ULNITED STATES DEPARTMENT OF EDLUCATION
OFFICE OF INSPECTOR GENFRAL
PO R Y AN STREET. HARWO O M (CENTER SUTTE 20 A0
IXALLLAS TEXAS 7325i-&88: 7
PEUONE 1214 RBO GT] AN (214,400 a0

MAY 23

2002

MEMORANDUM

TO : Robert H. Pasternack
Assistant Secretary

Otfice of Special Education and Rehabilitative Services

Sherm L. Demmel AN, K@‘W&{

Regional Inspector General for Audit

SUBJ ECT& Final Audit Report ALLOWABILITY OF OFFICE OF SPECIAL
EDUCATION AND REHABILITATIVE SERVICES’ GRANT CHARGES BY
PARTNERS RESOURCE NETWORK, INC., BEAUMONT, TEXAS
Control Number ED-OIG/A06-B0028

FROM

Attached is our subject report presenting findings resulting from our audit of Partners Resource
Network, Inc.

In accordance with the Department's Audit Resolution Directive, you have been designated as
the action official responsible for resolution of the findings in this report.

[f you have any questions or wish to discuss the contents of this report, please me at 214-880-
3031. Please refer to the audit control number in all correspondence relating to this report

Attachment
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Ms. Janice Meyer

Executive Director

Partners Resource Network. Inc.
1090 Longfellow Drive, Suite B
Beaumont, TX 77706-4819

Dear Ms. Meyer:

T'his Final Audit Report presents the results of our audit of grant costs incurred by Partners
Resource Network, Inc. (PRN). The objective of our audit was to determine if the costs PRN
charged to 1ts two Office of Special Education and Rehabilitative Services’ (OSERS’) grants for
the period July 1, 1997, through July 31, 2001, were allowable.

A draft of this report was provided to PRN. In its response, PRN disagreed with our
recommendations that it be required to return $17.220 of unallowable consultant costs and pay
$7,569 of imputed interest on excess cash. PRN said that the consultant had provided the
contracted services and that excess cash did not exist. PRN's response included documentation
that PRN said supported its statements. Based on our review of the documents, we dropped the
recommendation that PRN pay the $7.569 of imputed interest. We did not change our
recommendation regarding the consultant’s costs. Regarding the other recommendations, PRN
discussed the corrective actions it had taken. We have summarized PRN’s comments after the
recommendations. A copy of the response is enclosed with this report. The documents attached
to the response have been provided to the Department of Education action official.

BACKGROUND

PRN, a non-profit corporation located in Beaumont, Texas, has received funding from the
Department of Education since 1986. PRN received two OSERS grants, one from the Office
of Special Education Programs and the other from the Rehabilitation Services Administration.

T'he Office of Special Education Programs awarded PRN a $2.112.000 grant to operate a
Texas statewide parent training and information center for the five-year period from July
[, 1997, through June 30, 2002 (hercinafter referred to as the PATH project). PRN uses
PATH grant funds to provide training and technical assistance to tamilies of children with
disabilities and young adults with disabilities regarding their educational rights,
collaboration and communication between parents and professionals, and obtaining
educational services. The Rehabilitation Services Administration awarded PRN
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$288,738 grant entitled Seeking Unlimited Recreational Experiences (SURE) for the three-
year period from October 1, 1998, through September 30, 2001. The SURE grant was
extended through September 30, 2002, with no additional funding. PRN uses SURE grant
funds to work with community agencies to provide and promote recreational opportunities
for children and adults with disabilities in East and Southeast Texas.

AUDIT RESULTS

We found that PRN could not adequately support $17,220 of consultant charges to the
SURE grant and $45,500 of salary charges to the PATH grant. We concluded that the
consultant charges are unallowable. Based on our analysis of the consultant’s year-end
reports and discussions with PRN and other officials, we determined that not all of the
consultant’s services were provided. We also determined that a conflict of interest existed
between PRN’s Executive Director and the consultant. We do not express an opinion on
the allowability of the $45,500 of salary charges for the Co-Project Director of the PATH.
Based on our discussions with PRN staff, we concluded that the Co-Project Director did
work on the PATH, but because PRN had not maintained the required monthly time
distribution records for this one employee, we could not determine if the $45,500 of salary
charges were reasonable.

We also noted that PRN failed to have required Single Audits performed for two years and
had not submitted any Single Audit reports to the Federal Audit Clearinghouse
(Clearinghouse) at the time our fieldwork began. PRN also did not have written financial
management policies and procedures, and maintained excess cash.

All citations to Title 34, Code of Federal Regulations (C.F.R.), in this report are to the July
1998 edition.

Standards for Financial Management Systems

Pursuant to 34 C.F.R. § 74.21(b), recipients’ financial management systems must meet
certain standards that include, in part, the following:

(1) Accurate, current, and complete disclosure of the financial results of each
federally-sponsored project . . . .

(3) Effective control over and accountability for all funds, property, and other
assets.

(5) Written procedures to minimize the time elapsing between the transfer of
funds to the recipient from the U.S. Treasury and the issuance or redemption of
checks, warrants or payments by other means . . . .

(6) Written procedures for determining the reasonableness, allocability, and
allowability of costs in accordance with the provisions of the applicable Federal
cost principles and the terms and conditions of the award.

(7) Accounting records including cost accounting records that are supported by
source documentation.
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According to 34 C.F.R. § 74.27, the cost principles for determining allowable
costs for a private non-profit organization are contained in Office of
Management and Budget (OMB) Circular Number A-122 (1998).

Consultant Services Not Provided

We determined that $17,220 for consultant services that PRN charged to the SURE grant was
not adequately documented. We also determined that not all of the consultant’s services were
provided. Further, we determined that a conflict of interest existed between PRN’s Executive
Director and the consultant, and that PRN did not have written standards of conduct addressing
conflicts of interest relating to the award and administration of contracts.

The principles in Attachment A, paragraph A.2.g of OMB Circular A-122 state that for a cost
to be allowable that it be adequately documented. Attachment A, paragraph A.4.a of the
circular further states:

A cost is allocable to a particular cost objective, such as a grant, contract, project,
service, or other activity, in accordance with the relative benefits received.

In addition, pursuant to the procurement standards contained in 34 C.F.R. § 74.42:

The recipient shall maintain written standards of conduct governing the performance of
its employees engaged in the award and administration of contracts. No employee,
officer, or agent shall participate in the selection, award, or administration of a contract
supported by Federal funds if a real or apparent conflict of interest would be involved.
A conflict would arise when the employee, officer, or agent, any member of his or her
immediate family, his or her partner, or an organization which employs or is about to
employ any of the parties indicated herein, has a financial or other interest in the firm
selected for an award.

PRN entered into a consultant contract for each year of the SURE grant. The annual fee for
each contract was $5,760 ($5,700 in the final grant year) and was paid in advance at the
beginning of each year. A conflict of interest existed between PRN’s Executive Director and
the consultant because they are husband and wife. PRN’s Executive Director selected her
husband to be the consultant, signed the annual consultant contracts, and approved the advance
payments to the consultant. According to the contracts, the consultant was to be paid $30 an
hour for providing approximately three to four hours of work each week. The contracts
required the consultant to provide a written report on his activities at the end of each 12-month
period. PRN could not provide support for the hours the consultant spent on the contracts or
that all of the steps under the contracts were provided.

For the first 12-month period, the consultant’s contract listed seven deliverables in addition to
the written report. In the report, which was slightly over one page, the consultant stated that he
did not complete four of the seven deliverables. The remaining three deliverables involved
holding meetings to advise PRN’s Executive Director and the SURE Project Director and
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developing a plan for the use of student interns. PRN provided no documentation of the
frequency or extent of the meetings. The consultant did provide a two-page document that he
had prepared at the beginning of the contract period that was a plan for the use of student
interns and intern job descriptions. The SURE project never implemented the plan.

For the second 12-month period, the consultant’s contract listed six deliverables in addition to
the written report. The report consisted of a one-page document. Two deliverables involved
meeting periodically to advise PRN’s Executive Director and the SURE Project Director on
various activities. PRN provided no documentation that these meetings had occurred. PRN
also could not provide documentation of the consultant’s involvement in the remaining four
contract deliverables, which involved developing Partners Ranch' and raising funds for its
operation. For example, two of the deliverables involved securing a consultant to perform a
feasibility study of Partners Ranch and working with that consultant to develop a fund raising
plan. The consultant who performed the feasibility study stated that the PRN Executive Director
and the SURE consultant initially contacted him regarding performing the study, but that he had
no contact with the SURE consultant thereafter.

For the third 12-month period, the consultant’s contract listed six deliverables in addition to
the written report. The report for the third year was not due at the time of our fieldwork (about
one month remained in the contract period). Two deliverables involved meeting periodically
with PRN’s Executive Director and the SURE Project Director on various activities. Again,
PRN could provide no documentation that these meetings occurred. The remaining four
deliverables involved various Partners Ranch activities. For example, one deliverable was to
maintain the membership of Partners Ranch Steering Committee and arrange for periodic
meetings. Six of 11 Steering Committee members stated that there had been no contact with the
consultant and no meetings for approximately one year. Another deliverable was to establish
communication with development officers for agencies providing similar programs. PRN’s
Executive Director provided a list of five such agencies. The consultant told us that he and his
wife visited the agencies usually during vacations and obtained pamphlets from them.

Salary Charges Not Documented

The Co-Project Director for the PATH grant, who is the husband of PRN’s Executive Director,
had not submitted monthly time distribution records since March 2000. PRN maintained such
records for the salary charges of the Co-Project Director prior to March 2000, and for all other
employees who worked on the PATH and SURE grants during the period of our audit.

Requirements for compensation for personal services are listed in OMB Circular Number
A-122, Attachment B, paragraph 7m(2):

! Partners Ranch is owned by PRN and consists of 26 undeveloped acres adjacent to the PRN
Executive Director’s residence. PRN planned to develop and use Partners Ranch for recreational
activities for children and adults with disabilities. At the time of our fieldwork, Partners Ranch
was not operational.
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Reports maintained by non-profit organizations to satisfy these requirements must
meet the following standards:

(a) The reports must reflect an after-the-fact determination of the actual activity of
each employee. Budget estimates (i.e., estimates determined before the services
are performed) do not qualify as support for charges to awards.

(b) Each report must account for the total activity for which employees are
compensated and which is required in fulfillment of their obligations to the
organization.

(c) The reports must be signed by the individual employee, or by a responsible
supervisory official having first hand knowledge of the activities performed by
the employee, that the distribution of activity represents a reasonable estimate of
the actual work performed by the employee during the periods covered by the
reports.

(d) The reports must be prepared at least monthly and must coincide with one or
more pay periods.

The Co-Project Director was budgeted to work on the PATH project at a 60 percent full-time
equivalency rate. PRN charged the PATH grant approximately $45,500 of salary and fringe
benefits for the Co-Project Director from April 2000 through June 2001, without after-the-fact
time distribution records. Based on interviews with PRN officials, we determined that the Co-
Project Director did work on the PATH project during this time period, but due to the lack of
records we could not determine the extent of work that was performed and do not express an
opinion on the allowability of the $45,500 of charges.

Failure to Complete and Submit Single Audits

PRN had not completed the required Single Audits for the fiscal years ended on June 30, 1999
and 2000, which were due at the Clearinghouse by March 31, 2000 and 2001, respectively.
Although the Single Audits for 1997 and 1998 were completed, PRN had not submitted them
to the Clearinghouse at the time we began our audit (PRN had provided a copy of its 1998
Single Audit report to the OSERS’ PATH grant official). After we advised PRN of the
requirement, PRN submitted the 1997 and 1998 Single Audit reports to the Clearinghouse.

OMB Circular Number A-133, Subpart B § 200(a) states:

Non-Federal entities that expend $300,000 or more in a year in Federal awards
shall have a single or program-specific audit conducted for that year in
accordance with the provisions of this part.

Subpart C § 320(d) further states:
All auditees shall submit to the Federal clearinghouse designated by OMB the

data collection form described in paragraph (b) of this section and one copy of the
reporting package described in paragraph (c) of this section . . . .
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In addition, Attachment C to the Grant Award Notification directed PRN to submit its Single
Audit reports to the Clearinghouse. Single Audit reports are required by OMB Circular
Number A-133 § 320(a) to be submitted within the earlier of 30 days of the receipt of the
auditor’s report or nine months after the end of the audit period.

No Written Financial Management Policies and Procedures

PRN did not have formal written policies and procedures governing its financial management
system. PRN provided a seven-page document that it had given to its Single Auditor that
identified some of the system’s checks and balances. This document did not include the written
procedures required by 34 C.F.R. Part 74.

Pursuant to 34 C.F.R. § 74.22(b)(1):

Recipients are paid in advance, provided they maintain or demonstrate the willingness to
maintain — (i) Written procedures that minimize the time elapsing between the transfer of
funds and disbursement by the recipient; and (ii) Financial management systems that
meet the standards for fund control and accountability as established in § 74.21.

Written procedures are also required covering procurement standards that include: (1)
standards of conduct in 34 C.F.R. § 74.42, and (2) procurement standards in 34 C.F.R. § 74.44.

Excess Cash

PRN maintained excess cash during a portion of our audit period. PRN’s practice was to make
draw downs generally once a month. This practice resulted in excess cash for short periods of
time. For example, during a three-month period from February through April 2001, PRN made
monthly draw downs of $35,000, $33,000, and $30,000. PRN took from five to nine days to
expend the funds.

The regulations at 34 C.F.R. § 74.22(b) state:

(2) Cash advances to a recipient organization are limited to the minimum amounts
needed and be timed to be in accordance with the actual, immediate cash
requirements of the recipient organization in carrying out the purpose of the
approved program or project.

(3) The timing and amount of cash advances are as close as is administratively
feasible to the actual disbursements by the recipient organization for direct
program or project costs and the proportionate share of any allowable indirect
costs.
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RECOMMENDATIONS
We recommend that the Assistant Secretary of OSERS require PRN to:

1. Strengthen its management controls to ensure that all costs are adequately documented and
allowable, required audits are completed and submitted timely, written policies and
procedures are developed and followed, and draw downs are timed as close as possible to
actual disbursements.

2. Establish written standards of conduct governing the performance of employees engaged in
the award and administration of contracts, including specific standards to prevent conflicts of
interest.

3. Follow the standards of conduct and terminate the existing consultant’s contract, and
discontinue contracting in the future with individuals and entities in which a real or apparent
conflict of interest exists.

4. Return to the Department of Education $17,220 of unallowable consultant costs identified
during our audit and any additional payments made to the consultant since our audit that
were charged to the SURE grant.

5. Provide documentation to support the accuracy of the $45,500 of unsupported salary costs
charged to the PATH grant or return the charges to the Department.

PRN’S COMMENTS TO THE DRAFT REPORT AND OIG’S RESPONSE

PRN described the actions it had taken to address recommendation numbers one through three.
Regarding recommendation number four, PRN did not agree that the $17,220 of consultant
payments should be returned, although PRN did agree to discontinue the consultant’s contract.
Regarding recommendation number five, PRN provided monthly time sheets that were prepared
after our fieldwork as support for the $45,500 of salary costs.

PRN disagreed it had maintained excess cash during the first year of the PATH grant and
provided copies of bank statements that showed it generally had made monthly draw downs of
grant funds. Based on our review of the bank statements, we dropped a recommendation that
PRN pay the Department of Education $7,569 of imputed interest on excess cash. We calculated
the imputed interest based on Department records that showed PRN had drawn down $365,000
of the $400,000 award for the first year of the PATH project at the beginning of that year. The
$365,000 actually included a number of smaller drawdowns during the year.

Our analysis of the school’s comments and documentation provided did not convince us to make
any other changes to the recommendations. PRN’s comments to our final recommendations are
summarized below followed by OIG’s response.
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PRN’s Comments to Recommendation Numbers 1-3. PRN said that: 1) an experienced
individual had been hired to review bank statements, invoices, and payroll activities to ensure all
costs are adequately documented and allowable; 2) all work for the 1998-99 and 1999-00
required audits had been done and the written reports would be completed in April 2002 and
submitted to the Department and the Audit Clearinghouse; 3) formal written policies and
procedures were being developed and would be completed by June 1, 2002; and 4) more frequent
draw downs of grant funds were being made to avoid excess cash. PRN also said that it would
include in the written policies and procedures standards of conduct governing the performance of
employees engaged in the award and administration of contracts, including standards related to
conflicts of interest. PRN stated that the consultant’s contract was discontinued and no
additional payments would be made to the consultant.

OIG’s Response. We agree that these actions should improve management controls when
completed.

PRN’s Comments to Recommendation Number 4. PRN disagreed that the consultant’s services
were not provided and that the $17,220 should be returned. PRN said “After this matter was
brought to PRN’s attention by the OIG auditors, adequate documentation was requested from,
and provided by, the consultant regarding his time spent on the SURE grant.” PRN provided
copies of the consultant’s monthly time sheets for the period October 1998 through September
2001. PRN said the time sheets were prepared from the consultant’s personal calendar and
“reconciled against the calendars and time sheets [of] other staff.” PRN also provided copies of
two reports submitted to PRN by the consultant and various grant documents it submitted to the
Department that addressed the consultant’s duties.

PRN stated that while the consultant did not provide all of the contracted services in the first
year, the consultant did provide “alternative services at the direction of the Executive Director.”
For the second year, PRN contends that all deliverables were provided. For the third year, PRN
stated “Final status cannot be determined until September 30, 2002 because PRN has been given
a no-cost extension to complete objectives for 00-01.”

OIG’s Response. PRN’s comments and the documents provided did not convince us to change
our recommendation. During our audit fieldwork, we reviewed the monthly time sheets that
were available for the period October 1998 through March 2000 (no time sheets were available
after March 2000). The time sheets included only the total hours the consultant worked each
month as a PRN employee on the PATH grant. The time sheets did not contain any hours that
this individual worked as a consultant on the SURE grant. The consultant’s hours shown on the
time sheets could not have been recorded by the consultant or reviewed by PRN’s Executive
Director on a contemporary basis. The hours were recorded and reviewed over two years after
the fact for some of the months. PRN also did not provide copies of the consultant’s personal
calendars or the results of its reconciliation against the calendars and time sheets of other staff to
support the hours.
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We had reviewed the consultant’s reports and grant documents during our audit fieldwork and
concluded that they do not support the services were provided. The consultant was paid at the
beginning of the third year for services to be provided during that year. At the time of our
fieldwork, only about one month remained in that year and PRN could not support that the
contracted consultant services for the year were provided.

PRN’s Comments to Recommendation Number 5. Regarding the $45,500 of unsupported salary
costs charged to the PATH grant, PRN said “Since the time of the field work of the OIG
auditors, the Co-Project Director has submitted time sheets for April 2000 to present.” PRN
provided copies of these monthly time sheets that covered the period April 2000 through June
2001. PRN stated that the records met the documentation requirements of OMB Circular
Number A-122.

OIG Response. We did not change our recommendation. We agree that the time sheets would
meet the OMB Circular Number A-122 requirements if the time sheets had been completed
within a reasonable period of time after each month ended. At the time of our fieldwork in
August 2001, PRN had not required the Co-Project Director of the PATH project to submit
monthly time sheets since March 2000. The time sheets PRN provided with its response were
prepared and reviewed several months and, in a few cases, over a year, after the work was
performed. PRN did not provide the Co-Project Director’s calendar or any other documentation
that would show how the Co-Project Director was able to determine the work hours that were
recorded on the time sheets.

OBJECTIVE, SCOPE AND METHODOLOGY

The objective of our audit was to determine if PRN grant charges were allowable. Our audit
covered the period from July 1, 1997, through July 31, 2001.

To accomplish our objective, we obtained background information about PRN. We interviewed
OSERS and PRN officials and individuals identified in the consultant’s reports. We reviewed
PRN’s accounting records, bank statements, documentation for expenditures, and records of
services provided to recipients. We tested the allowability of non-salary charges by selecting a
judgmental sample of 33 expenditure transactions, which totaled $32,383, that were charged to
the two OSERS grants during our audit period. We tested the allowability of salary charges by
selecting a judgmental sample of 11 PRN employees from a universe of 70 employees whose
salary costs were charged to the two grants during our audit period. All transactions selected in
the samples were reviewed. There is no assurance that these judgmental samples were
representative of the universe of transactions and should not be projected over the unsampled
transactions.
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We relied on computer-processed data obtained from the Department’s Grants Administration
and Payment System and from PRN to accomplish our audit objective. We performed limited
tests of the data to verify reliability by comparing the data to information in PRN’s accounting
records. Based on the results of these tests, we concluded that the computerized data was
sufficiently reliable to formulate conclusions associated with the objective of our audit.

We performed fieldwork during August 2001, at PRN in Beaumont, Texas. We conducted an
exit meeting on September 13, 2001. Our audit was performed in accordance with generally
accepted government auditing standards appropriate to the scope of the review described above.

STATEMENT ON MANAGEMENT CONTROLS

As part of our review, we assessed PRN’s management controls, policies, procedures, and
practices applicable to the scope of the audit. We assessed the level of control risk for
determining the nature, extent, and timing of our substantive tests. For the purposes of this
report, we assessed and classified the significant management controls into the following
categories: (1) use of grant funds, (2) documentation of grant charges, and (3) cash management.

Because of inherent limitations, a study and evaluation made for the limited purposes described
above would not necessarily disclose all material weaknesses in management controls.
However, our assessment disclosed weaknesses related to the use of grant funds, documentation
of grant charges, and cash management. These weaknesses are discussed in the AUDIT
RESULTS section of this report.

ADMINISTRATIVE MATTERS

If you have any additional comments or information that you believe may have a bearing on the
resolution of this audit, you should send them directly to the following U.S. Department of
Education official, who will consider them before taking final Departmental action on the audit:

Dr. Robert H. Pasternack, Assistant Secretary

Office of Special Education and Rehabilitative Services
U.S. Department of Education

Mary E. Switzer Building, Room 3006

330 C Street, SW

Washington, DC 20202

Office of Management and Budget Circular A-50 directs Federal agencies to expedite the
resolution of audits by initiating timely action on the findings and recommendations contained
therein. Therefore, we request receipt of your comments within 30 days.
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In accordance with the Freedom of Information Act (5 U.S.C. § 552), reports issued by the
Office of Inspector General are available, if requested, to members of the press and general
public to the extent information contained therein is not subject to exemptions in the Act

[f you have any questions or wish to discuss the contents of this report, please contact me at 214-
88U-3031. Please refer to the control number in all correspondence related to this report.

Sincerely,

HY SN i 4
. | i /

Sherrt L. Demmel
Regional Inspector General tor Audit

Enclosure




resource network, inc.

/ March 14 2002

Shem 1. Pemmel

Regional Inspector General for Audi
U5, Department of Education
Office of Inspector General

1990 Bryan Sireed, Sinte 2630
Dalas, Texas 75201-6817

Dear Ms. Demmel,
Re: Draft Auvdit Report {Contrel Number ED-O1G/A06-B0028) dated February 12, 2002

We appreciate that on March 14, 2002, in a telephore conversation with Janice Meyer, Sherr
Demmel agreed te allow an additional day for preparation of these comments. Ms, Demme
stated that this fetter will be accepted without penalty with 2 post mark date of March 15, 2002
i addition, the Board of Directors and the management staff of PRN wish to express
appreciation for the professional manner in which the field work for this audit was performed.

On the following pages, we will specifically address the OIG findings regarding the following:
1} consuitant charges of 317,220, 2} salary charges of $45,500, 3} Single Audits, 4} written
financial management polictes/procedures, and 5) excess cash.

Note: Text from your report 2ppears below in regular type. Our corresponding responses
follew in italics.

AUDIT RESULTS

We foundt that PRN could not adequately support $17,220 of consultant charges to the SURE
grant and $45,500 of salary charges to the PATH grant. We concluded that the consuliant
charges are unallowable. Based on our analysis of the consultam’s vear end reports and
discussions with PRMN and other officials, we determined that not all of the consultant’s services
were provided. We do not express an opinion on the allowabiitty of the $45,500 of salary
charges for the Co-Progect Director of the PATH Project. Based on our discussions with PRN
stall, we concluded that the Co-Project Director did work on the PATH. but because PRN had
not maintained the required monthly time distribution records for this one empioyee, we could
not desermine if the 345, 500 of salary charpes were reasonable

Documentation lo support the 817,220 uf consultan charges to the SURE grant and $45.500 of
salary charyes 10 the PATH grani are enclosed.  Documentation is enclosed to verify that ihe
only services nof provided by the consultant were the result of the deletion of a specific objective
aof the grans amd a subsequern assignment of alternative services to the consuliant.
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Enclosure

We also noted that PRN faded to have required Single Audits performed for two years and had
not submirted any Singie Audst reports 1o the Federal Aadit Clearmghouse at the tirhe our

fieldwork bepan.

Documentation is enclosed 1o show thar afl work has beenr completed for the Single Audii
Reporis for 98-99 and 99-00 and tha the written reporis will be avalable no luter than Aprii 30
2. The Single Anudit repeyes for 96-97 wnd 9 7-98 had been sibmitied previously 1o the
Federal Awdit (learinghouse but without the required cover sheets, and therefore, they were noi
acknowledoed on the Clearinghouse web site.  They were re-submitted, with cover sheets. diring
the (I auedic visiz fir August 2001,

PRN also did not have wriiten financial managememt policies and procedures,

A PRN accounting manual will be completed by June 1, 2002, and a copy will be maiied io The
(G Office

and maintained excess cash.

Docmmentation is enclosed showing that we mude monfhly droaws and did sot maintain excess
cash as alfeped.

Ail citations 1o Tale 34. Code of Federal Reculaiions 1 F R Yoz this repert are 1w the July
1508 editics

Standards for Financial ¥Management Svstems

Pursnant to 34 CF.R.§ 74 21b). recimients” financiai management svsiems must mec:
certaiz standards thar mclude. in pant the following:

(1} Accurale, current, and complete disclosare o the Ananclal 1esulis of each
rederallv-sponsored proiect

(3) Effective controi over and accountabilioy for 21l tuads. property. and ather
As5e1s.

{3) Wrrten procedures to minimize the time elapsing berween the transfer of
funds w the recipient fom the U.S Treasuny and the ssuance nr redemption of
checks, warrams or pavments by other means

(&) Written procedures for determining the reasonabieness. alle cabititv. and
allowability of costs i accordance with the provisions of <he appliceble Federal
cost principles and the terms and conditions of the award

(7} Accounting records inciuding cost accounting records that arc supported
source documentabion.

According to SAC F R § 79 27 the cos: princaiples for determining allowable costs fora
private non-protit organization are contained in Gifice of Manazement and Budeel (OMB)
Croular SNumber A-172 {1968,
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{oncsuliant Services Not Provided

After this master was bro: ﬂ.!:.f f2 PRN s anension by the O ..-H-i'.‘rﬂ:."i}fi gcdeguate docymenisiion

2T reqyeﬂed from, and provi J v, the consuliond regarding Bis time speef on IR '
grame. He states it the Jasa ff‘-“ F?f'- Jocurrentaiion was hasedd on the consuliant’s pe
iﬂfﬂ!ﬂfﬂ‘. His dafe was sausfacrorily recovciled against the cai "*H“J s cod Lmme sheety other
segfl The copsulftant’s iime sheets for Ociober 1998 September 200N are enclosed in
A#achmeni A,

Ay
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We glso determmned that not all of the consuliant’s services were rrovided
_'.-"

In 98-99 the four defiverables concersiing student imterns were Bof ;:'.*“ ovided because an
ohjective was deleled from the SURL. gram. See Atrachment B, Consuitant Report for 9%-99 and
Avtachment {, puge 2 of the Aprii fPﬂ?—Mﬂrﬂh 2000 SUESE Performance Report. In lisy of these
Jour deliverablos. the consultant provided alternative services ar the direction of the Fxeoutive
firector. In 99-00, afl defiverables were provided  See Aftachment 12, Consultant Report for 99-
il The activities of the SURE Project for 80-0f were not completed ar the time of the qudst
wistt, and therefore a determination of final siaius was not possible at thar time.  Final staris
carnnot be detfermined untif September 30, 2002 because PRN has been: given a no-cosf gxtension
o complete obyectives for G0-02. See Attachmeri E, revised Gram: Award Notice.

Further, we determined that a conflict of interest existed between PRN's Executive Director and
the consuftan. and that PRN did not have wiitten standards of conduct addressing conflicts of
mterest relating to the award and administration of contracts.

The principies 1n Antachment A paragiaph A7 ¢ o7 OMB Circular A- 122 stawe that for a cost
1o be allowable thal n be adequatelv documented  Atiachment A paragianh A 3 2 of the
circular farther stares.

A cost 1 aliocable 10 a parmicalar cost objectve. such as & sram. comrac, project
service, o other actreny, m accordance with the relative nerefils 1eceived.

In addior, pursuant o the procuremem standards coriained in 33 O KR8 72 42

The recipien shail maintain written standards of conéuct governing the performance of
s employees ergagec in the award and admimsiration of contracts  No emplovee,
officer. or agem shall participats in the seicction. award. or adiminisiration of a contract
supported by Federal funds if a teal or apparcol condhct of wnterest would be involved
A conthct would anse when the empiovee. officer. or agenr, anv member o s or her
trmnediate farmily. his or her partner o an o ganization which employvs or t5 aboul 1o
emiplov any of the partics mdicated heremn has a financizd or other mierest in ihe firm
sclected for an award

~
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Simce T994, there has boer an on-goin e precedence within PEN whereins the Executive Divector
has selected her Isbant as g consuliant, awarded contracis 1o e husharnd, asd approved
pavmenis to her hushbond. This practice way v cited by previows auditors as bemg in conffics
with 34 UFR 75 42, PRN is a smalf agency and has po adonnisirative staff other thar ihe
Fxecamtive Lhivector authorized by the Board of Dreciors 1o perform the funciions mentioned,

£.2., select consnliants, sign contracts, oosd approve pavments. . The reladionstip beiween PRN s
Frxecutive Director ard the consultant (hushand ared wife} has been kunown by Progect Officers
Jor the PATH Project since wheir marriage in 1993, However, when the GIG anditors pointed
il the problem, it was ceased immedigrely. See Anachment I, Memaorandum of Seprember 4,
2001

PR\ entered into a consultant contract for each vear of the SURE: vram The annual tee for
eacll contract was 33 7ol (35,700 1n the final orant vear) and was pa’d in advance at the
beginning of each year A conflict of inerest existed between PR s kExecutive Direcior and
the consultant because they are husband and wite. PRN s Executive Ditector selecied her
hushand to be the consuitant, signed the annuat consuitant contacts. and approned the advance
DAV TNenis 1o the ConsLtant, According to the contracts, the consaltant was 1o be pard S30 ar
hour for providing approximately three to four hours 0f work ezct week, The contracts
required the consultant to provide a written report on his activities at the end of sach 12-month

period. PR could not provade suppoert Sor the hours the consuliant spent on the contracis or
that all of the steps under toe contracts were provided

Documeniation for owrs the consultarn spent on the SURE grant is provided in Attachmeni A.
The consultant reports in Attachments B and 12 indicate the sieps of the contracts that were
provided

tor the first 12-month perod. the consultant ' = comtract histed seven deliverabies i agdnicn to
the written report  In the report, winch was slightlv over one page. the consuliant stated thatr he
dud not complete tour of the seven deliverables  The remarmng three deliverables invelved
holding inectings to advise PR s Executive Director and the SURL Project Director and
developing a plan for the use of student inerns PR™ provided no documentation of the
frequency or extent of the mectings  Tne consuitant did provide a two-pace document that he
hud prepared at the beginming of “he conmract pertod that was a plan for the use of student
interns and intern job descnptions. The SURE prowect nesver implemented the plan

The consulian: report im Attachment B imdicates thar 1s 98-99, all buy four deliverables were
mel The exceptivns were for implemeriction of the student intern proeram, which was Jeleted
Jrom the grant at the end of 1999 and therefore, never implemented. See Attuchmeru C
The timesheets in Attachment A indicate the oocurrence of meetings with the Fxecutive Divectewr
and project divector cond other relevant individuals. The remainder of the consuliant s time in
year ehe was spent on three major activities: 1) or-going plaping and evaluanion meetings with
the Execntrve Director (deliverable {), 2} identifving a groupr of commuvity leaders 10 support
the development of Partners Ravich, and 3) identifving ways fo generate funding for the
continuation of the programs afier the end of federal funding.  The fast peor were not specified in
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the contracil. However, the consultant pursued these activities af the direction of the Executive
frector

Fl[':!' ?LhE‘ second 1 2-month ]‘_.*-I?Tiﬁ{i_ tne consublant & contract listen sex el Hi‘r.;-.bfeu. 111 addition 1o
the writen repoat. The report consisted ot a one pase document  Two deinerables invoived
meeting periodicaliv to advize PRN s Cxecutive Dinvcen and 1the SURL Project Director on
vanous acitvities PRN provided no documentanion tha: these meeunes bhad cecurred PR
also cowd not provide documentation. of the consuhant < imvoivemnent in (he remar: 1 four
contract delnerabies. whick imvolved deseloping Paniners Ranck and raising fund. ot 1
operation. For example. two of the deliverables invalvesd SCOUTITEY. A consullart to p-::r*{:rm a
teastbility study of Partners Ranch and worsme with that consoltant 1 develop a fund raisinge
plan  The consultan: who peviormed the feasibility study stzied that 1he PRN Fxecutive Director

and the SURE consultam izitially contacied inn: regarding pertorming the studx . bt 1that he had
no comtact with the SURE consultant thereafier

fhe Coranlicmt Report in Aflockmen D indicates that in 99-00, alf defiverables were met The
limesheels in Attachanent A mdicate the vceurrenice of mectings with the Execative Direcior,
SURE staff. and potenticl members of the PRN Steerin v Commiltee. Regardinme the feasibifity
srmé, the consultart fulfilled his comractual responsibility by making the arrangements for the
studdy, incluaing imiiiol commumeation with the feasibility cossnlianr.  The feasibility study wax
ﬂmztﬁwied in August and November 2000). The GIG auditors were provided with a copy of the
mwo-part Feasibility Report and Recommendanons. The follow-up on the results and
recommmendations was the responsibifite of the project direcior. not the consultans.  The
corsuitant s activities in regards to contact wath development officers Jor similar proprams was
noi fomuted 1o visiting and obiaining pamphiets during vacations, as stated in the report. He told
the (N auditors about visiting children’s camps durimg his vacations to underscore his

commitment o the SURL gram. The list of agencies and their representatives provided to the
OIG auditors and the date on file on various programs (also reviewed by the auditors) are

sufficient documentation of that deliverable 6 beinge met.

For the third 12-monzh period. the consultant’s contract Iisted six denverables in addmon to
the written Teport. Toe report for the third vear was nat due a1 the time o1 our fleldwork (zbout
one month remained in the contract periad)  Two denserables invelved meeting penod:cal .y
with PRNs Execulive Director and the SURE Proscet Director on various activities. Again,
PRN could provide no documentation that these mectings occurred  The remaming four
celiverables involved various Partners Ranck activit:es  For exampie. one deliverable was Lo
maintain the membership of Partners Ranch Stecring Committer and anange for penedie
meectings  Six of 11 Steerine Committee members staled that there had been no contact with the
consuhant and no meetings for approximately one vear  Another deliverasle was to establisi
communication with development officers for asencies providine sumlar programs. PRN s
Executive Durector provided a list of [ive such avencies . The consulant told us tha he ana bos
wife visited the agencies usually durning vacations and obtained pamphicis {rom them.

For 00-01, [he timesheets it Attachment A indicate the ocenrrence of mectings with the
kxecutive Director and project director and other relevant individuals. The remaining four

—
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For 80-01, The timesheets in Attachmemnt A indicate the occurrence of meeiings with the
Executive Director and project divector and other refevant pudividuals. The remaining four
deliverables are still pending, due fo the no-cost extension to the NURFE aram, mewtioned above.

It should be noted that in the oruzinal pramt apphication, the conseltomt was specifically identified
by mormte ax the frdividial Yo perform the duties in Bis comract for 98-99 Therefore, the hiring
of the individual, his proposed dinies, the amount of time (0.0 FTE), and the basis for payment
830.00 per hour}) were aff in accordance with the specifications of the original grant apphication
ok therefore hod previous approval iy the DOFE. See page 5 of the grant proposal enciosed,
Attachment (. (It should de noted that the duiies specified in the consultan contracts for all
three years Significantly exceeded the scope of those specified for the swaff posiiion in the
origindd proposal, al o increase in cost to the project.) The only change that was made way o
designate the individual as a consuliants rather add 1o his FTE. The reason for this change was
that the individual s involvement, although coninmal, was not needed on a duily, consistent FTF--
hpe basis as is usueal for an emplovee. The corsultant was only contracted for sixteen hours per
month. s role was 1o provide primary feadership for the dovelopment and implemeniation of o
Pragram using wHversity student interns as adiuncel siaff for recreational activities, ond he did
so. The key word is leadership. At four hours per week, the position was not budgeted for
performing the multitude of wasks amd corivines necessary to “make it all work ™. In the second
and third years, the services specified on his confracts are aliernarives 1o the deleted inters
program and gre reffective of the needs of the gramt. In alf three years, his job was to lay
groumdwork, esiablish infrastructure, and provide direction for the actions of other emplovees

Malary Charges Not Documented

The Co-Project Director for the PATH grant. who is the husband of the Executive Director, had
not submutied monthiv time distnbution records since March 2000, PRN mainiained such
records for Lhe salary charges for the Co-Project Director prier to March 2000, and for all other
employees whoe worked on the PATH and SURE grants during the period of our audit

Reguirements for compensation for personal services are listed 1 OMB Uircular durmber
A-122 Atachmemt B, paraeraph 7mil)

Reports mainained Dy non-profl: vrzanizations 10 satisty these reguirements must
meet the fallowing standards

{a) The reports must reflect an affer-the-fact aotermination of the actual activity of
each emplovee. Budoet estimiates (i e . esizmaltes deternuned pelore the services
are performed) do not quality as support for charges o awards

(b Each report must account for the total actisaly 1o7 which empiavees ars
compensaled and which 1s reguired iz fultillment of therr oblcations to the
oreganization.

(¢} The reports mus: be stgned by the individual emplovec. or by a responsible
supervisory official haviny first hand knowledze of the aciingtzes pertormed by

the emplovee. that the diszribation of actinvry represens a teasonahle estmate of
tne actual work perfo:med by the emplovee during the perods covered by the

reposts.
(d) The reports must be piepated 21 feast monthbh and must comaide wits one Of
mare pav penods ,

e
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since the time of the field work of the OIG auditors, the Co-Project Director has submitted time
sheels for April 2000 1o present. Copies jor April 2000 - Junie 2001 are enclosed i Atiochment
H. This documentation meels the reguirements for pavment of salary for all the foltowins: PREN
requiremenis for all employees, (OMB Clrcular Number A-122, Attachmeni B, paragraph Tmi2
cited above, and the Texas Pay Day Law. Note: Review of these nme sheels wilf reveal that o
sigmificamt amount of sick leave has beer wsed By the Co-Project Dirvecior during thiy ime
periced  This bebhervior has been Iimited (o the past three years of s employment with PEN and
is the result of Ris on-going strageles with the effects of a serious medical comdition thar severely
Limits kis energy and siamina.

All emplovees are requived to submii ime sheers before recenving their payrof! check. A memo
tr this effect was distributed in Seprember 2007, See Atsachment ]

The Co-Project Phrector was budgeted to work on the PATH project at 60 percent full time
equivalency rate. PRN charged the PATH grant approximately $45, 5000 of salary and fringe
benefits for the Co-Project Director from Apri! 2000 through June 2001 without after the fact
time distrbuszon records. Based on infenviews with PRN officials, we determined that the Co-
Project Director did work on the PATH Project dunng this time penod, but due 10 the lack of

records, we couid not determine the extent of work that was performed and do not express an
opmmon on the allowabiiny of the $45,500 of charges.

Diocumeniation fo suppori the salary churges of 843 390 for the Co-Project Director are
enciosed in Attachment H.

Faslure ie Complete and Submit Sincie Audits

PEN haé not cempieied the required Smgie Audns tor the Discal vears ended on June 3 [993
and 2000, whichk were Cae &t the Clearingnouse by Marck =10 2000 and 2041, yespecinely.
Althoush the Sinele Audns for 1997 and 199 were compleied. PRN had not submated them
e the Clearinghouse at the 1ime we began our audn (PR bad provided a copy of us 1993
Simele Andr report wo the OSERS PATH gram official)  Adter we acvised PR of the
requirement. PRXN submiied the 1957 and 1998 Single Audr reports 1o the Uleaninznouse

OMB Crrcutar Number A-133. Subpan B § 200{a) states

“on-Federal entites that expend 5308} OO0 or more 6 a vear i Federal awaras
shai. kave a single o program-specific andnt conductec Dot thal vear
accordance with the proviswons ot this pan

Subpant € § 32(¢{d) further states

All auditees shal: submint o the Federal clearmehouse desigrated by OMD the
data collection form céescribed in paragraph (b} of this secuon and one copy ¢f the
reporting package descr:pec in paragtaph 1) of this secton

In addition. Atwachment € <0 the Gramt Award Neufication directed PRN to submn us Single
Audil reports o the Clearinghouse  Single Audn repons are 1equired by OME Cuculas
“eamber A-133 5 3200a) 10 be summinted within the carthier of 30 davs of ihe receipt ol the
auditor s report or nine months atter the end of the audit penod

7
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Ax imdicated in the Draft Audit report, upon advisement by the GIG awditors in August 2001,
PRN immediniely sent the missing cover sheels for the 97 and 98 audit reporis, copies of the twe
audit reporis to the (learinghouse.

At the fime of the OIG andit, PRN hud obtained a leiter of engagcement from the auditing firm,
Borel, McCellan, and Applegate, PLLC dated January 4, 2001, See Attachmens 1. The
fxecutive Director had initiated activivies with their representative,  EDITED  reyarding the
98-99% and 99-00 audit reports, but the work on the audiis was only in the early stuges. There
were several reasons for PREN s delay in completing these audits:

L. There was tremendous difficulty hiring an auditor.  The accountasit who had performed
Our previous audits (through June [998) moved lo another siate, and his firm did nos
replace fim. He was the only CPA with that firm guafified fo perform OMB Circulor
Number A-133 audits.  The firm notified ux in February 2000 they would no longer
provige that service. See Attachment K. An immedicte search began for a new auditor,
with little success. None of the comtacted firms were willing to perform an audit for the
amount in PRNs budget. Very few firms m Southeast Texas perform audits for non-
projus, or they Limii the mumber they perform, and competition was overwhelming with
all the other non-profits who had previousiy been served by the same previous audifor.

2. Data generated by PRN's accounting soffware program was presented in a formar that
was difficudt 1o wtilize. In September 1999 PRN converted the acconnting sofiware
program from a 105 version 10 a Windows version. In the process, the program

“batched " a great deal of transactions by accounting codes, mid as a resuly, the General
Ledger provided only summary data each month, noted ax “balonce from conversion™
Thus normal closing and adiustment activities were extremely time consuming becawse

origincl invoices and cancelied checks had to be referenced often for clurification. The
sttuction was noled by the OIG auditors.

3. InJune 1998, PRN'y bookkeeper resigned to attend collese. The replacement was
immediate, but the salary was nof enough 1o hire a trained acevuntart. The new
bookkeeper (promoted from Secretary) required significant on the job raining. In spite
of the training, several mistakes were made in account coding thuring her firsi few
monihs. Discovering and correcting these mistakes months after the fact was time-

consuming and complicated by the soffware conversion above-mentioned, which caused
Jfurther delay.

4. The kxecutive Director s nsual difigence in meeting afl reporting deadlines wus

distracted due to her preoccupation with ker mother s ilfness with cancer and subsequens
death in Joannary 2001

At present, alf work for the Single Awdits for fiscol years ending Jurne 30, 1999 ard June 30,
2008 has been completed and furned over to the auditor. She has completed her “investigation”
Jor both years and is currently writing the two audit reports. See fefter from  EDITED  in
Antachment 1. The reports should be complete on or before Aprif 2002, and copies will be sent
immedianely o vour office and to the Clearinghouse

&
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No Writien Financial Management Policies and Procednres

PRN dic not have formal written pobcies and procedures povereing s fimancizl management
systetn. PRN providea a seven-page document thar i had gover 1o 0y Sinele Auditor that
wlent:fed some of the svstem s checks and balaences  This document did ot include the writtes
nrocedures reguned by 34 C IR Pem 74

Pursuant to 33 C F R & 79 22ibil )

Reciprems are paid = advance. provided they mainiaw or demonstrate tie willineness o
nainta: — () Writter precedures that mizimize the Eme elapsine berween the tgnsler of
funds end disbursement by the recipient. and {11 Financial manavement syvstems tha!
meet the standards Zor tund contreld and accountabilisy as established i § 74 23

Writien procedures are z2lso requirec covering procurcnient slandards that include (i)
siandards of conguct n 34 CT R & 74 42 and (2} procawement standards in 334 T FR.§ 7402

Snce is nception in 1986, PRN has never had a formal accournting marmual,  Policies cud
procedures have been documented and norice given to employees through the on-geing use of
memoraiims, writien guidelaws, and Board poficies.  These documents address such mariers
as payroll, experse reimbursement, reconcilicnion of bank statements with ledger, receipt of cask
ard other payvments, deposits, travel poficies, etc. A sample of those is enclosed in Attachment
M. This ssituation has not been cited as a problem in any of our previous Single Audit reports. 4
relevant fact to note i this situanion is that PRN has experienced overwhelming growth recend
years. Before 1997, PRN had one project and a budget of $400,000. From October 97 10
fletober 98, PRN gained three projects and dorbled its budger. Obviously, PRN has reached o
stage in its development where more formal systems are needed. Upon advisement of the OFG
anditors . we began the process of developing a formal accounting manual.  1his manual will be
completed by June {2002, After Board approval, a copy will e semt 1o the OFG office.

Excecs {ash

PRN mamtained excess cash duning a portion of our audit period. For example, during the first
vear of the PATH grant, PRN drew down $365,000 of 1ts $400.000 annuel award at the
beginmning of the grant year. PRN did not draw down the remaimning $35.000 until aimost the end

of 1he vear.

PRN made monthly draws during gram vear 97-98. A loe of the dates and amonnis in enclosed
i Attachment N, {n addition, copies af PREN's bank statements for July 97 - June 9% are
enclosed, Atiacimment (), showing the amount of electronic deposity from Education each monih
of 97-98. During the first eleven months, the method for draw dows vwas an 360 number and a

P AN A verification mmber was given af the end of cack transaction.  The verification numbers
jor each draow are idicated on the log in Attachmext X fn June 98, the DOE switched to wn

{f‘
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or-dine system jor drew downs. Ie the conversion process, apparerily the entire eanount for July
97 May 98 was “baiched” and posted for the month of July on the GAPS website, instead of
throughout the vear as the deaw downs actually ocowrred

After the first vear, PRN changed its practice and made more frequent draw downs (generally
once a month). This practice still resuited in excess cash for short perieds of time. For example,
during a three-month penod from February through April 2001, PRN made monthly draw downs
of 135000, $343.600, and $30.000. PRNM ook ftom five to nine days to expend the funds.

The regulanions 2t 33 CT R & 71 22{b) state

(2) Cash advaneces to a reciprent ciganizzuion are hime:zed 1o the mmimun amounts
necded and be timed 10 be sn accordance with the actual. 1immediaie cash
recamwemenis of the recipient organization s cerovinge out the purposc of the
approved prociam o1 project

(3) The tpung and arsount of cash 2evences ate as ciese as s admnistrativels
feasible to the actuai disbursements by the recrpient arganization tor direct
program or prevect costs and the proportionate share of any allowable mdirect
COstE

Prior to September 2001, PRN's praciice was 1o make one draw per month and o expend the
draw down By the 97 of the month. PRN's long term praciice has beer thar of four daies for

-

making payments each month: Ist — pavroll, 3% accounts pavabie, 7" late pavrolf, and 9" -
expense vouchers.  This praciice was mare relevant when dreniy were reguested by telephone
(prior to June I1998) because the mumber of days between a request and the actual depusii often
varied, and sometimes checks had 1o be delaved wintif deposits could be verified The GAPS on-
line system for draw downs has significamly reduced that problem. This has been PRN 's
praciice since 1986, and was rot noted as a problem in iy previous audit. However, upon
advisement of the OIG auditors, at the very next opportunity {Sepicimber 2001, we began
meaking two or three draws per morndh, spacving them over g seven In ten day period and thus
limiting the amount of funds we have on hand on ary one date.

We caiculated that 57 36Y of imputed interest was incurred by the Federal Government as a
result of PRN mamtaming excess casi duning the first vear of the PATH erant (Julv 1. 1997
throughk June 3G, 19987 This amount was calculated by multiplvinga the currest value of funds
rate of five percent published by the U S Departmem of Treasury by the monthly amounts of
excess cash PRN mamamned durnine the vear.

Since an excess cash sifuation for 97-98 Jdid not exist, ay explained above and documented in
Attachmernis N and (), no interest is due.

G
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RECOMMENDATIONS

We recommend tha! the Assistant Secretany of OSERS reouire PR, o

[ .2

b

£y

.':-lrﬁngti“.t’:]l S maragement controds e ensaee that all cosis are novcaatels dotumented 4
aliowable. required audns are completed and submatted timely wiitten pohicles and
procedures are aeveloped and toliowed ana draw downs are iimea as close s possible 1o
actual disbusements

Esiabiask written standards of concuct sosernme tiie perlormance of emplovees engaved n

the avard anc acmunistration of contiacts. me.uding specit:c standarcs o prevent condlicts af
merest

Follow the standards of conduct ane rerminate the excstme consaliamt 5 contract. and

discontinmee cortractume in 11e Tuture witkh ind:yiduais and entiees inwheen e rezl or apparent
confhct of interes: exists

Remm o the Departmen: of Education $17. 228 o unailowable coasulan costs wWdenufied
during ous zudst and any additscnat pavmen:s tmagde 0 the consuaan: since our audr tha:
were charced o the SURL pramt

Pav tr the Department of Fcucation the 57569 ol imeputed mite: st on the exvess casn
mainlained during the fost vear of the PATHE grant

Provide decumentaiion o support the accuracy ot the 513 306G of unsupported salary costs
chareed to the PATH erant o retuwmn the charees 1 the Department

1. four issires are addressed in this recommendation:

a  Aanagement comrols regarding cosis: 4s of Auguest 2001, an individual was
hired o an hourly basis vo review bank statements, rvoices, and payrol!
activities fo ensure that all costs are adequarely documented and allowable. This
person has previous archit experience for o large waion. His job is o verify thar
aclequate docimeniaiion is present for all expenditures on a monthly basis, and
he reports his findings fe the Fxecutive Dizector. Ay needed subsequernt action

is faken on a monihly basis

b, Audits: Alwork for the audits for 98-99 and 99-00 has been completed, and ithe
writterr reports will be compicite Iy the end of Aprif 2002. Copies will be sent 1o
vour office ad the (learmahouse immedictely.

c. Writter policies avd procedures: A formal accommting mapnual of written policies
anid procedures to govern PRNs financial management system will be completed
by June [ 20020 A copy will be sent o vour office immediately.

d  Draw dovrs: As of September 2001, we begenr making two or three draw downs
per month to avond excess cash

I\
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2. Miandards of conduct governing the performance of emplovees engaged in the award and
administration of contracts, including conflict of interest, will be part of the accounting
marrial mentioned above, 1o be completed June 1. 2002

3. Upon advisement of the (HG auditors, the conseltan’s cortract way discontinued as of
September 2001, and no additionaf payments with SURE funds have been, or will be,

meade 1o the individual. A memo regarding avoidance of conflict of interest was isswed in
September 2001 (Atiachment ). The written siondords (o be inclided 1n the acconnting

manual Will ensure po such contracting in the futere with individuals ard enfities in
which a real or apparent conflict of interest exists

4. s lelier and ity antachmeris provide irrefutable evidence that the $17,220 in consultant
charges 1o the SURE grant over the rthree year period 98-99, 99.06), and 06-01are
allowable costs. The comiract was discontinued av stated above, and no additional
pavmieri(s were made to the consuliant.  The evidence we have presented is simmarized
s follows:

a  Consuliarni Reports in Aitachments B and D indicate thay the consuliant provided
the services listed on the annuad contracts 10 the extent possible. During the first
year, the four deliverables not provided were due 1o DOFE gpproval’s of deletion
of a specific objectiveaction, and the consultnt then provided altermative services
it the direction of the Executive Divector. During the second year, he mei all the
deliverables of his contract. The report did not address the final stats of the
third year, and that statuy is st pending, due to a no-cost exterssion of the SURE
grant throuwgh September 2002,

b The expenditure in guestion (33,760 per year for three years) was previousiy
approved through the grant application pracess for services to be provided by the
same Individual nommed as consuftant.  As a consuftant, the scape of his
responsibilifies ways actually increased from those proposed in the original
application.

c. Time sheets in Attachment A present documemation of the consultant’s time spent
on the conifracts. In most monihs, the mumber of houry exceeded the minimum
called for in the contract.

d The consultant's annual reporits (Attachments B and D} were brief, but however,

did address the expected omtcomes. Fxpectations of grearter invofvement and or
adeditional accomplishmenis are unrealistic for a position based only on three fo
Jotir hours per week.

5. This letter and its attachments (See Excess Cash section) provide ample documentation
that a draw down of $365,000 was not made in the beginning of 97-98, and thus, PRN

does not owe 57 369 of imputed interest on excess cash.

6. Documemation (o suppor! the accuracy of 845,500 in salary costs charged to the PATH
P'roject is enclosed in Attachment H.

v



Enclosure

STATEMENT ON MANAGEMENT CONTROLS

As part of our review, we assessed PRN's munagement controls. pulicies, procedures. and
practices applicable to the scope of the audit. We assessed the level of control nsk for
determining the nature, extent. and timing of our substantive tests  For the purposes of this
report, we assessed and classified the significant management controls into the tollowing
categories: (1) use of grant funds, (2) documentation of grant charges. and {3) cash management.

Because of inherent limitations. a siudy and evaluation made Tor the hmited purposes descnibed
above would not necessarily disclose all matenal weaknesses 1n management controls.
However, our assessmenl disclosed weaknesses related 10 the use of gramt funds_ decumentanon
of grant charges, and cash management These weaknesses are discussed i the AUDIT
RESULTS section of this report.

The weaknesses disclosed by the ONG avwdit were efther: {1} corrected by PRN
mmmedidiely wpor ifie advisemeni of the audiiors or (2) addressed v this letier and iits
atfachments.

We appreciate the assistance provided us through this most insightful audit process. The
experience was productive ard has enhanced our ability to provide services 1o children and
youtig daults wiih disabilities ond their famifies in Texoas.

Sincerely,
R SRV s REZEEI
.
Janice S. Mevyer Martin T. Woodard
Executive Director President, Board of Directors
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