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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, 2019, 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 described 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.

Auditor’s Responsibility

Our responsibility 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 perform the audit to obtain reasonable
assurance about whether the financial statement is 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
risk 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 appropriate in the circumstances, 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 | Advisory | Outsourcing
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Opinion

In our opinion, the financial statement referred to above presents fairly, in all material respects, the statement
of cash receipts and cash disbursements of the Puerto Rico Department of Education for the year ended June
30, 2019, 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.

Emphasis of Matter Regarding Going Concern

The accompanying financial statement has been prepared assuming that PRDE will continue as a going
concern. As discussed in Note 3 to the financial statement, the Commonwealth of Puerto Rico
(“Commonwealth”), including its executive agencies, faces significant risks and uncertainties, including liquidity
risk, which is the risk of not having sufficient liquid financial resources to meet obligations when they become
due. Additionally, the Commonwealth is currently restructuring its obligations in an orderly fashion under Title
Il of the US Congress Puerto Rico Oversight, Management and Economic Stability Act “PROMESA”). These
conditions raise substantial doubt about its ability to continue as a going concern. The financial statement does
not include any adjustments that might result from the outcome of this uncertainty. Our opinion is not modified
with respect to this matter.

Other Emphasis of Matter

As discussed in Note 1, the financial statement of PRDE, is intended to present the cash receipts and cash
disbursements of the Commonwealth that are attributable to the transactions of PRDE. They do not purport to,
and do not, present fairly the cash receipts and cash disbursements of the Commonwealth as of June 30, 2019.
Our opinion is not modified with respect to this matter.

Other Matters

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 13 be presented to supplement the financial statement. Such
information, although not a part of the financial statement, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the financial
statement in an appropriate 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 inquiries to management about the methods of
preparing the information and comparing the information for consistency with management's responses to our
inquires, the financial statement, and other knowledge we obtained during our audit of the financial statement.
We do not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.
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Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statement taken as a whole.
The accompanying schedule of expenditures of federal awards, as required by Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (“Uniform Guidance”), is presented for purposes of additional analysis and is not a required
part of the financial statement. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the financial statement. The
information has been subjected to the auditing procedures applied in the audit of the financial statement and
certain additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial 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 financial statement as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 19, 2020,
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
report is solely 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 the effectiveness of the Entity’s internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering the Entity’s internal control over financial reporting and
compliance.

N s 7 on o 87

San Juan, Puerto Rico,
November 19, 2020.




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

Management’s Discussion and Analysis
June 30, 2019

Introduction

This section of the financial statement 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, 2019, including a general comparison to the prior
fiscal year. The management of the PRDE provides this annual financial report and the management’s discussion and
analysis of PRDE’s financial performance during the fiscal year ended June 30, 2019. This report includes the cash
received and cash disbursed as a result of the operating activities of PRDE, including funds appropriated by the
Commonwealth of Puerto Rico (the “Commonwealth”) and federal financial assistance programs granted by the U.S.
Governmental Agencies (‘USGA”). PRDE is an executive agency part of the primary government of the
Commonwealth.

Overview of the Financial Statement

The annual report 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,
and schedule of expenditures of federal awards. The discussion will focus on major components of the statement of
cash receipts and cash disbursements along with any facts, conditions or decisions that are expected to have a
significant impact on the activities of PRDE.

Liquidity Risk and Going Concern

The Commonwealth including its executives’ agencies faces significant risks and uncertainties, including liquidity risk,
which is the risk of not having sufficient liquid financial resources to meet obligations when they become due. The risks
and uncertainties facing the Commonwealth, together with other factors, have led the Commonwealth’s management
to conclude that there is substantial doubt as to the ability of the primary government, to continue as a going concern.
One of the aspects of the Commonwealth’s operations contributing to the liquidity constraints relates to the
Commonwealth’s education costs. During the year ended June 30, 2019, Commonwealth appropriations amounted to
$1.62 billion, which represents a 63%, approximately, of PRDE’s total cash receipts. The budget appropriation for the
Commonwealth’s Department of Education has historically represented a significant portion of the total Commonwealth
General Fund budget. In addition, certain expenditures, such as those required to fund the Department of Education’s
special education program, can increase unexpectedly as a result of court orders issued in pending lawsuits by special
education students. Another important factor is that PRDE has experienced a substantial reduction in student
enrollment, which is expected to continue for the foreseeable future. Certain federally funded programs are funded on
a per capita basis and a reduction in the number of students due to demographic trends or changes in program
parameters could result in a lower amount of federal funds.

GASB Statement No. 56 requires management to evaluate whether there is a substantial doubt about a government’s
ability to continue as going concern for twelve months beyond the financial statement date. Information that may
indicate substantial doubt as to government’s ability to continue as a going concern includes a government’s inability
to continue to meet its obligations as they become due without substantial disposition of assets outside the ordinary
course of governmental operations, restructuring debt, submission to the oversight of a separate financial assistance
authority or financial review board, or similar actions.



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

Management’s Discussion and Analysis
June 30, 2019

The Commonwealth currently faces a severe fiscal and liquidity crisis, the culmination of many years of significant
governmental deficits, a prolonged economic recession (which commenced in 2006), high unemployment, population
decline, and high levels of debt and pension obligations. The Commonwealth’s largest revenue streams are especially
vulnerable during times of major economic downturns and have been affected by these same factors. As the
Commonwealth’s tax base has shrunk and its revenues been affected by prevailing economic conditions, health care,
pension and debt service costs have become an increasing portion of the General Fund budget, which has resulted in
reduced funding available for other essential services. The Commonwealth’s very high level of debt and pension
liabilities and the resulting required allocation of revenues to service debt and pension obligations contributed to
significant budget deficits during the past several years, which deficits the Commonwealth has financed, further
increasing the amount of its debt. The Commonwealth’s continued economic recession, high level of debt and pension
obligations, and structural budget deficits, among other factors, have adversely affected its credit ratings and its ability
to obtain financing at reasonable interest rates, if at all.

PROMESA Act

In response to the Commonwealth’s current fiscal crisis, on June 30, 2016, the U.S. President signed the Puerto Rico
Oversight, Management, and Economic Stability Act (‘PROMESA”), which grants the Commonwealth and its
component units’ access to an orderly mechanism to restructure their debts in exchange for significant federal oversight
over the Commonwealth’s finances. In broad strokes, PROMESA seeks to provide Puerto Rico with fiscal and economic
discipline through the creation of the Oversight Board, whose responsibilities include the certification of fiscal plans and
budgets for the Commonwealth, relief from creditor lawsuits through the enactment of a temporary stay on litigation,
and two alternative methods to adjust unsustainable debt: (a) a voluntary debt modification process under Title IV of
PROMESA, which establishes a largely out-of-court debt restructuring process through which modifications to
financial debt can be accepted by supermajority of creditors; and (b) a bankruptcy-type proceeding under Title Il of
PROMESA, which establishes an in-court debt restructuring process substantially based upon incorporated provisions
of the U.S. Bankruptcy Code.

Commonwealth Fiscal Plan

Pursuant to PROMESA and the requirements imposed by the Oversight Board, on May 27, 2020, the Oversight Board
certified its own fiscal plan for the Commonwealth (the Board Fiscal Plan). The Board Fiscal Plan commits to fiscal
responsibility and implements specific revenue enhancements and targeted expenditure reductions to return Puerto
Rico to fiscal stability and economic growth.

Following is a summary of conditions and facts that have had an impact on the Commonwealth financial condition and
results of operations and as a result affects PRDE operations.

Hurricanes Irma and Maria

Puerto Rico was impacted by two consecutive hurricanes during September 2017. These atmospheric events carried
to an Island-wide crisis that interrupted the provision of all services, not the least of which were the educational services.
The aftermath of Hurricanes Irma and Maria, reflected the massive severity and extent of the damages caused. The
Puerto Rico Department of Education (PRDE) was unable to restart its regular activities during some period of time,
because it contributed to provide emergency relief services, including food and shelter to communities across the island.
For months, some schools remained as shelters for people that lived in flooded areas, among other difficulties. Due to
the devastation caused, the Commonwealth’s Central Government and some of its instrumentalities faced severe cash
shortfalls from lower revenues, higher costs and delayed or reduced cost-saving measures that had been required by
the Puerto Rico’s Fiscal Plan previously approved.



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

Management’s Discussion and Analysis
June 30, 2019

Puerto Rico’s long economic crisis and the migration of families with children to the U.S. mainland after Hurricanes’
Irma and Maria has resulted in a sharp decline in pre-K-12 student’s enroliment. According to Puerto Rico’s Department
of Education, approximately one-year post-Hurricane Maria (October 2018), only 307,282 students enrolled in public
schools. On the onset of the Island’s economic crisis, student enroliment was at its peak with 548,089 students in 2006.
The impact of both storms, especially Hurricane Maria, induced a massive exodus that included students as well.

In 2018, Puerto Rico’s public schools started off with approximately 40,000 fewer students between 2017 (pre-
Hurricanes’ Irma and Maria) and 2018 (post-Hurricanes’ Irma and Maria). This significant drop in student’s enroliment
is largely attributed to students relocating to stateside schools, as a result of infrastructure damages and lack of
electricity and water in their school buildings, as well as the loss of their homes or severe home damages.

All in all, one-year since Hurricanes Irma and Maria swept through Puerto Rico, the post-hurricane’s exodus continues
to change the prevailing narrative of Puerto Rican migration. To PRDE, the migration exodus reinforces a pattern of
depopulation that has induced austerity and the decline in education services, teacher and non-teaching employments,
closing of schools, increased poverty among the most disadvantaged such as families with children, among other
unfolding consequences of sudden population losses. This recent exodus represents one of the most significant
historical movements of Puerto Ricans to the U.S. in terms of both volume and duration.

This decline in student population, along with the high cost of maintaining school infrastructure, led PRDE to close 255
public schools throughout the Island, leaving only 857 schools open in the 2018-2019 academic year.

Retirement Systems

On June 27, 2017, the Treasury Department issued Circular Letter No. 1300-46-17 in order to convey to the Primary
Government'’s agencies, public corporations and municipalities the new implementation procedures to adopt, effective
July 1, 2017, the new PayGo mechanism for all the Commonwealth’s Retirements Systems. With that start of the fiscal
year 2018, employer’s contributions, contributions ordered by special laws and the Additional Uniform Contribution
were all eliminated and replaced by a monthly PayGo charge that will be collected from the aforementioned government
entities to pay retirees. The Retirement Systems will determine and administer the payment amount per retiree that will
be charged to each agency, public corporation and a municipality. The PayGo charge must be submitted to the Treasury
Department before the 15" day of each month along with the individual contributions withheld from active employees.
As liquid retirement funds become depleted, the PayGo charge is expected to increase.

In addition to the establishment of the PayGo mechanism, on August 23, 2017, the Governor signed into law Act No.
106 of 2017, the Act to Guarantee the Payment to Our Pensioners and Establish a New Plan for Defined Contributions
for Public Servants, reformed the Commonwealth’s pensions by replacing the governing boards of the Retirement
System with a single Retirement Board of the Commonwealth of Puerto Rico (“‘Retirement Board”) and established a
separate “Account for the Payment of Accrued Pensions” to implement a PayGo method for the Retirement Systems.
Act. No. 106 of 2017 created the legal framework so that the Commonwealth can guarantee payments to pensioners
through the PayGo system.

General Budget approved for Fiscal Year 2018- 2019

The Legislature approved on June 30, 2018 by Joint Resolution No. 354 the allocation of $2,479,487,000, charged to
the General Fund of the State Treasury, for ordinary operating expenses of PRDE during the fiscal year ended June
30, 2019, among other appropriations. This allocation resulted in an increase of $100.3 million or 60% when compared
to the general budget approved in FY 2017-2018.
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(An Executive Agency of the Commonwealth of Puerto Rico)

Management’s Discussion and Analysis
June 30, 2019

For years, the Government of Puerto Rico lacked liquidity to meets its payments, money from pensioners and
intragovernmental loans were used to replace sources of liquidity and spent more money than available funds. In
addition, the Government Development Bank for Puerto Rico (“GDB”) breached its obligations to bondholders since
May 1, 2016 and no longer fulfilled its role of providing liquidity, nor did it had access to the market due to the credibility
lost from the Government from Puerto Rico.

On March 23, 2018, GDB ceased its operations and determined to wind down in an orderly manner under Title VI of
PROMESA. Under the Moratorium Act (as amended by Act No. 2 of 2017), the Puerto Rico Fiscal Authority and
Financial Advisory Authority (‘FAFAA”) was created, as an independent public corporation to assume GDB's rote as
fiscal agent, financial advisor and reporting agent for the Commonwealth, its component units, and municipalities.
FAFAA has also been assigned the tasks of overseeing matters related to the restructuring or adjustment of the
Commonwealth's financial liabilities, coordinating liability management or other transactions with respect to such
obligations, and ensuring compliance with fiscal plans and budgets approved by the Oversight Board pursuant to
PROMESA.

Puerto Rico Education Reform Law

On March 29, 2018, the Commonwealth enacted Act No. 85 of 2018, known as Puerto Rico Education Reform Act,
which consist of several measures to be taken, including a new system focused mainly in the students, by establishing
a budget based on the average cost per student and the needs of each student. The legislation also guarantees that
seventy percent (70%) of the budget assigned for education budget will be allocated to local schools. The new reform
also established the Charter Public Schools, in which private entities such as nonprofit organizations, corporations or
municipalities take over the administration of the schools. Another measure taken with the Education Reform was the
creation of the free selection school and educational voucher program. Under the new education law, the voucher for
private school may not exceed seventy percent of the amount allocated by the PRDE per student up prior to hurricanes
Irma and Maria. The students must first be enrolled in public or charter schools for two years prior to qualifying for a
private school voucher.

In addition, the creation of the Educational Regional Offices; decentralize the administration and services in order to
have a more efficient structure that responds to the needs of the school community; reduce costs; establish a digital
transparency policy in educational processes; and delegate greater responsibilities to regional Superintendents and
Directors. With the regionalization, each region will operate as Local Educational Authority (“LEA”). The new Education
Reform led to a reduction of the number of public schools from 1,131 to 856 allocating more funds for each student in
the system. This number increased to 857, after the approval of the first Charter School in Puerto Rico in the 2018-
2019 fiscal year.

Management expects that the Commonwealth will not be able to honor all of its obligations as they come due while at
the same time providing essential government services. There are certain Commonwealth component units that offer
basic and essential services to the population of Puerto Rico and to the extent that any of these component units are
unable to continue to provide such essential services, the Commonwealth may be required to divert Commonwealth
resources to ensure that such services continue to be provided. Such action would exacerbate the Commonwealth’s
insufficiency of revenue to honor its obligations as they become due.

Given the fact that budget appropriation for the Commonwealth’s Department of Education has historically represented
a significant portion of the total Commonwealth General Fund budget, as Commonwealth’s liquidity continues to be
challenged and their appropriations and financing ability become more uncertain, the PRDE’s financial condition and
liquidity is similarly affected.
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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 appropriated 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 presented as an excess or 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.

Cash Receipts and Cash Disbursements - Total Governmental Activities

Condensed Financial Information:

Year Ended June 30, Change
2019 2018 In dollars Percentage
Cash Receipts:
Commonwealth appropriations § 1621350964 $§ § 1594637586 § 26,713,378 1.7%
Intergovernmental - federal government 953,615,821 777,110,479 176,505,342 22.7%
Total cash receipts 2,574,966,785 2,371,748,065 203,218,720 8.6%
Cash Disbursements:
General government 103,946,892 76,366,134 27,580,758 36.1%
Vocational and Technical Education 71,882,956 67,273,640 4,609,316 6.9%
Community Schools 1,335,997,872 1,290,491,928 45,505,944 3.5%
Integrated Educative Services for the Disabled 421,587 417 383,458,265 38,129,152 9.9%
Food Services for Students 246,519,452 244173,529 2,345,923 1.0%
Schools' Quality of Life and Drug Free 13,124,293 11,025,736 2,098,557 19.0%
Adult Education 6,438,709 8,797,633 (2,358,924) -26.8%
Technological Institutes 15,186,106 15,511,261 (325,155) -2.1%
Auxiliary Services and Technical Assistance 37,770,486 34,979,154 2,791,332 8.0%
Institute for Administrative Training and Counseling to Schools 1,837 16,968 (15,131) -89.2%
Public Schools Maintenance 43,660,033 20,599,590 23,060,443 111.9%
Printing Services 568,955 605,309 (36,354) -6.0%
Indirect Costs 79,077,685 30,514,674 48,563,011 159.1%
Joint Resolutions 12,727,195 51,744,003 (39,016,808) -15.4%
Special Accounts 88,221,453 88,163,899 57,554 0.1%
Total cash disbursements 2,476,711,341 2,323,721,723 152,989,618 6.6%
Excess $ 98,255,444 $ 48,026,342 $ 50,229,102 104.6%

Left in blank intentionally



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

Management’s Discussion and Analysis
June 30, 2019

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 | and Other Governmental
Funds). The distribution of the cash receipts and cash disbursements per each individual activity is presented in the
following charts:

Other Cash Receipts
Governmental

Funds

20%

[ T ~—

Title |
17% General Fund

63%

Other Cash Disbursements

Governmental
Funds
21%

Title |
16% General Fund

63%



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

Management’s Discussion and Analysis
June 30, 2019

For the year ended June 30, 2019, PRDE’s Statement of Cash Receipts and Cash Disbursements reflects an excess
of receipts over disbursements of $98 million. The main reason for the overall excess of cash receipts over cash
disbursements is the recovery of funds resulting from prior years “deficiencies” of cash disbursements over cash
receipts due to the fact that PRDE presents its financial statements using the cash-basis of accounting and as a resullt,
it is limited to only reporting cash receipts and cash disbursements when the transactions meet the timing requirement.
Due to the participation of PRDE in the pooled cash arrangement, cash receipts from Commonwealth appropriations
are considered received when the related disbursement is made. Cash receipts related to indirect cost and special
accounts, are recognized when cash is received. In addition, excess of cash receipts and cash disbursements is due
to certain disbursements not made during 2018 fiscal year related to the new pay mechanism implemented by the
Puerto Rico Treasury Department and disbursements not made during the period when schools were closed after
passing of hurricanes Irma and Maria. The cash disbursements variations (under or over 10%) for the year ended June
30, 2019 when compared to the same period in 2018 are described below:

General Government increased by approximately $27.58 million or 36% when compared to fiscal year 2018 mainly
due to an increase in disbursement of $29.2 million to pay prior year debts. Other increase was related to the
disbursement of $23.2 million to the Puerto Rico Infrastructure Financing Authority (AFI, per its acronym in Spanish)
and the Office for the Improvement of Public Schools (OMEP, per its acronym in Spanish) for school repairs and
improvements. Another increase of $6.1 million was related to the disbursement of special education services. This
increase was offset by a decrease of $31.5 million to OMEP that was disbursed on FY2018 for school renovation
project, known as "Renueva tu Escuela".

Integrated Educative Services for the Disabled increased by approximately $38.1 million or 9.9% when compared
to fiscal year 2018, mainly due to an increase of approximately $22 million to hire temporary personnel that would
provide the services of those employees that took early retirement on previous fiscal years. Other increase of
approximately $18.8 million was related to the disbursements of transportation services that were provided now that all
schools reopened in the FY 2019. During the previous fiscal year, many schools remained closed after to the passing
of hurricanes Irma and Maria, therefore transportation services were not offered temporarily for a couple of months.

Schools’ Quality of Life and Drug Free increased by approximately $2 million or 19% when compared to fiscal year
2018 mainly due to the installation of surveillance systems in closed schools that still have equipment within them.

Adult Education decreased by approximately $2.4 million or 26.8% when compared to fiscal year 2018, mainly due to
a decrease of approximately $2.7 million related to adult educational services that began in late October of fiscal year
2019. Also, a decrease in payroll and fringe benefits expenses of approximately $255 thousand of employees that
retired during FY2018 and their corresponding sick/vacation balances were disbursed within that period. This decrease
was offset by an increase in the disbursement of approximately $645 thousand, related to the state library services that
PRDE was now able to provide since schools and adult education centers reopened in FY 2019.

Institute for Administrative Training and Counseling to Schools decreased by approximately $15 thousand or
89.2% when compared to fiscal year 2018 mainly due to a decrease in payroll and fringe benefits expenses that is
related to the closure of the program. PRDE initiated personnel transfer to other programs in FY 2018.

Public Schools Maintenance increased by approximately $23 million or 111.9% when compared to fiscal year 2018

mainly due the disbursement of approximately $24 million related to the efforts of disaster recovery after the impact of
hurricanes Irma and Maria.
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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, 2019

Indirect Cost increased by approximately $48.6 million or 159.1% when compared to fiscal year 2018 mainly due to
an increase of disbursement of approximately $32.5 million to AFl and OMEP for school repairs and improvements.
Another increase of approximately $5.4 million for information systems and technological support services;
approximately $4.2 million for transportation services paid with other funds in FY 2018; and, approximately $3.9 million
for student scholarship known as Work Base Learning Project. This increase was offset by approximately $3.6 million
for telephone and internet services that were paid from this fund in FY2018.

Joint resolutions decreased by approximately $39 million or 75.4% when compared with fiscal year 2018 was mainly
due to a decrease of the contributions made to the Schoolwide fund of approximately $23.5 million. During FY2018,
the PRDE only made contributions to the College Board tests with this fund. Another decrease by approximately $15
million was due to payments made during prior fiscal year regarding to the project, known as "Renueva tu Escuela” by
the AFl and OMEP, which were not incurred during FY 2019.

Governmental Funds Results

PRDE has two major governmental funds: General Fund and Title | (Title | Grants to Local Educational Agencies Fund,
a special revenue fund) and an additional column aggregating 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 PRDE and is used to account for the funds appropriated by the Commonwealth.

Such funds are disbursed throughout the programs and functions of PRDE. The general fund is 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
2019 2018 In dollars Percentage
Cash Receipts $ 1,621,350,964 $ 1,594,637,586 $ 26,713,378 1.7%
Cash Disbursements 1,555,241,197 1,552,384,858 2,856,339 0.2%
Excess $ 66,109,767 $ 42,252,728 $ 23,857,039 56.5%
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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, 2019

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:
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General government
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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, 2019

Title | 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.
Cash Receipts and Cash Disbursements — Title | Fund

Condensed Financial Information:

Title | Change
2019 2018 In dollars Percentage
Cash Receipts $ 429,662,507 $ 369,162,697 $ 60,499,810 16.4%
Cash Disbursements 409,293,646 367,221,813 42,071,833 11.5%
Excess $ 20,368,861 $ 1,940,884 $ 18,427,977 949.5%

The cash receipts reflect three award years with different funding periods. In FY 2019 and FY 2018, the PRDE
received awards by approximately $405.8 million and $396.2 million, respectively, from Title | Grants to Local
Educational Agencies. The excess in cash receipts over cash disbursements is mainly attributable to timing
differences. Funds requested during the end of FY 2018 were received during the beginning of FY 2019. The increase
in cash disbursements of the Title | Fund responds directly to an increase in funds granted or approved by the federal
agency during the FY 2019 compared with FY 2018. Therefore, an increase in cash disbursements was expected.

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.
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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, 2019

(1) Reporting Entity:

The Department of Education of the Commonwealth of Puerto Rico (‘PRDE”) or (“the Department”) was organized
under Article 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 Puerto Rico.
The Secretary of Education is appointed by the Governor of the Commonwealth of Puerto Rico.

On July 15, 1999, the Legislature of the Commonwealth of Puerto Rico enacted Law Number 149, “Ley Organica
del Departamento de Educacién Publica de Puerto Rico”, as amended by Law Number 85-2018 “Ley de Reforma
Educativa de Puerto Rico del 29 de marzo de 2018”. This law establishes Puerto Rico’s public policy in the
educational area and creates a public education system focused mainly on the students. In addition, it established
a budget based on average cost per student and their needs; creates free selection school and educational
voucher program, among others.

The Secretary of Education is also the Executive Director of the Office for the Improvement of the Public Schools
(the “OIPS”) and the PRDE has oversight responsibilities over it. However, its operations are subject to a
separate financial or single audit, as applicable or required and related transactions are excluded from the
accompanying Statement of Cash Receipts and Cash Disbursements.

PRDE is considered both, a State Educational Agency (“SEA”) and a Local Educational Agency (‘LEA”) for
purposes of administering federal financial assistance programs. PRDE is, for financial reporting purposes, a part
of the general fund in the Commonwealth's financial statements.

(2) Basis of Presentation and Summary of Significant Accounting Policies:

(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. Because PRDE participates in a pooled cash arrangement as further discussed below, cash
receipts from Commonwealth appropriations are considered received when the related disbursement is made.
Cash receipts related to indirect costs and special accounts are recognized when cash is received.
Disbursement is considered made once the payment voucher is approved and authorized for payment by the
Puerto Rico Treasury Department. The timing of cash receipts from the Federal Government may differ from
the date federally-funded payments are made. PRDE draws amounts from the pooled cash account when
federal funds have not yet been received and the same is replenished once the federal funds are received. All
these factors in cash receipts recognition result in an excess of cash receipts over (under) disbursements at
year-end. 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.

(b) Basis of Presentation -
The Entity’s fiscal year ends on June 30th. All references to year in these notes to the financial statement
represent the fiscal year then ended, unless otherwise noted. The Entity has evaluated subsequent events
through November 19, 2020, the date the financial statement was available to be issued.
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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, 2019

(c) 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 for the funds
appropriated by the Commonwealth.

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

» Other Governmental Funds — These funds are used to account for transactions related to other
individual federal programs.

(d) Budgetary Accounting -
The PRDE’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 are 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 expenditures 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. Unencumbered appropriations lapse at fiscal year-end.

On April 29, 2017, Act No.26 established that allocations and funds without a specific economic year, that
have remained on the books without movement of disbursement or obligation for one year will be considered
as having fulfilled their purposes, thus, they will be closed and entered into the General Fund; to provide that
those special funds created by Law for specific purposes will be credited to the State Treasury’s General Fund
and will be deposited in the current bank account of the Secretary of the Treasury for the latter to have full
dominion over the same.

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 prior to actual expenditure. In the governmental funds, encumbrance accounting is a significant
aspect of budgetary control. The Title | special revenue fund does not have a legally mandated budget.
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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, 2019

On January 2, 2017, the Governor of Puerto Rico signed the Executive Order No. 2017-005, which required all
departments, agencies, and instrumentalities of the Government of Puerto Rico to implement the Zero-Base
Budget methodology for the preparation of the budget for fiscal year 2017-2018 and subsequent fiscal years,
per the applicable techniques and approaches of Zero-Base Budget and should be in conformity with the
Fiscal Plan approved by the Oversight Board for Puerto Rico, pursuant to the Federal Law Pub. L. 114-187,
Puerto Rico Oversight, Management and Economic Stability Act (PROMESA).

The financial statement is presented at the programmatic level. However, budgetary control and accounting
are maintained at a level more detailed to provide management control, in detail, of the expenses to the
appropriate level of the budget.

Federal grant funds can be carried over a specified amount of time, upon request to, and approval by the
federal agencies. The financial statement is presented at the programmatic level. However, budgetary control
and accounting is exercised at a lower level providing management with detailed control over expenditures at
an appropriated budget level.

(e) Cash -

()

PRDE'’s funds are under the custody of the Secretary of the Treasury of the Commonwealth pursuant to Act.
No. 230 of July 23, 1974, as amended, known as “Commonwealth of Puerto Rico Accounting Law”, The
Treasury Department of the Commonwealth follows the practice of pooling cash and cash equivalents under
the custody and control of the Secretary of the Treasury.

Compensated Absences -
PRDE’s employees are classified as either educational or non-educational. The educational employees

accrue on a monthly basis, four (4) days of regular vacation and two (2) days of sick leave, during the
academic calendar period of ten (10) months. The allowed maximum number of days of accumulated sick
leave is ninety (90) days. In case of resignation or early retirement, sick leave is vested for payment if the
employee has served for ten or more consecutive years. The non-educational employees accrue on a monthly
basis, two and a half (2.5) days of regular vacation and one and a half (1.5) days of sick leave per calendar
month during the year.

After the approval of Act No. 8 of February 6, 2017, the PRDE’s non-educational employees are granted
twenty-four (24) days of vacations (thirty (30) days for employees hired before February 8, 2017) and twelve
(12) days of sick leave (eighteen (18) days for employees hired before February 8, 2017) annually. New
employees accumulate benefits retroactively after the first three (3) months of employment. Vacations may be
accumulated up to a maximum of sixty (60) days and sick leave up to a maximum of ninety (90) days,
respectively. In the event of employee resignation, the employee is paid for accumulated vacation days up to
the maximum allowed at the current rate. Separation from employment prior to use of all or part of the sick
leave terminates all rights for compensation, except for employees with ten (10) years of service who are
entitled to sick leave pay up to the maximum allowed.

During fiscal year 1997-98, the Commonwealth amended the Public Service Personnel Law to allow certain
component units and the executive agencies of the Commonwealth to annually pay their employees the
accumulated vacation and sick leave earned in excess of the limits mentioned above. However, as a result of
Act No. 66 of June 17, 2014, some of these excess accumulations may not be paid.

Act No. 8 of February 6, 2017 establishes that any employee will have the option of requesting a voluntary

reduction of their working day by means of a prior agreement with their employer, for a reduction period
equivalent to one day of work.
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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, 2019

)

(g) Operational Leases -
The Department is obligated under certain leases accounted for as operating 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 (“the Authority”), a component unit of the Commonwealth. The Office of
Management and Budget, along with the Department of the Treasury of Puerto Rico are responsible of making
these payments to the Authority on behalf of the Department, therefore excluded from the accompanying
Statement of Cash Receipts and Cash Disbursements. During the fiscal year ended June 30, 2019, these
payments for lease agreements amounted to approximately $74.9 million. Additional rent paid by the PRDE
for the leasing of its central offices and other warehouses was approximately $12.1 million. Information of the
future minimum rental payments required under operating leases was not available.

(h) Risk Management -
The Commonwealth’s Secretary of the Treasury is responsible of assuring that the PRDE’s property is

properly 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.

Going Concern:

The discussion in the following paragraphs regarding Commonwealth, including PRDE, financial and liquidity risks
provides the necessary background and support for management’s evaluation as to whether there is substantial
doubt about PRDE’s ability to continue as a going concern for 12 months beyond the date of the financial
statements or for an extended period if there is currently known information that may raise substantial doubt shortly
thereafter. GASB Statement No. 56, Codification of Accounting and Financial Reporting Guidance Contained in the
AICPA Statements on Auditing Standards, establishes that the continuation of a legally separate governmental
entity as a going concern is assumed in financial reporting in the absence of significant information to the contrary.
Information that may significantly contradict the going concern assumption would relate to a governmental entity’s
inability to continue to meet its obligations as they become due without substantial disposition of assets outside the
ordinary course of governmental operations, restructuring of debt, submission to the oversight of a separate fiscal
assistance authority or financial review board, or similar actions. Indicators such as negative trends in operating
losses and negative cash flows, possible financial difficulties such as nonpayment or default of debt and/or
restructurings or noncompliance with capital or reserve requirements, and internal or external matters impacting
the governmental entity’s ability to meet its obligations as they become due, are factors that are considered in this
evaluation.

The Commonwealth currently faces a severe fiscal, economic and liquidity crisis, the culmination of many years of
significant governmental deficits, a prolonged economic recession (which commenced in 2006), high
unemployment, population decline, and high levels of debt and pension obligations. As the Commonwealth’s tax
base has shrunk and its revenues affected by prevailing economic conditions, health care, pension and debt
service costs have impacted significant portion of its General Fund budget, which has resulted in reduced funding
available for other essential services, like the PRDE, which is part of the Commonwealth.

Considering that the PRDE is significantly dependent on the funds received from the Commonwealth to match the
federal awards and comply with the levels of effort required by federal regulations, the limitation of the
Commonwealth to meet its obligations on a timely manner, may have an effect on the PRDE’s operations in the
near term.
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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, 2019

On September 6 and then on September 20, 2017, Puerto Rico was impacted by two consecutive hurricanes (Irma
and Maria); these atmospheric events carried to an Island-wide crisis that interrupted the provision of all services,
not the least of which were the educational services. The aftermath of Hurricanes Irma and Maria, reflected the
massive severity and extent of the damages caused. The PRDE was unable to restart its regular activities during
some period of time, because it contributed to provide emergency relief services, including food and shelter to
communities across the island. For months, some schools remained as shelters for people who lived in flooded
areas, among other difficulties. Due to the devastation caused, the Commonwealth’s Central Government and
some of its instrumentalities faced severe cash shortfalls from lower revenues, higher costs and delayed or
reduced cost-saving measures that had been required by the Puerto Rico’s Fiscal Plan previously approved.

To the PRDE, the migration exodus reinforces a pattern of depopulation that has induced austerity and the decline
in education services, teacher and non-teaching employments, closing of schools, increased poverty among the
most disadvantaged such as families with children, among other unfolding consequences of sudden population
losses. Due to this decline in student population, along with the high cost of maintaining school infrastructure, led
the PRDE to close 255 public schools throughout the Island, leaving only 857 schools open in the 2018-2019
academic year.

In August 2018, the PRDE experienced a sharp decline in pre-K-12 student enrollment, as a result of Puerto Rico’s
long economic crisis and the migration of families with children to the U.S. mainland after Hurricanes’ Irma and
Maria. According to PRDE, approximately one-year post-Hurricane Maria (October 2018), only 307,282 students
were enrolled in public schools, compared to 365,181 enrolled during school year 2017.

The following is a summary of relevant laws enacted and actions taken to address the Commonwealth's fiscal
crisis:

On June 30, 2016, President Barack Obama signed into law the Puerto Rico Oversight, Management, and
Economic Stability Act (codified under 48 U.S.C. §§ 2101-2241) (PROMESA). In general terms, PROMESA seeks
to provide the Commonwealth with fiscal and economic discipline through, among other things: (i) the
establishment of the Oversight Board, whose responsibilities include the certification of fiscal plans and budgets for
the Commonwealth and its related entities; (ii) a temporary stay of all creditor lawsuits; and (iii) two alternative
methods to adjust unsustainable debt: (a) a voluntary debt modification process under Title VI of PROMESA, which
establishes a largely out-of-court debt restructuring process through which modifications to financial debt can be
accepted by a supermajority of creditors; and (b) a bankruptcy-type proceeding under Title 11l of PROMESA, which
establishes an in-court debt restructuring process substantially based upon incorporated provisions of the U.S.
Bankruptcy Code.

On January 18, 2017 (Act No. 2 of 2017), the Puerto Rico Fiscal Agency and Financial Advisory Authority Act, was
enacted to expand FAFAA’s powers and authority (as initially established under the Moratorium Act) so that
FAFAA has the sole responsibility to negotiate, restructure, and reach agreements with creditors on all or part of
the public debt or any other debt issued by any Commonwealth entity. FAFAA is also responsible for the
collaboration, communication, and cooperation efforts between the Commonwealth and the Oversight Board under
PROMESA. In addition, Act No. 2 of 2017 established FAFAA as the Commonwealth entity responsible for carrying
out the roles inherited from the GDB along with additional duties and powers, which include, among other things: (i)
oversight of the Commonwealth budget; (ii) an administrative presence on every board or committee where the
GDB president is currently a member; (iii) authority to conduct audits and investigations; and (iv) authority to freeze
budgetary items, appoint trustees, redistribute human resources, and change procedures.
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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, 2019

On January 26, 2017, Act No. 4 of 2017, it was introduced several human-capital and labor reforms to improve
Puerto Rico’s competitiveness and foster economic development, while relaxing legal requirements for hiring and
retaining employees. Specifically, Act 4 No. of 2017 (i) established lower accrual rates for both vacation days and
sick leave, (ii) approximately doubled work hours required for accrual of Christmas bonuses, (iii) placed a $600 cap
on Christmas bonuses, and (iv) reduced severance pay for unjust termination, among other reforms.

On January 29, 2017, Act No. 5 of 2017, known as the Puerto Rico Fiscal Responsibility and Financial Emergency
Act, was enacted to maintain the moratorium on debt payment existing under the Moratorium Act; however, it
allowed the Commonwealth to segregate funds that would eventually be used to fund the payment of public debt.
Act No. 5 of 2017 states that the Governor may pay debt service as long as the Commonwealth is able to continue
to fund essential services, such as the health, safety, and well-being of the people of Puerto Rico, including
providing for their education and assistance to residents. Act No. 5 of 2017 continued to declare the
Commonwealth to be in a state of emergency and increased the Governor's powers to manage the
Commonwealth’s finances. The emergency period under Act No. 5 of 2017 was set to expire on May 1, 2017 to
coincide with the expiration of the Title IV Stay (as discussed above), unless extended by an additional three
months by executive order. On April 30, 2017, the Governor issued executive order OE-2017-031, which extended
the Act No. 5 of 2017 emergency period to August 1, 2017. On July 19, 2017, the Legislature enacted Act No. 46 of
2017, which further extended the Act No. 5 of 2017 emergency period through December 31, 2017. Act No. 46 of
2017 allowed the Governor to sign executive orders to extend the emergency period for successive periods of six
months as long as the Oversight Board remains established for Puerto Rico under PROMESA.

On February 4, 2017, Act No. 8 of 2017, known as the Single Employer Act, was enacted to merge public agencies
to establish the government as a single employer. This legislation is designed to facilitate employee transfers
between the Commonwealth’s 118 agencies, which prior to the enactment of Act No. 8 of 2017, these agencies
operated as separate employers, with different administrative divisions and wages for the same occupations.

On March 13, 2017, the Oversight Board certified the initial fiscal plan for the Commonwealth. The fiscal plan has
been subject to various revisions. On May 27, 2020, the Oversight Board certified its most recent fiscal plan for the
Commonwealth. The Board Fiscal Plan commits to fiscal responsibility and implements specific revenue
enhancements and targeted expenditure reductions (health care and higher education spending), pension reform,
improving capital efficiency and structural reforms to return Puerto Rico to fiscal stability and economic growth.

On April 29, 2017, Act No. 26 of 2017, known as the Fiscal Plan Compliance Act, introduced a series of changes
and freezes to existing public employees’ labor bargaining agreements, reductions and eliminations to previously
granted public employee benefits, and other fiscal control measures geared toward compliance with the
government expenditures cuts and savings.

On July 26, 2017, the Legislature approved by Joint Resolution No. 9, the allocation of $1,475,721,000, charged to
the General Fund of the State Treasury, for ordinary operating expenses of the PRDE during the fiscal year ended
June 30, 2018. This allocation resulted in a decrease of $164.4 million or 10% when compared to the general
budget approved in FY 2016-2017, as a result of the cumulative economic contraction of 14.6% in the Gross State
Product (real PEB) with a prediction of an additional contraction of 3% for the next two (2) years.

For the fiscal years 2019-2020 and 2018-2019, the PRDE had a budget of $2,398,500,000 and $2,536,283,000
from the General Fund, respectively, which represents a decrease of approximately $138,000,000. These
appropriations include approximately $1,053,436,000 and $1,011,883,950, respectively, to pay for existing
pensions under the PayGo system.
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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, 2019

(4)

)

(6)

Given the fact that budget appropriation for the PRDE has historically represented a significant portion of the total
Commonwealth General Fund budget, as Commonwealth’s liquidity continues to be challenged and their
appropriations and financing ability become more uncertain, PRDE’s financial condition and liquidity is similarly
affected. In addition, the substantial reduction in student enrollment could affect federal fund programs that are
funded on a per capita basis. These factors create an uncertainty about PRDE’s ability to continue as a going
concern.

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 PRDE is maintained by the Commonwealth. Accordingly, no budgetary comparison
schedule is presented within this statement.

Indirect Cost Rate Proposal:

Generally, each year, the Department submits an indirect cost rate proposal for approval by the United States
Department of Education (“the USDE”), the Audit Cognizant Agency. On August 9, 2019, the USDE entered
into an Indirect Cost Rate Agreement No. 2019-104 with the PRDE which replaced the previous agreement No.
2017-220 (A). This agreement includes final rates which became effective on July 1, 2016 until June 30, 2017 and
also includes provisional rates, covering the period under audit, beginning on July 1, 2017 until June 30, 2019.
The rates within the Agreement for FY2019 were 6% for school lunch programs and 4.1% for all other programs,
based on salaries and wages, including fringe benefits, among other costs. These rates are used to allocate
qualified types of expenditures from state funds to the federal financial assistance programs.

Retirement Plans:

The two employee retirement systems described in the following paragraphs administered the pension funds for
the Department until the enactment of the Act for Guaranteeing the Payment to Retirees and Establishing a New
Defined Contributions Plan for the Public Servicers (“Act No. 106”) on August 23, 2017. These Retirement
Systems are subject to legislative and executive controls, and their administrative expenses are subject to
legislative budget controls. The Retirement Systems, as governmental retirement plans, are excluded from the
provisions of the Employee Retirement Income Security Act of 1974 (ERISA). On June 27, 2017, the Treasury
Department issued Circular Letter No. 1300-46-17 in order to convey to the Primary Government's agencies,
public corporations and municipalities the new implementation procedures to adopt, effective July 1, 2017, the new
PayGo mechanism for all the Commonwealth’s Retirements Systems. At the beginning of fiscal year 2018,
employer’s contributions, contributions ordered by special laws and the Additional Uniform Contribution were all
eliminated and replaced by a monthly PayGo charge that will be collected from the aforementioned government
entities to pay retirees. The Retirement Systems will determine and administer the payment amount per retiree that
will be charged to each agency, public corporation and a municipality. The Pay Go charge must be submitted to the
Treasury Department before the 15" day of each month along with the individual contributions withheld from active
employees. As liquid retirement funds become depleted, the PayGo charge is expected to increase.

In addition to the establishment of the PayGo mechanism, on August 23, 2017, the Governor signed into law Act
No. 106, which reformed the Commonwealth’s pensions, by replacing the governing boards of the Retirement
System with a single Retirement Board of the Commonwealth of Puerto Rico (“Retirement Board”) and established
a separate “Account for the Payment of Accrued Pensions” to implement a PayGo method for the Retirement
Systems. Act. No. 106 created the legal framework so that the Commonwealth can guarantee payments to
pensioners through the PayGo system.
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Puerto Rico Department of Education
(An Executive Agency of the Commonwealth of Puerto Rico)

Notes to Statement of Cash Receipts and Cash Disbursements
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(a) Teachers Retirement System (“TRS”) -
Plan Description — Prior to August 23, 2017, the TRS was a single-employer defined-benefit pension plan
administered by the Puerto Rico Teachers Retirement System. It was a trust created by Act No. 218 of 1951,
as superseded by Act No. 91 of 2004, to provide pension and other benefits mainly to retired teachers of the
PRDE.

Prior to August 23, 2017, TRS administered two benefit structures pursuant to Act No.160 of 2013 (“Act 160”),
as modified by the April 11, 2014 decision of the Puerto Rico Supreme Court. Benefit provisions vary
depending on the member’s date of hire as follows:

e  Members hired on or before July 31, 2014 with certain distinctions for members who retire August 1,
2014 or later (contributory, defined-benefit program)

e  Members hired August 1, 2014 or later (contributory, hybrid program)

All active teachers of PRDE become Plan members of the TRS at their date of employment. Licensed
teachers working in private schools or other educational organizations had the option to become members of
TRS as long as the required employer and employee contributions were satisfied.

The benefits provided to members of TRS are established by Commonwealth of Puerto Rico law and may be
amended only by Legislature with the Governor’s approval.

The most important aspects of Act 160, as modified by the April 11, 2014 decision of the Puerto Rico Supreme
Court are as follows: (i) Active participants as of July 31, 2014 continue to participate in the defined benefit
pension plan; (ii) Starting August 1st, 2014, the defined benefit pension plan was closed for future participants
and they contribute to a defined contribution pension plan; (iii) The retirement age for new employees hired on
or after August 1st, 2014 is increased to age 62; (iv) The employee contributions for 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 July 1st, 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.

The Plan members of the TRS hired on or before July 31, 2014 were eligible for retirement, death, and
disability benefits. Benefits vest after completion of a given number of years of credited service based on age.
Benefits are determined by the application of stipulated benefit ratios to the members' average compensation.
Average compensation was computed based on the highest 36 months of compensation recognized by TRS.
The annuity for which a plan member was eligible is limited to a minimum of $400 per month and a maximum
of 75% of the average compensation.

The contribution requirement to the TRS is established by law and is not actuarially determined.
Contributions by members hired on or before July 31, 2014 are 9% of compensation. Contributions by
members hired on or after August 1, 2014 are as follows: 10% of compensation for fiscal years 2015 through
2017, 13.12% of compensation for fiscal years 2018 through 2020, and 14.02% of compensation for fiscal
year 2021 and each year thereafter.

Employer contributions to TRS are 9.5% of covered payroll for the fiscal year beginning July 1, 2011. For the
next fiscal year effective July 1, employer contributions will increase annually by 1%. For the next five fiscal
years, employer contributions will increase annually by 1.25%, reaching on employer contributions rate of
19.75% effective July 1, 2020. Effective July 1, 2021 and later fiscal years, the employer contributions rate
will be 20.25%. The employer contribution rate for fiscal year 2019 was 8.5% pursuant to Act No. 106 and
Circular Letter No. 1300-14-18 issued by the Treasury Department.
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(b) Employees’ Retirement System (“ERS”) -

Plan Description - All other employees of PRDE participate in the Employees’ Retirement System of the
Commonwealth of Puerto Rico and its Instrumentalities (‘ERS”). Prior to August 23, 2017, ERS was a defined
benefit, cost-sharing, multi-employer plan administered by the Puerto Rico Government Employees
Administration. It is a trust created by Act No. 447 of 1951 (“Act 447”), as amended, to provide pension and
other benefits to retired employees of the Commonwealth and its instrumentalities. ERS began operations on
January 1, 1952 at which date, contributions by employers and participating employees commenced.

Prior to August 23, 2017, ERS administered different benefit structures pursuant to Act No. 447, as amended,
including a cost-sharing, multi-employer, defined benefit program, a defined contribution program (“System
2000”) and a defined contribution hybrid program. Benefit provisions vary depending on member’s date of
hire. Membership was mandatory for all regular, appointed, and temporary employees at the date of
employment.

The benefits provided to members of ERS were established by Commonwealth law and may be amended only
by the Legislature with the Governor’'s approval. On April 4, 2013, the Governor of the Commonwealth of
Puerto Rico, signed into law Act No. 3 of 2013 (“Act 3-2013”), which amended the provisions of the benefit
structures under ERS.

Members who had entered the Employees Retirement System before January 1, 2000 participated in a
defined benefit program. Members who began to participate prior to April 1, 1990 were entitled to the highest
benefits structure, while those who began to participate on or after April 1, 1999 were subject to a longer
vesting period and a reduced level of benefits, as provided by Act No. 1 of February 16, 1990 (“Act 1-1990”).

In 1999, Act 447 was amended to close the defined benefit program for new participants and, prospectively,
establish a new benefit structure similar to a cash balance plan (this new benefit structure is referred to as
System 2000). Members who entered the ERS on or after January 1, 2000 (“System 2000 Participants”)
participate solely in System 2000. Act 3-2013 amended the law to eliminate the lump sum distribution
alternative and substitute it for a life annuity payable to the System 2000 Participant. System 2000 Participants
do not benefit from any employer contributions. Instead, employer contributions made on account of System
2000 Participants were used to reduce the accumulated unfunded pension benefit obligation of the ERS.
System 2000 is not a separate plan as there are no separate accounts for System 2000 Participants.
Contributions received from System 2000 Participants were pooled and invested by the ERS together with the
assets corresponding to the defined benefit structure of Act 447 and Act 1-1990 and the defined contribution
structure of System 2000, as amended by Act 3-2013, were paid from the same pool of assets of the ERS.

Retirement and related benefits provided by the ERS and required contributions to the ERS by employers and
employees, are determined by law rather than by actuarial requirements. Effective July 1, 2013, all
participants contributed a minimum of 10% with no maximum restriction of their gross monthly salary.
Commencing in fiscal year 2012, PRDE shall pay a contribution of 10.275% of the employees’ gross salary
and increased 1% per year until fiscal year 2016 and 1.25% per year until fiscal year 2021. The employer
contribution rate for fiscal year 2019 was 18.025%.

The ERS provided basic benefits under the defined benefit program principally consisting of a retirement
annuity and death and disability benefits (collectively referred to herein as Basic System Pension Benefits).
The ERS also administered benefits granted under various special laws that have provided additional benefits
for the retirees and beneficiaries (collectively referred to herein as System Administered Pension Benefits).
The System Administered Pension Benefits include, among others, additional minimum pension, death and
disability benefits, ad-hoc cost-of-living adjustments and summer and Christmas bonuses. Act 3-2013
amended the various laws providing some of these System Administered Pension Benefits to reduce some of
the amounts payable to existing retirees while eliminating the benefits for all future retirees.
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On December 8, 2015, Act No. 211 was approved to create the Volunteer Pre-retirement Program that offers
a preretirement opportunity to Commonwealth of Puerto Rico employees who enrolled in the Retirement
System before April 1st, 1990, or who began working in the Commonwealth of Puerto Rico before that date
and were unable to contribute to the Retirement System due to their job status, but subsequently paid those
previous years of service so that these could be credited retroactively to a date prior to April 1st, 1990, or those
employees who opted out of the Retirement Savings Account Program and have at least twenty (20) years of
credited services under the benefit structure provided in Act No. 447 of May 15, 1951, as amended.

The incentives provided by the program include a compensation equal to sixty percent (60%) of the
employees’ average compensation as of December 31st, 2015, while they participate in the Program; the
payout of unused vacation and sick leaves, taking into account the limit established in Act No. 66-2014 and
exempt from taxation, and the payment of employer contributions on account of Social Security and Medicare,
and to keep their health insurance coverage or to continue receiving their employer contribution for the health
insurance under the same terms and conditions as if he/she were an employee, for a term of two (2) years.
Moreover, this Program provides for the employer to continue making both individual and employer
contributions to the Retirement System for Employees of the Government of the Commonwealth of Puerto
Rico, thus guaranteeing an increase in their future retirement annuity, which shall never be less than fifty
percent (50%) of their average compensation as of June 30th, 2013, and in the case of the members of the
Puerto Rico Police, as defined in Act No. 53-1996, as amended, it may reach up to sixty percent (60%) of the
average compensation as of June 30th, 2013, by combining frozen contributions as of June 30th, 2013 and
the annuity of the Defined Contribution Hybrid Program. As of June 30, 2019, the Department made
payments of $61.3 million as a result of this Program.

(7) Commitments and Contingencies:

(a) Eederal Financial Assistance Programs -
The Department is a grantee in various federal financial assistance programs. Entitlement to the resources 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 purposes. Based on this, the Department is
required to comply with the audit requirements established by the Uniform Guidance.

(b) Special Conditions -
On a communication dated June 30, 2018, the USDE issued a letter imposing special conditions on all grants

awarded to the PRDE for FY 2018, 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
requires PRDE to submit status reports on a series of items connected to the 2007 Memorandum of
Agreement (“MOA”). PRDE is specifically required to (i) enhance and develop a system or systems to
capture information on Personal Service Contracts (“PSC”) and Professional Services Contract (“ProsSC”) in
order to better account for and reconcile federal expenditures, (ii) compliance with Grants Management
System (iii) compliance with Regulations Enforcement, (iv) compliance with Regulations Enforcement, (v)
continued reporting on implementation of Activities under the MOA and 2007 Agreement, (vi) internal audit
office and audit oversight committee, (vii) prompt response to request for records, and (viii) Program-Specific
conditions. Management believes that the PRDE is substantially in compliance with terms and conditions
imposed by the Special Condition Letter.

On June 28, 2019, the PRDE received from the USDE, Office of Grants Administration, an official
communication imposing special conditions on all grants awarded to the PRDE for Federal Fiscal Year 2019,
as well as on all grants previously awarded by the USDE to PRDE that are still available for obligation or
liquidation on the date these conditions were imposed. Further communications were later received from the
USDE indicating that SFA Cluster grants are not subject to the Special Conditions imposed during June 2019.
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(c)

(d)

In accordance with regulations governing specific conditions in 2 CFR §200.207 in the Office of Management
and Budget Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
Awards (“Uniform Guidance”) and Section IlIA of the FY 2019 PRDE Departmental Specific Conditions, the
USDE is imposing additional specific conditions, which include the requirement that PRDE must procure the
services of a third party fiduciary agent, acceptable to the USDE, to perform financial management duties
required under federal laws and regulations for all USDE awards made to the PRDE.

The specific conditions maintain, with appropriate changes, certain provisions from the FFY 2019
Departmental Specific Conditions with respect to PRDE's implementation of Part B of the Individuals with
Disabilities Education Act, full implementation of the Internal Audit Office and Audit Oversight Committee,
among other matters.

As a result of these conditions, the PRDE agrees that by accepting grant awards subject to the terms of these
specific conditions, it will draw down funds and charge costs against its grant awards only in accordance with
the first in-first out (FIFO) accounting procedure, therefore charging costs first against FY 2017 grant awards,
then against FY 2018 grant awards, and then against FY2019 grant awards, at least until it has procured the
services of the Agent that is under contract to carry out the duties and responsibilities. See Note (8).

Every Student Succeeds Act -

On December 10, 2015, President Obama signed the Every Student Succeeds Act (“ESSA”), a New
Education Law that reauthorizes the 50-year-old Elementary and Secondary Education Act (“ESEA”). This
new law builds on key areas of progress in recent years, made possible by the efforts of educators,
communities, parents, and students across the country.

ESSA will ensure success for students and schools as it advances equity by upholding critical protections for
America's disadvantaged and high-need students; that all students in America be taught to high academic
standards that will prepare them to succeed in college and careers; ensure that vital information is provided to
educators, families, students, and communities through annual statewide assessments that measure
students' progress toward those high standards; help to support and grow local innovations; increase access
to high-quality preschool; and, maintain an expectation that there will be accountability and action to effect
positive change in our lowest-performing schools, where groups of students are not making progress, and
where graduation rates are low over extended periods of time.

In the Consolidated State Plan, PRDE should describe its implementation of programs across the ESEA and
to leverage funding to ensure a focus on equity and excellence for all students. PRDE must explain how it will
collaborate across all programs to build a more cohesive, coherent, and efficient plan in order to improve the
educational opportunities for all children and close achievement gaps.

PRDE’s Consolidated State Plan under the ESSA was submitted on September 18, 2017 and approved on
January 17, 2018 by the USDE.

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, 2019, presents findings that
are considered events of noncompliance with applicable laws and regulations and significant deficiencies in
internal control over compliance. Some of these significant deficiencies were also considered material
weaknesses. Additionally, the schedule of findings and questioned costs in the single audit report includes
questioned costs amounting to $5,271,231.
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®)

(e) Other Audits -
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 or 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. The PRDE is currently 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.

Under certain circumstances, 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/or its
employees, if any. The financial impact and enforcement actions, if any, that might be taken by the oversight
entities cannot presently be determined.

(f) Other Litigation Matters -
The PRDE is a defendant in lawsuits arising in the normal course of operations, principally from claims or
alleged damages. According to the laws of the Commonwealth, PRDE is represented by the Puerto Rico
Department of Justice in defense of all legal cases against PRDE. Any claims with negative financial impact
would be paid from the General Fund of the Commonwealth, with no effect on the budget or resources of the
PRDE.

Subsequent Events:

Certified Budget to the Puerto Rico Department of Education

On August 19, 2019, the Senate of Puerto Rico approved Senate Joint Resolution 399 (“RCS 399”), which assigns
$123 million from funds outside the Certified Budget to the PRDE to cover the costs associated with therapies and
evaluations of students of PRDE’s Special Education Program (“SEP”).

Employees Retirement System

On September 26, 2019, an unanimous written consent, certified submission of the plan of adjustment for the
Commonwealth of Puerto Rico, Employees Retirement System of the Government of the Commonwealth of Puerto
Rico. Whereas, Section 104(j)(2) and 104(j)(3) of PROMESA provides that the Board must certify the submission
of a plan of adjustment before such action is taken and certify a plan of adjustment only if it determines, in its sole
discretion, that such plan of adjustment is consistent with the applicable certified fiscal plan.

Vacation and Sick Licenses

Act 167 of the year 2019, was created to amend subsection (c) of Article 3 of Law 44-1996, as amended, known as
the “Ley de Cesién de Licencias por Vacaciones y Enfermedad”, and Article 2.04 of Law 26-2017, as amended,
known as “Ley de Cumplimiento con el Plan Fiscal’; for the purpose to limit teaching personnel’s sick leave to its
exhaustion, and become creditor of the days that were transferred by other public employees.

Those Charged with Governance

On July 10, 2019, a federal authority filed criminal charges against the former Secretary of the PRDE, Julia B.
Keleher. On July 16, 2019, the former secretary pleaded not guilty of the charges against her. As of the date of the
auditors’ report, the case is open and in process.
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Subsequently, on January 15, 2020, the U.S. Attorney for the District of Puerto Rico, W. Stephen Muldrow,
announced that Julia B. Keleher, former Secretary of the PRDE, was indicted for her participation in a bribery
scheme and conspiracy to commit honest services fraud. The Federal Bureau of Investigation is in charge of the
investigation.

On August 7, 2019, the Financial Oversight and Management Board for Puerto Rico (the “Oversight Board”)
announced that it will conduct an examination to determine whether the integrity of any of the services provided by
BDO Puerto Rico and its affiliates (‘BDO”) was impaired or affected by alleged fraudulent or illegal activities of its
former managing partner, who was recently charged by federal authorities. The investigation will be focused on
audit, accounting and other services performed by BDO since 2016 to the Commonwealth and its instrumentalities.
BDO held approximately 96 contracts with the Commonwealth and its instrumentalities during the period in
question. As of June 30, 2019, PRDE made payments of approximately $8.2 million to BDO for services performed.

On January 27, 2020, the Oversight Board requested PRDE to provide all financial materials including, but not
limited to, records, documents and data in connection to BDO'’s financial services rendered since the beginning of
fiscal year 2015.

On February 7, 2020, the Oversight Board announced that it had selected UHY Advisors Inc. to review the audit
and consulting services provided by BDO since 2016 to the Commonwealth of Puerto Rico and various agencies.

On July 30, 2020, UHY Advisors Inc. issued a report stating that BDO properly supported the professional
judgments and conclusions reached in the services performed.

Specific Conditions — Federal Fiscal Year 2019

As a result of the specific conditions that PRDE received from the USDE on June 28, 2019, PRDE was required to
procure the services of a third-party fiduciary agent to perform financial management duties required under federal
laws and regulations for all USDE awards made to the agency.

In compliance to meet this requirement, PRDE developed the Request for Proposal for Third-Party Fiduciary Agent
Services (RFP) corresponding to funds granted by the United States Department of Education (USDE), in
compliance with federal and state regulations and standards, and publicly issued on October 11, 2019. PRDE
completed the evaluation process and on February 21, 2020 issued the Notice of award for Third Party Fiduciary
services.

Subsequently, on February 27, 2020, USDE issued communication with the approval of the evaluation and
selection process held by the PRDE.

Earthquakes
On December 29, 2019, Puerto Rico started to experience seismic events. On the dawn of January 7, 2020, an

earthquake of a magnitude of 6.4 hit the southwest area of the Island, that was felt throughout all of Puerto Rico.
Shortly after, that same morning, another one of similar magnitude stroke again. These natural disasters caused
severe structural damage in schools, higher education institutions, and buildings where PRDE’s day to day
operations take place.

On January 16, 2020, President Trump declared major disaster in the southern regions of Puerto Rico and ordered
Federal assistance to supplement the Commonwealth and local recovery efforts.
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Pandemic COVID19

On March 11, 2020, the World Health Organization decreed a “pandemic” as a consequence of the global spread
of the Coronavirus (COVID-19). The following day, March 12, 2020, the Governor of Puerto Rico issued the
Executive Order No. OE-2020-020, declaring Puerto Rico in a state of emergency due to the confirmed cases of
the Coronavirus on our island. In this Executive Order, the Governor required all government agencies in Puerto
Rico to implement all of the necessary measures to prevent and control the spread of this virus, protect the
well-being of all residents of Puerto Rico, ordering agencies to handle this emergency with the promptness and
efficiency it merits, ultimately leading to a partial closure of the administrative offices.

Aligned with the effects of COVID-19, on April 9, 2020, Act 36 known as "Distance Work Act of the Government of
Puerto Rico" was signed. This allows the implementation and development of Teleworking or Remote Work, as a
labor option for all qualified government employees. With this concept, the Government of Puerto Rico seeks to
streamline processes, reduce expenses on profits and leases, in addition to providing a more flexible work option
for its workforce. Even though the Act was put into effect immediately, full implementation of this Program would
occur during Fiscal Year 2020-2021.

That same day, Law No. 37 was signed, with the intended purpose of amending Section 6 of Act 180-1998, known
as the "Puerto Rico Minimum Wage, Vacation and Sick Leave Act," with the purpose of establishing that, during
declarations of state of emergency decreed by the Governor of Puerto Rico or by the secretary of the Department
of Health, the employee who suffers or has suspected that he suffers the disease that caused the state of
emergency, once all the licenses to which the employee is entitled have been exhausted, may use a special leave
if an emergency is declared by the Governor of Puerto Rico or by the secretary of the Department of Health, of up
to five (5) working days with pay; and for other related purposes.

Later, on April 21, 2020, the Governor of Puerto Rico and the Supervisory Board and Financial Administration for
Puerto Rico allocated $240 million for the purchase of tablets, software and provide the necessary training to
approximately 325,000 students, teachers, and school directors from the Puerto Rico Department of Education.
The $240 million includes a combination of state and federal funds under the "Restart" Program. The distance
learning plan would now become a regular tool in the educational policies of the Department of Education.

On April 23, 2020, the US Department of Education assigned $349,113,105 to Puerto Rico, as part of the
approximately $13.2 billion allocated to the Elementary and Secondary School Emergency Relief Fund (ESSER
Fund), authorized under section 18003 of the CARES Act. The ESSER Funds will provide emergency relief to
address the impact that COVID-19 has had, and will continue to have, on elementary and secondary schools in
Puerto Rico.

In addition, through the CARES Act, the US Department of Education made available other $3,315,937 for the
Higher Education Emergency Relief Fund-IHE/Student Aid, allocating from the total funding, $1,657,969 directly to
the postsecondary institutions so they may provide emergency financial aid grants to students whose lives have
been disrupted due to the pandemic, many of whom are facing financial challenges and to help cover expenses
related to the disruption of campus operations due to the COVID-19.

Also, Section 18002(b) of the CARES Act required the U.S. Department to allocate 60 percent of funds reserved for
the Governor’'s Emergency Education Relief (GEER) Fund based on each State’s relative population of individuals
aged 5 through 24, and 40 percent based on each State’s relative number of children counted under section
1124(c) of the Elementary and Secondary Education Act of 1965. This made available other $47,812,236 to enable
the Governor of Puerto Rico to decide how best to meet the needs of students, schools (including charter schools
and non-public schools), postsecondary institutions, and other education-related organizations.
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2020 Fiscal Plan

On May 27, 2020, the Financial Oversight and Management Board for Puerto Rico certified the 2020 Fiscal Plan.
The 2020 Fiscal Plan provides a one-year pause in most categories of government rightsizing to allow the
Government to focus on implementation of efficiency reforms. Rather than further delaying progress, the purpose
of this pause is to ensure every possibility of successful, focused implementation. The Oversight Board has long
recognized that significant and thoughtful investment in the educational system is key to a stronger economic
future for Puerto Rico. The 2020 Fiscal Plan includes over $760 million for strengthening English Language
Learning training for teachers, bringing psychologists on staff to provide evidence-based therapies for Special
Education students, hiring additional public-school nurses, driving digitization to improve management and
reporting, and compensating transitory teachers and directors, not included from the FY2019 and FY2020 salary
raises previously funded by the Oversight Board. Another investment considered in the 2020 Fiscal Plan
addresses strengthening the technology sector, ensuring that all residents of Puerto Rico can take advantage of
the well-documented socioeconomic benefits afforded by Internet connections (e.g., telehealth, distance learning,
remote work). The 2020 Fiscal Plan also recognizes that skills in technology are critical for the future workforce;
therefore included $50 million in funding to invest in workforce development, specifically focused on business and
technology-related disciplines.
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Pass-Through

Federal Grantor/Pass-Through Federal CFDA Entity Passed Through Total Federal
Grantor/Program or Cluster Title Number Identifying _ to Subrecipients Expenditures
U.S. Department of Agriculture:
Child Nutrition Cluster:
Non-cash assistance (commodities):
National School Lunch Program 10.555 $ - $ 5,504,754
Cash assistance:
National School Lunch Program 10.555 128,182,552 128,182,552
Summer Food Service Program for Children 10.559 6,884,541 7,119,972
Child and Adult Care Food Program 10.558 25,779,828 26,188,402
State Administrative Expenses for Child Nutrition 10.560 - 2,218,789
Child Nutrition Discretionary Grants Limited Availability 10.579 333,558 333,558
Fresh Fruit and Vegetable Program 10.582 97,578 97,578
Total U.S. Department of Agriculture 161,278,057 169,645,605
National Endowment of the Humanities:
Grants to States 45.310 152,708 1,410,663
U.S. Department of Education:
Adult Education - Basic Grants to States 84.002 1,238,866 3,298,558
Student Financial Assistance Cluster:
Federal Supplemental Educational Opportunity Grants 84.007 - 95,780
Federal Work-Study Program 84.033 - 193,900
Federal Pell Grant Program 84.063 - 9,033,578
Title | Grants to Local Educational Agencies 84.010 - 409,293,646
Title | State Agency Program for Neglected and Delinquent
Children and Youth 84.013 - 523,206
Special Education Cluster:
Special Education Grants to States 84.027 - 115,060,955
Special Education Preschool Grants 84.173 - 2,348,400
Impact Aid 84.041 - 1,734,373
Career and Technical Education -- Basic Grants to States 84.048 - 19,173,432
Education for Homeless Children and Youth 84.196 - 2,227,463
Twenty-First Century Community Learning Centers 84.287 12,583,319 13,166,007
English Language Acquisition State Grants 84.365 - 5,057,010
Mathematics and Science Partnerships 84.366 - 2,594,869
Supporting Effective Instruction State Grants 84.367 - 28,598,065
Grants for State Assessments and Related Activities 84.369 - 2,926,784
Statewide Longitudinal Data Systems 84.372 - 11,752
School Improvement Grants 84.377 - 8,779,500
Student Support and Academic Enrichment Program 84.424 - 70,769
National Assessment of Educational Progress (NAEP)
Secondary Analysis 84.902 - 1,394
Immediate Aid to Restart School Operations 84.938A - 37,814,397
Assistance for Serving Homeless Children and Youth 84.938B - 559
Temporary Emergency Impact Aid for Displaced Students 84.938C - 69,212,071
Emergency Assistance to IHEs 84.938G - 126,547
Total U.S. Department of Education 13,822,185 731,343,015
U.S. Department of Health and Human Services:
Cooperative Agreements to Promote Adolescent Health through
School-Based HIV/STD Prevention and School-Based
Surveillance 93.079 - 33,120
U.S. Department of Homeland Security:
Disaster Grants - Public Assistance (Passed-through from
Central Recovery and Reconstruction Office of Puerto Rico) 97.036 000-ULGE2-00 } 24,542,495

Total Expenditures of Federal Awards

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

$ 175,252,950 $ 926,974,898
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(1)

(2)

)

(4)

)

(6)

Basis of Presentation:

The accompanying schedule of expenditures of federal awards (the “Schedule”) includes the federal grant
activity of the Puerto Rico Department of Education (‘PRDE” or “the Entity”) under programs of the federal
government for the year ended June 30, 2019. The information in this Schedule is presented in accordance with
the requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).

Summary of Significant Accounting Policies:

The supplementary Schedule of Expenditures of Federal Awards (the “Schedule”) has been prepared 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 Disbursements (the “Statement”).

Pass-through entity identifying numbers are presented where available, if applicable.
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 share common requirements. The Schedule includes
the following clusters:

Federal CFDA

Clusters Federal Program Number
Child Nutrition National School Lunch Program 10.555
Summer 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

Program Costs:

The amounts shown as current year expenditures represent only the federal grant portion of the program costs.
Entire program costs, including the state's portion, are more than shown.

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 the PRDE’s Statement.

Schoolwide Program Funds:

A schoolwide program is a comprehensive reform strategy designed to upgrade the entire educational program
in a Title | school; its primary goal is to ensure that all students, particularly those who are low-achieving,
demonstrate proficient and advanced levels of achievement on State academic achievement standards.
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Schoolwide programs are not separate federal programs as defined in the Uniform Guidance, amounts used in
schoolwide programs are included in the total expenditures of the program contributing the funds in the Schedule

of Expenditures of Federal Awards.

schoolwide program:

Expenditures in the

CFDANo. Name of Federal Program Consolidated Fund
84.010 Title | Grants to Local Educational Agencies $ 307,400,078
84.365 English Language Acquisition State Grants 2,846,139
84.367 Supporting Effective Instruction State Grants 588,074

N/A Community School Program - State Funds 635,481,219

Consolidated Program

$ 946,315,510

Funds:

The following program amounts were expended by the PRDE in its

The Elementary and Secondary Education Act (ESEA), as amended by the Every Students Succeed Act (ESSA),
allows a local educational agency (LEA), upon approval by the state education agency, to consolidate and use
funds for the administration of one or more programs under this Act (Section 8203(a)).

The main goal for the use of the consolidated funds is administration of the programs included in the
consolidation, or the use funds available for administrative activities designed to enhance the effective and

coordinated use of funds

under programs included in the consolidation.

Consolidated funds are not separate federal programs as defined in the Uniform Guidance; 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 were expended by the PRDE in its consolidated fund:

Expenditures in the

CFDANo. Name of Federal Program Consolidated Fund
84.010 Title | Grants to Local Educational Agencies $ 21,475,455
84.367 Supporting Effective Instruction State Grants 2,043,397
84.287 Twenty-First Century Community Learning Grants 407,222
84.365 English Language Acquisition State Grants 146,905
84.424 Student Support and Academic Enrichment Program 70,769

Title | State Agency Program for Neglected and Delinquent
84.013 Children and Youth 3,973
$ 24,147,721

Indirect Cost Rate:

The amount expended includes $91.9 million claimed as an indirect cost recovery using an approved indirect
cost rate of 6% for school lunch programs and 4% for all other programs based on salaries and wages, including

fringe benefits.
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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 Department of Education (“PRDE” or “the Entity”), for the year ended June 30,
2019 and the related notes to the financial statement, which collectively comprise the Entity’s basic financial
statement, and have issued our report thereon dated November 19, 2020. Our report includes an emphasis of
a matter paragraph which states along with other matters, that PRDE as an executive agency of the
Commonwealth of Puerto Rico faces significant risks and uncertainties, including liquidity risk. These conditions
raise substantial doubt about PRDE'’s ability to continue as a going concern. Our report also includes a
paragraph indicating that the Statement only purports to present the cash receipts and cash disbursements
attributable to the Entity.

Internal Control over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow management 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
internal control such that there is a reasonable possibility that a material misstatement of the entity's financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency or a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important to merit the attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
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 have not
been identified. Given these limitations, during our audit we did not identify any deficiencies in internal control
that we consider to be material weaknesses. We did identify deficiencies in internal control, described in the
accompanying schedule of findings and questioned costs, as items 2019-001 and 2019-002, that we consider
to be significant deficiencies.

Audit | Tax | Advisory | Outsourcing

Kevane Grant Thornton LLP, all rights reserved
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether PRDE'’s financial statements are free from material
misstatement, we performed 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

no instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

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 PRDE'’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Govemment Auditing

Standards in considering PRDE's internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

N ier o iV

San Juan, Puerto Rico,
November 19, 2020.

R COLEGIO DE CONT)
V\Iﬂsi(” AUTORI;

FUERTO RICO

34



Kevane

GrantThornton

Independent Auditor’s Report on Compliance for

Each Major Program and on Internal Control Over Kevane Grant Thornton LLP
Compliance Required by the Uniform Guidance 33 Bolivia Street

Suite 400

San Juan, Puerto Rico 009172013
Honorable Eligio Hernandez T+ 1787 754 1916
Secretary
Department of Education of the F + 1787 7611284

Commonwealth of Puerto Rico

Ek rgt.com
San Juan, Puerto Rico gt@prg

linkedin.com/company/kevane-grant-tharnten
focebock.com/kevanegrantthornton

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 Compliance Supplement that could have direct and
material effect on each of PRDE’s major federal programs for the year ended June 30, 2019. PRDE’s major
federal programs are identified in the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations and the terms and conditions of
its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of PRDE’s major federal programs based
on our audit of the types of compliance requirements referred to above. We conducted our 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 the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance 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 PRDE’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 qualified and unmodified opinions on
compliance for major federal programs. However, our audit does not provide a legal determination of PRDE’s
compliance.

Audit | Tax | Advisory | Outsourcing

Kevane Grant Thornton LLP, all rights reserved
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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
requirements regarding the following:

Finding# Compliance Requirement CFDA# Program (or Cluster) Name

84.007/84.033/

2019-008 Special Tests and Provisions 84.063 Student Financial Assistance Cluster

2019-009 Procurement All Major Programs
84.007/84.033/

2019-010 Reporting 84.063 Student Financial Assistance Cluster
84.007/84.033/

2019-011 Special Tests and Provisions 84.063 Student Financial Assistance Cluster
84.007/84.033/

2019-012 Special Tests and Provisions 84.063 Student Financial Assistance Cluster

Temporary Emergency Impact Aid for
2019-015 Special Tests and Provisions 84.938C Displaced Students

Compliance with such requirements is necessary, in our opinion, for PRDE to comply with the requirements
applicable to those programs.
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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, 2019.

Other Matters

The results of our auditing procedures disclosed other instances of noncompliance, which are required to be
reported in accordance with the Uniform Guidance and which are described in the accompanying schedule of
findings and questioned costs as findings 2019-001 through 2019-007, 2019-013, 2019-014, and 2019-016
through 2019-018. Our opinion on each major 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 procedures
applied in the audit of compliance and, accordingly, we express no opinion on the response.

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 PRDE’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 circumstances 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 the
Uniform Guidance, 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 PRDE’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 or significant deficiencies
may exist that have not been identified. However, as discussed below, we did identify 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, or
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 2019-008 through
2019-012 and 2019-015 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 merit attention
by those charged with governance. We consider the deficiencies in internal control over compliance
described in the accompanying schedule of findings and questioned costs as findings 2019-001 through

37



Kevane

GrantThornton

2019-004, 2019-006, 2019-007, 2019-013, 2019-014 and 2019-016 through 2019-018, 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 procedures 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 our testing of
internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.

San Juan, Puerto Rico, >@W /%”/%/ﬁd/

November 19, 2020.
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Section | - Summary of Auditor’s Results

Financial Statement -
Type of auditor’s report issued: Unmodified

Internal control over financial reporting:
Material weakness(es) identified?
Significant deficiency(ies) identified that are
not considered to be material weakness(es)? X _yes ____ none reported

Noncompliance material to financial statement noted? yes _X no

Federal Awards -
Internal control over major programs:

Material weakness(es) identified? _X yes ___no
Significant deficiency(ies) identified that are not
considered to be material weakness(es)? _X _yes ___ none reported
Type of _audltor s report issued on compliance Qualified
for major programs: =
Any audit findings disclosed that are required
to be reported in accordance with
2 CFR 200.516(a)? X yes ____no
Identification of Major Programs -
CFDA Number Name of Federal Program
Child Nutrition Cluster
10.555 National School Lunch Program
10.559 Summer Food Service Program for Children
10.558 Child and Adult Care Food Program
84.002 Adult Education — Basic Grants to States
Student Financial Assistance Cluster
84.007 Federal Supplemental Educational Opportunity Grants
84.033 Federal Work-Study Program
84.063 Federal Pell Grant Program
84.010 Title | Grants to Local Educational Agencies
Special Education Cluster
84.027 Special Education Grants to State
84.173 Special Education Preschool Grants
84.048 Career and Technical Education -- Basic Grants to States
84.287 Twenty-First Century Community Learning Centers
84.365 English Language Acquisition State Grants
84.367 Supporting Effective Instruction State Grants
84.377 School Improvement Grants
84.938A Immediate Aid to Restart School Operations
84.938C Temporary Emergency Impact Aid for Displaced Students
97.036 Disaster Grants - Public Assistance

Dollar threshold used to distinguish
between type A and type B programs: $3,000,000

Auditee qualified as low-risk auditee? yes _X _no

Section Il - Financial Statement Findings
Financial statement findings comprise of findings 2019-001 and 2019-002. Refer to Section Ill - Federal Award Findings and Questioned
Costs, for a detailed description of the findings.
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Section llI- Federal Award Findings and Questioned Costs

Finding Number: 2019-001

Federal Programs: CFDA No. 10.559; National School Lunch Program
CFDA No. 84.002; Adult Education — Basic Grants to States
CFDA No. 84.010; Title | Grants to Local Educational Agencies
CFDA No. 84.027; Special Education — Grants to State
CFDA No. 84.041 Impact Aid
CFDA No. 84.048; Career and Technical Education - Basic Grants to States
CFDA No. 84.367; Supporting Effective Instruction State Grants

Grant Award Numbers: ~ H027A140003 (7/1/2014 — 9/30/2015), H027A160003 (7/1/2016 - 9/30/2018),
H027A170003 (7/1/2017 - 9/30/2019), H027A180003 (7/1/2018 - 9/30/2020),
S010A170052 (7/1/2017 - 9/30/2019), S010A180052 (7/1/2016 - 9/30/2020),
S041B20135689, 161PR300306 (10/1/2015 — 9/30/2016), V048A 180052 (7/1/2018 -
9/30/2020), S367A180052 (7/1/2018 - 9/30/2020), VO02A170053 (7/1/2017 - 9/30/2019)

Category: Financial Statement Finding
Internal Control / Compliance

Compliance Requirement: Allowable Costs / Cost Principles
Condition:

As part of our audit procedures, we obtained an accounts receivable listing and identified duplicated payments issued
during the year ended June 30, 2019, distributed as follows:

Receivable
CFDA Description Balance
Federal Programs:
84.027 Special Education - Grants to State $ 66,631
84.010 Title | Grants to Local Educational Agencies 27,473
84.041 Impact Aid 24,174
10.559 Summer Food Service 20,220
84.048 Career and Technical Education 5,675
84.367 Supporting Effective Instruction State Grants 2,816
84.002 Adult Education - Basic Grants to States 885
147,874
Others:
N/A Schoolwide 2,170,426
N/A School Food Authority 76,146
N/A Consolidated Funds 18,014
2,264,586
N/A State Funds 4,073,081
Total others 6,337,667
Total improper payments - 2019 $ 6,485,541
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Accounts receivable arise 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 as federal financial assistance programs costs
in the schedule of expenditures of federal awards include unallowable costs for those amounts that remain uncollected
at the end of each year.

A similar finding was reported last year as item 2018-002.
Questioned costs related to this situation amount to $147,874.

A portion of the $2,264,586 included in the accounts receivable balance relates to federal programs. Questioned costs
related to these federal programs included within this balance are not determinable.

Criteria:
34 CFR Section 80.22 (a) - Allowable costs, establish that grant funds may be used only for:

i. The allowable costs of the grantees, subgrantees and cost-type contractors, including allowable
costs in the form of payments to fixed-price contractors; and

ii. Reasonable fees or profit to cost-type contractors but not any fee or profit (or other increment above
allowable costs) to the grantee or subgrantee.

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 of and accounting for federal funds.

2 CFR Section 200.406 - Applicable credits, states that applicable credits refer to those receipts or reduction of
expenditure type transactions that offset or reduce expense items allocable to Federal awards as direct or indirect
(F&A) costs. Examples of such transactions are purchase discounts, rebates or allowances, recoveries or indemnities
on losses, insurance refunds or rebates, and adjustments of overpayments or erroneous charges. To the extent that
such credits accruing to or received by the non-Federal entity relate to allowable costs, they must be credited to the
Federal award either as a cost reduction or cash refund, as appropriate.

2 CFR Section 200.53 — Improper Payments - (a) Improper payment means any payment that should not have been
made or that was made in an incorrect amount (including overpayments and underpayments) under statutory,
contractual, administrative, or other legally applicable requirements; and (b) Improper payment includes any payment
to an ineligible party, any payment for an ineligible good or service, any duplicate payment, any payment for a good or
service not received (except for such payments where authorized by law), any payment that does not account for credit
for applicable discounts, and any payment where insufficient or lack of documentation prevents a reviewer from
discerning whether a payment was proper.

Cause:

This situation is mainly caused by the fact that the PRDE'’s regional offices are not timely notifying about personnel
terminations and/or contractors no longer working/contracted by PRDE.
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Effect:

The situation described above may result in payments to contractors and/or 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 grantors.

Questioned costs:

$ 66,631 CFDA 84.027 Special Education - Grants to States
27,473 CFDA 84.010 Title | Grants to Local Educational Agencies
24,174 CFDA 84.041 Impact Aid
20,220 CFDA 10.559 Summer Food Service Program for Children
5,675 CFDA 84.048 Career and Technical Education - Basic Grants to States
2,816 CFDA 84.367 Supporting Effective Instruction State Grants
885 CFDA 84.002 Adult Education - Basic Grants to States
$ 147,874
Recommendation:

PRDE shall develop an adequate system to prevent improper payments that later result in the accounts receivable
balances.

Management response:

PRDE has worked towards complying with this Federal requirement and has accomplished a lot through the recent
years and continues to be engaged with the prioritization of resolving the issues noted within this finding.

Due to the fact that approximately 98% of the outstanding balance of accounts receivable relates to improper payroll
payments, PRDE continues to work on the project for the implementation of automating its process to prevent improper
salary payments, overpayments and/or payments to employees without accumulated vacations or sick leave balances,
among others.

PRDE's Human Resource Office developed a new policy of Time, Attendance and Tardiness, effective July 2019. That
same month, during the Annual PRDE School Director's Convention, they coordinated and held an extensive training
session about its applicability and severity to more than 900 school directors who will now be entrusted to transfer that
knowledge among other employees of their respective schools.

In relation to the timely collection of accounts receivable balances, Payroll and Finance units have begun working on
revisions to existing procedures in order to: (a) promptly identify existing employees without accumulated vacation or
sick leave balance; (b) calculate any overpayments; and (c) establish payment plans to collect balances owed through
payroll deductions.

Contact persons: Amarillys Silver Rodriguez, Undersecretary of Administration

Evelyn Rodriguez Cardé, Director of Finance
Judith Parrilla Rivera, Accounts Receivable Supervisor
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Finding Number: 2019-002

Federal Programs: CFDA No. 84.027; Special Education — Grants to States
CFDA No. 84.367; Supporting Effective Instruction State Grants

Grant Award Numbers: H027A180003 (7/1/2018 - 9/30/2020), S367A180052 (7/1/2018 - 9/30/2020)

Category: Financial Statement Finding
Internal Control / Compliance

Compliance Requirement: Allowable Costs / Cost Principles / Cash Management
Condition:

During our testing of internal controls, compliance and financial audit procedures, we selected a total of one hundred
and forty-four (144) employees for our testing procedures. While performing our review over the physical personnel
files maintained by the Human Resources department and the payroll stubs and evidence provided by the Payroll
department, we noted the following matters and exceptions:

e Inthree (3) instances of one hundred and forty-four (144), Form 499R-4 was missing from the files examined.

e Inthree (3) instances of one hundred and forty-four (144), Medicare withholdings were not properly made.
Criteria:

2 CFR Section 200.431(c) The cost of fringe benefits in the form of employer contributions or expenses for social
security; employee life, health, unemployment, and worker's compensation insurance (except as indicated in §200.447
Insurance and indemnification); pension plan costs; and other similar benefits are allowable, provided such benefits
are granted under established written policies. Such benefits, must be allocated to Federal awards and all other
activities in a manner consistent with the pattern of benefits attributable to the individuals or group(s) of employees
whose salaries and wages are chargeable to such Federal awards and other activities, and charged as direct or indirect
costs in accordance with the non-Federal entity's accounting practices.

The Puerto Rico Treasury 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.

Cause:

Management does not maintain effective monitoring to ensure propriety of payroll payments and its corresponding
withholdings. Management does not have effective controls as to monitor payroll records once they are processed by
the Puerto Rico Treasury Department to ascertain withholdings are properly made.

Effect:

The above condition reflects that established procedures are not being followed and consequently, documents required
by local law are not consistently obtained and/or properly filed.
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Questioned Costs:
None.
Recommendation:

PRDE should ascertain that all forms are filed and contributions withheld and deposited in compliance with the required
laws and deadlines. Compliance will avoid the payments of interest, penalties and surcharges. Also, the Entity should
promptly submit to the corresponding agency, all missed withholdings on behalf of the affected employee.

Management Response:

PRDE is committed to comply with its established policies. As so, the PRDE has distributed to all its human resources
and payroll staff a written notice of the required Medicare withholding and documentation that needs to be kept in the
personnel’s files. This, as a way to reinforce the already implemented policies and procedures that prove to be effective
since its implementation in 2015, as no exceptions related to this matter have been found by external auditors for 5
consecutive years. A compliance monitoring process is in place to ensure proper documentation of transactions in
personnel records.

On January 30, 2015, PRDE’s Auxiliary Secretary of Human Resources issued a memorandum titled “Required
Documents in the Personnel File.” This memorandum emphasized the importance of maintaining all required
documentation in the personnel files and instructed employees to maintain the necessary accurate and timely
information, forms, certifications, memoranda and other documentation regardingthe human resources history and
transactions for its employees. Personnel within multiple offices and branches of PRDE were trained on this
memorandum.

Also, all PRDE staff working with personnel files are required to complete a checklist of the required documents for
each personnel file.

PRDE understands that reinforcing its policies and procedures to all its Human Resources and Payroll staff will results
in the non-recurrence of this finding.

Contact persons: Carlos M. Rivera Montafiez, Interim Auxiliary Secretary of Human Resources
Nannette M. Jiménez Osorio, Assistant of the Auxiliary Secretary of Human Resources
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Finding Number: 2019-003

CFDA No. 10.555 and 10.559; Child Nutrition Cluster

CFDA No. 10.558; Child and Adult Care Food Program

CFDA No. 84.002; Adult Education - Basic Grants to States

CFDA No. 84.007, 84.033, 84.063: Student Financial Assistance Cluster
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; School Improvement Grants

Federal Programs:

V048A170052
181PR300306
V002A170053
S$287C170039

7/1/2017 - 9/30/2019), S377A160053 (7/1/2016 - 9/30/2018),
10/1/2017 - 9/30/2018), 191PR300306 (10/1/2018 - 9/30/2019),
7/1/2017 - 9/30/2019), VO02A180053 (7/1/2018 - 9/30/2020),
7/1/2017 - 9/30/2018), PO63P180414 (7/1/2018 - 6/30/2019)

Grant Award Numbers:

_— e~~~

Category: Internal Control / Compliance
Compliance Requirement: Cash Management

Condition:

The below programs receive funds under the advance cash management method. During our compliance testing, we
identified the following deficiencies:

* Inone (1) of two hundred and five (205) 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. A
similar finding was reported last year as finding 2018-005.

The exception noted under the program during the performance of our tests was as follows:

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

Voucher Days over 3 Day
Number Check Number| Check Date Deposit Date Limit Amount
901750 14059 4/30/2019 4/24/2019 1 $ 233,142.50

e In testing compliance and internal control over the cash management requirement for the Student Financial
Aid cluster, the auditors selected a sample of eight (8) draw-downs out of eighty-nine (89) draw requests
during FY 2018-19 in the G5 system and noted on twelve (12) payments out of 2,549 payments within the
eight (8) draws selected, that these were disbursed after the required time frame of three (3) business days
of their availability.
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CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Days over 3 Day
Voucher Number | Check Number | Check Date | Deposit Date Limit Amount

IP008645 00212574 2/14/2019 10/25/2018 80 $2,527.50
IP0O08951 00013065 1/25/2019 12/6/2018 36 2,932.50
00879845 00210403 1/3/2019 12/20/2018 10 2,272.50
00879662 00211547 1/23/2019 12/20/2018 24 2,332.50
00879811 00210374 1/3/2019 12/20/2018 10 2,227.50
00879741 00012000 1/3/2019 12/20/2018 10 2,572.50
00879740 00012038 1/4/2019 12/20/2018 11 1,822.00
00879739 00012006 1/3/2019 12/20/2018 10 2,452.50
00879738 00012041 1/4/2019 12/20/2018 11 2,452.50
00879737 00210389 1/3/2019 12/20/2018 10 2,272.50
00879735 00011993 1/3/2019 12/20/2018 10 1,289.00
00879733 00011991 1/3/2019 12/20/2018 10 2,332.50

$27,486.00

The below program receives funds under the reimbursement cash management method. During our compliance testing,
we identified the following deficiencies:

* In one (1) instance out of two hundred and five (205) disbursements selected for testing, the federal funds
were deposited to the Entity’s account prior to the date of the check.

The exception noted under the program during the performance of our tests was as follows:

CFDA No. 84.377; School Improvement Grants

Days Prior to the

Voucher Check Deposit Date of
Number Number Check Date Date Reimbursement Amount
19AP4743 203108 9/13/2018 9/12/2018 1 $ 100,483.40
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e Inseven (7) instances out of two hundred and five (205) disbursements selected for testing, we identified that
check clearance date was several days after being issued as further detailed below. Management was unable
to prove when the checks were actually released to its intended recipients since checks are delivered by the
Puerto Rico Treasury Department. The time elapsed for check clearance may be caused by delays in the
deposits made by the supplier, vendor or sub-recipient or by internal delays in the processing of the payment.

This deficiency is considered an internal control finding.

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

CFDA No. 10.555 and 10.559; Child Nutrition Cluster

Check
Voucher Check Clearance | Days over
Number Number | Check Date Date 30 Days Amount
920339 241258 6/13/2019 | 10/15/2019 122 $ 1443755
870464 204733 10/23/2018 | 12/18/2018 55 23,271.86
$ 37,709.41
CFDA No. 10.558; Child and Adult Care Food Program
Check
Voucher Check Clearance | Days over
Number Number | Check Date Date 30 Days Amount
19AP8431 199324 7/26/2018 | 9/12/2018 46 $ 6,856.37
19AP5071 198763 7/17/2018 | 8/31/2018 43 2,579.16
$ 9,435.53
CFDA No. 84.002; Adult Education - Basic Grants to States
Check
Voucher Check Clearance | Days over
Number Number | Check Date Date 30 Days Amount
867031 9277 11/8/2018 | 6/13/2019 215 $ 2,169.29
892554 240200 6/6/2019 1/27/2020 231 154.54
$ 2,323.83
CFDA No. 84.287; Twenty-First Century Community Learning Centers
Check
Voucher Check Clearance | Days over
Number Number | Check Date Date 30 Days Amount
19AP7001 | 00202254 9/5/2018 11/19/2018 74 $ 33,464.89
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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 Federal assistance program or
project.

Section 7.5 of the Cash Management Improvement Act Agreement establishes that the State shall identify for each
check or warrant in the population: (1) the date the check was released for payment; (2) the date the check was debited
from the State’s account; and (3) the amount of the check.

2 CFR section 200.305(b)(3) - The reimbursement payment method is the preferred payment method if (a) the non-
Federal entity cannot meet the requirements in 2 CFR section 200.305(b)(1) for advance payment, (b) the Federal
awarding agency sets a specific condition for use of the reimbursement or (3) if requested by the non-Federal entity.
For grants and cooperative agreements to non-Federal entities that are paid on a reimbursement basis, supporting
documentation shows that the costs for which reimbursement was requested were paid prior to the date of the
reimbursement request.

Cause:

The internal policies require that disbursements are issued seven (7) days after the voucher is prepared. This funding
technique used by PRDE to minimize time elapsed between receipt of Federal funds and actual disbursement does
not permit full compliance with this requirement. PRDE prepares the vouchers for payment and submits documentation
to the Department of the Treasury for the preparation and release of the check to the supplier, vendor or subgrantee.
PRDE does not control the date the check is eventually released to the supplier, vendor or subgrantee.

Monitoring controls over the federal funds received under the reimbursement methods are not being properly
implemented, in order to make payments for which reimbursements was requested prior to the date of the
reimbursement request, as established by the regulations.

Effects:

Due to the significant amount of federal funds received, PRDE could be exposed to return of funds, significant
administrative penalties or sanctions by the grantor, including the assessment of interest cost on funds that were not
disbursed within the required time and disbursed prior to the reimbursement request.

Questioned Costs:

None.
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Recommendation:

We recommend management to strengthen its internal procedures over the control, follow up and documentation of
disbursements to minimize that funds are disbursed prior from the date the draw down is made and the time elapsed
from the date the draw down is made to the release of the check to the supplier, vendor or subgrantee and to maintain
an adequate tracking of the dates related to check issuance and release.

Also, we suggest management to discuss the issue related to the Section 7.5 of the Cash Management Improvement
Act Agreement with the Federal agency to evaluate how to manage this situation with the Puerto Rico Treasury
Department.

Management response:

PRDE developed new procedures in its Accounting System (SIFDE) to automate the payment system and has made
significant progress in designing and implementing additional internal controls to prevent recurring findings. As
mentioned in letter sent by the Audit Resolution Division (ARD) on February 26, 2020, the ARD acknowledges the
progress made so far.

PRDE is now entering into a contract with a third-party fiduciary agent that will perform financial management duties
currently performed by PRDE, and that is required under EDGAR 34 CFR Parts 75 and 76, and 2 CFR Part 200, for all
ED grants awarded by ED to PRDE on or after the date of the June 28, 2019 specific conditions, and for all grants
previously awarded by ED to PRDE that are still available for obligation or liquidation on the date of the specific
conditions.

Therefore, PRDE will abide by all terms and conditions listed in the June 28, 2019 specific conditions and ensure that
our cash management policies and corrective actions are aligned with Federal regulations, the same that require PRDE

to minimize the time elapsing between the transfer of funds and disbursement.

Contact person: Evelyn Rodriguez Cardé, Director of Finance
Judith Parrilla Rivera, Accounts Receivable Supervisor
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Finding Number: 2019-004
Federal Programs: CFDA No. 84.010; Title | Grants to Local Educational Agencies

Grant Award Numbers: ~ S010A150052 (7/1/2015 — 9/30/2018), S010A160052 (7/1/2016 — 9/30/2018),
S010A170052 (7/1/2017 — 9/30/2019), S010A180052 (7/1/2018 — 9/30/2020)

Category: Internal Control

Compliance Requirement: Eligibility

Condition:

During our test of controls and compliance procedures for Eligibility for Area of Service Delivery, we visited five (5)
Schoolwide schools to test eligibility of school attendance area. PRDE uses as poverty measure, socioeconomic data,
which is captured through SIE (Sistema Informacién Estudiantil) to make eligibility computations.

After examination of the underlying source data during our testing procedures, we noticed various instances, in all five
schools visited, where the data entered on SIE did not match the physical forms maintained at the schools' records,
which were completed by parents or in-charges. Accordingly, we concluded that the data entered on SIE did not
represent accurate and complete student information. Furthermore, this is a repeated finding, therefore, the grandfather
rule could be incorrectly considered because of prior year differences on forms entered on SIE.

Specific instances identified during our visits to the schools selected were as follows:

1. Infour (4) of the five (5) schools visited, we noticed that total number of forms entered in SIE did not equal the
total number of forms (Datos de unidad familiar) physically observed at schools.

Socioeconomic Socioeconomic
physically study entered on
Number counted SIE Difference
01. 629 668 (39)
02. 390 432 (42)
03. 701 1,311 (610)
04. 190 244 (54)

Also, from the five (5) schools we visited, we were able to physically examine 2,020 "Datos de unidad familiar"
forms and noticed that a total of 633 forms or 31% were not signed by the parent/in charge.

2. In each of the five (5) schools visited, we randomly selected twelve (12) forms "Datos de unidad familiar:
Estudio Socio Econdmico Afio 2017-2018" from each school considered for socioeconomic report to ensure
that income on the form equals income entered on SIE. We found that from a total of sixty (60) forms examined
and traced to SIE data, on thirty-three (33) forms or 55%, the income reported does not equal SIE data.
Moreover, we found that fourteen (14) out of the sixty (60) or 23% of forms examined, the number of family
members included in the form were not equal to family members entered in SIE. Also, we found that in four
(4) forms of a total of 60 examined, the date of birth on student files does not equal SIE data.

3. Inone (1) of the five (5) schools visited, we noticed that in two (2) of the twelve (12) students’ files examined
in the school, no socioeconomic physical form was available for review.
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4. In one (1) of the five schools visited, the forms used for the socioeconomic study were not the ones that
corresponded to the year 2017-2018. The version used did not required the parents’ signature.

5. One (1) of 2,020 physical forms of "Datos de Unidad Familiar" where archived at the student file.
A similar finding was reported last year as item 2018-006.

Criteria:

34 CFR Section 76.731 establishes that a State and a subgrantee shall keep records to show its compliance with
program requirements.

Cause:

The exceptions indicated above were caused by inadequate filing and/or review of the eligibility forms to determine that
the school complies with all the eligibility requirements; and deficiencies on record keeping and lack of monitoring
controls.

Effects:

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

Questioned Costs:
Could not be determined.
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 were not available. Also,
PRDE shall determine any liability to the grantor for any funds provided to ineligible schools 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 the eligibility of the school.

Management response:

During February 2018, PRDE implemented an electronic process for the pre-enroliment of the 2018-2019 academic
year. The electronic pre-enroliment process facilitated the flow of information for real-time decision making, streamlining
the internal processes of the Department. However, in its first year of implementation, the electronic pre-enroliment
process did not substitute the paperwork parents where required to complete the enrollment of its child, including the
socioeconomic study data form. During that period, PRDE made enhancements to the electronic enrollment system
and included the socioeconomic study data form in order for parents to register their child's personal information,
family's income and composition.
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In November 2019, PRDE encouraged parents to initiate the enrollment process for the 2020-2021 Academic Year in
the now enhanced online enrollment system. The enroliment period is still open and families are being able to use a
computer at school to perform the enroliment process. However, paper forms will be available only for parents without
computer or internet access, and School Directors will be responsible to submit any student information into the system.
PRDE expects a reduction in this type of observation during next fiscal year.

Contact persons: Francisco Martinez Oronoz, Auxiliary Secretary for Federal Affairs
lleana Cortés Burgos, Title | Program Coordinator
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Finding Number: 2019-005

Federal Programs: CFDA No. 10.555 and 10.559; Child Nutrition Cluster

Grant Award Numbers: 1PR300336 (10/1/2018 — 9/30/2019)

Category: Internal control

Compliance Requirement: Special Tests and Provisions — Verification of Free and Reduced Price Applications (NSLP)
Condition:

During our internal control and compliance testing we identified one (1) instance of five (5) sponsors examined where
the filing date of the Verification of Free and Reduced Price Applications document was completed after the required
due date of November 15th of each year. As per the examination of the sponsor file, the Verification of Free and
Reduced Price Applications document was completed on December 19, 2018.

Criteria:

7 CFR Part 245.6a establishes the following: (b) Deadline and extensions for local educational agencies - (1) Deadline:
The local education agency must complete the verification efforts specified in paragraph (c) of this section not later
than November 15 of each school year. (2) Deadline extensions: (i) The local educational agency may request an
extension of the November 15 deadline, in writing, from the State agency. The State agency may approve an extension
up to December 15 of the current school year due to natural disaster, civil disorder, strike or other circumstances that
prevent the local educational agency from timely completion of verification activities.

Cause:

Effective controls were not in place to ensure the timely filing of the required documentation.

Effects:

Failure to comply with grant requirements may result in the reimbursement of grant funds and may jeopardize any
pending or future applications.

Questioned Costs:
None.
Recommendation:

We recommend that management strengthen its internal control to ensure that all required documentation is accurately
and timely filed.

Management response:
PRDE's management reviewed the exception stated by the auditors and considers this exception an isolated instance.
PRDE's management is aware of the importance of timely issuing the Verification of Free and Reduced Price

Applications to ensure compliance. On an annual basis, the program's internal control procedures are reviewed to
ascertain compliance and timely filing of all required federal reports. However, due to a health-related unenforceable
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situation, the Verification of Free and Reduced Price Applications report for one sponsor was submitted after the
required date. The Program has proven to be in compliance with all previous and subsequent submissions of its
required federal reports. We understand auditors should provide a proper perspective regarding the prevalence and
consequences of this finding considering this to be an isolated instance.

Contact persons: Lourdes N. Garcia Santiago, Interim Director of State Agency, Food and Nutrition Services
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Finding Number: 2019-006

Federal Programs: CFDA No. 84.048; Career and Technical Education — Basic Grant to States
Grant Award Numbers: V048A180052 (71/2018 — 9/30/2020)

Category: Internal control / Compliance

Compliance Requirement: Level of Effort — Maintenance of Effort

Condition:

In testing compliance and internal control over Level of Effort — Maintenance of Effort requirement, we were provided
with the Entity’s calculations corresponding to the fiscal year under audit. A State must maintain its level of fiscal effort
on either an aggregate or per-student basis for prior year with respect to the second preceding year. We noted that the
State did not meet the Level of Effort - Maintenance-of-Effort requirement, under either of the two available computation
methods for compliance as required under the Section 311(b)(1)(A) of Perkins IV (20 USC 2391(b)(1)(A)).

For FY 2016-2017, State funds expenditures on PRDE accounting records for Career and Technical Education program
amounted to $70,797,819 with a certified enrollment of 37,180 students. The dollar amount assigned per student was
$1,904.19.

For FY 2017-2018, State funds expenditures on PRDE accounting records for Career and Technical Education program
amounted to $60,602,857 with a certified enrollment of 33,504 students. The dollar amount assigned per student was
$1,808.82.

Aggregated efforts decreased from FY 2016-2017 to FY 2017-2018 in the amount of $10,194,961 or -14.40%. The
State’s per-student effort decreased by $95.34 or -5.01%.

The student enroliment decreased from FY 2016-2017 to FY 2017-2018 by 3,676 students, while the States aggregate
expenditures decreased by $10,194,961. Therefore, per-student effort was reduced.

Under the per-student basis computation, the States’ total aggregate expenditures amounted to $60,602,857 and
should have amounted to $70,797,819. The rate per student amounted to $1,808.82 and should have been $1,904.19.

The State’s aggregate expenditures should amount to at least $70,797,819, matching total States expenditures for the
second preceding year (Fiscal Year 2016-2017), to comply with Level of Effort — Maintenance-of-Effort under the
aggregate basis of expenditures computation.

A similar finding was reported last year as item 2018-008.

Criteria:

A State must maintain its fiscal effort in the preceding year from State sources for career and technical education on
either an aggregate or a per-student basis when compared with such effort in the second preceding year, as required
under the Section 311(b)(1)(A) of Perkins IV (20 USC 2391(b)(1)(A)).

Section 311(b)(1)(A) of Perkins IV (20 USC 2391(b)(1)(A)) for Maintenance-of-efforts dictates that: (A) IN GENERAL.

— Except as provided in subparagraphs (B) and (C), no payments shall be made under this Act for any fiscal year to a
State for career and technical education programs or tech prep programs unless the Secretary determines that the
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fiscal effort per student or the aggregate expenditures of such State for career and technical education programs for
the fiscal year preceding the fiscal year for which the determination is made, equaled or exceeded such effort or
expenditures for career and technical education programs for the second fiscal year preceding the fiscal year for which
the determination is made.

Cause:

The Career and Technical Education Program did not implement nor maintain adequate controls by the personnel in-
charge of performing duties and procedures necessary to comply with the Federal requirement of Level of Effort —
Maintenance of Efforts.

Effects:

The above condition could result in the reimbursement whether in whole or in part of Federal Awards granted to PRDE
for Career and Technical Education program. Furthermore, noncompliance of Leven of Effort — Maintenance of Effort,
as a program requirement, could represent a reduction of available program funds, and could jeopardize the ability to
obtain grant awards for Career and Technical Education program for future years.

Questioned Costs:
Could not be determined.
Recommendation:

We recommend management and program personnel to implement and maintain adequate procedures and processes,
and proper documentation in order to assess and monitor compliance with Level of Effort — Maintenance of Effort, in a
frequent and periodic manner. Management and personnel should also evaluate the effectiveness of the procedures
to be implemented and assess whether such are appropriate to determine compliance periodically.

Management response:

PRDE closely monitors compliance with the Maintenance of Effort (MOE) requirement. While PRDE has historically
complied with this provision, in recent years, PRDE has experienced fluctuation in both federal and state funding for
career and technical education. In addition, the Government of the Commonwealth of Puerto Rico has experienced
challenging financial circumstances resulting in a decrease in the state budget for education for the past few years.

Further, due to the current financial circumstances in Puerto Rico and the Financial Oversight and Management Board's
ultimate control over State funding, and most recently the adverse impacts of Hurricanes Irma and Maria, Puerto Rico
can no longer rely on the same sources to calculate MOE and needs to revise its methodology.

The U.S. Department of Education (ED or the Department) has been cognizant of PRDE's need to revise its MOE
methodology since the 2015 single audit process. Specifically, on November 9, 2016, PRDE received a Program
Determination Letter (PDL) for the audit period July 1, 2014 through June 30, 2015. Finding 2015-011 noted that PRDE
did not meet the MOE requirement under either of the two available computation methods. The Department sustained
the auditors finding 2015-011 and requested: (1) revised policies and procedures to calculate MOE, and (2)
spreadsheets showing actual expenditures for CTE for the two years in question.
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PRDE received a technical assistance visit from OCTAE during May 15-16, 2019, related to the implementation of the
new Perkins V Act. During this visit, USDE requested additional information regarding the MOE state expenditures for
FY's 2016-2017 and 2017-2018. USDE also indicated that it will provide this additional information to the Audit Division
to finally conclude the resolution of these findings.

On February 21, 2020, PRDE received a communication from OCTAE concerning possible options for the PRDE to
consider regarding the resolution of the outstanding audit issues related to the MOE for State fiscal years 2015-2016
thru 2018-2019. The PRDE submitted a waiver request for this purpose on June 5, 2020. On June 18, 2020, PRDE
received another communication from OCTAE requesting additional information as part of our request evaluation. The
PRDE successfully submitted to OCTAE this information on June 24, 2020 and is awaiting resolution of this matter. We
are committed to comply with this requirement and will continue monitoring it periodically.

Contact person: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
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Finding Number: 2019-007
Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Grant Award Numbers: ~ P007A184591 (7/1/2018 - 6/30/2019), P0O33A184591 (7/1/2019 - 6/30/2019),
P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal control / Compliance

Compliance Requirement: Reporting — Special Report — Late Submission of Fiscal Operations Report and Application
to Participate

Condition:

In testing compliance and internal controls over Reporting - Special Report, the auditors obtained copy of the Fiscal
Operations Report and Application to Participate (‘FISAP”) for the Award Year 2018-2019 and noted that the report
was submitted late (on October 3, 2019; after the deadline date).

Criteria:

As stated in 2 CFR Section 200.328(b)(1) the non-Federal entity must submit performance and special reports at the
interval required by the Federal awarding agency or pass-through entity to best inform improvements in program
outcomes and productivity. As stated in the terms of the FISAP report, the CEO must provide the signed report by
October 1, 2019.

Cause:

Management failed to monitor compliance with established due dates as stated in the terms of the special report.

Effects:

Failure to comply with grant requirements may result in the reimbursement of grant funds and may jeopardize any
pending or future applications.

Questioned Costs:

Could not be determined.

Recommendation:

Management should emphasize the importance of submitting required reports within the required timeframes.
Management response:

PRDE disagrees with the auditor's finding in part. We recognize the importance of complying with the filing of all required
reports as part of the responsibility to manage federal post-secondary education funds for students in the public system.
We want to emphasize that the fiscal year 2018-19 FISAP report was timely filed on October 1st, 2019. However, is
not until the data is entered into the system, that a final report is generated and PRDE proceeds on obtaining its CEO's

signature, resubmitting the signed final FISAP report to the system. PRDE acknowledges that the FISAP report was
filed on time except for the signature page, filed on October 3™, 2019.
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PRDE will continue to work to ensure that this instance is not repeated in the future and that all report requirements are
filed on or before their respective due dates.

Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director
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Finding Number: 2019-008

Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster
Grant Award Numbers: ~ P063P 184014 (7/1/2018 - 6/30/2019)

Category: Internal control / Compliance

Compliance Requirement: Special Tests and Provisions — Enrollment Reporting

Condition:

The PRDE did not submit the Enroliment Reporting Roster File updated to the National Student Loan Data System
(“NSLDS”) and other information as required by federal regulations during fiscal year 2018-2019.

A similar finding was reported last year as item 2018-011.
Criteria:

Under the Pell grant and ED loan programs, institutions must complete and return within 15 days the Enroliment
Reporting roster file [formerly the Student Status Confirmation Report (SSCR)] placed in their Student Aid Internet
Gateway (SAIG) (OMB No. 1845-0002) mailboxes sent by ED via NSLDS (OMB No. 1845-0035). The institution
determines how often it receives the Enroliment Reporting roster file with the default set at a minimum of every 60 days.
Once received, the institution must update for changes in student status, report the date the enroliment status was
effective, enter the new anticipated completion date, and submit the changes electronically through the batch method
or the NSLDS website. Institutions are responsible for timely reporting, whether they report directly or via a third-party
servicer.

A student’s enroliment status determines eligibility for in-school status, deferment, and grace periods, as well as for the
payment of interest subsidies to FFEL Program loan holders by ED. Submit, the Enroliment Reporting in a timely and
accurate manner is critical for effective management of the programs. Enroliment information must be reported within
30 days whenever attendance changes for students, unless a roster will be submitted within 60 days. These changes
include reductions or increases in attendance levels, withdrawals, graduations, or approved leaves-of-absence.

Cause:

Management seems to have issues with access to the NSLDS website. However, no additional efforts are being
performed by management to comply with the completion and timely submission of such report.

Effects:

Failure to prepare and submit the Enroliment Reporting roster file to the ED via the NSLDS website in a timely manner
may affect the effective management of the program, and the eligibility of students to receive Title IV funds.

Questioned Costs:

Could not be determined.
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Recommendation:

The PRDE must perform reasonable efforts to resolve the issues encountered in submitting the Enroliment Reporting
roster file, as well as designing and implementing monitoring controls to properly complete and submit the file within
the stated deadlines.

Management response:
PRDE understands the auditor's observations and agrees with this finding in part.

Recognizing the importance of complying with the submission of the information requested by federal regulations,
PRDE has taken action to remedy the lack of submission of the NSLDS reports of all periods discovered to date. PRDE
has shared with NSLDS offices the limitations that were faced to comply with the filing of the reports in the recent years
and presented a plan to obtain the student's information needed to complete the reports. This process started a few
months ago, a waiver request was submitted and granted covering all periods mentioned and PRDE has recovered all
the student data needed to successfully file all pending reports.

Despite the additional challenges we are going through related to earthquakes and the COVID-19 pandemic, PRDE
successfully submitted in May 2020 all the evidence of the reports that were pending without exceptions.

We are confident that the new process established to report the NSLDS data will allow us to continue filing every future
report requested by any federal regulation.

Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director
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Finding Number: 2019-009
Federal Programs: All Major Programs

Grant Award Numbers: 181PR300306 (10/1/2017 — 9/30/2018), 191PR300306 (10/1/2018 — 9/30/2019),
H027A160003 (7/1/2016 - 9/30/2018), H027A170003 (7/1/2017 - 9/30/2019),
H027A180003 (7/1/2018 - 9/30/2020), H173A180002 (7/1/2018- 9/30/2019),
S010A160052 (7/1/2016 - 9/30/2018), S010A170052 (7/1/2017 - 9/30/2019),
S010A180052 (7/1/2016 - 9/30/2020), S287C170039 (7/1/2017- 9/30/2018),
S365A150052 (7/1/2015 - 9/30/2018), S365A160052 (7/1/2016 - 9/30/2018),
S365A170052 (7/1/2017 - 9/30/2019), S367A160052 (7/1/2016 - 9/30/2018),
S367A170052 (7/1/2017 - 9/30/2019), S367A180052 (7/1/2018 - 9/30/2020),
S938A180002 (4/26/2018 - 4/26/2020), S938C180021 (11/7/2018 - 12/31/2018),
V002A160053 (7/1/2016 - 9/30/2018), VO02A170053 (7/1/2017 - 9/30/2019),
V002A180053 (7/1/2018 - 9/30/2020), V048A160052 (7/1/2016 - 9/30/2018),
V048A170052 (7/1/2017 - 9/30/2019), VO48A180052 (7/1/2018 - 9/30/2020), PA-02-PR-
4339-PW-01039 (9/20/2017 - 5/30/2019)

Category: Internal Control / Compliance
Compliance Requirement: Procurement
Condition:

During our understanding of procurement processes and the performance of our audit procedures, we noted the
following exceptions:

e Inthree (3) of five hundred forty-nine (549) disbursements examined, we noted that the non-federal entity
was not able to provide records sufficient to detail the history of procurement for the amount of $59,260.

After inquiries and evaluation of written policies and procedures related to the procurement process, we noted that
PRDE’s documented procurement policies, "Guia para la seleccion de servicios profesionales que son sufragados con
fondos federales" effective January 26, 2007, establish that some services can be acquired under the noncompetitive
procurement methods (e.g. accounting services, legal services). These services are not contemplated in the exceptions
permitted by the federal regulation to apply the noncompetitive procurement method; not permitting a full and open
competition practice and providing incentive to engage in unfair competitive advantage.

We also noted that procurement procedures followed by the PRDE Legal Division are different from those established
and implemented by the Purchasing Department, which is the department responsible for executing the vast majority
of purchases; including those paid with non-federal funds. Additionally, auditors noted that the Legal Division fails to
maintain in enough detail documentation related to the procurement processes.

A similar finding was reported last year as item 2018-015.

Criteria:

2 CFR Section 200.318(a) and (i) establishes that (a) the non-Federal entity must use its own documented procurement
procedures, which reflect applicable State, local, and tribal laws and regulations, provided that the procurements
conform to applicable Federal law and that; (i) the non-Federal entity must maintain records sufficient to detail the

history of procurement. These records will include but are not necessarily limited to the following: rationale for the
method of procurement, selection of contract type, contractor selection or rejection, and the basis for the contract price.
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2 CFR Section 200.319(a) states that all procurement transactions must be conducted in a manner providing full and
open competition consistent with the federal standards. In order to ensure objective contractor performance and
eliminate unfair competitive advantage.

2 CFR Section 200.320(f) establishes the non-Federal entity must use procurement by noncompetitive proposals, which
is a procurement method through solicitation of a proposal from only one source, only when one or more of the following
circumstances apply: (1) The item is available only from a single source; (2) The public exigency or emergency for the
requirement will not permit a delay resulting from competitive solicitation; (3) The Federal awarding agency or pass-
through entity expressly authorizes noncompetitive proposals in response to a written request from the non-Federal
entity; or (4) After solicitation of a number of sources, competition is determined inadequate.

Cause:

Management risk assessment procedures failed to identify areas in the organization that have the highest risk, including
procurement. Procurement procedures used (2007) do not contemplate revision to the procurement requirements
contained in 2 CFR Part 200 recently in effect.

Effects:

The above condition could result in misuse of federal funds granted. PRDE could not be in compliance with the
applicable federal regulations.

Questioned Costs:

Could not be determined.

Recommendation:

We recommend management to perform an in-depth evaluation of the procedures established and practices made all
across the PRDE divisions and update the written policies to conform with actual federal regulations and implement
them accordingly.

Management response:

This past January 2020, Puerto Rico faced the unforeseen series of earthquakes that impacted the southern part of
the island, resulting in the closure of school campuses and administrative offices. Two out of three instances stated in
this finding are located at the affected region. Temporarily, PRDE does not have access to those procurement files,

until professional personnel are able to access the affected infrastructure.

Regarding the third instance stated in the finding, PRDE understands the importance of this finding and is working
continuously to strengthen its recordkeeping processes.

Contact person: Norma J. Rolén Barada, Director of Procurement
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Finding Number: 2019-010
Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Grant Award Number: P063P164014 (7/1/2016 - 6/30/2017), PO63P174014 (7/1/2017 - 6/30/2018),
P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal Control / Compliance

Compliance Requirement: Reporting — COD Reporting

Condition:

In our internal controls and compliance testing as to the Common Origination and Disbursement (‘COD”) reporting, we
selected a sample of sixty (60) participants and noted that in nine (9) instances, payments made were not reported
through the COD within the required timeframe and in four (4) instances the PRDE did not provide evidence of reporting
the adjustments that should have been made through the student payment data in the COD System.

A similar finding was reported last year as finding 2018-016.

Criteria:

As per OMB No. 1845-0039, institutions must report student payment data within fifteen (15) calendar days after the
school makes a payment or becomes aware of the need to make an adjustment to previously reported student payment
data or expected student payment data.

Cause:

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

Effects:

PRDE may be subject to referral to Administrative Actions and Appeals Service Group (AAASG) for possible
administrative sanctions.

Questioned Costs:
None.
Recommendation:

We recommend PRDE to develop and implement adequate procedures for processing adjustments to the disbursement
records in the COD system in a timely manner, within the timeframe established by the regulation.
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Management response:

“Instituto Tecnologicos de Puerto Rico” (ITEC”) has entered into a purchase agreement with a renowned software
development company which specializes in student information systems to include academics, financial aid and
accounting, which will finally provide us the interface with ITEC’s ORACLE and PeopleSoft accounting systems. The
ITEC has programmed that for the 2020-2021 Academic Year the new Student Information System (SIS) will allow the
program to automatically register all the student aids that student is elegible to receive in that period.

With the implementation of the Campus IVY Core — Software License for Financial Aid Automation, in combination with
the internal procedures that are being established, the ITEC will start the corrective actions process that will solve the
identified findings.

Additional internal control strategies have been implemented at the Central Office to have double validation, one-on-
one analysis, validation of information from one system before it enters the other systems (transfer of information
between student information system to accounting system) and the unprecedented establishment of the “Financial Aid
Unit” at the Central Office which was carefully drafted and developed with written guidelines and procedures as an
internal control measure developing the compliance culture as we prepare to implement the Orbund/Campus Ivy
System Software; the staff that has already been trained will be the staff involved in the use of the new software.

In addition, with the new system, the teachers are able to maintain correct attendance information. Therefore, ITEC is
now monitoring properly all students enrolled and, it is maintaining exact and precise records of enrollment.

This is all part of the action plan that ITEC has developed to correct deficiencies in order to avoid recurrence of the
identified findings. This action plan includes the following specific, measurable, attainable objectives:

e  Continued training

e  Continued guidance

e Improved Student Information System

e Revised policies and procedures

e Improved communication of policies and procedures as well as between key offices (including

but not limited to Registrar and Financial Aid)
e Internal file auditing

Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director
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Finding Number: 2019-011
Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Grant Award Numbers: ~ P063P164014 (7/1/2016 - 6/30/2017), PO63P174014 (7/1/2017 - 6/30/2018),
P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal Control / Compliance
Compliance Requirement: Special Test and Provisions - Return of Title IV Funds
Condition:

In testing compliance with the return of Title IV funds requirement, we selected sixty (60) participants of the Title IV
Federal Financial Assistance programs and identified those students who withdrew, dropped-out, or failed to attend to
the institution. During our evaluation of compliance with these requirements, we noted the following exceptions:

e For ten (10) students, PRDE did not provide evidence as to the return of Title IV funds calculation, neither
evidence that return was made within the required timeframe.

A similar finding was reported last year as item 2018-017.
Criteria:

34 CFR Section 668.22(e) states that the amount of Title IV grant or loan assistance that is earned by the student is
calculated by—(i) Determining the percentage of Title IV grant or loan assistance that has been earned by the student,
as described in paragraph (e)(2) of this section; and (ii) Applying this percentage to the total amount of Title IV grant or
loan assistance that was disbursed (and that could have been disbursed, as defined in paragraph (I)(1) of this section)
to the student, or on the student's behalf, for the payment period or period of enrollment as of the student's withdrawal
date.

34 CFR Section 668.173(b) states that an institution returns unearned title 1V, HEA program funds timely if— (1) The
institution deposits or transfers the funds into the bank account it maintains under §668.163 no later than 45 days after
the date it determines that the student withdrew; (2) The institution initiates an electronic funds transfer (EFT) no later
than 45 days after the date it determines that the student withdrew; (3) The institution initiates an electronic transaction,
no later than 45 days after the date it determines that the student withdrew, that informs a FFEL lender to adjust the
borrower's loan account for the amount returned; or (4) The institution issues a check no later than 45 days after the
date it determines that the student withdrew.

Cause:
Lack of oversight by the personnel in-charge of performing the return of Title IV procedures.
Effects:

Instances of noncompliance may expose PRDE to administrative actions by the grantor and/or questioned costs.
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Questioned Costs:
Could not be determined.
Recommendation:

We recommend PRDE’s management to review and strengthen its internal control procedures and to provide adequate
training to the employees performing these procedures to ascertain procedures are performed as required.

Management response:

DEPR recognizes the importance of maintaining and securing the information of all our students. Unfortunately, during
the 2017-18 school year, Puerto Rico was shot down by one of the most fateful natural phenomena in history.
Hurricanes Irma and Maria brought in their wake countless problems, including the loss of information that was stored
in many of our campuses, regional and central offices. Following that event, in January 2020 an earthquake of 6.4 hit
the southern part of the island, leaving the Ponce campus buildings in a very deteriorated state. Personnel from the
campus had no or very limited access to students files.

As a way to secure and maintain the information of all our students, the ITEC has entered into a purchase agreement
with a renowned software development company which specializes in student information systems to include
academics, financial aid and accounting. The ITEC has programmed that for the 2020-2021 Academic Year, the new
Student Information System (SIS) will allow each campus to identify those students who withdrew, dropped-out, or
failed to attend to the institution and complete the calculation of the return of Title IV funds. This is feasible with the new
system, because it allows teachers to maintain a correct attendance information. Therefore, ITEC is now monitoring
properly all students enrolled and, it is maintaining exact and precise records of enrollment.

Additional internal control strategies have been implemented at the Central Office to have double validation, one-on-
one analysis, validation of information from one system before it enters the other systems (transfer of information
between student information system to accounting system) and the unprecedented establishment of the “Financial Aid
Unit” at the Central Office, which was carefully drafted and developed with written guidelines and procedures as an
internal control measure, developing the compliance culture, as we prepare to implement the Orbund/Campus Ivy
System Software; the staff that has already been trained will be the staff involved in the use of the new software.

This is all part of the action plan that ITEC has developed to correct deficiencies in order to avoid recurrence of the
identified findings. This action plan includes the following specific, measurable, attainable objectives:

e Continued training

e Continued guidance

e Improved Student Information System

e Revised policies and procedures

e Improved communication of policies and procedures as well as between key

offices (including but not limited to Registrar and Financial Aid)
e Internal file auditing

Moreover, as an additional internal control measure, PRDE has developed a collaboration between the Finance Office
(responsible for the final return of money to the federal government through systems enabled for this purpose) and the
SFA Office, thru the implementation of a form that will document the process of cancellation of student checks to which
for any applicable reason an adjustment or full return of funds is needed. The Finance Division will compete the return
of funds on a monthly basis, according to the information that has been provided by the program. PRDE expects to
implement this measure immediately to prevent the recurrence of this finding.
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Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director
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Finding Number: 2019-012

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

Grant Award Numbers: P033A174591 (7/1/2017 - 6/30/2018), PO63P174014 (7/1/2017 - 6/30/2018),
P0O07A184591 (7/1/2018 - 6/30/2019), P033A184591 (7/1/2019 - 6/30/2019),
P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal Control / Compliance

Compliance Requirement: Special Test and Provisions - Disbursements to or on Behalf of Students

Condition:

During our compliance testing with this requirement, we selected a sample of sixty (60) participants and examined
evidence of payments disbursed to students. While reviewing the disbursements evidence we noted the following:

e  For thirteen (13) students, auditors noted that eighteen (18) Pell payments amounting to $32,632 were paid
after 14 days of the occurrence of the credit balance on the student account.

e For seventeen (17) participants, auditors noted that twenty-five (25) FSEOG payments amounting to $1,978
were paid after 14 days of the occurrence of the credit balance on the student account.

e  For thirteen (13) participants, auditors noted that twenty-four (24) FWS payments amounting to $6,447 were
compensated in a period that exceeded one month.

A similar finding was reported last year as item 2018-018.

Criteria:

34 CFR Section 668.164(h) states that a Title IV, HEA credit balance must be paid directly to the student or parent as
soon as possible, but no later than (l) Fourteen (14) days after the balance occurred if the credit balance occurred after
the first day of class of a payment period; or (ii) Fourteen (14) days after the first day of class of a payment period if the

credit balance occurred on or before the first day of class of that payment period.

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

Cause:

Lack of oversight by the personnel in-charge of performing the disbursements to participants.

Effects:

Instances of noncompliance may expose PRDE to administrative actions by the grantor and/or questioned costs.
Questioned Costs:

Could not be determined.
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Recommendation:

We recommend PRDE’s management to review and strengthen its internal control procedures and to provide adequate
training to the employees performing these procedures to ascertain procedures are performed as required.

Management response:

ITEC has entered into a purchase agreement with a renowned software development company which specializes in
student information systems to include academics, financial aid and accounting, which will finally provide us the
interface with ITEC’s ORACLE and PeopleSoft accounting systems. The ITEC has programmed that for the 2020-2021
Academic Year, the new Student Information System (SIS) will allow each campus to register the payroll directly in the
system and on a periodic basis. Therefore, FWS payments will be disbursed within a period of less than one month,
once the student has completed its biweekly work schedule and its direct supervisor approves the payroll.

Regarding the Pell and FSEOG payments that were paid after 14 days of the occurrence of the credit balance on the
student account, the ITEC has now register 100% of students bank accounts. This allows the ITEC to process all of its
students aids through an ACH payment, reducing the days drastically to 2 or 3 days of the occurrence of the credit
balance on the student account.

With the implementation of the Campus IVY Core — Software License for Financial Aid Automation, in combination with
the internal procedures that are being established, the ITEC will start the corrective actions process that will solve the
identified findings.

Additional internal control strategies have been implemented at the Central Office to have double validation, one-on-
one analysis, validation of information from one system before it enters the other systems (transfer of information
between student information system to accounting system) and the unprecedented establishment of the “Financial Aid
Unit” at the Central Office, which was carefully drafted and developed with written guidelines and procedures as an
internal control measure, developing the compliance culture, as we prepare to implement the Orbund/Campus Ivy
System Software; the staff that has already been trained will be the staff involved in the use of the new software.

In addition, with the new system, the teachers are able to maintain correct attendance information. Therefore, ITEC is
now monitoring properly all students enrolled and, it is maintaining exact and precise records of enrollment.

This is all part of the action plan that ITEC has developed to correct deficiencies in order to avoid recurrence of the
identified findings. This action plan includes the following specific, measurable, attainable objectives:

e Continued training

e Continued guidance

e Improved Student Information System

e Revised policies and procedures

e Improved communication of policies and procedures as well as between key offices (including but not

limited to Registrar and Financial Aid)
e Internal file auditing

Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director
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Finding Number: 2019-013

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

Grant Award Numbers: PO07A174591 (7/1/2017 - 6/30/2018), PO33A174591 (7/1/2017 - 6/30/2018),
P063P174014 (7/1/2017 - 6/30/2018), PO07A184591 (7/1/2018 - 6/30/2019),
P033A184591 (7/1/2018 - 6/30/2019), P0O63P 184014 (701/2018 - 6/30/2019)

Category: Internal Control

Compliance Requirement: Eligibility

Condition:

From a sample of sixty (60) students who received Title IV funds during the period under audit, auditors noted that in

seventeen (17) instances, the need analysis worksheet ("Hoja de Trabajo para la determinacion de necesidad") did not

account for all the financial assistance awarded during the period under audit in order to determine that the financial

assistance does not exceed the student's financial need. However, during our alternate audit procedures performed

with which all the financial aid granted to these students were considered, in none instances the total Title IV Funds

awarded exceeded their financial need.

A similar finding was reported last year as item 2018-019.

Criteria:

34 CFR section 673.5 states that (a) an institution may only award or disburse (1) an FSEOG and (2) award FWS

employment to a student if the award, combined with the other estimated financial assistance the student receives,

does not exceed the student's financial need. (b)(1) When awarding and disbursing an FSEOG or awarding FWS

employment to a student, the institution shall take into account those amounts of estimated financial assistance it, (i)

Can reasonably anticipate at the time it awards an FSEOG, or FWS funds to the student; (ii) Makes available to its

students; or (iii) Otherwise knows about. (2) If a student receives amounts of estimated financial assistance at any time

during the award period that were not considered in calculating the Federal Perkins Loan amount or the FWS or FSEOG

award, and the total amount of estimated financial assistance including the loan, the FSEOG, or the prospective FWS

wages exceeds the student's need, the over award is the amount that exceeds the need.

Cause:

Lack of oversight by the personnel in-charge of performing the disbursements to participants.

Effects:

Instances of noncompliance may expose PRDE to administrative actions by the grantor and/or questioned costs.

Questioned Costs:

Could not be determined.
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Recommendation:

We recommend PRDE’s management to review and strengthen its internal control procedures and to provide adequate
training to the employees performing these procedures to ascertain procedures are performed as required.

Management response:

ITEC has entered into a purchase agreement with a renowned software development company which specializes in
student information systems to include academics, financial aid and accounting, which will finally provide us the
interface with ITEC’s ORACLE and PeopleSoft accounting systems. The ITEC has programmed that for the 2020-2021
Academic Year the new Student Information System (SIS) will allow the program to automatically register all the student
aids that student is eligible to receive in that period.

With the implementation of the Campus IVY Core — Software License for Financial Aid Automation, in combination with
the internal procedures that are being established, the ITEC will start the corrective actions process that will solve the
identified findings.

Additional internal control strategies have been implemented at the Central Office to have double validation, one-on-
one analysis, validation of information from one system before it enters the other systems (transfer of information
between student information system to accounting system) and the unprecedented establishment of the “Financial Aid
Unit” at the Central Office, which was carefully drafted and developed with written guidelines and procedures as an
internal control measure, developing the compliance culture, as we prepare to implement the Orbund/Campus lvy
System Software; the staff that has already been trained will be the staff involved in the use of the new software.

In addition, with the new system, the teachers are able to maintain correct attendance information. Therefore, ITEC is
now monitoring properly all students enrolled and, it is maintaining exact and precise records of enrollment.

This is all part of the action plan that ITEC has developed to correct deficiencies in order to avoid recurrence of the
identified findings. This action plan includes the following specific, measurable, attainable objectives:

e  Continued training

e Continued guidance

e Improved Student Information System

e Revised policies and procedures

e Improved communication of policies and procedures as well as between key offices (including

but not limited to Registrar and Financial Aid)
e Internal file auditing

Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director
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Finding Number: 2019-014
Federal Programs: CFDA No. 97.036; Disaster Grants — Public Assistance

Grant Award Numbers:  PR-4339-PW-01039(1250) (9/20/2017 - 5/30/2019)

Category: Internal Control / Compliance

Compliance Requirement: Period of Performance

Condition:

In two (2) instances of seventy (70) disbursements selected for testing, auditors noted that the liquidation occurred after
the allowed time period (90-Day Period); auditors were unable to determine that the period of performance was
extended and properly approved/authorized by the federal government.

Criteria:

As stated in 2 CFR section 200.309 non-Federal entity may charge to the Federal award only allowable costs incurred
during the period of performance and any costs incurred before the Federal awarding agency or passthrough entity
made the Federal award that were authorized by the Federal awarding agency or pass-through entity.

Per sub-award agreement, period of performance is stated from September 27, 2017 to March 31, 2019. Agreement
also states that 1) all projects shall be completed within such period and all reimbursement requests shall be submitted
to the sub-grantor (COR3) within 60 days of the end of the period and 2) Also, as stated in the Public Assistance
Program and Policy Guide (PAPPG) all obligations must be liquidated within 90 days of the end of the award period of
performance.

Cause:

Management failed to monitor compliance with stated period of performance established in the terms of the Program
Worksheet (“PW").

Effects:

Failure to comply with grant requirements may result in the reimbursement of grant funds and may jeopardize any
pending or future applications.

Questioned Costs:

$29,482

Recommendation:

Management should emphasize the importance of complying with the criteria stated above.
Management response:

The Department recognizes the importance of liquidating funds within the period established for each of the federal
awards.
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The reason for this was due to the circumstances caused by the atmospheric events of Hurricanes Irma and Maria,
along with the severe fiscal, economic and liquidity crisis on the Island, leading the PRDE to experience a delay in
recovery efforts, including the FEMA funds authorized for the PRDE.

Throughout the implementation of this federal program, the federal government has continued to work closely with
PRDE to complete all approved projects. Furthermore, during the period of time that the projects were carried out, the
federal agency has been very reasonable and understanding of the circumstances that directly affect the recuperation
work being completed by PRDE. Accordingly, the liquidation of the tested disbursement was possible because FEMA
kept the funds available for the PRDE and furtherly proceeded with the federal reimbursement.

Contact persons: Amarillys Silver Rodriguez, Undersecretary of Administration
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Finding Number: 2019-015

Federal Programs: CFDA No. 84.938C; Temporary Emergency Impact Aid for Displaced Students

Grant Award Numbers: ~ S938C180021 (11/7/2018 — 12/31/2018)

Category: Internal Control / Compliance

Compliance Requirement: Special Tests — Prohibition on Using Funds for Section 8003 Impact Aid Students
Condition:

During our test for internal controls and compliance procedures with Prohibition on Using Funds for Section 8003 Impact
Aid Students special test requirement, we selected sixty (60) students identified as displaced to compare supporting
documentation for the Section 8003 Impact Aid application with the supporting documentation for the displaced students

covered under Emergency Impact Aid program and ascertain that students are not included under both programs.

PRDE did not provide supporting documentation for those students selected and we could not ascertain that students
are not included under both programs.

Criteria:

34 CFR Section 76.731 establishes that a State and a subgrantee shall keep records to show its compliance with
program requirements.

Section 107 (i) of the HERA act established that in calculating funding under section 8003 of the Elementary and
Secondary Education Act of 1965 for an eligible local educational agency that receives an emergency impact aid
payment under this section, the Secretary of Education shall not count displaced students served by such agency for
whom an emergency impact aid payment is received under this section.

Cause:

Management failed to monitor compliance with stated requirements that cannot include displaced students who
generate Emergency Impact Aid payments in its annual Section 8003 Impact Aid application established in the
Hurricane Education Recovery Act.

Effects:

PRDE could be exposed to administrative sanctions or cost disallowances. Additionally, the ability to manage federal
awards in compliance with the laws, regulations, and provisions of contracts and grant agreements could also be
questioned.

Questioned Costs:

Could not be determined.

Recommendation:

Management should emphasize the importance of complying with the criteria stated above.
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Management response:

According to the external auditor’s petition, PRDE has verified the sample of the students that participated from the
Emergency Impact Aid (selected by the external auditors) and have found that some students were included in both,
the Emergency Impact Aid population used to apply for this grant and also in the Basic Impact Aid 2018 Census, as
provided by the program.

PRDE submitted the Basic Impact Aid Census in January and September 2018 (taking into consideration the amended
census), and the Emergency Impact Aid application with eligible participants between June and September 2018 (taking
into consideration the amended applications). Later, in November 2018, PRDE received the grant award notification
for the Emergency Impact Aid for Displaced Students.

With the existing timeline in mind, let’s review the statutory requirement in the special funding rule which is the following:

Special Funding Rule. In calculating funding under section 7003 of the Elementary and Secondary Education Act of
1965 (20 U.S.C. 7703) for an eligible local educational agency that receives an emergency impact aid payment under
this section, the Secretary of Education shall not count displaced students served by such agency for whom an
emergency impact aid payment is received under this section, nor shall such students be counted for the purpose of
calculating the total number of children in average daily attendance at the schools served by such agency as provided
in section 7003(b)(3)(B)(i) of such Act (20 U.S.C. 7703(b)(3)(B)(i)).

Accordingly, at the time of both submissions, PRDE had not yet received any Emergency Impact Aid funding/payment,
nor was aware if the USDE was going to authorize the entirety of the funds petitioned through any of the Impact Aid
programs. Based on this information, we conclude that PRDE complied with the requirement established in section
7003, since no payment was even received in order to be able to distinguish the students to be included in the
applications at the time that the applications were submitted.

Contact persons: Dr. Francisco J. Martinez Oronoz, Auxiliary Secretary of Federal Affairs
Dr. Reinaldo Del Valle Cruz, Auxiliary Secretary of the Planning Office
Dr. Lydiana I. Lépez, Data Management and Quality Unit Director
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Finding Number: 2019-016
Federal Programs: CFDA No. 84.938C; Temporary Emergency Impact Aid for Displaced Students

Grant Award Numbers: S938C180021 (11/7/2018 — 12/31/2018)

Category: Internal Control / Compliance
Compliance Requirement: Special Tests — Documentation of Enrollment Status
Condition:

During our test for compliance procedures with Documentation of Enroliment Status, we selected 60 students identified
as displaced to review how the school compiles the numbers of displaced students and categories reported in the
quarterly reports to the USDE and determine that records support that they were displaced students, attended on the
applicable count date, and were correctly categorized. The displaced students and categorized were compiled by
enrollment data maintained by the Planning Secretariat of PRDE. Records that supports enrollment status were official
transcripts, student's last individualized education program and any other documentation necessary to support
categories.

Specific instances identified during our review for documentation of enroliment status were as follows:

e  Forsix (6) of the sixty (60) students examined, the documentation received did not support them as displaced
students since movements in its enrollments were to the same school.

e  Forfive (5) of the sixty (60) students examined, the documentation indicated that they were enrolled up to end
of school year in two schools at the same time. One of the school enroliments disqualified the student as
displaced.

In addition, we noticed that the documentation received supporting data used for quarterly reports and total reports has
a total of $5,093,875 in payments to students in which the original school and actual school are the same. Actual school
is the school used by PRDE as benchmark to identify students as displaced.

Criteria:

34 CFR Section 76.731 establishes that a State and a subgrantee shall keep records to show its compliance with
program requirements.

Section 107 (d)(2) of the modified Hurricane Education Recovery Act (HERA) established that a State educational
agency shall provide emergency impact aid payments under this section on a quarterly basis for the 2017-2018 school
year by such dates as determined by the Secretary of Education. Such quarterly installment payments shall be based
on the number of displaced students reported and in the amount determined based on its category.

Cause:

Management failed to monitor compliance with stated requirements that payments are accurate as established in Terms
and Conditions of Emergency Impact Aid for Displaced Students Grants.
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Effects:

PRDE could be exposed to administrative sanctions or cost disallowances. Additionally, the ability to manage federal
awards in compliance with the laws, regulations, and provisions of contracts and grant agreements could also be
questioned.

Questioned Costs:

$5,093,875

Recommendation:

Management should emphasize the importance of complying with the criteria stated above.
Management response:

During the course of our most recent single audit review, the external auditor identified that a number of students were
mistakenly included in our initial count of “displaced students” in the case of public schools, within PRDE’s September
2018 submission. Specifically, the majority of these identified students reenrolled in the same school in which they were
enrolled prior to the hurricanes in 2017. The other part of students were included in the report because they transferred
to other schools, but when the data was entered into the system, the codes that are used in the Student Information
System (SIS) to record for exiting/transfers were mistakenly used. PRDE did not intend to include these students in
our initial count for displaced students. At the time of the report, PRDE was working under extraordinary circumstances,
while also trying to recuperate from the disasters faced. However, the mistake was not identified until after the grant
closed in March 2019.

Accordingly, when the preliminary finding was notified to the Single Audit Committee, PRDE proceeded to analyze the
data and work with the issues identified by the auditors. We worked with the appropriate offices within the agency to
review the issue and verify the proper count of displaced students for the 2017-2018 school year. We re-ran the data
search using the appropriate terms and date ranges as identified in responses to A-2, B-5, and B-6 questions of the
June 2018 version of the “Frequently Asked Questions (FAQs) for the Temporary Emergency Impact Aid for Displaced
Students (Emergency Impact Aid) Program, CFDA Number: 84.938C.” Specifically, we reviewed the data for those
students who, within the four quarters of the 2017-2018 school year:

e Resided in the area of a covered disaster or emergency on the date that is one week prior to the date that the
major disaster or emergency was declared for the area; and

e As aresult of the covered disaster or emergency, enrolled in an elementary school or secondary school other
than the school that the student was enrolled in, or was eligible to be enrolled in, on the date that is one week
prior to the date that the major disaster or emergency was declared for the area.

PRDE included the updated enrollment numbers meeting the definition of displaced students during the four quarters
of the 2017-2018 school year and to be transparent and completely honest, as it is our duty, with the United States
Department of Education (USDE), submitted a letter dated March 4, 2020, to the Disaster Recovery Unit (DRU), seeking
to start discussions and solutions about this matter.
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Our analysis showed that there were in fact a number of students who should not have been included; however, we
also identified that there were a significant number of students who should have been included that were not.
Specifically, we recognized that our initial review of displaced students only considered those students who enrolled by
February 8, 2018. This was not the correct date to use, especially considering that many public schools had not
reopened by that date, and many students did not enroll until later in the academic year.

Taking into consideration the crisis that was occurring during that specific school year, PRDE faced many challenges
Accessing, exchanging, and reporting data was difficult after the emergency, particularly when critical infrastructure,
such as electricity, internet, and cell phone service, was compromised. As guidelines in this field outline, we ask you to
understand our situation at that historic moment.

There was a significant number of students who enrolled in a different school due to the devastation caused by the
2017 hurricanes, but after February 2018. Taking that into consideration, after validations and re-calculations
subtracting the ineligible students from the period up to February 8 and adding the ones that should have been included
within that period and after (up to April 1, 2018), the updated data showed that 2,050 of students, covering 2,476
instances, were not included in the original data set, even though they met the required criteria. Accordingly, the final
data reflects that PRDE had a total of 13,649 displaced eligible students, that are 30,433 overall instances. Properly,
PRDE was entitled to receive the amount of $70,179,000 in the case of public schools, which is greater than the amount
of $69,043,750, which the Department authorized us (for public schools).

Our final analysis shows, even though the original student count included some students that indeed transferred out
but did not meet all the parameters of the displaced student criteria, PRDE nonetheless underreported the total number
of students and incidences in our original submission. As such, PRDE received less funding than it should have based
on the actual number of displaced students during the 4 quarters of the 2017-18 school year. Moreover, we understand
that the underreporting offsets the discrepancy of the initial count of over reported students. In addition, the PRDE —
Planning Office and its Data Management and Quality Unit in conjunction with OSIATD and the OREs data stewards’
team, has taken additional steps to ensure the consistency of the SIS data collection processes and procedures and
has made proper adjustments for collecting detailed displaced students data for future incidents.

The USDE responded to our communication stating that: the information in the letter will be considered along with the
other documentation PRDE provides for the upcoming monitoring of the program. Due to the COVID-19 pandemic,
federal on-site visits and monitoring have been delayed until further notice. However, PRDE continues to be prepared
for the coming monitoring processes and is in the best disposition to work along with the USDE with any outstanding
matter they understand that still need attention.

Moreover, the DRU referred this issue to the Office of Inspector General (OIG) and a team from the OIG was putted
together to audit PRDE. After the exchange of various emails, while we were lockdown and working from home, the
lead of the OIG team approached PRDE to start the planning stages of the audit procedures they will be performing
due to this finding.

Contact persons: Dr. Francisco J. Martinez Oronoz, Auxiliary Secretary of Federal Affairs

Dr. Reinaldo Del Valle Cruz, Auxiliary Secretary of the Planning Office
Dr. Lydiana I. Lépez, Data Management and Quality Unit Director
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Finding Number: 2019-017

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

Grant Award Numbers: ~ S010A150052 (7/1/2015 — 9/30/2018), S010A160052 (7/1/2016 — 9/30/2018),
S010A170052 (7/1/2017 — 9/30/2019), S010A180052 (7/1/2018 — 9/30/2020)

Category: Internal Control / Compliance
Compliance Requirement: Special Test and Provisions — Assessment System Security
Condition:

During our test for compliance procedures with Assessment System Security, we selected sixty (60) schools to review
the policies and procedures regarding the security tests for the assessment and review documentation of the
implementation of those security measures. The implementation of those measures is examined with a security
agreement signed by the school director and before and during assessments monitoring reviews conducted to ensure
the security and confidentiality of its administration.

Specific instances identified during our review of security implementation were as follows:

1. Fortwo (2) of sixty (60) schools examined, no security agreements (“Certificacion de Medidas de Seguridad”)
were available for our review.

2. For two (2) of sixty (60) schools examined, no documentation of monitoring reviews conducted before
assessment tests were available for our review.

3. For three (3) of sixty (60) schools examined, no documentation of monitoring reviews conducted during
assessment tests were available for our review.

Criteria:

34 CFR Section 76.731 establishes that a State and a subgrantee shall keep records to show its compliance with
program requirements.

Section 1111 (b)(2)(B) of the Elementary and Secondary Education Act of 1965 (ESEA), as amended, states that each
state plan shall demonstrate that the State educational agency, in consultation with local educational agencies, has
implemented a set of high quality student academic assessments in mathematics, reading or language arts, and
science. The assessments shall be used for purposes for which such assessments are valid and reliable, consistent
with relevant, nationally recognized professional and technical testing standards, objectively measure academic
achievement, knowledge, and skills, and be tests that do not evaluate or assess personal or family beliefs and attitudes,
or publicly disclose personally identifiable information.

Cause:

The exceptions indicated above were caused by inadequate filing and deficiencies on record keeping and lack of
monitoring controls.
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Effects:

PRDE could be exposed to administrative sanctions or cost disallowances. Additionally, the ability to manage federal
awards in compliance with the laws, regulations, and provisions of contracts and grant agreements could also be
questioned.

Questioned Costs:
Could not be determined.
Recommendation:

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 the compliance with them.

Management response:
PRDE understands the instances identified by the auditors in this finding.

The Department recognizes the importance of ensuring the security and confidentiality of the administration of the
annual academic assessment, knowing that the information that is gathered, allows PRDE continuous improvement
and sustain excellence of the academic programs offered to our students.

In a way to ensure the non-recurrence of this finding, PRDE has strengthened its Assessment System Security process.

For the 2018-2019 academic year, PRDE standardized the process of completing electronically the security measures
certification. This prevented that documentation became damaged or missing as had previously occurred with the
passing of natural disasters. However, in a way to strengthen our electronic process, PRDE performed additional
programming so that once the school director completes the security measures certification, a copy is automatically
sent to central level. This way, PRDE maintains back-up of every certification that is completed.

For the instances related to the monitoring procedures, PRDE established as a standard procedure that the
Educational Regional Offices (ORE’s, for their Spanish acronym) are required to develop a work plan detailing how
each ORE would be administering the tests in its schools. Originally, these work plans were limited to testing
procedures, but now these must include in detail the calendar of pre- and during-test monitoring process that will be
performed at each school.

Contact persons: Francisco Martinez Oronoz, Auxiliary Secretary of Federal Affairs
Daisy Hernandez, Assessment Unit
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Finding Number: 2019-018

Federal Programs: CFDA No. 97.036; Disaster Grants - Public Assistance

Grant Award Numbers: PA-02-PR-4339-PW-01039 (9/20/2017 — 5/30/2019)

Category: Internal Control / Compliance

Compliance Requirement: Reporting

Condition:

From the sixteen (16) requests for reimbursements made during the period, auditors selected for review two (2) forms
SF-270 - Requests for Advance or Reimbursements, however, we were unable to inspect such forms as management
was unable to provide them.

Criteria:

2 CFR Section 200.327 states that unless otherwise approved by OMB, the Federal awarding agency may solicit only
the standard, OMB-approved governmentwide data elements for collection of financial information. This information
must be collected with the frequency required by the terms and conditions of the Federal award, but no less frequently
than annually nor more frequently than quarterly except in unusual circumstances, for example where more frequent
reporting is necessary for the effective monitoring of the Federal award or could significantly affect program outcomes,
and preferably in coordination with performance reporting.

Cause:

Lack of channels of communications between PRDE (sub-recipient) and COR3 (sub-grantor).

Effects:

Instances of noncompliance may expose PRDE to administrative actions by the grantor and/or questioned costs.
Questioned Costs:

None.

Recommendation:

We recommend PRDE’s management to review and strengthen its communication channels with the sub-grantor to
ensure that compliance with requirements are met.

Management response:
The Department recognizes the importance of maintaining records to show compliance with program requirements.

In a way to ensure the non-recurrence of this finding, PRDE will strengthen its recordkeeping processes to support the
reimbursements made during the period, in this case the SF-270 - Requests for Advance or Reimbursements Forms.

Nevertheless, is important to note that such forms had to be completed and sent to the Federal Emergency
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Management Agency (FEMA) since this is the only way the PRDE made requests for advance or reimbursements.
Eventually, FEMA disbursed federal funds for both requests.

Contact persons: Amarillys Silver Rodriguez, Undersecretary of Administration
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Finding Number Finding (condition found) CFDA Questioned Cost Status Management Corrective Action Plan ipated Completion Date UsDE finding
Auditors obtained from Teachers Retirement Systems and Employees' Reirement Systams the required confirnation and identified that no payments were issued regarding 10.56: 10.550: 10560 Payroll nformation recorded in the PRDE accounting syste arises directly from the Puerto Rico Treasury Depariment (PRTD). The information i received in a database which is replicated in the PRDE accounting system. Subsequently,
employer's contributions during the year ended June 30, 2018, oo o oo, the information entered inthe system is properly reconciled with the PRTD accounting system to validate the accuracy of the information. Reboca | Meldonado, Undersecrotaryof | No USDE dotermination has boen rcoived
2018-01 84.173; 84.048; 84.196, $498,117 In progress March 30, 2020 ‘Administration regarding the 2018 Single Audit findin
A portion ofthe $10,191,509 included i other payments regarding Schoowide, School Food Authoriy and Consolidated Funds, elates o federal programs. Questioned costs o Transactions included above are currenty being evaluated by the PRTD and PROE, in order to determine i i effect partof these balances are questionable. Any adjustment resulting from his mater must be analyzed and approved by garding 9 o
related to these federal programs included withinthis balance are not daterminal : the PRTD, since that agency i ultimately responsible for these transactions.
PROE has worked towards complying with this Federal requirement and has accomplished a lot through the recent years and confinues to be engaged with the priritization of resolving the issues noted witin tis finding.
Dt ot it ol G4 o ot bl of scunts el ks o mprpor pyl bt PROE onrus o oran o rofc o o oot of an st pocss vl rver
) vacations or sick leave balances, among others.
PRDE's Human Resource Office developed and implemented a new policy of Time, Attendance and Tardiness, effective July 2019. That same month, during the Annual PRDE School Director's Gonvention, they coordinated and held an
s part of our audit procedures, we obtained an accounts receivable lsting and identifed duplicated payments issued during the year ended June 30, 2016 extensive training session about s applicabilty and severit to more than 900 school directors who will now be enfrusted to iransfer that knowledge among ofher employees of thei respecive schoois Rebeca . Maldonado, Undersecretary of
45.310; 84.010; 84,027 Administration No USDE determinaion has been received
201802 Accounts receivable arise from overpayments or merchandise eturns o supplirs, improper salary payments, payments {0 employees wihout accumulated vacations o sick eave | 492101 3¢ 010 4 S83.545 In progress [ The implementation of the Time, Attendance and Tardiness policy considers sx discountable codes, including a Non-Discountable Time (TND) code that will b automatically actvated ifthe employee does not fufil his full work day. In June 30, 2020 Evelyn Rodriguez Cards, Diector of Finance | No USCE determinaton s boen ece!
balances, and others. Accounts receivable are recorded in a subsidiary ledger when detected or identifed. However, the expendilures in the related funds are reversed when : addition, a blockage was integrated info the system so that when the PRDE grants one day, no employee can registe fs attendance, preventing an unauthorized assistance record from being genera Judith Partila Rivera, Accounts Receivable | "69%/cing gle Au 9
amounts are actually colected. Accordingly, expenditures responded as federal financial assistance programs costs n the schedule of expenditures of federal awards include Supervisor
unallowable costs for those amounts tht remain uncollected at the end of each year. Real-time payroll h d by accounts receivable bal Integration testing was completed and phase one of implementation iitated in December 2019, The
ot ot ool cocttvaion a1 mid pocians, peyroll P ssutons pesorml e i i win il Conoe Love ooyee by by 5050 voupectety ah oo afcs il e aegraed 1
now system and finalyall employees working at the school lovel
In elation o the timely collection of accounts receivable balances, Payroll and Finance units have begun working on revisions to existing procedures in order to (a) prompt g employees without Jated vacation or
sick Ieave balance; (b) caiculate any overpayments; and (c) establish payment plans to collect balances owed through payroll deductions.
PRDE's property management procedures have been redesigned to maximize the use of automated tools, resulting in @ more effcient and effective process fo be able to complete the agency's required annual inventory. PROE has
Whts cbiiring our undsrstancing of he stai's noicies and procecures I place at PRDE's Gentra) Offios and pubik Schoole Inrestlon  proparty and sculpmert,we wers modules wihin s systems to ensure physical inventories are taken, as required by State/local and federal regulations. On October 30, 2019, the Property Division completed a physical inventory on all PRDE property.
informed tha the required annual physical inventory has not been performed by the PRDE's Property and Equipment Division (the Property Division) during the ast two years. In .
O A DO O T ORI AR A S The process resulted in a complete database of the inventory, which i registered in PRDE's Asset Management (AM) Module. Currently, the Property Division s validating and completing the reconcilation of s inventory to record
dispositions, changes in locations and ensre ts custodians are accounted for, among other important nformation that must be well documented. In addiion to performing and completing the annual physical inventory, new functonalities
and the use and conditon of the property. As a result of not performing physical inventory and reconilition procedures, the following maters were identified: During our audit were implemented within the AM modue in PRDE's financial system (SIFDE, per fs acronym in Spanish) in order to improve the inventory regiration process. Among the new functions that were implemented, the person in charge of
procedures we noted that the st of disbursements from the PRDE for the year ended June 30, 2018 and the PRDE property records did not agree to properly refiectthe acquisition P ¥ P ym in S P yreg P 9 P . the p 9 Rebeca . Maldonado, Undersecretary of
requisitoning equipment and material, along with the person i charge of receiving them,wil each be responsible forthe inventory certfication process. The AM modue can also show ifthe asset was purchased with State, loca, or
of all property purchased during the year. Accordingly, PRDE faied to maintain a complete and accurate property records. Administration No USDE determinaion has been received
2018-03 45.310,84.048 Could notbe determined | Completed  [federal unds. Additionally, the improved AM Module now creates the annual SC785 report, which is required by the Puerto Rico Treasry Depariment. Al these new functonalities of the AM module, along with the procedures necessary to October 30, 2019 Nt 2. Morlen Vi Broctorof Asset | o e 2070 e At e
n 70 instances we noted that properly records were not in accordance with th st of isbursements resuiting in a diference of §317.894. We visited each location identified on [comlete the inventory were discussed during trinings held in May 2018 for school and regional office personnel Management and Property Division
PRDE's property records for the tems selected for inspection and noticed that i three (3) instances of sixty-two (60) items selected, the form Property-in-Uss (Form SC-1211
s proparty fecords fo tho lama salected forInapection and noiced trit In hroe (3)Instances of sity-two (60) ioms selected. the form Property.itUse (Fom SC-1211). T A il manu s it g e rangs v scuss ot i e artry rocadts et oo prtorms by octons and oy Dviln, T rpery Do ottt g sesions
used to document the receipt /acauisition of equipment, was not available by the asset custocian for examination at the asset location schol, as established by the policy. T e oy Proceures et o @ localons o
Subsequent to our visitto each location,forms were provided by the PRDEs Property Division at the PRDE's centra offices for our examination. In eight 8) instances of one ¢l oh; Y 9 updated p P
hundred and twenty:six (126) tems, we noted that PROE!s property records were not updated to indicate the current custodian of the property. On May 3, 2019, PRDE developed and distributed the notiication procedure for damaged or solen property and designating a property custodian as required by Law no. 96 of 1964, as amended. Accordingly, PROE locations wil
soordinate with the Property Division for proper asset disposal.
In an April 10, 2019, communication sent to OSEP, PRDE maintained it position as noted in the Auditee's response that it did not concur with the auditrs' response. PRDE reported tha the program implemented efforts o provide "the Eliezer Ramos Pares, Auxiiary Secretary for
In testing compliance wih the requirements refated to the eligibilty for individuals ofthis program, we selected a random sample o thirty-ix (36) parlicpants from the Child Count best quality* and timely data to OSEP. Specifically, PROE indicated that for “the Child Count for the 2017-2018 acadermic year [(FFY 2018)}, the program analyzed every case in which the students information, including name, date of ecial Education
[Report Raw Data for the school year 2016-2017, including participating students up to December 31, 2017, submitted during fscal year 2017-2018 fo the Federal agency and noted bith, age, and any other information, was exactly the same and corroborated if it was a duplicated line.” PRDE also indicated that i a rare circumstance where a students record was duplicated, it was deleted, and the Commonwealth is Daiber Carrion Mufoz, Compliance Director | No USDE determination has been received
201804 84.027;84.173 Could not be determined | Completed Juiy 26, 2010
some exceptions. are reduced and data qually is improved. Inving Feliciano Puliza, Data Manager regarding the 2018 Single Auditfinding
Maria del Carmen Cruz Davia, Monitoring Unit
| According to information provided in PDL July 26, 2019, USDE indicates that PRDE has improved its data quality and reporting, and that no addiional corrective actions are required atthis time. Director
PROE disagrees wih the auditors finding in part. PRDE has worked towards complying with this Federal requirement and has accomplished a ot trough recent years.
For all the instances that auditors identiied funds were disbursed aftr the required time frame of three (3) business days of their availabilty, PRDE recognizes that even though on March 2017, PRDE developed a new process ints
[ Accounting System (SIFDE, acronym in Spanish) to mostly automate the payment process, we were sl in the process offull implementation of the corrective action plan to comply with the terms and conditions established in the Cash
Management improvement Act Agreement
The pracess consists on tha twice a week, the Treasury Depariment enters in SIFDE the balance available for PRDE toissue payments. Authorized PRDE personnel then selects the payment vouchers that are required to be released and
proceeds on processing the “unhold" vouchers. The payment cycle s processed and available for the Treasury Department approval, Once approved, PRDE proceeds with the check's submission to the Treasry Depariment for the
check issuance.
’ in funds deposited in PROE" t
I 0 nstancoof s o nd erfo 425 istursamons st for s, e ederl s depest P werodistursd e toroqred on e v, PROE 1 hprcess o convertg al payments o s suplrs,whenerposi, [ ho ACH methd.Tis mathod . sl way o dsrse ayment ity h bk ccoris of h upprsard s
u v . g was rep ¥ 9 45.310; 84.402: 84.007: faciltates the process of maintaining an audit ralof each transaction. Near the date of these transactions noted by the auditors, the fist isbursement tests were being carried out using the ACH method, however the SFA Cluster program No USDE determination has been received
201805 84.027: 84.045; 84,367 None Completed |had not yet modifed its manual of procedres o, these transactions had to be reversed o then re-issue them by check, in compliance with the programy's processes. Because PRDE cannot make disbursements on a daiy basis, and only December 30, 2019 Evelyn Rodriguez Cards, Director of Finance
In adiiion, whit testing compliance and iternalcontrl ver th cash management requirement fo Student Financial Ad cluster,the audiors selected a sample of egh 8) araw- | 027 5% 008 4. el el ofproe eactons el ne o regarding the 2018 Single Auditfinding
downs out of thirty-four (34) draw requests during FY 2017 -18 in the G5 system and noted on ninety (90) payments out of 2,952 payments within the eight (8) draws selected, that g Y v " P Y Y
these were disbursed afte the required time frame of thee (3) business days of their avalabilty. For the instances where auditors identiied that check clearance was several days after being issued, PRDE has demonstrated to track at least 99% of the funds disbursed,from issuance to clearance, for a period of at east three months,
s stated by Section 7.4 of the Treasury State Agreement (TSA). Also, through PRDEs actual accounting system (SIFDE), the agency is able to meet with the requirements stated under Secton 7.5 of the TSA. SIFDE provides PROE the
date the check was released for payment, date the check was debited from the State's account and the amount of the check. In compliance with the requirement totrack 98% of the funds disbursed, the Finance Depariment has
implemented a new too to identify checks issued form more than 7 days, but sl not cashed or deposited by the supplier r vendor. The Finance has proceeded on establishing a mean of communication with the supplier or vendor to
confirm receipt of payment for at least three months
I compliance with federal requirements, or programs on an advance method, PRDE demonstrated it has established procedures to minimize the time elapsed between the draw-down of federal funds, and the disbursement of check
payments.
PRDE continues to cosely monitor allthe payments issued and has constantly mirimized the number of instanoes auditors find during ther tests
During our test of controls and compliance procedures for Eligibily for Area of Service Delivery, we visited five (5) Schoohwide schools totest ligibilty of school attendance area.
PROE uses as poverty measure, sociocconomic data which is captured through SIE (Sistema Informacion Estudianti) fo make eligibity computations. After examination of the
underlying source data during our testing procedures, we noficed various instances, in allfive schools visited, where the data entered on SIE did not match the physicalforms.
maintained at the schools' records, which were completed by parents or in-charges. Accordingly, we concluded that the data entered on SIE did not represent accurate and
complete student information. Furthermore, ths i a repeated finding, therefore, the grandfather rule could be because of prior year dife forms
entered on Si
Specifc instances identiied during our visits fo the schoois selecled were as follows:
ring Febru [ Ject 19 acad i w ofinformai ime decision mak ini
1.1n four (4)of the five (5) schools visited, we noticed that otal number offorms entered i SIE did not equal the otal number offorms (Datos e unidad familar) physically During February 2018, PROE implemented an process facltated the flow ofinformation for real-time decision making, streamiining
v T . i il proseases of e Daparmon. Howeve. i e e e of inertaion, e ik ranvlmant prooses 64 et asbabuts o papanwospa where e o compln e anrlment o s i, i
bserved at schools. Also, from the five (5) schools we visited, we were able to physically examine 1,513 "Datos e unidad familiar forms and noficed that atota of 205 or 14% .
e e e e socioeconomic study data form. During that period, PROE system and included the form in order for parents o register ther chid's personal information, family's FranicoVarinez Oronoz. e Avdlay
01806 80010 Could ot be detormined | Completed | Incom and composiion November 18,2019 retary for Federal Afairs No USDE determinaion has been received

2. In each of the five (5) schools visited, we randomly selected ten (10) forms "Datos de unidad familiar: Estudio Socio Econdmico Afio 2016-2017" from each school considered for
socioeconomic report to ensure that income on the form equals income entered on SIE. We found that from a total of fify (50) forms examined and traced to SIE data, on seventeen
(17) forms or 34% the income reported does not equal SIE data. Moreover, we found that eight (8) out of the fft (50) or 16% forms examined, the number of family members
included in the form were not equal to family members entered in SIE. Also, we found that in seven (7) forms of a total of 50 examined, we noted that date of birth on student files
does not equal SIE data.

form lable to review.

3. In one (1) of the five (5) schools visited, we noticed that three (3) of the ten (10) student: d in the school no

4.1n one (1) of the five schools visited, the forms used for the socioeconomic study were not the one that corresponds to the year 2016 -2017. The version used did not required the
school director signature.

5. Two of 1,513 physical forms of "Datos de Unidad Familiar” where archived at the student file.

On November 2019, PRDE encouraged parents to initiate the enroliment process for the 2020-2021 Acadermic Year in the now enhanced online enrollment system. The enrollment period is still open and families are being able to use a
|computer at school to perform the enrollment process. However, paper forms will be available only for parents without computer or internet access, and School Directors will be responsible to submit any student information into the.
system. PRDE expects a reduction in this type of observation during next fiscal year

leana Cortes Burgos, Title | Program
Coordinator

regarding the 2018 Single Audit finding




I testing compliance with the requirements related , we recalculated of students employed in community service activities to total
Federal Work Study (FWS) allocaions forthe award year 2017-18 and amounted to $11.137. The minimum amount (§17,500) was it met by $6.3653.

complying requirement and has plied with thi . Howve,sincs his finding correspondsto the ime period n whic the isand was severaly damaged
by Huricanes ma and Maria on September of 2017 the PRDE could ply with this requirement impact caused leaving

extended period of time. Tt toan to start with the in order o bring the nuitons o o continue the ‘Therefore, PRDE"

action plan was slgmfcanﬂy delayed

Yolanda Cartagena, Auxiliary Secretary for
Career and Technical Education

No USDE determination has been received

2018.07 ion. v ; ’ ; ; . " i ; i 84.007,84.033,84.063 | could not be determined | In progress |Since PRDE did not use ll of the funds initally allocated due to the situation mentioned above, PRDE performed the total in the FWS program. Based on the FISAP report submitted by the June 30,2020 i 4 : ; g e
I addition, when testing compliance of the matching requirement, PRDE was ot able to provide supporting documentation from the accounting records to substantiate the. D 10 LS e i st o ooty Somioon Ao Sk b 15608 (i 75 of it iy oopereied 1 e VG protyant roperes o s AP T s eorviedly Sonion serest ompcasion Kelvin J. Pagan, Technical Education Program | - regarding the 2018 Single Audit finding
assigned and disbursed foeach of the 9y related to the Federal Work Study Program (FWS) and for the Federal Supplementl in Community Services Activiies as slated in Section G of the 2017-18 FISAP was $14,850. This amount exceeds the minimum amount of $12.603, resulting in PRDE's compliance with the earmarking requirement Director
[Educational Opportunily Grants (FSEOG) iy : um amou 003, restling ? 9 rea
| Additionally, PRDE will ontinue to schedlule trainings forall Financial Aid Personnel regarding FWS regulations and monitoring the Financial Aid O nd personnel, the the FWS
program. PRDE is committed to completing all corrective aciions within a negoliated timeline in order to fully comply wih all applicable federal requirements.
In testing compliance and internal control over Level of Effort - Efort we with the entitys calculati ' anco ' . ' N s o oo o '
under audit. A State must maintain s level of fiscal effort on either an aggregate or per-student e o o Joor wil espectto e sscond prsseding yea. We nd hat o o e s o 1 e O O O foderal and statefunding for
State did not meet the Level of Effort - Maintenance-of-Effort requiremen, under ither of the methods for compli ‘ed under the Section 9ing 9 o pastfew year
311(0)((A) of Perkins IV (20 USC 2391(b)()(A)) Further, due to the current financial circumstances in Puerto Rico and the Financial Oversight and Management Board's ultimate control over State funding, and most recently the adverse impacts of Hurricanes Irma and Maria, Puerto Rico)
For FY 2015-2016, State funds expenditures on PRDE accounting records for Career and Technical Education program amounted to $74,793,937 and a certified enrollment of can o longer rely on the same sources to calculate MOE and needs to revise its methodology.
37,180 students. The dollar amount assigned per student was of $2,011.67. For FY 2016-2017, State funds expenditures on PRDE accounting records for Career and Technical ’ " . Jise ts MOE ; y ; . e
Education program amounted to $70,797.819 and a certified enrollment of 37,180 students. The dollar amount assigned per student was of $1,904.1 9. Aggregated efforts The U.S. Department of Education (ED or the Department) has been cognizant of PRDE's need to revise its since the 201 Specifically, on November g,2016 PRDE received a Program Yolanda Cartagena, Auxiiary Secretary for | No USDE determination has been received
2018.08 : 84,048 Cout ot dtomine | nprogress . |Daerminton Lotr (PDL) forn s pra uly 12014, g 2016, Fining 2015.01 ot it PRDE did it e o MOE peqsrement nder o o twoavlablocomputaton oo, The Depsrimet sutand e December 31, 2019
decreased from FY2015-16 to FY2016-17 in the amount of $3,996, 118 or -5.34%. The State's per student effort decreased by 9.107.48 or -5.34%. The student enrollment had no aitors ining 2012.011 e roquested (1 reviead ik e, procedures o e e e o Career and Technical Education regarding the 2018 Single Audit finding.
change, for a total of 37,180 both fiscal years, while the States aggregate expenditures decreased by $3,996.18. Therefore, per-student effort was reduced. 9 red P P . yearsing
Lo e per-tutont bacis cormputaton, he St ol aggregate experelires amouriedfo $70,787,818 and shouil have amounted o 74,783,937, The ate pe shudent o s dai PROE has o rscsied any ol commaicatontogrding st Howsver, PROE v s el ssitance il o OCTAE g Mey 5-1, 2010, ol o th implamentton of i nw Pakis ¥
amounted to $1,904 and should have been $2,012
T Stte's agrageis sxpndiures shoudamouet .t st 74790857, mathigttlSises espendiures forthesecond eecadigyoa (FisclYoor 201516, ordarto Durng i i, USDE rouesta sl oo egarcing e HOE it epandiurs forFY's 20162017 an 2017-201. USDE sl ittt il proid i addtorsl o o the At Dol oncuce
comply with Level of Effort te basis of o
As a precautionary measure given the distressing situation Puerto Rico faced in the aftermath Irma and Maria, DEPR pr quested a hig all reporls that this program required for FY 17-
18. This communication was made available o the auditors at the same time Quarterly Accrual reports and SPR report were shared.
ks portrming e st proces poring compl q . we noticed that of the second quarter of the Quarterly Grant Accrual Reports and the|
Repor, required by Museum and Library (IMLS), was submitted late by the State Library Program. The IMLS grant calendar cycle included af| Moreover, at the eventualiy of the auditors' findings on the timeliness of our reports, PRDE entered info communication with the federal office of the IMLS program, requesting clarfication on the applicabilty of the waiver, to which they piamar Gzl Marinez, Auciy Secrtn
2018.00 the Grant Award Guidance package indicates that the due date for the second quarter of 2018 of the Quarterly Grant Accrual Report was April 52018 and the State Library Program| P None Compieteq | 7ePlied that PROE has been very communicative in recent years around the quartely accrual reports, and IMLS has no concerns about the imeliness factors cited during this time period December 30,2018 cadeic Afairs No USDE determination has been received
submitted the report on April 6, 2018.Othenwise, the IMLS grant calendar cycle indicates that the due date for the State Program Report was December 29, 2017. As a result of an 2 . My . Havo Sermudor. Sat Urary Program| | regaring he 2016 Sngl Auet g
extension requested and approved, the new due date for the State program Report was December 29,2018 and the State Library Program submitted the report on December 30, PRDE wants to emphasize that the auditor's findings are based on  one-day late submission of each report. For the 2017 SPR Report, which was originally covered by the waiver we mentioned above, the extension granted was Interim oordinator
2018 December 29,2018, However, this calendar day is a Saturday. PRDE made an outstanding effort fo have personnel available to submit this report on a fimely basis.
PRDE understands that based on this information, his finding should not be sustained.
PRDE accepts this finding and will efforts to prevent ofthe asa plan PRDE will amend the FISAP for the fiscal year 2017-2018.
Inaciion PROE hasestalshe th folwing pocedures . Caninuous rainig o al Fnancial Ad O regarding porting and federal regulations, and 2. Moritoring the Financial Aid Office personnel,
who are responsible for gathering the FISAP report data, to ascertain followed and that te and 2 Also, as part of
o i, PROE it coorite 3 ol asmtanca i o v US beparmant of Ecaion o prvil s scinar 10 g ! personnel involved in of Tile IV funds. This seminar will help PRDE to
prevent the recurrence of the above condition in the future.
Yolanda Cartagena, Auxiiary Secretary for
In testing compliance and internal controls over Reporting - Special Report - the auditors obtained copy of the Fiscal Operations Report and Application to Participate (hereafter, In addition, PROE 1 the proosss of acquiring & combletely new Studont Information Sysiem with an inkegrated Financial Ald module. During the Fiacal Year 20162017 . PRDE Implemented & Student Information Systain (SIS) witin the er and Technical Education No USDE determination has been received
2018-10 y 84.007,84.033,84.063 | Could not be determined | In progress |insiitutes and training was provided to all the personnel including those working wih the SFA Program. The SIS implementation was supposed to improve the Till IV funds management and financial procedures. However, the results June 30, 2020 '
FISAP) for the Award Year 17-18, and traced maerial lne items to PRDE's disbursement records finding exceptions. 3 Kelvin J Pagén, Technical Education Program | - regarding the 2018 Single Aui inding.
obtained did not met PRDE'S expectations. The new system will be fully implemented during the Fiscal year 2018-2020. oo
USDE tecnty sccepad the PRO request o appes egarig he Fir Dtermiedon Proean Rt acev o 2010, T Progrm R edad  umer \gs with which the PRDE
process will allow PRDE to provi i appeal willead us to identy addiional measures to implement that actuallyhelp us improve our day-0-day operations o provide the most high-qualty
renies e denton 1o oo s,
On August 20, 2018, the appeal was accepted by the USDE with certain instructions and requirements. on January 24, 2020, ITEC received approval for additional time to complete the file review for findings 4 and 5. This timeline
extension wil allow USDE and the Federal Student Aid to continue with the review process and define the setflement agreement
PRDE was not able to submit the Enrollment Reporiing Roster File to the NSLDS during this fiscal year, therefore, concurs wih ths finding
Due to the turnover of saif and recognizing the importance of technical knowledge that our personnel must receive, PRDE has requested to the US Depariment of Education a seminar which has already been coordinated to take place
between September and November 2019. This seminar will be provided to al the Institutions’ personnel involved in the administration of Title IV funds, and the NSLDS Enrollment Reporting will be one of the topics that will be covered
Yolanda Cartagena, Auxiiary Secretary for
201811 The PROE did not submit the Enrollment Reporting Roster File updated to the National Student Loan Data System (NSLDS) and other information as required by federal 84.007,84.033,84.063 | Could not be determined | In progress  |Aiso, PRDE is establishing standard monitoring processes to the Financial Aid Office personnel, who are responsible for the Enrollment Reporting, to ascertain the appropriate procedures are being followed and the reporls are accurate June 30,2020 ' and Technical Education No USDE determination has been recelved
reguiations during fscal year 2017-2018; Kelvin J. Pagn, Technical Education Program | - regarding the 2018 Single Audit finding.
and consistent with PRDE records reported to the National Student Loan Data System (NSLDS). .
In addition, PRDE isin the process of acquiring a completely new Student information System with an integrated Financial Aid module. During the Fiscal Year 20 16-2017 , PRDE implemented a Student Information System (SIS) within thel
institutes and training was provided to allthe personnel including those working with the SFA Program. The SIS implementation was supposed to improve the Tille IV funds management and financial procedures, however, the resuls
obtained did not met PRDE's expectations. The new system will be fully implemented during the fiscal year 2019-2020.
During the course of the audit procedures performed by the external audiors, the Level of Effort of the ESEA programs, however, nio documentation was requested
i show th the egency's Iternelcontrls were propery implemented fo ensurs that every efor was made to mestthe calculation reuirertents of this computato, o which s indig 1 releled
On Augst 2010, PRDE tcatve) e o the USDE wit e nstnctonsrtated on b PROE shoukd pror th processes o clcaton o LOE. Speccl, rthe coruioaios wer stablshed nder o galte e
by email  to the audilors, they siated that "The attached letter from 2010 describes how the U.S. Depariment of Educaion (USDE) annually determines wheiher States mainiained
Bttt preceding fiscal year under secmn 1 125A(e) ol ihe ESEA. [ ] Ad a cnifay ystom. i aloo means inat Puerlo Rco hos e the LEA MOE raquiroment i socon 521 of e ESEA, Threloe, s 1o Puerto Rcos
itis for Puert determine whether it maintained effort under sections 1125A(e) or 8521 of the ESEA because ED performs this function when it annualy checks whether Puerlo Rico (and
other States) met the State MOE reqmremenl T secton 12500 "
01812 st compance andema oo avr Lol of ot - Maitnanosof Efrts e aurs e as not able fo supporting s [ g 164 010: 84,267 | Gould not bo determined |  Completed November 30,2018 FranizooMarine Oronz,tarsAuslary.| No USDE deterinaton s b rocaea
u 0n  fnar comueicaton eceved i Novammbe 13, 2019, USDE sand PROE 8 cifcaton of h cludaton ofmaitrne of e MOE) fr ol educaton! sgences (LEAS). Ittt USDE confnsanceagain dus o PROE S v garding gle Au 9
itis PRDE o whether it maintained effort under ESEA sections 1125A(e) or 8521 because, with respect to PRDE, the Depariment performs this function when it annually checks
whether PRDE (and every State) vt requirement in ESEA section 1125A(e).
Rogarcingtho PROE el coirols ht aro i lao.on an annua basis, e PRI Budg Ofio requests each o PROE's PrograriOffcoDiviin s osmated and necessary tale budget o the et fscal year. Each
ProgramOfic/Dvision completesa i of s ard request st oudet noassay o anur s Gperatons,cortnuty of s and v foderal . The approval of
this budget s subject to the availability of funds allocated to the PRDE by the Central Government. o ensure comp laws and
of federal programs assigned to PRDE, regardless of the additional compliance that the USDE performs by ca\culaﬂng e Lo by themselves.
DE keeping the of payments e federal regulations. Although PRDE's management makes every effort to safeguard the information of the pariicipants of each
program e onsish o trrcane e and s soverew mpacied e sgoners rocoreheoping rocessos
201843 | one (1) nstance offour unrad and bianiive (425) Gisbursements examined, no svidance wes avaliabts o suppart hat e paytnant was propery documentad, 10550 None Completea | e e rolated totis finding was in the agency' inaciive iles archive. When requested by the audiorsfor purposes of the test, the progra deniifed tobe among the by the impact June 30, 2019 Loordes N, Geca Saniago tar Dirciorof No USDE detaminaton s bosn aceved

of Hurricanes Irma and Maria.

Despite not being able to provide the particular year evidence that was requested by the auditors, this supplier remains active and in compl the program and files for the auditors. PRDE is
evaluating how records could be protected in order to avoid this kind of situation in the future.

chool Lunch Program

regarding the 2018 Single Audit finding.




201814

During 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
nanial i, Intesing compianco and nternal concl ove h cash managerment et for SPA clster, o uslorsseleced  samplo of oigh () crw.-dounscut o34
draw requests during FY 2017-18 in noted that on 1 within our sample, that payment information (check number and check
1) wers ot presont i he focords provided, a0 Sed below

84.007,84.033, 84.063

None

In progress

'e PRDE recognizes the importance of taking steps to improve procedures. As part o the ongoing ritringprocesses rt rave boen developed to assess the performance of the Student information System (SIS), SFA program staff
dentified that the system was duplicating a series of payments to students. Immediately after this situat fied, allthe duplicated payy 1o ensure the proper use of the funds and prevent the payment process
from being done incorrectly. This situation is ane of the examples by which, after thoroughly evaluating e peﬁmmance of the SIS system, PRDE in accordance with USDE advice, decided to startthe process of subsiitting the current
system for a completely new system that will addresses this and other situations found during implementation phase of the SIS. The new system is expected to be fully implemented during the fiscal year 2019-2020.

USDE recenty acceped tho PROE requost o appeal regarding h FinalDetrminaon Program Reviw rcefved n 2019, Tis Program Review ioded a umber which the PRDE ps
process will allow PRDE t i appeal willead us toidenify addiional measures to implement that actually help us improve our day{o-day Operations {0 provide the most igh-qualty
service and education to our s«uuen«s

On January 24, 2020, ITEC received approval for additional time to complete the file review for findings 4 and 5. This timeline extension will llow USDE and the Federal Student Aid to continue with the review process and define the
setilement agreement

June 30, 2020

Yolanda Cartagena, Ausiliary Secretary for
Career and Technical Education
Kelvin J. Pagan, Technical Education Program
Director

No USDE determination has been received
regarding the 2018 Single Audit finding.

201815

During our audit procedures, we noted that PRDE does not have an adequate recordkeeping system that allows an easy audit trailof all transactions involving the processing of
fnancial sid. ntesting compliance and internal control over th cash management requirement for SFA clste, the auitors selected a sample of igh (8)craw-downs out of34
draw requests during FY 2017-18 in and noted that on 1 within our sample, that payment nermaton (check number and check
date) were not present in the records provided, as stated below.

All Major Programs.

Could not be determined

In progress

PRDE has in place a procurement process that contemplates exceptions to the regular competitive process. According to our “Guia para son d
iniiate noncompetitive procurement process when acquiring legal or accounting services, due (o the nature of such services.

fondos federales", PRDE may

s for legal services, these are required to comply with ethical canons by establishing a client-lawyer relationship that grants particular privileges to the lawyers, based on the reliabilty of its client that his lawyer will seek the best wellbeing
of s client under most kind of circumstances. This type of relationship can't be identified during a regular competitve process, therefore, PRDE considers it as one of the acceptable exceptions under its policies and procedures.

PRDE understand that this finding should not be considered an exception, for the rformed in PRDE's procurement procedures. However, PRDE understands the importance to
oo and improve s proctrement procediros. For i eason, PRDE's Procuroment ffc s conducing o ccmprehenswe assessment to meke & now purchasing regulatin. Ths assessmentwil alow PROE to acdress any kid of
breaches that may arise from the purchasing processes of goods and services. Besi and procedures, PRDE s carrying out additional measures by evaluating the consolidation of
alprocurement processestat aro porormed by oterofces, This wl low FROES Proosement all procurement of whether the source of funding is locallstate or federal.In addition, PRDE is

implementing the integration of its system, known as This system will allow PROE to perform additonal processes {0 acquire other elements other than goods and services by using the same
onware system

Due to the econommic situation of the island, the local governmem hes imposed meastros 1o anstro th staiityand nctonng
or division. This measure will g the costs many 1o an external or
according to suppliers may proceed. Thi
auditors

by requing op that are offered by other t
e event where an agency is unable to provide the goods or services
v o i ntanco e 1o s of compeitive measures to purchase goods o services mentioned by the

e use of

However, for the other two instances related to the use of non-competitive methods, even though both transactions are listed der PRDE' i procurement proced that not all

was avllble during aucirs review. PROE whl cotiue t werk owsr mlntinin s documentatlon o procurement prooseses. nrlain o th nstances wers theprogram didnot pmvvnde sufficient documentation of the.
procurement history from a specific non-federal entity, PRDE states that due to the onslaught of Hurricane Maria, archived in PR
maintaining its procurement records and is evaluating methods to prevent such situations from happening in the Mure

June 30, 2020

Norma J. Rolén Barada, Director of
Procurement

No USDE determination has been received
regarding the 2018 Single Audit finding

201816

in our internal controls and compliance testing as to the Common Origination and Disbursement (COD) reporting, we selected a sample of sixty (60) participants and noted that in
seven (7) instances the PRDE did not provide evidence of reporting the adjustments that should have been made through the student payment data in the COD System.

84.007,84.033, 84.063

None

In progress

| The PRDE understands the condition of this finding, however it does ot fully agree with it During the process of reviewing the information of this finding, the program staff reviewed and compared the data contained in the COD report
against the data used to make to students During this process, the PRDE noticed a discrepancy between these reports.

The disbursements made by the PRDE are aligned to the authorizations received from the USDE through the ED Express platform, so we are confident that all were mads ding o the by the
| government to provide assistance to students through this program.

Since we are acquiring & had Information system that serves s and the other ficings. we understand that that this topic among many other will be covered in the

Ao,
e t0 be held bety ‘and November 2019 that PRDE is coordinating with USDE as a resu\((ﬂ arecent Program Review.

USDE recenty accspad the PROE request orappes! regardmg the Final Determination Program Review received in 2019, This Program Review yielded a number of findings with which the PRDE partially disagrees. We expect that this
process will allow ihis appeal willlead us to identify additional measuies to implement that actually help us improve our day-to-day operations to provide the most high-qualty
service and education to our students

o January 24, 2020, ITEC received approval for additional time to complete the file review for findings 4 and 5. This timeline extension will allow USDE and the Federal Student Aid to continue with the review process and define the
setilement agreement

June 30, 2020

Yolanda Cartagena, Ausiliary Secretary for
r and Technical Education
Kelvin J. Pagan, Technical Education Program
Director

No USDE determination has been received
regarding the 2018 Single Audit finding.

201817

In testing compliance with the return of Title IV funds requirement, we selected sixty (60) participants of the Title IV Federal Financial Assistance programs and identified those
students who withdrew, dropped-out, or failed to attend to the institution. During our evaluation of compliance with these requirements, we noted the following exceptions:

While reviewing and recalculating the retur of Title IV funds for Title IV s, we noted the

- In one (1) case the institution computed the return of Title IV funds incorrectly.
- For four (4) students, PRDE did not provide evidence as to the return of Title IV funds calculation

84.007,84.033, 84.063

Could not be determined

In progress

the funds that

Although these cases pointed out by the auditors are isolated cases, PRDE recognizes of maintaining an o students and the responsibiliy for the return of Funds.
Regarding the instance of the incorrectly computed return of funds, PRDE will review and correct this case accordingly.

Regarding the 4 ulhev instances where no evidence of the retun of funds was provided, it was explained to the auditor that this evidence was not available, since the PRDE usually drawdowns Title IV funds at the end of each semester,

i P must reduce the amount of PRDE's revenue.

PRDE has established the following procedures; continuous training of all Financial Aid Personnel regarding Retur of Title IV Funds (R2T4) reporting regulations. Monitoring of the Financial Aid Personnel, who are responsible for R2T4
calculations, to ascertain appropriate procedures and regulations are being followed and the reports are accurte and
consistent with the PRDE records.

The US Department of Education will provide a seminar on September 2019 to all the institution's personnel involved in managing Title IV funds. The Return to Title IV funds will be one of the topics to discuss. We expect that the seminar
will help us to prevent the recurrence of the above conditions in the future.

USDE recenty accspad the PROE request or appes! regardmg the Final Determination Program Review received in 2019, This Program Review yielded a number of findings with which the PRDE partially isagrees. We expect that this
process will allow ihis appeal willlead us to identify additional measues to implement that actually help us improve our day-lo-day operations to provide the most high-quaty
service and education to our students

on January 24, 2020, ITEC received approval for additional time to complete the file review for findings 4 and 5. This timeline extension will llow USDE and the Federal Student Aid to continue with the review process and define the
setilement agreement

June 30, 2020

Yolanda Cartagena, Ausiliary Secretary for
Career and Technical Education
Kelvin J. Pagan, Technical Education Program
Director

No USDE determination has been received
regarding the 2018 Single Audit finding.

201818

During our compliance testing with ths requirement, we selected a sample of sixty (60) participants and examined evidence of payments disbursed to students. While reviewing the
disbursements evidence we noted the following:

For four(4) students, auditors noted that six (6) Pell payments were paid after14 days of the occurrence of the credit balance on the student account.

- For eight (8) students, auditors noted that eleven (1 1) FWS payments ina period that exceed: h
- For two (2) students, PRDE did not provide evidence (Payroll) as (o student work performed on the FWS program
- For one (1) student, PRDE did not provide evidence that student (or parent) received the corresponding payment.

84.007,84.033, 84.063

Could not be determined

In progress

PRDE acknowledge the importance of maintaining appropriate records to comply with all federal requirements regarding the use of Title IV funds.

Regarding the instances where payments were made outside of the appropriate timing, PRDE is in the process of acquiring a completely new Student information System with an integrated Financial Aid module. This system will provide
with automatize attributes to monitor the process of payments. This will allow PRDE staff to comply with the specific requirements related to disbursement of payments to or on behalf of students. Additionally, PRDE is working with the
local Central Government to implement the corrective actions in order to prevent the recurrence of this finding.

Regarding the lack of evidence provided to the auditors on the payroll and receipt of payments, our institutions were strongly devastated by the aftermath of hurricanes Irma and Maria and  lot of student records were destroyed by floods.
The new information system that PRDE expects to have fully implemented by FY 19-20, will allow PRDE to transition student fles from paper to electronic format.

PROE expects these measures wil reven the futurs recurence ofthis inding. USDE recenty accepted the PRIDE request for appeal regarding the Final Determination Program Review received n 2019. This Program Review yilded a
number of findings with which the PRDE partially disagrees. We expect that this process will allow PRDE this appeal will lead us to identiy additional measures to implement that
actually help us improve our day to day operations toprovide the most high-quaity senvios and education to our studets

on January 24, 2020, ITEC received approval for additional time to complete the file review for findings 4 and 5. This timeline extension will allow USDE and the Federal Student Aid to continue with the review process and define the
setilement agreement

June 30, 2020

Yolanda Cartagena, Auxiliary Secretary for
Career and Technical Education
Kelvin J. Pagan, Technical Education Program
Director

No USDE determination has been received
regarding the 2018 Single Audit finding

201819

From a sample of sixty (60) students who received Title IV funds during the period under audit, auditors noted the following exceptions:

In eighteen (18) instances, the need analysis worksheet (‘Hoja de Trabajo para la determinacion de necesidad") did not account for all the financial assistance awarded during the
period under audit in order to determine that the financial assistance does not exceed the student's financial nee

in one (1) instance, the student did not maintain satisfactory academnic progress, as stated in PRDE policy; however, a Pell disbursement occurred.

For one (1) student of which Title IV Funds were disbursed during the year, the student’s file was not available for the auditor's review.

84.007, 84.033, 84.063

Could not be determined

In progress

Regarding the instance in which the student doesn't show satisfactory academic progress and however a disbursement occurs, we categorize this instance as an isolated case. The Insttute's staff perform a case-by-case check on each
student's academic performance at the end of the semester. This information is shared with the financial assistance staff to ensure student eligibilty is correct. Although this internal controls are implemented and have always been a very
valuable tool to limit the recurrence of this type of situations, PRDE wil revise the controls in place and perform any update needed to strengthen the process.

With regards to the academic's iles not available for auditor's examination, our institutions were strongly devastated by the aftermath of huricanes Irma and Maria and a lot of student records were destroyed by floods. The new
information system that PRDE expects o have fully implemented by FY 19-20, will allow PRDE to evaluate the transition of student fles from paper to electronic format. PRDE expects the new system will be fully implemented during the
fiscal year 2019-2020.

USDE recenty accspad the PROE request orappes! regardmg the Final Determination Program Review received in 2019, This Program Review yielded a number of findings with which the PRDE partially isagrees. We expect that this
process wil allow his appeal will lead us to identiy additional measures to implement that actually help us improve our day to day operations to provide the most high-quaity
service and education to our students

o January 24, 2020, ITEC received approval for additional time to complete the file review for findings 4 and 5. This timeline extension will llow USDE and the Federal Student Aid to continue with the review process and define the
setiiement agreement

June 30, 2020

Yolanda Cartagena, Auxiliary Secretary for
Career and Technical Education
Kelvin J. Pagan, Technical Education Program
Director

No USDE determination has been received
regarding the 2018 Single Audit finding




Dunng our test for compliance procedures with Annual Report Cards and High School Graduation Rate, we selected 40 students that were excluded from the adjusted cohort rate.

DEPR recognizes the importance of maintaining and securing the information of all our students. Unfortunately, during the 2017-18 school year, Puerto Rico was shot down by one of the most fateful natural phenomena in history.

Hurricanes Irma and Maria brought in their was the loss thatwas sord n manyof our s campuses regional and canol ffcs. Aferacouple ofdays of uricanema,when Puert
o was ot ready t fave  now challonge, new (mpest was coming. On September 18,2017, he Puerio Rico ing
it Puor Ric directy. On September 152017 1 Gavernmnt o any rovide & very it ime for public omplayees 1 soaurs documontaton an equipmont at schools, dwslncls ppeeiets regions and central offices. PRDE ot

June 30, 2020

Francisco Martinez Oronoz, Inerim Ausiliary
ecretary of Federal Affar
lleana Cortés Burgos, Title | Program

No USDE determination has been received

201820 1 mined that the student has a valid reason to be excluded of the calculation. During our examination, the written documentation 84010 Could not be determined | in progress
Coordinator regarding the 2018 Single Audit finding.
o excosionws ot vt ot o (4) of the forty (40) students selected did everything they could to keep all possible documents safe, however it was a great challenge to recover all of these.
Reinaldo Del Valle, Interim Planning Office
Prospectively, the DEPR is evaluating the possibility of convert some additional paper form processes into electronic. In this way we can safeguard the information in case we are dejected again by a similar phenomenon. We hope that Director
these initatives will direct us to minimize instances like these in the near future.
During our test for compliance procedures with Assessment System Security, we selected 40 schools to review the policies and procedures regarding the test security for the PRDE recognize how data maintenance ensures the important work that the system does in educating children Especially, when it comes to measuring the eficiency of the teaching provided to them through our system. Unfortunately,
d e of of The of with a security igned by during the 2017-18 school year, Puerto Rico was struck by one of the most fateful natural phenomena in modern histor
the school director and before and during assessments monitoring reviews conducted to ensure the security and confidentiliy ofits administration.
uricancs v and Marabrought i el ke counlss praems which was e o of formaton it wassor n many of o schoo campuses,rogionland entrl ofices. Aﬂer a couple of days of humcane irma, when Pueno Francisco Martinez Oronoz, Interim Auiiary | \ <o etermination has been received
2018-21 Specific instances identified during our review of security implementation were as follows 84010 Could not be determined | In progress |Rico was not ready to face a new challenge, a new tempest was coming. On September 18,2017, the Puerto Rico Government started announ June 30, 2020 Secretary of Federal Affairs rogarding 11 2018 Single Aut g,

1. For sixteen (16) of forty (40) schools examined, no security agreements ("Cerlificacion de Medidas de Sequridad") were available for our review.
2-For i (6)of fory (40) schoos examined, no documentation of monitoringreviews conducted before assessiment tests were avalable fo ou rview.
3- For seven (7) of forty of monitoring ucted during assessment tests lable for our review.

gto
hit Puerto Rico directly. On September 18,2017 the Government could only provide a very limited time for public employees to secure dorumentaton and squiprment at sehools, msmas educational regions o conval ffecs. PROE siaft
aid everything they could to keep all possible documents safe, however it was a great challenge to recover all of these.

For this reason, that made by the audi isolated, case.

Daisy Hernandez, Assessment Unit




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

Corrective Action Plan
Year Ended June 30, 2019

Finding Number: 2019-001

Federal Programs: CFDA No.
CFDA No.
CFDA No.
CFDA No.
CFDA No.
CFDA No.
CFDA No.

10.559; National School Lunch Program

84.002; Adult Education — Basic Grants to States

84.010; Title | Grants to Local Educational Agencies

84.027; Special Education — Grants to State

84.041 Impact Aid

84.048; Career and Technical Education - Basic Grants to States
84.367; Supporting Effective Instruction State Grants

Grant Award Numbers: ~ H027A140003 (7/1/2014 — 9/30/2015), H027A160003 (7/1/2016 - 9/30/2018),
H027A170003 (7/1/2017 - 9/30/2019), H027A180003 (7/1/2018 - 9/30/2020),
S010A170052 (7/1/2017 - 9/30/2019), S010A180052 (7/1/2016 - 9/30/2020),
S041B20135689, 161PR300306 (10/1/2015 — 9/30/2016), V048A180052 (7/1/2018 -
9/30/2020), S367A180052 (7/1/2018 - 9/30/2020), VO02A170053 (7/1/2017 - 9/30/2019)

Category: Financial Statement Finding
Internal Control / Compliance

Compliance Requirement: Allowable Costs / Cost Principles

Condition:

As part of our audit procedures, we obtained an accounts receivable listing and identified duplicated payments issued
during the year ended June 30, 2019, distributed as follows:

Receivable
CFDA Description Balance
Federal Programs:
84.027 Special Education - Grants to State $ 66,631
84.010 Title | Grants to Local Educational Agencies 27,473
84.041 Impact Aid 24,174
10.559 Summer Food Service 20,220
84.048 Career and Technical Education 5,675
84.367 Supporting Effective Instruction State Grants 2,816
84.002 Adult Education - Basic Grants to States 885
147,874
Others:
N/A Schoolwide 2,170,426
N/A School Food Authority 76,146
N/A Consolidated Funds 18,014
2,264,586
N/A State Funds 4,073,081
Total others 6,337,667
Total improper payments - 2019 $ 6,485,541

Accounts receivable arise 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
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Corrective Action Plan
Year Ended June 30, 2019

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 as federal financial assistance programs costs
in the schedule of expenditures of federal awards include unallowable costs for those amounts that remain uncollected
at the end of each year.

A similar finding was reported last year as item 2018-002.
Questioned costs related to this situation amount to $147,874.

A portion of the $2,264,586 included in the accounts receivable balance relates to federal programs. Questioned costs
related to these federal programs included within this balance are not determinable.

Corrective Action Plan:

PRDE has worked towards complying with this Federal requirement and has accomplished a lot through the recent
years and continues to be engaged with the prioritization of resolving the issues noted within this finding.

Due to the fact that approximately 98% of the outstanding balance of accounts receivable relates to improper payroll
payments, PRDE continues to work on the project for the implementation of automating its process to prevent improper
salary payments, overpayments and/or payments to employees without accumulated vacations or sick leave balances,
among others.

PRDE's Human Resource Office developed a new policy of Time, Attendance and Tardiness, effective July 2019. That
same month, during the Annual PRDE School Director's Convention, they coordinated and held an extensive training
session about its applicability and severity to more than 900 school directors who will now be entrusted to transfer that
knowledge among other employees of their respective schools.

In relation to the timely collection of accounts receivable balances, Payroll and Finance units have begun working on
revisions to existing procedures in order to: (a) promptly identify existing employees without accumulated vacation or
sick leave balance; (b) calculate any overpayments; and (c) establish payment plans to collect balances owed through
payroll deductions.

Contact persons: Amarillys Silver Rodriguez, Undersecretary of Administration
Evelyn Rodriguez Cardé, Director of Finance

Judith Parrilla Rivera, Accounts Receivable Supervisor

Anticipated completion date: June 30, 2021
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(An Executive Agency of the Commonwealth of Puerto Rico)

Corrective Action Plan
Year Ended June 30, 2019

Finding Number: 2019-002

Federal Programs: CFDA No. 84.027; Special Education — Grants to States
CFDA No. 84.367; Supporting Effective Instruction State Grants

Grant Award Numbers: ~ H027A180003 (7/1/2018 - 9/30/2020), S367A180052 (7/1/2018 - 9/30/2020)

Category: Financial Statement Finding
Internal Control / Compliance

Compliance Requirement: Allowable Costs / Cost Principles / Cash Management
Condition:

During our testing of internal controls, compliance and financial audit procedures, we selected a total of one hundred
and forty-four (144) employees for our testing procedures. While performing our review over the physical personnel
files maintained by the Human Resources department and the payroll stubs and evidence provided by the Payroll
department, we noted the following matters and exceptions:

¢ Inthree (3) instances of one hundred and forty-four (144), Form 499R-4 was missing from the files examined.

e In three (3) instances of one hundred and forty-four (144), Medicare withholdings were not properly made.

Corrective Action Plan:

PRDE is committed to comply with its established policies. As so, the PRDE has distributed to all its human resources
and payroll staff a written notice of the required Medicare withholding and documentation that needs to be kept in the
personnel’s files. This, as a way to reinforce the already implemented policies and procedures that prove to be effective
since its implementation in 2015, as no exceptions related to this matter have been found by external auditors for 5
consecutive years. A compliance monitoring process is in place to ensure proper documentation of transactions in
personnel records.

On January 30, 2015, PRDE’s Auxiliary Secretary of Human Resources issued a memorandum titled “Required
Documents in the Personnel File.” This memorandum emphasized the importance of maintaining all required
documentation in the personnel files and instructed employees to maintain the necessary accurate and timely
information, forms, certifications, memoranda and other documentation regardingthe human resources history and
transactions for its employees. Personnel within multiple offices and branches of PRDE were trained on this
memorandum.

Also, all PRDE staff working with personnel files are required to complete a checklist of the required documents for
each personnel file.

PRDE understands that reinforcing its policies and procedures to all its Human Resources and Payroll staff will results
in the non-recurrence of this finding.

Contact persons: Carlos M. Rivera Montafiez, Interim Auxiliary Secretary of Human Resources
Nannette M. Jiménez Osorio, Assistant of the Auxiliary Secretary of Human Resources

Anticipated completion date: June 30, 2021
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Finding Number: 2019-003

Federal Programs: CFDA No. 10.555 and 10.559; Child Nutrition Cluster
CFDA No. 10.558; Child and Adult Care Food Program
CFDA No. 84.002; Adult Education - Basic Grants to States
CFDA No. 84.007, 84.033, 84.063: Student Financial Assistance Cluster
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; School Improvement Grants

Grant Award Numbers:  V048A170052 (7/1/2017 - 9/30/2019), S377A160053 (7/1/2016 - 9/30/2018),
181PR300306 (10/1/2017 - 9/30/2018), 191PR300306 (10/1/2018 - 9/30/2019),
V002A170053 (7/1/2017 - 9/30/2019), VO02A 180053 (7/1/2018 - 9/30/2020),
S287C170039 (7/1/2017 - 9/30/2018), P063P180414 (7/1/2018 - 6/30/2019)

Category: Internal Control / Compliance

Compliance Requirement: Cash Management

Condlition:

The below programs receive funds under the advance cash management method. During our compliance testing, we
identified the following deficiencies:

* Inone (1) of two hundred and five (205) 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. A similar finding was reported last year as finding 2018-005.

The exception noted under the program during the performance of our tests was as follows:

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

Voucher Check Check Days over 3
Number | Number Date Deposit Date| Day Limit | Amount
901750 14059 4/30/2019 4/24/2019 1 $ 233,142.50

e In testing compliance and internal control over the cash management requirement for the Student Financial
Aid cluster, the auditors selected a sample of eight (8) draw-downs out of eighty-nine (89) draw requests
during FY 2018-19 in the G5 system and noted on twelve (12) payments out of 2,549 payments within the
eight (8) draws selected, that these were disbursed after the required time frame of three (3) business days
of their availability.
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CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Voucher Check Check Deposit | Days over 3
Number Number Date Date Day Limit | Amount
IP008645 00212574 2/14/2019 10/25/2018 80 $2,527.50
IP008951 00013065 1/25/2019 12/6/2018 36 2,932.50
00879845 00210403 1/3/2019 12/20/2018 10 2,272.50
00879662 00211547 1/23/2019 12/20/2018 24 2,332.50
00879811 00210374 1/3/2019 12/20/2018 10 2,227.50
00879741 00012000 1/3/2019 12/20/2018 10 2,572.50
00879740 00012038 1/4/2019 12/20/2018 11 1,822.00
00879739 00012006 1/3/2019 12/20/2018 10 2,452.50
00879738 00012041 1/4/2019 12/20/2018 11 2,452.50
00879737 00210389 1/3/2019 12/20/2018 10 2,272.50
00879735 00011993 1/3/2019 12/20/2018 10 1,289.00
00879733 00011991 1/3/2019 12/20/2018 10 2,332.50
$27,486.00

The below program receives funds under the reimbursement cash management method. During our compliance testing,
we identified the following deficiencies:

* Inone (1) instance out of two hundred and five (205) disbursements selected for testing, the federal funds
were deposited to the Entity’s account prior to the date of the check.

The exception noted under the program during the performance of our tests was as follows:

CFDA No. 84.377; School Improvement Grants

Days Prior to
Voucher | Check Check Deposit the Date of
Number | Number Date Date Reimbursement| Amount

19AP4743 203108 9/13/2018 9/12/2018 1 $ 100,483.40
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In seven (7) instances out of two hundred and five (205) disbursements selected for testing, we identified that
check clearance date was several days after being issued as further detailed below. Management was unable
to prove when the checks were actually released to its intended recipients since checks are delivered by the
Puerto Rico Treasury Department. The time elapsed for check clearance may be caused by delays in the
deposits made by the supplier, vendor or sub-recipient or by internal delays in the processing of the payment.
This deficiency is considered an internal control finding.

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

CFDA No. 10.555 and 10.559; Child Nutrition Cluster

Check
Voucher Check Check [Clearance |Days over
Number | Number Date Date 30 Days | Amount
920339 241258 6/13/2019 10/15/2019 122 $ 14,437.55
870464 204733 10/23/2018 12/18/2018 55 23,271.86
$ 37,709.41
CFDA No. 10.558; Child and Adult Care Food Program
Check
Voucher Check Check |Clearance |Days over
Number | Number Date Date 30 Days Amount
19AP8431 199324 7/26/2018 9/12/2018 46 $ 6,856.37
19AP507 1 198763 7/17/2018 8/31/2018 43 2,579.16
$ 9,435.53
CFDA No. 84.002; Adult Education - Basic Grants to States
Check
Voucher Check Check |Clearance |Days over
Number | Number Date Date 30 Days Amount
867031 9277 11/8/2018 6/13/2019 215 $ 2,169.29
892554 240200 6/6/2019 1/27/2020 231 154.54
$ 2,323.83
CFDA No. 84.287; Twenty-First Century Community Learning Centers
Check
Voucher Check Check [Clearance |Days over
Number | Number Date Date 30 Days | Amount
19AP7001 00202254 9/5/2018 11/19/2018 74 $ 33,464.89
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Corrective Action Plan:

PRDE developed new procedures in its Accounting System (SIFDE) to automate the payment system and has made
significant progress in designing and implementing additional internal controls to prevent recurring findings. As
mentioned in letter sent by the Audit Resolution Division (ARD) on February 26, 2020, the ARD acknowledges the
progress made so far.

PRDE is now entering into a contract with a third-party fiduciary agent that will perform financial management duties
currently performed by PRDE, and that is required under EDGAR 34 CFR Parts 75 and 76, and 2 CFR Part 200, for all
ED grants awarded by ED to PRDE on or after the date of the June 28, 2019 specific conditions, and for all grants
previously awarded by ED to PRDE that are still available for obligation or liquidation on the date of the specific
conditions.

Therefore, PRDE will abide by all terms and conditions listed in the June 28, 2019 specific conditions and ensure that
our cash management policies and corrective actions are aligned with Federal regulations, the same that require PRDE

to minimize the time elapsing between the transfer of funds and disbursement.

Contact person: Evelyn Rodriguez Cardé, Director of Finance
Judith Parrilla Rivera, Accounts Receivable Supervisor

Anticipated completion date: June 30, 2021
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Finding Number: 2019-004
Federal Programs: CFDA No. 84.010; Title | Grants to Local Educational Agencies

Grant Award Numbers: ~ S010A150052 (7/1/2015 — 9/30/2018), S010A160052 (7/1/2016 — 9/30/2018),
S010A170052 (7/1/2017 — 9/30/2019), S010A180052 (7/1/2018 — 9/30/2020)

Category: Internal Control

Compliance Requirement: Eligibility

Condition:

During our test of controls and compliance procedures for Eligibility for Area of Service Delivery, we visited five (5)
Schoolwide schools to test eligibility of school attendance area. PRDE uses as poverty measure, socioeconomic data,
which is captured through SIE (Sistema Informacion Estudiantil) to make eligibility computations.

After examination of the underlying source data during our testing procedures, we noticed various instances, in all five
schools visited, where the data entered on SIE did not match the physical forms maintained at the schools' records,
which were completed by parents or in-charges. Accordingly, we concluded that the data entered on SIE did not
represent accurate and complete student information. Furthermore, this is a repeated finding, therefore, the grandfather
rule could be incorrectly considered because of prior year differences on forms entered on SIE.

Specific instances identified during our visits to the schools selected were as follows:

1. Infour (4) of the five (5) schools visited, we noticed that total number of forms entered in SIE did not equal the
total number of forms (Datos de unidad familiar) physically observed at schools.

Socioeconomic Socioeconomic
physically study entered on
Number counted SIE Difference
01. 629 668 (39)
02. 390 432 (42)
03. 701 1,311 (610)
04. 190 244 (54)

Also, from the five (5) schools we visited, we were able to physically examine 2,020 "Datos de unidad familiar"
forms and noticed that a total of 633 forms or 31% were not signed by the parent/in charge.

2. In each of the five (5) schools visited, we randomly selected twelve (12) forms "Datos de unidad familiar:
Estudio Socio Econémico Afio 2017-2018" from each school considered for socioeconomic report to ensure
that income on the form equals income entered on SIE. We found that from a total of sixty (60) forms examined
and traced to SIE data, on thirty-three (33) forms or 55%, the income reported does not equal SIE data.
Moreover, we found that fourteen (14) out of the sixty (60) or 23% of forms examined, the number of family
members included in the form were not equal to family members entered in SIE. Also, we found that in four
(4) forms of a total of 60 examined, the date of birth on student files does not equal SIE data.

3. Inone (1) of the five (5) schools visited, we noticed that in two (2) of the twelve (12) students’ files examined
in the school, no socioeconomic physical form was available for review.
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4. In one (1) of the five schools visited, the forms used for the socioeconomic study were not the ones that
corresponded to the year 2017-2018. The version used did not required the parents’ signature.

5. One (1) of 2,020 physical forms of "Datos de Unidad Familiar" where archived at the student file.
A similar finding was reported last year as item 2018-006.
Corrective Action Plan:

During February 2018, PRDE implemented an electronic process for the pre-enroliment of the 2018-2019 academic
year. The electronic pre-enrollment process facilitated the flow of information for real-time decision making, streamlining
the internal processes of the Department. However, in its first year of implementation, the electronic pre-enroliment
process did not substitute the paperwork parents where required to complete the enroliment of its child, including the
socioeconomic study data form. During that period, PRDE made enhancements to the electronic enrollment system
and included the socioeconomic study data form in order for parents to register their child's personal information,
family's income and composition.

In November 2019, PRDE encouraged parents to initiate the enroliment process for the 2020-2021 Academic Year in
the now enhanced online enroliment system. The enrollment period is still open and families are being able to use a
computer at school to perform the enroliment process. However, paper forms will be available only for parents without
computer or internet access, and School Directors will be responsible to submit any student information into the system.
PRDE expects a reduction in this type of observation during next fiscal year.

Contact persons: Francisco Martinez Oronoz, Auxiliary Secretary for Federal Affairs
lleana Cortés Burgos, Title | Program Coordinator

Anticipated completion date: June 30, 2020
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Finding Number: 2019-005

Federal Programs: CFDA No. 10.555 and 10.559; Child Nutrition Cluster

Grant Award Numbers: 1PR300336 (10/1/2018 — 9/30/2019)

Category: Internal control

Compliance Requirement: Special Tests and Provisions — Verification of Free and Reduced-Price Applications (NSLP)
Condition:

During our internal control and compliance testing we identified one (1) instance of five (5) sponsors examined where
the filing date of the Verification of Free and Reduced Price Applications document was completed after the required
due date of November 15th of each year. As per the examination of the sponsor file, the Verification of Free and
Reduced-Price Applications document was completed on December 19, 2018.

Corrective Action Plan:

PRDE's management reviewed the exception stated by the auditors and considers this exception an isolated instance.
PRDE's management is aware of the importance of timely issuing the Verification of Free and Reduced Price
Applications to ensure compliance. On an annual basis, the program's internal control procedures are reviewed to
ascertain compliance and timely filing of all required federal reports. However, due to a health-related unenforceable
situation, the Verification of Free and Reduced-Price Applications report for one sponsor was submitted after the
required date. The Program has proven to be in compliance with all previous and subsequent submissions of its
required federal reports. We understand auditors should provide a proper perspective regarding the prevalence and

consequences of this finding considering this to be an isolated instance.

Contact persons: Lourdes N. Garcia Santiago, Interim Director of State Agency, Food and Nutrition Services

Anticipated completion date: June 30, 2020

97



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

Corrective Action Plan
Year Ended June 30, 2019

Finding Number: 2019-006

Federal Programs: CFDA No. 84.048; Career and Technical Education — Basic Grant to States

Grant Award Numbers:  V048A180052 (71/2018 — 9/30/2020)

Category: Internal control / Compliance

Compliance Requirement: Level of Effort — Maintenance of Effort

Condition:

In testing compliance and internal control over Level of Effort — Maintenance of Effort requirement, we were provided
with the Entity’s calculations corresponding to the fiscal year under audit. A State must maintain its level of fiscal effort
on either an aggregate or per-student basis for prior year with respect to the second preceding year. We noted that the

State did not meet the Level of Effort - Maintenance-of-Effort requirement, under either of the two available computation
methods for compliance as required under the Section 311(b)(1)(A) of Perkins IV (20 USC 2391(b)(1)(A)).

For FY 2016-2017, State funds expenditures on PRDE accounting records for Career and Technical Education program
amounted to $70,797,819 with a certified enroliment of 37,180 students. The dollar amount assigned per student was
$1,904.19.

For FY 2017-2018, State funds expenditures on PRDE accounting records for Career and Technical Education program
amounted to $60,602,857 with a certified enroliment of 33,504 students. The dollar amount assigned per student was
$1,808.82.

Aggregated efforts decreased from FY 2016-2017 to FY 2017-2018 in the amount of $10,194,961 or -14.40%. The
State’s per-student effort decreased by $95.34 or -5.01%.

The student enroliment decreased from FY 2016-2017 to FY 2017-2018 by 3,676 students, while the States aggregate
expenditures decreased by $10,194,961. Therefore, per-student effort was reduced.

Under the per-student basis computation, the States’ total aggregate expenditures amounted to $60,602,857 and
should have amounted to $70,797,819. The rate per student amounted to $1,808.82 and should have been $1,904.19.

The State’s aggregate expenditures should amount to at least $70,797,819, matching total States expenditures for the
second preceding year (Fiscal Year 2016-2017), to comply with Level of Effort — Maintenance-of-Effort under the
aggregate basis of expenditures computation.

A similar finding was reported last year as item 2018-008.

Corrective Action Plan:

PRDE closely monitors compliance with the Maintenance of Effort (MOE) requirement. While PRDE has historically
complied with this provision, in recent years, PRDE has experienced fluctuation in both federal and state funding for
career and technical education. In addition, the Government of the Commonwealth of Puerto Rico has experienced

challenging financial circumstances resulting in a decrease in the state budget for education for the past few years.

Further, due to the current financial circumstances in Puerto Rico and the Financial Oversight and Management Board's
ultimate control over State funding, and most recently the adverse impacts of Hurricanes Irma and Maria, Puerto Rico
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can no longer rely on the same sources to calculate MOE and needs to revise its methodology.

The U.S. Department of Education (ED or the Department) has been cognizant of PRDE's need to revise its MOE
methodology since the 2015 single audit process. Specifically, on November 9, 2016, PRDE received a Program
Determination Letter (PDL) for the audit period July 1, 2014 through June 30, 2015. Finding 2015-011 noted that PRDE
did not meet the MOE requirement under either of the two available computation methods. The Department sustained
the auditors finding 2015-011 and requested: (1) revised policies and procedures to calculate MOE, and (2)
spreadsheets showing actual expenditures for CTE for the two years in question.

PRDE received a technical assistance visit from OCTAE during May 15-16, 2019, related to the implementation of the
new Perkins V Act. During this visit, USDE requested additional information regarding the MOE state expenditures for
FY's 2016-2017 and 2017-2018. USDE also indicated that it will provide this additional information to the Audit
Division to finally conclude the resolution of these findings.

On February 21, 2020, PRDE received a communication from OCTAE concerning possible options for the PRDE to
consider regarding the resolution of the outstanding audit issues related to the MOE for State fiscal years 2015-2016
thru 2018-2019. The PRDE submitted a waiver request for this purpose on June 5, 2020. On June 18, 2020, PRDE
received another communication from OCTAE requesting additional information as part of our request evaluation. The
PRDE successfully submitted to OCTAE this information on June 24, 2020 and is awaiting resolution of this matter. We
are committed to comply with this requirement and will continue monitoring it periodically.

Contact person: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education

Anticipated completion date: December 31, 2019
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Finding Number: 2019-007
Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Grant Award Numbers: ~ P007A184591 (7/1/2018 - 6/30/2019), P033A184591 (7/1/2019 - 6/30/2019),
P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal control / Compliance

Compliance Requirement: Reporting — Special Report — Late Submission of Fiscal Operations Report and Application
to Participate

Condlition:

In testing compliance and internal controls over Reporting - Special Report, the auditors obtained copy of the Fiscal
Operations Report and Application to Participate (“FISAP”) for the Award Year 2018-2019 and noted that the report
was submitted late (on October 3, 2019; after the deadline date).

Corrective Action Plan:

PRDE disagrees with the auditor's finding in part. We recognize the importance of complying with the filing of all required
reports as part of the responsibility to manage federal post-secondary education funds for students in the public system.
We want to emphasize that the fiscal year 2018-19 FISAP report was timely filed on October 1st, 2019. However, is
not until the data is entered into the system, that a final report is generated and PRDE proceeds on obtaining its CEO's
signature, resubmitting the signed final FISAP report to the system. PRDE acknowledges that the FISAP report was
filed on time except for the signature page, filed on October 37, 2019.

PRDE will continue to work to ensure that this instance is not repeated in the future and that all report requirements are
filed on or before their respective due dates.

Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director

Anticipated completion date: June 30, 2020
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Finding Number: 2019-008

Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster
Grant Award Numbers: P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal control / Compliance

Compliance Requirement: Special Tests and Provisions — Enroliment Reporting

Condition:

The PRDE did not submit the Enrollment Reporting Roster File updated to the National Student Loan Data System
(“NSLDS”) and other information as required by federal regulations during fiscal year 2018-2019.

A similar finding was reported last year as item 2018-011.

Corrective Action Plan:

PRDE understands the auditor's observations and agrees with this finding in part.

Recognizing the importance of complying with the submission of the information requested by federal regulations,
PRDE has taken action to remedy the lack of submission of the NSLDS reports of all periods discovered to date. PRDE
has shared with NSLDS offices the limitations that were faced to comply with the filing of the reports in the recent years
and presented a plan to obtain the student's information needed to complete the reports. This process started a few
months ago, a waiver request was submitted and granted covering all periods mentioned and PRDE has recovered all

the student data needed to successfully file all pending reports.

Despite the additional challenges we are going through related to earthquakes and the COVID-19 pandemic, PRDE
successfully submitted in May 2020 all the evidence of the reports that were pending without exceptions.

We are confident that the new process established to report the NSLDS data will allow us to continue filing every future
report requested by any federal regulation.

Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director

Anticipated completion date: May 30, 2020
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Finding Number: 2019-009
Federal Programs: All Major Programs

Grant Award Numbers: ~ 181PR300306 (10/1/2017 — 9/30/2018), 191PR300306 (10/1/2018 — 9/30/2019),
H027A160003 (7/1/2016 - 9/30/2018), H027A170003 (7/1/2017 - 9/30/2019),
H027A180003 (7/1/2018 - 9/30/2020), H173A180002 (7/1/2018- 9/30/2019),
S010A160052 (7/1/2016 - 9/30/2018), S010A170052 (7/1/2017 - 9/30/2019),
S010A180052 (7/1/2016 - 9/30/2020), S287C170039 (7/1/2017- 9/30/2018),
S365A150052 (7/1/2015 - 9/30/2018), S365A160052 (7/1/2016 - 9/30/2018),
S365A170052 (7/1/2017 - 9/30/2019), S367A160052 (7/1/2016 - 9/30/2018),
S367A170052 (7/1/2017 - 9/30/2019), S367A180052 (7/1/2018 - 9/30/2020),
S938A180002 (4/26/2018 - 4/26/2020), S938C180021 (11/7/2018 - 12/31/2018),
V002A160053 (7/1/2016 - 9/30/2018), VO02A170053 (7/1/2017 - 9/30/2019),
V002A180053 (7/1/2018 - 9/30/2020), VO48A160052 (7/1/2016 - 9/30/2018),
V048A170052 (7/1/2017 - 9/30/2019), V048A180052 (7/1/2018 - 9/30/2020), PA-02-PR-
4339-PW-01039 (9/20/2017 - 5/30/2019)

Category: Internal Control / Compliance
Compliance Requirement: Procurement
Condition:

During our understanding of procurement processes and the performance of our audit procedures, we noted the
following exceptions:

e Inthree (3) of five hundred forty-nine (549) disbursements examined, we noted that the non-federal entity
was not able to provide records sufficient to detail the history of procurement for the amount of $59,260.

After inquiries and evaluation of written policies and procedures related to the procurement process, we noted that
PRDE’s documented procurement policies, "Guia para la seleccion de servicios profesionales que son sufragados con
fondos federales" effective January 26, 2007, establish that some services can be acquired under the noncompetitive
procurement methods (e.g. accounting services, legal services). These services are not contemplated in the exceptions
permitted by the federal regulation to apply the noncompetitive procurement method; not permitting a full and open
competition practice and providing incentive to engage in unfair competitive advantage.

We also noted that procurement procedures followed by the PRDE Legal Division are different from those established
and implemented by the Purchasing Department, which is the department responsible for executing the vast majority
of purchases; including those paid with non-federal funds. Additionally, auditors noted that the Legal Division fails to
maintain in enough detail documentation related to the procurement processes.

A similar finding was reported last year as item 2018-015.

Corrective Action Plan:

This past January 2020, Puerto Rico faced the unforeseen series of earthquakes that impacted the southern part of
the island, resulting in the closure of school campuses and administrative offices. Two out of three instances stated in

this finding are located at the affected region. Temporarily, PRDE does not have access to those procurement files,
until professional personnel are able to access the affected infrastructure.
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Regarding the third instance stated in the finding, PRDE understands the importance of this finding and is working
continuously to strengthen its recordkeeping processes.

Contact person: Norma J. Rolén Barada, Director of Procurement

Anticipated completion date: June 30, 2021
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Finding Number: 2019-010
Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Grant Award Number: P063P164014 (7/1/2016 - 6/30/2017), PO63P174014 (7/1/2017 - 6/30/2018),
P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal Control / Compliance
Compliance Requirement: Reporting — COD Reporting
Condition:

In our internal controls and compliance testing as to the Common Origination and Disbursement (“COD”) reporting, we
selected a sample of sixty (60) participants and noted that in nine (9) instances, payments made were not reported
through the COD within the required timeframe and in four (4) instances the PRDE did not provide evidence of reporting
the adjustments that should have been made through the student payment data in the COD System.

A similar finding was reported last year as finding 2018-016.
Corrective Action Plan:

“Instituto Tecnoldgicos de Puerto Rico” (ITEC”) has entered into a purchase agreement with a renowned software
development company which specializes in student information systems to include academics, financial aid and
accounting, which will finally provide us the interface with ITEC’'s ORACLE and PeopleSoft accounting systems. The
ITEC has programmed that for the 2020-2021 Academic Year the new Student Information System (SIS) will allow the
program to automatically register all the student aids that student is elegible to receive in that period.

With the implementation of the Campus IVY Core — Software License for Financial Aid Automation, in combination with
the internal procedures that are being established, the ITEC will start the corrective actions process that will solve the
identified findings.

Additional internal control strategies have been implemented at the Central Office to have double validation, one-on-
one analysis, validation of information from one system before it enters the other systems (transfer of information
between student information system to accounting system) and the unprecedented establishment of the “Financial Aid
Unit” at the Central Office which was carefully drafted and developed with written guidelines and procedures as an
internal control measure developing the compliance culture as we prepare to implement the Orbund/Campus Ivy
System Software; the staff that has already been trained will be the staff involved in the use of the new software.

In addition, with the new system, the teachers are able to maintain correct attendance information. Therefore, ITEC is
now monitoring properly all students enrolled and, it is maintaining exact and precise records of enrollment.

This is all part of the action plan that ITEC has developed to correct deficiencies in order to avoid recurrence of the
identified findings. This action plan includes the following specific, measurable, attainable objectives:

e Continued training

e Continued guidance

e Improved Student Information System

e Revised policies and procedures

e Improved communication of policies and procedures as well as between key offices (including

but not limited to Registrar and Financial Aid)
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e Internal file auditing

Contact persons: Yolanda Cartagena, Aucxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director

Anticipated completion date: June 30, 2021
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Finding Number: 2019-011
Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Grant Award Numbers: ~ P063P164014 (7/1/2016 - 6/30/2017), P0O63P174014 (7/1/2017 - 6/30/2018),
P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal Control / Compliance
Compliance Requirement: Special Test and Provisions - Return of Title IV Funds
Condition:

In testing compliance with the return of Title IV funds requirement, we selected sixty (60) participants of the Title IV
Federal Financial Assistance programs and identified those students who withdrew, dropped-out, or failed to attend to
the institution. During our evaluation of compliance with these requirements, we noted the following exceptions:

e For ten (10) students, PRDE did not provide evidence as to the return of Title IV funds calculation, neither
evidence that return was made within the required timeframe.

A similar finding was reported last year as item 2018-017.
Corrective Action Plan:

DEPR recognizes the importance of maintaining and securing the information of all our students. Unfortunately, during
the 2017-18 school year, Puerto Rico was shot down by one of the most fateful natural phenomena in history.
Hurricanes Irma and Maria brought in their wake countless problems, including the loss of information that was stored
in many of our campuses, regional and central offices. Following that event, in January 2020 an earthquake of 6.4 hit
the southern part of the island, leaving the Ponce campus buildings in a very deteriorated state. Personnel from the
campus had no or very limited access to students files.

As a way to secure and maintain the information of all our students, the ITEC has entered into a purchase agreement
with a renowned software development company which specializes in student information systems to include
academics, financial aid and accounting. The ITEC has programmed that for the 2020-2021 Academic Year, the new
Student Information System (SIS) will allow each campus to identify those students who withdrew, dropped-out, or
failed to attend to the institution and complete the calculation of the return of Title IV funds. This is feasible with the new
system, because it allows teachers to maintain a correct attendance information. Therefore, ITEC is now monitoring
properly all students enrolled and, it is maintaining exact and precise records of enroliment.

Additional internal control strategies have been implemented at the Central Office to have double validation, one-on-
one analysis, validation of information from one system before it enters the other systems (transfer of information
between student information system to accounting system) and the unprecedented establishment of the “Financial Aid
Unit” at the Central Office, which was carefully drafted and developed with written guidelines and procedures as an
internal control measure, developing the compliance culture, as we prepare to implement the Orbund/Campus Ivy
System Software; the staff that has already been trained will be the staff involved in the use of the new software.

This is all part of the action plan that ITEC has developed to correct deficiencies in order to avoid recurrence of the
identified findings. This action plan includes the following specific, measurable, attainable objectives:

e Continued training

e Continued guidance
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e Improved Student Information System

e Revised policies and procedures

e Improved communication of policies and procedures as well as between key
offices (including but not limited to Registrar and Financial Aid)

e Internal file auditing

Moreover, as an additional internal control measure, PRDE has developed a collaboration between the Finance Office
(responsible for the final return of money to the federal government through systems enabled for this purpose) and the
SFA Office, thru the implementation of a form that will document the process of cancellation of student checks to which
for any applicable reason an adjustment or full return of funds is needed. The Finance Division will compete the return
of funds on a monthly basis, according to the information that has been provided by the program. PRDE expects to
implement this measure immediately to prevent the recurrence of this finding.

Contact persons: Yolanda Cartagena, Aucxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director

Anticipated completion date: June 30, 2021
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Finding Number: 2019-012
Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Grant Award Numbers: ~ P033A174591 (7/1/2017 - 6/30/2018), P0O63P174014 (7/1/2017 - 6/30/2018),
P007A184591 (7/1/2018 - 6/30/2019), PO33A184591 (7/1/2019 - 6/30/2019),
P063P184014 (7/1/2018 - 6/30/2019)

Category: Internal Control / Compliance
Compliance Requirement: Special Test and Provisions - Disbursements to or on Behalf of Students
Condition:

During our compliance testing with this requirement, we selected a sample of sixty (60) participants and examined
evidence of payments disbursed to students. While reviewing the disbursements evidence we noted the following:

e  For thirteen (13) students, auditors noted that eighteen (18) Pell payments amounting to $32,632 were paid
after 14 days of the occurrence of the credit balance on the student account.

e For seventeen (17) participants, auditors noted that twenty-five (25) FSEOG payments amounting to $1,978
were paid after 14 days of the occurrence of the credit balance on the student account.

e  For thirteen (13) participants, auditors noted that twenty-four (24) FWS payments amounting to $6,447 were
compensated in a period that exceeded one month.

A similar finding was reported last year as item 2018-018.
Corrective Action Plan:

ITEC has entered into a purchase agreement with a renowned software development company which specializes in
student information systems to include academics, financial aid and accounting, which will finally provide us the
interface with ITEC’s ORACLE and PeopleSoft accounting systems. The ITEC has programmed that for the 2020-2021
Academic Year, the new Student Information System (SIS) will allow each campus to register the payroll directly in the
system and on a periodic basis. Therefore, FWS payments will be disbursed within a period of less than one month,
once the student has completed its biweekly work schedule and its direct supervisor approves the payroll.

Regarding the Pell and FSEOG payments that were paid after 14 days of the occurrence of the credit balance on the
student account, the ITEC has now register 100% of students bank accounts. This allows the ITEC to process all of its
students aids through an ACH payment, reducing the days drastically to 2 or 3 days of the occurrence of the credit
balance on the student account.

With the implementation of the Campus IVY Core — Software License for Financial Aid Automation, in combination with
the internal procedures that are being established, the ITEC will start the corrective actions process that will solve the
identified findings.

Additional internal control strategies have been implemented at the Central Office to have double validation, one-on-
one analysis, validation of information from one system before it enters the other systems (transfer of information
between student information system to accounting system) and the unprecedented establishment of the “Financial Aid
Unit” at the Central Office, which was carefully drafted and developed with written guidelines and procedures as an
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internal control measure, developing the compliance culture, as we prepare to implement the Orbund/Campus vy
System Software; the staff that has already been trained will be the staff involved in the use of the new software.

In addition, with the new system, the teachers are able to maintain correct attendance information. Therefore, ITEC is
now monitoring properly all students enrolled and, it is maintaining exact and precise records of enroliment.

This is all part of the action plan that ITEC has developed to correct deficiencies in order to avoid recurrence of the
identified findings. This action plan includes the following specific, measurable, attainable objectives:

e  Continued training

e  Continued guidance

e Improved Student Information System

e Revised policies and procedures

e Improved communication of policies and procedures as well as between key offices (including but not
limited to Registrar and Financial Aid)
Internal file auditing

Contact persons: Yolanda Cartagena, Auxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director

Anticipated completion date: June 30, 2021
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Finding Number: 2019-013
Federal Programs: CFDA No. 84.007, 84.033, 84.063; Student Financial Aid Cluster

Grant Award Numbers: ~ P007A174591 (7/1/2017 - 6/30/2018), P0O33A174591 (7/1/2017 - 6/30/2018),
P063P174014 (7/1/2017 - 6/30/2018), PO07A184591 (7/1/2018 - 6/30/2019),
P033A184591 (7/1/2018 - 6/30/2019), PO63P184014 (701/2018 - 6/30/2019)

Category: Internal Control
Compliance Requirement: Eligibility
Condition:

From a sample of sixty (60) students who received Title IV funds during the period under audit, auditors noted that in
seventeen (17) instances, the need analysis worksheet ("Hoja de Trabajo para la determinacion de necesidad") did not
account for all the financial assistance awarded during the period under audit in order to determine that the financial
assistance does not exceed the student's financial need. However, during our alternate audit procedures performed
with which all the financial aid granted to these students were considered, in none instances the total Title IV Funds
awarded exceeded their financial need.

A similar finding was reported last year as item 2018-019.
Corrective Action Plan:

ITEC has entered into a purchase agreement with a renowned software development company which specializes in
student information systems to include academics, financial aid and accounting, which will finally provide us the
interface with ITEC’s ORACLE and PeopleSoft accounting systems. The ITEC has programmed that for the 2020-2021
Academic Year the new Student Information System (SIS) will allow the program to automatically register all the student
aids that student is eligible to receive in that period.

With the implementation of the Campus IVY Core — Software License for Financial Aid Automation, in combination with
the internal procedures that are being established, the ITEC will start the corrective actions process that will solve the
identified findings.

Additional internal control strategies have been implemented at the Central Office to have double validation, one-on-
one analysis, validation of information from one system before it enters the other systems (transfer of information
between student information system to accounting system) and the unprecedented establishment of the “Financial Aid
Unit” at the Central Office, which was carefully drafted and developed with written guidelines and procedures as an
internal control measure, developing the compliance culture, as we prepare to implement the Orbund/Campus Ivy
System Software; the staff that has already been trained will be the staff involved in the use of the new software.

In addition, with the new system, the teachers are able to maintain correct attendance information. Therefore, ITEC is
now monitoring properly all students enrolled and, it is maintaining exact and precise records of enrollment.

This is all part of the action plan that ITEC has developed to correct deficiencies in order to avoid recurrence of the
identified findings. This action plan includes the following specific, measurable, attainable objectives:

e Continued training

e  Continued guidance

e Improved Student Information System
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e Revised policies and procedures

e Improved communication of policies and procedures as well as between key offices (including
but not limited to Registrar and Financial Aid)

e Internal file auditing

Contact persons: Yolanda Cartagena, Aucxiliary Secretary for Career and Technical Education
Kelvin J. Pagan, Technical Education Program Director

Anticipated completion date: June 30, 2021
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Finding Number: 2019-014

Federal Programs: CFDA No. 97.036; Disaster Grants — Public Assistance

Grant Award Numbers:  PR-4339-PW-01039(1250) (9/20/2017 - 5/30/2019)

Category: Internal Control / Compliance

Compliance Requirement: Period of Performance

Condition:

In two (2) instances of seventy (70) disbursements selected for testing, auditors noted that the liquidation occurred after
the allowed time period (90-Day Period); auditors were unable to determine that the period of performance was
extended and properly approved/authorized by the federal government.

Corrective Action Plan:

The Department recognizes the importance of liquidating funds within the period established for each of the federal
awards.

The reason for this was due to the circumstances caused by the atmospheric events of Hurricanes Irma and Maria,
along with the severe fiscal, economic and liquidity crisis on the Island, leading the PRDE to experience a delay in
recovery efforts, including the FEMA funds authorized for the PRDE.

Throughout the implementation of this federal program, the federal government has continued to work closely with
PRDE to complete all approved projects. Furthermore, during the period of time that the projects were carried out, the
federal agency has been very reasonable and understanding of the circumstances that directly affect the recuperation
work being completed by PRDE. Accordingly, the liquidation of the tested disbursement was possible because FEMA
kept the funds available for the PRDE and furtherly proceeded with the federal reimbursement.

Contact persons: Amarillys Silver Rodriguez, Undersecretary of Administration

Anticipated completion date: June 30, 2021
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Finding Number: 2019-015

Federal Programs: CFDA No. 84.938C; Temporary Emergency Impact Aid for Displaced Students
Grant Award Numbers: S938C180021 (11/7/2018 — 12/31/2018)

Category: Internal Control / Compliance

Compliance Requirement: Special Tests — Prohibition on Using Funds for Section 8003 Impact Aid Students
Condition:

During our test for internal controls and compliance procedures with Prohibition on Using Funds for Section 8003 Impact
Aid Students special test requirement, we selected sixty (60) students identified as displaced to compare supporting
documentation for the Section 8003 Impact Aid application with the supporting documentation for the displaced students
covered under Emergency Impact Aid program and ascertain that students are not included under both programs.

PRDE did not provide supporting documentation for those students selected and we could not ascertain that students
are not included under both programs.

Corrective Action Plan:

According to the external auditor’s petition, PRDE has verified the sample of the students that participated from the
Emergency Impact Aid (selected by the external auditors) and have found that some students were included in both,
the Emergency Impact Aid population used to apply for this grant and also in the Basic Impact Aid 2018 Census, as
provided by the program.

PRDE submitted the Basic Impact Aid Census in January and September 2018 (taking into consideration the amended
census), and the Emergency Impact Aid application with eligible participants between June and September 2018 (taking
into consideration the amended applications). Later, in November 2018, PRDE received the grant award notification
for the Emergency Impact Aid for Displaced Students.

With the existing timeline in mind, let’s review the statutory requirement in the special funding rule which is the following:
Special Funding Rule. In calculating funding under section 7003 of the Elementary and Secondary Education Act of
1965 (20 U.S.C. 7703) for an eligible local educational agency that receives an emergency impact aid payment under
this section, the Secretary of Education shall not count displaced students served by such agency for whom an
emergency impact aid payment is received under this section, nor shall such students be counted for the purpose of
calculating the total number of children in average daily attendance at the schools served by such agency as provided
in section 7003(b)(3)(B)(i) of such Act (20 U.S.C. 7703(b)(3)(B)(i)).

Accordingly, at the time of both submissions, PRDE had not yet received any Emergency Impact Aid funding/payment,
nor was aware if the USDE was going to authorize the entirety of the funds petitioned through any of the Impact Aid
programs. Based on this information, we conclude that PRDE complied with the requirement established in section
7003, since no payment was even received in order to be able to distinguish the students to be included in the
applications at the time that the applications were submitted.

Contact persons: Dr. Francisco J. Martinez Oronoz, Auxiliary Secretary of Federal Affairs
Dr. Reinaldo Del Valle Cruz, Auxiliary Secretary of the Planning Office
Dr. Lydiana I. Lopez, Data Management and Quality Unit Director

Anticipated completion date: December 1, 2020
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Finding Number: 2019-016
Federal Programs: CFDA No. 84.938C; Temporary Emergency Impact Aid for Displaced Students

Grant Award Numbers: S938C180021 (11/7/2018 — 12/31/2018)

Category: Internal Control / Compliance
Compliance Requirement: Special Tests — Documentation of Enrollment Status
Condition:

During our test for compliance procedures with Documentation of Enroliment Status, we selected 60 students identified
as displaced to review how the school compiles the numbers of displaced students and categories reported in the
quarterly reports to the USDE and determine that records support that they were displaced students, attended on the
applicable count date, and were correctly categorized. The displaced students and categorized were compiled by
enrollment data maintained by the Planning Secretariat of PRDE. Records that supports enroliment status were official
transcripts, student's last individualized education program and any other documentation necessary to support
categories.

Specific instances identified during our review for documentation of enroliment status were as follows:

e  Forsix (6) of the sixty (60) students examined, the documentation received did not support them as displaced
students since movements in its enroliments were to the same school.

e  Forfive (5) of the sixty (60) students examined, the documentation indicated that they were enrolled up to end
of school year in two schools at the same time. One of the school enroliments disqualified the student as
displaced.

In addition, we noticed that the documentation received supporting data used for quarterly reports and total reports has
a total of $5,093,875 in payments to students in which the original school and actual school are the same. Actual school
is the school used by PRDE as benchmark to identify students as displaced.

Corrective Action Plan:

During the course of our most recent single audit review, the external auditor identified that a number of students were
mistakenly included in our initial count of “displaced students” in the case of public schools, within PRDE’s September
2018 submission. Specifically, the majority of these identified students reenrolled in the same school in which they were
enrolled prior to the hurricanes in 2017. The other part of students were included in the report because they transferred
to other schools, but when the data was entered into the system, the codes that are used in the Student Information
System (SIS) to record for exiting/transfers were mistakenly used. PRDE did not intend to include these students in
our initial count for displaced students. At the time of the report, PRDE was working under extraordinary circumstances,
while also trying to recuperate from the disasters faced. However, the mistake was not identified until after the grant
closed in March 2019.

Accordingly, when the preliminary finding was notified to the Single Audit Committee, PRDE proceeded to analyze the
data and work with the issues identified by the auditors. We worked with the appropriate offices within the agency to
review the issue and verify the proper count of displaced students for the 2017-2018 school year. We re-ran the data
search using the appropriate terms and date ranges as identified in responses to A-2, B-5, and B-6 questions of the
June 2018 version of the “Frequently Asked Questions (FAQs) for the Temporary Emergency Impact Aid for Displaced
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Students (Emergency Impact Aid) Program, CFDA Number: 84.938C.” Specifically, we reviewed the data for those
students who, within the four quarters of the 2017-2018 school year:

e Resided in the area of a covered disaster or emergency on the date that is one week prior to the date that the
major disaster or emergency was declared for the area; and

e As aresult of the covered disaster or emergency, enrolled in an elementary school or secondary school other
than the school that the student was enrolled in, or was eligible to be enrolled in, on the date that is one week
prior to the date that the major disaster or emergency was declared for the area.

PRDE included the updated enrollment numbers meeting the definition of displaced students during the four quarters
of the 2017-2018 school year and to be transparent and completely honest, as it is our duty, with the United States
Department of Education (USDE), submitted a letter dated March 4, 2020, to the Disaster Recovery Unit (DRU), seeking
to start discussions and solutions about this matter.

Our analysis showed that there were in fact a number of students who should not have been included; however, we
also identified that there were a significant number of students who should have been included that were not.
Specifically, we recognized that our initial review of displaced students only considered those students who enrolled by
February 8, 2018. This was not the correct date to use, especially considering that many public schools had not
reopened by that date, and many students did not enroll until later in the academic year.

Taking into consideration the crisis that was occurring during that specific school year, PRDE faced many challenges
Accessing, exchanging, and reporting data was difficult after the emergency, particularly when critical infrastructure,
such as electricity, internet, and cell phone service, was compromised. As guidelines in this field outline, we ask you to
understand our situation at that historic moment.

There was a significant number of students who enrolled in a different school due to the devastation caused by the
2017 hurricanes, but after February 2018. Taking that into consideration, after validations and re-calculations
subtracting the ineligible students from the period up to February 8 and adding the ones that should have been included
within that period and after (up to April 1, 2018), the updated data showed that 2,050 of students, covering 2,476
instances, were not included in the original data set, even though they met the required criteria. Accordingly, the final
data reflects that PRDE had a total of 13,649 displaced eligible students, that are 30,433 overall instances. Properly,
PRDE was entitled to receive the amount of $70,179,000 in the case of public schools, which is greater than the amount
of $69,043,750, which the Department authorized us (for public schools).

Our final analysis shows, even though the original student count included some students that indeed transferred out
but did not meet all the parameters of the displaced student criteria, PRDE nonetheless underreported the total number
of students and incidences in our original submission. As such, PRDE received less funding than it should have based
on the actual number of displaced students during the 4 quarters of the 2017-18 school year. Moreover, we understand
that the underreporting offsets the discrepancy of the initial count of over reported students. In addition, the PRDE —
Planning Office and its Data Management and Quality Unit in conjunction with OSIATD and the OREs data stewards’
team, has taken additional steps to ensure the consistency of the SIS data collection processes and procedures and
has made proper adjustments for collecting detailed displaced students data for future incidents.

The USDE responded to our communication stating that: the information in the letter will be considered along with the
other documentation PRDE provides for the upcoming monitoring of the program. Due to the COVID-19 pandemic,
federal on-site visits and monitoring have been delayed until further notice. However, PRDE continues to be prepared
for the coming monitoring processes and is in the best disposition to work along with the USDE with any outstanding
matter they understand that still need attention.
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Moreover, the DRU referred this issue to the Office of Inspector General (OIG) and a team from the OIG was putted
together to audit PRDE. After the exchange of various emails, while we were lockdown and working from home, the
lead of the OIG team approached PRDE to start the planning stages of the audit procedures they will be performing
due to this finding.

Contact persons: Dr. Francisco J. Martinez Oronoz, Auxiliary Secretary of Federal Affairs

Dr. Reinaldo Del Valle Cruz, Auxiliary Secretary of the Planning Office
Dr. Lydiana I. Lopez, Data Management and Quality Unit Director

Anticipated completion date: June 30, 2021
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Finding Number: 2019-017

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

Grant Award Numbers: ~ S010A150052 (7/1/2015 — 9/30/2018), S010A160052 (7/1/2016 — 9/30/2018),
S010A170052 (7/1/2017 — 9/30/2019), S010A180052 (7/1/2018 — 9/30/2020)

Category: Internal Control / Compliance

Compliance Requirement: Special Test and Provisions — Assessment System Security

Condition:

During our test for compliance procedures with Assessment System Security, we selected sixty (60) schools to review
the policies and procedures regarding the security tests for the assessment and review documentation of the
implementation of those security measures. The implementation of those measures is examined with a security
agreement signed by the school director and before and during assessments monitoring reviews conducted to ensure
the security and confidentiality of its administration.

Specific instances identified during our review of security implementation were as follows:

1. For two (2) of sixty (60) schools examined, no security agreements (“Certificacion de Medidas de Seguridad”)
were available for our review.

2. For two (2) of sixty (60) schools examined, no documentation of monitoring reviews conducted before
assessment tests were available for our review.

3. For three (3) of sixty (60) schools examined, no documentation of monitoring reviews conducted during
assessment tests were available for our review.

Corrective Action Plan:
PRDE understands the instances identified by the auditors in this finding.

The Department recognizes the importance of ensuring the security and confidentiality of the administration of the
annual academic assessment, knowing that the information that is gathered, allows PRDE continuous improvement
and sustain excellence of the academic programs offered to our students.

In a way to ensure the non-recurrence of this finding, PRDE has strengthened its Assessment System Security process.

For the 2018-2019 academic year, PRDE standardized the process of completing electronically the security measures
certification. This prevented that documentation became damaged or missing as had previously occurred with the
passing of natural disasters. However, in a way to strengthen our electronic process, PRDE performed additional
programming so that once the school director completes the security measures certification, a copy is automatically
sent to central level. This way, PRDE maintains back-up of every certification that is completed.

For the instances related to the monitoring procedures, PRDE established as a standard procedure that the

Educational Regional Offices (ORE’s, for their Spanish acronym) are required to develop a work plan detailing how
each ORE would be administering the tests in its schools. Originally, these work plans were limited to testing
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procedures, but now these must include in detail the calendar of pre- and during-test monitoring process that will be
performed at each school.

Contact persons: Francisco Martinez Oronoz, Auxiliary Secretary of Federal Affairs
Daisy Hernandez, Assessment Unit

Anticipated completion date: June 30, 2021
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Finding Number: 2019-018

Federal Programs: CFDA No. 97.036; Disaster Grants - Public Assistance
Grant Award Numbers:  PA-02-PR-4339-PW-01039 (9/20/2017 — 5/30/2019)
Category: Internal Control / Compliance

Compliance Requirement: Reporting

Condlition:

From the sixteen (16) requests for reimbursements made during the period, auditors selected for review two (2) forms
SF-270 - Requests for Advance or Reimbursements, however, we were unable to inspect such forms as management

was unable to provide them.

Corrective Action Plan:

The Department recognizes the importance of maintaining records to show compliance with program requirements.

In a way to ensure the non-recurrence of this finding, PRDE will strengthen its recordkeeping processes to support the
reimbursements made during the period, in this case the SF-270 - Requests for Advance or Reimbursements Forms.

Nevertheless, is important to note that such forms had to be completed and sent to the Federal Emergency
Management Agency (FEMA) since this is the only way the PRDE made requests for advance or reimbursements.

Eventually, FEMA disbursed federal funds for both requests.

Contact persons: Amarillys Silver Rodriguez, Undersecretary of Administration

Anticipated completion date: June 30, 2021
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