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Executive Summary

Puerto Rico Department of Education’s (PRDE) administration of the Governor's Safe & Drug-Free
School Program (Governor’s Program) severdly delayed the flow of Federd fundsto subrecipients. In
addition, PRDE lacked adequate cash management practices and effective interna controls to properly
adminigter the program. PRDE’s Single Audit reports for the years ended June 30, 1998 and June 30,
1999 have not been submitted. Furthermore, Smilar cash management issues have been repestedly
reported in PRDE’s Single Audit reports since 1991.

PRDE severdly ddayed the flow of Federd fundsto Governor’s Program subrecipients because it did
not ensure contracts were signed prior to the beginning of the award period. Specificaly, subrecipients
signed the contract 3 to 11 months after the beginning of the award period. Asaresult, PRDE
prevented ingtitutions from rendering services and/or hindered their ability to offer optimum servicesto

program participants.

PRDE did not follow the Cash Management Improvement Act (CMIA), Zero Baance Accounting and
aso lacked efficient cash management controls resulting in excess cash held totaling $1,862,988. As of
January 25, 2000, PRDE had not dishursed balances totading $132,975 to 8 of the 14 indtitutions
reviewed. In addition, PRDE lacked supporting documentation for cash draws and payments made to
subrecipients, resulting in $77,082 of unsupported expenses. Also, PRDE’slack of proper controls
resulted in underpaying funds totaing $400; drawing $270 in excess of the contract amount; and
erroneoudy charging accounts.

We recommend the Assistant Secretary for Elementary and Secondary Education require PRDE to
ingtitute adequate controls to assure contracts are Ssgned by both parties prior to the beginning of the
award period. PRDE must dso establish adequate controls to ensure that only the amount of funds
necessary to meet immediate cash needs are requested from ED and that requests are supported with
reliable supporting documentation. In addition, PRDE must establish more thorough cash forecasting
procedures to encourage prompt and effective utilization of Governor’s Program funds and must
reconcile advance payments made to subrecipients.

PRDE agreed with mogt of the findings reported and has taken action in response to our
recommendations. PRDE disagreed thét it failed to: reconcile advance payments to contractors and
lacked proper controls due to inadequate reconciliation and validation by departments responsible for
gpproving and disbursng Governor’s Program funds. Despite its disagreement, PRDE will implement
our recommendations regarding these issues. We have recommended PRDE obtain an independent
assessment to determine if the new control procedures detailed in its response are sufficient. PRDE's
detailed response is attached as Exhibit C, except for the attachments that will be provided upon
request.
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Finding 1 PRDE severely delayed the flow of Federal funds

PRDE severdly delayed the flow of Federa fundsto
Governor’s Program subrecipients because it did not ensure
contracts were signed prior to the beginning of the award
period. Specificaly, subrecipients Sgned the contract 3to 11
months after the beginning of the award period. These delays
hindered the indtitutions ability to offer optimum servicesto
program participants and resulted in the suspension of the
program a one ingtitution.

Federa regulation 34 CFR 80.21 (g) (1) statesthat, “ Unless
otherwise required by Federal statute, awarding agencies
shall not withhold payments for proper chargesincurred
by grantees or subgrantees...”

PRDE published newspaper advertisements during the months
of December 1997 and January 1998 to advise ingtitutions of
the availability of funds for the Governor’s Program for the
next award year. PRDE aso provided orientation to al
parties interested in gpplying for funds under the program.
Interested parties submitted proposas to PRDE with the
required documents to process the contracts. These
documentsincluded a (1) certification Sating that the
indtitution filed income taxes for the past five years, (2)
certification of tax liability issued by the Puerto Rico Treasury
Department, and (3) certification from the State Department
acknowledging that the corporation was registered and in
“good standing.”

PRDE evauated dl proposas and, between August and
September 1998, sent acceptance and/or rgjection letters to
the applicants. Acceptance |etters included the amount of
funds gpproved for the ingtitution for the award year.
However, PRDE did not award funds to the ingtitutions timely
because contracts were not signed, generdly until three to
€leven months after the sart of the program.



The PRDE needs major improvementsin its
administration of the Governor’s Safe and
Drug Free School Program- Final

Page 3 ACN: ED-OIG/A01-90007

3-11 month delay in

signing the contracts
resulted in subrecipients
inability to provide optimum
services to participants

When both parties sgned the contract, PRDE requested the
fundsfrom ED. Asareault, the date that PRDE requested the
funds was the gpproximate time the contract was signed. After
the contract was Sgned, indtitutions began to submit invoices
for the services rendered. We reviewed the contracts of 14
ingtitutions for award year 1998-99. These contracts reflected
as the date that they were Sgned one or two days prior to the
beginning of the contract period. However, the contracts were
sgned 3-11 months after September 1, 1998, the beginning of
the contract period.

Of the 14 contracts tested, we conducted Ste visitsto Six
indtitutions. Officids a one schoal reported sgning the
contract in January 1999 — five months after the beginning of
the contract period; PRDE subsequently issued funds to the
inditution in April 1999. Officids at two of the Sx inditutions
dated they signed contractsin February 1999, sx months after
the beginning of the contract period. PRDE subsequently
issued funds to the indtitutions in February and March 1999.
Officids at the remaining three inditutions could not recall
when the contracts were sgned, but PRDE drew funds from
ED on February 23, 1999 for two of the ingtitutions and on
March 4, 1999 for the remaining indtitution.

One of the three indtitutions was able to begin services usng its
own line of credit. However, not dl inditutions had sufficient
funds or lines of credit to operate the program. Officials a one
ingtitution reported that the Governor’s Program was
discontinued for the 1999-00 award year because of late
receipt of funds for the 1998-99 award year. Theingtitution
did not have sufficient ingtitutiond funding to support the
program until Federa funds were received.

For the eight ingtitutions not visited, PRDE drew funds three to
eleven months following the start of the contract period and
issued checks to the indtitutions five to twelve months after the
start of the contract period.

The following table illustrates PRDE’ s restriction of
Governor’s Program funds for the 14 ingtitutions included in
our testing.
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Date # of months
PRDE between program
Program drew start date
Start funds and
Institution date from ED first draw from ED
A 1-Sep-98 9-Dec-98 3
B 1-Sep-98 3-Feb-99 5
C 1-Sep-98 3-Feb-99 5
D 1-Sep-98 3-Feb-99 5
E 3-Sep-98 24-Feb-99 6
F 1-Sep-98 24-Feb-99 6
G 1-Sep-98 24-Feb-99 6
H 1-Sep-98 24-Feb-99 6
I 1-Sep-98 24-Feb-99 6
J 1-Sep-98 4-Mar-99 6
K 1-Sep-98 19-Mar-99 7
L 1-Oct-98 19-Mar-99 6
M 1-Sep-98 19-Mar-99 7
N 1-Oct-98 12-Aug-99 11

Note: Shading represent the sites visited as part of the audit.

A complete ligting of the 14 inditutions reviewed can be found in
Exhibit A. Thisincludes dates of proposa acceptance letters,
effective date of contracts, date contracts were signed by PRDE
officids, date PRDE drew Governor’s Program funds from ED,
number of months between PRDE signing the contract and first draw
from ED, date the ingtitutions received their first Governor’s Program
payment for the 1998-99 award year, and number of months it took
subrecipients to receive funds after the contract was signed by PRDE.

PRDE officids explained that inditutions failed to provide the
necessary documentation, resulting in the dow processing of the
contrects. Contrary to PRDE statements, the indtitutions’ officials
interviewed stated they did not provide additiona documentation to
PRDE prior to signing the contracts. PRDE officids aso stated
contracts were backdated because Puerto Rico law does not permit
retroactive payment for contract services.
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Recommendations We recommend that the Assistant Secretary for Elementary and
Secondary Education require PRDE to:

1.1 Inditute controlsto assure contracts are signed by both
parties prior to the beginning of the award period; and

1.2 Conduct an independent assessment of the new control
procedures to determine that controls are sufficient.

PRDE’sresponse PRDE agreed with the audit finding and tated it has taken sgnificant
corrective actions to improve the deficiencies in the process of
executing contracts to assure contracts are signed before the
beg| nning of the award period. Theseinclude:
moving to earlier dates the orientations for gpplicants, the
submission of proposals, and eva uation process,

= encouraging gpplicants to submit al necessary documentation
with their proposa in order to avoid delays in the contracting
Process,

= revisng the Notice Award |etter to prospective contractors to
include that within 10 days of receipt of the letter, they must
submit dl certifications to PRDE; and

= sending follow-up letters for any contractor who does not comply
with the 10-day deedline identifying the specific missng
documents and gtating that if certifications are not submitted
within 10 days, the award will be in jeopardy.

OIG’sreply PRDE s corrective action should improve the flow of Federal funds
to subrecipients. We added recommendation 1.2 to address the
corrective action PRDE stated would be taken.
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Finding 2 PRDE failed to follow the Cash M anagement I mprovement
Act, Zero Balance Accounting

Beginning in December 1998, PRDE drew $1,862,988 in excess of
immediate cash needs and held the funds for 23 to 140 days before
meking initial disbursementsto subrecipients. As of January 25,
2000, PRDE 4till held funds totaing $132,975. For example, PRDE
drew $650,000 on December 9, 1998, but did not disburse any
funds to the subrecipient until 52 dayslater. PRDE till had $70,214
to disburse, 413 days after drawing funds from ED. Further, PRDE
falled to follow the Cash Management Improvement Act (CMIA),
Zero Balance Accounting for cash draws because it believed the
Governor's Program did not fal under the CMIA, Zero Bdance
Accounting.

Federal regulation 31 CFR 205.2 sets forth the CMIA and States that
Subparts A and B apply to programs listed in the Catalog of Federd
Domestic Assistance (CFDA). As per the Agreement between the
Commonwedth of Puerto Rico and the Secretary of the Treasury,
United States Department of the Treasury (Agreement with the State
pursuant to Section 5 of Pub. L. 101-453), the State’ s threshold for
major Federd assistance programsis $7 million. The Safe and Drug-
Free Schools and Communities State Grant (CFDA 84.186) is
included in the programs that meet or exceed this threshold.

Federal regulation 31 CFR 205.7 (c)(1) setsforth the Zero Balance
Accounting for the CMIA. It requires a tate to request fundsthe
same day it pays out funds for program purposes, and a Federal
agency shdl depost funds in a State account the same day it receives

arequest for funds.
Not minimizing the PRDE did not follow the Zero Baance Accounting for the
time elapsing between  Governor’s Program. Instead, PRDE requested from ED the totdl
receipt and amount of the contracts as soon as the contracts were signed. These

disbursement of

orogram funds resulted funds remained in the Puerto Rico Treasury Department account at

in PRDE holding the Puerto Rico Governmental Development Bank earning interest

funds for over one until PRDE processed invoices for payment. During the period

year December 9, 1998 to August 13, 1999, PRDE drew $1,862,988
from ED for Governor’s Program contracts for 14 ingtitutions. Our
review found PRDE held funds between 23 and 413 days before
disbursement. As of January 25, 2000, PRDE had not disbursed
baances totaling $132,975 to 8 of the 14 indtitutions. See Exhibit B
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for the number of days PRDE held each cash baance.

Recommendations

PRDE’sresponse

OIG'sreply

We recommend that the Assstant Secretary for Elementary and
Secondary Education require PRDE to:

21  Folow the CMIA, Zero Badance Accounting for the
Governor’s Program;

2.2  Compute theinterest owed to the Federa government for the
funds that were at the Puerto Rico Governmental
Deve opment Bank earning interest;

2.3 Determine the current excess cash hdd and return it to ED;
and

2.4  Conduct an independent assessment of the new control
procedures to determine that controls are sufficient.

PRDE agreed with this finding and will follow the CMIA, Zero
Bdance Accounting for the Governor’s Program, will compute the
interest owed to the Federa government for the funds that were
earning interest at the Puerto Rico Governmenta Development Bank,
and determine the current excess cash held and will return to ED any
funds that have been drawn in advance that are not in compliance
with excess cash requirements at the resolution of thisaudit. PRDE
updated payments made to subrecipients through August 31, 2000,
leaving a remaining balance of $79,090 in excess cash. In addition,
PRDE dated that there was a $20 mathematical error in the
outstanding baance of inditution E.

PRDE' s corrective actions should resolve the situation. We checked
the working papers of Inditution E and determined the check for that
payment was made for $51,771 when it was supposed to be for
$51,551 ($11,273+$32,465+$8,013). Asaresult, PRDE overpaid
$20. We accepted the evidence that PRDE provided for the
payments made subsequent to our review. Consequently, the total
excess cash balance was reduced to $30,010 (PRDE's outstanding
balance of $79,090 plus the $20 overpaid). We did not reduce the
amount of excess cash reported to reflect PRDE’ s updated balance
through August 31, 2000 because it shows the severity of the excess
cash balances for asmdl program. PRDE should work with program
officias to determine the excess cash baance that should be returned
to ED. We added recommendation 2.4 to address the corrective
action PRDE stated would be taken.
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Finding 3 PRDE lacked supporting documentation for cash draws and
payments made to subrecipients

PRDE lacked adequate controls to properly review subrecipients
invoices in order to reconcile “advance’* payments and to properly
evidence Governor’s Program funds drawn from ED. Asareault,
PRDE drew $23,094 of Governor's Program funds without proper
supporting evidence and failed to adjust $53,988 in “ advance’
payments to subrecipients.

Federal regulation 34 CFR 80.20 (a) statesthat, “ A Sate must
expend and account for grant funds in accordance with State
laws and procedures for expending and accounting for its own
funds. Fiscal control and accounting procedures of the State, as
well as its subgrantees and cost-type contractors, must be
sufficient to: ...(2) permit the tracing of fundsto a level of
expenditures adequate to establish that such funds have not been
used in violation of the restrictions and prohibitions of applicable
statutes.”

Federa regulations 34 CFR 80.20 (b) states that, “ The financial
management systems of grantees and subgrantees, must meet the
following standards: (1) accurate, current, and complete
disclosure of the financial results of financially assisted activities
must be made in accordance with the financial reporting
requirements of the grant or subgrant....”

Unsupported draws We traced six draws made during the period of December 9, 1998

totaled $23,094 through August 13, 1999 totaling $1,862,988 on behalf of 14
judgmentally sdected inditutions that participated in the Governor's
Program during award year 1998-99. Our review disclosed that
PRDE could not provide supporting documentation for $23,094.
Specificdly PRDE,

» requested $14,426 in a February 3, 1999 draw, yet these
same funds were previoudy requested in a December 9,

L ED required PRDE to “advance” payments to subrecipients. As per PRDE’s contract with the subrecipients, once
both parties signed the contract, subrecipients could submit invoices for three months of estimated expenditures. In
order to receive the next advance payment, institutions submitted evidence of expendituresincurred during the
previous three months. However, as explained in Finding 1, subrecipients did not receive the first payment until
months after the start of the contract.
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Unreconciled
“advance’ payments
totaled $53,988

1998 draw; and
» could not provide supporting evidence for $8,668 included in
aMarch 19, 1999 draw.

PRDE was unaware of the duplicate request and the unsupported
draw.

PRDE began making “advance’ payments of Governor’s Program
funds to subrecipients on a quarterly basis during the 1998-99 award
year. According to established procedures, subreci pients must
submit invoices to PRDE based on expenses they expect to incur
during the first quarter of the award year. For each of the remaining
three quarters, subgrantees must provide evidence of actua expenses
incurred during the previous quarter in order to receive the next
advance payment. However, based on our review of PRDE’s
records, PRDE’ s actua procedure does not always result in advance
payments to subrecipients. Once the contract is signed by both
parties, which is three to e even months after the beginning of the
award period, the subrecipient’ sfirst payment is areimbursement of
expenses incurred from the start of the program through the date the
contract issigned. Subsequent payments are then made under the
advance payment method.

PRDE did not perform reconciliations for estimated expenses paid to
subrecipients and the actua expenses reported for Sx inditutions
tested. Asareallt, five of the Sx ingtitutions received payments
totaling $53,988 for which PRDE did not have supporting
documentation. As of January 25, 2000, PRDE made no effort to
request the supporting documentation for the expenses paid in
advance or request that the excess funds disbursed be returned.

Recommendations

We recommend that the Assstant Secretary for Elementary and
Secondary Education require PRDE to:

3.1 Returnthe Federd fundstotaling $23,094 that could not be
supported;

3.2  Provide the supporting documentation for the $53,988 of
unsupported expenses paid to subrecipients, otherwise, return
that amount to ED,;

3.3  Provide Finance Divison and Externad Resources personnd
proper training to ensure that they verify supporting
documentation;
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PRDE’sresponse

OIG’sreply

3.4  Paform the quarterly reconciliations needed to ensure
compliance with the established procedures;

3.5  Apply arembursement method on the last payment made to
subrecipients; and

3.6  Conduct an independent assessment of the new control
procedures to determine that controls are sufficient.

PRDE disagreed with thisfinding. PRDE stated that the $14,426
unsupported draw should not be required to be returned because
these funds were included in the excess cash cdculation in Finding 2.
Regarding the $8,668 unsupported draw, PRDE stated that it was
going to provide evidence that atota of $8,308 was paid. In
addition, PRDE disagreed with the fact that the advance payments
were not reconciled. PRDE claimed that in most casesiit reconciled
the accounts either on atimely basis or subsequent to our review.
Despite its disagreement, PRDE stated it will provide proper training
to the Finance Divison and External Resources personne to ensure
that they verify the supporting documentation, perform quarterly
reconciliation to ensure the compliance with the established
procedures, and apply the reimbursement method on the last payment
to subrecipients.

PRDE' s corrective actions should resolve the situation; however,
contrary to what PRDE stated, the unsupported draw of $14,426
was included in the February 3, 1999 draw of $250,000. The
requisition for this draw showed a payment of $15,727 for Indtitution
A, however; this payment was made from the $650,000 draw of
Ingtitution A and not from the $250,000 draw. Therefore, it is not
part of the excess cash baance of Inditution A shown in Finding 2
and PRDE should return the $14,426 drawn in excessin the
$250,000 draw. Regarding the $8,668 unsupported draw, PRDE
stated that it would provide evidence that atotd of $8,308 was paid,
however it did not provide the documentation, therefore, our position
remainsthe same. The evidence that PRDE presented for the
unreconciled “ advance” payments totaling $53,988 are the payment
vouchers, not the supporting evidence of expenses incurred.
Therefore, our position remains the same. Additiondly, athough
PRDE dated that it reconciled the accounts on atimely bagss, at the
time of our review, the expense reports were not reconciled. We
added recommendation 3.6 to address the corrective action PRDE
stated would be taken.
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Finding 4 PRDE failed to pay the correct invoice amount, drew excess
Governor’s Program funds, and erroneoudly char ged
accounts due to inadequate reconciliation and validation by
departments

In addition to the inadequate cash management controls reported in
Findings 2 and 3, PRDE a0 lacked proper controls due to
inadequate reconciliation and vaidation by departments responsible
for gpproving and disbursing Governor’s Program funds. Asa
result PRDE:

underpaid funds totaling $400 to one indtitution;

drew $270 in excess of the contract amount; and

erroneoudy charged the accounts of an indtitution that received
both SEA and Governor’s Program funds.

Y V V

Education Department Generd Adminigtrative Regulations
(EDGAR) 76.702 states that, “ A State and a subgrantee shall
use fiscal control and fund accounting procedures that insure
proper disbursement of and accounting for Federal funds.”

External Resources PRDE s Office of External Resources was responsible for

Office did not verify operationdl, fiscal, and other matters related to Federal programs.
with the Finance All institutions that participated in the Governor's Program
Division that submitted to the Office of Externa Resources al requests for

subrecipients' payments

were made correctly. payment. The Office of External Resources then verified and

certified the invoices and sent them to the Finance Divison whichin
turn, made afina revison to the invoices and disbursed the funds.
However, we found that the Office of External Resources did not
verify thefina disbursements made because they bdlieved that
disbursements were made by the Finance Divison as gpproved and
timely.
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During our review, we traced payments made to 14 ingtitutions and
found that PRDE had incorrect payment information for three
indtitutions. PRDE overpaid $9,419 to one indtitution; however
there was no monetary effect because PRDE made the appropriate
adjusment. The second ingtitution submitted an expense report for
$28,844, yet PRDE issued a check for $28,444, underpaying the
ingtitution by $400. For the third ingtitution, PRDE requested $270
in excess of the contract award and did not award the fundsto the
subrecipient. These funds are in the Puerto Rico Governmenta
Development Bank earning interest.

We dso found that for one ingtitution, which received both
Governor’s Program funds and State Education Agency funds,
PRDE charged State fund expenses totaling $15,235 to the Federa
funds account and $19,935 expenses from Federa fundsto State
funds. Asaresult, PRDE overcharged $4,700 to State funds.

The Externd Resources fiscal officer was not aware of the payment
discrepancies mentioned above.

Recommendations

PRDE’sresponse

We recommend that the Assstant Secretary for Elementary and
Secondary Education require PRDE to:

41  Makethe $400 payment to the indtitution;
4.2  Returnthe Federd funds totaing $270;

4.3  Makean adjusting entry for the $4,700 of
overcharged expenses,

4.4  Strengthenitsinterna control structure by establishing
better communication between departments thereby
assuring that periodic reviews and reconaling
financia information processed a separate
departments are implemented; and

45  Conduct an independent assessment of the new control
procedures to determine that controls are sufficient.

PRDE disagreed with thisfinding. PRDE dated that it maintains a
strong system of checks and balances. In addition PRDE
acknowledged that although it drew $270 in excess, this amount
was not paid to the contractor and is included in the remaining
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OIG’sreply

baance of $360 referenced in Finding 3. Despite PRDE's
disagreement, it agreed to strengthen its existing reconciliation and
vaidation policies through additiond training of PRDE steff, as well
as orientation to the proponents.

PRDE's corrective action should resolve the Stuation. We
accepted the evidence that PRDE submitted for the $400 payment
and the $4,700 adjusting entry. However, the $270 that was
drawn in excess was not included in the excess cash balance of
Finding 2 because after the $18,630 direct payment, the balance
was $41,370; this was the baance used in the schedule not the
$41,640 that was requested; therefore PRDE should return the
$270. We added recommendation 4.5 to address the corrective
action PRDE stated would be taken.
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Other Matters

Because PRDE’ s Single Audit reports have been historicdly late, ED
lacks the gppropriate information to adequately monitor PRDE’'s
adminigtration of ED funds. The reports submitted have contained
repested findings, including Smilar cash management problems
disclosed in this report, which have yet to be corrected. During our
review, we examined PRDE’ s Single Audit reports for the years
ended June 30, 1996, and June 30, 1997. The 1997 report, which
was due by the end of July 1998 was submitted in February 2000.
The 1998 Single Audit report should have been submitted in
September 1999 and the June 30, 1999 Single Audit report in March
2000. Asof June 13, 2000, neither the 1998 nor the 1999 reports
have been submitted.
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Background

Audit objectives

The purpose of the Safe and Drug Free Schools and Communities
Act isto provide Federd financid assistance to States for school and
community-based programs on drug and acohol abuse education and
prevention, including programs to prevent violence in and around
schools. Of each stat€' s alocation, 80 percent is administered by the
State Educational Agency (SEA) for drug and violence prevention
programsin local school systems. The remaining 20 percent is used
by the Governor’s office (Governor's Program) for grants and
contracts with community-based organizations for broad based
prevention programs. Governor’s Program funds are for projects
developed by parents, community action programs, training and job
placement agencies, non-profit entities, other genera programs and
education activities for the prevention of drugs and violence. The
Governor’s office must awvard 10 percent of its fundsto law
enforcement education partnerships.

During award year 1998-99, 25 private inditutions participated in the
Governor's Program. PRDE assigned $2,585,522 to the Governor's
Program funds for award year 1998-99. The Governor's Program
functions on a contract basis. PRDE “advances™ funds to ingitutions
not consdered high risk, and pays on areimbursement method to
high-risk indtitutions. Initidly, PRDE used the reimbursement method
for dl contracts. However, in response to complaintsto ED from
Subrecipients about untimely payment of contract funds, PRDE
notified ED that they developed a process for providing advance
payments to subrecipients and contractors effective February 24,
1999.

The purpose of our audit was to determine if PRDE’ s administration
of the Governor's Program was proper.
Specific objectivesincluded the following:

1. Determineif PRDE has adequate controls to request Governor's
Program funds from ED and digtribute the funds to subrecipients;

2. Deermineif PRDE has a sysem to monitor sub-recipients;
3. Deermineif PRDE has adequate controls for adminigtering

contracts for Governor's Safe & Drug-Free School Program
funds, and

?See Finding 3 for adetailed explanation of the “advance” payment method and Finding 1 for the timeliness of

payments.
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Methodology & scope

Datareliability
assessment

4. Determinetheflow of the federd fundsfrom ED to PRDE
through to the subrecipients and/or contractors.

To accomplish our objectives, we interviewed officias at:

Puerto Rico Comptroller’s Office, Puerto Rico Treasury Department,
Puerto Rico Governmenta Development Bank, Externd Resources
Office, and PRDE' s Finance Division to evaluate PRDE' s process for
adminigtering the Governor's Program. We dso reviewed PRDE's
A-133 audit report for the years ending June 30, 1996 and June 30,
1997.

A totd of 25 indtitutions participated in the Governor’s Program for
award year 1998-99. We judgmentaly selected 14 indtitutions for
testing. Our sample included four indtitutions dso tested in the Even
Start Program audit, which was conducted s multaneoudy; eight
ingtitutions that received over $55,000 in Governor’s Program funds;
one indtitution because of complaintsto ED program officids; and one
ingtitution which corresponds to the 10 percent law enforcement
contract. We sdlected al the draws reported in the Grant
Adminigration and Payment System (GAPS) award history report for
the period December 9, 1998 through April 23,1999 and tested
these funds drawn for 13 of the 14 indtitutionsin our sample. We
selected an additiona draw made on August 13, 1999 that
corresponded to the 10 percent law enforcement portion of the
Governor’'s Program. Of the 14 ingtitutions selected, we conducted
dtevigtsto 6 inditutions to interview inditutions' officids. Weaso
reviewed the inditutions expensefiles at PRDE' s Office of Externd
Resources.

We did not use dectronic data provided by PRDE for this audit With
the exception of GAPS information, we did not rely on electronic
data provided by the U.S. Department of Education. To verify the
accuracy of the GAPS data, we traced the funds drawn, as reported
in GAPS, from ED to PRDE' s source documentation. Based on our
tests, we conclude the data was sufficiently reliable to meet the audit
objectives.
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Audit period

Management controls

Our audit covered the period December 9, 1998 through August 13,
1999. Updated data as of January 25, 2000 was incorporated into
the findings presented. We performed fidldwork at PRDE’ s officesin
Hato Rey, Puerto Rico from June 28, 1999 through February 29,
2000. We determined the status of the 1998 and 1999 Single Audit
reports on June 13, 2000. In addition, we conducted two Site vidits
to indtitutions on September 24, 1999 and the other four in
September 16, 1999, November 12, 1999, December 14, 1999 and
January 18, 2000, respectively. Our audit was conducted in
accordance with government auditing standards appropriate to the
limited scope of the audit described above.

As part of our audit, we made an assessment of PRDE’ s management
control structure, policies, procedures, and practices gpplicable to the
audit scope. The purpose of our assessment was to determine the
leve of contral risk; that is, the risk that materid errors, irregularities,
or illega acts may occur.

We identified and dassfied the Sgnificant management contralsinto the
following categories:

= Cash management
= Contracts

Because of inherent limitations, a study and evauation made for the
limited purpose described above would not necessarily disclose dl
materia weaknesses in the control structure. However, our
assessment disclosed weaknesses specifically related to the cash
management and contracts. These weaknesses are discussed in the

body of this report.
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The PRDE needs major improvementsin its

administration of the Governor's Safe and Drug

Free School Program - Final Exhibit A
Number of monthsfor subrecipientsto receive first payment
Date Date # of months Date # of months

Proposal Effective PRDE PRDE between PRDE of first for subrecipients

acceptance date officials drew signing the payment toreceive funds

letter of signed funds contract and to after the contract

Institution date contract the contract from ED first draw from ED subrecipients issigned by PRDE
A 9/4/98 9/1/98 8/30/98 12/9/98 3 1/29/99 5
B 8/11/98 9/1/98 9/1/98 2/3/99 5 3/11/99 6
C 9/14/98 9/1/98 9/1/98 2/3/99 5 2/25/99 6
D 8/11/98 9/1/98 8/31/98 2/3/99 5 6/22/99 10
E 8/11/98 9/3/98 9/3/98 2/24/99 6 3/29/99 7
F 8/11/98 9/1/98 9/1/98 2/24/99 6 3/29/99 7
G 8/26/98 9/1/98 9/1/98 2/24/99 6 3/31/99 7
H 8/11/98 9/1/98 9/1/98 2/24/99 6 4/5/99 7
I 8/11/98 9/1/98 9/1/98 2/24/99 6 5/10/99 8
J 8/11/98 9/1/98 9/1/98 3/4/99 6 5/17/99 9
K 8/26/98 9/1/98 8/31/98 3/19/99 7 4/27/99 8
L 9/14/98 10/1/98 10/1/98 3/19/99 6 6/14/99 9
M 9/14/98 9/1/98 9/1/98 3/19/99 7 5/5/99 8
N 8/26/98 10/1/98 9/30/98 8/12/99 11 9/30/99 12

Note: Shading represents the site visited as part of the audit.




The PRDE needs major improvements in its administration of
the Governor's Safe and Drug Free School Program - Final

Exhibit B

Number of days Governor's Safe & Drug Free School Program fundswere held at the Puerto Rico Gover nmental Development Bank

ExcessDays
Date funds fundswerein
were  Date PRGDB Period Payment PRGDB
Amount requested  received covered voucher  Payments Check Date check asof
I nstitution requested by PRDE  thefunds by invoices date made amount Balance  wascashed  1/25/00
A $650,000 12/09/98  12/09/98 $ 650,000 52
Sept.98 01/22/99 $ 11,502
Oct. 98 01/22/99 $ 33,776
Nov. 98 01/22/99 $ 11633 $ 56912 $ 593088 01/29/99 72
Dec. 98 02/02/99 $ 15727 $ 15727 $ 577,362 02/18/99 93
Jan. 99 02/23/99 $ 53669 $ 53669 $ 523693 03/11/99 114
Feb. 99 03/25/99 $ 86362 $ 86362 $ 437,331 04/01/99 160
Mar-99 05/0599 $ 16062 $ 16,062 $ 421,269 05/17/99 196
Apr-99 06/14/99 $ 41679 $ 41679 $ 379589 06/22/99 239
May-99 07/29/99 $ 11,548
Jun-99 07/29/99 $ 43857 $ 55405 $ 324,185 08/04/99 266
Jul-99 08/23/99 $ 25316 $ 25316 $ 298,869 08/31/99 323
Aug-99 10/15/99 $ 47,060 $ 47,060 $ 251,809 10/27/99 364
Sep-99 11/29/99 $ 170,213 $ 170213 $ 81,596 12/07/99 379
Oct-99 12/17/99 $ 11,381 $ 11,381 $ 70,214 12/22/99 413
B $75,000 02/03/99  02/03/99 $ 75,000 37
Oct. 98 02/19/99 $ 3413
Nov-98 02/19/99 $ 5565
Dec-98 02/19/99 $ 5042
Jan-99 02/19/99 $ 759 $ 21615 $ 53,385 03/11/99 66
Feb.99 03/15/99 $ 6035 $ 6035 $ 47,350  04/09/99 108
Mar-99 04/26/99 $ 12,754 $ 12754 $ 34,596 05/21/99 125
April - June99 05/05/99 $ 28687 $ 28687 $ 5,909 06/07/99 236
Jul-99 08/27/99 $ 5909 $ 5909 $ - 09/26/99
C $65,574 02/03/99  02/03/99 $ 100,000 23
Sept. 98- Jan. 99 02/10/99 $ 34426 $ 34426 $ 65,574  02/25/99 7
Feb.- April 99  04/06/99 $ 28444 $ 28444 $ 37,130  04/20/99 135
May-June99 05/19/99 $ 36730 $ 57691 $ 400 06/17/99 357
D $95,000 02/03/99  02/03/99 $ 95,000 140
Sept. 98 04/06/99 $ 7,938
Oct-98 04/06/99 $ 11,588
Nov-98 04/06/99 $ 6874
Dec-98 04/06/99 $ 6,793
Jan-99 04/06/99 $ 8537
Feb 99 04/06/99 $ 6,859
Mar-99 04/26/99 $ 7527 $ 56115 $ 38,885 06/22/99 148
Apr-99 06/03/99 $ 8251 $ 8251 $ 30,634 06/30/99 213
May-99 06/24/99 $ 6700 $ 6,700 $ 23,934 09/03/99 202
Jun-99 08/0599 $ 6261 $ 6261 $ 17,674 08/23/99 268
July -Aug99  10/05/99 $ 12497 $ 12497 $ 5176 10/28/99 357
E $100,000 02/23/99  02/24/99 $ 100,000 127
Oct. 98 02/17/99 $ 2,809
Nov-98 02/17/99 ¢ 7,893 $ 10,701 $ 89,299  06/30/99 34
Dec-98 02/23/99 $ 8,089
Jan-99 03/15/99 $ 9963 $ 40955 $ 71,246  03/29/99 49
Feb-99 03/26/99 $ 8175 $ 8175 $ 63,071 04/13/99 101
Mar-99 05/05/99 $ 10,035 $ 10,035 $ 53,036 06/04/99 156
Apr-99 06/07/99 $ 8767 $ 16202 $ 44,268 07/29/99 175
May-99 08/04/99 $ 11,273
Jun-99 08/04/99 $ 32465 $ 43737 $ 531 08/17/99 336
F $50,000 02/23/99  02/24/99 $ 50,000 34
Sept. 98 02/17/99 $ 2,096
Oct-98 02/17/99 $ 3,662
Nov-98 02/17/99 $ 3,661
Dec-99 02/19/99 $ 13484 $ 40955 $ 27,097  03/29/99 114
Jan. 99 05/25/99 $ 3835
Feb-99 05/25/99 $ 2972
Mar-99 05/25/99 $ 2406 $ 9212 $ 17,885 06/17/99 175
Apr-99 08/05/99 $ 3920
May-99 08/05/99 $ 4094 $ 8014 $ 9,871 08/17/99 210
Jun-99 08/3/99 $ 9738 $ 9738 $ 133 09/21/99 238
Jul-99 09/24/99 $ 133 3 133 $ - 10/19/99

Page 1 of 2



The PRDE needs major improvements in its administration of
the Governor's Safe and Drug Free School Program - Final

Exhibit B

Number of days Governor's Safe & Drug Free School Program fundswere held at the Puerto Rico Gover nmental Development Bank

ExcessDays
Date funds fundswerein
were  Date PRGDB Period Payment PRGDB
Amount requested  received covered voucher  Payments Check Date check asof
I nstitution requested by PRDE  thefunds by invoices date made amount Balance  wascashed  1/25/00
G $75,000 02/23/99  02/24/99 $ 75,000 36
Oct98-Jan99 02/19/99 $ 25,681
March99 - May 9¢ 03/10/99 $ 23234 $ 48915 $ 26,085 03/31/99 141
June 99 - Sept. 99 06/03/99 $ 26,085 $ - 07/14/99
H $250,000 02/24/99  02/24/99 $ 250,000 41
Sept. 98 02/23/99 $ 15,789
Oct. 98 02/23/99 $ 14,510
Nov. 98 02/23/99 $ 15933
Dec. 98 03/10/99 $ 17553 $ 63,785 $ 186215 04/05/99 85
Jan-99 04/27/99 $ 18153 $ 18153 $ 168,062 05/19/99 104
Feb-99 05/14/99 $ 22478 $ 22478 $ 145584 06/07/99 139
Mar-99 06/14/99 $ 21594 $ 21594 $ 123989 07/12/99 168
Apr-99 07/09/99 $ 17545 $ 17545 $ 106,445 08/10/99 182
May-99 08/09/99 $ 16,708 $ 16,708 $ 89,737  08/24/99 205
Jun-99 08/18/99 $ 16596 $ 1659 $ 73,141  09/16/99 244
Jul-99 09/27/99 $ 16849 $ 16849 $ 56,292 10/25/99 336
| $75,000 02/24/99  02/24/99 $ 75,000 76
Sept. 98-Jan.99 02/19/99 $ 8060 $ 8060 $ 66,940 05/10/99 183
Feb.-June99 08/0599 $ 66940 $ 66940 $ - 08/25/99
J $50,000 03/04/99  03/04/99 $ 50,000 75
Sept. 98 03/15/99 $ 400
Oct. 98 03/15/99 $ 2,035
Nov. 98 03/15/99 $ 4335
Dec. 98 03/15/99 $ 3,667
Jan-99 03/15/99 $ 379 $ 14232 $ 35,768  05/17/99 75
Feb.99- April 99 04/07/99 $ 13594 $ 13594 $ 22,173  05/17/99 119
May 99-June99 05/14/99 $ 22173 $ 22173 $ - 06/30/99
K $41,640 03/19/99  03/19/99 $ 60,000 40
Nov., Dec. 98, Jan.¢ 03/12/99 $ 18630 $ 18630 $ 41,370  04/27/99 99
Feb.and March. 9¢ 04/27/99 $ 12484 $ 12484 $ 28,886 06/25/99 104
Apr-99 06/03/99 $ 6210 $ 6210 $ 22,676 06/30/99 165
May-99 06/25/99 $ 6,210
Jun-99 08/03/99 $ 6210 $ 12420 $ 10,256  08/30/99 228
Jul-99 10/06/99 $ 98% $ 98% $ 360 11/01/99 313
L $94,693 03/19/99  03/19/99 $ 94,693 88
Nov., Dec.98, Jan. Fet 05/17/99 $ 28825 $ 28,825 $ 65867.65 06/14/99 251
March-Jul 99  10/28/99 $ 65867 $ 65867 $ 1 11/24/99 313
M
$75,000 03/19/99  03/19/99 $ 75,000 48
Feb. 99 03/26/99 $ 53721 $ 53721 $ 21,279  05/05/99 97
Apr-99 06/09/99 $ 21,279 $ 21279 $ - 06/23/99 313
$ 166,081
N $166,081 08/12/99  08/13/99 Oct 98- March99 08/03/99 $ 77,713 N/A $ 88,368
Apr-99 08/03/99 $ 67,698 N/A $ 20,670
May-99 08/03/99 $ 9,449 N/A $ 11,221
Jun-99 08/03/99 $ 11,220 N/A $ 1 09/30/99 49
Total amount r  $1,862,988
Total outstanding balance $ 132975

The payment information is through January 25, 2000

Page 2 of 2






Institurtion Letter of | Outstanding
Exhibit B Batonce
Yo si Puedo A $70 215
Municipio de Aguada 1> 5176
Centre Sor Lsoling- Foncs E 511.00
LULAC H 2828
Municipio de Arecibo K wo0g -
TOTAL 879090
RE ATIONS:

2.1 — Follow the CMIA, Fero Balance Acconnting far the Governer's Program,
The FRIDE agrees w fallow the Zero Balance Accmmiting foe the Covemors
Program, This change in polioy has elready been sohmitted 6o the PIR Treasury
and she Cash Manngement Agreement will being revised accordingly. (See
Eshibit 10

22— Compate interest owed io the fedaral povarnnsent for funds that wero at the PR
Crorvernmend Lievelopnant Bank earning inferest.
The PRDE nzress that interest is owed o the federal povermment for tunds that
were il the PR GDE cuming inlerest,

23— Ieicrsmine the cuorrent gxeess coxk freld and retarn 6 fo EI
The PRDE agrees tat any funds thet have been drawn i sdvance thal are ool in
comp ince with excess cash mouirements o the resndotisn of this aodit sheald b
returned 1o ik Colerad povertnont,

Hinding N, 3 = £
pay ety made to sobrocipivnts

Thee OLG repett cies deficlencies i PRDE's process of making advance
payments ti comtractors. The O should be awaro that in 1985, over the senoos
objecnon of the FRDE, the UISDE mandatcd thar PRDE provide advanced payineds 1y
subrecipients. (Sce Exhibit 11, documenting USDE pressure o abandon reimbosement
foer camtrictars s wee wevimes fundingl Despite 115 sertous consers wath implementing
such f ExEtem U Puerto Rice, (ke FROE mplementzd the TSDE's mandate begioning in
the 109899 school year,

fu) Unyupported draws fofal 320,004
Uhe $14,425 wentiGed as unsupposted dewars was slieady includad in the PRIDE":

cakulasion of exoess cash Trom Finding 2, as a kel ance on ihe Yo Si Puede”™ couricl.
Wilh Tegearcd 1o the 38,667 50, a total of 8 307 50 wes supporisd and paid (this

Fuerte Rice Theparinxert of Bluocation nagedaf T
Sesprednbet £, 2000



doonmentarion will be provided to the O as soen as 30 9s prepared), kaving &
umsupperted balance of $360,

b)) Unreconciled “udvarce®™ paymeents fotgled 353,385

In 199898 the PREE initiaed the advance puyment sysiem io response wo ED's
demand . { The practice in post weus wos o pay contractons based on reimbarsement for
cxpenditures docamenied.) Prom s inimial implementation, the PROD' s policy tor
alvance payments icleded nwmesows checks and balinces, including guarerly
recvncluilane, Those proccdures were strengthened during the second year of
implementing sdvanced rayveents. In January, 26600, the OMice of Exlenul Resoures
zunl 4 detailed memorandun: explaining the procedures for obtainmg advaoesd pavments
frr the Even Start Program — the “Pre-Payment Policies. [Exhibit |3} These milicies also
wime Applied do the Govemor™s Tailke IV Progeare, The Pre-Poyrment Policy explicitly
stabes 0 cequssts for pe-payment will be processed wnless socompenied by evidenee of
xpeddinires Trom the frevions toriod, abd thal projeetions for which no expenditoe:
evidenoe wan avallable will be deducted from the subsesuent request for funds. (See
Exhihic 12, parngraphs 3 & 4]

Froponents reosive multiple orentstions b the zodvames punment process svan
besFome Ul propgram year begios. The contractor is reguirad to subomit o focm,
“Infowrmation on Expenditures and Request for Fumds”, which shows: odpmal budect;
secumilared cxpesdinmes from the e year; expenses brom e Lasi quarter; projected
woasdx S the next gurter; and Uhe remaining balunce in e sceoust. This infonmation is
reviewsd and validarcd by the Bxternal Resources Otfice before heing sent 1o the Finanee
OTiee [ur a second analysiy,

I the event o contracter ingoereet]y projects the budgel Tor il uasletly eapenses,
it is the PRIDE's practice ro adjust subsesuent parments to isflect the overpayment or
underpayiment. [1Thizs practice 15 enumerated explivicly io the Pre-Paymenl Poliy.
peragraph 3, Exhibit 12, sud an example of this praciice is illustrated n PEDE's
refutation of Finding 4 of the Even Start drdt Report y

Ihe draft report eleges that the PROE faled toreconeile sdvionce payments o
COnIReIoRs, resnling i R3A988 of vndocutmentsd pryinents. The PRI2E dizagrees wilh
Lhis finding. Tn mawst ewses, tha FRODE aiber reconciled (e sccounts o a sy basis o
recangiled the accomets subsaquens o che CHO 'y review dale. Afschemsen 13 provides
evidence for these tescncilinticns wd sbows 4 mmeining vnreconeciled halunes of
521,521 .98, The FRDE 15 werking with the ez conmactnrs at igsue in order (o obtain
SURPGIENE docimentucn of Tequest o recutn of [unds.

Pk Riv Deparionent ol Udecation pasee S 0L T
Sepoember 6, 2000




Institution Uospported payncots
Certra Sar Lealina-Caimita 55 418 52
Asociacidn Apaya Educative 5.447.31
Exe. Libve de Drogas ¥ Armes 6.696.08
T'redal : $2152198
14 MM LA TTONE:

A1, = Reteirn the Federal fands totefing 23,004 thai could nod be supporied.
T"I.n‘."FRD-E- igl'lﬂtsi 1]'IH| J.I.'I'r'll |‘I.I:I1|'JJ: |.|'|=.1. Cumnmeil l.'.l: ILII.!PL}I’IEI] TmLsL ]’H II.'|.I.LI'I1\‘.‘1.] Lir ED
The PEDE shonld not be required ro menrm aoy funds that bave already bosn

mclisded in Lhe exeess cush caleulavions in Finding 2.

3.2 ~ Provide the supporting documentation for the $33,9858 of unsupported oopenses
paid ta sedrocipionis, oferwine, retern thet amoras to B,
The PEDE provides documeitation of expenses at Eakibit 13 and 42 working with
Eontraclar 1 resolve suslanding amount. Any espenses v which the PRIE
cannot show suppad b showld be retumed e ED.

3.3 — Provide Finaner Division and Exieronl Resources personnel proper fraining fo
endure fhat they verify support ingr docsm éfduiton,
Tha FRDE will enhanca s systam al comirols by providing sdditional eaining to
peesonnel from tae Oftices of Exsernal Resowrces and Fimance, This training will
e condweded dhenng the fst quarter of the ypcoming wear.

Ad = Ferform the guarterly reconeifiafions needed o cnsure compfinnee with ke

catablished procedure;
The PRDE hivs becr able o agply its quarterly seconcilistion prosess men:
onsiskerly and wniformily siece i has nereased the adimdiisteonive capaeiy of
the Covernar's program. The Cloverngrs program s hus a fizeal officer in the
Exicrnal Resources Office, s well as the propram director and clerical smaff, This
enhameed suppotl will cesult in beder complianee with Lhe estabisbd
reconciliation procedure,

3.5 = Appiy a resmbuirsenient metkod on tie last pavine sl pade fo subpectpleses.
The PRDE s pec-paymcir policy cogrently contemplates using a eeimbursement
methad to pay the Last contrect installmend. (See policy, paragrapil &, Exbibil 12)

Fuertn Rice Depanment af Bducation. pape ol T
Gepnember &, 2000



The finding alleges that the PRIDE lacked proper comtrols due 1o madesuate
recorilision and validaton by depaniments responsible for appraving and disbariing
Oovernor's Program funds, The PRDE disagrass ath i finding, As noted i its
respoeie b0 Finding 3, the PEDE maintains 2 strang system of chacks and balunces
Moreoeer. in Tnoueary, 2000, the PRDE formelized is system for Pre-Payment Procadures.
including Tecenciliction and validation, [Sec Exhibil 121

RECOMMENDATIONS:

A § Make the 400 payncent to te invdifaiion,
This pawment of S0 wes mads on April 19, 2000, decument #0000 780700
(Exhibit 147

4.2 Retarn fke federal Tands foloiing 3270,
While the PRDE ackeowledpes deaseing 3270 in cxecss. this ameu nt was oot paid
b the contracler and s inctuded in the rzmaining balance of 3260, elerenced in
Finding 3. (Exhibit 15

4.3 Moke an adivsting entry for ihe 54.700 of overcharped expenses.
This adjusement was made on September 28, 1999 in jeumal weucher nomber
CRIDSITEE, (Exlubit 16)

4.4 Strenethen its internal controd striecture by establivhing better compimicaon
hetween deparfmeniy thereby aaening thaf periodic reviews and reconciling
JSinercial informetion pracessed af separale diporTmen are aplenenied.

The PRDE will strengthen its existing reconciliaton and validatien polcies
throtigh additional eatting of PRDE s1aff, a5 well 08 ortentacion o e
PHOpONENTs.

Prozotn Rico Deparbnent of Eduenion puge Tl T
Sepreniber 6, 20




