udng COIN data on diverson payments to perform periodic risk analyses on
counties' Diverson Programs.  Results of the andlyses should be used to assst
with decisons on scheduling county Diverson Program monitoring visits and to
perform other follow up as appropriate.

c. Devdoping written policies defining expenditures that are consigtent with
requirements and with the legidative intent of the Diverson Program and
communicating these policiesto al county departments of socid services.

d. Requiring that dl counties identify policiesin their annua county plans submitted
to the Department to identify and recover diverson overpayments in a timely
manner. The Department should review theimplementation of counties recovery
policies during Diverson Program monitoring vists.
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Department of Human Services Response:
Agree.

a.  The ongoing county program reviewsinclude divers on-specific questionsthat
will focus on the accuracy of payments, state and/or federa law compliance,
and county compliance with its own policies. The Department will then issue
adetailed report with recommendations to the county and forward copiesto
the Department’ sAudit Divison. Based onthereviews, gppropriate counties
will receive moreintensvetraining. Implementation Date: October 2002 and
ongoing.

b. The Depatment will initiate periodic risk andyses on counties Diverson

Programs. Theseresultswill beutilized aspart of the overal county monitoring
process. Implementation Date: October 2002.

c. Written policies defining expenditures that are consstent with requirements
and legidative intent is a good control; however, these policies are dready
defined in gate and federd statute and regulations, and county socid service
departments have had and continue to have access to this information on a
regular bass. The Department will continueto provide countieswith guidance
on these policies and help in the development of policies a the locd leve.
Implementation Date: Ongoing.

d. Federa TANF law does not require counties to recover overpayments.
Colorado statute gives countiesthe programmetic flexibility and fundsto make
these decisions at the locdl level. However, the Department will require that
al counties identify policies in their annua county plans with regards to
recovery of diverson overpayments. The Department, through its ongoing
county program reviews, will verify proper implementation of the county
recovery policies contained in the annud county plan. Implementation Date;
October 2002 and ongoing.

Review County Plansfor Compliance With
Program Regulations

Another weakness in the Department’ s oversight of the Diverson Program isiits lack of
review of county plans. Counties are required by their performance contracts with the
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Department of Human Services to submit plans annudly to the Department that outline
their Colorado Works program policies. As discussed, state law provides counties
discretionin creating and implementing their Colorado Worksprogramswhiletill requiring
them to adhere to federd and state TANF rules. Weidentified problemswith two of the
nine county planswe reviewed for Caendar Year 2001. In one case, the plan outlines
the county’s creation and implementation of a separate program component that is not
consstent with state or federal TANF regulations. The problems we identified with this
particular component of that county’s plan are described in the next section of thisreport.

In the second plan in which we identified problems, the plan noted that the county would
make diverson payments to recipients for unreimbursed medical expenses. However,
TANF regulations do not dlow medica services other than prepregnancy servicesto be
provided with TANF grant funds. In addition, thiscounty did not provide anincomelimit
for county diverson in its county plan, athough state regulations require counties to
establish income maximums for county diverson digibility.

Initsfederdly required biannua state plan for the TANF program, the Department states
thet it is respongible for ensuring that dl counties are complying with the terms of thelr
county plans. Thisis consstent with the Department’ s responsibilities as the primary
recipient of federa TANF funds. However, the Department has no processin place for
reviewing annual county Colorado Works plans. Some of the inappropriate payments
identified in our audit could likely have been prevented if the Department had reviewed the
counties' plansand provided feedback regarding program componentsthat did not appear
to bein line with sate and federd regulations

Recommendation No. 2:

The Department of Human Services should inditute a forma review process for county
Colorado Works annua plans by:

a. Assgning gaff to review annud county plans.

b. Edablisning a method for providing feedback to counties regarding
appropriateness of their plans within a specified time frame (e.g., 30 days) of
submittal and ensuring that required changes are made timely.

c. Determiningcounties compliancewith their county plansthrough ongoing casefile
reviews.
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Department of Human Services Response:

Agree. The Department agreesthat improvements regarding the gppropriateness
of counties plans with regard to state and federal compliance issues can be
achieved. Determining compliance with plans and policies through ongoing case
filereviewsisdready apart of the established county program review process.
As part of the ongoing county program reviews of al 64 counties within the next
four years, the Department will conduct athorough review of counties plansand
policies and provide specific feedback to counties regarding issues of non-
compliancewith regulaions. Additiondly, the Office of Sdf Sufficiency will work
interndly with the Department’ sDivisonsof Fied Auditsand Fidd Administration
and externdly with county departments themselves to establish areview tool to
more effectively and timely review counties plans and policies. It is anticipated
that after development of this review tool, feedback would be given to counties
within 90 days of plan submittal. Implementation Dates: Parts () and (b): within
90 days of receipt of new county plans starting January 1, 2003. Part (c):
October 2002 and ongoing.

Clarify Requirementsfor Allowable
Programs

Severa of the countieswe reviewed haveingtituted Colorado Works Diversion Programs
for families leaving basic cash assistance because the recipient had obtained employment,
and therefore, the family’s resources exceeded digibility requirements for ongoing cash
payments. We found that one county’s program for these families, referred to as its
“trandtiond” program, does not appear to meet certain federal or state requirements. For
example, under this trandtiond program, the county appears in some instances to be
providing recurring cash payments ingtead of using county diversion to address families
short-termneeds. Out of the 13 county diverson casesfrom this county in our sample, in
12 ingtances recipients received recurring diverson benefit payments during Calendar
Y ears 2001 and 2002 to meet multiple, genera, ongoing needsrather than ademonstrable,
specific, short-term need. Inaddition, the paymentsand/or families did not appear to meet
other county diversion requirements. The problems we found are identified below (some
cases had more than one problem).

* Nine of thefamilieseach received between 9 and 34 cash paymentsduring
Calendar Y ears2000 and 2001. One of the ninefamiliesreceived 27 payments
over the two-year period, including four rent payments and two car insurance
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payments. Theinsurance payments each covered afull year of premiums. Under
federa regulations, “trangtiond” services are to be paid only for sabilization of
housing or trangportation, and the payment must be for anonrecurrent, short-term
benefit addressing a discrete crigs rather than ongoing needs. Total paymentsto
individua families ranged from $3,121 to $7,000.

» Seven of the familiesreceived cash paymentsin six or more consecutive
months. In one case, the family received payments for 11 consecutive
months. Federal regulations that gpply to diverson Sate that cash payments to
recipients are limited to four consecutive months for a specific need. Our file
review indicated that the same ongoing needs were being used by the county as
the basis for payments beyond the four-month limit.

e Six of the families did not appear to meet income guidelines for the
county’s Diversion Program. State regulations require that families served in
county diverson must not be digible for basic cash assstance or state diversion.
For these six families, both the case files and Department of Labor and
Employment records indicate the families had low-income levels that would
requirethat they be served through either basic cash assstance or satediversion;
county diverson isintended to serve families a higher income levels. These Six
families received a total of 119 county diversion payments during the two-year
period totaing $24,203.

» Threerecipients that received a total of 32 county diversion payments
totaling $9,000 did not work at all or worked only a few monthsduring the
two-year period we reviewed. While regulations do not require that diverson
reci pientsbeemployed, we question whether paymentsto chronically unemployed
individuds meets the goals of Colorado Works to promote job preparation and
ensure participation in work activities as soon as possible. Our review of file
documentation indicated these reci pients were receiving payments on the basis of
long-term ongoing needs throughout the period, rather than for short-term crises.
We ds0 noted that by placing these recipients in diversion, the county was not
required to include these recipients when caculating its work participation rete.

Additiondly, we noted that because the county was providing ongoing cash paymentsto
these recipients through diversion, these payments were not being counted against the
recipients 60-month TANF lifetimelimits for ongoing cash assstance. Webdievethisis
amisuse of county diverson. Federd and state regulations require that in order for cash
paymentsto qudify as* nonassstance’ or diverson, the payments must be solely for short-
term or trandtional needs. If the payments do not meet these requirements, then the
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paymentsare cons dered cash ass stance and must be counted againgt arecipient’ slifetime
limit for cash assstance payments.

The county believesthe ongoing cash paymentsunder itstrangtiona programarepermitted
by TANF regulaions under the category of “other assstance” However, we are
concerned that under both federd and state TANF regulations, “other assstance’ is
intended to provide support services (e.g., child care) to employed families that are
recaiving basic cash assistance. “Other assistance” isnot intended to take theform of cash
payments, and it isnot intended for unemployed personsor “ post-TANF’ individua safter
leaving basic cash assstance. Therefore, it gppearsthat the county isusing itstrangtiona
programto make paymentsthat are not allowable under federa regulationsether as* other
assstance’ or as “nonassistance’ (i.e., diversion).

The county stated that itstransitiona program wasnot part of diversion and, therefore, was
not subject to federal or state TANF/Colorado Worksregulations. However, the county
is usng TANF funds to make payments under its trangtiona program, and the county is
reporting the paymentson COIN as TANF diversion payments. Thistrangtiona program
istherefore part of the TANF/Colorado Works program.

Action Should Be Taken to Ensure Compliance With Regulations

The Department should takeimmediate action to ensurethat federal and staterequirements
are clear to counties and that counties are in compliance with these requirements. This
should include completing a detailed review of this county’s plan, as discussed in the
previous recommendation, and requiring the county to make necessary changestotheplan.
Additiondly, the Department should perform an extenson of the case file review
undertaken in our audit with appropriate follow-up at al counties that have in place
“trangtiond” Diversgon Programsto identify al instances of noncompliance. These steps
are critica to ensuring the program is operating according to regulations and that any
ingtances of possible fraud or irregularitiesareidentified and addressed. Asstated earlier
inthisreport, the Department should also ensure that al counties with diversion as part of
their Colorado Works program have policiesin placeto recover diversion overpayments.

In addition to the risks of noncompliance and misuse presented by this Stuation, we are
concerned that thiscounty’ strandtiond Diverson Programis, in effect, being used in some
instances to provide ongoing cash assstance with no timelimits. This is contrary to one
of the basic intents of Colorado Works and TANF: to end dependence on government
bendfits.
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Recommendation No. 3:

The Department of Human Services should take immediate stepsto address the problems
identified in the audit regarding county “trangtiond” programs under TANF/Colorado
Works diverson. This should include:

a. Conducting detailed case file reviews of recipients and payments under county
trangtiond programs and addressing and resolving instances of noncompliance
with federd and state regulations.

b. Ensuring that counties are adequately informed about the requirements that must
be met in order for payments or services to be appropriately classified as* other
assigtance” under TANF.

Department of Human Services Response:
Agree.

a. Aspat of the ongoing county program reviews of al 64 counties within the
next four years, the Department will include some divers on-specific questions
thet will focus on whether the payments made were accurately, within sate
and/or federd law, and within the county’ sown policies. A detailed report of
any noncompliance issues and recommendations for resolution will beissued
to the county with a copy sent to the Department’ s Audit Divison. Further,
counties identified with having a sgnificant number of noncompliance issues
will be targeted for more intensve training. Implementation Date: October
2002 and ongoing.

b. The Department will continue to provide guidance to counties—through
training, agency |etters, technica assstance, etc.—on the policy requirements,
both federd and state, that must be met and the areas where thereisflexibility
to develop county-specific palicies. Implementation Date: Ongoing.
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Verify Recipient Income and I dentity
Through IEVS

The TANF program has considerably moreflexibility than Aid to Familieswith Dependent
Children (AFDC), the program TANF replaced. However, under TANF the federal
government continued one of AFDC's basic requirements.  that recipients income
information and identity must be verified through the federd Income and Eligibility
Verification System (IEVS) a thetime of application. |EV'S provides states with income
information on TANF recipients from the Socid Security Adminigtration, the Internd
Revenue Service, and the Colorado Department of Labor and Employment.  Through
IEVS, recipients socia security numbers are matched with these agencies' records to
identify ingtances in which TANF recipients have potentidly understated their earned and
unearned income and resources. This requirement must be met for al TANF applicants,
regardiess of whether they are applying for basic cash assistance or another type of
assistance such as diversion.

Inour review, we found that dthough the Department reportsthet it verifiesinformation on
TANF applicants for basic cash assistance through IEV'S, the Department does not use
IEVS to verify the accuracy of reported income for either state or county diversion
recipients.

Staff explain that they have not run diversion recipients socid security numbers through
IEV'S since the inception of the Colorado Works program because diversion recipients
receive a one-time payment and the State might not be able to locate the individua to
recover an overpayment by the timethe IEV S match identified adiscrepancy. However,
federa regulations require that information on al TANF applicants, including those
applying for diverson, be screened through IEVS. In addition, we noted that many
reci pients receive more than one diversion payment throughout theyear. Therefore, IEVS
could identify discrepancieswith applicant-provided information that could beinvestigated
and resolved prior to arecipient’s returning for additional assstance.

Under federa regulations, states can be pendized for failure to conduct IEV S matches by
up to 2 percent of thetota TANF grant award. For Colorado, a 2 percent penalty since
the inception of the TANF program in Federal Fiscal Years 1998 through 2001 would
result in a pendty of $11.6 million.
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Recommendation No. 4:

The Depatment of Human Services should verify identity and income informeation
submitted by applicants for Colorado Works diversion by:

a. Processng dl diverson gpplicants through the federd Income and Eligibility
Verificaion Sysem (IEVS) on atimdy basis.

b. Submitting al identified identity and income discrepancies to the counties for
investigation and follow-up to ensure discrepancies are resolved promptly.

c. Requiring counties to address and resolve discrepancies identified through IEVS
in a timey manner. In ingances where discrepancies exig, if counties use
dternative information to determine digibility, the Department should ensure that
counties obtain verification of thisinformation.

Department of Human Services Response:
Agree.

a. Agree. The Department shdl creste an automated process by which al
goplications for federal TANF benefits are processed through the IEVS
system. Implementation Date: October 2002.

b. The Department will continueto follow the Settlement Agreement of Darts, et
d. v. Berson Civil Action No. 91-S-1003 that required the Department to
implement minimum verification requirementsfor gpplicantsand verify earned
income, socid security numbers and pregnancy. Other verification may be
required if the information provided by the applicant is questionable. The
lavauit settlement dlows the State Department to verify only those items
directly relating to digibility for public assstance. Implementation Date:
Ongoing.

c. The Depatment will issue guidance to counties regarding timely identification
and resolution of discrepanciesidentified through IEVS. The guidanceissued
will dso indude verification of any dternative information utilized to determine
digibility. Implementation Date: September 2002.
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Case File Documentation I sl nsufficient

We dso found that counties need to improve case file documentation. 1n some casefiles,

documentation was not sufficient to determine if payments made to recipients were
appropriate, and in other instances, required documents were lacking. Both state and

federd regulations require states and counties to maintain adequate case records related

to services provided. Case records should assist caseworkers reach valid decisions,

ensure assstance is based on factud information, and provide for continuity when a
caseworker isabsent or when acaseistransferred. The Department requires countiesto,

at aminimum, obtain an application, an Individua Responshility Contract (IRC), and

documentation of income earned in the last 30 days. Federal and State regulations both
require the maintenance of recordsregarding applications, determinationsof digibility, and

provison of financid assistance.

We identified problemswith the documentation for recipients diverson paymentsat each
of the nine counties we reviewed. These problems were identified in atotal of 16 cases
(some files had more than one error and may gppear in more than one category below).

C Seven case files could not be located by county staff. These recipients
received about $18,400 in diverson paymentsin Caendar Y ear 2001.

C Five case files contained no supporting documentation for payments
totaling about $4,200. Thus, the counties were unable to substantiate the
payments appropriateness and adherence to program regulations.

C Fivecasefilesinvolving payments of over $12,200 did not contain a state-
requiredlndividual Responsibility Contract (IRC). Thiscontract specifiesthe
recipient’s need for assstance and the type of assistance being provided, the
county’ s expectations and terms for the recipient, and the reason the participant
does not need a basic cash assistance grant.

Lack of Verification Has L ed to Over payments

| naddition to the need to maintain adequate documentation, we found that state regulations
were not being followed that require verification of applicant-provided information not
confirmed through IEVS. Specificaly, sate rules require counties to verify additiona
information not verified through IEVS such as identity, resdency, family compostion,
income not reported in IEV'S, and any other factors required that affect digibility, such as
gpecific need for atype of assstance under diverson. Department rules require counties
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to obtain and verify a socia security number for each individud listed on the Colorado
Works gpplication, income earned by each family member within the past 30 days, and
pregnancy if not observable. Verification is defined as confirming the correctness of
information by obtaining written evidence or other information that proves such fact or
Statement to be true.

Intotal, wefound that countiesdid not properly verify applicant-provided information in 54
(23 percent) of the 239 cases in our sample. In some instances, this resulted in the
counties issuing improper payments.  The nonverified information included income,
employment, identity, and specific need for atype of assstance. We dso found that four
of the nine counties reviewed do not require applicants to provide socid security cards,
identificationcards, or any other proof of identity. They only requirean applicant to provide
a socid security number for each of the family members. Lack of requirements for
adequate documentation and verification increases the risk of fraud and irregularities
occurring within the Diverson Program.

We identified three specific overpayments that resulted from the lack of verification:

C Onecounty discovered it had overpaid arecipient by $9,630. When staff
attempted to recover the overpayment, they found the recipient had
provided false information and was not eligible for any payment. Staff
discovered that the recipient’s children were not living in the household, the
employment information was fadse, and the home address was not a residence but
abusness. If thisinformation had been vdidated prior to payment, this Stuation
could have been averted. While the county had made attempts to recover the
overpayment, as of the end of our audit the county had not been successful in
recovering any of the overpayment from the recipient.

C Another county inappropriately paid two recipients $9,240 in county
diversion, although ther ecipients incomesexceeded thecounty limit for the
program. Proper verification of the recipient-provided income information might
have prevented the overpayments.

Inone of these latter instances, the recipient was a TANF caseworker in one of the county
depatments. Thisindividud received diversion paymentstotaling $5,000, despite the fact
that the person’ s income exceeded the county’ s maximum level for county diverson. The
county had excluded routine overtime pay in the caculation of the individua’s income,
dthough information on both regular and overtime pay were documented in the file.
Overtime pay must be included in the caculation of income.
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Issuing benefits to county workersis anarea of potentia conflicts of interest, and counties
should have policiesin place to ensure such gpplications are handled appropriately. While
the county had a policy requiring management review of such decisons, the county did not
perform adequate verification of supporting documentation to determine the payment was
appropriate.

Clarify Policies on Documentation and Verification

Regulaions require verification of recipient-provided information and define verification as
obtaining written evidence proving the information is correct. This indicates that the
information should be maintained in recipient case files. Colorado Works rules dso state
that a county cannot delay payments to gpplicants while waiting for information from IEVS
“if other gppropriate verifications are obtained to determinedigibility.” Thus, countiesmust
verify essentia applicant-provided information through |EV'S or dternate sources prior to
authorizing payments.

Counties note that regulations do not provide detail about how much documentation must
be maintained in case files. Through its policies and procedures the Department should
ensure that gpplicant-provided information isverified and that casefiles contain appropriate
documentation to ensure payments are made to digible individuas, payment amounts are
appropriate, and payments are adequately supported. As part of the annuad county plans,
the Department should require that countiesidentify policiesfor granting TANF benefitsto
county employees. Policesshould ensure paymentsaremade only todigibleindividuasand
address conflict-of-interest issues.

Recommendation No. 5:

The Department of Human Services should ensure information in Colorado Works
diverson case filesis adequate by:

a. Egablishing and communicating policies that outline the type of documentation
related to digibility to be maintained in county case files for diverson recipients.

b. Ensuring that counties implement existing Sate regulations requiring verification of
specific gpplicant-provided information, as well as other information affecting
digibility for diverson.
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Department of Human Services Response:
Agree.

a. The Depatment will continue to provide guidance to county departments of
socid services on the types of documentation necessary to beincludedin case
files for diversgon recipients through its various training/information-sharing
opportunities, such as its annua professona development conference, its
quarterly administrator meetingsand throughitsongoing county programreview
process. Implementation Date: Ongoing.

b. County departments are required to meet al requirements of Darts, et d. v.
Berson, Civil Action No. 91-S1003 and at a minimum verify earned income,
socid security numbers and pregnancy if not observable for al applicants.
County departments may, under current Colorado Works rules (3.604.1 C),
require verification of any information that is questionable or inconsstent as
documented in the gpplicant’s case file.  Through the county monitoring
activities, training and agency |etters the Department will monitor casefilesto
assure that case files include appropriate documentation and verification
consstent with state Colorado Worksrules. Implementation Date: Ongoing.

Recommendation No. 6:

The Department of Human Services should require that counties have policies in their
county plans for granting any TANF benefits or services to county employees. Policies
should ensurethat digibility determination is performed in compliance with state and federd
requirements and with the county plan, and that potentia conflict-of-interest issues are
addressed.

Department of Human Services Response:

Agree. The Department will require countiesto includeintheir county plan apolicy
for granting TANF benefits or services to county employees. In a county-
administered system, counties make decisons on the gppropriateness of and the
digibility for any payments under the TANF program. The Department will
encourage counties to establish fair and objective palicies for the provison of
diversionpaymentsto gaff in their employ, including the review of such requestshy
an impartid party prior to such payment being made. Implementation Date:
January 2003 and ongoing.
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CountiesHave | dentified I nnovative
Practicesfor Diversion Programs

Findly, athough our review identified a number of problems with the Diverson Program,
during our review of the nine counties in our sample we identified severa effective and
innovative approaches counties are using within their TANF/Colorado Works Diverson

Programs. Specificdly:

C Centralizedpayment approval process. One county hasingituted acentrdized
approva process for dl diverson payments. One of four Colorado Works
program managers must approve each state or county diverson payment for
appropriateness and reasonableness before it isissued. If arequest for diverson
is denied by a supervisor and the caseworker disagrees with the decision, the
supervisor and casaworker will meet to discuss the case and make afina decision
onpayment. The county reportsthat this practice has provided for more consistent,
equitable trestment of recipients.

C Veification of recipient-providedinformation through onlinesites. Severa
countiesareusing available online Web sitesto verify digibility information provided
by recipients. These Stesinclude the Department of Labor and Employment Web
stefor income verification, aswell ascounty Web sites containing property records
for resdence verification.

C Employment incentive payments. Four of the six counties we visited provide
employment bonusesto diversion recipients after they have worked for a specified
number of months. One of these four counties previoudy offered incentives to
recipients as soon as they had obtained employment and the caseworker had
verified the job; however, this county has recently modified its programto require
the recipient to maintain employment for a st period of time before receiving an
incentive payment.

C External review unit. Inonecounty, staff thet are external to the TANF program
review a sample of TANF payments including diverson payments on a monthly
basis. Staff inthe externa unit conduct casefile reviews and review recap reports
showing dl TANF supportive services payments made during the month.
According to county staff, the reviewers look for large, duplicate, and frequent
payments. When the review staff are finished, they send memos to the TANF
supervisor gating ther findings. If any negative findings are noted, the supervisor
and caseworker responsible for the error must correct the problem and respond to
the review g&ff.
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C Community Resources/'Service Organizations. Section 26-707.5, C.R.S,,
gives county departments the authority to use county TANF block grant moneys
to invest in the devel opment of community resourcesthat support thefour purposes
of TANF, which include ending the dependence of needy parents on government
benefits by promoting job preparation, work, and marriage, and encouraging the
formation and maintenance of two-parent families. During our audit we found
several counties that use community resources to promote these gods. For
example, one county contracts with an organization for the homeless to supply
transportation-rel ated services such as car repairs. Another county contractswith
aliteracy program that attemptsto enhancethe skillsof the entire TANF family and
alows parents to go to school with their children. Findly, athird county contracts
withthe locd transportation authority to provide low-cost bus transportation for
TANF recipients and other low-income familiesin their communities.

C Requiredbudgeting classes. One of the counties we visited requires Colorado
Works diverson recipients to attend a two-hour budgeting skills class before
receiving apayment. During thisclass, recipientslearn the basics of how to manage
thar money more wisdly. For example, they are taught how to make better
purchasing decisions, how to save money, how to plan for the future, how to lower
expenses, and how to get involved with long-terminvesting. If adiverson applicant
falsto complete the class, diverson assistance will be denied.

Asdiscussed throughout thisreport, federal guidanceisminimd for thediversion component
of the TANF program. In addition, the State has provided counties with wide discretion
in implementing program components. As such, it is especidly important for the
Department to provideguidanceand* best practice” informationregarding TANF/Colorado
Works service delivery for Diverson Programs to counties.

Recommendation No. 7:

The Department of Human Services should identify innovative and successful program
componentsimplemented by countiesfor their Diverson Programs and communicate these
best practices to other counties.

Department of Human Services Response:

Agree. The Department will continueto highlight best practicesthrough itsvarious
traning/information-sharing  opportunities, such as its annud professond
development conference and its quarterly administrator meetings. It will dso
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continue to look into developing its Web dite to alow for counties and others to
learn more about what counties are doing by way of implementation of the
Colorado Works program. Implementation Date: Ongoing.
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