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San Juan, Puerto Rico

Report on the Financial Statement

We have audited the accompanying statement of cash receipts and cash disbursements (“the financial
statement”) of the Puerto Rico Department of Education (“PRDE”) (“the Entity”), an executive
agency of the Commonwealth of Puerto Rico, for the year ended June 30, 2014, and the related notes
to the financial statement. ~

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in
accordance with the cash basis of accounting desctibed in Note 2; this includes determining that the
cash basis of accounting is an acceptable basis for the preparation of the financial statement in the
circumstances. Management is also responsible for the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Out tesponsibility is to express an opinion on this financial statement based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
petform the audit to obtain reasonable assurance about whether the financial statement s free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statement. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statement, whether due to fraud or
error. In making those tisk assessments, the auditor considers internal control relevant to the Entity’s
preparation and fair presentation of the financial statement in order to design audit procedures that
are approptiate in the citcumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the financial statement.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Audit ¢ Tax e Advisory
Member of Grant Thornton International Ltd
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Opinion

In our opinion, the financial statement referred to above presents fairly, in all material respects, the
statement of cash teceipts and cash disbursements of the Puerto Rico Department of Education
for the year ended June 30, 2014, in accordance with the cash basis of accounting described in Note 2.

Basis of Accounting

We draw attention to Note 2 of the financial statement, which describes the basis of accounting. This
financial statement is prepared on the cash basis of accounting, which is a basis of accounting other
than accounting principles generally accepted in the United States of America. Our opinion is not
modified with respect to that matter.

Other Matters

As discussed in the Note 6 (d) to the Statement, PRDE has expended certain federal grants funds in a
manner that may have violated certain of the restrictive provisions of the related grants. The possible
outcome of this matter is uncettain at this time. If expenditures are disallowed as a result of this
situation, PRDE may be subject to possible federal claims for refunds of grants monies and the
imposition of several remedies or enforcement actions, as more fully explained in Note 6 (d) to the
Statement.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis on pages 4 through 12 be presented to supplement the
Statement. Such information, although not a part of the Statement, is required by the Governmental
Accounting Standards Board, who considets it to be an essential part of financial reporting for placing
the basic financial statement in an approptiate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquires of
management about the methods of preparing the information and comparing the information for
consistency with management's responises to our inquires, the Statement, and other knowledge we
obtained duting our audit of the Statement. We do not express an opinion ot provide any assurance
on the information because the limited procedutes do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the Statement taken as a whole. The
accompanying schedule of expenditures of federal awards as required by the Office of Management
and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, is presented
for purposes of additional analysis and is not a required part of the Statement. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting
and othet records used to prepate the Statement. The information has been subjected to the auditing
procedures applied in the audit of the Statement and certain additional procedures, including
compating and reconciling such information directly to the underlying accounting and other records
used to prepare the Statement, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated, in
all material respects, in relation to the Statement as a whole.

Audit * Tax » Advisory
Member of Grant Thornton International Ltd
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Other Reporting Required by Government Auditing Standards

In accotdance with Government Anditing Standards, we have also issued our report dated March 30, 2015,
on our consideration of the Entity’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that repott is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
petformed in accordance with Government Auditing Standards in considering Entity’s internal control
over financial reporting and compliance.

San Juan, Puetto Rico,
Match 30, 2015. Zg/we é W/ ﬂmfy},@ w

Audit * Tax » Advisory
Member of Grant Thornton International Ltd



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2014

Introduction

This section of the financial statements is classified by the Governmental Accounting Standard Board
(GASB) as Required Supplementary Information (RSI). It is intended to provide an objective and easy
readable analysis of the government’s financial activities. Along with the Statement of Cash Receipts and
Disbursements, the management’s discussion and analysis should provide the users with the most relevant
information regarding the financial condition of the Puerto Rico Department of Education (“PRDE”) as of
June 30, 2014 including a general comparison to the prior fiscal year. The management of PRDE provides
this annual financial repott and the management’s discussion and analysis of the PRDE’s financial
petformance duting the fiscal year ended June 30, 2014. This report includes the cash received and cash paid
as a result of the operating activities of the PRDE including funds appropriated by the Commonwealth of
Puetrto Rico (“the Commonwealth”) and federal financial assistance programs granted by the US
Governmental Agencies (USGA).

Overview of the Financial Statements

The annual teport includes the independent auditors’ report, the statement of cash receipts and cash
disbursements, the schedule of expenditures of federal awards and the management’s discussion and analysis.
This report also includes notes that explain in detail the information contained in the statement of cash
receipts and cash disbursements. The discussion will focus on major components of the statement of cash
receipts and disbursements along with any facts, conditions or decisions that are expected to have a

significant impact on the activities of PRDE.

Financial Analysis of the Statement of Cash Receipts and Cash Disbursements

Total Governmental Activities

The Statement of Cash Receipts and Cash Disbursements presents within its cash receipts the funds
approptiated by the Commonwealth and the grants received from USGA. It also presents its cash
disbursements by program/function. The difference between the cash receipts and disbursements is
ptesented as an excess ot deficiency for the year. All this combined provides the general financial information
of PRDE; however, one will need to consider other nonfinancial factors within any comprehensive analysis.



Puerto Rico Department of Education

(An Executive Agency of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2014

Financial Analysis (continued)

Cash Receipts and Cash Disbursements - Total Governmental Activities

Condensed Financial Information:

Cash Receipts:
Commonwealth appropriations
Intergovernmental — federal government
Total cash receipts
Cash Disbursements:
Current:
General government
Vocational and Technical Education
Community Schools
Integrated Educative Services for the Disabled
Food Services for Students
Schools' Quality of Life and Drug Free
Integrated Services to Communities
Adult Education
Technological Institutes
Auxiliary Services and Technical Assistance

Institute for Administrative Training and Counseling to Schools

Public Schools Maintenance
Printing Services

Indirect Costs

Joint Resolutions

Special Accounts

Total cash disbursements
Excess for the year

Year Ended June 30 Change
2014 2013 In dollars Percentage
$ 2292335944 §  2342751,677 §  (50,415,733) (2.2%
1,215,953,604 1,234,613,384 (18,659,780) (1.5)%
3,508,289,548 3,577,365,061 (69,075,513)
2,114,835 1,705,649 409,186 24.0%
89,338,682 89,497,044 (158,362) 0.2%
1,934,528,070 2,256,195,444 (321,667,374) (14.3)%
554,988,189 476,393,857 78,594,332 16.5%
322,034,404 315,117,412 6,916,992 2.2%
8,628,584 9,846,381 (1,217,797) (12.4)%
57,053 55,282 1,771 3.2%
14,496,005 23,886,114 (9,390,109) (39.3)%
19,157,143 15,107,136 4,050,007 26.8%
45,538,609 51,676,819 (6,138,210) (11.9)%
135,511 252,052 (116,541) (46.2%
16,398,917 18,092,846 (1,693,929) 9.4%
819,599 871,010 (51,411) (5.9%
18,632,186 25,198,756 (6,566,570) (26.1)%
108,160,675 171,163,658 (69,002,983) (38.9)%
190,788,872 161,925,934 28,862,938 17.8%
3,325,817,335 3,622,985,394 (297,168,059 (8.2%
$ 182,472,214 § (45,620,333) § 228,092,547 (500.0)%




Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2014

Financial Analysis (continued)

The total cash receipts and cash disbursements of the Governmental Activities include the individual
activities of the Commonwealth Appropriations (General Fund) and the Federal Government Grants (Title- I
and Other Governmental Funds). The distribution of the cash receipts and cash disbursements per each

individual activity is presented in the following charts:

Cash Receipts

Title |
17%

Cash Disbursements

Title |
14%




Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2014

Financial Analysis (continued)

For the year ended June 30, 2014, PRDE’s Statement of Cash Receipts and Disbursements reflects an excess
of teceipts over disbursements of $182.5 million. The main reason for the overall excess of cash receipts
over cash disbursements is the recovery of funds tesulting from prior yeats "deficiencies" or excess of cash
disbursements over cash receipts due to the fact that PRDE presents its statements using the cash-basis of
accounting and as a tesult, it is limited to only reporting cash receipts and cash disbursements when the
transactions meet the timing requitements. During fiscal years (“FY”) 2012 and 2013 PRDE presented
deficiencies of $125.8 million and $45.6 million, respectively. The variations for the year ended June 30, 2014
when compared to the same period in 2013 are described ahead:

General Government increased approximately $409 thousand or 24% from last year mainly due to the
relocation of several offices within the agency as part of a restructuring plan of the Secretary. The office of
"Remedio Provisional" which was previously located under Associate Secretariat of Special Education as well
as the "Agencia Estatal Aprobadora de los Institutos Tecnolégicos" which was previously located under the
Vocational and Occupational Secretariat were moved under the Office of the Secretary of Education.
Therefore, their payroll and payroll related expenses are now recorded under this function. This increase was
of approximately $160 thousand or 40% of the total increase. Other increases were related to the purchase of
matetials and equipment for the accommodation of these new offices, and the contracting of professional
and consulting services. These setvices were from personnel in charge of reviewing the organizational
structute of the agency and for the preparation of new regulations and procedure manuals for the Under
Secretariat of Administration.

Community Schools decteased approximately $322 million or 14.3% when compared with last year
disbursements, mainly due to a $334 million dectrease on Title I Part A Program disbursements. Please refer
below for the explanation on the vartiances for cash receipts and cash disbursements for the Title I Fund

under the section for Governmental Funds Results.

Integrated Educative Services for the Disabled increased $78.6 million or 16.5% from last year due,
among other things, to the payment for student transportation which previously was mainly paid through
joint resolutions. For FY2014, the disbursements for this type of expense were increased within this function
by approximately $84 million. Other increases were on professional services paid during 2014 of $3 million,
given that the Associate Secretariat of Special Education paid for the professional development of PRDE
petsonnel in otder to be able to provide setvices to the special education students internally, instead of
outsoutcing these setvices. There was also a reduction of approximately $18 million within this function
given to the fact that EDJobs Program closed during the year.

Adult Education decreased $9.4 million or 39.3% due mainly to a reduction in the contracting of personal
and professional setvices caused by a change in contracting process that was implemented by the state at the
beginning of FY 2014. There was also a reduction in disbursements within this function due to the closing of

the Even Start Program.



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2014

Financial Analysis (continued)

Technological Institutes increased $4 million or 26.8% due to the payment of prior year debts. During FY
2014 the Technological Institutes were paying their current expenses plus some of priot yeats.

Institute for Administrative Training and Counseling to Schools decreased $116 thousand or 46.2%
from last year due to a decrease in payroll and payroll related expenses related to the retitement of personnel
during FY 2013. These expenses decreased by $103 thousand, which represent 89% of the total reduction in
disbursements within this function.

Indirect Cost decreased $6.6 million or 26.1% when compared to last year mainly due to the following:
computer licenses that during FY 2013 were paid with funds within this function, were purchased duting FY
2014 through funds from other functions, representing a reduction of approximately $4 million; duting FY
2013 maintenance to the information system were paid which resulted in a reduction in that type of
disbursement of approximately $2.1 million; maintenance expenses wete reduced during FY 2014 by $1.5
million since those wete paid through a special account duting FY 2014; during FY 2013 funds within this
function, $1.7 million approximately, were used to pay fot prior year debts of the School Food Authority, this
year this was not repeated. Dectease was partially offset by increases on disbutsements related to donations to
students with academic excellence and for the payment of salary related debts, representing an increase of $1
million and $2.7 million respectively.

Joint resolutions decreased by $69 million or 38.9% when compared with FY 2013. As explained above,
payment for student transportation which was paid on prior year through this function, duting FY 2014 wete
mostly covered with funds within the function for Integrated Educative Services for the Disabled, therefore resulting
in decreased on cash disbursements of approximately $76 million. Other decreases on disbursements within
this function were due to disbursements on FY 2013 that wete not repeated during FY 2014 such as $10.7
million for collective labor agreement ($600 for each employee) and a reduction on disbursement for
information system's professional services within this function of $4 million is shown because during FY
2014, as opposed to FY 2013, these disbutsements were paid from funds within the functions of Indirect Cost
and General Government. Increases on disbutrsements, on the other hand, of approximately $22.8 million were
observed within this function due to the following: $4 million were disbursed for the payment of prior year
debts for the School Food Authority and $18 million were disbursed for the liquidations of employees tetired
or resigned on or before FY 2014.

Special Accounts increased $28.9 million or 17.8% when compatred with FY 2013 data because of Act 43 of
June 30, 2013 which was approved to create the "Fondo de Apoyo Presupuestario”. This act requested from
spectal accounts of the PRDE to contribute approximately $24.3 million of its funds. The balance remaining
on the special accounts of the PRDE were used, among other things, on the creation of scholarships and
financial aids for students attending the Technological Institutes.



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puetto Rico)

Management’s Discussion and Analysis
June 30, 2014

Financial Analysis (continued)

Governmental Funds Results

The PRDE has two major governmental funds: General Fund and Title I (Title I Grants to Local Educational
Agencies Fund, a special revenue fund) and an additional column aggtegating all other non-major
governmental funds. Following is an analysis of the major changes of cash receipts and cash disbursements
for these funds, if any:

General Fund

This is the main operating fund of the PRDE and is used to account for the funds appropriated by the
Commonwealth. Such funds are disbursed throughout the programs and functions of the PRDE. The general
fund 1s used to account for all financial transactions, except those required to be accounted for in another
fund.

Cash Receipts and Cash Disbursements — General Fund

Condensed Financial Information:

General Fund Change
2014 2013 In dollars  Percentage
Cash Receipts:
Commonwealth appropzriations $ 2,292,335,944 2,342,751,677  § (50,415,733) 2.2%
Cash Disbursements:
Total cash disbursements 2,294.726,987 2,301,717,619 (6,990,632) 0.3)%
(Deficiency) excess $ (2,391,043) § 41,034,058  § (43,425,101)  (105.8)%




Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puetto Rico)

Management’s Discussion and Analysis
June 30, 2014

Financial Analysis (continued)

The main functions over which cash disbursements were made include Community Schools and Integrated
Educative Services for the Disabled; however the following chart presents a complete analysis of total cash

disbursements from the General Fund per each function:

Cash Disbursements

Other Funds .
Special Accounts

3%
Joint Resolutions
5%

3%

Auxiliary Services
and Technical
Assistance
2%
Food Services for
Students
5%
Integrated
Educative Services
for the Disabled
19%

Vocational and
Technical Education

Community Schools

Title I Fund

This fund is used to account for a portion of the Federal financial assistance programs restricted to help
schools improving the teaching and learning of children failing, or most at-risk of failing, to meet challenging

State academic standards.
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2014

Financial Analysis (continued)

Cash Receipts and Cash Disbursements — Title I Fund

Condensed Financial Information:

Title I Change
2014 2013 In dollars  Percentage

Cash Receipts:
Intergovernmental — federal government  $ 590,380,312 § 635,744,270 $ (45,363,958) (7.1)%

Cash Disbursements:
Total cash disbursements 450,341,783 784,229,974 (333,888,191) (42.6)%
Excess (deficiency) $ 140,038,529 § (148485,704) § 288,524,233 (194.3)%

The decrease in cash disbursements of the Title I Fund responds mainly to the closing of the operations of
the Supplemental Educational Services (SES) project during FY 2014. Expenditures for SES during FY 2013
amounted to approximately $184 million.

PRDE received the approval to the Flexibility Plan on October 2013 and, as part of the approved waivers,
PRDE was given the opportunity to choose not to implement SES. Instead, PRDE developed a strategy
named “Programa de Estrategias Educativas Complementarias” (PEEC) which started operations on January
2014. FY 2014 disbursement for PEEC amounted to approximately $17 million, resulting in a decrease of
approximately $167.5 million, when compared with SES disbursements for FY 2013.

Another significant factor for the decrease on disbursement for the Title I funds is due to the fact that, during
the FY 2013, PRDE operated with several Title I federal grants corresponding to FYs 2010, 2011, 2012, 2013
and also funds received from the American Recovery and Reinvestment Act (ARRA) of 2009. During FY
2014, operating under normal conditions, only two grants were open.

There was also a reduction of approximately $20 million in funds received under Title I which contributed to
the decrease in cash disbursements for the year. In order for PRDE to consistently fulfill all Title I School's
needs, it was necessary to reduce the funds assigned to the discretionary Title I set-asides. As a result to the
reduction of funds available for these set aside, the following was observed:

e A decrease in work plans related to Professional Development, which resulted in a decrease of
approximately $48.1 million in expenditures.

e A decrease in work plans funded by District-wide funds, which resulted in a decrease of
approximately $25.4 million in expenditures.

11



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2014

Financial Analysis (continued)

e A decrease in work plans related to Teacher Certification, which resulted in a decrease of
approximately $17.9 million in expenditures.

¢ Administrative expenditures decreased by approximately $14.8 million mainly due to a reduction in
professional service expenses.

Contacting the PRDE’s Financial Management

This financial report is designed to provide a general overview of the Department’s finances and to
demonstrate accountability for the funds administered. If you have questions about this report or need
additional financial information, contact the Puerto Rico Department of Education, P.O. Box 190759, San
Juan, Puerto Rico, 00919-0759.

12



Puerto Rico Department of Education

(An Executive Agency of the Commonwealth of Puerto Rico)

Statement of Cash Receipts and Cash Disbursements
Year Ended June 30, 2014

Cash Receipts:
Commonwealth Appropriations
Intergovernmental — Federal Government

Total cash receipts

Cash Disbursements:
Current:
General Government
Vocational and Technical Fiducation
Community Schools
Integrated Educative Services for the Disabled
Food Services for Students
Schools' Quality of Life and Drug Free
Integrated Services to Communities
Adult Education
Technological Institutes
Auxiliary Services and Technical Assistance
Institute for Administrative Training and Counseling to Schools
Public Schools Maintenance
Printing Services
Indirect Costs
Joint Resolutions
Special Accounts
Total cash disbursements
Excess (deficiency)

Other Total
Governmental Governmental Governmental
General Fund Title I Funds Funds Adjustments Activities
S 2202335044 $ - $ § $  2,292,335,944 3 . S 2202335944
- 590,380,312 625,573,292 1,215,953,604 - 1,215,953,604
2.202,335,044 590,380,312 625,573,292 3,508,289,548 . 3,508,289,548
2,114,835 - - 2,114,835 - 2,114,835
69,935,985 - 19,402,697 89,338,682 . 89,338,682
1,270,728,282 450,341,783 213,458,005 1,934,528,070 - 1,934,528,070
436,736,717 § 118,251,472 554,088,189 § 554,088,189
117,285,793 - 204,748,611 322,034,404 - 322,034,404
8,628,584 - - 8,628,584 - 8,628,584
57,053 - - 57,053 - 57,053
2,867,034 - 11,628,971 14,496,005 - 14,496,005
6,631,493 - 12,525,650 19,157,143 - 19,157,143
44,805,450 - 733,159 45,538,609 - 45,538,609
135,511 . . 135,511 - 135,511
16,398,917 - - 16,398,917 . 16,398,917
819,599 - - 819,599 - 819,599
18,632,186 § . 18,632,186 § 18,632,186
108,160,675 - - 108,160,675 - 108,160,675
190,788,872 - - 190,788,872 - 190,788,872
2,204.726,987 450,341,783 580,748,565 3,325,817,335 - 3,325,817,335
) (2,391,042) $ 140,038,529 & 44824727  § 182,472,214 $ - 8 182,472,214

13



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Notes to Statement of Cash Receipts and Cash Disbursements
June 30, 2014

M

@

Reporting entity:

The Depattment of Education of the Commonwealth of Puerto Rico (“PRDE”) was organized under
Atticle V, Section 6 of the Constitution of the Commonwealth of Puerto Rico (the Commonwealth).
PRDE is presented as part of the Commonwealth’s basic financial statements. PRDE is responsible
for the planning and administration of all public elementary, secondary and some post-secondary
education throughout Puetto Rico. The Sectetary of Education is appointed by the Governor of the
Commonwealth of Puerto Rico.

On July 15, 1999, the Legislatute of the Commonwealth of Puerto Rico enacted Law Number 149,
“Iey Orgdnica del Departamento de Educacidn Piblica de Puerto Rico.”” This law establishes Puerto Rico’s
public policy in the educative area and creates a public education system based on community schools
with academic, fiscal and administrative autonomy. The community schools autonomy allows them to
design, develop and engage in income generating activities. Such revenues and the related expenditures
are accounted for and administered directly by each community school. PRDE has no accounting
control of such transactions but management believes that such revenues and related expenditures are
not significant in regard to the Statement of Cash Receipts and Disbursements taken as a whole.

The Sectetary of Education is also the Executive Director of the Office for the Improvement of the
Public Schools (the OIPS) and PRDE has oversight responsibilities over it. However, its operations
are subject to a separate financial or single audit, as applicable or required.

PRDE is considetred both, a State Educational Agency (SEA) and a Local Educational Agency (LEA)
for putposes of administetring federal financial assistance programs. PRDE is, for financial reporting
putposes, a patt of the general fund in the Commonwealth's financial statements.

Basis of presentation and summary of

significant accounting policies:

The accompanying statement of cash receipts and cash disbursements is prepared using the cash basis
of accounting,.

(a) Basis of accounting -

The accompanying statement of cash receipts and cash disbursements is prepared using the
cash basis of accounting, which is a basis of accounting other than accounting principles
generally accepted in the United States of America (GAAP) as established by the
Governmental Accounting Standards Board. This basis of accounting involves the recognition
of revenue and expenses when cash is received and disbursed, respectively.

This cash basis of accounting differs from GAAP primarily because revenues (cash receipts)
are recognized when received in cash rather than when earned and susceptible to accrual, and
expenditures or expenses (cash disbursements) are recognized when paid rather than when
incurred or subject to accrual.

14



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Notes to Statement of Cash Receipts and Cash Disbursements
June 30, 2014

(b)

(©)

Fund financial statement -

Fund accounting is designed to demonstrate legal compliance and to aid financial management
by segregating transactions related to certain government functions or activities, A fund is a
separate accounting entity with a self-balancing set of accounts. The financial activities of
PRDE that are reported in the accompanying statement of cash receipts and cash
disbursements have been classified into governmental funds. Major individual governmental
funds are reported as separate columns in the fund financial statements, with non major funds
being combined into a single column. The following are classified as major governmental
funds:

»  General Fund — This is the main operating fund of PRDE and is used to account fot
the funds appropriated by the Commonwealth.

» Title I Grants to Local Educational Agencies Fund — This fund is used to account for
federal financial assistance programs restricted to help local education agencies (LEAs)
and schools improve the teaching and learning of children failing, or most at-risk of
failing, to meet challenging state academic standards.

Budgetary accounting -
PRIDE’s budget is integrated within the general budget of the Commonwealth. The budget is

adopted in accordance with a statutory basis of accounting, which is a comprehensive basis of
accounting other than generally accepted accounting principles.

Cash receipts — budgetary ate generally recognized when cash is received for federal financial
assistance programs or other grants that are received from sources other than the
Commonwealth. PRDE is granted the right to draw against available funds of the Secretary of
the Treasury as its mean to incur in expenditures under the General Fund. Therefore, the
budget approved by the Commonwealth represents the spending limit allowed to PRDE as it
relates to funds appropriated by the Commonwealth.

Cash disbursements — budgetary are generally recorded when the related payment, purchase
order or contract is recorded as an encumbrance. For payroll and related payments, the cash
disbursement is recorded on the effective date of the payroll being processed.

Encumbrances lapse the year following the end of the fiscal year when the encumbrance was
established, as established by Act No. 123 of August 17, 2001, which amended the then
existing appropriations and encumbrances lapsing provisions of Act No. 230 of July 23, 1974.
Unencumbered appropriations lapse at year-end.

Under the statutory basis of accounting, PRDE uses encumbrance accounting to record the
full amount of purchase orders, contracts, and other commitments of appropriated resources
as deductions from the appropriation ptior to actual expenditure. In the governmental funds,
encumbrance accounting is a significant aspect of budgetary control. The Title I special
revenue fund do not have a legally mandated budget.
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(d) Compensated absences -
PRDE’s employees are classified as either educational or non-educational. The educational
employees receive vested rights for two months paid vacation at the end of each year of full-
time employment and accrue sick leave at two days per month worked. The allowed maximum
number of days of accumulated sick leave is 90 days. In case of resignation or early retitement,
sick leave is vested for payment if the employee has served for ten or more consecutive years.
The non-educational employees accrue regular vacation and sick leave at 2.5 days and 1.5 days
per calendar month, respectively. The allowed maximum number of accumulated days of
regular vacation and sick leave is 60 days and 90 days, respectively.

(e) Risk management -
The Commonwealth’s Secretary of the Treasury is responsible of assuring that PRDE’s

ptoperty is propetly insured. Annually, PRDE compiles the information of all property owned
and its respective market value. After evaluating this information, it is submitted to the Area of
Public Insurance at the Department of the Treasury of the Commonwealth, which is
responsible for purchasing all property and casualty insurance policies of all governmental
instrumentalities. In management’s opinion, settled claims have not exceeded commercial
coverage in any of the past three fiscal years.

Stewardship, compliance and accountability:

The budget of PRDE is part of the general budget of the Commonwealth. As a result, legal control is
maintained by the Director of the Office of Management and Budget of the Commonwealth. The
budgetary control and accountability of the Department is maintained by the Commonwealth.
Accordingly, no budgetary comparison schedule is presented within these statements.

Indirect cost rate proposal:

Genetally, each year PRDE submits an indirect cost rate proposal for approval by the United Sytates
Depattment of Education (“USDE?”), the Audit Cognizant Agency. On August 13, 2014, USDE
entered into an Indirect Cost Rate Agreement No. 2014-017(A) with PRDE which replaced the
previous agreement No. 2014-017. This agteement includes final rates which became effective July 1,
2011 until June 30, 2012 and also includes provisional rates, covering the period under audit, beginning
on July 1, 2012 until June 30, 2014. The rates within the Agreement applicable for the year ended june
30, 2014 wete 5.2% for school lunch and 3.3% for all other programs, based on salaries and wages,
including fringe benefits. These rates are used to allocate qualified types of expenditures from state
funds to the federal financial assistance programs.

Retirement Plan:

(a) Teachers Retirement System (IRS) -

The TRS is a single-employer defined-benefit plan sponsored by the Commonwealth. All active
participants as of July 31, 2014 will continue to patticipate of this pension plan. These participants
are covered by TRS under the terms of Act No. 91 of March 29, 2004 that superseded Act No. 218
of 1951. Licensed teachets working in private schools may also participate in the system as long as
the required employer and employee contributions are satisfied.
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(b)

The Plan members of the TRS hired on or before July 31, 2014 are eligible for the benefits
described below:

This plan provides retirement, death, and disability benefits. Benefits vest after completion of a
given number of yeats of credited service based on age. Benefits are determined by the application
of stipulated benefit ratios to the members' average compensation. Average compensation is
computed based on the highest 36 months of compensation recognized by TRS. The annuity for
which a plan member is eligible is limited to a minimum of $400 per month and a maximum of
75% of the average compensation.

The Commonwealth, with the assistance of the TRS’s external consulting actuaries, concluded that
annual increases in the employers’ contribution rate were required to assist in funding pension
payments. As a result of such determination, the Commonwealth approved Act No. 114 on July 5,
2011 (Act No. 114-2011), which provides for an increase in employers’ contributions to the System
of 1% of covered payroll in each of the five fiscal years following enactment and by

1.25% of covered payroll in each of the following five fiscal years thereafter.

Funding Policy - Participating employees were required to contribute 9% of their compensation to
the System, while the employers were required to contribute 11.5% of the applicable payroll for the
year ended June 30, 2014, according to Act No. 114-2011. Commonwealth contributions should
ultimately cover any deficiency between the patticipating employees’ contributions and the
System’s pension benefit obligations and administrative costs. Contribution rates are established by
law and are not actuarially determined.

On December 24, 2013, the Governor of the Commonwealth of Puerto Rico signed into law Act
160-2013 ("Act 160"), as new legislation for the TRS. The goal underlying Act No. 160-2013 is for
the System to have the ability to make benefit payments when due.

The most important aspects of Act No. 160-2013 are as follows: (i) Active participants as of July
31, 2014 will continue to participate in the defined benefit pension plan; (i) Starting August 1st,
2014, the defined benefit pension plan will be closed for future participants and they will
contribute to a defined conttibution pension plan; (iif) The retirement age for new employees hired
on or after August 1st, 2014 is increased to age 62; (iv) The employee contributions for new
employees hired on or after August 1st, 2014 is increased to 10% from August 1st, 2014 to June
30, 2017, 13.12% from July 1st, 2017 to June 30, 2020, and 14.02% from Julylst, 2020 and
thereafter; (v) Special benefits payable to active participants that retire on or before July 31st, 2014
will be reduced and (vi) Postemployment Healthcare Benefits will be eliminated for future retirees.

Employees’ Retitement System (ERS) -

All other employees of the Department participate in the Employees’ Retirement System of the
Commonwealth of Puerto Rico and its Instrumentalities (ERS). ERS is a defined benefit,
cost-sharing, multi-employer plan sponsored by the Commonwealth under the terms of Act
No. 447 of 1951, as amended. Participation is mandatory for regular employees.
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The ERS issues a publicly available financial report that includes its financial statements and
required supplementary information. Members who have attained at least 55 years of age and have
completed at least 25 years of creditable service or members who have attained at least 58 years of
age and have completed at least 10 years of creditable service are entitled to an annual benefit,
payable monthly for life. The amount of the annuity shall be 1.5% of the average compensation, as
defined, multiplied by the number of years of creditable setvice up to 20 years, plus 2% of the
average compensation, as defined, multiplied by the number of yeats of creditable service in excess
of 20 years. In no case will the annuity be less than $200 per month.

Participants who have completed at least 30 years of creditable setvice are entitled to receive the
Merit Annuity. Participants who have not attained 55 years of age will receive up to a maximum of
65% of the average compensation, as defined, or if they have attained 55 yeats of age will receive
up to a maximum of 75% of the average compensation, as defined.

Disability retirement benefits are available to members for occupational and non occupational
disability up to a maximum benefit of 50% of the average compensation. Howevet, for non-
occupational disability, a member must have at least 10 yeats of creditable service.

The contribution requirements for both employees and employers are established by law and atre
not actuarially determined. Employees are required to contribute 5.775% for the first $550 of their
monthly gross salary and 8.275% for the excess over $550 of monthly gross salaty. The
Department is required by the same statute to contribute 9.275% of its employees’ gross salaries
for the year ended June 30, 2011. Commencing on July 1, 2011, the Department is tequired to
contribute 10.275%, with annual increases of 1% to contributions from July 1, 2012 to June 30,
2016.

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the ERS,
was enacted with the purpose of establishing a new pension program (System 2000). System 2000
became effective on January 1, 2000. Employees participating in the current system as of
December 31, 1999 may elect either to stay in the defined benefit plan or transfer to the new
program. Persons joining the government on or after January 1, 2000 will only be allowed to
become members of System 2000.

System 2000 is a hybrid-defined contribution plan, also known as a cash balance plan. Under this
new plan, there will be a pool of pension assets, which will be invested by the System, togethet
with those of the current defined benefit plan. Benefits at retirement age will not be guaranteed by
the Commonwealth.

Act No. 305 requires employees to contribute 8.275% of their monthly gross salaty to the
Program. Employees may elect to increase their contribution up to 10% of their monthly gross
salary. Employee contributions are credited to individual accounts established under the Program.
Participants have three options to invest their contributions to the Program: (1) eatn a fixed rate
based on the two-year Constant Maturity Treasury Note, ot (2) earn a rate equal to 75% of the
return of the System’s investment pottfolio (net of management fees), ot (3) earn a combination of
both alternatives. Participants receive petiodic account statements similar to those of defined
contribution plans showing their accrued balances. Investment income is credited to the
participant’s account semiannually.
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The Department is required by Act No. 305 to contribute 10.275% of the patticipant’s gross salaty,
with annual increases of 1% to contributions from July 1, 2012 to June 30, 2016. ERS will use
these contributions to increase its asset level and reduce the unfunded status of the defined benefit
pension plan.

Upon retirement, the balance in the participant’s account will be used to putchase an annuity
contract, which will provide for a monthly benefit during the participant’s life and 50% of such
benefit to the participant’s spouse in case of the patticipant’s death. Participants with a balance of
$10,000 or less at retirement will receive a lump-sum payment. In case of death, the balance in the
participant’s account will be paid in a lump sum to any beneficiaries. Participants have the option
of a lump-sum payment or purchase of an annuity contract in case of permanent disability.

On April 4, 2013, Act No. 3, an amendment to Act 447 of May 1, 1951 was issued. This law
became effective July 1, 2013 to implement a comprehensive reform plan that would address the
crisis in the System.

This law, in addition to honoring the legislated increase in employer contributions, states that the
path to fiscal reconstruction requires closing the System’s actuarial deficit and insufficient funds for
benefits payments through several measures that include, among othets:

1. FPreezing the accumulation of active public employee benefits under the defined benefit
plans that exist under Act 447 and Act 1, by eliminating the acquisition of new benefits
under the current System while respecting all accumulation gained by such public employees
up to the present (Le., June 30, 2013);

2. Increasing the retirement age, which will be implemented in stages for public employees who
are now close to meeting the required retirement age under existing laws:

a. Act No. 447 participants will be gradually increased the retirement age from 58 to 61.

b.  Current System 2000 participant's age increased gradually from 60 to 65.

c. New employees retirement age is 67 years, except for new state and municipal police
officers, firefighters, and custody officers, which will be age 58.

3. Moving active public employees currently under Act 447 and Act 1 to a defined contribution
plan similar to System 2000;

4, Increasing the employees’ contribution to the System from 8.275% to 10%;

Eliminating the “merit annuity” available to participants who joined the System ptior to
April 1, 1990;

6.  Modifying the benefits granted by the Special Laws, using all savings in employer
contributions to provide mote funds to the System. Some of the changes are:

a. Reducing the Christmas bonus payable to current retirees from $600 to $200 and is
eliminated for future retirees.
. Eliminating summer bonus.
c.  Establishing a $2,000 annual contribution paid by the employer fot each one retitee.

7. Increasing the minimum pension for current retirees from $400 to $500 per month;
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8. Changing the balloon payment that is made to public employees who retire under System
2000 to an annuity;

9. Eliminating disability benefits and substituted for a mandatory disability insurance policy;
10.  Survivor benefits will be modified.

PRDE’s contractually required contributions for the years ended June 30, 2014, 2013 and 2012
amounted to $127,708,031, §141,578,491, and $141,244,303, respectively.

Additional information on the ERS is provided in its financial statements for the years ended
June 30, 2014 and 2013, a copy of which can be obtained from the Employees’ Retirement System
of the Commonwealth of Puerto Rico and its Instrumentalities, P.O. Box 42003, San Juan, PR
00940-2003.

(6) Commitments:

@)

(b)

Federal financial assistance programs -

The Department is a grantee in various federal financial assistance programs, including programs
from the American Recovery and Reinvestment Act of 2009, abbreviated ARRA (Pub.L. 111-5)
and commonly refetred to as the Stimulus or The Recovery Act. Entitlement to the resoutces is
generally based on compliance with the terms and conditions of the grant agreements and
applicable federal regulations, including the expenditures of the resources for eligible putposes.
Based on this, the Department is required to comply with the audit requirements established by the
Office of Management and Budget Circular A-133, Audits of State and Local Governments.

Special conditions -

On a communication dated June 24, 2013, USDE issued a letter imposing special conditions on all
grants awarded to the PRDE for FY 2013, as well as on all grants previously awarded by USDE to
PRDE that are still available for obligation or liquidation on the date of the special conditions.
This Special Condition Letter requites PRDE to submit status repotts on a seties of items
connected to the 2007 Memorandum of Agreement (“MOA”). PRDE is specially required to (i)
enhance and develop a system to capture information on Personal Setvice Contracts (PSC) and
professional services contract (ProsSC) in ordet to better account for and reconcile federal
expenditures, (if) compliance with Grants Management System (iif) compliance with Regulations
Enforcement, (iv) continued reporting on implementation of Activities undet the MOA and 2007
Agreement, (v) internal audit office and audit oversight committee reports on in-progress audits
and investigations and summary reports on a quarterly basis. During FY 2014, all required reports
were submitted by PRDE. These actions are cutrently being handled during FY 2015.
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(¢) Ilexibility plan —

The Federal Elementaty and Secondary Education Act of 1965 (ESEA), as amended by the No
Child Left Behind Act of 2001 (NCLB) requites all schools to reach 100% of academic proficiency
by 2014. Even though this goal is difficult to meet for the vast majority of States, there is little
chance that Act ESEA be amended by the Congtess of the United States by 2014. In response, in
2011 the President Obama administration launched an invitation to States and tetritories to apply
for waivers to the ESEA law allowing them to reformulate their school reform strategies The states
should then present a trigorous reform plan governed by four main principles:

Postsecondaty and professional expectations for all students
Differentiated recognition, accountability and support system
Support to the instruction and effective leadership

Reducing duplicity and unnecessary load

B =

The approval of the Flexibility Plan for Puerto Rico was announced on October 1, 2013.
According to this flexibility, Puerto Rico was called to implement greater rigor and comprehensive
planning in the evaluation of public schools and the academic achievement of the students.

(d) Prior audit resolutions -

Total questioned costs included in the single audit reports for fiscal years ended June 30, 2013,
2012, 2011, 2010 and 2007 amounted to $2,014,608, $3,790,726, $1,039,504, 1,357,250 and
$12,704,461, respectively. The resolution of such questioned amounts is being closely worked with
USDE through various determinations.

Questioned
Determination Date Cost Period
Program
Determination
Letter Sept 25,2013 | $616,918 July 1, 2006 - June 30, 2007
Program July 1, 2009 — June 30, 2010
Determination July 1 2010 — June 30, 2011
Letter Sept 30, 2013 | $2,606,133 July 1, 2011 — June 30, 2012

(e) Current single audit -

The Report on Compliance and Internal Control Over Compliance Applicable to Each Major
Federal Award Program issued in connection with the single audit for the year ended June 30,
2014, disclosed several instances of noncompliance with applicable laws and regulations that were
considered significant deficiencies. Some of these significant deficiencies were also considered
material weaknesses. Additionally, the schedule of findings and questioned costs in the single audit
report includes federal funds questioned in the amount of $750,509.
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Other audits -

The PRDE is also audited by the Office of the Controller for Puerto Rico (the Controller), the
Office of the Inspector General of the USDE (OIG), PR Department of Treasury and other
grantor agencies ot institutions. The Controller and the OIG have issued several reports on audits
over the operations and management of the PRDE, some of which involve federal programs.
PRDE is cutrently being subjected to certain proceedings by the Puerto Rico Department of
Justice, the USDE and the Office of the Controller of Puerto Rico, because of audit findings from
previous years.

Undet cettain citcumstances, as provided by Act No. 104 dated June 29, 1955, as amended, the
Commonwealth of Puerto Rico may provide its officers and employees of the Puerto Rico agencies
and instrumentalities with legal representation, as well as assume the payment of any judgment that
may be entered against them. There is a limitation of up to $75,000 for the damages to a person
and §150,000 for the damages to more than one person or for more than one course of action, on
the payment of such judgments. The oversight entities, such as the Puerto Rico Department of
Justice, the Puerto Rico Department of the Treasury, and the federal government, are evaluating
actions to be taken against the PRDE and/ot its employees, if any. The financial impact and
enforcement actions, if any, that might be taken by the oversight entities cannot presently be
determined.

Other litigation mattets -

PRDE is a party to certain other lawsuits resulting from the normal course of business, including
but not limited to labort, torts, and breach of contract. Management believes that it has a reasonable
possibility of prevailing in these cases.

Operational leases-

The Department is obligated under certain leases accounted for as leases. Operating leases do not
give rise to property rights or lease obligations, and therefore neither the assets nor the liabilities of
the lease agreements are reflected in the accounting records. Most leased property is from the
Puerto Rico Public Buildings Authority, a component unit of the Commonwealth of Puerto Rico.
The Office of Management and Budget, along with PR Treasury Department were responsible of
making these payments to the Authotity on behalf of the Department. During the fiscal year
ended June 30, 2014, these payments for lease agreements amounted to approximately $250.4
million. Additional rent paid by the Department for the leasing of its central offices and other
watchouses were approximately $13.7 million. Information of the future minimum rental payments
required under operating leases was not available.

Subsequent events:

USDE issued additional Program Determination Letters (PDL) on September 12, 2014, September 30,
2014, November 12, 2014, December 15, 2014 and January 26, 2015. The PDL of September 12, 2014
requested a repayment of $7,303, which was issued on November 2014. PRDE continues gathering
additional evidence to support the questioned amount from the findings established on the September
2013 PDLs.
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Pass-Through

Federal Entity
Federal Grantor/Pass-Through CFDA Identifying Federal
Grantor/Program or Cluster Title Number Number Expenditures
U.S. Department of Agriculture:
Child Nutrition Cluster:
Non-cash assistance (commodities):
National School Lunch Program 10.555 $ 13,485,746
Cash assistance:

National School Lunch Program 10.555 162,300,012

Summer Food Service Program for Children 10.559 12,179,216
Child and Adult Care Food Program 10.558 27,062,822
State Administrative Expenses for Child Nutrition 10.560 2,666,719
Fresh and Fruit Vegetables Program 10.582 539,842
Total U.S. Department of Agriculture 218,234,357
National Endowment of the Humanities:
State Library Program 45.310 1,389,810
U.S. Department of Education:
Adult Education - State Grant Program 84.002 10,239,161
Student Financial Assistance Cluster:

Federal Supplemental Educational Opportunity Grants 84.007 24,920

Federal Work - Study Program 84.033 13,170

Federal Pell Grant Program 84.063 12,487,560
Title I Grants to Local Educational Agencies 84.010 450,341,783
Title I Program for Neglected and Delinquent Children 84.013 385,811
Special Education Cluster:

Special Education - Grants to State 84.027 114,975,242

Special Education - Preschool Grants 84.173 3,120,405
Impact Aid 84.041 531,281
Career and Technical Education - Basic Grants to States 84.048 19,016,886
Education for Homeless Children and Youth 84.196 968,152
Twenty - First Century Community Learning Centers 84.287 62,730,215

(continued)

See accompanying notes to the schedule of expenditures of federal awards.
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Pass-Through

Federal Entity

Federal Grantor/Pass-Through CFDA Identifying Federal
Grantor/Program or Cluster Title Number Number Expenditures
Special Education - Technical Assistance and Dissemination
to Improve Services and Results for Children with
Dissabilities 84.326 155,825
English Language Acquisition Grants 84.365 5,383,503
Mathematics and Science Partnership 84.366 5,518,094
Improving Teacher Quality State Grants 84.367 74,837,563
Grants for State Assessments and Related Activities 84.369 4,247,671
Statewide Longitudinal Data Systems 84.372 201,878
School Improvement Grants Cluster:

School Improvement Grants 84.377 30,073,332

School Improvement Grants, Recovery Act 84.388 29,443 533
National Assessment of Educational Progress (NAEP)
Secondary Analysis 84.902 93,170
Total U.S. Department of Education 824,789,155
U.S. Department of Health and Human Services:
Cooperative Agreements to Support Comprehensive School
Health Programs to Prevent the Spread of HIV and Other
Important Health Problems 93.938 162,772

Total Expenditures of Federal Awards

See accompanying notes to the schedule of expenditures of federal awards.

$ 1,044,576,094
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(1) Basis of presentation:

The accompanying schedule of expenditures of federal awards (“the Schedule”) includes the federal
grant activity of PRDE under programs of the federal government for the year ended June 30, 2014.
The information in this Schedule is presented in accordance with the requirements of the Office of
Management and Budget (OMB) Circular A-133, Awudits of States, Local Governments, and Non-Profit
Organigations.

The Schedule has been prepated using the cash basis method of accounting, It is drawn primarily from
the PRDE’s internal accounting records, which are the basis for the PRDE’s Statement of Cash
Receipts and Cash Disbursement (“the Statement”).

Pass-through entity identifying numbers are presented when available.
(2) Clusters:

A cluster of programs means federal programs with different CFDA numbers that are defined as a
cluster of programs because they are closely related programs that have similar compliance
requirements. The Schedule includes the following clusters:

Federal CFDA
Clusters Federal Program Numbet
Child Nutrition National School Lunch Program 10.555
Summet Food Service Program for Children 10.559
Student Financial Assistance Federal Supplemental Educational Opportunity Grants 84.007
Programs Federal Work - Study Program 84.033
Federal Pell Grant Program 84.063
Special Education Special Education - Grants to State 84.027
Special Education - Preschool Grants 84.173
School Improvement Grants School Improvement Grants 84.377
School Imptovement Grants, Recovery Act 84.388

(3) Program costs:

The amounts shown as current year expenditures represent only the federal grant portion of the
program costs. Entite program costs, including the state's portion, are more than the amounts shown.
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Non-cash assistance — commodities:

The Schedule includes one program for which receipts and disbursements are in the form of non-cash
items. These non-cash items are valued in accordance with the guidelines established by the United
States Department of Agriculture. This program is not included in PRDI’s Statement.

Schoolwide program funds:

A schoolwide program is a comprehensive reform strategy designed to upgrade the entire educational
program in a Title I school; its primary goal is to ensure that all students, particulatly those who ate
low-achieving, demonstrate proficient and advanced levels of achievement on State academic

achievement standards.

Schoolwide programs are not sepatate federal programs as defined in OMB Circular A-133; amounts
used in schoolwide programs are included in the total expenditures of the program contributing the
funds in the Schedule. The following federal program amounts wete expended by PRDE in its
schoolwide program:

Expenditures in the

CFDA No. Name of Federal Program Schoolwide Fund
84.010 Title I Grants to Local Educational Agencies $ 261,450,780
84.367 Improving Teacher Quality State Grants 47,658,852

N/A Community School Program - State Funds 1,094,758,355

$ 1,403,867,087

Consolidated program funds:

The Elementary and Secondary Education Act (ESEA), as amended by the No Child Left Behind Act
(NCLB), allows a local educational agency (LEA), upon approval by the state education agency, to
consolidate funds for the administration of one or more NCLB programs (Section 9203(a)).

The primary goal for the use of the consolidated funds is to administer the programs included in the
consolidation, and for administrative activities designed to enhance the effective and coordinated use
of funds under those programs.
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Consolidated funds are not separate federal programs as defined in OMB Circular A-133; amounts
used in consolidated funds are included in the total expenditures of the program contributing the funds
in the Schedule. The following federal program amounts wete expended by PRDE in its consolidated
fund:

Expenditures in the

CFDA No. Name of Federal Program Consolidated Fund
84.010 Title I Grants to Local Educational Agencies $ 32,740,974
84.367 Improving Teacher Quality State Grants 6,895,471
84.287 Twenty-First Century Community Learning Centers 761,534
84.365 English Language Acquisition Grants 218,301
84.013 Title T Program for Neglected and Delinquent Children 6,068

$ 40,622,348

Indirect cost tate:

The amount expended includes $20.4 million claimed as an inditect cost recovery using an approved
indirect cost rate of petcent.

Amounts awarded to sub-recipients:

Of the federal expenditures presented in the Schedule, PRDE provided federal awards to sub-
recipients as follows:

Expenditures in the

CFDA No. Name of Federal Program Consolidated Fund
10.555/10.559 Child Nutrition Cluster $ 6,683,910
10.582 Fresh Fruit and Vegetable Program 34,726
84.002 Adult Education Program 1,772,292
84.287 21st Century Community Learning Centers 60,274,529

$ 68,765,457

Recovery act programs:

Expenditures for programs named as "Recovery Act" were funded by the American Recovery and
Reinvestment Act (ARRA) of 2009.
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Independent Auditors’ Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

Kevane Grant Thornton LLP
33 Calle Bolivia, Ste 400
San Juan, Puerto Rico 00917-2013

Honorable Prof. Rafael Roman Meléndez T+1787 754 1915

Secretary F+1 787 751 1284
. k R

Department of Education of the Hevane.com

Commonwealth of Puerto Rico

San Juan, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the Statement of Cash Receipts and Cash
Disbursements (the “Statement”) of the Puerto Rico Depattment of Education (“PRDE” or “the
Entity”), for the yeat ended June 30, 2014, and the related notes to the financial statement, which
collectively comprise the Entity’s basic financial statement, and have issued our report thereon dated
Match 30, 2015.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statement, we considered the Entity’s internal
control over financial repotting to determine the audit procedutes that are appropriate in the
circumstances for the putpose of expressing our opinion on the financial statement, but not for the
purpose of expressing an opinion of the effectiveness of the Entity’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the Entity’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that were not identified. Howevet, as described in the accompanying schedule of findings
and questioned costs, we identified certain deficiencies in internal control that we consider to be
material weaknesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
managetent or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in intetnal control, such that there 1s a reasonable possibility that a
material misstatement of the Entity’s financial statements will not be prevented, or detected and
cotrected on a timely basis. We consider the deficiencies described in the accompanying schedule of
findings and questioned costs as findings 2014-01 and 2014-02 to be material weaknesses.
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a matetial weakness, yet important enough to merit attention by those charged with
governance. We consider the deficiency described in the accompanying schedule of findings and
questioned costs as finding 2014-03 to be a significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Entity’s financial statements are free
from material misstatement, we petformed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed instances of noncompliance or other
matters that are required to be repotted under Government Anditing Standards and which are described in
the accompanying schedule of findings and questioned costs as finding 2014-01.

We noted cetrtain matters that we reported to management of PRDE in separate letter dated Match
30, 2015.

PRDE’s Response to Findings

PRDE’s response to the findings identified in our audit is described in the accompanying schedule of
findings and questioned costs. PRDE’s response was not subjected to the auditing procedures applied
in the audit of the financial statement and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Entity’s internal control ot on compliance. This report is an integral part of an audit performed in
accotdance with Government Auditing Standards in considering the Entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

San Juan, Puerto Rico,

March 30, 2015. 2@/@72 é,w;,// ﬁﬂ)’ﬂvéﬂ/ /é/
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Independent Auditors’ Repott on Compliance for
Each Major Program and on Internal Control Over
Compliance Requited by OMB Circular A-133

Kevane Grant Thornton LLP
33 Calle Bolivia, Ste 400

Honorable Prof. Rafael Roman Meléndez San Juan, Puerto Rico 00917-2013
Secretary T+1 787 754 1915
Department of Education of the F+1 7877511284

Commonwealth of Puerto Rico www kevane.com

San Juan, Puerto Rico

Report on Compliance for Each Major Federal Program

We have audited the Puerto Rico Department of Education's (“PRDE” or “the Entity”)
compliance with the types of compliance requirements described in the OMB Ciircular A-133 Compliance
Supplement that could have a direct and material effect on each of the Entity’s major federal programs
for the year ended June 30, 2014. The Entity’s major federal programs are identified in the summary
of auditors’ results section of the accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of the Entity’s major federal
programs based on our audit of the types of compliance requirements referred to above. We
conducted out audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audit of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require
that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requirements referred to above that could have a direct and material effect on
a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Entity’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of the Entity’s
compliance.
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Basis for Qualified Opinion on Major Federal Programs

As described in the accompanying schedule of findings and questioned costs, PRDE did not comply
with requitements that are applicable to the following programs:

Finding # Compliance Requitement CFDA# Program (or Cluster) Name
2014-01 Allowable Costs/Cost Principles 84.010 Title I Grants to Local Educational Agencies
84.027 Special Education Cluster
84.048 Career and Tecnhical Education - Basic Grant to States
84.287 Twenty-First Century Community Learning Centers
84.367 Imptoving Teacher Quality State Grants
2014-04 Allowable Costs/Costs Ptinciples 84.048 Career and Tecnhical Education - Basic Grant to States
2014-05 Cash Management 84.048 Career and Tecnhical Education - Basic Gtant to States
84.287 Twenty-First Century Community Learning Centers
84.377/84.388 School Improvement Grants Cluster
2014-07 Eligibility 84.027/84.173 Special Education Cluster
2014-08 Equipment and Real Property 10.560 State Administrative Expenses for Child Nutrition
Management 45.310 State Libraty Program
84.002 Adult Education - Basic Grants to States
84.010 Title I Grants to Local Educational Agencies
84.048 Career and Tecnhical Education - Basic Grant to States
84.377/84.388 School Imptovement Grants Clustet
2014-09 Equipment and Real Property 10.560 State Administrative Expenses for Child Nutrition
Management 45310 State Libraty Program
84.002 Adult Education - Basic Grants to States
84.010 Title I Grants to Local Educational Agencies
84.048 Career and Tecnhical Education - Basic Grant to States
84.377/84.388 School Improvement Grants Clustet
2014-10 Matching, Level of Effort, 84.287 Twenty-First Century Community Learning Centers
Farmarking
2014-11 Reporting 45.310 State Library Program
84.007/84.033
2014-12 Reporting / 84.063 Student Financial Assistance Cluster
2014-13 Reporting 84.002 Adult Education - Basic Grants to States

Audit * Tax * Advisory
Member of Grant Thornton International Ltd
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Finding # Compliance Requirement CFDA# Program (or Cluster) Name

2014-14  Reporting 84.287 ‘Twenty-First Century Community Learning Centets
84.007/84.033/

2014-15 Reporting 84.063 Student Financial Assistance Cluster

2014-16 Sub-recipient Monitoring 84.002 Adult Education - Basic Gtants to States
84.007/84.033/

2014-18 Special Tests and Provisions 84.063 Student financial Assistance Cluster
84.007/84.033/

2014-19 Special Tests and Provisions 84.063 Student Financial Assistance Cluster

2014-20 Special Tests and Provisions 84.010 Title I Grants to Local Educational Agencies

2014-21 Special Tests and Provisions 84.010 Title I Grants to Local Educational Agencies

2014-22 Special Tests and Provisions 84.010 Title I Grants to Local Iiducational Agencies

84.367 Imptroving Teacher Quality State Grants

Compliance with such requirements is necessary, in our opinion, for PRDE to comply with the
requitements applicable to those programs.

Qualified Opinion on Major Federal Programs

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph,
PRDE complied, in all material respects, with the types of compliance requirements referred to above
that could have a direct and material effect on each of its major federal programs for the year ended
June 30, 2014.

Other Matters

The results of our auditing procedures disclosed other instances of noncompliance, which are required
to be repotted in accordance with OMB Circular A-133 and which are described in the accompanying
schedule of findings and questioned costs as findings 2014-01 through 2014-03. Our opinion on each

majot federal program is not modified with respect to these matters.

PRDE’s response to the noncompliance findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. PRDE’s response was not subjected to the
auditing procedutes applied in the audit of compliance and, accordingly, we express no opinion on the
response.
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Report on Internal Control Over Compliance

Management of PRDE is responsible for establishing and maintaining effective internal control over
compliance with the type of compliance requirements referred to above. In planning and performing
our audit of compliance, we considered Entity’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine
the auditing procedures that are appropriate in the citcumstances for the purpose of expressing an
opinion on compliance for each major federal program and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of the Entity’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies and therefore, material
weaknesses ot sighificant deficiencies may exist that were not identified. However, as discussed below,
we identified certain deficiencies in internal control over compliance that we consider to be material
weaknesses and significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over compliance is
a deficiency, ot combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. We consider the
deficiencies in internal control over compliance described in the accompanying schedule of findings
and questioned costs as findings 2014-01, 2014-02, 2014-04, 2014-06 through 2014-10, and 2014-18
through 2014-21 to be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a federal program that is
less severe than a material weakness in internal control over compliance, yet important enough to
metit attention by those charged with governance. We consider the deficiencies in internal control
over compliance desctibed in the accompanying schedule of findings and questioned costs as findings
2014-03, 2014-05, 2014-11 through 2014-17, and 2014-22 to be significant deficiencies.

PRDE’s response to the internal control over compliance findings identified in our audit is described
in the accompanying schedule of findings and questioned costs. PRDE’s response was not subjected
to the auditing procedutes applied in the audit of compliance and, accordingly, we express no opinion
on the response.

The purpose of this report on internal control over compliance is solely to describe the scope of out
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Citcular A-133. Accordingly, this report is not suitable for any other purpose.
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Repott on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the Statement of Cash Receipts and Disbursements (“the Statement”) of PRDE for
the year ended June 30, 2014, and have issued our report thereon dated March 30, 2015, which
contained an unmodified opinion on the Statement. Our audit was conducted for the purpose of
forming opinion on the Statement. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by OMB Circular A-133 and is not a required
patt of the Statement. Such information is the responsibility of management and was derived from
and relates ditectly to the undetlying accounting and other records used to prepare the Statement.
The information has been subjected to the auditing procedures applied in the audit of the Statement
and certain additional procedutes, including comparing and reconciling such information directly to
the undetlying accounting and other records used to prepare the Statement, and other additional
procedutes in accordance with auditing standards generally accepted in the United States of America.
In our opinion, the schedule of expenditures of federal award is fairly stated in all material respects in
relation to the Statement as a whole.

San Juan, Puerto Rico,

N 36, 015, /MM Gannt Thonho L0
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Puerto Rico Department of Education

(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Section I - Summary of Auditor’s Results

Financial Statements -

Type of auditot’s report issued:

Internal control over financial reporting:
e  Material weakness(es) identified?

¢ Significant deficiency(ies) identified that are
not considered to be material weakness(es)?

Noncompliance material to financial statements noted?

Federal Awards -

Internal control over major programs:
e Material weakness(es) identified?

e Significant deficiency(les) identified that are not
considered to be material weakness(es)?

Type of auditor’s report issued on compliance
for major programs:

Any audit findings disclosed that are required
to be reported in accordance with
Section .510(a) of OMB Circular A-133?

Identification of Major Programs —

Name of Federal Program

Child Nutrition Cluster
National School Lunch Program
Summer Food Setvice Program for Children
State Administrative Expenses for Child Nutrition
State Library Program
Adult Education — Basic Grants to States
Student Financial Assistance Cluster
Federal Supplemental Educational Opportunity Grants
Federal Work-Study Program
Federal Pell Grant Program
Title I Grants to Local Iiducational Agencies

X

Unmodified

yes no

X yes none reported

X__ yes no

X

X

yes no

yes none reported

Qualified

X __yes no

CFDA Numbet

10.555
10.559
10.560
45.310
84.002

84.007
84.033
84.063
84.010
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Name of Federal Program (cont.) CEDA Number

Special Education Cluster

Special Education — Grants to State

Special Education — Preschool Grants
Career and Technical Education -- Basic Grants to States
Education for Homeless Children and Youth
Twenty-First Century Community Learning Centers
Improving Teacher Quality State Grants
Grants for State Assessments and Related Activities
School Improvement Grants Cluster

School Improvement Grants

School Improvement Grants, Recovery Act

Dollar threshold used to distinguish
Between Type A and Type B progtams:

Auditee qualified as low-risk auditee?

Section II- Financial Statements Findings

Financial statements findings comprise from Findings 2014-01 through 2014-03. Refet to section III —

84.027
84.173
84.048
84.196
84.287
84.367
84.369

84.377
84.388

$3,133,728

yes _ X no

Federal Award Findings and Questioned Costs, for a detailed description of the findings.
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Section ITI- Federal Award Findings and Questioned Costs

Finding Number: 2014-01

Federal Programs: CFDA No. 84.010; Title I Grants to Local Educational Agencies
CFDA No. 84.027; Special Education Cluster
CFDA No. 84.048; Career and Technical Education - Basic Grants to States
CFDA No. 84.287; T'wenty-First Century Community Learning Centers
CFDA No. 84.367; Improving Teacher Quality State Grants

Various federal financial assistance programs

Category:

Financial Statement Finding
Internal control/Compliance

Compliance Reguirement:

Allowable Costs/Cost Principles

Condition:

As part of our audit procedutes, we obtained an account receivable listing as of June 30, 2014 amounting to

$7,365,868 which; after reconciliation and consideration of prior years’ questioned costs, was reduced to
$5,734,779, distributed as follows:

Receivable
CFDA Description Balance
Major Programs:
84.027 Special Education - Grants to State $ 84,511
84.010 Title I Grants to Local Educational Agencies 16,829
84.048 Career and Technical Education 16,177
84.367 Improving Teacher Quality State Grants 13,991
84.287 Twenty-First Century Community 2,760
134,268
Otbhers:
N/A State Funds 3,653,237
N/A Schoolwide 1,341,257
N/A School Food Authority 566,590
N/A Consolidated Funds 39,427
5,600,511

Total receivable balance - 2014 $ 5,734,779



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Accounts receivable atrise from overpayments or merchandise returns to suppliers, improper salary payments,
payments to employees without accumulated vacations or sick leave balances, and others. Accounts receivable
are recorded in a subsidiary ledger when detected or identified. However, the expenditures in the related
funds are reversed when amounts are actually collected. Accordingly, expenditures reported in the federal
financial assistance programs include unallowable costs for those amounts uncollected at the end of each year.

Criteria:

34 CFR Section 76.702 establishes that a state and a sub grantee shall use fiscal control and fund accounting
procedures that insure proper disbursement of and accounting for federal funds.

34 CFR Sections 80.20 (a) and (b) (1) to (3) establish that:

a. A state must expand 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 those of its sub grantees and cost-type contractors, must
be sufficient to:

i Permit preparation of reports required by this part and the statutes authorizing the
grant, and
il. Permit the tracing of funds to a level of expenditures adequate to establish that such

funds have not been used in violation of the restrictions and prohibitions of
applicable statutes.

b. The financial management systems of the grantees and sub grantees must meet the following
standards:

i Financial reporting - Accurate, cutrrent, 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 sub grant.

1. Accounting records - Grantees and sub grantees must maintain records which
adequately identify the source and application of funds provided for financially
assisted activities. These records must contain information pertaining to grant ot
sub grant awards and authorizations, obligations; unobligated balances, assets,
liablities, outlays or expenditures, and income.

1ii. Internal control- establishes that effective control and accountability must be
maintain for all grant and sub-grant cash, real and personal property, and other
assets.

OMB Circular A-87, Attachment A (C) 4a, states that applicable credits for receipts or reduction of
expenditure type transactions that offset ot reduce expense items allocable to Federal awards as direct or
indirect costs, shall be credited to the Federal award eithet as a cost reduction or cash refund, as appropriate.
Examples of such transactions are: purchase discounts, recoveries or indemnities on losses, insurance refunds
or rebates, and adjustments of overpayments or erroneous charges.
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Canse:

This situation is mainly caused by the fact that the PRDE’s regional offices are not timely notifying the
Human Resources Department about personnel terminations. This situation has caused that payroll payments
and others are disbursed to individuals that are no longer working/contracted by PRDE.

Effect:

The situation described above result in payments to contractors and/ot employees who are not working or
performing duties directly related to the federal programs for which they are being paid.

Due to the significant amount of the federal funds received, PRDE could be exposed to significant
disallowances from the grantots.

QOunestioned costs:

$ 84,511 CFDA 84.027 Special Education - Grants to State
16,829 CFDA 84.010 Title I Grants to Local Educational Agencies
16,177 CFDA 84.048 Career and Technical Education
13,991 CFDA 84.367 Improving Teacher Quality State Grants
2,760 CFDA 84.287 Twenty-First Century Community

$ 134,268

Recommendation:

PRDE shall develop an adequate system to prevent improper payments that later result in the account
receivable balances.
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Finding Number: 2014-02

Federal Programs:

All federal financial assistance programs
Category:

Financial Statement Finding - Information Technology (IT) General Controls
Internal control

Compliance Reguirement:
Special Tests and Provisions
Condztion:

During our assessment of the information technology area we noticed the following:

¢ Inactive accounts and accounts for terminated or reassigned employees and contractors are not being
disabled, removed, or adjusted in a timely manner.

e ‘There is no formal process for petiodically assessing PRDE's T'T security vulnerabilities and there has
been no assessment of the I'T's overall security environment. Although PRDE has firewalls, intrusion
detection and virus detection systems, review of these network devices and related logs are
petformed infrequently, and evidence of the reviews is not retained.

e There has been no assessment of the SIFDE's user profiles.
Criteria:

34 CFR Section 76.702 establishes that a state and a sub grantee shall use fiscal control and fund accounting
procedures that ensure proper disbursement and accounting of federal funds.

34 CFR Section 80.20 (a) and (b) (1), (2) and (3) establish that:

1. A state must expend and account for grant funds in accordance with State laws and procedures
for expending and accounting for its own funds. Iiscal control and accounting procedures of the
State, as well as its sub grantees and cost-type contractors, must be sufficient to:

a. Permit preparation of reports required by this part and the statutes authorizing the grant,
and

b. Permit the tracing of funds to a level of expenditures adequate to establish that such
funds have not been used in violation of the restrictions and prohibitions of applicable
statutes.

2. The financial management systems of the grantees and sub grantees must meet the
following standards:
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(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

a. Financial reporting -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 sub grant.

b. Accounting records - Grantees and sub grantees must maintain records which
adequately identify the source and application of funds provided for financially- assisted
activities. These records must contain information pertaining to grant or sub grant
awatds and authorizations, obligations, unobligated balances, assets, liabilities, outlays or
expenditures, and income.

c.  Soutce documentation — Accounting records must be supported by such source
documentation ot cancelled checks, paid bills, payrolls, time and attendance records,
contract and sub-grant award documents, etc.

3. Effective control and accountability must be maintained for all grant and sub grant cash, real and
personal property, and other assets.

Cause:

Lack of adequate controls to 1) disable access rights and update status of terminated employees on a timely
basis, 2) petiodically assess IT security vulnerability, and 3) petiodically review and approved the user and IT
personnel access rights.

Effects:

The risk of failing to inform the group in-charge of performing SIFDE security functions is that terminated
personnel access is not disabled on a timely basis. This situation may result in:

e “Orphan” accounts can be targeted by hackers: user accounts often remain active after employee
termination

e Security risks: “back doots” can allow access to sensitive assets even after network access has been
removed

e Cannot trace who accesses orphan accounts; insiders can learn the credentials of departing
employees and contractors.

e Improper salary and suppliers payments.

The risk of not petforming an evaluation of PRDE’s network secutity causes that PRDE’s network perimeter
may have weaknesses that Management is unawate of. These weaknesses could be exploited to allow an
individual to obtain improper and unauthorized access to PRDE’s I'T systems and data.

The tisk of not petforming an evaluation of the SIFDE's user profiles is that employees' responsibilities
within the organization could have changed without being noticed and may cause an individual to have
excessive system access that allows them to perform unauthorized transactions.
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(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

DOmnestioned Costs:
Could not be determined.
Recommendation:

e Management should ensure that the SIFDE Support Team is informed in a timely manner about
employee terminations to ascertain account access are appropriately removed or re-provisioned and
to allow an appropriate update of access such as: activation for new users and deletion of old
accounts.

Also, the IT Department should improve or develop a policy to disable accounts for users who are
no longer working for PRDE and petiodically review all SIFDE accounts for terminated employees
to ensute only approved personnel have access to the system. Payroll department should also be
promptly informed of employee terminations in order to avoid salary overpayments.

e  Management should consider performing an assessment of both the internal and external security
environment of PRDE. This includes reviewing and evaluating the network perimeter (firewall,
routets, etc.), as well as network, system and application security event logging and follow-up
procedutes. Evidence of the assessment process should be maintained for future reference.

®  Management should perform periodic reviews of user profiles and assignments to groups to maintain

the segregation of duties established by PRDE. Such a review also helps to ensure compliance with
security policies. Control should include a review of network operating system access, application
access and database access.
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Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Finding Number: 2014-03

Federal Programs: CFDA No. 10.555, 10.559; Child Nuttition Cluster
CFDA No. 10.560; State Administrative Expenses for Child Nutrition
CFDA No. 84.002; Adult Education- Basic Grants to States
CFDA No. 84.027, 84.173; Special Education Cluster
CFDA No. 84.048; Career and Technical Education - Basic Grants to States
CFDA No. 84.196; Education for Homeless Children and Youth

Category:

Financial Statement Finding (Payroll matters)
Internal control

Compliance Reguirement:

Activities Allowed or Unallowed
Allowable Costs/Cost Principles

Condition:

During our testing of intetnal controls and compliance, we selected one-hundred and sixty seven (167)
disbursements which relates to payroll payments from which a total of one-hundred and forty four (144)
employees were selected for our testing procedures. While performing our review over the physical personnel
files maintained by the Human Resoutces department and the payroll stubs and evidence provided by the
Payroll department, we noted the following matters and exceptions:

e In thirty-one (31) of one-hundred and sixty seven (167) disbursements; representing a total of
twenty-eight (28) employees, we noted that the physical employees’ files were not updated as to the
actual monthly salary and applicable percentage of retirement withholding causing discrepancies
between the salaries information included at the physical employees’ files, payroll reports and payroll
stub recalculations. Instead, we further were provided with information gathered from the payroll
system (e.g. STAFF) where the PRDE electronically maintain the employees’ information and
changes in salary. After this examination, we concluded the following:

o In one (1) instance, the payroll payment selected was understated. There were no changes in
the payroll system since July 2013.

o In two (2) instances, no percentage of retirement was withheld for two employees for whom
petcentage of withholding was tequired as noted duting our examination over physical
employees’ files.

¢ During out review of physical employees’ files, we also noted that general increases in salaries by

determinations of PRDE’s management ate not properly documented on the physical employees’
files maintained by the Human Resources department.
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e During our review of physical employees’ files, we noted that the following documentation was
missing from the files examined:

Total Files Document Not
Documents Missing FExamined | Found/Exceptions
1-9 Form 144 2
Good Behavior Certificate 144 4
499R-4 (Income Tax Withholding Form) 144 41

In addition, in four (4) of one-hundred and forty four (144) cases, we noted that the 409 Form
“Informe de Cambio” was not propetly signed by the employee.

The above conditions reflect that established procedures are not being followed and consequently,
documents required by federal and local law are not consistently obtained and /ot propetly filed.

Criteria:

Attachment B, Section 8(a) (2) of the OMB Citcular A-87 establishes that the cost of compensation for
personnel services is allowable to the extent that it follows an appointment made in accordance with the
governmental unit’s laws and rules and meets the merit system or other requirements required by federal law,
where applicable.

34 CFR Section 80.20 (b) (3) establishes that effective control and accountability must be maintained for all
grant and sub grant cash, real and personal property, and other assets. An effective internal control system
over payroll procedures should have a control structure in place to provide reasonable assurance that all
employees being paid with federal funds are performing duties directly related to the federal program from
which they are being paid and that payroll documentation comply with federal regulations.

The Immigtration and Nationality Act (INA), which was amended by the Immigration Reform and Control
Act of 1986, requires employers to verify the identity and work eligibility of employees hired after November
6, 1986. It is illegal to hire a person who is not authotized to wotk in the United States, having knowledge of
his/her situation. As patt of this process, employets must complete the Immigration and Naturalization
Service’s Form I-9 for all employees, whether they are citizens or noncitizens.

PRDE’s “Reglamento de Personal Docente del Departamento de Educacion”, article XVII, section 2
establishes that employees’ files should contain the following information: 1) report of changes regarding
status, salary and classification; 2) good behavior certificate, among others.

The Puetto Rico Ttreasury Department requires the proper completion of the Withholding Exemption
Certificate (Form 499-R-4) for each employee. The employer shall consider information provided by the
employee in this Form regarding personal exemption, exemption for dependents and allowance for
deductions to withhold according to the Manual for Employers on Withholding at Source of Income Tax on
Wages corresponding to any taxable year. This Form should be included in the employees’ files to support
the income tax withholding on payroll payments.
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Canse:

Lack of monitoring controls to ensure the following: 1) compliance with policies and procedures, 2)
completeness of employees’ files, and 3) appropriateness of payroll payments and corresponding
withholdings.

Effects:

The above situations may result in (a) non-compliance with state and federal employment laws and
regulations that could lead to cost disallowances, sanctions against PRDE, and over/undetstatement of
payroll expenditures.

Qhwnestioned Costs:

Could not be determined

Recommendation:

PRDE shall ensure that: (a) all personnel files are updated and complete; and (b) all payroll related

transactions are propetly supported. PRDE shall continuously monitor this process to ascertain that control
activities are functioning as designed and in compliance with applicable state and federal employment laws.

45



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Finding Number: 2014-04

Federal Programs: CFDA No. 84.048; Cateer and Technical Education - Basic Grants to States
Category:

Internal control/Compliance

Compliance Requirement:

Allowable Costs/Cost Principles
Level of Effort - Supplement Not Supplant

Condition:

In seven (7) of fifty-seven (57) disbursements selected for testing in the above program, we noted the
following exceptions:

e [or one (1) instance; while determining whether the disbursement selected is related to an allowable
activity of the program, we noted that the disbursement relates to the purchase of four (4) air
conditioning units. The supporting documentation of the transaction is not accompanied by any
justification which detail the professional judgment used by the PRDE's personnel to determine that
this disbursement is an allowable cost and that the program is not supplanting funds.

The exception noted relates to the following disbursement:

Voucher Voucher Questioned
Number Date Amount Costs
494386 3/18/2014 | § 8,400.00 | $ 8,400.00
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e For six (6) instances; while determining whether the disbursement selected is related to an allowable
activity of the program, we noted that the disbursements relates to transportation services charged to
the program. The supporting documentation of these transactions does not include a full detail of the
students attended; therefore, we were unable to determine if the service was provided exclusively for
the benefit of Career and Technical Education Program’s students, per Section 135(a)-(c) of Perkins
Iv.

The exception noted relates to the following disbursements:

Voucher Voucher Questioned
Number Date Amount Costs
511537 5/14/2014 | § 1,710.00 | $ 1,710.00
468414 12/2/2013 7,983.99 7,983.99
504567 4/23/2014 10,048.50 10,048.50
482980 2/5/2014 12,624.95 12,624.95
512076 5/15/2014 13,596.20 13,596.20
465420 11/15/2013 38,942.40 38,942.40
$ 84,906.04 | $ 84,906.04

Accordingly, costs related have been questioned.
Criteria:

34 CFR Sections 80.20 (b) (2), (3) establish that grantees and sub grantees must maintain records that
adequately identify the source and application of funds provided for financially assisted activities. These
records must contain information pertaining to grant ot sub grant awards and authorizations, obligations,
unobligated balances, assets, liabilities, outlays or expenditures, and income. Effective control and
accountability must be maintained for all grant and sub grant cash, real and personal property, and other
assets.

34 CFR Sections 80.42 (a) (i) and (ii) establish that all financial and programmatic records, supporting
documents, statistical records, and other records of grantees ot sub grantees are required to be maintained by
the terms of this part, program regulations or the grant agreement, or otherwise reasonably considered
pertinent to program regulations or the grant agreement.

Perkins IV includes supplement not supplant and maintenance of effort requirements. The supplement not
supplant provision prohibit states and local education providers from using Perkins IV funds (1) to provide
setvices that state and/ot local funds have provided ot purchased in the previous year; (2) to provide setvices
that are required to be provided under federal, state, ot local law; or (3) to provide services for non-Career
Technical Education (“CIE”) students but charged to Perkins IV for CTE students. However, Perkins IV
funds may be used to pay for the costs of CTE services required in an individualized education program
developed pursuant to section 614(d) of the Individuals with Disabilities Education Act and services
necessary to meet the requitements of Section 504 of the Rehabilitation Act of 1973 with respect to ensuring
equal access to CTE. The supplement not supplant ctiteria may be rebutted if the state or local education
provider demonstrated that it would not have provided the services in the absence of Perkins IV funds.
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Canse:

Inadvertent oversight by the personnel in-charge of performing these procedures.

Effects:

The above conditions could result in the reimbursement of federal funds to the grantors for those claims not
propetly supported nor authorized by the corresponding grantors representatives. Additionally, due to the
nature of these exceptions, PRDE is exposed to administrative penalties and sanctions by the Federal
Government.

Qouestioned Costs:
$ 93,306

Recommendation:

We recommend PRDE to maintain adequate documentation to support its expenditures. Also, PRDE must
ensure that the use of Perkins funding for transportation and any other expenditure, is for the exclusive
benefit of students enrolled in the Cateer and Technical Education Program.
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Finding Number: 2014-05
Federal Programs: CFDA No. 84.048; Career and Technical Education - Basic Grants to States
CFDA No. 84.287; Twenty-First Century Community Learning Centers
CFDA No. 84.377, 84.388; School Improvement Grants Cluster
Category:
Internal control/Compliance
Compliance Requirement:
Cash Management
Condition:
The above programs receive funds under the advance cash management method. In seven (7) of six-hundred
and seven (607) disbursements selected for testing, the federal funds deposited to the Entity’s account were
disbursed after the required time frame of three (3) business days of their availability.

The exceptions noted under each program duting the performance of our tests were as follows:

CFDA No. 84.048; Career and Technical Education - Basic Grants to States

Voucher Voucher
Number Date Amount
502055 4/10/2014| $ 4,973.80
14AP8112 8/26/2013 17,252.00
$ 22,225.80

CFDA No. 84.287; Twenty-First Century Community Learning Centers

Voucher Voucher
Number Date Amount
443361 10/24/2013| § 81,292.95
484107 4/2/2014 555,363.00
$ 636,655.95
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CFDA No. 84.377, 84.388; School Improvement Grants Cluster

Voucher Voucher
Number Date Amount
461533 10/30/2013| § 330.40
483132 2/6/2014 15,950.00
501603 5/6/2014 393,703.00
$ 409,983.40
Criteria:

34 CFR Section 80.20 (b) (7) establishes that procedures for minimizing the time elapsing between the
transfer of funds from the U.S. Treasury and disbursement by grantees and sub grantees must be followed
whenever advance payment procedures are used.

31 CFR Section 205.33 (a) establishes that a State must minimize the time between the drawdown of Federal
funds from the Federal government and their disbursement for Federal program purposes. A Federal
Program Agency must limit a funds transfer to a State to the minimum amounts needed by the State and
must time the disbursement to be in accord with the actual, immediate cash requirements of the State in
carrying out a Pederal assistance program or project.

Canse:

The intetnal policies tequire that disbutsements are issued seven (7) days after the voucher is prepatred. This
funding technique used by the Entity to minimize time elapsed between receipt of Federal funds and actual
disbursement does not permit full compliance with this area.

Effects:

Due to the significant amount of federal funds received, PRDE could be exposed to significant administrative
penalties or sanctions by the grantor, including the assessment of interest cost on funds that were not
disbursed within the required time. In the instances identified during our tests, estimated interest earned on
Federal cash held more than three business days, is below $10,000.

QOmnestioned Costs:

None

Recommendation:

We recommend management to enforce its internal policies, processes and controls to minimize the time
elapsed between receipt of Federal funds and actual disbursements and ensure compliance with the Federal
requirements.
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Finding Number: 2014-06

Federal Programs: CFDA No. 84.010; Title I Grants to Local Educational Agencies
Category:

Internal Control

Compliance Requirement:

Eligibility

Condition:

During our understanding of eligibility procedures for the above program, we noticed the following
exception:

e DPRDE detetmines the eligibility of TAS to receive Title I funds based on socioeconomic study 2012-
2013. The amount of funds that a school teceives is determined by the number of children from
low-income families that live in the school attendance area. The School Director or Area
Supetintendent is responsible to enter into SIE (Sistema Informacion Estudiantil) the socioeconomic
data captured. Socioecomic data per student considers data such as: student name, age, family
income and family members and later the Planning Division and Federal Affairs Office determine
the povetty level petcent of each school. Duting our test of controls, we visited schools to ascertain
that the data entered into STF. as desctibed above is accurate in order to rely on information used by
PRDE to make eligibility computations. After examination of data during our testing procedures, we
noticed many instances whete the data entered on SIE does not match the physical forms maintained
at the schools’ records and which were completed by parents ot in-charge, for example:

1. the date of birth on student file was not the same as the date of birth used by SIE to
compute the level of poverty, therefore, socioeconomic studies for 2012-2013 and 2013-14
could be misstated

2. total nhumber of forms enteted in SIE did not equal the total number of forms (“Datos de
unidad familiat”) physically obsetved at schools, therefore, socioeconomic study 2012-2012
and 2013-2014 could be misstated. Also, from various schools we visited, we were able to
physically examine 3,686 "Datos de unidad familiar" forms and noticed that a total of 684 or
19% wete incomplete, not matching with SIE information

3. for vatious students selected, we noted that the information such as salaries or family
members documented on “Datos de unidad familiar” form does not match with information
entered on SIE

4. from vatious forms (“Datos de unidad familiar”) examined, some students were not found
on SIE, therefore, we wete unable to complete our procedures.
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Based on the above instances; we concluded that data entered on SIE does not represents accurate
and complete student information; therefore, we were unable to conclude that such schools could be
eligible as a TAS for school year 2013-2014.

Criteria:
The A-102 Common Rule and OMB Circular A-110 (2CRF part 215) require that non-federal entities

receiving Federal awards (i.e. auditee management) establish and maintain internal control designed to
reasonably ensure compliance with Federal laws, regulations and program compliance requirements.

Cause:
Lack of monitoting controls over eligibility activities and appropriate level of supervisory review.
Effects:

PRDE could be exposed to administrative sanctions or cost disallowances since ineligible participants may be
receiving services under the program.

Qhwmestioned Costs:
None
Recommendation:

We recommend PRDE to train employees as to the proper use of SIE and implement more aggressive
monitoting procedutes to ascertain that information used for eligibility assessment is correct.
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Finding Number: 2014-07

Federal Programs: CFDA No. 84.027, 84.173; Special Education Cluster
Category:

Internal Controls/Compliance

Compliance Reguirement:

Eligibility

Condition:

In testing compliance with the requitements related to the eligibility for individuals of this program, we
selected a random sample of ninety three (93) participants. From the ninety three (93) participants’ files
examined, the following instances of non-compliance were noted:

1. In forty-one (41) instances of ninety three (93) patticipants' files tested, the document SAEE-
PEI "Programa Educativo Individualizado", was not propetly signed by the School Director.
However, no questioned costs have been determined since the forms were signed by the initial
person authotized to perform this procedure.

2. In nine (9) instances of ninety three (93) participants' files tested, the document "Evaluacién
Inicial" was not completed during the required time frame. Therefore, the participant could have
been teceiving benefits undet this program before completing this eligibility assessment.

3. In two (2) instances of ninety three (93) participants’ files tested, the "Determinacion de
Elegibilidad (Inicial)" was not available for our examination.

4. In two (2) instances of ninety three (93) the patticipants’ files tested, the "Referido de registro”
and the "Referido para Evaluacién Inicial" wete not available for our examination. However, no
questioned costs have been determined because the eligibility determination for these
participants was performed.

5. In five (5) instances of ninety three (93) patticipants’ files tested, the "Determinacién de
Eligibilidad" was not completed during the required time frame. Therefore, the participant could
have been receiving benefits under this program before completing this eligibility assessment.

6. Ineleven (11) instances of ninety three (93) the participants' files tested, the Analysis of
Information Available (Re-evaluation) was not available for our examination.

7. In one (1) instance of ninety three (93) participants' files tested, we noted that the participant has
not been enrolled for the academic year 2013-2014. Also, the "Forma de Egreso" (SAEE 12) was

not propetly completed.

8. In one (1) instance of ninety three (93) participants' files tested, the PEI, the “Informe de
progtreso” and the “Minutas de Revision del Programa educativo individualizado" for the
academic year 2013-2014 was not available for our examination.
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9. In one (1) instance of ninety three (93) participants' files tested, the participant’s file was not
available for our examination.

Total expenditures for the Special Education Program Cluster during the year ended June 30, 2014 amounted
to $118,095,600. The Child Count Report Raw Data submitted by PRDE shows 123,754 patticipants.
Accordingly, the cost per participant was estimated at $954. We questioned the cost of 24 of the sample
participants, which represents $22,896 (§954 x 24).

Criteria:

The Individual with Disabilities Education Act (Public Law 105-17) (“IDEA”) is a federal law designed to
protect the rights of students with disabilities by ensuring that everyone receives a free approptiate public
education, regardless of ability. Furthermore, IDEA strives not only to grant equal access to students with
disabilities, but also to provide additional special education setvices and procedural safeguards. Children
between the ages of 3 and 21, who meet the eligibility criteria, can qualify for services under IDEA. The
categories of disabilities are: autism, deaf/blind, deafness, heating impaired, mental retardation, multiple
disabilities, orthopedic impairment, setious emotional disturbance, specific learning disabilities, speech ot
language impairment, traumatic brain injury, visual impairment including blindness, and other health
impairment. To be eligible, a student must have a disability that advetsely affects het ot his educational
performance and must need special education in order to receive an appropriate education.

Canse:

The exceptions indicated above wete caused by: (a) lack up proper control activities over this area, (b)
inadequate filing and ot/review of eligibility forms to determine that the student complies with eligibility
requirements under this program.

Effects:

PRDE could be exposed to administrative sanctions or cost disallowances since ineligible participants may be
receiving services under the program. Additionally, the ability to manage federal awards in compliance with
the laws, regulations, and provisions of conttacts and grant agreements could also be questioned.

Questioned Costs:

$§ 223896

Recommendation:

We recommend PRDE to complete the eligibility verification process for those students for whom eligibility
could not be determined because participants’ files were missing or the documents evidencing eligibility wete
not available. Also, PRDE shall determine any liability to the grantor for any services provided to ineligible
participants resulting from the verification procedures, if any.

Additionally, in order to prevent the recurrence of the above conditions, PRDE shall emphasize that the

personnel responsible for the determination of eligible participants fully understand the program regulations
and requirements to ensure that the program's efforts are focused on eligible participants.
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Finding Number: 2014-08

Federal Programs: CFDA No. 10.560; State Administrative Expenses for Child Nutrition
CFDA No. 45.310; State Library Program
CFDA No. 84.002; Adult Education- Basic Grants to States
CFDA No. 84.010; Title I Grants to Local Educational Agencies
CFDA No. 84.048; Career and Technical Education - Basic Grants to States
CEFDA No. 84.377, 84.388; School Improvement Grants Cluster

Category:

Internal Controls/Compliance

Compliance Requirement:

Equipment and Real Property Management
Condition:

While considering our undetstanding of the state’s policies and procedures that shall be in place at the
Entity’s Central Office and Public Schools in relation to property and equipment, we noticed that the
required annual physical inventory has been not performed by the PRDE’s Property and Equipment Division
(the Property Division) during the last two years.

We also noticed that the Property Division does not have adequate monitoring controls and processes related
to. dispositions and transfers of assets, to propetly reflect them in its accounting records.

Criteria:

34 CEFR Part 80.32 (d)(1) Property records must be maintained that include a description of the property, a
setial number or other identification number, the soutce of property, who holds title, the acquisition date, and
cost of the property, percentage of federal participation in the cost of the property, the location, use and
condition of the property and any ultimate disposition data including the date of disposal and sale price of the

property.

34 CER Part 80.32 (d)(2) establishes that a physical inventory of the property must be taken and the results
reconciled with the property records at least once every two years.

34 CFR Section 80.32 (b) establishes that a state will use, manage, and dispose of equipment acquired under a
grant by the state in accordance with state laws and procedures.

Chapter VI Section C (3) (4) of the Procedures for the Control and Accounting of Property Manual
establishes that annually, the Property Custodian shall prepare an annual physical inventory subject to his/her
jutisdiction and recotd it on Form DE-795 “Inventatio Fisico de Activos”. In addition, the Property
Custodian shall submit to PRDE Ditector of Property and School’s Director a copy of such Form DE-795.
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Cause:

The Entity has limited personnel to cover the assigned tasks. Also, there is a lack of adequate controls over
property and equipment area.

Effects:
PRDE is exposed to the risk of possible unauthorized use, misappropriation and disposition of equipment

due to the lack of internal controls and propet supporting accounting records. The lack of continuous
monitoring procedures over property and equipment can result in inaccurate accounting records.

QDuestioned Costs:

Could not be determined.

Recommendation:

We recommend management to take a physical inventory of the property as soon as possible. Results should
be reconciled with the property records to ascertain and adjust differences, if any. The implementation of this

procedure will help management to verify that property and equipment is being propetly safeguarded and
used solely for authorized putposes.

Also, we recommend management to enforce the procedures being followed by the Property Division to
allow a mitigation of the possible risks of misappropriation and inadequate disposition of the equipment.
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Finding Number: 2014-09

Federal Programs: CFDA No. 10.560; State Administrative Expenses for Child Nutrition
CFDA No. 45.310; State Library Program
CFDA No. 84.002; Adult Education- Basic Grants to States
CFDA No. 84.010; Title I Grants to Local Educational Agencies
CFDA No. 84.048; Career and Technical Education - Basic Grants to States
CFDA No. 84.377, 84.388; School Improvement Grants Cluster

Category:

Internal control/Compliance

Compliance Reguirement:

Equipment and Real Property Management

Condition:

We were provided with a database of disbursements made by the Puerto Rico Department of Education
(PRDE) during the year ended June 30, 2014. Duting our audit procedures, we identified those disbursements

related to purchases for the acquisition of equipment and real property. We selected three-hundred and forty
seven (347) disbursements and the following exceptions were noted:

e In fifty one (51) instances, we noted the disbursement selected was classified as an acquisition of
equipment; however, PRDE’s property records or asset list were not updated to reflect this
acquisition. Accordingly, PRDE’s is hot maintaining accurate and complete property recotds.

*  We visited each location identified on PRDE’s property records for the items selected for
inspection and noticed that in two-hundred and eighty seven (287) instances the form Propetty-
in-Use (Form SC-1211); used to document the receipt/acquisition of equipment, was not
available for examination.

¢ We visited each location identified on PRDE’s property record and after requesting to see the
item selected for inspection, we noticed the following issues:

1. In one-hundred and thirty seven (137) instances the equipment was not properly tagged
by identifying the assigned property number.

2. In two-hundred and fifty (250) instances PRIDE’s property records were not updated to
indicate the current custodian of the property.
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3. In one-hundred and forty four (144) instances the property was not available for our
examination. Accordingly, we wete unable to examine the property and to determine the
existence of the item by reviewing its serial number, property record number, acquisition
date, cost, and percentage of federal participation in the cost, among other information
and to determine if the property is adequately safeguarded. Questioned costs related to

this situation amount to $213,535.

Criteria:

34 CFR Section 80.20 (b) (3) establishes that effective control and accountability must be maintained for all
grant and sub grant cash, real and personal property, and other assets. Grantees and sub-grantees must
adequately safeguard such property and must assure that it is used for authotized purposes.

34 CFR Section 80.32 (b) establishes that a state will use, manage, and dispose of equipment acquired undet a
grant by the state in accordance with state laws and procedutes.

34 CFR Part 80.32 (d) (1) Property records must be maintained that include a description of the propetty, a
serial number or other identification numbet, the soutce of property, who holds title, the acquisition date, and
cost of the property, percentage of federal participation in the cost of the property, the location, use and
condition of the property and any ultimate disposition data including the date of disposal and sale price of the

property.

34 CFR Section 80.40 (a) states that grantees are responsible for managing the day-to-day operations of grant
and sub grant supported activities. Grantees must monitor grant and sub grant supported activities to assure
compliance with applicable federal requitements, and that performance goals are being achieved. Grantee
monitoring must cover each program, function ot activity.

Chapter VII of PRDE Procedures for the Control and Accounting of Property Manual establishes that
propetty records should identify the purchase order, date, total cost, units, percentage of federal patticipation
and account code of items acquired.

Chapter X Section B of the Procedures for the Control and Accounting of Property Manual establishes that
each item acquired should be propetly identified. In addition, items acquired with federal funds should
contain the name of the program that financed the acquisition.

Canse:
The exceptions noted above are primarily due to the lack of personnel and resources in the Propetty
Division, as well as the lack of adequate filing and communication procedutes among the different locations

of PRDE (i.e. regions, districts, community schools and central office) related to the acquisition and handling
of property and equipment.
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Effects:

PRDE is exposed to the risk of possible unauthorized use, misappropriation and disposition of equipment
due to the lack of internal controls and proper supporting accounting records. The lack of continuous
monitoring procedures over property and equipment can result in inaccurate accounting records.

Questioned Costs:

§ 213,535

Recommendation:

Management should enforce the policies and procedures implemented by the Property Division to ensure
they address all requirements established by state and federal regulations on property management. Personnel
assigned to the recording and safeguarding of the property shall receive adequate training to ascertain
compliance with all state and federal regulations and to allow propet recording and safeguarding of all
property and equipment.

Additionally, all property records shall be reviewed to make sure that all information included therein is
accurate and pertinent. Property records shall include the required information for equipment purchased with
federal funds to improve accountability, control and to detect possible loss or theft of property.

Also, all property and equipment shall have a property tag number that agrees with the identification number
in the property records.
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Finding Number: 2014-10

Federal Programs: CFDA No. 84.287; Twenty-First Century Community Learning Centers

Category:

Internal control/Compliance

Compliance Requirement:

Matching, Level of Effort, Earmarking

Condition:

PRDE requires the matching of funds from all eligible entities that are on contract for three years or more.
For the fiscal year ended June 30, 2014, the matching percentage for sub-awardees with three or more years
of contract is 30%.

In order to test the matching requirement, we selected ten (10) out of eighty (80) sub-recipient projects, of
which one (1) the matching requitement was applicable. For this item we requested the matching
contribution and the same was not available for our examination. In addition, we selected two (2) additional
projects of which matching requirement were applicable and the matching contribution was also not available
for our examination.

Criteria:

An SEA may require matching funds on a sliding scale based on the relative poverty of the population to be
targeted and the ability of the grantee to obtain such matching funds. The match may not exceed the amount
of the grant award and may not be detived from other Federal or State funds. Fach State educational agency
that requires an entity to match funds shall permit the entity to provide all or any portion of such match in
the form of in-kind contributions (20 USC 7174(d)).

Canse:

Inadvertent oversight by the personnel in-charge of documenting this contribution in the file.

Effect:

The inability of PRDE to document the matching contribution could be interpreted as a failure to achieve the
program objectives and lead to a loss of funds due to material noncompliance.

Questioned costs:

Could not be determined
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Recommendation:

PRDE shall reinforce its documentation in sub-recipients’ files and ensure its written policies include the
following:

responsibilities for determining required amounts for matching;

methods for valuing in-kind contributions of property and services;

allowable costs that may be claimed for matching;

methods of accounting for and documenting amounts used to calculate amounts claimed;
proper monitoring or follow up procedutes to the sub-recipients to ascertain compliance with
matching requirements. If sub-recipients do not meet the matching requirements, their awards

SAE -

shall be adjusted or reduced accordingly.
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Finding Number: 2014-11

Federal Programs: CFDA No. 45.310; State Library Program

Category:

Internal control/Compliance

Compliance Requirement:

Reporting

Condition:

During out audit compliance procedures, we noticed that the State Library Program is not filing the Quarterly
Grant Accrual Reports, as required by the Institute of Museum and Library Services (IMLS). Also, we noticed
that State Program Reportt (SPR) for grant award 2013-2014 was submitted late.

Criteria:

As per Grant Award Guidance from IMLS, grantees must report grant accruals on a quarterly basis to IMLS
and should submit this information no later than four (4) business days after the last day of the quarter. Each
quarter’s accrual must represent the total expenses for active grant awards that a grantee has incurred during
the grant period but has not yet submitted to IMLS for reimbursement.

As per Grant Award Guidance from IMLS, the SPR is due no later than December 30, 2014. This is a web-
based online report which addresses the requirements of the Library Services and Museum Act (LSTA) and

the Government Performance and Results Act (GRPA). The SPR contains program and statistical data.

Cantse:

Delays and lack of communication among the departments and the personnel involved in the reporting
process.

Effects:

Failure to comply with grant requirements may result in the withholding of grant funds, the suspension or
termination of the grant, and/or the return of grant funds. It also may jeopardize any pending or future
applications with IMLS.

QOhnestioned Costs:

None.
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Recommendation:

We recommend PRDE’s management to emphasize the importance of submitting required grant
documentation, including final narrative and financial reports, in a timely manner.

We recommend PRDE’s management to strengthen its internal control procedutres for the preparation,
review and submission of required federal reports to ascertain compliance and timely filing. The State Library
Program should also file the cotresponding missing reports. Developing a checklist could be a useful tool to
maintain control of reporting due dates.
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Finding Number: 2014-12

Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Assistance Clustet

Category: |

Internal control/Compliance

Compliance Reguirement:

Reporting

Condition:

While performing our audit procedures over reporting compliance requirement, we noticed that the
submission of the Single Audit 2012-2013 report (compliance audit) was submitted after the required deadline

of March 31, 2014 and no waiver was requested to the United States Department of Education (“USDE”);
therefore, report was submitted late.

Criteria:

34 CFR 0668.23(a)(4); Compliance andits and audited financial statements, states that an institution must submit
annually to the Secretary its compliance audit and its audited financial statements no later than six months
after the last day of the institution’s fiscal yeat.

Schools ate required to have audits performed under the guidelines of the Single Audit Act; which satisfy the
Department's (USDE) audit requirements. A copy of the audit must be submitted to the Depattment through
the eZ-Audit website using the submission deadlines established by the Single Audit Act.

The Secretary gives notice that on June 16, 2003, the Department will fully implement the eZ-Audit process
under which an institution that participates, or seeks to participate, in the Federal student aid programs
submits its compliance and financial statement audit information electronically. The Federal student aid
programs are authorized under Title IV of the Higher Education Act of 1965, as amended (Title IV, HEA
Programs). This notice applies to any compliance or financial statement audits that an institution is required
to submit under 34 CFR 600.20(a) or (b) to begin or continue participating in the Title IV.

Canse:

Inadvertent oversight by the personnel in-charge of performing these procedures.

Effects:

The Entity's failute to submit a compliance and financial statement audit by the date permitted and in the
manner required under 34 CFR 668.23 may result in the USDE initiating adverse action against the Entity,

including terminating or revoking the Entity's program participation agreement, or, if the Entity has an
application pending for renewal of its certification, denial of that application.
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Further, failure to submit an acceptable compliance and financial statement audit by the due date may cause
the USDE to determine that the institution is in violation of the past performance provisions set forth at 34
CFR 668.174(a)(3), resulting in, among other things, provisional certification, and placement on a heightened
cash monitoring payment method.

Questioned Costs:
None.
Recommendation:

We recommend PRDE’s management to strengthen its internal control procedures for the preparation,
review and submission of required federal reports to ascertain compliance and timely filing.

65



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Finding Number: 2014-13

Federal Programs: CEDA No. 84.002; Adult Education- Basic Grants to States
Category:

Internal control/Compliance

Compliance Requirement:

Reporting

Condition:

During our audit compliance procedures, we noticed that the Adult Education Program is not filing the
Federal Funding Accountability and Transparency Act report for the sub-recipients with $25,000, as required.

Criteria:

As per Federal Funding Accountability and Transparency Act (“FFATA”) 2008, as amended, any sub-
recipient which receives a Federal grant greater than ot equal to $25,000 after October 1, 2010 are subject to
FFATA sub-award reporting requitements as outlined in the Office of Management and Budget. The prime
awardee is required to file a FFATA sub-award report by the end of the month following the month in which
the prime recipient awards any sub-grant greater than or equal to $25,000.

The FFATA Sub-award Reporting System (“FSRS”) is the reporting tool Federal prime awardees (i.e. prime
contractors and prime grants recipients) use to capture and report sub-award and executive compensation
data regarding their first-tier sub-awards to meet the FEATA reporting requirements. Prime contract

awardees will report against sub-contracts awarded and prime grant awardees will report against sub-grants
awarded.

Prime grant recipients must submit FFATA required data into FSRS by the end of the month, plus 30 days,
in which the award or award amendment is made.

Canse:

Turnover of personnel and lack of knowledge of applicable reporting requirements.
Effects:

Non-compliance with the FEATA reporting requirement is a violation of the award, and they reserve the
right to take action, as outlined in the award agreement, to ensure compliance.

Qhwestioned Costs:

None.
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Recommendation:

We recommend PRIDE’s management to strengthen its internal control procedures for the preparation,
review and submission of required federal reports to ascertain compliance. In addition, PRDE should assign
ultimate responsible petrsonnel to be in-charge of the filing of applicable repozts in a timely manner. We
suggest to the Adult Program to file the corresponding missing reports. Management could develop a
checklist as a useful tool to maintain control of reporting due dates.
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Finding Number: 2014-14

Feder?.xl Programs: CEFDA No. 84.287; Twenty-First Century Community Learning Centers
Catsgory:

Internal control/Compliance

Compliance Reguirement:

Reporting

Condjtion:

In order to test the reporting requirement, we verified the completeness of the information included in the
Federal Funding Accountability and Transparency Act Report (“IFFATA”) noting that one sub-recipient was
not reported since it does not have a DUNS number.

Criteria:

As stated in the 2 CFR Subtitle B Part 25, an agency may not make an award to an entity until the entity has
provided a valid DUNS number and maintains an active registration.

At the time an agency is ready to make an award, if the intended recipient has not complied with an
applicable requirement to provide a DUNS number ot maintain an active registration number, the agency

may determine the applicant is not qualified to receive an award, and may use that determination as a basis for
granting the award to another applicant.

Cause:
Inadvertent oversight by the petsonnel in-charge of petforming these procedures.
Effecr:

PRDE could be awarding funds to a non-allowable sub-recipient; therefore, could be exposed to the return of
granted funds.

DOnestioned costs:

$§ 183709

Recommendation:

PRDE shall award balances only to those qualified sub-recipients which has available the DUNS number at

the time of the award. If the sub-recipient has not the required information, PRDE must assess the case and
could make an award to another qualified sub-recipient.
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Finding Number: 2014-15

Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Assistance Cluster

Category:

Internal control/Compliance

Compliance Reguirement:

Reporting

Condition:

During our compliance testing with this requirement, we selected fifty-five (55) participants. In one (1) case,
PRDE failed to submit disbursement records to the Common Origination and Disbursement (COD) system
within fifteen (15) days after making the PELL disbutsement.

Criteria:

As per OMB No. 1845-0039, a school must submit disbursement records to the COD system no later than
fifteen (15) days after making a Pell disbursement.

Cause:

Inadvertent oversight by the personnel in-charge of petforming these procedures.

Effects:

Instances of noncompliance may expose PRDE to administrative actions by the grantor and/ot questioned
costs. In addition, the Department (USDE) may initiate an adverse action, such as a fine or other penalty for
such failure.

QDuestioned Costs:

None

Recommendation:

We recommend PRDE to develop adequate standards and procedures for processing disbursement records
to the COD system in a timely manner, no later than fifteen (15) days after making the disbursement.
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Finding Number: 2014-16

Federal Programs: CFDA No. 84.002; Adult Education - Basic Grants to States
Category:

Internal control/Compliance

Compliance Requirement:

Sub-recipient Monitoring

Condition:

To test compliance with this requirement, we selected five (5) sub-recipients and noted the following
instances of non-compliance:

1. In three (3) of five (5) sub-recipients’ files examined ot (60%), there was no evidence of sub-recipient
corrective action, and additionally PRDE failed to take action in response of the monitoring findings
not corrected by the subgrantee.

2. In five (5) of five (5) sub-recipients’ files examined or (100%), the single audit or corresponding
audited financial statements were not included in the sub-recipients’ file; therefore, were not available
for our examination.

Criteria:

34 CFR Section 80.40 (a) establishes that grantees are responsible for managing the day-to-day operations of
grant and sub-grant supported activities. Grantees must monitor grant and sub-grant supported activities to
assure compliance with applicable Federal requirements and that performance goals are being achieved.
Grantee monitoring must cover each program, function or activity.

31 U.S.C. §7502(f)(2)(B)(C) establishes that each pass-through entity shall: (i) monitor the sub-recipient’s use
of Federal awards through site visits, limited scope audits, or other means; and (ii) review the audit of a sub-
recipient as necessary to determine whether prompt and appropriate corrective action has been taken with
respect to audit findings, as defined by the Director, pertaining to Federal awards provided to the sub-
recipient by the pass-through entity.

Cause:

Program’s personnel did not effectively manage the findings assessed during the monitoring procedures and
inadequate filing of required documents.

Effects:

PRDE may be exposed to administrative sanctions by the gtantor and/or questioned costs.
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Qwestioned Costs:
Could not be determined

Recommendation:

We recommend PRDE to adhere to the guidelines prescribed to monitor the sub-recipients and to follow up
on the cotrective action plans to evaluate its impact on the sub-recipients’ compliance with the federal
program requirement.

PRDE should ascertain appropriate action is taken to prevent the recurrence of the instances reported and
take timely action in response to monitoring findings by requiring the sub-recipients to take immediate
cotrective actions on deficiencies identified. In addition, PRDE should enhance its monitoring procedutes to
ascertain all required documents from sub-recipients are propetly obtained and filed.
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Finding Number: 2014-17

Federal Programs: CEFDA No. 10.555, 10.559; Child Nutrition Cluster
Category:

Internal control

Complianse Reguirement:

Special Tests and Provisions - Accountability for United States Department of Agriculture (USDA)-Donated
Foods

Condition:

During our internal control and compliance testing of accountability of donated food requirement, we
petformed on-site visits and evaluated the criteria and methodology used in maintaining accurate and
complete records with respect to the receipt, disttibution/use, and inventory of donated foods, including
products processed from donated foods.

We visited the Arecibo and Mayagtiez locations and noticed that the warehouses performed the physical
inventoty procedutes at the end of each month accordingly to the “Manual de Sistemas y Procedimientos de
la Autoridad Escolar de Alimentos Seccidén de Almacenamiento y Distribucién” (the “Manual”).

We also visited the Bayamén location and found that the warehouse personnel performed the physical
inventory procedutes at the end of each month accordingly to the manual; except for the physical inventory

for the month ended June 30, 2014. Therefore, we considered this matter as an exception within its
established internal controls over compliance as documented in the Manual.

Criteria:

The School Food Authority states on the “Manual de Sistemas y Procedimientos de la Autoridad Escolar de
Alimentos Seccién de Almacenamiento y Distribucién”; on section “Procedimiento para el Control de
Inventario Fisico de Productos”, that inventory count procedures are performed at the last business day of
the month.

Canse:

No periodic observation of monitoring controls.

Effects:

The recurrence of this exception may lead PRDE not to be in compliance with the Federal requirement over
accountability of donated foods.

Qnestioned Costs:

None
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Recommendation:

To ensure compliance with the accounting and handling of donated food, we recommend to enforce its
internal control policies and to ensure that monthly physical inventory are performed and reconciled.
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Finding Number: 2014-18

Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Assistance Cluster

Category:

Internal control/Compliance

Compliance Requirement:

Special Tests and Provisions — Disbursement to ot on behalf of students

Condition:

During our compliance testing with this requirement, we selected a sample of thirty six (36) students. For all
cases examined, we noted that PRDE failed to make the Federal Work Study (“FWS”) disbursement at least

once per month after the students completed the working hours. Instead, the payment corresponded to three
(3) or more months of payroll.

Criteria:

34 CFR Sections 675.16 (a) (2) establish that an institution must pay a student FWS compensation at least
once a month.

Canse:

Lack of adequate controls to: (a) process payments of the students during the corresponding month wotked,
and (b) no adequate training, supervision and monitoring on the personnel working with the program to
comply with the applicable requirements.

Effects:

PRDE could be exposed to significant administrative penalties or sanctions by the grantor.

Qwnestioned Costs:

None

Recommendation:

We recommend PRDE to develop adequate standards and procedures for processing 'WS payments to
students in a timely manner.
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Finding Number: 2014-19

Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Assistance Cluster

Category:

Internal Controls/Compliance

Compliance Requirement:

Special Tests and Provisions - Recordkeeping

Condition:

Duting our audit procedures, we noted that PRDE does not have an adequate recordkeeping system that
allows an easy audit trail of all transactions involving the processing of financial aid. For example, (1) the
student account balance is not teadily available. Instead, personnel needs to reconstruct the balance going
through the transactions that occutred during the year with that student, (ii) while examining the attendance
records, the School cannot retrieve the specific coutse whete the student was enrolled. Instead, School

petsonnel needs to go through each professor attendance record to look for the course the student was
enrolled to confirm the information.

Criteria:

The Student Financial Assistance Handbook, (Vol. 2-Chapter 7), establishes that a school must keep
comptehensive, accurate program and fiscal records related to its use of Financial Student Assistance (“FSA”)
progtram funds. The importance of maintaining complete, accurate records cannot be overemphasized.
Program and fiscal records must demonstrate the school is capable of meeting the administrative and fiscal
requirements for patticipation in the FSA programs. In addition, records must demonstrate proper

administration of F'SA program funds and must show a clear audit trail for FSA program expenditures.
Canse:
Lack of up-to-date information systems to handle these activities.

Effects:

Failure to maintain student accounts with the required detail make very difficult to audit the student financial
aid transactions and could result in errors while monitoring the Title IV funds granted to the students.

Qwuestioned Costs:

None
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Recommendation:

We recommend management to improve the maintenance of the student accounts to provide for a clear audit
trail of sources and uses of federal funds and to allow for the tracing or tracking of funds to verify that such
federal funds have not been used in violation of the restriction and prohibitions of applicable laws and
regulations.

76



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puetto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Finding Number: 2014-20

Federal Programs: CFDA No. 84.010; Title I Grants to Local Educational Agencies
Category:

Internal control/Compliance

Compliance Requirement:

Special Tests and Provisions - Highly Qualified Teachers and Paraprofessionals
Condition:

During the year ended June 30, 2014, the Puerto Rico Department of Education had a total of 83 Targeted
Assistance Schools (TAS). To test compliance with the eligibility requirements for this program, we
randomly selected 10 TAS to visit. To test compliance with Highly Qualified Teachers (“HQT*) and
Paraprofessionals (“HQP”) requirements, we requested to Directors the files for the HQT and HQP selected
for examination and noticed the following:

e In four (4) of forty-two (42) teachers selected, we were unable to complete our testing
procedures about HQT compliance requitements since the related school was closed for the
academic year 2014-2015 and we were not provided with the information of the teachers for out
examination.

e In two (2) of forty-two (42) teachers selected, we were unable to conclude about HQT
compliance requirements during academic year 2013-2014 since during our visit at the school we
were not provided with the information of the teachers for our examination.

e In one (1) of ten (10) schools visited, the Director confirmed to us that all teachers wete highly
qualified, however, PRDE’s census as of June 30, 2014 which was delivered to us indicated that
there are no HQ'T at this school. Therefore, we were unable to conclude if the school Director
made the corresponding notifications to patents/in-charge of students that took classes for more
than 4 weeks with a non-highly qualified teacher.

Criteria:

As per Circular Letter 16 2011-2012, the School Director is responsible for the assessment of HQT in
accordance with the guidelines established by No Child Left Behind Act. In connection with the
assessment, the School Director must gather and send the documents to Central office, and also keep this

evidence at the School. The School Director is the person responsible for keeping the HQT list up to date
as per this Circular Letter.

Canuse:

Unavailability of school personnel and lack of communication among the school and Central offices.

77



Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Effects:

Personnel not meeting state employment laws and regulations and federal merit system could expose PRDE
to fail to meet the requitements which could lead to cost disallowances.

Qwnestioned Costs:

Could not be determined

Recommendation:

We recommend PRDE to implement monitoring procedures over the School list of HQT and HQP. In

addition lists should be readily available in order to ensure they can be provided upon any request to review
compliance with this program requitement.
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Finding Number: 2014-21

Federal Programs: CFDA No. 84.010; Title I Grants to Local Educational Agencies

Category:

Internal control/Compliance

Compliance Requirement:

Special Tests and Provisions - Comparability

Condition:

While reviewing whether the Entity has developed procedutes for compliance with the compatability
requirement and that they maintain records updated at least biennially documenting its compliance with the
comparability requirement, we noted that PRDE did not complete the comparability calculations. Therefore,
any needed movement of personnel among schools was not petformed.

Criteria:

Fach Local Education Agency (“LEA”) must develop procedures for complying with the comparability
requirements and implement the procedures annually. The LEA must maintain records that are updated
biennially documenting compliance with the comparability requitements. The SEA, howevet, is ultimately
responsible for ensuring that LEAs remain in compliance with the compatability requitement (Section
1120A(c) of ESEA (20 USC 6321(c))).

Canse:

Lack of adequate internal controls.

Effects:

PRDE is exposed to administrative penalties and sanctions by the Federal Government.

QOwnestioned Costs:

Could not be determined

Recommendation:

We recommend management to develop and implement adequate intetnal controls and procedures that
ensure PRDE’s compliance with the comparability requirements.
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Finding Number: 2014-22

Pederal Programs: CFDA No. 84.010; Title I Grants to Local Educational Agencies
CFDA No. 84.367; Improving Teacher Quality State Grants

Category:

Internal control/Compliance

Compliance Reguirement:

Special Tests and Provisions - Schoolwide

Condition:

While evaluating the eligibility of the schools participating under the Schoolwide program, we noticed that
two (2) schools; determined eligible by the Puerto Rico Department of Education and which received

benefits under the program during the academic year 2013-2014, did not comply with the poverty level
requirement of forty (40) percent or above.

Criteria:

As stated on the Office of Management and Budget Citcular A-133, Awdits of States, Local Governments, and
Non-Profit Organizations, a school patticipating under Title I, Part A may, in consultation with its LEA, use its
Title I, Part A funds, along with funds provided from the above-identified programs and other Federal, State,
and local education funds, to upgrade the school’s entire educational program in a schoolwide program. At
least forty (40) percent of the children enrolled in the school or residing in the school attendance area for the
initial year of the schoolwide program must be from low-income families. The LEA is required to maintain
records to demonstrate compliance with this requitement.

Cause:
Lack of monitoring controls to ensure only eligible schools receive benefits under this program.

Effects:

PRDE is exposed to sanctions and loss of funds because of non-supported computations for schools
determined eligible to participate under this program.

Qnestioned Costs:

$ 71,531 CFDA 84.010 Title I Grants to Local Educational Agencies
31,264 CFDA 84.367 Improving Teacher Quality State Grants

$ 102,795
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Recommendation:

In order to prevent the recurrence of the above condition, PRDE shall maintain evidence of computations
used to supports compliance with the requirement of the federal program.
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Finding No: 2014-01

Topic: Accounts Receivable
Federal Program: All federal financial
CFDA #: Vatious

Questioned Costs: $134,268

Condition Found:

While testing the Entity's account teceivables, the auditors noted that accounts receivable arise from
overpayments or metchandise returns to suppliers, improper salary payments, payments to employees
without accumulated vacations ot sick leave balances, and others. Accordingly, expenditures reported in the
federal financial assistance programs include unallowable costs for those amounts uncollected at the end of
each year.

PRDE Response to Finding:

The PRDE Accounts Receivable Division continues the collection efforts for recorded accounts receivables.
In order to expedite the collections for the overpayments, the Payroll Division implemented a procedure to
deduct or withhold the amounts incorrectly paid on the current payments. To prevent future overpayments,
the Human Resoutces Office will be updating their policies and procedures to expedite the process of the
personnel transaction notifications. Training will be provided to the personnel.

Contact person: Orlando Negrén, Finance Deputy Secretary
Judith Parilla, Accounts Receivable’s Supetvisor
Humberto Tapia, Human Resources Interim Deputy Secretary

Anticipated completion date: June 30, 2015
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Finding No: 2014-02

Topic: Information Technology

Federal Program: All federal financial assistance programs
CFEDA #: Vatious

Questioned Costs: Could not be determined

Condition Found:

When assessing the information technology area at PRDE, the auditors noted certain security risks mattets
mentioned below:

1. Inactive accounts and accounts for terminated or reassigned employees and contractors should be
disabled, removed or adjusted in a timely manner.

2. There is no formal process for periodically assessing the Company's IT secutity vulnerabilities and
there has been no assessment of the Company's overall security environment.

3. There has been no assessment of the SIFDE's user profiles.
PRDE Response to Finding:
Regarding matter #1:

A process has already being implemented at the PRDE Human Resources Division which establishes that in
a weekly basis this office will notify the employees' termination to a designated petrsonnel at the PRDE
Information Technology Office ("OSIATD") so they proceed to disable the network access account to those
employees. The Human Resources Division wotks towards a process so that this report could be generated
automatically. This report is currently being provided to the different areas within PRDE where the different
systems are managed, as well as their accounts. In most systems, once the access to the network is disabled,
automatically the authorization to the applications is disabled as well.

PRDE also established the 1st of April of every year as a cut-off date to generate a list of all the active
personnel at PRDE with all their access, and this will later be sent to all the areas supervisors to certify the
status of each of these employees. With the feedback received from all the areas supervisors the OSIATD will
work with the necessary changes in the access allowed to each staff according to their responsibilities and
enable or disable them according to their status.

The OSIATD will be including a procedure on security policy as part of the amendments being work on its
Procedures Manual to enable and disable the network to all temporary users, contractors, auditors, personnel
from other agencies on special projects, and any other authorized person to ensure that their accounts are
disabled after cessation of their functions within PRDE. This manual will be in effect for the next fiscal year
2015-2016.
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Regarding matter #2:

To carry out the assessment of the secutity environment, both internally and externally, the OSTATD will
conduct negotiations both with the Internal Audit Office of PRDE as well as with the Office of Management
and Budget of Puerto Rico for them to collaborate in carrying out an assessment of the security in the
vulnerability of information systems and netwotks of the PRDE. This type of evaluation consists of
interviews, evaluation of the components of network security, including firewall, VPN, Content filtering,
antivirus. In addition, this should include security applications (access and related procedures process).

As part of the amendments that currently are being included to the OSIATD Manual on policies and
procedures of computer security, the PRDE will be including a process to ensute that petiodically the above-
mentioned safety components are reviewed and evaluated for compliance and effectiveness. The
predetermined periods of review and evidence to sustain the completion of these processes will be established
in this manual.

Regarding matter #3:

As mentioned above, PRDE established the 1st of April of every year as a cut-off date to generate a list of all
the active personnel at PRDE with all their access, and this will later be sent to all the ateas supetvisors to
certify the status of each of these employees. With the feedback received from all the areas supervisors the

OSIATD will work with the necessary changes in the access allowed to each staff according to their
responsibilities and enable or disable them according to their status.

Contact person: Maribel Pico, OSIATD Director
Loraine Bidot, Information Technology Cootdinator

Anticipated completion date: FY 2015-2016
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Finding No: 2014-03
Topic: Personnel Files
Federal Program: Child Nutrition Cluster; State Administrative Expenses for Child

Nuttition; Adult Education - Basic Grants to States; Special
Education Cluster; Career and Technical Education - Basic Grants
to States; Education for Homeless Childten and Youth

CEDA #: 10.555, 10.559; 10.560; 84.002; 84.027, 84.048; 84.196

Questioned Costs: Could not be determined

Condition Found:

During the review of the employees' files the auditors noted that the physical employees’ files were not
updated as to the actual monthly salary and applicable percentage of retirement withholding causing
discrepancies between the salaries information included at the physical employees’ files, payroll reports and
payroll stub recalculations. Instead, they were further provided with information gathered from the payroll
system (e.g. STAFF) where the PRDE electronically maintain the employees’ information and changes in
salary.

PRDE Response to Finding:

PRDE does not agree with finding as stated by auditot.

The matters identified by the auditors as missing documentation from the employees’ files are considered
isolated cases; nevertheless, personnel at the PRDE Human Resources Division will be trained by the
Auxiliary Secretary of this Division in order to emphasize the importance of maintaining the required

documentation in the personnel files. The completeness of the files will be verified as personnel transactions
occut.

Contact person: Humberto Tapia, Human Resources Interim Deputy Secretary

Anticipated completion date: N/A
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Finding No: 2014-04
Topic: Allowable Costs/Cost Principles
Level of Effort - Supplement Not Supplant
Federal Program: Career and Technical Education - Basic Grants to States
CFDA #: 84.048
Questioned Costs: $93,306

Condition Found:

In seven (7) of fifty-seven (57) disbutsements selected for testing in the above program, the auditors noted
various exceptions.

For one (1) instance; while determining whether the disbursement selected is related to an allowable
activity of the program, the auditors noted that the disbursement relates to the purchase of four (4)
air conditioning units. The supporting documentation of the transaction is not accompanied by any
justification which detail the professional judgment used by the PRDE's personnel to determine that
this disbursement is an allowable cost and that the program is not supplanting funds.

For six (6) instances; while determining whether the disbursement selected is related to an allowable
activity of the program, the auditors noted that the disbursements relates to transportation services
charged to the program. The supporting documentation of these transactions does not include a full
detail of the students attended; therefore, the auditors were unable to determine if the service was
provided exclusively for the benefit of Catreer and Technical Education Program’s students, per
Section 135(a)-(c) of Perkins IV.

PRDE Response to Finding:

PRDE disagrees with this finding. The purchase of four air conditioning units was allocable, necessary and
reasonable under Perkins and applicable EDGAR regulations.

Similatly, Perkins funds may be used to provide activities that support the Perkins program. See Perkins,
Sections 124, 135, Here, the disbursements relating to transportation services were reasonable under Perkins as
they were for the benefit of eligible CTE students.

Contact person: William Ruiz, Deputy Secretary SAEOT

Anticipated completion date: N/A
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Finding No: 2014-05

Topic: Cash Management
Federal Program: Vatious

CFDA #: Various
Questioned Costs: None

Condition Found:

During the course of the audit, the auditors found that in 7 out of 607 disbursements selected for testing, the
time elapsing between the transfer of funds from the U.S. Treasury and PRDE final disbursement went
beyond the tequited time frame of three business days of their availability.

PRDE Response to Finding:

PRDE considers theses isolated cases. It should be consideted that in four (4) out of the seven (7)
disbursements mentioned in the finding, the number of days that elapsed between the transfer of funds from
the U.S. Treasury and PRDE final disbursement did not exceed six (6) days (three days in excess). PRDE had
worked towards complying with this federal requitement, and has accomplished a lot through the recent

years.

PRDE is currently in the process of implementing the agreements established on the latest Treasury State
Agreement (I'SA) which became effective on July 1, 2014. This agreement took into consideration PRDE's
request of turning all of its programs to the Reimbursement method.

PRDE has designated a team, including petsonnel from the Finance and Budget Division to work on this

implementation.

Contact person: Orlando Negron, Finance Deputy Secretary
Judith Patrilla, Accounts Receivable’s Supervisor

Anticipated completion date: June 30, 2015
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Finding No: 2014-06

Topic: Eligibility - Internal Control

Federal Program: Title I Grants to Local Educational Agencies
CFDA #: 84.010

Questioned Costs: None

Condition Found:

While gaining an understanding of the procedures followed by the above Program in determining the
eligibility for the TAS, the auditors noted several matters.

PRDE Response to Finding:

PRDE does not agtree with this finding as stated by the auditor. PRDE reviewed several of the instances
included in the auditors' test and was able to conclude that the school eligibility to receive Title I funds was
not affected. The documentation gathered on this regards was provided to the auditors, nevertheless it was
not considered for the final report. PRDE is constantly reinforcing to its personnel the importance of the

data gathetred through the Socioeconomic which is later entered into SIE (Sistema Informaciéon Estudiantil).
Training agendas and information material is available upon request.

Contact person: Vilma Aponte, Title I, Part A Program Coordinator

Anticipated completion date: N/A
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Finding No: 2014-07

Topic: Eligibility

Federal Program: Special Education Cluster
CFDA #: 84.027, 84.173

Questioned Costs: $22,896

Condition Found:
In testing compliance with the requitements related to the eligibility for individuals of this program, the
auditors selected a random sample of ninety three (93) participants and several instances of non-compliance

were noted.

1.

In forty-one (41) instances of ninety three (93) participants' files tested, the document SAEE-
PEI "Programa Educativo Individualizado", was not properly signed by the School Director.
However, no questioned costs have been determined since the forms were signed by the initial
person authorized to perform this procedure.

In nine (9) instances of ninety three (93) participants' files tested, the document "Evaluacién
Inicial" was not completed during the required time frame. Therefore, the participant could have
been receiving benefits under this program before completing this eligibility assessment.

In two (2) instances of ninety three (93) participants’ files tested, the "Determinaciéon de
Elegibilidad (Inicial)" was not available for our examination.

In two (2) instances of ninety three (93) the participants’ files tested, the "Referido de registro”
and the "Refetido para Evaluacién Inicial" were not available for our examination. However, no
questioned costs have been determined because the eligibility determination for these
participants was performed.

In five (5) instances of ninety three (93) participants’ files tested, the "Determinacién de
Eligibilidad" was not completed during the required time frame. Therefore, the participant could
have been receiving benefits under this program before completing this eligibility assessment.

In eleven (11) instances of ninety three (93) the participants' files tested, the Analysis of
Information Available (Re-evaluation) was not available for our examination.

In one (1) instance of ninety three (93) participants' files tested, we noted that the participant has
not been entolled for the academic year 2013-2014. Also, the "Forma de Egreso" (SAEL 12) was
not propetly completed.

In one (1) instance of ninety three (93) participants' files tested, the PEI, the “Informe de
ptogteso” and the “Minutas de Revision del Programa educativo individualizado" for the

academic year 2013-2014 was not available for our examination.

In one (1) instance of ninety three (93) participants' files tested, the participant’s file was not
available for our examination.
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PRDE Response to Finding:

PRDE does not agtee with this finding and reiterates our position that the file deficiencies identified do not
impact student eligibility under the Individuals with Disabilities in Education Improvement Act (IDEA). As
such, it is inappropriate to question costs for any of the reasons conditions under this finding.

With regatd to conditions 2 and 5, the timeliness of an evaluation or determination does not make a student
ineligible undet the program. First, an administrative delay to complete a student’s evaluation or eligibility
determination does not prevent the student from being eligible to receive IDEA services. Such a finding
suggests that an administrative delay to complete a student’s evaluation or eligibility determination would
prevent the student from being eligible to receive IDEA services—this certainly is not the case. Second, the
concern that ‘the participant could have been receiving benefits under this program before completing this
cligibility assessment’ is baseless. In order to be designated eligible to receive special education setvices, a
student first must be evaluated, determined eligible, and have an Individual Education Program (IEP)
developed. Only then may the student begin to receive services. There is no reason to assume, nor any
evidence identified to suggest, that any of the students at issue received special education services before
being determined eligible.

Many of the conditions identified under this finding mistakenly suggest the maintenance of certain
documents in the student’s file available at the school is required to establish student eligibility under
IDEA—this is not accurate. The documents Referido de registro or Referido para Evaluacion Inicial have no impact
on a student’s eligibility under IDEA. 'These are administrative documents that are completed prior to a
student even being evaluated for eligibility. Additionally, whether a school director signs an IEP, another
condition included in this finding questioning eligibility, does not impact a student’s eligibility. While no costs
ate being questioned under these conditions (1 and 4), we disagree that these conditions support a finding of
noncompliance with IDEA, EDGAR, or other statutory requirements.

In fact, the absence of any single document cited in the Finding (including those cited in conditions 3, 6, and
8) does not, in itself, make a student ineligible for IDEA services. The absence of the ‘Analysis of
Information Available (Re-evaluation)’ (condition 6) is not a required document to demonstrate eligibility. In
fact, in light of the age of students who patticipate in the Head Start program, such a document would not
even be applicable in many cases. A re-evaluation is required once every three years unless the patties agree
that a re-evaluation is not necessary.

In isolation, it is possible that the documents cited in conditions 3 and 8 could potentially impact the ability to
evidence eligibility. As such, while PRDE disagtees these conditions alone as sufficient to question eligibility,
PRDE is providing additional information hetein to address these individual cases. For each case, this
additional information demonstrates that the student’s file, when reviewed in its entirety, evidences the
student’s eligibility.

Condition 3 questions the eligibility of two students under IDEA on the grounds that their files did not
include evidence of the ‘Determinacién de Elegibilidad (Inicial)’ form. Each case is addressed in turn. First,
for student IRM, while the school file may not have contained a copy of the initial eligibility determination
form, it did include a copy of the student’s most recent triennial determination, dated March 19, 2014.
Second, for student LDJO, this student was initially evaluated and determined eligible for IDEA services in
2004—eleven years ago. 'This student exited the program in August 2014, electing to enroll in night school.
Both student files, when viewed in their entirety, evidence student eligibility.
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Condition 8 questions eligibility of one student under IDEA on the grounds that the student’s file did not
include a copy of the student’s 2013-2014 IEP, the ‘Informe de Progreso’, or the ‘Minutas de Revision del
PED. This is a unique case in which the file appears to have been damaged. While Student JRN’s school file
may not have included a copy of his 2013-2014 IEP, it did include a copy of his current IEP that was in effect
at the time of the file review (2014-2015), as well as a prior IEP from 2010-2011. The 2014-2015 IEP was
signed on May 21, 2014 and included a determination of eligibility based on a re-evaluation. Bven if the file
did not include a copy of the student’s ptior IEP, the student’s file in its entirety supports the student’s
eligibility under IDEA.

Finally, condition 7 appears to question costs for services to a student, when the condition on its face notes
that the student was not enrolled for the academic year 2013-2014. This condition questions the proper
completion of the Forma de Egreso’ document. This document is completed when a student exits the
special education program for any number of reasons. When a student exits the program, regardless of the
reason, they discontinue receiving services. 'The condition notes that the student was not entolled for
academic year 2013-2014 but nonetheless questions costs for services provided to that student.

With regard to condition 9, while the school in which a student is cutrently enrolled should be able to provide
the file, the availability of a file at a school at a given time is not sufficient grounds to find a student ineligible
under IDEA. A search in PRDE’s special education information system evidences that the sole student at
issue for this reason was determined eligible and had his initial IEP developed in April 2012. As such, the
sole case identified in Condition 9 should not stand.

For all the reasons discussed above, PRDE disagtees with this finding.

Contact person: Maria Del Carmen Cruz, Monitoring and Compliance Unit Director for the
Auxiliaty Sectetary for Special Education
Carlos J. Rodriguez, Esq., Special Education Deputy Sectetaty

Anticipated completion date: N/A
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Finding No: 2014-08

Topic: Equipment and Real Property Management
Federal Program: Various

CFDA #: Various

Questioned Costs: Could not be determined

Condition Found:
While gaining an understanding of the state's policies and procedures in relation to property and equipment,

the auditors noted that PRDE did not complete the annual physical inventory report and also noted
deficiencies in PRDE monitoting controls and processes related to dispositions and transfers of assets.

PRDE Response to Finding:

PRDE commenced a ptocess to amend its Property Management Regulation in conformity with anticipated
OMB OMNI regulation. The amendment will be directed, mainly to increase the capitalization limit to
$5,000 and to petform physical inventoties every two years. The estimated effective date of the new

regulation should be on July 1, 2015. The new regulation will enhance the PRDE its processes related to the
dispositions, transfer of assets and updating of its property accounting records.

Contact person: Orlando Negron, Finance Deputy Secretary

Anticipated completion date: June 30, 2015
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Finding No: 2014-09

Topic: Equipment and Real Property Management
Federal Program: Vatious

CFDA #: Vatious

Questioned Costs: $213,535

Condition Found:

During this compliance requirement testing, the auditors selected 347disbursements and several exceptions
were noted.

PRDE Response to Finding:

Regarding the 51 instances where the disbursements selected, classified as acquisition of equipment could not
be traced to the PRDE's propetty records due to an interface matter, PRDE has alteady established a
corrective action which will assure inclusion of the capital outlays acquired, by placing as a default the
automatic capitalization and updating of the property records for every disbursements classified as acquisition
of equipment.

Regarding issues #1 and #2, related to the tagging of the property and the identification of the current
custodian, PRDE is currently developing a new set of guidelines for its cutrent processes which should be
addressing these matters in order to improve efficiency and ultimately be able to comply with the required
federal regulations.

Regarding issue #3, PRDE does not agree with the finding, neither with its questioned costs. As of the date
of this report, PRDE has already cortobotated the existence of 128 of the 144 instances mentioned in the

finding (89%), and is still visiting the diffetent location to identify the remaining. Evidence of the existence
of this property is kept at the Property Division Office for further review.

Contact person: Orlando Negrén, Finance Deputy Secretaty

Anticipated completion date: June 30, 2015
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Finding No: 2014-10

Topic: Matching, Level of Effort, Earmarking

Federal Program: Twenty-First Century Community Learning Centers
CFDA #: 84.287

Questioned Costs: Could not be determined

Condition Found:

In order to test the matching requirement, the auditors requested the matching calculation for three sub-
recipients for which it was required. However, the matching contribution was not available for their
examination for any of the projects selected.

PRDE Response to Finding:

PRDE does not agree with this finding as stated by the auditor. PRDE has already implemented the
cotrective action to address the matter identified by the auditors. The Fiscal Monitoring Instrument used at
the Program was updated to include a set of new criteria that would guide the monitors to address this

compliance requirement. Also, PRDE is currently updating its 21st CCLC program’s procedures manual to
establish the specific matching requirements it would be imposing on its subrecipients.

Contact person: Ingrid Mercado, 213t CCLC Program Coordinator

Anticipated completion date: N/A
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Finding No: 2014-11

Topic: Reporting

Federal Program: State Library Program
CFDA #: 45.310

Questioned Costs: None

Condition Found:

During the audit compliance procedutes, the auditors noticed that the State Library Program is not filing the
Quarterly Grant Accrual Reports, as required by the Institute of Museum and Library Services (IMLS). Also,
the auditors noticed that State Program Repott (SPR) for grant award 2013-2014 was submitted late.

PRDE Response to Finding:

PRDE’s State Library Program will update its policies and procedures to include the filing of the Quarterly
Grant Accrual Reports, as required by the Institute of Museum and Library Services (IMLS).

The Program filed the State Program Report (SPR) for grant award 2013-2014 on January 16, 2015, due to an
unenforceable situation, and during the period from the due date, December 31, 2014 and submission date;

there was constant communications with the Program Official from USDE. The Program will take the
proper actions to prevent the recurrence of this situation.

Contact person: Miguel A. Hernandez, Director, State Library Program

Anticipated completion date: June 30, 2015
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Finding No: 2014-12

Topic: Reporting

Federal Program: Student Financial Assistance Cluster
CFDA #: 84.007, 84.033, 84.063

Questioned Costs: None

Condition Found:

While performing the audit procedures over reporting compliance requirement, the auditors noticed that the
submission of the Single Audit 2012-2013 report (compliance audit) was submitted after the requited deadline
of March 31, 2014 and no waiver was requested to the USDE; therefore, report was submitted late.

PRDE Response to Finding:

PRDE’s management will continue to enforce and strengthen its internal control procedutres for the
preparation, review and submission of the required federal reports to ascertain compliance and timely filing.

Contact person: Carmen Z. Ramirez, Director, Tecnical Education Program
William Ruiz, Deputy Secretary SAEOT

Anticipated completion date: June 30, 2015
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Finding No: 2014-13

Topic: Reporting

Federal Program: Adult Education- Basic Grants to States
CFDA #: 84.002

Questioned Costs: None

Condition Found:

During the audit compliance procedures, the auditors noticed that the Adult Education Program is not filing
the Federal Funding Accountability and Transparency Act report for the sub-recipients with $25,000, as
required.

PRDE Response to Finding:
PRDE’s Adult Education Program established a Monitoring Unit and developed a Circular Letter and a
Monitoring Manual. Trainings have been provided. The Program will continue to enforce and strengthen its

internal control procedures for the preparation, review and submission of the required federal repotts to
ascertain compliance and timely filing.

Contact person: Carmen B. Torres, Administration Director, SASEC
Damaris E. Perez, Deputy Secretary, SASEC

Anticipated completion date: June 30, 2015
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Finding No: 2014-14

Topic: Reporting

Federal Program: Twenty-First Century Community Learning Centers
CFDA #: 84.287

Questioned Costs: $183,709

Condition Found:

In order to test the reporting requirement, we verified the completeness of the information included in the
Federal Funding Accountability and Transparency Act Report (“FFATA”) noting that one sub-recipient was
not reported since it does not have a DUNS number.

PRDE Response to Finding:

PRDE does not agree with finding as stated by auditor.

PRDE made a thorough analysis of all programmatic compliance requirements as well as cost analysis, of all
proposals received during the period 2013-2014, including this “one sub recipient”. The evaluation performed

by the program was in accordance with 21t non regulatory guidance. Therefore we do not agree with the
questioned cost.

However, PRDE acknowledges the importance of this process and immediately established a procedure to
address DUNS number registration. PRDE has developed a process of providing guidance to all sub
recipients in order for them to obtain the requited DUNS number in a timely manner. PRDE is currently

updating its 21t CCLC program’s procedures manual to establish that submission of this data will be required
ptior to approving the contracting of a sub-recipient for the program.

Contact person: Ingrid Mercado, 215t CCLC Program Coordinator

Anticipated completion date: N/A
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Finding No: 2014-15

Topic: Reporting

Federal Program: Student Financial Assistance Cluster
CFDA #: 84.007, 84.033, 84.063

Questioned Costs: None

Condition Found:

During the compliance testing with this requitement, the auditors selected fifty-five (55) participants. In one
(1) case, PRDE failed to submit disbursement records to the Common Origination and Disbursement (COD)
system within fifteen (15) days after making the PELL disbursement.

PRDE Response to Finding:

PRDE does not agree with this finding as stated by the auditors. This is an isolated case; however, PRDE
continues its efforts on improving its internal controls to ensure timely filing in the COD system. PRDE’s

Technical Education Program is working on the implementation of an automated system that will allow for
easier tracking of disbursement and enhanced controls to ensure timely filing,

Contact person: Carmen Z. Ramirez, Director, Technical Education Program
William Ruiz, Deputy Secretary SAEOT

Anticipated completion date: June 30, 2015
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Finding No: 2014-16

Topic: Sub-recipient Monitoring

Federal Program: Adult Education- Basic Grants to States
CFDA #: 84.002

Questioned Costs: Could not be determined

Condition Found:

To test compliance with this requirement, the auditors selected five (5) sub-recipients and noted the following
instances of non-compliance:

1. In three (3) of five (5) sub-recipients’ files examined or (60%), there was no evidence of sub-recipient
corrective action, and additionally PRDE failed to take action in response of the monitoring findings
no cotrected by the subgrantee.

2. In five (5) of five (5) sub-recipients’ files examined or (100%), the single audit or corresponding
audited financial statements were not included on the sub-recipients’ file; therefore, were not
available for the auditors examination.

PRDE Response to Finding:

PRDE’s Adult Education Program established a Monitoring Unit and developed a Circular Letter, a
Monitoring Manual and a Fiscal Manual. Trainings have been provided. The Program will continue to
enforce and strengthen its internal control procedures to prevent the recurrence of the instances reported and

take timely action in response to monitoring findings by requiring the sub-recipients to take immediate
corrective actions on deficiencies identified.

Contact person: Carmen B. Torres, Administration Director, SASEC
Damaris E. Perez, Deputy Secretary, SASEC

Anticipated completion date: June 30, 2015
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Finding No: 2014-17

Topic: Special Tests and Provisions - Accountability for United States
Department of Agriculture (USDA)-Donated Foods

Federal Program: Child Nutrition Cluster

CFDA #: 10.555, 10.559

Questioned Costs: None

Condition Found:

During the internal control and compliance testing of accountability of donated food requirement, the
auditors performed on-site visits and evaluated the ctiteria and methodology used in maintaining accurate and
complete records with respect to the receipt, distribution/use, and inventory of donated foods, including
products processed from donated foods. Duting the on-site visits it was found that the warehouse’s
personnel performed the physical inventory procedutes at the end of each month accordingly to the Manual
de Sistemas y Procedimientos de la Antoridad Escolar de Alimentos Seccidn de Almacenamiento y Distribucidn; except fot
the physical inventory for the month ended June 30, 2014 of one warchouse. Therefore, the auditors
considered this matter as an exception within its established internal controls over compliance as documented
in the Manual.

PRDE Response to Finding:

PRDE does not agree with this finding as stated by the auditors. This is an isolated, immaterial and
nonrecurring case, and PRDE continues its efforts on improving the internal control. The inventoty count
procedures are performed at the last business day of the month, as requited on the Manual de Sistemas y
Procedimientos de la Antoridad Escolar de Alimentos Seccion de Almacenamiento y Distribucidn, except for this isolated
case. Furthermore, the 7 CER 250.14 (e) establishes that distributing agencies and sub distributing agencies shall take
a physical inventory of their storage facilities. The physical inventory shall be reconciled with each storage facility's book inventory.
To ensure compliance with the acconnting and bandling of donated food, we recommend the following:

1. Perform the annual physical inventory and reconcile it with inventory records. Differences, if any, should be

investigated and adjusted promptly;

2. Enforce policies that contribute to the maintenance of accurate inventory records. Monitor to ensuve accnrate and

complete records are maintained with respect to the receipt, distribution and use of the donated food inventory.

As it was stated in the finding, the auditors found that the warchouse’s personnel petformed the physical
inventory procedures at the end of each month accordingly to the Manual; except for the physical inventoty
for one month of one warehouse. This does not impair PRDE’s capacity to perform the annual physical
inventory and reconcile it with the inventory records. Any difference could have been detected on the
following monthly inventory, and adjusted promptly, as required by the federal regulation.

Contact person: Lourdes Velazquez, Director, School Food Authority
Minerva Ortiz, Director, Child Nutrition Agency

Anticipated completion date: June 30, 2015
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Finding No: 2014-18

Topic: Special Tests and Provisions — Disbursement to or on behalf of students
Federal Program: Student Financial Assistance Cluster

CFDA #: 84.007, 84.033, 84.063

Questioned Costs: None

Condition Found:
During the compliance testing with this requirement, the auditors selected a sample of thirty six (36) students.
For all cases examined, the auditors noted that PRDE failed to make the Federal Work Study (“FWS”)

disbursement at least once per month after the students completed the working hours. Instead, the payment
corresponded to three (3) or more months of payroll.

PRDE Response to Finding:
PRDE is developing an enhanced system for processing FWS payments to students in a timely manner. The

Program is working on the implementation of an automated system that will streamline the student’s
registration process and payments.

Contact person: Carmen Z. Ramirez, Director, Technical Education Program
William Ruiz, Deputy Secretary SAEOT

Anticipated completion date: June 30, 2015
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Finding No: 2014-19

Topic: Special Tests and Provisions — Recordkeeping
Federal Program: Student Financial Assistance Cluster

CEDA #: 84.007, 84.033, 84.063

Questioned Costs: None

Condition Found:

During the audit procedures, the auditors noted that PRDE does not have an adequate recordkeeping system
that allows an easy audit trail of all transactions involving the processing of financial aid.

PRDE Response to Finding:

PRDFE’s Technical Education Program is working on the implementation of an automated system that will
provide an audit trail of sources and uses of federal funds.

Contact person: Carmen Z. Ramirez, Director, Technical Education Program
William Ruiz, Deputy Sectetary SAEOT

Anticipated completion date: June 30, 2015
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Finding No: 2014-20

Topic: Special Tests and Provisions - Highly Qualified Teachers and
Paraprofessionals

Federal Program: Title I Grants to Local Educational Agencies

CFDA #: 84.010

Questioned Costs: Could not be determined

Condition Found:

During the year ended June 30, 2014, the Puerto Rico Department of Education had a total of 83 Targeted
Assistance Schools (TAS). To test compliance with the eligibility requitements for this program, the auditors
randomly selected 10 TAS to visit. To test compliance with Highly Qualified Teachers and Paraprofessionals
requirements, the auditors requested to the school directors the files for the HQT and HQP selected for
examination, and noticed some exceptions.

¢ In four (4) of forty-two (42) teachers selected, we were unable to complete our testing procedures
about HQT compliance requirements since the related school was closed for the academic year 2014-
2015 and we were not provided with the information of the teachers for our examination.

* In two (2) of forty-two (42) teachers selected, we were unable to conclude about HQT compliance
requirements during academic year 2013-2014 since duting our visit at the school we were not
provided with the information of the teachers for our examination.

¢ In one (1) of ten (10) schools visited, the Director confirmed us that all teachers were highly
qualified, however, PRDE’s census as of June 30, 2014 which was delivered to us indicated that there
are none HQT at this school. Thetefore, we wete unable to conclude if school Director made the
corresponding notifications to parents/in-charge of students that took classes for more than 4 weeks
with a non-highly qualified teacher.

PRDE Response to Finding:
PRDE does not agree with this finding.

Regarding the first bullet point, PRDE complied with Circular Letter 16 2011-2012 and Title I, Part A HQT
requirements. PRDE agtees that, as per the Circular, the school ditector is responsible for the assessment of
HQT, for gathering and sending the documents to the Central office, and for keeping this evidence at the
School. Howevert, since the identified school was closed for the 2014-2015 academic year, the school director
was not available at the time of the auditors’ request to provide the documentation. PRDE’s Central Level
provided the HQT information. It was informed that all four teachets are HQT and one of the four retired
during the 2013-2014 school yeat.

Regarding the second bullet point, PRDE’s Central Office has notified the auditors that one of the two
teachers referenced is currently serving at a different school for the 2014-2014 school yeat. Therefore the
school where she served during the 2013-2014 school year did not have the teacher’s file. Instead, it was
located at the new school. PRDE has informed the auditors that the teacher is HQT. Meanwhile, the second
teacher referenced in the finding is not teaching at PRDE during this school year, however, PRDE has
informed the auditors that the teacher was HQT' during the 2013-2014 school yeat.
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Regarding the third bullet point, the auditors were unable to conclude if the school director made the
corresponding notifications. PRDE has taken cotrective actions to ensure the accuracy of its HQT census
and has provided recent trainings. The list is readily available on PRDE’s website and can be provided upon

any request.

Contact person: Vilma Aponte, Title I, Part A Program Coordinatot
Clarimar Cruz, Director, Instituto para el Desarrollo Profesional del
Maestro (InDePM)

Anticipated completion date: N/A
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Finding No: 2014-21

Topic: Special Tests and Provisions - Comparability
Federal Program: Title I Grants to Local Educational Agencies
CFDA #: 84.010

Questioned Costs: Could not be determined

Condition Found:

While reviewing whether the Entity has developed procedures for compliance with the compatability
requirement and that they maintain records updated at least biennially documenting its compliance with the
comparability requirement, the auditors noted that PRDE did not complete the comparability calculations.
Therefore, any needed movement of personnel among schools was not performed.

PRDE Response to Finding:

PRDE does not agree with this finding as stated by auditor.

PRDE completed a preliminary calculation for FY 2013-2014, the only pending items were the required
movement of staff based on these calculations. For FY 2014-2015 PRDE amended its policies and

procedures for the comparability requitement and complied with the comparability calculation. PRDE will
continue to enforce and strengthen its procedures and comply with the comparability requitement.

Contact person: CPA Lilia Torres, Under Secretary of Administration

Anticipated completion date: N/A
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Schedule of Findings and Questioned Costs/Management’s Response
Year Ended June 30, 2014

Finding No: 2014-22

Topic: Special Test and Provisions - Schoolwide

Federal Program: Title I Grants to Local Educational Agencies; Improving Teacher Quality
State Grants

CFDA #: 84.010; 84.367

Questioned Costs: $102,795

Condition Found:

While evaluating the eligibility of the schools patticipating under the Schoolwide program, the auditors noted
that two (2) schools determined eligible by the PRDE did not comply with the poverty level requitement of
forty (40) percent or above.

PRDE Response to Finding:

PRDE does not agree with this finding as stated by the auditor. These schools complied with the
requirements of the Comprehensive Educational Plan and submit them timely, therefore were eligible to

receive Title I Funds.  Further, funds were used for Title I purposes therefore we do not agree with the
questioned costs either.

Contact person: Vilma Aponte, Title I, Part A Program Coordinator

Anticipated completion date: N/A

107



Puerto Rico Department of Education

(An Executive Agency of the Commonwealth of Puerto Rico)

Summary Schedule of Prior Year Findings

Year Ended June 30, 2014
Finding CFDA Questioned Anticipated Responsible Contact
Number Finding (Condition Found) Number Cost Status Management Corrective Action Plan Completion Date Officer Number
The Finance Secretatiat continues the collection
i . - . . efforts for the questionable costs. In order to
While testing the Entity's account receivables, the auditors . Hes’
. X expedite the collections for the overpayments
noted that accounts receivable arise from overpayments or L
. S the Payroll Division implemented a procedure . .
merchandise returns to suppliers, improper salary payments, 3 Orlando Negron, Finance Deputy Secretary,
ayments to employees without accumulated vacations or sick to deduct ot withhold the amounts on the Judith Parrilla, Accounts Receivable Supervisor.
2013-01 pay oy ) ) X Vatious 21,808 Inprogress  current payment. To prevent future February 27, 2015 . o ‘ P o 787-773-2647
leave balances, and others. Accordingly, expenditures reported and Julia Nazario, Human Resources Deputy
- - . R overpayments amounts, the Human Resources
in the federal financial assistance programs include L . .. Secretary
Secretariat will also update their policies and
unallowable costs for those amounts uncollected at the end of .
procedutes to expedite the process of the
cach year. . . . .
petsonnel transactions notifications. Training
will be provided to the personnel.
The Oficina de Sistemas de Informacion y
Al federal e ficina de Sistemas de monmaciony
When assessing the information technology area at PRDE financial Apoyo Tecnico ala Docencia (OSIATD) will
2013-02 . s . o &y > . Could not be determined Inprogress  review, update and enforce their policies and Ficbruary 27,2015 Maribel Picé, PRDE's CIO 787-773-2632
the auditors noted certain security tisks matters. assistance e . .
proceduses. Training will be provided to the
programs
personnel.
Six out of the seven missing files were obtained
and are available for the auditors review. The
. . . missing file will be located at the Humacao
During the review of personnel files, several instances were g cated At the Zubl
. B . Region. The manual for the contracting
noted, such as missing files and discrepancies between the - . s
U o 5 process of professional services was revised in
salaries information included at the employees’ files {c.g. . o . . ”
. . . March 2014 to include the responsibilities of the Julia Nazario, Auxiliary Secretary, Human
2013-03 monthly salary and percentage of retirement), payroll repotts Various Undetermined In progress . o - . February 27, 2015 .
. different parties involved in the contracting Resources Secretatiat
and payroll stub recalculations. o . .
process to maintain all required documentation
as part of the contract file.
The documentation regarding changes in salary
of all the personnel transaction s documented
in the system.
Otlando Negron, Finance Deputy Secretary,
In testing compliance and internal control over allowabilit . . . Carmen Q. Rodriguez, Supervisor at PRDE
)rocuretient :Eld suspension and department req uitemen);,s PRDE continues gathering the remaining Finance givision g;]o;ma [I){olon Procurement
2013-04 i ’ P P 1 ? Various 694,569  Inprogress  documents and will be available for February 27, 2015 o : 787-773-2612

the auditors selected 837 disbursements from various
programs and several exceptions were noted.

examination.

Office, Carlos Rodriguez, Special Education
Ditector, and Enid Diaz, Special Education
Administrative Director
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Summary Schedule of Prior Year Findings
Year Ended June 30, 2014

Finding
Number

Finding !Condition Found)

Anticipated

Completion Date

Responsible
Officer

Contact
Number

Management Corsective Action Plan

2013-05

2013-06

2013-07

2013-08

2013-09

During the course of the audit, the auditors found that the
major activities related to the petition of funds are performed
by the same person and are not petiodically reviewed or
monitored by another person.

During the course of the audit, the auditors found that in 13
out of 837 disbursements selected for testing, the time
elapsing between the transfer of funds from the U.S. Treasury
and PRDE final disbutsement went beyond the required time
frame of three business days after their availability.

Tn order to test the eligibility requirements, the auditors
selected 58 participants’ files and noted several instances of
non-compliance.

To test compliance with the eligibility requirements for this
program, the auditors randomly selected 10 TAS and after
performing the eligibility test on each school they noticed that
there was no sufficient information to corroborate that
schools were eligible to receive Title I funds based on
socioeconomic study performed by the PRDE. When
performing the eligibility test for both schools' and students'
eligibility they could not determine their eligibility based on
the information gathered.

In testing compliance with the requirements related to the
cligibility for individuals of this program, the auditors selected
a random sample of 87 participants and several instances of
non-compliance were noted.

CFDA Questioned
Number Cost Status
All federal
ﬁn‘aucm.l None Completed
assistance
progtams
Various None Completed
84.002 $ 5,898  Completed
84.010; 84.389 None Completed
84.027,84.173  § 75,021 Inprogress

During the cash management procedures, there
ate compensating controls to ensure a proper
segregation of duties within the activities related
to the petition of funds. An automated process
generated from SIFDE establishes the grant
amounts to be requested. The information is
registered in the Web Page G-5 Program by the
Auxiliary Director. Once the funds are
received, BGF issues a credit memo . The
voucher from SIFDE, the G-5 petition and the
credit memo are forwarded to the Collector. At
this point, a three way match review process is
petformed by the Collector before registering
the funds received in SIFDE.

On January 2014, the PRDE and the PR's
Treasury Department signed an agreement to
establish that draw-downs will be requested on
a reimbursement basis, therefore after
disbursement checks are issued by PR's
Treasury Department.

The determinations were completed. A Circular
Letter was published reinforcing the procedures
and cligibility requirements. Training was
provided to the personnel.

PRDE held 2 seties of trainings for school
directors on TAS eligibility requirements under
the federal program regulations. Copies of the
training materials were also provided to the
directors so they could take them back to their
schools and shate with the appropriate staff.
An email was sent to USDE with this
information.

PRDE will gather the required documents to
prove that the eligibdity requirements were met,
and will be available for examination. The
monitoring unit continues to monitor the
compliance with the existing policies and
procedures.  The Program follows OSEP
guidance and any identified noncompliance can
be corrected within one year from identification
(OSEP 09-02).

N/A

January 31, 2014

N/A

N/A

Februoary 27, 2015

Orlando Negrén, Auxiliary Secretaty of Finance
Division

Orlando Negrdn, Auxiliary Secretary of Finance
Division

Anayantzie Altierd, Adult Education Program
Director

Vilma Aponte, Title I, Part A Program
Coordinator

Carlos Rodriguez, Special Education Director,
Matia del Carmen Cruz Dévila, Monitoring and
Compliance Unit Director for the Auxiliary
Secretaty for Special Education / Enid Diaz,
Special Education Administrative Director

787-773-2683

787-773-2683

787-773-3474

787-773-2056
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Summaty Schedule of Prior Year Findings

Year Ended June 30, 2014
Finding CFDA Questioned Anticipated Responsible Contact
Number Finding (Condition Found) Number Cost Status Management Corrective Action Plan Comgletion Date Officer Number
“T'he auditors f everal deficienci il ing eligibili - . . . Matia del C. Martinez, Even Start P
2013-10 ' mldlm.ls. ound chml,,d eficiencies while testing eligibilicy 84.213 None Completed  USDE does not sustain the auditors finding, N/A aria e Artinez, fve Start Frogram 781-773-2043
of the participants for the Fven Start Program. Coordinator
For the two schools that did not receive SIG
funding, PRDE determined that neither school
could effectively implement the increased
While testing the schools eligibility for SIG, the auditors noted Jearning Hne requiement under the
that one school was selected although as per the results of the transformation and tusnazound models Lisandra Fradera, School Improvement Grant
2013-11 : 001 Was seiecte 1gh s p s 84.377;84.388  $ 296,632  Completed  (Certifications from the Regions were N/A . acem, P g
schools ranking for eligibility, there were other two schools . . - Program Director
that may have heen selected provided). Since neither school had the
) ) ’ capacity to implement the models, PRDE
funded the Tier I school that showed such
capacity. An email was sent to USDE with this
information.
While gaining an ugdetstaudmg of the state’s policies and ) PRDE is in the process of revicwing the
procedures in relation to property and equipment, the auditors . §
noted that PRDE did not complete the annual physical policies and proceduces related to the Orlando Negrdn, Auxiliaty Secretaty of Finance
2013-12 . i P ne anmuatp iy Various Could not be determined In progress  accounting and management of its fixed assets. June 30, 2015 s > 787-773-2683
inventory report and also noted deficiencies in PRDE o . - . Division
. . L This will help in the establishment of a policy
monitoring controls and processes related to dispositions and - . .
teansfers of assels consistent with federal grant regulation.
PRDE continues gathering the required
documents and will be available for
During this compliance requirement testing, the auditors . examination. The Finance Deputy Secretatiat Otlando Negron, Finance Deputy Secretary /
-1, ) § AY% 2 { . . L 30, 2015 ; o ) 787-773-2
2013-13 selected 96 disburscments and several exceptions were noted. arious 4 40328 T progress will update their fixed assets policics and June Nilda Morales, Property Division Director 679
procedures. Training will be provided to the
personnel.
The auditors tested the matching requitements under the
program; 1equest§d the State matcl.lmg .mlc'ulatxon and ) The DProgram developed a now Manual to
evidence of contributions and received it without exceptions. ddress the documentation requirements related Anayantzie Altieri, Adult Education Program
2013-14 However, the auditors requested the evidence and calculations 84.002 None Completed address fie documentation red N/A ANt ’ Che 787-713-3474

of the in-kind matching portion and it was not available for
examination for any of the projects selected, even though the
entity received in-kind contributions during the year.

to the in-kind matching. Fraining was provided
to the personnel.

Director
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(An Executive Agency of the Commonwealth of Puerto Rico)

Summary Schedule of Prior Year Findings

Year Ended June 30, 2014
Finding CFDA Questioned Anticipated Responsible Contact
Number Finding sCondition Foung} Number Cost Status Manegement Cotrective Action Plan Completion Date Officer Number
As of September 2014, the Junta de Subasta
Central sends a written notice to the Junta de
Revision Administrativa inquiring as to whether
any claims for reconsideration have been filed.
. N . All federal This written documentation, which is
In testing compliance over the formal bidding process, the - L - . . .
. o R financial maintained in the bid’s file, demonstrates that Fduardo Rivera Cruz, Director Procurement and
2013-15 auditors selected 5 bids and noted that in 3 of them some of K None Completed . , X N/A .
. . . . assistance the Junta de Subasta Central is performing the Bidding Board
the required evidence was not included in the files. e ) . X
programs necessaty vetification. An informal discussions

in order to ensute that the appropriate
cotrective actions were undertaken was
performed. An email was sent to USDE with
this information.
PRDE  continues gathering the recquired

Tn testing compliance and internal control over the documents and will be available for

2013-16 procurement and suspension and debarment requiements, Various $ 480,352.00 In progress examination. The Prqcurement Ofﬁ;e wil March 31, 2015 Norma Rolén, Procurement Division Ditector

the auditors selected 837 disbursements from various review and enforce their current policies and

programs and several exceptions wete noted. procedures. Training will be provided to the
personnel.

During our audit compliance procedures, we noted the . . .

following exceptions regarding the filing of the Federal The 215t Century progtam S?bmm_d timely the

Funding Accountability and Transpatency Act report for the report for FY 2014 and provided gu 1d;m(?e toall

sub-recipients receiving federal funds equal to or in excess of the su.b recipients and personnc? fcsponsﬂ)le for

$25,000: subn.nttmg tl?e FFATA repott. The . Ingrid Mercado, Program Coordinator, 787-773-2376

2013-17 84.002; 84.287 None In progress requirement is included within the 21st Century February 27,2015 Anayautzie Altieri, Adult Education Program e
- the ] - First C. L . program SOP. . | 781-773-3474

* For the Twenty-First Century prograt, teports . . Director

cotresponding to two sub-recipients were not filed. Also, all Th.e Adult Education program provided

other submitted reports (5 in total), wete filed late. guidanc.e to all the su? tecipients and personnel

* For the Adult Education program, no reports wete prepared respogsxble for S!..lbénttmg Ehe FF“‘ATA report

although is a requirement under this program. and W'H be Sllbmltung t.hc Ky 2015 report, and
compiling the information from previous years.
Disbursements are now being processed directly
through SIFDE without the need to use the

During the compliance test for reporting, the auditors Pi‘;iz;:)de,;;:(;l‘;::dis E;g;i?;:s:;i{i;em

identifi 2 E ) DE fail | : G Z.. Ramirez, Technical Educati

2013-18 identified that 2 of 86 participants selected, the PRDE failed 4.007; 84.033; 84.0¢ None In progtess OSIATD for the approval of an automated une 30, 2015 armett amirez, lechmical Education
progt PPp!

to submit disbursement records to the COD system no later
than 30 days after making the Pell Disbursement.

system that will allow the Institutes to enter the
student information, for it to be sent directly to
the USDE, streamlining the process to register
students.

Program Director
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Summary Schedule of Prior Year Findings

Year Ended June 30, 2014
Finding CFDA Questioned Anticipated Responsible Contact
Number Finding sCondition Fm_l_nd) Nl.lm_ber Cost Sta_tus Manegement Corrective Action Plan Completion Date Officer Nl:.mber
While testing the high school graduation rate, we noticed that
PRDE failed to timely submit the N0O40 report. EDFacts Ana M. Rosado, Deputy Secretary Planning and
2013-19 Partner Support Center’s (EDFacts) calendar indicates that 84.010; 84.089 None Completed “The repott was not requited for FY 2012-2013. N/A Development / Vilma Aponte, Title I, Part A 787-773-2056

the report must be submitted on or before January 31, 2013, Program Coordinator

however it was submitted on May 6, 2013.
‘The schools submitted their CAT's and
complied with the monitoring requirements.

During the auditors’ tests of compliance with the sub- ;Fel;z2%:;?::;?;;}2::‘:‘i?i:tg‘i:;?tﬁ :tlivas

recipient monitoring requirements, they selected five (5) . . . N Minerv: iz Alvar: Dir £ the Chi

2013-20 schools under the School Food Authority (SFA) and two (2) 10.555; 10.559 Could not be determined Completed sub1n1tFed t‘mqyﬁ Thete is no federal or state N/A vimerva Ortiz Alvatado, Director of the Child

. A, . regulation requiring the report to be available Nutrition State Agency

independent SEA’s and noted several instances of non- .

compliance electronically.

P ) Duting FY 2014, the Agency hired 12 monitors,

for a total of 14 monitors, and training was
provided to all of them.

During the fiscal year ended June 30, 2013, the Adult

Education Program monitored a total of seven (7) sub-

recipients. To test compliance with this requirement, the

auditors selected five (5) sub-recipients.

. . o A new monitoring Manual was developed with . . - .
! S . o At tzie Al Adult £ P
2013-21 The auditors noted n one (1) of the five (5) monitoriug files 84.002 Could not be determined Completed procedures for the monitoring process, N/A i)ilxaeycat:;rzm Altierd, Adult Iiducation Program 787-773-3474

examined, that PRDE found that the sub-recipient did not
comply with one of the program requirements. However,
there is no evidence in the sub-recipient records as of the
effects that this non-compliance should have on the sub-
grantee as to the amount of funds awarded and the possibility
to return a portion of those.

including follow-up on corrective action plans.
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Summary Schedule of Prior Year Findings

Year Ended June 30, 2014
Finding CEDA Questioned Anticipated Responsible Contact
Number Finding (Condition Found! Number Cost Status Management Corrective Action Plan ComL)letion Date Officer Number
PRDE issued an assurance form to its 21st
CCLC sub recipients to establish greater
accountability for the reporting requirements.
Each sub recipient is required to submit this
. fi ition of fand
During the fiscal year ended June 30, 2013, the Twenty-first N condition of contract Approva Atk
. R . funding. PRDE has also, strengthened its
Century Community Learning Centers Program monitored a L o
o - o . . monitoring procedutes to ensure sub recipient
total of thirty-six (36) sub-recipients. To test compliance with . . L.
. . L compliance with its contract conditions and
this requirement, we selected five (5) sub-recipients and noted y
R . assurance form. PRDE’s 21st CCLC program
the following exception: staff is 1 ible for monitoring of 21st
2013-22 84.287 Could not be determined Completed Statt 1s responsible 8 . N/A Ingrid Metcado, Program Cootdinator 787-773-2376
. o CCLC sub grantees. The program staff is
1. In one (1) instance, the monitoring process reflected . o -
. . . . conducting monitoting through desk reviews
instances of non-compliance. The sub-tecipient submitted a Lo
. . and onsite visits. The 21st CCLC Program
cotrective action plan that was not approved. However, A
By - Office has identified a staff member to work
there’s no evidence about proper follow up on the status of R i, L
. . . exclusively on sub recipient monitoring
the revised corrective action plan. e . - -
activities. This staff member is responsible for
ensuring that all necessary and appropriate
follow up on sub recipient’s cortective action
plans is timely carried out. An email was seat to
USDE with this information.
A written communication was sent to the two
. . . ek in o reinf it
When evaluating the criteria and methodology used in WWRECHOUSC MANAGETS, f order to rewlorce their
maintaining accurate and complete records with respect to the fob duties and requirements s established on Lourdes Velazquez Rivera, PRDE School Food
2013-23 i 1§ accy P pect i« 10.555, 10.559 Could not be determined Completed the procedures manual "Manual de Sistemas y N/A s veasq >
receipt, distribution/use, and inventory of donated foods the . R Authority Director
. ) . Procedimientos de la Autoridad Escolar de
auditors. noted several instances of non-compliance. y . .
Alimentos: Seccion de Almacenamiento y
Distribucion”.
The Program requested a waiver from the
During the compliance test for Special Test - Return of Title USDE, which was approved. All worksheets
/I itors identi % Carmen Z. Ramirez, Technical Educati
2013-24 IV lund§, the auditors xdeunﬁed"that, 1 of 12 , £.007; 84.033; 84.0¢ None In progtess for 2012-2013 have l?eeu c?mple.ted At the June 30,2015 )auncn Ramitez, Tec nical Education
drops/withdrawals selected, the "Politica de Reembolso! moment, the Program is working with the 2013- Program Director
worksheet was not prepared. 2014 worksheets for proper reimbursements to
be processed.
During the compliance testing for this requirement, the The Program has recruited personnel (PSC &
201325 auditors noticed that PRDY: did not award FWS fands to £.007; 84.033; 84.0( None Completed Transitory) to work with the financial aid office N/A Carmen Z. Ramirez, Technical Education

eligible students with financial need for one (1) of its
Institutions (e.g. ITEC - Poncc).

of the Ponce Institute and be able to process all
requests for FWS.

Program Director
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Year Ended June 30, 2014
Finding CFDA Questioned Anticipated Responsible Contact
Number Finding (Condition Found) Number Cost Sta_tus Manggement Corrective Action Plan Completion Date Officer Number
Disbutsements arc now being processed directly
. . X X . through SIFDL without the need to use the
During the compliance testing for this requirement, the neyenta de dad" lerat ment
auditors sclected a sample of thirty (30) students. In twenty- p(izz‘:s:)( Llicc;t::;‘gl::t: i gscge\:(::kis‘;i,yiﬂ‘e
2013-26 three (23) msytan(?cs, the auditors noted that PRDE failed to 4.007; 84.033; 84.0¢ None In progress OSIATD for the approval of an automated June 30, 2015 Carmen 7 Ramt1e/, Technical Education
make the IWS disbursement at least once per month after the tem that will allow the Tnstitutes to enter the Program Director
students completed the working hours. Instead, the payment system that will afiow the mstiutes to ente
cotresponded to two (2) months of payroll student information, for it to be sent directly to
ot the USDE, streamlining the process to register
students.
During the audit procedures, the auditors noted several
conditions that made them conclude that PRDI docs not . i . .
2013-27 have an adequate recordkeeping system that allows an eas; 4.007; 84.033; 84.0¢ Nortne In progress [he proposc»d new system will 2331§t o the une 30, 2015 Carmen Z Bammw, echnical Education
1 ping sy Y progr . rector
audit trail of all transactions involving the processing of documentation of student transactions. Program Director
financial aid.
PRDE publishes a memorandum each semester
To test compliance with Highly Qualified 'F'eachers and to guide and inform on the requirements of the
Paraprofessionals requirements, the auditors requested to the Progress Report and Census of the Highly
. i’ A LS i Clarimar Cruz, INDEPM Di e / Vil
2013-28 School Directors a list of HQT and HQP and tests at three 81010;84389  Could notbe determined  Inprogress 2 unied Teachers (FIQT), as established on Mach 31,2015 Csimar Ceuz, INDEPM Disector / Vilma 787-773-2056
different schools could 110t be completed due to lack of some the No Child Left Behind Act (NCLB). Aponte, Title I, Part A Program Coordinator
equired documentation L Additional trainings will be provided on this
requirec documentation. matter. Furthermore, PRDE has available a list
of HQ'T.
For FY 2012-2013, there was a preliminary
calculation available at the time of the audit
report. The only pending items were the
During the course of the audit, the auditors noted that PRDE adjustments needed (novement of personnel) Lilia Torres Torres, Undersecretaty of
- .010; 84. rogtess . .. F y 27,2015 o )
2013-29 did not complete the comparability calculations. 84.010; 84.389 None Tu progress as a result of the calculations. PRDE is in the ebruaty 27, 20 Administrative Affairs
process of evaluating a modification in the
measure established to comply with the
comparability requirement.
During the course of the audit, the auditors selected various "The Office of Federal Affairs will review and Vilma Aponte, Tife L, Patt A Program
2013-30 disbursements and in 7 out of 66 no documentation was 4.010; 84.389; 84.3( None In progress enforce their cutrent policies and procedures. April 30, 2015 Coor dqutor /’ Sylvia ii'lti'/ 8 787-773-2056
provided for examination. Training will be provided to the personnel. ¥ -
"To determine compliance with the requitements related to the
2013-31 special conditions, the auditors treviewed some related Vatious None In progress There is 01.1ly two r'eCf)mmendatlous pending September 30, 2015 Lilia I ortes Tortes, pildersecretary of
and an action plan is in progress. Administrative Affairs

documentation and observed that PRDE had not fully
complied with these requirements.
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Profile of Independent Public Accountants
Year Ended June 30, 2014

CPA Firm: Kevane Grant Thornton LLP
Employer Identification Number: 66-0563256
Lead Auditors: Julio Villegas -- Audit Partner

Kayra Rivera -- Audit Manager
Silvia Bonet -- Audit Managet

Address: 33 Bolivia St., 4th Floor
San Juan, Puerto Rico 00917

Telephone Number: (787) 754-1915

The audit was performed between July 2014 through January 2015, at PRDE’s, facilities.
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