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LR 37 - Exhibit 2
Mike Foley, Auditor

Executive Summary
Attestation Report of the Nebraska Department of Health and Human Services
Child Welfare Reform (Families Matter) Contract Expenditures
July 1, 2009 through March 31, 2011

The Auditor of Public Accounts (APA) recognizes and thanks the audit staff who worked
diligently on the demanding and complicated task of examining expenditures for child welfare
services under the Families Matter reform implemented by the Department of Health and Human
Service (DHHS) in 2009. Due to its complexity, such an examination would be difficult under
even the best of circumstances; however, an already trying task was made all the more frustrating
by a pronounced lack of cooperation on the part of DHHS. Thus, the audit staff deserves special
appreciation for their remarkable forbearance and tenacity in the face of such consistent
obstruction. This lack of cooperation by DHHS, which is among the worst ever encountered by
my office, will be addressed again at the conclusion of this summary.

From the outset, DHHS touted the Families Matter reform as a way of enhancing the efficiency
and accountability of child welfare services — and doing so "within existing resources.” The
audit report concludes, however, that DHHS failed to realize its stated goal of containing
expenditures. Instead, the costs of child welfare services have skyrocketed during the past two
years. More disturbing yet, the audit report points to a critical lack of accountability, primarily
in the form of missing documentation, regarding how these public funds have been spent.

The 152-page audit report addresses in great detail numerous findings regarding both increased
costs and a lack of financial accountability under the Families Matter reform. Some of the most
striking of those findings, which are presented briefly herein, are:

e Child welfare costs have increased by some 27% between 2009 and 2011.

DHHS failed to bid publicly multi-million dollar contracts with private service
providers, resulting in many amendments and increased costs with no effective
oversight.

e One service provider, Visinet, Inc., was overpaid by millions of dollars.

e DHHS expended thousands of dollars on both duplicate claims and payments to the
wrong contractors.

e DHHS failed to secure possession of important, as well as potentially confidential,
documents relating to client services following termination of its contract with a service
provider. V

e DHHS failed to reconcile provider billings in NFOCUS, which prevented effective
agency oversight of both service expenditures and the welfare of children in State
custody.

e Service providers failed to meet client service coordination and delivery benchmarks
required by the service contracts with DHHS.

e DHHS failed to prevent former employees of service providers from gaining access to
confidential client information in NFOCUS.

e DHHS failed to approve subcontractors utilized by service providers, as well as to ensure
that such subcontractors were appropriately compensated for their services.

e DHHS failed to cooperate with the audit examination.

1



On June 15, 2009, DHHS initiated the Families Matter reform by entering into implementation
contracts totaling $7 million with six providers. The purpose of these agreements was to lay the
groundwork, through hiring and training staff and purchasing needed equipment, for the planned
privatization of child welfare services in Nebraska.

Subsequently, effective November 1, 2009, DHHS entered into service contracts with five of the
six contractors that had carried out the implementation stage of the Families Matter reform.
Those service contracts, which initially totaled $149,515,887, have since been amended eight
times. Out of the five original service providers, moreover, only two remain. As a result, DHSS
employees have resumed responsibility for child welfare services left otherwise unavailable by
the departure of the private contractors.

Child Welfare Costs Have Increased Significantly: Contrary to DHHS' stated goal of operating
"within existing resources," child welfare costs have increased significantly under the Families
Matter reform. From 2009 to 2011, DHHS expenditures for child welfare services grew from
$107,753,602 to $136,558,871 — a cost hike of some 27%. Additionally, almost a year after
having provided services, Boys and Girls Home (BGH), a former contractor, awaits service
contract payments of some $1,364,551. Including that unpaid amount, the total increase for child
welfare services would be $30,169,920 or 28%.
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The developments in one particular service area illustrate the disturbing implications of these
increased costs. In the Eastern service area, child welfare cases were initially divided between
three different private contractors: Visinet, Inc. (Visinet); Nebraska Families Collaborative
(NFC); and KVC Behavioral Healthcare Nebraska, Inc. (KVC). Compensation for services
rendered was shared among those providers. During fiscal year 2011, after the departure of
Visinet, DHHS assumed that former lead contractor’s case load. However, actual expenditures
did not continue to correspond to the initial allotment of dollars between the private providers.
As revealed in the chart below, NFC required as much as $6 million, or 39%, more than did
DHHS to provide essentially the same type and number of client services.

Eastern Service Area FY 2011

Expenditures

l $21,433,592 $21,029,704

$15,400,015 /

DHHS NFC KvC

Though startling in and of themselves, the increased costs of privatization under the Families
Matter reform are made more disturbing yet by the fact that DHHS lacks adequate support for
them. For instance, along with the initial $7 million for the implementation contracts, there
appears to be no documentation supporting the various contract amendments that have given rise
to ballooning service costs — such as the total $6 million contractual increase for NFC and KVC,
per Amendment 5, and a further $19 million in overall service contract increases for those same
two providers, per Amendment 7.

According to DHHS, the inflated amounts paid to the service providers were the result of
contract negotiations. However, DHHS could offer no documentation to show that any study
was given to determining either the necessity of the dramatic growth in expenditures or a
reasonable basis for the amounts paid to the private contractors for providing client services.

An additional consideration important to any discussion of the increased costs of providing child
welfare services under the Families Matter reform is the fact that a significant portion of those
expenditures do not necessarily further the interests of the clients whom the reform was supposed
to benefit. In some cases, a not-inconsequential portion of the money received by the contractors
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